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Executive Summary

Introduction

This report summarises the key findings of our review of disclosures in
the first annual report and accounts following the adoption of IFRS 9
‘Financial Instruments’. It is a follow-up to our report published in
November 2018 which considered the disclosures made in 2018
interim accounts relating to the implementation of IFRS 9.

In our previous review we concluded that, although interim disclosures
are less extensive than those for full year accounts, some companies,
in particular the smaller banks, did not sufficiently explain the impact of
adopting IFRS 9. As a result, whilst this review considers the quality of
disclosures made by a number of the larger banks, we have increased
the number of smaller banks in our sample. In addition, we also
consider the disclosures made by a number of non-banking entities.

Although we believe that it is more valuable to focus on disclosure
requirements which will apply to future reporting periods, we have
considered the disclosures addressing the impact of the first time
adoption of IFRS 9.

Key findings

We have included a number of excerpts from published annual report
and accounts to illustrate helpful ways to present and explain how the
requirements of IFRS 9 have been applied. These excerpts may enable
users to understand the nature and extent of exposures to financial
instruments.

The quality of the disclosure was high among the larger banks. We
were also pleased to see some good examples of disclosure among
some of the smaller banks in a number of areas, including detailed
explanations of how forward looking information has been incorporated
into the calculation of expected credit losses (‘ECLs’) and the
sensitivity of ECLs to changes in future economic conditions.
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However, our review also identified a number of areas where disclosure
could be improved and some areas where no disclosure had been
provided at all.

Separate topics are addressed throughout this report, but our key
findings were that the following disclosures could be improved:

Analysis of the credit risk profile of financial assets by credit risk
ratings grade, days past due or in a provision matrix. This was
not done well by non-banking entities in addition to two banks in
our sample;

Disclosure of the qualitative and quantitative factors used to
determine whether there has been a significant increase in
credit risk;

Explanation of how the simplified approach has been applied to
trade receivables, contract assets and lease receivables; and

Discussion of the business model in assessing the classification
of financial assets, which tended to be boilerplate by most of
the banks and not provided by a number of non-banking
entities.

We recognise that this is the first full year of adoption and that
disclosures will continue to develop over time. We will, however,
continue to review compliance with the standard through our normal
review work.

We hope that preparers find this review useful and we encourage
engagement with external auditors to plan for future reporting periods.



Financial Reporting Council ‖ IFRS 9 Thematic Review

Overview of the thematic
Scope of our review

Our review consisted of a limited scope desktop review of the annual
reports and accounts of entities applying IFRS 9 ‘Financial
Instruments’ for the first time. Our review considered the
comprehensiveness and quality of the disclosures against the
requirements of IFRS 9 and IFRS 7 ‘Financial Instruments:
Disclosures’, and the judgement and estimates requirements in IAS 1
‘Presentation of Financial Statements’.

In addition, in performing our review of the disclosures made by
banks, particularly the larger banks in our sample, we considered the
additional disclosure recommendations included in the following
reports:

• ‘Impact of Expected Credit Loss Approaches on Bank Risk
Disclosures’ published by the Enhanced Disclosure Task Force in
November 2015; and

• ‘Recommendations on a comprehensive set of IFRS 9 Expected
Credit Loss disclosures’ published by the Taskforce on Disclosures
about Expected Credit Losses in November 2018.

The application of the ECL by banks requires the use of complicated
models to determine the level of loan loss provisions. Our review did
not consider the reasonableness of the assumptions used in those
models nor did we assess the appropriateness of the models applied.

Our sample

We reviewed the full-year accounts of a sample of 20 entities.

Our sample targeted those industries on which we would expect the
implementation of IFRS 9 to have the most significant impact. As a
result, our sample was skewed towards banking entities, in particular
smaller banks1.
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1 Reference to banks and banking entities throughout this report include the building societies selected for review.
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Classification and measurement

Most entities reconciled the changes in the classification categories of
financial instruments from IAS 39 to IFRS 9 for affected balance sheet
line items. Few provided a qualitative explanation of the reasons for key
changes in classification.

Two entities used the adoption of IFRS 9 as an opportunity to change the
balance sheet presentation of certain items. The rationale for this change
was clearly explained.

Impairment

Other than three entities which had longer term loan balances with
customers, most of the non-banking entities reported that the impact was
not material. All adopted the simplified approach for the impairment of
receivables.

