Recommendations on a
comprehensive set of IFRS
9 Expected Credit Loss
disclosures
(now including some illustrative examples and
other guidance material)
A second report prepared by
The Taskforce on Disclosures about Expected Credit Losses
13 December 2019

1

Contents

Page

Introduction

3

Disclosure principles and overarching considerations

7

What this report recommends and why it matters

10

Recommended disclosures, illustrative examples and
other guidance material

13

A Alignment between accounting for credit losses and
credit risk management activities

14

B Policies and methodologies

16

C Forward-looking information

21

D Movement and coverage across stages

30

E Changes in the balance sheet ECL estimate

33

F

39

Credit risk profile

G Measurement uncertainty, future economic
conditions, and critical judgements and estimates

49

H Regulatory capital

58

I

61

Governance and oversight

Appendix I – Changes made to the recommendations
since the first report

64

Appendix II – Members and secretariat of the Taskforce

68

2
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Introduction
Background
1

The adoption of IFRS 9 Financial Instruments has resulted in significant changes to the
accounting treatment of financial instruments. For banks and similar financial
institutions (hereafter referred to as ‘banks’), IFRS 9’s new expected credit loss
impairment model (referred to as ‘ECL’ in this report) will impact on the size and nature
of their impairment provisions, and therefore on their balance sheets and profit and loss
accounts, and this will be of interest to a wide range of external stakeholders, including
investors, analysts and regulators. Effective disclosure will be key to helping those
stakeholders understand the ECL provisions, given the substantial management
judgements involved, its inherent complexities and its potential to increase earnings
volatility compared to the previous accounting standard, IAS 39 Financial Instruments:
Recognition and Measurement.

2

IFRS 7 Financial instruments: Disclosures sets out the disclosures that are required to
be provided in this area, and those requirements are supplemented by
recommendations that the Financial Stability Board-sponsored Enhanced Disclosure
Task Force (EDTF) issued on the subject in December 2015 (Impact of Expected Credit
Loss Approaches on Bank Risk Disclosures). Furthermore, IAS 1 Presentation of
Financial Statements requires disclosure around estimation uncertainty. These
documents are essential reading but, during the course of 2017 as banks’
implementation of ECL was progressing, the Financial Conduct Authority (FCA), the
Financial Reporting Council (FRC) and the Prudential Regulatory Authority (PRA) jointly
came to the conclusion that, to help encourage high-quality ECL-related disclosure from
implementation and to encourage those disclosures to develop subsequently in the
right direction, something more was needed.

3

As a result, in November 2017 those three UK regulators jointly established and
sponsored a UK taskforce on disclosures about ECL (the ‘Taskforce’). The idea was
that the Taskforce would be a partnership between the preparer community and the
investor and analyst community, coming together to engage constructively on ECL
disclosure. The model for this was the EDTF.

4

The membership of the Taskforce was determined by the sponsors. They chose to
restrict the preparers on the Taskforce to representatives from Barclays Group, HSBC,
Lloyds Banking Group, Nationwide Building Society, The Royal Bank of Scotland
Group, Santander UK and Standard Chartered Bank. They chose a balanced selection
of analysts and investors covering ‘buy-side’ and ‘sell-side’, equities and fixed income.
The Taskforce members – preparers and analysts/investors – were asked to participate
in their personal capacity. The sponsors also invited the Big Four audit firms to provide
secretarial support to the Taskforce by participating in a non-decision-making role. The
members and secretariat of the Taskforce are listed in Appendix II.

5

The sponsors set the overall objective of the Taskforce, which is to promote high-quality
disclosures about ECL and, over time, to take steps to encourage greater consistency
between and comparability of those disclosures, whilst recognising the need for the
disclosures to reflect each reporting entity’s facts and circumstances. With this in mind,
the sponsors asked the Taskforce to:
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first of all develop a set of recommendations on ECL disclosure that build on the
required IFRS disclosures and relevant EDTF recommendations1 and that, when
taken together with those other requirements and recommendations, describe
what a complete set of high-quality ECL disclosures might look like. That
description should contain sufficient detail for the suggested focus of the
disclosures to be clear, but without presenting pro forma disclosure templates or
otherwise prescribing how each disclosure is presented. The Taskforce’s first
report, which was published in November 2018, set out those recommendations;
and



subsequently develop more detailed guidance, including illustrative examples
where appropriate, describing how disclosures – including those recommended in
the first report - can be presented in a broadly harmonised way. This second
report contains that more detailed guidance, including illustrative examples.

6

The recommendations in its reports were developed primarily for use by the banks and
the building society represented on the Taskforce. However, the recommendations
may be of relevance to other banks as a guide to best practice, particularly for those
that manage their investor-base actively.

7

The Taskforce expects that the main readership of this report will be those preparing
ECL-related disclosures, as well as those responsible for governance and oversight.
They will be familiar with the concepts of ECL, so the reports contain material of a
technical nature and assume a certain level of understanding of the measurement and
related disclosure requirements of ECL. However, this report includes (on pages 10 to
12) a summary of what the Taskforce believes are the most important ECL
considerations to facilitate its use by other interested stakeholders.2

Overview of report
8

This second report has been prepared by taking the recommendations in the first report
and:


making some amendments to those earlier recommendations—In its first report,
the Taskforce made some high-level recommendations on disclosures around
measurement uncertainty, future economic conditions and critical judgements and
estimates (ie Section G) but said it planned to develop more detailed
recommendations for inclusion in a later report. This second report contains
those more detailed recommendations. (Appendix I sets out exactly how those
recommendations have changed since the first report.) This is an area of
disclosure that is still evolving, both in terms of what banks are able to provide
and of what users are looking to receive.
In preparing this second report, the Taskforce has not reviewed the
recommendations made in its first report but, as it worked on the additional
material in this report, it emerged that limited changes were needed to the
recommendations in the first report. The revised recommendations are included
in the main body of this report and the revisions made are set out in Appendix I.

1

See EDTF report ‘Enhancing the risk disclosures for banks’ released on 31 October 2012 and its later report ‘Impact of
expected credit loss approaches on bank risk disclosures’ released on 30 November 2015.
2

More detail on IFRS 9 can be found at: http://www.ifrs.org/-/media/project/financial-instruments/project-summaries/ifrs-9project-summary-july-2014.pdf
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9

10

supplementing the amended recommendations with additional more detailed
guidance, including illustrative examples—The objective here is to provide
guidance that describes how disclosures about ECL – including those
recommended in the first report - can be presented in a broadly harmonised way.
It is important here to note that:


The disclosure formats illustrated are not the only way the
recommendations can be met but, because they are derived from existing
practice and reflect the views of preparers on the Taskforce as to what can
realistically be done and the views of the investors/analysts on the
Taskforce as to what detail is needed, the Taskforce believes they
represent an appropriate basis to move towards more harmonised
disclosure.



This report does not provide detailed guidance on all the Taskforce’s
recommendations. Instead it focuses on recommendations that are
primarily quantitative disclosures (or provide key qualitative information to
support a primarily quantitative disclosure) and would most benefit from
additional, detailed guidance to enhance consistency and value of the
disclosures provided at this point in the evolution of ECL disclosure. In
doing this, the Taskforce has concluded that it is too early to provide
guidance on the disclosures about some aspects of ECL methodologies
and processes (such as back-testing).



The illustrative examples do not always illustrate all aspects of a
recommended disclosure; where they illustrate just some aspects, the
disclosure will need to be supplemented if the recommendation is to be met
in full. Furthermore, they do not necessarily illustrate all aspects of the
EDTF recommendations and IFRS requirements.

This report is structured as follows:


Disclosure principles and overarching considerations—This section sets out the
disclosure principles used by the Taskforce in developing its recommendations,
as well as considerations applicable to all the recommended disclosures in
respect of the scope, timing, frequency, location and granularity.



What this report recommends and why it matters—This summarises what the
Taskforce views as the most important ECL considerations and then explains the
related disclosures, why they matter to users, and where in this report the related
recommendations can be found.



Recommended disclosures, illustrative examples and other guidance material—
This section sets out the specific disclosure recommendations of the Taskforce,
updated from the first report in the ways explained above and set out in Appendix
I, and – for some of those recommended disclosures – more detailed guidance
including illustrative examples.3

The recommended disclosures have been presented in a tabular format alongside the
relevant IFRS disclosure requirements, EDTF recommendations and other relevant
guidance. It is hoped that this presentation provides context to the recommended
disclosures and facilitates an overview of what the Taskforce considers would be a

3

As this (second) report incorporates all the extant material from the earlier (first) report, that earlier report has in effect been
withdrawn.
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complete set of high-quality ECL disclosures. Where additional, more detailed
guidance is provided, it is provided immediately below the relevant recommendation.4
11

In the main, the recommended disclosures enhance existing requirements or
recommendations to, for example, allow for more standardisation of quantitative
disclosures or encourage more detail to be provided in order to achieve the objectives
of this report. Many of these enhancements arise in areas where industry thinking has
developed since the issue of IFRS 9 in July 2014 and the EDTF’s second report in
2015. A notable example is in the area of forward-looking information and the
consideration of multiple economic scenarios.

12

Some recommended disclosures have no accompanying IFRS 7 requirement. This
does not mean that the Taskforce regards the IFRS requirements as incomplete;
merely that the scope of the Taskforce’s recommendations extends beyond financial
statements (which is the scope of IFRS) to disclosure in other parts of the annual report
and possibly other reports.

13

Not every IFRS requirement or EDTF recommendation is accompanied at this stage by
a recommended disclosure. That does not mean that the Taskforce views the
disclosure as unimportant, only that in the context of this report the Taskforce decided it
had nothing to add to the existing material at this stage.

14

As mentioned earlier, the Taskforce has in effect been tasked with reaching a shared
view as to what a comprehensive set of disclosures might look like and what form of
presentation is likely to result in those disclosures being provided in a broadly
harmonised way. However, it is important to recognise that, even if two banks’
disclosures have been prepared in broadly the same way, the methodologies and even
definitions they have used might be different. Banks are encouraged to supplement the
recommended disclosures with explanations that help users to understand the basis of
their preparation.

4

The recommendations, together with the related IFRS disclosure requirements and EDTF recommendations, are in the
shaded boxes. The additional material being added by this second report is not shaded.

6
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Disclosure principles and overarching
considerations
Disclosure principles
15

IFRS 7 explains that the purpose of its credit risk disclosures is to:
“enable users of financial statements to understand the effect of credit risk on the amount,
timing and uncertainty of future cash flows. To achieve this objective, credit risk disclosures
shall provide:

16

17

5

(a)

information about an entity’s credit risk management practices and how they relate to
the recognition and measurement of expected credit losses, including the methods,
assumptions and information used to measure expected credit losses;

(b)

quantitative and qualitative information that allows users of financial statements to
evaluate the amounts in the financial statements arising from expected credit losses,
including changes in the amount of expected credit losses and the reasons for those
changes; and

(c)

information about an entity’s credit risk exposure (ie the credit risk inherent in an
entity’s financial assets and commitments to extend credit) including significant credit
risk concentrations.”5

In developing its recommendations, and building in particular upon existing IFRS 7
disclosures, the Taskforce has concluded that high-quality, ECL-related disclosures need to:


present complex concepts and the results of ECL computations in a clear and
understandable way;



present relevant information on material items which reflects the activities and risk
exposures of a bank;



provide a range of disclosures that, when taken together, provide insight into the
effects of the policies, methodologies, inputs and assumptions used in determining
ECL;



explain the judgements and estimates that are material to determining ECL and to
facilitate comparison of a bank’s results over time; and



facilitate improved comparability between banks to the extent possible and to help
users to better understand the reasons for differences in their risk exposures and
provisioning levels.

This conclusion is broadly aligned with the seven fundamental principles of risk disclosure
identified by the EDTF in its October 2012 report. When designing disclosures to meet this
report’s specific recommendations, regard should also be had to those fundamental
principles.

IFRS 7.35B
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Overarching considerations
18

Set out below are considerations applicable to all the recommended disclosures.
Timetable for adoption

19

20

During the preparation of its first report, the Taskforce concluded that what a complete set
of ECL disclosures looks like will evolve as banks’ ECL implementation matures, as will
their ability to deliver those disclosures. As a consequence:


that first report noted that the Taskforce might in due course make more detailed
disclosure recommendations in two areas (the use of Monte Carlo simulations and
disclosures about measurement uncertainty); and



although banks were encouraged to adopt the recommendations in their year-end
reporting, that first report went on to say that “the Taskforce recognises that it might
be that not all recommendations can be adopted by all firms initially (because, for
example, more time is needed to refine systems and processes or to gather the
appropriate data). The Taskforce believes though that all the recommendations could
be adopted within two or three years and firms are encouraged to provide the
recommended disclosures as soon as is practicable.”

The Taskforce believes that the same point could be made about the amended and
additional material in this second report: whilst banks are encouraged to follow the guidance,
there is a recognition that it might take banks applying the guidance as soon as possible two
or three years to implement it.
Frequency of disclosure

21

IAS 34 Interim Financial Reporting requires that:
“an entity shall include in its interim financial report an explanation of events and transactions
that are significant to an understanding of the changes in financial position and performance
of the entity since the end of the last annual reporting period. Information disclosed in relation
to those events and transactions shall update the relevant information presented in the most
recent annual financial report.”6

If any of the information that would be provided by the recommended disclosures is
necessary to explain “events and transactions that are significant to an understanding of
the changes in financial position and performance of the entity since the end of the last
annual reporting period”, banks are encouraged, in complying with the requirements of IAS
34, to provide the information in the form described in this report.
22

Where there is a requirement for a disclosure to be presented with a particular frequency
then this should be complied with regardless of any recommendations in this report.
Location of the recommended disclosures

23

6

The recommended disclosures have been designed primarily with the intention that they
will be located in the financial statements or elsewhere in the annual report. However, the
Taskforce generally does not specify where any of the disclosures it recommends should
be made, nor does it suggest that banks change the location of any existing disclosure
because of the recommendations in this report. Banks continue to have flexibility, within
the constraints of existing requirements (for example, IFRS 7 disclosures are required to be

IAS 34.15
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included in the annual report and must either be included in the audited financial
statements directly or through a cross-reference) in what they choose to disclose in their
annual reports and other filings, such as their Pillar 3 reports.
24

Indexes and glossaries are generally considered helpful in explaining more complex
terminology and helping users understand the location of dispersed disclosure, so should
be considered by banks in presenting the recommended disclosures. Other helpful
approaches include the use of cross references to additional and/or more detailed
supplementary information.
Materiality and granularity

25

Consistent with principles in IFRS, the recommended disclosures only apply to material
items. Where a recommended disclosure is not material, it need not be given. Materiality
should be assessed with regard to both qualitative and quantitative aspects.

