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About Mayer Hoffman McCann P.C. and CBIZ 

Mayer Hoffman McCann P.C., is an independent public accounting firm 

with more than 280 shareholders in more than 35 offices.  MHM 

specializes in attest services for mid-market and growing businesses, 

with a specialty practice devoted to financial institutions.  MHM is 

strategically associated with CBIZ.  With offices in major cities 

throughout the United States,  CBIZ is one of the nations leading 

providers of outsourced business services, including accounting and 

tax, internal audit, risk management, and a wide range of consulting 

services. Together, CBIZ and Mayer Hoffman McCann P.C. are one of 

the top accounting providers in the country. 



Learning Objectives 

• Gain an understanding of the CECL model and impact on the 

Allowance for Loan Losses calculation. 

• Understand the potential impact of the CECL on Credit Union 

financial statements upon adoption. 

• Understand the differences between the current allowance for loan 

losses accounting model and the proposed CECL model. 



Why is FASB proposing the CECL Model? 

• Before the global economic crisis began in 2008, both the FASB and 

International Accounting Standards Board (IASB) began a joint 

project to improve accounting for financial instruments. 

• In the aftermath of the global economic crisis, the overstatement of 

assets caused by a delayed recognition of credit losses was cited as 

a weakness under current accounting standards. 

 



Incurred Loss Model (Current Method) 

 
• The incurred loss model generally: 

– Delays recognition until the loss has been incurred. 

– Expected future losses are not recorded. 

– Losses must be reasonably estimable, i.e. the onset 

of a national recession may not promote a reasonably 

estimable increase in the allowance for loan losses 

under the existing method. 

– The incurred loss model estimates losses for loans 

likely to default in the next 12 months 



Current Expected Credit Loss Model (Proposed  

Method) 

 • Forward-looking analysis: The CECL model would require an 

institution to utilize future information and supportable forecasts to 

estimate the allowance.  

• Removal of “probable” threshold:   CECL requires that an 

institution forego the worst-case or best-case scenario and instead 

evaluate the possibility that a loss exists or that it does not.  

• Loss horizon changes: Requires an institution to estimate losses 

over the lifetime of the loan for all loans. This would likely expand 

the loss horizons that an institution uses for estimating an 

allowance for its non-impaired loans and will likely cause the 

allowance for non-impaired assets to rise from current levels. 



Current Expected Credit Loss (CECL) Model 

Main Provisions 

 
• Impairment would be based on the current 

estimate of contractual cash flows not 

expected to be collected on financial assets 

held as of the reporting date.   

 



CECL vs. ASC 450-20 (FAS 5) 

 

• The general allowance change will affect 

virtually all institutions. 

• Allowance will be current estimate of expected 

cash flows not expected to be received: 
– Recognizes expected credit risks 

– Must consider at least two possible outcomes 

– Requires consideration of a broader range of reasonable and 

supportable information 

– Removes incurred concept 

– Removes probable threshold 

 
 



Modeling – How will it Work? 



Modeling – How will it Work? 

FAS 5 Approach:

History

Qualitive 

Adjustment

CECL Lifetime losses approach:

History Forecast Adjustment

The difference is in the definition of the historical period and the 

judgmental approach



Modeling Approaches to CECL (Example from Exposure Draft) 

Year of 

Origination Year 1 Year 2 Year 3 Year 4 Total

20X1 0.50% 1.20% 1.40% 0.30% 3.40%

20X2 0.60% 1.20% 1.60% 0.50% 3.90%

20X3 0.40% 1.10% 1.50% 0.30% 3.30%

20X4 0.60% 1.10% 1.50% 0.40% 3.60%

20X5 0.50% 1.30% 1.70% 0.50% 4.00%

20X6 0.70% 1.50% 1.80%

20X7 0.80% 1.40%

20X8 0.70%

20X9

Loss Experience in Years Following Origination



CECL Forecast Assumptions 

 
• Estimate of expected credit losses based on: 

– Past events 

– Historical loss experience 

– Current conditions 

– Reasonable and supportable forecasts 

– Borrower credit worthiness 

– Forecasts of expected credit losses 

– Current point and forecast direction of economic 

cycle. 

