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On 24 July 2014, the 
International Accounting 
Standards Board (IASB) issued 
the fi nal version of IFRS 9 
Financial Instruments, bringing 
together the classifi cation and 
measurement, impairment 
and hedge accounting topics 

of the IASB’s project to replace 
IAS 39 Financial Instruments: Recognition and 

Measurement and all previous versions of IFRS 9.

The mandatory adoption date in January 2018 
has forced fi nancial institutions to plan for the 
implementation of IFRS 9. It will require three years of 
preparation, assuming two years to implement and one 
year of parallel run, to ensure readiness for 2018. Our 
experiences working with entities that are assessing the 
impact of IFRS 9 suggests that it will take signifi cant 
time to implement the changes in a robust and strategic 
manner, given the impact on data, systems, models, 
regulatory capital and KPIs.

Overview
Our experience, in combination with EY tools and 
accelerators, provides a tailor-made solution for fi nancial 
institutions globally. We have proven professional 
experience on the three topics of IFRS 9, namely
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1) Classifi cation and measurement,

2) Impairment, and

3) Hedge accounting
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Key messages for bank executives
CFOs and finance

• Need to manage early expectations of investors or 
other stakeholders and communicate the potential 
impact of the changes;

• The accounting changes beyond those specifi c to 
IFRS 9 are not insignifi cant – several require more 
disclosures and changes to the fi nancial statement 
presentation;

• Need to consider the capital and regulatory impact;

• Need to assess the impact on downstream systems 
such as client profi tability and relationship manager 
levels;

• CFO may take this opportunity to further align risk 
and fi nance data.

COOs and operational function

• The upcoming accounting changes will impact 
several processes and systems, e.g. the impairment 
process system. The interaction between fair value 
hedge accounting and impairment will be more 
complex under the new impairment model of IFRS 9. 
Alignment of key controls within the new processes 
will be required with the adoption of the IFRS 9 
standard;

• There will be changes in IT systems due to the 
implementation of IFRS 9;

• Amendment to the existing client sectors/portfolio 
to the impairment credit risk model will require 
additional data attributes and appropriate corporate 
governance structures to be put in place in the 
related systems and processes. 

CROs and risk function

• The new impairment rule of calculating expected 
loss will require evaluating available qualitative 
data, data processes used by risk and reconciliation 
with fi nance. This is the most signifi cant of all the 
expected changes;  

• The new implementation will require tracking 
and determining signifi cant changes in credit risk 
throughout the lifetime of fi nancial assets; 

• The proposed changes to hedge accounting may 
allow additional hedging opportunities but will also 
cause changes to existing processes;

• The revised approach to classifi cation and 
measurement of fi nancial instruments may result 
in a change in instruments used by treasury. It may 
also impact products sold or traded by front offi ce 
which will require a change in risk management 
considerations;

• Regional organizations that are moving towards 
centralization of their fi nance and risk data 
information may consider centralizing credit risk 
modelling in a center of excellence.

Banks are encouraged to establish 
Steering Committees including 
representatives from functions of 
Risk, Finance, Operations, IT, etc. 
for setting up the overall program 
governance and roadmap, as well 
as internal monitoring of the 
implementation progress.
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IFRS 9 Accounting summary
• 2018 adoption date for IFRS 9 – 3 topics to adopt

• A mandatory effective date consistent with stakeholder requests 
(a 3-year lead time)

• Revised approach to measurement of all fi nancial assets and liabilities 

• Principle-based, unifi ed model based on both the use of assets within an entity’s business model and 
the nature of the cash fl ows

• Financial assets are reclassifi ed between measurement categories only when the business model for 
managing them changes

Debt  (including hybrid contracts) Derivatives Equity  

“Characteristics” test (at instrument level) Held for trading?

FVOCI option elected?

“Business model” test (at an aggregated level)

Conditional FVO elected? 

Fail

Pass

Yes

Yes

New

Yes

No

No

NoNo

Amortized 
cost FVTPL FVOCI

(no recycling)
FVOCI

(with recycling)

Hold to collect 
contractual 
cash fl ows

1 Both (a) to 
hold to collect 
contractual 
cash fl ows; and 
(b) to sell

2 Neither (1) 
nor (2)
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Topic 1: Classification and measurement



• Fundamental redesign of provisioning model for fi nancial assets, fi nancial guarantees, loan commitments 
and lease receivables

• Move from an ‘incurred loss’ model to an ‘expected loss’ model

• Earlier recognition of impairment — 12-month expected losses for performing assets and lifetime 
expected losses for non-performing assets — to be captured upfront

