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What impact will IFRS 9 have on your business?

IFRS 9

More data 
required 

Detailed 
guidance 

which may be 
difficult to 

understand 
and apply

More 
judgment 
involved
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Getting prepared for IFRS 9

Parallel run, 

identify and 

resolve issues

Develop knowledge 

and skills related to 

IFRS 9 principles

Impact assessment

Implementation 

efforted

2
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Agenda

Session

1 Overview of IFRS 9 and implementation plan in Thailand

2 IFRS 9 Classification and Measurement

3 IFRS 9 Impairment

4 IFRS 9 Hedge accounting

5 Transition requirements (with applying IFRS 9 with IFRS 

4 phase II)

6 Concluding remark
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IASB project on Financial Instruments

The IASB issued the final version of IFRS 9 Financial Instruments 

on July 24, 2014.

Classification and Measurement

Impairment

General Hedge Accounting

Macro Hedge Accounting Separate project
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Pre 2013 20182014

IFRS 9 Financial Instruments

General Hedge 

Accounting

Phase

Finalized

Macro Hedging
Discussion 

Paper

Effective 

1/1/2018 

Impairment
New Impairment 

Model

Classification &

Measurement 

Phase 

Finalized

Limited 

Amendments 

ED

Limited

Amendments

2013

Exposure 

Draft

Development of IFRS 9 Financial Instruments
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ÁRestatement of prior periods has been simplified

1 January 2018

Retrospective

Unless permitted or defer it IFRS 9 shall be 

applied for annual periods beginning on or 

after

Early application permitted

Transition and Effective Date

ÁApplication of all requirements 

of IFRS 9 (2014)

ÁExemption: Financial liabilities 

designated at fair value through 

profit or loss 

In September 2016 the IASB issued 

amendments that insurers have the 

possibility to defer IFRS 9 to the 

earlier of the effective date of IFRS 4 

Phase II or 1 January 2021. 
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IFRS 9 Overview
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Amendments compared to IAS 39?

Scope None

Recognition & derecognition None

Classification and 

measurement of financial 

assets

New model regarding the classification and measurement based on:

Å the entityôs business model (portfolio perspective), and

Å the contractual cash flow characteristics (CCC criterion) of the individual financial asset

Classification and 

measurement of financial 

liabilities

Å No amendments regarding classification

Å New requirements for the accounting of changes in the fair value of an entityôs own debt 

where the FVO has been applied (ñown credit issueò)

Embedded derivatives

Bifurcation of embedded derivatives needs to be assessed for hybrid contracts containing a 

host that is a financial liability or a host that is not an asset within the scope of IFRS 9 (hybrid 

contracts with a financial asset as a host contract are classified in their entirety based on the 

CCC criterion)

Amortised cost 

measurement
None

Impairment Change to expected loss model

Hedge Accounting (HA)

Å New model more closely aligns HA with risk management activities

Å Accounting policy choice to apply the hedge accounting model in 

IAS 39 in its entirety or the accounting for portfolio fair value hedges under IAS 39 if 

applying IFRS 9 hedge accounting

Å Separate active project on accounting for macro hedging activities (currently not part of 

IFRS 9)

IFRS 9 key consideration
Major amendments



IFRS 9 Classification

and Measurement
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What will you learn?

Obtain a working 

knowledge of 

classifying financial 

instruments into the 

appropriate 

categories under 

IFRS 9

Obtain a working 

knowledge of 

measurement 

requirements under 

IFRS 9

Identify and discuss 

the impact on clients 

related to the key 

provisions of C&M

Classification and 

Measurement

10
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Why make changes to IFRS 9?
Classification and Measurement

IFRS 9

ÅReduces the complexity of 

classification categories and 

measurement requirements

Å Makes the classification and 

measurement model 

compatible to a single 

impairment model

Å Improves comparability and 

makes reporting easier to 

understand for readers

IAS 39

Å Contains many different 

classification categories and 

associated measurement and 

impairment requirements, 

reducing comparability

Å Application issues arose on 

classification and 

measurement of financial 

assets

Å Difficult to understand and 

apply in practice
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What are the differences?
IA

S
 3

9
 C

la
s
s
if
ic

a
ti
o
n Rule-Based

Complex and difficult to 
apply

Own credit gains and losses 
recognized in P&L for fair 

value option (FVO) liabilities

Complicated reclassification 
rules

IF
R

S
 9

 C
la

s
s
if
ic

a
ti
o

n Principle-based

Classification based on 
business model and nature 

of cash flows

Own credit gains and losses 
recognized in OCI for FVO 

liabilities

Business model-driven 
classification
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Classification and Measurementðoverview

Financial assets
Are the cash flows 

considered to be solely 

principal and interest 

(ñSPPIò)?

