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CECL Reserve Methodology Memo
ASC 326 — Current Expected Credit Losses
Version: v1.0    |  Date: __________________    |  Prepared by: __________________

This memo documents the methodology, segmentation, inputs, and governance for the allowance for credit losses (ACL) and reserve for unfunded commitments under ASC 326, as applied to the Treasury Services & Payments (TS&P) portfolio.
1. Scope and Portfolio Coverage
Covered exposures:
1. Funded revolving credit facilities drawn by TS&P clients
1. Funded trade loans and supply chain finance receivables
1. Unfunded commitments (revolvers, standby LCs) — not unconditionally cancellable
1. Other credit-adjacent funded exposures as defined by credit policy
Excluded from this memo:
1. Trading assets, securities portfolios (covered under separate ACL memo)
1. Unconditionally cancellable commitments (0% CCF; no ACL required)
2. Portfolio Segmentation
Segments are defined to reflect shared risk characteristics. PD and LGD estimates are developed at the segment level.
	Segment
	Product Type
	Basis for PD
	LGD Source

	Large Corporate RCF
	Revolving Credit
	Internal rating model
	Historical recovery data

	Mid-Market RCF
	Revolving Credit
	External rating proxy
	Peer data + internal

	Trade Finance
	SCF / Trade Loans
	Obligor rating
	Industry loss rates

	Standby LC
	Off-BS (unfunded)
	Same as funded
	Same as funded



3. Methodology
Lifetime expected credit loss = PD × LGD × EAD, with reasonable-and-supportable (R&S) forward-looking adjustments for the R&S period, reverting to historical long-run averages thereafter.
Probability of Default (PD):
[Source: internal rating model / external agency mapping / cohort analysis]
Loss Given Default (LGD):
[Source: internal historical recoveries / peer benchmarks / collateral analysis]
Exposure at Default (EAD):
[Funded: outstanding balance. Unfunded: expected draw × CCF]
Expected draw rate on unfunded (by segment):
[e.g., Large Corporate RCF: 35% | Mid-Market RCF: 45% | Standby LC: 10%]
4. Forward-Looking Adjustments
The R&S period is [X quarters]. Within that period, the following macro variables are incorporated:
1. GDP growth forecast (source: [Federal Reserve / internal economics / consensus])
1. Unemployment rate (source: [BLS / internal])
1. Sector-specific indicators for relevant client industries
Reversion method: [straight-line / immediate / S-curve] over [X quarters] following the R&S period.
Qualitative overlay rationale:
[Document any additional management overlay applied, with quantification and approval]
	
	CONTROLLER'S NOTE
The qualitative overlay is the most-audited element of CECL. Document the rationale before it is needed, not after the question is asked. A written connection between the macro input and the expected loss change — even a one-paragraph narrative — is what makes an overlay defensible.



5. Unfunded Commitment Reserve
Recorded as a separate liability (not contra-asset). Calculation: EAD = Unfunded balance × expected draw rate × PD × LGD. Movement flows through provision expense on the same line as funded ACL.
Unfunded reserve balance (current period):
$____________
Period change (provision / release):
$____________
6. Sensitivity Analysis
Key sensitivities to document each quarter:
1. PD +/- 25 bps: estimated ACL impact $____________
1. LGD +/- 5%: estimated ACL impact $____________
1. Macro scenario (adverse): estimated ACL impact $____________
7. Governance and Approval
Changes to this methodology require: Credit Risk review and approval + CAO sign-off prior to booking.
	Name
	Title
	Date / Signature

	
	Controller, TS&P
	

	
	Chief Credit Officer / Credit Risk
	

	
	Chief Accounting Officer (CAO)
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