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Background

Why is IFRS an issue? PSAK is converging with IFRS
Growing need for one international set of accounting standards

v' due to mergers & acquisitions, marketability, cross border
trading, raising finance, shareholder / analyst dialogue

Dealing with IFRS in the organisation is a major business
challenge

Success enhanced on clear commitment and active
sponsorship from the board and from management at all levels
(not just the finance function)




Financial implications

Financial implications of IFRS transition

» EBITDA
» Gearing
» Covenants
» Earnings

> Distributable profits » Bonuses
» Margins » Staff pay schemes

» Other KPIs » Market / Analyst
» Headline figures expectations




Business implications

Business implications of IFRS transition

Hedging strategies
Remuneration
strategies
Management
reporting
Budgeting process
Business decisions
Accounting
manuals, reporting
packs

Chart of accounts
New valuations
Different policies in
JV & associates

» Accounting and
consolidation
systems changes
New systems
required e.g.
valuation,
derivatives and
hedging, credit
modelling

» Data gaps

Communication
strategy

Training strategy
Launch & buy-in
activities
Resource / skills to
manage the change
Corporate
governance
Embedding
knowledge — new
policies and
processes




Top accounting issues for banks

Revenue Recognition

* Interest income should be
calculated on an effective
yield basis

» More difficult to realise ‘day 1’
profits on structured deals

Derivatives
& Hedging

Provisioning and
Impairment
* Likely change in

provisioning methodology
» More scientific approach N f

Revenue
Recognition

using discounted expected
future cash flows.

» Significant data and
systems requirements
although linkages with Basel
Il requirements

IFRS

/N

Other Issues

Provisioning
and
Impairment

)

First-time adoption

* Several options are available to avoid full
retrospective application of IFRS

Business Combinations

* No merger accounting, new goodwill rules

Disclosures

« Significantly increased requirements, e.g.
financial instruments fair value, pensions,
segment reporting, risk management

Asset
Classification

<4+—p SPESs

Derivatives and Hedging

* All derivatives to be held at
Fair value with limited
flexibility in valuation methods.

* Stringent Hedge Accounting
Requirements

* Requirement to split out and
fair value “Embedded
Derivatives”

SPEs / Securitization

» Changes in treatment of SPEs
make it more difficult to get
off-balance sheet treatment

Asset Classification

* |AS requires financial assets to be
allocated into one of four categories:

* Held for Trading
* Available for Sale
» Originated loans and receivables
* Held to Maturity
» Accounting treatments vary by
classification with generally a greater
need for fair values
* Financial Assets and Liabilities initially
recognised at fair value




Loan Timeline

Loan Portfolio

Bl Regulations

IFRS provisions

Foreclosure/
Charge-off
A
Event
Loan Causing Default/ Loan
Origination Default Signals Termination
T “ T T
Uncertain Doubtful
“Performing” loans Impaired loans
Pass 1 % 5-15% 50 - 100 %
— 7
Loss : Specific and portfolio
No allowaree Identification measurement
at origination period allowances




Loan loss provisions — in practice

LLP = EAD x PD x LGD

Watch: .
Standard ist Impaired

Commercial / SME Individual -

| Specific Large loans
* Public sector provision (> xx m)
e Large corporate

* Commercial ~(Discounted _

> Feeln cash flows, Portfolio -

collateral value [SILEUNICERE
or MTM) (< xxm)

Retail
« Small businesses Statistical provision

e Consumer/auto

. Residential mortgages (Migration Analysis / Past-due, roll

rates)




Other accounting issues

= Joint financing » Financial asset / liability
arrangements derecognition

» Stock compensation * Impairment
= |[nsurance = Business combinations

= [ncome taxes = Fixed assets and investment
property

= | easing
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