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Expected Credit Loss: 12-month versus Lifetime
Snapshot of Ind AS 109 (IFRS 9) Prescriptions

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.

Increase in credit risk since initial recognition

Stage 1

[mpairment recognition

12-month

expected
credit losses

Interest revenue

Effective interest

on gross carrying
amount

Stage 2

Lifetime
expected

credit losses

Effective interest
On gross carrying

amount

Stage 3

Lifetime
expected
credit losses

Effective interest
on amortised cost

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.

12month 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.




Audit of Expected Credit Loss, an Accounting Estimate under SA 540
Guidance Materials
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Overview of BCBS Guidelines on Audit
of Expected Credit Loss

Overview of IJAASB Guidelines on
Audit of Expected Credit Loss

Structure of the supplemental note

1. The supplemental note has two parts. In Part 1 - which may stand alone - the Committee sets
out expectations for the external auditor and related guestions the audit committee may ask the extemal
auditor. The Committee, in Part 2, elaborates upon the expectations for the external auditor and provides
additional material, including examples of ways in which the external auditor may consider meeting the
expectations. Part 2 is of most relevance to the external auditor, but audit committees may also find it
useful, eg where they may benefit from further information to help understand and interpret the external
auditor’s response to the questions in Part 1.

12 The guidance is structured around five key themes relevant to the quality of auditing the ECL
estimate. The table below summarises key themes for audit quality and key components of the ECL
estimate. The Committee expects that the external auditor will consider these components, among others,
throughout the different stages of the audit of the ECL estimate and related disclosures, as these
components are where the accounting and audit may be particularly challenging.

Key themes for audit quality Key components of ECL

1. Professional scepticism and management bias | a. Forecasts and forward-looking information

2 Assessment of risks of material misstatement | b. Macroeconomic scenarios and weighting
3. Internal control ¢ Models

4 Use of experts d. Significant increase in credit risk criteria
5. Audit evidence e Disclosure
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