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1 Executive Summary

This Report by the European Securities and Markets Authority (ESMA) provides an overview
of the application of the principles and requirements of IFRS 7 Financial Instruments:
Disclosures and IFRS 9 Financial Instruments related to the measurement and disclosure
of expected credit losses (ECL) by European banks with the objective of assessing their
level of compliance, transparency and comparability.

The overview builds on a desktop review of the 2020 financial statements of a sample of 44
European banks.

ESMA’s work addressed the following key topics: (a) general aspects of the ECL-
disclosures; (b) assessment of significant increase in credit risk (SICR); (c) forward-looking
information (FLI); (d) explanation of changes in loss allowances; (e) transparency of
disclosures on credit risk exposures; (f) ECL sensitivity disclosures.

In September 2021, ESMA conducted a workshop with European banks and other
stakeholders such as auditors, analysts, investors and academics, with the involvement of
national enforcers, to discuss the preliminary findings of the review. This report takes into
account the input from that workshop.

Overall, the results show that the principles and requirements of the Standards have
generally been well covered in the financial statements of the banks in the sample. However,
there is room for improvement in the level of compliance, comparability and transparency in
the application of the requirements. In general, ESMA noted the low level of entity-specific
details and lack of narrative explanations in some areas. Moreover, ESMA observed that
the ECL-related disclosures provided in different parts of the financial statements, in the
management commentary or in the risk report should be better linked through cross-
referencing.

General aspects of credit risk management

ESMA noted that banks did not always disclose sufficient entity-specific details regarding
measurement of the 12-month and lifetime ECL (particularly regarding issues that require
application of judgement, such as determination of portfolios if the portfolio approach is
applied), write-off policies and management overlays.

ESMA expects banks to disclose, for each material management overlay adjustment,
detailed and specific information on its impact on the ECL estimate, the rationale and the
methodology applied and to explain any significant changes in methodologies and
assumptions from the previous reporting period together with the reasons for those changes.
This applies in substance to both in-model and post-model adjustments.

Furthermore, only very few banks in the sample provided ECL-specific climate-related
disclosures. Even though banks are currently in the early stages of developing methods and
techniques aimed at incorporating climate-related risks, ESMA believes that credit
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institutions should provide explanations, where applicable and material, on any credit risk
concentrations related to environmental risks and how ECL are affected by those risks.

Assessment of SICR

SICR-related disclosures were often of a general nature and lacked entity-specific details
with regard to the approach and significant judgements used in determination of SICR. This
refers in particular to the description of the method for collective assessment used for SICR
purposes (if applicable). ESMA emphasise the importance of explaining the quantitative and
qualitative factors applied, including the length of the “cure” period, and any material
differences in the application of the factors across portfolios. Banks that grouped financial
instruments for SICR assessment should disclose key risk characteristics of their grouping
approach and how the collective assessment was performed (for example use of “bottom
up” or “top down” approach) as well as any change in grouping compared to the previous
reporting period.

Taking into account that only half of the banks that used relative change in probability of
default (PD) as a SICR indicator disclosed quantitative thresholds ESMA recommends that
issuers disclose quantitative SICR-thresholds and provide additional explanations if there
are significant differences in thresholds depending on portfolio type.

ESMA noted that, while several banks stated that economic support and relief measures did
not imply an automatic trigger for SICR, only a small number of banks provided more detailed
information as to how the SICR for the exposures affected by these measures was
assessed. If, during the reporting period, any significant relief measures were provided to
borrowers by issuers, ESMA expects that issuers explain how these measures impacted the
assessment of SICR. In particular, if the relief measures do not result in a derecognition of
the financial instrument, banks should include a description of how they determined SICR
or whether these instruments are impaired in these specific circumstances.

ESMA noted that only one-third of banks that disclosed pandemic-related changes in SICR
indicators provided detailed information on those changes. ESMA emphasises the
importance of detailed information on any significant changes in the assessment of SICR.

FLI

While ESMA welcomes explanations on how the impact of the pandemic was considered in
the macro-economic scenarios in the 2020 financial statements of many banks, we see room
for improvement in the banks’ disclosures on FLI. In particular ESMA believes that banks
should provide more specific disclosures on the main judgements and estimations related
to uncertainties that were taken into account when defining the macroeconomic scenarios
and disclose the methodology used to determine the scenario weightings. ESMA
recommends that banks disclose quantitative information on the macroeconomic variables
considered for each scenario and main geographical areas and/or sectors. In addition,
ESMA expects banks to disclose more details of the specific approaches they use for
incorporation of FLI in the estimation of probability of default (PD), loss given default (LGD)
and/or exposure at default (EAD).
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Explanation of changes in loss allowances

ESMA notes a lack of detail in banks’ explanations of changes in loss allowances. The
disaggregation by class of financial instruments was often provided only to a very limited
extent or in some cases not provided at all. Moreover, ESMA observes that many banks did
not provide sufficient narrative explanations of the reasons for the changes in the loss
allowance. ESMA highlights that, to ensure sufficient transparency, reconciliations should
be disclosed both at the entity level and for significant portfolios with shared credit risk
characteristics and be accompanied by narrative explanations of changes if those additional
explanations are necessary to understand the reasons for changes.

The review has also shown that the explanations on how significant changes in the gross
carrying amount contributed to changes in loss allowance were often not sufficiently detailed
and could be improved.

To ensure better transparency and comparability, ESMA strongly recommends that credit
institutions disclose a joint reconciliation of loss allowance and gross carrying amount and
provide a direct link between ECL movements and income statement items, for example by
indicating which reconciliation items affected income statement and which did not.

Transparency of disclosures on credit risk exposures

ESMA observed that almost all banks in the sample disclosed quantitative data about the
exposure to credit risk, in some cases with a high degree of disaggregation. Around two-
thirds of banks used at least one further breakdown dimension in addition to the breakdown
by stages and risk categories. However, ESMA recommends disclosing more narrative
explanations of the quantitative data. Quantitative disclosures and the narrative descriptions
included in different parts of the financial statements or in a management report should be
better linked to each other. ESMA stresses the importance of specific information about the
nature of collateral received, main types of collateral and guarantees and the basis on which
collateral is valued. Where appropriate, disaggregation of exposures by loan to value (LTV)
ranges at appropriate level of details can be provided.

ECL sensitivity disclosures

ESMA welcomes the fact that 30% of banks improved ECL sensitivity disclosures compared
to the previous reporting period. However, the review has also shown that the ECL sensitivity
disclosures were of varying extent and quality. For example, less than half of the banks in
the sample that provided multi-factor ECL sensitivity disclosures showed a disaggregated
analysis. Also, only a relatively low number of banks in the sample disclosed a high quality
explanation of changes in prior assumptions. ESMA emphasises the importance of providing
granular disclosures on the sensitivity analysis and the quantitative impact of this analysis
on the ECL and, where appropriate, on staging. ESMA recommends that banks provide (in
addition to other sensitivity disclosures) the sensitivity analysis based on a 100% weighting
of each macroeconomic scenario in order to increase comparability.

The review has demonstrated that the ECL disclosures of different banks are not always
comparable, which is partly due to the fact that the principle-oriented disclosure
requirements in IFRS 7 are applied to different business models and risk management
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approaches. In anticipation of the IASB’s Post-implementation Review (PIR) of impairment
requirements in IFRS 9 and related disclosures, ESMA will further analyse, taking into
account the enforcement cases, whether comparability can be improved through more
detailed guidance in IFRS (in particular, with regard to management overlays, sensitivity
analyses and an appropriate level of disaggregation of both credit risk exposures and
changes in loss allowances).

Next Steps

ESMA expects issuers, their auditors and audit committees to consider the findings of this
report when preparing and auditing the financial statements. ESMA expects enforcers will
take or have already taken appropriate enforcement actions whenever material
misstatements are identified. ESMA and enforcers will monitor the progress of those actions.
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2 List of acronyms

APM

COVID-19

CRR

EAD

EBA

ECEP

ECL

EDTF

EECS

ESMA

FLI

FX

GDP

GLEFI

IASB

IFRS

KAM

LGD

LTV

NCA

NPL

OClI

Alternative Performance Measures
Coronavirus Disease 2019

Capital Requirements Regulation (Regulation (EU) No 575/2013 of the
European Parliament and of the Council of 26 June 2013 on prudential
requirements for credit institutions and investment firms and amending
Regulation (EU) No 648/2012

Exposure At Default

European Banking Authority

European Common Enforcement Priorities
Expected Credit Losses

Enhanced Disclosure Task Force
European Enforcers Coordination Session
European Securities and Markets Authority
Forward-Looking Information

Foreign Exchange

Gross Domestic Product

Guidelines on the Enforcement of Financial Information
International Accounting Standard Board
International Financial Reporting Standard
Key Audit Matters

Loss Given Default

Loan To Value

National Competent Authority
Non-Performing Loans

Other Comprehensive Income



PD

POCI

SICR

SME

TCFD

UK

Post-implementation Review

Probability of Default

Purchased or Originated Credit Impaired

Significant Increase in Credit Risk

Small and Medium Enterprises

Task Force on Climate-Related Financial Disclosures

United Kingdom
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3 Background

1. To strengthen investors’ confidence after the global financial crisis, a new impairment
model for financial instruments based on expected credit losses (ECL) was developed by
the International Accounting Standard Board (IASB) and included in IFRS 9 Financial
Instruments. 2018 was the first year of mandatory application of IFRS 9 and of the
corresponding disclosure requirements in IFRS 7 Financial Instruments: Disclosures. The
details about the IFRS requirements addressed in this report are provided within each sub-
section of the analysis.

2. With the aim of promoting investor protection, ESMA and European enforcers have
continuously emphasised the importance of appropriate implementation and application of
the IFRS 9 and IFRS 7 requirements regarding banks’ ECL. Various aspects of these
requirements were addressed in ESMA statements on European Common Enforcement
Priorities (ECEP) in 2017-2019.1

3. In 2020, ESMA focused on the need to provide adequate transparency regarding the
consequences of the COVID-19 pandemic. In the public statement released in March
20202, ESMA addressed implications of the pandemic-related public policy measures on
the ECL estimation. Later, in its 2020 ECEP statement®, ESMA drew banks’ attention to
the disclosure of changes in the ECL models in response to a changing economic
environment, highlighting in particular the importance of providing disclosures on
macroeconomic scenarios and post-model adjustments, explanations of changes in loss
allowance by classes of financial instruments compared to the previous period, details on
risk concentrations, and the impact of support measures on the assessment of SICR.

4. The recommendations regarding credit institutions’ disclosures on the calculation of ECL
in ESMA’'s 2021 ECEP statement* built upon and further expanded some common
enforcement priorities for 2020 taking into account the preliminary evidence obtained when
preparing this report.

5. From 2019 to date, numerous cases related to accounting for ECL were discussed in the
European Enforcers Coordination Sessions (EECS). Five cases were included in Extracts
from the EECS database with enforcement decisions related to ECL.°

! ESMA32-63-340 Public Statement -- European common enforcement priorities for 2017 IFRS financial statements, 27 October
2017; ESMA32-63-503 Public Statement -- European common enforcement priorities for 2018 IFRS financial statements, 26
October 2018; ESMA32-63-791 Public Statement -- European common enforcement priorities for 2019 IFRS financial statements,
22 October 2019

2 ESMA32-63-951 Public Statement -- Accounting implications of the COVID-19 outbreak on the calculation of expected credit
losses in accordance with IFRS 9

8 ESMA32-63-1041 Public Statement -- European common enforcement priorities for 2020 IFRS financial statements, 28 October
2020

4 ESMA32-63-1186 Public Statement -- European common enforcement priorities for 2021 IFRS financial statements, 28 October
2021

5 We refer to decisions EECS/0121-01, -04, -08 and -09 in the 25" Extract from the EECS’s Database of Enforcement (ESMA32-
63-1192) and to decision EECS/00119-05 in the 23" Extract from the EECS'’s Database of Enforcement (ESMA32-63-717)


https://www.esma.europa.eu/sites/default/files/library/esma32-63-340_esma_european_common_enforcement_priorities_2017.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-503_esma_european_common_enforcement_priorities_2018.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-791_esma_european_common_enforcement_priorities_2019.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-951_statement_on_ifrs_9_implications_of_covid-19_related_support_measures.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-1041_public_statement_on_the_european_common_enforcement_priorities_2020.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-1186_public_statement_on_the_european_common_enforcement_priorities_2021.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-1192_25th_extract_from_the_eecs_database_of_enforcement.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-1192_25th_extract_from_the_eecs_database_of_enforcement.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-717_23rd_extract_from_the_eecss_database_of_enforcement.pdf
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Objectives

Consistent with its objective to promote the effective and consistent application of IFRS,
ESMA remains strongly committed to contributing to the development of a single set of
high quality, understandable, enforceable and globally accepted accounting standards.
Therefore, this report aims at providing an overview of the level of banks’ compliance with
the existing ECL-related requirements of IFRS 9 (impairment requirements) and IFRS 7,
with the primary focus on relevance and comparability of disclosures.

When reviewing the disclosures of banks, ESMA also considered best practice
recommendations on banks’ disclosures developed in the past by industry task forces
established by the Financial Stability Board (FSB)® and banking supervisors in the United
Kingdom (UK).’

ESMA intends to leverage on the results of this study in its response to the IASB’s request
for information related to the Post-implementation Review (PIR) of impairment
requirements of IFRS 9, which is expected in 2022.

Scope and methodology

This report focuses on the following key areas:
e general aspects of the ECL-disclosures;
e assessment of SICR;
o forward-looking information (FLI);
e explanation of changes in loss allowances;
e transparency of disclosures on credit risk exposures; and
e ECL sensitivity disclosures.

The review was based on desktop examinations of 2020 financial statements.® It was
carried out on a sample of 44 issuers from 21 jurisdictions. These issuers were selected to
ensure a geographical balance combining large systematically important banks, as well as
medium-sized and smaller banks.

The overall composition of the sample in terms of jurisdiction, total assets and market
capitalisation is illustrated in Tables 1-3 below.

8 https://www.fsb.org/wp-content/uploads/Impact-of-expected-credit-loss-approaches-on-bank-risk-disclosures.pdf

7 https://www.frc.org.uk/medialibraries/FRC/FRC-Podcasts-Video/DECL -updated-guidance.pdf

8 Please refer to ESMA's 2020 update to the Guidelines on enforcement of financial information, or GLEFI, for further information
about the classification of examinations. Please note that whilst this update to the GLEFI was published in 2020, it will only become
applicable to NCAs in 2022.



https://www.fsb.org/wp-content/uploads/Impact-of-expected-credit-loss-approaches-on-bank-risk-disclosures.pdf
https://www.frc.org.uk/medialibraries/FRC/FRC-Podcasts-Video/DECL-updated-guidance.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-50-218_guidelines_on_enforcement_of_financial_information.pdf
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Table 1: Composition of the sample of issuers for reviews by countries

Number of banks .
Countries
per country
4 France, Germany, Italy, Spain
3 Austria, Netherlands, Sweden
2 Denmark, Finland, Ireland, Norway, Poland
1 Belgium, Croatia, Cyprus, Greece, Hungary, Malta, Portugal, Romania, Slovenia

Table 2: Composition of the sample of issuers for reviews by total amount of assets

NITIEED EF 26N Total Assets as of 31 December 2020

(% of the sample)

5 (11%) Less than € 20bn
9 (21%) € 20bn - € 100bn
7 (16%) € 100bn - € 250bn
10 (23%) € 250bn - € 500bn
5 (11%) €500bn - € 1,000bn
8 (18%) Over € 1,000bn

Table 3: Composition of the sample of issuers for reviews by total market capitalisation

Number of banks Market Capitalisation as of 31 December 2020

(% of the sample)

6 (14%) Less than € 1bn
10 (22%) € 1bn - € 10bn
10 (22%) € 10bn - € 20bn
6 (14%) € 20bn - € 30bn
3 (T%) € 30bn - € 40bn
3 (7%) Over € 40bn
6 (14%) Not applicable (issuers of bonds)

10
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12. Global systematically important institutions (G-SlIs) and other large banks according to

EBA's definition® are referred to as large banks in this report. The remaining banks in the
sample are referred to as small banks.

13. When performing this review, ESMA identified examples of disclosures and included them
in the Appendix as an illustration of possible ways selected IFRS 7 requirements are
implemented in practice. These examples should not be seen as exhaustive or unique, as
there might be different ways for meeting IFRS requirements and objectives based on
individual facts and circumstances of each financial institution. Accordingly, certain
elements of these examples might be further developed in order to better reflect individual
circumstances of respective banks. By including these examples in this report, ESMA does
not express any view on whether the disclosed information they contain is complete and
accurate or on whether it might not be further questioned as part of regular reviews by
national enforcers.

14.0On 28 September 2021, ESMA held a workshop with European banks and other
stakeholders such as auditors, analysts, investors and academics, with the involvement of
national enforcers, to discuss the preliminary findings of the review. This report takes into
account the input from that workshop.

6 Analysis of selected subtopics

15. This section is structured into six different sub-sections. Each section starts with a
description of the relevant accounting requirements on which ESMA’s assessment focused
and is followed by an analysis of the findings as well as conclusions and recommendations.

6.1 General aspects of credit risk management

6.1.1 Measuring 12-month and lifetime expected credit losses (ECL)

6.1.1.1 Relevant requirements

16. An entity is required to explain the inputs, assumptions and estimation techniques used to
apply the impairment requirements of IFRS 9. IFRS 7 paragraph 35G(a)(i) requires
companies in particular to disclose the basis of those inputs, assumptions and techniques
used to measure the 12-month and lifetime ECL. Any changes to this basis shall also be
disclosed according to paragraph 35G(c). Since IFRS 9 does not prescribe specific
approaches to estimate ECL, it is necessary that entities provide key inputs and
characteristics of the ECL calculation that the calculation is particularly sensitive to,
including definitions of the key inputs.

9 See https://www.eba.europa.eu/risk-analysis-and-data/global-systemically-important-institutions for further details.

11
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Moreover, IFRS 7 paragraph 7.35F(c) requires the disclosure of 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.

6.1.1.2 Evidence from reviews

18.

19.

20.

ESMA observed that all banks in the sample used a probability of default (PD) approach
to estimate ECL using the formula ECL = PD x LGD x EAD.

All banks also disclosed the definition of the key inputs used for measuring ECL and how
they are assessed. Disclosures of 16% of banks were provided partially or were of a
boilerplate nature (e.g. only very general descriptions of PD, LGD and EAD without
providing entity-specific details on aspects which required the application of judgement or
referring to regulatory requirements without explaining those requirements).

Almost all banks provided information of the level at which they calculated ECL. 73% of
banks disclosed ECL measurement at both portfolio and transaction levels while 16%
measured ECL at portfolio level only and 9% at transaction level only. The portfolio method
was mostly applied to exposures that were not individually significant.

Figure 1: Level at which ECL are calculated (% of banks disclosed)
100%

80%

80% 73%
66%
60%
40%
21% 16%
0, 0
20% 10% 13% oo,
5% 5% 5
O O % g 22
0% L [ -
Collective level Individual level Both collective and No information
only only individual levels provided

Large banks mSmall banks ®Total population

21. Of the banks using the portfolio approach, 80% provided information on how portfolios

were determined, in particular what shared risk characteristics were considered for
grouping. However, the disclosures of 34% of those banks were incomplete or too general.
The banks that provided extensive and transparent disclosures included information on
whether statistical analysis, expert assessment or other procedures were used to identify
the portfolios and explained shared credit risk characteristics used for the segmentation of
exposures. Shared credit risk characteristics applied by those banks included, for example,
instrument type, portfolio type, asset class, product type, industry, originating entity, credit
risk rating, remaining term to maturity, geographical location of the borrower, value of
collateral to the financial asset, forbearance status or days in arrears.

12
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22. ESMA and European enforcers observed that only around 45% of banks (53% of large
banks and 38% of small banks) that disclosed how portfolios are determined provided
comprehensive disclosures on the scope of the financial instruments to which portfolio
measurement was applied. A further 16% provided this information partially or with little
detail (e.g. stating that individually significant exposures are assessed on an individual
basis). No relevant information was provided by 39% of the banks in the sample.

