krungsri
NSVAS

Bank of Ayudhya’s Knowledge Forum
Understanding TFRS 9

14 November 2019

Source references: Information extracted from Bank of Thailand (BOT), Thai Federation of Accounting Professions (TFAC),
PricewaterhouseCoopers ABAS Ltd., Deloitte Touche Tohmatsu Jaiyos Audit Co., Ltd.




Agenda

|. Introduction: Background and Timeline

Il. TFRS 9 Overview and Implication
Ill. Expected Impacts on Financial Statements
V. Q&A



l. Introduction: Background and Timeline

Background: TFRS 9 has 3 key components:
Thailand Federation of Accounting Professions
(TFAC) by Thai Accounting Standards — Setting Impairment
Committee issued Thai Financial Reporting
Standard - Group of Financial Instruments based
on the 2018 edition of the bound volume of
International Financial Reporting Standards
(“IFRS”). The effective date is on 1 January 2020.

Hedge accounting

More forward-
looking based on

Hedge accounting
model that is more

flexible and less
Rules-based

Expected Credit
Loss (ECL) not
incurred losses

Group of Financial Instruments

Accounting standards
e TFRS 9: Financial Instruments
e TAS 32: Presentation of Financial

Instruments IASB IFRS 13

* TFRS 7: Financial Instruments - IFRS 9, I1AS 32 and IFRS 7 \
Disclosure @ |
s

Point of focus:

TAS 101, 103, 104, 105, 106 and TAS TFRS 9 TAS 32 uaz TFRS 7
107 (2 Tuasan IFRSY Tuaiiaawuld)

TFRS 15 TFRS 16

Principle-

Based
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l. Introduction: Background and Timeline (Cont.)

Tom Yum Kung 2008 2018

Crisis

\

1997 Hamburger IFRS9
2 Crisis 2 1
006 2016 1 1an 2020
Applied IAS 39 PD, LGD and ) _
pl:::cl)encept EAD and life First t|.me
time concept adoption
applied for Loan
Loss Reserve TFng
calculation

Remark:
7 out of 10 ASEAN members require IFRS standards for domestic public company
Thailand and Indonesia are converging with IFRS

Only Vietnam has not yet planned to adopt IFRS
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l. Introduction: Background and Timeline (Cont.)
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TFRS 9: Financial Instruments

TAS 32: Presentation of

Financial Instruments

TFRS 7: Financial Instrument:
Disclosures




Il. TFRS 9 Overview and Implication

1) Classification &
Measurement

Financial Assets

(7]
)
c
(<))
c
(o]
Q.
£
o
(®)
(7]
(V)
o
c
©
L
(8
> L]
())
4

*  Key Factors based on Cash flow

Characteristics and Business

Model

New Classification and

Measurement will be;

1) Amortised Cost (AMC)

2) Fair Value Through Profit
& Loss (FVTPL)

3) Fair Value Through Other
Comprehensive Income
(FVOCI)

Using Effective Interest Rate

(EIR) for AMC

Financial Liabilities

1) Amortised Cost (AMC)
2) Fair Value Through Profit
& Loss (FVTPL)

Moderate Financial
Impact

/ 2) Impairment \

Expected Credit Loss (ECL)
based on 12 months or lifetime
*  Scope - Financial Assets and
Off-Balance Sheets Items
e 3 Stages

N

Stage 2 Stage 3

Under Non-
performing Performing
Initial Significant  Indicators
recognition increase for
expected impairment
credit loss

Expected Credit Loss Calculation

Lifetime ECL

EIR calculation

Net
carrying
\ amou
m High Financial impact
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3) Hedge Accounting
(Optional)

Hedge Strategies as per Risk
management framework

3 types of Hedge: Fair Value
Hedge, Cash flow Hedge and Net
Investment Hedge

Stability and less P&L Volatility
from Accounting mismatch

Impact anticipated
to be limited



Il. TFRS 9 Overview and Implication — C&M
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Il. TFRS 9 Overview and Implication — ECL

suwmsuralszmalne Wﬁﬂﬂ’l‘ﬁ TFRS 9

BANK OF THAILAND

N13ADLAN

TFRS 9

Expected credit loss (ECL)
FVOCI* f Amortized Cost

AFS® fHTM [ General investment

luﬂmq

Scope
Scope

Off-balance shest

Significant increase Objective evidence
in credit risk of impairment

*  Sasazvaivamvi
* favazvawanamil

TAS 101

' HTan gnwﬁuﬁazﬂﬂ

=
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Han1IAniuau I * HATIAVUAINNTRBLAYU N TuLa R TNNTURINWINATT ECL Wax318ms Off-balance sheet
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Il. TFRS 9 Overview and Implication — ECL Concept

