
BY JAKE MCDONALD

 In its whitepaper, Exploring Special Purpose National Bank Charters for Fintech Companies 
issued in December 2016, the Treasury’s Office of the Comptroller of the Currency (OCC) 
made its case for giving financial technology (also known as “fintech”) companies the 

opportunity to apply for a special purpose national bank charter.   

The Preface by the Comptroller of the Currency offers an excellent perspective on where the 
OCC started and where it’s going:

“When President Abraham Lincoln signed the law creating the national banking 
system and the Office of the Comptroller of the Currency (OCC), the very notion of 
establishing a national bank charter was itself innovative. Our country’s leaders 
provided the Comptroller with the authority to grant a national charter because 
they recognized the public value of a robust, unified, and nationwide system of 
banks.

The national banking system became a source of strength for the nation and 
our economy. National banks and, later, federal savings associations became 
anchors of their communities and the predominant providers of financial services 
for consumers and businesses. The system flourished because it enabled and 
encouraged national banks and federal savings associations to adapt to the 
changing needs of their customers and the market [emphasis mine].

More than 150 years later, we have a diversified and evolving financial services 
industry. New technology makes financial products and services more accessible, 
easier to use, and much more tailored to individual consumer needs. At the same 
time, consumer preferences and demands are evolving, driven by important 
demographic changes: for example, the entry of 85 million millennials into the 
financial marketplace in the United States.”

Ah yes, the millennials. Millennials are projected to spend more than $200 billion this year, 
mostly using their phones and the internet. They are driving innovation in financial services to 
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meet their needs – primarily they want everything fast, 
convenient and catered directly to them. Banks can’t 
move fast enough to keep up. Technologically driven 
solutions – fintechs – are meeting the need.  

Although the OCC’s objectives in granting limited-
purpose bank charters to fintech companies are 
regulatory in nature, the move could be a huge game 
changer for companies seeking to innovate within the 
financial services industry. Here’s why. Currently, fintech 
companies must obtain licenses in every state where 
they have customers. Imagine how this process bogs 
down innovation and execution, not to mention the cost, 
with every state having their own requirements, taxing 
regimes, bonds, audits and reviews. The Chamber of 
Digital Commerce estimates that state-level regulatory 
and compliance costs could amount to $2 to $5 million 
per year per company.

Speaking at the Georgetown University Law Center, 
Comptroller of the Currency Thomas Curry announced 
that fintech firms will be granted the same preemption 
over state laws that national banks possess. In response 
to criticism by state regulators and some within the 
banking community, Curry maintained that requiring 
adherence to a standard set of regulations to manage risk 
will be safer for the system and consumers. 

“But the reality today is that the 4,000 fintech companies 
out there are already competing with national and 
state banks, without regard to any of the national bank 
responsibilities and under a patchwork of supervision,” 
Curry said. “In some ways, [creating a charter] levels the 
playing field because statutes that by their terms apply to 
national banks would apply to all special purpose national 
banks, even uninsured ones.”

The OCC isn’t the only regulatory body to consider 
oversight roles for fintech companies. In its October 
2016 Project Catalyst report, the Consumer Financial 
Protection Bureau (CFPB) encouraged the development 
of innovative consumer financial products that meet 
regulatory requirements. The CFPB is also writing rules 
affecting small-dollar loans that would affect online 
lending firms. The Federal Deposit Insurance Corporation 
(FDIC) has established a steering committee to consider 
fintech. The Securities and Exchange Commission (SEC) 
hosted a fintech conference in November 2016, which 
informed the SEC’s fintech working group. And the 
Federal Reserve released a whitepaper in December 
2016, signaling its plans to monitor financial innovations 
(such as blockchain). In fact, Fed Chair Janet Yellen, 
speaking at the Annual International Conference on Policy 
Challenges for the Financial Sector, encouraged bankers 
to learn about the technology, including blockchain 
digital technology.