– Current and expected economic conditions 

 



Modeling Approaches to CECL (End Result) 

Year of 

Origination Year 1 Year 2 Year 3 Year 4 Total

20X1 0.50% 1.20% 1.40% 0.30% 3.40%

20X2 0.60% 1.20% 1.60% 0.50% 3.90%

20X3 0.40% 1.10% 1.50% 0.30% 3.30%

20X4 0.60% 1.10% 1.50% 0.40% 3.60%

20X5 0.50% 1.30% 1.70% 0.50% 4.00%

20X6 0.70% 1.50% 1.80% 0.60% 4.60%

20X7 0.80% 1.40% 1.90% 0.70% 4.80%

20X8 0.70% 1.50% 2.00% 0.80% 5.00%

20X9 0.80% 1.50% 2.00% 0.80% 5.10%

Loss Experience in Years Following Origination



What to Expect – How will Allowance Behave? 



What to Expect – How Will Allowance Behave? 

 

• CECL is counter-cyclical 

• CECL is life of loan, ASC 450-20 is not 

• CECL reserves will be higher, maybe 

significantly higher. 

• CECL removes probable threshold – (You will 

have life of loan allowance on Day 1) 

• CECL will have more subjectivity 

 



Feedback received by FASB 

• By nearly 3-1 margin, investors and other users prefer all 

expected credit losses. 

• Most preparers prefer a model that recognizes only 

some of the expected credit losses or maintains a 

threshold that must be met before all expected credit 

losses are recognized. 

 

 



Executive summary of investor views 

• Majority of investors commented that all expected credit 

losses should be recognized at origination. 

• Past, current, and reasonable and supportable forecasts 

should be used to develop the loss estimate. 

• Would like to see more robust disclosures on credit 

losses (i.e. expected and actual performance of assets 

by vintage over time and management’s ability to 

forecast expected losses). 

 



Executive summary of preparer views 

• Majority of preparers do not support the proposed update. 

• Prefer a model that either recognizes some of the expected 

credit losses or maintains a threshold that must be met 

before all expected losses are recognized. 

• Concerned about impact on regulatory capital. 

• Believe it will result in understated net asset value of 

financial asset on “Day 1” 

• Fails to “match” the timing of recognition of credit loss 

expense with compensation received for credit loss 

(interest income). 



Investors’ objectives with regard to credit losses 

• Concerned about the delayed recognition of losses 

associated with the current accounting standard and 

adequacy of reserve estimates. 

• Investors support removal of the “probable” threshold for 

loss recognition because of the belief that this threshold 

has artificially delayed loss recognition. 

• All expected losses should be recognized at origination, 

thereby providing “capital” set aside to absorb future 

losses. 

 



Investors objectives with regard to credit losses 

• Allowance based on historical credit losses, coupled with 

information about current conditions and reasonable and 

supportable forecasts. 

• Regardless of credit loss recognition model used, 

investors would like more robust disclosures on the 

credit loss reserve. 



Operational concerns 

• Respondents stated that forecasting and “predicting” 

economic conditions over remaining life of loan would be 

challenging (if not impossible). 

• Concerns that management’s estimate of expected 

credit losses will be subject to additional audit and 

regulatory scrutiny. 

• Historical credit loss information over “life of loan” is not 

currently tracked and measured. 



Life of Loan – What is Expected? 



Misunderstandings regarding life of loan 

• FASB clarified that an entity is not expected to forecast 

and predict economic conditions over the entire life of 

the asset; rather, it is expected to update historical loss 

experience for current conditions and reasonable and 

supportable forecasts about the future. 



Operational concerns specific to credit unions 

• Significant costs associated with making a life of loan 

estimate of expected credit losses. 

• Many credit unions currently use annual loss rates in the 

allowance measurement and do not have access to 

historical life-of-loan credit loss data. 

• The proposed update would not allow an annualized loss 

rate and require entities to develop systems to track and 

calculate historical loss experience that is not currently 

tracked today. 



Capital concerns 

• Day 1 recognition of credit losses will adversely impact 

capital, and discourage lending. 

• Credit Union capital is only measured by the ratio of net 

worth to total assets, which would be negatively affected 

by the likely increase in the allowance for loan losses. 



So What is the Impact Going to Be? 

• It depends: 

– When is it adopted? 

– What is in your portfolio? 

– What is your method? 

– What is your model? 

– What is your forecast? 

– What period do you use for history? 

– What assumptions do you use? 



Internal Control Considerations 

• Forward-looking view and subjectivity will be 

challenging to support 

• Complex, material estimate will require strong 

internal governance and controls 

• Bigger change for smaller credit unions 

• Model risk management need will increase 

• More regulatory review likely 



Conclusion 

• CECL will be a big operational change for 

many credit unions 

• The level and behavior of reserves will change 

• The materiality of the allowance and the 

subjectivity inherent in forward-looking 

estimates will pose auditing and governance 

challenges. 



Questions? 

• If you have additional questions after this 

session concludes, stop by our booth. 


