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This document is prepared based on Standards issued by the International Accounting Standards Board and 
interpretations that exist as of October 2016. As the Standard is still new, interpretations/views are continuously 
evolving and if such interpretations change from those documented in this workbook, the contents of the 
workbook may need to be updated. 
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1 .  I n T R o d U C T I o n 

1.1.  Background

In the fall of 2015, Canada’s credit unions embarked on a system-wide initiative to assist credit unions and 
Centrals to prepare for the transition to IFRS 9 including amended disclosures required under IFRS 7. The project 
was led by a Steering Committee of volunteer Central and credit union representatives supported by three 
Working Groups. The objective of the Working Groups was to identify IFRS 9 implementation issues relevant 
to credit unions and then develop practical approaches to address the identified issues. Working Groups were 
established for Classification and Measurement, Hedge Accounting and Impairment. KPMG assisted the Working 
Group discussions by providing technical accounting knowledge and emerging technical interpretation issues, 
industry knowledge and global interpretation insights. 

Any conclusions reached and interpretations provided regarding credit union or Central specific financial assets 
and business models represent the views and conclusions of the Working Groups.

This Workbook focuses on the insights from the Impairment Working Group.

1.2.  Purpose of this workbook

This workbook contains key technical requirements in respect of the key implementation issues for IFRS 9 
Impairment for credit unions (Key Implementation Items) as identified by the members of the Impairment 
Working Group. The purpose of this workbook is to provide the Impairment Working Group members and credit 
unions information in respect of the IFRS 9 technical requirements, and emerging interpretation issues and 
facilitate the discussions of the Impairment Working Group in respect of the Key Implementation Items.

This is not represented as being a complete list of all technical accounting requirements of IFRS 9 and the 
Impairment Working Group members are encouraged to read the IFRS 9 standard and the technical papers 
and updates published by the International Accounting Standard Board’s IFRS Transition Resource Group for 
Impairment of Financial Instruments (ITG).

This Workbook contains information that is up to date as of March 2017.

1.3.  structure and use of this workbook

The workbook is divided in the following three sections:

•	 Significant increase in credit risk

•	 Forward-looking information

•	 Loss Given Default and Expected Credit Losses

Each section contains technical requirements of IFRS 9, key implementation issues discussed by the ITG1, further 
implementation guidance and information as well as discussion topics for the Working Groups.

1  KPMG’s summaries of the ITG discussions.

InTRodUCTIon
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Technical requirements of IFRS 9 and key implementation issues discussed by ITG are presented in separate 
sections of each of the above mentioned key topics; further guidance and information and potential discussion 
topics are highlighted as follows in the workbook:
 

  further guidance from KPMG insights2    

Note that while this document highlights the potential topics for the Impairment Working Group discussion, the 
Impairment Working Group members and credit unions are responsible for determining the topics that they 
ultimately want to discuss and reach conclusions in respect of those topics.

2  KPMG’s Insights into IFRS, 12th Edition 2015/16.
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2 .  S I G n I F I C a n T  I n C R e a S e  I n  C R e d I T  R I S k

2.1.  Background and overview of the impairment model of ifRs 9

The following table sets out the financial instruments that are in and out of the scope of IFRS 9’s impairment 
requirements:

in sCoPe oUt of sCoPe
•	 Financial assets that are debt instruments 

measured at amortized cost or at FVOCI – 
these include loans, trade receivables and debt 
securities

•	 Loan commitments issued that are not measured 
at FVTPL

•	 Financial guarantee contracts issued that are in 
the scope of IFRS 9 and are not measured at 
FVTPL

•	 Lease receivables in the scope of IAS 17

•	 Contract assets in the scope of IFRS 15

•	 Equity investments

•	 Loan commitments issued that are measured at 
FVTPL

•	 Other financial instruments measured at FVTPL

Figure 1: Scope of IFRS 9 Impairment

IFRS 9 has a single impairment model that applies to all financial instruments in its scope. 

Under the IFRS 9 impairment model, expected credit losses are measured as either 12-month expected credit 
losses or lifetime expected credit losses. The flow chart below sets out a decision tree to follow in deciding which 
measurement basis to apply to a particular financial instrument.

SIGnIFICanT InCReaSe 
In CRedIT RISk
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Expected credit losses are measured as lifetime 
expected credit losses if, at the reporting date, the 
credit risk on the financial instrument has increased 
significantly since its initial recognition.

IFRS 9 clarifies that an entity cannot align the timing 
of its recognition of lifetime expected credit losses 
to the date on which a financial asset become credit-
impaired, or to its definition of default.

Therefore, the measurement of the loss allowance 
and the ‘staging of financial instruments’ will depend 
on the assessment as to whether there has been a 
significant increase in credit risk for that financial 
instrument. The following figure illustrates the stage 
allocation and transfer logic introduced by IFRS 9.

NO

NO

NO

NO

YES

YES

YES

YESIs the asset credit-impaired at initial recognition?
Recognise changes 
in lifetime expected 

credit losses

Recognise 12-month expected credit loses

Is the asset a trade receivable or a contract asset with a 
significant financing component, or a lease receivable, 

for which the lifetime expected credit losses measurement 
has been elected?

Has there been a significant increase in credit risk 
since initial recognition?

Recognise lifetime 
expected credit losses

Is the asset a trade receivable or a contract asset 
without a significant financing component?

Figure 2: Decision tree to follow in deciding which measurement basis to apply to a particular financial instrument
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Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.5.5.1 

An entity shall recognise a loss allowance for expected 
credit losses on a financial asset that is measured in 
accordance with paragraphs 4.1.2 or 4.1.2A, a lease 
receivable, a contract asset or a loan commitment and 
a financial guarantee contract to which the impairment 
requirements apply in accordance with paragraphs 
2.1(g), 4.2.1(c) or 4.2.1(d).

ifRs 9.5.5.2 

An entity shall apply the impairment requirements for 
the recognition and measurement of a loss allowance 
for financial assets that are measured at fair value 
through other comprehensive income in accordance 
with paragraph 4.1.2A. However, the loss allowance 
shall be recognised in other comprehensive income 
and shall not reduce the carrying amount of the 
financial asset in the statement of financial position.

ifRs 9.5.5.3

Subject to paragraphs 5.5.13–5.5.16, at each reporting 
date, an entity shall measure the loss allowance 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.

ifRs 9.5.5.4 

The objective of the impairment requirements is 
to recognise lifetime expected credit losses for all 
financial instruments for which there have been 
significant increases in credit risk since initial 
recognition — whether assessed on an individual or 
collective basis — considering all reasonable and 
supportable information, including that which is 
forward-looking.

12-month
expected 

credit losses

Lifetime
expected 

credit losses

TRANSFER
if the credit risk on the 
financial asset has 
increased significantly 
since initial recognition

MOVE BACK
if the transfer 
condition above is 
no longer met

“Assets with low credit risk”

Investment Grade Non Investment Grade Default PD

Insignificant
deterioration

Loan X at origination (t0)

Stage 1
Stage 2
Stage 3

1yr ECL

Lifetime ECL

Loan X at end of the 
first period (t1)

Significant
deterioration

}
X10

X11
E11

F11F10

C11C10

D10

B10 B11

A11A10

D11

E10

PD-Threshold
(Non-investment grade)

Definition
“Credit Impaired”

Figure 3: Stage allocation and transfer logic of IFRS 9
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ifRs 9.5.5.5 

Subject to paragraphs 5.5.13–5.5.16, if, at the reporting 
date, the credit risk on a financial instrument has 
not increased significantly since initial recognition, 
an entity shall measure the loss allowance for that 
financial instrument at an amount equal to 12-month 
expected credit losses.

ifRs 9.5.5.6 

For loan commitments and financial guarantee 
contracts, the date that the entity becomes a party to 
the irrevocable commitment shall be considered to 
be the date of initial recognition for the purposes of 
applying the impairment requirements.

ifRs 9.5.5.7 

If an entity has measured the loss allowance for a 
financial instrument at an amount equal to lifetime 
expected credit losses in the previous reporting 
period, but determines at the current reporting date 
that paragraph 5.5.3 is no longer met, the entity 
shall measure the loss allowance at an amount equal 
to 12-month expected credit losses at the current 
reporting date.

ifRs 9.B5.5.21 

An entity cannot align the timing of significant 
increases in credit risk and the recognition of lifetime 
expected credit losses to when a financial asset is 
regarded as credit-impaired or an entity’s internal 
definition of default.

ifRs 9.5.5.15(b) 

Despite paragraphs 5.5.3 and 5.5.5, an entity shall 
always measure the loss allowance at an amount equal 
to lifetime expected credit losses for: […]

(b) lease receivables that result from transactions that 
are within the scope of IAS 17, if the entity chooses as 
its accounting policy to measure the loss allowance 
at an amount equal to lifetime expected credit losses. 

That accounting policy shall be applied to all lease 
receivables but may be applied separately to finance 
and operating lease receivables.

 

  further guidance from KPMG insights

7a.8.30.10 

Under the general approach, impairment is measured 
as either 12-month expected credit losses or lifetime 
expected credit losses, depending on whether there 
has been a significant increase in credit risk since 
initial recognition. If a significant increase in credit risk 
of an instrument has occurred since initial recognition, 
then impairment is measured as lifetime expected 
credit losses.

2.2.  technical requirements of ifRs 9

The term ‘significant increase’ is not defined in IFRS 
9. Determining whether there has been a significant 
increase in credit risk is one of the most critical and 
difficult judgement areas in the model. Entities will 
need to decide how they will define this key term in 
the context of their instruments.

2.2.1.  ‘Significant increase in credit risk’ – a relative 
concept

IFRS 9 explains that, in evaluating whether an increase 
in credit risk is significant, an entity compares the risk 
of default at initial recognition of an instrument with 
the risk of default at the reporting date. Accordingly, 
there may be situations in which loans with a higher 
credit risk will carry a loss allowance equal to 12-month 
expected credit losses, whereas other loans with a 
lower credit risk will carry a loss allowance equal to 
lifetime expected credit losses.

During its deliberations, the IASB considered whether 
lifetime expected credit losses should be recognized 
on the basis of:

•	 An absolute assessment of the credit quality – i.e. 
whether the credit risk of the instrument is above 
a specified threshold that applies to all assets; or
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•	 A relative assessment – i.e. whether the credit 
risk of the instrument has deteriorated relative to 
expectations at its initial recognition.

It concluded that although the absolute approach 
would be easier to apply because it is more closely 
aligned with risk management processes, it would 
provide very different information to users. This is 
because it would not approximate the economic effect 
of initial credit expectations and subsequent changes 
in expectations. In addition, it would be difficult to 
define an absolute level of deterioration at which 
lifetime recognition of losses would be appropriate for 
all instruments.

Accordingly, an entity will not be able to apply the 
significant increase concept by simply selecting a 
single absolute PD threshold and concluding that any 
instrument whose PD increases above that threshold 
has undergone a significant increase in credit 
risk. However, an approach similar to this may be 
appropriate for particular portfolios if all assets in the 
portfolio have similar credit-risk at initial recognition. 

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.B5.5.7 

The assessment of whether lifetime expected credit 
losses should be recognised is based on significant 
increases in the likelihood or risk of a default 
occurring since initial recognition (irrespective of 
whether a financial instrument has been repriced 
to reflect an increase in credit risk) instead of on 
evidence of a financial asset being credit-impaired 
at the reporting date or an actual default occurring. 
Generally, there will be a significant increase in credit 
risk before a financial asset becomes credit-impaired 
or an actual default occurs.

ifRs 9.B5.5.8 

For loan commitments, an entity considers changes 
in the risk of a default occurring on the loan to which 
a loan commitment relates. For financial guarantee 
contracts, an entity considers the changes in the risk 
that the specified debtor will default on the contract.

ifRs 9.B5.5.9

The significance of a change in the credit risk since 
initial recognition depends on the risk of a default 
occurring as at initial recognition. Thus, a given 
change, in absolute terms, in the risk of a default 
occurring will be more significant for a financial 
instrument with a lower initial risk of a default 
occurring compared to a financial instrument with a 
higher initial risk of a default occurring.

ifRs 9.B5.5.10

The risk of a default occurring on financial instruments 
that have comparable credit risk is higher the longer 
the expected life of the instrument; for example, the 
risk of a default occurring on an AAA-rated bond with 
an expected life of 10 years is higher than that on an 
AAA-rated bond with an expected life of five years.

ifRs 9.BC5.173 

The IASB noted that the assessment of the significance 
of the change in the risk of a default occurring for 
different financial instruments would depend on 
the credit risk at initial recognition and the time to 
maturity. This is because it would be consistent with 
the structure of credit risk and therefore with the 
pricing of financial instruments. In the IASB’s view, 
an entity should consider the term structure and 
the initial credit risk in assessing whether it should 
recognise lifetime expected credit losses. Doing so 
will improve the comparability of the requirements 
for financial instruments with different maturities and 
different initial credit risks. For example, all other 
things being equal, a given increase (in absolute terms) 
in the risk of a default occurring reflects a greater 
increase in credit risk the shorter the term of the 
financial instrument and the lower its initial credit 
risk. This would also be consistent with the IASB’s 
understanding of existing models for measuring credit 
risk, such as those underlying external credit ratings, 
option pricing models and their variants, including 
the models for measuring the risk of a default 
occurring for the purposes of prudential regulatory 
requirements.
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ifRs 9.BC5.174 

If an entity were not required to consider both 
the initial credit risk and the time until maturity, 
the assessment would benefit shorter-term 
financial instruments with low credit risk and would 
disadvantage longer-term instruments with high credit 
risk. In addition, not reflecting the term structure 
might also result in the assessment that the risk of a 
default occurring has changed merely because of the 
passage of time. This could happen even if an entity 
had expected such a change at initial recognition. In 
the IASB’s view, the assessment of the criteria should 
not change solely because the maturity date is closer.

ifRs 9.BC5.160 

The IASB considered whether lifetime expected 
credit losses should be recognised on the basis 
of an assessment of the absolute credit risk of a 
financial instrument at each reporting date. Under 
this approach, an entity would recognise lifetime 
expected credit losses on all financial instruments 
at, or above, a particular credit risk at the reporting 
date. An approach based on the absolute credit risk 
at each reporting date would be much simpler to 
apply, because it does not require tracking of credit 
risk at initial recognition. However, such an approach 
would provide very different information. It would not 
approximate the economic effect of initial credit loss 
expectations and subsequent changes in expectations. 
In addition, if the absolute credit risk threshold for 
recognising lifetime expected credit losses was too 
high, too many financial instruments would be below 
the threshold and expected credit losses would be 
understated. If the absolute threshold was too low, 
too many financial instruments would be above the 
threshold, overstating the expected credit losses (for 
example, financial instruments with a high credit risk 
that an entity prices appropriately to compensate 
for the higher credit risk would always have lifetime 
expected credit losses recognised). Furthermore, 
depending on which absolute credit risk threshold is 
selected, such an approach might be similar to the 
incurred loss model in IAS 39 (in which the absolute 
threshold is objective evidence of impairment). 
Consequently, the IASB rejected this approach.

 

  further guidance from KPMG insights

7a.8.60.40 

To be ‘significant’, a larger absolute increase in the 
risk of default is required for an asset with a higher 
risk of default on initial recognition than for an asset 
with a lower risk of default on initial recognition. 
For example, an absolute change of 2 percent in the 
probability of default occurring (PD) is more significant 
for an asset with an initial PD of 5 percent than for 
an asset with an initial PD of 20 percent. In addition, 
to be significant, a larger absolute increase in the risk 
of default is required for a longer-term financial asset 
than for a short-term financial asset (all other factors 
being equal).

7a.8.80.60 

The change in credit risk cannot be assessed simply by 
comparing the change in the absolute risk of default 
over time, because of the relationship between the 
remaining life and the risk of default. For example, 
the risk of default over the remaining life of a loan 
will tend to reduce over time, as the remaining life 
becomes shorter. Therefore, if the actual risk of 
default of a particular loan has not reduced over time, 
then this may indicate an increase in the credit risk 
of that loan. However, this may not be the case for 
financial instruments that have significant payment 
obligations only close to maturity. In such cases, 
an entity also considers other qualitative factors 
to determine whether there has been a significant 
increase in credit risk.

2.2.2.  Assessment of ‘significant increase in credit risk’

In assessing whether credit risk has increased 
significantly, an entity shall use the change in the risk of 
default occurring over the expected life of the financial 
instrument, rather than changes in the magnitude of 
loss if the default were to occur. Therefore, changes 
in loss given default (LGD) are not considered for 
this purpose, although they are incorporated in the 
resulting measurement of expected credit losses. 
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To determine whether the risk of default of a financial 
instrument has increased significantly since initial 
recognition, an entity compares the current risk of 
default at the reporting date with the risk of default at 
initial recognition.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.5.5.9

At each reporting date, an entity shall assess whether 
the credit risk on a financial instrument has increased 
significantly since initial recognition. When making 
the assessment, an entity shall use the change in 
the risk of a default occurring over the expected life 
of the financial instrument instead of the change in 
the amount of expected credit losses. To make that 
assessment, an entity shall compare the risk of a 
default occurring on the financial instrument as at 
the reporting date with the risk of a default occurring 
on the financial instrument as at the date of initial 
recognition and consider reasonable and supportable 
information, that is available without undue cost or 
effort, that is indicative of significant increases in 
credit risk since initial recognition.

 

  further guidance from KPMG insights

7a.8.60.30 

An entity assesses at each reporting date whether 
the credit risk on a financial instrument has increased 
significantly since initial recognition. To make the 
assessment, an entity considers changes in the risk of 
default instead of changes in the amount of expected 
credit losses.

2.2.3.  Practical expedient to use risk of default over 
the next 12 month

The method used to identify a significant increase in 
credit risk should consider the characteristics of the 
financial instrument and historical default patterns 
for comparable financial instruments. For financial 
instruments whose default pattern is not concentrated 

at a specific point during their expected life, changes 
in the 12-month risk of default may be a reasonable 
approximation of changes in the lifetime risk of the 
default; unless circumstances indicate that a lifetime 
assessment is necessary.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.B5.5.13

The methods used to determine whether credit risk 
has increased significantly on a financial instrument 
since initial recognition should consider the 
characteristics of the financial instrument (or group 
of financial instruments) and the default patterns in 
the past for comparable financial instruments. Despite 
the requirement in paragraph 5.5.9, for financial 
instruments for which default patterns are not 
concentrated at a specific point during the expected 
life of the financial instrument, changes in the risk 
of a default occurring over the next 12 months may 
be a reasonable approximation of the changes in the 
lifetime risk of a default occurring. In such cases, 
an entity may use changes in the risk of a default 
occurring over the next 12 months to determine 
whether credit risk has increased significantly since 
initial recognition, unless circumstances indicate that a 
lifetime assessment is necessary.

ifRs 9.B5.5.14

However, for some financial instruments, or in some 
circumstances, it may not be appropriate to use changes 
in the risk of a default occurring over the next 12 
months to determine whether lifetime expected credit 
losses should be recognised. For example, the change 
in the risk of a default occurring in the next 12 months 
may not be a suitable basis for determining whether 
credit risk has increased on a financial instrument with 
a maturity of more than 12 months when:

(a) the financial instrument only has significant 
payment obligations beyond the next 12 months;

(b) changes in relevant macroeconomic or 
other credit-related factors occur that are not 
adequately reflected in the risk of a default 
occurring in the next 12 months; or
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(c) changes in credit-related factors only have 
an impact on the credit risk of the financial 
instrument (or have a more pronounced effect) 
beyond 12 months.

 

  further guidance from KPMG insights

7a.8.80.40 

To identify a significant increase in credit risk, an entity 
uses a method that considers the characteristics of 
the financial instrument and historical default patterns 
for comparable financial instruments. In assessing 
whether credit risk has increased significantly, an 
entity uses the change in the risk of default occurring 
over the expected life of the financial instrument. For 
financial instruments whose default patterns are not 
concentrated at a specific point during their expected 
life, changes in the 12-month risk of default may be a 
reasonable approximation of changes in the lifetime 
risk of default, unless circumstances indicate that a 
lifetime assessment is necessary.

7a.8.80.50 

The following are examples of situations in which using 
the 12-month risk of default is not appropriate: for 
loans whose significant payment obligations are only 
after the next 12 months - e.g. bullet loans or financial 
instruments that are non-amortising in the first few years;

•	 when changes in macro-economic or other credit-
related factors occur that are not adequately 
reflected in the 12-month risk of default; or

•	 when changes in credit-related factors have an 
impact on the credit risk of the financial instrument 
that is more pronounced beyond 12 months.

2.2.4.  Information to be used in assessment

To assess whether there has been a significant 
increase in credit risk, an entity considers reasonable 
and supportable credit risk-relevant information that is 
available without undue cost or effort, and is relevant 
for the particular financial instrument being assessed. 

IFRS 9 sets out many examples of different sources of 
information and indicators that could be used.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.B5.5.15 

When determining whether the recognition of lifetime 
expected credit losses is required, an entity shall 
consider reasonable and supportable information 
that is available without undue cost or effort and that 
may affect the credit risk on a financial instrument in 
accordance with paragraph 5.5.17(c). An entity need 
not undertake an exhaustive search for information 
when determining whether credit risk has increased 
significantly since initial recognition.

ifRs 9.B5.5.16 

Credit risk analysis is a multifactor and holistic 
analysis; whether a specific factor is relevant, and 
its weight compared to other factors, will depend 
on the type of product, characteristics of the 
financial instruments and the borrower as well as 
the geographical region. An entity shall consider 
reasonable and supportable information that is 
available without undue cost or effort and that is 
relevant for the particular financial instrument being 
assessed. However, some factors or indicators may not 
be identifiable on an individual financial instrument 
level. In such a case, the factors or indicators should 
be assessed for appropriate portfolios, groups of 
portfolios or portions of a portfolio of financial 
instruments to determine whether the requirement 
in paragraph 5.5.3 for the recognition of lifetime 
expected credit losses has been met. 

ifRs 9.B5.5.17 

The following non-exhaustive list of information may 
be relevant in assessing changes in credit risk:

(a) significant changes in internal price indicators 
of credit risk as a result of a change in credit risk 
since inception, including, but not limited to, 
the credit spread that would result if a particular 
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financial instrument or similar financial instrument 
with the same terms and the same counterparty were 
newly originated or issued at the reporting date.

(b) other changes in the rates or terms of an 
existing financial instrument that would be 
significantly different if the instrument was newly 
originated or issued at the reporting date (such 
as more stringent covenants, increased amounts 
of collateral or guarantees, or higher income 
coverage) because of changes in the credit risk of 
the financial instrument since initial recognition.

(c) significant changes in external market indicators 
of credit risk for a particular financial instrument 
or similar financial instruments with the same 
expected life. Changes in market indicators of 
credit risk include, but are not limited to:

(i) the credit spread;

(ii) the credit default swap prices for the 
borrower;

(iii) the length of time or the extent to which 
the fair value of a financial asset has been less 
than its amortised cost; and

(iv) other market information related to the 
borrower, such as changes in the price of a 
borrower’s debt and equity instruments.