(Continued from page 1)
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WEBINARS

The ACA: What You Must Be Doing Today! 
Mar. 21, 1-2pm CDT

First Quarter Accounting and Financial 
Reporting Issues Update 
Apr. 13, 11:00am-1:00pm CDT 
Apr. 21, 11:00am-1:00pm CDT 

Eye on Washington – 
Quarterly Business Tax Update 
Apr. 26, 1-2pm CDT 
Apr. 27, 1-2pm CDT

ITEMS OF INTEREST 

What it takes to build a digital bank, American 
Banker (article)

Banking 2020: A Vision of the Future, 
BrightTALK webcast, 56 minutes)

SPEAKING ENGAGEMENTS 

“Dumpster Diving and Other Duplicitous 
Ways to Lose Your Data”– presented by Kyle 
Konopasek, Michael Hannan and Kris St. Martin 

Every day bad actors come up with devious 
ways to steal the Bank’s data or dollars. 
CBIZ experts will present troubling scenarios, 
including dumpster diving, phishing and 
social engineering and discuss how to lessen 
risk through the use of best practices - strong 
procedures, training and insurance. 

Atlanta, April 26 – Community Bankers 
Association of Georgia, 9th Annual Bank 
Directors & Executive Management 
Conference

Bloomington, May 2 – Bank Holding 
Company Association Spring Seminar
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By enabling a national charter the OCC is attempting to 
strike a balance between regulatory clarity and consumer 
protections. Whereas many fintech companies have 
partnered with banks as key vendors in the past to offer 
critical financial services, they will soon have the option to 
be recognized as a distinct type of special purpose bank. 
The larger digital lenders to consumers and businesses 
such as On Deck Capital are considered particularly 
likely to apply for a charter in order to streamline their 
compliance process and reduce costs to be compliant 
with laws and regulations.

Not everyone is excited about the new opportunity for 
fintech companies. Both banks and consumer groups 
have expressed their concerns about new fintech 
companies operating outside of federal supervision. 
Financial institutions fear that the charter will allow 
fintech firms to have the advantages of a bank without 
banks’ regulatory obligations, while consumer groups 
worry about fintech companies growing too quickly 
without proper consumer protection measures.

Eligibility for the new fintech charter will be limited to 
firms that have a fiduciary responsibility or perform an 
essential banking activity — namely, taking deposits, 
paying checks or lending money. There are only certain 
fintechs that meet those banking activity criteria and 
therefore are eligible to pursue a charter. Other fintechs 
will not be able to obtain a charter because they do not 
perform the specific banking activities and therefore 
should not be regulated by the national banking 
regulators. Many of these “other” fintechs are focused on 
payments or other bank processes and have their own 
industry standards and are reviewed by the regulators 
as key vendors for the banks. The OCC has previously 
applied the “special purpose” designation to trust and 
credit card banks, among other types of entities.

Special purpose financial institutions have to meet 
certain rules and standards related to:

n  business plan
n  governance structure
n  capital 
n  liquidity
n  compliance risk management
n  recovery and exit strategies

Fintech groups that would apply for the new charter 
would have to ensure their processes meet these special 
purpose requirements. It is also currently voluntary for a 
fintech to opt into obtaining a special purpose designation 
from the OCC, as opposed to being a mandatory 
requirement.  

The larger fintech companies have a national presence 
and relationships with millions of clients. Having a special 
purpose national charter for certain fintechs allows the 
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OCC to take the lead role in monitoring these companies 
that have a growing influence and market share. Having 
a national regulatory agency such as the OCC provide a 
charter helps to ensure these banking fintechs are being 
reviewed by qualified examiners with expertise in finance, 
banking, risk, operations and technology. The fintech 
industry becomes more complicated and complex every 
day and making sure that it is not only being watched 
but also regulated appropriately is critical to avoiding any 
systemic problems or issues that could potentially affect 
the U.S. and global financial networks. 

The OCC sought public comment through January 15, 
2017 on the specific criteria and process under which 
it will consider fintech charter applications. It will review 
the comments and is expected to begin accepting charter 
applications sometime in 2017. 

For questions or comments about 
the issues addressed in this article, 
please contact Jake McDonald, 
CBIZ Credit Risk Advisory Practice 
(610.862.2202) or your local  
CBIZ advisor.

