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This material was used by Elliott Davis during an oral presentation; it is not a complete record of 

the discussion. This presentation is for informational purposes and does not contain or convey 
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circulated, quoted, or reproduced for distribution without prior written approval from Elliott Davis.
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LIBOR Transition – Accounting/Reporting
• ASU 2020-04

• Eases financial reporting burdens of the transition – contract modifications 
and hedge accounting

• Allows certain, qualifying contracts to be considered continuation of 
existing contract, not a new contract that would require re-assessment

• SEC expects registrants to add disclosures about how they are preparing 
for the transition

• Allows for a one-time option to sell HTM or reclass HTM to AFS, if not 
previously used under ASU 2017-02



LIBOR Transition – Regulatory
• Confirmed LIBOR cessation dates by the Financial Conduct Authority

• 12/31/21 – 1-week and 2-month USD LIBOR

• 6/30/23 – All remaining USD LIBOR

• November 30, 2020 Interagency Guidance

• New contracts with LIBOR exposure after 12/31/21 – safety and soundness 
risk

• February 10, 2021 – OCC releases LIBOR self assessment tool

• March 9, 2021 – Federal Reserve Examination Guidance released



LIBOR Transition – Next Steps
• Develop a plan to identify exposure 

• Do not assume your institution does not have exposure

• Identify areas where changes/updates are needed. Some examples 
include:

• Contracts without mention of SOFR – what’s next?

• Can systems accommodate the transition?

• Is a communication plan to customers needed? (loans)

• Document your approach, findings and conclusions – your regulators, 
auditors, etc will be asking for this.



LIBOR Transition – Helpful Links

• November 30, 2020 Interagency Guidance

• OCC LIBOR Self-Assessment Tool

• Federal Reserve Examination Guidance

• ASU 2020-04 – Reference Rate Reform

https://www.federalreserve.gov/supervisionreg/srletters/SR2027a1.pdf
https://www.occ.treas.gov/news-issuances/bulletins/2021/bulletin-2021-7.html
https://www.federalreserve.gov/supervisionreg/srletters/SR2107.htm
https://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176174318625&acceptedDisclaimer=true


POLLING QUESTION

Where is your institution’s exposure to LIBOR?
A. Loans

B. Derivatives

C. Debt & Investments

D. Some combination of the above

E. I don’t know
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• Introduced in June 2016

• Significant change to the industry practice for estimating the 
allowance for loan and lease losses

• Shift from the current “incurred loss model” to a “current expected 
credit loss model”

ASC 326 – Financial Instruments – Credit Losses (CECL)



• ASU 2019-10 issued in November 2019 delayed effective dates

• Coronavirus Aid, Relief, and Economic Security Act (CARES Act) further 
delayed implementation

• Current effective dates for CECL adoption:

• January 2022 for public business entities

• January 2023 for non-SEC filers and small reporting companies (SRCs)

Where we are today



• Despite lobbying efforts, it does not sound like CECL is going away

• Delays allow for additional time to prepare, but effective dates are quickly 
approaching

• First Steps:

• Work with core service provider to ensure data is properly stored and easily 
accessible

• Can rely on peer data as long as data is evaluated for appropriateness

• Consider methods/vendors to assist with the calculation

Implementation



• Once a model or vendor is selected and implemented (ideally 1 year prior 
to effective date):

• Run parallel with existing incurred loss model

• Perform model validation

Implementation



POLLING QUESTION

At what stage in the CECL implementation process is your institution?

A. We are running parallel and are ready to implement

B. We have selected a vendor

C. We are in the early planning stage of gathering data and selecting a model

D. We have already adopted CECL



Mortgage Banking
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• Quick overview of accounting for mortgage loans, including:

• Mark to market

• Derivative evaluation

• Recourse Risk

• Mortgage servicing rights

• Risks and operational considerations summary

Overview



• 2020 interest rate environment and housing market provided significant contributions to 
net income during the year

• New entrants into the space or entering new programs, a good time to revisit mortgage 
banking accounting

• Generally, interest rate locks with borrowers on loans that will be held for resale are 
derivatives and must be recorded at fair value

• That fair value (exit price) is generally the price observable in the secondary market

• Loan size, rate, market conditions, servicing retained or released?

• Changes in interest rates can impact the fair value of the servicing asset and the loan making 
it complex

Mortgage Banking



• Forward Sales Commitments
• To manage interest rate risk, institutions enter into forward  loan sales commitments at the 

same time as the interest rate lock with the borrower

• Must evaluate if the forward sales commitment is a derivative

• Specified contractual price

• Notional amount (committed principal)

• Little or no initial net investment

• Permit net settlement (pair-off )

• Mandatory delivery – Specifies that the loan be delivered or “paired off.”