(d) an actual or expected significant change in the 
financial instrument’s external credit rating.

(e) an actual or expected internal credit rating 
downgrade for the borrower or decrease in 
behavioural scoring used to assess credit risk 
internally. Internal credit ratings and internal 
behavioural scoring are more reliable when they 
are mapped to external ratings or supported by 
default studies.

(f) existing or forecast adverse changes in 
business, financial or economic conditions that 
are expected to cause a significant change in the 
borrower’s ability to meet its debt obligations, 
such as an actual or expected increase in interest 
rates or an actual or expected significant increase 
in unemployment rates.

(g) an actual or expected significant change in 
the operating results of the borrower. Examples 

include actual or expected declining revenues 
or margins, increasing operating risks, working 
capital deficiencies, decreasing asset quality, 
increased balance sheet leverage, liquidity, 
management problems or changes in the scope 
of business or organisational structure (such 
as the discontinuance of a segment of the 
business) that results in a significant change in the 
borrower’s ability to meet its debt obligations.

(h) significant increases in credit risk on other 
financial instruments of the same borrower.

(i) an actual or expected significant adverse 
change in the regulatory, economic, or 
technological environment of the borrower that 
results in a significant change in the borrower’s 
ability to meet its debt obligations, such as a 
decline in the demand for the borrower’s sales 
product because of a shift in technology.

(j) significant changes in the value of the collateral 
supporting the obligation or in the quality of 
third-party guarantees or credit enhancements, 
which are expected to reduce the borrower’s 
economic incentive to make scheduled 
contractual payments or to otherwise have an 
effect on the probability of a default occurring. 
For example, if the value of collateral declines 
because house prices decline, borrowers in some 
jurisdictions have a greater incentive to default on 
their mortgages.

(k) a significant change in the quality of the 
guarantee provided by a shareholder (or an 
individual’s parents) if the shareholder (or 
parents) have an incentive and financial ability to 
prevent default by capital or cash infusion. 

(l) significant changes, such as reductions in 
financial support from a parent entity or other 
affiliate or an actual or expected significant 
change in the quality of credit enhancement, that 
are expected to reduce the borrower’s economic 
incentive to make scheduled contractual 
payments. Credit quality enhancements or 
support include the consideration of the financial 
condition of the guarantor and/or, for interests 
issued in securitisations, whether subordinated 
interests are expected to be capable of absorbing 
expected credit losses (for example, on the loans 
underlying the security).



18 ifRs 9 Impairment Workbook

(m) expected changes in the loan documentation 
including an expected breach of contract that 
may lead to covenant waivers or amendments, 
interest payment holidays, interest rate step-ups, 
requiring additional collateral or guarantees, or 
other changes to the contractual framework of 
the instrument.

(n) significant changes in the expected 
performance and behaviour of the borrower, 
including changes in the payment status of 
borrowers in the group (for example, an increase 
in the expected number or extent of delayed 
contractual payments or significant increases in 
the expected number of credit card borrowers 
who are expected to approach or exceed their 
credit limit or who are expected to be paying the 
minimum monthly amount).

(o) changes in the entity’s credit management 
approach in relation to the financial instrument; 
ie based on emerging indicators of changes in the 
credit risk of the financial instrument, the entity’s 
credit risk management practice is expected 
to become more active or to be focused 
on managing the instrument, including the 
instrument becoming more closely monitored or 
controlled, or the entity specifically intervening 
with the borrower.

(p) past due information, including the rebuttable 
presumption as set out in paragraph 5.5.11.

ifRs 9.B5.5.18 

In some cases, the qualitative and non-statistical 
quantitative information available may be sufficient 
to determine that a financial instrument has met the 
criterion for the recognition of a loss allowance at an 
amount equal to lifetime expected credit losses. That 
is, the information does not need to flow through a 
statistical model or credit ratings process in order 
to determine whether there has been a significant 
increase in the credit risk of the financial instrument. 
In other cases, an entity may need to consider other 
information, including information from its statistical 
models or credit ratings processes. Alternatively, 
the entity may base the assessment on both types 
of information, ie qualitative factors that are not 
captured through the internal ratings process and 

a specific internal rating category at the reporting 
date, taking into consideration the credit risk 
characteristics at initial recognition, if both types of 
information are relevant.

 

  further guidance from KPMG insights

7a.8.110.10 

To assess whether there has been a significant 
increase in credit risk, an entity considers reasonable 
and supportable information that is available without 
undue cost or effort, and is relevant for the particular 
financial instrument being assessed.

7a.8.110.20 

Credit risk analysis is a multi-factor and holistic 
analysis. Whether a specific factor is relevant, and its 
weighting compared with other factors, depends on:

•	 the type of financial instrument;

•	 the characteristics of the financial instrument and 
the borrower; and 

•	 the geographic region.

7a.8.110.40 

In some cases, the qualitative and non-statistical 
quantitative information available may be sufficient for 
the assessment. In other cases, a statistical model or 
credit ratings process may be used. In some cases, 
an entity may base the assessment on both of the 
following types of information if both are relevant:

•	 a specific internal rating category; and

•	 qualitative factors that are not captured through 
the internal credit ratings process.
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2.2.5.  Rebuttable presumption of a significant 
increase in credit risk

IFRS 9 contains a rebuttable presumption that the 
condition for recognising lifetime expected credit 
losses is met when payments are more than 30 days 
past due. However, it also clarifies that delinquency 
is a lagging indicator, and that a significant increase 
in credit risk typically occurs before an asset is past 
due. Therefore, when information is more forward-
looking than data about past-due payments is available 
without undue cost or effort, it should be considered 
in determining whether there has been a significant 
increase in credit risk, and the entity cannot rely solely 
on past-due data.

The presumption can be rebutted only if an entity 
has reasonable and supportable information 
demonstrating that even if contractual payments are 
more than 30 days past due, this does not represent a 
significant increase in credit risk. 

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.5.5.11

If reasonable and supportable forward-looking 
information is available without undue cost or effort, 
an entity cannot rely solely on past due information 
when determining whether credit risk has increased 
significantly since initial recognition. However, when 
information that is more forward-looking than past 
due status (either on an individual or a collective 
basis) is not available without undue cost or effort, 
an entity may use past due information to determine 
whether there have been significant increases in credit 
risk since initial recognition. Regardless of the way in 
which an entity assesses significant increases in credit 
risk, there is a rebuttable presumption that the credit 
risk on a financial asset has increased significantly 
since initial recognition when contractual payments 
are more than 30 days past due. An entity can rebut 
this presumption if the entity has reasonable and 
supportable information that is available without 
undue cost or effort, that demonstrates that the 
credit risk has not increased significantly since initial 
recognition even though the contractual payments 
are more than 30 days past due. When an entity 
determines that there have been significant increases 

in credit risk before contractual payments are more 
than 30 days past due, the rebuttable presumption 
does not apply.

ifRs 9.B5.5.2 

Lifetime expected credit losses are generally expected 
to be recognised before a financial instrument 
becomes past due. Typically, credit risk increases 
significantly before a financial instrument becomes 
past due or other lagging borrower-specific factors 
(for example, a modification or restructuring) are 
observed. Consequently when reasonable and 
supportable information that is more forward-looking 
than past due information is available without undue 
cost or effort, it must be used to assess changes in 
credit risk.

ifRs 9.B5.5.19 

The rebuttable presumption in paragraph 5.5.11 is not 
an absolute indicator that lifetime expected credit 
losses should be recognised, but is presumed to be 
the latest point at which lifetime expected credit 
losses should be recognised even when using forward-
looking information (including macroeconomic factors 
on a portfolio level).

ifRs 9.B5.5.20 

An entity can rebut this presumption. However, 
it can do so only when it has reasonable and 
supportable information available that demonstrates 
that even if contractual payments become more 
than 30 days past due, this does not represent a 
significant increase in the credit risk of a financial 
instrument. For example when non-payment was an 
administrative oversight, instead of resulting from 
financial difficulty of the borrower, or the entity has 
access to historical evidence that demonstrates that 
there is no correlation between significant increases in 
the risk of a default occurring and financial assets on 
which payments are more than 30 days past due, but 
that evidence does identify such a correlation when 
payments are more than 60 days past due.
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  further guidance from KPMG insights

7a.8.120.10 

There is a rebuttable presumption that credit risk on 
a financial instrument has increased significantly when 
payments are more than 30 days past due. However, 
delinquency is a lagging indicator, and a significant 
increase in credit risk typically occurs before an asset 
is past due. Therefore, when information that is more 
forward-looking than data about past-due payments is 
available without undue cost or effort, it is considered 
in determining whether there has been a significant 
increase in credit risk, and the entity does not rely 
solely on past-due data. For example, this information 
could be available at a portfolio level.

2.2.6.  Approaches that can be used for assessing 
significant increase in credit risk

IFRS 9 explains that an entity may apply various 
approaches when assessing whether there has 
been a significant increase in credit risk – including 
using different approaches for different financial 
instruments. An approach that does not include an 
explicit PD as an input, such as a credit loss rate 
approach, can be used provided that the entity is able 
to separate the changes in the risk of default occurring 
from other changes in the expected credit losses, e.g. 
due to collateral.

Any approach used needs to consider:

•	 the change in the risk of default occurring since 
initial recognition;

•	 the expected life of the financial instrument; and 

•	 reasonable and supportable information that is 
available without undue cost or effort that may 
affect credit risk.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.B.5.5.12

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. An entity 
may apply different approaches for different financial 
instruments. An approach that does not include an 
explicit probability of default as an input per se, such as 
a credit loss rate approach, can be consistent with the 
requirements in this Standard, provided that an entity 
is able to separate the changes in the risk of a default 
occurring from changes in other drivers of expected 
credit losses, such as collateral, and considers the 
following when making the assessment:

(a) the change in the risk of a default occurring 
since initial recognition;

(b) the expected life of the financial instrument; and

(c) reasonable and supportable information that 
is available without undue cost or effort that may 
affect credit risk.

 

  further guidance from KPMG insights

7a.8.80.10 

An entity may apply various approaches in assessing 
whether there has been a significant increase in credit 
risk - including using different approaches for different 
financial instruments. An approach that does not 
include an explicit PD as an input, such as a credit loss 
rate approach, can be used provided that the entity 
is able to separate the changes in the risk of default 
occurring from other changes in expected credit losses 
- e.g. due to collateral. Any approach used considers:

•	 the change in the risk of default occurring since 
initial recognition;

•	 the expected life of the financial instrument; and

•	 reasonable and supportable information that is 
available without undue cost or effort that may 
affect credit risk.
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7a.8.80.20 

Generally, the assessment of whether there has been a 
significant increase in credit risk is made for a specific 
instrument rather than for a counterparty, because:

•	 the magnitude of changes in credit risk may be 
different for different instruments transacted with 
the same party; and

•	 different instruments issued by the same 
counterparty may have had a different credit risk 
on initial recognition - e.g. they may have been 
acquired at different points in time.

7a.8.80.30 

However, assessing credit risk on a basis that 
considers a counterparty’s credit risk more holistically 
may be consistent with the impairment requirements 
- e.g. making an initial assessment of whether credit 
risk has increased significantly as part of an overall 
assessment - as long as this assessment satisfies the 
requirements on when to recognise lifetime expected 
credit losses, and the outcome would not be different 
from the outcome if the financial instruments had 
been assessed individually.

2.2.7.  Individual vs. collective basis of evaluation

The objective is to recognize lifetime expected credit 
losses for all financial instruments for which there has 
been a significant increase in credit risk since initial 
recognition - whether assessed on an individual or a 
collective basis (refer to IFRS 9.5.5.4). 

The standard explains that, for some instruments, a 
significant increase in credit risk may not be evident 
on an individual instrument basis before the financial 
instrument becomes past due. For example, this 
could be the case when there is little or no updated 
information that is routinely obtained and monitored 
on an individual instrument until a customer breaches 
the contractual terms – e.g. for many retail loans.

In these cases, an assessment of whether there has 
been significant increase in credit risk on an individual 
basis would not faithfully represent changes in credit 
risk since initial recognition, and so if more forward-

looking information is available on a collective basis, 
an entity shall make the assessment on a collective 
basis. For further details on the consideration of 
forward-looking information, please refer to section 3 
Forward-looking information of this workbook. 

To assess significant increase in credit risk on 
a collective basis, an entity can group financial 
instruments on the basis of shared credit risk 
characteristics. The standard gives the following 
examples of shared credit risk characteristics:

•	 instrument type;

•	 credit risk ratings;

•	 collateral type;

•	 date of initial recognition;

•	 remaining term to maturity;

•	 industry;

•	 geographic location of the borrower; and

•	 the value of collateral relative to the financial asset 
if it has an impact on the PD - e.g. loan-to-value 
ratios for non-recourse loans in some jurisdictions.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.5.5.4

The objective of the impairment requirements is 
to recognise lifetime expected credit losses for all 
financial instruments for which there have been 
significant increases in credit risk since initial 
recognition — whether assessed on an individual or 
collective basis — considering all reasonable and 
supportable information, including that which is 
forward-looking.

ifRs 9.B5.5.1 

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 by considering 
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information that is indicative of significant increases 
in credit risk on, for example, a group or sub-group of 
financial instruments. This is to ensure that an entity 
meets the objective of recognising lifetime expected 
credit losses when there are significant increases 
in credit risk, even if evidence of such significant 
increases in credit risk at the individual instrument 
level is not yet available.

ifRs 9.B5.5.3 

However, depending on the nature of the financial 
instruments and the credit risk information available 
for particular groups of financial instruments, an entity 
may not be able to identify significant changes in 
credit risk for individual financial instruments before 
the financial instrument becomes past due. This may 
be the case for financial instruments such as retail 
loans for which there is little or no updated credit risk 
information that is routinely obtained and monitored 
on an individual instrument until a customer breaches 
the contractual terms. If changes in the credit risk 
for individual financial instruments are not captured 
before they become past due, a loss allowance based 
only on credit information at an individual financial 
instrument level would not faithfully represent the 
changes in credit risk since initial recognition.

ifRs 9.B5.5.4

In some circumstances an entity does not have 
reasonable and supportable information that is 
available without undue cost or effort to measure 
lifetime expected credit losses on an individual 
instrument basis. In that case, lifetime expected credit 
losses shall be recognized on a collective basis that 
considers comprehensive credit risk information. 
This comprehensive credit risk information must 
incorporate not only past due information but also all 
relevant credit information, including forward-looking 
macroeconomic information, in order to approximate 
the result of recognizing lifetime expected credit 
losses when there has been a significant increase in 
credit risk since initial recognition on an individual 
instrument level.

ifRs 9.B5.5.5 

For the purpose of determining significant increases 
in credit risk and recognising a loss allowance on 
a collective basis, an entity can group financial 
instruments on the basis of shared credit risk 
characteristics with the objective of facilitating an 
analysis that is designed to enable significant increases 
in credit risk to be identified on a timely basis. The 
entity should not obscure this information by grouping 
financial instruments with different risk characteristics. 
Examples of shared credit risk characteristics may 
include, but are not limited to, the:

(a) instrument type;

(b) credit risk ratings;

(c) collateral type;

(d) date of initial recognition;

(e) remaining term to maturity;

(f) industry;

(g) geographical location of the borrower; and

(h) the value of collateral relative to the financial 
asset if it has an impact on the probability of a 
default occurring (for example, non-recourse loans 
in some jurisdictions or loan-to-value ratios).

ifRs 9.B.5.5.6

Paragraph 5.5.4 requires that lifetime expected credit 
losses are recognised on all financial instruments for 
which there has been significant increases in credit risk 
since initial recognition. In order to meet this objective, 
if an entity is not able to group financial instruments for 
which the credit risk is considered to have increased 
significantly since initial recognition based on shared 
credit risk characteristics, the entity should recognise 
lifetime expected credit losses on a portion of the 
financial assets for which credit risk is deemed to have 
increased significantly. The aggregation of financial 
instruments to assess whether there are changes in 
credit risk on a collective basis may change over time 
as new information becomes available on groups of, or 
individual, financial instruments.
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ifRs 9.BC5.166 

Some interested parties suggested that an entity 
should recognise lifetime expected credit losses on all 
financial instruments it holds with the same borrower 
(ie counterparty), if the credit risk of the borrower 
has reached a specified level at the reporting date 
(including on newly originated or purchased financial 
instruments for which the yield appropriately reflects 
the credit risk at the reporting date). Respondents 
supporting this approach noted that they manage 
credit risk on a counterparty level instead of an 
individual instrument level and that assessing 
significant increases in credit risk on an instrument 
level was in their view counterintuitive. This was 
because different loss allowance measurements 
could be recognised for similar instruments held 
with the same counterparty, depending on when the 
instruments were initially recognised.

ifRs 9.BC5.167 

The IASB noted that the objective of the impairment 
requirements is to reflect the economics of lending 
to provide users of financial statements with 
relevant information about the performance of 
financial instruments instead of the performance of 
a counterparty. A counterparty assessment could 
misstate expected credit losses if its credit risk had 
changed; for example, because it would not reflect 
that a recently recognised financial instrument of a 
counterparty was priced taking into consideration the 
current credit risk. Furthermore, like the absolute 
approach, this approach might be similar to the 
incurred loss model in IAS 39 in effect, depending on 
which level of credit risk is selected as the threshold 
for recognising lifetime expected credit losses. The 
IASB also noted that not all entities manage credit 
risk on a counterparty level and that a counterparty 
assessment of credit risk could produce very different 
information compared to the information resulting 
from the impairment model in IFRS 9.

ifRs9.BC5.168 

However, the IASB acknowledged that assessing 
credit risk on a basis that considers a customer’s 
credit risk (ie the risk that a customer will default on 

its obligations) more holistically may nevertheless 
be consistent with the impairment requirements. 
An overall assessment of a counterparty’s credit risk 
could be undertaken, for example, to make an initial 
assessment of whether credit risk has increased 
significantly, as long as such an assessment satisfies 
the requirements for recognising lifetime expected 
credit losses and the outcome would not be different 
to the outcome if the financial instruments had been 
individually assessed.

ifRs 9.ie29 – ifRs 9.ie39 – examples: 
Responsiveness to changes in credit risk

ifRs 9.ie29: Bank ABC provides mortgages to 
finance residential real estate in three different 
regions. The mortgage loans are originated across 
a wide range of LTV criteria and a wide range of 
income groups. As part of the mortgage application 
process, customers are required to provide 
information such as the industry within which the 
customer is employed and the post code of the 
property that serves as collateral on the mortgage.

ifRs 9.ie30: Bank ABC sets its acceptance criteria 
based on credit scores. Loans with a credit score 
above the ‘acceptance level’ are approved because 
these borrowers are considered to be able to 
meet contractual payment obligations. When new 
mortgage loans are originated, Bank ABC uses 
the credit score to determine the risk of a default 
occurring as at initial recognition.

ifRs9.ie31: At the reporting date Bank ABC 
determines that economic conditions are 
expected to deteriorate significantly in all regions. 
Unemployment levels are expected to increase 
while the value of residential property is expected 
to decrease, causing the LTV ratios to increase. As 
a result of the expected deterioration in economic 
conditions, Bank ABC expects default rates on the 
mortgage portfolio to increase.
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examples - individual assessment

ifRs9.ie32: In Region One, Bank ABC assesses each 
of its mortgage loans on a monthly basis by means 
of an automated behavioural scoring process. Its 
scoring models are based on current and historical 
past due statuses, levels of customer indebtedness, 
LTV measures, customer behaviour on other 
financial instruments with Bank ABC, the loan size 
and the time since the origination of the loan.

Bank ABC updates the LTV measures on a regular 
basis through an automated process that re-
estimates property values using recent sales in each 
post code area and reasonable and supportable 
forward-looking information that is available without 
undue cost or effort.

ifRs 9.ie33: Bank ABC has historical data that 
indicates a strong correlation between the value 
of residential property and the default rates for 
mortgages. That is, when the value of residential 
property declines, a customer has less economic 
incentive to make scheduled mortgage repayments, 
increasing the risk of a default occurring.

ifRs 9.ie34: Through the impact of the LTV 
measure in the behavioural scoring model, an 
increased risk of a default occurring due to an 
expected decline in residential property value 
adjusts the behavioural scores. The behavioural 
score can be adjusted as a result of expected 
declines in property value even when the mortgage 
loan is a bullet loan with the most significant 
payment obligations at maturity (and beyond 
the next 12 months). Mortgages with a high LTV 
ratio are more sensitive to changes in the value 
of the residential property and Bank ABC is able 
to identify significant increases in credit risk since 
initial recognition on individual customers before 
a mortgage becomes past due if there has been a 
deterioration in the behavioural score.

ifRs 9.ie35: When the increase in credit risk has 
been significant, a loss allowance at an amount equal 
to lifetime expected credit losses is recognized. 
Bank ABC measures the loss allowance by using the 
LTV measures to estimate the severity of the loss, 
ie the loss given default (LGD). The higher the LTV 
measure, the higher the expected credit losses all 
else being equal.

ifRs 9.ie36: If Bank ABC was unable to update 
behavioural scores to reflect the expected declines 
in property prices, it would use reasonable and 
supportable information that is available without 
undue cost or effort to undertake a collective 
assessment to determine the loans on which there 
has been a significant increase in credit risk since 
initial recognition and recognise lifetime expected 
credit losses for those loans.

examples - Collective assessment

ifRs 9.ie37: In Regions Two and Three, Bank ABC 
does not have an automated scoring capability. 
Instead, for credit risk management purposes, Bank 
ABC tracks the risk of a default occurring by means 
of past due statuses. It recognises a loss allowance at 
an amount equal to lifetime expected credit losses 
for all loans that have a past due status of more than 
30 days past due. Although Bank ABC uses past 
due status information as the only borrower-specific 
information, it also considers other reasonable 
and supportable forward-looking information that 
is available without undue cost or effort to assess 
whether lifetime expected credit losses should be 
recognized on loans that are not more than 30 days 
past due. This is necessary in order to meet the 
objective in paragraph 5.5.4 of IFRS 9 of recognizing 
lifetime expected credit losses for all significant 
increases in credit risk.
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ifRs 9.ie38 : Region Two includes a mining 
community that is largely dependent on the 
export of coal and related products. Bank ABC 
becomes aware of a significant decline in coal 
exports and anticipates the closure of several coal 
mines. Because of the expected increase in the 
unemployment rate, the risk of a default occurring 
on mortgage loans to borrowers who are employed 
by the coal mines is determined to have increased 
significantly, even if those customers are not past 
due at the reporting date. Bank ABC therefore 
segments its mortgage portfolio by the industry 
within which customers are employed (using the 
information recorded as part of the mortgage 
application process) to identify customers that 
rely on coal mining as the dominant source of 
employment (ie a ‘bottom up’ approach in which 
loans are identified based on a common risk 
characteristic). For those mortgages, Bank ABC 
recognises a loss allowance at an amount equal to 
lifetime expected credit losses while it continues 
to recognise a loss allowance at an amount equal 
to 12-month expected credit losses for all other 
mortgages in Region Two.4 Newly originated 
mortgages to borrowers who rely on the coal mines 
for employment in this community would, however, 
have a loss allowance at an amount equal to 
12-month expected credit losses because they would 
not have experienced significant increases in credit 
risk since initial recognition. However, some of these 
mortgages may experience significant increases in 
credit risk soon after initial recognition because of 
the expected closure of the coal mines. 
4 Except for those mortgages that are determined to have 
significantly increased in credit risk based on an individual 
assessment, such as those that are more than 30 days past due. 
Lifetime expected credit losses would also be recognised on 
those mortgages.

ifRs 9.ie39: In Region Three, Bank ABC anticipates 
the risk of a default occurring and thus an increase 
in credit risk, as a result of an expected increase 
in interest rates during the expected life of the 
mortgages. Historically, an increase in interest 
rates has been a lead indicator of future defaults 
on mortgages in Region Three—especially when 
customers do not have a fixed interest rate 
mortgage. Bank ABC determines that the variable 
interest-rate portfolio of mortgages in Region Three 
is homogenous and that unlike for Region Two, it is 
not possible to identify particular sub portfolios on 
the basis of shared risk characteristics that represent 
customers who are expected to have increased 
significantly in credit risk. However, as a result of 
the homogenous nature of the mortgages in Region 
Three, Bank ABC determines that an assessment 
can be made of a proportion of the overall portfolio 
that has significantly increased in credit risk since 
initial recognition (ie a ‘top down’ approach can be 
used). Based on historical information, Bank ABC 
estimates that an increase in interest rates of 200 
basis points will cause a significant increase in credit 
risk on 20 per cent of the variable interest-rate 
portfolio. Therefore, as a result of the anticipated 
increase in interest rates, Bank ABC determines 
that the credit risk on 20 per cent of mortgages 
in Region Three has increased significantly since 
initial recognition. Accordingly Bank ABC recognises 
lifetime expected credit losses on 20 per cent of the 
variable rate mortgage portfolio and a loss allowance 
at an amount equal to 12-month expected credit 
losses for the remainder of the portfolio.5

5Except for those mortgages that are determined to have 
significantly increased in credit risk based on an individual 
assessment, such as those that are more than 30 days past due. 
Lifetime expected credit losses would also be recognised on 
those mortgages.
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  further guidance from KPMG insights

7a.8.90.10 

IFRS 9 does not specify when the assessment of 
whether there has been a significant increase in 
credit risk is made on an individual or collective 
basis. The objective of the impairment requirements 
in IFRS 9 is to recognise lifetime expected credit 
losses for all financial instruments for which there has 
been a significant increase in credit risk since initial 
recognition - whether assessed on an individual or 
a collective basis. However, for some instruments a 
significant increase in credit risk may not be evident 
on an individual instrument basis before the financial 
instrument becomes past due. For example, this 
could be the case when there is little or no updated 
information that is routinely obtained and monitored 
on an individual instrument until a customer breaches 
the contractual terms - e.g. for many retail loans. In 
these cases, an assessment of whether there has been 
a significant increase in credit risk on an individual 
basis would not faithfully represent changes in credit 
risk since initial recognition. Accordingly, if more 
forward-looking information is available on a collective 
basis, then an entity makes the assessment on a 
collective basis.

