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The Intent of these Regulations

Generally, to make every effort 

to mitigate or avoid entirely 
the experience of our recent past history 

of financial and economic crisis.

What Does This Mean for to Credit Risk Professionals ?



What is IFRS and IFRS (9)
u International Financial Reporting Standards, (IFRS) is a principles-based 

methodology promulgated by the International Accounting Standards Board [IASB], 
used to assess accounting treatment, adopted by more than one hundred countries 
around the world. EU member countries are required to adopt IFRS. It is well on its 
way to universal acceptance and convergence with accounting practices in all major 
economies.

u Generally Accepted Accounting Practices (GAAP) is a rules-based methodology 
historically favored by the U.S. and promulgated by the Financial Accounting 
Standards Board [FASB], required of all companies seeking or exercising listing on 
its exchanges. 

u Recently, the U.S. SEC has moved to set a date to allow U.S. public companies to 
use IFRS and is considering making adoption mandatory [at some future date].



Among the Differences are Included
Statement of Income

1.   Under IFRS, extraordinary items are not segregated in the income statement.

With GAAP, such items are shown below the new income.

Inventory 

1.   Under IFRS, LIFO cannot be used

GAAP may chose between LIFO and FIFO

Earnings-per-share 

1. Under IFRS, the EPS calculation does not average the individual interim period 
calculation 

GAAP averages the individual interim period incremental shares

Development Costs

1. Costs may be capitalized under IFRS if certain criteria met

GAAP considers these costs as expenses and treats them as incurred



Critical Take-Away

Know the base methodology used in the preparation and presentation of the financial 
statements YOU ARE using for risk assessment

Know if the base methodology and therefore presentation of information has 
CHANGED from prior periods, and AT WHAT POINT

If change is noted, determine if it is necessary to restate your risk guidance regarding 
the quality of financial condition as previously reported BY YOU

Restate the information and if necessary YOUR GUIDANCE in light of the new 
information and update control systems accordingly

Brief your organization regarding the change noted and compensate accordingly in  
order to preserve the risk appetite of the enterprise



What is IFRS (9)
Originally a joint project with the U.S. FASB, but subject to disagreement on implementation 
priorities after the financial crisis of 2008. While FASB chose to issue a comprehensive standard 
IFRS chose to develop in phases. They deviated.

IFRS Standards were intended to provide for phased, conservative accounting 
guidance for financial instruments as follows:

1. Classification and measurement of financial instruments
2. Impairment of financial assets 
3. Hedge accounting 

In 2009, IASB issued first portion of IFRS 9, containing guidance covering classification and 
measurement of financial assets, intended to replace relevant sections of IAS 39, BUT NOT 
SUPERSEDE OTHER SECTIONS OF IAS 39
In 2010, IASB issued another portion primarily covering classification and measurement of 
financial liabilities and addressing aspects of derivatives and hedge accounting.



Banks are preparing for 2019 implementation …

IFRS 9 expected impairment and loss project due completion in second half of 2017

Identified risks are expected to skew according to banks with:

1. Weak data sets

2. Less control over credit risks

3. Presence in poorly performing economies

It is expected that fewer problems will be experienced among northern European banks 
where strong IRB usage has highlighted and focused vulnerability. 

IFRS 9 transition process is expected to impact expected losses and capital ratios in 
southern European banks, perhaps including Italy, Spain as well as Ireland.

Merely to touch upon some of the areas of risk you might expect on the trade side in 
response to banking pressures.



Basel and IFRS changes impact you 
in several ways

Access to cost-effective capital is critical to business:

1. Your Suppliers seeking to fund trade to provide you with consistent, and cost  
effective flow of goods/services

2. Your enterprise seeks cost effective capital to thrive and grow

3. Your customers require access to credit capital from you and credit from 
banks in order to sustain their goals in markets… and PAY YOU

4. Integrated economic performance at every level and in every market of your 

portfolio further influences your enterprise in each of the areas noted.

