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IN CONVERSATIONS WITH CFOs of financial institutions in Asia  

Pacific, it is not surprising to find that top-of-mind these days is the 

implementation of the new accounting standard IFRS 9: Financial  

Instruments. 

Banks still have 15 months to adopt this replacement to IAS 39. 

But as CFOs are discovering, the journey is not straightforward and un-

complicated – and there are worries about unforeseen and unintended 

consequences on the bank’s provisioning, capital, liquidity and leverage. 

CFOs are navigating unfamiliar terrain. IFRS 9 introduces a new clas-

sification and measurement category, Fair Value through Other Compre-

hensive Income (FVOCI), while eliminating the categories Available for 

Sale, Held to Maturity  and Loans and Receivables.

It also mandates a three-stage impairment model for computing ex-

pected credit losses on loans, something that IAS 39 did not require. 

And IFRS 9 has new guidance on hedge accounting that requires en-

hanced disclosure of the bank’s risk management activity.

Countdown to 2018
IFRS 9 is effective for annual periods beginning on or after 1 January 

2018. Some institutions are well on the way to implementation. National 

Australia Bank, for example, made the decision on early adoption way 

back in October 2014. But others are lagging far behind. 

In a survey of 176 senior banking executives in Asia, Europe and the 

Middle East conducted by software giant Oracle in August, 15% said they 

have not yet started, while 27% are still conducting a gap analysis of 

the requirements. Only 9% said their bank is in the implementation and 

parallel-run stage.

Fortunately for the laggards and those still in the early implementa-

tion stage, the experiences of early adopters and their service providers, 

along with research and advice by consultants and technology firms, 

are shedding light on the most serious issues that banks are likely to 

encounter.

Chief financial officers are navigating unfamiliar terrain, but they and their company 
must be ready to implement the new accounting standard by January 2018
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There are numerous areas of concern, but CFOs are likely to find the 

following four aspects as among the most challenging – yet also the 

most crucial from the finance function’s point of view:

• Creating the appropriate Expected Credit Loss (ECL) model

• Availability and acquisition of high-quality data with the accept-

able granularity 

• Integrating IFRS 9 with the existing accounting framework

• Measuring and mitigating the impact of IFRS 9 on the  

bottom line

Expected Credit Losses
Regulators have identified the delayed recognition of credit losses 

on loans and other financial instruments as a contributory factor in the 

2008 Global Financial Crisis. This is why IFRS 9 is designed to make 

banks recognize expected credit losses in a timely manner. 

Specifically, the expected credit loss must be accounted for when the 

financial instruments are first recognized. This means the IBNR model 

– incurred but not reported – allowed under IAS 39 will no longer be 

operable. IFRS 9 also lowers the threshold for recognizing full lifetime 

expected losses.

The challenge is that IFRS 9 is principles-based and does not provide 

any standard model for computing expected credit losses. Banks must 

therefore create their own ECL model, one that would be compliant with 

IFRS 9 yet at the same time would not unduly affect the bank’s financial 

performance.

Banks have already created the building blocks of the ECL framework 

– probability of default (PD), loss given default (LGD) and exposure at 

default (EAD) – as part of their regulatory capital management under 

the Basel requirements. However, these must be recalibrated for the 

purposes of IFRS 9, which requires that debt instruments and loan com-

mitments be categorized into three buckets.

For Stage 1 (“performing”) instruments, 12-month PD, which already 

exists in compliance with Basel regulations, should be used to com-

pute expected credit loss. For Stage 2 (“underperforming”) and Stage 

3 (“non-performing”) financial instruments, a new measurement called 

lifetime PD must be used.  

In the Sixth Global IFRS Banking Survey released by Deloitte in May 

this year, the availability of lifetime PD was identified as the biggest data 

concern, indicating how challenging it will be to produce this data point. 

With the CFO’s help, banks must also decide what ECL approach would 

be most appropriate for their unique circumstances. This could be cash 

flow-based, or looking at forward exposures, provision matrix, roll-rate 

and other factors.