23. ESMA observes that it was often not clear whether there were any significant differences
in the ECL calculation for different portfolios. Although some differences can be assessed
on the basis of granular quantitative disclosures on credit risk exposures and loss
allowances (see section 6.5), additional narrative information on how different portfolios
are treated regarding key ECL measurement inputs would be useful for users.

24. Two thirds of the banks disclosed their accounting policies applied to purchased or
originated credit impaired (POCI) financial instruments. However, these policies mostly
repeated IFRS requirements. Examples of entity-specific information provided by some
banks are: describing circumstances in which credit-impaired assets are originated by the
bank and explaining whether the impairment gains arising from POCI| assets are
recognised on the balance sheet as a direct adjustment to the asset’'s gross carrying
amount or as a negative loss allowance.

25. European enforcers noted that it was often difficult to assess how material the POCI assets
were to the banks on the basis on the information presented in the financial statements.

26. Finally, ESMA noted that disclosures on measuring 12-month and lifetime ECL were
spread over different sections of the financial statements of the banks in the sample and
were found in a wide variety of places. This observation is also valid for other disclosures
covered in section 6.1.

6.1.1.3 Conclusions and recommendations

27. While ESMA notes that all banks in the sample disclosed the basis for the inputs,
assumptions and techniques used to measure the ECL, ESMA urges the banks to disclose
more entity-specific details, particularly on the issues that require application of judgement
(e.g. how the model parameters are derived or which specific credit enhancements are
taken into account when measuring ECL).

28. The review has shown in particular that there is room for improvement of disclosures on
the portfolio approach when calculating ECL, since a significant number of banks applying
this approach either provided boilerplate information on how portfolios were determined or
did not provide this information at all. ESMA notes that this information is important to
understand banks’ credit risk management practices and urges banks to provide
information on shared risk characteristics considered for grouping, the scope of financial
instruments to which portfolio measurement has been applied, any significant differences
in the ECL calculation for different portfolios and the treatment of different portfolios in
terms of key ECL measurement inputs. We also refer to our conclusions and
recommendations regarding the use of the portfolio approach in the assessment of SICR
in section 6.2.

13
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29. When POCI financial instruments are material, entity should disclose their specific
accounting policies for these instruments avoiding mere repeating the IFRS requirements.

30. ESMA notes that disclosures on the details of the ECL measurement were spread over
different sections of banks’ financial statements and other statements such as in the
management commentary or in a risk report. ESMA reminds banks of the requirements of
IFRS 7 paragraph 35C and recommends they better link their disclosures through cross-
referencing. This recommendation also applies to other disclosures on general aspects of
credit risk management described in section 6.1.

6.1.2 Definition of default, forborne, non-performing loans

6.1.2.1 Relevant requirements

31.IFRS 7 paragraph IFRS 7.35F(b) requires companies to disclose an entity’s definition of
default including the reasons for selecting those definitions. Moreover, according to
paragraph 7.35F(d) information that enables users of financial statements to understand
and evaluate how an entity determined that financial assets are credit-impaired shall also
be provided. Furthermore, paragraphs 35G(a)(iii) and IFRS 7 paragraph 35G(c) require
disclosing the basis of inputs and assumptions and the estimation techniques used to
determine whether a financial asset is credit-impaired as well as any changes in the
estimation techniques or significant assumptions made during the reporting period,
including the reasons for those changes.

6.1.2.2 Evidence from reviews

32.93% of the banks in the sample disclosed their definition of default and the specific
guantitative and qualitative factors considered in defining default for the different types of
financial instruments (e.g. more than 90 days past due, breach of loan covenants). A few
banks did not disclose details of the definition and only referred to the regulatory definition.
84% of banks mentioned explicitly that their definition of default is aligned with the
regulatory definition.

33. Two banks in the sample indicated that they adjusted their default definition for accounting
purposes to the European Banking Authority (EBA)’s new regulatory definition of default
during the reporting period. Both banks indicated that the change had no material impact
on their expectations for credit losses. For one bank, the change in the definition only
impacted the staging of assets.

34. 65% (74% of large banks and 55% of small banks) disclosed that their definition of forborne
financial instruments for accounting purposes is aligned with the regulatory definition.

35. Looking at disclosures on forborne financial instruments ESMA found that 47% of banks
(52% of large banks and 40% of small banks) in the sample disclosed how these
instruments (when no derecognition was required) were treated in terms of staging
including criteria defined to determine when to transfer ,cured” forborne exposures back to
stage 1 and explained the circumstances in which forborne exposures were considered

14
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credit-impaired alongside the criteria used to assess whether they are no longer credit-
impaired. 14% of banks disclosed only general principles.

36. 62% of issuers (52% of large banks and 74% of small banks) using the notion of NPL in
their disclosures explained their definition of NPL (e.g. “the counterparty is in default or the
counterparty is no longer in default, but has received an additional forbearance measure,
or became more than 30 days past due during the forborne probation period”).

37. Useful information provided by some banks with regards to the difference between the
definition of default and of non-performance included explanations on whether an exposure
is categorised as non-performing for the entire amount (including off-balance sheet items),
criteria for ending non-performance classification (e.g. if there is a cure period and the
length of the cure period for each portfolio) and quantitative information on the difference
between non-performing exposures and exposures in default.

38.In general, European enforcers found that the relationship between forbearance (a
regulatory term), NPL and modifications (IFRS 9 terminology) was not always clear. A clear
understanding of this relationship is important as the regulatory guidance on forbearance
also prescribes probation/cure periods. In the financial statements of banks, there were
often indications of different cure periods for accounting and regulatory purposes. Even
though banks often noted that the classification as forborne followed regulatory guidance,
it was not always clear how this also applies to staging.

6.1.2.3 Conclusions and recommendations

39. ESMA welcomes the fact that almost all banks in the sample have disclosed their definition
of default, including the specific factors related to different types of financial instruments.
ESMA expects that banks whose definition of default will be affected by the new regulatory
definition in 2021 will disclose information on the impact of the amended definition in their
2021 financial statements.

40. ESMA encourages banks to disclose more details on the forborne financial instruments
including how these instruments were treated in terms of staging. Moreover, ESMA
considers explanations of any differences between the definition of default and non-
performance helpful for users.

6.1.3 Write-off policy and impairment

6.1.3.1 Relevant requirements

41. IFRS 7 paragraph 35F(e) requires the disclosure of information that enables users of
financial statements to understand and evaluate an entity’s write-off policy, including the
indicators to assess whether 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.

42. Moreover, paragraph 35F(d) requires entities to explain how they determined that financial
assets are credit-impaired.
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6.1.3.2 Evidence from reviews

43. ESMA observed that only two thirds of issuers (75% of large banks and 47% of small
banks) disclosed their write-off policy. However, some disclosures were very brief and/or
not entity-specific (e.g. some banks only stated that write-offs are recognised when
recovery of any recognised amount is considered remote or if they do not have reasonable
expectations of recovering a financial assets in its entirety or partially). Only 16% of issuers
addressed in their write-off policies the difference between collateralised and non-
collateralised financial assets.

44. Banks that provided transparent write-off disclosures presented in particular the following
information:

e entity-specific indicators that there is no reasonable expectation of recovery;

o (differences between classes of financial instruments, including the difference
between collateralised and non-collateralised instruments;

e in which situations credit enforcement activities are not pursued (e.g. when a
trustee in bankruptcy has submitted its final accounts of the distribution of assets in
conjunction with the bankruptcy, when a scheme of arrangement has been
accepted or when a claim has been conceded in its entirety);

¢ whether and when the financial assets written off could still be subject to credit
enforcement activities;

e position in the income statement where the write-off is recognised;

e how payments to the bank in relation to written-off financial assets are recognised
in the income statement;

¢ when a write-off is full and when it is partial.

45. Almost all banks in the sample disclosed the accounting policies applied in relation to
impairment modelling for stage 3 financial instruments. However, the disclosures of about
half of the banks were boilerplate, providing no specific qualitative input (such as
governance, objective circumstances leading to impairment, use of scenarios,
consideration of the collateral) and only included a general description of ECL models.

46. Finally, 52% (46% of large banks and 60% of small banks) disclosed that a probation/cure
period was established for exposures ceasing to be classified as stage 3.

6.1.3.3 Conclusions and recommendations

47. ESMA urges banks (particularly small banks) to disclose their entity-specific impairment
and write-off policies in order to comply with the requirements of IFRS 7 paragraphs 35F(e)
and 35F(d), including a description of specific indicators used and, if relevant and material,
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the differences between the different types of assets (e.g. collateralised and non-
collateralised financial assets).

6.1.4 Management overlays

6.1.4.1 Relevant requirements

48. When material adjustments in the form of management overlays are used in the
measurement of ECL, enhanced transparency should be provided by issuers in order to
fulfil the specific requirements of IFRS 7 paragraphs 35G, 35D and 35E and the
overarching objectives and principles of paragraph 35B.

6.1.4.2 Evidence from reviews

49. To take into account uncertainties related to the COVID-19 pandemic, many banks
incorporated specific adjustments in their calculation of the ECL provisions. The
adjustments either took the form of ECL model revisions, including updates of the model
inputs (so-called “in-model adjustments”), or were applied outside the primary models
(“post-model adjustments”). In the financial statements of banks, the latter were often also
referred to as “management overlays” and “top-level adjustments”. 77% of the banks in the
sample disclosed using in-model updates, 80% applied post-model adjustments, 59%
made use of both.

Figure 2: Disclosure of management overlays (% of banks disclosed)

100% ~

83%
79% 80%
800 | % 7505 TT% 75%
63%
’ 59%
60% - 55%
40% -
20% -
0% -
In-model adjustments Post-model Both types of
adjustments adjustments

Large banks ®mSmall banks ®Total population

50. While all banks that used in-model adjustments provided descriptions of those
adjustments, the disclosures of 21% of banks were not specific as to how the effect of
COVID-19 was taken into account. Only very few banks that made in-model-adjustments
provided quantitative effects of these adjustments on the loan loss provisions. ESMA
acknowledges that it may often be difficult to quantify the effect of these adjustments.
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60% of the issuers (70% of large banks and 47% of small banks) that disclosed top-level
adjustments provided specific disclosures on the rationale for those adjustments and the
methodology used. Disclosures of other banks were brief or of a boilerplate nature, for
example stating that management exercised judgement based on its knowledge of the
group’s lending portfolios, their particular characteristics and behavioural/transactional
aspects, or simply mentioning that management’s adjustments were related to payment
holidays and to time lag in expected defaults.

ESMA noted that 71% of banks with post-model adjustments (75% of large banks and 67%
of small banks) quantified the impact of these adjustments on the ECL (one bank stated
that the COVID-19 post-model adjustments had no major impact on the increase of
expected credit losses). Two-thirds of those banks disaggregated the total amount. 10
banks provided a breakdown by type of adjustment, 7 by stages and a few banks
disaggregated by product type, geography, division or industry.

Only 3 banks disclosed the quantitative effect of post-model adjustments on stage transfer
(movements between stages). 2 banks disaggregated the adjustment in the effect due to
the pandemic and due to other reasons.

Only a few banks in the sample described their governance processes related specifically
to the application of post-model adjustments. This information included, for example,
details of the composition of an expert panel which determined the post-model adjustments
or information on whether an independent validation of adjustments was conducted within
the bank.

6.1.4.3 Conclusions and recommendations

55.

56.

The review has shown that the disclosures of banks on management adjustments are of
variable quality and often lack entity-specific details important to understand the nature of
these adjustments and their impact on the amounts in the financial statements. To comply
with the requirements of paragraphs 35G, 35D and 35E of IFRS 7, ESMA expects issuers
to disclose, for each material adjustment, detailed and specific information on its impact on
the ECL estimate, the rationale and the methodology applied. The rationale should clearly
specify the reasons for the adjustment (e.g. to include the latest macroeconomic outlook,
or to address model limitations resulting from insufficient inclusion of certain risks). The
description of the methodology should include significant inputs and assumptions. These
disclosures should be provided at an appropriate level of granularity, for example by
explaining to which specific type of products, exposures, sectors or geographic areas the
adjustments are related to, if relevant.

A corresponding breakdown of the quantitative impact of the adjustments may be
appropriate in order to increase transparency and meet the requirements of paragraph 35H
of IFRS 7. Where material, ESMA expects issuers to provide information, in line with the
requirements of paragraph 35F(a), on whether the adjustments relate to a specific
impairment stage and, if applicable, what impact they have on the staging of the underlying
instruments. ESMA also recommends that issuers consider how their ECL sensitivity
disclosures in the notes to the financial statements can incorporate material management
overlays and provide the rationale for the chosen method, if relevant.
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57. In order to comply with the requirement of IFRS 7 paragraph 35G(c) issuers should explain
any significant changes in methodologies and assumptions from the previous reporting
period and the reasons for those changes. This information should enable users to
understand the extent of the movements, their nature (i.e. changes in underlying
assumptions) and the reasons for the development of adjustments (i.e. incorporation of the
post-model adjustments in the core model, if applicable).

58. ESMA emphasises that the above considerations apply in substance to both types of
adjustments, in-model adjustments and post-model adjustments.

59. We refer to Examples 1-4 in the Appendix to this report which illustrate how IFRS 7
requirements with regard to management overlays can be implemented in practice.

6.1.5 Climate-related risk factors

6.1.5.1 Relevant requirements

60. In November 2020, the IFRS Foundation published educational material on “The effects of
climate-related matters on financial statements prepared applying IFRS Standards” (the
application of which is not mandatory).X® The material contains a non-exhaustive list of
examples of when companies may need to consider climate-related matters in their
reporting and was aimed at supporting the consistent application of IFRS Standards. IFRS
Standards do not explicitly refer to climate-related matters. However, companies must
consider climate-related matters in applying IFRS Standards when the effect of those
matters is material in the context of the financial statements taken as a whole. More
specifically, IFRS 7 requires disclosure of information about a company’s financial
instruments, including information about the nature and extent of risks arising from financial
instruments and how the company manages those risks. Climate-related matters may
expose a company to risks in relation to financial instruments. For example, for lenders, it
may be necessary to provide information about the effect of climate-related matters on the
measurement of ECLs or on concentrations of credit risk.

6.1.5.2 Evidence from reviews

61. ESMA observed that very few banks in the sample provided ECL-specific climate-related
disclosures. While a quarter of the banks provided disclosures on how environmental or
climate-related issues were taken into account in credit risk management, these
disclosures were mostly of a very general character and there were no indications of
consideration of environmental or climate-related issues in determining ECL provisions.

62. One bank mentioned that it performed a preliminary estimation at the group level of the
potential impact of some chronic (i.e. sea-level rise) and acute (i.e. landslides and flooding)
hazards on the value of mortgage collaterals.

10 hitps://www.ifrs.org/news-and-events/news/2020/11/educational-material-on-the-effects-of-climate-related-matters/
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63. Another bank stated that climate risk cannot be used as an input for its ECL models as
long as structured climate risk data is not available for a longer period. The bank also
mentioned that climate risk will be added via a top-level adjustment in case it has an impact
on the ECL.

64. One bank provided a table showing the proportion of lending to the public and to credit
institutions that presents material climate-related risks exposures by groups and sectors
as defined in accordance with the recommendations of the Task Force on Climate-related
Financial Disclosures (TCFD).

65. A further bank mentioned that climate-related risks to which it is exposed are not expected
to have consequences for the impairment or the fair value of assets.

6.1.5.3 Conclusions and recommendations

66. To meet the objective in IFRS 7 paragraph 1, ESMA expects credit institutions to disclose
if material climate-related and environmental risks are taken into account in credit risk
management, including information about the related significant judgements and
estimation uncertainties.

67. ESMA acknowledges that many banks are currently in the early stages of developing
methods and techniques aimed at incorporating climate-related risks into the calculation of
ECL (e.g. through adjustment of the long term growth rates of specific industries based on
the climate change risks). However, ESMA believes that, in order to comply with the
objective of IFRS 7 paragraph 35B, credit institutions should provide explanations, where
applicable, on any credit risk concentrations related to environmental risks and how those
risks affect the amounts recognised in the financial statements including ECL.

6.2 Assessment of significant increase in credit risk (SICR)

6.2.1 Relevant requirements

68. IFRS 7 paragraph 35F(a) requires entities to provide information that enables users of
financial statements to understand and evaluate how an entity determined SICR. The
entities shall provide the basis of inputs and assumptions and the estimation techniques
used to determine SICR and changes in the estimation techniques or significant
assumptions made during the reporting period and the reasons for those changes should
also be disclosed (IFRS 7 paragraphs 35G(a)(ii) and 35G(c)). This 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 (IFRS 7 paragraphs 35F(a)(i) and 35F(a)(ii)
and (iii}).

69. Moreover, IFRS 7 paragraph 35F(c) requires disclosure of information that enables users
of financial statements to understand and evaluate how the instruments were grouped if
ECL were measured on a collective basis. IFRS 7 paragraph 35F(f)(i) requires disclosures
on how an entity determines whether the credit risk on a financial asset that has been
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modified while the loss allowance was measured at an amount equal to lifetime ECL has
improved to the extent that the financial assets are moved to stage 1.

6.2.2 Evidence from reviews

Significant judgements and general SICR approach

70. All banks in the sample disclosed the significant judgements used in determination of SICR.
However, 74% (70% of large banks and 80% of small banks) provided only boilerplate
information.

71. ESMA noted that 84% of banks in the sample provided a description of the approach or
method used to establish the criteria for identifying the SICR for each material portfolio.
Disclosures of around 20% of those banks were very general and less informative.

Collective vs. individual assessment of SICR

72. Around 60% (67% of large banks and 50% of small banks) disclosed how they group
financial assets based on shared credit risk characteristics for SICR purposes. 70% (61%
of large banks and 80% of small banks) did not disclose any changes in the grouping of
financial assets in 2020 due to the COVID-19 for SICR assessment purposes. Examples
of changes disclosed by around 30% of banks are:

e segregating lending exposures into two subpopulations depending on whether they
were affected by COVID-19;

e making the model more granular so that it can identify changes at sector level;
e taking more micro-sectors into account;

e adding a qualitative SICR trigger based on subgroups by industry and industry
sector.

73. While around 90% of banks disclosed whether the SICR is assessed individually,
collectively or using both approaches, one-third of those banks provided only boilerplate
descriptions stating for example that the bank assesses SICR using a combination of
individual and collective information and reflects significant increases in credit risk at the
individual financial instrument level.

74. While disclosures of around 45% of banks (54% of large banks 35% of small banks)
included indications of the collective SICR assessment, only around half of those banks
provided a description of the method for collective assessment specifically for SICR
purposes. For further information on the portfolio approach see section 6.1.2.

Use of practical expedients

75. 32% of banks reported using the low credit risk operational simplification. Almost all issuers
using the low credit risk exemption disclosed material judgements related to the
determination and use of this simplification. Around 60% of banks stated explicitly that the
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exemption is only applied to certain types of debt securities (mostly “investment grade”
bonds). Two banks in the sample mentioned explicitly that the exemption is also applied to
loans (in one case, however, only “exceptionally”). From the disclosure of four banks, it
was not clear whether the exemption was also applied to loans, as they generally referred
to using the simplification for exposures to certain sectors (such as banking, government
institutions, housing cooperatives and communities).

Almost all banks mentioned the use of 30 days past due as one of the SICR indicators (see
below for further details on SICR indicators applied by the banks). However, only very few
banks provided disclosures on the importance of this backstop-measure. These banks
stated that it does not represent a major trigger for stage 2 classification. Similarly, only a
very small number of banks provided information on the rebuttal of the 30 days past due
presumption. ESMA found that the banks in the sample did not disclose information about
the rebuttal due to the COVID-19 situation. In many cases, it was not clear whether the
rebuttal is generally possible. A few banks mentioned that they generally do not rebut this
presumption. A small number of banks stated that rebuttal occurs on very rare occasions.
One bank explained that there may be cases where the presumption was rebutted as a
result of studies that show a low correlation of the SICR with this past due threshold.

Disaggregation of SICR disclosures

77.

Only 30% of issuers (26% of large banks and 35% of small banks) disaggregated (half of
them patrtially) disclosures on SICR thresholds (whether qualitative or quantitative) by class
(e.g. by type of counterparty, geographical area, type of products or significant
concentration of credit risks).