The materiality of the impact of adoption of the impairment requirements
for the banks in our sample varied depending on the mix of business.
Those with large portfolios of unsecured products and revolving credit
facilities experienced more of an impact. On the whole, we found that the
disclosure regarding the impact of IFRS 9 on impairment provisions was
adequate and commensurate to the size of the entity and loan portfolio.

Hedging

Where non-banking entities engaged in hedging activity, most adopted
the hedging requirements under IFRS 9. We found disclosure of the key
differences in the requirements compared to IAS 39 was generally
adequate.

By contrast, with the exception of one entity which applied IAS 39 for
portfolio hedging and IFRS 9 for all other hedging transactions, all of the
banks applying hedge accounting continued to apply IAS 39 hedging
requirements.
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Transition

Generally companies provided sufficient explanation of the impact
of adopting IFRS 9, but the quality of the disclosure varied across
the sample.

We found that the larger banks reduced the level of disclosure regarding
transition compared with that provided in the interim reports and the
transition documents published in 2018. However, it was sufficiently
granular to understand the impact of adoption. Where the impact was
material, the better disclosures disaggregated the adjustment to show
individually the impact of applying the classification, measurement and
impairment requirements.

Most entities disclosed the accounting policies for financial instruments
on both an IFRS 9 and IAS 39 basis. Two entities provided a helpful
comparison of the key terms under IFRS 9, IAS 39 and the regulatory
framework.

Comparatives

As permitted by IFRS 9, none of the sample restated comparatives,
instead the transitional adjustment was charged against opening equity
reserves.

The larger banks voluntarily presented the credit risk disclosures at 1
January 2018 on an IFRS 9 basis to enable greater comparability.

We noted that alternative performance measures were generally not
restated. In most cases, this was clearly explained. One company, which
used a metric based on average net asset value, did adjust the opening
net assets in the calculation to include the impact of IFRS 9.
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We identified one example of a group that
remeasured the carrying value of a modified
loan between its subsidiaries. Whilst this loan
was eliminated at the group level, the change in
carrying value at the subsidiary level had a
consequential deferred tax effect in the group
accounts. This particular example highlights the
importance of assessing the effect of IFRS 9 at
the subsidiary level and considering possible
deferred tax effects.

The main issues identified under classification
and measurement were:

As noted here and in our previous
thematic, although we would usually
expect non-banking entities to have a HtC
business model, we would expect the
business model to be explained in the
accounts.

We noted two instances where an entity
provided accounting policies for
instruments which were not held by that
entity. Accounting policies should be clear,
concise and relevant; inclusion of policies
which are not relevant only creates
unnecessary clutter.

Occasionally old IAS 39 terminology has
not been updated for the new standard.
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Non-banking entities
Classification and measurement

Almost all non-banking entities in our sample
measured cash and trade receivables at
amortised cost. Although this was not always
well explained, we did not have any particular
concerns about this because these financial
assets are typically held-to-collect (‘HtC’) and
have contractual terms that meet the ‘solely
payments of principal and interest’ test.

We did observe some examples of cash and
trade receivables measured at fair value:

• In one case, an entity had classified an
element of trade receivables as fair value
through other comprehensive income, which
applies when the business model objective is
achieved through selling and holding
financial assets. The reason for this
classification was not, however, very clearly
explained in the accounts.

• Another entity had classified investments in
money market funds at fair value through
profit and loss (‘FVPL’) because it failed the
HtC business model.

Neither change in classification had a material
effect.
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Equity investments
Most non-banking entities have elected under
IFRS 9 to measure their equity investments at
fair value through other comprehensive income
(‘FVOCI’). This classification is similar to the
IAS 39 available for sale classification but,
under IFRS 9, such equity instruments are not
subject to impairment nor are gains or losses
recycled.

We did, however, observe one example of a
property investment company that did not elect
to measure equity investments at FVOCI.
Consequently, the changes in fair value were
recognised in profit and loss.

Designation as fair value through profit and
loss
IFRS 9 retains IAS 39’s option to designate
financial assets and liabilities at FVPL. Whilst
this option is rarely used by non-banking
companies, we found one example of an entity
that had classified index-linked gilts at fair value
through profit and loss to avoid an accounting
mismatch on related index-linked derivatives.

Recognition and derecognition

The recognition and derecognition rules under
IFRS 9 are the same as IAS 39 except that,
under IFRS 9, the carrying amount of a financial
liability must be remeasured for all
modifications, even those that do not result in
derecognition.

.



