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IFRS 9 — a paradigm shift for GCC financial institutions
BANKING ON KNOWLEDGE

By Dr R Seetharaman 

The International Financial Reporting 

Standard 9 — Financial instruments (IFRS 

9) replaces most of the guidance in Inter-

national Accounting Standard 39 (IAS 39). 

This includes a new impairment model 

which will result in earlier recognition 

of losses. The compliance deadline for 

all the banks will be accounting periods 

beginning on or after January 1, 2018. The 

more principles-based approach of IFRS 9 

requires the careful use of judgment in its 

application.

In the current incurred credit loss 

model, the bank provides for a loan loss 

when such an event occurs. However, 

under the expected credit loss model in 

IFRS 9, the bank is expected to antici-

pate that such an event could occur and 

therefore provide for losses earlier than 

previously.

The new standard outlines a ‘three-

stage’ model for impairment based on 

changes in credit quality since initial 

recognition: 

Stage-1 includes financial instruments 

that have not had a significant increase 

in credit risk since initial recognition or 

that have low credit risk at the reporting 

date. For these assets, 12-month expect-

ed credit losses (‘ECL’) are recognised 

and interest revenue is calculated on 

the gross carrying amount of the asset.

Stage-2 includes financial instruments 

that have had a significant deterioration 

in credit risk since initial recognition, but 

that do not have objective evidence of 

impairment. For these assets, lifetime ECL 

are recognised, but interest revenue is still 

calculated on the gross carrying amount 

of the asset.

Stage-3 includes financial assets that 

have objective evidence of impairment 

at the reporting date. For these assets, 

lifetime ECL are recognised and interest 

revenue is calculated on the net carrying 

amount.

The most significant financial implica-

tions of IFRS 9 as against IAS 39 on 

impairment arise from the introduction 

of Stage-2. It is therefore critical as to how 

to implement the “significant deteriora-

tion” criteria for the Stage-2 allocation of 

assets. Banks can use the general model 

to measure ECL for assets in Stage-1 and 

Stage-2: Probability of default (Loss given 

default) Exposure at Default. For Stage-3, 

banks are required to define the defini-

tion of default in accordance’s with QCB 

instructions. 

Banks are to estimate possibility of 

default (PDs) based on all relevant infor-

mation. It requires banks to map internal 

credit risk rating models to Moody’s credit 

rating definitions. It also requires banks to 

map their short term credit rating system 

to Moody’s long term credit rating using 

the Moody’s Linkage with short term 

rating scale.

It is expected that new ECL model 

under IFRS 9 will result in higher provi-

sions relative to current IAS 39 incurred 

model. A major concern for banks will be 

how the new standard aff ects regulatory 

capital ratios. Banks will need to factor 

this into their capital planning. Stake-

holders will be looking for information 

on expected capital impact in financial 

statements.

Financial assets are classified in IFRS 9 

according to their contractual cash flow 

characteristics and the business models 

under which they are held. Instruments 

will be classified either at amortised cost, 

the newly established measurement 

category fair value through other compre-

hensive income (FVOCI) or fair value 

through profit or loss (FVTPL).

The three business models which drive 

the accounting classification of financial 

assets under IFRS 9 are Held to Collect 

Business model, Held to Collect and Sale 

Business model and Trading model.

Held to Collect Business model — A 

practice to collect contractual cash flows 

to recover investment in an asset. The 

assets which follows this are deposits with 

QCB and similar institutions. Its measure-

ment is at amortised cost.

Held to collect and sale Business model 

— A practice to collect contractual cash 

flows from the asset or may be sold.  It 

may be bank’s liquidity portfolio. It’s meas-

urement category is by fair value through 

other comprehensive income (FVOCI).

Trading model — Mainly comprise of 

assets held for short term profit making. 

It’s measurement is by fair value through 

profit or loss (FVTPL). Debt instruments 

could get classified in any of the above 

three business models. Equity instru-

ments can be classified either in fair value 

through other comprehensive income 

(FVOCI) or fair value through profit or loss 

(FVTPL).

Banks need to have IFRS 9 project 

steering committee to manage the im-

plementation process of this standard. It 

should have members from finance, risk, 

compliance, internal audit and IT for this 

committee.

This committee can periodically update 

the Board of Directors on the implementa-

tion process. The key areas that manage-

ment should be aware from IFRS 9 are as 

follows:

The eff ects of IFRS 9 on business 

planning and forecasting and on product 

pricing. The need for re-adjustment of key 

performance indicators, the eff ects on 

bank’s regulatory capital and the volatility 

in provisions impacting the financial state-

ments. The industry and macroeconomic 

indicators should be captured accurately 

in the ECL modelling exercise. The system 

and data gathering capabilities required 

for IFRS 9 should be developed by banks. 

The impact of IFRS 9 on governance 

frameworks should also be evaluated.

