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Concerns addressed by CECL

• Incorporating 

forward-looking 

information.

• Prescribes additional 

disclosures for public 

business entities 

(PBE) in U.S. GAAP 

financial statements.

• Replaces multiple credit 

impairment methodologies with 

one lifetime loss model

• Purchased credit impaired (PCI) 

financial asset accounting is 

replaced by purchased credit-

deteriorated (PCD) financial asset 

accounting.

• Earlier recognition of credit 

losses.

• Allows companies to use 

their actual credit risk 

management practices for 

financial reporting.

What are some of 

the concerns 

addressed by 

CECL?
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CECL Measurement Overview

Historical loss 

experience 

adj. for asset-

specific 

attributes

Adjustments 

for current 

economic 

conditions

Reasonable 

and 

supportable 

forecasts

Estimate of 

current 

expected 

credit losses
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Main Areas of Change – CECL

1

2

3

4

5

Allowance reduces the amortized cost to amounts expected to be collected

No recognition threshold

Lifetime loss estimate

Additional complexity for prepayable loans
Need to estimate future economic conditions and the length of the reasonable and 

supportable forecast period

Applies to HTM debt securities

In the Accounting Overview section, we provide an outline of what a literal read of the standard includes along with some concept overview. We will 

provide more insight, breakdown, and application/interpretation examples as we go through the individual sections.
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Potential for Diversity

Methodology

Reasonable and 

supportable forecast

Revert to historical losses

Determine historical losses

DCF or other?
If other, which 

one?

Immediate or straight line?

What is 

reasonable and 

supportable?

Adjusted for asset-specific attributes, but 

not current or future conditions

How long?
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Credit Enhancements under CECL

Credit enhancements need to be considered “embedded” within the loan to get 
credit loss relief

ASC 326-20-30-12 requires that the allowance for credit losses reflect how a credit 
enhancement mitigates expected credit losses, except when the credit enhancement is a 
freestanding contract.  

Was the contract entered into separate and apart from 

or in conjunction with some other transaction?

Is the contract legally detachable?

Is the contract separately exercisable?

Contracts are Embedded (i.e., expected benefit 

of insurance does reduce the allowance for credit 

losses and associated expense)

Contracts are Freestanding (i.e., expected 

benefit of insurance does not reduce allowance for 

credit losses and associated expense))

In conjunction with

Separate and apart from

Yes

Yes

No

No

Freestanding vs. Embedded
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Non-SEC filers & smaller reporting company SEC filers are required to adopt as of Jan 1, 2023

In general, a 13-month horizon is best practice for the assessment to business validation pieces prior to starting parallel runs, which is 

represented in the timeline below.

1
1

Bodies of work Activities Jan-March 21 Apr-June 21 July – Sep 21 Oct – Dec 21 Jan – Apr 22 May – Dec 22

1. CECL Review

i. Key topic list and 

Scoping

ii. Evaluating Accounting

and reporting

iii. Documenting current 

state

iv. Roadmap, Key 

Decisions

2. Business 

Requirements

i. Models design, 

Accounting and data reqs

ii. Policies, Controls & 

Methodology (optional)

3. Infrastructure Implementation (e.g., data, 

process, system, models) – (KPMG scope 

limited to specialized development if 

needed)

4. Results assessment: testing, parallel 

Run, Validation, Sign off (includes models)

5. PM Office

6. Target Operating Model under Business 

as Usual – not in scope of this proposal

1st draft

Result assessment

Assess ImplementDesign & build

Parallel run

Validation

Guidelines

Assess ImplementDesign SustainImplementing CECL



KPMG’s CECL Survey – Q4 
2020 Results
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KPMG’s Q4 2020 CECL Survey Results

For four quarters, KPMG has surveyed commercial and consumer lending 

institutions to understand how they are responding to changes in CECL due to 

COVID-19. 
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CECL Results – Adoption through Q3 2020

Key Observations: 

• Generally banks have disclosed that the largest changes are driven by consumer portfolios 

which are unsecured or have longer maturities than the loss emergence period under current 

GAAP. Some banks expect allowances to decrease in commercial portfolios due to short 

maturities.

• Allowances rose due to uncertainties related to COVID and are beginning to flatten or be 

released
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Drivers of change in allowance



16© 2021 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 

('KPMG International'), a Swiss entity. All rights reserved. 