Non-banking entities (continued) The main issues identified in this area were:

IFRS 7 requires an entity to disclose the
gross carrying amount of financial assets
by credit risk rating grades. For trade
receivables, contract assets and lease
receivables, this may be based on a
provision matrix or on days past due. Only
one entity applying the simplified approach
provided this disclosure. Three entities
referred to the use of a provision matrix to
determine the loss allowance but did not
disclose the matrix. One also provided an
analysis of the ageing of receivables.

We identified one instance where an entity
held material contract balances but did not
appear to apply the impairment
requirements.

One entity had an impairment policy which
was still on an incurred loss basis.

Where determination of ECLs is identified
as a source of estimation uncertainty, we
would expect details of the key
assumptions and a sensitivity analysis to
be provided.
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Impairment

With the exception of three entities which had
longer term loan balances with customers, IFRS
9’s new impairment requirements did not have a
material effect on most of the non-banking
entities in our sample.

Simplified approach
All of the non-banking entities applied the
simplified approach, calculating lifetime ECLs
for trade receivables and, where relevant
contract assets. We found that the quality of the
disclosure varied across the sample; in one
instance it was not clear that the entity applied
the simplified approach.

In every case, IFRS 9 did not result in a
materially different loan loss provision for trade
receivables. Although this may be justifiable,
entities should consider whether the former
methodology is consistent with the new
requirements, for example, to incorporate
forward looking information.

Low credit risk
One company disclosed that it had taken
advantage of the low credit risk expedient for
investment grade instruments. We identified
one entity (a bank) that had applied this
expedient to trade receivables, which is not
permitted under the standard. Fortunately, the
amounts involved were not material.
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General model
The three entities which applied the general
model included two finance companies and a
retailer with a banking subsidiary. The
discussion of the ECL methodology was
adequate and proportionate to the size of the
exposures in each of the entities.

Parent company individual accounts
Parent companies reporting under IFRS should
also consider the impact of IFRS 9 on the
impairment of financial assets in their individual
accounts. In particular, loans to subsidiaries
are often material. Only two entities disclosed
that they had considered impairment in loans to
subsidiaries; this should not be overlooked.

Disclosures
IFRS 7 requires the disclosure of the credit
quality of financial assets and movements in
loan loss provisions. These disclosures were
sometimes inadequate.

Examples of good disclosure…

Centrica plc explained the use of the low credit
risk expedient:

‘In addition, a significant portion of the Group’s
other financial assets subject to IFRS 9’s
requirements are in the Group’s Treasury function
where investment ratings of counterparties result
in low credit risk and the calculated loss according
to the assessed default rate of these
counterparties is not material’

Centrica plc, p130

Examples of good disclosure…

Eurasia Mining plc considered ECLs on loans to
subsidiaries:

‘The Group has assessed the estimated credit
losses of these loans (to subsidiaries) and given
the effective interest rate of the loans is 0%, there
would be an immaterial loss expected on these
loans.’

Eurasia Mining plc, p42



Non-banking entities (continued)
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Examples of good disclosure…

Centrica plc’s explanation of the simplified approach and estimation uncertainty was clear and informative:

‘The IFRS 9 impairment model is applicable to the Group’s financial assets including trade receivables, contract assets and other financial assets as described in
note S3. As the majority of the relevant balances are trade receivables and contract assets to which the simplified model applies, this disclosure focuses on these
balances.

The provision for credit losses for trade receivables, contract assets and finance lease receivables is based on an expected credit loss model that calculates the
expected loss applicable to the receivable balance over its lifetime. Credit losses on receivables due from treasury, trading and energy procurement
counterparties are not significant (see note S3 for further analysis of this determination). For residential and business customers default rates are calculated
initially by operating segment considering historical loss experience and applied to trade receivables within a provision matrix. The matrix approach allows
application of different default rates to different groups of customers with similar characteristics. These groups will be determined by a number of factors including;
the nature of the customer, the payment method selected and where relevant, the sector in which they operate. The characteristics used to determine the
groupings of receivables are the factors that have the greatest impact on the likelihood of default. The rate of default increases once the balance is 30 days past
due and subsequently in 30-day increments.

Receivables from residential and business customers are generally considered to be credit impaired when the payment is past the contractual due date. The
Group applies different definitions of default for different groups of customers, ranging from 60 days past the due date to six to twelve months from the issuance of
a final bill. Receivables are generally written off only once a period of time has elapsed since the final bill. Contractual due dates range from falling due upon
receipt to falling due in 30 days from receipt……..

