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Summary and invitation to comment

Why is the IASB issuing this Exposure Draft?

The delayed recognition of credit losses that are associated with loans and other financial
instruments was identified during the financial crisis as a weakness in existing accounting
standards. Because the incurred credit loss impairment model (‘incurred loss model’) that
is currently in existence delays the recognition of credit losses until a credit loss event
occurs, the Financial Crisis Advisory Group recommended exploring alternatives to the
incurred loss model that would use information that is more forward-looking.! The
complexity of having multiple impairment models was identified as an additional weakness
of existing accounting standards.

The main objective in developing this proposal is to provide users of financial statements
with more useful information about the expected credit losses on financial assets and on
commitments to extend credit. This objective is addressed through the proposed model,
which provides information about expected credit losses and changes in expectations about
credit losses, and also requires a broader range of reasonable and supportable information
to be used to determine expected credit losses. The complexity that currently arises in
practice is also addressed in these proposals by applying the same impairment model to all
financial instruments that are subject to impairment accounting.

This Exposure Draft is part of the IASB’s project to replace IAS 39 Financial Instruments:
Recognition and Measurement. Ultimately, the new requirements for impairment accounting
will be added as a chapter to IFRS 9 Financial Instruments.

Who would be affected by the amendments in this Exposure
Draft?

Entities that hold financial assets and commitments to extend credit are affected by these
proposals. Financial instruments to which the proposals apply are:

(a) financial assets measured at amortised cost or mandatorily measured at fair value
through other comprehensive income (‘FVOCI’);?

(b) trade receivables and lease receivables; and

() other financial instruments that are subject to credit risk, such as:
(1) some loan commitments; and
(ii) some financial guarantee contracts.

1 As part of their joint approach to dealing with the financial reporting issues arising from the
financial crisis, the IASB and the US-based standard-setter, the Financial Accounting Standards
Board (FASB), set up the Financial Crisis Advisory Group in October 2008 to consider how
improvements in financial reporting could help to enhance investor confidence in financial
markets.

2 FVOCI is a new mandatory measurement category that is proposed in the Exposure Draft ED/2012/4
Classification and Measurement: Limited Amendments to IFRS 9 (the ‘Classification and Measurement ED’).

© IFRS Foundation 4
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What are the main proposals?

The main proposals would require an entity to recognise expected credit losses on financial
assets and on commitments to extend credit, using current estimates of expected shortfalls
in cash flows on those financial instruments as at the reporting date. The entity would
recognise those expected credit losses as a loss allowance (for financial assets) or as a
provision (for commitments to extend credit). Under the proposals, recognition of credit
losses would no longer be dependent on the entity first identifying a credit loss event. In
addition, the range of information that an entity must consider when assessing credit risk
and measuring expected credit losses would be broader. More specifically, the estimate of
expected credit losses would be based on the relevant information that is available without
undue cost or effort, including information about:

(a) past events, such as the historical loss experience for similar financial instruments;
(b) current conditions; and
() reasonable and supportable forecasts that affect the expected collectability of future

cash flows on the financial instrument.

An estimate of expected credit losses would always reflect the probability that a credit loss
might occur and, implicitly, that it might not occur. Accordingly, the proposals would
prohibit an entity from estimating expected credit losses solely on the basis of the most
likely outcome (that is, the statistical mode).

The proposals provide information about changes in the credit quality of financial
instruments. In particular, the main proposals require an entity to distinguish between:

(a) financial instruments that have not deteriorated significantly in credit quality since
initial recognition or that have low credit risk (for example, that are ‘investment
grade’) at the reporting date—for these items, 12-month expected credit losses are
recognised; and

(b) financial instruments that have deteriorated significantly in credit quality since
initial recognition (unless they have low credit risk at the reporting date)—for these
items, lifetime expected credit losses are recognised.

Lifetime expected credit losses are the expected shortfalls in contractual cash flows, taking
into account the potential for default at any point during the life of the financial
instrument. 12-month expected credit losses are the expected shortfalls in contractual cash
flows, taking into account only the potential for default in the next 12 months. Subject to
some simplifications set out below, the expected credit losses that are recognised would be
calculated in this way for all financial instruments that are subject to impairment
accounting (including those that are mandatorily measured at FVOCI in accordance with
the Classification and Measurement ED).

The IASB generally expects that entities will be able to use their current risk management
systems as a basis for implementing the proposals (both to assess whether lifetime expected
credit losses are required to be recognised and to measure expected credit losses). However,
adjustments are likely to be required, for example, to adjust historical loss experience for
expectations of future credit losses and to assess the extent of the deterioration in credit

quality.
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The three stages in the proposed expected credit loss model

There are three stages in the main proposals to reflect the general pattern of the
deterioration of a financial instrument that ultimately defaults. The differences in
accounting relate to the recognition of expected credit losses and, for financial assets, the
calculation and presentation of interest revenue.

(a) Stage 1: financial instruments that have not deteriorated significantly in credit
quality since initial recognition or that have low credit risk at the reporting date.
For these items, 12-month expected credit losses are recognised and interest revenue
is calculated on the gross carrying amount of the asset (ie without reduction for
expected credit losses).

(b) Stage 2: financial instruments that have deteriorated significantly in credit quality
since initial recognition (unless they have low credit risk at the reporting date) but
that do not have objective evidence of a credit loss event. For these items, lifetime
expected credit losses are recognised but interest revenue is still calculated on the
gross carrying amount of the asset.

() Stage 3: financial assets that have objective evidence of impairment at the reporting
date. For these items, lifetime expected credit losses are recognised and interest
revenue is calculated on the net carrying amount (ie reduced for expected credit
losses).

What are the differences between current IFRS requirements and
the proposals?

Current IFRS uses different impairment models for financial instruments within the scope
of this Exposure Draft. The existing models generally require the recognition of credit
losses when there is objective evidence of impairment or when a credit loss is incurred (a
‘recognition threshold’). This recognition threshold is perceived to have caused delay in the
recognition of credit losses. The Exposure Draft proposes to eliminate this threshold;
instead, expected credit losses would always be recognised and updated for changes in
credit loss expectations.

Furthermore, when credit losses are measured in accordance with current IFRS, an entity
may only consider those credit losses that arise from past events and current conditions.
The effects of future credit loss events cannot be considered. The proposals would broaden
the information that an entity is required to consider when determining its estimates of
credit losses. Specifically, this Exposure Draft would require an entity to measure expected
credit losses using relevant information about past events, including historical credit loss
events for similar financial instruments, current conditions and reasonable and
supportable forecasts that affect the expected collectability of cash flows on financial
instruments. As a result, an entity would consider quantitative and qualitative factors that
are specific to the borrower, including the entity’s current evaluation of the borrower’s
creditworthiness. An entity would also consider general economic conditions and an
evaluation of both the current point in, and the forecast direction of, the economic cycle.

© IFRS Foundation 6
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What is the simplified approach?