Document Classification: KPMG Confidential

A changing outlook
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Qualitative factors
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Credit Default Insurance: A CECL Conundrum 

Credit default insurance needs to be considered “embedded” within the loan to get credit loss relief

The Current Expected Credit Losses (“CECL”) Standard1 provides explicit requirements for the accounting of credit 
enhancements, depending on whether the credit enhancement is a freestanding contract vs. whether it is embedded within the 
loan itself.  ASC 326-20-30-12 requires that the allowance for credit losses reflect how a credit enhancement mitigates expected
credit losses, except when the credit enhancement is a freestanding contract.  

Was the contract entered into separate and apart from 

or in conjunction with some other transaction?

Is the contract legally detachable?

Is the contract separately exercisable?

Contracts are Embedded (i.e., expected benefit 

of insurance does reduce the allowance for credit 

losses and associated expense)

Contracts are Freestanding (i.e., expected 

benefit of insurance does not reduce allowance for 

credit losses and associated expense))

In conjunction with

Separate and apart from

Yes

Yes

No

No

1 Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 326, Financial Instruments – Credit Losses

Freestanding vs. Embedded
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An embedded conclusion may lead to better financial
reporting outcomes.

• Allowance is reflected “gross” of (i.e., not reduced for) insurance 

recoveries.  Insurance recoveries are accounted for separately.

• Allowance will be consistently greater than the lender’s true 

economic loss expectations.

• Additional disclosures needed to provide financial statement 

users with relevant information to understand the allowance in 

relation to inherent credit risk.

• Credit loss metrics may be less decision-useful.  Aggregation of 

multiple balance sheet and income statement captions may be 

necessary to understand true economic loss expectations 

associated with one type of lending transaction.

• Allowance is reflected “net” of expected insurance 

recoveries.  Insurance recoveries are not accounted for 

separately; they are included within the allowance.

• Allowance better aligns to the net amount expected to be 

collected from all relevant sources.

• Credit loss metrics are more relevant and decision-useful 

because the metrics are more closely correlated to the 

lender’s actual credit risk.

Conclusion: Freestanding credit enhancement Conclusion: Embedded credit enhancement
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How is Open Lending’s Lenders ProtectionTM for auto loans 

different?

We have designed the insurance contracts issued under our Platform to allow for an embedded conclusion

In 2020, we assisted an auto lending partner in obtaining SEC pre-clearance for an embedded contract conclusion with credit 

default insurance provided through the Lenders ProtectionTM platform.  We believe that the Lenders ProtectionTM platform can 

help other auto lenders achieve the same preferential result too1.  

Was the contract entered into separate and apart from 

or in conjunction with some other transaction?

Is the contract legally detachable?

Is the contract separately exercisable?

Contracts are Embedded (i.e., expected benefit 

of insurance does reduce the allowance for credit 

losses and associated expense)

Contracts are Freestanding (i.e., 

expected benefit of insurance does 

not reduce allowance for credit 

losses and associated expense))

In conjunction with

Separate and apart from

Yes

Yes

No

No

1 Please consult with your accounting and legal advisers to determine if Lenders ProtectionTM will result in an embedded credit enhancement conclusion under CECL for you too.

Freestanding vs. Embedded

Insurance and loan are entered into in 

conjunction with one another, and in many 

cases, the insurance is not referenced within 

the promissory note. 

Insurance and loan are not legally detachable

Insurance and loan are not separately 

exercisable

Our Insurance is Embedded

P

P

P

These materials have been prepared for informational purposes only, and they do not constitute legal, regulatory or compliance advice. Lenders should rely on their own legal, regulatory or compliance resources to determine compliance with any specific regulation 

or law.
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Step 1: Separate and Apart From or In Conjunction With

* Supported by EY’s Financial Reporting Developments – Credit Impairment under ASC 326 (January 2021), Section 2.6 Credit Enhancements 

Is the contract legally detachable?

Is the contract separately exercisable?

Embedded

Freestanding

Yes

Yes

No

No

Was the contract entered into separate 

and apart from or in conjunction with 

some other transaction?

