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Understanding the measurement of 
expected credit losses in accordance 
with IFRS 9 Financial Instruments

Date: 2 June 2023
Addis Ababa

The views expressed in this presentation are my own and not necessarily those of any organization with which I am associated.
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Disclaimer and applicable version of IFRS Accounting Standards

»The sponsors, the authors, the presenters and the publishers do not accept 
responsibility for loss caused to any person who acts or refrains from acting 
in reliance on the material in this PowerPoint presentation, whether such 
loss is caused by negligence or otherwise.

»Unless specified otherwise, the accounting requirements that are the 
subject matter of this presentation are International Financial Reporting 
Standards (IFRS) as issued by the International Accounting Standards Board 
(IASB) that are applicable for annual period beginning on or after 1 January 
2023 without early applying new and amended IFRS Accounting Standards 
that have a later mandatory application date.
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Aim

»The aim of this session is to enhance knowledge and understanding, 
in the Ethiopian accountancy market, of loan loss provisioning using 
the expected credit loss (ECL) model specified for financial assets in 
accordance with IFRS 9 Financial Instruments.

»[Note: the valuation session that follows after the coffee break is 
dedicated to enhancing skills in the Ethiopian accountancy market in 
the practical application of measuring ECLs in accordance with IFRS 9 
in the Ethiopian context.]

© Michael JC Wells
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Which financial instruments does 
IFRS 9’s ECL model apply to?
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Which financial instruments does IFRS 9’s ECL model apply to?
Summary of class discussion

IFRS Accounting Standard Item / measurement model
IFRS 9 Financial Instruments • Amortised cost

• FVOCI ‘debt instrument’
• Qualifying financial guarantee contracts
• Otherwise unrecognised commitments to lend

IFRS 15 Revenue From 
Contracts with Customers

Contract assets and contract receivables

IFRS 16 Leases Lessor’s net investment in the lease (amortised cost)
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Cash flows: solely 
payments of principal 
and interest (SPPI)

Business model 
= hold to collect

Business model = 
hold to collect and 

sell 

Other business 
models  

(eg held for 
trading)

Other types of cash flows

Amortised cost 
(AC)

FV through other 
comprehensive 
income (OCI)

(but with AC in PL)

Fair value (FV) 
through profit or 

loss (PL)
FVPL

FVPL

FVPL

IFRS 9: asset classification and measurement
ECL model? 7

FVPL option
available to 
avoid an 
accounting 
mismatch

FVPL

FVOCI option
available
for equity not 
held for 
trading

FVOCI
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Financial statement compliance review issues identified by JSE
omissions from IFRS 9 ECL impairment testing

»Several issuers focussed all their attention on trade receivables and 
neglected their other material financial assets, leading to an 
incomplete application of IFRS 9 and the disclosure provisions of IFRS 
7. 
»Problem areas were in the context of loans receivable, loans to 

joint ventures / associates, contract assets and ‘other receivables’. 
»This matter was compounded by the (inappropriate) aggregation 

of ‘other receivables’ into one total figure. (p14)

Source: JSE, FINAL FINDINGS OF OUR THEMATIC REVIEW FOR COMPLIANCE WITH IFRS 9 AND 15, 11/2019
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Financial statement compliance review issues identified by JSE
omissions from IFRS 9 ECL impairment testing

»The fact that a receivable is owing by a subsidiary (or related) 
company does not negate the need to both perform a credit risk 
assessment and provide disclosure thereof. (omission)

Source: JSE, Reporting back on proactive monitoring of financial statements in 2021, p5
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Ethiopian context

10

12

Ethiopian context: Which assets subject to IFRS 9’s ECL model do 
Ethiopian companies have?
Summary of class discussion

1. IFRS 9 financial assets measured using:
» Amortised cost (pass SPPI test and held to collect)
» Fair value OCI debt instrument (pass SPPI test and held to collect and sell)

2. Aspect of the subsequent measurement financial guarantee contracts 
that are in the scope of IFRS 9 (ie IFRS 17 is not applied and ECL > the 
amount initially recognised less the cumulative amount of income 
recognised with IFRS 15 Revenue From Contracts with Customers.)

3. Unrecognised (otherwise ‘off-balance sheet’) commitments to lend, 
when ECL > the amount initially recognised less the cumulative amount 
of income recognised with IFRS 15 Revenue From Contracts with 
Customers.) 