The IASB noted that the cost of determining whether to recognise 12-month or lifetime
expected credit losses may not be justified for trade receivables and lease receivables.
Consequently, the IASB proposes that, in general, for ‘short-term’ trade receivables an entity
should always recognise a loss allowance at an amount equal to lifetime expected credit
losses.® For ‘long-term’ trade receivables and lease receivables, the proposals would allow
entities to choose an accounting policy to always recognise a loss allowance at an amount
equal to lifetime expected credit losses.* This simplifies the application of the model
because it removes the need for an entity to consider whether the credit quality of these
financial assets has deteriorated significantly since initial recognition.

How would the main proposals differ from the IASB’s previous
proposals?

The IASB has previously issued two exposure documents proposing models to account for
expected credit losses: an Exposure Draft Financial Instruments: Amortised Cost and Impairment
(the ‘2009 ED’), published in November 2009, and a Supplementary Document Financial
Instruments: Impairment (the ‘SD’), published jointly with the FASB in January 2011. In all
cases, the information used to estimate expected credit losses has been the same and is as
set out in this Exposure Draft. In addition, in all cases, the IASB has proposed that an entity
should recognise expected credit losses from the initial recognition of financial
instruments. Recognition would no longer be contingent on a credit loss event occurring.
However, the manner in which expected credit losses are recognised has varied between the
proposals.

Throughout this project, the IASB has observed that the initial expectations of credit losses
are priced into financial assets both when they are originated and when they are purchased.
As a result the IASB has held the view that credit losses expected from the time of the
origination or purchase of a financial asset should ideally be reflected in the yield on the
financial asset, and that economic gains and losses should be recognised when there is a
change in credit loss expectations, as those changes are not priced into the asset. The IASB
has therefore sought to reflect the relationship between initial estimates of credit losses and
pricing. As a result, the IASB considers that it is inconsistent with the economics of lending
to recognise a loss that is equal to lifetime expected credit losses on the initial recognition
of a financial instrument.

The 2009 ED would have achieved this most appropriately. The 2009 ED proposed an
integrated measurement of amortised cost. The effective interest rate was adjusted for
initial expectations of credit losses, and the carrying amount of financial assets measured at
amortised cost was always equal to the present value of the expected future cash flows,
discounted at the credit-adjusted effective interest rate. All changes in the carrying amount
resulting from changes in the expected future cash flows would have been recognised
immediately in profit or loss. However, concerns were raised about the operational
challenges of applying this approach.

3 Specifically, for trade receivables that do not constitute a financing transaction in accordance with
IAS 18 Revenue.

4  Specifically, for trade receivables that constitute a financing transaction in accordance with IAS 18.
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As a result of these concerns and in response to requests to find a common solution with
the FASB, the IASB and the FASB issued the SD. The SD required that an entity should
recognise an allowance for expected credit losses at an amount that depended on whether a
financial asset was in the ‘good book’ or the ‘bad book’. For the bad book, an entity
recognised lifetime expected credit losses, whereas for the good book an entity recognised
an amount equal to the greater of:

(a) credit losses that are expected in the foreseeable future; and
(b) a time-proportionate amount of lifetime expected credit losses.”

Like the proposals in this Exposure Draft, the SD ‘decoupled’ interest revenue from expected
credit losses so that the effective interest rate was not adjusted for credit loss expectations.

In both the SD and the current proposals, the IASB has sought to approximate the outcome
of the 2009 ED, in order to reflect the economic relationship between the pricing of
financial instruments and credit loss expectations, while seeking to overcome the
operational challenges of those proposals. The IASB has proposed to do this by recognising
lifetime expected credit losses on some financial instruments and a portion of lifetime
expected credit losses on others.

When would the proposals be effective?

As for all of its projects, the IASB establishes the effective date of the requirements only on
completion of its redeliberations. In deciding an appropriate date, responses to the
question in this Exposure Draft about the necessary implementation period would be
considered.

How do the proposals differ from the FASB’s expected credit
loss proposals?

Like current IFRS, US GAAP uses an incurred loss impairment model that includes an initial
recognition threshold. In addition, as is the case for current IFRS, when credit losses are
measured under current US GAAP an entity generally considers past events and current
conditions when measuring impairment.

The boards have been working to develop a more forward-looking impairment model based
on expected credit losses. After issuing the SD, the boards worked together to jointly
develop the proposals that formed the initial basis for the proposals in this Exposure Draft.

In July 2012, the FASB decided to revisit its previous tentative decisions on that joint model
and has since decided to develop an expected credit loss model in which no distinction has
been made between those financial instruments that have deteriorated in credit quality
since initial recognition and those that have not. Under the FASB’s proposed Current
Expected Credit Loss (‘CECL’ model), expected credit losses are always recognised at what is
described as ‘lifetime expected credit losses’ in the IASB’s proposals. This is in contrast to
the IASB’s proposal to measure expected credit losses for some financial instruments at an
amount equal to 12-month expected credit losses.

5 This term, and the method for calculating the time-proportionate amount, are explained in detail
in the SD.

© IFRS Foundation 8



FINANCIAL INSTRUMENTS: EXPECTED CREDIT LOSSES

There is a difference in the timing of the recognition of lifetime expected credit losses
between the two models. However, they do share common features. Both models require
the recognition of expected credit losses on all financial instruments, and they both require
the use of the same information when estimating expected credit losses. In addition, for
financial instruments that have deteriorated significantly in credit quality since initial
recognition, the amount of expected credit losses recognised under the two models should
be the same.

The comment periods on this Exposure Draft and on the FASB’s CECL Exposure Draft
overlap. This will enable interested parties to compare the proposals. This Exposure Draft
also includes questions that pertain to the CECL model (see questions 1(b) and 2(c)). This
will enable interested parties to provide responses to the IASB both about our own proposals
and also about aspects of the CECL model.

The IASB and the FASB plan to discuss jointly the comments received on their respective
proposals after the comment periods end. This will provide each board with the
opportunity to consider the views received by the other and for the boards to consider
whether it is possible to more closely align their expected credit loss models.

Contents of this Exposure Draft

The IASB proposes:

(a) to clarify which financial instruments are subject to accounting for expected credit
losses under IFRS 9;

(b) a general approach to recognising and measuring expected credit losses for
financial instruments;

() a simplified approach for trade receivables and lease receivables;

(d) the measurement of financial assets that are creditimpaired at initial recognition;
and

(e) presentation and disclosure requirements to accompany the above.

Invitation to comment

The IASB invites comments on all matters in this Exposure Draft and, in particular, on the
questions set out in the following paragraphs. Comments are most helpful if they:

(a) respond to the questions as stated;

(b) indicate the specific paragraph or paragraphs to which the comments relate;
() contain a clear rationale; and

(d) describe any alternatives that the IASB should consider, if applicable.