On the whole, IFRS 9 is a paradigm 

shift for GCC banks and other financial 

institutions.

� Dr R Seetharaman is Group CEO of 

Doha Bank.

Draghi to ask govts to chip 
in to counter Brexit fallout
Reuters
Frankfurt

European Central Bank president 
Mario Draghi is likely to plead for 
governments to do more to boost 

the eurozone’s economy in the coming 
week as the fallout of Britain’s vote to 
leave the EU and weaker global growth 
threaten the bloc’s fragile recovery.

Governments in China, Japan and 
Britain have already started easing their 
fi scal stance or hinted at plans to do so 
as sub-par global growth and infl ation 
show that central banks’ ultra-easy 
monetary policy has run up against its 
limit.

The ECB is not expected to change its 
monetary stance on Thursday, its last 
meeting before an eight-week summer 
break.

But a reiteration of Draghi’s long-
standing call on governments to spend 
more where possible and speed up 
growth-boosting reforms is once again 
likely to fall on deaf ears.

The only country with signifi cant 
fi scal fi repower, Germany, is reluctant 
to give up its budget surplus and has re-
sisted any attempt to pool more money 
at the European level in the absence of 
greater power-sharing.

“We fear, therefore, that Mr Draghi’s 
calls for a loosening of the purse strings 
will go unheard, at least for now,” econ-
omists at BNP Paribas said.

“As things stand, then, the burden 
of responding to the Brexit shock will 
remain with the ECB, which is all too 
aware that it has fewer and fewer tools 
with which to respond.”

Calls for greater fi scal spending have 
been intensifying, with OECD head 
José Ángel Gurría and doyen investor 
George Soros throwing their weight 
behind the argument in recent weeks.

The need for more stimulus was par-
ticularly visible in the eurozone, where 
unemployment is high in many periph-
eral countries and resentment towards 
the euro project is growing.

The recent slide in many govern-

ments’ borrowing costs on the bond 
market has been seen by some econo-
mists as providing more room for pub-
lic investment.

So far, however, there is little to sug-

gest that Europe’s fi scal stance is about 
to get looser.

In fact, European Union fi nance 
ministers agreed this week to sanc-
tion Spain and Portugal, two countries 

battling to emerge from a deep fi nan-
cial and economic crisis, for not doing 
enough to correct their excessive budg-
et defi cits last year.

Thursday’s ECB meeting is likely to 

bring tricky questions for Draghi about 
the eff ectiveness and sustainability 
of the ECB’s monetary policy and the 
state of Italian banks, struggling under 
the burden of bad debt.

Infl ation expectations and German 
bond yields have slid since the British 
referendum on June 23, fuelling specu-
lation that the ECB may have to extend 
its money-printing programme and 
will eventually run out of bonds to buy.

The ECB is unlikely to take further 
action before seeing updated infl ation 
forecasts at its September 8 meeting, 
taking comfort from a stabilisation in 
fi nancial markets after an initial ‘Brex-
it’ shock.

But economists expect it to an-
nounce as early as the autumn that its 
€80bn asset purchase programme will 
continue beyond its current end-date 
in March 2017.

A change to the technical terms of 
the bond purchases is also expected, 
to allay concerns about a scarcity of 
bonds to buy in some countries such as 
Germany.

The most palatable solution is likely 
to be scrapping a rule barring the ECB 
from buying more than 33% of any 
bond, so long as it does not have a Col-
lective Action Clause.

Where there is a CAC, the ECB sets a 
limit of 25%, to avoid the risk of being a 
block to any debt restructuring.

Finally, Draghi is likely to try and 
assuage concerns about Italian banks, 
which are seen as particularly vul-
nerable to any downturn due to their 
€360bn ($400bn) pile of soured cred-
it.

Shares in Italian banks have repeat-
edly come under pressure this year on 
concerns about those bad loans, which 
the ECB is anxious to see brought down.

The Italian government is in talks 
with the EU to provide aid to the trou-
bled lenders, hoping to shield savers 
from any loss.

“(Draghi) is unlikely to be able to 
calm fears to the extent he did in Janu-
ary this year,” Societe Generale econo-
mists wrote in a note.

Thursday’s ECB meeting is likely to bring tricky questions for Draghi about the eff ectiveness and sustainability of the ECB’s 
monetary policy and the state of Italian banks, struggling under the burden of bad debt.NBK posts 

7.2% rise in 
Q2 profi t
AFP
Kuwait City

National Bank of Kuwait, 
the state’s largest lender, 
said yesterday its sec-

ond quarter net profi t rose 7.2% 
on the back of strong growth in 
main banking activities.

NBK reported a net profi t of 
71.7mn dinars ($238.2mn) in the 
April to June quarter compared 
with 66.9mn dinars in the cor-
responding period of 2015.

First-half net profi t dropped 
7.8%, however, to $500.3mn 
from $542.9mn a year ago.

