
is a spreadsheet-based method that uses 
publicly available data from the Call Report to 
calculate the allowance for credit losses (ACL) 
using proxy expected lifetime loss rates. 

If a bank opts to use the SCALE tool, 
leadership must consider adjusting the rates 
to reflect institution-specific information, so 
the final ACL estimate accurately reflects its 
unique loss history and portfolio credit risk. 

As the implementation date nears, 
management and board members should 
ensure there is a clear plan in place. A 
concise timeline can provide the right level of 
oversight and communication of the status 
of the project. The plan should consider, in 
addition to other items, the following:

• Adequacy of the resources and the cost of 
implementation, both in terms of human 
capital and any software needs that may be 
necessary

What’s new with CECL?
By Liz Ziesmer

As financial services companies that have 
not previously adopted the current expected 
credit loss (CECL) standard prepare to 
meet the January 2023 implementation 
deadline, leadership teams are seeking ways 
to efficiently segment their portfolio and 
calculate loss rates while reducing labor-
intensive, time-consuming processes and 
ensuring regulatory compliance.

Responding to industry feedback, the 
Financial Accounting Standards Board (FASB) 
recently voted to consider two important 
changes to CECL that would be applicable to 
entities that have adopted as well as those 
who have yet to adopt the standard: 

• Eliminate troubled debt restructuring 
(TDR) accounting from GAAP and 
potentially replace it with enhanced loan 
modification disclosures

• Adapt CECL accounting for loans 
purchased with credit deterioration (PCD) 
because investor feedback indicated that 
PCD accounting did not provide decision-
useful information

Another recent development: The Federal 
Reserve introduced a tool to help private 
community banks with less than $1 billion in 
assets comply with CECL. The Scaled CECL 
Allowance for Losses Estimator (SCALE) 
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• The methodology selected and an overview 
of how it was determined to be the most 
appropriate for the organization

• Communication with any outside parties, 
including external auditors and regulators

• Estimated financial impact upon adoption 
and capital planning needs, if any

A link to a playback recording of an “Ask the 
Fed” webinar on this topic, as well as the 
downloadable SCALE tool, instructions and 
FAQs, are available from the CECL Resource 
Center at www.supervisionoutreach.org/cecl.

At Rehmann, we want you to maximize the 
value set forth with your financial reporting. 
Our comprehensive approach to accounting and 
financial reporting advisory services provides 
clients with the knowledge necessary to take on 
complex financial reporting challenges with ease.

Liz.Ziesmer@rehmann.com | 616.975.4100
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Money laundering compliance 
in a pandemic-driven fraud 
environment 
By Kristin Pawlowski

An uptick in money laundering activity 
is an unfortunate reality of the COVID 
pandemic. According to recent analysis, 
$800 billion to $2 trillion is estimated to 
be laundered annually across the globe. 
Yet, there is hope on the horizon for 
financial services companies that take 
proactive steps to investigate and respond 
to COVID-related behaviors, track illicit 
activity and address anti-money laundering 
(AML) risks with multi-factor investigations 
designed to fight criminal activity.

AML compliance costs topped $213 
billion last year as a result of hiring more 
personnel and investing in training to 
handle increased COVID-related loan 
volumes. Banks, credit unions, fintechs 
and other lenders that did not incorporate 
digital solutions and data analytics to 
streamline compliance operations faced 
increased challenges to keep up with 
government relief programs like the 
Paycheck Protection Program (PPP) which 
opened organizations up to a significant 
influx of new customers.

To address this challenge, U.S. lawmakers 
in January required companies to report 
to the Financial Crimes Enforcement 
Network (FINCEN) their true owners at 
the time of incorporation. Still, financial 
services organizations are provisioning 

upwards of $1 trillion for losses globally 
as compliance officers focus efforts on 
meeting AML regulations.

More proactive strategies and advanced 
planning are required now. Leadership 
teams should consider:

• Strengthening screening and transaction 
monitoring using available artificial 
intelligence (AI) applications

• Engaging advisors to address corruption, 
money laundering and tax evasion issues

• Evaluating the risks associated with cash-
related activities and responding with 
the appropriate risk-based mitigation 
strategy

• Adapting compliance processes to 
accommodate legitimate behavior while 
identifying criminal activities perpetrated 
by fraudsters

These actions, coupled with redirecting 
budgets to accelerate the investment 
in and leveraging of technologies that 
reduce risk, eliminate reliance on manual 
inspection, improve employee morale and 
result in better decision-making processes 
which will help leadership address critical 
AML compliance risk issues.