Sensitivity to changes in assumptions
The most significant assumption included within the expected credit loss provisioning model that gives rise to estimation uncertainty is that future performance will
be reflective of past performance and there will be no significant change in the payment profile or recovery rates within each identified group of receivables. To
address this risk, the Group reviews and updates default rates, by group, on a regular basis to ensure they incorporate the most up to date assumptions along
with forward-looking information where available and relevant. The Group also considers regulatory changes and customer segment specific factors that may
have an impact, now or in the future, on recoverability of the balance. While forward-looking information is usually considered to be immaterial, the exception to
this could be the forecast occurrence of a significant one-off event. The Group does not believe that Brexit will have a material impact on the outstanding
receivables balance.

This approach is considered appropriate as the Group’s outstanding trade receivable balance is made up of a high volume of individually low value balances
relative to the total outstanding debt. As a result, impairment losses on trade receivables are more sensitive to macroeconomic events, rather than customer
specific future events, which are unlikely to have a material impact. The Group’s receivables are predominantly short term and the rate of default increases
significantly when a balance is more than 90 days past due. In order to test the sensitivity to changes in the debt profile, the Group has considered the impact of
further credit deterioration of these balances and determined that if all balances were to remain unpaid for a further 30 days, the additional credit loss
recognisable by the Group would be up to £20 million.’

Centrica plc, p160



Non-banking entities (continued)
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Examples of good disclosure…

NEXT plc impairment policy was found to be clear and comprehensive:

.

NEXT plc, p124

Key terms and policies 
are clearly defined

Sales commitments are not financial 
instruments and, therefore, excluded 

from IFRS 9’s requirements.

Accounting policy choice to apply the 
simplified approach is explained
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Examples of good disclosure…

NEXT plc was also the only non-banking entity in our sample which applied the simplified approach and provided a detailed analysis of trade receivables by credit rating grade:

NEXT plc, p164-165
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Hedging

Although entities may continue to use IAS 39’s
hedge accounting requirements, all but one
non-banking entity adopted IFRS 9’s. For those
entities, existing hedges were carried over and
the effect of IFRS 9 was adequately explained.

When IFRS 9’s hedge accounting requirements
are adopted, it is necessary to apply the
requirements prospectively, including updating
relevant hedge documentation.
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Non-banking entities (continued)

Examples of good disclosure…

NEXT plc explained how it had updated its hedge documentation:

NEXT plc, p125

Disclosures
The disclosure requirements in IFRS 7 have
been enhanced on adoption of IFRS 9, requiring
more detailed disclosures in respect of hedging
arrangements. These additional disclosures
apply even if an entity continues using IAS 39’s
hedging requirements.



The main issues identified were:

Where an entity designates a financial
instrument at FVPL or equity instruments
at FVOCI, we found that most banks listed
the criteria from the standard but did not
explain how the criteria had been met.

One entity had significant financial
liabilities designated at FVPL recognising
changes in fair value attributable to
changes in own credit risk through OCI.
The accounting policy did not discuss the
treatment of gains and losses attributable
to changes in own credit risk.

Use of boilerplate language which was
generic and quoted directly from the
standard.

We identified one bank which included
interest from loans at FVPL (therefore not
determined on an effective interest rate
basis) within interest income. An IFRIC
agenda decision in March 2018 clarified
that this was not permitted under IAS 1
‘Presentation of financial statements’.
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Accounting policies

On the whole, the banks provided
comprehensive policies detailing classification
and measurement of financial instruments.

With the exception of one small bank, all the
banks adequately described the classification
categories. However, we continued to find use
of boilerplate language taken from the standard
in the discussion of the business model and
SPPI tests. Whilst this may be appropriate for
entities providing basic lending products, it may
not be for the larger and more complex entities
with potentially different business models for
different portfolios.

Four banks designated financial liabilities at
FVPL and recognised movements in fair value
due to changes in own credit risk in OCI.

Only three of the banks designated equity
instruments not held for trading as FVOCI. Two
of the other banks included an accounting policy
in respect of this designation but did not
exercise the accounting policy choice.

We noted that the discussion of the treatment of
gains and losses on financial instruments was
better than we had previously observed in our
review of interim reports.
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Examples of good disclosure…

Standard Chartered plc explained the basis on
which financial liabilities are designated at FVPL:

‘Similarly, to reduce accounting mismatches, the
Group has designated certain financial liabilities at
fair value through profit or loss where the liabilities
either:
• Have fixed rates of interest and interest rate

swaps or other interest rate derivatives have
been entered with the intention of significantly
reducing interest rate risk; or

• Are exposed to foreign currency risk and
derivatives have been acquired with the
intention of significantly reducing exposure to
market changes; or

• Have been acquired to fund trading asset
portfolios or assets.