Jake McDonald
Philadelphia, PA
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http://cbiz.com/banking
https://twitter.com/cbz
https://www.linkedin.com/company/cbiz?trk=top_nav_home
https://www.youtube.com/channel/UCmr36k8li3uD_Vf8BRsL6Yw
http://www.cbiz.com/banking
mailto:jwmcdonald%40cbiz.com?subject=
https://www.cbiz.com/forms/corporate-information/contact-us
https://www.linkedin.com/in/jakemcdonald/


1-800-ASK-CBIZ • cbiz.com/banking @CBZCBIZ BizTipsVideos PAGE 4

BY KYLE KONOPASEK AND MICHAEL HANNAN

 Outsourcing business functions has become 
an accepted approach to improving revenue 
and creating new business opportunities for 

companies in all industries; banks are no exception. 
Banks and other businesses around the world use 
outsourcing for functions unrelated to their core 
business, including payroll processing, human 
resources, accounting, data hosting, compliance, 
customer support, security, building maintenance, 
IT management and even internal audit activities. 
Outsourcers can often do the work at a fraction of the 
cost of what an internal department would cost. 

In the last 10 years, the regulatory environment and 
consumer expectations for a personalized, connected 
experience in an increasingly mobile and social world 
are new challenges being managed by an outsourcing 
business model. Third-party solutions are common as 
technology outsourcing has grown beyond server and 
data center hosting to include private and public cloud 
computing, application development, software and 
network management, user support, and more. Banks 
outsource the mortgage application process; insurance 
providers outsource claims management. While 
business growth and regulatory compliance are perhaps 
the two most critical business drivers behind a financial 
service firm’s decision to outsource, the outsourcing 
solution itself creates a risk that must be managed and 
regulatory requirements that must be met. 

Management of third-party service provider relationships 
has been a regulatory issue as far back as the FDIC’s 
Bank Service Company Act. The Gramm-Leach-Bliley 
Act, a federal law enacted in 1999 to control the ways 
that financial institutions handle the private information 
of individuals, calls for banking institutions to exercise 
appropriate due diligence in selecting service providers, 
requires service providers to implement appropriate 
security measures and requires monitoring of service 
providers by established means (audits, test results) to 
confirm security obligations have been satisfied. 

Recent well-publicized security breaches have brought 
vendor management to the forefront, and banking 
regulators continue to issue bulletins re-emphasizing 
best-practices. 

Any third party, especially one that provides services 
that affect consumers, exposes a bank or other financial 

institution to additional regulatory risk. Comptroller of 
the Currency Thomas Curry has said that ensuring due 
diligence and ongoing risk assessments of all third 
parties must be a part of every banking institution’s 
vendor management program. Just as a bank must 
ensure its own operations comply with the Office of 
the Comptroller of the Currency (OCC), the Consumer 
Financial Protection Bureau (CFPB) and other 
regulations, it now also must ensure its vendors meet 
these same standards.

Vendor management and vendor due diligence are the 
means for accomplishing this task. Vendor management 
is a general phrase used to describe the overall process 
but may also be applied to describing the activities for 
assessing existing third-party relationships. Vendor due 
diligence is generally the process of assessing new or 
prospective third parties.

The process for critically assessing the risks with 
third-party services begins with establishing a vendor 
management policy that is approved annually by the 
board of directors. This policy should include several 
key sections, specifically addressing the different types 
of sensitive information to be protected and where that 
information is stored.

Your Third-Party Vendor’s Risk 
Is Your Risk, Too

(Continued on page 5)
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Defining Vendors

The vendor management policy should define critical 
and non-critical vendors. All existing vendors should 
be assessed, including information technology and 
operational service providers. Running an accounts 
payable listing is one method often used to identify 
current service providers; however, it should be noted 
that the amount paid annually does not necessarily 
reflect the risk level presented by the vendor, particularly 
if sensitive data are involved. For example, a health 
insurance broker with access to personally identifiable 
information (PII) who is paid $10,000 annually would 
present a larger risk than a building security firm paid 
$100,000 annually. When evaluating risk, the focus 
must be on what information the service provider has 
access to versus the functional support provided by the 
third party. An information breach by even the smallest 
vendor may severely damage the bank’s reputation and 
cause harm to its customers.

Documenting and Evaluating Vendors

A vendor management policy should provide direction 
on the frequency for re-evaluating existing third-party 
relationships, the responsible parties for approving 
internal vendor assessments and key individuals 
responsible for completing the documentation required 
for vendor assessments.

