
 

 

December 18, 2018 

Via Electronic Mail 

The Hon. Steven T. Mnuchin 
Chairman, Financial Stability Oversight Council  
U.S. Department of the Treasury  
1500 Pennsylvania Avenue, N.W.  
Washington, D.C. 20220  
 

Re: Request for FSOC Review of the Systemic & Economic Risks Posed by the Implementation of CECL 

Dear Chairman Mnuchin: 

 As the President and CEO of the Arkansas Bankers Association, I am writing to express our 
Arkansas Banker’s concerns regarding implementation of the Current Expected Credit Loss (CECL) 
accounting framework.  Like many others in our industry, we believe that the implementation of CECL 
could have devastating economic effects.  

• Undermine financial stability in a future recession or financial crisis, as its requirements 
establish disincentives for banks to extend credit, especially during stressed economic 
conditions.   

• Detrimental impacts on the availability, structure and price of credit at all times, with a 
disproportionate impact on longer-term and higher-risk loans, including residential mortgage, 
small business, student, and non-prime consumer lending.   

Because of these potential impacts, we strongly urge that the FSOC work to evaluate the risks 
regarding CECL and engage with the Financial Accounting Standards Board (FASB) and regulatory 
agencies to seek a delay in the CECL’s implementation.   

A delay provides time for a necessary completion of a comprehensive quantitative impact study of 
CECL’s impact on bank lending and regulatory capital and further consideration of changes to CECL to 
better reflect a financial institution’s exposure to credit risk. 

CECL represents the most significant rewrite of U.S. GAAP in the past 40 years.  As a 
methodology for accounting for credit reserves for loans and other forms of credit, CECL represents a 
sea change from the traditional U.S. GAAP approach, which has required banks to establish a reserve 
when a loan loss is probable and reasonably estimable.  In contrast, CECL requires a day-one recognition 
of credit losses expected over the life of the loan; it does not, however, allow lenders to recognize any of 
the corresponding future income generated from the loan.  Embedded in that future income is the 
applicable interest rate that compensates for the credit risk undertaken in the loan.  As a result, CECL 
creates a significant disincentive to lend during an economic downturn, as each incremental loan 
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originated will require an upfront charge to earnings and therefore be immediately dilutive to capital, 
without any accounting recognition of any higher rate charged to compensate for this risk.  This 
disincentive is especially pronounced for longer-term lending, such as a thirty-year residential mortgage 
loan, as expected losses increase commensurate with the term of the loan, and for other higher risk 
lending products such as small business and non-prime lending, as a higher rate charged is not reflected 
in the day-one accounting for the loan. 

One of the FASB’s primary objectives in reviewing and revising its credit loss accounting 
methodology was to resolve concerns that existing accounting requirements resulted in credit loss 
recognition that was “too little, too late.”  Unfortunately, the life-of-loan loss recognition requirement 
actually magnifies the losses that must be recognized at the outset of economic downturns, as projected 
losses over the life of a loan increase rapidly as macroeconomic forecasts are downgraded.  Thus, for 
both existing and new loans, the required reserve may rise quickly and appreciably as the economy 
worsens -- reducing earnings, driving capital levels down and triggering capital contingency plans that 
typically result in decreased lending activity.  (Conversely, a projected upturn in a bank’s economic 
forecast during good economic times may increase the availability of credit at a time when it is least 
needed.)  Thus, CECL is likely to prove highly procyclical. 

These impacts of CECL are particularly problematic for banks because they are subject to 
regulatory capital requirements that were calibrated on the basis that reserves would reflect only 
probable losses, with capital serving to absorb any additional losses.  However, under CECL, loan loss 
reserves will capture significantly more losses because the calculation required for determining loan loss 
reserves under CECL is fundamentally different; in other words, capital will be required to capture 
significantly fewer losses.  However, to date, nothing has been done to recalibrate capital requirements 
to reflect this overlap between increased loan loss reserves under CECL and regulatory capital 
requirements.  Thus, absent appropriate measures, CECL may result in a large, de facto capital increase 
driven purely by accounting changes, and not by any actual change in credit risk.  This impact to bank 
capital would be large, particularly during economic downturns; for example, BPI staff conducted 
empirical analysis of the 2007-2009 financial crisis which revealed that credit loss allowances would 
have significantly increased under CECL at the beginning of 2007, resulting in a sharp decline in bank 
regulatory capital ratios during the peak of that crisis in 2008, and an additional nine percentage point 
reduction in lending during 2009.1 

CECL’s impact could be magnified even further for banks subject to the Federal Reserve’s 
supervisory stress test.  Each year, that test has presumed a sudden economic downturn of historic 
magnitude.  If the Federal Reserve were to presume that banks would have to take immediate CECL 
charges upon the onset of such a scenario, massive loan loss reserves would be required.  And because a 
bank must carry sufficient capital at all times to allow them to remain adequately capitalized under the 
supervisory stress scenario, that would mean effectively that a bank subject to supervisory stress tests 
would, whenever making a new loan, have to establish a reserve, in the form of capital, that it would 
actually establish only in the event of a global depression – an outcome clearly at odds with the intent of 
CECL.  In addition, the intersection of CECL supervisory testing and the proposed Stress Capital Buffer 
may have significant unintended consequences for credit availability. 