7a.8.90.30 

Forborne exposures may display different credit risk 
characteristics from non-forborne exposures. Similarly, 
loans that were in arrears and have returned to 
current status may have different risk characteristics 
from loans that have never been in arrears.

7a.8.90.40  

The aggregation of financial instruments may change 
over time as new information becomes available.

example – assessing a significant increase in 
credit risk on a portfolio basis

7a.8.90.50: Bank D has a portfolio of mortgages 
that were provided to finance residential real estate 
in a specific region. This region includes a mining 
community that is largely dependent on the export 
of coal and related products. D becomes aware of 
a significant decline in coal exports and anticipates 
the closure of several coal mines. D anticipates 
an increase in the unemployment rate in this 
community and determines that the credit risk and 
the risk of default of borrowers in the region who 
rely on the coal mines have increased significantly, 
even if those borrowers are not past due at the 
reporting date

7a.8.90.60: Accordingly, D segments its mortgage 
portfolio on the basis of industries - i.e. a shared 
credit risk characteristic - to identify borrowers 
that rely on the coal mines. For these mortgages, 
D recognises a loss allowance equal to lifetime 
expected credit losses

7a.8.90.70: However, D continues to recognise a 
loss allowance equal to 12-month expected credit 
losses for newly originated loans to borrowers who 
rely on the coal mines, because these have not 
experienced a significant increase in credit risk since 
initial recognition.

7a.8.90.80 

If an entity is not able to form, on the basis of 
shared credit risk characteristics, a group of financial 
instruments for which credit risk is considered to 
have increased significantly, but is able to identify 
a significant increase in credit risk for a portion of 
a group, then it recognises lifetime expected credit 
losses on this portion.
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example – significant increase in credit risk for a 
portion of a portfolio

7a.8.90.90: Bank E originates a homogeneous 
portfolio of 100 variable interest rate mortgage loans. 
Historically, an increase in interest rates has been a 
lead indicator of future defaults on similar mortgages. 
E does not have information on individual mortgages 
(except for past-due information) that would indicate 
a significant increase in credit risk, and is not able to 
group them on the basis of shared risk characteristics 
for this purpose.

7a.8.90.100: As a result, E assesses whether 
there is a significant increase in the credit risk of 
mortgages in the portfolio on a collective basis using 
information on expected increases in interest rates 
during the expected life of the mortgages. Based on 
historical information, E estimates that an increase 
in interest rates of 1% will cause a significant 
increase in credit risk on 10% of the portfolio. None 
of the mortgage loans is past due and E has not 
identified a significant increase in credit risk on any 
loan on an individual basis.

7a.8.90.110: Therefore, as a result of an anticipated 
increase in interest rates of 1%, E determines that 
there has been a significant increase in credit risk 
on 10% of the portfolio. Accordingly, E recognises 
lifetime expected credit losses on 10% of the 
portfolio. E recognises 12-month expected credit 
losses on the remaining portfolio.

2.2.8.  Comparison with the maximum initial credit risk

The basis for conclusions indicates that the 
assessment of significant increases in credit risk could 
be implemented more simply for some groups of 
financial instruments by:

•	 establishing the maximum credit risk for the 
particular portfolio on initial recognition – e.g. by 
product type and/or region – that will not require 
the recognition of lifetime expected credit losses; 
and then

•	 comparing the credit risk of financial instruments 
in that portfolio at the reporting date with that 
maximum credit risk.

However, this approach would only be possible to 
apply if all the financial instruments in the portfolio 
have similar credit risk at initial recognition - e.g. a 
credit rating with a relatively narrow band. If this were 
not the case, it would not be possible to identify a 
single credit rating that would reflect a significant 
increase in credit risk for all assets.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.BC5.161

Although the IASB rejected using an absolute 
level of credit risk for the recognition of lifetime 
expected credit losses, it noted that the assessment 
of significant increases in credit risk could be 
implemented more simply by determining the 
maximum initial credit risk accepted by the reporting 
entity for a particular portfolio of financial instruments 
and then comparing the credit risk of financial 
instruments in that portfolio at the reporting date to 
that maximum initial credit risk. However, the IASB 
noted that this would only be possible for portfolios of 
financial instruments with similar credit risk at initial 
recognition. Such an approach would enable a change 
in credit risk to be the basis for the recognition of 
lifetime expected credit losses, but does not require 
specific tracking of the credit risk on an individual 
financial instrument since initial recognition. 
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ifRs 9.ie40 - ifRs 9.ie42 – example

ifRs 9.ie40: Bank A has two portfolios of 
automobile loans with similar terms and conditions 
in Region W. Bank A’s policy on financing decisions 
for each loan is based on an internal credit rating 
system that considers a customer’s credit history, 
payment behaviour on other products with Bank 
A and other factors, and assigns an internal credit 
risk rating from 1 (lowest credit risk) to 10 (highest 
credit risk) to each loan on origination. The risk 
of a default occurring increases exponentially as 
the credit risk rating deteriorates so, for example, 
the difference between credit risk rating grades 1 
and 2 is smaller than the difference between credit 
risk rating grades 2 and 3. Loans in Portfolio 1 were 
only offered to existing customers with a similar 
internal credit risk rating and at initial recognition 
all loans were rated 3 or 4 on the internal rating 
scale. Bank A determines that the maximum initial 
credit risk rating at initial recognition it would 
accept for Portfolio 1 is an internal rating of 4. 
Loans in Portfolio 2 were offered to customers that 
responded to an advertisement for automobile 
loans and the internal credit risk ratings of these 
customers range between 4 and 7 on the internal 
rating scale. Bank A never originates an automobile 
loan with an internal credit risk rating worse than 7 
(ie with an internal rating of 8–10).

ifRs 9.ie41: For the purposes of assessing whether 
there have been significant increases in credit risk, 
Bank A determines that all loans in Portfolio 1 had 
a similar initial credit risk. It determines that given 
the risk of default reflected in its internal risk rating 
grades, a change in internal rating from 3 to 4 would 
not represent a significant increase in credit risk 
but that there has been a significant increase in 
credit risk on any loan in this portfolio that has an 
internal rating worse than 5. This means that Bank 
A does not have to know the initial credit rating of 
each loan in the portfolio to assess the change in 
credit risk since initial recognition. It only has to 
determine whether the credit risk is worse than 5 
at the reporting date to determine whether lifetime 
expected credit losses should be recognised in 
accordance with paragraph 5.5.3 of IFRS 9.

ifRs 9.ie42: However, determining the maximum 
initial credit risk accepted at initial recognition for 
Portfolio 2 at an internal credit risk rating of 7, would 
not meet the objective of the requirements as stated 
in paragraph 5.5.4 of IFRS 9. This is because Bank A 
determines that significant increases in credit risk 
arise not only when credit risk increases above the 
level at which an entity would originate new financial 
assets (ie when the internal rating is worse than 7). 
Although Bank A never originates an automobile 
loan with an internal credit rating worse than 7, the 
initial credit risk on loans in Portfolio 2 is not of 
sufficiently similar credit risk at initial recognition to 
apply the approach used for Portfolio 1. This means 
that Bank A cannot simply compare the credit risk 
at the reporting date with the lowest credit quality 
at initial recognition (for example, by comparing 
the internal credit risk rating of loans in Portfolio 2 
with an internal credit risk rating of 7) to determine 
whether credit risk has increased significantly 
because the initial credit quality of loans in the 
portfolio is too diverse. For example, if a loan initially 
had a credit risk rating of 4 the credit risk on the 
loan may have increased significantly if its internal 
credit risk rating changes to 6.

2.2.9.  Exception for financial instruments with a ‘low 
credit risk’

As an exception from the general requirements, an 
entity may assume that the criterion for recognizing 
lifetime expected credit losses is not met if the credit 
risk on the financial instrument is low at the reporting 
date. The IASB notes in the basis for conclusion that 
an entity can choose to apply this simplification on an 
instrument-by-instrument basis.

IFRS 9 states that the credit risk is low if:

•	 the instrument has a low risk of default;

•	 the borrower has strong capacity to meet its 
contractual cash flow obligations in the near term; 
and

•	 adverse changes in economic and business 
conditions in the longer term may, but will not 
necessarily, reduce the borrower’s ability to fulfill 
its obligations.



ifRs 9 Impairment Workbook 29

IFRS 9 states that a financial instrument with an 
external rating of ‘investment grade’ is an example of 
an instrument that may be considered to have low 
credit risk. However, a financial instrument does not 
need to be externally rated for the exception to apply. 
When an internal grade is used to determine whether 
the credit risk of an instrument is ‘low’, the internal 
assessment of ‘low credit risk’ should be consistent 
with the globally understood definition of ‘low credit 
risk’ and should consider the risk and type of financial 
instrument being assessed. The assessment should be 
consistent with the perspective of market participant, 
and should take into account all of the terms and 
conditions of the financial instruments.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.5.5.10

An entity may assume that the credit risk on a 
financial instrument has not increased significantly 
since initial recognition if the financial instrument is 
determined to have low credit risk at the reporting 
date (see paragraphs B5.5.22—B5.5.24).

ifRs 9.BC5.181 

The 2013 Impairment Exposure Draft proposed that 
the credit risk on a financial instrument should be 
considered low if the financial instrument has a low 
risk of default, and the borrower has a strong capacity 
to meet its contractual cash flow obligations in the 
near term. The 2013 Impairment Exposure Draft 
noted that this is the case even if adverse changes in 
economic and business conditions in the longer term 
may, but will not necessarily, reduce the ability to 
fully recover cash flows in the long term. It was noted 
that such credit risk is typically equivalent to the 
investment grade market convention, ie an entity need 
not assess the extent of the increase in credit risk 
since initial recognition for financial instruments with 
credit risk that is equivalent to investment grade.

ifRs 9.BC5.182 

Respondents to the 2013 Impairment Exposure Draft 
had mixed views on the inclusion of the low credit 
risk simplification. Most respondents supported a 
simplification based on low credit risk and noted 
that it reduces the costs of implementation and 
avoids recognizing lifetime expected credit losses 
inappropriately. However, a number of clarifications 
were suggested regarding the meaning of low credit 
risk and its application. Some noted that the low 
credit risk simplification could paradoxically increase 
operational complexity because, in addition to 
assessing the change in credit risk, the absolute credit 
risk at the reporting date would need to be assessed.

ifRs 9.BC5.183

In response, the IASB noted that the intention was to 
reduce operational complexity and therefore decided 
to retain the low credit risk simplification but to allow 
instead of require this to be used. This would allow 
entities to better align the assessment of increases in 
credit risk for the purpose of IFRS 9 with their internal 
credit risk systems.

ifRs 9.BC5.184

The IASB considered whether to allow reporting entities 
to have an accounting policy choice on whether to 
apply the requirement to assess whether a financial 
instrument is considered to have low credit risk at the 
reporting date. It noted that the intention of the low 
credit risk concept was to provide relief from tracking 
changes in the credit risk of high quality financial 
instruments and that requiring an entity to apply it 
as an accounting policy choice for a class of financial 
instrument would be inconsistent with this intention. 
The assessment of low credit risk can therefore be 
made on an instrument-by-instrument basis.

ifRs 9.B5.5.22 

The credit risk on a financial instrument is considered 
low for the purposes of paragraph 5.5.10, if the 
financial instrument has a low risk of default, the 
borrower has a strong capacity to meet its contractual 
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cash flow obligations in the near term and adverse 
changes in economic and business conditions in the 
longer term may, but will not necessarily, reduce the 
ability of the borrower to fulfil its contractual cash flow 
obligations. Financial instruments are not considered 
to have low credit risk when they are regarded as 
having a low risk of loss simply because of the value 
of collateral and the financial instrument without that 
collateral would not be considered low credit risk. 
Financial instruments are also not considered to have 
low credit risk simply because they have a lower risk 
of default than the entity’s other financial instruments 
or relative to the credit risk of the jurisdiction within 
which an entity operates.

ifRs 9.B5.5.23 

To determine whether a financial instrument has low 
credit risk, an entity may use its internal credit risk 
ratings or other methodologies that are consistent 
with a globally understood definition of low credit risk 
and that consider the risks and the type of financial 
instruments that are being assessed. An external rating 
of ‘investment grade’ is an example of a financial 
instrument that may be considered as having low 
credit risk. However, financial instruments are not 
required to be externally rated to be considered 
to have low credit risk. They should, however, be 
considered to have low credit risk from a market 
participant perspective taking into account all of the 
terms and conditions of the financial instrument.

ifRs 9.B5.5.24 

Lifetime expected credit losses are not recognised 
on a financial instrument simply because it was 
considered to have low credit risk in the previous 
reporting period and is not considered to have low 
credit risk at the reporting date. In such a case, 
an entity shall determine whether there has been 
a significant increase in credit risk since initial 
recognition and thus whether lifetime expected credit 
losses are required to be recognised in accordance 
with paragraph 5.5.3.

ifRs 9.ie27 - example

Entity B applies the low credit risk simplification 
in paragraph 5.5.10 of IFRS 9. Accordingly, at the 
reporting date, Entity B evaluates whether the 
bond is considered to have low credit risk using 
all reasonable and supportable information that is 
available without undue cost or effort. In making 
that evaluation, Entity B reassesses the internal 
credit rating of the bond and concludes that the 
bond is no longer equivalent to an investment grade 
rating because:

(a) The latest quarterly report of Company 
A revealed a quarter-on-quarter decline in 
revenues of 20 per cent and in operating profit 
by 12 per cent.

(b) Rating agencies have reacted negatively 
to a profit warning by Company A and put 
the credit rating under review for possible 
downgrade from investment grade to non-
investment grade. However, at the reporting 
date the external credit risk rating was 
unchanged.

(c) The bond price has also declined 
significantly, which has resulted in a higher 
yield to maturity. Entity B assesses that the 
bond prices have been declining as a result 
of increases in Company A’s credit risk. 
This is because the market environment 
has not changed (for example, benchmark 
interest rates, liquidity etc are unchanged) 
and comparison with the bond prices of 
peers shows that the reductions are probably 
company specific (instead of being, for 
example, changes in benchmark interest rates 
that are not indicative of company-specific 
credit risk).
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  further guidance from KPMG insights

7a.8.150.40 

To conclude that an instrument with an external rating 
equivalent to ‘investment grade’ has low credit risk, the 
entity needs to consider whether the external rating is 
determined using methodologies that are consistent 
with a globally understood definition of low credit risk 
and whether there is evidence of an increase in credit 
risk that is not yet reflected in the rating.

7a.8.150.50 

A financial instrument is not considered to have a low 
credit risk simply because

•	 the value of collateral results in a low risk of 
loss - this is because collateral usually affects the 
magnitude of the loss when default occurs, rather 
than the risk of default; or

•	 it has a lower risk of default than the entity’s other 
financial instruments or relative to the credit risk 
of the jurisdiction in which the entity operates.

7a.8.150.60

The low credit risk exception does not mean that 
there is a bright line threshold for the recognition of 
lifetime expected credit losses when an instrument’s 
credit risk ceases to be low. Instead, when an 
instrument no longer has a low credit risk, the general 
requirements for assessing whether there has been a 
significant increase in credit risk apply.

2.2.10.  Loan commitments and financial guarantee 
contracts

The assessment of a significant increase in credit 
risk requires an entity to identify the date on which 
it initially recognized a financial instrument because 
any increase in credit risk is measured from that 
date. For loan commitments and financial guarantee 
contracts, the date of initial recognition is considered 
to be the date on which an entity becomes a party 

to the irrevocable commitment. This applies to both 
the drawn and undrawn amounts. This is because, for 
purpose of applying the impairment requirements, 
a financial asset that is recognized as a result of the 
drawn-down of a loan commitment is treated as a 
continuation of the loan commitment.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.5.5.6

For loan commitments and financial guarantee 
contracts, the date that the entity becomes a party to 
the irrevocable commitment shall be considered to 
be the date of initial recognition for the purposes of 
applying the impairment requirements.

 

  further guidance from KPMG insights

7a.8.70.20 

The assessment of a significant increase in credit 
risk requires an entity to identify the date on which 
it initially recognised a financial instrument. For loan 
commitments and financial guarantee contracts, 
the date of initial recognition is the date on which 
the entity becomes a party to the irrevocable 
commitment. For the purpose of applying the 
impairment requirements, a financial asset that is 
recognised as a result of the draw-down of a loan 
commitment is treated as a continuation of the loan 
commitment. It appears that this means that, for loans 
drawn down under loan commitments - e.g. revolving 
credit facilities - the assessment is made relative to the 
credit risk when the contract was signed, rather than 
the credit risk when each balance was drawn.

2.2.11.  Modified financial assets 

IFRS 9 provides guidance on estimating expected credit 
losses for financial assets that have been modified. 

If the contractual cash flows of the financial asset are 
modified, then the entity is required to distinguish 
between 
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•	 a modification that results in derecognition; and

•	 a modification that does not result in derecognition.

If the modification does not result in derecognition, 
then the subsequent assessment of a significant 
increase in credit risk is made by comparing 

•	 the risk of default at the reporting date based on 
the modified contractual terms of the financial 
asset with 

•	 the risk of default at initial recognition based on 
the original, unmodified contractual terms of the 
financial asset.

If the modification does not result in derecognition, 
then the modified asset should not be considered 
automatically to have lower credit risk merely 
because its cash flows have been modified. Typically, 
a customer would need to demonstrate consistently 
good payment behavior over a period of time before 
the credit risk is considered to be improved - e.g. 
a history of missed or incomplete payments would 
not typically be ignored if the customer made one 
payment on time following the modification. 

If the modification results in derecognition, then 
the modified asset is considered to be a new asset. 
Accordingly, the date of modification is treated as 
the date of initial recognition for the purposes of the 
impairment requirements.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.5.5.12 

If the contractual cash flows on a financial asset have 
been renegotiated or modified and the financial asset 
was not derecognized, an entity shall assess whether 
there has been a significant increase in the credit 
risk of the financial instrument in accordance with 
paragraph 5.5.3 by comparing:

(a) the risk of a default occurring at the reporting 
date (based on the modified contractual terms); 
and

(b) the risk of a default occurring at initial 
recognition (based on the original, unmodified 
contractual terms).

ifRs 9.B5.5.25 

In some circumstances, the renegotiation or 
modification of the contractual cash flows of a 
financial asset can lead to the derecognition of 
the existing financial asset in accordance with this 
Standard. When the modification of a financial asset 
results in the derecognition of the existing financial 
asset and the subsequent recognition of the modified 
financial asset, the modified asset is considered a 
‘new’ financial asset for the purposes of this Standard.

ifRs 9.B5.5.26 

Accordingly the date of the modification shall be 
treated as the date of initial recognition of that financial 
asset when applying the impairment requirements 
to the modified financial asset. This typically means 
measuring the loss allowance at an amount equal to 
12-month expected credit losses until the requirements 
for the recognition of lifetime expected credit losses 
in paragraph 5.5.3 are met. However, in some unusual 
circumstances following a modification that results 
in derecognition of the original financial asset, there 
may be evidence that the modified financial asset is 
credit-impaired at initial recognition, and thus, the 
financial asset should be recognized as an originated 
credit-impaired financial asset. This might occur, for 
example, in a situation in which there was a substantial 
modification of a distressed asset that resulted in the 
derecognition of the original financial asset. In such a 
case, it may be possible for the modification to result 
in a new financial asset which is credit impaired at 
initial recognition.

ifRs 9.B5.5.27 

If the contractual cash flows on a financial asset have 
been renegotiated or otherwise modified, but the 
financial asset is not derecognized, that financial 
asset is not automatically considered to have lower 
credit risk. An entity shall assess whether there 
has been a significant increase in credit risk since 
initial recognition on the basis of all reasonable and 
supportable information that is available without 
undue cost or effort. This includes historical and 
forward-looking information and an assessment of the 
credit risk over the expected life of the financial asset, 
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which includes information about the circumstances 
that led to the modification. Evidence that the criteria 
for the recognition of lifetime expected credit losses 
are no longer met may include a history of up-to-date 
and timely payment performance against the modified 
contractual terms. Typically a customer would need to 
demonstrate consistently good payment behavior over 
a period of time before the credit risk is considered 
to have decreased. For example, a history of missed 
or incomplete payments would not typically be erased 
by simply making one payment on time following a 
modification of the contractual terms.