Changes in SICR indicators

78.

79.

80.

70% of banks (75% of large banks and 65% of small banks) disclosed changes in SICR
indicators or thresholds due to COVID-19. Examples of other pandemic-related changes
include taking into account governmental support programs, introduction of an expert-
based assessment for companies in sectors which were particularly affected by COVID-
19, applying new triggers to positions in risky sectors or considering all exposures to
vulnerable sectors to be subject to SICR.

ESMA noted that only one-third of banks that disclosed pandemic-related changes
provided detailed information on those changes. The other disclosures were less specific;
for example, some banks only stated that they broadened the number of indicators in order
to strengthen the likelihood of detecting SICR for clients with COVID-19 moratoria, or that
a new criterion for reclassifying loans into stage 2 has been established due to the COVID-
19 pandemic, without further explanations.

42% of issuers (33% of large banks, 54% of small banks) that disclosed changes in SICR
indicators or thresholds due to COVID-19 also mentioned that they took into account
government economic support programs (such as moratoria on repayment of loans,
overdraft facilities and mortgages, loan guarantees) when assessing SICR. They stated
that economic support and relief measures did not imply an automatic trigger for SICR.
However, only a few banks provided more detailed information.
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81.68% (83% of large banks and 50% of small banks) disclosed changes related to the
treatment of forbearance, 3% disclosed no changes and 24% did not provide specific
disclosures. 9% of banks that reported changes specifically mentioned changes related to
both moratoria and non-moratoria, 27% to moratoria and 2% to non-moratoria measures.

Quantitative and qualitative SICR indicators

82. All banks in the sample used a combination of quantitative and qualitative SICR indicators.
Information about the quantitative SICR indicators disclosed by banks in any of their
material portfolios is presented in the figure below.

Figure 3: Quantitative SICR indicators used by the banks in the sample (% of banks disclosed)

30 days past due [ 39%
Relative change in PD N 79%

Deterioration of internal credit rating
class

Absolute increase in PD [ 39%

I 59%

Absolute level of PD [ 25%
Change in the behavioural scoring G 25%

Deterioration of external credit rating [N 23%

Other I 20%

83. In some cases, it was not clear from the disclosure what type of threshold was used, e.g.
when it was disclosed that SICR is determined by a set of mostly quantitative but also
gualitative criteria which are mainly based on the risk grades of customers and on their
evolution in order to detect significant increases in PD complemented by other information
regarding the customers’ behaviour.

84. Only half of the banks that used relative change in PD as a SICR indicator disclosed
guantitative thresholds. They only provided general statements on how this indicator was
specifically defined (e.g. non-linear function that depends on the level of residual lifetime
PD at origination requiring higher relative increases if the PD is low).

85. 44% of banks that disclosed quantitative thresholds had one common threshold for all
financial instruments, stating for example that the remaining lifetime PD at the reporting
date should be more than double and more than 50 basis points higher than lifetime PD
for the same reporting period as estimated at initial recognition. 56% of banks used
different quantitative thresholds depending on the portfolio type, initial rating or PD.

86. In a few cases, the range of relative thresholds was very wide (e.g. increase in PD between
30% and 250%) and no additional information (e.g. on more disaggregated level) was
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disclosed. ESMA believes that in such cases additional qualitative explanations are
necessary to provide transparency.

Figure 4: Qualitative SICR indicators used by the banks in the sample (% of banks disclosed)

Forbearance measures [N 30%
Watch list | 45%

Changes or breaches in other borrowings of the counter-
‘ I 23%
party or the connected clients of the counterparty

Change in collateral value or loan-to-value [l 11%
Expected forbearance (forward looking) [l 9%
Breach of covenants [l 7%
Lower than investment grade in external rating [l 5%

Unemployment of the debtor | 2%

Other NN 37%

87. The category “Other” includes the loss of key markets, buyers or suppliers; unexpected
developments in the macroeconomic environment (in particular due to the pandemic);
uncertainties about geopolitical events; the absence of a rating; significant industry risk;
occurrence of a past due event within the last 12 months, even if it has been regularised,;
changes in contract terms; changes to management approach; early signs of cash
flow/liquidity problems such as delay in servicing of trade creditors/loans; expert
judgements.

Probation period

88. Finally, only 43% of banks disclosed application of a probation period (cure period) when
transferring exposures back from stage 2 to stage 1. Approximately two-thirds of those
issuers applied probation period only for forbearance. Of the banks that disclosed
application of a probation period, about half had a period length of 1-2 years and the other
half had a longer period.

6.2.3 Conclusions and recommendations

89. The review has shown that SICR-related disclosures in the financial statements of
significant number of banks are of a general nature and lack entity-specific details with
regard to the approach and significant judgements used in the determination of SICR.
ESMA reminds users of the importance of disclosures on the inputs, assumptions and the
estimation techniques used to determine SICR. This refers in particular to the description
of the method for collective assessment used for SICR purposes. Banks that grouped
financial instruments for SICR assessment are expected to disclose key risk characteristics
underlining the grouping approach (including specific indicators used) and how the
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collective assessment was performed (for example use of “bottom up” or “top down”
approach) as well as any change in grouping compared to the previous reporting period.
Furthermore, ESMA highlights the importance of disclosing the length of the cure period
when transferring exposures back from stage 2 to stage 1.

Looking at the disclosures on quantitative and qualitative thresholds used by banks, ESMA
considers it useful not only to describe these thresholds but also to explain which of the
applied thresholds represented the major triggers (both quantitative and qualitative) for the
stage 2 classification in the reporting period.

In relation to economic support and relief measures ESMA emphasises the importance of
disclosing how the SICR for the exposures affected by these measures was assessed and
how banks ensured that expected and granted forbearance measures triggered SICR
regarding borrowers experiencing financial difficulties. ESMA emphasises the importance
of these disclosures. If the relief measures do not result in a derecognition of the financial
instrument, banks should include a description of how they determined SICR in these
specific circumstances providing, for example, information on related significant
judgements, type of (new) indicators applied and the level of assessment (counterparty,
sector, type of financial instruments etc.) at an appropriate level of detail. Banks should
also provide explanations on how they considered the impact of the expiry of the relief
measures on SICR assessment.

ESMA encourages banks to consider disaggregating disclosures on SICR thresholds
(qualitative or quantitative) by class of financial instruments. Moreover, ESMA
recommends that issuers disclose quantitative SICR thresholds, such as PD deterioration
triggers. If there are significant differences in thresholds depending on portfolio type,
additional explanations are required.

Regarding the low credit risk expedient, banks are expected to disclose, where relevant,
the main types of transactions or portfolios that are impacted by this expedient, including
gualitative and quantitative criteria used to define “low credit risk”. Application of other
practical expedients should be disclosed if material

Finally, ESMA stresses importance of detailed information on any significant changes in
SICR assessment, including pandemic-related changes.

We refer to Examples 5 and 6 in the Appendix to this report which illustrate how IFRS 7
requirements with regard to SICR can be implemented in practice.

6.3 Forward-looking information (FLI)

6.3.1 Relevant requirements

96.

IFRS 7 requires disclosures on how FLI has been incorporated into the determination of
expected credit losses, including the use of macro-economic information (paragraph
35G(b)) as well as any changes in the estimation techniques and the reasons for those
changes (paragraph 35G(c)).

25



+ ¥

*

+

=~ esma

S

*

6.3.2 Evidence from reviews

97.

98.

99.

ESMA noted that almost all banks in the sample used more than one macro-economic
scenario for their ECL estimates, with the most popular number of scenarios applied being
three.

Figure 5: Number of scenarios used by the banks in the sample (% of banks disclosed)

1 scenario 2%
2 scenarios 7%
3 scenarios 73%
4 scenarios 11%
5 scenarios 2%
Monte carlo approach 2%
No information 2%

83% of banks that reported using multiple scenarios disclosed the weighting of those
scenarios. However, only a few banks disclosed the methodology used to determine the
weightings.

For example, one bank stated that it employs a simulation tool for scenario generation and
for assessing probability weights. This tool uses recent actual observed values and
historical data to produce a number of possible paths for the relevant economic variables
based on their historical relationships and volatilities. Another bank explained that the
weights of the alternate two scenarios are computed using a relationship with the position
in the credit cycle. A further bank explained that with regard to the probability of occurrence
of the scenarios, it “considered (a) the prudential nature of the baseline scenario, which is
in the lowest bracket of the range observed among the various estimators and the median
of Bloomberg consensus and (b) the high asymmetry of the alternative scenarios with
respect to the baseline scenario, which makes the latter just above the adverse one, and
decided on the basis of this information to assign the baseline scenario with a probability
of 60%, while a probability of occurrence of 20% was assigned respectively to the
favourable scenario (more in line with the other estimators) and to the adverse one”.

100. All other banks simply stated that they applied expert judgement (or a combination of

101.

expert judgement and statistical analysis, which was not further explained) or did not
provide any useful explanations.

The banks in the sample most often assigned to their baseline scenarios a weighting
of 60% (8 banks) or 50% (7 banks). The disclosed weights of the baseline scenario per
weighting range are shown in the graphic below.
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Figure 6: Baseline scenario weightings used by the banks in the sample (% of banks disclosed)

30%-40% I 5%
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102. The category “Other” includes one bank that used different baseline scenarios
depending on the unit/area with weights ranging from 32.5% to 80%.

103. The most frequently used weighting of the most optimistic scenario was 20% (6 banks),
followed by 10% and 15% (5 banks each).

Figure 7: Most optimistic scenario weightings used by the banks in the sample (% of banks disclosed)

1%-10% | 24%
11%-20% [ 41%
21%-30% [ 11%
31%-40% M 5%
Other I 3%
No information available [N 11%

104. The “Other” category includes banks whose weighting varied depending on the
unit/area.

105. The most frequently used weights for the most pessimistic scenario were 25% and 20%
(7 and 6 banks, respectively).
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Figure 8: Most pessimistic scenario weightings used by the banks in the sample (% of banks disclosed)

10%-20% [ 38%
21%-30% [ 23%
31% - 40% [ 15%
41%-50% [ 5%
other I 3%
No information available |GG 13%

106. ESMA assessed whether there was evidence that the range of weightings of the
scenarios used by the banks in the sample resulted in an estimate close to one (baseline)
scenario. Considering both the weightings and the sensitivity analysis (see section 3) for
three banks in the sample, there were no indications of such outcome.

107. In addition to the quantitative scenario data, 70% of banks (80% of large banks, 55%
of small banks) disclosed the qualitative characteristics of the scenarios used. For
example, they disclosed their assumptions regarding the effectiveness of the pandemic-
related economic policy measures adopted. ESMA observed, however, that descriptions
of the baseline scenario were very often significantly more detailed than descriptions of the
alternative scenarios. 30% of banks provided no or only very limited general narrative
descriptions, so that their main assumptions were difficult to understand. For example, one
bank only stated that, as a consequence of its expectation that the economic situation
caused by the COVID-19 pandemic is transitory and will be followed by a recovery, different
scenarios have been taken into consideration in the calculation of expected losses,
resulting in the model management believes suits best the current economic situation and
the combined recommendations issued by the authorities.

108. 41% of the banks in the sample mentioned explicitly that their economic scenarios
capture the effect of non-linearity. Three of those banks (including the bank that used only
one macroeconomic scenario) disclosed usage of specific adjustment factors to account
for the potential effects of non-linear correlations. However, those banks did not provide
detailed information on how those adjustment factors were calculated. One bank only
mentioned that the factor was reviewed on an event-driven basis in the fourth quarter of
2020 and increased slightly.

109. Almost all banks disclosed information on how the impact of the pandemic was taken
into account when using FLI. Around 77% of banks provided detailed information on how
their scenarios were adjusted as a result of the pandemic.
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Figure 9: Types of adjustments to FLI due to COVID-19 (% of banks disclosed)
Adjustments to the existing
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110. Scenarios introduced additionally mostly were pessimistic scenarios. For example, one
bank divided the single pessimistic scenario in two pessimistic scenarios, the first one
depicting a “V"-shaped evolution and the second one expressing a “U”-shaped GDP
evolution. Another bank, in order to incorporate the available reasonable and supportable
information and apply meaningful upside and downside scenarios, constructed three
additional narrative-driven alternative scenarios (one upside and two downside) to reflect
different length of restrictions, depth of downturn and pace of economic recovery.

111. ESMA noted that the banks in the sample did not provide specific information about
scenarios for the measurement of collateral. However, a significant number of banks used
housing prices as a macroeconomic variable in their scenarios (see below).

112. Only 23% banks in the sample (29% of large banks and 15% of small banks) provided
specific information on the frequency of their collateral measurement. 7 of those banks
remeasured collateral generally once a year. Two banks remeasured once a year for non-
performing exposures and once every three years for other assets. According to the
disclosures of one bank, real estate valuations are re-estimated at least once within 3 years
and immediately after the occurrence of any material event.

113. Useful details provided by some banks on their collateral measurement include
description of the collateral valuation and management process with specific details
relevant for different collateral types, activities related to monitoring and validation of
evaluation mechanism and valuations, existence of any risk concentrations with regard to
collateral and methods to assess these risk concentrations, disclosure of the value of the
collateral taken in possession during the reporting period.

114. Almost all banks in the sample disclosed macroeconomic variables used for ECL
estimation. The most commonly used variable was the GDP growth (real or nominal) and
the unemployment rate.
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Figure 10: Macroeconomic variables used for ECL estimation (% of banks disclosed)

GDP Growth [N 93%
Unemployment [ 84%
Interest rate NN 66%
House price index (HPI) IS 48%
Inflation  [INEEGEGEGEGEGEEEEN 25%
Consumer price index (CPI) NN 13%

Other NN 59%

115. The category “Other” includes, among others, leading stock market indices (e.g.
DAX 30, EURO Stoxx50), FX rates, industrial production, consumer expenditure,
commodity prices (e.g. oil price), savings rate.

116. Two thirds of the banks (71% of large banks, 55% of small banks) disclosed the forecast
for all macroeconomic variables by scenario, 16% for some macroeconomic variables, 9%
for some scenarios (mostly only for the baseline scenario).

117. Around 57% of banks indicated that they explicitly consider the impact of the
government/public support measures in their modelled scenarios.

118. To determine the relevance of macroeconomic variables for ECL estimation, around
half of the banks reported using a combination of statistical analysis and expert judgement.
23% of banks disclosed using statistical analysis only and 5% disclosed using expert
judgement only. One bank stated that it outsourced the development of the scenarios to a
leading economic research company. The remaining banks (22%) were not specific about
the methods they applied.

119. ESMA observed that almost all banks disclosed that they used multiple sources of
information to estimate their ECL.

Figure 11: Information sources used for the FLI (% of banks disclosed)

Developed internally I 93%
ECB e 32%
National/ Central Bank NN 23%
National/international statistics... NG 20%
IMF . 20%
Credit rating providers M 7%

Other external sources IS 43%
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120. According to the financial statements of a quarter of the banks in the sample, their
baseline scenarios were anchored to the ECB forecasts.

121. Almost all banks stated explicitly that they incorporated FLI in the estimation of PD.
However, three quarters of the banks did not indicate what specific approach they used.
7 banks stated that they used a direct conditioning approach. One bank used a shift-factor
approach and another one reported using the Vasicek one-factor model.

122. 75% and 34% of banks stated that they incorporated FLI in the estimation of LGD and
EAD respectively with other banks not being specific on this.

123. 70% of banks made specific disclosures on the frequency with which they update their
FLI used to calculate ECL. 34% of those banks updated this information at least quarterly,
23% at least semi-annually and 14% at least annually. Information is updated more
frequently with significant macroeconomic changes. Several banks indicated that, due to
COVID-19, FLI was updated in 2020 more often than in previous years.

124. The length of the detailed forecast period applied by the vast majority of banks in the
sample varies between two and five years.

Figure 12: Length of the detailed forecast period (% of banks disclosed)

lyear I 5%
2years N 14%
3years I 43%
4 years N 9%
S5years I 20%
>5years M 2%

No information available [N 7%

125. 16% of banks (8 banks) stated in their financial statements that they changed the length
of their detailed forecast period in 2020. 4 banks had a longer and another 4 banks a
shorter period compared to the previous year.

6.3.3 Conclusions and recommendations

126. While ESMA welcomes explanations on how the impact of the pandemic was
considered in the macro-economic scenarios in the 2020 financial statements of many
banks, it sees room for improvement in the banks’ disclosures on FLI.

127. In particular, ESMA encourages banks to provide more specific disclosures on the main
judgements and estimations related to uncertainties that were taken into account when
defining the macroeconomic scenarios and to disclose the methodology used to determine
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the scenario weightings. This applies in particular to smaller banks, as ESMA has identified
significant differences in the level of detail provided by the large banks and the smaller
banks in the sample.

128. ESMA also recommends that credit institutions disclose quantitative information on the
macroeconomic variables considered for each scenario and main geographical areas
and/or sectors. ESMA notes that anchoring the baseline macroeconomic scenarios to the
ECB forecasts constitutes good practice.

129. Moreover, ESMA notes that a significant number of banks in the sample provided very
limited narrative descriptions and encourages banks to provide more details on the
gualitative characteristics of the scenarios (e.g. rationale for specific developments in the
macroeconomic variables), in particular on the main assumptions underlying the alternative
scenarios.

130. ESMA expects banks to disclose more details of the specific approaches they use for
incorporation of FLI in the estimation of PD, LGD and/or EAD. The details on how to include
this information in the estimation of PD are of particular importance for banks that do not
use a portfolio approach for determining SICR, which is the case for a significant number
of banks in our sample based on our observations presented in section 6.2.2.

131. ESMA also recommends that banks improve disclosures on how they determined the
relevance of macroeconomic variables for ECL estimation.

132. To help users better understand the trends in macro-economic variables ESMA
recommends the use of visual helps such as graphs.

133. We refer to Examples 7-9 in the Appendix to this report which illustrate how IFRS 7
requirements with regard to FLI can be implemented in practice.

6.4 Explanation of changes in loss allowances

6.4.1 Relevant requirements

134. IFRS 7 paragraph 35H requires an explanation of changes in the loss allowance and
the reasons for those changes to be provided by class of financial instrument in the form
of a tabular reconciliation of the loss allowance from the opening balance to the closing
balance, showing separately the changes for financial assets allocated to stages 1, 2 and 3
and for assets that are purchased or originated credit-impaired (POCI).

135. IFRS 7 paragraph B8D states that in addition it may be necessary to provide a narrative
explanation of the changes. Furthermore, paragraph B8E requires separate disclosure of
information about the changes in the loss allowance for loan commitments and financial
guarantee contracts.

136. Moreover, in accordance with IFRS 7 paragraph 35I, an entity shall provide an
explanation of how significant changes in the gross carrying amounts of financial
instruments during the period contributed to changes in the loss allowance. The relevant

32



*
* *

* *

=~ esma

* *
t

qualitative and quantitative information shall be provided per stage (and separately for
POCI assets).

137. According to IAS 1 paragraph 82(ba), the income statement shall include a separate
line item presenting impairment losses determined in accordance with impairment
requirements of IFRS 9.

6.4.2 Evidence from reviews

138. ESMA observed that almost all issuers in the sample provided a tabular reconciliation
of the loss allowance from the opening to closing balance for each stage. However, ESMA
noted that the tabular reconciliations generally showed a very low level of disaggregation
by class of financial instruments. 25% of banks (21% of large banks and 30% of small
banks) provided no disaggregation at all (apart from the stage breakdown). 45% of banks
that disaggregated their loss allowances for financial assets (42% of large banks and 50%
of small banks) provided a breakdown by IFRS 9 measurement category (i.e. financial
assets measured at amortised cost and financial assets measured at fair value through
OCI), with 9% of these banks providing no further breakdowns. 36% of banks showed
allowances for loans to banks and loans to customers separately. 21% presented a more
detailed breakdown by loan type or by customer type. 6% disclosed separately a
reconciliation for the lease receivables. 24% used some other criteria for disaggregation
(e.g. distinguishing between individual and collective allowances or between allowances
for the parent company and for subsidiaries).

