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Current Expected Credit Losses (CECL) Implementation – We’re Live!



Agenda
• CECL Timeline Update

• Methodology Selection

• Macroeconomic Impacts

• Strategies to Minimize Volatility

• Preparing for the Audit

• Budgeting Considerations

• Leveraging your CECL Data
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New Credit Loss Methodology

• Life of Loan Losses

• Leverages Existing Credit 

Management Practices

• Forward Looking Information

What is CECL?
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Why CECL?

Proposed following the Great Recession

Financial institutions were

• Under reserved going into recession

• Over reserved coming out

Attempt to make reserves proactive
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Sample Implementation Timeline
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Methodology Selection and Implementation

WARM
No Data

PD/LGD
Current Loan 

Level Data

Vintage
Historical Loan 

Level Data

Pros

Cons

• Easy to document and understand
• Fast implementation
• Utilizes high level data

• Imprecise
• Ignores changes in credit quality

• Precise –
calculated at the loan level

• Utilizes industry level loss history

• Black box
• Industry data may not reflect your 

credit union

• Easy to document and understand
• Specific to your experience

• Less precise
• Requires historical data



Weighted Average Remaining Maturity
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Vintage Pooling
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Probability of Default (PD) | Loss Given Default (LGD)
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Budgeting for CECL

Consistent 
Portfolio Current Balance ALLL - BoY Charge Offs Provision Expense ALLL - EoY Retained Earnings

12/31/2021 100,000 1,000 -1,000 1,000* 1,000 10,000

12/31/2022 100,000 1,500 -1,000 1,000 1,500 9,500

12/31/2023 100,000 1,500 -1,000 1,000 1,500 9,500

Growing Portfolio

Increased Risk

*Pre CECL



Budgeting for CECL – Credit Card Delinquency
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• Benefits of a big prior 
period adjustment

• Never hits income

• Impact to net worth phased 
in over 3 years

• Growth and ROA now in conflict
• Communicate this conflict to EVERYONE

• Consider adjustments to KPIs

Planning and Budgeting 
Considerations



• Use objective verbiage

• Quantify aggressively and reserve conservatively

• Use peak to trough real estate adjustments

• Adjust assumptions move inversely to actual 
results (revert to mean)

CECL Policy Hacks –
Mitigating Volatility
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Macroeconomic Adjustments
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• Consider Including Subjectivity Thresholds

CECL Policy Hacks – Mitigating Volatility



• How do we address other qualitative adjustments?

• Lending policies and procedures

• Macroeconomic conditions

• Nature and volume of the loan portfolio

• Experience of staff

• Volume and severity of past due loans

• Loan review system

• Value of collateral

• Changes in concentrations

• Other external factors (competitive/legal/regulatory)

Qualitative Adjustments



Adjusting for Changes in Credit Quality



Adjusting for a Severe Recession
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AQ

Thank you!
For more, visit Trellance.com

Analytics
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