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K bodom 1 a 2 
Zástupcovia  spoločnosti Deloitte pripravili prezentácie o prechodoch na nové štandardy IFRS9 a IFRS 17:
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K bodu 3.:
Členovia PS k IFRS 17 sa dohodli, že termín ďalšieho stretnutia bude až na jeseň. Téma stretnutia bude stanovená na základe podnetov, ktoré členovia PS pošlú na SLASPO do konca júla.  
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IFRS 9 OVERVIEW - Transition and Effective Date

IFRS 9 shall be applied for annual periods beginning on or after 1 January 2018
(retrospectively; early application permitted

First Audit of
IFRS 9
requirements (without
early application)
Conduct preliminary
work before end
of 2018!

Comprehensive
disclosure on
initial application

Voluntary
restatement of
prior periods

of IFRS 9

[ dd.mm.yyyy ] [ 1 January 2017 } [ 1 January 2018 J [ 31 Dec 2018
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Initial recognition of
the instrument

application of 1-RS 9

Impairment
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IFRS 9 OVERVIEW - relating to IFRS 17

IFRS 9 exception when applying it with combination with IFRS 17

Comprehensive
disclosure on
initial application

Voluntary
restatement of
prior periods

of IFRS 9

| 1.1.2018 | | 1January 2020 | | 1January 2021 | [ 31Dec2021 |
T T
® O & >

Application if exception
not applied

Application if exception for IFRS 17 is applied

a) since 1.1.2018 - if exception is not applied
b) since 1.1.2021 without restatement for 2020 - if exception (ifrs 17) is applied

c) Since 1.1.2021 with restatement for 2020 - if exception (ifrs 17) is applied and company uses
voluntary restatement for 2020 to have fully comparative figures in 2021 financial statements






IFRS 9 CLASSIFICATION & MEASUREMENT - Financial Liabilities ¢ // \

Non-substantial
modifications
accounted for
differently

Amortized Cost

Financial FVTPL

Liabilities Held for trading

Own credit risk: FV
gains/losses in OCI

Measure
at FVTPL
(specific criteria)

FVTPL
Fair Value Option

Other FV gains/losses
presented in P/L
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IFRS 9 CLASSIFICATION & MEASUREMENT - Financial Liabilities 6/7\’
Accounting for the modification or exchange of debt that does not result in der cogmtwp/

IAS 39

IFRS 9

Gain or loss
recognized

No gain or loss
recognized

Amortized cost recalculated by
discounting modified contractual
cash flows at original EIR,
revised for transaction costs only

Effect of modified cash flows
spread over remaining term by
revising EIR
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IFRS 9 CLASSIFICATION & MEASUREMENT - Financial Assets

Business Model

|| Held to collect contractual cash flows

" } Both held to collect contractual
cash flows and sell financial assets

Effective interest
method

" Amortized Cost

Fair Val
> "oy

O

Contractual Cash Flow Characteristics

Interest on the principal
amount outstanding

Repayment of the
principal amount

=
value of
money

Other basic lending risks or
costs

Fair Value Option in
¥ case of an accounting
mismatch

Fair Value
(A P&L)

Fair Value changes

FVTOCI-Option for
Qg? investments in equity
instruments that are not
held for trading GlivtElEmals

e - FVTOCI
I " AC Classification I " } Classification

FVTPL .
I ’ Classification I C) Recycling

I —B No Recycling I . P&L Effect I . OCI Effect






IFRS 9 BUSINESS MODELS

Business Held to Collect
Model Held to Collect and Sell Other
Cash Flows SPPI (Solely Payments of Principal and Interest) Not SPPI //

FVTOCI

Amortized Cost . ;
with recycling

Classification

No longer
Separate
_ . non-clo
Fair Value Option related E%’Z

FVTPL

Equity instrument

pvagele
without recycling






IFRS 9 CLASSIFICATION & MEASUREMENT - Reclassifications

Financial Assets

Article 4.4.1 of IFRS Standard 9 states that ,When, and only when, an
entity changes its business model for managing financial assets it
shall reclassify all affected financial assets in accordance with
classification rules.”