12
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Ethiopian context: 
Example 1 Commercial Bank of Ethiopia

Note 4 Significant Accounting Policies… (c) Financial Assets and Financial 
Liabilities… (viii) Impairment The Group recognises loss allowances for ECL on the 
following financial instruments that are not measured at FVTPL: • Financial assets that are 
debt instruments; • Lease receivables; • Financial guarantee contracts issued; and • Loan 
commitments issued.
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Ethiopian context
Example 1 Commercial Bank of Ethiopia: Extract from Notes to the 
Consolidated Financial Statements 30 June 2021

Note 4 Significant Accounting Policies… (c) Financial Assets and Financial Liabilities… (viii) 
Impairment The Group recognises loss allowances for ECL on the following financial instruments that 
are not measured at FVTPL: • Financial assets that are debt instruments; • Lease receivables; • 
Financial guarantee contracts issued; and • Loan commitments issued.

14
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Ethiopian context: 
Example 2 Ethiopian Airlines Group

15

Overview of IFRS 9’s 
ECLs model

16
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Overview of IFRS 9’s impairment requirements
Is the financial instrument a ‘purchased or 
originated credit-impaired financial asset’?

Is the simplified approach for trade 
receivables, contract assets and lease 

receivables applicable and been elected?

Does the financial instrument have low credit 
risk at the reporting date?

General model: has there been a significant 
increase in credit risk since initial recognition?

Recognise lifetime expected credit losses

Is the financial instrument a credit-impaired 
financial asset?

Calculate a credit-adjusted 
effective interest rate and 
always recognise a loss 
allowance for changes in 

lifetime expected credit losses 

Is the low credit risk 
simplification applied?

Recognise 12-month expected 
credit losses and calculate 
interest revenue on gross 

carrying amount

Calculate interest revenue on 
amortised cost

Calculate interest 
revenue on the gross 

carrying amount

No

No

Yes

and

Yes

Yes

No

No

YesNo

Yes

Yes

17
Is the financial asset 
an investment in an 
equity instrument?

No

No
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IFRS 9 impairment: overview of the general model 
steadily deteriorating credit quality since initial recognition

However, derecognise the financial asset (or a portion thereof) when there is no longer 
reasonable expectations of recovering the financial asset in its entirety (or a portion thereof).

Interest 
income

12-month expected credit
 losses

Lifetime expected credit 
losses

Lifetime expected credit 
losses

Gross basis Gross basis Net basis

Stage 1: performing:
insignificant increase in credit 

risk

Stage 2: underperforming: 
significant increase in credit 

risk

Stage 3: non-performing:
credit-impaired (high credit risk 
not necessarily = credit impaired)

Expected 
credit losses 
recognised

18
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IFRS 9 impairment: the general model 
classifications: performing, underperforming and non-performing
Summary of class discussion

Could a bank have different loans to the same counterparty included 
in different stages for impairment testing purposes (for example, 
‘Stage 1: performing’ and ‘Stage 2: underperforming’)? 
Choose one of: 1) Yes (if the loans were granted at different time, their 
credit risk at origination could be different); 2) No.

20

21

IFRS 9: impairment
some defined terms

» Credit loss: the difference between all contractual cash flows that are due 
to an entity in accordance with the contract and all the cash flows that the 
entity expects to receive (ie all cash shortfalls), discounted at the original 
effective interest rate (or credit-adjusted effective interest rate for 
purchased or originated credit-impaired financial assets). 

» An entity shall estimate cash flows by considering all contractual terms of the 
financial instrument (for example, prepayment, extension, call and similar options) 
through the expected life of that financial instrument.  The cash flows that are 
considered shall include cash flows from the sale of collateral held or other credit 
enhancements that are integral to the contractual terms. 

» There is a presumption that the expected life of a financial instrument can be 
estimated reliably.  However, in those rare cases when it is not possible to reliably 
estimate the expected life of a financial instrument, the entity shall use the 
remaining contractual term of the financial instrument.

Source: Appendix A to IFRS 9
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IFRS 9: impairment
some defined terms (continued)

»Expected credit losses: the weighted average of credit losses with 
the respective risks of a default occurring as the weights.