 

  further guidance from KPMG insights

7a.8.130.50 

Following a modification that results in derecognition, 
there could be evidence that the modified financial 
asset is credit-impaired on initial recognition. This 
might occur, for example, in a situation in which a 
substantial modification relates to a distressed asset.

tyPe of ReCLassifiCation assessinG siGnifiCanCe of inCRease in CRedit RisK

fVtPL amortised cost

fVtPL fVoCi

Compare the credit risk at the reporting date to the credit  
risk at the reclassification date.  

Figure 4: Assessment of significant increase in credit risk after a reclassification out of the FVTPL measurement 
category

2.2.12.  Reclassified financial assets

Reclassification out of the fair Value through Profit or Loss (fVtPL) measurement category:

If a financial asset has been reclassified out of the FVTPL measurement category into the amortized cost or 
FVOCI measurement category, then, for purpose of assessing whether there has been significant increase in 
credit risk, the reclassification date is treated as the date of initial recognition. Therefore, only changes in the 
asset’s credit risk following the reclassification date are considered.
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Reclassification into the fair Value through Profit or 
Loss (fVtPL) measurement category:

If a financial asset is reclassified from the amortized 
cost or FVOCI measurement category into the 
FVTPL measurement category, then an impairment 
assessment no longer has to be performed.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.B5.6.1 

If an entity reclassifies financial assets in accordance 
with paragraph 4.4.1, paragraph 5.6.1 requires that 
the reclassification is applied prospectively from 
the reclassification date. Both the amortized cost 
measurement category and the fair value through 
other comprehensive income measurement 
category require that the effective interest rate is 
determined at initial recognition. Both of those 
measurement categories also require that the 
impairment requirements are applied in the same way. 
Consequently, when an entity reclassifies a financial 
asset between the amortized cost measurement 

category and the fair value through other 
comprehensive income measurement category:

(a) the recognition of interest revenue will not 
change and therefore the entity continues to use 
the same effective interest rate.

(b) the measurement of expected credit losses 
will not change because both measurement 
categories apply the same impairment approach. 
However if a financial asset is reclassified out 
of the fair value through other comprehensive 
income measurement category and into the 
amortized cost measurement category, a loss 
allowance would be recognized as an adjustment 
to the gross carrying amount of the financial 
asset from the reclassification date. If a financial 
asset is reclassified out of the amortized 
cost measurement category and into the fair 
value through other comprehensive income 
measurement category, the loss allowance would 
be derecognized (and thus would no longer be 
recognized as an adjustment to the gross carrying 
amount) but instead would be recognized as an 
accumulated impairment amount (of an equal 
amount) in other comprehensive income and 
would be disclosed from the reclassification date.

tyPe of ReCLassifiCation assessinG siGnifiCanCe of inCRease in CRedit RisK

amortised cost fVoCi

fVoCi amortised cost

Compare the credit risk at the reporting date to the credit  
risk at the date of initial recognition.

Figure 5: Assessment of significant increase in credit risk after a reclassification between AC and FVOCI 
measurement category

Reclassification between the amortized Cost (aC) and fair Value through other Comprehensive income 
(fVoCi) measurement category:

When a financial asset is reclassified between the amortized cost and FVOCI measurement categories (in either 
direction), then the credit risk at the asset’s original date of initial recognition (rather than the reclassification 
date) will continue to be used for assessing changes in credit risk.
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ifRs 9.B5.6.2 

However, an entity is not required to separately 
recognize interest revenue or impairment gains or losses 
for a financial asset measured at fair value through 
profit or loss. Consequently, when an entity reclassifies 
a financial asset out of the fair value through profit or 
loss measurement category, the effective interest rate 
is determined on the basis of the fair value of the asset 
at the reclassification date. In addition, for the purposes 
of applying Section 5.5 to the financial asset from the 
reclassification date, the date of the reclassification is 
treated as the date of initial recognition.

 

  further guidance from KPMG insights

7a.8.140.10 

If a financial asset has been reclassified out of the 
FVTPL measurement category into the amortised cost 
or FVOCI measurement category, then, for the purpose 
of assessing whether there has been a significant 

increase in credit risk, the reclassification date is 
treated as the date of initial recognition. Therefore, to 
determine whether there has been a significant increase 
in credit risk, only changes in the asset’s credit risk 
following the reclassification date are considered.

7a.8.140.20 

However, when a financial asset is reclassified between 
the amortised cost and FVOCI measurement categories 
(in either direction), then the credit risk at the asset’s 
original date of initial recognition (rather than the 
reclassification date) continues to be used for assessing 
changes in credit risk. This is because both categories 
are subject to the same impairment requirements.

7a.8.140.30 

If a financial asset is reclassified from the amortised 
cost or FVOCI measurement category into the 
FVTPL measurement category, then an impairment 
assessment is no longer performed.

2.3.  Key implementation issues discussed by the itG

This section includes KPMG’s summaries of the key implementation issues in connection with a significant 
increase in credit risk that were discussed by the ITG.

2.3.1.  Loan commitments – Scope

issue:

The impairment requirements of IFRS 9 apply to all loan commitments, other than loan commitments 
measured as at fair value through profit or loss or those used to provide a loan below market rate. The 
term ‘loan commitment’ is not defined in IFRS, but the basis for conclusions to IFRS 9 states that: “loan 
commitments are firm commitments to provide credit under pre-specified terms and conditions”. 

IFRS 9 explicitly excludes from its scope certain transactions that are in the scope of IFRS 15 Revenue from 
Contracts with Customers and IAS 17 Leases. 

The stakeholders who submitted questions to the ITG wanted to know whether the impairment requirements 
of IFRS 9 apply to: 

•	 the lessor’s commitment during the period between inception and commencement of a finance lease; and 

•	 an agreement by a retailer, through the issue of a store card, to give a customer credit when the customer 
buys goods or services from the retailer in the future. 
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itG discussion (april 2015):

How to determine whether a commitment to 
extend credit is in the scope of IFRS 9’s impairment 
requirements 

ITG members appeared to agree that, to determine 
whether a transaction is a loan commitment that is 
in the scope of IFRS 9’s impairment requirements, an 
entity has to answer the following questions. 

•	 Is it a loan commitment? 

•	 Is the definition of a financial instrument met? 

•	 Is the contract specifically excluded from the 
scope of IFRS 9? 

Is a lessor’s commitment during the period between 
inception and commencement of a finance lease 
subject to IFRS 9’s impairment requirements?

ITG members appeared to agree that a lessor’s 
commitment between inception and commencement 
of a finance lease is not a loan commitment that is in 
the scope of IFRS 9’s impairment requirements. 

This is because there is no financial instrument until 
the commencement date, since the lessor has not yet 
supplied the leased property to the lessee. 

Some ITG members also noted that: 

•	 IFRS 9 excludes from its scope rights and 
obligations under leases to which IAS 17 applies, 
except for certain specific items that are not 
scoped out of IFRS 9; and 

•	 the commitment described in the submission was 
not one of these items. 

Is an agreement by a retailer, through the issue of a 
store card, to give a customer credit subject to IFRS 
9’s impairment requirements?

ITG members appeared to agree that an agreement 
by a retailer to grant a customer credit when the 
customer buys goods or services from the retailer 
in the future is not a loan commitment that is in the 
scope of IFRS 9’s impairment requirements. 

Again, this is because the contract is not a financial 
instrument until the retailer has supplied goods or 
services to the customer. In addition, there is no firm 
commitment if the retailer has no obligation to sell 
goods or services.
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ifRs 9 Reference: 

•	 IFRS 9.5.5.9
•	 IFRS 9.B5.5.13
•	 IFRS 9.BC178

itG discussion (september 2015):

How much and what kind of analysis is required?

ITG members made the following comments.

Amount of analysis

An appropriate level of analysis is required to support 
using changes in the 12-month PD to determine 
whether credit risk has increased significantly. 
The analysis should be revisited and updated as 
appropriate at each reporting date.

The amount of analysis required will depend on the 
circumstances. 

Assessment and reassessment may be made on an on-
going basis – e.g. using a more detailed initial analysis, 
with reassessment focusing on whether there have been 
changes to the key factors and circumstances identified 
in the initial analysis that would indicate that using 
12-month PDs would no longer be appropriate.

Type of analysis

The objective of the analysis is to determine whether 
changes in the 12-month PD are a reasonable proxy for 
changes in the lifetime risk of default. 

Analyses might be performed on a segmented basis 
– i.e. by referring to groups of exposures with similar 
characteristics. When new exposures are originated, 
it may be necessary to determine that they have 

2.3.2.  Use of changes in the 12-month PD for the assessment

Issue:

Under IFRS 9, assessing whether the credit risk of a financial instrument has increased significantly is based on 
changes in the risk of a default occurring over the expected life of an instrument. However, in some cases the 
standard indicates that it may be reasonable to use changes in the 12-month probability of default (PD) instead 
– i.e. the risk of default occurring over the next 12 months. 

For example, IFRS 9 states that changes in the 12-month PD may be a reasonable approximation of changes in 
the lifetime risk of default for financial instruments whose default patterns are not concentrated at a specific 
point during their life. The basis for conclusions to IFRS 9 also notes that in general, changes in the 12-month 
PD should be a reasonable approximation of changes in the lifetime risk of default. 

The submitter asked whether an entity would be required to review annually whether using the 12-month PD 
was, or is still, appropriate – and if so, to what extent.

The submitter presented three potential approaches for an annual review.

aPPRoaCH WHat tHe aPPRoaCH inVoLVes
Quantitative Annual calculation and comparison of the lifetime PD and the 12-month PD.

Qualitative Annual qualitative review. If that review concluded that the use of 12-month PD 
was no longer appropriate, the entity would have to use the lifetime PD. 

Recalibration Top-down review of factors that have the greatest impact on the appropriateness 
of using the 12-month PD, which would then be adjusted to reflect these factors. 
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similar characteristics to other exposures for which 
12-month PDs are used.

The standard does not generally require calculation of 
an explicit lifetime PD to identify significant increases 
in credit risk. Therefore, the standard does not 
require a quantitative comparison of 12-month PD vs 
lifetime PD as a matter of routine.

However, it may be important to consider available 
quantitative information about lifetime PDs in 
performing the analysis – e.g. if these are calculated 
for assets that are transferred to Stage 2.

Even if the quantitative assessment was performed, 
simple comparison of the lifetime PD with the 
12-month PD, as suggested in the submission, would 
not achieve the objective of the guidance. This is 
because the two measures are not compatible (as 
they relate to different lengths of period) and the 
comparison would not look at changes.

What should be borne when considering using 
12-month PDs?

ITG members made the following comments.

Appropriateness of using the 12-month PD 

Use of the 12-month PD is a proxy for assessing 
significant increases in credit risk – it is not a proxy for 
measuring lifetime ECLs.

Whether the 12-month PD is an appropriate proxy 
depends on the nature of the exposure, including 
its maturity and relevant circumstances. A 12-month 
PD may be an appropriate proxy if expected default 
patterns are not concentrated at a specific point 
during the instrument’s expected life. 

By contrast, a 12-month PD may not be a good proxy 
if economic factors are expected to have significantly 
different impacts on default risk over time – e.g. if 
unemployment is a key driver of default risk and 
the entity expects significantly different unemployment 
rates over the next 12 months compared with the 
overall expected life of the instrument.

The standard explicitly cautions that the 12-month PD 
may not be a suitable proxy if changes in economic 
factors may have only a relatively small impact on 
the 12-month PD, but a more pronounced impact on 
the lifetime PD. 

However, the 12-month PD also may not be a good 
proxy if short-term economic factors lead to a 
relatively large increase in the 12-month PD but little 
proportionate impact on the lifetime PD.

Other considerations

If it is no longer appropriate to use the 12-month PD, 
another appropriate method for identifying changes in 
lifetime credit risk needs to be identified. However, as 
noted above, the standard does not generally require 
calculation of an explicit lifetime PD.

In some cases, entities might use modified 12-month 
PDs or supplement them with overlays to better 
capture macro-economic changes and forward-looking 
information.

One ITG member noted that some entities may 
seek to use 12-month PDs on (and shortly after) 
adoption of the new standard and then move to 
more sophisticated approaches as they enhance their 
models and data sets over time.

Disclosures provide useful information on how the 
assessment of significant increases in credit risk is 
made, and how forward-looking information has been 
incorporated.
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ifRs 9 Reference: 

•	 IFRS 9.5.5.6

•	 IFRS 9.5.5.8 

 

itG discussion (april 2015):

Examining historical data

This area poses a considerable operational challenge, 
as it may involve examining data going back many 
years. However, it was acknowledged that entities may 
take advantage of a relief on transition. For example, 
IFRS 9 allows entities, on transition, to approximate 
the credit risk on initial recognition by considering 
all reasonable and supportable information that is 
available without undue cost or effort. 

Clarity of the existing requirements

ITG members appeared to agree that: 

•	 the requirements of IFRS 9 were clear – i.e. 
that the date of initial recognition is the date on 
which the facility agreement was signed, unless 
the instrument was derecognised as a result of 
significant modification (although determining 
whether derecognition of a modified facility is 
appropriate requires the exercise of judgement); 
and 

•	 the challenge was operational in nature – e.g. 
tracking changes over long periods.

2.3.3.  Date of initial recognition for assessing significant increase in credit risk

Issue:

Assessing whether there has been a significant increase in credit risk since initial recognition of a financial 
instrument requires an entity to have an assessment of the credit risk at its initial recognition – and hence to 
have identified the date on which the financial instrument was initially recognised. 

For loan commitments and financial guarantee contracts, the date of initial recognition is the date on which the 
entity became a party to the irrevocable commitment. 

For the purpose of the impairment requirements, a financial asset that is recognised following a draw-down on a 
loan commitment is treated as a continuation of that commitment instead of a new financial instrument. 

Application issues may arise in identifying the date of initial recognition of revolving credit facilities, because 
changes to the facilities’ terms during their life may require their derecognition and the recognition of a new 
instrument. Examples of changes in terms include: 

•	 changes to a different type of product – e.g. from a student card to standard card, or from a standard card 
to a premium card; and 

•	 changes in credit limit. 
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ifRs 9 Reference: 

•	 IFRS 9.5.5.9 

•	 Definition of ‘credit loss’ in IFRS 9 Appendix A

•	 IFRS 9.B5.5.22

•	 IFRS 9.B5.5.55

itG discussion (april 2015):

Should the guarantee be taken into account when 
assessing significant increase in credit risk? 

ITG members appeared to agree that IFRS 9 is clear 
that expected recoveries under a guarantee are not 
taken into account when assessing whether the credit 
risk on an instrument has increased significantly 
because the assessment is based on changes in the 
risk of the borrower defaulting. 

However, a guarantee is considered to the extent 
that it affects the probability of the borrower making 
payments when due. For example, this could be 
the case where a parent guarantees the debt of a 
subsidiary because it may be in the parent’s interest 
to provide funds to the subsidiary enabling it to make 
payments on the debt, rather than let the subsidiary 
default and make a payment under the guarantee.

2.3.4.  Assessment of significant increase in credit risk for guaranteed debt instruments

Issue:

Under IFRS 9, the assessment of whether there has been a significant increase in credit risk is made on the 
basis of changes in the risk of default rather than changes in the amount of estimated credit losses. This means 
that the availability of collateral is irrelevant unless changes in collateral value are expected to reduce the 
borrower’s economic incentive to make contractual payments when due. 

The issue submitted to the ITG concerned a debt instrument that is subject to a financial guarantee contract 
that is integral to its contractual terms. The stakeholder submitting this issue asked whether the expected 
recoveries under the guarantee should be considered in assessing whether there has been a significant increase 
in such an instrument’s credit risk. 

IFRS 9 does not discuss the concept of a guarantee that is ‘integral’ to the contractual terms of an instrument.
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ifRs 9 Reference: 

•	 IFRS 9.BC5.161

•	 IFRS 9.IE40 – IFRS 9.IE42

 

2.3.5.  Methods for Assessing Credit Risk for Loans Priced Within Broad Credit Quality Bands

Issue:

Under the general impairment model in IFRS 9, measurement of ECLs depends on whether there has been a 
significant increase in the credit risk of a financial instrument since its initial recognition. Accordingly, at each 
reporting date, an entity should compare the risk of default at initial recognition of an instrument with the risk 
of default at the reporting date.

The standard gives examples of information relevant to assessing changes in credit risk. This includes 
information on the pricing of similar products at the reporting date – i.e. credit risk may have increased if 
a similar financial instrument with the same terms and the same counterparty, and newly originated at the 
reporting date, would have a higher credit-related pricing element.

The basis for conclusions to IFRS 9 also notes that significant increases in credit risk could be assessed more 
simply for the portfolios of financial instruments with similar credit risk at initial recognition by:

•	 determining the maximum credit risk accepted for a particular portfolio on initial recognition; and

•	 comparing the credit risk of financial instruments in that portfolio at the reporting date to that maximum 
credit risk. 
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iLLUstRation — BanK X’s CRedit RisK RatinG ModeL

Risk of default

Low                                                                                                                   High
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Product A loans  
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Absolute threshold

identical contractual  
terms and pricing
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✔     ✔     ✔    ✔ ✔ ✘ ✘ ✘    ✘     ✘     ✘ ✘    ✘ ✘     ✘    ✘   ✘

Reject
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%
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1      2      3         4         5           6             7                8                 9                    10

Bank X holds a portfolio of individual loans and assigns an internal credit risk rating from 1 to 10 to each loan, 
with 1 denoting the lowest credit risk and 10 denoting the highest credit risk. The credit risk grades include all 
available information about the customer. The assessed risk of default occurring increases exponentially from 
one grade to the next — meaning that the assessed difference in the risk of default between Grades 1 and 2 is 
smaller than that between Grades 2 and 3, etc. 

There are various types of retail loan products in Bank X’s portfolio, including Product A. The maximum credit 
risk rating the bank will accept for Product A is 5. Once a loan application is accepted, the contractual terms 
and pricing are identical for all customers taking the product. Consequently, although the credit risk grades of 
the Product A loans may range from 1 to 5 at origination, all of these loans have the same contractual terms. 

Figure 6: Illustration in ITG meeting in September 2015
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itG discussion (september 2015):

Is it appropriate to use changes in credit risk grades to 
identify significant deterioration in credit risk?

ITG members appeared to agree on the following.

Appropriateness of using credit risk grades:

It may be possible to use changes in credit risk grades 
to identify significant increases in credit risk. However, 
there are many different types of credit risk rating 
systems used in practice. 

The appropriateness of using changes in risk grades 
would depend on whether, and to what extent, 
changes in risk grades reflect changes in credit risk – 
i.e. the lifetime risk of default for this purpose.

For example, for some products and rating systems, 
a certain change in credit risk grade might imply only 
a change in the risk of default over the short term, 
but have little impact on the risk of default over the 
expected life of the instrument.

Assessing the credit risk rating system

An internal credit risk rating system needs to be 
assessed, to ascertain whether it is an appropriate 
model for identifying a significant increase in credit 
risk. This includes considering whether the allocation 
of risk grades takes into account all relevant, 
reasonable and supportable information, including 
forward-looking information.

For example, if the rating system does not consider 
forward-looking information, it may not be appropriate 
to use it, or it may need to be supplemented by 
additional individual or collective assessment that 
considers forward-looking, macro-economic or other 
relevant information that is not adequately captured in 
the assignment of ratings. 

This concern may be more pronounced for retail 
portfolios where there is generally less information 
available about borrowers on an individual basis 
than about corporate exposures, for which more in-
depth individual analysis to support credit risk grades 
may be possible.

Therefore, different criteria for identifying significant 
deteriorations in credit risk may be appropriate for 
different portfolios and in different circumstances. 

It is important to consider whether portfolios are 
appropriately segmented, taking into account the 
degree of homogeneity of exposures and their 
sensitivity to different macro-economic factors. 
This also applies for any additional collective 
assessment.

Is it appropriate to use an absolute threshold for the 
assessment of significant deterioration in credit risk? 

ITG members appeared to agree on the following.

Objective of the assessment 

The objective of the assessment is to identify relative 
increases in credit risk – i.e. a significant increase 
in credit risk at the reporting date relative to that at 
initial recognition. 

Appropriateness of using an absolute threshold

In view of the objective, the use of an absolute 
threshold could be appropriate only if the loans had 
similar credit risk at initial recognition, such that 
increases in credit risk below the threshold grade 
would not be significant. 

In the submitted example, this would mean that a 
deterioration in credit risk rating from Grade 1 to 
Grade 5 would have to be considered not significant 
for an absolute threshold to be used. This would 
seem implausible for a 10-grade rating model. 

In particular, an entity could not conclude that such 
a change did not represent a significant increase in 
credit risk by considering only the contractual terms 
and pricing of the loans. The entity should consider 
all available evidence.
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A Basel Committee representative made the following 
comments

Bank X’s underwriting and pricing policies may lead 
to a problem of adverse selection – i.e. most new 
borrowers would tend to be concentrated at the 
bottom end of its acceptable rating range. 

There is a risk that credit problems in the portfolio 
might not be detected on an individual exposure basis, 
and that a form of collective assessment would also be 
required.

Could alternative approaches based on an increase 
in a certain number of credit risk grades since initial 
recognition be appropriate?

ITG members appeared to agree on the following. 

Calibration of the rating system

The answer to this issue would depend on the factors 
discussed above, including the calibration of the rating 
system. 

IFRS 9 states that a smaller absolute change in the 
risk of default occurring will be more significant for a 
higher-quality asset than for a lower-quality asset.

When using a credit risk rating model where a 
deterioration in rating of one notch represents an 
exponential increase in the risk of default across the 
range of ratings, it is more likely that a significant 
increase in credit risk could be determined by an 
equivalent number of notch movements for both 
higher and lower credit risk assets. 

When using a credit risk rating model where a 
deterioration in rating of one notch represents a 
linear increase in the risk of default across the range 
of ratings, an asset with lower credit risk at initial 
recognition would probably require fewer notch 
movements to be considered to have undergone 
a significant increase in credit risk than would an 
asset with a higher credit risk at initial recognition.
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ifRs 9 Reference: 

•	 IFRS 9.5.5.9

•	 IFRS 9.5.5.10

itG discussion (september 2015):

What information should be considered?

ITG members made the following comments.

Available information

IFRS 9 requires that all reasonable and supportable 
information that is available without undue cost or effort 
should be used. This may include behavioural indicators.

As noted previously, particularly for retail portfolios, 
there may be limited available information about 
individual borrowers. Therefore, for these portfolios, 
behavioural information might have to play a more 
significant role in the assessment and may be more 
widely used.

Using behavioural indicators

Whether and how particular behavioural indicators are 
used should depend on how they are correlated with 
changes in the lifetime risk of default – i.e. whether 
they are a reasonable proxy for changes in credit risk.