26

Providing an appropriate level of granularity in the disclosures will be important. Too little
detail and material information will be omitted. Too much detail and the disclosures will be
voluminous (therefore difficult to use and costly to produce) and material information can be
obscured.7

27

The appropriate level of detail for the recommended disclosures will vary depending on the
nature of the disclosure and business model of the bank.8 Different portfolios can have
very different implications for ECL estimates, so understanding the implications of the
product mix can be important, but can also lead to disclosure that is so voluminous that it is
not usable. The aim should be that the granularity is such that the objectives of IFRS 7
disclosure and the disclosure principles guiding the content of this report (see paragraphs
15 to 17 of this report) can be met. In all likelihood, this will involve a combination of credit
risk drivers such as geography, line of business, product/asset class, credit quality, and
vintage. Where appropriate, the level of granularity should be consistent across different
disclosures presented by an individual bank.
Other recommendations and requirements

28

For the avoidance of doubt, banks will need to continue to comply with the relevant
securities laws and reporting requirements applicable to their activities. This report does not
in any way modify or remove existing requirements and recommendations laid out by
relevant bodies, including the IASB and the EDTF.

7

IFRS 7.35D states “an entity shall … consider how much detail to disclose, how much emphasis to place on different aspects of the
disclosure requirements, the appropriate level of aggregation or disaggregation, and whether users of financial statements need
additional explanations to evaluate the quantitative information disclosed”. IFRS 7.B3 states “…It is necessary to strike a balance
between overburdening financial statements with excess detail that may not assist users of financial statements and obscuring
important information as a result of too much aggregation.”
8

Within this report, as evidenced in the guidance and illustrative examples, references to terms such as ‘classes of financial
instruments’, ‘asset classes’, ‘loan types’ and ‘significant portfolios’ envisage differentiating between wholesale and retail, and within
that sub-classifications as appropriate, as a minimum. Even though the level of granularity will vary dependent upon the nature of the
disclosure and the business model of the bank, users find disclosures most useful when it allows comparison between entities.

9
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What this report recommends and why it
matters
29

To provide context to this report and the recommended disclosures in the following section,
set out below is a summary of what the Taskforce views as the most important
considerations for ECL. It highlights related disclosures, explains why they matter to users
and it explains where in this report the specific Taskforce recommendations relating to
these disclosures can be found.
A

Alignment between accounting for credit losses and credit risk management
activities
IFRS 9’s ECL requirements introduce a different way of looking at credit risk.
Understanding the extent of the alignment between accounting for credit losses
and credit risk management activities can help users relate ECL information to
other data points, both current and historical. Recommendations on disclosures
regarding how credit risk management practices align to the ECL approach are set
out from page 14.

B

Policies and methodologies
IFRS 9 requires new policies and methodologies to be developed to measure ECL.
This includes the use of new and existing terminology, definitions and data points
which banks should explain in their reporting. Examples include categorisation of
instruments into 3 ‘stages’ according to credit risk and performance (referred to as
‘staging’), and the definition of ‘default’ and ’credit-impaired’ (sometimes referred to
as ‘stage 3’). Understanding how such terms have been defined and applied by each
bank can help users identify differences in the factors used in the calculation of ECL
allowances (both across banks and over time) and so aid comparability.
Recommendations on disclosures to help users understand how ECL has been
calculated and on the definitions, policies and methodologies applied are set out from
page 16.

C

Forward-looking information
Incorporating forward-looking information in the estimate for ECL is a key
requirement of IFRS 9. A particularly complex aspect is the need to consider a range
of possible forward-looking economic scenarios when calculating ECL, given the
potential effect of non-linearities on ECL. These non-linearities can arise where the
increase in credit losses if conditions deteriorate exceeds the decrease in credit
losses if conditions improve. This means an unbiased ECL estimate must consider
these different possible scenarios. Understanding the judgements made in selecting
different forward-looking economic scenarios, determining the weightings applied to
different scenarios, and the resulting impact on ECL can help provide users with
insight into the exposures potentially most impacted by future changes in economic
conditions. Recommendations on disclosures regarding forward-looking economic
scenarios are set out from page 21.

D

Movement and coverage across stages
Tracking the movement of the population between stages gives insight into changes
in credit risk and disclosure of provision coverage across stages enhances
comparability across banks. When measuring ECL, a key judgement is whether

10
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there has been a significant increase in credit risk (SICR) since initial recognition
leading to the instrument moving from ‘stage 1’ to ‘stage 2’, or staging. This is a key
judgement because moving from stage 1 to stage 2 results in the ECL provision
increasing from a provision for expected credit losses arising from default events that
are possible in the next 12 months to a provision for lifetime expected credit losses.
Subsequent decreases in credit risk may similarly result in significant changes in
provisions. Understanding the causes of SICR can provide users with further insight
into portfolio credit quality, and the impact on ECL. Recommendations on disclosures
regarding the income statement effect of SICR during the period and ECL coverage
levels are set out from page 30.
E

Changes in the balance sheet ECL estimate
The increased complexity of the ECL approach, compared to the previous
requirements of IAS 39, increases the range of factors that can cause changes in
credit impairment provisions. Understanding changes in the balance sheet ECL
estimate between reporting dates and the reasons for those changes, including the
changes attributable to movements in gross carrying amounts, helps users
understand the factors driving change in overall ECL levels and the impact on the
income statement charge. Recommendations on reconciliations of movements, which
include income statement charges, are set out from page 33.

F

Credit risk profile
IFRS 9 introduces relative credit risk as one of the drivers of provision levels.
Understanding the link between relative credit risk and the absolute credit risk
profile of the financial instruments involved can help users to better understand the
material credit risks the bank is exposed to. Recommendations on additional
disclosures about the absolute credit risk profile per stage and the associated ECL
are set out from page 39.

G

Measurement uncertainty, future economic conditions, and critical judgements
and estimates
The increased complexity of the ECL approach and the longer time horizons over
which credit losses are modelled also significantly increase the judgement required in
estimating credit loss allowances and their potential volatility. Understanding the
measurement uncertainty in ECL allowances arising from critical judgements and
estimates, can help users understand the judgements that management has made
about future economic conditions and the sensitivity of the ECL estimates to those
judgements. Recommendations on disclosures regarding measurement uncertainty
and sensitivities to critical judgements and estimates are set out from page 49.

H

Regulatory capital
ECL can impact regulatory capital as it impacts retained earnings and other
measures used in the regulatory capital framework. Understanding the extent of this
impact, particularly that arising from transitional capital rules whose effect will
gradually be phased out, can help users understand how future changes in ECL
might influence regulatory capital. Recommendations on disclosures regarding the
interaction of ECL and regulatory capital are set out from page 58.

11
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I

Governance and oversight
The complexity of ECL and the extent of the judgements required increases the
importance of appropriate governance and oversight of the ECL estimation
process. Understanding how this oversight is applied and the particular aspects
considered within a bank’s governance framework can provide further insight to users
on the key aspects they might want to consider and can also help increase
confidence in ECL estimates. Recommendations on disclosures regarding the
governance framework applied are set out from page 61.
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Recommended disclosures, illustrative examples
and other guidance material9,10
30

This section comprises:


the recommended disclosures from the first report (in the shaded boxes) as amended
by this report (see Appendix I for details of those amendments); and



additional, more detailed guidance on some of those disclosures. For some
recommended disclosures, illustrative examples are provided. For some,
supplementary narrative is provided explaining how to read the information provided
in the disclosure as well as commentary and explanations on how to the disclosure
might be prepared. The objective is to provide guidance that describes how
disclosures about ECL can be presented in a broadly harmonised way.

31

Banks are expected to exercise judgement in determining the appropriate level of
granularity for each disclosure taking into consideration the materiality of the information
provided in the context of the overall financial statements. The way ECL provisions behave
can vary depending on the product, so disclosures that aggregate different products can
mask important information. On the other hand, voluminous disclosures can make it
difficult to find important information.

32

What is material can depend on context and circumstances. In the illustrative examples the
Taskforce has sought to avoid illustrating items that will in all contexts and all
circumstances be immaterial, but it recognises that in some contexts and circumstances
some of the numbers might be immaterial in which case they should be omitted or
aggregated.

33

While examples of specific disclosures are provided to illustrate the application of the DECL
recommendations, banks may provide additional disclosures that they consider appropriate
to reflect their specific facts and circumstances. Also, as already mentioned, the illustrative
examples:


do not always illustrate all aspects of every recommended disclosure. They do not
illustrate some recommended disclosures at all and in some other cases they
illustrate just some aspects of the disclosure; and



do not necessarily illustrate all aspects of the existing EDTF recommendations or
IFRS requirements.

9

The IFRS requirement and EDTF recommendation extracts in the left-hand column of the shaded boxes in this section have been
re-ordered and in some cases summarised to better align with the objectives and format of this report. Those seeking to comply with
IFRS and adopt the EDTF’s recommendations should therefore refer to the full texts of IFRS 7, IAS1 and the EDTF reports rather
than these summaries.
10

The bold and non-bold text in the right-hand column of the shaded boxes in this section have the same status as each other.
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A

Alignment between accounting for credit losses and credit risk management
activities

Risk appetite and credit risk management
Box
1

Extracts from relevant guidance

Recommended disclosures

An entity shall explain its credit risk
management practices. (From IFRS 7.35F)
Describe the key risks that arise from the
bank’s business models11 and activities,
the bank’s risk appetite in the context of its
business models and how the bank
manages such risks. This is to enable
users to understand how business
activities are reflected in the bank’s risk
measures and how those risk measures
relate to line items in the balance sheet
and income statement. Disclosure of a
bank’s business models is intended to
provide users with a description of how it
creates, delivers, and captures value. In
order to enable users to understand how
risk measures relate to line items in the
balance sheet and income statement,
banks may have to adapt their descriptions
to reflect any changes resulting from
revisions to accounting requirements.
(EDTF recommendation 712)

A.1 Qualitative disclosure explaining
whether the risk appetite and risk
management strategy has changed
as a consequence of the change in
timing of reporting credit losses,
and if so how (for example,
affecting pricing and product
strategy).
These disclosures are expected to be
more granular and detailed in the first
year of application of IFRS 9. In
subsequent years, while the key
information should continue to be
provided, the disclosures are
expected to focus on significant
changes with respect to previously
reported information.

Link between risk appetite/credit risk management and ECL
Box
2

Extracts from relevant guidance

Recommended disclosures

Banks could consider highlighting how
credit practices and policies form the basis
for the implementation of the expected
credit loss requirements. (EDTF
recommendation 513)
An entity shall explain how its credit risk
management practices relate to the
recognition and measurement of expected
credit losses. (From IFRS 7.35F)

11

A.2 Qualitative disclosure explaining
the use of ECL information made
by management.
For example the disclosure might
explain how ECL estimates and
sensitivities are used in credit risk/
business management and, if other
metrics are also used, what these are.

The Companies Act 2006 (section 414CB(2)(a)) and the Corporate Governance Code (provisions C.1.1 and C1.1.2., for the annual
reporting year beginning on or after 17 June 2016, and provisions 1 and 27, for the annual reporting year beginning on or after
January 2019) require quoted companies to discuss their business model.
12

November 2015

13

November 2015
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Box
3

Extracts from relevant guidance

Recommended disclosures
A.3 Qualitative disclosure explaining
how the ECL requirements have
been incorporated into the credit
risk management practices, if at all.

See boxes 1 and 2.

For example, the disclosure might
explain that the ECL requirements
have been incorporated into the
allocation of economic capital for the
disclosure of risk appetite.

15
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B

Policies and methodologies

Risk terminology, measures and key parameter values
Box
4

Extracts from relevant guidance

Recommended disclosures

Define the bank’s risk terminology and risk
measures and present key parameter
values used. It would be helpful to provide
users with a description of the key
concepts relating to the application of an
ECL approach and how the bank interprets
and applies these concepts. Material
assumptions or estimates under each
concept could be highlighted, particularly
when there is a considerable level of
uncertainty or subjectivity. (EDTF
recommendation 214)

Refer to the recommendations in boxes 5
to 13 below.

Definition(s) of default and credit-impaired
Box
5

Extracts from relevant guidance

Recommended disclosures

Information that enables users of financial
statements to understand and evaluate an
entity’s definitions of default, including the
reasons for selecting those definitions.
(IFRS 7.35F(b))
Information that enables users of financial
statements to understand and evaluate
how an entity determined that financial
assets are credit-impaired. (IFRS 7.35F(d))
The basis of inputs and assumptions and
the estimation techniques used to
determine whether a financial asset is a
credit-impaired financial asset and
changes in the estimation techniques or
significant assumptions made during the
reporting period and the reasons for those
changes should also be disclosed.
(IFRS7.35G(a)(iii) and IFRS7.35G(c))

Box
6

14

Extracts from relevant guidance

B.1 Qualitative disclosure explaining
whether there are any differences
between the accounting definition
of default, the definition used for
internal credit risk management
purposes and the regulatory
definition of default (including that
definition’s references to factors
that indicate an unlikeliness to pay)
and where relevant why and how
the definitions differ.

Recommended disclosures
B.2 Qualitative disclosure explaining to
what extent the definition of default
aligns to the definition of creditimpaired, highlighting any material
differences.

See box 5.

November 2015
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The significant increase in credit risk (SICR) test
Box
7

Extracts from relevant guidance

Recommended disclosures
B.3 Qualitative disclosure explaining
the policies adopted with respect to
staging.

Information that enables users of financial
statements to understand and evaluate
how an entity determined whether the
credit risk of financial instruments has
increased significantly since initial
recognition. (IFRS7.35F(a))
The basis of inputs and assumptions and
the estimation techniques used to
determine whether the credit risk of
financial instruments have increased
significantly since initial recognition and
changes in the estimation techniques or
significant assumptions made during the
reporting period and the reasons for those
changes should also be disclosed.
(IFRS7.35G(a)(ii) and IFRS7.35G(c))

Box
8

Extracts from relevant guidance

This disclosure should include an
explanation of the purpose and effect
of staging and the extent to which
staging for accounting purposes is
aligned with the management of credit
risk.
The disclosure may include, amongst
others, the extent to which macroeconomic scenarios have been
incorporated into the staging
assessment and the use of postmodel adjustments or overlays in the
staging assessment.

Recommended disclosures
B.4 Qualitative disclosure explaining
the quantitative, qualitative and
backstop15 criteria that have been
applied in assessing whether a
financial asset is in stage 2,
including any ‘cure’ and/or
‘probation’ criteria applied for
transfers from stages 2 or 3 to
stages 1 or 2.

See box 7.

Low credit risk expedient and use of 30 days past due backstop
Box
9

Extracts from relevant guidance

Recommended disclosures
B.5 To the extent that the low credit
risk expedient has been used to
decide whether financial
instruments are in stage 1,
disclosure explaining where this
has been applied and the
quantitative and qualitative criteria
used to define what ‘low credit risk’
is.