What is the business 

model?

What is the 

measurement category?

Are alternative options 

available?

New

Certain modifications 

of the relationship 

between principal and 

interest are 

permissible

No FVTPL

FVOCI option for 

equity investments 

(dividends in P&L)

Yes

Hold to collect 

contractual cash 

flows

Hold to collect 

contractual cash 

flows AND to sell

All other strategies

Amortized Cost

FVTOCI

FVTPL

FVTPL option 

(in case of acc. 

mismatch)

FVTPL Option

(in case of acc. 

mismatch)
New

New in the 

final version 

of IFRS 9
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Contractual cash flow characteristics

Contractual cash 

flows are solely 

payments of principal 

and interest 

(SPPI)  

key characteristics

Interest can 

comprise a return 

for:

Å Time value of 

money

Å Credit risk

Å Liquidity risk

Å Amounts to cover 

expenses and 

profit margin

Contractual terms 

that change the 

timing or amount of 

cash flows

Returns 

consistent with 

basic lending 

arrangement

Modified time 

value of money 

(TVM)

Assess on an 

asset by asset 

basis.

14
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Contractual changes that meet the SPPI criterion

ÅPermits the issuer to prepay the debt instrument or the holder 
to put the debt instrument back to the issuer before maturity; 
and

ÅThe prepayment amount substantially represents unpaid 
amounts of principal and interest on the principal amount 
outstandingïwhich may include reasonable additional 
compensation for the early termination of the contract.

Prepayment 
feature

ÅPermits the issuer or the holder to extend the contractual 
term; and

ÅResults in contractual cash flows during the extension period 
that are SPPI on the principal amount outstanding.

Term 
extension 

feature

15



16
© 2016 Deloitte Touche Tohmatsu Jaiyos Audit Co., Ltd.

Business 
model 

managing 
financial 
assets

Cash flows SPPI + 

Collect contractual 
cash flows 

Amortized cost

Cash flows SPPI + 

Both collecting 
contractual cash 
flows and selling 
financial assets 

FVTOCI
Not collecting cash 
flows and selling  
financial assets

FVTPL

Assess on a 
portfolio basis (not 

individually)Sales infrequent or 

insignificant in value

Sales occur due to 

increase in credit risk

Unless fair value option 

selected to reduce an 

accounting mismatch 

FVTPL

Greater 

frequency and 

volume of sales

Business Model

16
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Management of 

groups of 

financial assets

to achieve 

a particular 

business 

model

Business model is determined by the entityós

key management personnel (as defined in IAS 24)

Evaluation of performance of the 

business model and internal reporting

Risk that affect the performance of the 

business model and management of 

those risks

How managers are compensated (e.g. 

based on fair value)

Business 

model 

assessment 

according to 

IFRS 9

A business model can typically be observed through 

the activities that an entity undertakes to achieve its 

business objective, e.g.

Business model
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Fair Value Through Other Comprehensive Income

A new measurement category Fair Value through Other Comprehensive Income 

(FVTOCI) has been introduced in July 2014.

Debt 
instruments 
measured at 

FVTOCI

Interest 
revenue, FX 

G&L and 
impairment 

G&L 
recognized in 

P&L

All other G&L 
recognized in OCI

Initial and 
subsequently 
measured at 
Fair Value
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Equity securities classified and measured at FVTOCI

IFRS 9 requirements ïCase study 1 

First set of circumstances

ÅContractual cash flows NOT solely payments of principle and interest

ÅNon-held for trading investment in an equity instrument that is designated at FVTOCI at 

initial recognition

Accounting

ÅClassified as FVTOCI

ÅDividends recognized in profit or loss

ÅAll other gains/losses recognized in OCI

ÅUpon de-recognition amount in OCI are NOT reclassified to profit or loss, but will be 

brought into tax when derecognized
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Debt securities classified and measured at FVTOCI (Contôd)