Figure 13: Disaggregation within the tabular reconciliations (% of banks)

Total Populaton
Large banks

m Disaggregation by stages and classes

Disaggregation only by stages

139. 32% of banks provided reconciliation only for some classes but not for all financial
assets subject to impairment according to IFRS 9. Only 70% of banks (79% of large banks,
60% of small banks) provided a separate tabular reconciliation by stage for their off-
balance sheet commitments such as loans commitments and financial guarantees.

140. Only 60% (65% of large banks, 53% of small banks) provided a narrative explanation
of the reasons for the changes in the loss allowance. Almost all of those banks provided
explanations of effects due to the COVID-19 pandemic (e.g. sectors most affected, detailed
information on stage transfers, effects of post-model adjustments). Some banks provided
details on the developments in specific sectors (e.g. increased restructurings and write-
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offs). Other explanations provided by banks included e.g. growth in particular sectors, FX-
effects, oil price developments, implementation of an internally developed model which
showed lower provisions, updates to loan disposal plan, effects connected with a new
definition of default. Several banks presented and described changes in some APMs such
as stage 3 coverage ratio, credit impairment ratio. The remaining banks (40%) provided no
or very few narrative explanations (e.g. very general statements about the COVID-19
implications).

141. A separate reconciliation for POCI financial assets was disclosed by 36% of the banks
in the sample. Only 27% of banks disclosed the total amount of undiscounted expected
credit losses at initial recognition on POCI assets initially recognised during the reporting
period. On the basis of information presented in the financial statements of other banks, it
was in many cases difficult to assess whether material amounts were not disclosed.

142. 77% (92% of large banks, 58% of small banks) provided explanations on how
significant changes in the gross carrying amount contributed to changes in loss allowance.
However, around 40% of those banks did not (or not sufficiently) disaggregate this
information and a further 14% provided this information only partially (e.g. only for loans to
customers but not for loans to credit institutions).

143. Almost all banks provided quantitative information on the changes in the gross carrying
amounts. However, one third of the banks did not sufficiently disaggregate this information
to classes of financial instruments and around 10% provided the quantitative information
only partially (e.g. only on selected classes of loans).

144. Significantly fewer banks (around 50%) provided qualitative information with
explanations of changes in gross carrying amounts. Moreover, around 15% of banks
provided this information partially.

145. Around 60% of banks disclosed a reconciliation for gross carrying amounts in a tabular
format. 30% (38% of large banks and 18% of small banks) provided a joint reconciliation
of loss allowance and gross carrying amount in one table.

146. The table below provides details on the reconciliation items included in the loss
allowance movement schedules.

Table 4: Items included individually in the reconciliation of loss allowances

Percentage
Item name
of banks
Changes because of financial instruments originated or acquired during the reporting period 81%
Changes due to modifications that did not result in derecognition 30%
Amount of write-offs 81%
Amount of other derecognition events / repayments 72%

34



Transfers to stage 1

81%

Transfers to stage 2 from stage 1

84%

Transfers to stage 2 from stage 3

79%

Transfers to stage 3

81%

Increases due to changes in credit risk

24%

Decreases due to changes in credit risk

20%

Changes in models / parameters

46%

Other movements

37%

147. ESMA found significant diversity in the presentation of the impact of changes in the

calculation methodology and model parameters. While four banks presented those
changes separately, 7 banks summarised the effect in one reconciliation item (the
aggregated amount disclosed by five of those banks was zero). Furthermore, 6 banks
presented in their reconciliations only the individual item related to changes in calculation
methodology and three banks the individual item “Changes in the model parameters”. In
many cases it was difficult to understand which specific changes were meant since no
references to other notes were included.

148. Other individual items disclosed in the reconciliations include post-model adjustments,

changes in FX rates, changes in the scope of consolidation, transfers under IFRS 5,
unwinding and recoveries on loans previously written-off.

149. The reconciliations presented by a small number of banks showed a very low level of

disaggregation including for example only “Additions”, “Utilisations”, “Reversals” and
“Other changes” with no additional explanations.

150. There were some differences in the methodology used by banks when presenting the

reconciliation items. For example, some banks included in the amount of transfers between
stages the effect due to changes in the impairment amount during the reporting period
whereas other banks included in the stage transfer amounts only the existing impairment
(i.e. before stage change) and presented the change in the impairment amounts due to the
stage transfer separately. For 17% of banks, it was not entirely clear which general
methodology they applied when presenting the movements.

151. The following table provides details on the reconciliation items included in the

reconciliation of gross carrying amounts.
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Table 5: Items included individually in the reconciliation of gross carrying amounts

ltem name Percentage
of banks
Changes because of financial instruments originated or acquired during the reporting period 62%
Changes due to modifications that did not result in derecognition 21%
Amount of write-offs 48%
Amount of other derecognition events / repayments 41%
Transfers to stage 1 68%
Transfers to stage 2 from stage 1 70%
Transfers to stage 2 from stage 3 70%
Transfers to stage 3 70%
Other movements 31%

152. When explaining the movements in loss allowances, 74% of issuers referred to specific
issues related to COVID-19. Many banks provided this information in connection with the
explanation of the management overlays.

153. ESMA noted that only around 25% of banks provided a direct link between ECL
movements and income statement items, for example by indicating which reconciliation
items affected the income statement and which did not.

6.4.3 Conclusions and recommendations

154. ESMA emphasises the importance of providing a tabular reconciliation by stage for alll
material assets classes and, separately, for off-balance sheet commitments such as loan
commitments and financial guarantees. ESMA notes a lack of detail in the explanations of
changes in loss allowances made by many banks. The disaggregation by class of financial
instruments required by IFRS 7 paragraph 35H was often provided only to a very limited
extent or in some cases not provided at all. Moreover, ESMA observes that many banks
did not provide sufficient narrative explanations of the reasons for the changes in the loss
allowance. ESMA highlights that, to provide sufficient transparency, reconciliations should
be disclosed both at the entity level and for significant portfolios with shared credit risk
characteristics and should be accompanied by narrative explanations of changes if those
additional explanations are necessary to understand the reasons for the changes.

155. The review has also shown that the explanations on how significant changes in the
gross carrying amount contributed to changes in loss allowances were often not sufficiently
detailed. To ensure better transparency, ESMA strongly recommends that credit
institutions disclose a joint reconciliation of loss allowance and gross carrying amount.
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156. With regard to the reconciliation items, ESMA recommends that a clear distinction is
made between the impact of changes in the calculation methodology and in model
parameters, if relevant and material. In addition, narrative explanation of such changes (or
cross-references to other notes, management commentary or risk report) should be
included. For banks with significant management overlays, ESMA considers it appropriate
to include specific reconciliation items that address the specific management overlays.

157. Finally, ESMA urges banks to provide a direct link between ECL movements and
income statement items, for example by indicating which reconciliation items affected the
income statement and which did not.

158. We refer to Examples 10 and 11 in the Appendix to this report which illustrate how
IFRS 7 requirements with regard to changes in loss allowances can be implemented in
practice.

6.5 Transparency of disclosures on credit risk exposures

6.5.1 Relevant requirements

159. IFRS 7 paragraphs 34(a) and 35B require disclosure of quantitative data about the
exposure to credit risk. This disclosure shall include information on significant credit risk
concentrations. More specifically, an entity shall disclose in accordance with IFRS 7
paragraph 35M, 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 per stage and for POCI financial assets.

160. When a concentration of credit risk exists, IFRS 7 paragraph B8H requires the provision
of information that enables users of financial statements to understand whether there are
groups or portfolios of financial instruments subject to risk concentration.

161. IFRS 7 paragraph B8l explains that the number of credit risk rating grades used to
disclose the information in accordance with paragraph 35M shall be consistent with the
number that the entity reports to key management personnel for credit risk management
purposes. Furthermore, if past due information is the only borrower-specific information
available and an entity uses past due information to assess SICR, an entity shall provide
an analysis by past due status for those financial assets.

162. When an entity has measured expected credit losses on a collective basis and was not
able to allocate credit risk exposures to the credit risk rating grades allocated to stage 2
and 3, IFRS 7 paragraph B8J requires application of the requirement in paragraph 35M to
those financial instruments that can be directly allocated to a credit risk rating grade and a
separate disclosure of the gross carrying amount of financial instruments for which lifetime
expected credit losses have been measured on a collective basis.

163. To enable users of financial statements to understand the effect of collateral and other
credit enhancements, IFRS 7 paragraph 35K requires disclosure of the amounts that best
represents its maximum exposure to credit risk at the end of the reporting period by class
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of financial instrument without taking account of any collateral held or other credit
enhancements, a narrative description of collateral held as security and other credit
enhancements as well as quantitative information about the credit enhancements for
financial assets that are credit-impaired at the reporting date.

164. Moreover, according to IFRS 7 paragraph 35L, companies shall disclose the
contractual amount outstanding on financial assets that were written off during the reporting
period and are still subject to credit enforcement activity.

6.5.2 Evidence from reviews

Disaggregation by credit risk category and by stage

165. ESMA observed that while 90% of banks made disclosures of credit exposures by stage
and by credit risk categories, there were differences in the level of detail provided. The
graph below illustrates which amounts were disaggregated by the banks in the sample.

Figure 14: Disaggregated amounts disclosed by credit risk category and by stage (% of banks disclosed)

9%

Gross carrying amount
only

= Gross carrying amount &
loss allowance

Net carrying amount

No information

166. About half of the banks (61% of large banks and 28% of small banks) that disclosed
credit exposures by credit risk categories disaggregated exposures by PD ranges. Another
half of the banks disaggregated by internal or external credit risk classes or by rating
categories. The level of disaggregation varied significantly, ranging from three classes (e.g.
low/medium/high or investment grade/non-investment grade/not rated) to 13 rating
classes.

167. The following graph illustrates the number of credit risk categories (ranges of PD or
ranges of internal ratings or other credit categories) reported by the banks in the sample:*!

11 For banks that use both internal and external rating categories, internal rating categories are presented.
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Figure 15: Number of credit risk categories (% of banks disclosed)

3 categories I 13%

4 categories I 18%

5 categories NN 3%

6 categories I 20%
7 categories I 13%

8 categories N 5%

9 categories N 5%

10 categories I 10%

11 categories IS 3%

13 categories I 3%

168. ESMA noted that only 57% of banks disclosed the mapping of their internal credit risk
ratings to external ratings (such as S&P or Moody's) and/or ranges of PD.

169. 66% of banks disclosed a disaggregation of credit exposures for all balance sheet and
off-balance sheet positions subject to impairment. 11% disaggregated credit exposures
only partially (e.g. only for loan portfolios, only for lending at amortised cost or not for off-
balance sheet items).

170. Around two-thirds of banks (61% of large banks, 72% of small banks) used at least one
further breakdown dimension in addition to the breakdown by stages and risk categories,
as shown in the graph below.

Figure 16: Granularity disclosed for disaggregation by stage and by credit risk category
(% of banks disclosed)

Balance sheet class* [l 44%
Type of products** [N  22%
Business segments [N 15%
Retail vs Wholesale [l 21%
Geographicareas [l 2%

* loans at amortised cost, debt instrument at FVOCI, loan commitments financial guaranties
** e.g. loans to customers, mortgages

171. The category “Other” mainly includes the type of counterparty (e.g. central banks,
corporates, SME, households) and forbearance status (e.g. forborne performing and
forborne non-performing).
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172. Four banks used two additional breakdown dimensions, and thus provided a
particularly high level of disaggregation.

Disaggregation by stage only

173. Looking only at disaggregation by stage, around 80% of banks in the sample used at
least one further breakdown dimension (59% used more than one additional dimension).
The following graph illustrates the disaggregation criteria used.

Figure 17: Granularity disclosed for disaggregation by stage (% of banks disclosed)

Class of financial instruments NNl 64%
Geographic areas |  64%
Business segments [ 59%
Type of products N 43%
Retail vs wholesale [ 25%
Other disaggregation [N 45%

174. Only 14% of banks commented on the disclosed disaggregation providing further
explanations on the risk concentration.

Other disclosures

175. 61% of banks (54% of large banks and 70% of small banks) disaggregated their credit
exposures by past due time buckets. 26% of those banks provided disaggregation for both
gross carrying amount and loss allowance, 30% for gross carrying amount only, and 44%
for carrying amount net of loss allowance. 56% disclosed this disaggregation separately
for stage 2 and stage 3 financial instruments. 85% of the banks that provided a breakdown
by past due time buckets also disclosed some more granular information such as product
class, geographic area or business segment.

176. Almost 90% of the banks in the sample provided separately quantitative information
regarding modified contracts exposures. Around three quarters of those banks disclosed
details on forborne status. On the other hand, only very few banks disclosed quantitative
information on the exposure under probation period.

177. About half of the banks provided quantitative information on loans subject to COVID-
19 related support measures. However, only 9% of banks disclosed separately quantitative
information on substantial and non-substantial modification of those loans or stated that
the effect of substantial modifications was not material.

178. 75% of banks (83% of large banks and 65% of small banks) disclosed quantitative
information regarding exposures under moratoria or other relief measures related to the
COVID-19 pandemic. Two-thirds of these banks disclosed this information separately for
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moratoria, while the remainder provided aggregated quantitative disclosures for moratoria
and other relief measures (such as reduced payments, interest only payments,
rescheduling of maturity days or interest rate reduction).

179. Around 60% of the banks with quantitative disclosures on relief measures

180.

181.

disaggregated this information by stages. 36% (40% of large banks, 31% of small banks)
provided a breakdown by type of relief measures (legislative moratoria, voluntary wide
industry moratoria, individual initiative by institution), 24% (20% of large banks, 31% of
small banks) by forborne status (e.g. performing/non-performing). A few banks disclosed
reconciliations of forborne exposures between opening and closing balances. 36%
provided a description of main features of moratoria and/or other relief measures (such as
description of terms in the home country and abroad or details on the accounting
treatment). Around 80% of banks provided other granular information such as
collateralisation of exposures, breakdown by customer type, industry/business segment or
geographic area. 36% placed a specific focus on the SME and provided separate
information on the SME exposures subject to relief measures.

48% of banks (63% of large banks and 30% of small banks) disclosed detailed
guantitative information and a narrative description of collateral held as security and other
credit enhancements providing e.g. specific information about the nature of collateral
received and about the basis on which collateral is valued, or about the main types of
collateral and guarantees. The collateral disclosures of a further 36% of banks included
detailed quantitative information but only high-level narrative description. The remaining
banks in the sample provided only insufficient (9%) or no (7%) quantitative and qualitative
information. The disclosures were deemed insufficient when, for example, only information
about repossessed collateral was disclosed. Another example of insufficient disclosure is
providing only the value of collateral recoveries estimated under the recovery scenario for
impaired exposures.

Figure 18: Criteria for disaggregation of quantitative credit enhancements information (% of banks disclosed)

Balance sheet/off balance sheet exposures covered
by collateral

Type of collateral/other credit enhancements [N 78%

I 78%

Stage of the assets covered by collateral [ 73%
Loan to value range NN 49%
Public guarantees COVID 19 crisis related [N 35%
Type of counterparty NG 30%

Creditworthiness of counterparties Wl 3%

Other [N 22%

Disaggregation by balance sheet exposures mostly included a breakdown into loans
and debt securities as well as into loans to credit institutes and loans to customers. The
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level of disaggregation by loan to value (LTV) range in the sample varied significantly, with
some entities providing information for 6-7 LTV ranges, while the other banks only
distinguished between undercollateralised and overcollateralised exposures or between
fully and partially secured exposures.

182. Only 30% of banks disclosed contractual amounts that were written-off and still subject
to enforcement activity.

183. In addition to the above information, 63% of banks disclosed information regarding
some specific concentrations of credit risk. Examples of such disclosures include
exposure-related ratios (gross amount to total large risk exposures, capital gross amount
to total regulatory capital) for the top 1, 10, 50 and 100 borrowers; weight in total exposure
of the group's 20 largest performing exposures in terms of EAD; exposure to country risk
for countries with a credit rating lower than B). Only half of these banks provided
information on the significance of adopted thresholds (e.g. no group entity is allowed to
assume exposures exceeding 25% of its eligible capital with a single customer or group of
associated customers).

184. Only a few banks in the sample disclosed details on the sectors most affected by
COVID-19.

6.5.3 Conclusions and recommendations

185. ESMA observed that almost all banks in the sample disclosed quantitative data about
the exposure to credit risk providing, in some cases, a high level of disaggregation. Around
two-thirds of banks used at least one further breakdown dimension in addition to the
breakdown by stages and risk categories.

186. ESMA emphasises that, in order to make significant credit risk concentrations
transparent, issuers should provide disaggregation at an appropriate level of detail. For
example, PD ranges should be sufficiently narrow to provide useful information about the
credit quality of exposures, particularly for higher risk bands. ESMA considers it useful to
provide a breakdown by stages for all levels of disaggregation. Moreover, ESMA strongly
recommends disclosing the disaggregation of gross carrying amounts required by
paragraph 35M of IFRS 7 with the corresponding ECL amounts.

187. If necessary for the understanding of the significant risk concentrations, narrative
explanations of the quantitative data should be provided. Quantitative disclosures and the
narrative descriptions included in different parts of the financial statements or in a
management report/risk report should be clearly linked to each other. In some cases,
ESMA observed that information relevant to assessing a bank’s credit risk exposure and
understanding its significant credit risk concentrations (such as credit risk by stage and/or
by credit risk category) was partly disclosed within unaudited parts of banks’ risk reports.
ESMA recommends that banks and their auditors carefully review those parts of the risk
reports and consider the inclusion of these disclosures in the audited parts of the risk report
or in the financial statements.
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188. ESMA encourages banks to disclose the mapping of banks’ internal credit risk ratings
to external ratings (such as S&P or Moody's) and/or ranges of PD. Furthermore, ESMA
considers quantitative information on the modified financial assets as well as exposures
under probation period (if material) to be useful.

189. ESMA emphasises that paragraphs 35K and 35D of IFRS 7 require disclosures on
credit enhancements to be sufficiently granular to enable users to understand material
concentrations of credit risk. ESMA stresses the importance of specific information about
the nature of collateral received, the main types of collateral and guarantees and the basis
on which collateral is valued. Where appropriate, disaggregation of exposures by loan to
value (LTV) ranges at appropriate level of details can be provided.

190. Finally, ESMA reminds users of the requirement in IFRS 7 paragraph 35L to disclose
the contractual amount outstanding on financial assets that were written off during the
reporting period and are still subject to credit enforcement activity (if material).

191. We refer to Examples 12-18 in the Appendix to this report which illustrate how IFRS 7
requirements with regard to transparency of disclosures on credit risk exposures can be
implemented in practice.

6.6 Expected credit losses (ECL) sensitivity disclosures

6.6.1 Relevant requirements

192. IFRS 7 paragraph 1 requires entities to provide disclosures that enable users to
evaluate (a) the significance of financial instruments for the entity’s financial position and
performance and (b) the nature and extent of risks arising from financial instruments to
which the entity is exposed. Moreover, IFRS 7 paragraph 35B(b) requires disclosure of
guantitative and qualitative information that allows users of financial statements to evaluate
the amounts in the financial statements arising from ECL and paragraph 35E requires
disclosure of additional information that is necessary to meet objectives of paragraph 35(b)
if the disclosures provided in accordance with paragraphs 35F-35N are insufficient.
Furthermore, IFRS 7 paragraph 35D requires entities to consider the appropriate level of
details.

193. In accordance with paragraphs 1 and 125 of IAS 1, information about the assumptions
about the major sources of estimation uncertainty at the end of the reporting period shall
be disclosed and presented in a manner that helps users of financial statements to
understand the judgements that management makes. As examples of this type of
disclosures, paragraph 129 mentions the sensitivity of carrying amounts to the methods,
assumptions and estimates underlying their calculation, including the reasons for the
sensitivity.
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6.6.2 Evidence from reviews

194. ESMA observed that almost all banks in the sample (90%) explicitly described ECL as
a source of estimation uncertainty. 75% of banks explicitly disclosed COVID-19 as a source
of estimation uncertainty.

195. Almost all banks explained the nature of the assumptions or other ECL estimation
uncertainty. However, 32% of the banks in the sample provided boilerplate disclosures and
included only limited entity-specific details.