Such information shall include if and how
the entity has used the low credit risk
expedient and if and how the entity has
rebutted the presumption that loans that
are 30 days past due have suffered a
significant increase in credit risk since
initial recognition. (IFRS7.35F(a)(i) and
IFRS7.35F(a)(ii) and (iii))

15

The ‘backstop’ criteria refer to the rebuttable presumption in IFRS 9, paragraph 5.5.11, that the credit risk on a financial instrument
has increased significantly since initial recognition when contractual payments are more than 30 days past due.
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Grouping for the purposes of collective assessments
Box
10

Extracts from relevant guidance

Recommended disclosures
B.6 Qualitative disclosure explaining
the key shared risk characteristics
used to group financial instruments
together for assessment purposes.

Information that enables users of financial
statements to understand and evaluate
how the instruments were grouped if
expected credit losses were measured on
a collective basis. (IFRS 7.35F(c))

Write-off policy
Box
11

Extracts from relevant guidance

Recommended disclosures

Information that enables users of financial
statements to understand and evaluate an
entity’s write-off policy, including the
indicators that there is no reasonable
expectation of recovery and information
about the policy for financial assets that
are written-off but are still subject to
enforcement activity. (IFRS7.35F(e))

If the write-off policy is significantly different to peers, significant write-offs can have an effect on the
comparability of coverage and other important ratios.
Modifications
Box
12

Extracts from relevant guidance

Recommended disclosures

Information that enables users of financial
statements to understand and evaluate
how IFRS 9’s requirements for the
modification of contractual cash flows of
financial assets have been applied,
including how an entity:
i

determines that the credit risk on a
financial asset that has been modified
at a time when the exposure was
judged to be the subject of a significant
increase in credit risk since initial
recognition has improved to the extent
that the exposure is no longer
regarded to be the subject of a
significant increase in credit risk since
initial recognition; and

ii

monitors the extent to which exposures
of the type described in (i) are
subsequently judged to be the subject
of a significant increase in credit risk
since initial recognition.

(IFRS7.35F(f))
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Banks should consider setting out:


Their policies as to what circumstances
should lead to de-recognition of loans
as a result of modification of
contractual terms and the recognition
of new loans;



How forbearance situations are treated
under IFRS 9, including, where such
exposures are transferred to stage 2,
their procedures for transfer of
exposures back to stage 1 where the
borrower’s condition has recovered or
problems with the exposure have been
cured. This should include any specific
criteria defined to determine when to
transfer forborne exposures back to
stage 1.



An explanation of the circumstances in
which forborne exposures are
considered credit-impaired and the
criteria used to assess whether they
are no longer credit-impaired.

When specific regulatory pronouncements
exist around modifications (for example
BCBS or European Banking Authority
guidance), the bank could explain how
these are reflected in its IFRS 9 approach.
(EDTF recommendation 216)

Measuring 12-month and lifetime ECL
Box
13

Extracts from relevant guidance

Recommended disclosures

The basis of inputs and assumptions and
the estimation techniques used to measure
the 12-month and lifetime expected credit
losses. Any changes and the reasons for
those changes should also be disclosed.
(IFRS7.35G(a)(i) and IFRS7.35G(c))
Banks should consider whether credit
quality disclosures can be made that are
similar to those used for regulatory capital
purposes. (EDTF recommendation 1517)

16

November 2015
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B.7 Quantitative information regarding
key parameters of the ECL
calculation, presented in a tabular
format.
Key parameters are inputs and
characteristics of the ECL calculation
that the calculation is particularly
sensitive to. Examples of such
information could include some or all
of the following: probability of default
(PD) bandings, loan-to-value (LTV)
bandings, average 12-month PD,
average lifetime PD, weighted
average life, average loss given
default (LGD) or mappings to internal
or external credit ratings. This
information provides useful context to
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a bank’s ECL measurement and
facilitates comparison between banks.

Overlays/Post-model adjustments
Box

Extracts from relevant guidance

Recommended disclosures
B.8 An explanation, for each material
post-model adjustment or overlay
made, of the reason for the
adjustment; how its amount
(including increases and decreases
through release or otherwise) is
determined; and the approach used
for its estimation. The amount of
each material post-model
adjustment or overlay should also
be disclosed.

14

It is common for banks to make in-model adjustments to model inputs and to apply modelled and
unmodelled adjustments to the outputs from the core models when estimating ECL. For the purpose of the
recommendations in this report, ‘overlays’ are post-core model adjustments. They include post-core model
adjustments that have been made by management to compensate for data or model limitations as well as
those which are informed by management judgement and/or a higher level of quantitative analysis in
respect of uncertainties and events that are difficult to model.
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C

Forward-looking information

The recommendations set out in this section are expressed in the language that tends to be used by banks
whose ECL approaches incorporate discrete scenario forecasts. The Taskforce envisages that banks using
Monte Carlo approaches will make the recommended disclosures to the extent that this is practicable and,
where it is not, will provide disclosures that endeavour to meet the same disclosure objective as the
recommended disclosure.
Description of how scenarios are chosen and weighted and how ECL outcomes are linked to those
scenarios
Box
15

Extracts from relevant guidance

Recommended disclosures

How forward-looking information has been
incorporated into the determination of
expected credit losses, including the use of
macro-economic information. Any
changes and the reasons for those
changes should also be disclosed.
(IFRS7.35G(b) and IFRS7.35G(c))

C.1 Qualitative disclosure explaining
how forecasts of future economic
conditions are determined as
inputs to the measurement of ECL.
This explanation should include a
description of how multiple economic
scenarios are put into effect for both
individual and collective assessments
and different types of loans (for
example retail, wholesale).

This disclosure helps provide context for the more detailed disclosures about multiple economic scenarios
and sensitivity analysis that follow. It is useful to have a high-level understanding about the sources of
economic forecasts and how they have been applied to key portfolios so that key differences between
banks, and any changes from the comparative period presented, can be identified and understood. For
example, it helps a user understand why there might be differences in ECL outcome of different banks or
be in a more informed position to ask questions when there is not a significant difference in outcomes
between two banks that might be expected given their differences in future macro-economic inputs.
Commentary
This disclosure should:


Include a brief statement of how economic forecasts are determined including, if used, defining what is
meant by ‘consensus’ forecasts.



Where relevant, explain how the bank applies forecasts differently to individually and collectively
assessed exposures and different types of portfolios.



Explain whether there are any portfolios/stages where economic forecasts have little impact on the
measurement of ECL (e.g. for short term portfolios or stage 3 assets historically insensitive to changes
in macro-economics) where appropriate and why.



Highlight any changes in the basis of forecasting from previous reporting periods and any differences
from common industry practice (e.g. where consensus forecasts are not being used).
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Box
16

Extracts from relevant guidance

Recommended disclosures
C.2 Qualitative disclosure explaining
how representative ECL outcomes
are selected from a range of
possible outcomes to ensure an
unbiased estimate of ECL.

See box 15.

This disclosure should include
explanations of:
(a) how alternative economic
assumptions (for example,
scenarios) are selected,
(b) what assumptions are made in
relation to time periods beyond
the forecast horizon used
internally for planning and the
basis on which those
assumptions have been made,
(c) how scenario weightings are
determined, and
(d) how material non-linear
relationships between economic
factors and credit losses are
reflected in the estimate.
To avoid any misunderstandings, the
disclosure should make it clear that
the purpose of using multiple
scenarios is to model the non-linear
impact of assumptions about macroeconomic factors on ECL and that any
presented ECL outcomes for different
economic scenarios do not represent
ECL forecasts.

Box
17

Extracts from relevant guidance

Recommended disclosures
C.3 Where an approach based on
discrete scenarios is used,
quantitative disclosure of the
weightings assigned to each
scenario and an explanation of the
period-on-period changes in
scenario weightings.

See box 15.

For banks using a Monte Carlo
approach, a disclosure explaining
how the Monte Carlo approach has
been used and period-on-period
changes in its use. These
explanations should be
accompanied, where appropriate,
by quantitative data.
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Information about the scenarios used (see C.4 and C.6), the weightings attached to those scenarios (C.3)
and therefore the broad shape and position of the ‘distribution curve’ implied helps to provide context for
comparing ECL against the comparative period presented. Weightings and scenarios need to be viewed in
conjunction with each other; if viewed in isolation it is possible to draw inappropriate conclusions about the
level of prudence of the resulting ECL figures.
Commentary
It is helpful to combine quantitative disclosure of the weightings assigned to each scenario with that of
Recommendations C.4 and C.6. Also see Recommendation G.4.
Key parameters used in the central scenario
Box
18

Extracts from relevant guidance

Recommended disclosures
C.4 Qualitative and quantitative
disclosure describing the key
parameters of the central
scenario.18

See box 15.

Given the impact of the central scenario
on the overall ECL number, the key
parameters within the central scenario
should be described in a level of detail
that reflects its relative importance. (The
alternative scenarios are normally
derived by modifying the central
scenario.)
The information provided should be
designed amongst other things to help
users understand the assumptions made
as to how the key parameters change
over the forecast period.
(a) To illustrate the expected periodon-period evolution of the macroeconomic assumptions used for
scenario modelling, quantitative
disclosure should be provided of
the values of such inputs and
assumptions across the forecast
period. For example, an entity
might disclose in tabular form,
the forecast average annual rate
or percentage increase/decrease
for each of the key inputs for the
central scenario.
In such case, the disclosure
might also include the cumulative
expected growth or fall of each of
the inputs from the reporting date
to the forecast peak or trough
during the forecast period.

18

The central scenario is typically management’s best estimate of the most likely outcome of the key macro-economic drivers
impacting credit losses, such as forecast unemployment or real estate prices.

23

Recommendations on a comprehensive set of IFRS 9 ECL disclosures—
Recommended disclosures, illustrative examples and other guidance material

Box

Extracts from relevant guidance

Recommended disclosures
Alternatively, an entity might
disclose, in a tabular form, the
annual average value of each
key input for the central scenario
for each year of the forecast
period.
(b) To help users of the financial
statements understand the trend
of the inputs over the forecast
period and allow a visualisation
in a concise and effective way,
banks should also consider using
a graph to show how the inputs
are expected to change over the
forecast period. This would
illustrate when any peaks or
troughs are assumed to occur
and how values are assumed to
revert to a long-term rate. This
could be particularly useful when
there is more than one peak
and/or trough forecast in any
scenario.
It may be sufficient to provide a
graph for only one macroeconomic assumption, such as
GDP, to illustrate the overall
shape of the scenario. To the
extent that other macroeconomic assumptions are
expected to behave differently
and not follow the overall shape,
it may be appropriate to provide
additional graphs. Additionally, in
order to help users assess the
forecasts in the context of the
economic cycle, the inclusion of
recent historical actuals in the
graph may also be considered
helpful information.
(c) Disclosure should also be
provided of the length of the
forecast period and the period
over which the inputs are
assumed to transition to a longterm rate.
(d) A description should also be
provided of the assumptions
made in relation to the long-term
behaviour of the key parameters,
such as reversion to long-term
averages or other if applicable. If
the long-term rate differs from the
historical long-term mean for any
of the assumptions, this should
be disclosed and qualitative
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Box

Extracts from relevant guidance

Recommended disclosures
information should be provided to
explain the methodology that has
been applied to estimate the rate.

The central economic scenario is key to the ECL measurement. Information about the forward-looking
macro-economic assumptions used in the central scenario helps users understand more about the basis
for the amount of ECL and reasons for changes in ECL due to changes in key macro-economic variables
(also see C.5). The disclosure is also relevant to informing the sensitivity analysis described in section G.
Users need an understanding of the shape of the macro-economic forecasts and the basis for that shape
to understand the possible consequences. For example, a forecast deep trough followed by a rebound is
likely to give rise to bigger losses than a shallow dip, while a forecast trough in the near future will typically
have a more severe ECL impact than one a few years further out. If only average macro-economic data is
disclosed this curve shape will not be apparent.
In estimating ECL, forward-looking information covering the whole of the expected life of the credit
exposure will need to be taken into account. For longer-dated portfolios (e.g. credit cards, mortgages and
some commercial loans), that period will extend beyond the forecast period and will comprise ‘the transition
period’ and the ‘post-transition period’. For example, if a bank uses mean reversion techniques,


during the post-transition period the forward-looking information may be derived from long-term
averages, and



during the transition period, the forecast period assumptions will transition to those long-term averagebased assumptions. In some cases, this transition will be immediate, in which case there will in effect
be no transition period.

To understand the forward-looking assumptions that have been made, the disclosures will need to cover all
these periods.

25

Recommendations on a comprehensive set of IFRS 9 ECL disclosures—
Recommended disclosures, illustrative examples and other guidance material
C.3, C.4(a) and (c) and C.6 Example 1 – Quantitative information: example of a table showing macroeconomic assumptions and illustrating the evolution of the macro-economic variables throughout the
forecast period for the central scenario, upside and downside scenario(s).
Economic scenario inputs
for Asset class [x]

As at 31 December 20XX

GDP

HPI

Unemployment
rate

Central
Bank Economic Economic
base
input X
input Y
rate

Central scenario economic
parameters (50% Weighting)
5 Year Average
increase/decrease1
Cumulative growth/(fall) to
peak/(trough) 2

%

1.3

2.1

4.3

1.2

1

1

%

2.1

2.3

0.5

2.1

1

1

Upside 1 economic
parameters (15% Weighting)
5 Year Average
increase/decrease
Cumulative growth/(fall) to
peak/(trough)

%

1.4

2.3

4.1

1.5

1

1

%

2.6

3.0

(0.4)

2.3

1

1

Upside 2 economic
parameters (10% Weighting)
5 Year Average
increase/decrease
Cumulative growth/(fall) to
peak/(trough)

%

2.0

3.8

3.1

2.0

1

1

%

1.8

2.8

(1.5)

1.0

1

1

Downside 1 economic
parameters (15% Weighting)
5 Year Average
increase/decrease
Cumulative (fall)/growth to
(trough)/peak

%

(0.6)

(0.4)

4.8

0.4

1

1

%

(1.3)

(1.3)

0.9

(0.1)

(1)

(1)

Downside 2 economic
parameters (10% Weighting)
5 Year Average
increase/decrease
Cumulative (fall)/growth to
(trough)/peak

%

(1.1)

(0.8)

6.2

0.2

1

1

%

(2.1)

(2.5)

2.1

(0.5)

(1)

(1)

1

The disclosure will need to explain whether the input is an average annual rate or percentage
increase/decrease.
2

Cumulative growth/fall refers to the cumulative change from the reporting date to the peak and to the
trough.
In respect of the upside 1 and upside 2 scenarios, the economy is assumed to peak by the end of Q4
20XX, after which values for parameters such as GDP decline and unemployment rises. In the downside
1 scenario a trough is assumed to occur in Q4 20XX. In respect of the downside 2 scenario the trough is
assumed to occur in Q4 2021 for all parameters with the exception of HPI, for which the trough is assumed
to occur in 20X2. In respect of all scenarios it is assumed that parameters will have reverted to long-term
rates after Q4 20X4. The reversion to mean for all macro-economic variables is expected to take 3 years
after the forecasted period, which lasts for 5 years.

