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Agenda

• Project to replace IAS 39
• Why improve impairment?
• Project background 
• Overview of the tentative expected loss model
• Improvements to financial reporting
• Questions
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Financial Instruments 
One project – three phases 3

Project phase Finalisation

1. Classification and measurement 2009 for financial assets

2010 for financial liabilities

Expected in  Q2 2014 (limited 
amendments)

2. Amortised cost and impairment Expected in Q2 2014

3. Hedge accounting 2013



Why improve impairment?

• IAS 39: Incurred loss model
• Problems highlighted during financial crisis:

– Lagging recognition of credit losses (too little, too 
late)

– Multiple impairment models 

• How to address these issues?

4



International Financial Reporting Standards

The views expressed in this presentation are those of the 
presenter, 
not necessarily those of the IASB or IFRS Foundation

Exposure Draft
Amortised Cost and Impairment



6

2009 ED: Expected Cash flow 
approach

• Main features of the model:
– interest revenue is recognised on the basis of 

expected cash flows
– impairment results from an adverse change in credit 

loss expectations
– reversal of impairment loss when expectations 

change favourably
– re-estimation of expected cash flows each period 

end



Feedback on 2009 ED

 Overall support for an expected loss approach

 Most respondents agreed with the proposal 
conceptually 

 Convergence is important
 Major operational issues

 Integrated effective interest rate

 Open portfolios

7



International Financial Reporting Standards

The views expressed in this presentation are those of the 
presenter, 
not necessarily those of the IASB or IFRS Foundation

Supplementary Document (SD)  



Redeliberations 99

IASB perspective FASB perspective

Objective Replicate the outcomes of the 
original ED in an operational 
manner for open portfolios

Deal with ‘too little, too late’ 
criticism

Desired 
result

Maintain link between 
expected losses and pricing

Ensure allowance balance 
always covers expected 
losses for the foreseeable 
future period*

The BIG question:
How to converge and create a more operational model,

especially for open portfolios?

*Foreseeable future period = period over which specific projections of events and conditions are possible



Overview of  the model 10

A

B

C

D

E

10

C
re

di
t r

is
k 

m
an

ag
em

en
t o

bj
ec

tiv
e

Receive 
regular 

payment
s

Recovery

‘Bad book’

Higher of: 

(a) Time-proportional 
amount of losses for 
the remaining life*; 
and

(b) Expected losses in 
foreseeable future (no 
less than 12 months)*

All expected credit 
losses

Loan loss allowance

* IASB component
* FASB component



Main Feedback on joint 
supplementary document

• Overall support for convergence 
• Having two calculations for the good book was 

universally rejected
• Clarifications and improvements requested
• Concerns about early loss patterns if only TPA
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13General expected credit loss model

Change in credit quality since initial recognition

Interest revenue

Gross basis Gross basis IASB: Net basis
FASB: Non-accrual

Allowance balance
12-month expected 
credit losses Lifetime expected 

credit losses evaluated 
on a group basis

Lifetime expected 
credit losses
evaluated on 
an individual basis



14Three bucket model 

Change in credit quality since initial recognition

Interest revenue

Gross basis Gross basis IASB: Net basis
FASB: Non-accrual

Allowance balance
12-month expected 
credit losses Lifetime expected 

credit losses evaluated 
on a group basis

Lifetime expected 
credit losses
evaluated on 
an individual basis
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Tentative Impairment model



What instruments does the impairment 
model apply to? 
• Debt instruments measured at amortised cost 
• Debt instruments mandatorily measured at fair value 

through other comprehensive income (FVOCI) 
• Trade receivables and lease receivables 
• Other financial instruments subject to credit risk, such as:

– some loan commitments
– some financial guarantee contracts
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Expected credit losses will be recognised for all of 
these financial instruments at all times.
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• 2009 Impairment ED best reflected the economic 
phenomenon of expected credit losses 

• Impairment model in IFRS 9 (2014) reflect the 2009 ED 
in a more cost effective way:

– Recognising a portion of expected credit losses 

initially

– Recognising lifetime expected credit losses when 

significant deterioration in credit risk occurs

The basis for the impairment model



18General expected credit loss model

Change in credit quality since initial recognition

Interest revenue

Gross basis Gross basis Net basis

Stage 1
Performing

Stage 2
Under performing

Stage 3
Non-performing

Allowance balance
12-month expected 
credit losses Lifetime expected credit 

losses
Lifetime expected credit 
losses



What are the three stages?