Separate and apart from

In conjunction with

Credit default insurance through our platform is provided contemporaneously with the related loan and in contemplation of the 
loan. Further, the loan is issued in contemplation of the credit default insurance. Therefore, insurance contracts entered into
through our Lenders Protection™ platform are entered into in conjunction with* loans originated through our Lenders 
Protection™ platform, because: 

A unique insurance certificate is generated simultaneously with loan funding 

with reference to the insurance program policy.  The loan and vehicle 

information are specifically referenced within the insurance certificate.

Insurance is loan-specific based on the loan’s specific terms, borrower credit 

risk, and vehicle information.

The promissory note evidences funding in contemplation of the insurance, as 

the interest rate charged to the borrower contemplates the cost of insurance to 

the lender.

P

These materials have been prepared for informational purposes only, and they do not constitute legal, regulatory or compliance advice. Lenders should rely on their own legal, regulatory or compliance resources to determine compliance with any specific regulation 

or law.
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Step 2: Legally Detachable

Is the contract separately exercisable?

Embedded

Freestanding

Yes

No

Was the contract entered into separate 

and apart from or in conjunction with 

some other transaction?

Separate and apart from

In conjunction with

Our platform’s credit default insurance is not “legally detachable” from the associated auto loan* because:  

Insurance “travels with” the associated loan in the event of the loan’s sale or 

transfer.  

The insurance policy language ensures that the loan and credit default 

insurance cannot be legally separated in such a way that each might be held by 

separate parties. 

Yes
Is the contract legally detachable?

No

P

*Supported by: 

- KPMG’s Credit Impairment Handbook (December 2020), Question 9.2.30
- EY’s Financial Reporting Developments – Credit Impairment under ASC 326 (January 2021), Section 2.6 Credit Enhancements
- PwC’s Loans and Investments Handbook (November 2020), Section 7.3.5.1

These materials have been prepared for informational purposes only, and they do not constitute legal, regulatory or compliance advice. Lenders should rely on their own legal, regulatory or compliance resources to determine compliance with any specific regulation 

or law.
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Step 3: Separately exercisable

Embedded

Freestanding

Yes

Was the contract entered into separate 

and apart from or in conjunction with 

some other transaction?

Separate and apart from

In conjunction with

Credit default insurance obtained from our platform cannot be “separately exercised” without terminating the lender’s rights and

obligations of the loan*.  Specifically: 

Yes
Is the contract legally detachable?

No

Is the contract separately exercisable?

No

P

The Company believes that “to exercise a contract” means to put into effect a 

right within a contract that terminates that contract. 

For example:

• A right is exercised and as a result the transaction which the contract governs is 

consummated and the contract is subsequently terminated (for example, a claim 

is submitted and a Loss Settlement payment is made), or 

• A right is exercised and as a result the contract is terminated (for example, 

through a cancellation right). 

In all cases, if the loan is terminated, the insurance contract is also terminated

• If the loan is prepaid by the borrower, the insurance becomes null and void.

• If the loan matures, the insurance expires.

• If the borrower defaults on the loan and the lender repossesses the collateral, an 

insurance claim may be submitted only for the deficiency balance, and nothing 

more. After a payment is made on the claim, the insurance becomes null and 

void.

Insurance contracts are expressly non-cancellable.

*Supported by:
- KPMG’s Credit Impairment Handbook (December 2020), 

Question 9.2.40
- EY’s Financial Reporting Developments – Credit Impairment 

under ASC 326 (January 2021), Section 2.6 Credit Enhancements

These materials have been prepared for informational purposes only, and they do not constitute legal, regulatory or compliance advice. Lenders should rely on their own legal, regulatory or compliance resources to determine compliance with any specific regulation 

or law.
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Helping You Achieve Results

Supporting and achieving an embedded credit enhancement conclusion will require robust documentation.  Open Lending is 
prepared to support our insured auto lending partners in each step along the way.  

Result

s

Our SEC pre-clearance letter 

template is useful if you decide to seek 

SEC pre-clearance of your embedded 

CECL credit enhancement conclusion.  

This template leverages the same 

analysis used in a previously successful 

SEC pre-clearance effort.

Our management presentation 

templates are available to support our 

lending partners in their discussions with 

internal functions, auditors/  regulators, 

and other stakeholders.

Lending partners can leverage our 

accounting position paper and 

policy templates to support an 

embedded CECL conclusion in 

documentation for audit, regulatory, 

internal policy, or other purposes.
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