
IFRS 9 – Expected Credit Loss (ECL) 

 

A lot has been said about IFRS 9. However, it mainly concerned the 

hedge accounting part, the third one. There is also some provisions 

regarding the expected credit losses impairment, which shall 

impact mainly banks and financial institutions. However, it may 

also have an impact for corporate treasurers on account 

receivables. This part of the new standard deserves to be 

contemplated and impact to be assessed prior to implement IFRS 9. 

 

A new financial accounting standard on financial instruments 

About a year ago, the International Accounting Standards Board 

(IASB) completed the final element of its comprehensive response to 

the financial crisis with the publication of IFRS 9 Financial 

Instruments. This package of improvements introduced by IFRS 9 

includes (1) a logical model for classification and measurement, (2) a 

substantially-reformed approach to hedge accounting and (3) a 

single forward-looking ‘expected loss’ impairment model. W a 

substantially-reformed approach to hedge accounting will focus on 

the latter and more specifically on part of the “Expected Credit Loss” 

(ECL) model with a focus on Account Receivables (A/R’s). In July 

2014, the Board has eventually published its final version of the long-

waited IFRS9 (the work started in 2009). Although European 

companies are still waiting for EU endorsement, in first half of 2016, 

IFRS 9 should be effective for annual periods beginning on or after 1 

January 2018. However, the standard allows entities to early adopt 

provisions. The restatement of comparatives is not required, but 

entities will be permitted to restate comparatives if they can do it. If 



not, the preparers should adjust the opening balances of their 

retained earnings for the effect of applying the new provisions in the 

year of the initial application. 

Why IASB decided to address impairment? 

During the financial crisis the delayed recognition of credit losses on 

loans and other financial instruments was identified as a weakness in 

current standards. The existing model (i.e. “incurred loss” model) 

delays recognition of credit losses until there is evidence of a credit 

loss event. Therefore, it was recommended to the Board exploring 

alternatives solutions. The major objective was to provide users with 

more useful information about an entity’s ECL on financial assets and 

its commitment to extend credit. A company will not have to wait for 

a credit event to occur before recognizing credit losses. Eventually, 

preparers will welcome the removal of a source of complexity by 

applying the same model of impairment to all financial instruments. 

 

One of the major changes compared to former IAS 39 

One of the major changes of IFRS 9 is the concept of “expected 

losses”. It will imply to make provisions for credit risks. IFRS has 

moved towards an “Expected Credit Loss” (ECL) model which will 

generate P&L volatility for financial institutions. As explained, the 

http://www.alll.com/resource-center/assessing-credit-risk-alll-levels-under-an-expected-credit-loss-model/


reason brought forward by the IASB was the delay in recognizing 

credit losses caused by the former IAS 39 “Incurred Loss” model, 

after the financial crisis of 2008 and onwards. The IASB wanted to 

bring its standard closer to Basel III / CRD IV (bank regulations 

defined by BIS) and to Solvency II (insurance regulations). However, 

the changes in credit risk could generate changes in ECL allowances 

and hence P&L volatility.  

 

IFRS 9 includes amendment guidance for classification and 

measurement of financial assets with the fair value through OCI for 

certain debt instruments. IFRS 9 also launched a new impairment 

model which should result in earlier recognition of losses. However, 

in the classification and measurement no real changes were 

introduced except the issue of the recognition of changes in its own 

credit risk in OCI for liabilities designated at FV through P&L. 

Conversely, changes in ECL could impact entities having significant 

financial assets (i.e. banks). The board decided to opt for a three 

stage approach for impairment, which is based on changes in credit 

quality since initial recognition. These changes in credit risk will 

generate changes in ECL allowances and hence P&L volatility. The 



three stages are: when (1) credit risk is stable or “performing assets”, 

(2) when there is a significant increase in credit risk or 

“underperforming assets” and (3) when an impairment event occurs 

or “non-performing assets”(cfr. former IAS 39).  

For corporates with less sophisticated credit risk management 

systems, simplification needs to be adopted. For the Account 

Receivables (A/R’s) or contract assets without significant financing 

components, a simplified two stage model is possible (i.e. 2 and 3). 