Respondents need not comment on all of the questions and are encouraged to comment on
any additional matters. However, the IASB is not seeking comments on aspects of IFRS 7
Financial Instruments: Disclosures, IFRS 9 or IAS 39 that are not addressed in this Exposure
Draft. In addition, this Exposure Draft presents the IASB’s conclusions in the following
areas that have been subject to previous Exposure Drafts and thus the IASB is not
specifically seeking comments on these issues:

9 © |FRS Foundation
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(a) amortised cost and the measurement of the gross carrying amount;
(b) write-off of financial assets; and
() measurement of expected credit losses at an expected present value.

The IASB will consider all comments received in writing by 5 July 2013.

Objective of an expected credit loss impairment model

Many respondents to the 2009 ED and the SD agreed that a new impairment approach
should be more forward-looking and be based on expected credit losses.

In the IASB’s view, expected credit losses are most faithfully represented by the proposals in
the 2009 ED. Those proposals reflected the economic link between the pricing of financial
assets and the expected credit losses at initial recognition, and required the immediate
recognition of the effects of changes in expected credit losses subsequent to initial
recognition.

To overcome the operational challenges of the 2009 ED, the IASB simplified the approach
for the recognition of expected credit losses in the SD and this Exposure Draft. The SD and
this Exposure Draft still reflect the link between the pricing of financial instruments and
the initial credit quality, and the effects of changes in credit quality, by requiring the
recognition of a loss allowance or a provision at an amount equal to:

(a) a portion of expected credit losses from initial recognition; and

(b) lifetime expected credit losses after significant deterioration in the credit quality of
a financial instrument.

Like the 2009 ED, both documents proposed that, at each reporting date, expected credit
losses would be remeasured by considering updated information.

In the IASB’s view, recognising a loss allowance at an amount equal to lifetime expected
credit losses at initial recognition does not faithfully represent the underlying economics of
financial instruments. Likewise, recognising expected credit losses only when a credit loss
event has occurred results in the delayed recognition of economic losses.

© IFRS Foundation 10
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Question 1

(a) Do you agree that an approach that recognises a loss allowance (or provision) at
an amount equal to a portion of expected credit losses initially, and lifetime
expected credit losses only after significant deterioration in credit quality, will
reflect:

(i) the economic link between the pricing of financial instruments and the
credit quality at initial recognition; and

(i) the effects of changes in the credit quality subsequent to initial
recognition?
If not, why not and how do you believe the proposed model should be revised?
(b) Do you agree that recognising a loss allowance or provision from initial
recognition at an amount equal to lifetime expected credit losses, discounted

using the original effective interest rate, does not faithfully represent the
underlying economics of financial instruments? If not, why not?

The main proposals in this Exposure Draft

The IASB proposes that, except for financial assets that are creditimpaired at initial
recognition or that qualify for the simplified approach (see ‘Exceptions to the general
model’ on page 17), the loss allowance for a financial asset (or the provision for a loan
commitment or financial guarantee contract) shall be measured at an amount equal to
12-month expected credit losses. This is the case unless significant deterioration in credit
quality occurs after initial recognition, in which case the loss allowance (or provision) shall
be measured at an amount that is equal to lifetime expected credit losses. As an exception,
12-month expected credit losses are recognised on financial instruments for which the
credit risk is low at the reporting date.

The IASB compared the information provided by, and the costs of implementing, the SD
with the proposals in this Exposure Draft. In so doing, the IASB considered the SD excluding
the foreseeable future floor (ie assuming that, for the good book, expected credit losses would be
recognised using the time-proportionate approach, whereby an amount that is equal to
lifetime expected credit losses would be recognised over the expected life of a portfolio).
Like the approach in this Exposure Draft, the SD proposed that on some financial assets
(those in the bad book) a loss allowance at an amount equal to lifetime expected credit
losses would be recognised, whereas on other financial assets (those in the good book) a
portion of those credit losses would be recognised. The bad book referred to those financial
assets for which it was deemed inappropriate to recognise expected credit losses over a time
period because of the degree of uncertainty about the collectability of the financial asset.

In the IASB’s view, the model proposed in this Exposure Draft achieves a better balance
between the faithful representation of the underlying economics and the cost of
implementation compared to the model that was proposed in the SD (without the
foreseeable future floor).

11 © |FRS Foundation
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Question 2

(@)

Do you agree that recognising a loss allowance (or provision) at an amount equal
to 12-month expected credit losses and at an amount equal to lifetime expected
credit losses after significant deterioration in credit quality achieves an
appropriate balance between the faithful representation of the underlying
economics and the costs of implementation? If not, why not? What alternative
would you prefer and why?

Do you agree that the approach for accounting for expected credit losses
proposed in this Exposure Draft achieves a better balance between the faithful
representation of the underlying economics and the cost of implementation
than the approaches in the 2009 ED and the SD (without the foreseeable future
floor)?

Do you think that recognising a loss allowance at an amount equal to the
lifetime expected credit losses from initial recognition, discounted using the
original effective interest rate, achieves a better balance between the faithful
representation of the underlying economics and the cost of implementation
than this Exposure Draft?

Scope

The proposed scope of this Exposure Draft will include:

(@)

(b)

(©)

financial assets measured at amortised cost in accordance with IFRS 9, including
trade receivables;

financial assets that are mandatorily measured at fair value through other
comprehensive income (‘FVOCI’) in accordance with the Classification and
Measurement ED;

loan commitments when there is a present contractual obligation to extend credit,
except any loan commitments that are accounted for at fair value through profit or
loss in accordance with IFRS 9;

financial guarantee contracts within the scope of IFRS 9 that are not accounted for
at fair value through profit or loss; and

lease receivables within the scope of IAS 17 Leases and the tentative decisions in the
IASB’s Leases project.

In November 2012, the IASB proposed limited amendments to the classification and

measurement requirements for financial assets in IFRS 9. The Classification and
Measurement ED proposes to introduce a mandatory FVOCI measurement category for
particular financial assets that contain contractual cash flows that are solely payments of
principal and interest. The objective of that measurement category is to provide users of

financial statements with information about both fair value and amortised cost. To achieve

that objective, the IASB proposed in the Classification and Measurement ED that an entity

shall calculate interest revenue and account for expected credit losses in a manner that is

consistent with the requirements applicable to financial assets measured at amortised cost.

Thus, the proposals in this document will apply to that FVOCI measurement category.

© IFRS Foundation 12
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Question 3
(a) Do you agree with the proposed scope of this Exposure Draft? If not, why not?
(b) Do you agree that, for financial assets that are mandatorily measured at FVOCI

in accordance with the Classification and Measurement ED, the accounting for
expected credit losses should be as proposed in this Exposure Draft? Why or why
not?

12-month expected credit losses

The IASB proposes that the loss allowance (or provision) shall be measured at an amount
equal to the 12-month expected credit losses in specific circumstances. 12-month expected
credit losses are the expected shortfalls in contractual cash flows over the life of a financial
instrument that will result if a default occurs in the 12 months after the reporting date,
weighted by the probability of that default occurring.

