
 

 

Key Takeaways from CECL Roundtable  

On May 20, 2021, FASB hosted a public roundtable session with preparers (large banks, credit unions, and 
community banks), investors/analysts, regulators (NCUA, OCC, FDIC, FHFA, and the Federal Reserve), and auditors 
to discuss the credit impairment standard, which has come to be known as CECL. Topics included post-
implementation review and COVID-19 impacts, purchased financial assets with credit deterioration (PCD), and 
troubled debt restructurings (TDR). These discussions will guide potential future FASB standard setting on this 
accounting guidance. New FASB members constitute more than half of the board since the original standard was 
issued in 2016, which may result in different outcomes or additional relief.   

 
**Includes all other public business entities (including smaller reporting companies (SRC)), private companies, 
nonprofits, and employee benefit plans 

Post-Implementation Review & COVID-19 Impacts 
Large public companies going live with the new CECL model in the first quarter of 2021 were faced with the 
additional challenges and uncertainties related to the COVID-19 pandemic. Amazingly, even with the challenges of 
working remotely, the model held up well.    

Investors 
Investors praised CECL’s flexibility in allowing companies to build reserves quickly in a very uncertain time. A global 
investor noted that generally accepted accounting principles (GAAP) preparers were able to react faster than 
international financial reporting standards (IFRS) preparers. Investors generally supported the additional CECL 
disclosures compared to those required by the previous incurred loss model. However, investors felt the new 
disclosures were inconsistent or uneven between companies and generally lacked sufficient detail around the 
effect of fiscal and monetary stimulus on the credit reserves. Without this granularity, investors were challenged to 
determine if credit reserve increases were overly cautious, especially in light of subsequent credit reserve releases 
later in the year when vaccines became widespread. Investors were challenged to see patterns in the actual charge 
offs with reserve movements and most made some adjustments to net income for the quarterly changes in 
reserves to assess a company’s long-term outlook.   

Preparers 
Preparers also were grateful for the flexibility offered under the CECL model. Most preparers quickly realized the 
historical data from the 2008 recession was not appropriate for the COVID-19 pandemic, but quickly pivoted to 
better data or the adjustments needed to determine the appropriate reserve level. Preparers were frustrated with 
the earnings volatility of the quick release of reserves later in the year. The Citibank representative also noted that 
the CECL model was a misfit for guarantees, especially for performance guarantees.  

Non-CECL adopters—credit unions and community banks—noted that the incurred loss model also held up under 
COVID-19 challenges. Credit loss reserves were increased appropriately with the flexibility of qualitative 
adjustments. Small institutions will be challenged with life-of-loan required calculations under CECL. 

FASB shared preparer feedback from early CECL adopters at a December 2020 meeting:  
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 Cost. The adoption costs were greater than anticipated because of data cleaning and storing costs, vendor 
costs to implement software and/or build models to reflect expected credit losses and model validation, 
costs to obtain macroeconomic forecast data, and costs of educating employees about the new standard. 

 Complexity/Modeling Challenges. CECL adoption led to numerous questions from investors, specifically 
on macroeconomic assumptions, reasonable and supportable forecast periods, reversion methods and 
durations, and charge off and/or reserve release timing. Some institutions noted that using a qualitative 
overlay is necessary because of the inherent limitations in quantitative modeling. A few institutions found  
the non-PCD accounting treatment to be unintuitive and complex. 

 Comparability/Disclosures. The principles-based measurement model and disclosure requirements make 
comparability difficult for institutions comparing themselves to peers/competitors.  

 Nonfinancial early adopters. Nonfinancial institutions generally did not experience a major effect on their 
allowance levels after adopting CECL, especially when compared with their overall company size. These 
companies noted that they spent a lot of time and internal resources to implement CECL for financial 
assets within the standards scope; however, external costs were low because most companies built upon 
their existing practices. Some of these companies supported retaining the requirement to apply CECL to 
trade receivables and other assets, while others indicated a scope exception for smaller entities may be 
helpful because they may not have the capacity to implement the standard. 

