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Pre-CECL Audit – Internal Audit’s Role
Dean Rohne, Principal
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Session Objectives

• Review the requirements related to CECL
• Discuss key dates in preparing for CECL
• Identify management and internal audit’s role 

related to CECL
• Discuss key risks related to complying with CECL
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Acronyms

• CECL – current effective credit losses
• ALLL – allowance for loan and lease losses
• ASC – Accounting Standards Codification
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Overview
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CECL Overview
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Expected credit loss is an estimate of the present value of cash flows not 
expected to be collected based on quantitative and qualitative 
information 

– Past events
– Historical loss experience
– Current conditions
– Borrower credit worthiness
– Forecasts of expected credit losses
– Current point and forecast direction of economic cycle
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Mapping Current ALLL to CECL
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Average Annual 
Loss Rate

Qualitative Factors

Adjusted Annual 
Expected Loss 

Rate

Loan Principal

ASC 450 ALLL 
Amount

1) Replaced by Historic 
Lifetime Loss Rate

2) Retained, but 
forecasting was added as 
a specific element to 
these adjustments
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Mapping Current ALLL to CECL
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ASC 450 ALLL 
Amount

ASC 310-10 ALLL 
Amount (Impaired 

Loans)

ASC 310-30 ALLL 
(Purchased 

Impaired Loans)

ASC 450 ALLL 
Amount

1) Replaced by Historic 
Lifetime Loss Calculation

2) Removed, could still 
calculate lifetime losses 
in a similar fashion if you 
choose

3) Removed, included in 
normal reserves
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Current Expected Credit Loss Rate
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Historical Lifetime 
Loss Rate

Qualitative Factors

Forecast 
Adjustments

Current Expected 
Lifetime Loss Rate

Step 1: What 
methodology are you 
going to use to calculate 
the number?

Step 2: How are we going 
to adjust our qualitative 
factors and narratives to 
the new standard?

Step 3: What is our 
forecast period and how 
are we going to adjust our 
history?

We have to start here, until 
we can compute our 
historic lifetime losses, we 
cannot start adjusting them 
to current expectations



©
20

18
 C

lif
to

nL
ar

so
nA

lle
n 

LL
P

Implementation Committee 

Core members include:
• Chief Financial Officer
• Chief Risk Officer/Chief Audit Executive
• Chief Lending Officer
• Chief Information Officer
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Effective Dates
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Entities Document(s) Effective date

SEC filers 10-Q and Call 
Reports

March, 2020

Non-SEC 
public 
business 
entities (PBE)

Call Report March, 2021

All other 
entities

Financial 
statements 
and Call
Report

December, 
2021

Evaluate and monitor Public 
Business Entity (PBE) status 
as strategic initiatives can 
alter your CECL effective 
date

The above dates assume a calendar 
year end
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Industry Wide Net Charge-Off Data (12/31/17)
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Description 12/31/2017 12/31/2016 12/31/2015 12/31/2014 12/31/2013
LN SECURED BY 1-4 FAM RES CONSTRUCTI -0.02% -0.08% -0.01% 0.12% 0.51%
LN SECURED BY OTHR CNSTRCTN LN & LA -0.02% -0.02% -0.06% 0.00% 0.51%
R.E. LOANS-FARMLAND 0.04% 0.02% 0.02% 0.04% 0.09%
REVOLVING, OPEN-END LNS SECD BY 1-4F 0.14% 0.27% 0.39% 0.59% 1.08%
ALL OTH LNS SECD BY 1-4FMLY-1ST LIEN 0.02% 0.05% 0.13% 0.16% 0.40%
ALL OTH LNS SECD BY 1-4FMLY-JR LIENS 0.03% 0.23% 0.64% 1.01% 2.33%
R.E. LOANS MULTI-FAMILY -0.01% 0.00% 0.00% 0.02% 0.10%
LN SECURED BY OWNER OCCPD NONFARM NO 0.05% 0.04% 0.08% 0.15% 0.32%
LN SECURED BY OTHR NONFARM NONRES PR 0.03% 0.00% 0.07% 0.06% 0.22%
C&I LOANS 0.42% 0.49% 0.29% 0.27% 0.37%
LOANS TO FINANCE AGRICULTURAL PROD 0.23% 0.24% 0.08% 0.04% 0.06%
CREDIT CARDS LOANS 3.74% 3.33% 3.11% 3.36% 3.68%
AUTO LOANS 0.87% 0.71% 0.58% 0.55% 0.52%
OTHER CONSUMER LOANS 1.02% 0.94% 0.88% 1.11% 1.33%
LNS TO FGN GOVTS & OFFICIAL INST 0.00% 0.00% 0.00% 0.01% 0.23%
OTHER LOANS 0.18% 0.13% 0.16% 0.15% 0.15%
LEASE FINANCING RECEIVABLES 0.18% 0.26% 0.18% 0.10% 0.16%