IFRS 9 requirements ïCase study 2 

Second set of circumstances

ÅContractual cash flows solely payments of principle and interest

ÅHeld within a business model  whose objective is achieved by both collecting contractual 

cash flows and selling financial assets

ÅNOT irrevocably designated at FVTPL at initial recognition

Accounting

ÅClassified as FVTOCI

ÅInterest, impairment and foreign currency gains/losses recognized in profit or loss

ÅAll other gains/losses recognized in OCI

ÅUpon de-recognition amount in OCI ARE reclassified to profit or loss, but will then be 

brought into tax
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Recapðother measurement models 

ÅInitially and subsequently measured at fair value.

ÅAll G&L recognized in P&L.

FVTPL

ÅInitially measure at fair value.

ÅCalculate interest revenue using the effective interest 
method, applied to the gross carrying amount of the asset.

ÅPurchased or originated credit-impaired financial assets: 
apply the credit-adjusted effective interest rate to amortized 
cost from recognition.

ÅSubsequently credit-impaired financial assets: apply the 
credit-adjusted effective interest rate to the amortized cost of 
the financial asset.

ÅInstruments which meet the amortized cost criteria must be 
measured at amortized cost unless the fair value option is 
elected.

Amortized cost
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Measurement of equity instruments

ÅEquity investments are typically held at FVTPL as they fail the 
contractual cash flow test.

ÅDerivative instruments linked to unquoted equity investments must
be held at FVTPL.

FVTPL

ÅIrrevocable option to elect to measure an equity investment at 
FVTOCIïmake at initial recognition.

ÅRecognize dividend income through P&L. FVTOCI

ÅCost may be an appropriate estimation of FV for unquoted 
investments if there is insufficient recent info, or if there is a wide 
range of possible FVs. 

ÅIndicators that this may not be appropriate are provided in IFRS 9 
B5.2.4. (Be careful!)

Estimate

FV

not at 

cost

including changes to market, performance, global economy, 

economic environment, competitors, technical progress
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Amortized cost FVTOCI FVTPL
FVTOCI (Equity 

Instrument)

Statement of financial 

position

P&L

OCI

Recycling

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

Subsequent 

measurement

Initial recognition
plus transactions costs plus transactions costs plus transactions costs

Fair Value according to IFRS 13

Recognition and measurement financial assets
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Reclassification

Entityôssenior

management

changes business model

2

Reclassification of financial 

assets prospectively from the

reclassification date

3

The first day of 

the first reporting 

period following 

the change in

business model

External or internal 

changes which are 

significant to the entityôs 

operations

1

demonstrable to external parties
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Assets

When an entity 

changes its business 

model for managing 

financial assets.

Liabilities

Å An item which was previously a designated and effective hedging 

instrument in a cash flow hedge or net investment hedge, that no 

longer qualifies;

Å An item that becomes a designated and effective hedging instrument 

in a cash flow hedge or net investment hedge; and

Å Changes in measurementïcredit exposure designated as FVTPL

Common examples of changes that are 

not reclassifications

When is reclassification allowed?

NEVER
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Reclassification of financial assets

Reclassification 
possible when, 
and only when, 
the entityôs 

business model 
for financial 

assets changes

Reclassification 
should be 

infrequent

The changes 
must be 

significant       
to the entityôs 

operations

The changes 
must be 

demonstrable
to external 

parties

Prospective
but only applied 

once the 
business model 

has changed

Determined by 
senior 

management 
following internal/ 
external changes

EXAMPLES:

Å Acquisitions

Å Disposals

Å Termination of 

business lines

Would NOT include:

- Change of intention relating to 

particular assets

- Temporary disappearance of a 

particular market for FAs

- Transfer of FAs between parts of 

the business with different models.
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Reclassification of financial assets

Amortized 
Cost to

FVTOCI

1. Recognize @ FV

2. Difference between 
previous carrying 
amount and FV 
recognized in OCI

3. No adjustment to 
effective interest rate

FVTOCI to
Amortized 

Cost

1. Recognize @ closing 
FV + amounts 
already in OCI

2. No adjustment to 
effective interest rate

3. Only impacts OCI, 
not P&L

FVTOCI to FVTPL

1. Continues to be 
measured at fair 
value

2. IAS 1 reclassification 
adjustment of 
cumulative amounts 
from OCI to P&L

No reclassification possible where investments 

in equity instruments have been designated 

FVTOCI at initial recognition
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Reclassification of financial assets