An integrated system of capital flows and their influence over the risk and quality of the assets of your 
enterprise require that you understand and manage both the risk and the quality. 

Asset portfolio management is key to credit and default risk management and profitable growth.



Basel III - Simply
The third of the Basel Accords, including a comprehensive set of reform measures to strengthen 
the regulation, supervision and risk management of the banking sector. 
The intent is to:

1. Improve the banking sector’s ability to absorb shocks arising from financial 
and economic stress, whatever the source

2. Improve risk management and governance

3. Strengthen banks’ transparency and disclosures

Know that any process that forces additional analysis, measurement, discussion and  ultimately 
the redirection of capital (cost, cover, expenses, reserves) places pressure on the sourcing of 
capital to you and your stakeholders.

THAT IS WHY YOU NEED TO OPTIMIZE 
THE QUALITY OF YOUR ASSETS.



Questions ?

Warmest Regards



Supplemental – the  Financial Crisis
By 2007 – the handwriting was on the wall !

We needed to understand the handwriting.

u Growing indications of Bank Problems 
u Institutional Impairment Forecasted Imminent Financial 

Crisis
u Crisis Expanded to Include the Real Economy
u As a Consequence - Enterprise trade significantly 

impacted in a negative way
u Bank of International Settlements (Basel) took action to 

assess the extent of risk and quality – Basel Accords



What Did They Know - When did they Know It ?
What is Being Done to Avoid a Repeat ?
Beginning in the period around 2007 it became compellingly clear that a crisis was 
growing in financial markets and could clearly expand into the real economy. Little did we 
expect the extent of dislocation that would impact markets around the world.   

2007-2009          Sub-Prime Mortgage Crisis     (Consumer FICO < 600) 

Housing Bubble in full swing

2008                   Lehman Brothers collapse    

2007-2008          International Banking Crisis

Economic Downturn

2008                   Great Recession 

2009                   European Sovereign Debt Crisis



Enter the Dodd-Frank Act and 
the Basel Capital Accords 

In an attempt to avoid another global financial crisis, legislation and regulation were 
adopted. 

In the U.S., the Dodd-Frank Act was introduced to improve regulation of U.S. financial 
markets and for the global banking profession, the Basel Capital Accords were 
introduced.

A. the Dodd-Frank Act

B. the Basel Accords 

Basel Accords :  mainly focuses on risks to banks and the financial system. The purpose 
of the accord is to assure that financial institutions have enough capital on account to 
meet the obligations and absorb unexpected losses. 



A. The Dodd-Frank Act 2010
Dodd–Frank Wall Street Reform and Consumer Protection Act

• (Pub.L. 111–203, H.R. 4173

• Commonly referred to as Dodd–Frank) 

• Signed into federal law on July 21, 2010[1]

• Passed as a response to the financial crisis of 2007–2008

• Brought the most significant changes to financial regulation in the United States 
since the regulatory reform that followed the Great Depression.[2][3][4][5]

• Made changes in the American financial regulatory environment that affected all 
federal financial regulatory agencies and almost every part of the nation's financial 
services industry.[6][7]



Dodd-Frank Act Includes
Ø Consolidation of regulatory agencies
Ø Elimination of the national thrift charter
Ø New oversight council to evaluate systemic risk
Ø Comprehensive regulation of financial markets, including increased transparency of derivatives (bringing 

them onto exchanges)
Ø Consumer protection reforms including:
• a new consumer protection agency and uniform standards for "plain vanilla" products as well as 

strengthened in vestor protection
Ø Tools for financial crises, including a "resolution regime" complementing the existing Federal Deposit 

Insurance Corporation (FDIC) authority to allow for orderly winding down of bankrupt firms, and 
including a proposal that the Federal Reserve (the "Fed") receive authorization from the Treasury for 
extensions of credit in "unusual or exigent circumstances";

Ø Various measures aimed at increasing international standards and cooperation including proposals related 
to improved accounting and tightened regulation of credit rating agencies.

Ø Congress later added the Volcker Rule to this proposal in January 2010.[15]



End