For both new and existing vendor relationships, 
management should obtain relevant financial 
information in the form of tax returns or financial 
statements, evidence of financial responsibility 
through insurance coverages and associated policies, 
and service organization control (SOC) reports. The 
responsibility for compiling the documentation and 
ensuring its appropriate completion should be assigned 
to a single individual; however, that individual may 
play a very small role in the actual completion of the 
required documents. For example, the controller may 
be responsible for compiling all of the information but 
may delegate responsibilities so that the review of 
vendor financial information is sent to the CFO. The 
review of vendor insurance coverages and policies often 
rests with the legal department, and the review of SOC 
reports may be passed on to someone in the accounting 
department or another individual with strong knowledge 
for the purpose, types and content of a SOC report.

Each of the respective vendor reviewers is responsible 
for documenting the risks identified with the vendor 
and the service to be provided. Knowing who will be 
responsible for document completion will dictate 
standardization of vendor assessment forms and 
documentation requirements to be developed by 
management. Generally, thorough documentation of 
the risks, mitigating controls in place (e.g.,. SOC reports, 
insurance policies) and risk to be accepted should all 

be documented in as much detail as possible prior 
to accepting a new vendor or continuing an existing 
relationship. The vendor assessment documentation 
should clearly address why the vendor is deemed to 
be a critical or non-critical vendor, who the primary 
third-party contacts are, what sensitive information 
the vendor has or will have access to, the information 
technology systems involved and the results of the 
vendor’s most recent SOC report.

Insurance Coverage

Vendor management policies should also include 
information on insurance coverage. Vendors that have 
access to personal data should have cyber insurance 
policies that include cyber liability and data breach 
expenses. Third parties who are on site should have 
general liability coverage (at a minimum). Contracts 
should be reviewed periodically to ensure they include 
insurance requirements, indemnifications and “hold 
harmless” language.

Managing the Process

The process of documenting vendor assessments can 
quickly become flooded with supporting documentation 
and management’s effort to write narratives regarding 
the acceptance or denial of a vendor relationship. 
Coordinating the process is a key element of a 
successful vendor management program and is best 
done by centralizing the monitoring and responsibility 
for the program by digitizing vendor documentation and 
internal assessment forms, including management 
approvals. Delegating responsibilities for assessing 
vendor financials, information technology systems and 
legal documentation to appropriate persons within 
the organization is crucial to the vendor management 
program and ensures a companywide approach to 
vendor acceptance. The amount of resources dedicated 
to monitoring activities should align with the relative 
risk the vendors pose to your organization. Once the 
materials are gathered, don’t just file them away - they 
should be reviewed periodically throughout the lifetime 
of the contract. 

For more information about how to set up and monitor 
a third-party risk management program, contact 
Kyle Konopasek (816.945.5512) or Kris St. Martin 
(763.549.2267) regarding the CBIZ Bank Insurance 
Program.

(Continued from page 4)
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BY MIKE LORITZ AND CHRISTINE MCALARNEY

The Financial Accounting Standards Board (FASB) 
recently released Accounting Standards Update 
2016-13, Financial Instruments-Credit Losses 

(Topic 326) - Measurement of Credit Losses on Financial 
Instruments (ASU 2016-13). ASU 2016-13 is applicable 
for entities holding financial assets and net investment 
in leases that are not accounted for at fair value through 
net income. The impact of the standard on important 
financial ratios that financial institutions use for loans 
and the potential volatility the profit and loss statement 
make it essential that organizations begin to model out 
the effects of adopting the standard well in advance of its 
effective date.

The effective date of ASU 2016-13 is fiscal years and 
interim fiscal periods after Dec. 15, 2019, for public 
business entities registered with the U.S. Securities and 
Exchange Commission (SEC) and fiscal years beginning 
after Dec. 15, 2020, for all other entities. Early adoption 
is available for fiscal years and interim periods beginning 
after Dec. 15, 2018.

The CECL impairment model changes the timing of the 
recognition of credit losses from the current incurred loss 
model to a model that estimates the lifetime losses as of 
the reporting date. The change to a lifetime losses model 

will require entities to consider more forward-looking data 
and analysis as compared to the current requirements 
under U.S. Generally Accepted Accounting Principles (U.S. 
GAAP). Depending on the nature, extent, and complexity 
of an entity’s use of financial instruments, updating 
internal policies and processes to meet the requirements 
may require significant changes.

ASU 2016-13 consolidates several instrument-specific 
credit impairment models, including troubled debt 
restructuring, purchased financial assets with credit 
deterioration, beneficial interests, off-balance sheet 
exposure and business combinations.

