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IFRS 9 – Financial Instruments: IFRS 9 vs 
Prudential Guidelines Training 

3 May 2019

Uphold Public Interest
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TRAINING

OUTLINE

Key market themes in Kenya post IFRS 9 implementation

IFRS 9 Central Bank of Kenya Guidelines

IFRS 9 vs Prudential guidelines
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Key market themes in Kenya post IFRS 9 implementation

Model goverance

Entities setting up governance 
process to improve controls 
around IFRS 9 model 
governance 

Capital guidelines not 
extensively used

CBK guide on capital over a 5 
year period with very few 
banks taking up the extension.

Data improvement 

Improving data quality 
challenges
.

Increased provisions

Increase in impairment 
provisions on the statement of 
financial position which 
resulted in the statutory 
provisions being reduced 

Impact on unsecured 
lending 

Some financial institutions are 
shifting away from unsecured 
lending.

Modified retrospective approach adopted 

Most entities adopting a modified retrospective 
approach to adopting the standard which 
requires that the initial impact is accounted for 
in returned earnings.
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The Central Bank of Kenya is aware that there are diverse supervisory policies in respect of provisioning for 
impairments and capital in other jurisdictions, which makes it necessary for regulatory authorities to provide 
guidance. In this regard, CBK proposed the following on the implementation of IFRS 9

IFRS 9 Central Bank of Kenya Guidelines

Summary of considerations

Any incremental provisions under 

the ECL model should be charged 

to the income statement but the 

same should be added back over a 

five-year period for purposes of 

computing core capital to lower 

the impact of the additional 

provisions on core capital during 

the transition period. 

During the transition period, 
institutions should disclose, in 
their published results, their core 
and total capital ratios both before
and after the additional expected 
credit loss provisions have been 
added back. This is aimed at 
facilitating assessment of the 
impact of the additional ECL 
provisions on the institution’s 
capital position and bottom line. 

CBK proposes five-year transition 
period during which the 
incremental provisions may be 
added back to earnings for 
purposes of computing core 
capital. The expected credit losses 
to be added back shall be those 
relating to loans existing and 
performing as at the end of 2017 
and new loans booked in the year 
2018. 

Recognition of additional 
provisions under ECL 

provisioning

Disclosure Transition period

Statutory Loan Loss Reserve: Where the CBK provisions are higher than IFRS 9, the excess provisions shall be 
treated as an appropriation of retained earnings and not expensed in determining profit and loss. Therefore, such 

excess shall be credited to the statutory loan loss reserve as provided in CBK/PG/04 on Risk Classification of 
Assets and Provisioning
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• 12‐month or lifetime ECL 

depending on credit quality of 
the asset (including fully 
performing loans). From 
substandard 100% PD is applied.

• Reflects current and future 
economic cycles to the extent 
relevant to the remaining life of 
the loan on a PIT basis.

Classification Probability of default Loss given default

IFRS 9 vs Prudential guidelines

The following minimum percentage 
amounts for provisioning are to be 
maintained according to assigned 
classifications. 
i. For loans classified "Normal" 1%
ii. For loans classified "Watch" 3%
iii. For loans classified "Substandard" 

20%
iv. For loans classified "Doubtful" 100%
v. For loans classified "Loss" 100%

• Security is discounted using the 
effective interest rate.

• Historical recovery rates and 
cure rates are considered.

• Reflects current and future 
economic cycles to the extent 
relevant to the remaining life of 
the loan. Should reflect current 
economic conditions (PIT) as 
well as the expected impact of 
future macro‐economic 

conditions.

Normal 
Watch
Sub-standard
Doubtful
Loss

0 – 30 days
30 – 90 days
90 – 180 days
180 to 360 days
360 days and over

Stage 1              0 – 30 days
Stage 2              30- 90 days
Stage 3               90 days and over

Determined used the above 
backstop indicators and qualitative 
indicators.

Determined used the above DPD 
and qualitative indicators.

• Institutions will be expected to 
progressively discount the 
forced sale value of securities 
over the five-year period at a 
discount rate of 20% p.a.

• However, for the purpose of 
reporting to Central Bank, 
institutions will be required to 
discount their securities at a 
rate of 5% every quarter.
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Exposure at Default

Based on expected credit loss  taking 
into account future expected 
performance of the macro economic 
environment. 