Commentary


This disclosure should provide information on the key parameters for which the effect of the parameter
is considered to be material to the overall ECL. The level of detail should be proportionate to the
significance of macro-economic factors in driving ECL (e.g. if the disclosure is provided separately by
geographical area, the level of detail provided for the areas that contribute less to the overall ECL may
be lower than for the others).
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The disclosures given in respect of macro-economic variable inputs should state how the variables are
being quoted (e.g. absolute, percentages or percentage change) and all parameters should be defined
as specifically as possible (e.g. ‘Bank of England base rate’ instead of ‘interest rate’).



Cumulative growth / fall refers to the assumed cumulative change within the forecast period for each
parameter from the reporting date to the peak level or to the trough.



Also see Recommendation C.6.

C.4(b) and C.6 Example 2 – Quantitative information: example of a graph showing the evolution of the
historical and forecast growth rates for the GDP assumptions used for scenario modelling.
Historical and forecasted GDP growth rate for each economic scenario
Reporting date

End of the forecast period used for scenario modelling

4.0
3.0
2.0
1.0
0.0

-2.0
-3.0
-4.0

GDP Growth rate (%)

13
-1.0

15

17

19

21

23

25

27

29

31

Year end 20XX
Period beyond the forecast period
and how assumptions are modelled
to revert to a long-term average

-5.0
Long-term rate

Base case

Upside 1

Upside 2

Downside 1

Downside 2

Commentary
Recommendation C.4(b) refers to the need to help users of the financial statements understand the trend
of the inputs over the forecast period. The disclosure should describe at a high-level the assumed central
economic scenario over the stated forecast period for each of the key parameters (which may commonly
include GDP, unemployment, house prices, interest rates) and should explain the reasons for movements
over the forecast period. For example:
For the central scenario, UK GDP growth is forecast to remain subdued in the next two years, reflecting ongoing
economic and political uncertainty followed by moderate GDP growth for the following 3 years as conditions
normalise.

The disclosure should be provided for each of the bank’s significant economic regions.
Alternatively, as Recommendation C.4(b) mentions, the disclosure could be provided in the form of a graph
“to allow a visualisation in a concise and effective way”. This is illustrated in example 2 above. GDP
provides an indicator of the macro-economic landscape generally, so it may be sufficient to provide a graph
for GDP only to illustrate the overall shape of the scenario. The same might be true for other macroeconomic assumptions.
Whilst the shape of the scenarios is expected to influence ECLs, there are other factors that may be useful
to disclose e.g. maturities and obligor specific factors.
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Box
19

Extracts from relevant guidance

Recommended disclosures
C.5 Qualitative information on
significant changes in the central
scenario compared to the previous
period, with explanations of the
reasons for those changes.

See box 15.

Understanding significant changes in the basis for the forecasts helps users understand a potentially key
driver of movements in ECL and management’s changing view on the most appropriate and reliable source
of forecasts.
Commentary
The disclosure is necessary only if there have been significant developments or changes in the basis for
the forecasts or other methodological changes. For example, if a bank previously used consensus
forecasts without adjustment, but no longer does so.
Significant movements in the quantitative central scenario macro-economic assumptions given in C.4
compared with the comparative period should also be explained.
Information also needs to be provided to confirm there has been no change in assumptions or to show
what changes have occurred.
Alternative scenarios used/adjustments made to central scenario
Box
20

Extracts from relevant guidance

Recommended disclosures
C.6 Quantitative information about
alternative scenarios or
adjustments for uncertainty
including descriptions, for each
material portfolio, of the
characteristics of the range of
alternative scenarios or the scalar
adjustments used to adjust the
central scenario.

See box 15.

Commentary
In most cases the central scenario’s impact on the ECL number will be far greater than the incremental
impact of the alternative scenarios. As a result, there will usually be more information disclosed about the
central scenario than the alternative scenarios. Nevertheless, disclosures about the alternative scenarios
and adjustments used by management provide important context for understanding and assessing
sensitivity analyses so sufficient information will be disclosed about each of the alternative scenarios for
users to understand:


how many scenarios have been used,



what weightings have those scenarios been given,



what are the key parameters of each scenario, and



any significant changes since the previous period and the reason for those changes.
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Where adjustments to the central scenario are used rather than alternative scenarios, the aim should be to
provide equivalent information (for example the economic factors taken into account, how they have been
weighted and how they compare to the prior period’s adjustments).
Users may find data about the shape of the curves for alternative scenarios useful, particularly if presented
graphically, as this shows very clearly the shape and speed of reversion assumed in the alternative
scenarios which may have a significant impact on ECL. Omitting this additional information reduces the
insight which can be gained from the alternative scenarios.
The quantitative information about the key parameters/economic assumptions used for the alternative
scenarios can be combined with information about the central scenario (C.4) and the scenario weighting
applied to each scenario (C.3). For further guidance in complying with Recommendation C.6 and for the
illustrative example, see Recommendation C.4.
Impact of using multiple scenarios
Box
21

Extracts from relevant guidance

Recommended disclosures
C.7 Quantitative disclosure of the ECL
that would result using only the
central scenario assumptions, by
material portfolio.

See box 15.

Providing information about what the ECL number would have been had it been based exclusively on the
central scenario enables the impact of using multiple scenarios (or adjustments to the central scenario) to
be seen.
Commentary
Quantitative disclosure of the ECL that would result using only the central scenario is typically disclosed as
part of a bank’s sensitivity disclosures, alongside disclosure of the effect on ECLs resulting from applying a
100% weighting to alternative scenarios. (See Recommendation G.4 Example 1.)
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D

Movement and coverage across stages

Movements in amounts reported in each stage
Box

Extracts from relevant guidance

Recommended disclosures
D.1 Qualitative and quantitative
disclosure explaining the
movements of the population
between stages in the reporting
period by gross exposure.

22

Information should be disclosed that
helps the reader to understand what
have been the main factors that have
caused amounts reported in each
stage to change. For example, it might
just be that the book has increased in
size, causing no real change in the
proportion of the book in each stage
but a change in the absolute amounts.
On the other hand, there might have
been changes in credit risk and those
changes might have been driven by
changes in the economic outlook that
have caused a particular aspect of the
SICR criteria to be triggered. If that is
the case, the disclosure should be
designed to help the reader
understand the significance of those
drivers.
These explanations of the reasons for
material movements between stages
should include a quantification of the
associated ECL impact.
The explanations should also include
identification of sectors or loan
portfolios where material movements
were identified, where applicable, and
explanations for the change in risk.
This could include information around
probabilities of default (PDs) before
and after the change in risk.
Quantitative information showing the
extent to which movements are due to
quantitative, qualitative, or backstop
criteria, and other factors might be
disclosed if it is available. The
numbers disclosed are expected to
vary depending on whether
movements are determined by
comparing opening and closing
balance sheets or are the result of
aggregating movement tables for
shorter (say quarterly) periods. They
are also expected to vary depending
on the order in which the quantitative,
qualitative and backstop criteria have
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been applied. For those reasons, if
this quantitative disclosure is
provided, an explanation of how the
numbers have been compiled should
also be disclosed.
Where the aforementioned
quantitative information is not
disclosed, instead quantitative
information showing the reasons why
instruments are in stage 2 as at the
balance sheet date should be
provided as per F.5. Where there has
been a significant year-on-year
change in the amounts that are in
stage 2 for any particular reason, an
explanation of the reasons for that
change should be provided. The
disclosure should include quantitative
information that illustrates the impact
of significant factors. For example, if a
material portfolio were to move from
stage 1 into stage 2, it would be
helpful to identify the portfolio, the
gross exposure amount and
associated ECL impact involved, and
explain the reason for the move.
The quantitative disclosures
mentioned above could be provided in
a tabular format and in conjunction
with the loss allowance reconciliations
in Recommendations E.1 and E.2
below.
Understanding the factors causing financial instruments to be reported in each stage and for movements
from the prior period helps users understand the ECL allowance and charge to the income statement. It is
particularly helpful to disclose, if possible, how much of the movement to stage 2 during the period was
caused by quantitative and/or qualitative assessments or related to the 30 days past due backstop.
Whilst an increase in PDs may have caused transfers from stage 1 to stage 2, greater insight is gained
from an understanding of the key causes of the increase in PDs. Given the impact on the ECL provision of
financial instruments moving from stage 1 to stage 2 (i.e. 12-month ECL to lifetime ECL), understanding
why assets have moved into stage 2 is useful information and over time will help identify trends.
It is also useful to understand which portfolios are impacted and how that affects the associated ECL. For
example, a large number of short-term loans may move from stage 1 to stage 2 and, whilst this will be
evident from the transfer in their gross carrying amounts, there is likely to be less of an impact on ECL than
would be the case for longer term loans.
The extent of transfers into stage 2 due to the 30 days past due back-stop also provides insight into how
‘forward-looking’ the chosen staging criteria are.
Commentary


Quantification of movements of financial assets between stages during the period can be given
through disclosure Recommendation E.1. See below for further guidance.
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Where possible, discussion of movements of assets between stages in the reporting period should be
given by significant portfolio, including reasons and key drivers for the movements. For example:
A rise in unemployment in geography [X] caused an increase in movements from stage 1 to 2 for unsecured
retail loans in that geography; or a significant increase in credit-impaired wholesale loans arose due to the
collapse of a major corporate.

Explanations that are as broadly-based as this are generally easier to make in the context of retail and
small business portfolios, which tend to be less idiosyncratic than wholesale portfolios.


See guidance in respect of Recommendation F.5 for more detail about disclosing the reasons why
instruments are in stage 2 at the reporting date.

Coverage (i.e. ECL expressed as a percentage of the corresponding gross exposure)
Box

Extracts from relevant guidance

Recommended disclosures
D.2 Quantitative disclosure of ECL
coverage by class for different
stages. As part of the credit risk
exposure disclosures required by
IFRS7.35M (see F.1), the ECL
coverage would be provided at an
appropriate level of attribution
such as by loan product or other
segmentation of the period-end
balance sheet position.

23

Coverage information helps users to compare portfolios and ECL levels within and across banks.
Aggregated coverage information can however be significantly affected by product mix. Information at a
significant portfolio level is more useful than at a divisional, or segmental, level and it is generally better not
to aggregate wholesale and retail information, and within that secured and unsecured.
Commentary
ECL coverage is addressed as part of the credit risk exposure information in Recommendation F.1.
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E

Changes in the balance sheet ECL estimate

Changes in loss allowance
Box
24

Extracts from relevant guidance

Recommended disclosures

To explain the changes in the loss
allowance and the reasons for those
changes, an entity shall provide, by class
of financial instrument, a reconciliation
from the opening balance to the closing
balance of the loss allowance, in a table,
showing separately the changes during the
period for:
(a) the loss allowance measured at an
amount equal to 12-month expected
credit losses;

E.1 A single table comprising the
quantitative information required
by IFRS 7.35H and IFRS 7.35I and
containing reconciliations of
opening to closing balances of:
(a) the loss allowance, and
(b) gross carrying value,
including the effect of
modifications.

(b) the loss allowance measured at an
amount equal to lifetime expected
credit losses for
i.

financial instruments for which
credit risk has increased
significantly since initial recognition
but that are not credit-impaired
financial assets;

ii.

financial assets that are creditimpaired at the reporting date (but
that are not purchased or
originated credit-impaired); and

iii. trade receivables, contract assets
or lease receivables for which the
loss allowances are measured in
accordance with paragraph 5.5.15
of IFRS 9.
(c) financial assets that are purchased or
originated credit-impaired. In addition
to the reconciliation, an entity shall
disclose the total amount of
undiscounted expected credit losses at
initial recognition on financial assets
initially recognised during the reporting
period.
(IFRS 7.35H)
To enable users of financial statements to
understand the changes in the loss
allowance disclosed in accordance with
paragraph 35H an entity shall provide an
explanation of how significant changes in
the gross carrying amount of financial
instruments during the period contributed
to changes in the loss allowance. The
information shall be provided separately for
financial instruments that represent the
loss allowance as listed in paragraph
35H(a)–(c) and shall include relevant
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The numbers disclosed for the
purpose of complying with IFRS7.35I
are expected to vary depending on
whether the table is the aggregate of
tables prepared on a more frequent
basis or is calculated by reference to
opening and closing balances for the
reporting period, so the frequency of
measurement for purposes of
compiling the table should be
disclosed.
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qualitative and quantitative information.
Examples of changes in the gross carrying
amount of financial instruments that
contributed to the changes in the loss
allowance may include:
(a) changes because of financial
instruments originated or acquired
during the reporting period;
(b) the modification of contractual cash
flows on financial assets that do not
result in a derecognition of those
financial assets in accordance with
IFRS 9;
(c) changes because of financial
instruments that were derecognised
(including those that were written-off)
during the reporting period; and
(d) changes arising from whether the loss
allowance is measured at an amount
equal to 12-month or lifetime expected
credit losses.
(IFRS 7.35I)
To enable users of financial statements to
understand the nature and effect of
modifications of contractual cash flows on
financial assets that have not resulted in
derecognition and the effect of such
modifications on the measurement of
expected credit losses by disclosing
(a) the amortised cost before the
modification and the net modification
gain or loss recognised for financial
assets for which the contractual cash
flows have been modified during the
reporting period while they had a loss
allowance measured at an amount
equal to lifetime expected credit
losses; and
(b) the gross carrying amount at the end of
the reporting period of financial assets
that have been modified since initial
recognition at a time when the loss
allowance was measured at an amount
equal to lifetime expected credit losses
and for which the loss allowance has
changed during the reporting period to
an amount equal to 12-month
expected credit losses.
(IFRS7.35J)
Where models are used for determining
expected credit losses, there may be a lack
of clarity between model changes and
changes to credit risk parameters. Users
have indicated they would like to see more
information from banks about the
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quantitative impact that changes to models
and risk parameters have on their reported
numbers.
A risk parameter is an input to a credit risk
model. Examples include macro-economic
conditions such as interest rates, the
arrears status of a loan or overdraft usage.
These parameters will change from period
to period, and will result in changes in
modelled ECL. In contrast model changes
are expected to be less frequent.
(EDTF recommendation 2819)
The reconciliations of movements of the loss allowance and gross carrying amounts are key to
understanding the drivers of movements in ECL and the charge to the income statement. The way the ECL
provision behaves can be affected significantly by product mix. Information at a significant portfolio level is
more useful than at a divisional, or segmental, level. Where applicable, further analyses might be needed
by key geography.
Using the same line item descriptions with the same meanings across banks aids comparability although,
given the variety of possible methods of completing this disclosure, the reconciliations may not be
immediately comparable across banks. The key elements of the basis of preparation underlying the
reconciliation should be disclosed to help users to compare the movements across different banks.