Reclassifications are applied PROSPECTYVELY (i.e. no restatements).

a) AC to FVTPL - FV revaluation recognized in P/L

b) FVTPL to AC - Last FV becomes new AC

c) AC to FVOCI - FV revaluation recognized in OCI

d) FVOCI to AC - Last FV is used + OCI adjustment is transferred to AC

e) FVTPL to FVOCI - Continue to measure at FV
f) FVOCI to FVTPL - Measure at FV, transfer revaluation from OCI to P/L
as reclassification adjustment according to IAS 1.

Financial Liabilities

Article 4.4.2 of IFRS Standard 9 - “An
entity shall not reclassify any
financial liability."”






IFRS 9 CHARACTERISTICS OF CONTRACTUAL CASH FLOW

* Purpose of SPPI Test - identify whether the contractual cash flows are ‘solely payments of principal
and interest on the principal amount outstanding’.

 The SPPI test is based on the premise that it is only when the variability in the contractual cash flows
arises to maintain the holder’s return in line with a ‘basic lending arrangement’ (plain vanilla).

» Definitions per IFRS 9 :

Principal - principal is ‘the fair value of the asset at initial recognition’ and that it may change
over the life of the financial asset (e.g., if there are repayments of principal).

Interest - consideration for the time value of money and credit risk. In addition, interest may
also include consideration for other basic lending risks (e.g., liquidity risk) and costs (e.g.,
administrative costs). In addition, interest may include a profit margin that is consistent with a
basic lending arrangement.

De Minimis Effect - To make this determination, an entity must consider the possible effect of the
contractual cash flow characteristic in each reporting period and cumulatively over the life of
the financial instrument (e.g. benchmark test for modified time value element)

Non-Genuine Feature - A cash flow characteristic is not genuine if it affects the instrument’s
contractual cash flows only on the occurrence of an event that is extremely rare, highly abnormal
and very unlikely to occur.

» Risk Factors: Leverage, Indexation, Foreign Currency, Overdrafts, Project Finance, Syndicated Loans, Margin Grids,
Leasing Exposures






IFRS 9 IMPAIRMENT - SCOPE

FHELTAE]
guarantees
within scope

Gl of IFRS 9
at FVTPL) (unless at FVTPL)

Written loan
commitments

Financial assets in the scope of
IFRS 9

Subsequent measurement...

Lease
receivables

FVTPL/FVTOCI Option
for certain equity FVTOCI
Instruments

Outside the
scope of the
impairment

model

\/ Within the scope of the impairment model

Contract
assets
(IFRS 15)






IFRS 9 EXPECTED CREDIT LOSS MODEL - Overview of impairment requirements

Changes in credit risk since initial recognition >

Significant
increase in
credit risk?

'~ 7

STAGE 2

Credit-
impaired?

4
4

/

’ N

STAGE 3

Initial
recognition

Loss allowance Lifetime ECL

Lifetime ECL

Apply effective
interest rate to ...

Gross carrying Net carrying
amount amount






IFRS 9 EXPECTED CREDIT LOSS MODEL -
12-Month & Lifetime Expected Credit Losses Eﬂ

Defli<r?%ion
Credit Loss
Expected Credit Losses (ECL)

Cash Shortfall

What is 12-month ECL? What is Lifetime ECL?






IFRS 9 Ch
Determining

e 1 -> Stage 2
(SICR) @

Key
Definition
Significant
‘Bottom-u increase in
approach B credit risk?
VS

‘Top-down’
approach

STAGE 2

&8

Significant
Judgment

Relative approach

Credit risk at initial ; Credit risk at the
Ea recognition EE reporting date
Compare
| O O
Initial recognition Reporting date

Consider time to maturity






IFRS 9 Changes in Credit Risk - Stage 1 -> Stage 2 @
Credit risk

Key Significant
Definition Judgment

ECL = PDxXLGDXEAD* v’