Question 4

Is measuring the loss allowance (or a provision) at an amount equal to 12-month
expected credit losses operational? If not, why not and how do you believe the portion

recognised from initial recognition should be determined?

Assessing when an entity shall recognise lifetime expected credit losses

The IASB proposes that an entity shall measure a loss allowance (or provision) at an amount
equal to lifetime expected credit losses when the credit risk on a financial instrument has
increased significantly since initial recognition. In making that evaluation, the entity shall
compare the initial credit risk of a financial instrument with its credit risk as at the
reporting date, taking into consideration its remaining life and initial credit risk. The
entity shall also consider whether there is a significant increase in the credit risk rather than
in the expected credit losses (ie the assessment is based on changes in the probability of a
default occurring).

The IASB proposes the following operational simplifications for evaluating whether lifetime
expected credit losses should be recognised:

(@) if the entity estimates that the financial instrument has a low credit risk at the
reporting date (for example, it is ‘investment grade’), then the loss allowance (or
provision) is measured at an amount equal to 12-month expected credit losses
regardless of whether there has been a significant increase in credit risk; and

(b) a rebuttable presumption that a significant increase in credit risk has occurred
when payments are more than 30 days past due if no other borrower-specific
information is available, without undue cost or effort, to decide whether a loss
allowance (or a provision) at an amount equal to lifetime expected credit losses shall
be recognised.

In addition, the IASB proposes that a loss allowance (or a provision) measured at an amount
equal to 12-month expected credit losses shall be re-established for financial instruments if
there is no longer a significant increase in credit risk since initial recognition.

13 © |FRS Foundation
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Question 5

(a) Do you agree with the proposed requirement to recognise a loss allowance (or a
provision) at an amount equal to lifetime expected credit losses on the basis of a
significant increase in credit risk since initial recognition? If not, why not and
what alternative would you prefer?

(b) Do the proposals provide sufficient guidance on when to recognise lifetime
expected credit losses? If not, what additional guidance would you suggest?

() Do you agree that the assessment of when to recognise lifetime expected credit
losses should consider only changes in the probability of a default occurring,
rather than changes in expected credit losses (or credit loss given default
(‘LGD’))? If not, why not and what would you prefer?

(d) Do you agree with the proposed operational simplifications, and do they
contribute to an appropriate balance between faithful representation and the
cost of implementation?

(e) Do you agree with the proposal that the model shall allow the re-establishment
of a loss allowance (or a provision) at an amount equal to 12-month expected
credit losses if the criteria for the recognition of lifetime expected credit losses

are no longer met? If not, why not, and what would you prefer?

Interest revenue

The IASB proposes that an entity shall present interest revenue in the statement of profit or
loss and other comprehensive income as a separate line item.

Interest revenue shall usually be calculated using the effective interest method on the gross
carrying amount of the financial asset. However, interest revenue shall be calculated using
the effective interest method on the net carrying amount (amortised cost) if, at the reporting
date, there is objective evidence of impairment.

In addition, if there is objective evidence that the financial asset is credit-impaired at initial
recognition (purchased or originated credit-impaired financial assets), interest revenue shall
be calculated by applying the credit-adjusted effective interest rate to the amortised cost.

The calculation of interest revenue is proposed to be ‘symmetrical’. An entity that
calculates interest revenue on the amortised cost in one period shall calculate interest
revenue on the gross carrying amount in a subsequent period if there is no longer objective
evidence of impairment.

© IFRS Foundation 14
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Question 6

(a) Do you agree that there are circumstances when interest revenue calculated on a
net carrying amount (amortised cost) rather than on a gross carrying amount
can provide more useful information? If not, why not, and what would you
prefer?

(b) Do you agree with the proposal to change how interest revenue is calculated for
assets that have objective evidence of impairment subsequent to initial
recognition? Why or why not? If not, for what population of assets should the
interest revenue calculation change?

() Do you agree with the proposal that the interest revenue approach shall be
symmetrical (ie that the calculation can revert back to a calculation on the gross
carrying amount)? Why or why not? If not, what approach would you prefer?

Disclosure
The IASB proposes that an entity shall disclose information that identifies and explains:
(a) the amounts arising from expected credit losses, including:

(i) a reconciliation of the gross carrying amount and loss allowance (or
provision) for financial instruments; and

(ii) the inputs and assumptions used in measuring 12-month and lifetime
expected credit losses.

(b) the effect of the deterioration and improvement in the credit risk of financial
instruments, including:

(1) the gross carrying amount, by credit risk rating grades, of financial assets
and the provisions associated with loan commitments and financial
guarantee contracts;

(ii) the inputs and assumptions used in determining whether a significant
increase in credit risk has occurred; and

(iii) the gross carrying amount of financial assets and the amount recognised as a
provision for financial instruments that are evaluated on an individual basis
and whose credit risk has increased significantly since initial recognition.

This Exposure Draft also proposes that an entity shall disclose information about write-offs,
financial assets that have not been derecognised but on which contractual cash flows have
been modified, financial instruments that have been secured by collateral or other credit
enhancements, and significant effects on the loss allowance (or provision) caused by a
particular portfolio or geographical area.

For the purpose of disclosure, the entity shall group financial instruments into classes that
are appropriate to their characteristics and to the nature of the information disclosed.
Exceptions to some disclosure requirements are provided for trade receivables and lease
receivables for which the loss allowance is measured under the simplified approach.

15 © |FRS Foundation



EXPOSURE DRAFT—MARCH 2013

Question 7

(a) Do you agree with the proposed disclosure requirements? Why or why not? If
not, what changes do you recommend and why?

(b) Do you foresee any specific operational challenges when implementing the
proposed disclosure requirements? If so, please explain.

(c) What other disclosures do you believe would provide useful information
(whether in addition to, or instead of, the proposed disclosures) and why?

Application of the model to assets that have been modified but not
derecognised

The IASB proposes that if the contractual cash flows of a financial asset are renegotiated or
otherwise modified and that modification does not result in a derecognition, the entity
shall adjust the gross carrying amount of the asset to reflect the revised contractual cash
flows. The gross carrying amount should be discounted at the present value of the
estimated future contractual cash flows at the asset’s original effective interest rate. For the
purpose of determining whether a significant increase in credit risk has occurred, the entity
shall consider the credit risk at the reporting date under the modified contractual terms of
the asset. This shall be compared to the credit risk at initial recognition under the original,
unmodified contractual terms of the financial asset. When a significant increase in credit
risk is determined not to have occurred, or the asset is determined to have low credit risk at
the reporting date, expected credit losses shall be measured at 12-month expected credit
losses.

Question 8

Do you agree with the proposed treatment of financial assets on which contractual cash
flows are modified, and do you believe that it provides useful information? If not, why

not and what alternative would you prefer?