Total 0.52% 0.49% 0.46% 0.52% 0.74%

3 Year Average 0.49%
5 Year Average 0.55%

12 Year Average 1.13%
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Current Allowance Levels (As of 12/31/17)
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Loan Type
Impaired ALLL as % of 

Loans
Collective Allowance as 

% of Loans

Purchased Impaired 
Allowance as % of 

Loans
Total Allowance as % of 

Loans
Real Estate Construction 4.43% 1.12% 3.71% 1.15%
Commercial Real Estate 4.17% 0.79% 2.35% 0.83%
Residential Real Estate 6.21% 0.48% 2.26% 0.57%
Commercial Loans 10.07% 1.03% 2.97% 1.14%
Credit Cards 28.74% 3.98% 26.21% 4.25%
Other Consumer Loans 9.89% 1.08% 1.82% 1.14%

Total 10.03% 1.22% 2.38% 1.32%
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Current Allowance Levels (As of 12/31/17)

ALLL Type % of Total ALLL
Impaired Allowance % 7.14%
Collective % 89.94%
Purchased Credit % 1.52%
Unallocated % 1.39%

100.00%
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Large Bank Charge-Off Curve
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Large Bank Trend Analysis
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Community Bank Charge-Off Curve
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Community Bank Trend Analysis
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Model Examples
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CECL Methodologies
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Any reasonable approach or approaches may be used – guidance is 
not prescriptive such as

– Loss-rate methods
– Probability of default and loss given default
– Migration analysis
– Vintage analysis
– Cash flow analysis
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Financial Impact
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• Complexity vs accuracy of utilizing multiple methodologies
• Importance of risk rating accuracy, timely update and 

tracking
• Changes to policies, procedures and process controls
• Consistency of assumptions across models
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Static Pool Analysis
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Static Pool Analysis
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Static Pool Analysis
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Static Pool with Risk Ratings Analysis
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Static Pool with Risk Ratings Analysis
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Static Pool with Risk Ratings Analysis
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Static Pool with Risk Ratings Analysis
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Loss Rate Vintage Analysis
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Loss Rate Vintage Analysis
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Loss Rate Vintage Analysis
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Simplified Cash Flow (Principal Reductions)
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Simplified Cash Flow (Annual Charge-off Rates)
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Simplified Cash Flow (Expected Remaining 
Principal)
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Simplified Cash Flow
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True Vintage Analysis (Average Annual Loss Rates 
by Year of Loss)
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True Vintage Analysis
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Data Elements
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• Note Number
• Purpose Code
• Original Amount
• Current Principal Balance
• Origination Date
• Renewal/Extension Date
• Maturity Date

• Risk Rating
• Charge-off and Recovery 

Data (with date and 
note)
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Data Elements
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• Interest Rate
• Payment Amount
• Payment Frequency
• Prepayment Expectations
• Narrative to Support Inputs
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Data Collection

• Additional data collection may be necessary 
depending on how granular you want to get

• Other elements may include loan to value, debt 
service coverage, credit scores, etc.

• You do not want to get too granular, as you may 
end up with very small pools that will not be 
statistically relevant

39
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Other Items
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Initial Entry

ASC 326-10-65-1 - An entity shall apply 
the pending content that links to this 
paragraph by means of a cumulative-
effect adjustment to the opening 
retained earnings as of the beginning of 
the first reporting period in which the 
pending content that links to this 
paragraph is effective.

41
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Initial Entry

• For an institution that is not an SEC 
registrant or public business entity, a 
computation of the ALLL balance will 
need to be done as of 1/1/2021 and 
12/31/21 to determine the amount 
which will be recorded in earnings.

• The remainder of the adjustment will be recorded 
through retained earnings.