* Discounted by original EIR Move to Stage 2

_when there is a
[ Probability of default (PD) ] o S'Q?r"f'ccrae':ltit":;:srfase
e.g. significar;t

] increase in PD

[ Indicators

Credit risk

X

Loss given default (LGD) Exposure at default (EAD)






IFRS 9 Changes in Credit Risk - Stage 1 -> Stage 2 @
Credit risk: PD

Key Significant
Definition Judgment
Probability of
default (PD) Assessment date
A\
- Lifetime PD actual }
[ |
- “' ,‘ N I
Relative N B I\ |
assessment \ ‘.\ /' St Significant increase in credit risk? Ea @
~ 7

=—---1 { Lifetime PD predicted J

Start Time






IFRS 9 Changes in Credit Risk — Stage 1 -> Stage 2 @
Credit risk: Regulatory PD versus IFRS 9 PD

Significant
Judgment
Credit Risk
(PD)
A\

IFRS 9 PD:
| point in time

|

Regulatory PD:
through the cycle

>

Time

IFRS 9: Point-in-
time PD is relevant!






IFRS 9 Changes in Credit Risk - Stage 1 -> Stage 2 @

Assumptions and approximations

Key Significant
Definition Judgment
Low credit risk 12-month-PD More than 30 days
past due

Assessment on
counterparty level

Consistent threshold on
portfolio level

\l' Latest point of
transfer to Stage 2

Significant increase
in credit risk (SICR)?

e Tt

STAGE 2






Transfer out of Stage 1 into Stage 2

Examples of indicators for significant increase in credit risk (SICR) ‘i Sigitcant

Changes in the
entity's credit
management

Changes in

external Adverse changes
market in business,
indicators of financial or

credit risk economic

conditions





IFRS 9 — 16 SICR FACTORS

IFRS Standard 9 paragraph B5.5.15: When determining whether the recognition of lifetime expected credit losses is required, an entity shall
consider reasonable and supportable information that is available without undue cost or effort and that may affect the credit risk on a
financial instrument. An entity need not undertake an exhaustive search for information when determining whether credit risk has increased
significantly since initial recognition.

1. Significant changes in internal price indicators

2. Other changes in the rates or terms of an existing financial instrument that would be significantly different if the
instrument was newly originated or issued

3. Significant changes in external market indicators of credit risk
An actual or expected significant change in the financial instrument’s external credit rating

Ul

An actual or expected internal credit rating downgrade for the borrower or decrease in behavioural scoring used to
assess credit risk internally

Existing or forecast adverse changes in business, financial or economic conditions
An actual or expected significant change in the operating results of the borrower
Significant increases in credit risk on other financial instruments of the same borrower

© @ N o

An actual or expected significant adverse change in the regulatory, economic, or technological environment of the
borrower

10. Significant changes in the value of the collateral supporting the obligation or in the quality of third-party guarantees
or credit enhancements, which are expected to reduce the borrower’s economic incentive to make scheduled
contractual payments or to otherwise have an effect on the probability of a default occurring

11. A significant change in the quality of the guarantee provided by a shareholder

12. significant changes, such as reductions in financial support from a parent entity or other affiliate






IFRS 9 - 16 SICR FACTORS (continued)

IFRS Standard 9 paragraph B5.5.15: When determining whether the recognition of lifetime expected credit losses is required, an entity shall
consider reasonable and supportable information that is available without undue cost or effort and that may affect the credit risk on a

financial instrument. An entity need not undertake an exhaustive search for information when determining whether credit risk has increased
significantly since initial recognition.

