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How To Choose The Right CECL Vendor

 regulatory CECL

Summary: The CECL deadline for community financial institutions is January 1,

2021. Is your institution ready? Many are not. If your balance sheets are too

complex or you don’t have in-house experts, you will want to consider a third-

party vendor. Here are five key areas to explore when looking for a suitable CECL

vendor.

Did you know that on this day in 1951, Purdue University developed the first seedless watermelon? What would

summers be like without the joy of sweet, juicy seedless watermelon? Since summer is in our rear-view mirror

now, there is another date that is soon coming into our headlights, January 1, 2023.

Most bankers know the date of January 1, 2023 — the date when most community financial institutions (CFIs)

with assets of less than $1B must implement the current expected credit loss standard (CECL). This deadline

will be here before you know it.

Some CFIs are doing their own CECL compliance, but it is complicated and time-consuming. Choosing the right

method is just one of the many steps involved. CFIs with more complex balance sheets, insufficient in-house

CECL experts, or needing to spend time on other initiatives, like M&A activities, will want to consider looking at

third-party vendors. Since time is ticking, it is important to choose the right vendor the first time.

But how do you find the best vendor to help your institution become compliant while also meeting its particular

needs?

Here are five important areas to explore when looking for a suitable CECL vendor.

1. Method choices. There are multiple ways to collect and analyze loan data that are complete, accurate,

relevant, and consistent. How many does the vendor have? You may start using one method, but then

realize it may not be appropriate. Or you may need to use different methods for different loan portfolios. Do

they have a good selection of methods to choose from so you won’t be in a tight spot if you need to switch?

Methods include WARM, probability of default, discounted cash flow, average charge-off, regression

analysis, static pool, vintage analysis, and roll rate/migration. Make sure your vendor can explain each

method and how it may or may not help your institution.  

2. Ease of use. One of the reasons you are looking for a vendor is to make life a little easier for your CECL

team. Does this vendor have experience in the industry? Will this vendor help you keep things simple by

doing the heavy lifting? Does the vendor’s approach make it easy to evaluate methods and their intended

effects? These are a few of the questions that you should be asking yourself when evaluating CECL vendors

for ease of use.

3. Adjustability and flexibility. Does the vendor’s approach let you run hypothetical scenarios and compare

approved results with proforma? Can you compare one period to another and make adjustments when loan

operations run late? Is adjusting qualitative factors and forecasted future adjustments easy? How readily

can you see changes in how credit balance, life, rate, and mix affect your loan reserve? Can you easily add

a new segment or adjust loss rates, even in highly volatile markets? Is moving to a lower tier of support an

option, as you become more fluent in CECL? Find a vendor that has these capabilities to ensure you can test
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various scenarios and make changes as necessary to ensure you have the optimal loan loss reserve for your

institution. 

4. Transparency. How does the vendor suggest you evaluate methods’ interactions with your data? Are you

able to drill down to the note level? Can you show how the assumptions in the CECL model tie to your

strategic plan and other financial reports? Regulators will want to see this alignment and transparency.

5. Support. Does the vendor you’re considering offer support around operations, implementation, post-

implementation, audit review, board presentations, and user training? Will your institution receive ongoing

and operational support, help prepare for audits, implementation advice, and post-implementation services?

How much will each part of this cost? Are services bundled in ways that make sense for your financial

institution? Does the vendor have a track record of completing installations on time?

Ultimately, the best CECL third-party partner is the one that works best with your business to adapt the model

to your CFI’s circumstances, achieve the new accounting standard in time to meet the deadline, and maintain

the system into the future. If you need any assistance getting started with CECL, we can help. Download our

CECL Solution Checklist to help as you compare potential vendors.

FLEXIBLE SOLUTION TO FIT YOUR CECL NEEDS TODAY AND TOMORROW

We know that not every banker has the same needs. So CECL FIT is flexible to adapt to fit your portfolio. Start

small with CECL FIT® at the basic tier and you can grow into a larger tier, if you need to later.  Learn more

about our CECL solution today.

ECONOMY & RATES

Rates As Of: 09/14/2021 08:26AM (GMT-0700)

Treasury Yields MTD Chg YTD Chg

3M 0.06 0.02 -0.03

6M 0.06 0.00 -0.03

1Y 0.07 0.00 -0.04

2Y 0.23 0.02 0.10

5Y 0.83 0.05 0.47

10Y 1.35 0.04 0.43

30Y 1.92 -0.01 0.28

FF Market FF Disc IORB

0.08 0.25 0.15

SOFR Prime OBFR

0.05 3.25 0.07
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