 

With IFRS 9 corporates will also have increasing qualitative and 

quantitative disclosures about their credit risks. Regarding the 

qualitative disclosures, the corporation needs to formulate policies 

and procedures covering inter alia: how significant the credit risk 

increase is, with low credit risk assumption (i.e. rating remains 

investment grade) and the 30 day past due assumption of significant 

increase in credit risk; how instruments have be regrouped (if 

regrouped); inputs and assumptions or estimate techniques used for 

calculating the ECL’s; entity’s definition of default; how an asset is 

determined to be credit-impaired and whether the 90-day past due 

impairment presumption has been rebutted; explanation of write-off 

policy adopted and reasons; how forward-looking information is 

incorporated into the determination of ECL’s. 

Calculation of ECL for A/R's based on a provision matrix

current 1-30 days past due  90 days past due 61-90 days past due More than 90 days past due

Default rate: 0,20% 1,80% 4,30% 7,90% 10,80%

gross carrying amount lifetime expected credit loss allowance

(gross carrying amount X lifetime ECL rate)

Current EUR 10 500 000,00   21 000,00                    

1-30 days past due EUR 8 900 000,00     160 200,00                  

 90 days past due EUR 5 400 000,00     232 200,00                  

61-90 days past due EUR 3 200 500,00     252 839,50                  

More than 90 days past due EUR 1 200 000,00     129 600,00                  

Total: EUR 29 200 500,00   795 839,50                  

at every reporting date, the historical observed default rates are updated and changes in the forward-looking estimates are analyzed



Regarding quantitative disclosures, the main ones are about 

reconciliation of the loss allowance by instrument; the reconciliation 

of the gross carrying amounts by class of instrument; maximum 

exposure to credit risk excluding collateral; nature and quality of 

collateral and changes in quality; quantitative information about 

collateral and credit enhancements; significant concentrations of 

credit risk per sector, region, issuer,… 

 

In a vast majority of cases, corporates have to implement ECL model 

mainly on trade receivables. The current provisioning approach is 

decentralized at BU level.  The more than 90 day past due A/R’s 

should be impaired unless it is justified. One of the major difficulties 

with this approach of provision matrices is the collection of historical 

data on default over number of years, per subsidiary. The stock of 

credit loss allowances is expected to significantly increase (i.e. 10 to 

50 % of current stock of provisions). In order to adopt a consistent 

methodology, teams will need to opt for homogeneous principle-

based approach. It is clearly forward-looking information required. 

                                Types of disclosures on ECL - examples :
QUANTITATIVE QUALITATIVE

reconciliation of opening to closing amounts of loss 

allowance

inputs, assumptions and estimate techinqiues for 

determining ECL

reconciliation of opening to closing amounts of gross 

carrying amouts showing key drivers of change

inputs, assumptions and estimate techinqiues for 

determining significant increases in credit risk and default

gross carrying amount by credit risk grade

inputs, assumptions and techniques for determining credit-

inpaired assets

write-offs, recoveries and modifications write-off policies, modifiaction policies and collateral

(source PwC)



 

A more forward-looking approach 

The new proposed approach is more forward-looking and in line with 

G20 expectations. Although more dedicated to financial institutions 

and their loans and financial instruments, it will also impact 

corporates. Before this amendment, changes in creditworthiness of 

borrowers/debtors were only recognized until such a credit loss 

event occurs, typically a payment default. From now, a “significant” 

deterioration in credit quality will generate a loss to be booked into 

P&L. It will ensure a more timely recognition of the ECL. The entity’s 

estimates of ECL and credit risk are inherently subjective. We can 

again regret, despite work of both Boards on convergence, that the 

ECL model adopted by IASB diverges from the one adopted by 

American accounting body.  

Therefore, this part of IFRS 9 will also impact treasury departments 

and will require calculation, search for information and additional 

quantitative and qualitative disclosures. Currently, most companies 

do not collect the credit information required by IFRS 9. They will 



need to modify their current credit and information systems in order 

to collect required data. Management will have to build new models 

to determine 12-month and lifetimes ECL and it will require complex 

judgments for defining, for example, default, low credit risk etc.…). It 

should require a significant amount of time to be compliant.  

We guess you will not be surprised by these additional disclosure 

requirements, isn’t it? Less is often more in finance and the best is 

enemy of the good. Again, corporates seem to pay for banks failures 

during the crisis. Nevertheless, as the English proverb says: “Good 

debts become bad when you do not care to make it pay”. 

 

François Masquelier, Chairman of ATEL 