196. Around 80% of banks disclosed some sort of quantitative ECL sensitivity analysis data
in the notes to the financial statements.

Figure 19: Quantitative sensitivity analysis (% of banks disclosed)
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197. Thereby 68% of banks (83% of banks that provide quantitative ECL sensitivity
disclosures) provided quantitative sensitivity disclosures based on their macro-economic
scenarios (multi-factor sensitivity disclosures'?). The multi-factor sensitivity analysis of 52%
of all banks in the sample (77% of banks that provided multi-factor sensitivity disclosures)
showed information resulting from applying a 100% weighting to all their macro-economic
scenarios. The sensitivity disclosures of 16% of the banks (23% of the banks providing
multi-factor sensitivity disclosures) represented either a 100% weighting of some (but not
all) scenarios (e.g. downside scenarios only) or the impact of shifts in the weighting of
scenarios (e.g. applying equal weighting to all scenarios, changing the baseline scenario,
a 10-point reduction in the weighting of scenario 1 in favour of the less favourable scenario
2).

198. Around 40% of banks that provided multi-factor sensitivity disclosures presented
disaggregated analysis disclosing sensitivities analysed by geographic region, business
line or loan type. ESMA noted a high degree of diversity in terms of the level and type of

12 A multi-factor approach measures the sensitivity to changing several parameters at the same time.
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disaggregation. A few banks provided disaggregation analysed by ECL stage, PD and LGD
components or point-in-time and forward-looking component. A small number of banks
provided ECL sensitivity analysis by multiple factors, such as the impact of a change in
staging (assumption that the entire accumulated impairment is measured based on 12-
month expected losses) disaggregated per country and per industry group (high, moderate
or low expected loss impact due to COVID-19 crisis).

199. The large majority of banks disclosed ECL sensitivity as a monetary amount. However,
a small number of banks disclosed the effect as a percentage of ECL.

200. 45% of banks (56% of banks disclosing quantitative ECL sensitivity) disclosed an
isolated quantitative impact of a change in an individual macroeconomic variable (single-
factor sensitivity) for at least one variable, with 32% of banks providing both multi-factor
and single-factor sensitivity disclosures.

201. The factors used for the purposes of single factor ECL analysis varied, with most banks
disclosing ECL sensitivity to changes in GDP growth. Figure 17 shows the factors used by
the banks (the percentage value refers only to the banks that performed the single-factor
analysis).

Figure 20: Factors used for the single-factor analysis (% of banks disclosed)

GDP growth NG 30%
Changes in staging [N 25%
Housing prices [N 0%
Changes in a SICR-threshold [N 20%
Unemployment rate [ 10%
Cash flows variation [ 10%
Others [N 30%

202. Banks using the factor “Changes in staging” analysed, for example, the effect of the
assumption that all performing assets are stage 2 or stage 1, or assumed a transfer of 1%
of stage 1 assets to stage 2.

203. 45% of banks that provided a single-factor analysis disaggregated the sensitivity effect.

204. Only 20% of banks disclosed a good quality explanation of changes in prior
assumptions (60% of banks did not disclose this information and a further 20% of
disclosures were boilerplate and disclosed limited entity specific information). We note that
a clear explanation and description of changes to past ECL assumptions and sensitivity is
important information to users of the financial statements, particularly during the pandemic.
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205. We note that 14% of banks quantified the changes in previous ECL assumptions (i.e.
gualitative information) attributed by the bank to COVID-19.

206. 68% of banks (63% of large banks and 75% of small banks) did not disclose
comparative information for the quantitative ECL sensitivity analysis. The lack of
comparative data for ECL sensitivities limits the ability of users to understand changes in
ECL sensitivity assumptions applied in the current period.

207. ESMA noted that 30% of banks improved sensitivity disclosures compared to the
previous reporting period. A further 9% of banks included quantitative disclosure, although
no such disclosure was provided in the previous year.

208. Examples of improved disclosures include the addition of a single-factor sensitivity
analysis, providing further and relevant disaggregated ECL sensitivity information and
including sensitivity data related to additional macroeconomic scenarios.

209. 16% of banks disclosed a material quantitative change in the ECL sensitivity during the
period attributable to the COVID-19 pandemic, for example, by reporting the amount of
ECL increase due to COVID-19 or disclosing the effect of moving all exposures affected
by pandemic-related payment breaks from stage 1 to stage 2.

210. 25% of banks described limitations to the sensitivity analysis. 44% of these banks
mentioned limitations that were explicitly attributable to the pandemic, such as not
considering the impact of management overlays. Other limitations included not taking into
account certain assets (e.g. stage 3 assets) or difficulties in considering the relationship
between various macroeconomic variables. Some banks generally pointed out the high
level of complexity of the ECL models used as a limitation factor.

6.6.3 Conclusions and recommendations

211. ESMA welcomes the fact that 30% of banks improved sensitivity disclosures compared
to the previous reporting period. However, the review also showed that the ECL sensitivity
disclosures were of varying quality. While almost all banks explained the nature of the
assumptions or other ECL estimation uncertainty, a significant number of the banks in the
sample provided boilerplate disclosures and included only limited entity-specific details.

212. Similarly, less than half of the banks in the sample that provided multi-factor sensitivity
disclosures showed a disaggregated ECL sensitivity analysis. In the absence of specific
requirements in the standard, there was a high degree of diversity in terms of the level and
type of the disaggregation.

213. ESMA considers it very helpful to disclose (in addition to other information) the
sensitivity analysis based on a 100% weighting of each macroeconomic scenario.

214. Alow number of banks in the sample disclosed a good quality explanation of changes
in prior assumptions. ESMA notes that a clear explanation and description of the changes
in previous assumptions and the degree of sensitivity is important information for users of
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financial statements, especially given the uncertainties arising from pandemic-related
developments.

215. Taking in consideration that the majority of banks in the sample did not disclose
comparative information for the quantitative ECL sensitivity analysis, ESMA points out that
the lack of comparative data for ECL sensitivities limits the ability of users to understand
changes in ECL sensitivity assumptions applied in the current period.

216. Based on the review findings, which indicate significant variety in banks’ disclosures,
ESMA will assess, in anticipation of the IASB’s Post-implementation Review (PIR) of
impairment requirements in IFRS 9 and related disclosures, whether specific requirements
and guidance on the ECL sensitivity disclosures should be added to IFRS 7.

217. We refer to Examples 19-21 in the Appendix to this report which illustrate how IFRS 7
and IAS 1 requirements with regard to sensitivity disclosures can be implemented in
practice.

7 Next steps

218. ESMA expects issuers and their auditors to consider the findings of this review when
preparing and auditing the financial statements. ESMA expects European enforcers to take
appropriate enforcement actions whenever material misstatements are identified. ESMA
and European enforcers will monitor the progress of those actions.
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8 Appendix: Examples of disclosures

The examples presented below illustrate how selected IFRS 7 requirements can be
implemented in practice. These examples should not be seen as exhaustive or unique, as
there might be different ways for meeting IFRS requirements and objectives based on
individual facts and circumstances of each financial institution. Accordingly, certain elements
of these examples might be further developed in order to better reflect individual circumstances
of respective banks. By including these examples in this report, ESMA does not express any
view on whether the disclosed information therein is complete and accurate or on whether it
might not be further questioned as part of regular review by national enforcers.

In addition to extracts from the financial statements of some of the banks in our sample,
examples from the financial statements of several UK banks are also presented below. As
mentioned in section 4 of this report, best practice recommendations on banks’ ECL
disclosures were developed in the past by an industry task force established by the UK banking
supervisors. Following the publication of these recommendations, the UK banks committed to
adapt them. ESMA observed that the disclosures of several UK banks contain high quality,
comprehensive and comparable ECL disclosures.

Example 1: Management overlays (post-model adjustments)

Post-model adjusiments

Post-model adjustments to expected credit loss allowance estimates are adjusiments which are used in circumstances where exist-
ing inputs, assumptions and model techniques do not capture all relevant risk factors. Existing inputs, assumptions and model fech-
niques might not capture all relevant risk factors due to transient circumstances, insufficient time to appropriately incorporate
relevant new information into the rafing or re-segmentation of portfolios and when individual lending exposures within a group of
ending exposures react fo factors or events differently than initially expected. The emergence of new macroeconomic, microece-
nomic or pelitical events, along with expected changes to parameters, models or data that are net incorporated in current param-
efers, internal risk rafing migrations or forward-looking information are examples of such circumstances. In general RBI units use
postmodel adjustments to allowances for expected credit losses only as an interim solution. In order to reduce the potential for
bias postmodel adjustments are of a temporary nature and in general valid for no longer than one to two years. All material ad-
justments are authorized by the Group Risk Commitiee (GCM|. From an accounting point of view all postmodel adjustments are
based on collective assessment, but do not necessarily result in a change in expected credit losses between the stages.

Due to the complexity of the expected credit loss calculation, and the dependency of variables on one another, the table below
represents a best estimate of the included postmodeladjustments in the accumulated expected credit loss amounts in Stage 1 and
2 [balance sheet itemns and oft-balance sheet items).

2020 Modelled ECL Post-model adjustments Total
in € thousand COVID-19 related Other Total

Central banks 42 a Q0% 0 0 0.0% 42
General governments 10,316 1,714 16.4% 0 1,714 16.6% 12,030
Banks 1,231 23 1.9% 24 1.9% [
Oither financial corporafions 46,122 [0} 0.0% 0 )] Q0% 46,122
Mon-financial corporations 208,667 202,710 Q7% 43,658 246,367 118.1% 455,035
Househalds 334,331 56,060 16.8% 17,600 73,660 22.0% AQ7 991
Total 400,710 260,507 43.4% 61,258 321,765 53.6% 922,47 4
2019 Modelled ECL Post-model adjustments Total
in € thousand COVID-19 related Other Total

Central banks - - 0 0.0% 0 0.0% 118
General govermments - - 0 0. o] 0.0% 6,547
Banks - - 0 ( 0 0.0% [l
Other financial corporafions - - 0 0.0% 0 0.0% 18,207
Mon-financial corporations - - 57,960 31.2% 57,960 31.2% 243,667
Househaolds - - 34,600 11.7% 34,600 11.7% 331,491
Total 508,170 = = 92,560 18.2% 92,560 18.2% 600,612
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The postmodel adjustments resulted in additional Stage 1 and 2 provisions of € 321,765 thousand [2019: €92,560 thousand),
of which € 260,507 thousand are COVID-19 related. In addition to Stage 1 and 2, postmodel adjustments of € 2,000 thousand
were laken into account in Stage 3.

The COVID-19 pandemic necessitated postmodel adjustments, as the ECL madels do not fully caplure the speed of the chonges
and the depth of the economic effects of the virus (e.g. the collapse in GDP in the second quarter of 2020 following the outbreck
of the pandemic and the measures taken by governments 1o tackle it]. COVID-19 related postmodel adjustments reflected the
collective impact on the sectors that were especially hard hit by the pandemic: tourism, hotels, further related industries as well as
automobile, air fravel, oil and gas, real estole and some consumer goods industries. The effects were due to demand shack, sup-
ply chain disrupfions and crisis containment measures. The related postmodel adjustiments ivolve o qualitative assessment of ex-
posures for the expecied significant increase in credit risk and their subsequent ransfer from Stage 1 to Stage 2. The criteria for
the identification of such exposures were predominontly based on the above listed industries (for SMEs} and employment indus-
tries (for households] and further refined, where relevant, with information reloted to the application of the specific moralarium
measures. As the adjustments to the expected credit losses are temporary and designed fo adequately reflect the current risk situa-
tion of customers, it will foke some time before o complete picture of the impact of COVID-19 and subsequent measures on indi-
vidual customers emerges.

The majority of other postmodel adjustments related to Russian corporate exposures fo cover possible losses in connection with
future sanctions. They also reflected slightly higher expecied defaults on morigage loans due fo governmentimposed interest rate
clauses for retail customers in the Czech Republic and mode| adjustments for Croatia os a result of changed market expectations
regarding the debtcincome rafio.

Source: Raiffeisen Bank International Annual report 2020, pages 174-175 (extracts)

Example 2: Management overlays (post-model adjustments)

Post-model Group management adjustment

To ensure that the measurement of impairment reflects
reasonable and supportable information that is available
without undue cost or effort at the reporting date about past
events, current conditions and forecasts of future economic
conditions, the need for a Group management adjustment
to the outputs of the Group's staging and impairment
measurement methodologies is considered at each
reporting date in arriving at the final impairment loss
allowance. Such a need may arise, for example, due to a
model limitation or late breaking event. At 31 December
2020, the Group's impairment loss allowance of €2.2 billion
includes the total impadt of a post-model Group
management adjustment of c£237 million. This comprises
the total impact of a COVID-19 Group management
adjustment of €163 million, a Group management
adjustment for late breaking events €24 million, a stage 3
Group management adjustment for residential mortgages
£50 million. Further details of each are outlined below.

COVID-19 Group management adjustment

At 31 December 2020, the Group considered the data and
measurement limitations arising from the unprecedented
impac of COVID-19, including the availability of government
supports and the general availability of payment breaks
during the year to all customers regardless of credit status.
While the majority of payment breaks have expired prior to
the reporting date the Group's view is that modelled
impairment losses at 31 December 2020 may not fully
capture expected credit losses relating to these customers
as the days past due count was paused when payment
breaks were applied in line with the industrywide approach.
As a result, a post-model management adjustment of c£152
million was applied, with €103 million of this management
adjustment allocated to Stage 1 and €49 million to Stage 2.
€49 million of the adjustment is related o Rol and UK
residential mortgages, a further €72 million relates to the Rol
and UK SME portfolios; €27 million is related to the
Consumer portfolio; and €4 million relates to property and
construction.

Individual assessments for corporate cases and the majority
of relationship managed business banking cases, which
received COVID-19 concessions have been completed. In
addition, sector-level COVID-19 and Brexit risk assessments
for the business banking portfolios were completed
informed by the prevalence of payment breaks, macro-

prudential sector risk classifications, and management
judgement. Certain sectors (e.g. hospitality and
entertainment) were identified to be highly impacted where
the risk was not considered to be adequately captured in the
modelled PD estimates.

Payment break cohorts in the mortgage, consumer and asset
finance portfolios were reviewed at a portfolio level. The
above portfolio level review was completed with reference to
the outputs of the IFRS %impairment models, combined with
other available data sources including a customer
vulnerability assessment and management judgement. The
vulnerability assessments were informed by data on loans
that availed of payment breaks during 2020 with cross
reference to other credit characteristics (e.g. employment
type; employment status; employment sector; IFRS 9 staging
status).

Given the level at which this review was performed for
mortgage, consumer, asset finance and micro SME
portfelios, the Group did not redassify any exposures into a
different stage than that initially identified by the impairment
models for these portfolios.

The total population remaining with payment breaks in
place at 31 December 2020was €1.2 billion (June 2020: was
c.€11.5 billion). Further details in relation to payment breaks
are set out on page 166. The Group's management
adjustment of €103 million in Stage 1 is broadly equivalent
to the impact from a transfer of c.6% of the Group's Stage 1
assets into Stage 2.

In addition, a post model staging adjustment has been
applied to relationship managed business banking portfolios
whereby all customers who operate in ‘highly impacted’
sectors, as referenced above, are dassified as Stage 2 with a
lifetime impairment loss allowance applied. The impact of
this staging adjustment is c.€0.9 billion increase in Stage 2
volumes and a €11 million increase in impairment loss
allowances (€8 million of which relates to Rol SME; €2 million
to Investment property; and €1 million to UK SME).
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Group management adjustment for late breaking events
A post-model management adjustment to the Group's
impairment loss allowance of €24 million has been
recognised as at the 31 December 2020 to reflect an
acceleration in the incidence of COVID-19 and related
announcements on increased social restrictions in the
Group's key markets in late December 2020,

This adjustment reflects the estimated impact on
impairment loss allowances if the probability weightings
applied to the Group’s multiple economic scenarios utilised
in its impairment models were adjusted so that the upside
scenario weighting was reduced to 15% (from 20%) and the
downside scenario 1 weighting was increased to 30% (from
25%).

The adjustment is allocated across portfolios to reflect the
estimated impads of the adjusted scenario weightings on
impairment loss allowance, with €6 million allocated to Stage
1. €15 million to Stage 2, and €3 million to Stage 3. The stage
classification of assets was not changed through the
application this management adjustment.

Source: Bank of Ireland Annual report 2020,

Stage 3 Group management adjustment for residential
mortgages

The impairment loss allowance for residential mortgages of
€479 million also includes a management adjustment of €50
million (2019: €56 million), for the Retail Ireland portfolio.

The management adjustment for the Retail Ireland mortgage
portfolio primarily reflects the concentration of Stage 3
assets which are longer in default, where utilisation of
alternative recovery strategies to achieve realisation may
require higher impairment coverage on disposal that
currently cannot be reasonably reflected in IFRS 9
impairment model methodology. The €50 million (2019: €50
millien) management adjustment reflects the profile of the
Stage 3 population at 31 December 2020 and has been
calculated and applied through increases to the LGD
compenent of modelled impairment loss allowances for
Stage 3 residential mortgages that have been in default for
more than five years.

The €6 million management adjustment previously applied
across all stages in the Retail UK Mortgage portfolio at 31
December 2019, pending further evolution of impairment
model methodology, is no longer considered to be required,
noting that the combined COVID-19 and the adjustment for
late breaking events includes €19 millien relating to the
Retail UK Mortgage portfolio and the amount of impairment
loss allowance for the portfolio is considered to be
appropriate.

pages 228-229 (extracts)

Example 3: Types of management overlays

GDP adjustments

The sharp downturn in economic activity resulting from the lockdown
measures taken by governments has led to high volatility of quarterly
GDP growth rates (year-on-year) for the 2021 and 2022 forecasts in the
countries where the Group operates.

In addition, the authorities have adopted financial support measures
for households and businesses to help them cope with this sudden
deterioration in activity. Therefore, it seems likely that a time-lag will
appear between the deterioration in the portfolios’ credit quality and
that of activity, the first being delayed with respect to the second.

In order to account for this time-lag, the Group has revised its models
and retained for each quarter from 2020 to 2022 the (logarithmic)
average variation in GDP over the past eight quarters compared to a
base of 100 in 2019.

This adjustment is applied to each of the four scenarios
(SG Favourable, SG Central, SG Extended and SG Stress) for the GDP
series used to model expected credit losses (see Note 1, paragraph 5).

Adjustment of the margin rate of French companies

In France, the pandemic economic shock caused a decrease in
corporate profit margin. According to the Group’s economists, this
deteriorated margin rate does not, however, take sufficient account of
State support measures to reduce the companies’ financial difficulties,
particularly through the PGE mechanism. To better reflect the impact
of these measures, an add-on equivalent to 2.4 points of the 2019
added value has been included in all scenarios for 2020 and the first
half of 2021 regarding the margin rate of French companies. However,
no add-on has been applied over the remainder of the forecast horizon
for expected credit losses.

It is worth noting that should the government stop some of the
support measures put in place in the second quarter of 2020, the
Group would have to scale down the margin rate add-on of French
companies.

As at 31 December 2020, the adjustments in macroeconomic variables
and probabilities of default led the Group to increase the amount of
impairment and provisions for credit risk by EUR 496 million.

The table below results from the combination of the four scenarios after adjustment; it shows the adjusted GDP growth rates used in the models

applied to estimate expected credit losses (in percentages):

2020 2021 2022 2023 2024
Euro area (2.8) (5.8) (3.8) 1.4 1.7
France (3.3) (7.1) (5.3) 1.6 1.8
United States of America (2.3) (3.5) (1.5) 2.3 2.2
China (2.3) 1.8 46 45 4.5
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ADJUSTMENTS MADE IN ADDITION TO THE

APPLICATION OF MODELS better anticipate defaults or recoveries in certain cyclical sectors.

These adjustments have been reviewed and supplemented to take
account of the specific risk on sectors particularly affected by the
Covid-19 crisis.

