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The example disclosures are based on our [FRS 9 for Banks — lllustrative disclosures for interest rate risk on fixed-
rate mortgages (fair value hedge). They are given for the period ending 31 December 2019 and are limited to those

Hedge accounting disclosures

[IFRST(22A)(a),
(22B)(a)

IFRS7(22A)(b),
(22B)(b).

(22¢)
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Interest rate risk on fixed-rate mortgages (fair value hedge) Uizmwual\amflmam
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LL‘Ma'ﬂﬁm: PwC Practical guide to Phase 1 amendments IFRS 9, IAS 39 and IFRS 7 for IBOR reform
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IFRS7(22B)(c),  The Group establishes the hedging ratio by matching the notional of the derivatives

) porolio _ being _ hedged.  Possible _sources ' of " ineffectiveness " are” as "~ follows:
(i) differences between the expected and actual volume of prepayments, since the Group hedges to the
expected repayment date, taking into account expected prepayments based on past experience;
(ii) differences in the discounting between the hedged item and the hedging instrument, because cash
collateralised interest rate swaps are discounted using Overnight Indexed Swaps (OIS) discount curves,

which are not applied to the fixed-rate mortgages;

(iif) hedging derivatives with a non-zero fair value at the date of initial designation as a hedging instrument;
and

(iv) counterparty credit risk which impacts the fair value of uncollateralised interest rate swaps but not the
hedged items.

(v) the effects of the forthcoming reforms to GBP LIBOR, because these might take effect at a different time
and have a different impact on the hedged item (the fixed-rate mortgages) and the hedging instrument (the
derivatives used to hedge those mortgages). Further details of these reforms are set out on page x below.

\
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Lma'ﬂﬁm: PwC Practical guide to Phase 1 amendments IFRS 9, IAS 39 and IFRS 7 for IBOR reform
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Amended standards early adopted

relationships directly affected by IBOR reform. The reliefs have the effect that IBOR reform should not
generally cause hedge accounting to terminate. However, any hedge ineffectiveness should continue to be
recorded in the income statement. Furthermore, the amendments set out triggers for when the reliefs will
end, which include the uncertainty arising from interest rate benchmark reform no longer being present.

In summary, the reliefs provided by the amendments that apply to the Group are?:

e In assessing whether the hedge is expected to be highly effective on a forward-looking basis, the |
Group has assumed that the GBP LIBOR interest rate on which the cash flows of the interest rate
swap that hedges fixed-rate mortgages is not altered by IBOR reform.

e  The Group will not discontinue hedge accounting during the period of IBOR-related uncertainty solely
because the retrospective effectiveness falls outside the required 80-125% range.

e The Group has assessed whether the hedged GPB LIBOR risk component is a separately identifiable

risk only when it first designates a mortgage as included in its macro hedge and not on an ongoing
basis.

Note X provides the required disclosures of the uncertainty arising from IBOR reform for hedging

Tilawadayadniu

v v g Y v
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Lmalﬁﬁlm: PwC Practical guide to Phase 1 amendments IFRS 9, IAS 39 and IFRS 7 for IBOR reform
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Effect of IBOR reform

Following the financial crisis, the reform and replacement of benchmark interest rates such as GBP LIBOR
and other interbank offered rates (‘IBORs’) has become a priority for global regulators./There is currently

.......... laaaaes

to no longer compel panel banks to participate in the GBP LIBOR submission process after the end of 2021
and to cease oversight of these benchmark interest rates. Regulatory authorities and private sector working
groups, including the International Swaps and Derivatives Association ('ISDA’) and the Working Group on
Sterling Risk-Free Reference Rates, have been discussing alternative benchmark rates for GBP LIBOR.

It is currently expected that SONIA (Sterling Overnight Index Average) will replace GBP LIBOR. There are
key differences between GBP LIBOR and SONIA. GBP LIBOR is a ‘term rate’, which means that it is
published for a borrowing period (such as 3 months or 6 months), and it is ‘forward looking’, because it is
published at the beginning of the barrowing period. SONIA is currently a ‘backward-looking’ rate, based on
overnight rates from actual transactions, and it is published at the end of the overnight borrowing period.
Furthermore, GBP LIBOR includes a credit spread over the risk-free rate, which SONIA does not. To
transition existing contracts and agreements that reference GBP LIBOR to SONIA, adjustments for term
differences and credit differences might need to be applied to SONIA, to enable the two benchmark rates
to be economically equivalent on transition.

ansnanile
#1999

CU23.412. As explained in more detail above, these mortgages are hedged, using a portfolio of interest rate,/

WiasTisn: PwC Practical guide to Phase 1 amendments IFRS 9, IAS 39 and IFRS 7 for IBOR reform
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cont.