Financial liabilities may also be designated at fair
value through profit or loss where they are
managed on a fair value basis or have a embedded
derivative where the Group is not able to bifurcate
and separately value the embedded derivative
component.’

Standard Chartered plc, p266

Other disclosures

All of the banks provided clear presentation of
gains and losses on the face of the income
statement and statement of other
comprehensive income.

Banks – Classification and measurement



Banks – Impairment: policies and methodology

We found that the disclosures regarding the ECL policies and methodologies were generally good.

All of the banks defined the key terms underlying the ECL models and
explained the basis on which ECL provisions were determined for major
portfolios and product groups.

We observed the following areas of good practice:

Two entities included information on the material post-model
adjustments to reflect factors not included in the model.

Three entities disclosed that the ECL models were based on
regulatory models and provided details of the key adjustments made
to regulatory models to determine ECLs. For example, the regulatory
‘loss given default’ is calculated on a more prudent basis.

ECLs should be calculated over the maximum contractual period
except for revolving credit facilities. Most entities with material credit
card, overdraft and other revolving credit products, provided clear
explanation of the basis on which the expected life of the facilities
were determined.

Financial Reporting Council ‖ IFRS 9 Thematic Review
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Examples of good disclosure…

Standard Chartered plc clarified how the lifetime of revolving credit facilities
was determined:

‘Application of lifetime
Expected credit loss is estimated based on the shorter of the expected life and
the maximum contractual period for which the Group is exposed to credit risk.
For Retail Banking credit cards and Corporate & Institutional Banking overdraft
facilities, however, the Group does not typically enforce the contractual period.
As a result, for these instruments, the lifetime of the exposure is based on the
period the Group is exposed to credit risk. This period has been determined by
reference to expected behavioural life of the exposure and the extent to which
credit risk management actions curtail the period of exposure. For credit cards,
this has resulted in an average life of between 3 and 10 years across our
footprint markets. Overdraft facilities have a 22-month lifetime.’

Standard Chartered plc, p137

Examples of good disclosure…

Barclays plc explained key differences between the regulatory and IFRS 9
models:

‘ECLs are calculated by multiplying three main components, being the PD,
LGD and the EAD, discounted at the original EIR. The regulatory Basel
Committee of Banking Supervisors (BCBS) ECL calculations are leveraged for
IFRS 9 modelling but adjusted for key differences which include:

• BCBS requires 12 month through the economic cycle losses whereas IFRS
9 requires 12 months or lifetime point in time losses based on conditions at
the reporting date and multiple forecasts of the future economic conditions
over the expected lives;

• IFRS 9 models do not include certain conservative BCBS model floors and
downturn assessments and require discounting to the reporting date at the
original EIR rather than using the cost of capital to the date of default;

• Management adjustments are made to modelled output to account for
situations where known or expected risk factors and information have not
been considered in the modelling process, for example forecast economic
scenarios for uncertain political events; and

• ECL is measured at the individual financial instrument level, however a
collective approach where financial instruments with similar risk
characteristics are grouped together, with apportionment to individual
financial instruments, is used where effects can only be seen at a collective
level, for example for forward-looking information.’

Barclays plc, p275

We expect that, where overlays are used, they should be explained.



Banks – Impairment: policies and methodology (continued)
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Examples of good disclosure…

Barclays plc provided a helpful analysis of the material post-model adjustments:

Barclays plc, p158
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We found that most of the banks clearly
explained the difference between the stages
and the measurement of ECL at each stage.

Nearly all of the banks outlined both the
qualitative and quantitative triggers used to
assess whether there has been a significant
increase in credit risk. The better disclosures
provided details of the relative and absolute
changes in probability of default (‘PD’) for key
portfolios or product groups. None of the banks
rebutted the 30 days past due backstop.

All but two of the banks discussed the link
between forbearance and staging, including the
application of cure periods to stage 2 and stage
3 balances.

All of the banks provided analyses of the gross
and net loans to customers and the related
ECLs by stage for significant portfolios. The
level of detail and disaggregation was generally
proportionate to the size of the entity. Two
banks provided a clear analysis of stage 2
balances split between the qualitative and
quantitative triggers of significant increases in
credit risk.

Not all entities mapped internal to external
credit risk ratings bands. The larger banks
provided an analysis of loans and advances to
customers by credit risk rating grade mapped to
PD bands.
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Banks – Impairment: staging and credit risk profile

We observed more comprehensive disclosures about the credit risk profile of significant portfolios and the allocation of assets to each of
the three stages compared with that seen in our review of interim accounts. However, disclosure by some companies was much clearer
and more helpful than others.