19

November 2015
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E.1 Example 1 - Reconciliation of changes in gross carrying value and ECL allowance for retail
mortgage loans to customers
Stage 1
In £ million

Gross
carrying
amount

At 1 Jan 20XX

Stage 2

Stage 3

Total

ECL

Gross
carrying
amount

ECL

Gross
carrying
amount

561,510

398

31,368

944

16,105

Transfers from
stage 1 to stage 21

(27,992)

(84)

27,992

84

-

-

-

-

Transfers from
stage 2 to stage 11

20,859

246

(20,859)

(246)

-

-

-

-

Transfers to stage
31

(1,832)

(5)

(2,792)

(164)

4,624

169

-

-

Transfers from
stage 31

1,933

5

2,314

248

(4,247)

(253)

-

-

ECL
5,418

Gross
carrying
amount
608,983

ECL
6,760

Net remeasurement of ECL on
stage transfer2

(214)

275

379

440

Changes in risk
parameters credit quality3

51

112

55

218

Changes to ECL
model3

5

23

1

29

Net new and
further lending/
repayments
Other ECL
movements
included in P&L
Assets written off
Foreign exchange
Other ECL
movements
At 31 December
20XX4

Income statement
ECL charge/
(release)5
Recoveries of
amounts
previously written
off
Total credit
impairment
charge/(release)

9,594

44

(10,208)

(107)

7
(5)
8,423
(589)
571,901

(15)

(15)

6

470

14

(3)

(32)

(1)

(107)

28,238

1,186

322

-

(107)

(129)

19

(5)

451

(2,482)

-

322

(3,096)

26

(2,224)
241
(2)
12,015

(2,224)
81

(192)

(2,244)
9,134

(2,244)
101

57

(623)

53

3,554

612,154

5,191

306

521

(77)

(77)

229

444

1

Footnote or other narrative to explain the basis for determining the value of transfers between stages, including the frequency
of measuring movements (e.g. quarterly or annually). For example: Transfers between stages capture the net movement in
financial assets that are in a different stage at the closing balance sheet from that at the opening balance sheet. The transfers
between each stage are based on opening balances and ECL at the start of the period.
2

The net remeasurement of ECL on stage transfer is reported within the stage that the assets are transferred into. This
represents the period to date ECL movement on net assets transferred into a particular stage. This is not a subtotal of the
'transfers from' and ‘transfers to’ rows that precede this row.
3

Footnote or other narrative to explain the basis on which amounts attributable to changes in risk parameters and risk models
were calculated. Where it is not possible to isolate the impact of these changes further narrative explanation can be given
instead of inclusion as separate line items in the reconciliation.
4

Balance at 31 December 20XX comprises the opening balance at 1 January 20XX and the sum of: Transfers from and to
stages; net remeasurement of ECL on stage transfer; changes in risk parameters – credit quality; changes to ECL model;
net new and further lending/repayments; assets written off; foreign exchange; and other.
5

This number ties in with the boxed text above.
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Commentary


The format illustrated in E.1 Example 1 above might need tailoring. For example, the line item ‘Other’
for material items may be expanded as appropriate (e.g. material modifications) and additional
columns could be included in the reconciliation table for material purchased or originated creditimpaired (POCI) financial assets. Separate line items need not be given for immaterial items, although
significant amounts of ‘Other’ items should be explained and/or analysed further. In the table, the
discount unwind is immaterial and therefore included as part of ‘Other’ but, where it becomes material,
it would be useful and relevant for users for the ‘discount unwind’ to be disclosed separately.



Reconciliations of gross carrying value of financial assets and associated ECL should be provided at
an entity-wide level, as well as for significant portfolios with shared credit risk characteristics. Further
analyses by significant geography may be given where appropriate (for example if there is a material
concern or risk in a certain geography).



Disclosures should make clear which financial assets, loan commitments and/or financial guarantees
are included in each reconciliation. Tables that include loan commitments and/or financial guarantees
(whether individually or together with drawn exposures) should refer to nominal amounts instead of, or
as well as, gross carrying values in respect of the undrawn gross exposures.



If separate tables are presented for drawn and undrawn balances, the tables would be expected to
require an additional line item immediately above ‘Other’ showing material transfers to/from undrawn
from/to drawn as the loan commitment is repaid/drawn down.



The basis for each line item should be clear and additional explanation provided where appropriate.



The frequency and basis for compiling the data in the reconciliations, including the measurement of
transfers between stages, should be disclosed (e.g. whether movements in staging are compiled on a
monthly, quarterly or annual basis and how the remeasurement amount has been determined and
included in the table).
Box
25

Extracts from relevant guidance

Recommended disclosures

See box 24.

E.2 Disclosure in the reconciliation of the
movements between the opening and
closing balance of the loss allowance
of:
(a) the income statement charge for
the period; and
(b) the movements in ECL that are
not caused by movements in
gross carrying amount,
separately identifying amounts
attributable to changes in risk
parameters and risk models.
For example, the unwinding of
discounting of stage 3 ECL reflects the
working of the risk model, so that should
be disclosed separately from
movements due to changes in risk
parameters, such as an increased
probability of default. Where it is not
possible to isolate the impact of changes
in risk parameters and/or changes in risk
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models to a single line item (because the
effect is pervasive across many line
items), narrative disclosures should be
provided to inform users as to the impact
of such changes.
Users find it helpful to know what the interaction is between the movement in ECL and the charge to the
income statement by stage to inform expectations of possible impacts arising from other future
movements.
Changes in ECL due to changes in risk parameters, which indicate changes in the credit quality of the
financial assets, are different in nature to changes in ECL due to methodology and model changes within
the control of the bank. Accordingly, it is helpful to understand this distinction. Being clear that there are no
material changes to methodologies and models is useful information.
Commentary
See guidance and example in E.1 above. In addition:


The reconciliation to the income statement charge for the period could be presented by stage as well
as in total.



Where possible, changes in ECL during the period due to changes in risk parameters should be
presented as a separate line item to changes in ECL due to methodology and model changes. The
disclosure should clearly explain the basis for each line item. However, given that such changes may
be pervasive across several line items in the reconciliation, including transfers between stages,
information about their impact on ECL by stage may be given outside the reconciliation instead, for
example, a separate table could be given to aggregate all changes in ECL due to model changes
(including those within transfers between stages). Alternatively, this information could be given through
qualitative disclosures.



Increases or decreases in the impairment charge could arise from changes to the methodologies and
models used for ECL calculations. Any consequential impact on ECL (either at the date of the model
change or possible changes to ECL in future periods) is not due to changes in credit quality.
Qualitative disclosures should explain any material methodology and model changes, together with the
impact on ECL.



Changes in risk parameters are changes in assumption (model) inputs arising from changes in the
credit quality of the financial instruments and therefore exclude methodology and model changes.
Changes in risk parameters include changes to forecast economic variables for each scenario,
changes to the scenarios, and changes in the scenario weights. Changes in risk parameters that result
in a transfer between stages, are included in the remeasurement on transfers between stages.

Write-offs
Box
26

Extracts from relevant guidance

Recommended disclosures

An entity shall disclose the contractual
amount outstanding on financial assets
that were written off during the reporting
period and are still subject to enforcement
activity. (IFRS7.35L)

If write-offs are significant and the write-off policy is significantly different to peers, write-offs can have an
effect on the comparability of coverage and other important ratios.
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F

Credit risk profile

Risk exposures
Box
27

Extracts from relevant guidance

Recommended disclosures

For each type of risk arising from financial
instruments, an entity shall disclose… (a)
summary quantitative data about its
exposure to that risk at the end of the
reporting period. This disclosure shall be
based on the information provided
internally to key management personnel of
the entity (as defined in IAS 24 Related
Party Disclosures), for example the entity's
board of directors or chief executive officer.
(IFRS7.34(a))

Credit risk exposure
Box
28

Extracts from relevant guidance

Recommended disclosures

Disclose, by credit risk rating grades, the
gross carrying amount of financial assets
and the exposure to credit risk on loan
commitments and financial guarantee
contracts. This information shall be
provided separately for financial
instruments:

F.1 Quantitative disclosures of credit
risk rating by class for each stage
as required by IFRS 7.35M in a
tabular format that includes
corresponding ECLs and gross
carrying amounts.

(a) for which the loss allowance is
measured at an amount equal to 12month expected credit losses;
(b) for which the loss allowance is
measured at an amount equal to
lifetime expected credit losses and that
are:
(i) financial instruments for which
credit risk has increased
significantly since initial recognition
but that are not credit-impaired
financial assets;
(ii) financial assets that are creditimpaired at the reporting date (but
that are not purchased or
originated credit-impaired); and
(iii) trade receivables, contract assets
or lease receivables for which the
loss allowances are measured in
accordance with paragraph 5.5.15
of IFRS 9.
(c) that are purchased or originated creditimpaired financial assets.
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(IFRS7.35M)
Banks should consider whether credit
quality disclosures can be made that are
similar to those used for regulatory capital
purposes. (EDTF recommendation 1520)

Box
29

Extracts from relevant guidance

Recommended disclosures
F.2 Quantitative disclosures analysing
the period-end balance sheet
position should be linked to Basel
PDs through disclosure of the
range of Basel PDs for the different
credit risk ratings by asset class.

See box 28.

The aim of the disclosures recommended in F.1 and F.2 is to provide objective credit quality information
about a bank’s credit exposures. Information presented should be consistent with what is presented to
management, but bank-specific terms such as ‘Good’ or ‘Satisfactory’ should be mapped to PD ranges and
external rating equivalents to facilitate comparisons between banks.
The combination of related credit quality information in a single table makes it easier for users to
understand the overall credit quality of the bank’s exposures.
[See next page]

20

November 2015
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F.1 & F.2 Example 1 - Table showing breakdown of credit exposure by class, stage and credit rating
Credit exposures by stage and credit rating
31 December 20XX

In £ million

Basel oneyear PD
range %

Gross carrying amount

External
rating

Stage
1

Stage
2

Stage
3

ECL allowance

Total

Stage
1

Stage
2

Stage
3

Total

Wholesale lending
Risk band 1

0.00 -0.05

Risk band 2

0.06-0.20

AA- and
above
A+ to A-

5,400

-

-

5,400

0

-

-

0

630

-

-

630

1

-

-

1

830

-

-

830

4

-

-

4

Risk band 3

0.22-1.00

BBB+ to
BBB-

Risk band 4

1.01-5.00

BB+ to B

320

168

-

488

2

10

-

12

Risk band 5

5.01-15.00

B- to CCC+

630

300

-

930

3

15

-

18

Risk band 6

15.00-99.99

CCC to C

-

800

-

800

-

20

-

20

Risk band 7

100

D

-

-

200

200

-

-

60

60

7,810

1,268

200

9,278

115

Total wholesale
ECL coverage wholesale

0.1%

3.5%

30.0%

10

45

60

1.2%

-

-

-

-

Secured retail lending
Risk band 1

0.00 -0.05

-

-

-

-

-

-

-

-

Risk band 2

0.06-0.20

-

-

-

-

-

-

-

-

Risk band 3

0.22-1.00

8,000

-

-

8,000

8

-

-

8

Risk band 4

1.01-5.00

340

200

-

540

5

2

-

7

Risk band 5

5.01-15.00

-

100

-

100

-

9

-

9

Risk band 6

15.00-99.99

-

90

-

90

-

11

-

11

Risk band 7

100

-

-

200

200

-

-

60

60

8,340

390

200

8,930

95

Total secured retail
ECL coverage secured retail

0.2%

5.6%

30.0%

13

22

60

1.1%

-

-

-

-

Unsecured retail lending
Risk band 1

0.00 -0.05

-

-

-

-

-

-

-

-

Risk band 2

0.06-0.20

-

-

-

-

-

-

-

-

Risk band 3

0.22-1.00

200

-

-

200

1

-

-

1

Risk band 4

1.01-5.00

4,100

-

-

4,100

8

-

-

8

Risk band 5

5.01-15.00

700

400

-

1,100

2

20

-

22

Risk band 6

15.00-99.99

-

30

-

30

-

4

-

4

Risk band 7

100

-

-

50

50

-

-

40

40

5,000

430

50

5,480

11

24

40

75

-

-

-

-

34

91

160

285

-

-

-

Total unsecured retail
ECL coverage unsecured retail
Total lending
ECL coverage total lending

0.2%
21,150
0.2%

5.6%
2,088
4.4%

80.0%
450
35.6%

1.4%
23,688
1.2%

Commentary


PD bandings in the example are for illustrative purposes only. Banks may have different ways of
grouping exposures for internal credit management purposes, but these internal credit rating bands
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should be mapped to PD ranges and/or external credit rating equivalents to facilitate comparisons
between banks.


The relationship between internal credit ratings and external credit ratings and/or PD ranges should be
clearly shown (e.g. by including all information in a single table as in the illustrative example).



PD ranges are preferable to PD averages as they are easier to interpret and compare across banks.



Gross carrying amount and allowance for ECL should be presented in the same table.



Disclosures should be provided by class.



PD ranges should be sufficiently narrow to provide useful information about the credit quality of
exposures, especially for higher risk bands.



The totals per the table should be easily reconcilable to the on- and off-balance sheet exposures.



The level of granularity at which ECL coverage ratios are provided should be based on the granularity
of credit quality disclosures.



Also see Recommendation D.2.
Box
30

Extracts from relevant guidance

Recommended disclosures
F.3 To the extent that cure concepts
are adopted in banks’ staging
criteria, quantitative disclosures of
the portion of stage 3 financial
instruments in a cure period before
they can be moved back to stage 2.

See box 28.

Some assets may be retained in stage 3 for a period once they cease to exhibit indicators of being creditimpaired; this is a cure period.21 This disclosure provides more insight to the users about the nature of the
exposures in stage 3. It indicates how much of the stage 3 exposure will likely move back to stage 2 at the
end of the cure period.
F.3 Example 1 – Breakdown of stage 3 exposures
31 December 20XX
In £ million

Gross carrrying
amount

Allowance for
ECL

Coverage

Description
Credit-impaired not in cure period
No longer credit-impaired but in cure
period1 that precedes transfer to stage 2

1,200

700

58%

100

40

40%

Total

1,300

740

57%

[The disclosure would then go on to describe the cure period(s) applied.]
1

To be moved to stage 3 an exposure needs to be credit-impaired. If it subsequently ceases to exhibit
indicators of being credit-impaired, it will remain in stage 3 for a period (known as a ‘cure period’) so
that the apparent improvement of credit-status can be confirmed.

21

In this report, the term ‘cure period’ is used to mean the period during which an exposure continues to be included in stage 3 even
though the indicators or quantitative test used to move an asset into stage 3 are no longer present or is no longer met.
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Commentary


Information about stage 3 exposures that are transferable to stage 2 at the end of a cure period can either
be provided in a tabular format as in the illustrative example, or in a footnote to a related credit table.



This information could be provided in the context of explaining the impact of forbearance status on
staging and it should be possible to reconcile to any disclosure on forborne assets.