Amortized 
Cost to

FVTPL

1. Recognize @ FV

2. Difference between 
previous carrying 
amount and FV 
recognized in P&L.

FVTPL to
Amortized 

Cost

1. Closing FV becomes 
the new AC opening 
gross carrying amount.

2. A new EIR and 
measurement of loss 
allowance for 
expected credit losses 
will be required

FVTPL to FVTOCI

1. Continue to measure 
at fair value.

2. A new EIR and 
measurement of loss 
allowance for 
expected credit losses 
will be required

No reclassification possible where assets have 

been designated FVTPL to prevent any 

accounting mismatches.
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Financial 

liabilities

Fair value 
option

Measure at 
FVTPL 

(if specific criteria 
are met)

FV gains/losses 
related to credit risk 

is presented 
separately in OCI

Other FV 
gains/losses 

presented in P&L

Amortized  
cost

Classification and measurement of financial liabilities

The IFRS 9 classification and measurement model for financial liabilities is the 

same as under IAS 39 except for the following:

Å The presentation of fair value changes for own credit;

Å Liabilities presented as equity (e.g., puttables) must be held at FVTPL; and

Å Derivative liabilities over unquoted equities can no longer be measured at 

cost.

Cannot be recycled 

to P&L and can be 

applied in isolation

Held for 
trading 

(including 
derivatives

Measure at 
FVTPL

Financial 
guarantee 
contracts

Measure at the higher of:
ÅAmount of loss allowance; 
ÅAmount initially recognized, 
less cumulative income 
recognized
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Embedded derivatives

Definition: a component of a hybrid contract that includes a non-derivative host.

Is the host contract a 

financial asset within the 

scope of IFRS 9?

Is the embedded derivative closely related to the host 

contract?

Classify and 

measure the hybrid 

contract as one 

financial asset.

Account for the hybrid contract 

measured in line with the 

standard that is relevant to the 

host contract.

Y

N

Y

Would a separate instrument with 

the same terms as the embedded 

derivative meet the definition of a 

derivative? 

Account for the 

hybrid contract as 

one instrument 

measured at FVTPL.

Is the liability held at FVTPL, 

either because it is held for 

trading, or because the entity 

has designated it as FVTPL?

Y

Y

N

Account for the host contract in line with the relevant 

standard and account for the embedded derivative 

separately as a derivative

Is the host contract a financial 

liability within the scope of

IFRS 9?

Y

N

NN
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Disclosures 

Classification and Measurement

ÅWhen a financial asset is reclassified from amortized cost to 
FVTPL, recognize any gain or loss arising on revaluation as a 
separate line item in OCI

ÅWhen a financial asset is reclassified from FVTOCI to FVTPL, 
disclose separately any transfers of amounts recognized in OCI to 
P&L

Information to be 
presented in the 

performance 
statement 

(IAS 1.82)

ÅTransfers of gains or losses within equity, including the reason for 
transfer and the amounts involved

ÅAmounts presented in OCI that were realized at derecognition 
during the reporting period (if any)

Financial liabilities 
designated at 

FVTPL 

(IFRS 7.10-10A)

ÅDisclose which investments in equity instruments that have been 
designated as FVTOCI and why

ÅFair value of each such investment at the reporting date

ÅDividends recognized during the reporting period

ÅAny transfers of cumulative gains or losses within equity and 
reasons why

ÅDisclose information about derecognized investments in equity 
instruments measured at FVTOCI, including the reasons for 
disposal, their FV at disposal, and the gain/loss on disposal

Investments in 
Equity instruments 

at FVTOCI 

(IFRS 7.11A and 7.11B)
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Discussion

Talking points

How?

ÅFamiliarize with the criteria for measurement categories, then emphasize to your client 
that the criteria for classification into the appropriate measurement category are 
significantly different to IAS 39 and highlight the key differences.

Where?

ÅAll financial assets should be assessed based on their cash flow characteristics and 
/or the business model.

