EUROPEAN
BANKING
AUTHORITY

Implementation of IFRS 9 by banks in EU: regulatory
perspective

IFRS 9 workshop by AIFIRM, Milan, 14 April 2016
Delphine Reymondon

Regulation, Head of Capital and Asset/Liability management Unit, EBA




Content

EBA work on accounting
Challenges linked to IFRS 9

A. Impact assessment of IFRS 9

* Background, Objectives, Sample, Templates, Timeline

B. EBA Guidelines on Expected Credit Losses

* Rationale, Objectives, Timeline

C. Other prudential actions

* Capital treatment of provisioning, Credit Risk Adjustments, Definition of
default, Supervisory reporting




I

» )
Y,
i

EBA’s mission, structure and accounting
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e Contributing to the creation of the European Single Rulebook in banking
* Through the adoption of binding Technical Standards and Guidelines
* Helping create a level playing field

» 28 national supervisory authorities + observers (EC, ESRB, ECB, ESMA, EIOPA)
* Board of Supervisors lead by EBA Chairperson is the main decision-making body
¢ Technical working groups and Standing Committees support the Board of Supervisors

med  Accounting

¢ EBA shall act on financial reporting matters, if necessary to ensure effective and consistent
application of acts related to credit institutions (such as CRD, CRR) (EBA Founding Regulation)

® Permanent technical working group and Standing Committee from EU national supervisory
authorities (Standing Committee on Accounting, Reporting and Auditing ‘SCARA’))

e Contribution to international standards setting on accounting (comment letters to IASB)
® Observer in EFRAG Board




Challenges linked to IFRS 9

Main Increase of provisions
challenges
Increase of volatility
Impact on own funds

Increase of use of judgement and estimates

Administrative costs: data, systems, models

Interaction with prudential requirements

Additional Adequacy of human resources/ expertise
challenges
Governance and interaction of different departments

Link to existing forecasts and planning processes

Products: impact on price, types
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A. Impact assessment of IFRS 9: Background ﬁw I

= EBA launched an impact assessment exercise to understand the impacts of IFRS 9 on
institutions across the European Economic Area (EEA)

= |nstitutions are invited to complete this exercise on a best effort basis
e Institutions are preparing for the implementation of IFRS 9
e Quality of information may improve in the future

* Most of the quantitative information in exercise to be provided in ranges of estimates
= The EBA envisages launching a second exercise closer to the application of IFRS 9

= This exercise is not related to the endorsement of IFRS 9 in the EU
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A. Impact assessment of IFRS 9: Objectives

= To help the EBA obtain more understanding of:
* Impact of IFRS 9 on regulatory own funds
* How institutions prepare for IFRS 9: interpretation, application challenges
e Differences in the application of IFRS 9 across institutions and jurisdictions

* Interaction between IFRS 9 and prudential requirements
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A. Impact assessment of IFRS 9: Sample ﬁw I

= Sample of approximately 50 institutions

= 20 Member States represented

= Starting point: key risk indicators (KRI) sample for EBA’s regular Risk Assessment Reports

on risk and vulnerabilities in EU
= Different institutions in terms of: size, business model and risk profile
= |nstitutions apply IFRS and data to be provided at the highest level of consolidation in EU
= |nstitutions applying both SA and IRB approach

= NCAs may decide on their own initiative to extend this exercise to other banks in their

jurisdictions and this will also provide input to the EBA exercise

= The sample may be extended when the EBA carries out a second exercise



A. Impact assessment of IFRS 9: Templates

* The EBA (through the NCAs) sent the
instructions and templates to the
institutions included in the sample for
completion end of April 2016

= The exercise includes a qualitative and a
quantitative part

= FAQ circulated which clarifies some aspects
of the templates and instructions and may
be amended in the future, if needed
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= Qualitative part: includes questions
differentiated by topic

IFRS 9 project status and governance
Classification and measurement
Impairment

Hedging

Regulatory own funds

Other

= Quantitative part: estimate of some
financial statements data and related capital
adequacy data assuming

IFRS 9 is applied on 31 December 2015

Current regulation and economic
conditions as of the date of conducting
the exercise
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A. Impact assessment of IFRS 9: Timeline B o

= The EBA aims at finalising this first impact assessment during the second half of 2016
e Deadline for institutions to respond to the exercise: 30 April 2016
* H1 2016: collection of data and analysis of the information
* early Q3 2016: expected discussion of the results at the EBA Standing Committee