High-Quality Data and Data Availability
Lifetime PD is not the only data issue. IFRS 9 also requires cash flow 

information, collateral data, exposure information, obligor rating data 

and macro-economic indicators, among others. And the data is not lim-

ited to past events and current conditions. IFRS 9 also requires banks to 

take into account forecasts of future conditions in calculating expected 

credit losses.

The big global banks typically have research units that generate in-

formation about the economy and produce macro-economic forecasts. 

The smaller institutions will need to acquire the information from other 

sources, including forecasts by central banks and regulatory authorities, 

multilateral institutions like the World Bank, and for-profit research or-

ganizations. 

Then the banks will need to calculate the impact of the forecasts 

on expected credit losses with regards to mortgages, other retail loans, 

corporate and SME exposures, and securities. Will they use a single 

forward-looking scenario to estimate the ECLs? If so, will it represent the 

weighted average of multiple scenarios? Or will it represent the scenario 

considered most likely?

In the Deloitte survey of 91 global and other banks, 58% of respond-

ents said they do not know which scenario approach they will use. Half of 

them also do not know the maximum time horizon they will choose with 

regards to the macro-economic information. And 57% said they don’t 

know how their bank will incorporate forward-looking macro-economic in-

formation in the ECL modelling process.

The challenge for banks is to make these decisions sooner rather 

than later. They must also craft a clear data governance model to en-

sure there is a rigorous process in place in sourcing the various types 

of required data (which include information from the risk, finance and 

treasury functions), assessing their quality and granularity, timeliness 

and other attributes that are essential to running ECL computations and 

reporting. 
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http://www2.deloitte.com/global/en/pages/financial-services/articles/global-ifrs-banking-survey.html
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Accounting Issues
CFOs will need to change parts of the accounting and reporting sys-

tems as IFRS 9 is implemented. For one, the structure of the Chart of 

Accounts in the General Ledger must be redefined to capture ECL provi-

sions. GL entries must be recorded on the reporting date. The current ac-

count process will also need to be re-engineered to ensure that interest 

is accrued using the effective interest rate, not the instrument contract 

rate as is done currently.

The accounting categories ‘Available for Sale,’ ‘Held to Maturity’ and 

‘Loans and Receivables’ will be eliminated, and a new category, ‘Fair 

Value through Other Comprehensive Income,’ will be created. Finance 

will need to hone its fair-value expertise as it relates to the instruments 

within the scope of IFRS 9, and study the process for determining wheth-

er a financial asset should be classified under and measured as FVTOCI, 

Fair Value Through Profit or Loss, or amortized value.

The CFO also faces the challenge of complying with IFRS 9’s en-

hanced disclosure requirements in the financial statements, particularly 

as it relates to the bank’s risk management activities. IFRS 9 prescribes 

a new hedge accounting model that more closely aligns accounting with 

risk management. 

The objective is to satisfy the demand of investors to understand the 

risks that a bank faces, what management is doing to manage those 

risks, and how effective those risk management strategies really are.

Profit & Loss Volatility
Investors and other stakeholders will also be looking at the impact of 

IFRS 9 on the bank’s bottom line. The challenge for the CFO is to meas-

ure the impact of IFRS 9 on net profit, find ways to do the accounting in 

such a way as to mitigate the negative effect while complying with the 

requirements of IFRS 9, and communicating all this to shareholders and 

other audiences.

It will not be easy. One direct financial consequence of IFRS 9 could 

be lower operating margins and profitability as the bank categorizes  

financial instruments in the three buckets. If the ECL model assigns 

high volumes of assets in Stage 2 and Stage 3 than was the case under  

IAS 39, the bank will need to set aside larger amounts in loan loss 

provisions.

In the Deloitte study, 81% of respondents in banks with over 100 bil-

lion in gross lending and 64% of all other respondents said they expect a 

significant impact on the volatility of the bank’s P&L account under IFRS 

9 compared to IAS 39. According to Deloitte, “most banks estimate that 

loan loss provisions will increase by up to 25% across assets classes 

on transition to IFRS 9.”