12-month expected 
credit losses

Change in credit quality since initial recognition
improvement
deterioration

Lifetime expected credit losses

The credit risk has increased signifi cantly since 
initial recognition

Gross carrying amount
Interest 
revenue 
based on:

Criterion:

Allowance:

Gross carrying amount Net carrying amount

+
Objective evidence of 

impairment

Initial recognition
 (with exceptions)

Credit-impaired on 
initial recognition

Topic 2: Impairment
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• New standard aimed at simplifying existing hedge accounting rules

• Refl ects more accurately how an entity manages its risk and the extent to which hedging mitigates those risks

• Removes some of the operational burden associated with hedge effectiveness testing 

• More risks can be hedged 

• Leaves room to choose an accounting policy of either applying the hedge accounting requirements of HKFRS 9 or 
continuing to apply the existing hedge accounting requirements in HKAS 39 for all hedge accounting because the 
project on accounting for macro hedging has not yet been completed

Positive changes No change or neutral impact Disadvantages

• Hedging risk components

• Less volatility in P/L due to the 
exclusion of time value of options, 
forward points and currency basis 

• Aggregated exposures (including 
derivative) as hedged item

• Elimination of the 80-125% 
quantitative threshold for 
recognizing effectiveness

• No retrospective effectiveness 
testing

• Emphasis on qualitative factors 
for prospective effectiveness 
assessment

• Hedging using credit derivatives

• Expanded ability to hedge net 
positions / hedge layers of hedged 
items in fair value hedges

• Rebalancing instead of 
discontinuation and redesignation 
(volume only)

• Hedge documentation required 
at inception 

• 3 types of hedge relationships 
remain the same

• Cash Flow Hedge
• Fair Value Hedge 
• Net Investment Hedge

• Ineffectiveness is still measured 
and booked

• Unclear how guidance on macro 
or dynamic cash-fl ow hedging is 
carried forward in IFRS 9

• Voluntarily de-designation 
prohibited if risk management 
objective remains the same

• Disclosure (IFRS 7) is more 
onerous

Topic 3: Hedge accounting
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IFRS 9: Activity timeline

Impact assessment phase

2015

Build, test & deploy

Training

Stakeholder management

Go-live

2016 2017 2018
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• Board level project sponsorship and engagement

• Strong senior management ownership of the 
project setting clear objectives and deadlines

• Finance leader on Steering Committee typically provides 
overall coordination, with impairment led by Risk

• Requires close coordination among Risk, Finance, 
Business 

• Regional vs local program governance structure

Program governance
• Document and agree detailed design of ideal 

operating model and highlight changes required
• Ensure consistency with the overall bank operating 

model and interaction of different subsidiaries
• Perform a detailed assessment of cost and 

delivery risk
• Banks may consider changing operating models, 

e.g. centralized vs decentralized data and 
processing

Operating model

• Determine impact assessment methodology 
and material portfolios for modelling

• Customized modelling approach for material 
portfolios, with extrapolation for smaller 
portfolios 

• Determine key assumptions for each portfolio 
and sensitivities / stresses to be used 

• Provide insights into drivers of fi nancial and 
capital impact

Financial impact assessment 
• Perform a comprehensive review of design 

options where existing model coverage is 
misaligned or incomplete

• Design new models. Signifi cant focus on Point-
in-Time PDs and LGDs and term structures

• Consider internal and external data required 
for forward-looking adjustments /overlays

• Perform model validation

Model build 

• Assessment of existing practices: models, 
methodologies and operating models

• Review of data availability and quality
• Benchmarking to market / peer practices and 

how they are evolving
• Impact on internal management information, 

key performance indicators, etc

Gap analysis and impact on 
downstream systems • Drive changes to data architecture, focus on 

known data quality gaps
• Update key controls within the model process, 

data aggregation process and key fi nance v risk 
reconciliations

• Document revised end-to-end processes and 
ownership matrix

• Data architecture - catalyst to centralize data in 
a single “golden source”

Data / systems and controls 

• Prepare multi-year implementation roadmap 
for senior stakeholders

• Highlight key activities and milestones, 
stakeholder engagement, market and regulator 
communications

• Maintain fl exibility for possible early adoption. 
Highlight key dependencies

• Period of dual reporting during the parallel run 
stage

Implementation roadmap 
• Analyze and conclude on key accounting 

judgments
• Design processes to produce required data 

for risk reporting, Internal MI and fi nancial 
statements

• Determine impact on capital and budgeting / 
planning

• Discuss with external stakeholders and regulators
• Chart of account changes

Reporting & disclosure 



EY insight
EY advisory’s support of a number of banks in Hong 
Kong, UK and Australia during the impact assessment 
has given us a better understanding of the practical 
issues in applying the new requirements. EY has skilled 
and knowledgeable resources and proven systems, 
methodologies  and  track record. Some of the key 
considerations are highlighted below:

Classifi cation and measurement 

The new approach of classifi cation and measurement 
including the new Fair Value through Other 
Comprehensive Income (“FVTOCI”) category, provides 
opportunities for banks to reassess the measurement 
basis of the existing loan portfolios and designate the 
portfolio to refl ect and achieve an outcome consistent 
with the bank’s objectives (e.g. to minimize volatility to 
profi t or loss, optimize the funding requirements and 
regulatory capital, etc.).