»12-month expected credit losses: the portion of lifetime expected 
credit losses that represent the expected credit losses that result 
from default events on a financial instrument that are possible within 
the 12 months after the reporting date. 

»Lifetime expected credit losses: the expected credit losses that 
result from all possible default events over the expected life of a 
financial instrument.

» Note: default events are not defined in IFRS 9.  An entity must define default 
for itself consistently with its internal credit risk management taking account of 
qualitative indicators and a rebuttable 90-day past due quantitative limit. 

Source: Appendix A to IFRS 9

22
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IFRS 9: impairment
some defined terms (continued)

Credit-impaired financial asset: when one or more events that have a detrimental 
impact on the estimated future cash flows of that financial asset have occurred, 
including observable data about the following events in isolation or in combination:
a) significant financial difficulty of the issuer or the borrower; 
b) a breach of contract, such as a default or past due event; 
c) the lender(s) of the borrower, for economic or contractual reasons relating to 

the borrower’s financial difficulty, having granted to the borrower a 
concession(s) that the lender(s) would not otherwise consider; 

d) it is becoming probable that the borrower will enter bankruptcy or other 
financial reorganisation; 

e) the disappearance of an active market for that financial asset because of 
financial difficulties; or 

f) the purchase or origination of a financial asset at a deep discount that reflects 
the incurred credit losses. 

Source: Appendix A to IFRS 9
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IFRS 9’s General ECL Model: 
Step 1 assessing whether a significant 
increase in credit risk has occurred

24

27

Impairment: the general model 
examples of factors to consider when assessing for a significant 
increase in risk 

» Significant change in what would charge for credit risk now because of 
changes in credit risk since initial recognition

» Changes in external market indicators of credit risk eg CDS levels for obligor
» Actual or expected change in internal or external credit rating
» Actual or expected increase in the risk of default on another facility with 

the same obligor
» An actual or expected significant change in the operating results of a 

borrower
» Changes in how the bank manages the credit risk on the instrument
» Past due information, including the 30 days past due rebuttable 

presumption 

27

Source: paragraph B5.5.17 of IFRS 9

27
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Regulatory case studies: significant 
increase in credit risk

45

47

Financial statement compliance review issues identified by FRC (UK)
Banks – Impairment: staging and credit risk profile
Summary of class discussion

Is each bank’s disclosure below about the factors considered in its 
assessment of whether there has been a significant increase in credit risk 
(a key judgement): 1) inadequate; or 2) adequate?
A. Bank A states that loans are in default if 90 days past due but does not 

elaborate if there were other factors which result in an asset being 
classified as in default. 1) inadequate! Boilerplate!

B. Bank B refers to both qualitative and quantitative indicators of whether 
there has been a significant increase in credit risk but did not provide 
details of what these indicators are. 1) inadequate! Boilerplate!

C. Bank C refers to the low credit risk exception but does not make it clear if 
it has applied that practical expedient. 1) inadequate! Boilerplate!

Source: FRC (UK), IFRS 9 Thematic Review: Review of Disclosures in the First Year of Application (2019), p13
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IFRS 9’s General ECL Model:
Step 2: measuring expected credit 
losses

51

52

IFRS 9 impairment: the general model 
measuring expected credit losses (ECLs)

» ECLs are defined (Appendix A of IFRS 9) as the weighted average of credit losses 
with the respective risks of a default occurring as the weights.  
» A credit loss is the present value of the expected cash shortfalls, ie the difference 

between:
» the contractual cash flows that are due to an entity under the contract; and
» the cash flows that the entity expects to receive.

» In other words, ECLs are a probability-weighted estimate of credit losses (ie the 
present value of all cash shortfalls) over the expected life of the financial 
instrument.
» However, cash shortfalls are identified differently for Stage 1 loans (ie 

performing loans) and loans at other stages (ie Stage 2 underperforming and 
Stage 3 non-performing loans) 

Source: paragraphs 5.5.17, 5.5.19, B5.5.12 and B5.5.29 to B5.5.55 of IFRS 9
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IFRS 9 impairment: the general model 
measuring expected credit losses (ECLs) (continued)

» In particular:
» For ‘Stage 1 performing loans’ that use 12-month ECLs, cash shortfalls are 

identified as the proportion of lifetime cash shortfalls resulting only from 
default events that are possible in the ensuing 12 months; 
» For lifetime ECLs, cash shortfalls are identified as resulting from default 

events that are possible over the expected lifetime of the financial 
instrument.