• Best efforts – Commitment to deliver if the loan closes.  Same as mandatory once the loan 
closes

• MUST evaluate these as they may permit net settlement.

Mortgage Banking



A pull-through rate is the probability that a derivative loan commitment will 
ultimately result in an originated loan. Factors considered in developing include: 
• The origination channel which may be either internal (retail) or external (wholesale or

correspondent, to the extent the institution rather than the correspondent closes the loans). 

• Current mortgage interest rates in the market versus the interest rate incorporated in the 
derivative loan commitment. 

• The purpose of the mortgage (purchase versus refinancing). 

• The stage of the completion of the underlying application and underwriting process. 

• Time remaining until expiration of the derivative loan commitment. 

Mortgage Banking



Recourse risk is the risk that an investor may either reject a loan or mandate the mortgage 
lender to repurchase the loan if there is a defect in underwriting or documentation, or if the 
loan becomes delinquent within a specified amount of time after purchase. This risk varies 
based on the source and underwriting procedures of the loan, terms of the sale and 
servicing agreement with each investor.
• Experience 

• Losses Paid to Date

• Current Requests For Repurchase

• Production Understanding

• Retail vs. Call Center

• Type of Investors purchasing loans

• Settlement agreements

Mortgage Banking



Mortgage Servicing Rights
• The servicing rights attributable to a mortgage portfolio are generally viewed as a primary asset of 

a mortgage banking entity. 

• The value of the servicing asset is a function of the anticipated life of the servicing right (how long 
the loan is expected to be outstanding and serviced) and the estimated net servicing revenues 
attributable to the servicing function. 

• In an active market for the purchase and sale of loan servicing rights, there is a certain degree of 
liquidity to servicing rights. Conversely, servicing portfolios are subject to significant impairment 
risk as unanticipated periods of rapid prepayments, increases in loan losses, increases in 
servicing costs, and changes in the discount rates can cause substantial declines in the value of 
the servicing asset. 

Mortgage Banking



Risks and Operational Considerations
• Credit Risk

• Interest Rate Risk

• Liquidity Risk

• Price Risk

• Operational Risk

• Compliance Risk

• Reputational Risk

Mortgage Banking



Operational risk considerations
• Quality Control Program

• Internal / External

• Training

• Third Party Relationship management

• Information and record keeping systems

• Servicing Considerations

• Accounting and reconciliation processes and controls

• Institutional flexibility

• Volume / rate environment

• Regulatory requirements

Mortgage Banking



Risks and Operational Considerations
• Credit Risk

• Mortgage Servicing Rights valuation

• Recourse risk

• Counterparty risk

• Interest Rate Risk

• Rising interest rates – reduced volume with potential increase in mortgage servicing rights value

• Falling interest rates – Premium recaptures based on investor agreement terms

Mortgage Banking



POLLING QUESTION

Does your institution utilize mandatory delivery contracts when selling 
to investors?

A. Yes

B. No



Identifying Impaired Loans
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• Identifying Impaired Loans

• Impairment Analysis for Impaired 

Loans

• OREO Considerations

Presentation Topics



Identifying Impaired Loans



• A loan is considered impaired if it is probable that the creditor 

will be unable to collect all amounts due under the contractual 

terms of the loan agreement. 

ASC 310 – Impaired Loans



• Identifying when a loan is considered impaired requires 
judgment.
• Identification should be based on the FI’s normal loan review 

procedures

• GAAP does not prescribe specific criteria 

Identification



Examples that may lead a creditor to determine a loan is impaired:

• A specific materiality criterion 

• Regulatory reports

• Internally generated listings 

• Loan review (may uncover cash flow shortfalls, liquidity issues / stale 
financial information)

Identification, Continued



• Non-accrual loans 

• Loans in default, unless well-secured and in process of 
collection

• Loans modified in a troubled debt restructuring

Identification, Continued



GAAP describes circumstances that do NOT result in designating 
a loan as impaired
• There are insignificant delays or shortfalls in payment amounts.

• There is a delay in payment, but the creditor expects to collect all amounts 
due plus accrued interest at the contractual rate for the period of the delay

Identification, Continued



• The creditor for economic or legal reasons related to the 
debtor's financial difficulties grants a concession to the debtor 
that it would not otherwise consider.

• The reason for a TDR is to increase the probability of ultimate 
repayment of the loan.