The main issues identified were:

It was not always clear if an entity had
applied the low credit risk expedient.
Where it was applied, there was
occasionally no explanation of how
extensive it was.

Two of the smaller banks referred to both
qualitative and quantitative indicators of
whether there has been a significant
increase in credit risk but did not provide
details of what these indicators were.

Whilst most of the banks outlined the
factors considered in determining whether
a loan is in default, two banks stated that
loans are in default if 90 days past due but
did not elaborate if there were other factors
which result in an asset being classified as
in default.

The analyses of the movement in ECL
balances could be improved. Most banks
did not disaggregate movements between
stages to show how much moved in and
out of each stage. The better disclosures
also provided narrative which explained the
movements.

Assessment of whether there has been a
significant increase in credit risk is a key
judgement and we would expect banks to
provide details of all factors considered in
making this assessment.

Two entities provided an analysis of the
exposure to credit risk by credit risk rating
grades for loans and advances to banks
and debt securities but not for loans and
advances to customers, loan commitments
or financial guarantee contracts. Whilst all
the other banks provided this disclosure for
debt securities and loans and advances, it
was not always given for loan
commitments and financial guarantee
contracts.

IFRS 7 requires disclosure of the gross
carrying amount of financial assets and the
exposure to credit risk on loan commitments
and financial guarantee contracts by credit
risk rating grades. Where ECLs are measured
on a collective basis and cannot be
individually allocated to a grade, these
amounts should be separately disclosed.
Given the sophisticated models used by
banks, we would not expect the information
provided to be based solely on days past due.
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Banks – Impairment: staging and credit risk profile (continued)
Examples of good disclosure…

Skipton Building Society provided a clear analysis of movements in ECLs:

Skipton Building Society, p189

Examples of good disclosure…

Cooperative Bank Holdings explained the use of the low credit risk expedient:

‘The ‘low credit risk exemption’ available within IFRS 9 applies to certain highly rated treasury assets. Accordingly, at each balance sheet date, it is assumed that
credit risk on all such financial assets has not increased significantly since initial recognition. The ‘low credit risk exemption’ has not been applied to any other type
of financial asset.’

Cooperative Bank Holdings Limited, p128

Examples of good disclosure…

Barclays plc explained how cure periods apply to the
stages and the link to forbearance:

‘Both performing and non-performing forbearance
assets are classified as Stage 3 except where it is
established that the concession granted has not
resulted in diminished financial obligation and that no
other regulatory definition of default criteria has been
triggered, in which case the asset is classified as
Stage 2. The minimum probationary period for non-
performing forbearance is 12 months and for
performing forbearance, 24 months. Hence, a
minimum of 36 months is required for non-performing
forbearance to move out of a forborne state.

No financial instrument in forbearance can transfer
back to Stage 1 until all of the Stage 2 thresholds are
no longer met and can only move out of Stage 3
when no longer credit impaired.’

Barclays plc, p128

Disaggregation of movements between the stages
enables users to see if there is a deterioration or
improvement in the loan portfolio.
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Banks – Impairment: staging and credit risk profile (continued)
Examples of good disclosure…

TSB Banking Group plc mapped each stage to internal credit risk gradings
for all portfolios:

TSB Banking Group plc, p97

Examples of good disclosure…

Barclays plc analysed loan commitments and financial guarantees by credit risk
rating grade:

Barclays plc, p169

Examples of good disclosure…

Nationwide Building Society provided a helpful analysis of stage 2:

Nationwide Building Society, p115
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Multiple economic scenarios are used to model
non-linearities and are not the same as stress
testing. The disclosures regarding the
application of multiple economic scenarios and
the methodology were generally good. Two
banks applied a Monte Carlo approach to all or
some of the loan portfolios, all other entities
calculated a number of discrete scenarios.

We identified the following:

Four entities quantified the impact on the
ECL provision as a result of the alternative
scenarios.

Most of the banks disclosed the significant
assumptions underlying the central
scenario. Nearly all of these banks,
quantified the assumptions underlying the
determination of each scenario, the larger
banks provided these for key territories or
portfolio.

Four entities also noted when the
assumptions were expected to revert to
long-term averages.

Two entities explained significant changes
in the forecast assumptions relative to
those applied at the start of the year.