Auditors 
Practitioners noted that clients were well prepared—the CECL model and technical details were well understood. 
The biggest challenge was the data used for modeling. The COVID-19 pandemic resulted in a breakdown of most 
historical relationships, e.g., unemployment rates and charge off rates. Small companies struggled more because 
of a reliance on third-party data providers. Auditors spent significant time validating the appropriateness of third-
party data, especially if national data was used for a regional financial institution.  

Regulators 
The OCC representative noted that CECL was effective with earlier recognition of credit losses and that banks 
maintained good capital ratios throughout the COVID-19 pandemic.  

PCD Accounting  
There are two models for the purchase of a financial asset through a business combination or asset acquisition. 
The difference between PCD and non-PCD accounting is the recognition of the day-one provision expense for non-
PCD assets versus the day-one adjustment to yield for PCD financial assets.  

Based on previous feedback, FASB asked roundtable participants to consider if all purchased loans—except for 
those classified as held for sale (HFS) and debt securities classified as held to maturity (HTM)—should be subject to 
the PCD accounting model. Under this approach: 

 Entities would apply the PCD accounting model to all acquired loans and HTM debt securities at 
acquisition, regardless of whether any deterioration in credit since origination existed 

 There would be no income statement effect resulting from the recognition of the allowance for credit 
losses on the acquisition date  

 Loans or HTM debt securities acquired immediately following their origination dates would apply the PCD 
accounting model, no seasoning  

 Loans or HTM debt securities acquired with no credit deterioration since origination would be recorded at 
an amount above par 



Key Takeaways from CECL Roundtable   
 

3 

 All other purchased financial assets would continue applying the more-than-insignificant threshold when 
determining if purchased financial assets qualify for PCD accounting  

 No new disclosures would be considered, but rather entities would continue to be subject to the PCD 
reconciliation disclosures and required to disclose any unamortized premiums or discounts on the 
financial statements for a larger population of purchased financial assets 

Investors 
Most analysts were critical of having two models for purchased financial assets. The PCD accounting model is not 
intuitive since they feel credit losses are being double counted. They also struggled in understanding what 
purchases qualify for PCD accounting treatment. For analysis, most investors like to see credit adjustments in the 
reserve and interest changes in the net interest margin for both purchased loans and originated loans. Having a 
credit adjustment in the yield muddies the waters. One investor suggested FASB take a fresh look at acquisition 
accounting. 

Preparers 
Some preparers also were critical of having two models and would prefer one simpler model, but each of the 
current models presented operational challenges for different assets groups. Banking participants with credit card 
portfolios highlighted the challenges of applying a PCD model to revolving assets, most notably in addressing the 
unit of account, i.e., the customer or the credit card balance. An attendee from the insurance industry noted that 
purchased loans should be treated no differently than originated loans and credit losses should not affect yields. 
Aligning the acquisition accounting for all financial instruments would be a positive step forward. The fair value 
floor also was an implementation challenge for beneficial interests, creating unnecessary volatility and obscuring 
information to users. That preparer was hesitant about the expansion of the PCD model to other financial assets.  

Auditors 
One auditor was hesitant to change the current accounting.  Applying a PCD model to all purchased loans would 
result in dissimilar accounting for similar transactions. An originated loan would result in a day-one loss, but a 
purchased loan would not; further, there would be different types of yield for similar assets which would be 
confusing. The auditors also raised concerns about potential structuring if there was a different model for 
originated versus acquired securities.  

Regulators 
The OCC participant noted that the non-PCD accounting was operating as designed and there was no need to re-
evaluate prior conclusions in the accounting standard.  

TDR  

The CECL standard did not change the guidance on how entities determine and measure the effect of a TDR. FASB 
staff research and outreach received the following feedback:  

There was no clear-cut consensus on this topic. While most participants were not happy with the two models, 
there was no agreement on which single model was the best way forward; there were pros and cons of both 
approaches. There also was no agreement on which set of assets (acquired or originated loans, debt securities, 
or credit cards receivables) was best suited for each model. Others disagreed if the same accounting should 
apply to assets acquired in a business combination versus an asset acquisition.  
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 Early CECL adopters believe the accounting for TDRs does not provide decision-useful information. 
Analysts focus on loan modifications more holistically, which suggests that TDR information is no longer 
necessary for entities that have adopted CECL. 

