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ANALYTICS
ARTICLE CECL Q3 Results Amid COVID-19
NOVEMBER 2020
As US financial institutions have filed their CECL estimates in Q3 2020, we have compiled
Authors results from banks that have adopted CECL to inform you of the various impacts primarily due
Phillip Lai to the continued economic deterioration from COVID-19.

We track each institution’s allowance for loan loss estimates and amortized cost as reported
in the FDIC Call Report (RI-C schedule) that have adopted CECL. Off-balance sheet exposures
and reserves for unfunded commitments are excluded from this analysis. The ratio of the
allowance for loan losses and amortized cost is the allowance percentage and is computed for
Q2 and Q3 2020 with the percent difference being the allowance percentage build (or
release) in Q3. The majority of institutions continued to build their overall allowance in Q3,
though less substantially than in Q1 and Q2. Commercial real estate and construction
experienced allowance builds this quarter whereas residential lending and other consumer
portfolios experienced allowance releases.

We summarize the banks’ weighted average allowance results by the following categories
based on total asset size as of September 30, 2020 (Figure 1).

» More than $250B—13 banks with total assets greater than $250 billion

» $50B to $250B—28 banks with total assets between $50 billion and $250 billion
»  $20B to $50B—33 banks with total assets between $20 billion and $50 billion

» $10B to $20B—38 banks with total assets between $10 billion and $20 billion

»  $71B to $10B—89 banks with total assets between $1 billion and $10 billion

Figure 1 Total allowance for Q2 and Q3 and percentage change

More than $2508 2.69% E 2.71%

$50B to $250B 2.85% e 2.87%
$20B to $508 1.59% ! 1.60%
$10B to $20B 1.77% g 1.84%
$1B to $10B 1.70% z 1.74%

All 2.55% E 2.58%

Allowance as of Jad Allowance as of
June 30, 2020 e Sept 30,2020
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In total, banks increased their allowance for loan losses from 2.55% in Q2 to 2.58% in Q3 for a 1% increase (Figure 1). This can be
broken down by the bank category, where the $10B to $20B banks had the highest percentage build at 4%, and the $508B to
$250B banks had the highest Q2 ending allowance at 2.87%.

Distribution of allowance rates
The allowance ranges across institutions due to a multitude of factors, including but not limited to portfolio composition, asset
quality, loan contractual terms, scenario assumptions, mean reversion methodology, and management judgment. We further
break down the allowance into the six reported product types: construction, commercial real estate, commercial, residential real
estate, credit cards, and other consumer loans.
We depict the distribution of allowance for loan loss rates by product type for all banks (Figure 2). Product types that are
considered as riskier—for example, credit cards, other consumer loans, and construction loans—have a wider range or dispersion of
allowance estimates across institutions.
Figure 2  Distribution of allowance rates
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Construction loans

The banks in our assessment increased their construction (Constr) allowance from 2.23% in Q2 to 2.45% in Q3 for a 10% gain
(Figure 3). The More than $250B bank category had the highest percentage build at 23%, followed by $20B to $50B banks at 5%,
$50B to $2508 banks at 2%, and $10B to $20B banks at 1%. $1B to $10B banks declined -6%.

Figure 3  Construction allowance for Q2 and Q3 and percentage change

More than $2508 239% 2.95%

$508 to $2508 241% ] 252%
$20B to $508 1.68% 177%
$10B to $20B 220% 1 223%
$18 to $108 225% 211%
All 223% A 2.45%

Allowance asof
June 30, 2020
Pct Pct Allowance asof
DECreasel Increase IN-IIVAvAerdo]
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Commercial real estate loans

For non-construction or permanent commercial real estate (CRE) lending, the allowance jumped from 1.66% to 1.81% in Q3 for a
9% increase (Figure 4). The $50B to $250B bank category had the highest percentage build at 12%, followed by $10B to $20B
banks at 10%, More than $250B banks at 8%, $20B to $50B banks at 8%, and $1B to $10B banks at 4%.

Figure 4 Commercial real estate allowance for Q2 and Q3 and percentage change

More than $2508 SN 2.24%

$50B to $250B +12% INEER)

$20B to $50B L 1.48%

$10B to $20B SN 1.69%

$1B to $10B 2 1.61%

All PN 1.81%

Pct Allowance as of
[eEE Sept 30,2020

Commercial loans

Commercial (C&I) allowance grew slightly from 1.71% to 1.73% in Q3 for a 1% increase (Figure 5). The $1B to $10B bank category
had the highest percentage build at 5%. The institutions in the groups above $10 billion had nominal increases in commercial
allowance.

Figure 5 Commercial allowance for Q2 and Q3 and percentage change

More than $250B A 1.79%

$20B to $50B L 1.38%

$10B to $20B oy 132%

$1B to $10B BV 1.32%

All % 173%

Pct Allowance asof
e Sept 30,2020
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Residential real estate loans

Residential real estate (Resi) allowance went from 0.87% to 0.85% in Q3, for a 3% decrease (Figure 6). The More than $2508
bank category had the highest percentage decline at -5%, followed by $10B to $20B banks at -4%. The institutions in the other
groups had nominal changes.

Figure 6 Residential real estate allowance for Q2 and Q3 and percentage change

More than $250B 4 073%

$50B to $250B -0 1.08%

$20B to $50B a0 097%

$10B to $20B A 117%

$1B to $10B 0 1.02%

All % 0.85%

Pct Pct Allowance asof
Slediess MIEEEESN  Sept 30, 2020

Credit cards

Credit card (CC) allowance saw a 1% increase from 10.89% to 11.03% in Q3 (Figure 7). The More than $250B bank category had
the highest percentage build at 2%, while the $20B to $50B banks declined -8%. The institutions in the other groups had nominal
changes.

Figure 7  Credit card allowance for Q2 and Q3 and percentage change

More than $2508 O 11.61%
$50B to $2508 ) 9.62%

$20B to $50B 0 8.02%

$10B to $20B Ak 13.40%

$1B to $10B L 12.99%

All g 11.03%

Pct Pct Allowance asof
DECFEase Increase IENIEIVAFI0r0]
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Other consumer loans

Other consumer lending (Othr) allowance declined from 3.27% to 3.10% in Q3 for a 5% decrease (Figure 8). The More than
$250B bank category had the highest percentage decline at -7%, followed by $20B to $50B banks at -6%, and $50B to $250B
banks at -4%. However, the $1B to $10B bank category had a 3% increase, and the $10B to $20B banks saw an increase of 1%.

Figure 8  Other consumer allowance for Q2 and Q3 and percentage change
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$50B to $250B 4 413%

$20B to $50B L 4.82%

$10B to $20B
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All =V 3.27%
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Bank results

Individual financial institution results are available. Contact Phillip Lai (Phillip.Lai@moodys.com) or Jeff Young
(leff.Young@moodys.com) for detailed breakouts of the bank-level results.

Additional resources from Moody's and Moody's Analytics
»  Moody's Topic Page on COVID-19

»  Moody's Analytics — CECL Benchmark Q3 2020

»  Moody's Analytics — CECL Q2 Results Amid COVID-19
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