Impairment 

Replacement of the IAS 39 incurred loss impairment 
model by the IFRS 9 expected loss model is expected 
to reduce equity and have an impact on regulatory 
capital. The level of allowances will also be more 
volatile in the future, refl ecting changes in forecasts.

Apart from building new credit models or enhancing 
the existing credit models, data quality is also critical 
to successfully adopt IFRS 9, considering that the 
new approach requires the banks to factor in future 
expected credit losses into their loan loss provision. 
Management is encouraged to assess this at an early 
stage with consideration of the regulatory (e.g. Basel) 
and business constraints.

Hedge accounting 

The relaxation of hedge accounting requirements 
presents banks with an opportunity to reassess 
whether it would be benefi cial to adopt hedge 
accounting in some areas. In making this assessment, 
management should also consider whether their 
existing systems have suffi cient capability to support 
the new requirements.
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Resources

Thought leadership

Thought 
center 
webcast

IFRS Developments, Issue 87: 
IASB issues IFRS 9 Financial 
Instruments - expected credit 
losses
(July 2014)

Impairment of fi nancial 
instruments under IFRS 9 
(December 2014)

Thought center webcast: 
Hedge Accounting for non-
fi nancial entities 
(January 2014)

IFRS Developments, Issue 86: 
IASB issues IFRS 9 Financial 
Instruments - classifi cation & 
measurement 
(July 2014)

Applying IFRS: 
Hedge accounting under IFRS 9 
(February 2014)
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http://www.ey.com/Publication/vwLUAssets/EY-ifrs-developments-issue-87-july2014/$FILE/EY-ifrs-developments-issue-87-july2014.pdf
http://www.ey.com/Publication/vwLUAssets/IFRS_Developments,_Issue_86:_IASB_issues_IFRS_9_Financial_Instruments_%e2%80%93_classification_and_measurement/$FILE/Devel86-FI-CM-Jul2014.pdf
http://www.ey.com/Publication/vwLUAssets/Applying_IFRS:_Hedge_accounting_under_IFRS_9/$File/Applying_Hedging_Feb2014.pdf
http://www.ey.com/GL/en/Issues/Thought-center-webcasts
http://www.ey.com/Publication/vwLUAssets/Applying_IFRS:_Impairment_of_financial_instruments_under_IFRS_9/$FILE/Apply-FI-Dec2014.pdf
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How EY can Help?
How can EY help?

Methodology

• Assistance with the implementation of the new IFRS 9 
requirements using our established methodology 

• Provide support in making appropriate decisions where 
the new standards require careful use of judgment

• Impact assessment on regulatory capital and tax

Data / systems and controls

• Design and advice on the implementation of models, 
processes, systems and changes to internal controls 
to capture the information necessary to apply the new 
guidance

Industry knowledge and training

• Tailored training on the accounting implications of the 
new requirements

• Help you understand how these opportunities and 
challenges impact your business, enabling you to make 
an informed decision around when and how to adopt

• Provide insights on the IFRS 9 interpretation directly 
via EY’s representative to IASB’s Impairment Transition 
Group, and present your entity’s viewpoint in industry 
discussions

• Provide insights from your peers and feedback on your 
implementation progress relative to your peers

The EY difference:

• We have vast and deep experience in new accounting 
standard implementations and have developed insights 
on different aspects of the major changes, both global 
and local, for IFRS 9

• EY has a team of professionals in risk, IT, etc. who 
possess extensive experience in implementing 
IFRS 9 and are fully equipped with proven skills to 
provide support in different areas such as project 
management, operating model changes, accounting 
interpretation support, IT impact and assessment, 
process re-engineering, etc.