= At the current stage, no decision taken on publishing results of the impact assessment

e If any information related to the outcome of this exercise is disclosed, it will be on an
aggregated basis (to safeguard confidentiality of information)



B. EBA Guidelines on Expected Credit Losses ﬁw g

= EBA own initiative guidelines to incorporate in the EU legal framework the BCBS Guidelines on
accounting for expected losses (December 2015)

= Rationale: high quality and consistent application of accounting standards are the basis for the
effective and consistent application of regulatory capital requirements

e Significant number of credit institutions in EU apply IFRS
e Accounting frameworks are principles-based and judgment is used which could lead to:
» Different interpretations and inconsistent implementation across banks

» Comparability of financial statements
= QObjective:
» Effective and consistent application of regulatory capital requirements

e Ensure level-playing field: no intention to deviate from BCBS (except for certain aspects)

* Not to contradict accounting standards: to reflect the supervisory approach to the
appropriate application of those standards

= Timeline: CP to be published in 15t semester 2016 and final guidelines by end of 2016

= Separate presentation from the Bank of Italy on the BCBS Guidance
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C. Other prudential actions: Mapping of IFRS 9 to prudential rules m"‘

Credit risk Capital treatment of FINREP

e RTS on Credit Risk provisioning ¢ ITS on FINREP — IFRS 9
Adjustments (‘CRA’): e Shortfall/ excess of
Definition of Specific/ provisions (CRR)
General CRA
¢ Guidelines on definition of
default

Higher impact

Prudential filters Liquidity buffer Prudent valuation

® Change in measurement e Interaction of IFRS 9 ® Change in scope from
basis due to IFRS 9 classification and changes in classification and
measurement criteria and measurement (more or less
prudential requirements for assets at fair value)?
liquidity?
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C. Other prudential actions: Credit Risk Adjustments

= RTS on Credit Risk Adjustments (‘CRASs’)

* RTS on specification of the calculation of specific and general credit risk adjustments
(published in the OJ in 27.02.2014)
» RTS defines specific and general credit risk adjustments based on IAS 39 incurred loss
model but there is no reference to IFRS 9 ‘expected loss model’

Key considerations

e Discussions in BCBS on the definitions and possible options considered
e EBA Impact assessment of IFRS 9 to inform considerations

* RTS may need to be amended
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C. Other prudential actions: Capital treatment of provisioning @&

Standardised approach Internal ratings based (IRB) approach
= Specific CRAs deducted from CET1 and = Regulatory concepts of Unexpected Loss
asset’s exposure amount (RWA) (UL) and Expected Loss (EL) over one-year

= General CRAs count as Tier 2 capital up to a = |f accounting provisions < EL (shortfall)
ceiling 1.25% of credit Risk Weighted Assets .
(RWA)

Deduction of difference from CET1

= |f accounting provisions > EL (excess)

e Excess may count as Tier 2 capital up
to a ceiling 0.6% of credit RWA

Key considerations
e Need to understand likely amount of regulatory and accounting provisions

* For SA:
* |Impact depends on the classification of provisions as specific or general
* ForIRB:

e If still shortfall, no impact on own funds
* If excess of accounting provisions, impact on own funds
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C. Other prudential actions: Definition of default in CRR - S

= Definition of default
e RTS on materiality threshold for past due exposures (Article 178(6) CRR)
» Consultation period ended in February 2015 — publication of final in mid-2016

e Guidelines on the application of the definition of default (Article 178(7) CRR)
» Consultation period and QIS ended in January 2016 — publication of final in mid-2016

» According to the draft Guidelines exposures classified at ‘Stage 3’ should be treated as
defaulted, except:

= National discretion applied replacing 90 days past due with 180 days past due
when under IFRS 9 a different threshold is used for classification of exposures to
Stage 3

= Materiality threshold under the prudential rules has not been breached

e Current tentative proposal for both RTS and Guidelines to be implemented by the end of
2020 to allow sufficient time to institutions to prepare
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C. Other prudential actions: Supervisory reporting -

= ITS FINREP for financial reporting (Commission Implementing Regulation No 680/2014)

= |FRS 9 impacts FINREP reporting
» Mandatory for all institutions under IFRS on a consolidated level

» Impact due to the new measurement requirements, impairment requirements
(main area of change) and hedge accounting requirements under IFRS 9

» CP on FINREP- IFRS 9 published in December 2015
» Final ITS expected by end of 2016

= Impact for the banks and for supervisors

* Implementation of new reporting requirements due to changes in FINREP



Thank you for your attention
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