Early implementers like the National Australia Bank prove that finan-

cial institutions can successfully complete the IFRS 9 journey and reap 

positive outcomes. But CFOs and others in the bank have to recognize 

that time is of the essence, given the complexity of the operational and 

accounting transformation required by the changeover from IAS 39. 

And if some in finance think their bank still have more than a year to 

complete the journey, they could be wrong. Many institutions are likely 

to need to run IFRS9 in parallel with IAS 39 for a year before IFRS 9 

becomes mandatory. This means that it is best for banks to determine 

their approach this year or early in 2017, if they are to meet the January 

2018 deadline. l

MAIN STORY

MAIN STORY

IFRS 9: Four Key Challenges 
for the Banking CFO

ADVICE

Best Practices From IFRS 9 
Implementations

BENCHMARKING

Measure Your IFRS 9  
Progress and Plans Against 
Your Peers

MAIN STORY

IFRS 9: Four Key Challenges 
for the Banking CFO

ADVICE

Best Practices From IFRS 9 
Implementations

BENCHMARKING

Measure Your IFRS 9  
Progress and Plans Against 
Your Peers



© 2016 Questex LLC. All rights reserved. No part of this 
publication may be reproduced or transmitted in any 
form or by any means, electronic or mechanical, including 
photocopy, recording, or any information storage or 
retrieval system, without permission in writing from the 
publisher.

www.cfoinnovation.com

The e-Brief

Countdown to 2018: 

BEST PRACTICES IN IFRS 9  
IMPLEMENTATION IN ASIA 

ADVICE

ORACLE’S PROVEN METHODOLOGY for IFRS 9 implementation in-

cludes guidance on knowledge transition and in-built approaches for 

agile delivery in large programs. This has enabled one of the largest 

Australian Tier-1 banks to become the first financial institution globally 

to achieve IFRS 9 compliance and assume market leadership as a first 

adopter.

The implementation timelines are in the range of 18 to 24 months, 

though a longer duration may be required depending on the bank’s readi-

ness and the approach chosen for implementation. 

Implementing IFRS9 will comprise a number of work streams across 

many areas, among them models build and audits, regulatory reporting, 

loan-loss forecasting and provisioning engine, and data management 

across risk and finance data. It is helpful to create a project manage-

ment team that can work with the finance, risk and IT teams to come up 

with a clear charter, plans and governance model.

Best Practices From IFRS 9 Implementations
Rajesh Varahan / Oracle Financial Services
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IFRS 9 Implementation Checklist
From its implementation and rollout projects with tier-1 and mid-sized 

banks across the globe, Oracle Financial Services Consulting team has 

accumulated on-the-ground experience and expertise on the most ef-

fective ways to implement IFRS 9 in banking organizations. Here is a 

checklist of the best practices:

Assess current state and gaps. The program should start with a de-

tailed impact assessment study to understand the current state, bench-

marked against the requirements imposed by IFRS 9. The outcome of 

this study should be a gap analysis statement detailing the changes 

required in policies, processes, data requirements, risk and account-

ing system touch points, changes in accounting process and disclosure 

standards. 

Define policy and processes. In crafting IFRS 9 policies, implementa-

tion teams need to determine the financial instruments in scope, review 

credit policies, and ensure cross-functional governance.

Choose ECL approach and model development. Expected Loss (EL) 

calculations will move up the priority list for banks as a compliance is-

sue, and this will require the implementation of robust modeling. 

The ECL (expected credit loss) approaches could be cash-flow based 

or looking at forward exposures, provision matrix, roll-rate and others. 

Banks also need to consider whether they are able to develop specific 

models or enhance existing Basel models, and whether current models 

already include forward-looking data required by IFRS 9.  

Evaluate the impact on stakeholders and future capital require-

ments. It is estimated that IFRS 9 will result in some banks increasing 

their provisioning by more than 50% on current levels. 

This is expected to impact significantly on bottom lines, unless the 

bank has substantial retained earnings or have been very conservative 

in its provisioning. The larger provisioning will also clearly flow through 

to the banks’ risk appetite, the pricing of products, and their ability to 

support customers with their own balance sheet.  