Where the Monte Carlo approach was
used, it was generally well explained.
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Banks – Impairment: multiple economic scenarios

All of the banks explained the methodology used to determine the impact of alternative economic scenarios, including disclosure of the
number of scenarios and the weightings applied to each scenario. However, there is still scope for improvement, especially in respect of
disclosure of the assumptions underpinning the scenarios.

All of the banks using a discrete scenario
approach disclosed the number of scenarios, the
nature of the scenario (for example, severe stress
scenario reflecting the impact of Brexit) and the
weightings applied. All used between three and
five scenarios.

IFRS 7 requires disclosure of the key
inputs into the calculation of ECLs.
Whilst we believe it is useful for users to
understand the key underlying
assumptions used for the discrete
scenarios, the basis on which these
assumptions were presented varied and
was sometimes confusing. One entity
presented the assumptions for each
scenario on a different basis using
average rates for the central scenario,
cumulative growth for the upside
scenarios and peak-to-trough fall for the
downside.

Some of the smaller banks listed, but did
not quantify, the key economic variables
considered when developing the
forecasts.

The more helpful disclosures allowed
users to see how the assumptions
change through the projection period
and how they compared year on year.

Examples of good disclosure…

Nationwide included narrative which discussed the
assumptions through the projection period:

‘….In this severe downside scenario, real GDP
growth over a five year period is slightly negative. In
the first two years unemployment rises sharply by
4.8%, and house prices fall by 33% from peak to
trough, before gradual recovery from year 3
onwards. Due to the way in which the additional
provision has been calculated, the results of this
scenario have not been used in determining the
reported stage allocation of loans, although in this
scenario an increased proportion of loans are
assumed to migrate to stage 2 and stage 3 over the
projection period.’

Nationwide Building Society, p201



Examples of good disclosure…

Standard Chartered plc explained the use of a Monte Carlo
approach:

‘To take account of the potential non-linearity in expected credit
loss, the Group simulates a set of 50 scenarios around the Base
Forecast and calculates the expected credit loss under each of
them. These scenarios are generated by a Monte Carlo
simulation, which considers the degree of uncertainty (or volatility)
around economic outcomes and how these outcomes have
tended to move in relation to one another (or correlation). The use
of Monte Carlo simulation is motivated by the number and spread
of countries in which the Group operates. This implies that the
number of countries’ macroeconomic variables to forecast is large,
but more importantly the observation that a downturn in one part
of the world is never perfectly synchronised with downturns
everywhere else means that the Group may be challenged to
capture a full range of scenarios with a handful of manually tuned
scenarios.’

Standard Chartered plc, p176

Financial Reporting Council ‖ IFRS 9 Thematic Review

19

Examples of good disclosure…

Metro Bank plc presented the economic variable assumptions for the initial four year
projection period as at 31 December 2018 and 1 January 2018:

Metro Bank plc, p139

Banks – Impairment: alternative economic scenarios (continued)



Banks – Impairment: estimation uncertainty 

We were pleased to note that most of the banks made a reasonable attempt to show the sensitivity of ECLs to changes in economic
variables. However, there is still scope for improvement.

Financial Reporting Council ‖ IFRS 9 Thematic Review

All of the banks identified the determination of
ECLs as a key source of estimation uncertainty.

The most common sensitivity performed by the
banks was the application of a 100 per cent
weighting to the alternative economic scenarios.
The manner in which the banks performed this
sensitivity was not consistent across the sample
with some disclosing the impact for material
portfolios whereas others disclosed the impact
on the total ECL.

It was also not always clear if the sensitivity
included movements between stages and most
of the banks excluded stage 3 from the
analysis. We believe, banks should not assume
that sensitivities will not affect stage 3
provisions.

We observed the following areas of good
practice:

Explanation of the reason for the choice in
the sensitivities used.

The better disclosures had considered both
multivariate and univariate sensitivities.
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Examples of good disclosure…

Barclays plc included the impact of a univariate 
sensitivity:

‘Staging sensitivity (audited)
An increase of 1% (£3,332m) of total gross
exposure into Stage 2 (from Stage 1), would
result in an increase in ECL impairment
allowance of £200m based on applying the
difference in Stage 2 and Stage 1 average
impairment coverage ratios to the movement
in gross exposure’

Barclays plc, p161

Examples of good disclosure…

Standard Chartered plc disclosed the sensitivity
of ECLs to a multivariate change in
assumptions:

‘As the Group has two principal uncertainties
related to the macroeconomic outlook, a
sensitivity analysis of ECL was undertaken to
explore the combined effect of these: extended
trade tensions that could lead to a China
slowdown with spillovers to emerging markets.
In this scenario, current trade policy tensions
between the US and China increase
dramatically….

