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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 Alternative Performance Measures 

COVID-19 Coronavirus Disease 2019 

CRR 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 

EAD Exposure At Default 

EBA European Banking Authority 

ECEP European Common Enforcement Priorities 

ECL Expected Credit Losses 

EDTF Enhanced Disclosure Task Force 

EECS European Enforcers Coordination Session 

ESMA European Securities and Markets Authority 

FLI Forward-Looking Information 

FX Foreign Exchange 

GDP Gross Domestic Product 

GLEFI Guidelines on the Enforcement of Financial Information 

IASB International Accounting Standard Board 

IFRS International Financial Reporting Standard 

KAM Key Audit Matters 

LGD Loss Given Default 

LTV Loan To Value 

NCA National Competent Authority 

NPL Non-Performing Loans 

OCI Other Comprehensive Income 
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PIR Post-implementation Review 

PD Probability of Default 

POCI Purchased or Originated Credit Impaired 

SICR Significant Increase in Credit Risk 

SME Small and Medium Enterprises 

TCFD Task Force on Climate-Related Financial Disclosures 

UK 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 statement3, 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 4  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.5 

 

1 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 
3 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 25th Extract from the EECS’s Database of Enforcement (ESMA32-
63-1192) and to decision EECS/00119-05 in the 23rd 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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4 Objectives 

6. 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. 

7. 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)6 and banking supervisors in the United 
Kingdom (UK).7 

8. 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. 

5 Scope and methodology 

9. This report focuses on the following key areas: 

• general aspects of the ECL-disclosures;  

• assessment of SICR; 

• forward-looking information (FLI);  

• explanation of changes in loss allowances;  

• transparency of disclosures on credit risk exposures; and 

• ECL sensitivity disclosures. 

10. The review was based on desktop examinations of 2020 financial statements.8 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. 

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

 

6 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  

per country Countries 

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 

Number of banks       
(% of the sample) Total Assets as of 31 December 2020 

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       
(% of the sample) Market Capitalisation as of 31 December 2020 

6 (14%) Less than € 1bn 

10 (22%) € 1bn - € 10bn 

10 (22%) € 10bn - € 20bn 

6 (14%) € 20bn - € 30bn 

3 (7%) € 30bn - € 40bn 

3 (7%) Over € 40bn 

6 (14%) Not applicable (issuers of bonds) 
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12. Global systematically important institutions (G-SIIs) and other large banks according to 
EBA‘s definition9 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. On 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. 

https://www.eba.europa.eu/risk-analysis-and-data/global-systemically-important-institutions
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17. 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. ESMA observed that all banks in the sample used a probability of default (PD) approach 
to estimate ECL using the formula ECL = PD × LGD × EAD. 

19. 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).  

20. 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. 

 

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. 

21%
13%

66%

0%
10%

5%

80%

5%

16%
9%

73%

2%
0%

20%

40%

60%

80%

100%

Collective level
only

Individual level
only

Both collective and
individual levels

No information
provided

Large banks Small banks Total population

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

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

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

• 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; 

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

• 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. 

 

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



 
 
 

18 

51. 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. 

52. 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. 

53. 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. 

54. 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. 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.  

56. 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).10 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 https://www.ifrs.org/news-and-events/news/2020/11/educational-material-on-the-effects-of-climate-related-matters/  

https://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: 

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

• making the model more granular so that it can identify changes at sector level; 

• taking more micro-sectors into account; 

• 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). 

76. 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 partially) 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. 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. 

79. 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. 

80. 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. 

 

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 
qualitative 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 
quantitative 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. 

 

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. 

90. 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.  

91. 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. 

92. 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. 

93. 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 
qualitative and quantitative criteria used to define “low credit risk”. Application of other 
practical expedients should be disclosed if material 

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

95. 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)). 
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6.3.2 Evidence from reviews 

97. 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. 

 

98. 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.  

99. 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 
expert judgement and statistical analysis, which was not further explained) or did not 
provide any useful explanations. 

101. 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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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). 

 

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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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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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.   

61%

30%

18%

16%

Adjustments to the existing
scenarios

Increase in the weighting of
the pessimistic scenarios

Decrease in the weighting of
the optimistic scenarios

Introducing additional /
more scenarios

Figure 9: Types of adjustments to FLI due to COVID-19 (% of banks disclosed) 
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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.  
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Figure 10: Macroeconomic variables used for ECL estimation (% of banks disclosed) 

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

 

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

 

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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Disaggregation by stages and classes
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Figure 13: Disaggregation within the tabular reconciliations (% of banks) 
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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. 

 

Item name Percentage  
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% 

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

Table 5: Items included individually in the reconciliation of gross carrying amounts 
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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 B8I 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. 

 

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 

 

11 For banks that use both internal and external rating categories, internal rating categories are presented. 
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Figure 14: Disaggregated amounts disclosed by credit risk category and by stage (% of banks disclosed) 
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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. 

 

 

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. 

 

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

180. 48% of banks (63% of large banks and 30% of small banks) disclosed detailed 
quantitative 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. 

 

181. 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 
quantitative 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.  

 

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 disclosures12). 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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Figure 19: Quantitative sensitivity analysis (% of banks disclosed) 
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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). 

 

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

Example 2: Management overlays (post-model adjustments) 
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Source: Bank of Ireland Annual report 2020, pages 228-229 (extracts) 
 
 
Example 3: Types of management overlays 
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Source: Société Générale – Universal Registration Document 2020 – pages 424-425 (extracts) 
 
 
Example 4: Governance and post model adjustments 

 

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

 
 (…) 

 

 
 

  
  (…) 

 
  (…) 

 
  (…) 

 
  (…) 

 
  (…) 

 
  (…) 

 
  (…) 
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(…) 

 
(…) 

 
(…) 

 

 
(…) 

 
(…) 

 
(…) 

 
(…) 

 
 

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

 
 

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

Example 7: FLI disclosures (scenario weights and macroeconomic variables) by 
geographical area13 

 
  (…) 

 
  (…) 

 
  (…) 

 
  (…) 

 

 

 

 

 

 

13 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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  (…) 

 
  (…) 

 

   
 

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

Example 8: Macroeconomic scenarios and ECL sensitivity  

 

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

 

 

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  
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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  

 

 

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 

 

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 

 

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 

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

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

 
Source: BNP PARIBAS Universal registration document 2020, page 384 (extract) 



 
 
 

62 

Example 16: Quality of credit risk: disaggregation of disclosures by stage only 

 
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 

 
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  

 
Source: HSBC Holdings plc Annual Report and Accounts 2020, page 155 (extracts) 
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Example 19 Sensitivity analysis 
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Source: Raiffeisen Bank International Annual Report 2020, pages 176-179 (extracts) 

Example 20: Sensitivity analysis including changes in exposures by stage  

 

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

  

 

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