With our extensive experience in and with financial 
institutions, Rehmann’s dedicated compliance 
specialists can provide audit and compliance 
services in a variety of regulatory compliance 
areas. We assist in effectively managing your risk 
by staying abreast of the ever-changing regulatory 
environment. 

Kristin.Pawlowski@rehmann.com | 248.458.7904

Guidance for third-party 
relationship oversight 
introduced
By Heather Funsch  

As the financial services industry continues 
to evolve with technology-driven services, 
organizations are increasingly engaging in 
third party relationships (TPRs), especially 
with software and fintech service providers, 
to secure new and innovative technologies 
that not only support on-going operations but 
also provide a competitive edge. Although 
these services are outsourced, oversight 
rests with leadership teams to ensure 
activities support safety and soundness, 
meet regulatory requirements and address 
consumer compliance risks.

FINANCIAL SERVICES BOARD INSIGHTS
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deferred tax asset (DTA) or net deferred tax 
liability (DTL) position. 

For example, higher corporate tax rates 
could benefit financial services companies 
with DTAs by raising their value and, 
therefore, the value of future tax deductions 
for a positive impact on the balance sheet. 
However, DTLs would also increase in value, 
potentially offsetting the benefits of DTAs.

Leadership should closely monitor 
developments as the proposal moves 
through Congress since timing will 
dictate whether or not the deferred tax 
remeasurement would be included in the 
organization’s 2021 financial statements. 

We want you to have confidence in your financial 
reporting and tax strategies. Our experienced tax 
specialists understand that taxes can be complex, 
and we provide the clarity, guidance, and support 
needed at each step of your journey. We’re 
committed to innovative strategies and custom 
approaches to your specific tax needs. 

Lisa.Newland@rehmann.com | 239.992.6211

A possible corporate tax 
increase could mean financial 
reporting remeasurement 
By Lisa Newland

A key focus of President Biden’s campaign 
was a proposal to raise the corporate tax 
rate from 21% to 28%, undoing much 
of the tax reform enacted by former 
President Trump with the Tax Cuts and 
Jobs Act, which created a lower effective 
corporate tax rate. As a result, many 
organizations reported higher future net 
income for 2018 and beyond. Although the 
current administration recently indicated 
it may backtrack to a proposed 25% rate, a 
smaller increase than originally anticipated, 
it is an increase, nonetheless.

While an increase in the corporate tax rate 
impacts earnings, it’s not necessarily all bad 
news for financial services organizations. 
For instance, more fiscal stimulus that 
boosts economic recovery and drives 
demand for loans coupled with a rise in 
interest rates would raise borrowing costs, 
helping historically narrow interest rate 
margins. In fact, average NIM for U.S. banks 
fell to 2.8% in the third quarter of last year, 
the lowest on record since at least 1984.

A change in the corporate tax rate could 
trigger a required remeasurement 
of deferred inventory, including the 
components that are usually recorded 
through equity’s other comprehensive 
income, and result in a direct impact to 
earnings positively or negatively depending 
on whether the institution is in a net 

ASC Topic 740 requires the effect of changes in income tax laws (or rates) on deferred tax 
inventory items to be recorded in continuing operations in the period that includes the 
date of enactment (i.e. bill signed into law). As you might recall, President Trump signed 
the Tax Cuts and Jobs Act, one of the most comprehensive pieces of tax legislation to 
date, on Dec. 22, 2017, requiring companies to address an unplanned deferred inventory 
remeasurement within the 2017 financial statements. While we are not certain when 
new legislation will be passed, signage of a new law on or before Dec. 31, 2021 may cause 
an earnings impact for companies carrying deferred tax inventory balances as they would 
need to be remeasured in conjunction with the 2021 financial statements.