Application of the model to loan commitments and financial guarantee
contracts

The IASB proposes, for loan commitments and financial guarantee contracts that are within
the scope of this Exposure Draft, to estimate expected credit losses:

(a) for undrawn loan commitments, as the difference between:

(1) the present value of principal and interest cash flows due to the entity if the
holder of the loan commitment draws down the loan; and

(i) the present value of the cash flows that the entity expects to receive if the
loan is drawn down.

(b) for financial guarantee contracts, the entity is only required to make payments in
the event of a default by the debtor in accordance with the terms of the instrument
guaranteed. Accordingly, cash shortfalls are the expected payments to reimburse
the holder for a credit loss it incurs less any amounts that the entity expects to
receive from the holder, the debtor or any other party.

© IFRS Foundation 16
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An entity shall estimate expected credit losses consistently with its expectations that the
loan commitment will be drawn down. That is, it shall consider the expected portion of the
loan commitment that will be drawn down within 12 months of the reporting date when
estimating 12-month expected credit losses, and the expected portion of the loan
commitment that will be drawn down over the remaining life of the loan commitment
when estimating lifetime expected credit losses.

The IASB proposes that the remaining life of a loan commitment and financial guarantee
contract should be the remaining contractual period, or shorter period, over which it is
exposed to credit risk. The maximum period to consider when estimating expected credit
losses is the maximum contractual period over which the entity is exposed to credit risk
and not a longer period, even if that would be consistent with business practice.

In addition, the Exposure Draft proposes that provisions for expected credit losses from
financial guarantee contracts or loan commitments should be presented in a separate line
item in the statement of financial position as a liability.

Question 9

(a) Do you agree with the proposals on the application of the general model to loan
commitment and financial guarantee contracts? Why or why not? If not, what
approach would you prefer?

(b) Do you foresee any significant operational challenges that may arise from the
proposal to present expected credit losses on financial guarantee contracts or
loan commitments as a provision in the statement of financial position? If yes,

please explain.

Exceptions to the general model

Simplified approach for trade receivables and lease receivables

The IASB proposes a simplified approach for trade receivables and lease receivables. It
proposes that the loss allowance should be measured at an amount equal to lifetime
expected credit losses at initial recognition and throughout the asset’s life for trade
receivables that do not constitute a financing transaction in accordance with IAS 18 Revenue.
For trade receivables that do constitute a financing transaction in accordance with IAS 18,
and for lease receivables, it proposes separate options to elect an accounting policy to
measure the loss allowance at an amount equal to lifetime expected credit losses at initial
recognition and throughout the asset’s life. The IASB believes that the simplified approach
provides operational relief for these assets by eliminating the need to:

(a) calculate 12-month expected credit losses; and
(b) determine when lifetime expected credit losses are required to be recognised.

The IASB also proposes to amend IFRS 9 to measure trade receivables that have no
significant financing component at the invoice amount on initial recognition when [draft]
IFRS X Revenue from Contracts with Customers is published.
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Question 10

(a) Do you agree with the proposed simplified approach for trade receivables and
lease receivables? Why or why not? If not, what changes do you recommend and
why?

(b) Do you agree with the proposed amendments to the measurement on initial

recognition of trade receivables with no significant financing component? If not,

why not and what would you propose instead?

Financial assets that are credit-impaired on initial recognition

The IASB proposes that when a financial asset has objective evidence of impairment on
initial recognition, an entity is required to include the initial expected credit losses in the
estimated cash flows when computing the effective interest rate. The proposed scope of
assets for which this adjusted effective interest rate would apply is consistent with the
existing requirements in paragraph AG5 of IAS 39. In addition, interest revenue from assets
that are subject to this measurement approach shall be calculated using the effective
interest method on the amortised cost. The IASB thinks that this approach more faithfully
represents the underlying economics for these assets than the general approach does, and
the benefits of this better representation outweigh the costs for these financial assets.

A loss allowance is recognised on these financial assets at an amount equal to all changes in
lifetime expected credit losses since initial recognition.

Question 11

Do you agree with the proposals for financial assets that are creditimpaired on initial
recognition? Why or why not? If not, what approach would you prefer?

Effective date and transition

The IASB proposes that an entity shall apply these requirements retrospectively, except
when it is not possible to determine (without undue cost and effort) whether the credit risk
of a financial instrument has increased significantly since initial recognition. For such
financial instruments, a loss allowance (or provision) at an amount equal to lifetime
expected credit losses will be recognised until the financial instrument is derecognised,
unless the financial instruments have low credit risk at a reporting date. This relief is not
available for financial instruments whose past-due status is used to assess changes in credit
risk, because it is assumed that the information will be available to make the assessment.

In addition, comparative information is not required to be restated. Entities are, however,
permitted to provide restated comparative information if it is possible to do so without the
use of hindsight.

The mandatory effective date of IFRS 9 is 1 January 2015. All phases of IFRS 9 (ie
classification and measurement, impairment and hedge accounting) have the same
effective date.
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Question 12

(a) What lead time would you require to implement the proposed requirements?
Please explain the assumptions that you have used in making this assessment.
As a consequence, what do you believe is an appropriate mandatory effective
date for IFRS 9? Please explain.

(b) Do you agree with the proposed transition requirements? Why or why not? If
not, what changes do you recommend and why?

() Do you agree with the proposed relief from restating comparative information
on transition? If not, why?

Effects analysis

Paragraphs BC164-BC216 in the Basis for Conclusions set out the IASB’s assessment of the
effects of the proposed requirements.

Question 13

Do you agree with the IASB’s assessment of the effects of the proposals? Why or why
not?
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[Draft] International Financial Reporting Standard [X]
Financial Instruments: Expected Credit Losses

Objective

The objective of this [draft] Standard is to establish principles for the
recognition, measurement, presentation and disclosure of expected
credit losses that will provide useful information for users of financial
statements for their assessment of the amount, timing and uncertainty of
future cash flows.

Scope

An entity shall apply this [draft] Standard to:

(a) financial assets that are measured at amortised cost in accordance
with IFRS 9 Financial Instruments;

(b) financial assets that are mandatorily measured at fair value
through other comprehensive income (FVOCI) in accordance with
the Exposure Draft Classification and Measurement: Limited
Amendments to IFRS 9 (the ‘Classification and Measurement ED’);®

() loan commitments when there is a present contractual obligation
to extend credit, except any loan commitments that are measured
at fair value through profit or loss in accordance with IFRS 9;

(d) financial guarantee contracts to which IFRS 9 is applied and that
are not accounted for at fair value through profit or loss; and

(e) lease receivables that are within the scope of IAS 17 Leases.”

Recognition and Measurement

General approach

An entity shall recognise expected credit losses in the statement of
financial position as an expected credit loss allowance (‘loss allowance’) if

This Exposure Draft refers to proposals in the Classification and Measurement ED. Whether the
proposals relating to financial assets that are mandatorily measured at FVOCI are included in the
final version of IFRS 9 Financial Instruments will depend not only on the redeliberations of
impairment but also on the outcome of redeliberations on the classification and measurement
project. It is proposed that the requirements for the measurement of the loss allowance will be
applied when measuring the accumulated impairment amount for financial assets that are
mandatorily measured at FVOCI. The Classification and Measurement ED includes additional
requirements for the recognition of gains and losses and the presentation and disclosure for such
financial assets.

