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Going concern :

IAS 1 Presentation of Financial Statements requires management, when

preparing financial statements, to make an assessment of an entity’s ability

to continue as a going concern, and whether the going concern assumption

is appropriate. Furthermore, disclosures are required when the going concern

basis is not used or when management is aware, in making their assessment, of

material uncertainties related to events or conditions that may cast significant

doubt upon the entity’s ability to continue as a going concern. Disclosure of

significant judgement is also required where the assessment of the existence

of a material uncertainty is a significant judgement.

In assessing whether the going concern assumption is appropriate, the standard

requires that all available information about the future, which is at least, but not

limited to, twelve months from the end of the reporting period, should be taken

into account. This assessment needs to be performed up to the date on which

the financial statements are issued. 



Judgement :
Management is required to assess the entity’s ability to continue as a going

concern. When making that assessment, where relevant, management takes

into consideration the existing and anticipated effects of the pandemic on

the entity’s activities in its assessment of the appropriateness of the use of

the going concern basis.

For example, when an entity has a history of profitable

operations and relies on external financing resources, but because of the

pandemic, its operations have been suspended before or after the reporting

date, management would need to consider a wide range of factors relating

to the current adverse situation including, expected impact on liquidity

and profitability before it can satisfy itself that the going concern basis is

appropriate. Management should consider all available information about the

future which was obtained after the reporting date including measures taken by

governments and banks to provide relief to affected entities in their assessment

of going concern.



The degree of consideration required, the conclusion 

reached, and the

required level of disclosure will depend on the facts and 

circumstances in

each case, because not all entities will be affected in the 

same manner and

to the same extent. Significant judgement may be required 

given the nature

of the pandemic and the uncertainties involved. Continual 

updates to the

assessments up to the date of issuance of the financial 

statements are
required.



Asset classification and business model assessment: impact of

Sales

A deterioration of the credit quality of the borrower or the issuer of a financial

asset, as a result of the coronavirus pandemic, may result in entities deciding

to dispose of investments classified as hold-to-collect under IFRS 9.

If the sale is

due to an increase in credit risk, this could still be consistent with the business

model objective hold-to-collect, because the credit quality of financial assets

is relevant to the entity’s ability to collect contractual cash flows.

Selling a

financial asset because it no longer meets the credit criteria specified in the

entity’s documented investment policy is an example of a sale that would be
consistent with the ‘hold-to-collect’ business model.



Additionally, an increase in the frequency and value of sales in a 

particular

period is not necessarily inconsistent with the objective to hold 

financial assets

in order to collect contractual cash flows, if an entity can 

explain the reasons for

those sales and demonstrate why sales in the future will be 

lower in frequency

or value. For example, if, due to a significant decrease in 

demand for the

entity’s products or services as a result of the coronavirus 

pandemic (e.g.,

airline tickets or hospitality events), the entity faces a temporary 

liquidity crisis,

a sale of financial assets classified as held-to-collect may not be 

inconsistent
with such business model.



A change in intention related to particular financial assets (even 

in case of

significant changes in market conditions) is not a change in 

business model. As

a reminder, IFRS 9 does not include the concept of 

reclassifications due to ‘rare

circumstances’ as per paragraph 50B of IAS 39. Therefore, under 

IFRS 9, unlike

IAS 39, the combination of events caused by the coronavirus 

pandemic and

the related containment measures does not constitute, per se, a 

trigger for

reclassification of financial assets.



Contract modifications
Affected entities may experience cash flow challenges as a 

result of disruptions

in their operations, higher operating costs or lost revenues. 

Such entities

may need to obtain additional financing, amend the terms of 

existing debt

agreements or obtain waivers if they no longer satisfy debt 

covenants. In

such cases, they will need to consider the guidance provided 

in IFRS 9 to

determine whether any changes to existing contractual 

arrangements

represent a substantial modification or potentially a contract 

extinguishment,
which would have accounting implications in each case.



IFRS 9: impairment for banks 
and similar entities 
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General approach

Stage 2 Stage 3Stage 1Loss allowance 
updated 
at each 
reporting date

12-month expected 
credit losses

Lifetime expected 
credit losses

Lifetime 
expected 
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recognition (individual or collective basis)

+
Credit-impaired
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revenue  
calculated 
based on

Effective interest rate on 
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Effective interest rate on 
gross carrying amount

Effective interest rate on 
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Expected Credit Losses

General approach

Stage 1

• Financial instruments
whose credit risk has
not increased
significantly since initial
recognition or
• that have low credit
risk at the reporting date

Has the credit risk
increased

significantly?

Stage 2

Lifetime expected credit 
Losses

Gross carrying amount

Is there objective
evidence of

impairment?

Stage 3

Lifetime expected credit
Losses

Net carrying amount

12-month expected credit
losses

Gross carrying amount

No

Yes

No

Yes



General approach for impairment measurement
Financial assets may move between different stages of credit quality

Change in credit quality since initial recognition

Stage 1
• At initial recognition, 
record12 months expected 
credit loss in P&L, unless 
credit impaired
• This serves as a proxy for
the initial expectation of
credit losses that are priced 
in to the assets

• For financial assets, 
interest revenue is 
calculated on the
gross carrying amount of 
the asset, i.e. without
adjustment for the loss 
allowance

Stage 2
When credit risk significantly
increases and credit quality
is below investment grade
(in absolute terms), record
full lifetime expected credit
loss
• Compare credit quality at
reporting date with that at
initial recognition (relative
approach)

• Calculation of interest
revenue unchanged to stage1

•

Stage 3

• When credit quality further
deteriorates and objective
evidence of impairment
exists, continue to recognize
full lifetime expected credit
loss
• Compare credit event
occurrence to prior reporting
Date