Entities may develop more sophisticated behavioural 
scoring models based on multiple indicators. These 
models, and their calibration, would be expected to be 
refined over time. 

Behavioural indicators are more powerful if they can 
be used to identify increases in credit risk prior to 
delinquency. However, behavioural indicators such 
as those identified in the submission tend to be 
lagging indicators of increases in credit risk.

It is important to consider how behavioural indicators 
would be supplemented by an evaluation of macro-
economic factors and forward-looking information in 
order to identify significant deterioration in credit risk 
on a timely basis.

IFRS 9 states that past-due information may be 
used in some circumstances. It also introduces a 

2.3.6  Use of behavioral indicators

Issue:

IFRS 9 requires an entity to compare the risk of default at initial recognition of an instrument with the risk of 
default at the reporting date. The issue submitted to the ITG noted that this requirement is a very challenging 
aspect of implementing the IFRS 9 impairment guidance - particularly for revolving credit facilities such as 
credit cards and residential secured lines of credit. 

Therefore, the submitter asked whether the assessment of significant increase in credit risk could be made on 
the basis of behavioural indicators. These could include a customer’s:

•	 making only the minimum monthly repayment for a specified number of months;

•	 failing to make a payment on a loan with a different lender; or

•	 failing to make a specified number of minimum monthly repayments.

The submitter noted that such an approach could be viewed as using absolute indicators, because it is not an 
explicit comparison with the risk of default occurring at initial recognition of an instrument. 

The submitter also considered that such behavioural indicators could be used to demonstrate that a financial 
instrument has a low credit risk at the reporting date – i.e. it qualifies for the low credit risk exception under 
IFRS 9.
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ifRs 9 Reference: 

•	 IFRS 9.5.5.3 

•	 IFRS 9.5.5.5

itG discussion (december 2015):

ITG members appeared to agree that there is no 
exception in IFRS 9 from assessing whether credit risk 
has increased significantly for assets with a maturity 
of 12 months or less. It is not relevant that 12-month 
ECLs on these assets are the same as lifetime ECLs, 
because a significant increase in credit risk is assessed 
with reference to increase in the risk of default since 
initial recognition, not by reference to the amount 
of ECLs. It was also noted that the identification 
of significant increases in credit risk also has an 
important impact on disclosures.

rebuttable presumption that a significant increase 
in credit risk has occurred when financial assets are 
more than 30 days past due. An assessment based 
on behavioural indicators cannot be used to over-
ride the rebuttable presumption unless an entity 
has reasonable and supportable information 
that demonstrates that the credit risk has not 
increased significantly since initial recognition.

The extent and availability of behavioural information 
may vary across portfolios. Some of the behavioural 

indicators included in the submission may not be very 
useful or meaningful for products with back-ended 
payment obligations.

Relevant information from third parties – e.g. 
credit bureaux – should be considered when it is 
available without undue cost or effort. However, such 
information is not available in all jurisdictions.

Behavioural indicators of the types identified in the 
submission would not support a conclusion that an 
instrument qualifies for the low credit risk exception.

2.3.7.  Assessing for significant increases in credit risk for financial assets with a maturity less than 12 months

Issue:

Under the general impairment model in IFRS 9, ECLs are measured at an amount equal to:

•	 12-month ECLs if the credit risk on the financial instrument has not increased significantly since initial 
recognition; or

•	 lifetime ECLs in other cases.

The submitter noted that, for an asset with a maturity of 12 months or less, the amount of ECLs is the same 
irrespective of whether the measurement basis is 12-month ECLs or lifetime ECLs. Accordingly, the submitter 
questioned whether, for such financial assets, it is necessary for an entity to make an assessment of whether 
credit risk has increased significantly.
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3 .  F o R w a R d - l o o k I n G  I n F o R m a T I o n

3.1.  technical requirements of ifRs 9

3.1.1.  Consideration of forward-looking information in the measurement of expected credit losses and 
assessment of significant increase in credit risk

IFRS 9 requires the estimates of expected credit losses to reflect reasonable and supportable information that is 
available without undue cost or effort – including information about:

•	 past events;

•	 current conditions; and

•	 forecasts of future economic conditions. 

Information that is available for financial reporting purposes is considered to be available without undue cost or effort.

The information should include factors that are specific to the borrower and general economic conditions, 
including assessment of both the current conditions and the forecast direction of the change of conditions. 

The standard gives examples of the following potential data sources:

•	 internal historical credit loss experience;

•	 internal and external ratings;

•	 credit loss experience of other entities; or

•	 external reports and statistics.

As the forecast horizon increases the availability of detailed information decreases, and the judgement required 
to estimate expected credit losses increases. For periods far in the future, projections could be extrapolated from 
the information that is available for earlier periods.

Guidance from IFRS 9 including Basis for Conclusions and Implementation Guidance

ifRs 9.5.5.4

The objective of the impairment requirements is to recognize lifetime expected credit losses for all financial 
instruments for which there have been significant increases in credit risk since initial recognition — whether 
assessed on an individual or collective basis — considering all reasonable and supportable information, including 
that which is forward-looking.

FoRwaRd-lookInG 
InFoRmaTIon
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ifRs 9.5.5.11

If reasonable and supportable forward-looking 
information is available without undue cost or effort, 
an entity cannot rely solely on past due information 
when determining whether credit risk has increased 
significantly since initial recognition. However, when 
information that is more forward-looking than past 
due status (either on an individual or a collective 
basis) is not available without undue cost or effort, 
an entity may use past due information to determine 
whether there have been significant increases in credit 
risk since initial recognition. Regardless of the way in 
which an entity assesses significant increases in credit 
risk, there is a rebuttable presumption that the credit 
risk on a financial asset has increased significantly 
since initial recognition when contractual payments 
are more than 30 days past due. An entity can rebut 
this presumption if the entity has reasonable and 
supportable information that is available without 
undue cost or effort, that demonstrates that the 
credit risk has not increased significantly since initial 
recognition even though the contractual payments 
are more than 30 days past due. When an entity 
determines that there have been significant increases 
in credit risk before contractual payments are more 
than 30 days past due, the rebuttable presumption 
does not apply.

ifRs 9.5.5.17

An entity shall measure expected credit losses of a 
financial instrument in a way that reflects:

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

(b) the time value of money; and

(c) reasonable and supportable information that is 
available without undue cost or effort at the reporting 
date about past events, current conditions and 
forecasts of future economic conditions. 

ifRs 9.B5.5.2

Lifetime expected credit losses are generally expected 
to be recognized before a financial instrument 

becomes past due. Typically, credit risk increases 
significantly before a financial instrument becomes 
past due or other lagging borrower-specific factors 
(for example, a modification or restructuring) are 
observed. Consequently when reasonable and 
supportable information that is more forward-looking 
than past due information is available without undue 
cost or effort, it must be used to assess changes in 
credit risk.

ifRs 9.B5.5.49 

For the purpose of this Standard, reasonable and 
supportable information is that which is reasonably 
available at the reporting date without undue cost 
or effort, including information about past events, 
current conditions and forecasts of future economic 
conditions. Information that is available for financial 
reporting purposes is considered to be available 
without undue cost or effort.

ifRs 9.B5.5.50

An entity is not required to incorporate forecasts of 
future conditions over the entire expected life of a 
financial instrument. The degree of judgement that is 
required to estimate expected credit losses depends 
on the availability of detailed information. As the 
forecast horizon increases, the availability of detailed 
information decreases and the degree of judgement 
required to estimate expected credit losses increases. 
The estimate of expected credit losses does not 
require a detailed estimate for periods that are far in 
the future—for such periods, an entity may extrapolate 
projections from available, detailed information.

ifRs 9.B5.5.51 

An entity need not undertake an exhaustive search 
for information but shall consider all reasonable and 
supportable information that is available without undue 
cost or effort and that is relevant to the estimate of 
expected credit losses, including the effect of expected 
prepayments. The information used shall include 
factors that are specific to the borrower, general 
economic conditions and an assessment of both the 
current as well as the forecast direction of conditions at 
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the reporting date. An entity may use various sources 
of data that may be both internal (entity-specific) 
and external. Possible data sources include internal 
historical credit loss experience, internal ratings, 
credit loss experience of other entities and external 
ratings, reports and statistics. Entities that have no, 
or insufficient, sources of entity-specific data may use 
peer group experience for the comparable financial 
instrument (or groups of financial instruments).

ifRs 9.B5.5.52 

Historical information is an important anchor or 
base from which to measure expected credit losses. 
However, an entity shall adjust historical data, such 
as credit loss experience, on the basis of current 
observable data to reflect the effects of the current 
conditions and its forecasts of future conditions that 
did not affect the period on which the historical data 
is based, and to remove the effects of the conditions 
in the historical period that are not relevant to the 
future contractual cash flows. In some cases, the 
best reasonable and supportable information could 
be the unadjusted historical information, depending 
on the nature of the historical information and when 
it was calculated, compared to circumstances at 
the reporting date and the characteristics of the 
financial instrument being considered. Estimates of 
changes in expected credit losses should reflect, 
and be directionally consistent with, changes in 
related observable data from period to period 
(such as changes in unemployment rates, property 
prices, commodity prices, payment status or other 
factors that are indicative of credit losses on the 
financial instrument or in the group of financial 
instruments and in the magnitude of those changes). 
An entity shall regularly review the methodology and 
assumptions used for estimating expected credit 
losses to reduce any differences between estimates 
and actual credit loss experience.

ifRs 9.B5.5.53 

When using historical credit loss experience in 
estimating expected credit losses, it is important 
that information about historical credit loss rates is 
applied to groups that are defined in a manner that 
is consistent with the groups for which the historical 

credit loss rates were observed. Consequently, the 
method used shall enable each group of financial 
assets to be associated with information about past 
credit loss experience in groups of financial assets 
with similar risk characteristics and with relevant 
observable data that reflects current conditions.

ifRs 9.B5.5.54 

Expected credit losses reflect an entity’s own 
expectations of credit losses. However, when 
considering all reasonable and supportable 
information that is available without undue cost or 
effort in estimating expected credit losses, an entity 
should also consider observable market information 
about the credit risk of the particular financial 
instrument or similar financial instruments.

 

  further guidance from KPMG insights

7a.8.230.90

Company K has a portfolio of similar loans. Data 
about unemployment in K’s region is a key factor in 
estimating expected credit losses for these loans. 
Except for certain specific past-due exposures, K has 
measured impairment in the portfolio as 12-month 
expected credit losses.

7a.8.230.100 

At the reporting date, the unemployment rate in 
the region is 8%. However, consensus estimates 
available to K at the reporting date are that the 
unemployment rate will increase to 11% in the next 12 
months. Accordingly, K uses the 11% unemployment 
forecast in estimating expected credit losses for these 
loans. (Similarly, if consensus estimates were that 
the unemployment rate would reduce to 6%, then K 
would use this data, which might cause a reduction in 
the loss allowance.)
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3.1.2.  Consideration of forward-looking information 
in determining an individual vs. collective basis of 
measurement

IFRS 9 does not provide general guidance as to 
when expected credit losses should be measured on 
an individual or collective basis. However, it states 
that if an entity does not have any reasonable and 
supportable information that is available without 
undue cost or effort to measure lifetime expected 
credit losses on an individual instrument basis, then 
it measures lifetime expected losses on a collective 
basis, by considering comprehensive credit risk 
information. 

In addition to using past-due information, this 
measurement should incorporate all other relevant 
credit information - including forward-looking 
macroeconomic information. This is required in order 
to approximate the result of recognizing lifetime 
expected credit losses on an individual instrument level.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.B5.5.4

In some circumstances an entity does not have 
reasonable and supportable information that is 
available without undue cost or effort to measure 
lifetime expected credit losses on an individual 
instrument basis. In that case, lifetime expected credit 
losses shall be recognized on a collective basis that 
considers comprehensive credit risk information. 
This comprehensive credit risk information must 
incorporate not only past due information but also all 
relevant credit information, including forward-looking 
macroeconomic information, in order to approximate 
the result of recognizing lifetime expected credit 
losses when there has been a significant increase in 
credit risk since initial recognition on an individual 
instrument level.

 

  further guidance from KPMG insights

7a.8.90.10 

IFRS 9 does not specify when the assessment of 
whether there has been a significant increase in 
credit risk is made on an individual or collective 
basis. The objective of the impairment requirements 
in IFRS 9 is to recognise lifetime expected credit 
losses for all financial instruments for which there has 
been a significant increase in credit risk since initial 
recognition - whether assessed on an individual or 
a collective basis. However, for some instruments a 
significant increase in credit risk may not be evident 
on an individual instrument basis before the financial 
instrument becomes past due. For example, this 
could be the case when there is little or no updated 
information that is routinely obtained and monitored 
on an individual instrument until a customer breaches 
the contractual terms - e.g. for many retail loans. In 
these cases, an assessment of whether there has been 
a significant increase in credit risk on an individual 
basis would not faithfully represent changes in credit 
risk since initial recognition. Accordingly, if more 
forward-looking information (see 7A.8.110) is available 
on a collective basis, then an entity makes the 
assessment on a collective basis.

7a.8.120.10 

There is a rebuttable presumption that credit risk on 
a financial instrument has increased significantly when 
payments are more than 30 days past due. However, 
delinquency is a lagging indicator, and a significant 
increase in credit risk typically occurs before an asset 
is past due. Therefore, when information that is more 
forward-looking than data about past-due payments is 
available without undue cost or effort, it is considered 
in determining whether there has been a significant 
increase in credit risk, and the entity does not rely 
solely on past-due data. For example, this information 
could be available at a portfolio level.
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itG discussion (april 2015):

The role of new information in measuring impairment 
losses 

Some ITG members observed that impairment 
loss is an estimate based on evaluating different 
potential outcomes and assigning probabilities to 
those outcomes. If new information does not change 
management’s view on those estimates, then previous 
forecasts are not adjusted. 

ITG members noted that it is important for entities 
to have a formal, robust process and controls for 
monitoring new information and authorizing any 
changes needed to the previous forecasts. 

Information that becomes available between the date 
of forecast and the reporting date 

ITG members appeared to agree that information 
that becomes available between the date on which 
economic forecasts were made and the reporting 
date has to be taken into account if it impacts 
management’s evaluation of different potential 
outcomes and the related probabilities. 

This is because IFRS 9 requires the use of information 
that is available at the reporting date. 

3.2.  Key implementation issues 

This section includes KPMG’s summaries of the key implementation issues in connection with forward-looking 
information that were discussed by the ITG. 

3.2.1.  Forecast of future economic conditions

Issue:

Under IFRS 9, an entity considers forecasts of future economic conditions when determining significant 
increases in credit risk and when measuring ECLs. But what if events and new information arise after the date 
on which the measurement of ECLs is modelled? New information may become available either: 

•	 between the date on which the measurement of ECLs is modelled – i.e. the date on which the economic 
forecast is made – and the reporting date; and 

•	 between the reporting date and the date on which the financial statements are authorized. 

Start of the 
reporting period 
(e.g. 1 January)

Date on which 
economic forecast 

is made 
(e.g. 1 December)

Financial  
statements 
authorised

Reporting date 
(e.g. 31 December)

IFRS 9 requires the measurement of ECLs to reflect information that is available at the reporting date. IFRS 9 
does not change the general guidance in IAS 10 that distinguishes between adjusting and non-adjusting events 
based on whether they provide information about conditions that existed at the reporting date.
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Information that becomes available after the reporting 
date 

The treatment of information that becomes available 
between the reporting date and the date on which 
the financial statements are authorized for issue was 
acknowledged as a more difficult question. 

Some members emphasized that entities will have to 
determine whether the related uncertainty or matter 
to which the new information related was considered 
in their evaluation of different potential outcomes 
and their assessment of the related probabilities. If 
that matter was appropriately considered on the basis 
of evidence available at the reporting date, then it is 
unlikely that adjustment would be required. Entities 
will have to exercise judgement, taking into account 
the requirements of IAS 10.

One ITG member noted that the examples in IAS 10 
were originally made for an incurred loss model – e.g. 
the example about bankruptcy of a borrower – and 
suggested that IAS 10 could be improved by adding 
examples that align more with the ECL model. An 
IASB member present responded that the Board will 
consider whether educational material in this area may 
be helpful. 

Some ITG members cautioned against requiring banks 
to ‘monitor everything’. 

The importance of appropriate disclosures was 
acknowledged.

3.2.2.  Differentiating forward-looking information

Issue:

The issue submitted to the ITG asked whether 
forward-looking information should be incorporated 
in a differentiated way for different entities and 
portfolios.

The submitter concluded that forward-looking 
indicators and scenarios should be weighted and 
differentiated by entity and by portfolio.

itG discussion (september 2015):

How should forward-looking information be 
differentiated?

ITG members appeared to agree on the following.

Different forward-looking information has different 
relevance and significance for different portfolios. 
Therefore, forward-looking information should be 
incorporated in a differentiated way that is appropriate 
in the circumstances. 

Entities would generally be expected to apply 
methodologies by entity and by portfolio, and  
to implement them in a comparable and  
consistent manner. 

3.2.3.  Determining what is ‘reasonable and 
supportable information’

Issue:

The issue submitted to the ITG asked how an 
entity determines what constitutes reasonable 
and supportable forward-looking information. The 
submitter noted that there are different sources of 
forward-looking information, including the following.

•	 Macro-economic assumptions and forecasts, 
and other more detailed data, that an entity 
uses for budgeting and forecasting purposes.

•	 Other forward-looking information on emerging 
issues and uncertain future events that is 
not usually included in the entity’s budgeting 
and forecasting processes – e.g. the Scottish 
referendum in 2014 or a possible Greek exit 
from the Eurozone.

The submitter proposed a structured approach to 
identifying reasonable and supportable forward-
looking information and including it when measuring 
ECLs.
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itG discussion (september 2015):

What is the objective of using forward-looking 
information in measuring ECLs?

ITG members made the following comments.

The objective in measuring ECLs is to determine a 
probability-weighted estimate of credit losses.

The estimate of ECLs should reflect all reasonable and 
supportable information, including forward-looking 
information that is relevant and available without 
undue cost and effort at the reporting date. (As part 
of this exercise, relevant forward-looking information 
is also used in determining whether the credit risk of 
financial assets has increased significantly).

How is forward-looking information incorporated when 
measuring ECLs?

Approaches to measurement:

Entities should determine their own approach that is 
consistent with achieving the objective to incorporate 
forward-looking information when measuring ECLs. 
Approaches to measurement are expected to evolve 
over time as entities obtain more experience in 
applying the standard. Entities should ensure that their 
approach is subject to appropriate governance and 
controls.

A possible event or outcome should not be ignored 
solely because it is considered to be remote, since a 
probability-weighted estimate reflects the full range of 
possible outcomes. 

However, the likelihood of an event does affect 
whether it might have a material impact on 
probability-weighted estimates of ECLs.

Overlays:

Overlays to a modelling approach may be required 
to obtain reasonable and supportable information 
about the effects of emerging economic themes or 
possible future economic shocks if these effects are 
not otherwise reflected in the ECL estimate. The 
use of overlays should be assessed in relation to the 
objective in measuring ECLs. Therefore, the nature 

and extent of overlays will depend on the loss 
experiences and estimates embedded in pre-overlay 
model outputs. 

It is important to avoid double-counting or 
inappropriate extrapolation. For example, 
historical data or base case estimates may already 
reflect information about previous economic shocks 
or themes. An overall analysis might consider whether 
there would be significant differences between 
these starting estimates and new estimates that 
incorporate specific adjustments that both add 
new relevant factors and remove ones that are no 
longer relevant. Entities should stand back and 
consider whether the final result is consistent with the 
objective set out above.

Overlays may be performed at a collective level, 
especially for retail portfolios. Again, care is required 
to avoid double-counting of factors. 

For example, if the credit rating of a corporate 
exposure is downgraded based on forward-looking 
information, and the corresponding individual ECL 
estimate increased accordingly, then it would not be 
appropriate to make an additional collective allowance 
based on the same forward-looking information.

Other considerations:

ECLs are based on the entity’s estimates, and 
entities are expected to have a reasonable basis 
and explanation for their estimates of future macro-
economic variables. However, such forecasts 
are inherently uncertain. 

The standard does not require all entities to default 
to consensus forecasts and neither auditors nor 
regulators should simply substitute their judgments for 
those of management. Rather, the auditor’s role is to 
assess whether management’s forecast is reasonable.

ECLs reflect expected – not unexpected – losses. 
This means that they are not biased towards 
downturn scenarios, like stress tests are. In preparing 
probability-weighted estimates, the effects of more 
adverse possible scenarios may be offset by the effects 
of more benign ones.

Estimates would incorporate any relevant risk 
management actions that an entity would undertake 
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to manage recoveries from debtors and/or collateral 
in response to differing scenarios. However, an entity 
could not avoid recognizing ECLs on the basis that it 
might sell financial assets in some scenarios.

Future economic events may have indirect, second-
order impacts as well as more obvious direct impacts. 
Also, different variables and scenarios may have 
effects that interact. These additional effects may 
be more difficult to model than direct impacts – the 
standard requires reasonable estimates based on the 
information available, not unattainable perfection or 
spurious accuracy.

What is ‘reasonable and supportable’ information?

Rationale:

There is no bright line marking what information is 
reasonable and supportable – judgment is required to 
make the determination.

Reasonable and supportable information includes 
information about future events that are unlikely to 
occur. However, information about an event and its 
consequences may not be reasonable and supportable 
if the entity has an insufficient basis on which a 
reasonable estimate of its impact can be made.

Uncertain future events:

It is possible that an entity could have no basis to 
determine whether, or how, the occurrence of an 
event would affect credit risk or credit losses. 

This might not be common but may be more likely for 
uncertain future events for which there is no precedent 
– e.g. the possible exit of Scotland from the UK.

However, what information is available depends on the 
facts and circumstances. For example, in some cases 
there may be:

•	 available market prices that provide relevant 
information – e.g. prices for quoted bonds; or

•	 adjustments already incorporated into an entity’s 
pricing models and policies.

Other considerations:

An entity cannot assert that there is an absence of 
reasonable and supportable information about a 
matter simply because modelling its effects appears 
difficult, or merely because it would involve a wider-
than-usual range of possible results.

Before reaching such a conclusion, an entity should 
have made the effort to obtain such information and 
found itself unable to do so, and should document its 
rationale.

Disclosures help explain relevant information, 
including material forward-looking information 
that has been excluded from the measurement of 
ECLs because the entity is not able to determine 
a reasonable and supportable effect.
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3.2.4.  Forward-looking information and probability weighted estimates

Issue:

The objective in measuring ECLs is to determine an unbiased and probability-weighted estimate of credit losses 
by evaluation of a range of possible outcomes. 

The following questions were posed to the ITG.

•	 Are single or multiple forward-looking economic scenarios required in measuring ECLs?

•	 How should an entity incorporate multiple forward-looking economic scenarios into measurement of ECLs?

•	 What sources of information are used to determine forward-looking scenarios?

The submitter identified the following possible approaches to incorporating multiple forward-looking scenarios:

MetHod
1 Use a single forward-looking economic scenario that represents the most likely scenario.

