
1. Educate stakeholders
Make sure that your board of directors and audit 
committee possess a high-level understanding of CECL 
and what it will mean for your institution. A successful 
transition depends on board support for management’s 
implementation efforts.

2. Create a timeline
A timeline is critical to keep the project moving forward. 
As you move through the following steps, however, you 
may need to adjust your timeline to reflect the options 
you select along the way.

3. Understand your data
Conduct a survey to determine the data you collect for 
your loan and investment portfolios including the time 
periods for which you maintain that data and the level of 
segmentation for loans with similar risk characteristics. 
Identify gaps between the data you currently capture 
and what you need to capture to support your 
forecasts and asset segmentation. Your specific data 
requirements will depend on which model you select, 
but potential inputs could include credit score, risk 
rating, asset and collateral type, interest rate, loan term, 
borrower’s location and industry, loan balance and 
origination date, and historical credit loss patterns.

4. Select the right model
FASB doesn’t prescribe specific methods of estimating 
losses, but it does list several acceptable models, 
including discounted cash flow analysis, loss-rate 
methods, roll-rate methods, probability-of-default 
methods and vintage analysis. CECL is designed to be 
scalable to institutions of all sizes and regulators have 
stated that smaller institutions aren’t required to adopt 
complex modeling techniques. 

You’ll need to apply judgment in selecting a model 
that’s appropriate and practical in light of your 
institution’s complexity and data capabilities. Depending 
on the composition of your loan portfolio, it may be 
necessary to utilize different models for different loan 
pools, according to their relative levels of complexity. 
Smaller, less complex institutions may be able to adapt 
their existing models to meet CECL’s requirements.

5. Evaluate technology options
Determine the technology needed to support the model 
you select. Technology options range from internally 
developed spreadsheets to sophisticated modeling 
software. Smaller, less complex institutions with simpler 
models may be well suited to utilize a spreadsheet, 
while larger, more complex institutions may benefit from 
using a third-party software product.

6. Assess resource needs
Start by evaluating your internal resources and 
capabilities to collect the necessary data, run the CECL 
model and exercise the judgment required to estimate 
future losses. Armed with this information, you can 
determine the extent to which you’ll need additional 
resources to fill the gaps.

7. Develop model scenarios
Once you’ve narrowed down your methodology options, 
develop model CECL scenarios, run historical data 
through the model and compare the results to expected 
performance. These simulations will help you identify 
the most accurate model for your portfolio.

8. Finalize and test model
Once you’ve identified the right model, conduct parallel 
testing to compare its results to those of your current 
model. Based on this analysis, adjust the new model’s 
variables as needed.

9. Update policies, procedures  
and controls 
Modify your policies and procedures to reflect your 
new CECL methodology to ensure that your ALLL is 
documented properly. Implement controls to ensure the 
integrity of your data, functions and calculations.

10. Monitor, assess and refine
Once CECL has been implemented, continue to  
assess the model’s performance and refine it over time. 
Monitor ALLL levels for accuracy and adjust model 
inputs as needed. 
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To ensure a smooth transition to CECL, consider the following steps as you map out your 
implementation strategy: 
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