Troubled Debt Restructurings (TDRs)



Suspension of TDR treatment normally required under ASC 310-40:

• Section 4013 of the CARES Act

• Extended to earlier of 60 days after termination of national emergency or 
January 1, 2022 (Stimulus bill passed on December 27, 2020)

• Revised Interagency Policy Statement (April 7, 2020)

• Does not specify an applicable time period, but is expected to be temporary

Troubled Debt Restructurings (TDRs)



Under normal circumstances:

• Determine whether the modification constitutes a TDR under ASC 310-40

• Consider the cumulative effect of modifications 

• Generally speaking, under existing debt modification accounting and CECL 
guidance, a 10% test may be appropriate; however, there is not a bright-line 
threshold

Troubled Debt Restructurings (TDRs)



Independent of whether TDR treatment is suspended, financial 
institutions should independently:

• Assess appropriateness of risk ratings

• Determine if accrual treatment is reasonable

• Determine whether the loan is impaired

Troubled Debt Restructurings (TDRs)



Consideration should be given to information obtained after the 
period-end such as:

• Appraisals

• Sale of collateral

• Borrower financial information

• Regulatory scrutiny

Other Considerations



Impairment Analysis for 
Impaired Loans



ASC 310 – Impaired Loans

Measure the extent of 
impairment under ASC 310-

10 (individually)

Present value of 
expected cash 

flows

Fair value of 
collateral, less 
estimated cost 

to sell

Is there an impairment 
amount (i.e. loan balance 
exceeds determined fair 

value)?

If yes, record reserve amount 
and include as a component of 

the total ALL
If no, no reserve 

recorded

Observable 
market price of 

the loan



• ASC 310-10-35-22 states that impaired loans shall be measured 
based upon the present value of expected future cash flows 
discounted at the loan’s effective rate. 

• As practical expedients, companies can measure based upon:

• Fair value of collateral – if the loan is collateral dependent

• Observable market price

ASC 310 – Impaired Loans



• Key element in determining the appropriate valuation technique

• In most recent credit crisis, we saw a lot of financial institutions 
automatically default to a collateral analysis and continue to use 
that analysis after default risk had improved 
• Repayment is expected to be provided solely by the underlying 

collateral

Collateral Dependency



ASC 310-10-35-22 states that impairment shall be measured upon 
the present value of expected future cash flows discounted at the 
loan’s effective interest rate. 
• Expected future cash flows
• Contractual cash flows (principal and interest), adjusted for payment default 

risk

• Effective discount rate
• Contractual interest rate at the origination or acquisition of the loan
• Interest rate immediately prior to TDR status

Present Value of Expected Future Cash Flows



• Key Items in Impairment Analysis
• Use of appropriate discount rate

• Evidence supporting borrower’s ability to meet contractual payments

• Term or length of payment stream used in analysis

• Support provided from guarantors

• Balloon payments

Present Value of Expected Future Cash Flows



• Fair value of collateral

• Contract price – contract on sale of underlying collateral
• Appraised value
• Comparable sales

• Costs to sell

• Direct selling costs (e.g. broker commissions, legal and title transfer 
fees, and closing costs that must be incurred before legal title can be 
transferred)

Fair Value of Collateral



• Keeping appraised values current
• Follow established policies

• Changing economic environment could lead to more rapid changes in 
collateral values – consider the need for updating policy or obtaining 
appraisals in advance of policy requirements

• How long before an appraisal is considered stale?

• Using internal valuations vs. obtaining third party appraisals

Fair Value of Collateral



• Other discounts
• We have seen other discounts applied to appraised values to 

determine management’s estimate of the amount to be collected

• Used to capture events or circumstances that may have changed since 
the most recent appraisal

• Make sure that any other discounts applied are in accordance with 
GAAP

Fair Value of Collateral



• Documentation of management’s review of appraisals
• PCAOB AS 2501 Auditing Accounting Estimates, Including Fair Value 

Measurements

• Evidence should be available showing management’s consideration of 
the methods and assumptions used in the valuation

• Has management evaluated the professional qualifications of the 
appraiser?

• Some items can be covered under a well established policy for 
appraisal reviews

Fair Value of Collateral



A creditor may elect to use this method (as a practical expedient) for 
measuring impairment on loans for which a secondary market price exists. 
Similarly, a creditor that has a viable plan to dispose of problem loans could 
measure impairment by comparison to the net proceeds received on similar 
loan sales.

We anticipate that the use of the observable market price will be infrequent 
because there may not be a market for the individual loan or the market may 
be illiquid.