When a loan is classified to non-
performing category, an 
institution should either cease 
the accrual of interest or 
continue to accrue interest 
suspended in accordance with 
the criteria in guideline and 
should not be treated as 
income. Interest in suspense 
shall be taken into account in 
the computation of provisions 
for non-performing loans.

Impairment determination Interest income on NPLs

Alumni IFRS 9 Financial Instruments Briefer Training

IFRS 9 vs Prudential guidelines

Based on actual exposure
(on‐balance‐sheet).

Based on EAD, which includes 
undrawn commitments and 
contingent facilities such 
letters of credit and financial 
guarantees.

Based on incurred loss model and 
predetermined rates and minimum 
provisioning rates.

Financial institutions reporting 
under IFRS should recognize 
interest income on the 
amortized cost of credit-
impaired loans and
advances (stage 3 loans/ 
NPLs) in line with IFRS 9
requirements
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IFRS 7 – Financial Instruments:  Disclosure 
requirements
3 May 2019

Uphold Public Interest



8

© 2019. For information, contact Deloitte Touche Tohmatsu Limited.

TRAINING

OUTLINE

Overview and Scope of IFRS 7

Classes of Financial Instruments and Level of Disclosure

Significance of Financial Instruments for Financial Position 
and Performance

Nature and Extent of Risk Arising from Financial Instruments 
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Interests in subsidiaries not accounted for using FV election

Interests in associates not accounted for using FV election

Interests in joint arrangements not accounted for using FV election

Employee benefit plan’s rights and obligations under IAS 19

Insurance contracts under IFRS 4

IFRS 2 arrangements

Instruments classified as equity instruments in the financial statements of the 
issuer

All financial instruments

Except

IFRS 7 Financial Instruments
Overview and Scope of IFRS 7
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IFRS 7

Other 
disclosures

Balance Sheet

Categories of financial 
assets and financial 

liabilities

Financial assets and 
liabilities at fair value 
through profit or loss

Reclassification

Derecognition

Income statement and 
equity

Items of income, 
expense, gains and 

losses

Accounting 
policies

Hedge 
accounting

Fair value

Qualitative disclosures
Quantitative 
disclosures

Credit risk

Liquidity risk

Market risk

Significance of financial instruments 

and level of disclosure

Nature and extent 
of risks arising from 
financial instruments

Classes of 
Financial 

Instruments 
and Level of 
Disclosures

IFRS 7

Other 
disclosures

Statement of 
financial position

Categories of financial 
assets and financial 

liabilities

Financial assets and 
liabilities at fair value 
through profit or loss

Reclassification

Transfer of financial assets

Collateral

Defaults and breaches

Statement of profit or 
loss and other 

comprehensive income

Items of income, 
expense, gains and 

losses

Accounting 
policies

Hedge 
accounting

Fair value 
(detailed 

disclosures 
in IFRS 13)

Qualitative 
disclosures

Quantitative 
disclosures

Credit risk

Liquidity risk

Market risk

Significance of financial instruments 
Nature and extent 

of risks arising from 
financial instruments

Classes of 
financial 

instruments 
and level of 
disclosures

Offsetting

Exposures to risk

Objectives, policies 
and processes

IFRS 7 Financial Instruments
Classes of financial instruments and level of disclosures

Significant changes

Initial application of 
IFRS 9

Other key areas covered
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Statement of 
financial position

P&L

OCI

Recycling

Subsequent 
measurement

Initial recognition

Amortised cost Fair value Fair value Fair value

Effective interest 
method, impairment & 

foreign exchange 
differences

(all) 
Fair value changes

Dividends

---
(other) 

Fair value changes
---

(all) 
Fair value changes

--- Yes --- No

Effective interest 
method, impairment & 

foreign exchange 
differences

plus transactions costs plus transactions costs plus transactions costs

Fair Value measurement (IFRS 13)

Amortised cost FVOCI - Debt Fair value FVOCI - Equity

IFRS 7 Financial Instruments
Classes of Financial Instruments and Level of Disclosure
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Financial 
Liabilities

Amortized 
Cost

FVTPL 
Held for trading

FVTPL
Fair Value 

Option

Non-substantial 
modifications
accounted for 

differently

Measure 
at FVTPL 

(specific criteria)

