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CECL Learnings From The Big Banks

 regulatory CECL risk management

Summary: As big banks start finalizing numbers for CECL, other financial

institutions can learn from their findings. We report on some of these findings.

People like to eat out. A survey by LendEDU finds that people ages 22 to 37Ys spend about $163/month on

eating out vs. only about half that on new clothes ($82).

No matter how you spend your money, suffice it to say that big banks have spent money on and are now

rolling out their CECL provisions. We thought you might be interested in the early data.

It seems many large banks are predicting substantial increases to their loan loss reserves under the new

methodology, but of course these banks also have a lot more consumer loans too. So, this is expected. After

all, the numbers depend on the types of loans in your portfolios. As such, institutions with concentrations in

consumer portfolios are reporting significantly higher reserves under CECL.

Student lender Sallie Mae, for example, says it will need to increase the reserves it sets aside to cover potential

loan losses on private student loans by as much as 313%. If the company had adopted the CECL standard on

June 30, it said in its July 24 quarterly filing, its loan loss allowance would have grown by between $950M and

$1.2B--an increase of between 247% and 313% over its current reserve.

Most consumer lenders have said that they will have to increase loss reserves, but Sallie Mae has so far made

the biggest estimate. The lender's circumstances help push it to the top of the board. A first-year college

student who borrows tuition money doesn't start paying back the loan for at least 4Ys, sometimes longer. The

longer the life of the loan, the more opportunities the borrower has to miss payments or default.

CECL also requires you to consider past experience when estimating loss reserves, and people sometimes do

default on student loans. Sallie Mae writes off between 1.0% and 1.5% of its portfolio every quarter.

But though Sallie Mae leads the pack in estimating CECL-based loss reserve increases, other financial

institutions are also predicting larger reserves, which will translate to lower earnings.

KeyCorp expects CECL will triple loan loss reserves for retail loans. Reserves for commercial loans, however,

will stay flat or may even go down.

Associated Banc-Corp expects a credit loss allowance increase between 30% and 40%, which will likely reduce

its common equity ratio by around 25bp.

CIT Group says it projects CECL compliance will reduce the bank's capital by as much as $100mm.

JPMorgan Chase (JPM), the country's largest credit card issuer, has said that its companywide loan loss reserves

will increase by about $5B, or 35%. In the last quarter of 2018, JPM had card charge-offs of 2.93%.

In each case, starting early on CECL compliance is helping institutions prepare for the change. As the big banks

continue to learn the important nuances, you can learn too. We can also help. Contact us today for more CECL
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information.

CECL SOLUTION - WITH YOU, EVERY STEP OF THE WAY

CECL is one of the biggest challenges for community bankers these days. Our experts are ready to guide you

every step of the way through this integration with no software to maintain. Learn more about our CECL

Solution.
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