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Ind AS 109 (IFRS 9) Financial Instruments Applicability of Impairment Loss
Requirements

Ind AS 109 (IFRS 9) classification category for subsequent| Impairment Loss ECL Approaches
measurement Applicable ?
Financial Assets of Ind AS 109 (IFRS 9)
Amortized cost (AC) Yes % General ‘3’ Stage Model
Fair Value through Other Comprehensive Income (FVOCI) Yes
Equity investments — OCI No & m v_
Fair Value through Profit or Loss (FVTPL) No V ‘;f i =
Other Items —

. ?‘;;;zial Guamntee. Contracts (other than those. Classified as Yes < Simplified Approach

or those arising from transfer of financial assets not
meeting de-recognition requirements)

* Loan Commitments ((other than those Classified as FVTPL) Yes

* Lease Receivables (Ind AS 116 (IFRS 16)) Yes

* Trade Receivables & Contract Assets (Ind AS 115 (IFRS 15)) Yes

Disclaimer: This snapshat is prepared by NFRA Staff solely for educational purposes. Refer relevant accounting and auditing standards for more information.
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Overview of the impairment requirements

Stage 1

As soon as a financial instrument is
originated or purchased, 12-month expected
credit losses are recognised in profit or loss
and a loss allowance is established.

This serves as a proxy for the initial
expectations of credit losses.

For financial assets, interest revenue is
calculated on the gross carrying amount
(1e without adjustment for expected
credit losses).

What are the stages?
Stage 2

If the credit risk increases significantly and
the resulting credit quality is not considered
to be low credit risk, full lifetime expected
credit losses are recognised.

Lifetime expected credit losses are only
recognised if the credit risk increases
significantly from when the entity
originates or purchases the financial
instrument.

The calculation of interest revenue on
financial assets remains the same as for
Stage 1.

Stage 3

If the credit risk of a financial asset
increases to the point that it is

considered credit-impaired, interest
revenue is calculated based on the
amortised cost (ie the gross carrying
amount adjusted for the loss allowance).
Financial assets in this stage will generally
be individually assessed.

Lifetime expected credit losses are still
recognised on these financial assets,
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What are 12-month expected
credit losses?

12:month expected credit losses are

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.

Itis not the expected cash shortfalls
over the next twelve months—instead,
it is the effect of the entire credit loss
on an asset weighted by the probability
that this loss will occur in the next

12 months.

It is also not the credit losses on

assets that are forecast to actually
default in the next 12 months.

If an entity can identify such assets

or a portfolio of such assets that are
expected to have increased significantly
in credit risk, lifetime expected credit
losses are recognised.

[ncrease in credit risk since initial recognition

Stage 1 Stage 2 Stage 3

[mpairment recognition

Lifetime
expected
credit losses

Lifetime
expected
credit losses

12-month
expected
credit losses

Interest revenue -

Effective interest ~  Effective interest
ON Gross carrying  on gross carrying
amount amount

Effective interest
on amortised cost

L]

Source: IFRS 9 Project summary issued by IASB

What are lifetime expected
credit losses?

Lifetime expected credit losses
are an expected present value
measure of losses that arise if

a borrower defaults on their
obligation throughout the life of
the financial instrument. They
are the weighted average credit
losses with the probability of
default as the weight.

12:month expected credit losses
are the portion of the lifetime
expected credit losses associated
with the possibility of a default in
the next twelve months.

Because expected credit losses
consider the amount and timing
of payments, a credit loss (ie cash
shortfall) arises even if the entity
expects to be paid in full but later
than when contractually due.
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Accounting for expected credit losses—example

Portfolio of home loans
originated in a country.

12-month expected credit
losses are recognised for
all the loans on initial
recognition (St

* Stage 2
* Stage 3

18 |

Information emerges that a region in the country is
experiencing tough economic conditions.

Lifetime expected credit losses are recognised for
those loans within that region (Stage 2) and 12-month
expected credit losses, including any changes in that
estimate, for other loans (St: '

More information emerges and the entity is able to
identify the particular loans that have defaulted or will
imminently default (Stage 3).

Lifetime expected credit losses continue to be
recognised and interest revenue switches to a net
interest basis.

Source: IFRS 9 Project summary issued by IASB




