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TO RECEIVE CPE CREDIT

= |ndividuals

= Participate in entire webinar
= Answer polls when they are provided
= Groups
» Group leader is the person who registered & logged on to the webinar
= Answer polls when they are provided
= Complete group attendance form

= Group leader sign bottom of form
= Submit group attendance form to cpecompliance@forvis.com within 24 hours of webinar

= |f all eligibility requirements are met, each participant will be emailed their
CPE certificate within 15 business days of webinar. Due to the large
volume of certificates of completion issued, requests to re-issue lost or
misplaced certificates will be honored up to 60 days following the webinar
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= |ntroductions

» Understanding Our Audience

= \What Is Model Validation?

= How to Prepare for a Model Validation

= |Lessons Learned from 2020 & 2023 Adopters




Survey Results

Asset/Revenue Size

=< $1B

= $1B - $5B
= $5B - $10B
= $10B+

FORV/S
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Which best describes your institution?

= Bank
Credit union

= Finance/specialty
lender

Fintech

= Other




Survey Results

Who developed your CECL model?

= Abrigo LLA (MST)
m Abrigo ALLL (Sageworks)
= Moody’s
Valuant ValuCast
m Federal Reserve SCALE tool
m SS&C Primatics
m Internally Developed
m Other
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Survey Results

Where are you in your CECL adoption process? (select all that apply)

80%
70% 67%
60%
50%
40%
30% 27%
2405 16%
e 12% . 12%
° ° 10%
) IIIIII
0%
Selected a model Conducted parallel runs Validated model Internal audit performing  Remediating findings CECL implementation Other
validator for results used in testing complete

validation
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Survey Results

What type of method(s) are you using for your model? (Choose all that apply)

60%

56%
50%
40%
30%
20%
20% 17%
13%
. 11%
B 9%
0% [
Discounted cash flow PD/LGD Vintage Open WARM/remaining life Transition matrix Other
(DCF) pool/snapshot/cohort
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Survey Results

What is the source of data for the model? What Reasonable & Supportable (R&S) period are
you using in your quantitative model?

2%

m <1 year
= Internal data
= Peer data =1 year
= Internal & peer data m 2 years
m>2
years
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Survey Results

Have you altered your qualitative factors from the
incurred loss model to align with the new CECL
standard?

= Yes
= No
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FORVIS is a trademark of FORVIS, LLP, registration of which is pending with the U.S. Patent and Trademark Office

How much of the total ACL does the qualitative
component represent?

0% - 25%
m 25% - 50%
1 50% - 75%
= >75%




Survey Results

When are you planning on getting your model validated?

FORV/S
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Already validated
= |s being validated now
= Q4 2022
= Q1 2023
= After Q1 2023




Guidance on Model Risk Management

SR 11-7 — Supervisory Guidance on Model Risk Management

» |ssued April 2011
= Banks regulated by the Federal Reserve

OCC 2011-12 — Supervisory Guidance on Model Risk Management

» |ssued April 2011
» Banks regulated by the OCC

FIL-22-2017 — Adoption of Supervisory Guidance on Model Risk Management

» |[ssued June 2017
= Applicable to certain FDIC-supervised institutions

» States for institutions over $1Bn in assets

FORVIS is a trademark of FORVIS, LLP, registration of which is pending with the U.S. Patent and Trademark Office




Three Lines of Defense

First Line: Lines of Business (LOB)

= Operational functions within the bank
= Risk Awareness
Model identification (model vs. tool

Second Line: Risk Management

= Enterprise-wide Risk Management (ERM) program responsible for providing
effective challenge to management
= Risk Oversight, Risk Appetite

Third Line: Internal Audit

= |Independent review & testing under an established internal control

framework
=  Control testing — more than just monitoring

FORV/S
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Model Validation Framework

Conceptual Soundness, * Theory » Alternative Approaches
Model Theory and Design s« Model Design e Model Components

Inputs, Assumptions and » Model Inputs and Sources + Model Interdependencies
Data * Model Assumptions » Model Limitations and Weaknesses

Processing and

Calculations
Conceptual
Soundness ——— ) o )
OngoingMonitoring = Sattellls L el il LA O SUEES Vg
s Sensitivity Testing  Benchmarking
‘ Outcomes Analysis « Model Output(s) « Back-Testing Results
Ongoing Change Management, « Change Management « Model Governance and Data
Monitoring Governance and Controls +« Model Access Control

Integrity Controls
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FORVIS is a trademark of FORVIS, LLP, registration of which is pending with the U.S. Patent and Trademark Office



How to Prepare for a Model Validation

* \What to expect (& not expect) from a model validation?

nat to do before you start your model validation”?

W
= \What should | expect for a timeline?
What if I'm not ready for my validation?
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Model Validation Timeline

Timeline

T Weeks from Start

Information Draft Report
Hours Request Sent / with Preliminary
of Requested Report Observations and
Effort Information Due Start Date Testing Phase Writing Phase Findings Finalized Report*®

+ Ongoing Communication

Client Feedback

"Pending limaly responsas from key model stakehokders. The estimaled tmelne for fhe moded valdation |s B-B wosks and any delays in receiving the prel minany inomiaiion request or responses o quesions may deiay the tming of hae Tnalized report from the: propased Smeline abowe
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CECL Panelist
Discussion
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Meet the Panelists

Lance Holladay Todd Sharkey

Chief Credit Officer
Sunrise Banks

Treasurer
Renasant Bank

Lholladay@renasant.com

todd.sharkey@sunrisebanks.com
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WEBINAR

QUESTIONS
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CONTINUING PROFESSIONAL EDUCATION (CPE) CREDIT

- FORVIS, LLP is registered with the National Association of State Boards of
Accountancy (NASBA) as a sponsor of continuing professional education on

the National Registry of CPE Sponsors. State boards of accountancy have final

authority on the acceptance of individual courses for CPE credit. Complaints
SPONSORS CPE Sponsors through its website: www.nasbareqistry.org

regarding registered sponsors may be submitted to the National Registry of

FORVIS is a trademark of FORVIS, LLP, registration of which is pending with the U.S. Patent and Trademark Office
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CPE CREDIT

= CPE credit may be awarded upon verification of participant
attendance

= For questions, concerns, or comments regarding CPE credit, please
email FORVIS at cpecompliance@forvis.com
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WEBINAR

Thank you!

forvis.com

The information set forth in this presentation contains the analysis and conclusions of the author(s) based upon his/her/their research and analysis of industry information and legal authorities. Such analysis Fo R VI S
and conclusions should not be deemed opinions or conclusions by FORVIS or the author(s) as to any individual situation as situations are fact specific. The reader should perform its own analysis and form
its own conclusions regarding any specific situation. Further, the author(s) conclusions may be revised without notice with or without changes in industry information and legal authorities.

FORVIS has been registered in the U.S. Patent and Trademark Office, which registration is pending.

Assurance / Tax / Advisory
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