At the time of reporting, industry working groups are reviewing methodologies for calculating adjustments
between GBP LIBOR and SONIA. The Working Group on Sterling Risk-Free Reference Rates has stated
that it anticipates that a term SONIA reference rate could be developed in the first quarter of 2020.

1 The Group currently has a significant number of contracts which reference GBP LIBOR and extend bheyond

{| operational and conduct risks and possible financial losses. This transition project will include changes to
systems, processes, risk management and valuation models, as well as managing related tax and
accounting implications. The Group currently anticipates that the areas of greatest change are updating
systems and processes which capture GBP LIBOR-referenced contracts, amendments to those contracts,
and updating hedge designations. The Group continues to engage with industry participants and the FCA
| to ensure an orderly transition to SONIA and to minimise the risks arising from transition.

The IASB is currently working through Phase 2 of amendments to IAS 39 and IFRS 9 for IBOR reform,
which is expected to focus on, amongst other topics, accounting for modifications for contracts following
IBOR reform, and amendments to hedge accounting documentation for IBOR reform. The Group continues
to follow the status of the IASB’s IBOR reform project, and it will assess the impact for the Group as further
information becomes available.

LIBOR = SONIA

LLMéQﬁ@J’]: PwC Practical guide to Phase 1 amendments IFRS 9, IAS 39 and IFRS 7 for IBOR reform
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IFRS7(24A) The following table contains details of the hedging instruments used in the Group's hedging strategies:
FRSTRAHE) e
Carrying amount Balance Changes in fair Nominal
sheet line value used for amount
item(s) calculating directly
hedge impacted
) o ineffectiveness by IBOR
Notional Assets  Liabilities s
IIUIURUVDY
CU00  CU000  CU'000 CU000 CU'000 inSeslefily
Uasiuauides
d iy
Fair value A NET ST
hedges o
lasunansznuy
IUIURUVDY
Interest rate 4 A daw
\n309denily
Jostuanuides
Interest rate 23,412 301 6812 Hedging (192) 18,186 dmiy
swaps Derivatives ----------------- ﬂqﬁluguﬁuﬁfﬁ

lasunansenu

Of the CU23,412 nominal amount of interest rate swaps above, CU5,226 will mature before the

LL‘VIa'QﬁIm: PwC Practical guide to Phase 1 amendments IFRS 9, IAS 39 and IFRS 7 for IBOR reform
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IFRST7(24B) The following table contains details of the hedged exposures covered by the Group's hedging strategies:

..........

Carrying amount of Accumulated amount of Balance Change in fair
hedaed item fair value adjustments Sheet line value of hedged
g on the hedged item item item for
ineffectiveness
assessment
Assets Liabilities Assets Liabilities
CcuU000 cu'o00 Ccu'000 CcuU'o00 Ccu'000
Fair value
hedges
Interest rate
- Fixed-rate 23,412 - 648 326 Loans and 202
mortgages advances
to
customers

d L
Exposure #il@sunansznu

LLuﬁqﬁ'm; PwC Practical guide to Phase 1 amendments IFRS 9, IAS 39 and IFRS 7 for IBOR reform #



IFRS 7 (24H)(d)

Effect of IBOR reform - significant assumptions

In calculating the change in fair value attributable to the hedged risk for the fixed-rate mortgages, the Group
has made the following assumptions that reflect its current expectations:

e The Group has assumed that pre-existing fallback provisions in the mortgages do not apply to
IBOR reform:

e Mortgages move to SONIA during 2022, and the spread will be similar to the spread included in
the interest rate swaps used as hedging instruments; and

¢ No other changes to the terms of the hedged mortgages are anticipated.

¢ The Group has incorporated the uncertainty over the timing of the move to SONIA for the
mortgages by probability weighting three different timing scenarios. For each scenario, the Group
has reflected the other uncertainties associated with the reforms (principally, the resulting
adjustment to the spread) by adding an additional spread to the discount rate used in the
calculation.

winasiiun: PwC Practical guide to Phase 1 amendments IFRS 9, IAS 39 and IFRS 7 for IBOR reform




IFRS7(24C)

The following table contains information regarding the effectiveness of the hedging relationships designated
by the Group, as well as the impacts on profit or loss and other comprehensive income:

Gains/(loss) recognised Hedge ineffectiveness  P&L line item that includes

in OCI recognised in P&L hedge ineffectiveness
Ccu'000 CuU'000
Fair value
hedges
Interest rate
Fixed-rate n/a 10 Net trading income

mortgages

Wrasian: PwC Practical guide to Phase 1 amendments IFRS 9, IAS 39 and IFRS 7 for IBOR reform
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Thank you

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we
endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will

continue to be accurate in the future. No one should act upon such information without appropriate professional advice after a thorough examination of the
particular situation. Materials published may only be reproduced with the consent of FAP.
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