Own credit risk: FV 
gains/losses in OCI

Other FV 
gains/losses 

presented in P/L

IFRS 7 Financial Instruments
Classes of Financial Instruments and Level of Disclosure
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IFRS 7

Other 
disclosures

Balance Sheet

Categories of financial 
assets and financial 

liabilities

Financial assets and 
liabilities at fair value 
through profit or loss

Reclassification

Derecognition

Income statement and 
equity

Items of income, 
expense, gains and 

losses

Accounting 
policies

Hedge 
accounting

Fair value

Qualitative disclosures
Quantitative 
disclosures

Credit risk

Liquidity risk

Market risk

Significance of financial instruments 

and level of disclosure

Nature and extent 
of risks arising from 
financial instruments

Classes of 
Financial 

Instruments 
and Level of 
Disclosures

IFRS 7

Other 
disclosures

Statement of 
financial position

Categories of financial 
assets and financial 

liabilities

Financial assets and 
liabilities at fair value 
through profit or loss

Reclassification

Transfer of financial assets

Collateral

Defaults and breaches

Statement of profit or 
loss and other 

comprehensive income

Items of income, 
expense, gains and 

losses

Accounting 
policies

Hedge 
accounting

Fair value 
(detailed 

disclosures 
in IFRS 13)

Qualitative 
disclosures

Quantitative 
disclosures

Credit risk

Liquidity risk

Market risk

Significance of financial instruments 
Nature and extent 

of risks arising from 
financial instruments

Classes of 
financial 

instruments 
and level of 
disclosures

Offsetting

Exposures to risk

Objectives, policies 
and processes

IFRS 7 Financial Instruments
Significance of financial instruments 

Significant changes

Initial application of 
IFRS 9

Other key areas covered
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IFRS 7 Financial Instruments
Categories of financial assets and financial liabilities – Example disclosures



15

© 2019. For information, contact Deloitte Touche Tohmatsu Limited.

For loans payable: 

a. details of any defaults 

b. the carrying amount of the loans payable in default at the end of 
the reporting period; and 

c. whether the default was remedied, or the terms of the loans 
payable were renegotiated, before the financial statements were 
authorised for issue. 

IFRS 7 Financial Instruments
Defaults and breaches
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IFRS 7

Other 
disclosures

Balance Sheet

Categories of financial 
assets and financial 

liabilities

Financial assets and 
liabilities at fair value 
through profit or loss

Reclassification

Derecognition

Income statement and 
equity

Items of income, 
expense, gains and 

losses

Accounting 
policies

Hedge 
accounting

Fair value

Qualitative disclosures
Quantitative 
disclosures

Credit risk

Liquidity risk

Market risk

Significance of financial instruments 

and level of disclosure

Nature and extent 
of risks arising from 
financial instruments

Classes of 
Financial 

Instruments 
and Level of 
Disclosures

IFRS 7

Other 
disclosures

Statement of 
financial position

Categories of financial 
assets and financial 

liabilities

Financial assets and 
liabilities at fair value 
through profit or loss

Reclassification

Transfer of financial assets

Collateral

Defaults and breaches

Statement of profit or 
loss and other 

comprehensive income

Items of income, 
expense, gains and 

losses

Accounting 
policies

Hedge 
accounting

Fair value 
(detailed 

disclosures 
in IFRS 13)

Qualitative 
disclosures

Quantitative 
disclosures

Credit risk

Liquidity risk

Market risk

Significance of financial instruments 
Nature and extent 

of risks arising from 
financial instruments

Classes of 
financial 

instruments 
and level of 
disclosures

Offsetting

Exposures to risk

Objectives, policies 
and processes

IFRS 7 Financial Instruments
Significance of financial instruments 

Significant changes

Initial application of 
IFRS 9

Other key areas covered
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IFRS 7 Financial Instruments
Significance of financial performance

The following items are to be disclosed in the statement of comprehensive 
income or the notes:

Items of the statement of 
comprehensive income

Comments

Net gains and net losses • Required for each category

• Split between designated and FVTPL

• Equity reconciliation for FVOCL

Total interest income and expenses • Aggregated amount excluding FVTPL 

instruments

• Gross amounts

• Calculated using effective interest rate 
method

Fee income and fee expenses • Separately disclose fees from trust or 
fiduciary 

activities

Impairment losses • Required for each class
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IFRS 7 Financial Instruments
Items of income, expense, gains and losses – Example disclosures
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IFRS 7