Banks will need to manage the expectation of investors, customers 

and business partners through this transition. Given the likely capital 

constraints, business lines will need to manage their capital more ef-

ficiently. On a whole-of-bank basis, it will also have an impact on capital 

requirements, which will necessitate engagement and communication 

with debt market investors on a global basis.

Harness technology to accelerate IFRS 9 compliance. IFRS 9 is 

about process, governance and methodologies, but the effective use 

of technology will be a key enabler. An extensive parallel run to ensure 

a smooth transition from IAS 39 to IFRS 9 in the run up to the January 

2018 deadline will need to be in plan. 

CFOs should audit their data assets and understand data’s new po-

tential within the context of the new governance and operational frame-

works they will be required to implement.

Execute data governance and regulatory reporting. The knocking 

down of the silos between the finance and risk functions is one of the 

key operational tasks required to deliver IFRS 9. This needs to be em-

braced as a strategic opportunity in leveraging commonalities across 

finance and credit risk data. 

Executed with energy and rigor, the closer alignment of finance and 

risk can deliver improved credit risk, greater forward visibility, and better 

transparency to outside stakeholders through enhanced and more ac-

curate market disclosures.
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Stakeholder Responsibilities
The implementation of IFRS 9 is a complex exercise that requires 

close coordination among the various stakeholders within the bank. The 

IFRS 9 Project Management team will play an important role in mobilizing 

the finance, risk and IT teams.

What works best is for the responsibilities of each unit (including the 

project team) to be clearly delineated and the time targets to complete 

each task set and monitored. An example is illustrated below:

 Finance Team: Focus on provisioning and reconciliation. The finance 

team should be responsible for defining the Chart of Accounts (COA) 

structure in the General Ledger for capturing provisions as well as reen-

gineering the current accounting process to ensure that interests are 

accrued using the effective interest rate (EIR). 

The team should also come up with a process for validating provision 

numbers, reconciling them with the regulatory provisions and making the 

necessary capital adjustments.

Risk Teams: Focus on modeling and gap analysis. The risk team 

should focus on making changes to the modeling infrastructure – de-

signing, building, hosting and validating models for PD, LGD, and EAD, as 

per IFRS 9 standards. 

In addition, the team should document the approaches for computing 

ECL for accounts to be assessed on both an individual basis as well as 

collective basis. Though the standards provide for practical expedients, 

care should be taken to justify the reasons for adopting them as these 

are the most likely candidates for regulatory scrutiny. 

Necessary credit policy changes articulating stage classifications as 

well as movements across the stages need to be put in place after due 

review and approvals. 

IT Team: Focus on system integration, data provisioning and map-

ping to business requirements. The IT team should be responsible for 

sourcing and aggregating data for provisioning and integration of risk and 

accounting systems for computing loan loss provisions. 
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Oracle’s Proven Methodology for IFRS 9  
Implementation

A well-defined implementation approach that encompasses the entire 

lifecycle of the project is critical to ensure urgent compliance deadlines 

are met. The Oracle Unified Method (OUM) is a proven methodology for 

IFRS 9 that includes guidance on knowledge transition, and inbuilt ap-

proaches for agile delivery in large programs.  

Oracle Financial Services Analytical Analytics (OFSAA) Consulting’s 

end-to-end IFRS 9 implementation framework covers all relevant areas 

including: 

• Data management

• Modeling & stress testing

• Classification

• Expected credit loss computations

• Accounting and ledger Integration

• Reporting

The OFSAA Consulting team has also set up an IFRS 9 model office 

which can be used as a sandbox for testing relevant IFRS 9 use cases 

or day-in-the-life scenarios. 

The team has built specific approaches for computing ECL in line 

with IFRS 9 guidelines, covering applicable financial instruments, and 

defined processes for ECL accounting and integration with banks’ gen-

eral ledgers. 

The group has a rich inventory of collaterals, design templates, ar-

chitecture reference models, deployment options, and project plans that 

are effectively leveraged by consultants during implementation, as well 

as pre-built rules for credit migration or deterioration that can be readily 

deployed.

