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Myths and 
Facts
Don’t Do What CECL Isn’t

Starting Point: SCALE

Framing Concept –
Two Estimates 
Turning CECL into two easier problems
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Agenda
Session

Options and Limitations

Presenter
Presentation Notes
Again, the core here is that we’ve done this.  And that’s what the “about us” is going to nail in.  Should be framed in a kind of ‘bringing the tablets to the people’ mindset, though obviously not offering directly that nearly blasphemous analogy.  But we should speak with the authority of revealed prophecy on this stuff, not hedge, the core theme is expertise.



Poll Question #1

Which best describes your role?
a. Finance
b. Credit
c. Accounting
d. Lending
e. Other
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Poll Question #2

Where are you in your implementation?
a. All done! We are presenting ACL on our financials
b. In parallel testing with intended live methodology
c. Methodology testing
d. Data testing
e. Standing start
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Poll Question #3

How would you best describe your financial institution?
a. Predominantly CRE
b. Consumer/Mortgage Focused
c. Mix of CRE and Commercial/SMB
d. Diverse Portfolio
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Road Hazards:
Be clear on what CECL isn’t, and 
don’t do that. 

Presenter
Presentation Notes
“Don’t Do What CECL Isn’t” – don’t impute some perceived requirement onto your self.  CECL is scalable, not one-size-fits-all, requires thoughtfulness.  



Road Hazards

Depth/breadth of data requiredMYTH

Presenter
Presentation Notes
We should de-nauticalize these slides and make them more of a roadmap/navigation theme.    The content is coherent however.  
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Road Hazards

Depth/breadth of data required

Availability of data is a productive constraint

More data does not mean more intelligence

Internal/external data are appropriate

MYTH

FACT

FACT

FACT

Presenter
Presentation Notes
Clarify this is the number one, single biggest scaling factor in complexity from early presenters to later presenters.  The data environment of a $10B commercial bank are very different from a $500MM commercial bank, and even more different from a $1B CU or a $700MM consumer finance company.  
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Road Hazards

There is a right answer

Subjectivity is very high at many layers

A consistent and well-reasoned process can 
be constructed and followed

MYTH

FACT

FACT
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Road Hazards
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FACT

Accurate forecasting is required

We must apply a forecast

No client criticized on forecast 
inputs

Presenter
Presentation Notes
Hit that drumbeat again, in our experience we haven’t see na client hammered for their forecast assumptions, whether made in house, sourced from public outlooks, or through a private partnership with a forecasting provider (this is an area of scalability and complexity elimination/addition).



Road Hazards

Accurate forecasting is required

We must apply a forecast 

No client criticized on forecast inputs

Clients have changed forecast input method 
after adoption with minimal scrutiny

MYTH

FACT

FACT

FACT
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Road Hazards

All methodologies must be examined

Allowable methodologies very broad

There are not “bright lines” between 
methodologies—more methodology 
“families”

Many methodologies are trivially inappropriate 
for an FI

MYTH

FACT

FACT

FACT

Presenter
Presentation Notes
Again, to our experience and expertise.  The core thing we want to communicate here – we can speak to them in detail depending on the timing and audience – is that don’t’ be fooled into picking something based on some seminar or something somebody else says.  Anecdote about different people at the same table that we know for a fact are doing the same thing saying they’re doing different things.  
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Hazards to Navigation
CECL is “higher”

CECL practices are often more precise, 
and may be lower

Forecast expectations may exert pressure contrary to 
upward pressure of ‘life of loan’

Comparing outcomes of ACL vs. ALLL dependent on 
point in cycle

A 3-year loss rate is not 3x a 1-year loss rate

MYTH 

FACT

FACT

FACT

FACT

Presenter
Presentation Notes
Just dispel the simple approach here, talk about the nuance of how forecasts impact expectations ,e.g. CECL estimates as of 6/30/2020 (early goings in Pandemic) versus out looks at 12/31/2021, at late adoption (12/31/2022), etc.