 The CECL allowance for credit losses captures the effect of most concessions and the TDR guidance is 
duplicative and unnecessary. 

 In most cases, the effect of the concession would result in reduced interest income being recognized over 
time. 

FASB asked roundtable participants to consider the following alternative:  

 Entities would apply the existing loan modification guidance (Accounting Standards Codification (ASC) 
310-20) instead of evaluating modifications for TDRs. Entities would determine if a loan modification 
results in a continuation or extinguishment of the loan. For a loan continuation, the entity would continue 
amortizing any remaining deferred fees and costs and carry forward the effective interest rate applied 
pre-modification. For a loan extinguishment, the entity would treat the loan as if it underwrote a new 
loan and write off any unamortized deferred fees or costs and establish a new effective interest rate 
based on the loan terms.  

 TDR measurement guidance would be eliminated, but the following existing TDR disclosures would be 
retained as part of a broader set of disclosures related to loan modifications:  

• By class of financing receivable, qualitative and quantitative information about how loans were 
modified and the financial effects of modifications  

• By portfolio segment, qualitative information about how modifications are factored into the 
determination of the credit loss allowance   

• For each loan that was modified in the past 12-month period, by class of financing receivable, 
qualitative and quantitative information about the defaulted loans, including the types of loans 
that defaulted and the default amount   

• By portfolio segment, qualitative information about how those defaults are factored into the 
determination of the credit loss allowance  

Investors 
Investors felt disclosures on loan modification were a critical part of their analysis. Several pointed to the 
enhanced, voluntary quarterly disclosures provided by some banks at the peak of the COVID-19 pandemic, 
including principal versus interest modifications, modification terms, and duration of modifications. One analyst 
highlighted the small number of companies with TDRs versus loan modification; at the height of the 2008 housing 
crisis, only 2 percent of balance sheet assets were classified as TDR while during 2Q and 3Q 2021, voluntary 
disclosure indicated up to 11 percent of assets were loan modifications.  

Preparers & Auditors 
Preparers and auditors uniformly agreed that the TDR designation and disclosure was relevant in an incurred loss 
model, but no longer meaningful in a CECL model. Preparers felt that leveraging existing loan modification 
guidance on continuation versus extinguishment was operable. One participant recommended FASB consider a 
more principles-based modification approach rather than the current quantitative requirements. Another preparer 
suggested eliminating the “once a TDR, always a TDR concept” for any required disclosure on loan modifications. 
Two auditors recommended handling elimination of the TDR designation as a discrete and timely amendment 
rather than waiting for the completion of the full post-implementation review process.  

Regulators 
Regulators were split on this subject:  
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 The Federal Reserve representative was in favor of further exploring the elimination of the TDR label 
under CECL. The Fed would continue to require robust and consistent disclosure on loan modifications, 
including uniform information on types of modifications and performance.  

 The FDIC representative was hesitant to get rid of TDR accounting. He felt the TDR designation prevents 
banks from hiding “extend and pretend” loans and the existing guidance does a good job of identifying 
loans not at market rates.  

 The OCC attendee had reservations about eliminating TDR accounting but could be open to changes. The 
hesitancy relates to community banks that used the TDR as a trigger for recognizing credit losses. 
Elimination of TDR accounting might delay credit loss recognition for these institutions. More study would 
be required on how existing guidance would be used as a replacement of TDR accounting—modifications 
done at a market rate are very different than modifications done at a nonmarket rate. Some segregation 
would be required for disclosures. For smaller banks, the TDR test might be easier and less costly to apply 
rather than following the loan modification assessment that is not widely used by smaller institutions.  

Conclusion  
BKD will continue to follow these developments. Visit BKD’s CECL Resource Center for various BKD Thoughtware® 
articles, webinars, and other resources to aid your implementation effort. Contact your BKD Trusted Advisor™ for 
further assistance. 
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