Where probation periods could play a significant role in transfers from stage 2 to stage 1, it would be
helpful to provide a similar disclosure to the stage 3 to stage 2 disclosure described above.



It would be helpful to distinguish between different loan types/asset classes – the explanation of the
composition could be done through a footnote.
Box
31

Extracts from relevant guidance

Recommended disclosures
F.4 To the extent that ‘non-performing
loans’ (NPLs), or a similar concept,
is used by the bank:

See box 28.

(a) an explanation of how this is
calculated, and
(b) where the difference between
the NPL or similar concept
used and the stage 3 gross
loan population is material, a
reconciliation between the two
accompanied by an
explanation of the nature of
the reconciling items.
This disclosure enables users to understand the relationship between similar credit-related concepts.
Where possible, banks should avoid referring to credit measures that cannot be easily reconciled to the
IFRS 9 disclosures presented.
F.4 Example 1 - Qualitative disclosure of the differences between ‘non-performing’ and ‘stage 3 creditimpaired’
Non-Performing Loans (NPLs) are defined as customers who do not make a payment for three months or more,
or if we have data to make us doubt they can keep up with their payments. The definition of default we use to
identify NPLs is not significantly different to the definition of default we use to identify stage 3 exposures. The only
difference relates to mortgages. For NPLs, we classify a mortgage customer as bankrupt for at least two years
after first being declared bankrupt before we reassess their position. For stage 3, the equivalent period is at least
seven years before we reassess their position.

F.4 Example 2 - Qualitative disclosure of the differences between ‘non-performing’ and ‘credit-impaired’
Stage 3 analysis
In £ million

Gross carrrying amount

NPL

320,000

Mortgage loans where customer has been bankrupt 3-7 years
Stage 3

1

1,200
321,200

1

These customers would be considered bankrupt for the purpose of IFRS 9 staging but not for the
definition of a NPL.
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Commentary
To avoid confusion, banks using the concept of non-performing loans in their financial statements should
clearly explain any differences in the definition of ‘NPL’ and ‘stage 3 credit-impaired’ in their narative
disclosures.
A reconciliation between non-performing loans and stage 3 should be provided in a table if material.
Box
32

Extracts from relevant guidance

Recommended disclosures
F.5 Stage 2 balances analysed by the
reason (or where there is more than
one reason, one of those reasons)
for inclusion, at the balance sheet
date, in stage 2.22

See box 28.

The purpose of this disclosure is to explain the different reasons why exposures are in stage 2. Exposures
in stage 2 often meet a number of the possible criteria (‘reasons’) for which a transfer to stage 2 would
occur but, as the sum of the exposures and ECL provisions shown in the table need to be the aggregate
exposures and ECL provision, the table can reflect only one of those reasons.
This disclosure helps users to better understand changes in the credit quality during the reporting period.
F.5 Example 1 – Stage 2 analysis
31 December 20XX
Wholesale
In £ million

Gross
carrying
amount

ECL

Retail
Coverage

Gross
carrying
amount

ECL

Total
Coverage

Gross
carrying
amount

ECL

Coverage

Criteria
PD movement

4,273

85

2%

3,000

90

3%

7,273

175

2%

Forbearance
support
provided

206

2

1%

200

3

2%

406

5

1%

Other
qualitative
reasons

982

10

1%

46

1

2%

1,028

11

1%

30 Days past
due

219

0

0%

100

0

0%

319

0

0%

5,680

97

2%

3,346

94

3%

9,026

191

2%

Total

Where balances satisfy more than one of the criteria above for determining a significant increase in credit risk, the
corresponding gross carrying amount and ECL have been assigned in order of the categories presented.

Commentary


Information should be provided by class of financial assets.



Both gross carrying amounts and ECL should be given.



Where balances satisfy more than one of the criteria for determining a significant increase in credit risk,
the corresponding gross carrying amount and ECL should be assigned in order of the categories
presented by the bank. So, if a qualitative indicator is triggered for a particular exposure but the event
causing it to trigger also results in a PD criteria being triggered, if that exposure is allocated for the

22

This disclosure might already be provided in order to meet Recommendation D.1.
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purpose of this table to ‘PD movements’ the ‘PD movements’ line should be nearer the top of the table
that the ‘Other qualitative reasons’ line.


Quantitative information should be supplemented with narrative commentary explaining reasons for
meeting the criteria (e.g. main drivers of PD movement during the reporting period).



The criteria listed in the table should be aligned to the indicators of SICR referred to elsewhere in the
financial statements.



Also see Recommendation D.1.

Risk concentrations
Box
33

Extracts from relevant guidance

Recommended disclosures

To achieve this objective, credit risk
disclosures shall provide …(c) information
about an entity’s credit risk exposure (ie
the credit risk inherent in an entity’s
financial assets and commitments to
extend credit) including significant credit
risk concentrations. (IFRS 7.35B)
Provide information that facilitates users’
understanding of the bank’s credit risk
profile, including any significant risk
concentrations. This should include a
quantitative summary of aggregate credit
risk exposures that reconciles to the
balance sheet, including detailed tables for
both retail and corporate portfolios that
segment them by relevant factors. The
disclosure should also incorporate credit
risk likely to arise from off-balance sheet
commitments by type. (EDTF
recommendation 2623)

F.6 Where there is a link between
concentrations of credit risks and
top and emerging risks, the
disclosures required by IFRS 7.35B
and the disclosures implementing
EDTF recommendation 26 on
concentrations of credit risks
should be linked to top and
emerging risks identified and
discussed by management in
response to EDTF recommendation
3.

Describe and discuss top and emerging
risks,24 incorporating relevant information
in the bank’s external reports on a timely
basis. This should include quantitative
disclosures, if possible, and a discussion of
any changes in those risk exposures
during the reporting period. (EDTF
recommendation 325)
The purpose of this disclosure is to provide sufficient quantitative credit risk information for users of the
financial statements to assess the impact of the top and emerging risks mentioned in the management
commentary on the bank’s financial position and performance.

23

November 2015

24

Companies are required to disclose details of the principal risks and uncertainties, Companies Act 2006 section 414C(2)(b).

25

November 2015
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F.6 Example 1 – Link to top and emerging risks.
The following is an example of a bank with significant credit exposures through one of its subsidiaries to a
market undergoing severe economic difficulties.
The ‘Top and emerging risk’ section provides a general description of the situation with a reference to quantitative
disclosures provided about the credit exposures of the affected subsidiary.
Top and emerging risks: Country X property market
The continuing challenging economic climate within Country X has resulted in impairment levels for Country X
portfolios remaining at elevated levels. In particular, high unemployment, austerity measures and general
economic uncertainty have reduced real estate lease rentals. This, together with limited liquidity, has depressed
asset values and reduced consumer spending with a consequent downward impact on the commercial real estate
portfolio as well as broader impacts on Bank Y’s mortgage and small and medium enterprise (SME) lending
portfolios. Further details on Bank Y’s credit risk profile can be found on pages [X] to [X].
Key credit portfolios: Bank Y
At 31 December 20XX, Bank Y accounted for 10% of the Group’s total gross loans to customers. Bank Y’s financial
performance continues to be overshadowed by the challenging economic climate in Country X with impairments
remaining elevated as high unemployment, coupled with higher taxation and limited liquidity in the economy,
continues to depress the property market and domestic spending. The impairment charge of £2,340 million for
20XX was driven by a combination of new defaulting customers and higher provisions on existing defaulted cases
due primarily to deteriorating security values. Provisions as a percentage of risk elements in lending increased
from 53% in 20XX, to 57% in 20XX, predominantly as a result of the deterioration in the value of the Non-Core
commercial real estate development portfolio. Bank Y impairment provisions take into account recovery strategies
for its commercial real estate portfolio, as currently there is very limited liquidity in Country X commercial and
development property.
[This recommended disclosure is about linking information so there would also be a quantitative sector analysis
and quantitative geographic analysis in tabular format or a cross reference to those tables.]

Commentary
If a bank mentions a specific credit concentration risk (e.g. significant exposure to a country experiencing
economic difficulties) as a top or emerging risk, the qualitative description of the risk should be
supplemented with sufficient quantitative information for users of the financial statements to understand the
extent and magnitude of the risk.
The narrative description should be clearly linked to relevant quantitative disclosures provided elsewhere in
the report. It would also be helpful to consider any relevant linkage to the principal risks and uncertainties
disclosure in the strategic report.
Credit enhancements
Box
34

Extracts from relevant guidance

Recommended disclosures

To enable users of financial statements to
understand the effect of collateral and
other credit enhancements on the amounts
arising from expected credit losses, an
entity shall disclose by class of financial
instrument:
(a) the amount that best represents its
maximum exposure to credit risk at the
end of the reporting period without
taking account of any collateral held or
other credit enhancements (for
example, netting agreements that do
not qualify for offset in accordance with

46

F.7 The quantitative disclosure of
information on credit
enhancements required by
IFRS7.35K should be sufficiently
granular to give an understanding
of different material credit risk
concentrations, including
differentiating LTV bands where
relevant.
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IAS 32 Financial Instruments:
Presentation).
(b) a narrative description of collateral held
as security and other credit
enhancements, including:
(i)

a description of the nature and
quality of the collateral held;

(ii)

an explanation of any significant
changes in the quality of that
collateral or credit enhancements
as a result of deterioration or
changes in the collateral policies
of the entity during the reporting
period; and

(iii) information about financial
instruments for which an entity has
not recognised a loss allowance
because of the collateral.
(c) quantitative information about the
collateral held as security and other
credit enhancements (for example,
quantification of the extent to which
collateral and other credit
enhancements mitigate credit risk) for
financial assets that are credit-impaired
at the reporting date.
(IFRS7.35K)
This disclosure enables users to better understand the loss given default of credit exposures across
different asset classes, stages and geographic or other concentrations.
F.7 Example 1 – Loans and advances by LTV range
Stage 1

Stage 2

ECL

Less than 50%

4,700

5

900

27

50% to 59%

1,500

2

200

6

60% to 69%

1,000

2

103

70 to 79%

440

1

80 to 89%

130

90 to 99%

30

100% and more

LTV

Total

Gross
carrying
amount

Stage 3

Gross
carrying
amount

Total
ECL

Gross
carrying
amount

ECL

100

3

4,700

5

25

1

1,500

2

3

30

1

1,000

2

10

0

20

1

440

1

0

30

1

12

0

130

0

0

20

1

3

0

30

0

10

0

5

0

10

1

10

0

7,810

10

1268

38

200

7

7,810

10
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F.7 Example 2 – Collateral held on loans and advances by asset class and stage
Collateral held on loans and advances
31 December 20XX
Gross carrying amount

Collateral

Stage
3

Net exposure

In £ millions

Total

Stage
2

Total

Stage
2

Stage
3

Wholesale

166,091

10,234

1,758

15,882

1,314

802

150,209

8,920

956

Retail Banking

101,235

2,705

436

74,485

2,092

324

26,750

613

112

Total

267,326

12,939

2,194

90,367

3,406

1,126

176,959

9,533

1,068

Total

Stage
2

Stage
3

Commentary


The illustrative examples show some of the options to meet the objective of this recommendation.



LTV ranges should be provided by geography or other concentration if it is relevant to understanding
the credit risk exposure of the bank.



LTV ranges should be narrow enough to provide useful information.



Collateral information should be provided separately for stage 3 as per the requirements of IFRS 7.
Collateral information for stage 2 is optional.



The amount of collateral included per individual loan should be limited to the outstanding loan amount
to avoid over collateralisation resulting in a misleading presentation.



In addition to quantitative disclosures, banks should provide information about the basis on which
collateral is valued (e.g. value at inception of loan, current value or distressed value, and the seniority
of collateral charge – whether a first charge or less senior).
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G Measurement uncertainty, future economic conditions, and critical judgements
and estimates
Sources of estimation uncertainty
Box
35

Extracts from relevant guidance

Recommended disclosures

An entity shall disclose information about
the assumptions it makes about the future,
and other major sources of estimation
uncertainty at the end of the reporting
period, that have a significant risk of
resulting in a material adjustment to the
carrying amounts of assets and liabilities
within the next financial year. In respect of
those assets and liabilities, the notes shall
include details of:
(a) their nature, and
(b) their carrying amount as at the end of
the reporting period.
(IAS1.125)
The assumptions and other sources of
estimation uncertainty disclosed in
accordance with paragraph 125 relate to
the estimates that require management's
most difficult, subjective or complex
judgements. As the number of variables
and assumptions affecting the possible
future resolution of the uncertainties
increases, those judgements become more
subjective and complex, and the potential
for a consequential material adjustment to
the carrying amounts of assets and
liabilities normally increases accordingly.
(IAS1.127)

G.1 Qualitative and quantitative
disclosures of sensitivities to key
assumptions in forecasts of future
economic conditions.
In all cases, a multi-factor sensitivity
analysis27 should be presented. In
addition, some single-factor (or univariant) analysis should be provided
where it is thought useful in helping
users to understand the sensitivity of
ECL provisions to alternative,
plausible inputs and assumptions.
Information provided internally to key
management personnel is also a
relevant basis for this disclosure and
should be considered when making
this evaluation.
See also boxes 38 and 39.

An entity presents the disclosures in
paragraph 125 in a manner that helps
users of financial statements to understand
the judgements that management makes
about the future and about other sources of
estimation uncertainty. The nature and
extent of the information provided vary
according to the nature of the assumption
and other circumstances. Examples of the
types of disclosures an entity makes are:
(a) the nature of the assumption or other
estimation uncertainty;
(b) the sensitivity of carrying amounts to
the methods, assumptions and estimates
underlying their calculation, including the

27

Sensitivity of estimation of ECL can be calculated using a ‘single-factor’ or ‘multi-factor’ approach. A single-factor approach
measures the possible change in the ECL arising from varying just one of the input parameters, in isolation, while a multi-factor
approach measures the sensitivity to changing several parameters at the same time.