Notes on SCALE

Presenter
Presentation Notes
Again, the core here is that we’ve done this.  And that’s what the “about us” is going to nail in.  Should be framed in a kind of ‘bringing the tablets to the people’ mindset, though obviously not offering directly that nearly blasphemous analogy.  But we should speak with the authority of revealed prophecy on this stuff, not hedge, the core theme is expertise.



SCALE Background

• ‘Ask the Fed’ Webinar July 2021 – interagency with 
FASB representation

• Bank institutions < $1B assets
• Spreadsheet-based tool to assist as ‘starting point’ in 
computing ACL
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SCALE Background

Acknowledges:
• Difficulty in establishing loss expectations for smaller FIs (lack of losses)
• “Internal information, external information, or a combination of both” 

black-letter requirement
• Data availability as productive constraint on segmentation
• Prudential regulatory expectations for small FI complexity
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SCALE Theory
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Peer ACL 
_____________

Peer amortized cost
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expectation
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Credit Loss
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SCALE Theory
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Peer ACL 
_____________

Peer amortized cost 
= Peer lifetime loss 

expectation

Entered into SCALE…



SCALE Theory
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This data includes the other FI’s 
(from prior quarter):
• Qualitative adjustments
• Forecasted components
• Impaired reserve



SCALE Theory
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Adjustments for peer group 
relevancy

Entered into SCALE…



SCALE Theory
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Adjustments for expected 
conditions / Q factors



SCALE Theory
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Adjustments for expected 
conditions / Q factors



SCALE Theory
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Adjustments for expected 
conditions / Q factors

This is “old hat” for most… but consider existing incorporation of 
opaque forecast / Q factor / impaired amounts in the source 

data



SCALE Theory
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Peer ACL 
_____________

Peer amortized cost
= Peer lifetime loss 

expectation

Adjustments for peer group 
relevancy

Adjustments for expected 
conditions / Q factors

Adjusted Loss 
Expectation

Individually 
Analyzed / 

‘Impairments’

Off Balance Sheet 
/ Securities / etc.

Allowance for 
Credit Loss



SCALE Considerations

• Relevancy of larger FIs in pool
• Future inclusion of smaller FIs in peer pool once they are live
• Time-shifting of information incorporated in call report estimates
• Defense of peer cohort
• Projectability – what will a SCALE allowance produce in 
e.g., Q2 2022?

• Defensibility risk for opaque components of peer ACL preparation (PPP, 
etc.)

• Purchased accounting considerations
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SCALE Takeaways

• “Endorsement” of use of external data from prudential regulators –
core new feature of CECL

• Signal of expected complexity, along with WARM 
webinar in ’18 (segmentation, for example)

• Good coverage for whatever direction you end up going
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SCALE Takeaways
• “Endorsement” of use of external data from prudential regulators –

core new feature of CECL
• Signal of expected complexity, along with WARM 
webinar in ’18 (segmentation, for example)

• Good comparative coverage for whatever direction you end up going
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Looking at what 
comparable public FIs 
have reported gives 

good “target” context

If planning to use this 
tool to prepare 

financial statements, 
start now



Proven Approaches – Theory 

50



Proven Approaches – Theory 

51



Proven Approaches – Theory 

52

Time

B
al

an
ce



Proven Approaches – Theory 

53

Time

B
al

an
ce

 (
$)



Proven Approaches – Theory 

54

Time

B
al

an
ce

 (
$)

Time

Lo
ss

 R
at

e



Proven Approaches – Theory 

55

Time

B
al

an
ce

 (
$)

Time

Lo
ss

 R
at

e



Proven Approaches – Theory 

56

Time

Lo
ss

es
 (

$)



Proven Approaches – Theory 

57

Time

Lo
ss

es
 (

$)

Σ Lifetime Expected Loss
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Proven Approaches – Simple 
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Simple Approaches (WARM/WARL)
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Questions?



Thank You
Garver Moore, Managing Director
garver.moore@abrigo.com

mailto:garver.moore@abrigo.com
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