248

/\

Expected Credit losses (ECL) are a probability-weighted estimate of credit loss (i.e. the present value of all cash
shortfalls) over the expected life of the financial instrument. Generally, the ECL can be described with following
formula

Lifetime ECL = zhfe“me( PDt X LGD; X EAD; x vt fa)

Probability EXpected Cash Present Value

) Shortfall at time discounted
Weighted of default

factor

The expected credit loss is calculated for either 12 Month or Lifetime depended on the risk stage of financial
instruments

a) Stage 1l : Normal, provided ECL for next 12 Month period.

b) Stage 2 : Significant increase in credit risk, provide ECL for lifetime.

c) Stage 3 : Credit-impaired, provide ECL for lifetime (assuming PD = 100%)

The expected credit loss is provided not only to the current exposure but also possible exposure that financial
instrument may incur during the loan life. Therefore ECL is provided to all possible contingents (i.e. unused
credit line, L/C, L/G, and other financial guarantee), which considered as off-balance sheet items.

ECL also need to adjusted with forward looking to take into account the expectation of future macro-economy
to portfolio (Forward looking adjustment)

ECL for lifetime, ECL for off-balance sheet item, and adjustment for forward looking is the key different
between ECL and current provision concept.
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Illustration of ECL Calculation Concept

Below is an illustration on how ECL can be calculated at reporting date using adjusted PD, LGD, EAD and EIR

Lifetime ECL = Yjifetime( pp, x LGD; x EAD; X v; 9)

Expected life time of financial instrument >
<€——— 12months —>
\J A ® A \J y' \J
. Default Default Year 2 Default Year 3
Reporting date

(Year 0)

ECL1 ECL2 ECL3

=PD1 X EAD1 X LGD1 =PD2 X EAD2 X LGD2 =PD3 X EAD3 X LGD3

________________ . Discount rate = EIR

: Reporting date 2019 :
________________ ' \
: Lifetime PD Gamma | Examp|e 6
1 |
1

Function i Accountt— 2020 2021 2022 2030 Lifetime ECL
________________ J
Pl 1 —» PD 2.52% 3.81% 3.47% 2.47%
1
: Lifetime EAD —» EAD 1,000,000 875,000 750,000 125,000
1
CE + I LGD 71.77% 70.08% 68.25% 65.24%
oS- Tt T T T T s s s 1
! LGD Estimation +  EIR Discount (v; ") (1+8%)~%° (1+8%) " (1+8%) %3 (1+8%) 77"
1 1
________________ ' Discounted ECL 17,379 20,729 11,077 92,460
T OMECL "7 Lifetime ECL |
Illustrative example before forward-looking adjustments 1 Stage 1 : 1 Stage 2 :
e N S g U U Uy
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ECL Forward Looking Concept

* IFRS 9 require the estimation of ECL in the way that reflects an unbiased and probability-weighted
amount that is determined by evaluating a range of possible outcome. In practices, this requirement is
interpreted that we need ECL that reflect the future outlook based on multiple scenario [Forward
looking]

* The final ECL should be reflect the banks outlook of the future situation and the concept of designing
forward look calculation can be illustrated as below

12 .00%
10.00% H'_"""""'-h.._,“
J.oo%
"\-_./ \'//
£ 6.00% k If we are at this point,
Assumed we are at this forward looking will
4.00% point, forward looking yield outlook of
will yield the outlook of improving and hence
2.00% Deteriorating and lead to ECL release
hence ECL book up '
0.00%
T EE D EEEYEEEDEEEYEEEYEEGY
E B B E R R EEREEREERE®R®SE® HR®SE® HHREA 8 B A
N rtial Predicted
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ECL Components

[ Segmentation J [ 12 Month J { Life Time J ‘ Forward looking }

PD 12 Month PD Lifetime PD
Segmentation Estimation Model

Forward looking
Model (if any)

EAD Considering Conversion of Unused Credit Line

Model (if any)

adjustment (if any)

[ EAD Considering amortization }>
Forward looking ]

LGD
[ ) H LGD Models
Segmentation

Forward looking ]
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Provision Treatment — Current Provision < TFRS 9

1%t January 2020 (Day1)
B —
! Shortfall Mgt

General Overlay

Provision

ECL Model
incl.

Forward
looking

BOT
Specific
Provision

The provision shortfall will
hit RE on day1.

Subjected to BOT minimum
requirement (1% of Stage
1&2 EAD)

Future movement is against
P&L

Current Provision TFRS 9 Provision
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Provision Treatment — Current Provision > TFRS 9

1%t January 2020 (Day1)

Excess
Reserve

* Amortized within 5 years
against P&L

Overlay

e Subjected to BOT minimum

requirement (1% of Stage
ECL Model 1&2 EAD)

BOT incl.