ÅThe assessment of the business model and SPPI criteria may require significant 
judgement. 

What?

ÅNeed to obtain information to support the objective of the business model adopted

ÅNeed to assess the contractual provisions to determine whether the SPPI criterion is 
met.

When?

ÅEarly adoption of the óown creditô amendment only should relieve some P&L volatility 
caused by fluctuations in an entityôs own credit risk (especially banks).

ÅEarly adoption of hedge accounting requirements may allow entities to apply hedge 
accounting where they could not have before, and to reduce P&L volatility.

How should you address classification and measurement 

with your clients? 

Where should you start?

What information will you need?

When should you adopt IFRS 9?



33
© 2016 Deloitte Touche Tohmatsu Jaiyos Audit Co., Ltd.

Choices insurers need to make

IFRS 9 Classification and measurement
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Summary

Å Driven by business model and contractual cash flow 

characteristics

o Amortized cost (collects cash flows, passes SPPI test)

o FVTOCI (collects cash flows, sells instruments and 

passes SPPI test)ïor designated under FVO

o FVTPL (not one of the above)

Å Investments in equity instruments always at FV

Å FVTOCI for non-trading equity investments by election

Classification and 

Measurement

Å For a cash flow to be SPPIïreturns need to be consistent 

with a basic lending arrangement
Contractual cash flow 

Å Collecting contractual cash flows

Å Selling financial assets

Å Collecting contractual cash flows and selling financial assets

Å Or other models

Business Model

Å Changes in FV recognized in OCI for financial liabilities 

designated as at FVTPL
Own credit



IFRS 9 Impairment
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What will you learn?

Obtain a working 

knowledge of the 

new impairment 

model under 

IFRS 9.

Identify the key 

differences of the 

impairment model 

between the 

existing and new 

requirements.

Identify the impact 

of the key 

provisions of 

Impairment.

Impairment model
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Why have changes been made to the impairment model under IFRS 9?

Reduce reliance on 

identifying ñincurred lossò 

triggers

Financial crisisï

delayed recognition 

of credit losses

Incurred loss modelï

earnings 

managementïreduce 

the cliff effect

Reduce complexity of  

multiple impairment 

measures 

Enhance 

comparability
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How is this different from existing practices?

IAS 39

Multiple 
impairment models 
ïincurred loss

IFRS 9

One 
impairment model 
ïexpected losses
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AC FVTOCI

FVTPL/FVTOCI Option 

for certain equity 

instruments

V
Within the scope of the impairment model

U
Outside the scope of 

the impairment model

Financial assets in the scope of IFRS 9

Loan 

commit-

ments 

(unless @ 

FVTPL)

Financial 

guarantees 

(unless @ 

FVTPL)

Lease 

receivables

Contract 

assets 

(IFRS 15)

Scope

Subsequent measurement é
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Expected credit loss (ECL) model

Stage 1

No significant

increase in credit risk

12-month expected 

credit losses 

interest calculated 

on gross carrying 

amount

Stage 2

lifetime expected 

credit losses

Significant increase in credit 

risk and greater than low credit 

risk but no objective evidence 

of impairment

interest calculated 

on gross carrying 

amount

Stage 3

Objective evidence 

of impairment

lifetime expected 

credit losses

interest calculated 

on net carrying 

amount

ÅLow credit risk model

ÅPurchased or originated credit-impaired financial assets

ÅTrade receivables and contract assets

Simplifications 

and exceptions: 
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Expected loss allowance

12-month vs. lifetime

12-month expected credit losses Full lifetime expected losses

Å Full lifetime ECLs are those that result 

from all possible default events over 

the expected life of the financial 

instrument.

Å Impairment losses are measured at 

lifetime ECLs if an instrumentôs credit 

risk has increased significantly since 

initial recognition.

Å If a significant increase in credit risk 

reverses by a subsequent period, then 

measurement of the impairment 

allowances will revert to 12-month 

ECLs (except for purchased/originated 

credit-impaired instruments).

Å 12-month ECLs are those that result from 

default events on the financial instrument 

that are possible within the 12 months after 

the reporting date.

Å The lifetime cash shortfalls that will result if 

a default occurs in the 12 months after the 

reporting date (or a shorter period if the 

expected life of a financial instrument is 

less than 12 months), weighted by the 

probability of that default occurring.