2 Use a single forward-looking economic scenario that represents the weighted average of all the 
scenarios considered, weighted by the likelihood of occurrence for each scenario.

3 Estimate ECLs for each of the scenarios considered, and weight the outcomes based on their 
probabilities.

4 Use the most likely scenario (as in Method 1) and apply an ‘overlay’ adjustment so that the 
ECLs also reflect the less likely scenarios.

A simple example was given. Assume that an economist predicts that future unemployment is most likely to be 
5% over the next year, but that it could be:

•	 4% (a 20% likelihood, in which case ECLs would be 30);

•	 5% (a 50% likelihood, in which case ECLs would be 70); or

•	 6% (a 30% likelihood, in which case ECLs would be 170).

In this scenario, ECLs would be measured as follows.

•	 Method 1: 70, based on the most likely scenario.

•	 Method 2: future unemployment would be predicted as 5.1%, being (4% x 0.2) + (5% x 0.5) + (6% x 0.3).

•	 Method 3: 92, being (30 x 0.2) + (70 x 0.5) + (170 x 0.3).

ifRs 9 Reference: 

•	 IFRS 9.5.5.17
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itG discussion (december 2015):

Can an entity use one single forward-looking 
economic scenario, or does it need to incorporate 
multiple forward-looking scenarios?

ITG members appeared to agree that the objective 
of IFRS 9 is to achieve an unbiased and probability-
weighted estimate of ECLs. This means that an 
entity should consider the range and probabilities of 
different outcomes.

What methods of incorporating multiple forward-
looking scenarios are acceptable?

ITG members appeared to agree on the following. 

•	 When there is significant non-linearity across the 
outcomes of different forward-looking scenarios, 
then basing the estimate of ECLs on the results of 
only one scenario – e.g. a best estimate or using 
the mean of multiple parties’ best estimates of 
inputs – would not achieve this objective.

•	 IFRS 9 does not require a specific method, and 
so different methods may be appropriate – an 
entity should use an approach consistent with the 
measurement objective.

•	 An entity’s estimate of ECLs reflects reasonable 
and supportable information that is available 
without undue cost and effort about forecasts 
of future economic conditions. Therefore, the 
approach that is used would depend on what 
reasonable and supportable information is 
available without undue cost and effort – this 
might vary by entity, jurisdiction and portfolio 
(including the significance of the portfolio).

•	 It is important that the scenarios used to estimate 
ECLs are consistent with information used by the 
entity for other purposes – e.g. capital models, 
budgeting – but there may be valid differences 
– e.g. if information was prepared for a different 
point in time.

Can an entity rely on its own internal projections, or 
does it need to take into account external projections? 

Many ITG members noted that, although ECLs are 
entity-specific estimates, an entity is required to 
use reasonable and supportable information that is 
available without undue cost and effort; therefore, 
they would expect external information to be 
considered in developing and validating an entity’s 
internal estimates. 

Some ITG members thought that external projections 
may not be sufficiently granular to estimate ECLs for 
specific portfolios of instruments.
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4 .  l o S S  G I v e n  d e F a U lT  a n d  e x p e C T e d  C R e d I T  l o S S e S

4.1.  technical requirements of ifRs 9

4.1.1.  Measuring Expected Credit Losses - Overview

Expected credit losses are a probability-weighted estimate of credit losses over the expected life of the financial 
instrument. Credit losses are the present value of expected ‘cash shortfalls’.

The measurement of expected credit losses should reflect: 

•	 an unbiased and probability-weighted amount that is determined by evaluating a range of possible outcomes 
rather than based on a best- or worst-case scenario;

•	 the time value of money; and

•	 reasonable and supportable information that is available without undue cost or effort. 

An entity is not required to identify every possible scenario, but the estimate should always reflect at least two 
scenarios: 

•	 the probability that a credit loss occurs, even if this probability is very low; and

•	 the probability that no credit loss occurs. 

IFRS 9 does not reflect a single method to measure expected credit losses. Rather, it acknowledges that the methods 
used to measure expected credit losses may vary based on the type of financial asset and information available.

The standard allows entities to use practical expedients when estimating expected credit losses, provided that 
they are consistent with the principles above. It gives an example of such an expedient – i.e. a provision matrix to 
measure expected credit losses for trade receivables.

Guidance from IFRS 9 including Basis for Conclusions and Implementation Guidance

ifRs 9.5.5.17

An entity shall measure expected credit losses of a financial instrument in a way that reflects:

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

(b) the time value of money; and

(c) reasonable and supportable information that is available without undue cost or effort at the reporting 
date about past events, current conditions and forecasts of future economic conditions. 

loSS GIven deFaUlT and 
expeCTed CRedIT loSSeS
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ifRs 9.5.5.18

When measuring expected credit losses, an entity 
need not necessarily identify every possible scenario. 
However, it shall consider the risk or probability that 
a credit loss occurs by reflecting the possibility that 
a credit loss occurs and the possibility that no credit 
loss occurs, even if the possibility of a credit loss 
occurring is very low.

ifRs 9.B5.5.12 

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. 
An entity may apply different approaches for different 
financial instruments. An approach that does not 
include an explicit probability of default as an input 
per se, such as a credit loss rate approach, can be 
consistent with the requirements in this Standard, 
provided that an entity is able to separate the changes 
in the risk of a default occurring from changes in 
other drivers of expected credit losses, such as 
collateral, and considers the following when making 
the assessment:

(a) the change in the risk of a default occurring 
since initial recognition;

(b) the expected life of the financial instrument; 
and

(c) reasonable and supportable information that 
is available without undue cost or effort that may 
affect credit risk. 

ifRs 9.B5.5.35 

An entity may use practical expedients when 
measuring expected credit losses if they are consistent 
with the principles in paragraph 5.5.17. An example of 
a practical expedient is the calculation of the expected 
credit losses on trade receivables using a provision 
matrix. The entity would use its historical credit loss 
experience (adjusted as appropriate in accordance 
with paragraphs B5.5.51–B5.5.52) for trade receivables 
to estimate the 12-month expected credit losses or 
the lifetime expected credit losses on the financial 

assets as relevant. A provision matrix might, for 
example, specify fixed provision rates depending on 
the number of days that a trade receivable is past due 
(for example, 1 per cent if not past due, 2 per cent if 
less than 30 days past due, 3 per cent if more than 30 
days but less than 90 days past due, 20 per cent if 90–
180 days past due etc.). Depending on the diversity of 
its customer base, the entity would use appropriate 
groupings if its historical credit loss experience 
shows significantly different loss patterns for different 
customer segments. Examples of criteria that might 
be used to group assets include geographical region, 
product type, customer rating, collateral or trade 
credit insurance and type of customer (such as 
wholesale or retail).

ifRs 9.B5.5.41

The purpose of estimating expected credit losses 
is neither to estimate a worst-case scenario nor to 
estimate the best-case scenario. Instead, 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 credit loss.

ifRs 9.B5.5.42 

Paragraph 5.5.17(a) requires the estimate of expected 
credit losses to reflect an unbiased and probability-
weighted amount that is determined by evaluating 
a range of possible outcomes. In practice, this may 
not need to be a complex analysis. In some cases, 
relatively simple modelling may be sufficient, without 
the need for a large number of detailed simulations 
of scenarios. For example, the average credit losses 
of a large group of financial instruments with shared 
risk characteristics may be a reasonable estimate of 
the probability-weighted amount. In other situations, 
the identification of scenarios that specify the amount 
and timing of the cash flows for particular outcomes 
and the estimated probability of those outcomes will 
probably be needed. In those situations, the expected 
credit losses shall reflect at least two outcomes in 
accordance with paragraph 5.5.18.
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ifRs 9.B5.5.43 

For lifetime expected credit losses, an entity shall 
estimate the risk of a default occurring on the financial 
instrument during its expected life. 12-month expected 
credit losses are a portion of the lifetime expected 
credit losses and represent 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. Thus, 12-month expected credit losses 
are neither the lifetime expected credit losses that 
an entity will incur on financial instruments that it 
predicts will default in the next 12 months nor the cash 
shortfalls that are predicted over the next 12 months.

ifRs 9.ie49 – ifRs 9.ie52 – example: 12-month expected credit loss measurement using an explicit 
‘probability of default’ approach

scenario 1

ifRs 9.ie49: Entity A originates a single 10 year amortizing loan for CU1 million. Taking into consideration 
the expectations for instruments with similar credit risk (using reasonable and supportable information that 
is available without undue cost or effort), the credit risk of the borrower, and the economic outlook for the 
next 12 months, Entity A estimates that the loan at initial recognition has a probability of default (PD) of 0.5 
per cent over the next 12 months. Entity A also determines that changes in the 12-month PD are a reasonable 
approximation of the changes in the lifetime PD for determining whether there has been a significant increase 
in credit risk since initial recognition.

ifRs 9.ie50: At the reporting date (which is before payment on the loan is due), there has been no change 
in the 12-month PD and Entity A determines that there was no significant increase in credit risk since initial 
recognition. Entity A determines that 25 per cent of the gross carrying amount will be lost if the loan defaults 
(ie the LGD is 25 per cent). Entity A measures the loss allowance at an amount equal to 12-month expected 
credit losses using the 12-month PD of 0.5 per cent. Implicit in that calculation is the 99.5 per cent probability 
that there is no default. At the reporting date the loss allowance for the 12 month expected credit losses is 
CU1,250 (0.5% × 25% × CU1,000,000).

scenario 2

ifRs 9.ie51: Entity B acquires a portfolio of 1,000 five year bullet loans for CU1,000 each (ie CU1million in 
total) with an average 12-month PD of 0.5 per cent for the portfolio. Entity B determines that because the loans 
only have significant payment obligations beyond the next 12 months, it would not be appropriate to consider 
changes in the 12-month PD when determining whether there have been significant increases in credit risk 
since initial recognition. At the reporting date Entity B therefore uses changes in the lifetime PD to determine 
whether the credit risk of the portfolio has increased significantly since initial recognition.
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ifRs 9.ie52: Entity B determines that there has not been a significant increase in credit risk since initial 
recognition and estimates that the portfolio has an average LGD of 25 per cent. Entity B determines that it is 
appropriate to measure the loss allowance on a collective basis in accordance with IFRS 9. The 12-month PD 
remains at 0.5 per cent at the reporting date. Entity B therefore measures the loss allowance on a collective 
basis at an amount equal to 12-month expected credit losses based on the average 0.5 per cent 12-month PD. 
Implicit in the calculation is the 99.5 per cent probability that there is no default. At the reporting date the loss 
allowance for the 12-month expected credit losses is CU1,250 (0.5% × 25% × CU1,000,000).

ifRs 9. ie53 – ifRs 9.ie57 - example: 12-month expected credit loss measurement based on a loss rate 
approach

ifRs 9.ie53: Bank A originates 2,000 bullet loans with a total gross carrying amount of CU500,000. Bank A 
segments its portfolio into borrower groups (Groups X and Y) on the basis of shared credit risk characteristics 
at initial recognition. Group X comprises 1,000 loans with a gross carrying amount per client of CU200, for a 
total gross carrying amount of CU200,000. Group Y comprises 1,000 loans with a gross carrying amount per 
client of CU300, for a total gross carrying amount of CU300,000. There are no transaction costs and the loan 
contracts include no options (for example, prepayment or call options), premiums or discounts, points paid, or 
other fees.

ifRs 9.ie54: Bank A measures expected credit losses on the basis of a loss rate approach for Groups X and 
Y. In order to develop its loss rates, Bank A considers samples of its own historical default and loss experience 
for those types of loans. In addition, Bank A considers forward-looking information, and updates its historical 
information for current economic conditions as well as reasonable and supportable forecasts of future 
economic conditions. Historically, for a population of 1,000 loans in each group, Group X’s loss rates are 0.3 
per cent, based on four defaults, and historical loss rates for Group Y are 0.15 per cent, based on two defaults.
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Loss(a) 

Loss Rate

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

X 1,000 CU200 CU200,000 4 CU800 CU600 0.3%

Y 1,000 CU300 CU300,000 2 CU600 CU450 0.15%

(a) In accordance with paragraph 5.5.17(b) expected credit losses should be discounted using the effective 
interest rate. However, for purposes of this example, the present value of the observed loss is assumed.
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4.1.2.  Cash shortfalls

A cash shortfall is the difference between 

•	 the cash flows due to the entity in accordance 
with the contract; and 

•	 the cash flows that an entity expects to receive.

Because expected credit losses consider the amount 
and timing of payments, a credit loss arises even if the 
entity expects to be paid in full but later than when 
contractually due. This delay would give rise to an 
expected credit loss – except to the extent that the 
entity expects to receive additional interest in respect 
of the late payment that compensates it for the delay 
at a rate at least equal to the effective interest rate.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.B5.5.28 

Expected credit losses are a probability-weighted 
estimate of credit losses (ie the present value of all 
cash shortfalls) over the expected life of the financial 
instrument. A cash shortfall is the difference between 
the cash flows that are due to an entity in accordance 
with the contract and the cash flows that the entity 
expects to receive. Because expected credit losses 
consider the amount and timing of payments, a credit 
loss arises even if the entity expects to be paid in full 
but later than when contractually due.

ifRs 9.ie55: At the reporting date, Bank A expects an increase in defaults over the next 12 months compared 
to the historical rate. As a result, Bank A estimates five defaults in the next 12 months for loans in Group X and 
three for loans in Group Y. It estimates that the present value of the observed credit loss per client will remain 
consistent with the historical loss per client.

ifRs 9.ie56: On the basis of the expected life of the loans, Bank A determines that the expected increase in 
defaults does not represent a significant increase in credit risk since initial recognition for the portfolios. On 
the basis of its forecasts, Bank A measures the loss allowance at an amount equal to 12-month expected credit 
losses on the 1,000 loans in each group amounting to CU750 and CU675 respectively. This equates to a loss 
rate in the first year of 0.375 per cent for Group X and 0.225 per cent for Group Y.

nUMBeR of 
CLients in 

saMPLe

estiMated 
PeR CLient 

GRoss 
CaRRyinG 
aMoUnt 

at defaULt

totaL 
estiMated 

GRoss 
CaRRyinG 

aMoUnt at 
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at defaULt 
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Loss

Loss Rate

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

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

Y 1,000 CU300 CU300,000 3 CU900 CU675 0.225%

ifRs 9.ie57: Bank A uses the loss rates of 0.375 per cent and 0.225 per cent respectively to estimate 12-month 
expected credit losses on new loans in Group X and Group Y originated during the year and for which credit 
risk has not increased significantly since initial recognition.
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ifRs 9.B5.5.29 

For financial assets, a credit loss is the present value of 
the difference between:

(a) the contractual cash flows that are due to an 
entity under the contract; and

(b) the cash flows that the entity expects to 
receive. 

ifRs 9.B5.5.30 

For undrawn loan commitments, a credit loss is the 
present value of the difference between:

(a) the contractual cash flows that are due to the 
entity if the holder of the loan commitment draws 
down the loan; and

(b) the cash flows that the entity expects to 
receive if the loan is drawn down.

ifRs 9.B5.5.31 

An entity’s estimate of expected credit losses on 
loan commitments shall be consistent with its 
expectations of drawdowns on that loan commitment, 
ie 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 expected life of the loan commitment when 
estimating lifetime expected credit losses.

ifRs 9.B5.5.32 

For a financial guarantee contract, the entity is 
required to make payments only in the event of a 
default by the debtor in accordance with the terms of 
the instrument that is guaranteed. Accordingly, cash 
shortfalls are the expected payments to reimburse 
the holder for a credit loss that it incurs less any 
amounts that the entity expects to receive from the 
holder, the debtor or any other party. If the asset is 
fully guaranteed, the estimation of cash shortfalls for a 
financial guarantee contract would be consistent with 

the estimations of cash shortfalls for the asset subject 
to the guarantee.

ifRs 9.B5.5.34 

When measuring a loss allowance for a lease 
receivable, the cash flows used for determining the 
expected credit losses should be consistent with the 
cash flows used in measuring the lease receivable in 
accordance with IAS 17 Leases.

ifRs 9.B5.5.43 

For lifetime expected credit losses, an entity shall 
estimate the risk of a default occurring on the financial 
instrument during its expected life. 12-month expected 
credit losses are a portion of the lifetime expected 
credit losses and represent 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. Thus, 12-month expected credit losses 
are neither the lifetime expected credit losses that 
an entity will incur on financial instruments that it 
predicts will default in the next 12 months nor the cash 
shortfalls that are predicted over the next 12 months.

 

  further guidance from KPMG insights

7a.8.170.30 

Cash shortfalls are identified as follows:

•	 For 12-month expected credit losses: Cash 
shortfalls resulting from default events that are 
possible in the next 12 months (or a shorter period 
if the expected life is less than 12 months) i.e. not 
just the cash shortfalls that are expected over the 
next 12 months.

•	 For lifetime expected credit losses: Cash shortfalls 
resulting from default events that are possible over 
the expected life of the financial instrument.
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7a.8.170.40 

The term ‘cash shortfalls’ refers to overall shortfalls 
against contractual terms, and not just shortfalls 
on particular dates when cash is received or due. 
Therefore, cash shortfalls consider later recoveries of 
missed payments.

7a.8.230.120 

Estimates of future cash flows may depend on an 
entity’s approach to managing impaired loans - e.g. 
collection policies, workout strategies, forbearance 
practices, anticipated debt restructurings and 
foreclosure practices. Therefore, changes in the 
entity’s approach to managing impaired loans 
may lead to changes in these estimates and in the 
amounts of recognized impairment. If changes in the 
entity’s approach occur, then the entity discloses the 
changes along with any material effect on financial 
performance. [IFRS 7.7, 33, IAS 8.39]

7a.8.230.130 

Although actual or contemplated changes in collection 
plans and strategies may have a significant effect on 
estimates of cash shortfalls, it is unlikely that possible 
changes in collection plans and strategies that are 
not yet contemplated by management would have 
a significant effect on current estimates of cash 
shortfalls, unless management’s current plans and 
strategies are unrealistic. However, an entity considers 
whether the expected continuation of plans and 
strategies is an assumption about the future or other 
source of estimation uncertainty at the reporting date 
that should be disclosed in accordance with paragraph 
125 of IAS 1 - i.e. one that has a significant risk of 
resulting in a material adjustment to the carrying 
amounts of assets and liabilities within the next 
reporting period. [IAS 1.125]

4.1.3.  The estimation period – the expected life of 
the financial instrument

The maximum period over which expected credit 
losses are measured is the contractual period, or a 
shorter period – e.g. as a result of prepayments – 
over which there is exposure to credit risk on the 
financial instrument. This is the case even if a longer 
period is consistent with business practice. For loan 
commitments and financial guarantee contracts, this is 
the maximum contractual period over which an entity 
has a present contractual obligation to extend credit.

Certain financial instruments include both a loan and 
an undrawn commitment component, and the entity’s 
contractual ability to demand repayment and cancel 
the undrawn commitment does not limit its exposure 
to credit losses to the contractual notice period. An 
example of such an instrument is a revolving credit 
facility, such as a credit card or an overdraft facility. 
These facilities can be contractually withdrawn by 
the lender with little notice – e.g. one day; however, 
in practice lenders continue to extend credit for a 
longer period and may only withdraw the facility after 
the credit risk of the borrower increases – ie when 
they become aware of adverse changes in the credit 
risk of the borrower – which could be too late to 
prevent some or all the expected credit losses. For 
such instruments (and only for such instruments), 
an entity measures expected credit losses over the 
period for which it is exposed to credit risk – and for 
which expected credit losses would not be mitigated 
by credit risk management actions - even if that period 
extends beyond the maximum contractual period.

When determining the period over which to estimate 
expected credit losses for such instruments, an entity 
should consider factors such as historical information 
and experience about:

•	 the period over which entity was exposed to credit 
risk on similar instruments;

•	 the length of time for related defaults to occur on 
similar instruments following a significant increase 
in credit risk; and

•	 the credit risk management actions that the 
entity expects to take once the credit risk on 
the financial instrument has increased – e.g. the 
reduction or removal of undrawn limits.
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Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.5.5.19

The maximum period to consider when measuring 
expected credit losses is the maximum contractual 
period (including extension options) over which 
the entity is exposed to credit risk and not a longer 
period, even if that longer period is consistent with 
business practice.

ifRs 9.B5.5.38

In accordance with paragraph 5.5.19, the maximum 
period over which expected credit losses shall be 
measured is the maximum contractual period over 
which the entity is exposed to credit risk. For loan 
commitments and financial guarantee contracts, this is 
the maximum contractual period over which an entity 
has a present contractual obligation to extend credit.

ifRs 9.5.5.20

However, some financial instruments include both a 
loan and an undrawn commitment component and the 
entity’s contractual ability to demand repayment and 
cancel the undrawn commitment does not limit the 
entity’s exposure to credit losses to the contractual 
notice period. For such financial instruments, and only 
those financial instruments, the entity shall measure 
expected credit losses over the period that the entity 
is exposed to credit risk and expected credit losses 
would not be mitigated by credit risk management 
actions, even if that period extends beyond the 
maximum contractual period.

ifRs 9.B5.5.39 

However, in accordance with paragraph 5.5.20, 
some financial instruments include both a loan 
and an undrawn commitment component and the 
entity’s contractual ability to demand repayment and 
cancel the undrawn commitment does not limit the 
entity’s exposure to credit losses to the contractual 
notice period. For example, revolving credit facilities, 
such as credit cards and overdraft facilities, can be 

contractually withdrawn by the lender with as little 
as one day’s notice. However, in practice lenders 
continue to extend credit for a longer period and 
may only withdraw the facility after the credit risk of 
the borrower increases, which could be too late to 
prevent some or all of the expected credit losses. 
These financial instruments generally have the 
following characteristics as a result of the nature of 
the financial instrument, the way in which the financial 
instruments are managed, and the nature of the 
available information about significant increases in 
credit risk:

(a) the financial instruments do not have a fixed 
term or repayment structure and usually have a 
short contractual cancellation period (for example, 
one day);

(b) the contractual ability to cancel the contract 
is not enforced in the normal day-to-day 
management of the financial instrument and the 
contract may only be cancelled when the entity 
becomes aware of an increase in credit risk at the 
facility level; and

(c) the financial instruments are managed on a 
collective basis.

ifRs 9.B5.5.40 

When determining the period over which the entity is 
expected to be exposed to credit risk, but for which 
expected credit losses would not be mitigated by 
the entity’s normal credit risk management actions, 
an entity should consider factors such as historical 
information and experience about:

(a) the period over which the entity was exposed 
to credit risk on similar financial instruments;

(b) the length of time for related defaults to 
occur on similar financial instruments following a 
significant increase in credit risk; and

(c) the credit risk management actions that an 
entity expects to take once the credit risk on the 
financial instrument has increased, such as the 
reduction or removal of undrawn limits.
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example – Revolving credit facilities

ifRs 9.ie58: Bank A provides co-branded credit cards to customers in conjunction with a local department 
store. The credit cards have a one-day notice period after which Bank A has the contractual right to cancel the 
credit card (both the drawn and undrawn components). However, Bank A does not enforce its contractual right 
to cancel the credit cards in the normal day-to-day management of the instruments and only cancels facilities 
when it becomes aware of an increase in credit risk and starts to monitor customers on an individual basis. 
Bank A therefore does not consider the contractual right to cancel the credit cards to limit its exposure to 
credit losses to the contractual notice period.

ifRs 9.ie59: For credit risk management purposes Bank A considers that there is only one set of contractual 
cash flows from customers to assess and does not distinguish between the drawn and undrawn balances at the 
reporting date. The portfolio is therefore managed and expected credit losses are measured on a facility level. 

ifRs 9.ie60: At the reporting date the outstanding balance on the credit card portfolio is CU60,000 and the 
available undrawn facility is CU40,000. Bank A determines the expected life of the portfolio by estimating the 
period over which it expects to be exposed to credit risk on the facilities at the reporting date, taking into account:

(a) the period over which it was exposed to credit risk on a similar portfolio of credit cards;

(b) the length of time for related defaults to occur on similar financial instruments; and

(c) past events that led to credit risk management actions because of an increase in credit risk on similar 
financial instruments, such as the reduction or removal of undrawn credit limits.

ifRs 9.ie61: On the basis of the information listed in paragraph IE60, Bank A determines that the expected life 
of the credit card portfolio is 30 months.

ifRs 9.ie62: At the reporting date Bank A assesses the change in the credit risk on the portfolio since initial 
recognition and determines in accordance with paragraph 5.5.3 of IFRS 9 that the credit risk on a portion 
of the credit card facilities representing 25 per cent of the portfolio, has increased significantly since initial 
recognition. The outstanding balance on these credit facilities for which lifetime expected credit losses should 
be recognized is CU20,000 and the available undrawn facility is CU10,000.

ifRs 9.ie63: When measuring the expected credit losses in accordance with paragraph 5.5.20 of IFRS 9, Bank 
A considers its expectations about future draw-downs over the expected life of the portfolio (ie 30 months) 
in accordance with paragraph B5.5.31 and estimates what it expects the outstanding balance (ie exposure 
at default) on the portfolio would be if customers were to default. By using its credit risk models Bank A 
determines that the exposure at default on the credit card facilities for which lifetime expected credit losses 
should be recognized, is CU25,000 (ie the drawn balance of CU20,000 plus further draw-downs of CU5,000 
from the available undrawn commitment). The exposure at default of the credit card facilities for which 
12-month expected credit losses are recognized, is CU45,000 (ie the outstanding balance of CU40,000 and an 
additional draw-down of CU5,000 from the undrawn commitment over the next 12 months).