NBK said fi rst-half profi t last 
year included one-off  gains of 
$75mn resulting from the sale of 
a 30% stake in the International 
Bank of Qatar.

Chairman Nasser al-Sayer 
said the results were achieved 
thanks to “solid growth in the 
real banking activities.” 

The bank has around 170 
branches in several Arab cities, 
as well as further afi eld, includ-
ing New York, London, Paris and 
Geneva.

Kuwait’s 
Zain eyes 
Egypt 4G 
licence, 
says offi  cial

Reuters
Cairo

Kuwaiti mobile opera-
tor Zain has expressed 
interest in applying for 

a fourth-generation licence in 
Egypt, a senior telecommunica-
tions ministry offi  cial said yes-
terday.

The sale of 4G licences is part 
of Egypt’s long-awaited plan to 
reform the telecoms sector.

Its telecoms regulator has ap-
proached the three current mo-
bile service providers, Orange 
Egypt, Vodafone Egypt, and 
Etisalat, about potentially buy-
ing 4G licences.

The current operators have un-
til the fi rst week of August to sub-
mit applications for a 4G licence.

Communications Minister 
Yasser al-Kadi told Reuters in 
June that Egypt would off er 4G 
licences in an international auc-
tion if the existing carriers were 
not interested.

The senior telecoms ministry 
offi  cial said Zain, which operates 
in eight countries in the Middle 
East and Africa, had sent a letter 
expressing its interest.

“Zain sent us a letter show-
ing desire to enter the Egyptian 
market through 4G licences with 
the set conditions put forward 
by the government,” the offi  cial 
said, declining to be named.

Zain declined to comment.

Insider data theft, malware among biggest threat to digital business: Report
Insider data theft and malware attacks 
top the list of the most significant 
concerns for enterprise security 
executives, a new report from 
Accenture and HfS Research reveals. 
Of those surveyed, a majority (69%) of 
respondents experienced an attempted 
or successful theft or corruption of data 
by insiders during the prior 12 months, 
with media and technology organisations 
reporting the highest rate (77%). 
This insider risk will continue to be 
an issue, with security professionals’ 
concerns over insider theft of corporate 
information alone rising by nearly 
two-thirds over the coming 12 to 18 
months. Additionally, the research 
shows that a budget shortage for hiring 
cybersecurity talent and well-trained 
employees is hindering the ability 
of organisations to properly defend 
themselves against these attacks. 
The survey, “The State of Cybersecurity 
and Digital Trust 2016”, was conducted 
by HfS Research on behalf of 
Accenture. More than 200 C-level 
security executives and other IT 

professionals were polled across a 
range of geographies and vertical 
industry sectors. 
The survey examined the current and 
future state of cybersecurity within 
the enterprise and the recommended 

steps to enable digital trust throughout 
the extended ecosystem. The findings 
indicate that there are significant gaps 
between talent supply and demand, 
a disconnect between security teams 
and management expectations, and 

considerable disparity between budget 
needs and actual budget realities.
“Our research paints a sobering picture. 
Security leaders believe threats are not 
going away; in fact they expect them 
to increase and hinder their ability to 
safeguard critical data and establish 
digital trust,” said Kelly Bissell, senior 
managing director, Accenture Security. 
“At the same time, while organisations 
want to invest in advanced cyber 
technologies, they simply don’t have 
enough budget to recruit or train 
skilled people to use that technology 
eff ectively. To better manage this 
security problem, businesses will need 
to work in tandem with the extended 
enterprise ecosystem – business units, 
partners, providers and end users – to 
create an environment of digital trust.”
Despite having advanced technology 
solutions, nearly half of all respondents 
(48%) indicate they are either strongly 
or critically concerned about insider 
data theft and malware infections (42%) 
in the next 12 to 18 months. 
When asked about current funding and 

staff ing levels some 42% of respondents 
said they need more budget for hiring 
cybersecurity professionals and for 
training. More than half (54%) of 
respondents also indicated that their 
current employees are underprepared 
to prevent security breaches and 
the numbers are only slightly better 
when it comes to detecting (47%) and 
responding (45%) to incidents. 
While the gaps we identified can 
be overcome, they do collectively 
underscore the need for an inherently 
diff erent approach, one that includes 
more robust risk management 
measures and the development of 
digital trust,” said Fred McClimans, 
research vice-president, Digital Trust 
and Cybersecurity, HfS Research. 
“There is an important opportunity 
to address these gaps by rethinking 
how digital trust and security can be 
holistically woven into the enterprise 
fabric through the integration of 
automation and AI solutions as well 
as through business partnerships and 
processes.”

A sign outside Accenture off ices is seen in Arlington, Virginia. The survey, “The 
State of Cybersecurity and Digital Trust 2016”, was conducted by HfS Research 
on behalf of Accenture.
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