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When it comes to CECL choosing a method can be stressful.

Planning, preparing and asking questions will make it easier.

In this session, we will discuss:
• Most commonly discussed methods for CECL
• How those methods work
• Data to consider for those methods



• Tom Caragher is the Director of Product Management at ZM
Financial Systems. He is responsible for the overall direction and 
strategy for the company’s on-line CECL solution.

• Before joining ZM Financial Systems he spent 12 years as the Sr. 
Product Manager for the risk products at a financial software 
company. 

• Prior to that Tom spent 5 years as an interest rate risk consultant 
as well as several years at the Chicago Board of Trade in back 
office operations and a credit analyst for GreenTree Financial.

Thomas Caragher
Director, Product Management, Online CECL



Effective Dates 

Measure impact as of:
• SEC Filers – January 1, 2020

• Adopt in Q1 2020

• Public Business Entity – January 1, 2021
• Adopt in Q1 2021

• Non-Public Business Entity – January 1, 2022
• Adopted in Q1 2022

Modified effective date to January 1, 2022 for non-public business entities.  

Purpose of this change was to correct the effective date for non-public business 
entities to match the FASB’s original intention to have an extra year.



Regulatory Capital Option

•Optional 3-year phase in of day one impact on regulatory 
capital
• Must elect as part of first call report after adoption

•No change to 1.25% of RWA limit in Tier 2 capital

(000’s) Adoption 
impact

Transitional amounts for each year of the 3 
year phase in period

Increase retained 
earnings & 
average assets

$158 $119 $79 $40

Decrease DTA $42 $31 $21 $10

Decrease 
allowance

$200 $150 $100 $50



We Should be Thinking About…

•Historical Data
•Methods
•Q-Factors
•Reporting



Build a Team
•Create a “CECL Committee”

• This is important for visibility and transparency
• Regulators encourage building a committee

•Understand how much what types for data are needed
•Review existing allowance for loss calculation and credit risk 
management practices to identify processes that can be 
leveraged
• See if your ALM system already credit adjusts cash flows and provides 

the discounted cash flow methodology
• See if you ALM system incorporates third party loss metrics for 

benchmarking



Preparation is Critical for CECL

•Consider:
• The amount of data needed
• The amount currently stored
• Running parallel for a year prior to the first filing

• Is there a gap between what you need to do and what you can 
do?

•ZM Financial Systems can help bridge that gap and help meet 
the CECL mandate.
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Data capture and model development need to begin immediately



Need Historical Data to Support Assumptions 

Original LTV
Current LTV
Original FICO/Credit Rating
Current FICO/Credit Rating
Region – City/State/Zip

Non-Performing Flag
Charge-Off Amounts
Recovery Amounts
Days Delinquent
Resolution/Disposal Dates
Expense Related to 
Disposal/Recovery
Loss Probabilities

Collateral Type
Origination Date
Maturity Date
Original Balance
Current Balance
Rate
Rate type
Payment Type
Payment Frequency
Cost Center

Sample data points



Data



Data



Need Historical Data to Support Assumptions 

Original LTV
Current LTV
Original FICO/Credit Rating
Current FICO/Credit Rating
Region – City/State/Zip

Non-Performing Flag
Charge-Off Amounts
Recovery Amounts
Days Delinquent
Resolution/Disposal Dates
Expense Related to 
Disposal/Recovery
Loss Probabilities

Collateral Type
Origination Date
Maturity Date
Original Balance
Current Balance
Rate
Rate type
Payment Type
Payment Frequency
Cost Center

Sample data points



Methods



The Methodologies

• Loss Rate
• Weighted average remaining maturity (“WARM”) (balance sheet approach)
• Snapshot in time (balance sheet approach)
• Vintage (activity based)

• Discounted cash flow
• Migration (roll-rate)
• Probability of default/ Loss given default (PD/ LGD)
• Regression
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Methods

•Historic Loss Rate/Snapshot
•Vintage
•Remaining Maturity
•Migration
•Discounted Cash Flows (DCF)

The most commonly discussed methods



Interagency Webinar…

•Historic Loss Rate/Snapshot
•Vintage
•Remaining Maturity

Discussed the following three methods specifically…



Incurred Loss



Remaining Maturity



Historic Loss Rate/Snapshot



Historic Loss Rate/Snapshot



Vintage



Not to be Confused with Vintage Report



Vintage



Vintage



Migration



Discounted Cash Flows



Economic Metrics



What Options Do You Have?

• The more data you have the more options you have with methods

• With more data and options, Q-Factors can be better estimated



Questions?

Thomas Caragher
Director
ZM Financial Sy s tem s
919.246.4517 Office
602.363.6915 Cell
thomas.caragher@zmfs.com
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