Sectoral adjustments

The different models used to estimate the expected credit losses may
be supplemented by sectoral adjustments that increase or decrease

the amount of expected credit losses. These adjustments allow to 1he total sectoral adjustments amount to EUR406 million as at

31 December 2020 (EUR 244 million as at 31 December2019).

Adjustments in the context of simplified models ADDITIONAL CRITERIA OF TRANSFER TO STAGE 2

For entities lacking developed models for estimating the correlations In addition to the criteria applied at the individual level to classify
between the macroeconomic variables and the probability of default, deteriorated loans as Stage 2 under-performing loans, an additional
adjustments have also been performed to reflect the deterioration of analysis has been made on the loan portfolios for which a significant

credit risk on some portfolios when this deterioration could not be increase in credit risk has been observed since their granting. This
measured by a line by line analvsis of the outstanding loans analysis resulted in additional transfers to Stage 2 under-performing
y y ¥ g ’ loans of loans granted to sectors particularly affected by the Covid-19

These adjustments amount to EUR 424 million as at 31 December 2020 €Tisis:

(EUR 78 million as at 31 December 2019). These adjustments amount to EUR 122 million as at 31 December 2020.

Source: Société Générale — Universal Registration Document 2020 — pages 424-425 (extracts)

Example 4: Governance and post model adjustments

Governance and post model adjustments

The IFRS 9 PD, EAD and LGD models are subject to NatWest Group’s model risk policy that stipulates periodic model monitoring, periodic re-
validation and defines approval procedures and authorities according to model materiality. VVarious post model adjustments (PMAs) were
applied where management judged they were necessary to ensure an adequate level of overall ECL provision. All PMAs were subject to formal
approval through provisioning governance, and were categorised as follows (business level commentary is provided below):

¢ Deferred model calibrations — ECL adjustments where PD model monitering indicated that losses were being over predicted but where it
was judged that an implied ECL release was not supportable. As a consequence, any potential ECL release was deferred and retained on

the balance sheet.

* Economic uncertainty — ECL adjustments primarily arising from uncertainties associated with multiple economic scenarios (also for 2019)
and credit outcomes as a result of the effect of COVID-19 and the consequences of government interventions. In both cases, management
judged that additional ECL was required until further credit performance data became available on the behavioural and loss consequences

of COVID-19.

® Other adjustments — ECL adjustments where it was judged that the modelled ECL required to be amended.

ECL post model adjustments Retail Ulster Commercial

Banking Bank Rel Banking Other Total
2020 £m £m £m £m £m
Deferred model calibrations 34 2 13 - 49
Economic uncertainty 158 176 526 18 878
Other adjustments 20 26 19 3 68
Total 212 204 558 21 995
20139
Deferred model calibrations — 1 — — 1
Economic uncertainty 83 14 98 7 202
Other adjustments 45 25 5 4 79
Total 128 40 103 11 282
Note:

(1) For 2019, the PMA for model calibrations of approximately £22 million was reported on a different basis. At that time, the value was based on the required ECL
uplift pending systematic updates to model parameters, although the adjustment value was included in the reported ECL. For 2020, the value of PD calibration
releases that were deemed not supportable and retained on the balance sheet is disclosed. Therefaore, to be consistent in approach, the PMA value for 2019
has been reported as nil. For LGD, where model monitoring outcomes were less clear, and emerged over an extended period, monitaring focused on assessing
the adequacy of loss estimates, and was duly assured and governed at the year end

Source: NATWEST Group Annual report 2020, page 170 (extracts)
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Example 5: SICR assessment

2. Accounting policies
)

ii. Financial instruments presentation

For the purposes of estimating the impairment amount,
and in accordance with its internal policies, the Group

classifies its financial instruments (financial assets,
commitments and guarantees) measured at amortised cost or
fairvalue through other comprehensive income in one of the
following categories:

« Normal Risk ("stage 1'): includes all instruments that do not
meet the requirements to be classified in the rest of the
categories.

« Normal risk under watchlist ("stage 2°): includes all
instruments that, without meeting the criteria for
classification as doubtful or default risk, have experienced
significant increases in credit risk since initial recognition.

In order ta determine whether a financial instrument has
increased its credit risk since initial recognition and is to be
classified in stage 2, the Group considers the following
criteria;

Changes in the risk of a default -::-:Jrri*u%
through the expected life of the finandia
instrument are analysed and quantified with
respect toits credit [evel in its initial recognition.

With the purpose of determining if such changes
are consicered as significant, with the
conseguent classification into stage 2, each
defined the quantlfa ive
thresholds to consider in each of its portfolios
taking into account corporate guidelines
ensuring a consiskent interpretation in all units.

Quantitative WWithin the quantitative thresholds, two types

criteria are considered: A relative threshold is those that
compare current credit quality with credit
quality at the time of origination in percentage
terms of change. In addition, an absolute
threshold compares both references in tokal
terms, calculating the difference befween the
bwo. These absolute/relative concepts are used
homogeneously | {with different values) in all
geographies. The use of one type of thresho ld or
another [or both) is determined in accordanc
with the process described in note 54, :|-=-l:|.-..
and is marked by the type of portfolio and
characteristics such as the starting point of the
average credit quality of the portfolio.

n addition to the quantitative criteria indicated,
various indicators are used that are aligned with
those used by the Group in the normal
management of credit risk. Irregular positions of
maore than 30 days and renewals are common
criteria im all Group units. In addition, each unit
can define other qualitative indicators, for each
of its portfolios, according to the particularities
and normal management practices in line with
the policies ¢ Jrr=1tl\, in Force (i.e. use of
management alerts, etc.).

The use of these I|LI3[I .:tn.E criteria is
complemented with the use of an expert
judgement, under the correspanding
governance.

Qualitative
criteria

In the case of forbearances, instruments classified as
‘normal risk under watchlist' may be generally reclassified
to ‘normal risk’ in the following circumstances: at least tbwo
years have elapsed from the date of reclassification to that
category or from its forbearance date, the client has paid
the accrued principal and interest balance, and the client
has no other instruments with more than 30 days past due
balances.

(..

53. Risk management

(..

b) Credit risk

(...)

3.Detail of the main geographical areas

(...)

3.1. United Kingdom

(..

With regards to the determination of classification in stage 2,
the quantitative criteria applied by Santander UK are based on
identifying whether any increase in PD for the expected life of
the transaction is greater than both an absolute and a relative
threshold (the PD used in that assessment are adjusted to the
transaction's remaining term and also annualised in order to
facilitate that the thresholds defined cover the whole range of
the transactions maturity dates). The relative threshold
established is common to all portfolios and a transaction is
considered to exceed this threshold when the PD for the
entire life of the transaction increases by 100% with respect
to the PD at the time of initial recognition. The absolute
threshold, on the other hand, is different for each pertfolio
depending on the characteristics of the transactions, ranging
betwean 360 bp and 30 bp.

(..

3.2. Spain

(...)

Wikh regards ko the stage 2 classification determination, the
quantitative criteria applied in Santander Spain are based on
identifying whether any increase in the PD for the expected
lifetime of the transackion is greater than an absolute
threshold. The threshold established is different for each
portfolio based on the transactions characteristics,
considering that a transaction is above this threshold when
the PD for the life of the transaction increases by a certain
quantity over the initial recognized PD. The values of these
thresholds depend on their calibration, carried out
periodically as indicated in the preceding paragraphs, which
currently ranges from 25% to 1%, depending on the type of
product and estimated sensitivity.

In the case of non-retail portfolios, Santander Spain uses the
transaction's rating as a reference for its PD, taking into
account its rating at the time of origination and its current
rating, setting absolute thresholds for the different rating
bands that depend on each portfolio characteristics. & SICR
implies changes in the rating value bebween 0.1 and 4,
depending on the portfolio and the estimated sensitivity
(from lowver ko higher credit quality, the rating range goes
from 1 to 9.3).
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In addition, for each portfolio, a series of specific qualitative
criteria are defined indicating that the exposure has had a
significant increase in credit risk, regardless of the evolution
of its PD since the time of initial recognition. Santander Spain,
among other criteria, considers that an operation presents a
significant increase in risk when positions have been past due
for maore than 30 days. These criteria depend on the risk
management practices of each portfolio.

(..)
3.3. United States
(..)

In relation to the Stage 2 classification determination, the
quantitative criteria applied at SBMA for retail portfolios uses
the FICO (Fair Isaac Corporation) score at the time of
origination and its current value, establishing different
absolute threshold for each portfolio according to their
characteristics. A SICR implies changes in that score ranging
from 120 b.p. to 20 bp Inthe case of some portfolios, the
behaviour score supplements this criterion.

In the case of non-retail portfolios, SBNA uses the
transackion's raking as a reference for its PD, taking into
account its rating at the time of origination and its current
rating, setting absolute thresholds for the different rating
bands that depend on each portfolio characteristics. A SICR
implies changes in the rating value between 2 and 0.1,
depending on the portfolio and the estimated sensitivity
[From lower ko higher credit quality, the rating range goes
from 1 to 9.3).

Additionally, for each portfolio, a series of specific qualitative
criteria are defined, which indicate that the exposure has had
a significant increase in credit risk, regardless of the evolution
of its PD since the initial recognition. Santander Bank,
Mational Association, among other criteria, considers that a
transaction presents a significant increase in risk when it has
arrears positions for more than 30 days. These criteria depend
on the risk management practices of each portfolio.

(..

In relation to the stage 2 classification determination, the
quantitative criteria applied at SC USA uses the FICO (Fair
Isaac Corporation) score at the time of origination and its
current value, establishing different absolute threshold for
each portfolio according to their characteristics. A SICR
implies changes in that score ranging from 100 bp ko 60 bp.

Additionally, for each portfolio, a series of specific qualitative
criteria are defined, which indicate that the exposure has had
a significant increase in credit risk, reqardless of the evolution
of its PD since the initial recognition. Santander Consumer
USA Holdings Inc. among other criteria, considers that a
transaction presents a significant increase in risk when it has
irregular positions for more than 30 days. These criteria
depend on the risk management practices of each portfolio.

(..

3.4. Banco Santander (Brasil) 5.A.

.

Regarding the stage 2 classification determination, Santander
Brazil uses the transaction's rating as a reference for its PD,
taking into account its rating at the time of origination and its
currenk rating, setting different thresholds that depend on
each portfolio characteristics. SICR is determined by observing
the rating's evolution, considering that a significant reduction
has occurred when this decrease reaches values between 3.2
and 1, depending on the rating's value at the time of
origination.

In addition, for every portfolio, a set of specific qualitative
criteria are defined to indicate that the exposure to credit risk
has significantly risen, regardless of the evolution of its PD
since the initial recognition. Santander Brazil, among other
criteria, considers that an operations involves a significant
increase in risk when it presents irreqular positions for mare
than 30 days, but in Real State, Consigned and Financial
portfolios, where, due to their particular attributes, they use a
60 days threshold. Such criteria depend upon each portfolio's
risk management practices.

(..)

3.5. Santander Corporate & Investment Banking

(..)

With regards to the stage 2 classification determination, SCIB
uses the customer's rating as a reference for its PD, taking
into account its rating at the time of origination and its current
rating for each transaction, setting absolute thresholds for the
different rating bands. & SICR implies changes in the rating
value bebween 3.6 and 0.1, depending on the estimated
sensitivity of each rating band (from Lower to higher credit
quality, the rating range goes from 1 to 8.3).

Source: Banco Santander Annual report 2020, pages 567-780 (extracts)
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Example 6: Quantitative and qualitative threshold used in SICR assessment

The framework comprises the following elements: * Qualitative high-risk backstops — the PD assessment is
* IFRS 9 lifetime PD assessment (the primary driver) — on modelled complemented with the use of qualitative high-risk backstops to

portfolios, the assessment is based on the relative deterioration in further inform whether significant detenoration in lifetime risk of
forward-looking lifetime PD and is assessed monthly. To assess default has occurred. The qualitative high-risk backstop

whether credit deterioration has cccurred, the residual ifetime PD assessment includes the use of the mandatory 30+ days past due
at balance sheet date (which PD is established at date of initial backstop, as prescribed by IFRS 9 guidance, and other features
recognition (DOIR)) is compared to the current PD. If the current such as forbearance support, Wholesale exposures managed
lifetime PD exceeds the residual ongination PD by more than a within the Risk of Credit Loss framework, and adverse credit
threshold amount, deterioration is assumed to have occurmed and bureau results for Personal customers. Where a Personal customer
the exposure transferred to Stage 2 for a lifetime loss assessment. was granted a payment holiday (also referred to as a payment

For Wholesale, a doubling of PD would indicate a SICR subject to deferral) in response to COVID-19, they were not automatically

a minimum PD uplift of 0.1%. For Personal portfolios, the criteria transferred into Stage 2. However, a subset of Personal customers
vary by risk band, with lower risk exposures needing to deteriorate who had accessed payment holiday support, and where their risk
more than higher risk exposures, as outlined in the following table: profile was identified as relatively high risk, were collectively

migrated to Stage 2 (if not in Stage 2 already). Any support
PD bandings (based on provided beyond completion of the second payment holiday was

Personal residual lifetime PD deterioration considerad forbearance. Wholesale customers accessing the

risk bands | PD calculated at DOIR) threshold criteria vanous COVID-19 support mechanisms were assessed as detailed

Rick band A =(.762% PD@DOIR + 1% in the Impact of COVID-19 section.

Rick band B <4 306% PD@DOIR + 3%

Risk band C >=4 306% 1.7 x PD@DOIR

Source: Natwest Group Annual Report 2020, page 171 (extracts)

Example 7: FLI disclosures (scenario weights and macroeconomic variables) by
geographical area'®

53. Risk manugement Each of the macroeconomic scenarios is associated with a
given probability of occurrence. Santander Consumer USA Inc.

(...) associates the highest weighting to the Base scenario,
b) Credit risk whereas it associates the lowest weightings to the most
extreme or acid scenarios:
() 2020 2019 2018
3.Detail of the main geographical areas

Pessimistic scenario 2 17.5% 17.5% 20.0%
() Pessimistic scenario 1* 20.0% 20.0% n.a.
3.3. United States Base scenario 325%  325%  60.0%
() Optimistic scenario 30.0% 30.0% 20.0%

The evolution forecasted in 2020 for a pericd of five years of ) ) ) _ )
* The exercise carmied out in 2079 includes bwo adverse scenarios compared bo

the main macroeconomic |n1:II|cal:ors u.sed tlzy in Santander one in 2018, due to the evolution of the Local methodology.
Consumer USA Heldings Inc in the estimation of expected
losses is shown below: In the case of SC USA, no additional 'leng-run’ scenario was
2021 - 2025 generated for the calculation of the post model adjustment,
nfavourable nfavourable Favoural Y ) .
Veriables a1 " stesmias _Bose scenaric s but the additional provisions for covid-19 were calculated

ore 0 o using the own model.

A, US used vehicle price car index.

The five-year projected development generated in 2019 to
estimate the expected loss is shown below:

2020 - 2024
Unfavourable  Unfavourable Favourable
Varioblas scanario 1 scanario 2 Base scenario SCANQrio
1.06% 2.22% 2.70%

1.71%

Manheim” index

A, US used vehicle price car index

B For illustrative purposes, information for only two selected geographical areas is presented here (the financial statements of the
bank include FLI disclosures for more than two geographical areas).
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3.4. Banco Santander (Brasil) S.A.

..

For the expected losses estimation, prospective information it
taken into account. Particularly, Santander Brazil considers
three macroeconomic scenarios, periodically updated. The
evolution for a period of five years of the main
macroeconomic indicators used to estimate the expected
losses in Santander Brazil is as follows:

2020-2024

) Pessimistic ) Optimistic
Variables scenaric  Base scenaric scenario
Interest rate B.70% 5.60% 4.45%
Unemployment rate 16.48% 9.58% D04%
Housing price
change -1.24% 2.69% 6.39%
GDP Growth -1.40% 2.38% 4.471%
Burden income 21.70% 20.39% 19.02%

In the case of Santander Brazil, the scenarios projected up to
2024 have been complemented with an additional scenario
that counts with the appropriate extension to reflect loss
materialization, taking into account the loan portfolios
shorter average terms and the expected deterioration in the
following periods.

Each macroeconomic scenario is associated with a
determined likelihood of occurrence. Regarding its
assignation, Brazil links the highest weight to the base
scenario whilst links the lowest weights to the most extreme
scenarios:

2020 2019 2018
Pessimistic scenario 10 % 10 % 10 %
Base scenaric 80 % 0 % 80 %
Optimistic scenario 10 % 10 % 10 %

Regarding the the additional scenario used to calculate the
post-model adjustment, the projected evolution of the main
macroeconomic indicators for a period of five years is shown
below:

2020-2024

) Pessimistic ) Optimistic
‘Varables scenaric  Base scenario sCenario
Inkerest rate 5.97% 4.25% 4,25%
Unemployment rate 12.34% 12.34%
Housing price change B84% 1.84%
GDP Growth A0% 1.40%
Burden income 20.80% 20.80%

Source: Santander Annual Report 2020, pages 567-779 and following (extracts)

Example 8: Macroeconomic scenarios and ECL sensitivity

Macroeconomic scenarios in 2020 | Audited

Unweighted Weighted
{in millions] Weight Macroeconomic variable i i pivvsl 2023 2024 ECL: ECL:
Real GDP Netherlands' 4.4% 4.3% 2.0% 1.7%
Positive 10% Unamploymant? 6.2% 6.2% 5.6% 4.8% 653
House price index® 5.0% 3.0% 2.0% 3.0%
Real GDP Metherlands 2.0% 3.6% 2.3% 1.8%
Baseline B0% Unemployment 6.4% 79% 6.9% 6.1% 688 702
House price index 0.0% 0.0% 2.0% 3.0%
Real GDP Metherlands 0.7% 3.0% 1.0% 1.4%
Negative A0% Unemployment 6.8% 8.4% 78% 6.8% 734
House price index -3.0% -5.0% 0.0% 3.0%

' Real GDP Netherlands, % change year-on-year.

? Unemployment Matherlands, % of labour forca.

* House prica indax Netherfands — average % change year-on-yaar.
* Excluding ECL for stage 3.

Source : ABN AMRO Annual Report 2020, page 115 (extracts)
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Example 9: FLI disclosures — definition of new macroeconomic scenarios

These different elements consequent to the Covid-19 crisis are
detailed below to shed light on the financial consequences of the crisis
and on their consideration in the preparation of the consolidated
financial statements.

DEFINITION OF NEW MACROECONOMIC
SCEMNARIOS

To prepare its financial statements, the Group uses macroecenomic
scenarios in the expected credit losses measurement models including
forward-looking data (see Note 3.8).

These scenarios are developed by Societe Generale's Economic and
Sector Studies Department for all the Group entities. A weighting ratio
is attributed to each scenario and the outputs from the models
correspond to a weighted average of these scenarios.

In the second quarter 2020, the Group developed four new
macro-economic  scenarios to better reflect the impacts and
uncertainties generated by the Covid-19 crisis.

GDP FORECASTS BY SCENARIO, IN %

On 31 December 2020, the Group maintained the coexistence of four
scenarios owing to a still high level of uncertainty, and adjusted them
to reflect the best vision to date:

= the central scenario (SG Central) expects, after a significant fall in
GDP in the countries where the Group has been operating in 2020, a
gradual rebound from 2021, considering that the travel restrictions
measures will be lifted by the beginning of 2022;

a scenarie of prolonged health crisis (56 Extended) expects that the
travel restrictions measures will be lifted by the beginning of 2023;

Finally, these two scenarios are supplemented by one favorable and
one stressed scenarlos. These last bwo scenarlos are less severs as at
30 Junme 2020 owing to a less uncertain environment by the
strengthening of support measures.