Observable Market Price



OREO Considerations



• OREO balances have been low in recent years at most institutions

• Holding periods have been shorter in recent years

• Impairment analysis based on fair value of collateral

• Generally follow the same methods and requirements for collateral 
dependent impaired loans

• Impairment analysis should be performed regularly to determine that 
carrying value remains current and appropriate

• Maintain and follow established policies for OREO impairment evaluations

Fair Value of Collateral



POLLING QUESTION

Which of the following would most likely NOT require impairment of a 
loan?

A. The loan term has been extended for 6 months 

B. The borrower has missed 3 monthly payments of principal and interest 

C. Risk rating for a loan has been downgraded to Substandard 

D. Interest rate reduced in half due to financial difficulty 
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• FDICIA Background

• $500 Million FDICIA Threshold

• $1 Billion FDICIA Threshold

Presentation Overview



FDICIA Background



FDICIA Background
The Federal Deposit Insurance Corporation Improvement Act (FDICIA) raises the 

regulatory bar for banks at the $500 million and $1 billion asset thresholds. FDICIA 

was enacted in 1991 to strengthen the banking industry following the savings and 

loan crisis of the 1980s. 

• Measurement thresholds are based on asset sizes at the beginning of the fiscal year.

• Management teams should prepare for compliance well in advance of crossing thresholds.

• During 2020, the economic impact and overall disruption of COVID-19 caused the FDIC to issue 
an interim final rule that ultimately allowed institutions to defer the implementation of FDICIA 
from January 1, 2021 to January 1, 2022. There is no additional delay expected for fiscal 
periods beginning January 1, 2022.



POLLING QUESTION

Does your financial institution anticipate crossing one of the FDICIA 
thresholds as of December 31, 2021?

A. Yes - $1 Billion

B. Yes - $500 Million

C. No



$500 Million FDICIA
Threshold



$500 Million FDICIA Threshold
If a bank begins its fiscal year with total assets exceeding $500 million, FDICIA requires:

• An audit committee comprised of predominantly outside directors

• An independent financial statement audit 

• The annual report must include:

• Audited, comparative financial statements with the accompanying independent auditor’s 
report on the financial statements and the auditor’s report to the audit committee

• Statement of management’s responsibility for preparing the annual financial statements, for 
establishing and maintaining an adequate internal control structure over financial reporting, 
and for complying with applicable rules and regulations.

• Assessment of management’s compliance with the aforementioned rules and regulations.



$500 Million FDICIA Threshold

Management’s preparation should include:

• Reviewing audit committee composition

• Assessing auditor independence issues and impact

• Adequately documenting internal control structure and procedures for financial reporting

• Ensuring an audit has been performed over the prior period



$1 Billion FDICIA
Threshold



$1 Billion FDICIA Threshold
If a bank begins its fiscal year with total assets exceeding $1 Billion, FDICIA requires:

• An audit committee comprised entirely of outside directors

• The following additional items regarding Internal Control over Financial Reporting 
(ICFR) must accompany the annual report:

• Statement identifying the control framework used by management to evaluate the 
effectiveness of ICFR

• Statement of management’s assessment and statement of management’s conclusion on the 
effectiveness of the bank’s ICFR

• Opinion from the bank’s external auditors on the effectiveness of the bank’s ICFR



$1 Billion FDICIA Threshold

Management’s preparation should include:

• Designating an implementation team

• Updating the enterprise risk assessment

• Identifying key business processes & key controls

• Documenting key controls in a risk control matrix

• Performing control testing

• Communicating and collaborating with external auditors



POLLING QUESTION

Would you like someone to contact you about any of the topics presented today?

A. Yes – LIBOR Transition or CECL Update

B. Yes – Mortgage Banking

C. Yes – Identifying Impaired Loans

D. Yes – FDICIA Readiness Considerations

E. Not at this time



QUESTIONS?
We’re here to help 



Upcoming Financial Services Group Webinars

May 13, 2021 Financial Services Tax Update Webinar

May 19, 2021 “Leveraging Data Analytics in Fair Lending 
Compliance” presented by Alek Bevensee for ACUIA

June 10, 2021 Elliott Davis/Virginia Association of Community 
Bankers (VACB) Risk Management Webinar

July 8, 2021 Financial Services Quarterly Reporting Update – 2nd

Quarter 2021

October 7, 2021 Financial Services Quarterly Reporting Update – 3rd

Quarter 2021

Register for these webinars and others at
elliottdavis.com/events
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