With the current timeline of a 2020 effective date, there is still an opportunity to remediate 
CECL’s shortcomings and mitigate these pernicious, potentially destabilizing effects.  (For example, the 

                                                      
1  See Francisco Covas and William Nelson, Current Expected Credit Loss: Lessons from 2007-2009, BPI Staff 

Working Paper 2018-1 (July 2018), available at https://bpi.com/wp-content/uploads/2018/07/CECL_WP-
2.pdf. 
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accounting methodology and regulatory capital rules could exclude a specific portion of CECL reserves 
from being charged against income and common equity tier one capital.)  We believe that the 
involvement of the FSOC is vitally important given CECL’s potentially detrimental impact to financial 
stability as outlined in this letter, and in recognition of the challenges that the financial services industry 
has experienced in terms of engaging with the FASB and the regulatory agencies to critically evaluate 
CECL’s shortcomings and consider how changes to the accounting requirements and the regulatory 
capital framework could be enacted to provide investors with decision-useful information related to 
expected credit losses, while at the same time avoid significant impacts to the macro-economy.  Thus, 
we implore the FSOC to seek a delay in the implementation of CECL and a quantitative impact study that 
fully quantifies its potential impact on bank lending and regulatory capital, and work to facilitate 
appropriate adjustments to the accounting and capital framework that appropriately address CECL’s 
flaws and adverse systemic and economic effects.   

 

Respectfully submitted, 

 
Lorrie Trogden 
President and CEO 
 
 
 
 
 

 
 



Talking Points: 

• Banks have long been concerned about CECL’s cost and impact on our ability to serve 
our customers and communities, particularly in times of economic stress. 

• An accounting standard that distorts the economics of lending mimics regulatory capital 
will divert resources away from critical lending – particularly on mortgages, student 
loans, and small business loans.   

• Because FASB did not conduct a relevant cost benefit analysis before issuing the 
standard, regulators have very little information about CECL’s potential economic effect.   

• FSOC has the unique ability to bring the agencies together to study complex regulatory 
issues like this, and to intervene when appropriate. 

• At a minimum, FSOC should ask FASB to delay implementation of CECL and initiate a 
comprehensive quantitative impact study to assess the standard’s impact on banks, 
lending, and the economy before deciding to move forward.   

 
The Honorable Steven T. Mnuchin 
Secretary 
U.S. Department of the Treasury 
1500 Pennsylvania Avenue, N.W.  
Washington D.C.  20220 
Email: LegAffairs@do.treas.gov  
 
The Honorable Randall Quarles 
The Federal Reserve System  
20th Street and Constitution Avenue, N.W.  
Washington, D.C.  20551 
Email: andrew.cavazos@frb.gov  
 
The Honorable Joseph Otting 
Comptroller 
Officer of the Comptroller of the Currency 
400 7th Street, S.W.  
Washington, D.C.  20219  
Email: carrie.moore@occ.tres.gov  
  
The Honorable Jelena McWilliams 
Chairman 
Federal Deposit Insurance Corporation 
550 17th Street, N.W.  
Washington, D.C.  20429 
Email: congressional_inquiry@fdic.gov 
 
The Honorable Jay Clayton 
Chairman 
Securities and Exchange Commission 
100 F Street, NE 
Washington, D.C.  20549 
Email: heilesh@sec.Gov (Holli Heiles Pandol) 
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Mr. Russell G. Golden 
Chairman 
Financial Accounting Standards Board 
Merritt 7 – P.O. Box 5116 
Norwalk, CT  06856-5116 
tlcranford@F-A-F.org 
 
The Honorable Melvin L. Watt  
Director 
Federal Housing Finance Agency 
400 7th Street, S.W.   
Washington, D.C.  20219 
Email: Dion.Spencer@fhfa.gov  
 
The Honorable Mark J. McWatters 
Chairman 
National Credit Union Administration 
1775 Duke Street 
Alexandria, VA  22314-3428 
Email: pacamail@ncua.gov  
  
The Honorable Kathy Kraninger 
Director 
Bureau of Consumer Financial Protection  
1700 G Street, N.W.  
Washington, D.C.  20552  
Email: Meredith.Manna@cfpb.gov 
  
  
The Honorable J. Christopher Giancarlo 
Chairman 
U.S. Commodity Futures Trading Commission 
Three Lafayette Centre 
1155 21st Street, N.W.   
Washington, D.C.  20581 
Email: NMcNair@cftc.gov 
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