66 ifRs 9 Impairment Workbook

 

  further guidance from KPMG insights

7a.8.200.20 

Certain financial instruments include both a loan and 
an undrawn commitment component, and the entity’s 
contractual ability to demand repayment and cancel 
the undrawn commitment does not limit its exposure 
to credit losses to the contractual notice period. For 
such instruments (and only for such instruments), 
an entity measures expected credit losses over the 
period for which it is exposed to credit risk - and for 
which expected credit losses would not be mitigated 
by credit risk management actions - even if that period 
extends beyond the maximum contractual period.

7a.8.200.40 

One of the conditions for applying the requirement 
in 7A.8.200.20 is that the financial instrument has 
to have both a drawn component and an undrawn 
component. As noted, examples of such instruments 
may include revolving facilities. The nature of these 
facilities is that the drawn and undrawn amounts are 
subject to change as new advances are drawn and 
existing advances are repaid. Therefore, it is possible 
that at a particular reporting date an individual 
facility may have only an undrawn component and no 
drawn component. This might often be the case for 
a credit card facility. We believe that the assessment 
of whether the exception in 7A.8.200.20 applies 
should consider the nature of the facility and how it 
is managed. Therefore, if an instrument generally has 
both an undrawn and an undrawn component and the 

entity’s contractual ability to demand repayment and 
cancel the undrawn commitment does not limit the 
entity’s exposure to credit losses to the contractual 
notice period, then it appears that the requirement 
in 7A.8.200.20 should continue to apply even if the 
instrument has only an undrawn component at the 
reporting date

7a.8.200.60 

Bank H provides credit cards to its customers. H 
manages the portfolio on a collective basis, and 
for credit risk management purposes H does not 
distinguish between the drawn and undrawn balances. 
The credit cards have a one-day notice period, after 
which H has a contractual right to cancel the credit 
card; however, H does not enforce this right in its 
day-to-day management activities, but cancels facilities 
only when it becomes aware of an increase in credit 
risk and starts to monitor customers on an individual 
basis. Therefore, H does not consider its exposure to 
credit losses to be limited to the contractual notice 
period.

7a.8.200.70 

On the basis of historical information and experience 
with similar portfolios, H determines that the expected 
period over which it is exposed to credit losses is 30 
months.

ifRs 9.ie64: The exposure at default and expected life determined by Bank A are used to measure the lifetime 
expected credit losses and 12-month expected credit losses on its credit card portfolio. 

ifRs 9.ie65: Bank A measures expected credit losses on a facility level and therefore cannot separately identify 
the expected credit losses on the undrawn commitment component from those on the loan component. It 
recognizes expected credit losses for the undrawn commitment together with the loss allowance for the loan 
component in the statement of financial position. To the extent that the combined expected credit losses 
exceed the gross carrying amount of the financial asset, the expected credit losses should be presented as a 
provision (in accordance with IFRS 7 Financial Instruments: Disclosure).
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7a.8.200.80 

At the reporting date, the outstanding balance on the 
credit card portfolio is 60, and the available undrawn 
balance is 40. In measuring the expected credit losses, 
H considers its expectations about future draw-downs 
over the expected life of the portfolio - or over the 
next 12 months if there has not been a significant 
increase in credit risk - using its credit risk models.

7a.8.200.90 

H uses these estimates of outstanding balances to 
measure the expected credit losses on the credit 
card portfolio based on its estimates of outstanding 
balances. H determines that the expected outstanding 
balances would be 55 (comprising the drawn balance 
of 50 and an additional 5 from the available undrawn 
balance) for credit cards for which 12-month expected 
credit losses are required to be recognized, and 15 
(comprising the drawn balance of 10 and an additional 
5 from the available undrawn balance) for credit cards 
for which lifetime expected credit losses are required 
to be recognized. [IFRS 9.IE58-IE64].

4.1.4.  Time value of money

The estimate of expected credit losses has to reflect the time value of money. Expected credit losses are 
discounted to the reporting date, not to the expected default date or another date. 

The figure below shows the discount rates that need to be used to reflect the time value of money:

tyPe of instRUMent disCoUnt Rate

IFRS 9.5.4.1(b), B5.5.44
financial assets other 
than PoCi assets and 
lease receivables

The EIR determined at initial recognition or an 
approximation thereof (the current EIR for floating-rate 
financial assets)

IFRS 9.5.4.1(a), B5.5.45 PoCi assets The credit-adjusted EIR determined at initial 
recognition

IFRS 9.B5.5.46 Lease receivables The discount rate used in measuring the lease 
receivable in accordance with IAS 17

IFRS 9.B5.5.47 Undrawn loan 
commitments

The EIR, or an approximation thereof, that will be 
applied to discount the financial asset resulting from 
the loan commitment

IFRS 9.B5.5.48

Undrawn loan 
commitments for 
which the eiR cannot 
be determined, and 
financial guarantee 
contracts

The discount rate that reflects the current market 
assessment of the time value of money and the risks 
that are specific to the cash flows (but only if, and to 
the extent that, the risks are taken into account by 
adjusting the discount rate instead of adjusting the 
cash shortfalls being discounted)

Figure 7: Discount rates used to reflect the time value of money for expected credit losses
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Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.B5.5.44 

Expected credit losses shall be discounted to the 
reporting date, not to the expected default or 
some other date, using the effective interest rate 
determined at initial recognition or an approximation 
thereof. If a financial instrument has a variable interest 
rate, expected credit losses shall be discounted using 
the current effective interest rate determined in 
accordance with paragraph B5.4.5.

ifRs 9.B5.5.45 

For purchased or originated credit-impaired financial 
assets, expected credit losses shall be discounted 
using the credit-adjusted effective interest rate 
determined at initial recognition.

ifRs 9.B5.5.46 

Expected credit losses on lease receivables shall be 
discounted using the same discount rate used in the 
measurement of the lease receivable in accordance 
with IAS 17.

ifRs 9.B5.5.47 

The expected credit losses on a loan commitment 
shall be discounted using the effective interest rate, 
or an approximation thereof, that will be applied when 
recognizing the financial asset resulting from the 
loan commitment. This is because for the purpose 
of applying the impairment requirements, a financial 
asset that is recognized following a draw down on a 
loan commitment shall be treated as a continuation 
of that commitment instead of as a new financial 
instrument. The expected credit losses on the financial 
asset shall therefore be measured considering the 
initial credit risk of the loan commitment from the 
date that the entity became a party to the irrevocable 
commitment.

ifRs 9.B5.5.48 

Expected credit losses on financial guarantee 
contracts or on loan commitments for which the 
effective interest rate cannot be determined shall be 
discounted by applying a discount rate that reflects 
the current market assessment of the time value of 
money and the risks that are specific to the cash flows 
but only if, and to the extent that, the risks are taken 
into account by adjusting the discount rate instead of 
adjusting the cash shortfalls being discounted.

 

  further guidance from KPMG insights

7a.8.220.30 

To calculate the effective interest rate that will apply to 
the financial asset resulting from a loan commitment, 
an entity needs to determine what the gross carrying 
amount of the asset will be on initial recognition.

4.1.5.  Individual vs. Collective Assessment

IFRS 9 does not provide a general guidance as to when 
expected credit losses should be measured on an 
individual or collective basis. However, it states that if 
an entity does not have reasonable and supportable 
information that is available without undue cost or 
effort to measure lifetime expected credit losses on 
an individual basis, then it measures lifetime expected 
credit losses on a collective basis, by considering 
comprehensive credit risk information. 

See guidance provided above in Section 2.2.7 
Individual vs. collective basis of evaluation.

4.1.6.  Collateral and other credit enhancements

The estimate of expected credit losses reflects the 
cash flows expected from collateral and other credit 
enhancements that are part of the contractual terms 
of financial instrument and are not recognized by the 
entity separately from the financial instrument being 
assessed for impairment. 
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Under IFRS 9, irrespective of whether foreclosure is 
probable the estimate of expected cash short falls on 
a collateralized financial asset reflects:

•	 The amount and timing of cash flows that are 
expected from foreclosure (including cash flows 
that are expected beyond the asset’s contractual 
maturity); less

•	 Costs for obtaining and selling the collateral.

Guidance from IFRS 9 including Basis for Conclusions 
and Implementation Guidance

ifRs 9.B5.5.55

For the purposes of measuring expected credit 
losses, the estimate of expected cash shortfalls shall 

reflect the cash flows expected from collateral and 
other credit enhancements that are part of the 
contractual terms and are not recognised separately 
by the entity. The estimate of expected cash shortfalls 
on a collateralised financial instrument reflects the 
amount and timing of cash flows that are expected 
from foreclosure on the collateral less the costs of 
obtaining and selling the collateral, irrespective of 
whether foreclosure is probable (ie the estimate of 
expected cash flows considers the probability of a 
foreclosure and the cash flows that would result from 
it). Consequently, any cash flows that are expected 
from the realisation of the collateral beyond the 
contractual maturity of the contract should be 
included in this analysis. Any collateral obtained as a 
result of foreclosure is not recognised as an asset that 
is separate from the collateralised financial instrument 
unless it meets the relevant recognition criteria for an 
asset in this or other Standards.

ifRs 9.ie18 – ifRs 9.ie23 – example 

ifRs 9.ie18: Company H owns real estate assets which are financed by a five-year loan from Bank Z with a loan-
to-value (LTV) ratio of 50 per cent. The loan is secured by a first-ranking security over the real estate assets. At 
initial recognition of the loan, Bank Z does not consider the loan to be originated credit-impaired as defined in 
Appendix A of IFRS 9. 

ifRs 9.ie19: Subsequent to initial recognition, the revenues and operating profits of Company H have 
decreased because of an economic recession. Furthermore, expected increases in regulations have the 
potential to further negatively affect revenue and operating profit. These negative effects on Company H’s 
operations could be significant and ongoing.

ifRs 9.ie20: As a result of these recent events and expected adverse economic conditions, Company H’s free 
cash flow is expected to be reduced to the point that the coverage of scheduled loan payments could become 
tight. Bank Z estimates that a further deterioration in cash flows may result in Company H missing a contractual 
payment on the loan and becoming past due.

ifRs 9.ie21: Recent third party appraisals have indicated a decrease in the value of the real estate properties, 
resulting in a current LTV ratio of 70 per cent. 
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ifRs 9.ie22: At the reporting date, the loan to Company H is not considered to have low credit risk in 
accordance with paragraph 5.5.10 of IFRS 9. Bank Z therefore needs to assess whether there has been a 
significant increase in credit risk since initial recognition in accordance with paragraph 5.5.3 of IFRS 9, 
irrespective of the value of the collateral it holds. It notes that the loan is subject to considerable credit risk 
at the reporting date because even a slight deterioration in cash flows could result in Company H missing a 
contractual payment on the loan. As a result, Bank Z determines that the credit risk (ie the risk of a default 
occurring) has increased significantly since initial recognition. Consequently, Bank Z recognises lifetime 
expected credit losses on the loan to Company H.

ifRs0.ie23: Although lifetime expected credit losses should be recognised, the measurement of the expected 
credit losses will reflect the recovery expected from the collateral (adjusting for the costs of obtaining and 
selling the collateral) on the property as required by paragraph B5.5.55 of IFRS 9 and may result in the 
expected credit losses on the loan being very small.

 

  further guidance from KPMG insights

example – Measurement of lifetime expected credit losses of a collateralized loans

7a.8.240.30: Bank L holds a collateralized loan. L determines that the credit risk of the loan has increased 
significantly since initial recognition - i.e. the risk of default has increased significantly. However, because the 
value of the collateral is significantly higher than the amount due from the loan, the LGD is very small.

7a.8.240.40: Although L does not believe that it is probable that it will suffer a credit loss if a default occurs, 
it recognizes lifetime expected credit losses for the asset. This is because a significant increase in credit risk is 
assessed with reference to the risk of default rather than to the LGD. However, the amount of the loss would 
be very small, because the asset is expected to be fully recoverable through the collateral held under almost all 
possible scenarios.
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7a.8.240.50 

The amount of cash flows that are expected from 
foreclosure are cash flows that the entity actually 
expects to receive in the future. Because expected 
cash flows are a probability-weighted estimate, they 
include possible scenarios in which the cash flows 
recoverable from collateral decrease (or, where 
relevant, increase).

7a.8.240.60 

In some cases, observable quoted forward prices for 
collateral may exist, especially for financial collateral. 
However, forward prices for financial collateral would 
generally reflect a premium or discount to the current 
market price - i.e. a spot price - with the premium 
or discount reflecting benchmark interest rates that 
would often be below the asset’s original effective 
interest rate. Therefore, for the purpose of estimating 
the cash flows from the collateral, such prices that 
do not include a risk premium would not support 
the inflation of estimated future values based on a 
projected rate of return for the collateral that includes 
a risk premium.

7a.8.240.70 

In our experience, lenders often realize collateral at a 
discount to appraised values and this expected discount 
is reflected in the measurement of impairment.

7a.8.240.80 

When measuring an impairment loss on a financial 
asset denominated in the entity’s functional currency 
but collateralized by an asset denominated in a foreign 
currency, in our view the estimated foreign currency 
future cash flows resulting from the foreclosure of 
the collateral should be translated into the functional 
currency of the reporting entity using the appropriate 
forward rates and then included in the calculation of 
cash shortfalls.

7a.8.240.90 

When an entity is calculating the impairment loss for a 
collateralized financial asset, in our view a gain should 
not be recognized, even if the collateral is expected to 
have a higher value than the gross carrying amount of 
the loan, if any surplus will be returned to the borrower.

7a.8.240.100 

Any collateral obtained as a result of foreclosure is 
not recognized as a separate asset unless it meets the 
recognition criteria in IFRS for the relevant asset. If 
the recognition criteria are met, then in our view any 
collateral received should be initially measured based on 
the carrying amount of the defaulted loan. Thereafter, 
it should be accounted for under the relevant standard 
and classified as held-for-sale if appropriate.

7a.8.240.110 

In our view, the accounting treatment of collateral after 
foreclosure is dependent on the legal environment 
in which the entity operates and the terms on which 
the collateral is provided. For example, in the case 
of a mortgage loan collateralized by a property, two 
distinct sets of circumstances could apply.

•	 The bank (lender) could repossess the property 
as a result of the borrower’s default with the 
intention of recovering the amounts owing on 
the understanding that any amounts received 
in excess of the mortgage balance would be 
refunded to the borrower; and any shortfall 
would remain the obligation of the borrower. 
The bank may continue to charge interest on 
the outstanding balance. The bank would remain 
exposed to interest rate risk on the mortgage and 
would not be exposed directly to property price 
risk. We believe that repossession is used only to 
reinforce the bank’s contractual right to cash flows 
from the loan and consequently the bank should 
continue to recognize the loan and should not 
recognize the property.
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•	 The bank could repossess the property, which in 
terms of the contract comprises the full and final 
settlement of the mortgage - i.e. the bank would 
retain any excess proceeds over the outstanding 
balance on the mortgage and the borrower would 
be released from its obligation in the event of a 
shortfall. Therefore, the bank would be directly 
exposed to property price risk rather than to 
interest rate risk on the loan and we believe 
that the bank should derecognize the loan and 
recognize the property.

4.2.  Key implementation issues 

This section includes KPMG’s summaries of the key 
implementation issues in connection with Expected 
Credit Losses and Loss Given Default that were 
discussed by the ITG. 

4.2.1.  Collateral and other credit enhancements and 
the measurement of ECLs

Issue:

The definition of ‘credit loss’ in Appendix A of IFRS 
9 states that the cash flows to be considered in 
estimating ECLs “shall include cash flows from the 
sale of collateral held or other credit enhancements 
that are integral to the contractual terms”.

Paragraph B5.5.55 of IFRS 9 requires an entity to 
include cash flows from collateral and other credit 
enhancements – e.g. insurance contracts or financial 
guarantee contracts – in measuring ECLs “if the 
credit enhancement is part of the contractual terms 
and not recognized separately by the entity”.

The submitter questioned what is meant by ‘part of’ 
or ‘integral to the contractual terms.’ IFRS 9 does 
not provide further guidance in this area.

ifRs 9 Reference: 

•	 Definition of ‘credit loss’ in Appendix A of IFRS 9

•	 IFRS 9.B.5.5.55 

itG discussion (december 2015):

When are collateral and other credit enhancements 
integral to the contractual terms of a financial 
instrument?

ITG members appeared to agree on the following.

•	 Credit enhancements do not have to be explicitly 
part of the contractual terms to be considered 
integral to those terms. The determination of 
what is integral to the contractual terms requires 
judgment.

•	 Double-counting of credit enhancements would 
not be appropriate. Therefore, an entity does not 
include cash flows from collateral or other credit 
enhancements in the measurement of ECLs if the 
enhancement is recognized separately.

•	 Similar judgments may be made when applying 
IAS 39 Financial Instruments: Recognition and 
Measurement. However, one ITG member noted 
that there may currently be some diversity in 
practice in this area under IAS 39.
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ifRs 9 Reference: 

•	 IFRS 9.5.5.20

itG discussion (september 2015):

Should expected draw-downs in excess of contractual 
limits be included when measuring ECLs?

ITG members appeared to agree that the exception in 
IFRS 9: 

•	 refers only to extending the time horizon beyond 
the contractual notice period; and 

•	 does not provide guidance on whether expected 
draw-downs in excess of contractual limits should 
be included when measuring ECLs.

ITG members also made the following comments.

Some ITG members noted that credit risk 
management for revolving credit facilities at banks 
generally looks at behavioural aspects that include 
both expected tenors and expected amounts – 
therefore, it would consider expected draw-downs 
in excess of advised contractual limits. Regulatory 
calculations would take a similar perspective.

Consequently, a discrepancy would arise between the 
accounting treatment and industry practices when 
applying the exception.

Some ITG members also observed that draw-downs 
under a facility in excess of the contractual limit 
may still be cash flows arising under the contract 
with the customer, and might give rise to expected 
cash shortfalls as described in the standard.

4.2.2.  Impact of expected drawdowns in excess of contractual limits

issue:

IFRS 9 states that the maximum period over which ECLs are measured is the maximum contractual period 
(including extension options) over which the entity is exposed to credit risk – a longer period is not used even if 
that longer period is consistent with business practice. 

However, an exception applies for financial instruments: 

•	 that contain both a loan and an undrawn commitment component; and 

•	 for which the entity’s contractual ability to demand payment and cancel the undrawn commitment does not 
limit its exposure to the contractual notice period.

When the exception applies, the entity measures ECLs over the period for which: 

•	 the entity is exposed to credit risk; and 

•	 ECLs would not be mitigated by credit risk management actions, even if that period extends beyond the 
contractual period.

The standard requires an entity’s estimate of ECLs on loan commitments to be consistent with its expectations 
of draw-downs on that loan commitment. The stakeholder submitting this issue observed that in practice the 
contractual credit limit on revolving credit facilities – e.g. credit cards and bank overdrafts – is often exceeded 
when a customer defaults. They noted that the exception refers only to a time horizon and does not state 
whether expected drawdowns in excess of the contractual limits should be included in the measurement of 
ECLs. 

The question asked was whether expected drawdowns that exceed a customer’s contractual limit should be 
taken into account when estimating ECLs on revolving credit facilities.
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The Chair emphasized that the purpose of the ITG 
is to discuss implementation issues based on the 
published standard, not to discuss changing the 
standard.

The Chair and other IASB members present at the 
meeting believed that an entity is not permitted 
to consider expected draw-downs in excess of the 
contractual credit limit agreed with the customer – i.e. 
the amount that the entity is contractually committed 
to advance – when measuring ECLs. 

This is because the standard requires that ECLs should 
generally be based on the contractual terms of the 
commitment unless a specific exemption applies.

What is a ‘contractual credit limit’ when it relates to a 
revolving credit facility?

There was a more general debate over what a 
‘contractual term’ means when it relates to a revolving 
credit facility. The following observations were made 
by several ITG members.

•	 The identification of contractual terms may differ 
from jurisdiction to jurisdiction.

•	 In some cases, the contractual terms of a revolving 
credit facility may not include an absolute credit 
limit.

•	 For some charge cards, there may be no 
predetermined credit limit specified in the 
contract. 

•	 For some checking accounts, overdrafts 
are permitted entirely at the bank’s 
discretion. The contract may not include 
a limit even though it refers to the fees 
and interest payable if the account is 
overdrawn.

•	 The analysis of these limitations may require 
further thought.