13. Expected changes in the loan documentation including an expected breach of contract that may lead to covenant
waivers or amendments

14. Significant changes in the expected performance and behaviour of the borrower, including changes in the payment
status of borrowers in the group

15. Changes in the entity’s credit management approach in relation to the financial instrument (watch list placement)
16. Past due information, including the rebuttable presumption (30 DPD)






IFRS 9 Default - Stage 2 -> Stage 3 @

Credit impaired
Key Significant
Definition Judgment

Lenders grant a concession relating

Breach of contract
(e.g past due or default) Credit to the borrower's financial difficulty
impaired
\\ = IAS 39 /
Significant financial difficulty ‘ Probable or other financial
of the borrower \ reoganisation
s (1S
: -3
Disappearance of an active market % z Purchase or origination of a financial
: < asset at a deep discount that reflects
the incurred credit losses

for that financial asset because of
financial difficulties






Exemptions from the General Model

* Lease receivables
» Contract assets with significant financing

Policy choice

&8

Significant
Judgment

component

» Trade receivables with significant financing
component
Contract assets significant
financing component
Trade receivables significant

financing component

4'

V

e Purchased or originated credit-impaired
financial assets (POCI)

Stage 2

Stage 3

Special provisions

¢ No loss allowance on initial
recognition

o Apply a credit-adjusted effective
interest rate (based on the
expected cash flows at inception
including expected credit losses)

S
Stage 3






IFRS 9 Expected Credit Losses (ECL) Calculation

The measurement of ECL should reflect

An and

that is determined
by evaluating a range of
possible outcomes

The time value of money

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





IFRS 9 Expected Credit Losses (ECL) Calculation

K -
Measurement of ECL ECL = PDXLGDXEAD* petbion Sgmficant
* Discounted by original EIR

Time value of money

_ Cash shortfalls
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Transition





Introduction
Basic definitions

Three possible approaches to be applied:

The retrospective approach should be applied to groups
of insurance contracts, unless it is impracticable or if
groups at inception of contracts in force on transition
cannot be identified.

IFRS 13: Fair value is the price that would be
received to sell an asset or paid to transfer a liability in

an orderly transaction between market participants at
the measurement date. (IFRS 13.A)

When impracticable to apply the retrospective approach,
an entity is then permitted to choose between the modified
retrospective approach and the fair value approach.

IAS 8: Applying a requirement is impracticable
when the entity cannot apply it after making every
reasonable effort to do so. (IAS 8.5).






Introduction
Basic principles (1/2)

Sales cohort for a portfolio

2006 4 Comparative Full retrospective application of
2007 information the new requirements is required,
2008 A unless this is impracticable.
2009 4 \ _ _
2010 o~| A~ _ Where impracticable, the
5011 NS AF o Company can either apply:
2012 85| B Q
rois IMPRACTICABLE _c | =0 ~ « the simplified approach, and
Each bar represents a 7 S S Ay fair value approach from next
2014 cohort sold in particular — = — Q — : ; TF -
015 year and being a pert of | oY o ® ™ impracticability point onwards,
5016 Company’s portfolio | - :S or
2017 = « the fair value approach.
5018 IMPRACTICABLE ~
2019 I1S1 IS2 .
BS1 BS2 BS3
Approach:

Fully retrospective
B Modified retrospective
" Fair value

BS = Balance Sheet
IS = Income Statement





Introduction
Basic principles (2/2)

Sales cohort for a portfolio

2006 4 Comparative Grouping by sales periods may
2007 information not always be possible (e.g. IT
2008 One group for all cohorts p A \ system limitations, loss of data).
2009 Such situation may prevent from
2010 RY N N setting CSM amortisation factor
201 SECRERSE: S and discount rate curves ,locked-
2012 ~ O ~ © ~ Hy /4
- C — O oY n-.

2013 o o o = —
2014 = g > 9 iy F_or sgc;h d_ocu_mented_ cases,
2015 ©c | ©° ™ simplification is permissible

© ©
2016 | = e
2017 | k=
5018 IMPRACTICABLE | ~
2019 | IS1 1S2 -

BS1 BS2 BS3
Approach:

Fully retrospective
B Modified retrospective
" Fair value

BS = Balance Sheet
IS = Income Statement





Method 1: Full retrospective approach

To apply IFRS 17 retrospectively, an entity shall at the transition date:

O\ §:|| alll

identify, recognise and measure each derecognise any existing balances that recognise any resulting net difference in

group of insurance contracts as if would not exist had IFRS 17 always equity.
IFRS 17 had always applied; applied; and






Method 2: Modified retrospective approach

()

()

()

O

Estimating the future
cash flows (at recognition)

The future cash flows shall be
estimated as:

A. the amount of the
at 1.1.2020%*,

plus:

B. the
known to have
between the date of initial
recognition and the
01.01.2020%*. The cash flows
that are known to have
occurred include cash flows
resulting from contracts
that ceased to exist before
01.01.2020*.

that are

\
Determining the risk

adjustment (at recognition)

Determined by adjusting the risk
adjustment for non-financial risk
at 1.1.2020 by the expected
release of risk before the
transition date.

