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Dear Sir/Madam,
BCBS GUIDANCE ON ACCOUNTING FOR EXPECTED CREDIT LOSSES (‘Guidance’)

We welcome the opportunity to comment on the draft Guidance and support the Basel
Committee’s overall objective to ensure a high quality and consistent implementation of
an Expected Credit Loss (‘ECL’) accounting model in accordance with the applicable
accounting framework. We believe it is important that Guidance issued by regulatory
bodies in this regard is globally consistent and therefore would not support the
development of additional, potentially inconsistent, guidance by national regulators. Our
key points are set out below and our more detailed comments and references are
contained in the attached Appendix.

e Scope of Guidance on credit risk management practices: We believe that the focus
of the Guidance should be on credit risk management practices that are relevant to
the implementation of IFRS 9, to enable impairment allowances to be determined in a
consistent manner, rather than specifying how banks should more broadly manage
risk. For example, appropriate pricing for risk and underwriting best practices at
origination are not directly relevant to the calculation of ECL or the key driver for a
significant increase in credit risk and should not therefore form part of this Guidance.

In addition, care should be taken not to introduce a defined list of risk factors that
may be viewed by preparers as a period-end checklist. It is correct that IFRS 9 does
not specify how banks should manage risk and indicates that its requirements should
be applied in a manner which reflects an entity’s credit risk management practices.
We recommend that the Guidance should make clear that the lists of risk factors
given are illustrative and that an entity’s consideration of the lists of risk factors
should focus on those that are most relevant and meaningful to the ECL calculation
of each portfolio. For example, not all factors listed in the Guidance are equally
relevant to wholesale and retail portfolios. In addition we recommend that the credit
risk factors should be regularly assessed to ensure they remain the most relevant risk
drivers of ECL for each portfolio.
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o Proportionality of Guidance: It would be beneficial to make it clear that all the
Guidance should be applied commensurate with the size, nature and complexity
(including materiality) of a financial institution’s lending exposures, recognising that
large banks will have some small portfolios and others that are less data rich.

o Significant credit deterioration and compliance with IFRS 9: There is a danger that
the list of significant credit deterioration requirements in the Guidance Appendix
might result in the recognition of lifetime expected loss impairment when there has
not been a significant increase in credit risk. To remain in compliance with IFRS 9,
and more generally ensure that the income statement presents relevant information
on the results of the period, it is important that insignificant increases in credit risk do
not trigger the recognition of additional impairment. For example, an increase or
decrease in lending spreads is not always an indicator of a significant increase or
decrease in counterparty credit risk because lending spreads can increase or
decrease due to many factors such as liquidity, bank funding costs, competitive
market pricing (e.g. price takers rather than price makers in some markets) and
capital costs. A downgrade on a bank’s internal credit scale might not be viewed as
significant, since certain internal grades might exist to enable early tracking of small
changes in credit risk as a matter of good credit risk management.

e Frequency of Re-segmentation: The Guidance could be read to suggest that
portfolio re-segmentation should occur frequently. Under IFRS 9, segments should
include exposures with similar risk characteristics at inception, therefore re-
segmentation due to changes in credit risk should be relatively infrequent because
such exposures should respond in a similar way. Re-segmentation may be
appropriate in response to events unforeseen at inception, supported by reasonable
assumptions that evidence appropriate correlation.

| hope you find our comments and suggestions helpful. Please contact Louise McSweeney
(louise.mcsweeney@barclays.com +44 20 77732812) or Bill Hayward
(william.hayward@barclays.com +44 20 7 1162443) if you have any questions or
comments on any of the issues raised in this response.

Yours faithfully,
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