The illustration below compares the GDP previsions in the Euro area
used by the Group for each scenario with the previsions provided by
ECB in December 2020. By the end of 2021, the scenarios adopted by
the Group are within the range of the ECB scenarios.,

2020 2021

- = - 5G Favorable
—— ECE Mid
— 50 Stress

-==ECE Central
— SG Central

2022 2023

- == ECB Stress
SG Extended

Source: Société Générale — Universal Registration Document 2020 — page 365 (extracts)
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Example 10: Tabular reconciliation of the loss allowance from the opening

balance to the closing balance with narrative explanations

Loan impairment charges and allowances |[Audied |

2020

Residential Consumer Corporate  Other Total loans

{in millions] Banks mortgages loans loans  loans and advances  Off-balance
_______________________________________________________________________________________________________________________§ |

Balance at 1 January 2020 5 140 298 1,982 6 2,431 16
Transfer to stage 1 7 -4 12 -23 1
Transfer to stage 2 4 5 110 14 6
Transfer to stage 3 2 9 518 636 179
Remeasurements! -2 49 42 1,922 -3 1,910 b
Changes in models [] 6
Changes in risk parameters 2 28 3 132 165 n
Originated or purchased 4 4 n 40 20
Matured or sold loans -1 -13 -1 -668 692 9
Impairment charges (releases)
on loans and advances -1 1 130 2,033 -3 2,161 214
Write-offs -16 -143 -1,035 -1,194
Unwind discount/unearned interest accrued 2 -1 Nn k|
Foreign exchange and other movements 1 -10 1 42 43 -182
Balance at 31 December 2020 6 116 294 3,053 3 a2 = 48]
Impairment charges (releases) on loans and advances -1 1 130 2,033 | 2,161 214
Credit-related modifications® 36 36

Recoveries and other charges (releases)

Total impairment charges for the period: 2,035 2,106 _

! Remaasuraments ropresents the cument year change of expected cradit loss allowances mainly attributabla to changes in volumeas such as partial repeyments and changes in the credit quality of
axisting loans ramaining in thair staga.

? The underlying axposure on which the madification loss is calculated is EUR 16.9 billion, almost fully related to the payment holidays.

* The impairment charges for the pariod excludes charges (releasas) for financial imvestments held at FVOCI 31 Dacember 2020 EUR 0 million {31 December 2019: EUR O million).

ma

Residential Consumer  Corporate Other Total loans

{in millions] Banks mortgages loans loans  loans and advances Off-balance
b

Balance at 1 January 2019 9 108 318 1,825 9 2,269 12
Transfer to stage 1 -7 -10 -1 -38
Transfer to stage 2 2 4 14 19 1
Transfer to stage 3 48 a7 298 3092 2
Impairment charges for the period 3 44 144 765 956 9
Reversal of impairment allowances no longer required -2 -14 -103 -487 -2 -608 -10
Modifications
Remeasurements’ n a1 278 -2 48 -1
Changes in models -13 4 20 -1 q -2
Changes in risk parameters 2 g 13 22 2
QOriginated or purchased 1 4 12 36 ] 3
Matured or sold loans -5 -12 -13 -49 78 -6
Impairment charges (releases)
on loans and advances -3 54 93 589 -3 730 3
Write-offs 22 -122 -464 -B08
Unwind discount/unearned interest accrued 2 1 28 n
Foreign exchange and other movements ] 2 5 10 1
Balance at 31 December 2019 5 140 298 1,982 6 2,431 m
Impairment charges (releases) on loans and advances -2 54 a3 589 -3 730 2

Recoveries and other charges (releases)

Total impairment charges for the period: m

' Remeasurements reprasents the cument year change of expected cradit loss allowances mainly attributabla to changes in volumes such as partial repayments and changes in the credit quality of
axisting loans remzining in their staga.
 The impairment chargas for the pariod excludes charges (releasas| for financial imvestmants held at FYOCTH{31 Decembar 2018: EUR O million).
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Loan impairment charges and allowances per stage | Audited |

2020 019
{in millions] Stage 1 Stage?  Stage3 Total Stage 1 Stage 2 Stage 3 Total
Balance at 1 January 180 258 1,993 243 214 192 1,862 2,269
Transfer to stage 1 39 53 K] 23 45 66 17 -38
Transfer to stage 2 -45 200 -36 mn9 -3 126 76 19
Transfer to stage 3 -12 -76 725 636 -5 -3z 429 293
Remeasurements’ 472 50 1,388 1,910 a7 25 420 248
Changes in models 1 2 4 [ 16 22 29 a
Changes in risk parameters 100 46 19 165 9 12 3 22
Originated or purchased 40 40 53 53
Matured or sold -479 -13 -195 -692 -22 -25 -30 -78
Impairment charges (releases)
on loans and advances 115 149 1,896 2,161 -33 62 701 730
Write-offs -1,194 1,194 -608 -608
Unwind discount/unearned interest accrued M AN N N
Foreign exchange and other movements i E: 44 43 -2 4 ] 10
Balance at 31 December 301 400 2,77 3,472 180 258 1,993 2,431
Impairment charges (releases) on loans and advances 15 148 1,896 2,181 -1 62 m 730
Credit-related modifications 29 7 36
Recoveries and other charges (releases) -90 -80 a7 -a7
Total impairment charges for the period 115 179 1.813 2,106 -33 62 613 643

! Remsasurements reprasents the current year change of expactad cradit loss allowancas mainly attributable to changes in volumes such as partial repayments and changes in the cradit quality

of existing loans remzining in their staga.

The impairment charges in 2020 amounted to EUR 2,303
million {2019: EUR 857 million). These charges wers high
due to the impact that Covid-19 and oil price developments
had on our client portfolio and to three exceptional client
files. Individual impairments in stage 3 were recorded
mainly for corporate loans. The impairment charges in stage
1 and stage 2 related mainly to managemeant overlays.

Impairment charges for CIB amounted to EUR 1,658 million,
which was considerably higher than the EUR 376 million
recorded in 2019. Since the start of Covid-13, all individual
CIB exposures have been reviewed, leading to a significant
increased credit risk in stage 3.0f the total impairment charges
for CIB, an amount of EUR 629 million was attributable to
three exceptional client files. The other impairment charges
related to other individual client files and were mostly
recorded in the oil and gas and energy-offshore sectors.

Additions for Commercial Banking amounted to

EUR 542 millien (2019: EUR 182 million). The main
contributions related to individual client files in the food and
shipping sectors, and to a lesser extent to new inflow from
industrial goods and services and the travel and leisure sector.
In addition, management overlays were recorded for CB to
incorporate risk not adequately captured by the models. The
ECL outcomes would not appear to represent deteriorations
that had been expected for individual counterparties, given
that payment moratoria and government support measures
had a positive effect on clients’ payment behaviour. An
increase in impairment charges was also cbserved because

of the transfer of clients from stage 1 to stage 2, with
almost all CB clients being individually assessed during
2020 after the effects of Covid-19 became apparent. Some
of these clients, mainly in the food, travel and leisure and
real estate sectors, were transferred to stage 3 in 2020.

Impairment charges for consumer loans amounted to

EUR 82 million {2018: EUR 50 million). The main additions
were atiributable to the economic impact of Covid-19, with
clients being transferred to stage 2 due to a significant
increased credit risk. The main client groups impacted were
dentists, physiotherapists and pilets. During 2020, the
various client groups were re-evaluated, and some of them
were transferred back to stage 1. The new definition of
default also resulted in higher impairments in 2020 because
of some Retail Banking clients being transferred to stage 3.

A release of EUR 18 million was recorded for residential
mortgages in 2020 {2019: EUR 31 million). This release was
mainly attributable to the third guarter of the year. At that
time, the 12-month PD deterioration was still being used as
a proxy for lifetime PD detenoration. This proxy 1s maore
sensitive to steep economic downturns and to the subsequent
recovery seen in later quarters. This resulted in a transfer
from stage 2 to stage 1in Q3. In addition, a release was
recorded for interest-only mortgages. These releases were
partly offset by increases resulting from transfers to stage 2
at the start of Covid-19, and from model refinements,
including implementation of lifetime PD, and related mainly
io stage 3.

Source: ABN AMRO Annual Report 2020, pages 112-113 (extracts)
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Example 11: Joint tabular reconciliation of the loss allowance and gross carrying

amount from the opening balance to the closing balance

Financial assets at amortised cost: loans and receivables due from customers

Performing assets
Besats subject o 12-month  Assets subject to [Hetime Credit-impaired assets
ECL (Bucket 1) EGL (Bucket Z) {Bucket 3) TOTAL
Gmss Met
Giruss Gruss Gross canying canyng
Camying Loss  camying Loss  camying Loss  amount Liss amount
A1 TR G P amount  allowance  amouni  allwance  amount  allowance (@) allowance (b) (a) + [b)

Balance at 31 December 3O 360,437 43 30835 f12am 1343 [T102) 40430 B4 36180

Transfers batwean buckets

during the period (13,335) (20 058 2z 3,506 ([1.273) - {1270
Transfers from Buckst 1

fio Bucket 2 (22,190 M 218 478 - [418)
Retum from Bucket 2

fio Buckst 1 10,34 @) (10345 287 - - - 106
Transfers i Buckat 31 (1,589) 13 @238 231 3053 {1,376} - (1,125)
Risfum from Bucket 3

fio Buckst 2/8ucket 1 100 {1} Mr [25) (447 03 - 7
Total afier fransfers M1, (768 4053 (1.252) 16536 (B465) 44302 (10,462) 331
(Changes in gross camying

amounts and loss allowances 16,350 (154 (1, 440) W [ 1528 10856 o
Neow financial producion:

purchasa, granéng,

origination. . ¥ 204 B3 {B57) 1317 {706} HE200 {1,453)
Darecognilion: dsposal

repeyment, matmity. . (181 558) 482 (11,630) T4 {1,716 431 {14913 1655
Wirile-cifs 23 18718 23 1879

Changes of cash flows
resulfing in restnichring due

fo financial difficultios U] - {0 3 {16) 4 {27) B

Changes in modats’ cred risk

parameters during e period® (20 {407) (1,040 - {1,566

Changes in modalmethodology - 17 - - 17

Changes in scopa 2 3 28 3 40 [3) 340 (e

Ot 7,248 4 {1135 i (340) 4 @ 4

Total 363,461 |y ¥\H3 (1,724) 12502 6,837) 415267 {0580 405 586
Changes in camying amount

due fo specific accounting

assessmant mefods (with no

significant impact on loss

allowancaP {5ER) 3 a2 28]

BALANCE AT

31 DECEMBER 20205 362,806 {8 0HE  {17TM)  134M  (6037) 45517 [D5E0) 406037
Contrachsl amount cutstanding

of financial assels witian off
during fha period, fat aro sl
sulbjact to anforcement
MEESUNES

(i) Transers i Bucial 3 coresnond fo ootsianding anoun's iy clesfi s2 Bcka! 1 which, duning (e jear weve whgranad aiectly io Bunke! 3, oris Sucked 2 am Bler i Skt 3,
Gipinations i Bucke 7 coul include snme onigieied ilsans o Bucke! | recissilen'in Bucks 7 dning ie penbd

B

{3 inchuies e lepacts of i vale sdbstvents herged iRstuments, the mpack misting i e use of e B methon' [okshly e smorisstios of prestimsisents), the lapsols of e
of SNECOUES ST 05 ' FEVEVILE! JNEY [ remsing B OF e sese =S I Aoy NSt
CEmie A, K 5w of Fra oA s (S ) granind in casinmers oF e (600 25 e of mesares I suneon Be aconomy iR Be weke of the CONID- 19 hasilh okl

S 9.5 bln.

{5 Dutstaing inane in cusfomers i Rence Wit Rov-ooniracis) dve det poelnooanents smoeTiad in @168 billo i AT, ichdog &9 Wl sl sutstaeing = 2t 31 Decamier 2000 o
Creait Aol 54 Bl

{6 Concaming Burknd 3 — Wi e cOTRDenE i e oEnge I e ssseesment of e oo risk oo 1i9s Sirescy In oot

{7 he llems In fhe “0ihevs ™ e are mainy iansksion agusiments end recisssiicalinne onoer RS &

Source: Crédit Agricole 2020 Universal registration document, page 454 (extracts)
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Example 12: Quality of credit risk: disaggregation of disclosures by stage and
by credit risk category

Asset quality
The table below shows asset quality bands of gross leans and ECL, by stage. for the Personal portfolio.

Gross loans ECL provisions ECL provisions coverage

Stage1 Stage2 Stage3 Total  Stage1 Stage2 Stage3d Total  Stage1 Stage2 Stage3 Total
2020 £m £m £m £m £m £m £m £m % % % %

UK mortgages
AQ1-AQ4 108,869 6,634 — 115,503 10 33 = 43 0.01 0.50 = 0.04
AQ5-AQ8 38,347 20,254 — 58,601 14 146 - 160 0.04 0.72 —_ 0.27
AQ9 240 1,015 — 1,255 —_ 49 - 49 —_ 4.83 —_ 3.90
AQ10 = — 1,507 1,507 = = 254 254 = — 1685 16.85
147,456 27,903 1,507 176,866 24 228 254 506 0.02 0.82 16.85 0.29

Rol mortgages
AQ1-AQ4 8,247 777 — 9,024 20 38 — 58 0.24 4.89 — 0.64
AQ5-AQ8 2,677 560 — 3,237 7 34 — 41 0.26 6.07 — 1.27
AQ9 7 331 = 338 = 19 = 19 = 5.74 = 5.62
AQ10 (1) — — 1,051 1,051 — — 381 381 — — 3625 36.25
10,931 1,668 1,051 13,650 27 91 381 499 0.25 546  36.25 3.66

Credit cards

AQ1-AQ4 23 4 —_ 27 1 2 - 3 435 50.00 - 1.1
AQ5-AQ8 2,384 1,329 — 3,713 52 208 - 260 218 15.65 —_ 7.00
AQ9 4 42 = 46 = 15 = 15 — 3571 — 3261
AQ10 = = 109 109 = = 76 76 = — 6972 69.72
2,411 1,375 109 3,895 53 225 76 354 220  16.36  69.72 9.09

Other personal
AQ1-AQ4 1,234 59 — 1,293 8 9 = 17 0.65 15.25 = 1.31
AQ5-AQ8 4,461 3,020 — 7481 58 336 — 394 1.30 11.13 — 5.27
AQ9 55 327 — 382 1 107 — 108 1.82 32.72 — 28.27
AQ10 — — 621 621 — — 517 517 — — 83.25 83.25
5,750 3,406 621 9,777 67 452 517 1,036 117  13.27 83.25 10.60

Total personal
AQ1-AQ4 118,373 7,474 — 125,847 39 82 — 121 0.03 1.10 — 0.10
AQS5-AQB 47,869 25,163 — 73,032 131 724 = 855 0.27 2.88 = 1.17
AQ9 306 1,715 — 2,021 1 190 = 191 0.33 11.08 = 9.45
AQ10 — — 3,288 3,288 — — 1,228 1,228 — — 3735 37.35

166,548 34,352 3,288 204,188 171 996 1,228 2,395 0.10 2.90 37.35 1.17

Source: Natwest Group 2020 Annual report, page 206 (extracts)

Example 13: Quality of credit risk: disaggregation of disclosures by stage and
by credit risk category

Credit risk profile by internal PD grade for loans and advances at amortised cost (audited)

Gross carrying amount Allowance for ECL Met Coverage
PDrange Credit quality Stage 1 Stage 2 Stage3 Total Stage 1 Stage 2 Stage 3 Total exposure ratic
Grading % description £m £m £m £m £m £m £m £m £m %
As at 31 December 2020
1-3 0.0to<0.05% Strong 82,312 3,095 - 85,407 6 35 - 41 85,366 -
4-3 0.05t0<0.15% Strong 101,309 9,715 - 111,024 34 25 - 59 110,965 0.1
6-8 0.15t0<0.30% Strong 30,697 6,263 - 36,960 47 64 - 111 36,849 0.3
9-11 0.30to<0.60% Strong 34,601 5,093 - 39,694 120 168 - 288 39,406 0.7
12-14 0.60to<2.15% Satisfactory 29,498 8,399 - 37,897 379 593 - 972 36,925 2.6
15-19 2.15t0<10% Satisfactory 8,125 9,136 - 17,261 302 1,283 - 1,585 15,676 9.2
19 10t0<11.35% Satisfactory 3,505 4,437 = 7,942 73 195 - 268 7,674 3.4
20-21 11.35t0 <100% Higher Risk 917 4,868 - 5,785 72 1,201 - 1,273 4,512 22.0
22 100% Credit Impaired - - 8,997 8,997 - - 3,738 3,738 5,259 41.5
Total 290,964 51,006 8,997 350,967 1,033 3,564 3,738 8,335 342,632 2.4

Source: Barclays PLC Annual Report 2020, page 193 (extracts)
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Example 14: Quality of credit risk: disaggregation of disclosures by stage only

Exposures per stage [ Audited |
Coverage and stage ratios [Audited |

31 December 2020

Gross  Allowances

carrying forcredit Coverage Stage

(in millions) amount losses? ratio ratio
]

Stage 1
Loans and advances hanks 3,399 6 0.2% 100.0%
Residential mortgages 135,407 14 0.0%  93.0%
Consumer loans 9,707 38 0.4% 86.4%
Corporate loans 64,517 243 0.4% 74.4%
Other loans and advances customers 7675 0.0%  99.3%
Total loans and advances customers 217305 296 0.1% 86.4%
Stage 2
Loans and advances hanks 0.0% 0.0%
Residential mortgages 9,141 a4 0.5% 6.3%
Consumer loans 1,068 41 3.8% 95%
Corporate loans 15,356 216 2.1% 17.7%
Other loans and advances customers 37 0.3% 0.5%
Total loans and advances customers 25,602 400 16% 10.2%
Stage 3
Loans and advances hanks 0.0%
Residential mortgages 1,124 58 5.2% 0.8%
Consumer loans 456 215 47.2% 4.1%
Corporate loans 6,873 2,494 36.3% 79%
Other loans and advances customers 21 3 14.6% 0.3%
Total loans and advances customers 8,474 2771 327%  3.4%

Source: ABN AMRO Annual Report 2020, page 110 (extracts)

Example 15: Quality of credit risk: disaggregation of disclosures by stage only

> TABLE 44: PERFORMING AND NON PERFORMING EXPOSURES AND RELATED PROVISIONS (EU NPL4) [Audited]

Perfoming expesures

Loans and

advances 1,154,591 1,062.776

Central banks 308,765 308,180

General

governments 27952 26413

Credit institutions 16036 158611

Other financial

corporations 76,282 70,790

Non-financial

corporations 402,193 350376
af which SME 120184 102546

Households 323363 291406

Debt securities 179,970 178923

Central banks 4404 4337

General

governments 137,331 136920

Credit institutions 154975 15975

Other financial

corporations 18,506 17984

Non-financial

corporations 3754 3707

Source: BNP PARIBAS Universal registration document 2020, page 384 (extract)
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Example 16: Quality of credit risk: disaggregation of disclosures by stage only

{Thousands of euros)
2020
Stage 2 Stage 3
Days Days Days Days
past due past due past due  past due
HNo == 30 =30 == 90 =90

