CECL Roadmap

Where are we going and how will we get there?
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While there is no magic formula for
transitioning a company from ‘fact
finding’ to the 'CECL sanctioned’

state, we have outlined an adoption
roadmap that can be tailored for the
idiosyncrasies inherent in every business.




Companies big and small can live in various industries and operate in the public or private space. Regardless
of where a business resides on this spectrum, it will undoubtedly be exposed to some measure of credit risk. As
such, each will be subject to abide by the rules and regulations of ASU 2016-13 (‘Financial Instruments - Credit
Losses (Topic 326) Measurement of Credit Losses on Financial Instruments’ commonly referred to as Current
Expected Credit Losses or CECL) in the foreseeable future.

Management must create an end-to-end process, incorporating the key functional groups within the organization
in order to foster an environment of collaboration and information sharing throughout each phase of the
implementation process. Key stakeholders can likely be identified as having a hand in one, or more, of the
following buckets:

Information Technology Accounting & Finance

- Data Consolidation - Model selection - Management reporting

- Data Quality - Model estimates - Financial Statements and

- Data warehouse and infrastructure - Model implementation Disclosures
management - Model valuation; testing of inputs - MD&A (if applicable)

- User access across the - Sensitivity analysis - Accounting policy
organization - Analytics - Variance analysis

- Define roles and responsibilities - Loss forecasting - Controls implementation

- Archiving and storing data
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PHASE 1 PHASE 2 PHASE 3 PHASE 4 PHASE 5

Understand Risk Management Financial Investment

CECL and Data Identification / Oversight Reporting Accounting
Collection Technology

Phase 1: Understand CECL and Data Collection

The first step of any implementation should include the identification of key stakeholders and the formation of
a cross-functional team. Best practices include executing a one-day CECL introductory training session and
scheduling regular meetings for the CECL team.

The key to Phase 1 is understanding the standard, and developing a project plan that considers resources,
including both people and technology. It is also imperative to understand what type of historical data exists and
identify if there any data gaps.

Additionally, understanding what credit loss models may exist internally in the organization is just as important as
understanding the standard and data needs. It is necessary to identify points of convergence with CCAR, D-FAST,
BASEL Il, or other existing modeling requirements. Once models have been developed using existing capabilities
and modeling synergies, it is important that each be continually updated to reflect new regulations, product lines or
policies. Examples of modeling synergies include:

- stress testing models

- capital

- loan loss reserve

- goodwill impairment

* going concern

- tax planning

- other regulatory requirements

We recommend that all functional groups have an ownership interest in the detailed roadmap, including IT, Risk,
Accounting and Finance. Lastly but most importantly, all project plans should consider both internal and external
audit considerations.

When concluding on the company’s approach, it is important to consider the obstacles faced by all members of
the cross-functional CECL team as well as any data gaps identified within the preliminary data discussion.
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Phase 2: Risk Identification and Technology Implications

Once a company is comfortable with its implementation plan, it is time to dive into the data. A company will need
to understand where historical loss data exists and what type of data may be missing that corresponds with that
information. Our recommendation is that companies create an integrated end-to-end flowchart, including data
validation checks and reconciliations around any form of data manipulation, a production environment for model
execution, workflow functionality, and end user reporting.

Credit risk plays a critical role in CECL modeling and it should be considered as early as the scoping stage. In
evaluating loans on a collective basis, aggregation should reflect similar credit risk characteristics. Management
judgment will determine what constitutes a similar credit risk characteristic, but this should be supportable

and well documented. Management will need to group credit exposures into portfolio segments with sufficient
granularity in order to appropriately forecast expected credit losses. Controls and supporting documentation will
need to be developed around the portfolio segmentation process as well as subsequent moves in and out of
portfolio segments.

During this phase of the project, we recommend that companies establish model working groups. These modeling
groups might easily be divided among investment risk pools or model types. However, prior to starting this activity,
it is duly important that input data has been determined to be accurate and complete. This is where models can
be selected, current economic factors will be determined, and reasonable and supportable forecasts will be
established.
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Phase 3: Management Oversight

We strongly propose performing at least two full parallel modeling cycles prior to fully adopting CECL. In addition
to modeling, parallel run cycles should include related governance, financial reporting, investor communications,
and external auditor review. CECL modeling and its related technology can prove to be overly burdensome and
complex for a company to maintain in-house. As such, it represents another opportunity for partnering with an
external professional service provider.

Prior to the financial reporting phase, it is important to assemble the cross-functional CECL team with the intent
to present a holistic picture of the post-CECL company to auditors and regulators. This activity should include
consolidating and documenting all technical accounting conclusions papered throughout implementation,
packaging all enhanced policies and controls and assumption inventories, developing messaging regarding

the results of CECL implementation for the marketplace, and preparing for discussions and presentations with
analysts and investors.
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Phase 4: Financial Reporting

Financial reporting should be an integrated process that joins the allowance estimate with data, disclosures and
analytics in a controlled, scalable and repeatable manner. Any material components of financial reporting affected
by CECL should be reconcilable to complete and accurate reserve calculations as well as papered technical
accounting conclusions. There are several new disclosures that companies must make under CECL. This is a
great time to ensure that the initial design of internal controls established during Phase Il, and communicated
during Phase Il are designed, implemented, and operating effectively, and no adjustments are necessary.

Phase 5: Investment Accounting

Preparing GAAP compliant financial statements that are reflective of a successful CECL adoption is a crucial
milestone. It is equally important that companies recognize the continuing obligation that this standard represents.
Part of this continuing obligation relates to the subsequent measurement of significantly impacted, credit risk
bearing instruments. The most significant buckets of securities fitting this description are held-to-maturity (HTM)
and available-for-sale (AFS) debt, however almost every company will also have some variety of financing
receivables that falls within scope of CECL. It is vital that businesses plan for, and understand, the technical
accounting implications of these instruments after the adoption date. This can be achieved by including a ‘before’
and ‘after’ adoption section for all papered technical accounting CECL conclusions or by sanctioning separate
deliverables for each topic.
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Contacts

To further discuss CECL and the potential impact to your organization, please contact:

Matt Pantera Andres Garzon

Partner, Financial Services Partner, Financial Services
mpantera@cfgi.com agarzon@cfgi.com
508.625.0172 617.306.1888

Diana Cordeiro Jillian Morrow

Managing Director, CECL SME Managing Director, CECL SME
dcordeiro@cfgi.com imorrow@ctgi.com
617.318.2754 732.513.0179

About CFGI

CFGil is a national provider of high-end technical accounting and finance advisory services to public and
private companies, as well as private equity firms. We work with financial leaders during every stage of the
business lifecycle to solve complex business challenges in the areas of new accounting standards, financial
reporting, M&A, capital markets readiness, tax, financial operations, and digital transformation. Comprised of
multidisciplinary professionals with a distinctive combination of corporate and Big Four firm experience, CFGI
supports companies to achieve critical business objectives. CFGI is a portfolio company of the Carlyle Group.

To learn more, visit us at www.cfgi.com.

© 2019 CFGI. This document is for general information purposes only, and should not be used as a substitute for consultation with professional advisors.
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