wake Up Call

Gearing up on your IFRS 9 readiness

Iam in charge for the accounting and financial reporting function at a bank.
We are currently preparing for the IFRS 9 implementation and in need of an advice
on how to make this process simpler, and what should be our area of concern?

IFRS 9 Financial Instruments
was issued on 2014 and has a
mandatory effective date of
1January 2018.

IFRS 9introduces a new
methodology for financial
instruments classification
and the incurred loss impair-
ment model is replaced with
amore forward looking ex-
pected loss model. Thisis all
in addition to the major new
requirements on hedge ac-
counting. These fundamental
changes however, call for
careful planning. The planning
for IFRS 9 implementationis
going to be animportant is-
sue. An assessment phase is
recommended as a starting
point of the IFRS 9 journey
and entities should focus on
understanding the IFRS 9
financial and operational im-
plications. With the imple-
mentation of IFRS 9, you will
need to assess people, pro-
cesses, technology and con-
trols that will be necessary to
drive an effective implemen-
tation.

Classification & Measure-
ment. IFRS 9 contains three
classification categories for
financial assets: Measured at
amortized cost (AC); Mea-
sured at fair value through
other comprehensive income
(FVOCI); and Measured at fair
value through profit or loss
(FVTPL).

IFRS 9 uses a simple ap-
proach to determine whe-
ther a financial asset is
measured at ACor FV. The
assessment of the new

measurement is based on
how a company manages its
financial instruments (its
business model); and the
contractual cash flow char-
acteristics of the financial
assets. IFRS 9 requires finan-
cial asset to be classified at
ACif the objective of the
company's business model is
to hold the financial assets to
collect the contractual cash
flows; and the contractual
terms of the financial asset
giverise on specified dates
to cash flows that are solely
payments of principal and
interest on the principal out-
standing. When these two
requirements are not met,
the financial asset has to be
measured at fair value.

There are three criteria that
need to be considered for
classification and measure-
ment: Business model criteri-
on, as entity may have sepa-
rate business models for
portfolios of investments
that are managed in different
ways; Cash flow characteris-
tics criterion; and No ac-
counting mismatch.

Impairment. As aresult of
that new classification mo-
del, the only financial assets
subject toimpairment will be
instruments measured at AC.
Impairment do not apply for
equity investments.

IFRS 9 has redesigned the
provisioning model for finan-
cial assets, financial guaran-
tees, loan commitment, and
lease receivables. Thein-
curred loss model has been
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changed to an expectedloss
model. This is what we call as
‘forward-looking impairment
model'. The impairment pro-
cess willlook at twelve-
months expected credit
losses, lifetime expected
credit losses (gross carrying
amount), and lifetime ex-
pected credit losses (net
carrying amount).

Hedge Accounting. IFRS 9
incorporates new hedge ac-
counting requirements that
represent a major overhaul
of hedge accounting and in-
troduce significant improve-
ments, principally by aligning
the accounting more closely
with risk management.

There are three criteria to
apply hedge accounting:
Hedging relationship; Desig-
nation and documentation;
and Hedge effectiveness
requirements.

IT Systems. Tobe IFRS 9
compliant, impairment sys-
tems will require further ad-
justments. You need to iden-
tify the gapsin the tools cur-
rently used to meet the
needs. Information required
for both accounting and dis-
closure purposes needs to be
captured and assessed ap-
propriately. It isimportant
that your company have an
integrated, cross-functional
application to avoid manual
interventions. You should
also consider the capacity of
current system, as the vo-
lume of data canbe challeng-

ing.
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KEY POINTS

o Implementation of
IFRS 9 will bring an
integration of func-
tions and skills, i.e.
accounting, finance,
risk management

e |dentify what models
need to change, and
understand the com-
plexity and volume of
data needed for IFRS 9

e Check your readiness
for IFRS 9 implemen-
tation and identify how
long will it need tobe
fully compliant

e Develop implementa-
tion plan and discuss it
with your board of
directors
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