49

Recommendations on a comprehensive set of IFRS 9 ECL disclosures—
Recommended disclosures, illustrative examples and other guidance material

Box

Extracts from relevant guidance

Recommended disclosures

reasons for the sensitivity;
(c) the expected resolution of an
uncertainty and the range of reasonably
possible outcomes within the next financial
year in respect of the carrying amounts of
the assets and liabilities affected; and
(d) an explanation of changes made to
past assumptions concerning those assets
and liabilities, if the uncertainty remains
unresolved.
(IAS 1.129)
Sensitivity disclosures can provide useful
quantitative information when they are
meaningful and relevant to understanding
how credit losses can change materially.
This is most likely to be for portfolios where
an individual risk parameter has a
significant impact on the overall credit risk
of the portfolio, particularly where these
sensitivities are included in information that
is used for internal decision making and
risk management purposes by key
management, the board or the board’s risk
committee.
The complexity of ECL calculations means
that a change in any individual parameter
is often associated with correlated changes
in other factors. Banks should consider
whether it is helpful to disclose sensitivities
to individual parameters if correlated
changes in other factors would render the
disclosure less informative. An alternative
would be to model a different reasonably
possible economic scenario, which would
include changes in multiple underlying
parameters. Modelling such an alternative
economic scenario would require a much
broader and more complex analysis of
interrelated factors. This would be more
akin to a stress test.
Quantitative disclosures may be less
appropriate for some risks, notwithstanding
that they are relevant. This could be where
it is concluded that such information cannot
be included in ECL. Such risks could
include potential economic or political
developments. For these risks, it may be
more appropriate to provide qualitative
disclosures.
(EDTF recommendation 326)

26

November 2015
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Multi-factor sensitivity analyses have the advantage that they are reflective of realistic scenarios,
whereas it is rare to observe a single-factor moving in isolation without affecting other factors (e.g. an
increase in unemployment would generally correlate with a decrease in Gross Domestic Product (GDP)
and a House Price Index (HPI), although the degree of correlation may vary). Information provided
internally to key management personnel is also a relevant basis for this disclosure and should be
considered when making this evaluation.
Distinguishing the estimation uncertainty disclosures from other sensitivity disclosures
Box

Extracts from relevant guidance

Recommended disclosures
G.2 Information that reflects estimation
uncertainty as required by IAS 1
should be distinguished from any
other sensitivity disclosures.

36

Estimating ECL involves forecasting
future economic conditions over a
number of years. These longer term
forecasts are subject to management
judgement and those judgements may
be sources of measurement
uncertainty that have a significant risk
of resulting in a material adjustment to
a carrying amount within the next
financial year. This section discusses
disclosures that are intended to help
users understand this measurement
uncertainty by providing information
about the sensitivity of the period-end
numbers to alternative inputs and
assumptions that could have been
used or made at the balance sheet
date. The disclosures are not
forward-looking and are neither a
forecast of future credit losses nor an
attempt to forecast whether or when
specific loans will default in the future.
All references to sensitivity
disclosures (apart from the one in the
next paragraph) are a reference to
this type of measurement uncertainty
disclosure.
When an entity discloses such
sensitivity information, it should clearly
differentiate this disclosure from any
other sensitivity disclosure the entity
may wish to provide such as those
around profit forecasts and other
forward-looking statements.
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Granularity of the estimation uncertainty disclosures
G.3 Information about estimation
uncertainty should be provided for
each material class of financial
asset and the granularity should be
proportionate to the estimated
effects on ECL.

37

The level of detail of the disclosure
should be proportionate to the nature
of the information disclosed and to the
materiality of the effects of uncertainty
on the ECL estimate for that class of
assets.
Information provided internally to key
management should be considered
when evaluating how information on
estimation uncertainty should be
disclosed.
Banks are expected to exercise judgement in determining the appropriate level of granularity for the
sensitivity disclosure, taking into consideration the characteristics of different groups of financial assets and
how, for example, they may behave under each scenario. Materiality is also relevant. For example, if the
disclosure is provided separately by geographical area, the level of detail provided for the areas that
contribute less to the overall ECL may be less than for the others.
Multi-factor sensitivity analysis
Box

Extracts from relevant guidance

Recommended disclosures
G.4 The multi-factor sensitivity analysis
should be primarily based on the
same economic scenarios that are
modelled for the purposes of
estimating ECL.

38

(a) The disclosure should show
information resulting from
applying a 100% weighting for
at least three scenarios.
For example, this could include
the central scenario, an upside
scenario and a downside
scenario. In cases where more
than three scenarios are used to
estimate ECL but the effect of
applying a 100% weighting is
only provided for three scenarios,
banks should provide the
disclosures for the scenarios
which best illustrate the effects of
non-linearity.
(b) The disclosure should show
for, each of those scenarios,
the effect on ECL and the
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Box

Extracts from relevant guidance

Recommended disclosures
gross carrying amount or
percentage of assets that
would under that scenario
have been the subject of a
lifetime ECL provision rather
than a 12-month provision (or
vice versa).
Additional information could also
be provided, such as the impact
on coverage ratios and
percentage shifts from the
weighted average ECL.
(c) The disclosure should explain
the limitations of the multifactor sensitivity disclosure.
It is important that the
measurement uncertainty
information is not misinterpreted.
Multi-factor sensitivity analysis
requires a broad and complex
analysis of interrelated factors,
so the basis of preparation,
assumptions and limitations
should be clearly disclosed. For
example, narrative commentary
may be required to explain the
reliance on correlation data
between factors in the production
of the scenario.
For banks applying a Monte Carlo
simulation approach to modelling ECL
it is recognised that, with a high
volume of scenarios, the disclosure
approach described above may not be
possible nor practical. In these cases,
similarly useful information about
measurement uncertainty could be
provided by disclosing the ECL
resulting from using a meaningful
range of the values of the key
parameters - such as those at the
90th percentile and the 10th percentile
of the range used in the Monte Carlo
simulation in addition to the central
scenario - and what the values of
those parameters are. Such a
disclosure would be similar to
disclosing a downside and upside
scenario.
Narrative disclosure should be
provided to explain whether and how
off-balance sheet exposures are
included.
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As explained in G.2, disclosures about measurement uncertainty help users to understand the sensitivity
of the period-end numbers to alternative inputs and assumptions that could have been used or made at
the balance sheet date. They are not forward-looking and are neither a forecast of future credit losses
nor an attempt to forecast whether or when specific loans will default in the future. Indeed, they would
be mis-leading if used for such purposes.
G.4 Example 1- Quantitative information: example of a table showing the gross carrying amount and the
effect on ECL resulting from applying a 100% weighting to selected scenarios (base, upside and
downside).
Impact on ECL from applying a 100% weighting to each scenario

As at 31 December 20XX
Gross exposure (£m)
Retail

Weighted

Upside [X]

Baseline

Downside [X]

3,300

3,300

3,300

3,300

1,320
880
660
440

1,320
880
660
440

1,320
880
660
440

1,320
880
660
440

2,200
1,100
330
330
440

2,200
1,100
330
330
440

2,200
1,100
330
330
440

2,200
1,100
330
330
440

Retail
[Mortgages]
[Credit Cards]
[Portfolio 3]
[Portfolio …]

500
200
150
100
50

200
80
60
40
20

300
120
80
60
40

600
250
150
100
100

Wholesale
[Commercial real estate]
[Corporate loans]
[Portfolio 3]
[Portfolio …]

300
150
50
50
50

160
100
20
20
20

200
100
30
30
40

550
200
150
100
100

Retail
[Mortgages]
[Credit Cards]
[Portfolio 3]
[Portfolio …]

10
10
10
10
10

5
5
5
5
5

8
8
8
8
8

15
15
15
15
15

Wholesale
[Commercial real estate]
[Corporate loans]
[Portfolio 3]
[Portfolio …]

10
10
10
10
10

5
5
5
5
5

8
8
8
8
8

15
15
15
15
15

[Mortgages]
[Credit Cards]
[Portfolio 3]
[Portfolio …]
Wholesale
[Commercial real estate]
[Corporate loans]
[Portfolio 3]
[Portfolio …]
ECL (£m)

Proportion of assets in stage 2 (%)

Commentary


Although Recommendation G.1 and the recommendations that flow from that recommendation in
principle apply to all exposures, regardless for example of whether they are on- or off-balance sheet,
some exposures might not be materially sensitive to changes in macro-economic assumptions and in
that case – as long as an explanation is provided of which exposures are included and which excluded
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and of the basis for that coverage – those exposures can be excluded from the disclosures described.
Banks are encouraged though to include all exposures in this disclosure that are materially sensitive to
changes in macro-economic assumptions.


Some stage 3 exposures might not be materially sensitive to changes in macro-economic
assumptions.


Sensitivity to a more pessimistic set of macro-economic assumptions: Most stage 3 exposures
have a PD of one, and where that is the case the ECL will be materially sensitive to a more
pessimistic set of macro-economic assumptions only if the LGDs are sensitive to those conditions,
which is not always the case. For example, individually assessed stage 3 wholesale exposures
are more likely to be sensitive to idiosyncratic obligor-specific factors and recovery strategies that
are independent of the macro-economic factors and cannot be easily modelled.
However, there can be circumstances in which a stage 3 exposure might not have a PD of one,
such as when an exposure is the subject of a cure period (see footnote 21). It might be though
that this is regarded as not being material to the disclosure.



Sensitivity to a more optimistic set of macro-economic assumptions: The sensitivity analysis will
typically also show sensitivity to a more optimistic set of macro-economic assumptions, and it could
be argued that those assumptions might have resulted in stage 3 exposures’ PDs being lower.
This can be difficult to model if cure periods are used, and in any case it is debatable whether it is
appropriate – even for the purposes of a disclosure about estimation uncertainty – to assume that
were macro-economic conditions better defaults that have occurred would cure. For that reason,
the population of stage 3 exposures at the balance sheet date is often used in the sensitivity
analysis as the population of stage 3 exposures under all the macro-economic scenarios being
illustrated.



The impact on ECL of exposures moving from a 12-month provisioning stage to a lifetime provisioning
stage (and vice versa) as a result of changes in forecasts of future economic conditions is captured by
recalculating the ECLs for stages 1 and 2 (through the changes in the population and PDs and LGDs
for those two stages).



Banks should clearly describe how the above relates to their measurement uncertainty disclosures so
that it is understood by users. For example, the disclosure might include text along the following lines:
The table above does not include any change to the stage 3 population. That is because the ECL for existing
stage 3 exposures would not be materially different under any of the alternative scenarios. It should be noted
that the population of stage 3 loans at the balance sheet date is determined at that point in time and the
impact on ECL of exposures moving from a 12-month provisioning stage to a lifetime provisioning stage (and
vice versa) as a result of changes in forecasts of future economic conditions is captured by recalculating the
ECLs for stages 1 and 2 (through the changes in the population and PDs and LGDs for those two stages).



As already explained, to the extent that this disclosure does not reflect all the financial assets and offbalance sheet exposures that are subject to ECL, banks need to explain what is covered and the basis
for that coverage. Where banks do not include stage 3 exposures in the sensitivity analysis, it may not
be immediately obvious to the user how banks have concluded that the LGD for these stage 3
exposures is not sensitive to macro-economic assumptions. For example, were a bank to exclude
stage 3 retail mortgage or commercial real estate exposures from the sensitivity analysis, users would
want to understand why the LGD of said exposures is not sensitive to macro-economic assumptions
about residential house or commercial property prices respectively and so explanation of this should be
included within the disclosure provided.



The Taskforce is aware that there is a risk that the stage 3 sensitivity numbers might be mis-interpreted
to be some sort of forecast of defaults that might occur in future as economic conditions change. The
risk of such mis-understandings can best be mitigated through clear disclosure about the meaning of
the sensitivity disclosure, and what it does not represent.
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It is common for banks to apply overlays in addition to the modelled outputs when estimating ECL.
Some overlays are of a type, or are included in the ECL estimation in a way, that makes it easy to
include them in the recommended measurement uncertainty disclosure. Some – particularly those that
are applied at the highest level and are not mechanically calibrated - are more difficult to include. In
such circumstances, if it is not possible to incorporate the overlays into the sensitivity analysis,
information should be provided that helps the user to understand what is not included and why, and to
help the user to understand whether and how those overlays might change for each modelled scenario
- in qualitative terms if this cannot be estimated. This helps users to understand a bank’s sensitivities to
changing parameters and helps enable comparison between banks, who may apply different types of
overlays.28



Banks may choose to disclose this sensitivity analysis by stage. Should this be the case, gross
exposures by stage should also be disclosed to allow users to understand the overall impact of the
changes in ECL.



See also Recommendations C.3, C.4, C.6 and C.7.

28

As explained in and under B.8, the term ‘overlay’ is used in this report to refer to post-core model adjustments. It is common for
banks to apply overlays in addition to the modelled outputs when estimating ECL. They include adjustments made by management to
compensate for data or model limitations as well as those which are informed by management judgement and/or of a higher level of
quantitative analysis in respect of uncertainties and events that are difficult to model.
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Single-factor sensitivity analysis
Box

Extracts from relevant guidance

Recommended disclosures

39

G.5 If single-factor disclosures are
provided, they would be provided
in addition to multi-factor
sensitivity analysis and they
should be accompanied by an
explanation of their limitations.
For example, it might be considered
helpful to disclose sensitivity to
changes in PD or other inputs, such
as HPI for retail exposures, that
management deems relevant to
illustrate potential change to the ECL
of credit exposures or a subset of
exposures in the context of the
economic cycle.
It is important that the measurement
uncertainty information is not
misinterpreted. So, for example, any
single-factor sensitivity analysis
presented should include clear
commentary on how it should be
interpreted and used. Single-factor
sensitivity analysis would reflect the
sensitivity of the estimate to each key
assumption on its own. Therefore,
aggregating the results of single-factor
sensitivity analyses for different
parameters will not produce
meaningful information because of the
correlation of the effects of the
parameters. Similarly, it should be
explained that a single-factor
sensitivity analysis should not be
extrapolated due to the likely nonlinear effect.
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H

Regulatory capital

Differences between accounting capital and regulatory capital
Box
40

Extracts from relevant guidance

Recommended disclosures

To comply with paragraph 134, the entity
discloses the following:
(b) summary quantitative data about what it
manages as capital. Some entities regard
some financial liabilities (for example some
forms of subordinated debt) as part of
capital. Other entities regard capital as
excluding some components of equity (for
example components arising from cash
flow hedges).
The entity bases these disclosures on the
information provided internally to key
management personnel.
(IAS1.135(b))
Summarise information contained in the
composition of capital templates adopted
by the Basel Committee to provide an
overview of the main components of
capital, including capital instruments and
regulatory adjustments. A reconciliation of
the accounting balance sheet to the
regulatory balance sheet should be
disclosed. (EDTF recommendation 1029)
Including a high-level reconciliation of
accounting capital to regulatory capital, a
summary of instruments which form part of
regulatory capital and a capital ‘flow
statement’ in financial reporting would
assist users’ understanding of a bank’s
capital position without having to refer to
the very detailed information in the Basel
templates. (EDTF, section 6.230)

Use of the ECL-related transitional relief available under regulatory capital rules
Box
41

Extracts from relevant guidance

Recommended disclosures
H.1 Disclosure explaining whether the
IFRS 9 transitional arrangements
for regulatory capital have been
applied and, if so:

Institutions applying the transitional
arrangements should provide a narrative
accompanying the quantitative template
that explains the key elements of the
transitional arrangements they use.
Pursuant to the second subparagraph of
paragraph 9 of Article 473a of the Capital