Note: default events are not defined in IFRS 9.  An entity must define default for 
itself consistently with its internal credit risk management taking account of 
qualitative indicators and a rebuttable 90-day past due quantitative limit.  

Source: paragraphs 5.5.17, 5.5.19, B5.5.12 and B5.5.29 to B5.5.55 of IFRS 9
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IFRS 9 impairment: the general model 
measuring expected credit losses (ECLs) (continued)

» The maximum period to consider when measuring ECLs 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.

» For example, take account of expected prepayments on mortgages
» However, note that there are different rules for revolving credit facilities (for 

example, bank overdrafts) that provide for consideration of a longer position (but 
judgements needed to determine: (i) when to start assessing for significant increases 
in credit risk; and (ii) what is the appropriate period of future period of exposure to 
credit risk).  Three factors specified in IFRS 9.  Note: in making the judgement, take 
account of credit risk management actions only to the extent that they are expected 
to reduce or remove an undrawn facility.

Source: paragraphs 5.5.17, 5.5.19, B5.5.12 and B5.5.29 to B5.5.55 of IFRS 9
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IFRS 9 impairment: the general model 
measuring expected credit losses (ECLs) (continued)

»The estimate of expected cash shortfalls reflects the cash flows 
expected from collateral and other credit enhancements that are 
part of the contractual terms and are not recognised separately.  
» expected cash shortfalls on a collateralised financial instrument reflects the 

probability of a foreclosure and the cash flows that would result from it 
(including any cash flows that are expected from the realisation of the 
collateral beyond the contractual maturity of the contract).

Source: paragraphs 5.5.17, 5.5.19, B5.5.12 and B5.5.29 to B5.5.55 of IFRS 9
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Financial statement compliance review issues identified by FRC (UK)
Summary of class discussion

‘Application of lifetime
Expected credit loss is estimated based on the shorter of the expected life and the maximum 
contractual period for which the Group is exposed to credit risk. For Retail Banking credit cards 
and Corporate & Institutional Banking overdraft facilities, however, the Group does not typically 
enforce the contractual period. As a result, for these instruments, the lifetime of the exposure is 
based on the period the Group is exposed to credit risk. This period has been determined by 
reference to expected behavioural life of the exposure and the extent to which credit risk 
management actions curtail the period of exposure. For credit cards, this has resulted in an 
average life of between 3 and 10 years across our footprint markets. Overdraft facilities have a 
22-month lifetime.’ Standard Chartered plc, p137
Is the company’s explanation of how the lifetime of revolving credit facilities is 
determined: 1) inadequate; or 2) adequate?

Source: FRC (UK), IFRS 9 Thematic Review: Review of Disclosures in the First Year of Application (2019), p13
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IFRS 9 impairment: the general model 
measuring expected credit losses (ECLs)

» IFRS 9 does not prescribe a single method for measuring ECLs.
»However, must measure ECLs in a way that reflects:
» an unbiased and probability-weighted amount that is determined by 

evaluating a range of possible outcomes (for example, see next slides);
» the time value of money (for example, see slides after next); and
» reasonable and supportable information available without undue cost or 

effort at the reporting date about past events, current conditions and 
forecasts of future economic conditions.  For example: borrower-specific 
factors (like changes in operating results of borrower, technological advances 
that affect future operations, changes in collateral supporting obligation) and 
macroeconomic factors (like unemployment rates, house price indexes, GDP, 
household debt ratios).

Source: paragraphs 5.5.17, 5.5.19, B5.5.12 and B5.5.29 to B5.5.55 of IFRS 9Source: paragraphs 5.5.17, 5.5.19, B5.5.12 and B5.5.29 to B5.5.55 and BC5.266 of IFRS 9
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IFRS 9 impairment: the general model
example: using multiple scenarios to measure ECLs

On 31/12/2023 Bank pays ETB1 billion for a portfolio of performing loans.  
Bank develops three scenarios for the effect of the unemployment rate on 
the ECLs for its portfolio of loans:

» Scenario 1 bullish: 30% probability of 2% unemployment 
» 12-month probability of default (PD) = 5%; loss given default (LGD) = 40%

» Scenario 2 most likely outcome: 50% probability of 3% unemployment
» 12-month PD = 10%; LGD = 50%