The expected release of risk shall
be determined

the release of risk for

insurance contracts that the
entity issues at the transition
date.

* or earlier, if it can be estimated using fully retrospective approach

\/
Determining the discount
rates

Discount rates at initial
recognition determined

A. using an observable yield
curve that, for at least
immediately before the
transition date approximates
the yield curve estimated
using standard approaches;

or

B. by determining an average
between an
and
the yield curve estimated
(now) and applying that
spread to that observable
yield curve (back then).

\
Determining the

contractual service margin

If using simplified method of
determining CSM results in
positive CSM

A.

if the entity estimates the
discount rates that apply on
initial recognition, use those
rates to accrete interest on the
contractual service margin;

determine the amount of CSM
by comparing the remaining
coverage units at that date with
the coverage units provided
under the group of contracts
before the transition date.

If applying simplifications results
in a loss component an entity shall
determine any amounts allocated
to the loss component before the
transition date.





Method 3: Fair value approach

The CSM or loss component is
difference between:

- the fair value of a group of insurance
contracts at that date; and

- the fulfilment cash flows measured at
that date

To determine:

how to identify groups of
insurance contracts

whether a contract meets the
definition of a contract with direct
participation features

how to identify discretionary cash
flows for contracts that do not
meet upper definition

An entity may determine the matters
based on data on:

Q inception,
Q transition.

An entity may include in a group
contracts issued more than one
year apart.





Comparison of methods available

) @ ®

Fully retrospective approach: Modified retrospective Fair value approach:
approach:

In most cases gives highest level of Less data required Simplest method

CSM to allocate/spread in future years Relatively high freedom in choosing Historical data not required

Additional future reconciliation and approach

disclosures not required after transition

Comparable with new cohorts

Not required proof of lack of

impracticability

Cons Big amount of data required Needs proof that fully retrospective Needs proof that fully retrospective

May be more complex computationally method is impracticable method is impracticable
Requires future disclosures Requires future disclosures
Less comparable with new cohorts Incomparable with new cohorts

Challenges connected with Fair Value
for insurance liabilities

Lack of/low CSM to allocate?





Real-life example
Term products

CSM development - Term UY 2012

300,000

250,000

200,000

150,000

100,000

50,000

0
Dec-11 Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19 Dec-20 Dec-21 Dec-22 Dec-23 Dec-24 Dec-25 Dec-26 Dec-27 Dec-28 Dec-29 Dec-3C

- - — - Initial Recognition YE 2012 YE 2013 YE 2014 ----YE2015 ----YE2016 ---- YE2017 CSM development

What is the source of these changes?

10





Real-life example
Lessons learned

FCF and CSM

Group of contracts

YE2012 YE2013 YE2014 YE2015 YE2016 YE2017

FCF waterfall

@Increase @ Decrease @Total
0.0M

Future cash-flows - last valuation Expected Release of future Cash flows over  Change i future cash-flows - experience  Change in future cash-flows - change in Total
theperied varame  assum ptions

CSM waterfall

CSM in force at Last Valuation  Interest Accreted to the CSM CSM unlocking - experience CSM unlocking - change in CSM Release - experience CSM Release - change in Total
aaaaaaaaaaaaa ptions variance assumptions

[

Yy

Data, data, data

historical data
data completeness

data validation

@ Actuarial model

applicability to historical projection
model optimization / governance

model validation

Process optimisation

preparation of policy data & assumptions
extraction of results

results validation

11
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