• Stage 1 
– No significant deterioration in credit quality; or
– ‘Investment grade’

• Stage 2
– Significant deterioration in credit quality; and
– Not ‘investment grade’
– Rebuttable presumption met if more than 30 days past due

• Stage 3
– Credit-impaired or incurred loss has occurred
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Expected credit losses are always updated



What are 12-month expected credit losses?

• Expected shortfall in all contractual cash flows given 
probability of default occurring in next 12 months

• NOT: – Expected cash shortfalls in next 12 months
– Credit losses on assets expected to default in next 12 

months
• Example:

– Portfolio of CU750 loans
– Probability of default occurs in the next 12m = 20% 
– Entire loss that would arise on default is 23.33%

12-month expected loss = 35 (20%x23.33%x750)
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Proxy for adjusting interest rate for initial expected credit 
losses



Information used
• Information used to measure expected credit losses and assess 

changes in credit:
– Available without undue cost or effort
– Historical, current and reasonable and supportable forecasts
– Historical information must be updated 
– Delinquency information may be used (30 days)

• Information that can be considered includes:
– Borrower specific
– Macro-economic
– Internal default rates and probabilities of default
– External pricing
– Credit ratings
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Particular measurement methods are not prescribed nor 
must PD be an explicit input



Expected credit losses 22

Need to estimate credit losses reflecting:
• Probability weighted outcome

– Must consider (at least) possibility that a default will occur 
and that a default will not occur

Estimation will be less difficult for 12-month expected 
credit losses because of the shorter time horizon 



Assessment of deterioration in credit 
quality 23

Need to assess when significant deterioration has 
occurred:
• Change in probability of default occurring (not change in 

expected losses)
• Compared with initial recognition
• Maturity matters
• Operational simplifications:

– Recognise 12-month expected credit losses if investment grade
– Rebuttable presumption: significant deterioration when 

payments are more than 30 days past due
– Don’t need to assess for trade and lease receivables



24Exceptions to the general model
• Simplified approach for trade and lease receivables

– Measure short-term trade receivables at lifetime expected 
losses

– Policy election for long-term trade receivables and lease 
receivables

• Assets credit-impaired on initial recognition
– Use credit-adjusted effective interest rate
– Allowance balance represents changes in lifetime losses

Exceptions designed to achieve a better balance 
between the benefits and costs



Loan commitments and financial guarantee 
contracts 25

Apply general deterioration model

• Instruments that create a present legal obligation to extend 
credit

• EL measured over contractual period exposed to credit risk, 
except for credit cards and overdrafts (behavioural life)

• Expected credit losses presented as liability on the balance 
sheet



Proposed disclosures

Amounts

Reconciliation of gross carrying 
amounts and allowance accounts 

per stage

Gross carrying amount per credit 
risk grades for financial assets 

and loan commitments

Information on collateral held, 
modification 

Judgements

Inputs, assumptions and 
techniques used to estimate 
expected credit losses (and 

changes in techniques)

Inputs, assumptions and 
techniques used to determine and 
‘objective evidence of impairment’

Inputs, assumptions and 
techniques used to determine 

‘significant deterioration in credit 
risk’

Write off policies
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Improvements

More timely information about changes in economic 
circumstances

– Expected credit losses are always recognised
– Changes in credit quality are reflected

More forward looking model 
– Expected loss model – results in earlier recognition of credit 

loss
– Information set broadened

Same model for all financial instruments that are
subject to impairment accounting 
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Questions or comments?

Expressions of individual 
views by members of the 
IASB and 
its staff are encouraged. 
The views expressed in this 
presentation are those of the 
presenter. Official positions of 
the IASB on accounting 
matters are determined only 
after extensive due process 
and deliberation.
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