» Scenario 3 bearish: 20% probability of 4% unemployment 
» 12-month PD = 20%; LGD = 70%

59
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IFRS 9 impairment: the general model
example: using multiple scenarios to measure ECLs (continued)
Summary of class discussion

At 31/12/2023 Bank must measure the loss allowance at?  Choose 
one of:

1) Scenario 1 bullish: ETB20 million (ie ETB1 billion EAD x 5% 12-month PD x 
40% LGD)

2) Scenario 2 most likely outcome: ETB50 million (ie ETB1 billion EAD x 10% 
12-month PD x 50% LGD)

3) Scenario 3 bearish: ETB140 million (ie ETB1 billion EAD x 20% 12-month PD 
x 70% LGD)

4) Weighted average: ETB59 million (ie 30% x ETB20 million Scenario 1 + 50% x 
ETB50 million Scenario 2 + 20% x ETB140 million)

Reference: paragraphs 5.5.17 to 5.5.19, B5.5.28, B5.5.29 and B5.5.43 of IFRS 9
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Good disclosure example: FRC (UK) identified 
Banks – Impairment: alternative economic scenarios

Source: FRC (UK), IFRS 9 
Thematic Review: Review of 
Disclosures in the First Year of 
Application (2019), p19
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IFRS 9 impairment: the general model
example: collateral and write-off portion of a loan

»On 01/01/2022 Bank advances a five-year loan to Borrower. 
»Borrower’s only business is a single coffee farm.
»Contractual terms of the loan:
» 01/01/2022 bank pays ETB100 million to Borrower
» 31/12/2026 Borrower pays ETB161.051 million to Bank
» Collateral: in the event that Borrower defaults, ETB100 million of Bank’s claim 

is secured by an exclusive and most senior claim against Borrower’s head 
office building; the collateral does not extend to the accreted interest.

» In late 2022 the coffee price halves, significantly impacting Borrower’s 
cash flows.

67

69

IFRS 9 impairment: the general model
example: collateral and write-off portion of a loan (continued)
Summary of class discussion

» At 31/12/2022 the gross carrying amount of the loan is ETB110 million and Bank 
assesses: 
» there to have been a significant increase in Borrower’s credit risk
» the lifetime probability of default (PD): to be 50%
» loss given default (LGD):

» nil on the secured portion of the loan (because the gross carrying amount of the secured 
loan is covered more than two times by the fair value of the collateral); and 

» 50% on the unsecured accreted interest.

At 31/12/2022 Bank must measure the loss allowance at?  Choose one of:
1) ETB2.5 million (ie ETB10 million x 50% PD x 50% LGD)
2) ETB25 million (ie ETB100 million x 50% PD x 50% LGD) 
3) ETB27.5 million (ie ETB110 million x 50% PD x 50% LGD)
4) another amount

Reference: paragraphs 5.5.17 to 5.5.19, B5.5.28, B5.5.29 and B5.5.43 of IFRS 9
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IFRS 9 impairment: the general model
example: collateral and write-off portion of a loan (continued)
Summary of class discussion

» In 2023 Borrower’s coffee plants suffer catastrophic drought and die.  
Consequently, in late 2023 Borrower files for bankruptcy.
» At 31/12/2023: 

» Borrower’s unsecured creditors are expected to receive nothing in settlement of their claims.
» The fair value of Borrower’s head office building is reliably measured at ETB200 million.

At 31/12/2023 Bank must?  Choose one of:
1) write-off (ie derecognise) the entire loan (ie GCA = nil; loss allowance = nil)
2) continue to recognise both the secured and the unsecured portions of the loan (ie GCA = 

ETB121 million; loss allowance = ETB21 million)
3) write-off (ie derecognise) the unsecured portion of the loan and continue to recognise the 

secured portion of the loan (ie GCA = ETB100 million; loss allowance = expected time value 
of money effect)

Reference: paragraphs 5.4.4 and B5.4.9 of IFRS 9

71
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Financial statement compliance review areas of ongoing focus FRC (UK)

Source: FRC (UK) IFRS 9 Thematic Review: Review of Disclosures in the First Year of Application, p24
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Financial statement compliance review issues identified by JSE
financial instruments

»The biggest area of weak disclosure related to expected credit loss 
(ECL) calculations in terms of the omission of (p10):
»ECL assessments being carried out on ‘other receivables’;
»disclosing entity specific inputs and assumptions;
»details that demonstrated how forward looking information had 

been incorporated into calculations; and
» information that explained how changes in the gross carrying 

amount of receivables contributed to changes in the ECL.