29

October 2012

30

October 2012

(a) Qualitative disclosure
summarising how the
regulatory capital impact on
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Requirements Regulation (EU) No
575/2013 (CRR), institutions should, in
particular, provide explanations of all their
choices regarding the options included in
the same paragraph, including whether
they are applying paragraph 4 of Article
473a or not, and on any changes on the
application of these options. Institutions
should also provide explanations of the
changes to the prudential metrics included
in the template due to the application of the
transitional arrangements for IFRS 9 or
analogous ECLs, where these changes are
material. (EBA Guidelines on uniform
disclosures under Article 473a of CRR as
regards the transitional period for
mitigating the impact of the introduction of
IFRS 9 on own funds Annex 1)

Common Equity Tier 1 (CET1)
and Tier 2 (T2) is calculated.
This recommendation could be
addressed by the disclosures
required by Pillar 3 Template
IFRS 9-FL explaining the key
elements of the ECL transitional
arrangements.
To meet this recommendation
such disclosure would include:
- a summary of how the
regulatory capital impact is
calculated, with specific focus
on the ‘static’ and ‘dynamic’
components calculated in
accordance with Article 473(a)
CRR; and
- the declining percentages that
will apply during each year of
the transitional arrangements
(including that which applies in
the current period).
The static component is the
increase in impairment (and
related impacts on regulatory
capital) on initial adoption of
IFRS 9. The dynamic
components relate to an increase
in impairment (on non-creditimpaired exposures) from the
date of initial adoption to the
reporting date.
(b) Qualitative disclosure
explaining the impact of the
IFRS 9 transitional
arrangements on risk weighted
assets (RWAs) and regulatory
capital ratios, where
significant.
(c) Disclosure of key regulatory
capital metrics including CET1,
RWAs, leverage and capital
ratios both with and without
the IFRS 9 transitional
arrangements (consistent with
the requirement in Pillar 3
Template IFRS 9-FL), together
with the amounts of each of
the (i) static and (ii) dynamic
transitional adjustments.
(d) Quantitative disclosure of the
impact of the ECL transitional
arrangements on regulatory
capital, achieved by including,
in the reconciliation of
accounting capital to

59

Recommendations on a comprehensive set of IFRS 9 ECL disclosures—
Recommended disclosures, illustrative examples and other guidance material
regulatory capital, a
reconciliation between the
resulting amounts under the
transitional arrangements and
the ‘fully loaded’ amounts
without transitional
arrangements.
Differences are expected to
relate to:
- equity (impairment net of tax);
- excess or shortfall of regulatory
expected losses over IFRS
impairment;
- deferred tax assets;
- other threshold deductions; and
- Tier 2 surplus provisions.
(e) Where a bank has elected to
apply the ECL transitional
arrangements for regulatory
capital, clear labelling of all
regulatory capital amounts or
ratios disclosed as either on a
fully loaded basis or applying
the transitional arrangements.

Capital planning
Box
42

31

Extracts from relevant guidance

Recommended disclosures

Qualitatively and quantitatively discuss
capital planning within a more general
discussion of management’s strategic
planning, including a description of
management’s view of the required or
targeted level of capital and how this will
be established. The introduction of the new
accounting standards will potentially affect
capital measures as discussed above.
(EDTF Recommendation 1231)

October 2012
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H.2 To the extent that IFRS 9 ECL is a
key driver of decisions in capital
management and the strategic
direction of the bank, qualitative
disclosure explaining the broad
implications of IFRS 9 ECL on
capital management and strategy.
This could include, for example,
where there has been the curtailment
of certain products with significant
ECL volatility due to their potential
impact on future regulatory capital.
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I

Governance and oversight

Risk management organisation, processes and key functions
Box
43

Extracts from relevant guidance

Recommended disclosures

Summarise prominently the bank’s risk
management organisation, processes and
key functions. The adoption of an ECL
framework requires banks to carefully
consider their implementation strategies.
This may include changes to the bank’s
risk management organisation, systems
and processes and key functions both in
the transition period for the purpose of the
implementation plan and after the transition
date when the ECL methodology becomes
the mandatory impairment approach.
Disclose how the risk management
organisation, processes and key functions
have been organised to run the ECL
methodology. Banks could describe the
impact of the new methodology on existing
processes and the changes required to
governance practices and processes.
(EDTF recommendation 532)

I.1

Qualitative disclosure explaining:
(a) how the credit risk
management organisation,
processes and key functions
have been organised to
manage and report ECLs,
bearing in mind the new
concepts introduced by IFRS 9
(for example, SICR and macroeconomic scenarios);
(b) how it has been ensured that
an effective system of internal
controls ensures a consistent
determination of accounting
allowances under IFRS 9;
(c) how and to what extent credit
risk management strategy,
practices and policies are
aligned with the governance of
ECL estimation;
(d) what level of oversight exists
over the key judgements and
assumptions applied in
estimating ECLs, including for
example, multiple economic
scenarios, the definition of a
significant increase of credit
risk, probabilities of default,
use of post-model adjustments
or overlays, and estimates of
the lives of revolving credit
facilities.
These disclosures should be
more detailed when such
judgements and assumptions are
more complex or more
challenging or when there is
known diversity in the bank’s
practice compared to that of
peers; and
(e) the governance framework
over the development of
models, their validation and
approval, their subsequent
maintenance, back-testing,
recalibration and any
subsequent changes.

32

November 2015

61

Recommendations on a comprehensive set of IFRS 9 ECL disclosures—
Recommended disclosures, illustrative examples and other guidance material
The approaches described in the
disclosures on model
governance should follow the
guidance provided by the Basel
Committee on Banking
Supervision in its report
‘Guidance on credit risk and
accounting for expected credit
losses’ (for example, refer to
Principle 1 – Board and
management responsibilities and
Principle 5 – ECL model
validation).
The above disclosures are
expected to be more granular
and detailed in the first year of
application of IFRS 9. In
subsequent years, while key
information (for example
responsibilities and
accountabilities of the risk
organisation) should continue to
be provided, the disclosures
should focus on significant
changes with respect to
previously reported information.

Box
44

Extracts from relevant guidance

Recommended disclosures
I.2

See box 43.

Qualitative information describing
how the performance of the ECL
estimation process is assessed (for
example, the reasonableness of the
ECL estimate and the results of
applying the staging criteria).
In addition to controls, oversight and
governance processes referred to in
the previous recommendation, most
banks will have ‘reasonableness’
procedures of various kinds (for
example, stand-back tests,
benchmarking, back-testing etc).

Box
45

Extracts from relevant guidance

Recommended disclosures
I.3

See box 43.
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An explanation of the governance
arrangements over the origination,
measurement and release of each
material post-model adjustment or
overlay.
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Box
46

Extracts from relevant guidance

Recommended disclosures
I.4

See box 43.
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As it becomes available,
quantitative information on the
reasonableness of estimates. This
may include information on the
back-testing of ECL or components
of the calculations (such as PD,
LGD or exposure at default (EAD)
estimates).
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Appendix I – Changes made to the
recommendations since the first report
Although the Taskforce has not carried out a review of the recommendations of its first report, it has made
some changes to those recommendations. The purpose of this appendix is to highlight the changes made
(in other words, to compare the text in the yellow boxes in this report to the equivalent text in the first
report).
There have been a number of changes made to ensure the language, punctuations and abbreviations are
used consistently throughout the report. There have also been some formatting changes, the row numbers
used in the first report have been replaced by box numbers (to make cross referencing within the report
easier) and cross references have been updated to reflect other changes made. Those changes are
cosmetic and have no impact on the content of the recommendations. In addition, the changes described
below have been made.

Section C
Recommendations C.5, C.6 and C.7 have been re-ordered and renumbered, without being changed in any
other way.
Recommendation
in first report

Renumbered in this
report as:

C.5

C.7

C.6

C.5

C.7

C.6

In addition, Recommendation C.4 has been amended as follows (new text is underlined, omitted text is
struck through):
C.4 Qualitative and quantitative disclosure describing the key
parameters of the central scenario[Footnote omitted from this appendix].
Given the impact of the central scenario on the overall ECL number,
the key parameters within the central scenario should be described
in a level of detail that reflects its relative importance. (The
alternative scenarios are normally derived by modifying the central
scenario.)
The information provided should be designed amongst other things to
help users understand the assumptions made as to how the key
parameters change over the forecast period.

(a) To illustrate the expected period-on-period evolution of the
macro-economic assumptions used for scenario modelling,
quantitative disclosure should be provided of the values of such
inputs and assumptions across the forecast period. For
example, an entity might disclose in tabular form, the forecast
average annual rate or percentage increase/decrease for each
of the key inputs for the central scenario.
In such case, the disclosure might also include the cumulative
expected growth or fall of each of the inputs from the reporting
date to the forecast peak or trough during the forecast period.
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Alternatively, an entity might disclose, in a tabular form, the
annual average value of each key input for the central scenario
for each year of the forecast period.

(b) To help users of the financial statements understand the trend
of the inputs over the forecast period and allow a visualisation in
a concise and effective way, banks should also consider using a
graph to show how the inputs are expected to change over the
forecast period. This would illustrate when any peaks or troughs
are assumed to occur and how values are assumed to revert to
a long-term rate. This could be particularly useful when there is
more than one peak and/or trough forecast in any scenario.
It may be sufficient to provide a graph for only one macroeconomic assumption, such as GDP, to illustrate the overall
shape of the scenario. To the extent that other macro-economic
assumptions are expected to behave differently and not follow
the overall shape, it may be appropriate to provide additional
graphs. Additionally, in order to help users assess the forecasts
in the context of the economic cycle, the inclusion of recent
historical actuals in the graph may also be considered helpful
information.

(c) Disclosure should also be provided of the length of the forecast
period and the period over which the inputs are assumed to
transition to a long-term rate.
(d) It should also include a A description should also be provided of
the assumptions made in relation to the long-term behaviour of
the key parameters, such as reversion to long-term averages or
other if applicable. If the long-term rate differs from the
historical long-term mean for any of the assumptions, this
should be disclosed and qualitative information should be
provided to explain the methodology that has been applied to
estimate the rate.
Explanation
It was always the Taskforce’s intention to expand in this report on the recommendations it made in its first
report on disclosures about measurement uncertainty, future economic conditions and critical judgements
and estimates (ie Section G). The Taskforce concluded that, for those expanded section G
recommendations to be most effective, it needed to add to its recommendations on the disclosures to be
provided about the key parameters of the central macro-economic scenario used in the ECL estimate. In
particular, the recommendations needed to talk about disclosures that help users to understand how those
parameters evolve over the forecast period and in the post-forecast period.

Section D
Recommendation D.2 has been amended as follows (omitted text is struck through):
D.2 Quantitative disclosure of ECL coverage by class for different
credit risk ratings and stages. As part of the credit risk
exposure disclosures required by IFRS7.35M (see F.1), the ECL
coverage would be provided at an appropriate level of
attribution such as by loan product or other segmentation of
the period-end balance sheet position.

Explanation
In developing the illustrative disclosure to accompany Recommendations D.2, F.1 and F.2, the Taskforce
realised provision of coverage ratios by credit risk ratings could in certain circumstances run the risk of
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information overload. The information required by Recommendation F.1 would still enable the calculation of
the coverage ratio by credit risk rating for those who require such coverage ratios.

Section F
Recommendations F.2, F.3 and F.4 have been re-ordered and renumbered.
Recommendation
in first report

Renumbered in this
report as:

F.2

F.3

F.3

F.4

F.4

F.2

In doing this re-ordering, no changes were made to the text that became Recommendations F.3 and F.4,
but the text that became Recommendation F.2 has been amended as follows (new text is underlined,
omitted text is struck through):
F.2 Quantitative disclosures analysing the period-end balance
sheet position should be linked to Basel PDs through
disclosure of the range of Basel PDs average Basel PD for the
different credit risk ratings by asset class.

Explanation
During the course of its work on this second report, the Taskforce concluded that it would be much
preferable were the recommendation in F.2 focused on ranges of PDs rather than averages. This seemed
such an important point, it decided to amend its recommendations accordingly.
Recommendation F.5 has been amended as follows (new text is underlined, omitted text is struck through):
F.5 An analysis of sStage 2 balances analysed by the reason (or
where there is more than one reason, one of those reasons) for
inclusion, at the balance sheet date, reflecting the reasons,
recorded on systems at that date for inclusion in stage 2[Footnote
omitted from this appendix]
.

Explanation
Whilst developing an illustrative example to accompany this recommendation, the Taskforce concluded the
original recommendation needed to be amended to acknowledge that there could be more than one reason
why a balance is in Stage 2. The change also dealt with ambiguity and simplified the wording.
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Section G
Section G (on disclosures about measurement uncertainty, future economic conditions and critical
judgements and estimates) has been largely rewritten; most of the material in the chapter is new, and most
of the material that was in the first report has been omitted except that:


the first report’s Recommendation G.1 has been re-numbered G.2 and amended as follows (new
text is underlined, omitted text is struck through):
G.2 Information that reflects estimation uncertainty as required by
IAS 1 should be distinguished from any other sensitivity
disclosures.
[The ordering of the paragraphs has changed from the first report]
Estimating ECL involves forecasting future economic conditions over
a number of years. These longer term forecasts are subject to
management judgement and those judgements may be sources of
measurement uncertainty that have a significant risk of resulting in a
material adjustment to a carrying amount within the next financial
year. This section discusses disclosures that are intended to help
users understand this measurement uncertainty by providing
information about the sensitivity of the period-end numbers to
alternative inputs and assumptions that could have been used or
made at the balance sheet date. The disclosures are not forwardlooking and are neither a forecast of future credit losses nor an
attempt to forecast whether or when specific loans will default in the
future. All references to sensitivity disclosures (apart from the one in
the next paragraph) are a reference to this type of measurement
uncertainty disclosure.
When an entity complies with IAS 1.125 by providing thediscloses
such sensitivity informationdisclosure suggested by IAS 1.129(b), it
should clearly differentiate this disclosure from any other sensitivity
disclosure the entity may wish to provide such as those around profit
forecasts and other forward-looking statements.



the opening paragraph of the first report’s Recommendation G.2 (“Information provided internally to
key management personnel should be considered when evaluating how information on estimation
uncertainty should be disclosed”) has been retained and is now part of Recommendation G.3; and



the principles in the first report’s Recommendation G.3 have been incorporated into the new
recommendations on multi-factor sensitivity analysis (Recommendation G.4(c)) and single-factor
sensitivity analysis (Recommendation G.5).

Explanation
The first report contained only a few relatively high-level recommendations on disclosures about
measurement uncertainty, future economic conditions and critical judgements and estimates. At the time,
the Taskforce agreed that a comprehensive set of ECL disclosures needed to contain disclosures about
measurement uncertainty (if material uncertainty exists), but it thought it best to see how banks approach
the subject before encouraging practice to converge on any particular approach to the subject.
The subject is complex and multi-faceted, there remains some disagreement as to the best way forward
and practice continues to evolve rapidly in this area. Nevertheless, the Taskforce has decided to replace
the high-level recommendations with some detailed recommendations. The essence of what was said on
the subject in the first report remains but it has been restructured and supplemented.
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