Proposed guidance to help financial 
services organizations identify, address 
and manage these risks was recently 
issued jointly by the Federal Reserve, FDIC 
and OCC. Although each of the agencies 
previously issued guidance in this area, it 
was done independently and at different 
times. In a move toward consistency, the 
proposed changes are based on the OCC’s 
existing TPR risk management guidance 
from 2013 and related FAQs from 2020. 
It recognizes differences in the nature, 
risk level and complexity of financial 
services organizations, and reinforces the 
importance of comprehensive, thorough 
management of TPRs, especially those that 
support critical activities.

While the proposed update moves 
through the regulatory review process, 
leadership teams should act now and 
focus on their organization’s approach to 
these issues by:

• Establishing a standard for vendor due 
diligence prior to engagement

• Reviewing third-party operational 
risk, financial stability, compliance, IT 
security and privacy profiles 

• Ensuring third-party contracts include 
data breach incident notification 
protocols, indemnification clauses 
to compensate the organization for 
losses or damages and a cybersecurity 
insurance requirement, at a minimum

FINANCIAL SERVICES BOARD INSIGHTS

• Considering transition actions when 
a TPR ends such as moving to a new 
vendor, discontinuing the activity or 
bringing the service in house

These actions will ensure your 
organization is identifying and addressing 
risks and is ready to meet regulatory 
requirements. 

At Rehmann, we want you to have the tools 
necessary to manage your ever changing risk 
landscape. Our financial services advisory team 
can provide you with a comprehensive approach 
to managing risks and streamlining compliance.

Heather.Funsch@rehmann.com | 989.797.8393

(Guidance for third-party relationship oversight introduced – continued frrom page 2)



Rehmann is a financial services and business advisory firm. We excel at helping clients because we take a collaborative, 
personalized approach and build a customized team of specialists to help them achieve their objectives. We focus on the business 
of business — allowing people to focus on what makes them extraordinary. The firm started as a CPA firm more than 75 years 
ago. Now, we are a multifaceted advisory firm that helps businesses and high-net-worth families maximize potential. Clients who 
work with us want us to be more than a vendor. They want collaboration, innovation, and continuous improvement.

Remote employees shifting the 
workforce landscape
By Jessica Dore

It’s no surprise that the percentage of 
U.S. bank employees who work from 
home at least part-time nearly doubled 
over the past year. A recent survey of 
financial services industry professionals 
conducted by Arizent, the parent company 
of American Banker, revealed that 62% are 
interested in continuing to work remotely 
and more than 70% believe their employer 
is likely to permit it.

Many financial services organizations 
are implementing hybrid work models, a 
combination of on- and off-site working 
arrangements that incorporate staggered 
schedules, returning employees to 
the office in phases and transitioning 
some to remote-only work. While many 
organizations realize the cost savings 
associated with smaller physical footprints, 

those savings may be offset by increased 
investment in information technology 
infrastructure and related services that 
not only protect the organization and 
its assets, but also ensure compliant 
operations. 

Constantly evolving intuitive services that 
use artificial intelligence (AI) to monitor 
networks for cyber threats and provide 
employees with secure remote access to 
workplace applications, data and files have 
made off-site or managed outsourced 
Security Operations Centers (SOCs) a 
cost-effective reality. Innovation also 
supports productivity with convenient 
options for teams to communicate beyond 
traditional email and stay connected with 
virtual meetings, through platforms that 
encourage collaboration in real-time, 
cloud-based asset storage and retrieval, 
and more.

In an increasingly digital world, financial 
services leadership teams should continue 

to consult with IT experts to weigh the 
costs and benefits of transforming their 
operations to find the right balance 
between organizational efficiency and 
employee satisfaction and productivity, 
while delivering the best customer 
experience, maintaining appropriate 
security and meeting strategic business 
priorities. As a board, we encourage 
continued understanding of the policies 
and procedures that management has in 
place to gain an understanding of how 
security is being monitored to ensure a 
safe and secure environment.

Count on Rehmann to handle your technology 
needs with relentless service 24 x 7 x 365. 
From managed IT and cybersecurity, to product 
solutions and more, we are your partner for all 
things technology. Our hands-on professionals 
focus on the business of your technology, giving 
you the confidence to pursue your purpose.

Jessica.Dore@rehmann.com | 989.797.8391
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