Source: JSE, Reporting back on proactive monitoring of financial statements in 2021

73
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Financial statement compliance review issues identified by JSE
impairment testing of related party financial assets

»Amounts due from related parties (or inter-group receivables) was a 
common asset class for which ECL disclosures were found lacking in 
sufficient detail (or boilerplate). 
»For receivables that are payable on demand, the disclosure in the 

company AFS should include an assessment of the liquid assets 
(including restrictions thereon) of the underlying subsidiary’s (IFRS 7: 
35G). 
»The fact that a receivable is owing by a subsidiary (or related) 

company does not negate the need to both perform a credit risk 
assessment and provide disclosure thereof. (omission)

Source: JSE, Reporting back on proactive monitoring of financial statements in 2021, p5
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Financial statement compliance review issues identified by JSE

»Must explain the inputs, assumptions and estimation techniques 
used in recognising the ECL allowance, including how forward-looking 
information has been incorporated into the determination and how 
macroeconomic information was used (paragraph 35G of IFRS 7).
»JSE found many examples of generic disclosure. For example:

“future economic conditions and the impact on our client base are one of the 
inputs used to determine the probability of default used in our ECL 
calculation.” (example 5, p17, 2019)

Source: JSE, FINAL FINDINGS OF OUR THEMATIC REVIEW FOR COMPLIANCE WITH IFRS 9 AND 15, 11/2019

75
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Financial statement compliance review issues identified
JSE identified good practice example: entity specific forward-looking 
information (IFRS 7.35G read in the context of IFRS 7.35B) (1)

Source: JSE, FINAL 
FINDINGS OF OUR 
THEMATIC REVIEW 
FOR COMPLIANCE 
WITH IFRS 9 AND 
15, 11/2019 (p16)
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Financial statement compliance review issues identified
JSE identified good practice example: entity specific forward-looking 
information (IFRS 7.35G read in the context of IFRS 7.35B) (2)

The AFS then included further scenarios (i.e. illustrating estimation uncertainty) as 
to how changes in these weightings could impact their calculation.

Source: JSE, FINAL FINDINGS OF OUR THEMATIC REVIEW FOR COMPLIANCE WITH IFRS 9 AND 15, 11/2019 
(p17)

77

IFRS 9’s General ECL Model:
practical expedients

78
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» Low credit risk 
» choice to assume no significant 

increase in credit risk (remain in stage 
1)

» 30 days past due backstop
» rebuttable presumption => 

significant increase in credit risk 
(move to stage 2)

» 90 days past due backstop
» rebuttable presumption => default 

has occurred (move to stage 3)

» Lifetime ECL must be recognised 
for trade receivables and contract 
assets that do not contain a 
significant financing component

» Accounting policy choice to always 
recognise lifetime ECL for:

» trade receivables assets that contain 
a significant financing component 

» contract assets that contain a 
significant financing component 

» lease receivables

IFRS 9: impairment 
simplifications and exceptions to the general model

Source: paragraphs 5.5.15 and 5.5.16 of IFRS 9Source: paragraphs 5.5.10, 5.5.11 and B5.5.37 of IFRS 9

79

81

Impairment: the general model 
default
Summary of class discussion

The purpose of the ‘90 days past due’ rebuttable presumption is? 
Choose one of:
1) To ensure uniformity in defining default
2) To delay the default event until the financial asset becomes 90 

days past due 
3) A back-stop: to ensure that default is not defined as later than 90 

days past due without reasonable and supportable information 
to the contrary

81
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IFRS 9 impairment: simplifications and exceptions
low credit risk (investment grade) exception

» If a financial asset is objectively determined from the perspective of 
market participant to be low credit risk (ie a low risk of default 
because the investment is, for example, investment grade) and entity 
can assume that the instrument’s credit risk has not increased 
significantly since initial recognition. 
» can choose to apply this simplification on an instrument-by-instrument basis

»When an instrument no longer has a low credit risk, the exception no 
longer applies, and the entity entity reverts to the general 
requirements for assessing whether there has been a significant 
increase in credit risk since initial recognition.