Å Do not confuse with the idea of the cash 

shortfalls expected in the next 12 monthsï

these are different concepts.



Significant Increase in Credit Risk
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Relative model

Credit risk on initial 

recognition
Current credit risk

Initial recognition Reporting date

Significant increase in credit risk

Transfer out of Stage 1

Stage 2Stage 1

Significant 

increase in 

credit risk?

compare
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Transfer out of Stage 1

Assumptions and Approximations

Significant 

increase in 

credit risk?

Stage 2

More than 30 

days past due

Rebuttable 

assumption

Latest point of 

transfer to stage 

2

Policy choice

Stage 1

Low credit risk

e.g., investment 

grade
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t5t0 t1

Significant increase 

in credit risk

Past due 

status > 30 

days

Delay of transfer out of 

stage 1Stufe 

1

Stage 

2

Stage 

1

é assessment needs to be performed on a collective basis by considering 

information on portfolio or sub-portfolio level

Collective or individual assessment

Transfer out of Stage 1

If transfer out of stage 1 CANNOT be identified on a timely basis é
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Transfer out of Stage 1

Collective or individual assessment

General principle

In order to meet the objective of recognising lifetime expected 

credit losses for significant increases in credit risk since initial 

recognition, it may be necessary to perform the assessment of 

significant increases in credit risk on a collective basis. 

This is to ensure that lifetime expected credit losses are 

recognised when there are significant increases in credit risk, even 

if such information is not available at an individual instrument level. 

Interest rates 

expected to rise!

XYZ sector hit hard by new 

developments ïjob cuts 

expected!
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Assessment of a significant increase in credit risk

Assessment of 
the increase in 

credit risk

Relative
assessmentï

compare
inception and 
reporting date

Acc. policy 
choice: assume 
no increase if 

low credit risk at 
the reporting 

date

B5.5.22-24

Use reasonable 
and supportable 
forward-looking 
information that is 
available without 
undue cost/effort

B5.5.15-18

Rebuttable 
presumption 
when more 

than 30 days 
past due

B5.5.19-21

May assess 
credit risk 

increases on a 
collective basis

B5.5.1-6

Significant 
increase 

normally occurs 
before credit-

impairment
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Reasonable, supportable informationðfactors to consider

Significant increases in

credit risk on the borrowerôs 

other financial instruments, 

or changes to the 

loan documentation

for the existing asset

Significant changes

to the entityôs 

expected performance 

and behavior or past due 

information

Changes in 

internal indicators 

of credit risk

An actual/expected 

internal credit 

rating downgrade

Significant changes in 

the value of collateral, 

quality of a 

guarantee, or 

reductions in 

other support

Actual/expected 

changes in a 

borrowerôs 

operating results

Actual/forecast

changes in an

entityôs external

credit rating

Changes in external 

market

indicators 

of price risk

Existing/forecast adverse 

changes in business, 

financial, economic 

conditions; or in the 

regulatory/technological/ 

environment



Transfer to Stage 3
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Transfer out of Stage 2

Indicators that an instrument is Credit-impaired

Lenders grant a 

concession relating 

to the borrowerôs 

financial difficulty

Probable 

bankruptcy or 

other financial 

reorganisation

Breach of contract

(e.g. past due or 

default)

Credit-

impaired
Significant 

financial difficulty 

of the borrower

Disappearance of an 

active market for that 

financial asset because 

of financial difficulties
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Transfer out of Stage 2

Interest Revenue

Credit-impaired

Stage 1 Stage 2 Stage 3

Gross carrying amount Net carrying amount
Apply effective 

interest rate to 

é

Reportin

g date t0

Reporting 

date t1

Reportin

g date t2
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Measurement of expected credit losses

Measurement on 

individual instrument 

or on portfolio level.

Collective 

assessment

Discounted to the 

reporting date using the 

effective interest rate at 

initial recognition or an 

approximation thereof.

Time value of money
The estimate shall always reflect:

Å the possibility that a credit loss occurs; and

Å the possibility that no credit loss occurs.

Expected value

Shortfalls of principal and 

interest as well as late 

payment without 

compensation.

Cash shortfalls

Maximum contractual period 

under consideration of 

extension options.

