
Compliance for CECL is closing in.

To ensure your institution is prepared, it is 
critical to begin preparations now - if you have 
not yet done so. Top financial accounting 
firms recommend that Financial Institutions 
(FI) run their existing allowance calculations 
in parallel with their selected CECL solution 
(i.e. spreadsheet or third party software) 
for a period of time. This recommendation, 
of course, assumes that FIs have already 
overcome the major hurdle of choosing a CECL 
solution (and associated methodologies) for 
calculating current expected credit losses. For 
many institutions, researching and selecting 
a third party solution to establish initial CECL 
compliance and reporting can be nearly as 
arduous as the new regulation. 

Because the standard for CECL compliance 
is not prescriptive (i.e. there is no “specific 
methodology” that must be followed), many 
institutions have adopted needlessly complex 
solutions with multiple inputs that are likely 
to become burdensome to maintain long 
term. On the other end of the spectrum, FIs 
have developed Excel based solutions (in 
house or by working with advisors), that are 
not only labor intensive to maintain, but offer 
limited functionality. Still other institutions are 
seizing this opportunity to improve their data 
gathering, data retention and data mining 
& analytics capabilities. In whole, it appears 
the level of disparity in approaches to CECL 
compliance is equal only to the number 
of CECL solutions proffered by third party 
vendors.  

With this level of “noise” surrounding the CECL 
regulation, it’s easy to understand why some 
institutions have reached “analyses paralysis.”  
As with any new regulatory edict, the most 
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effective path forward to ensure compliance 
by the January 2023 deadline, is a common 
sense approach. Each FI should look for a 
solution that: (1) offers multiple methodologies 
thereby providing future options and flexibility 
to determine the impact of each method; (2) is 
simple to implement - minimizes disruptions; 
(3) is easy to maintain long term; and (4) is 
scalable - to meet your future needs.  

At Stratman Solutions, we began our “CECL” 
journey with a common sense approach. We 
developed a solution that could both support 
our current reporting and compliance needs, 
and also provide the flexibility we’ll need in the 
future. Early in our journey, we determined we 
wanted more than an automated calculation/
reporting tool - only used on a quarterly basis.  
We wanted a notable return on our data 
collection and data mining efforts. To that end, 
we included asset management and asset 
(action) planning features within our CECL 
solution. Once finalized, we appropriately 
named our CECL solution “Asset Quality 
Manager ™ (AQM).”   
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STRATMAN SOLUTIONS’  
ASSET QUALITY MANAGER ™  
IS UNIQUE IN THE INDUSTRY.

AQM not only addresses the new CECL 
requirements, it also provides needed 
features to proactively manage and mitigate 
loan risks and losses.

Early adopters indicated they are attaining 
improvements of 20% to 60% in recovery 
rates on delinquent and troubled loans by 
utilizing AQM’s Asset Management Action 
Plan (AMAP) feature.



Having gone through our own CECL 
implementation, we’ve had ample time to 
understand both the value of an automated 
solution and the potential pitfalls that can 
delay implementation. Based on our lessons 
learned, we offer the following guidance:

PLAN
“Begin with the end in mind.”  

While the Stephen Covey adage may seem 
overused, we nevertheless, felt it relevant to 
stress again. As many FIs prepare to invest 
their precious and limited resources in 
the implementation of a CECL solution, it’s 
important to take note of what you’re 
getting for your investment. In other words, 
are you implementing a “CECL calculation 
and reporting” tool/solution, or does your FI 
plan to use this opportunity to streamline and 
automate data capture, enhance your data 
mining capabilities and proactively mitigate 
your losses? Whatever your end goal, make 
sure it’s intentional and not an afterthought 
you’ll have to live with later.  

Seek input from key stakeholders (including 
members of your CECL implementation team) 
on what the ideal future state looks like for 
your institution:

• What data is needed to comply with the 
regulation and to provide in-depth analyses 
beneficial to your institution’s future loan 
growth?

• How is your loan data routinely collected 
and stored?

• How are you leveraging the information 
gathered on your loan portfolios to:

• Mitigate risks and loan losses

• Make better lending decisions

• Improve your loan portfolio strength 
and stability
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STRATMAN’S APPROACH TO THE 
DEVELOPMENT OF OUR SOFTWARE 
SOLUTIONS IS CENTERED ON OUR 
CUSTOMER.

We start by ensuring we fully understand all 
customer requirements, customer priorities 
and any customer “wishes” - supported by a 
philosophy of continuous improvement.

Our development efforts follow a similar 
structure to the Shewhart/Deming “Plan-
Do-Check-Act” Cycle and involve iterative 
evaluations of policy, process, workflow and 
procedures.
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• How do you ensure your team has the most 
up-to-date information on specific loan or 
pool of loans, regardless of where they are 
physically located?

• What governance is required and how do 
you measure it to ensure adherence?

• How is the solution maintained both short-
term and long-term, and what resources 
are required?

• What resources are available to address 
issues that may arise in the future?

• Are there currently any “information silos” 
within your institution and, if so, how do you 
minimize or eliminate barriers to enable all 
teams to communicate more effectively?

• Identity known and possible constraints 
you have to work within

Once your future vision is established, you’re 
ready to move forward.



DO
Select your CECL Solution:

• What constraints does your team have to 
consider in selecting a solution (budgetary, 
internal and external resources, time, etc.)?