Background

Current U.S. GAAP requires the application of an 
 “incurred loss” credit impairment model for financial 
instruments measured at amortized cost. Many different 
impairment models apply depending on the nature, type, 
and classification of the financial instrument. Credit 
impairment losses are currently recognized only when 
they are incurred or when a triggering event indicates it is 
probable that the instrument will have credit impairment. 
Financial statement users have argued that such a model 
may not be an accurate depiction of an instrument’s 
risk, a concern that was raised as a result of the global 

Preparing for the New Credit 
Loss Impairment Rules
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financial crisis. Many users felt that an expected loss 
impairment model would result in earlier recognition 
of expected losses, therefore, providing more timely 
information to investors regarding the underlying quality 
of the loan portfolios.

Following the global financial crisis, the FASB 
sponsored a Financial Crisis Advisory Group, which 
resulted in recommendations on how to improve 
credit loss reporting. The two primary focuses were 
to eliminate delayed recognition losses and include 
more forward-looking information. As a result, the 
FASB proposed several exposure drafts with differing 
versions of a credit impairment model. Certain 
proposed models were significantly different than the 
model finalized in ASU 2016-13, and were criticized for 
being overly complex in nature.

ASU 2016-13 seeks to incorporate some of the Financial 
Crisis Advisory Group’s recommendations and address 
concerns with the delayed recognition of credit losses 
under the incurred loss credit impairment model. It also 
addresses the fractured, instrument-specific approach to 
credit loss impairment used in U.S. GAAP today.

A Closer Look at CECL

The CECL impairment model eliminates the probable 
recognition threshold as the measure for when a loss 
should be recognized for assets measured at amortized 
cost. Instead, entities will record an estimate of lifetime 
expected losses at the acquisition date as an allowance 
contra account.

The allowance for credit losses (also referred to as a CECL 
reserve) is a valuation account deducted from the amortized 
cost basis. The FASB chose not to require any one specific 
method for estimating the lifetime losses; therefore, a 
number of methods may be acceptable for determining the 
allowance, including a discounted cash flow, loss-rate, roll-
rate and the probability-of-default method.

Regardless of the method selected, entities will need to 
consider more information than under current U.S. GAAP. 
Determining the allowance will require data for the entire 
contractual life of long-dated financial assets, historical 
information with current specific risk characteristics and 
information relevant to assessing the collectability of 
cash flows. One significant difference will be the need 
to consider the impact of projected future economic 
conditions. However, historical loss information may still 
be used for periods beyond the time frame for which 
reasonable and supportable forecasts can be developed. 
The estimated losses should include the risk of loss, even 
if such risk is assessed to be remote. This implies that an 
estimate of no expected credit losses will be rarely be an 
appropriate conclusion.

Entities can consider instruments collectively (as 
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part of a pool) when similar risk characteristics exist, 
including impaired instruments that share a similar 
risk profile. Instruments that do not share similar risks 
must be evaluated separately. The expected credit loss 
must be measured even if the risk has only a remote 
chance of occurring.

Troubled Debt Restructuring

Historically, the troubled debt restructuring (TDR) model 
has not been intuitive. In current U.S. GAAP, entities write 
a TDR asset down to its fair value and reconstruct the 
effective interest rate and the cash flow to be recognized 
in the financial statements.

ASU 2016-13 aims to simplify the approach. It does 
not change the definition of a TDR or the disclosure 
requirements, but it does apply the CECL model to TDR 
credit loss impairment assets. When applying the CECL 
model, the allowance for credit losses should include 
concessions granted to the borrower. Entities use the 
effective interest rate of the original loan (rather than 
the impaired loan) when determining the effective 
interest rate to discount expected future cash flows.

Purchased Financial Assets with Credit Deterioration

Under current U.S. GAAP, the accounting requirements for 
purchased financial assets with credit deterioration (PCD 
assets) can often result in two sets of accounting records. 
When a loan is acquired that has experienced significant 
credit deterioration since the loan was originated, the 
loan is recorded at fair value. However, no allowance 
for loan loss is established under current US GAAP. As 
a result, entities must often calculate the new effective 
interest rate as of the date of acquisition, which will likely 
be different than the contractual rate on the agreement. 
Subsequent changes to the estimated cash flows are 
either recorded as an allowance (reduction in estimated 
cash flows) or an adjustment to the crediting interest rate 
(increase in estimated cash flows).

