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Impairment — Expected credit losses

Mandatory effective date: 1 Jan 2018
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IAS 39 vs. IFRS 9 Provisioning

red shaded areas indicate impairments
Nonperforming loans

Impairments:
Yes, ‘incurred’

IFRS 9: Stage 2 Stage 3
expected Underperforming | Nonperforming

loss loans loans

Impairments: 12 Impairments: Impairments:
month expected loss Lifetime expected | Lifetime
loss expected loss
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T T2 A o R %2 (Standardized Approach) i
AR B 4R & L F A (Risk-Weighted  Assets ;
RWA) » p #83=% ;% (Internal-Rating Based Approach ;
IRB) 4 pl38 7 4 £.3 &5 fo B 4 -

I Expected Loss: Basel vs IFRS 9

®* |FRS 9 and Basel are both based on A

expected loss _models but thers ara _ “ 3=y /" I,-'h\
e | |
1

fundamental differences — Basel is required

to be more conservative. ) /,/ ||I _/! \
. a L i

* IFRS 9 is expected to be lower {and I\ T T
therefore CET 1 capital ratio neutral under | v/ ! / \
current rules, until impairment provisions = = S i
regulatory EL) unless a significant - [
economic downturn is expected. e zccczzzic

Probability of Default = Through the cycle = Point in time = Dependent on the forward looking

{PD)} = Definition of default (290 days - Forward looking aspect and point in the cradit cycle
past due backstop except for - Definition of default (backstop = IFRS 8 would be more severe going
some morigages where 150 of 80 days past dus) into a significant downtum
backstop will continue to be
applied)

Loss Given Default =  Downtumn LGD - Expected LGD, no floors = Basel view would tend to be more

LGD) = Regulatory floors - Forward-looking conservative dus to regulatory rules

= Discounted using cost of » Discounted using EIR = Forward locking aspect of IFRS 8
capital = Only costs associated with wiould increase LGD going into a
= Costs of collection obtaining and selling collateral downtum

Exposure at Default Cannot be lewer then current Amortisation captured for = Basel EAD would generally be

{EAD) balance residential mortgages and fixed higher

terms loans
Other Discounted from point of default

to balance sheet date

Basel 22 IFRSO FE#F #-3 & (FH %k & Az ff 3)
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LD, : ¥ tH ik NI 4 F
EAD, : % t# ehig 454 F
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