Applying this scenario, modelled stage 1 and 2
expected credit loss provisions would be
approximately $362 million higher than the
reported base case expected credit loss
provision (excluding the impact of non-linearity).’

Standard Chartered plc, p177

In addition to the application of the 100 per cent
weighting, a number of banks disclosed the
impact on ECLs of a change in a single variable,
such as HPI, collateral values or a shift of
balances from stage 1 to stage 2.

Whilst the use of multivariate sensitivities was
generally well done, univariate analysis should
not be overlooked, particularly where there are
individual assumptions which are more dominant
than others.

In some instances, the most severe downside
scenario was selected to demonstrate the
sensitivity of the ECL balances.

Whilst this is helpful disclosure, we would remind
preparers that IAS 1 requires consideration of a
reasonably possible change in assumptions which
might not necessarily include the most extreme
change.



Examples of good disclosure…

Nationwide Building Society, p202

Financial Reporting Council ‖ IFRS 9 Thematic Review
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Examples of good disclosure…

Metro Bank plc, p117

Banks – Impairment: estimation uncertainty (continued)



Financial Reporting Council ‖ IFRS 9 Thematic Review

Banks - Hedging 

IFRS 7 hedging disclosure requirements were expanded significantly as a result of IFRS 9. All of the banking entities which apply hedge
accounting, with the exception of one, continued to apply IAS 39 for hedge accounting. Disclosures by the banks were generally good in
this area.
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Examples of good disclosure…

The Royal Bank of Scotland plc clearly identified sources of ineffectiveness:

‘The main sources of ineffectiveness for interest rate risk hedge accounting relationships are:

• The effect of the counterparty credit risk on the fair value of the interest rate swap, which is not
reflected in the fair value of the hedged item attributable to the change in interest rate (fair
value hedge).

• Differences in the repricing basis between the hedging instrument and hedged cash flows
(cash flow hedge); and

• Upfront present values on the hedging derivatives where hedge accounting relationships have
been designated after the trade date (cash flow hedge and fair value hedge).’

The Royal Bank of Scotland plc, p205

Not all of the banks used hedge accounting. Of those
that did, all expanded their disclosures in order to meet
the new requirements of IFRS 7.

We observed the following areas of good practice in
respect of the new requirements:

All of the banks included clear discussion of the
types of hedging applied and explanation of how
hedging is used as part of the risk management
strategy.

All provided adequate description of the sources of
hedge ineffectiveness for each type of hedge.

Clear presentation of the effect that hedge
accounting has on the financial statements by risk
category and type of hedge. IFRS 7 requires
disclosure of quantification of the value of:

• the hedging instruments used by the entity;
• the hedged exposures covered by the entity’s

hedging strategy;
• the effectiveness of the hedging relationships;

and
• the impact on the income statement and other

comprehensive income.

We identified one bank which did not disclose the
balances in the cash flow hedge reserve and foreign
currency translation reserve for continuing hedges and
the balances remaining in each reserve from hedging
relationships for which hedge accounting is no longer
applied.

Examples of good disclosure…

Cooperative Bank Holdings Limited provided a clear link between the risk management strategy
and hedging activities:

Cooperative Bank Holdings Limited, p97
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Banks - Hedging (continued)
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Examples of good disclosure…

Nationwide Building Society clearly presented the effects of hedging on the financial statements in a tabular format for each type of hedge:

Nationwide Building Society plc, p196-197
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Next steps

This report sets out the findings from our thematic review of the implementation of IFRS 9. Overall, we were very pleased to see the level of
improvements made by most of the entities in our sample. Where we did identify specific areas for improvement, we have engaged directly
with the respective entity.

We will continue to challenge companies during our routine reviews when we do not see:
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Entity specific classification policies with linkage to the business model for more complex portfolios. For non-banking 
entities, discussion of a hold-to-collect model, where relevant. 

Explanation of policy choices where assets and liabilities are designated at FVOCI or FVPL, in particular, how the criteria 
for designation has been met. 

Clear explanation of the judgements applied, particularly to determine if there has been a significant increase in 
credit risk.

Analysis of the gross carrying amount of financial assets by credit risk ratings grade, days past due or in a provision 
matrix.

Application of the ECL requirements to material contract balances or lease receivables.

Discussion of the basis on which forward looking information has been factored into the calculation of ECLs.

Sensitivity analysis where ECLs are identified as a source of estimation uncertainty.
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