The IASB decided that lease receivables that are recognised in accordance with the proposals that
are to be included in the forthcoming Exposure Draft on leases would be subject to the proposed
impairment model. Consequently, references to lease receivables in this document will ultimately
relate to lease receivables recognised by lessors in accordance with that Exposure Draft. The
forthcoming revised Exposure Draft on leases will illustrate how to apply the impairment guidance
in this [draft] IFRS to lease receivables.
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those expected credit losses relate to a financial asset measured at
amortised cost or a lease receivable and as a provision if they relate to a
loan commitment or financial guarantee contract. An entity shall apply
the requirements for the measurement of a loss allowance in this [draft]
Standard to the measurement of the accumulated impairment amount
for financial assets that are mandatorily measured at FVOCI in
accordance with the Classification and Measurement ED. The
accumulated impairment amount is not separately presented in the
statement of financial position, however the measurement of this
amount is required to calculate the impairment gains or losses to be
recognised in profit or loss in accordance with paragraph 5.7.1A of the
Classification and Measurement ED and it is a loss allowance for the
purposes of the disclosure requirements in this [draft] IFRS.

Subject to paragraphs 12-15, at the reporting date an entity shall measure
the expected credit losses for a financial instrument at an amount equal
to the 12-month expected credit losses unless the requirements of
paragraph 5 are met.

At the reporting date, the entity shall measure the expected credit losses
for a financial instrument at an amount equal to the lifetime expected
credit losses if the credit risk on that financial instrument has increased
significantly since initial recognition.

As an exception, if the credit risk on a financial instrument is low at the
reporting date, the criterion in paragraph 5 is not met. For the purposes of this
[draft] IFRS the credit risk is low if a default is not imminent and any adverse
economic conditions or changing circumstances may lead to, at most, a
weakened capacity of the borrower to meet its contractual cash flow obligations
on the financial instrument. For example, a loan that has an internal credit risk
rating equivalent to the external credit rating of ‘investment grade’ would be
considered to have a low credit risk.

An entity shall ensure that its assessment of whether the credit risk on a
financial instrument has increased significantly since initial recognition (see
paragraph 5) is consistent with the guidance in paragraphs 16(a) and 17.

When assessing whether the credit risk on a financial instrument has increased
significantly since initial recognition in accordance with paragraph 5, an entity
shall use the change in the probability of a default occurring on the financial
instrument rather than the change in the expected credit losses. To make that
assessment, an entity shall compare the probability of a default occurring over
the remaining life of the financial instrument as at the reporting date with the
probability of a default occurring on the financial instrument over its remaining
life as at initial recognition. For the purpose of this assessment, a simple
comparison of the absolute probabilities of a default occurring is not sufficient.
The term of the financial instrument and the initial credit quality shall also be
considered (see paragraphs B11-B16).

Typically, information that is more forward-looking than past-due information
will be available that shall be used to determine whether there has been a
significant increase in credit risk as at the reporting date. However, there is a
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rebuttable presumption that the criterion in paragraph 5 is met when
contractual payments are more than 30 days past due. This presumption is
rebutted if other persuasive information is available that indicates that the
credit risk has not increased significantly even though the contractual payments
are more than 30 days past due. For example, historical evidence demonstrates
that there is no causal link between a significant increase in the probability of a
default occurring on financial assets and financial assets on which payments are
more than 30 days past due, but it does identify such a link for financial assets
on which payments are more than 60 days past due.

An entity (except for entities that are applying paragraphs 12-15) shall assess
whether credit risk has increased significantly since initial recognition in
accordance with paragraph 5 at each reporting date. Accordingly, if an entity
has measured the loss allowance, or the provision, at an amount equal to the
lifetime expected credit losses for a financial instrument in the previous
reporting period but determines at the current reporting date that the criterion
in paragraph 5 is no longer met, the entity shall then measure the loss
allowance, or the provision, at an amount equal to 12-month expected credit
losses at the current reporting date.

An entity shall recognise in profit or loss the amount of expected credit losses (or
reversal) that is required to adjust the loss allowance or provision at the
reporting date to the balance that is required to be recognised in accordance
with this [draft] IFRS.

Simplified approach for trade receivables and lease receivables

Notwithstanding paragraphs 4 and 5, an entity shall always measure the
loss allowance at an amount equal to lifetime expected credit losses (see
paragraphs B33-B35) for:

(a) trade receivables that result from transactions that are within the
scope of IAS 18 Revenue, and that:

(i) do not constitute a financing transaction in accordance
with IAS 18; or

(i) constitute a financing transaction in accordance with IAS
18, if the entity has made an accounting policy election to
measure the loss allowance at an amount equal to lifetime
expected credit losses. That accounting policy shall be
applied by the entity to all such trade receivables.®

8

The IASB also decided that an entity shall measure the loss allowance at an amount equal to lifetime
expected credit losses for trade receivables resulting from transactions within the scope of [draft]
IFRS X Revenue from Contracts with Customers that have:

(a) no significant financing component (or when the entity applies the practical expedient for
contracts that are one year or less) in accordance with the [draft] IFRS X Revenue from Contracts with
Customers; or

(b) a significant financing component as determined in accordance with the [draft] IFRS X Revenue
from Contracts with Customers, if the entity has made an accounting policy election to measure the loss
allowance at an amount equal to lifetime expected credit losses. That accounting policy shall be
applied by the entity to all such trade receivables.
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(b) lease receivables, if the entity has made an accounting policy
election to measure the loss allowance at an amount equal to
lifetime expected credit losses. That accounting policy shall be
applied by the entity to all lease receivables.

An entity may apply the policy election for trade receivables and lease
receivables independently of each other.

Purchased or originated credit-impaired financial assets

Notwithstanding paragraphs 4 and 5, at the reporting date, an entity shall
recognise the cumulative changes in lifetime expected credit losses since initial
recognition in the statement of financial position as a loss allowance for
purchased or originated credit-impaired financial assets.

At each reporting date, an entity shall recognise in profit or loss the amount of
the change in lifetime expected credit losses as an impairment gain or loss. An
entity shall recognise favourable changes in lifetime expected credit losses as an
impairment gain even if the cumulative changes in lifetime expected credit
losses are positive and exceed the amount of expected credit losses that were
included in the estimated cash flows on initial recognition.

Basis for an estimate of expected credit losses
An estimate of expected credit losses shall reflect:

(a) an unbiased and probability-weighted amount that is determined
by evaluating a range of possible outcomes (see paragraphs 17 and
B28); and

(b) the time value of money (see paragraphs B29-B31).

