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0. Context

IFRS9 programme has involved relevant costs for the industry...

What is your estimated total budget (including all internal and external costs) to change to a fully compliant
IFRS 9 programme?

Respondents over
€100bn of
gross lending

5% 4%
|
<€ 5 million € 5 million - illion - More than
€ 25 million 100 million € 100 million

[ 3rdSurvey M 4thSurvey [ 5th Survey 6th Survey

Source: extract from Deloitte’s ‘Sixth Global IFRS Banking Survey’, 2016

...and not only economic costs

More than 245 internal Over 200 people More than 50
policies and guidelines involved in our main Corporate training

produced/reviewed geographies “I g sessions /

&Santander ‘ risk pro Source: internal estimates 4



0. Context

...with strong implication by the SSM...

Priorities 2018 Activities for 2018 & beyond 2018 2019 2020
Brl::)lgzlsss Interest rate risk implications for banks' business models/ profitability = 1]

Consistent approach to NPLs/ forborne exposures (e.g. deep dives / OSls)

Credit risk
Exposure Concentrations & Collateral Management and Valuation (e.g. real estate) ([ ()
TRIM Credit risk, market risk and counterparty credit risk models g 1)
Risk management Improvement of banks' ICAAP and ILAAP approaches [ N
Evaluate banks’ preparedness for IFRS 9 and other regulatory changes
. Brexit }
Multiple rexit preparations

hisk Giliensars EU-wide (biennial) and SSM-wide stress test exercises

*Timelines are indicative

& Santander ‘ risk pro Source: extract from ECB Banking Supervision: SSM supervisory priorities 2018 5



0. Context

...perceived by the supervised entities

In 2017, for which of the following areas do you expect SSM supervisory activities to be the most
challenging for your bank? Rank the top 3 priorities

Leveraged finance
Recovery planning
Risk appetite

ILAAP implementation
Cybercrime

ICAAP implementation

Risk data aggregation

L

.

L

[
Governance -

I

I

Business model analysis (incl. profitability drivers)

Non-performing loans | ]

Homogenizations of internal maodels

IFRS 9 implementation

40% 50% 60% 70%

M 1 having the highest priority 2 3

& Santander ‘ risk pro Source: extract from’2017 Deloitte Banking Union Supervision Survey’



0. Context

What's next in terms of costs?

Areas of budget spend in 2018
(top priority in middle)

Optimisation of
the operating

model

Design and
implementation
of MI/Reporting

IT infrastructure

stabilisation
Highest

priority

External audit

review and
approval of key
accounting
policy
Governance
framework
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Stabilisation of
the finance
processes

Stabilisation of
the risk
processes

Documentation
and approval of
all accounting
policies

Controls

BAU budget per year post IFRS 9 implementation
Less than €1m [N S

£€1mM-€5m

€5m-€10m

€10m-€15m I 2

€15m-€20m 0

>€20m 0

Not assessed yet [N 5

Source: extracts from ‘EY IFRS 9 Banking Survey’, 2018
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» IFRS9 modelling lifecycle




1. lllustrative IFRS9 modelling lifecycle

rush to

comply

©O®
-

= Principle-based standard: interpretation
= Model development and validation

= Parallel running
= |mpacts

~

= Re-use existing techniques (IRB, stress testing, etc.)

J
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1. lllustrative IFRS9 modelling lifecycle

\_

disclosure &
reporting
©®

e

a2 )

Understanding the outputs »
Monitor the evolution

First peer comparisons

Putting the governance in practice
Testing the controls

& Santander | risk pro
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1. lllustrative IFRS9 modelling lifecycle

improve/
optimize
©®
4

-

\_

Model evolution resulting from the tension between...

Auditors and
supervisors fostering
best practices

Institutions willingness
to improve/optimize
adopting best practices

& Santander | risk

pro
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1. lllustrative IFRS9 modelling lifecycle

rush to disclosure & improve/
comply reporting optimize

what might be
next?

& Santander | risk pro

12



1. lllustrative lifecycle of... a model-based approach

backtest/
benchmark

rush to disclosure &
comply reporting

improve/

L restrictions
optimize
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Source: extract from public documents from different regulators/supervisors (web search)
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1. lllustrative lifecycle of...
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a model-based approach

/

\_

Examples from upcoming capital rules...

Additional input (parameters) floors
Output floors

Non-modelable portfolios

Less risk sensitive ratios (leverage)

‘

LJ

restrictions

_\
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» the future of IFRS9 modelling?




2. The future of IFRS9 modelling?

A challenging landscape for modelling

TRIM
Basel restrictions to models

Lack of - ..}
credibility W4 ﬁ. )2
Complexity Of mOdeIS AR 4
@ of IFRS9
- Forward-looking
- Unbiased scenarios New
- Significant increase of credit risk modelling
techniques Y
- Machine learning
- Big data
& Santander | risk pro 16



2. The future of IFRS9 modelling?

A message of hope

.
Figure 1
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(a) The dielectric permittivity (&;) distribution on the phase diagram of Ba(Ti-y0,Sny0,)O3
(BTS), and the maximum value can reach to 5.4 x 10* at the multi-phase point which is also a

tricritical point. (b) The locations for a series of materials categories on the dielectric
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Source: extract from ‘Enhancing dielectric permittivity for energy-storage devices through tricritical phenomenon’, www.nature.com, 18 January 2017


http://www.nature.com/

Thank You.

Our purpose is to help people
and business prosper.

Our culture is based on believing
that everything we do should be:

Simple Personal Fair

& Santander

Dow Jones .
Sustainabhility Indices

In Collaboration with RobecoSAM «
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Are we ready for IFRS9 disclosure?

ABC Bank disclosure:

January

B i 1% 6% 40%
Coverage Ratio : g
r <
Nothing changes in ABC -No model update
bank but the quality of < -No scenario update
the assets -No criteria update
-No new assets
\ -
Februar

Coverage Ratio

Decreasing credit quality?

& Santander 20
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Are we ready for IFRS9 disclosure?

What really happens...

1,000,000 €Bn 1,000,000 €Bn

January

1,000,000 €Bn 1,000,000 €Bn 1,000,000 €Bn
EL: 1.2% EL: 0.8% EL: 40%
Assets Detall 000,000 €81
EL: 7%

:
Febru ary 1,000,000 €Bn . Bn

1,000,000 €Bn 1,000,000 €Bn 1,000,000 €Bn
. EL: 7% EL: 7% EL: 40%
Assets Detall Asset 3
1,000,000 €Bn
EL: 2.6%

Increasing credit quality!
& Santander
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