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The Global Financial Crisis  

Banks had too little 
capital and liquidity. 
• Incurred loss accounting made 

risk opaque 

• Banks have to wait for loss 
events – ‘too little, too late’ 

 

 

 



Expected Loss Accounting 
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IFRS 9 
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IFRS 9 Staging - example 
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IFRS 9 - Scenarios 
 



IFRS 9 Scenarios and Non-linearity 
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Expected loss vs. management expectations 
1 + 2 + 3 + 4 + 5 + 6 = 21 
21÷ 6 = 3.5 



A subjective standard - Judgments   

BLACK SIGNIFICANT INCREASE IN 
CREDIT RISK  INITIAL RECOGNITION  SCENARIOS LIFETIME EXPECTED LOSS 
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Disclosures 

https://bit.ly/2DRp33K 
 

 

 



Impact of IFRS 9 - UK 

No.  of scenarios 
& probability Scenario source Bank ECL IAS 39 

provisions Delta 

5 Consensus, BoE & vendor Barclays £7,531 £4,769 
58% 

3 (10,80,10) Consensus & vendor HSBC $10,201  $7,785  
31% 

4 (30.30.30.10) Stochastic model LBG £4,774 £3,498 
36% 

5 (5, 20,50,20,5) Internal and Monte Carlo RBS £4,448 £3,832 
16% 

50 Monte Carlo Standard Chartered $6,908  $5,900  
17% 

5 (10, 30,40,15,5) Oxford Economics Santander UK £1,151 £940 
22% 
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Impact of IFRS 9 – Europe 
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Impact of IFRS 9 
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Join ICAEW  
Financial Services Faculty today  

 
Receive regular sector specific support to keep you  

up-to-date, whether you work in banking, insurance or investment management.  
You don’t need to be a member of the ICAEW to join.  

 
 
 
 

Special rate: £50   code:  FSFSOC 
 

icaew.com/joinfsf 
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Capital & Provisions 
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Chart A IFRS 9 means impairments are recognised earlier in the stress 
scenario 

Sources: Participating banks’ STDF data submissions, Bank analysis and calculations. 
 
(a) Transitional relief is calculated as the impact of IFRS 9 on credit losses but is applied directly to capital (ie transitional relief does not affect figures shown in 

this chart). 
 
 
 

Time profile of impairments under IAS 39 and IFRS 9 in the stress 
IFRS 9 – timing of provisions  



Comparison – IFRS9 vs. Regulatory 

PARAMETER IFRS 9 REGULATORY (Basel II) 
Internal Rating Based Approach 

Probability of Default 
(PD)  

Point in time Through the cycle 
 
(floor 0.03%) 

Timescale 
 

One year and lifetime 
 

One year 
 

Loss Given Default 
(LGD) 

Unbiased estimate of LGD Downturn LGD 

Exposure at Default 
(EAD)  

Present value over lifetime for 
Stage 2 and 3 

One year estimate 

Expected Loss Calculation PD x LGD x EAD Probability weighted estimate 

Auditing Auditors Bank 
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