• What assistance is required and what 
can you leverage from other internal 
teams, partners and external/third party 
resources?

• What solution addresses your current 
needs and provides the level of flexibility 
that will be needed in the future?

Identity and gather data:

• Identify internal data sources and data 
availability.

• How accurate is your internal data 
(how often is it maintained), what 
shape is your data in (have any errors 
or out of date information been 
identified)?

- Make sure your internal data is fully   
  vetted to ensure it is valid and reliable.

• How much history is needed – where 
is the cut-off on diminishing returns in 
terms of gathering more history, etc.?

• Based on your knowledge of your loan 
portfolio, group your loans into “segments” 
based on similar attributes of each loan 
selected for that segment.  Document your 
reasons for segmenting the loans.

• Determine what external data is required 
and what sources are available.

• Document all external data sources as 
well as the reasons you “applied” (used) 
that data for your loan portfolio or for that 
particular loan segment.
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• Identify any data gaps:

• Identify the Q-Factors and 
assumptions used to address gaps in 
data (past or future)

- Document all your assumptions 
  as well as the sources used to    
  support each.

DURING OUR DEVELOPMENT OF ASSET 
QUALITY MANAGEMR, STRATMAN 
ENGAGED TWO OF THE TOP CPA FIRMS 
IN THE FINANCIAL INDUSTRY.

We did this to provide both direction and 
input on features and requirements; and 
to provide objective, in-depth reviews of 
the final product, thus validating the CECL 
calculations and methodologies.

As a result, Asset Quality Manager has been 
fully deployed and vetted internally, and 
independently tested and validated by top 
accounting firms.

QUALITY DATA IS A REQUIREMENT FOR 
ANY SUCCESSFUL CECL IMPLEMENTATION.

As you begin to accumulate data, make sure 
the data you collect is actionable and relevant 
to your institution.

We’ve learned that complete and accurate 
data requires examining both people and 
data silos - consider how well each team 
communicates with the other regarding loan 
performance.

WHILE YOUR BANK WILL LIKELY POSSESS 
MUCH OF THE DATA NEEDED, BUILDING 
USABLE DATABASE FILES CAN BE A 
CHALLENGE.

Given the vastness, reliability and accessibility 
of your data, your selected CECL solution 
should simplify data assimilation and unify 
data points.
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CHECK
Once your institution has gathered the relevant 
data, as identified in the preceding phase, 
and has an appropriate CECL loss solution in 
place (whether that’s a spreadsheet or third-
party software), best practices dictate that you 
run loan loss estimates via the CECL solution 
in parallel with your existing ALLL. Compare 
the results of each CECL method used (if 
more than one) to the ALLL results to identify 
significant differences.

Validate your CECL methodology/
methodologies:  

• Are the results of the CECL calculations in 
line with your anticipated results?

• Keep in mind that many FIs are 
experiencing an increase in reserves 
from 30% to 100%1 , depending on the 
composition of their loan portfolios.  If your 
results are falling outside this range – you 
may want to re-check the assumptions you 
used (Q-Factors).

ASSET QUALITY MANAGER (AQM) IS 
DEPLOYED IN BANKS AND CREDIT 
UNIONS ACROSS THE COUNTRY. AQM WAS 
DESIGNED TO EMPOWER USERS WITH AN 
AFFORDABLE, SCALABLE SOLUTION THAT:

1. Includes “Asset Management Account 
Plans (AMAPS)” used on a daily basis to 
proactively manage loan risks and reduce 
losses.

2. Is fully compliant with the new CECL 
regulatory requirements, and includes 
four (4) generally accepted loss 
measurement methods that can be 
applied to various loan segments now or 
in the future to calculate expected credit 
losses:

A.  WARM+ Method

B.  Vintage Method

C.  Loss Rate Method

D.  Snapshot Method

3. Has been independently tested 
and validated by two large financial 
accounting firms.

4. Provides both CECL and ALLL calculations 
(and reporting) - to use for methodology 
and assumption validation and 
comparison.

ACT
Based on the “reasonableness” of your CECL 
output, make any necessary changes and 
adjustments to data inputs and assumptions 
to ensure the CECL calculation accurately 
reflects your future anticipated loss and 
reserve rate.

Run the CECL calculation again, and validate 
the output against expectations.  Continue 
to make adjustments until you determine 
the resulting output is in line with the 
anticipated output for your institution.   

 1 Cope, D. 23 June 2021, ‘CECL’s First Wave Offers Insights for Smaller Banks,’ ABA Banking Journal
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START YOUR FREE

TODAY!
Demo

Every detail. Every delinquency. Done.

• Make adjustments 
to segmentation, 
methodology used 
for each segment, 
Q-factors and any 
assumptions used.

• Document all changes 
and provide supporting 
information for each 
change enacted.

Begin with the end in mind:

• Identify your CECL 
implementation team.

• Gather input from key 
stakeholders.

• Identify your idea future 
state.

• Calculate loss estimates 
using various CECL 
methodologies in order 
to assess impact of each.

• Calculate loss 
estimates using both 
ALLL and CECL and 
compare output in 
order to determine 
reasonableness of the 
new CECL calculation.

• Select your CECL 
solution.

• Identify data sources 
and collect data.

• Identify data gaps along 
with alternative sources, 
or document any 
assumptions to address 
gaps.

ACT PLAN

CHECK DO