The purpose of estimating expected credit losses is neither to estimate a
worst-case scenario nor to estimate a best-case scenario. Rather, an estimate of
expected credit losses shall always reflect the possibility that a credit loss occurs
and the possibility that no credit loss occurs even if the most likely outcome is
no loss. In estimating expected credit losses, an entity:

(a) need not necessarily identify every possible scenario. However, an entity
shall consider the probability of credit losses, even if that probability is
very low.

(i) For 12-month expected credit losses, an entity shall estimate the
probability of a default occurring on the financial instrument in
the next 12 months.

(ii) For lifetime expected credit losses, an entity shall estimate the
probability of a default occurring on the financial instrument
during its remaining life.

The maximum period to consider when estimating expected credit losses
is the maximum contractual period over which the entity is exposed to
credit risk and not a longer period, even if that longer period is
consistent with business practice.
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(b) shall incorporate the best available information (see paragraphs B5-B8).
For the purpose of this [draft] IFRS, the best available information is that
which is reasonably available, including information about past events,
current conditions and reasonable and supportable forecasts of future
events and economic conditions at the reporting date. Information is
reasonably available if obtaining it does not involve undue cost or effort.
Information that is available for financial reporting purposes is available
without undue cost or effort.

An entity may apply various approaches when assessing whether the credit risk
on a financial instrument has increased significantly since initial recognition or
when measuring expected credit losses. However, those approaches must satisfy
the requirements in paragraphs 16-17. An approach, such as a credit loss rate,
can be consistent with those requirements even if it does not include an explicit
probability of a default occurring as an input (see, for example, paragraphs
B33-B35). An entity may apply different approaches for different financial
instruments.

Modifications

If the contractual cash flows of a financial asset are renegotiated or otherwise
modified and the renegotiation or modification does not result in a
derecognition of that financial asset in accordance with IFRS 9, the entity shall
recalculate the gross carrying amount on the basis of the renegotiated or modified
contractual cash flows and shall recognise a modification gain or loss in profit or
loss.

From the date of the modification of the contractual cash flows of a financial
instrument, the entity shall assess whether the criterion in paragraph 5 is met in
accordance with paragraph B22.

Write-off

An entity shall directly reduce the gross carrying amount of a financial
asset when the entity has no reasonable expectations of recovery. A
write-off constitutes a derecognition event.

Write-offs can relate to a financial asset in its entirety or to a portion of it. For
example, after an entity has enforced the collateral and recovered 30 per cent of
a financial asset, the remaining 70 per cent might be written off if the entity has
no reasonable expectations of recovering any further amounts from that
financial asset.

Presentation®

[In addition to the requirements set out below, the Classification and Measurement ED

includes requirements for the presentation of the loss allowance for financial assets that are

mandatorily measured at FVOCI (see paragraph 4.1.2A of that Exposure Draft). In

The proposed presentation requirements are presented together with the related recognition,
measurement and disclosure requirements in order to promote an understanding of the proposals.
When finalising the proposals the IASB may treat the presentation requirements as amendments to
IAS 1 Presentation of Financial Statements.
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Appendix C of that Exposure Draft, the IASB proposes to add paragraph 16A to IFRS 7
Financial Instruments: Disclosures, which would prohibit the presentation of an accumulated

impairment amount or loss allowance in the statement of financial position for such assets.]
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Interest revenue

An entity shall present interest revenue in the statement of profit or loss and
other comprehensive income as a separate line item.

Interest revenue is calculated differently for financial assets that:

(a) are purchased or originated creditimpaired financial assets (see
paragraph 25(a));

(b) are not purchased or originated credit-impaired financial assets but that
have objective evidence of impairment at the reporting date (see paragraph
25(b)); and

() all other financial assets (see paragraph 25).

Interest revenue shall be calculated by using the effective interest method and
applying the effective interest rate to the gross carrying amount of a financial asset
except for:

(a) purchased or originated credit-impaired financial assets. For those
financial assets, the entity shall apply the credit-adjusted effective interest
rate to the amortised cost of the financial asset from initial recognition.

(b) a financial asset that is not a purchased or originated credit-impaired
financial asset but that has objective evidence of impairment at the
reporting date. For those assets, the entity shall apply the effective
interest rate to the amortised cost of the financial asset in the
subsequent reporting period.

An entity that, in one period, calculates the interest revenue by applying the
effective interest method to the amortised cost in accordance with paragraph
25(b), shall, in a subsequent period, calculate the interest revenue by applying
the effective interest method to the gross carrying amount if the amount of
expected credit loss decreases and can be related objectively to an event
occurring after the requirements in paragraph 25(b) were applied (such as an
improvement in the borrower’s credit rating).

Impairment losses or gains

An entity shall present impairment losses (including reversals of impairment
losses or impairment gains) determined in accordance with this [draft] [FRS as a
separate line item in the statement of profit or loss and other comprehensive
income.
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Disclosure'®
28 An entity shall disclose information that identifies and explains:

(a) the amounts in its financial statements that arise from expected
credit losses that are measured in accordance with this [draft] IFRS;
and

(b) the effect of deterioration and improvement in the credit risk of

29

30

31

32

33

34

financial instruments that are within the scope of this [draft] IFRS.
To meet the requirements in paragraph 28, an entity shall consider:
(a) the level of detail that is necessary to satisfy the disclosure requirements;
(b) how much emphasis to place on each of the disclosure requirements;
() how much aggregation or disaggregation is appropriate; and

(d) whether users of financial statements need additional information to
evaluate the quantitative information that has been disclosed.

If the disclosures provided in accordance with the requirements in this [draft]
IFRS and other relevant Standards are insufficient to meet the objectives in
paragraph 28, an entity shall disclose additional information to meet those
objectives.

Other Standards (eg IFRS 7) may require disclosures that may satisfy the
disclosure requirements in accordance with this [draft] IFRS. Entities need not
duplicate the information and are permitted to cross-refer to these disclosures.

The disclosure requirements in this [draft] IFRS shall either be given in the
financial statements or incorporated by crossreference from the financial
statements to some other statement, such as a risk report and disclosures, that is
available to users of financial statements on the same terms as the financial
statements and at the same time. Without the information incorporated by
cross-reference, the financial statements are incomplete.

The disclosure requirements in this [draft] IFRS apply to all financial
instruments that are in the scope of this [draft] IFRS. However, an entity that
measures the loss allowance at an amount equal to lifetime expected credit
losses either for trade receivables or for lease receivables in accordance with
paragraph 12-13 need not apply the disclosure requirements in paragraphs
35(a), 38(a), 42-43 and 45 to those financial assets. In addition, paragraph 40(a)
does not apply to lease receivables.

Classes of financial instruments and levels of disclosure

For the purpose of the disclosures provided in accordance with this [draft] IFRS,
an entity shall group financial assets, loan commitments and financial
guarantee contracts into classes that are appropriate to the nature of the

10

The proposed disclosure requirements are presented together with the related recognition,
measurement and presentation requirements in order to promote an understanding of the
proposals. In finalising the proposals the IASB may treat the disclosure requirements as
amendments to IFRS 7 Financial Instruments: Disclosures.