Source: paragraphs 5.5.10 and B5.5.22 to B5.5.24 of IFRS 9

82

83

IFRS 9 impairment: simplifications and exceptions
purchased or originated credit-impaired financial assets

» from initial recognition, apply the credit-adjusted effective interest rate to the 
amortised cost of the financial asset 
» (credit-adjusted effective interest rate is the rate that exactly discounts the estimated future 

cash payments or receipts through the expected life of the financial asset (ie the estimated 
contractual cash flows reduced by lifetime expected losses) to the amortised cost of a 
financial asset that is a purchased or originated credit-impaired financial asset) 

» at the reporting date: 
» recognise cumulative changes in lifetime expected credit losses since initial recognition as a 

loss allowance
» recognise in profit or loss the amount of the change in lifetime expected credit losses as an 

impairment (recognise favourable changes in lifetime expected credit losses as an 
impairment gain, even if the lifetime expected credit losses are less than the amount of 
expected credit losses that were included in the estimated cash flows on initial recognition).

Source: paragraphs 5.4.1(a), 5.5.13, 5.5.14 and Appendix A to IFRS 9
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IFRS 9 impairment: a non-financial institution practical expedient
example: provision matrix (all ETB amounts in millions)
What’s the amount of Manufacturer’s ECL at 31/12/2022?

» Manufacturer sells goods on 30 days interest free credit to a large number of small clients in the 
same geographic location.  Categorising trade receivables by common risk characteristics 
manufacturer appropriately uses a provision matrix to determine the expected credit losses for 
the portfolio.

» At 31/12/2022, on the basis of its historical observed default rates adjusted for relevant 
forward-looking information, Manufacturer estimates the following default rates for each of its 
two portfolios of trade receivables by aging category.

At 31/12/2022 Current 1–30 days
past due

31–60 days 
past due

61–90 days 
past due

>90 days 
past due

Default rate Group A 0.5% 2% 5% 8% 10%
Receivables Group A ETB80,000,000 ETB9,000,000 ETB6,000,000 ETB4,000,000 ETB1,000,000
Default rate Group B 0.1% 0.25% 1% 3% 5%
Receivables Group B ETB19,000,000 ETB500,000 ETB250,000 ETB150,000 ETB100,000
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IFRS 9 impairment: a non-financial institution practical expedient
example: provision matrix (all ETB amounts in millions)
Summary of class discussion

Receivables Group A Receivables Group B
Gross carrying 

amount
Default 

rate
Lifetime expected 

credit loss allowance
Gross carrying 

amount
Default 

rate
Lifetime expected 

credit loss allowance
Current 80,000,000 0.5% 400,000 19,000,000 0.1% 19,000
1–30 days 
past due

9,000,000 2% 180,000 500,000 0.25% 1,250

31–60 days 
past due

6,000,000 5% 300,000 250,000 1% 2,500

61–90 days 
past due

4,000,000 8% 320,000 150,000 3% 4,500

>90 days 
past due

1,000,000 10% 100,000 100,000 5% 5,000

100,000,000 1,300,000 20,000,000 32,250

Source: paragraphs 5.5.15, B5.5.35, B5.5.51 and B5.5.52 of IFRS 9
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Financial statement compliance review issues identified by JSE
Summary of class discussion

Questions:
1. What’s good? 

Disclosure of the 
effect of forward-
looking 
information (p17) 

2. What needs 
improving? 
Reference to 
‘other 
macroeconomic 
indicators’ is too 
generic.

Source: JSE, FINAL FINDINGS OF OUR THEMATIC REVIEW FOR COMPLIANCE WITH IFRS 9 AND 15, 11/2019, Example 6 (p18)
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Financial statement compliance review issues identified by JSE

»Must provide both quantitative and qualitative information to 
explain how significant changes in the gross carrying amount of 
financial instruments during the period contributed to changes in the 
ECL allowance (paragraph 35I of IFRS 7).
»JSE found many examples where only one aspect of this information 

(i.e. either quantitative or qualitative information) was considered. 
(p19)

Source: JSE, FINAL FINDINGS OF OUR THEMATIC REVIEW FOR COMPLIANCE WITH IFRS 9 AND 15, 11/2019
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Financial statement compliance review issues identified by JSE
What do you think (regarding paragraph 35I of IFRS 7)?