42
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Initial Entry

• Example:
– ALLL Balance 12/31/2021: $1,000,000
– Computed CECL ALLL Balance 1/1/2021: $1,500,000
– Computed CECL ALLL Balance 12/31/2021: $1,600,000

• The entry would be as follows:
– Debit: Retained Earnings: $500,000
– Debit: Provision for Loan Loss: $100,000
– Credit: ALLL Balance: $600,000
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Acquired Loans

• Separated into performing and purchase credit deteriorated 
(PCD) buckets

• PCD defined as loans that have incurred “more-than-
insignificant deterioration since origination”

• More loans will qualify as PCD loans compared to purchased 
credit impaired (PCI) loans under the current standard

• Discounts associated with credit loss are added to the 
reserve upon acquisition

44
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Acquired Loans

• Performing loans will currently require reserve be added on 
day one, as you are not allowed to factor in discounts recorded 
on day 1 of an acquisition associated with performing loans

• Adjustments for PCD will be applied prospectively, which result 
in an adjustment to the amortized cost basis of the loan to 
reflect the addition of the ALLL (i.e. a debit to the discount and 
credit to ALLL)

• Institutions are not required to reassess whether current PCI 
loans meet the definition of PCD loans

45
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Acquired Loans

• Institutions may elect to maintain current pools of PCI loans 
and will not be required to reassess whether modifications 
to individual acquired loans accounted for in pools are TDR’s

• The noncredit discount or premium, after the adjustment 
for the ALLL, will be accreted to interest income using the 
interest method based on the effective interest rate 
determined after the adjustment for credit losses
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Impaired Loans

• Various models do not treat impaired loans 
differently than performing loans.

• This is permitted under CECL
• You are allowed to break out problem assets and 

utilize a fair value of collateral method less costs to 
sell to compute the expected lifetime loss
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Investments

• Investments are subject to CECL
• Held-to-Maturity investments (which are carried at cost) will 

require reserve for the expected lifetime credit losses
• Available-for-Sale investments (which are carried at market 

value) will require reserve for the portion of the fair market 
value adjustment that is related to credit loss (replaces 
Other-Than-Temporary Impairment, OTTI)
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Investments

• For plain vanilla portfolios, in which 
credit risk is minimal, complex models 
are not expected

• For investments with credit risk (i.e. 
certain municipals, private label 
mortgage backed securities, etc.) 
reserve will be required
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Management’s Role in CECL

• Prepare in advance for compliance with CECL
– Gather data
– Plan and perform research on options for calculating CECL

• Assess potential impact to the credit union
– Impact to capital

• Develop a process to provide for ongoing compliance with 
CECL
– Use of a purchased model
– Use of spreadsheets

50
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Internal Audit’s Role in CECL

• Understand the CECL standard to a level where 
internal audit can assess risks and if needed provide 
consulting advice.

• Prior to CECL implementation consider need to 
assess management’s calculation to determine 
whether adequate controls are in place for a 
reasonable method of calculating CECL.
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Internal Audit’s Role in CECL

• Assess reliability of data and output, whether using a 
model or spreadsheets
– Assumptions reasonable?
– Data representative of current loan portfolio?
– Controls in place to protect formulas if using 

spreadsheets?
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Closing Thoughts

Overall impact on the industry
• Initial diversity in application of standard will result in hazy comparatives after 

implementation
• Expected diversities in practice

◊ Reasonable and supportable periods
◊ Methodologies for certain loan types
◊ Examiner expectations and auditor expectations
◊ Simplifying assumptions

• The standard is intended to be scalable, as the complexity of your models 
should reflect the complexity of your loan portfolio
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Closing Thoughts

Overall impact on the industry (continued)
• Given this potential for diversity in practice internal audit 

should consider the following:
• Active role in planning of CECL implementation
• Assess management’s preparation of CECL implementation
• Assess key assumptions in CECL estimate

54
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CLAconnect.com

youtube.com/CliftonLarsonAllen

Questions?

Dean Rohne, CPA, CIA
Dean.rohne@claconnet.com
507-434-7046

http://www.twitter.com/CLA_CPAs
http://www.facebook.com/CliftonLarsonAllen
http://www.linkedin.com/company/cliftonlarsonallen
http://www.twitter.com/CLA_CPAs
mailto:Dean.rohne@claconnet.com
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