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IFRS 9 Classification and measurement
Classify Financial assets

Objective of
business model N ' Equity instrument
*Hold to Collect & held for trading?
Sell”

Obj(\‘li\‘c of
business model
"Hold to Collect”

Contractual cash flows represent Solely

Elected to present
changes in fair value
in OCI for equity
instruments that are
not held for trading?

Payment of Principal and Interest?

Apply fair value option to eliminate an
accounting mismatch?

No

Aracetisad caett FV-OCI Fair value through FV-OCI
. COSL* 721 . . s
oo (with recycling)’ P&L (no recycling)
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Contractual cash flow characteristics

test (SPPI)
Pass Fail
Business | Business model is to hold AC FvTPL
Model financial assets to maturity in
(BM) - order to collect contractual
Intention | cash flows
to hold
to Business model is to collect FVOCI FVTPL
maturity | contractual cash flows and sell
the financial assets
Business model is to trade or FVTPL FVTPL
sell the financial assets before
maturity
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Three stages of IFRS 9

Stage 1 - Initial

recognition

- Performing
assets not
subject to
significant
credit
deterioration
since
origination.
Estimate 12-
months ECL

- Assets for

which credit
quality has
significantly
deteriorated,
but where a

loss event has

not occurred.
Estimate
lifetime ECL

Stage 3 - Asset

becomes credit

impaired

+ Assets where

a loss event
has occurred,
normally with
the same
classification
for regulatory
purposes.
Estimate
lifetime ECL

#IFRS9 Simplified / Visit to learn more WWW.summitcl.com/ifrs9
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Stage 1 Stage 2 Stage 3
4 B & D 4 N
Significant increase in > Objective indications of>
credit risk impairment

Credit Risk A2 ECL e i
provision 12-month Expected Lifetime Expected Lifetime Expected

Credit Losses Credit Losses Credit Losses
Iiurastsarmings Effective interest rate on Effective interest rate on Effective interest rate on

gross carrying amount gross carrying amount net carrying amount
Transfers in both directions possible

\ / b = A /"/

Source: own illustration
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Credit Loss calculation for IFRS 9

Point-in-Time PD required

PDs needs to be extrapolated
over the remaining expected
lifetime of the asset

Must consider reasonable and
supportable forward-looking
Information

Discount factor calculated
through current market rate or
Effective interest rate (EIR)

l

ECL =) PD xLGD x EAD x DF

[ 1

I

Lifetime: present value of all Point-in-time LGD required; not

cash shortfalls expected downturn LGD

over the remaining life of

instrument Only costs directly attributable to
the collection of recoveries

12-month: portion of lifetime (remove the collective cost in

ECL associated with BASEL LGD)

probability of a default

occurring in next 12 months Must consider reasonable and

supportable forward-looking

Information

Cash-flows through the lifetime of
the asset

Consider all contractual terms
(e.g. prepayment, usage, call and
similar options) over the lifetime

Mooby’s

ANALYTICS

Moody's Analytics IFRS 9 Solutions 6
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