ASU 2016-13 changes the accounting model to a more 
simplistic approach that is more aligned with the CECL 
approach for other financial assets. Loans purchased with 
more than insignificant credit deterioration will be recorded 
at amortized cost on the date of acquisition, with a day one 
allowance recorded for an amount equal to the expected 
credit losses of that particular asset. The result is a “gross 
up” of the loan balance presentation, presented net on 
the face of the balance sheet in the same manner as 
other financial assets within the scope of the CECL model. 
Subsequent changes in the allowance are reported as 
credit loss expense or income (reversal of expense).

To the extent that additional discounts are reflected in 
the acquisition price, those should be accreted to interest 
income using the effective interest model. Premiums will 
also be accounted for as purchased premiums reflected 
in the effective interest rate.

(Continued on page 8)
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result is similar dual set of accounting records as that 
experienced with PCD assets. ASU 2016-13 changes 
current U.S. GAAP such that when an entity acquires 
loans or other financing receivables, the entity will 
record those loans at the fair value representing the 
contractual balance and any purchased premiums or 
discounts with a corresponding allowance for loan loss 
reflecting the expected lifetime losses reported on the 
opening balance sheet of the acquired entity.

As discussed above, ASU 2016-13 did not prescribe 
a method of estimating the expected lifetime losses 
under the CECL model. Therefore, differences may arise 
between the estimated losses derived from the market 
expectations used to determine fair value and those 
determined using the reporting entity’s expected losses 
model. In such instances, the differences between the 
expected losses determined using the CECL model 

and those embedded in the fair value would 
result in an adjustment to the premium 

or discount to be reflected in the 
effective interest rate.

How the AFS Model Works

Targeted changes were made 
to the AFS debt securities 
model, but many of the 
concepts remain the same. 
An AFS debt security is 
considered to be impaired 
when the fair value is less 
than the amortized cost 

basis. The main difference 
between the existing and 

new impairment model is 
that the impairment related to 

credit losses will now be recorded 
as an allowance rather than as a 

direct write-off as it is under current 
U.S. GAAP. As a result, the credit losses 

recognized through the allowance account may 
subsequently be reversed if those expected losses are 
later determined to be recoverable through a reversal of 
the allowance account.

A credit loss exists if the present value of cash flows 
expected to be collected is less than the amortized cost 
basis. Expected cash flows should consider past events, 
current environmental, economic, geographic and 
political conditions and reasonable and supportable 
forecasts. They should also be discounted to reflect the 
effective interest rate implicit in the security at the date 
of acquisition.

As in existing U.S. GAAP, each AFS debt security asset 
must be assessed at the individual security level, which 
is one of the ways that AFS Credit Loss Impairment model 
differs from the CECL model.

Interestingly, the FASB chose not to place a fair value 
floor for held-to-maturity (HTM) classified securities, 
therefore, an entity’s expected credit losses determined 
using the entity’s assumptions and conclusions regarding 
credit losses may differ from those of the financial 
market as reflected in the security’s fair value. As 
discussed later, a fair value floor was established for 
available-for-sale (AFS) classified securities.

Beneficial Interests

The definition of beneficial interests will not change 
under ASU 2016-13, however the guidance will be 
amended to clarify that beneficial interests should be 
classified as either AFS securities or HTM securities and 
then follow the applicable accounting. Thus, for those 
financial assets classified as HTM, entities will account 
for expected credit losses using the CECL 
model. Beneficial interests classified 
as AFS will follow the AFS Credit 
Impairment model.

Entities will apply the credit 
deterioration model if there is 
a significant difference in the 
contractual and expected 
cash flows at the date of 
acquisition. This includes 
instruments that may not 
meet the definition of a PCD 
asset, such as investments 
in a residual tranche at 
issuance.

Off-Balance Sheet Exposures

Accounting for financial 
guarantees remains essentially 
unchanged. For financial guarantees 
that are within the scope of the credit loss 
impairment guidance in ASU 2016-13, however, 
an entity will be required to recognize a contingent 
liability for expected losses separate from the financial 
guarantee liability. The contingent liability represents 
the expected losses based on an assessment of the 
likelihood of funding and expected losses on funding. 
The contingent liability for credit loss on a financial 
instrument with off-balance sheet risk (including financial 
guarantees and financial standby letters of credit) is 
recorded as a liability rather than a contra account (i.e., 
allowance account) and should be presented as a credit 
loss expense in the reporting entity’s income statement.