Segment Stage 1 delays days days Total days days Total POCI Total
Gross Exposure
Individuals-Mortgage 23,196,850 2,257,027 94,230 49,833 2,401,090 245,446 238,996 484,442 14,805 26,097,187
Individuals-Other 7,705,016 723,194 84,848 37,072 B45,112 304,008 382,718 686,726 71,552 9,308,406
Financial Companies 2,968,646 456,900 7 1 456,938 145,907 90,861 236,768 — 3,662,352
Hon-financial comp. - Corporate 8,801,863 1,152,447 2,307 47 1,154,801 204,045 547,859 751,904 — 10,708,568
Hon-financial comp.- SME-Corporate 10,547,907 2,694,779 5,149 1,187 2,701,115 B16,135 244,154 1,060,289 — 14,309,311
Han-financial comp. -SME-Retail 5,459,793 1,418,540 14,914 3,672 1,437,128 269,042 156,306 425,348 — 7,322,269
Hon-financial comp.-Other 402,483 75,951 = - 75,951 147 1,205 1,352 - 479,786
Other loans 5,151,717 224,617 - — 224,617 - 1 1 — 5,376,335
Total 64,234,275 9,003,455 201,485 91,812 9,296,752 1,984,730 1,662,100 3,646,830  B6,357 77,264,214
Impairment
Individuals-Mortgage 13,165 22,645 2,853 4,813 30,311 27,429 67,064 94,513 1,395 139,384
Individuals-Other 49,118 25,156 14,197 9,188 48,541 124,521 216,529 341,050 11,549 450,258
Financial Companies 3,398 6,440 4 - 6,444 124,059 66,087 190,146 - 199,988
Hen-financial comp. - Corporate 30,883 27,544 124 — 27,670 98,921 353,691 452,612 - 511,165
Hon-financial comp.- SME-Corporate 50,193 94,39 573 239 95,208 274,732 141,442 416,174 - 561,575
Hon-financial comp. -SME-Retail 38,767 43,623 1,984 957 46,564 120,207 79,296 199,503 - 284,834
Hon-financial comp.-Other 277 &1 — — 61 74 180 254 — 592
Other loans 5,628 3,684 = - 3,684 - 1 1 - 9,213
Total 191,329 223,551 19,735 15,197 258,483 769,943 924,310 1,694,253 12,94 2,157,009
Het exposure
Individuals-Mortgage 23,183,685 2,234,382 91,377 45,020 2,370,779 218,017 171,12 389,929 13,410 25,957,803
Individuals-Other 7,665,898 698,038 70,649 27,884 796,571 179,487 166,189 345,676 60,003 8,858,148
Financial Companies 2,965,248 450,460 33 1 450,494 21,848 24,774 45,622 — 3,462,364
Hon-financial comp. - Corporate 8,770,980 1,124,901 2,183 47 1,427,131 105,124 194,168 299,792 - 10,197,403
Hen-financial comp.- SME-Corporate 10,497,714 2,600,383 4,576 948 2,605,907 541,403 102,712 644,115 — 13,747,736
Hon-financial comp. -SME-Retail 5,421,026 1,374,917 12,932 2,715 1,390,564 148,835 77,010 235,845 - 7,037,435
Hon-financial comp.-Other 402,206 75,890 = - 75,890 73 1,025 1,098 - 479,194
Other loans 5,146,189 220,933 — — 220,933 — — — — 5,367,122
Tatal 64,042,946 8,779,904 181,750 76,615 9,038,269 1,214,787 737,790 1,952,577 73,413 75,107,205
% of impairment coverage
Individuals-Mortgage 0.06% 1.00% 3.03% 9.66% 1.26% 11.18% 28.07% 19.51% 9.42% 0.53%
Individuals-Other 0.64% 3.48% 16.73% 24,78% 5.74% 40.96% 56.58%  49.66% 16.14% 4, 84%
Financial Companies 0.11% 1.41% 10.81% 0.00% 1.41% 85.03% 72.73% 80.31% 0.00% 5.46%
Han-financial comp. - Corporate 0.35% 2.39% 5.37% 0.00% 2.40% 48.48% 64.56% 60.20% 0.00% 4.77%
Hon-financial comp.- SME-Corporate 0.48% 3.50% 11.13% 20.13% 3.52% 33.66% 57.93% 39.25% 0.00% 3.92%
Han-financial comp. -SME-Retail 0.71% 3.08% 13.30% 26.06% 3.24% 44.68% 50.73%  46.90% 0.00% 3.89%
Hon-financial comp.-Other 0.07% 0.08% 0.00% 0.00% 0.08% 50.34% 14.94% 18.79% 0.00% 0.12%
Other loans 0.11% 1.64% 0.00% 0.00% 1.64% 0.00%  100.00%  100.00% 0.00% 0.17%
Total 0.30% 2.48% 9.79% 16.55% 2.78% 38.79% 55.61%  46.46% 14,99% 2.79%

Source: Banco Comercial Portugues Annual Report 2020, page 382 (extracts)
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Example 17: Quality of credit risk: disaggregation of loans subject to COVID-19
support measures by stage only
4.4a Loans measured at amortised cost subject to Covid-19 support measures: gross amount and total adjustments

(millions of eura)

Gross value Writedown
Stage 1 of which: Stage 2 Stage 3 Stage 1 Stage 2 Stage 3
low credit
risk
1. EBA-compliant moratoria loans 19,850 - 12,226 439 -65 473 -112
2. Other loans with COVID-19-related
forbearance measures 52 - 107 35 - -6 -11
3. Newly originated loans 29,562 - 2,369 30 -41 -20 -5
Total 49,464 - 14,702 504 -106 -499 -128

Source: Intesa Sanpaolo Annual Report 2020, page 297 (extracts)

Example 18: Quality of credit risk: disaggregation of exposures by level of
collateral for key countries/territories and by stage

and financial {(non-bank] loans and advances including lean commitments by level
OFf which:
Total UK Hong Kong
Grozs carrying' ECL  Gross carrying’ ECL  Gross carrying’ ECL
nominal smount  coversge nominal amount  coverage nominal amount — coverage
sm % Em % Em %
Stage 1
Mot collateralized 617,592 0.2 122,554 0.4 35,061 o.1
Fully collateralised 110,528 0.2 28,232 0.3 40,207 o.1
LTV ratio:
— lezz than 50% 37.991 0.1 7.367 0.3 14744 o.1
— 51% to 75% 36,696 0.2 11.8971 0.3 13.967 0.2
— TE to 90% 13,542 0.2 2.624 0.4 6.522 o.1
- 21% to 100% 22,299 0.1 6.350 o.1 4.980 o.1
52,892 0.2 6. 826 0.5 19.163 o.1
25,903 3.524 9.208
781.012 0.2 157.612 0.4 154431 o.1
118.959 1.8 37.430 26 19,466 o4
37.753 13 9.316 21 15049 0.8
LTV ratio:
— lazz than 50% 11,992 1.3 2998 1.5 2.920 o7
- 51% to 75% 16,982 1.8 5715 22 6.657 1.0
— 7% to 90% 3.727 1.2 502 32 2 150 0.7
- 91% 1o 100% 5.052 0.9 Ll 2.0 2317 o3
Partially i {Bl: 16.829 1.5 3.989 27 2849 09
— colfateral valus an B 5,425 1.714 2109
Total 173.541 1.5 50.730 25 38.359 0.6
Stage 3
Not i 7.852 50.0 2793 285 865 &6.0
Fully i 1.933 17.3 585 79 242 o4
LTV ratio:
— lazze than 50% 637 24.0 51 86 83 6.0
— 51% to 75% 526 12.0 182 126 128 47
- 76% to 80% 294 9.2 211 1.9 49 143
— 91% to 100% 482 11.8 a1 T4.6 82 49
Partially i {C): 2,847 35.5 553 2321 592 264
— collateral valus on C 1.679 337 322
Total 12,638 .7 2931 247 1.799 1.6
POCI
Not i 21 39.8 54 63.0 T —
Fully 1.3 = = 45 51.1
LTV ratio:
— lezz than 50% L] 50.0 - — - —
— 51% to 75% 1 2.1 - — 77 91
— 78% to 909% 24 64.7 = = 34 &7
- 91% to 100% 12 - - - - -
Partially i {D: 4 75.0 — — — —
— collarsral valus an O + = =
Total 278 40.8 54 53.0 45 50.0
At 31 Dec 2020 967,469 1.0 212,327 1.3 194 635 0.6

Source: HSBC Holdings plc Annual Report and Accounts 2020, page 155 (extracts)

63



* * *

~ esma

* *
*

Example 19 Sensitivity analysis

Sensitivity analysis

To simulate o range for poteniial changes to estimates and the relafed changed impairments, the following sensitivity analyses of
the most significant assumptions affecting the sensitivity of the expected impairments ware parformed as follows.

The sensitivity analysis involved a recalculation of the impairmenis for expected cradit losses in the existing models. In cases in which
the postmodel adjustments were significant, the results of the recalculations were adjusted correspondingly in order to take account
of that fact. As a result of the complexity of the medel mamy drivers are not mutually exclusive.

Tha tables below provide a comparison befween the repored cccumulated impairment for expected credit losses for financial
assefs in Stoges 1 and 2 [weighted by 25 per cent optimisiic, 50 per cent base and 25 per cent pessimistic scenarios] and then
each scenario weighted by 100 per cent on their own. The opfimistic and pessimistic scenarios do not reflect extreme cases, but
the average of the scenarios which are distributed in these cases. In generdl, IFRS Sspecific astimates of risk parametars take ac-
count of historical default information and in parficular the current economic environment (point in time | without forwardlooking
information. The affects of the estimates based on macroeconomic forecasts are shown in the forward-locking componant. This

information is provided for illustrative purposes.

2020 Accumulated impairment [Stage 1 and 2]

in € thousand Simulated scenaric Paint in fime component Forward locking compone nt
100% Oplimsiic B21 408 870,261 48 554)
100% Basa 000,784 870,261 30,523
100% Pesamishc 1,067 848 870,261 197 407
‘Weighted average [25/50/25%]) 922,474 ’ B70,2561 . 52,213

100 per cent weighted pessimisiic scenario by country:

2020 Accumulated impairment [Stage 1 and 2Z)

in € thousand Simulated pessimisfic scenaric Paint in time component Forward locking component
Ausiria 201,911 184,198 17713
Russia 130,539 BO404& 41,043
Romania b, B44 54,122 12721
Czech Republic 137,150 101,272 35878
Shovakia 21,304 70,803 10,501
Paland 58,208 40,280 Q018
Croatia 3,481 45,442 8,038
Bulgaria 57,564 43,444 8,120
Hungary 114,314 B3,508 30,805
Orhar 146,463 122604 23770
100% Pessimistic 1,067,848 870,261 197,607

The tables below show the impact of staging on accumulated impairment far financial assets on the assumption that all accumu-

lated impairment is measured based on 12-month expected losses (Stage 1.

2020 Accumulated impairment [Stage 1 ond 2]

Accumulated impairment ‘Weighted average Additional amounts
in € thousand if 100% in Stage 1 [25/50/25%) in Stage 2 due to staging
Ausirio 90,320 185797 B& 477
Russia 71,840 07 354 25,404
Romania 15,5460 63,608 48,129
Crech Republic 73,007 111,920 38,804
Slowakia 38,147 71,558 33421
Polond 20,370 50,533 30,163
Croalla 232706 52,321 39,525
Bulgaria 26,244 43671 23,43
Hungary 54,530 104,142 495612
Other B2410 125,467 43,058
Total 504,273 922,474 418,202
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The tables balow show the impact of staging on RBI's accumulated impairmant for financial assefs by comparing the reported
amounts accumulated for all performing assats subject to impairment with the spacial case where all accumulated impairment is
measured basad on twelve-month expacted losses [Stage 1) For nonvetail exposures a split has been made into industries which
are expected to have a high, moderate or low expacied loss impact due to the COVIDL19 crisis. The industrias which are ex-
pected to be highly impacied by COVIDL 19 are tourism, hotels and related industrias as well as automobile, air iravel, oil and

gas, real esicie and some consumer goods indusiries.

2020

Accumulated impairme n

‘Weighted average

Accumulated impairment |Stage 1 ond 2)

Additional amounts in Stoge

in £ thousand if 100% in Stage 1 |25/50/25%) 2 due to staging
High Impact Q0037 216,181 117,144
Moderate Impact FO686 119,858 49,172
Low kmpact 57,220 07234 40,014
Retail 277,330 489,202 211,872
Total 504,273 922, 474 418,202

The table balow shows the impact of staging on accumulaled impairment for financial assets on the assumption that all cccumu-
lated impairment is measured based on lifetime expected losses |Stage 2).

2020

Accumulated impairment

Accumulated impairment [Stage 1 and 2}

‘Weighted overage

in € thousand if 100% in Stage 2 [25/50/25%) Additional omounts in Stage 2
Auslria 278,504 185797 e ey
Ruszsla 136,042 Q7 356 38,686
Romania 108,989 63,608 45,201
Crach Republic 183,154 111,920 71,244
Shovakia 111,255 71,558 30,688
Paland 83,808 50,533 33,75
Croatia 00,495 62,321 28,174
Bulgarla 89,548 AP671 3977
Hungary 104,455 104,142 02313
Cihear 183,903 125,467 58,526
Total 1,462,844 922,474 540,370

The table below shows the impact of staging on RBI's accumulated impairment for financial assets by comparing the reporfed
amaunts accumulated far all performing assets subject fo impairment with the special case where all accumulated impairment is
measured based on lfefime expecied losses (Stage 2]. Mon-retail industries were divided info high, moderate and low depending
on the expecied loss from the COVID-19 crisis. The indusiries which ar expecied to be highly impacted by COVID-19 are tour-
ism, hotels and ralated industries as well as auiomabile, air travel, cil and gas, real estate and some consumer goods industries.

2020

Accumulated impairment

Accumulated impairment [Stage 1 and 2)

Weighted average

in € thousand if 100% in Stage 2 [25/50/25%) Additienal amounts in Stage 2
High Impaoct 275,331 215181 52,150
Moderate Impoc 178 807 11858 55039
Low Impadt 181,370 Q7 234 B4,145
Relail 327,238 480,202 338,034
Total 1,462,844 922,474 540,370

65



*
* *

=~ esma

* *
*

The table below provides a comparison between the mported accumulated impairment for expecied credit losses for financia

assefs in Stage 3 and the pessimistic scenario weighted by 100 per cent. The pessimistic scenario does not reflect an extrame
case, but the average of the scenarios which are disiributed in this case.

2020 Accumulated impairment |5tage 3}

Increase in provisions due to
in £ thousand Pessimistic scenario ‘Weighted average pessimistic scenaric
Auvsiria A0 004 465088 33014
Fussia 250,464 157 887 Q2577
Fomania 139,158 127,450 11,409
Czech Bapublic 234 807 185,103 A0 704
Slowakia 170,063 157,320 12735
Poland Q5,656 28,535 7,121
Croalia 1207462 84330 45,423
Bulgaria 115,858 41,201 54 667
Hungary 148,140 148778 19341
Other 704,232 227 502 &B.730
Total ' 2,099,243 1,704,120 395,123

Source: Raiffeisen Bank International Annual Report 2020, pages 176-179 (extracts)

Example 20: Sensitivity analysis including changes in exposures by stage

Scenarios
As at 31 December 2020 Weighted Upside 2 Upside 1 Baseli D ide 1 D ide 2
Stage 1 Model Exposure (Em)

Home loans 131,422 134,100 133,246 132,414 130,547 128,369
Credit cards, unsecured loans and other retail lending 51,952 53,271 52,932 51,995 50,168 48,717
Wholesale loans 149,099 155,812 154,578 152,141 144,646 131,415
Stage 1 Model ECL (£m)

Home loans 6 4 5 6 14 42
Cradit cards, unsecured loans and other retall lending 392 316 340 372 415 415
Wholesale loans 262 242 258 249 278 290
Stage 1 Coverage (%)

Home loans = = = = = =
Credit cards, unsecured loans and other retail lending 0.8 0.6 0.6 0.7 0.8 0.9
‘Wholesale loans 0.2 0.2 0.2 0.2 0.2 0.2
Stage 2 Model Exposure (Em)

Home loans 19,180 16,502 17,356 18,188 20,055 22,233
Credit cards, unsecured loans and other retail lending 13,399 10,572 11,579 13,176 16,477 19,322
Whalesale loans 32,677 25,963 27,198 29,635 37,130 50,361
Stage 2 Model ECL (£m)

Home loans 37 31 32 33 42 63
Cradit cards, unsecured loans and other retall lending 2,207 1,618 1,837 2,138 2,865 3,564
Wholesale loans 1,410 952 1,047 1,223 1,771 2,911
Stage 2 Coverage (%)

Home loans 0.2 0.2 0.2 0.2 0.2 0.3
Credit cards, unsecured loans and other retail lending 16.5 15.3 15.9 16.2 17.4 18.4
Wholesale loans 4.3 3.7 3.8 4.1 4.8 5.8

Source: Barclays PLC Annual Report 2020, page 187 (extracts)
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Example 21: ECL sensitivity to future

Economic scenarios sensitivity analysis of ECL
estimates

Management considered the sensitivity of the ECL outcome
against the economic forecasts as part of the ECL governance
process by recalculating the ECL under each scanario described
above for selected portfolios, applying a 1009 weighting to each
scenario in tum. The weighting is reflected in both the
determination of a significant increase in credit risk and the
measuremant of the resulting ECL_

The ECL calculated for tha Upside and Downside scanarios should
not be taken to represent the upper and lower limits of possible
ECL outcomes. The impact of defaults that might eccur in the
futura under different economic scenarios is captured by
recalculating ECL for loans in stages 1 and 2 at the balance sheet
date. The population of stage 3 loans (in default) at the balance
sheet date is unchanged in these sensitivity caleulations. Stage 3
ECL would only be sensitive to changes in forecasts of future
economic conditions if the LGD of a particular portfolio was
sensitive to these changes.

directly compared to personal and wholesale lending presented in

other credit risk tables. Additionally in both the wholesale and
retail analysis, the comparative period results for additional/

Wholesale analysis

economic conditions

There is a particularly high degree of estimation unceartainty in
numbears reprasanting tail risk scenarios when assigned a 1009
welghting.

For wholesale cradit risk exposures, the sensitivity analysis
excludes ECL and financial instruments related to defaulted
obligors because the measuremant of ECL is relativaly mora
sensitive to cradit factors specific to the abligor than future
economic scenarios. Therefore, it is impracticable to separate the
effect of macroaconomic factors in individual assessments. For
retail credit risk exposures, the sansitivity analysis includes ECL for
loans and advances to customers related to defaulted obligors.
This is becauss the retail ECL for secured mortgage portfolios
including loans in all stages is sensitive to macroaconomic
variables.

Wholesale and retail sensitivity

The wholasale and retail sensitivity analysis is stated inclusive of
management judgemental adjustmants, as appropriate to each
seenario. The results tables exclude portfolios hald by the
insurance business and small portfolios, and as such cannot be

alternative Downside scenarios are also not directly comparable
with the current period, becausa thay reflect different risk profiles
relative to the consensus scenarios for the period end.

IFRS 9 ECL sensitivity to future economic conditions

Additional
Gross carrying Central scenario Upside il D id Downside
amount® Reported ECL ECL ECL ECL o ECL
ECL of loans and advances to
it = at 31 D ber 2020" $m $m $m $m gm m
LIK 430,555 2,077 1.514 1,026 2,271 3,869
us 201,263 368 314 219 a7z 723
Homg Kong 452,283 a74 388 211 672 1,363
Mainland China 118,163 116 a3 28 252 1,158
Canada 85,720 183 140 82 253 528
Mexicn 25,920 246 222 177 285 437
LAE 44,777 260 2, 180 330 536
Framnce 164,859 117 108 a7 131 238
IFRS 9 ECL sensitivity to future econamic conditiong®
Gross carrying Cantral scenaria Upside scenario  Downside scenario Altmmative
amaunt® Reported ECL ECL ECL ECL scenanios ECLY
ECL of loans and advances 1o cusiomers
al 31 Decamber 2018" Em 3m Sm Sm Sm Sm
LK 346,035 15 536 A8 635 1,060-2,100
U5 203,610 148 145 132 161
Homg Kong 418,102 328 243 241 244 560-700
Mainkand China 104, 004 124 118 95 106 160
Canada T4, 620 2l 79 63 108
Mexico 32,632 ] =] 48 93
LIAE 42,304 97 g7 ] 108
Framce 124,618 55 53 50 79

1 ECL sensitivity includes off-balance sheet financial instruments that are subject to significart measurement unceartainty.

2
abowve scenarios.
3
in reported ECL.
4

Includes low credit-risk financial instruments such as debt instruments at FVOC!, which have high carrying amounts but low ECL under all the
ECL sensitivities for 2018 exclude portfolios utilising less complex modelling approaches and management judgemental adjustments only included

The UK alternative Downside ("AD’) scenario 1 had an ECL impact of § Tbn with ADZ and AD3 scenarios with ECL impacts of $1.9bn and $2. 1an

respectively. The Hong Kong ADT and AD2 scenarios had an impact of 80.55bn and 30.7bn respectively.

At 31 Decermnber 2020, the most significant level of ECL sansitivity

wias observed in the UK, Hong Kong and mainland China. This

higher sensitivity is largaly driven by significant exposure in these

ragions and more severe impacts of the Downside scenarios
relative to tha Central and probability-weighted scenarios. For
mainland China, the additional Downside scenario waighting of

2% reflects a scenario that is considerad highly unlikely and is
significantly more adverse compared with the Central scenario,
resulting in a higher ECL estimate relative to the reported and
Cantral scenarios.

Source: HSBC Holdings plc Annual Report and Accounts 2020, pages 132-133 (extracts)
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