4.2.3.  Inclusion of cash flows expected from sale of a 
defaulted loan in the measurement of ECLs

issue:

Appendix A of IFRS 9 defines credit losses as the 
difference between:

•	 contractual cash flows that are due to the entity 
in accordance with the contract; and

•	 cash flows that the entity expects to receive.

The submitter noted that it is not clear whether 
‘cash flows that the entity expects to receive’ should 
include cash flows that are expected to be recovered 
through the sale of a defaulted loan to a third party. 

The submitter noted that some entities have a policy 
to sell all loans of a particular type once they reach 
a certain delinquency point. In these cases, the cash 
flows that the entity expects to receive from the 
asset are sales proceeds.

ifRs 9 Reference: 

•	 Definition of ‘credit loss’ in Appendix A

itG discussion (december 2015):

Can cash flows expected from sale following a default 
be included in measurement of ECL?

ITG members appeared to agree on the following.

•	 When measuring ECLs, IFRS 9 does not limit the 
cash flows that an entity expects to receive only to 
contractual cash flows arising under the contract 
that are collected from the borrower. Therefore, 
cash flows that are expected to be received from 
the sale of an asset following default could be 
included. (It was noted that cash flows from selling 
an asset represent cash flows recovered from the 
asset – similar to cash flows recovered from credit 
enhancements that are an integral part of the 
contractual terms of an asset and not recognized 
separately, and dissimilar to cash flows recovered 
from credit enhancements that are not integral or 
which are a separately recognized item.)
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•	 This conclusion applies irrespective of the current 
credit quality of an asset, but the relevant cash 
flows to consider are those expected from the 
sale of an asset after, not before, it has defaulted. 
This is because ECLs are amounts weighted by the 
probability of default occurring.

•	 One ITG member pointed out that if an entity‘s 
practice is to realize cash from defaulted assets 
through sale, it would not have any other data to 
use for estimating expected cash flows – so any 
assumptions about expected cash flows, other 
than from a sale, would be artificial.

ITG members appeared to agree on the following.

•	 The entity does not need to have a past practice of 
generating cash flows from sale, but does have to 
demonstrate an intention to sell in the event of default.

•	 The entity has to have an ability to sell, but this 
right does not have to be stated in the contractual 
terms of the instrument.

How should cash flows expected from sale be estimated? 

ITG members appeared to agree on the following.

•	 The estimate is entity-specific – so, for example, 
it is not necessary for there to be an observable 
market price.

•	 The cash flows to consider should be net of costs 
of selling – e.g. transaction costs.

4.2.4.  Measurement of ECLs for an issued financial 
guarantee contract

issue:

The issue submitted to the ITG asked about an 
issued guarantee on which premiums are payable 
to the issuer over the life of the guarantee. The 
submitter wanted to know whether the issuer of 
the guarantee should include future premiums 
receivable in measuring ECLs on the guarantee. 

ifRs 9 Reference: 

•	 IFRS 9.B5.5.32

itG discussion (april 2015):

Should cash flows from premiums receivable under 
financial guarantee contract be included in the 
measurement of ECLs?

ITG members appeared to agree with the conclusion 
in the ITG’s agenda paper that expected cash flows 
from premiums receivable under a financial guarantee 
contract should not be included in the measurement 
of ECLs. 

It was noted that the expected life of a financial 
guarantee contract may depend on the receipt of 
the premiums – e.g. the guarantee may lapse if the 
premiums are not paid when due.
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ifRs 9 Reference: 

•	 IFRS 9.5.5.20

itG discussion (april 2015):

What is the appropriate period to consider?

ITG members appeared to agree that: 

•	 the appropriate period for the fact pattern given 
is the contractual period – i.e. to the next stated 
maturity date – rather than a longer period based 
on expectations; and 

•	 the fact pattern does not fall within the narrow 
exemption in paragraph 5.5.20 of IFRS 9 relating 
to certain financial instruments that contain both a 
loan and an undrawn commitment; this is because 
the exemption is intended for revolving facilities. 

Why does the exemption in paragraph 5.5.20 not apply?

The Chair of the meeting explained that the 
exemption was meant for revolving facilities where the 
amount that is drawn down fluctuates over the life of 
the facility – e.g. a facility of 100 where a borrower can 
draw between zero and 100 and the amount can move 
up and down. 

In such cases, it does not matter whether a facility 
is fully drawn down or whether there is no balance 
outstanding – as long as this can subsequently change. 
However, in the fact pattern considered, the amount 
borrowed does not fluctuate.

4.2.5.  The maximum period to consider when measuring ECLs

issue:

Under IFRS 9, the maximum period over which ECLs are measured is generally the maximum contractual 
period (including extension options) over which the entity is exposed to credit risk. It is not a longer period, 
even if that longer period is consistent with business practice. 

However, an exception applies for financial instruments: 

•	 that contain both a loan and an undrawn commitment component; and 

•	 for which the entity’s contractual ability to demand payment and cancel the undrawn commitment does not 
limit its exposure to the contractual notice period (paragraph 5.5.20 of IFRS 9). 

For such instruments – and only for such instruments – an entity is required to measure ECLs over the period 
during which it is exposed to credit risk, even if that period extends beyond the maximum contractual period. 
This exception is often discussed in the context of revolving credit facilities such as credit cards. 

The issue submitted to the ITG included a fact pattern whereby a bank makes loans that have a short stated 
maturity date – e.g. six months – but which are automatically rolled over unless either the lender or the 
borrower decides otherwise. In practice, many of these loans continue for a very long time – e.g. 30 years. The 
loans are managed by banks on a portfolio basis. 

For internal risk management purposes, these loans are considered to be exposures for a period longer than 
the contractual period. The question posed to the ITG was as follows: What is the maximum period that a 
bank should consider when measuring ECLs under IFRS 9, if the contractual extension option is subject to the 
lender’s non-objection?
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4.2.6.  Determining the appropriate life to be used 
when measuring ECLs

issue:

Under IFRS 9, an exception applies for revolving 
credit facilities whereby ECLs are measured over the 
period for which the entity is exposed to credit risk, 
even if that period extends beyond the maximum 
contractual period. 

The stakeholder submitting this issue provided the 
example of a portfolio of credit cards for which, 
at the reporting date, 75% of the instruments are 
in Stage 1, 20% in Stage 2 and 5% in Stage 3. The 
submitter asked how to estimate the lives of the 
instruments in each stage in order to calculate 
ECLs.

ifRs 9 Reference: 

•	 IFRS 9.5.5.20

itG discussion (april 2015):

When does the life of a revolving credit facility end? 

Some ITG members noted that, to estimate an 
instrument’s expected life, an entity needs to consider 
when the life of a revolving facility ends. 

Is it when: 

•	 the account is closed;

•	 the product changes – e.g. from a student credit 
card to a standard one; or

•	 the terms and conditions change?

The derecognition criteria in IFRS 9 have to be 
considered. 

Which distinct periods are relevant in the analysis?

Some members noted a distinction between:

•	 the period over which draw-downs should be 
estimated for the purpose of estimating exposure 

at default (this would be limited to 12 months for 
instruments in Stage 1);

•	 the period over which the probability of default is 
considered for the purposes of measuring ECLs – 
i.e. 12 months or the period of exposure to credit 
risk, in accordance with paragraph 5.5.20 of IFRS 
9; and

•	 the period over which cash shortfalls are 
considered in the measurement – i.e. all cash 
shortfalls, whenever they arise that are associated 
with possible default events during the period 
identified in the previous bullet.

Estimating the period over which an entity expects to 
be exposed to credit risk 

ITG members noted that applying paragraph 5.5.20 of 
IFRS 9 requires an entity to estimate the period over 
which: 

•	 it is expected to be exposed to credit risk; and 

•	 ECLs would not be mitigated by credit risk 
management actions. 

This requires that an entity takes into account the 
credit risk management actions that it expects to carry 
out once the credit risk on a financial instrument has 
increased. 

Some believed that this could lead to a period 
different from the expected life of an exposure, 
because they thought that if an entity has an 
opportunity to review and terminate a facility on a 
certain date – e.g. because the credit system flags a 
loan as requiring attention – then that date is the end 
of the maximum exposure period. 

Others, however, could not see a conceptual 
distinction between the ‘expected life’ and the period 
specified in paragraph 5.5.20 of IFRS 9. This is because 
they believed that the period should reflect the credit 
risk management actions that the entity actually 
expected to take in practice. 

It was noted that this was an operationally challenging 
area. Some members thought that it would benefit 
from more guidance and/or examples.
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4.2.7.  Period over which to measure ECLs for 
revolving credit facilities

issue:

IFRS 9 requires that, for instruments falling into the 
exception in paragraph 5.5.20 of IFRS 9, ECLs are 
measured over the period for which the entity is 
exposed to credit risk and would not be mitigated by 
credit risk management actions.

One submitter asked how the beginning and the end 
of this period of exposure should be determined.

A second submitter asked for clarification as to 
whether an entity should consider:

•	 all credit risk management actions that it is 
legally and operationally able to take, or only 
those that it expects to take; and

•	 only those credit risk management actions 
which serve to mitigate credit risk, or all credit 
risk management actions – i.e. including actions 
that do not mitigate credit risk, such as the 
reinstatement of previously curtailed credit limits.

ifRs 9 Reference: 

•	 IFRS 9.5.5.20

itG discussion (december 2015):

What credit risk management actions should be 
considered in estimating the exposure period? 

ITG members appeared to agree on the following.

•	 The credit risk management actions that should 
be taken into account are those that management 
expects to carry out and that serve to mitigate 
ECLs. This means that the future reinstatement 
of limits – e.g. after curing a delinquency – is not 
taken into account. This represents a change from 
comments made at the April 2015 ITG meeting.

•	 An entity does not have to demonstrate that it has 
taken similar actions in the past as long as it has 
reasonable and supportable information that it 
expects to take those actions in future.

Drawn and undrawn component of a facility 

Although paragraph 5.5.20 applies to instruments 
where drawn and undrawn components are managed 
together as a single exposure, for the purpose of 
estimating the period of exposure – and the amount 
of exposure at default – they have a different impact. 
This is because the credit risk associated with the 
undrawn element is immediately eliminated if the 
entity cancels the undrawn element, but the exposure 
on the drawn component remains until the balance 
has been recovered (or written off).

4.2.8.  Measurement of ECLs for charge cards

issue:

At its September 2015 meeting, the ITG noted that 
an entity is not permitted to consider expected 
future draw-downs in excess of the contractual 
credit limit agreed with the customer.

Building on that discussion, the submitter of the 
issue discussed in December 2015 asked how the 
contractual limit should be determined for a type of 
charge card.

One feature of the charge card described in the 
submission is that:

•	 no absolute spending limit is agreed with the 
customer; and

•	 the issuer approves each customer transaction 
at the time of sale based on the customer’s 
perceived spending capacity, using statistical 
models and spending history.

The submitter suggested two possible views on the 
contractual credit limit – i.e. that it is either:

•	 zero, because each transaction is approved at 
the point of sale and can be declined at that 
time; or

•	 unlimited, because there is no contractually 
agreed limit.
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itG discussion (december 2015):

What view did ITG members take for the specific fact 
pattern in the submitted example?

For the specific fact pattern described – i.e. where 
there is no stated contractual limit and the card issuer 
has and exercises discretion over whether to approve 
individual transactions at the time – ITG members 
appeared to agree that:

•	 the undrawn commitment is zero; and

•	 consequently, as there is no undrawn element, 
the charge card is outside the scope of paragraph 
5.5.20 of IFRS 9.

4.2.9.  Scope of paragraph 5.5.20 of IFRS 9

Issue:

IFRS 9 states that the maximum period over which 
ECLs are measured is the maximum contractual 
period (including extension options) over which the 
entity is exposed to credit risk. However, paragraph 
5.5.20 of IFRS 9 provides an exception for financial 
instruments:

•	 that contain both a loan and an undrawn 
commitment component; and

•	 for which the entity’s contractual ability to 
demand payment and cancel the undrawn 
commitment does not limit its exposure to the 
contractual notice period.

Paragraph B5.5.39 of IFRS 9 provides examples of 
the general characteristics of financial instruments 
to which the exception in paragraph 5.5.20 applies.

The submitter asked the following questions:

•	 whether the characteristics in paragraph 
B5.5.39 should be considered as required 
characteristics, or merely examples of typical 
characteristics, when applying the exception in 
paragraph 5.5.20; and

•	 whether either of the following characteristics 
would prevent a facility from being in the scope 
of paragraph 5.5.20:

•	 a facility has fixed maturity – e.g. five years – 
but is immediately revocable at the discretion 
of the lender; or

•	 a facility has no fixed maturity and is 
immediately revocable at the discretion of 
the lender, but when drawn the resulting loan 
has a fixed maturity – e.g. five years.

ifRs 9 Reference: 

•	 IFRS 9.5.5.20 

•	 IFRS 9.B5.5.39
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itG discussion (december 2015):

Do all characteristics in paragraph B5.5.39 have to 
be present for an instrument to be in the scope of 
paragraph 5.5.20?

ITG members appeared to agree on the following.

•	 An instrument does not have to have all of the 
example characteristics in paragraph B5.5.39 to be 
in the scope of paragraph 5.5.20.

•	 However, paragraph B5.5.39 assists in and 
reinforces the analysis of whether an instrument 
meets the requirements set out in paragraph 
5.5.20. Therefore, if one or more of the 
characteristics described in B5.5.39 is not present, 
the entity will need to consider carefully whether 
an instrument could still meet the conditions 
set out in paragraph 5.5.20. For example, if an 
instrument is not managed on a collective basis, 
a question will arise as to whether the entity’s 
contractual ability to demand repayment and 
cancel the undrawn commitment really would not 
limit the entity’s exposure to credit losses to the 
contractual notice period.

The Chair commented that the IASB had intended the 
exception in paragraph 5.5.20 to apply to a narrow set 
of circumstances. It was noted that paragraph 5.5.20 
is relevant for instruments where there is an inter-
relationship between the drawn and undrawn amounts 
that are not distinguished for risk management 
purposes but rather treated as a single set of cash 
flows – e.g. the drawn and undrawn components have 
similar risk characteristics.

What is the unit of account for determining whether 
instruments are in the scope of paragraph 5.5.20?

The following points were made.

•	 Determining the unit of account may require 
judgment based on the specific facts and 
circumstances, including how facilities are managed.

•	 Multi-purpose or combined facilities may have 
more than one unit of account, even if they result 
from a single contractual agreement. For example, 
an entity may grant a facility that comprises both a 
mortgage loan and a credit card agreement.

•	 It would not be possible to conclude that an 
instrument that comprises only an undrawn 
commitment or only a drawn loan meets the 
exception in paragraph 5.5.20, because it would 
not have both components.

•	 If drawings under a facility will have a fixed 
repayment term, then judgment may be 
required in determining whether the exception 
in paragraph 5.5.20 is met. This would include 
considering whether the nature of the drawn 
term is consistent with the drawn and undrawn 
components having similar risk characteristics 
based on the entity’s ability to demand repayment 
and cancel the facility – as opposed to the 
period of exposure being a longer fixed term. 
For example, if the borrower draws a loan with 
a fixed term of five years, then this would seem 
inconsistent with paragraph 5.5.20 and the 
maximum period to consider for the drawn 
portion would be five years. However, if the 
borrower draws down short-term advances that 
would be expected to roll-over, then this may be 
consistent with paragraph 5.5.20.
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ifRs 9 Reference: 

•	 IFRS 9.5.4.1

itG discussion (december 2015):

How should the gross carrying amount and loss 
allowance be measured for assets that have become 
credit-impaired after initial recognition?

ITG members appeared to agree on the following.

•	 Method A is required under IFRS 9, but Methods 
B and C are not acceptable.

•	 IFRS 9 is more specific in this area than IAS 39, 
because IFRS 9 defines the gross carrying amount 
of an asset and has specific requirements as to 
when impairment is reflected by a loss allowance 
or by a direct write-off.

•	 In the example above, Method A leads to an 
increase in the balance of the loss allowance – this 
increase does not give rise to the recognition of 
an impairment loss in profit or loss because it is 
merely a reflection of the increase in the gross 
carrying amount that is not recognized as interest 
income.

4.2.10.  Measurement of the loss allowance for credit-impaired financial assets

issue: 

Under IFRS 9, the calculation of interest income is different depending on whether an asset is credit-impaired at 
the reporting date, as follows. 

•	 If a financial asset is not credit-impaired, interest income is calculated by applying the effective interest rate 
(EIR) to the gross carrying amount.

•	 If a financial asset is credit-impaired, interest income is calculated by applying the EIR to the amortized cost 
– i.e. gross carrying amount less loss allowance.

IFRS 9 does not specifically discuss whether the calculation of the gross carrying amount should change when 
an asset that was not credit-impaired at initial recognition subsequently becomes credit-impaired.

The submitter provided the example of a credit-impaired asset with an amortized cost of 100 and an EIR of 
10% per annum. On 31 December 20X1, an impairment allowance of 60 is recognized. During 20X2 no cash is 
received, and on 31 December 20X2 there is no change in the expected cash flows. Accordingly, the amortized 
cost becomes 44 (being 40 + (40 x 10%)).

The submitter suggested the following potential approaches to calculating the gross carrying amount and the 
loss allowance.

MetHod a B C
Gross carrying amount 110 104 100

Loss allowance (66) (60) (56)

Amortised cost 44 44 44
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4.2.11.  ECLs - measurement date

issue:

IFRS 9 contains an explicit requirement that an 
entity measures ECLs at the reporting date. In 
addition, it requires that, on derecognition of a 
financial asset, an entity recognizes in profit or loss 
the difference between: 

•	 its carrying amount, measured at the date of 
derecognition; and 

•	 the consideration received. 

This would imply that ECLs are also measured at the 
date of derecognition of a financial asset. 

The stakeholder submitting this issue asked whether 
IFRS 9 requires ECLs to be measured at the 
following dates: 

•	 the date of initial recognition of a financial 
instrument; and 

•	 the date of derecognition of a financial 
instrument. 

itG discussion (april 2015):

Frequency at which impairment models are run

Some ITG members noted that there was a practical 
aspect to the question of how often impairment 
models should be run. They explained that 
sophisticated banks may run models on a monthly 
basis, but others may only do it once or twice a year. 

Some ITG members noted that running impairment 
models less frequently would affect the profit or loss 
line item in which the amounts are recognized but 
would not affect net income. 

Measurement on initial recognition

ITG members appeared to agree that IFRS 9 does not 
require the measurement of ECLs at initial recognition 
of a financial instrument. This is because IFRS 9 

requires a financial asset to be measured at fair value 
(plus transaction costs) at initial recognition. 

Measurement on derecognition

ITG members appeared to agree that IFRS 9 does 
require the measurement of ECLs at the date of a 
financial instrument’s derecognition. 

4.2.12.  Measurement of ECLs in respect of a modified 
financial asset

issue:

IFRS 9 requires that, when the terms of a financial 
asset are modified but the modification does not 
result in derecognition, an entity recalculates 
the financial asset’s gross carrying amount and 
recognizes a modification gain or loss in profit or 
loss. ‘Gross carrying amount’ is defined by IFRS 9 
as the amortized cost before adjusting for any loss 
allowance. 

IAS 1 Presentation of Financial Statements requires 
impairment losses and reversals to be presented 
in a separate line item in profit or loss. However, 
there are no specific presentation requirements for 
modification gains or losses. 

The stakeholder submitting this issue asked the 
following questions: 

•	 how to calculate the modification gain or loss; 

•	 how to measure ECLs for a financial asset that 
has not been derecognized; 

•	 how to present the modification gain or loss, 
and the movement on the ECL allowance; and 

•	 which modifications should be included in the 
disclosures required by paragraph 35J of IFRS 7 
Financial Instruments: Disclosures. 

The submission discussed a specific example in 
which the lender reduces the contractual cash flows 
to take into account the amounts that it expects the 
borrower to be able to repay.
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itG discussion (april 2015):

Are ECLs considered for modification gains and 
losses?

ITG members appeared to agree that modification 
gains and losses result from a recalculation of 
the gross carrying amount, and so ECLs are not 
considered. 

Writing off a portion of an asset 

Some ITG members noted that it may, however, be 
appropriate to write off a portion of an asset before 
the modification gain or loss is recognized. 

IFRS 9 requires that the gross carrying amount of 
a financial asset is reduced when the entity has no 
reasonable expectations of recovering a portion of the 
financial asset. This criterion may be met if a lender 
plans to forgive a portion of an asset because of the 
debtor’s inability to pay. 

What happens to the loss allowance after 
modification?

ITG members appeared to agree that, after the 
modification, a financial asset would continue to 
attract a loss allowance – i.e. the loss allowance would 
not simply be nil. 

In the example submitted, although the lender has 
renegotiated the contractual cash flows in a way that 
reflects its best estimate of how much the borrower 
will be able to repay, it is possible that those new 
contractual cash flows may not be fully paid when due. 

Through modification, the lender has crystallized the 
modification gain or loss by reducing the contractual 
cash flows, but continues to be exposed to a risk that 
cash flows may be less than the best estimate at the 
time of modification. 

Under IFRS 9, when measuring ECLs an entity 
considers both the possibility that no credit loss 
occurs and the risk that a credit loss occurs – even if 
the possibility of a credit loss occurring is very low.

Separate presentation of impairment losses and gains 
or losses on modification

ITG members appeared to agree that paragraph 
82(ba) of IAS 1 requires the separate presentation 
of impairment losses, and that there is no guidance 
as to the line item in the statement of profit or loss 
and other comprehensive income in which an entity 
should present gains or losses on the modification of 
financial assets. 

Some ITG members believed that separate 
presentation would help users to understand 
the entity’s performance. Some thought that, if 
modification was credit-related, then net presentation – 
i.e. netting the impairment loss against the modification 
gain or loss – would provide better information, 
together with separate disclosure of gross amounts. 

Disclosures under IFRS 7

ITG members appeared to agree that all modifications 
of contractual cash flows should be included in the 
disclosures required by paragraph 35J of IFRS 7.

4.2.13.  Meaning of current effective interest rate

issue:

Paragraph B5.5.44 of IFRS 9 states that “if a financial 
instrument has a variable interest rate, expected 
credit losses shall be discounted using the current 
effective interest rate”. The submitter noted that 
it is not clear what is meant by the term ‘current 
effective interest rate’, and suggested two possible 
interpretations for a floating rate loan – e.g. for a 
loan with an interest rate equal to LIBOR:

•	 the single LIBOR rate current at the reporting 
date is used to discount all future cash 
shortfalls; or

•	 multiple LIBOR rates derived from the current 
yield curve are used to discount each future 
cash shortfall.

ifRs 9 Reference: 

•	 IFRS 9.B5.5.44



84 ifRs 9 Impairment Workbook

itG discussion (december 2015):

What is the meaning of ‘current effective interest rate’ 
for a floating-rate instrument?

ITG members appeared to agree on the following.

•	 IFRS 9 is not specific on this point, so either 
interpretation is possible.

•	 There should be consistency between:

•	 the rate used to project future cash flows;

•	 the rate used to discount those cash flows; 
and

•	 the rate used to recognize interest income.
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