Other 
disclosures

Balance Sheet

Categories of financial 
assets and financial 

liabilities

Financial assets and 
liabilities at fair value 
through profit or loss

Reclassification

Derecognition

Income statement and 
equity

Items of income, 
expense, gains and 

losses

Accounting 
policies

Hedge 
accounting

Fair value

Qualitative disclosures
Quantitative 
disclosures

Credit risk

Liquidity risk

Market risk

Significance of financial instruments 

and level of disclosure

Nature and extent 
of risks arising from 
financial instruments

Classes of 
Financial 

Instruments 
and Level of 
Disclosures

IFRS 7 Backbone

Other 
disclosures

Statement of financial 
position

Categories of financial 
assets and financial 

liabilities

Financial assets and 
liabilities at fair value 
through profit or loss

Reclassification

Transfer of financial 
assets

Collateral

Defaults and breaches

Statement of profit or 
loss and other 

comprehensive income

Items of income, 
expense, gains and 

losses

Accounting 
policies

Hedge 
accounting

Fair value 
(detailed 

disclosures 
in IFRS 13)

Qualitative 
disclosures

Quantitative 
disclosures

Credit risk

Liquidity risk

Market risk

Significance of financial instruments 
Nature and extent 

of risks arising from 
financial instruments

Classes of 
financial 

instruments 
and level of 
disclosures

Compound financial 
instruments with multiple 

embedded derivatives

Allowance account for 
credit losses

Offsetting

Exposures to risk

Objectives, policies 
and processes

IFRS 7 Financial Instruments
Nature and extent of risks

Initial application of 
IFRS 9
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The disclosures enable users of financial statements to understand the effect of the credit risk on 
the amount, timing and uncertainty of future cash flows

1 2 3

Disclosure of accounting policies chosen and 
judgement applied

• Significant increase in credit risk

• Definition of default

• Forward-looking information

• Assumptions, inputs, etc.

• Changes in estimation techniques

• Modifications

• Grouping of assets

Credit risk management practices 
and their relation to the recognition 

and measurement of ECLs

• Credit quality

• Reconciliation of the loss allowance

• Reconciliation in gross carrying amount

• Write-off

• Modifications

• Collaterals (and other credit 
enhancements)

Evaluation of the amounts in the 
financial statements arising from 

expected credit losses

Disclosure by credit risk rating grade:

• Gross carrying amount of financial assets

• Exposure to credit risk on LCs and FGCs 

Significant concentration of credit risk, e.g. 
loan-to-value groupings, geographical 
concentrations, industry concentrations, etc.

An entity’s credit risk profile 
including significant credit risk 

concentrations

IFRS 9 FSI Pre-implementation Considerations

IFRS 7 Financial Instruments
Credit risk
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IFRS 7 Financial Instruments
Credit risk – Example disclosures on credit quality
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IFRS 7 Financial Instruments
Credit risk – Example disclosures on Collateral
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IFRS 7 Financial Instruments
Credit risk – Example disclosures on forward looking information
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IFRS 7 Financial Instruments
Credit risk – Example disclosures on reconciliation of the loss allowance
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IFRS 7 Financial Instruments
Credit risk – Example disclosures on modifications
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Liquidity risk: 

The risk that an entity will encounter difficulty in meeting obligations 
associated with financial liabilities

Disclosure required:

• Maturity analysis for non- derivative financial liabilities that 
shows remaining contractual maturities

• Maturity analysis for derivative financial liabilities

• Description of how entity manages liquidity risks inherent 

IFRS 7 Financial Instruments
Liquidity risk
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IFRS 7 Financial Instruments
Liquidity risk- maturity analysis for financial liabilities and financial 
assets
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IFRS 7 Financial Instruments
Market risk - definitions

Market risk:

The risk that the fair value or future 
cash flows of a financial instrument 
will fluctuate because of changes in 
market prices

Market risk comprises of:

• currency risk

• interest rate risk 

• other price risk.

Interest rate risk: 

Arises on interest-bearing financial 
instruments recognised in the statement 
of financial position.

Currency risk:

Arises on financial instruments that are 
denominated in foreign currency

Other price risk: 

Arises on financial instruments because 
of changes in commodity prices or equity 
prices
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IFRS 7 Financial Instruments
Market risk – value at risk positions example disclosures
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Questions