Period

All reasonable and 

supportable information, 

which is available without 

undue cost or effort 

including information 

about past events, current 

conditions, and forecasts 

of future economic 

conditions.

Information
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12-month Expected Credit Loss (ECL) Measurement
Probability of Default (POD) approach

Facts: 

Entity as a lender - Single 10 year loan for CU1million

Assessment:

ÁAt initial recognition, the POD over the next 12 months is 0.5%

ÁAt reporting date, no change in 12-month POD; and entity 

assesses that no significant increase in credit risk since initial 

recognition ïtherefore Lifetime ECL is not required to be 

recognised

ÁLoss given default (LGD) is determined to be 25% of  gross 

carrying amount

Loan CU 1,000,000 A

LGD 25% B

POD ï12 months 0.5% C

Loss Allowance (for 12-month ECL) CU 1,250 A x B x C
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12-month Expected Credit Loss (ECL) Measurement
Loss Rate (LR) approach

Facts: 

Á Bank as a lender ï2,000 bullet loans with total gross carrying amount of CU500,000

Á Portfolio segmented into borrower groups (X & Y) based on shared credit risk 

characteristics at initial recognition

Á Historical defaults per 1000 loans sample: 4 defaults (Grp X) and 2 defaults (Grp Y)

Assessment:

ÁBank considers forward looking information and expects an increase in defaults over the next 

12 months compared to the historical rate: 5 defaults (Grp X) and 3 defaults (Grp Y)

ÁAt the reporting date, the entity assesses that the expected increase in defaults does not 

represent a significant increase in credit risk since initial recognition for the portfolios ï

therefore Lifetime ECL is not considered.

# clients

in 

sample

Estimated 

GCV per 

client

Expected 

defaults

Estimated 

GCV at 

default

PV of 

observed 

loss

Loss rate

Group A B C D= B x C E F = E / B

X 1,000 CU200 5 CU1,000 CU750 0.375%

Y 1,000 CU300 3 CU900 CU675 0.225%

These Loss Rates are 

then used to estimate 

12- month ECL on new 

loans in Group X and 

Group Y that originated 

during the year and for 

which the credit risk 

has not increased 

significantly since 

initial recognition
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Disclosuresðnew ECL impairment model

The disclosures shall enable users of financial statements to understand the effect 

of credit risk on the amount, timing and uncertainty of future cash flows. IFRS 7 

disclosure requirements for credit risk are:

ÅHow these relate to recognition and 
measurement of ECL

ÅMethods, assumptions, information

Credit risk 
management 

practices

ÅAmounts in FS arising from ECL

ÅChanges in amount of ECL

ÅReason for changes

Quantitative 
and 

qualitative 
information

ÅCredit risk inherent in entity

ÅCredit risk concentrations
Entityôs credit 
risk exposure
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Disclosuresðinterest and loss allowances

Interest

ÅStage 1&2 assets, apply EIR to gross carrying amount.

ÅStage 3 assets, apply EIR to net carrying amount.

ÅDisclose total interest charge/income separately from FV gains/losses for each 
classification of financial instrument. 

Loss 
allowances: 

FVTOCI

ÅLoss allowances do not affect the carrying amount of financial assets held at 
FVTOCI.

ÅCharge for loss allowances recognized in P&L ñother gains and lossesò. 
Corresponding credit taken to OCI.

Loss 
allowances: 
amortized 

cost

ÅLoss allowances recognized within P&Lïñother gains and lossesò.

General 
disclosures: 

loss 
allowances

ÅFor each class of financial instrument, disclosure of a reconciliation from the opening 
balance to the closing balance of loss allowances. 

ÅAdditionally disclose the total amount of undiscounted expected losses at initial 
recognition of financial assets recognized during the reporting period. 
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Å Forward-looking model
Expected credit loss 

model

Summary

Å Significant increase in credit risk 

Å Presentation of interest: gross vs. net]

Three stages of 

impairment model

Å 30 days rebuttal]
Significant increase in 

credit risk

Å Lifetime ECL not significant finance component

Å Accounting policy choice if significant finance component

Å Provision matrix for receivables

Trade receivables

Å Extensive disclosures required

Å ECL provision, assumptions and inputs
Disclosures



IFRS 9 Hedge 

accounting