OFSAA Consulting has been involved in large enterprise change initia-

tives in tier-1 and mid-sized banks across the USA, Europe, Asia-Pacific, 

Middle-East, and Africa regions for years. The organization has assisted 

banks the world over to meet their regulatory requirements, specifically 

around Basel II/III, transaction/fraud monitoring & compliance reporting, 

asset liability management, liquidity risk reporting, stress testing and 

regulatory reporting. 

Oracle’s Solution for IFRS 9 
Oracle also provides a framework for making the calculations needed 

to ensure compliance with the standard.

The solution is designed to take data from a staging area that is com-

mon across all Oracle Financial Services Analytical Applications (OFSAA) 

installations and enable its reuse for analytical needs. An advanced en-

gine computes cash flows at an instrument level, which are then used by 

the impairment module for provision calculations. 

The solution also provides for prebuilt rules and workflows for stage 

assessment. These rules are based on commonly based assessment 

criteria such as rating migration, days-past-due migration, industry 

classification and PD migration. Additionally, the solution allows users  

to configure additional rules based on their own models for stage  

assessment. l

RAJESH VARAHAN, Senior Director

Middle East & Africa, Professional Services, Oracle Financial Services
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How Do Your IFRS 9 Plans and Progress 
Compare With Your Competitors? 

Where are you in the journey?
According to an August 2016 survey by software giant Oracle of 

176 senior bank executives in Asia Pacific, Europe, the Middle East 
and Africa, most institutions have started on the journey. If you are 
among the minority, 15%, that have yet to start, you should take the 
first step now. 

With the January 2018 deadline for implementation of IFRS 9: Financial Instruments just over a year away, how are your bank’s plans and 
progress stacking up against those of other financial institutions? 

Two recent research studies provide some metrics for you to use as benchmarks, starting with where you are in the journey to the  
approaches and techniques you plan to use in modelling expected credit losses and other technical issues.
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What will be the impact of IFRS 9 on total impairment?

If you don’t know or don’t want to say what the bank’s total impairment number will be on transition to IFRS 9, you’re in the com-
pany of the majority of the 91 respondents in Deloitte’s Sixth Global IFRS Survey, released in May this year. 

Of the 41% global banking executives who did respond to the question, the majority expect up to 25% increase in the impairment 
number on transition to IFRS 9, assuming the transition date is today.  
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What critical implementation challenges do you expect?
If you plan to pay special attention to sourcing high quality data to support model development and determining significant 

increases in credit risk, you’re on the right track. A third of respondents in the Deloitte survey say they expect acquiring data as a 
critical implementation challenge.

The global banking executives surveyed also anticipate challenges around the development of statistical models to calculate 
expected credit loss (ECL), and around designing and implementing the systems architecture for calculating and reporting the IFRS 
9-compliant ECL number, a particular concern for CFOs.
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How will you define and measure ‘significant increase in credit risk’?
As bank CFOs know, IFRS 9 requires them to re-classify financial instruments to Stage 2 and Stage 3 if there is a “significant 

increase in credit risk.” The problem is that IFRS 9 does not define what “significant increase” is. The definition and measurement 
are left to the bank under the principles-based approach of the standard-setters. 

As you grapple with this issue, consider what your peers are planning to do. In the Deloitte study, the majority of respondents said 
missed payments will be the most important factor in determining whether the credit risk of a financial instrument has significantly 
increased.

Modification/forbearance is also a factor in mortgages and other retail loans, while entering a watch list or a specialist problem 
credit team is a secondary factor for loans to SMEs and corporates.     
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Are you counting on IT solutions and system enhancements to  
implement IFRS 9?

If you do not expect to include IT solutions and system enhancements in your implementation plans, you might want to do a re-
think. In the Deloitte study, only 6% of respondents from banks with over 100 billion of gross lending and 10% of other respondents 
share your approach.

The majority plan a strategic change of existing systems or introduction of new systems, or a tactical upgrade of existing  
systems. l

 