© IFRS Foundation 26



35

36

37

38

FINANCIAL INSTRUMENTS: EXPECTED CREDIT LOSSES

information disclosed and that take into account the characteristics of those
financial instruments (including their grouping into portfolios). An entity shall
provide sufficient information to permit reconciliation to the line items that are
presented in the statement of financial position.

Amounts arising from expected credit losses

An entity shall provide a reconciliation from the opening balance to the closing
balance of the gross carrying amount and the associated loss allowance for:'!

(@) financial assets with a loss allowance measured at an amount equal to
12-month expected credit losses;

(b) financial assets with a loss allowance measured at an amount equal to
lifetime expected credit losses;

() financial assets that have objective evidence of impairment at the
reporting date but that are not purchased or originated credit-impaired
financial assets; and

(d) purchased or originated credit-impaired financial assets. In addition to
the reconciliation for these assets, an entity shall disclose the total
amount of undiscounted expected credit losses at initial recognition.

An entity shall provide a reconciliation from the opening balance to the closing
balance of the provision for loan commitments and financial guarantee
contracts consistent with paragraph 35.

An entity shall disclose its write-off policy (for example, the entity’s indicators
for write-off), including whether there are assets that have been written off that
are still subject to enforcement activity. In addition to including any write-offs
and recoveries in the reconciliation in accordance with paragraph 35, an entity
shall disclose the nominal amount of financial assets written off that are still
subject to enforcement activity.

An entity shall disclose at the end of the reporting period during which the
contractual cash flows on a financial asset have been modified the amortised
cost and the modification gain or loss for financial assets that have been
modified while they had a loss allowance at an amount equal to lifetime
expected credit losses. The entity shall also disclose at each reporting date
subsequent to such modification throughout the remaining life of the financial

asset:

(@) the gross carrying amount of financial assets that have been modified
during their life and for which the measurement of the loss allowance
has changed from an amount equal to lifetime expected credit losses to
an amount equal to 12-month expected credit losses; and

(b) the re-default rate on such financial assets that have been modified while

in default (ie the percentage of financial assets that defaulted again
subsequent to modification).

11 This disclosure requirement, as well as all other disclosure requirements in this [draft] IFRS, also

apply to financial assets that are mandatorily measured at FVOCI in accordance with the
Classification and Measurement ED (see paragraph 33).
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The disclosure requirements in this paragraph, other than paragraph 38(a), also
apply to trade receivables or lease receivables on which lifetime expected credit
losses are always recognised in accordance with paragraph 12 but only if
modified while more than 30 days past due.

An entity shall explain the inputs, assumptions and estimation techniques that
it used when estimating the 12-month and lifetime expected credit losses. For
this purpose an entity shall disclose:

(a) the basis of inputs (for example, internal historical information or rating
reports, including how default is defined and why that definition was
selected, assumptions made about the remaining life of the financial
instruments and the timing of the sale of collateral) and the estimation
technique, including how the assets were grouped if they are measured
on a collective basis in accordance with paragraph B25;

(b) an explanation of the changes in estimates of expected credit losses and
the cause of those changes (for example, severity of loss, change in
portfolio composition or changes in volume of financial instruments
purchased or originated);

() any change in the estimation technique and the reason for that change;
and
(d) information about the discount rate that the entity has selected in

accordance with paragraph B29(a), including:

(1) what discount rate an entity has elected to use (ie risk-free rate,
effective interest rate, or something in between) and the reasons
for that election;

(ii) the discount rate (percentage) used; and
(iii) any significant assumptions made to determine the discount
rate.

If an entity has financial assets, loan commitments or financial guarantee
contracts secured by collateral or other credit enhancements, it shall disclose:

(a) a description of the collateral held as security and other credit
enhancements, including a discussion on the quality of the collateral
held (for example, the stability of the asset value and liquidity) and an
explanation of any changes in the quality as a result of deterioration or
changes in the collateral policies of the entity;

(b) the gross carrying amount of financial assets that have an expected
credit loss of zero because of the collateral; and

() for financial instruments that have objective evidence of impairment at
the reporting date, quantitative information about the extent to which
collateral and other credit enhancements reduce the severity of expected
credit loss.

An entity shall disclose quantitative and qualitative analyses of significant
positive or negative effects on the loss allowance that are caused by a particular
portfolio or geographical area.

© IFRS Foundation 28



42

43

44

45

FINANCIAL INSTRUMENTS: EXPECTED CREDIT LOSSES

The effect of changes in credit risk

An entity shall explain the inputs, assumptions and estimation techniques used
when determining whether the credit risk of the financial instruments has
increased significantly since initial recognition and when determining if it has
objective evidence of impairment (see paragraphs 5, 14-15 and 25(b)). For this
purpose an entity shall disclose:

(a) the basis of inputs (for example, internal historical information or rating
reports, including how significant deterioration in credit risk is met,
how default is defined and why that definition was selected) and the
estimation technique (including how the financial instruments were
grouped if the criterion in paragraph 5 is assessed on a collective basis, in
accordance with paragraphs B17-B18);

(b) an explanation of the changes in the estimates of the credit risk and the
cause of those changes; and

(c) any change in the estimation technique and the reason for that change.

If an entity has rebutted the presumption that financial assets more than 30
days past due have a significant increase in credit risk, the entity shall disclose
how it has rebutted that presumption (see paragraph 9).

An entity shall disclose, by credit risk rating grades, the gross carrying amount of
financial assets and the amount recognised as a provision for loan commitments
and financial guarantee contracts in a grade. An entity shall disclose this
analysis separately for financial assets, loan commitments and financial
guarantee contracts for which the loss allowance or provision is measured in
accordance with paragraphs 4, 5, 12 and 14-15. The number of credit risk rating
grades used for this disclosure shall be sufficient to enable users of the entity’s
financial statements to assess the entity’s exposure to credit risk. The number of
grades shall not exceed the number that the entity uses for internal credit risk
management purposes except that an entity shall always disaggregate its
portfolio across at least three grades, even if that entity uses fewer credit risk
rating grades internally. For trade receivables and lease receivables to which an
entity applies paragraph 12, this disclosure may be based on a provision matrix
(see paragraphs B34-B35).

An entity shall disclose the gross carrying amount of financial assets and the
amount recognised as a provision for loan commitments and financial
guarantee contracts that are assessed on an individual basis and whose credit
risk has increased significantly since initial recognition.
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12-month expected
credit losses

amortised cost of a
financial asset or
financial liability

credit loss

credit risk rating
grades

© IFRS Foundation

The expected credit losses that result from those default events
on the financial instrument that are possible within the 12
months after the reporting date.

The amount at which the financial asset or financial liability is
measured at initial recognition minus the principal repayments,
plus or minus the cumulative amortisation using the effective
interest method of any difference between that initial amount
and the maturity amount and, for financial assets, adjusted for
any loss allowa