Specific
Provision

Forward * Future movement is against
looking P&L

Current Provision TFRS 9 Provision

6"\ krungsri

(\ ! A member of MUFG, a global financial group
‘ NSVFAS




BOT Minimum Requirement
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Impacts on Capital (Basel Standardized Approach)

Impacts on capital will come from the adequacy of ECL (against current provision and BOT
minimum requirement) and the change in definition of GP and SP

(-) ECL Shortfall on Day1

(-) ECL shortfall compared to
BOT minimum requirement

(+, -) New definition for GP

Tier 1 Tier 2
e Paid up capital + e GP
* Retain Earning * Sub-debt

Capital Adequacy _ | = + Etc
Ratio (CAR)

Risk Weighted Asset
(Basel EAD — SP) x %Risk Weight

' GP Definition :
. Old : Provision on “Pass” and Excess Reserve . L= (+, -) New definition for SP
| (up to 1.25% of credit risk RWA) |

New : Provision on Stage 1 and Stage 2 that not defined as SP
(up to 1.25% of credit risk RWA)

AN
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lll. Expected Impacts on Financial Statements — ECL

O Key change is provision concept

* Introduces “Significant Increase in Credit Risk” in Larger stage 2, compare to
borrowers’ classification to capture credit current special mention
deterioration since origination, not bad credit
quality

* Incorporates “lifetime forward looking” concept PL volatility from

e economic outlook
variation

e stage shift from 12-
month to lifetime

e Adds new base of “financial guarantee” and Additional provision
“committed unused credit” amount
"'\ krungsri A member of MUFG, a global financial group 17
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lll. Expected Impacts on Financial Statements — Significant Ratios

Loan Growth
Net Interest Income (%NIM)

Non Interest Income Growth
Cost to Income Ratio

Credit Cost

Coverage Ratio

ROA

Key Impacts
C&M
EIR

C&M
C&M
ECL

ECL

Remark

Decrease depends new C&M model

Increase but more volatile (i.e. future interest from
step rate which depends on customer loan life cycles)

Decrease from C&M (i.e. Non-recycling FVOCI Equity
investment)

Insignificant impact

Volatile (i.e. from Forward looking ECL model)

Insignificant impact comparing to total ECL (Day 1)
and Volatile (Day 2)

ECL, EIR, C&M Depends
ROE ECL, EIR, C&M Depends
CAR ECL Depends
“The Financial ratios might not be directly compared with the Current one”
"Ys\ nks'; l:gngsri A member of MUFG, a global financial group 18




lll. Expected Impacts on Financial Statements Consideration

Expected Credit Loss (ECL) Classification and Measurement
*  Forward Looking gn1iunl2dlun1s *  Business model and Cash flow
WA158U1 Expected Credit Loss characteristic 33ufly nsRanly FV
- afasuNdgIucngg Minunldwasan Option AIUUIENTIAYRAIUAY
53089 Outlook 6199 MIILATHFAR LAY LATaIfiaMIINITIIULAILGARLEUIATT
GDP, Inflation rate AAYLEARLEUIAT LU anauANENIAY duatuaaysuIAIg
Al uAU

* Effective Interest Rate (EIR)

seduUNansENuLAntuaia )
wana AU ldluusassura1sivasi
AU port §NAT TATIFIINELE LU

Upfront Fee, Origination Fee/ Cost
vHusiu 59189 Loan Life cycle

A
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This presentation has been prepared by Bank of Ayudhya Public Company Limited (the “Bank”) solely for informational purposes. It
does not constitute an offer or sale or a solicitation of an offer to purchase securities, nor does it constitute a prospectus within the
meaning of the Securities and Exchange Act B.E. 2535 of Thailand. Neither this presentation nor any part of it shall form the basis of, or
be relied on in connection with, or act as an inducement to enter into, any contract or commitment whatsoever. No person should rely
on the information contained in this presentation in making an investment decision in respect of any of the Bank’s securities. Any
decision to purchase or subscribe for any securities of the Bank must be made on the basis of a thorough review of publicly available
information of the Bank, including information made publicly available by the Bank pursuant to the requirements of the Securities
Exchange of Thailand and the Thai Securities Exchange Commission. The information contained herein is only accurate as of its date.
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Contact

Investor Relations Section : Telephone : (662) 296 2977
Fax : (662) 683 1341
E-mail : irgroup@krungsri.com

Krungsri Website : www.krungsri.com

n www.facebook.com/krungsrisimple

20

k= . www.twitter.com/krungsrisimple



