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IFRS9 – Myth Buster  
Sandra Thompson, Global IFRS Leader for Financial Instruments busts some of the 
myths of the new impairment model in IFRS 9. 

IFRS 9, the new financial instruments 

standard, is well recognised as being a big 

change in accounting by banks. This is 

largely due to IFRS 9’s requirements in the 

area of loan loss impairment and the 

introduction of the expected loss model. 

The new rules will generally result in 

earlier recognition of losses compared to 

today’s incurred loss model.   

There are a number of common 

misconceptions over the expected loss 

model. The following table busts some of 

the more significant myths! 

 

 Myth Fact 

Relative or 

absolute?   

Moving from stage 1 (12 month 

expected loss) to stage 2 (lifetime 

expected loss) is an absolute test – 

so that all loans below a specified 

threshold will be in stage 2. 

Moving from stage 1 to stage 2 is 

triggered by a significant increase in 

credit risk since the loans were first 

recognised. Whilst IFRS 9 has a couple 

of practical expedients, this is in the 

main a relative test – that will depend 

on which credit grade a loan started.   

So two similar loans with the same 

credit risk at the reporting date but that 

were originated at different times when 

they had different credit risks may be in 

different stages. 

How many forward 

looking scenarios?   

When incorporating forward 

looking information into 

impairment provisions it is usually 

acceptable to use a single ‘best 

estimate’ of the future (sometimes 

called a ‘base case’) 

For many loans, credit risk and credit 

losses are ‘non-linear’, that is, the extra 

losses in a downside scenario are 

greater than the reduced losses in an 

equivalent upside scenario. If this is the 

case, more than one scenario will 

generally need to be considered to 

capture this non-linearity. 

Credit cards Credit cards are short term so 

applying IFRS 9 will be 

straightforward. 

Credit cards are giving rise to some of 

the trickiest application issues, in 

particular determining the origination 

date of a credit card and the remaining 

‘life’ for IFRS 9 purposes (that is, the 

period of credit risk exposure). 

Approaches are still being debated but 

the effect can be large. 

Disclosures Banks can leave disclosures to the 

end of their implementation project. 

Banks will need to think about 

disclosures, including sensitivity 

analysis, when building IFRS 9 models 

and systems to ensure they have the 

necessary information – it may be very 

hard to go back and generate it later. 
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Data Many banks already have all the 

information they need. This myth is 

based on a belief that a bank can 

use the data it has for regulatory 

capital with a just a few minor 

adjustments.   

Even banks already applying the most 

sophisticated regulatory capital 

approaches will likely need to make a 

number of adjustments, many of which 

will require more data and new models. 

Also, obtaining data on the credit risk 

of a loan at the date the loan was first 

recognised (that will be needed to 

assess whether there has been a 

significant increase in credit risk) may 

be challenging when that date was 

many years ago. 

Time left There is plenty of time to 

implement the standard given IFRS 

9 only has to be adopted in 2018. 

There is a lot to do to analyse and 

understand the standard, collect data 

and build models (with appropriate 

governance). There are also increasing 

demands for banks to give an estimate 

of the impact of adoption IFRS 9 well 

ahead of adoption in 2018. As a result, 

time is looking very short. 

The rest of IFRS 9 Virtually all of the work needed is 

on impairment as most of the other 

requirements are similar to IAS 39 

There are changes to classification and 

measurement too, which may require 

detailed work to implement. However, 

entities can elect not to adopt IFRS 9’s 

requirements for hedge accounting (but 

instead stay on IAS 39). 

 
 

  

Confused by IFRS 9? Wondering what it really  means in practice? 

Don’t miss our new series of videos and IFRS News articles: 

Demystifying IFRS 9  

Our Financial Instruments specialists will guide you through the perils and 
pitfalls of IFRS 9, staring with the new Expected Credit Loss requirements. 

Watch the first two videos now: 

Demystifying IFRS 9 Impairment: 1. Overview 

Demystifying IFRS 9 Impairment: 2. Significant increase in credit risk 
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https://www.youtube.com/watch?v=pEnwsXHdrn4
https://www.youtube.com/watch?v=bTnuio8z6Xo