• Automated tool for IFRS 9 classifi cation and 
measurement covering the business model and the 
characteristics of contractual cash fl ow tests

• Quantitative customized models tool for IFRS 9 
Impairment

• EY thought leadership: please refer to EY supplements 
of our IFRS Outlook Series on www.ey.com/ifrs
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Selected credentials
EY is highly experienced in providing support for the planning and implementation of IFRS 9 across multiple 
regions, including Hong Kong, Australia and the UK. Our team of professionals work closely with the IASB, UK and 
international regulators to support and drive IFRS 9 interpretations and judgments, and align the new requirements 
to existing accounting and regulatory capital models, enabling high quality tailor-made solutions to be developed.

Major note-issuing bank in Hong Kong

• Provided detailed assessment on the impact of IFRS 9 on 
impairment based on existing client portfolio and identifi ed 
the areas with signifi cant impact / input required by 
management in the implementation stage 

• Supported and assisted the client to implement the other two 
topics of IFRS 9, namely classifi cation and measurement and 
hedging

Global banking group in Australia

• EY supported the early adoption of IFRS 9 for this major 
Australian bank

• Impacts were estimated using current models with 
extrapolation techniques. For commercial portfolios different 
adjustments were made to PD, LGD and EAD to assess 
sensitivity of the provision output to different methods to 
make models IFRS 9 compliant. For retail portfolios current 
delinquency based models were extrapolated to assess 
lifetime losses, with different assumptions based upon LEL 
methodology and EAD 

• Through an 18 month engagement, the client has been provided 
with a framework to build an IFRS 9 compliant loan loss provision 
model, as well as assurance and support that the model and 
provision calculations are able to be implemented

Global UK banking group 1 with signifi cant operations
in Hong Kong

• Supported the bank in assessing their readiness to implement 
IFRS 9 across their entire portfolio and setting out the 
timelines, cost and effort in a multi-year IFRS 9 roadmap

• Provided unique insight on IFRS 9 interpretations, readiness 
and challenges gained through supporting top tier banks 
globally to accelerate the identifi cation of pain points and 
potential solutions

• Delivered a focused current state and gap assessment of
 •  credit risk models and measurement
 •  stress testing and forward-looking business planning
 •  policies and defi nitions
 •  impairment operating model, governance roles and  

    responsibilities
 •  impairment process, systems and data

• Identifi ed solution options tailored for the client’s business, 
drawing on our experience of emerging industry standards in 
measurement and operation under the new standard

• Developed an IFRS 9 implementation roadmap, identifi ed key 
decision areas, effort and skill set requirements, from initiation, 
through design, development and parallel run to live reporting 
under IFRS 9

Global UK banking group 2 with signifi cant operations in 
Hong Kong

• Key deliverables comprised a quantitative fi nancial impact 
assessment based on 2012/13 balance sheets, directional impact 
assessment on regulatory capital, and identifi cation of options for 
implementation of IFRS 9 into the group’s operating models

• Creation of a roadmap for implementation from Q4 2013 onwards

• Included assessment of FASB current expected credit loss 
model impact for US divisions

Major banking group in UK 1

• EY was selected as the technical associate supporting this 
banking group’s multi-year program for IFRS 9. Our team 
delivered right-fi rst-time technical advice that reduced risks and 
implementation costs

• Development of phased governance structures and 
responsibility matrix to drive consistent application across the 
group while maintaining divisional infl uence and ownership

• Co-developed solutions by portfolio for each division using 
option analysis with a broad group of stakeholders (including 
Risk, Finance, and Group IT) to achieve early buy-in

Major banking group in UK 2

• Undertook to complete an IFRS 9 implementation plan for the 
global wholesale bank comprising over 300 detailed work steps 
and key milestones, together with resource estimates

• Coordination across each of the group’s global regions, 
managing multiple stakeholders and locations to deliver global 
workshops and development forums in London working through 
key issues, assumptions, quantifi cation methods and IFRS 9 
principles

Major banking group in UK 3

• Development of 2014-16 implementation plan over an eight 
week period, including resource estimates and identifi cation of 
key skill gaps

• High level gap analysis for existing IAS 39 credit risk modelling 
infrastructure between current state and IFRS 9 requirements
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About EY
EY is a global leader in assurance, tax, transaction and 
advisory services. The insights and quality services we 
deliver help build trust and confi dence in the capital 
markets and in economies the world over. We develop 
outstanding leaders who team to deliver on our promises 
to all of our stakeholders. In so doing, we play a critical role 
in building a better working world for our people, for our 
clients and for our communities.

EY refers to the global organization, and may refer to one 
or more, of the member fi rms of Ernst & Young Global 
Limited, each of which is a separate legal entity. Ernst & 
Young Global Limited, a UK company limited by guarantee, 
does not provide services to clients. For more information 
about our organization, please visit ey.com.
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All Rights Reserved. 
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other professional advice. Please refer to your advisors for specifi c 
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