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As an organisation-wide change, current expected credit loss (CECL) poses significant implementation challenges
for financial institutions, such as:

Classification challenges

e Fuzzy definitions: Classification can create new challenges for senior management as business
model definitions need to be more objective

e Cash flow comprehension: Solely payments of principal and interest (SPPI) assessment at
instrument level requires understanding of future cash flow characteristics, which may be challenging
for some complex/exotic products

e Robust data requirement: Fair value data for loans need to be more accurate and robust

Modelling challenges

o Flexibility of models: Existing models will need the flexibility to incorporate both the 12-month and
lifetime probability of default under consideration

e Granularity and volume of data: Models now need to run at the instrument level, creating
challenges for information as well as for implementation. This will increase both the volume and
granularity of data required

e More models: Greater portfolio segmentation is likely, and that may lead to more number of models
being run

e TTC to PIT conversion: The conversion from through-the-cycle (TTC) to point-in-time (PIT) model
for calculation of expected credit loss can present new challenges, given that most organisations still
use the former

Operational challenges

e Infrastructure and information technology: The huge amount and dynamic nature of data
requirement for CECL implies that new, robust and scalable systems must be put in place. A
complete revamp of the existing IT infrastructure and hardware systems may be in order. Adoption of
new hardware and technology is bound to increase costs and put additional stress on the bottom line

e Disclosure requirements: Reconciliation between IAS 39 measurement and new measurement
categories under IFRS 9. Additional qualitative and quantitative information such as inputs,
assumptions, and estimation techniques will be required to determine the extent of rise in credit risk
and default

e Governance and regulation: Significant regulatory and market focus will drive interpretation of key
aspects of the rules, implementation standards, and best practices, with knock-on effects for banks’
IFRS 9 implementation

e Controls: Higher data volume and more complex models will require more controls to be put in place
so that data quality norms are not breached



About CRISIL Limited

CRISIL is an agile and innovative, global analytics company driven by its mission of making markets function
better. We are India’s foremost provider of ratings, data, research, analytics and solutions. A strong track record of
growth, culture of innovation and global footprint sets us apart. We have delivered independent opinions, actionable
insights, and efficient solutions to over 100,000 customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings,
benchmarks, analytics and data to the capital and commodity markets worldwide.

About CRISIL Global Research & Analytics (GR&A)

CRISIL Global Research & Analytics (GR&A) is the world's largest and top-ranked provider of high-end research,
risk and analytics services. We are the world's largest provider of equity and fixed-income research support to
banks and buy-side firms. We are also the foremost provider of end-to-end risk and analytics services that include
guantitative support, front and middle office support, and regulatory and business process change management
support to trading, risk management, regulatory and CFO functions at world's leading financial institutions. We also
provide extensive support to banks in financial crime and compliance analytics. We are leaders in research
support, and risk and analytics support, providing it to more than 75 global banks, 50 buy-side firms covering hedge
funds, private equity, and asset management firms. Our research support enables coverage of over 3,300 stocks
and 3,400 corporates and financial institutions globally. We support more than 15 bank holding companies in their
regulatory requirements and submissions. We operate from 7 research centers in Argentina, China, India, and
Poland, and across several time zones and languages.

CRISIL Privacy Notice

CRISIL respects your privacy. We use your contact information, such as your name, address, and email id, to fulfil your request
and service your account and to provide you with additional information from CRISIL and other parts of S&P Global Inc. and its
subsidiaries (collectively, the “Company”) you may find of interest.

For further information, or to let us know your preferences with respect to receiving marketing materials, please visit
www.crisil.com/privacy. You can view the Company’s Customer Privacy at https://www.spglobal.com/privacy

Last updated: April 2016

Argentina | China | Hong Kong | India | Poland | Singapore | UK | USA C R I S I L

CRISIL Limited: CRISIL House, Central Avenue, Hiranandani Business Park, Powai, Mumbai — 400076. India

in/company/erisit  E@CRisiLLimited  F/CRISILLimited @ /user/CRISILLimited An S&P Global Company


http://www.crisil.com/

