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Tourism, a burgeoning local food movement and college 
students are at the heart of the economy of Middlebury, 
Vermont, an economy the National Bank of Middlebury 
has served since 1831, making this $350 million community 
bank in rural west central Vermont one of the nation’s oldest 
financial institutions. 

As simple and unchanging as you might expect life to be 
in Vermont’s Addison County, so too the local economy is 

“very stable, neither high growth nor deep recessions,” noted 
Middlebury’s Senior Vice President and Chief Credit Officer 
Sarah Cowan, who has been with the bank since 1992. And 
as rooted and steady as the local economy, so too the bank’s 
loan portfolio is an uncomplicated blend of mainly first 
mortgages and home equity lines complemented by small 
business loans and a small portfolio of municipal loans. 

When we first talked with Sarah Cowan in 2015, she was 
considering taking on a software tool to better manage the 
bank’s quarterly allowance calculations. She and the bank’s 
loan operations manager had been navigating the ALLL 
process by “downloading data from our core and integrating 
it into a whole bunch of Excel spreadsheets.” 

Her challenges, in addition to keeping the various 
spreadsheets consistent, included the qualitative factors 
(Q-factors) used to make adjustments to the allowance. 

“Due to the size of the bank and the rural environment,” she 
told us, “it has been difficult to quantify our Q-factors. We’ve 
had to apply them very subjectively.”

AUTOMATION CONSIDERATIONS  

With CECL an impending reality, Cowan had determined 
that Excel would no longer provide an acceptable 
allowance analysis. That was among several practical 
matters driving Cowan to begin exploring ALLL automation. 

Stable and Steady: 
Addressing CECL and More in Addison County 

“The knowledge level of the vendor 
about the ALLL was a final deciding 
factor, she added. What became 
evident to us was that the MST Loan 
Loss Analyzer was developed and 
supported by people who thoroughly 
understand the allowance.”
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The need to sophisticate the ALLL process was also driven 
by recent increases in problem loans, delinquencies and 
charge-offs, and an increasing focus on the ALLL by the 
bank’s regulators. “We needed to know more about what 
was going on in our loan portfolio,” she summarized. 

An active participant in the Risk Management Association 
(RMA), Cowan had learned that RMA was partnering with 
then MST on a series of two-day workshops on the ALLL. She 
attended the first edition of the series in 2014 in Philadelphia, 
and decided to include the MST Loan Loss Analyzer (LLA) in 
her vendor reviews.

“We developed a criteria matrix to identify and weight the 
most important things for us in an ALLL solution: ease of use, 
cost, vendor support, resources and training.”

There were also IT and cyber security concerns.

“Where the software would reside became a critical 
component for us,” she said. “Would our data remain within 
the bank’s firewall or somewhere in the cloud? 
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Cowan and Middlebury would implement the LLA in 
2016, going live with the software for their Q4 allowance 
estimation. 

CALCULATING THE BENEFITS 
Cowan says her bank has gotten exactly what she 
bargained for implementing the LLA.

“We’ve learned a lot along the way, including that our 
previous process wasn’t always working with the right loan 
balances. When we started comparing and reconciling with 
the Loan Loss Analyzer we discovered inaccuracies in our 
loan accounting. We were surprised by that. I guess like 
most institutions we thought our data was good.

“We expected added efficiencies and the 
Loan Loss Analyzer has delivered. The 
savings in terms of human resources is 
huge. For example, we used one of the 
standard Loan Loss Analyzer reports to 
compare different historic periods and how 
each would impact our reserve.”
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CECL AND BEYOND
These days, Cowan is using the LLA to compare our incurred 
loss calculations to prospective CECL calculations. “We will 
be using the Loan Loss Analyzer’s Shadow Loss Analysis 
module to run various prospective methodologies parallel 
with our incurred loss estimates.”

As a non-SEC public business entity, Middlebury will file 
its allowance in accordance with the CECL standard as of 
January 1, 2021. 

“We’re assessing our data and having conversations about 
preparing for the methodologies we will explore. Our goal is 
to engage Abrigo’s Advisory Services early in 2019 and have 
the Shadow Loss module running parallel calculations by the 
fourth quarter.”

Cowan has already, “by process of elimination,” narrowed 
her choices of methodologies to a couple. The candidates 
are limited by the bank’s size and lack of complexity. 

“We lack data simply because we’re small,” she said, “the 
number of transactions are very limited and our loss history 
is sporadic with little pattern to it, including no losses in 
recent years. We will use the Loan Loss Analyzer to decide 
what we can leverage for our methodology. That will steer 
us in the right direction.” 

CECL is complicating allowance matters for financial 
institutions. Sarah Cowan and the National Bank of 
Middlebury will count on the MST Loan Loss Analyzer to help 
keep things as uncomplicated as possible, as stable and 
steady as their nearly two-century old institution and the 
community they serve. 

“We’ve counted on Abrigo’s (formerly MST) 
expertise and focus, and that continues 
to hold true. As we’ve needed to make 
changes, updates, their support has been 
very good; they’ve been very responsive. ”
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ABOUT NATIONAL BANK OF MIDDLEBURY

Founded in 1831, National Bank of Middlebury has 
served the needs of the people who live and work in 
west central Vermont for almost two centuries. It is one 
of the nation’s oldest financial institutions.

• Asset Size: $350 million

 

ABOUT ABRIGO

Abrigo provides technology that America’s 
financial institutions use to manage 
risk and drive growth. Our solutions 
automate key processes — from anti-money 
laundering to fraud detection to lending 
solutions — empowering our customers by 
addressing their Enterprise Risk Management 
needs.   

Make Big Things Happen.  
Get started at abrigo.com.