Business Combinations

Loans and other financing receivables are currently 
recorded at fair value when acquired in connection 
with an asset or business combination, resulting in 
a difference between the contractual cash flows and 
the balances reflected in the financial statements. The 
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Rather than accounting for impairment related to credit 
losses as a direct write-off to the asset, entities will 
account for credit losses through an allowance. This 
change allows for reversals of credit losses, which 
eliminate the concepts of “other than temporary,” “length 
of time” and “volatility” from the current AFS impairment 
model. Any impairment not attributable to credit loss will 
be recorded through accumulated other comprehensive 
income and reduce the asset directly.

Allowances for credit losses in ASU 2016-13 are limited 
to the amount that the fair value of the security is less 
than the amortized cost basis, which differs from the 
determination of expected losses for HTM securities. 
In each reporting period, entities must account for an 
allowance for credit losses that reflects the amount of 
credit loss impairment at the reporting date. Changes in 
allowances will be recorded through the income statement.

If it has been decided it is more likely than not that a 
security will be sold, entities will write off the allowance 
for credit losses. The security should be recorded at fair 
value and any impairment would be recorded in earnings.

AFS Debt Securities with Credit Deterioration

Similar to the impairment model for financing 
receivables, AFS debt securities with a more-than-
insignificant amount of credit deterioration will be 
 “grossed up” to reflect the expected loss estimate on 
the date of issuance. An initial allowance for credit 
losses would be added to the purchase price rather 
than reported as a credit loss expense. Subsequent 
changes in the allowance for credit losses would be 
recorded as a credit loss expense or reversal.

The CECL model for assets with credit deterioration 
does not have a prescribed method to use to estimate 
expected losses, but AFS debt securities with credit 
deterioration must use the discounted cash flow 
model. Interest income should be recognized based 
on the effective interest model, excluding the discount 
embedded in the purchase price that is attributable to 
the acquirer’s assessment of credit losses at acquisition.

Transition & Disclosure Requirements

Public business entities will be required to adopt ASU 
2016-13 for fiscal years and interim periods beginning 
after Dec. 15, 2019. Private entities will be required to 
adopt for fiscal years beginning after Dec. 15, 2020, and 
interim periods within fiscal years beginning after Dec. 

15, 2021. All entities may early adopt for fiscal years 
beginning after Dec. 15, 2018.

The standard is adopted using a cumulative-effect 
adjustment to the opening retained earnings in the 
statement of financial position as of the date of 
adoption. Purchased assets with credit deterioration 
previously following the guidance of ASC Subtopic 
310-30 will be classified as purchased assets with 
credit deterioration under the new standard at the 
date of transition. This will result an adjustment to 
the amortized cost that reflects the addition of the 
allowance for credit losses at the date of adoption.

AFS debt securities formerly following Other-than-
Temporary Impairment Accounting will follow a 
prospective transition approach.

Many of the disclosure requirements will remain the 
same as current U.S. GAAP, with the language updated 
to reflect the change from the incurred loss impairment 
model to the CECL model. Entities will also continue 
to disclose credit quality indicators in relation to the 
amortized cost of financing receivables but will further 
disaggregate the information by year of origination (or 
vintage). This is, however, an optional disclosure for 
entities that are not public.

The impact of the standard on important financial 
ratios that financial institutions use for loans and the 
potential volatility the profit and loss statement make 
it essential that organizations begin to model out the 
effects of adopting the standard well in advance of its 
effective date. 

If you have specific comments, questions or concerns 
about the new credit loss impairment model, please 
see our webinar or contact Mike Loritz or Christine 
McAlarney of MHM’s Professional Standards 
Group. Mike can be reached at mloritz@cbiz.com 
or 816.945.5611. Christine can be reached at 
cmcalarney@cbiz.com or 727.572.1400.

DISCLAIMER: This publication is distributed with the understanding that CBIZ is not rendering legal, accounting or other professional 
advice. This information is general in nature and may be affected by changes in law or in the interpretation of such laws. The reader 
is advised to contact a professional prior to taking any action based upon this information. CBIZ assumes no liability whatsoever in 
connection with the use of this information and assumes no obligation to inform the reader of any changes in laws or other factors that 
could affect the information contained herein. 
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