Question: what needs improving?
Source: JSE, FINAL FINDINGS OF OUR THEMATIC REVIEW FOR COMPLIANCE WITH IFRS 9 AND 15, 11/2019, Example 7 (p19)
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Financial statement compliance review issues identified by JSE
Summary of class discussion

» Question: what needs improving? Qualitative explanations must be provided 
explaining how the significant changes in the gross carrying amount of financial 
instruments during the period contributed to changes in the ECL allowance. In 
particular those disclosures should address:

» why is the ECL allowance at 5.6% for the current receivables compared to zero in 2017
» why is there no ECL allowance for the 30-days; 60-days; and 90 days brackets yet there is 

an ECL allowance for the current bracket;
» why has the percentage ECL allowance for the oldest bracket jumped to 13% (2017-7.7%);
» why is the older bracket of gross trade receivables at 15.8% of the total trade receivables 

(2017-10.3%); and
» how material are the trade receivables in the oldest bracket that are say 6 months or 

older.
Source: JSE, FINAL FINDINGS OF OUR THEMATIC REVIEW FOR COMPLIANCE WITH IFRS 9 AND 15, 11/2019, Example 7 (p19 & 20)
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Financial statement compliance review issues identified by FRC (UK)
What do you think?

Source: FRC (UK), 
Annual Review of 
Corporate Reporting 
2020/21, p19

Question: 
what do you 
believe to 
be good 
about this 
disclosure?
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Financial statement compliance review issues identified by FRC (UK)
Summary of class discussion

Source: FRC (UK), Annual Review of Corporate Reporting 2020/21, p19
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Financial statement compliance review issues identified
Accounting policies: JSE identified example
Summary of class discussion

» An entity with two distinct business operations included two 
different accounting policies for its ECL calculation: 

» one on the simplified method; and 
» the other using the general approach. (p15)

» Must the company’s presentation of its financial assets in the 
statement of financial position separately identify those financial 
assets tested under the simplified model from those tested under 
the general approach? Choose one of: 1) Yes otherwise it’s difficult 
to understand which assets fell within which category; or 2) No.

Source: JSE, FINAL FINDINGS OF OUR THEMATIC REVIEW FOR COMPLIANCE WITH IFRS 9 AND 15, 11/2019
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Regulatory actions: ECLs IAS 1 
significant judgements and 
estimates disclosures
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Financial statement compliance review issues identified
IFRS 9 most significant judgements and estimates

»Generic disclosures about most significant judgements (paragraphs 
122-124 of IAS 1) and estimation uncertainty (paragraphs 125-129 of 
IAS 1) are inadequate, also in terms of the various requirements of 
IFRS 7⏤especially regarding disclosures of the assumptions relating 
to ECLs. (p15)

Source: JSE, FINAL FINDINGS OF OUR THEMATIC REVIEW FOR COMPLIANCE WITH IFRS 9 AND 15, 11/2019
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Financial statement compliance review issues identified
IFRS 9 most significant judgements and estimates

»A useful test to assess whether something is generic or entity specific 
is as follows (p16):
»copy those disclosures into the AFS of any other issuer operating 

in that sector;
»determine how they ‘read’ within the context of those AFS;
» is there is any relevant differentiating characteristics between the 

way that it reads in the context of your AFS compared to when it is 
read in the context of the other issuer’s AFS;
» if the answer is no, then the disclosures are likely to be generic.

Source: JSE, FINAL FINDINGS OF OUR THEMATIC REVIEW FOR COMPLIANCE WITH IFRS 9 AND 15, 11/2019

97



23/06/2023

31

98

Financial statement compliance review issues identified
FRC (UK) identified good practice example 1: ECL key source of 
estimation uncertainty (paragraphs 125-129 of IAS 1)

Source: Metro Bank plc, p117; cited by FRC (UK) IFRS 9 Thematic Review: Review of Disclosures in the First Year of Application, p21
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Financial statement compliance review issues identified
FRC (UK) identified good practice example 2: ECL key source of 
estimation uncertainty (paragraphs 125-129 of IAS 1)

Source: Nationwide Building Society, p202; 
cited by FRC (UK) IFRS 9 Thematic Review: Review of Disclosures in the First Year of Application, p21
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