• Interest revenue is
calculated based on net
amortised cost carrying
amount less loss allowance

Significant 
increase

in credit risk

Occurrence of
credit event

performing underperforming non-performing
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Expected credit loss (ECL) assessment

The occurrence of large-scale business disruptions potentially gives rise to

liquidity issues for certain entities. It might also have consequential 

impacts on

the credit quality of entities along the supply chain. This will also have 

knock on

effects on retail portfolios (consumer and mortgage loans) as many 

businesses

will have to reduce staff numbers resulting in an increase in the number of

unemployed workers. The deterioration in credit quality of loan portfolios,

but also, e.g., of trade receivables, as a result of the pandemic will have a

significant impact on ECL measurement. In responding to these challenges,

certain governments and central banks have introduced, or have directed 

or
encouraged commercial banks to introduce, various types of relief measure



A number of prudential and securities regulators, including the European

Banking Authority (EBA), the European Central Bank (ECB), the European

Securities and Market Authority (ESMA) and the Prudential Regulation

Authority (PRA) in the United Kingdom (the regulators) have published

guidance on the regulatory and accounting implications of the pandemic. In

March 2020, the International Accounting Standards Board (the IASB or Board)

published a document, for educational purposes, to help support the 

consistent

application of accounting standards in the context of ECL. The document is

broadly consistent with the guidance from the regulators and emphasises that

IFRS 9 does not set bright lines or a mechanistic approach to determining 

when

there is a significant increase in credit risk (SICR), nor does it dictate the exact

basis on which entities should determine forward looking scenarios to 

measure
expected credit losses.



The use of reasonable and supportable 

information

The measurement of ECL should be based on an 

unbiased, probability-weighted

amount that is determined by evaluating a range of 

possible outcomes and

reflecting time value of money. Entities should 

exercise judgement and their

best efforts to consider all reasonable and 

supportable information available

about past events, current conditions and forecasts 

of future economic
conditions.



The IASB acknowledges that it is likely to be difficult 

at this time to incorporate

the specific effects of the pandemic and government 

support measures on

a reasonable and supportable basis. When it is not 

possible to reflect such

information in models, the IASB expects post-model 

overlays or adjustments
to be considered.



Re-segmentation of loan portfolios or groups or 

receivables

For the purpose of measuring ECL and for determining whether an 

SICR has

occurred, an entity should group financial instruments on the basis 

of shared
credit risk characteristics and reasonable and supportable information available
on a portfolio basis.
The occurrence of the coronavirus pandemic might change the risk
characteristics of certain loans or receivables, because the respective
borrowers or customers might engage in businesses, or locate in areas, which
have become affected, or are more prone to be affected, by the pandemic.
Therefore, entities should consider (re)segmenting (sub)portfolios.



Individual and collective assessment of loans, 

receivables and contract assets

Due to the abnormal circumstances, it may take time for an entity to detect

actual changes in risk indicators for a specific counterparty. In order to

accelerate the reflection of such changes in credit quality not yet detected at

an individual level, it may be appropriate to adjust ratings and the 

probabilities

of default (PD) on a collective basis, considering risk characteristics such as 

the

industry or geographical location of the borrowers. Entities using a 

provision

matrix approach to calculate ECL for trade receivables will need to make

appropriate adjustments to their historical loss rates and reflect the current

economic environment as well as forward looking information. For example,

a supplier of products or services to the airline industry would likely 

consider

that the PD (or loss rates, if a provision matrix approach is used) of its

customers has increased irrespective of specific events identified at the 

level

of individual counterparties.



In estimating PD, loss rates and ECL, entities should 

consider the effect of

any state aid plans to support customers through 

various measures

(e.g., refinancing measures or other forms of financial 

support, including

guarantees). Additionally, entities which are using 

multiple economic scenarios

when estimating ECL should consider updating these 

scenarios to reflect the
current change in circumstances



Extension of payment terms

As indicated previously, if payment terms are extended in light of the current

economic circumstances, the terms and conditions of the extension will have

to be assessed to determine their impacts on the ECL estimate as well as any

other accounting impacts. For example, if the payment terms of a receivable

are extended from 90 days to 180 days,

this would likely not be considered

a substantial modification of the receivable. However, such an extension may

result in an increase in PD, which would, in turn, affect the measurement of

ECL. For entities which do not apply the simplified model, such extension may

also result in moving the receivable to stage 2, depending on the extent and

terms of the payment extension. However, if the same extension of payment

terms is offered to an entire class of customers irrespective of individual

circumstances, this should generally not result, by itself, in a stage movement.



Additional considerations on ECL for banks

Payment holidays and breaches of covenants

The accounting impact of relief measures on ECL depends on the details

of the arrangements. For example, the extension of payment holidays or a

waiver of a breach of covenant to all borrowers in particular classes of 

financial

instruments should not automatically result in all those instruments 

suffering

a SICR. This would be the case even if a moratorium results in a loss for

the lender (e.g., if interest payments are reduced or waived), if it is provided

irrespective of the borrowers’ individual circumstances.



Regulators have stressed the need to differentiate a temporary liquidity

need from a SICR and highlighted that there may be very limited 

information

available to make this determination at an individual borrower level. This 

means

that lenders should distinguish between obligors whose long-term credit 

risk

is unlikely to be significantly affected by the pandemic from those who may

be more permanently impacted. In light of the above, the 30 days past due

backstop assumption may need to be rebutted in the current 

circumstances.

Entities whose models include such events as automatic SICR triggers may 

need

to include overlays to unwind the effects if they determine that SICR trigger 

is
not warranted in this situation.



For retail loans, data will often not be available to determine 

whether a SICR has

occurred for individual borrowers. For wholesale exposures, 

more information

is generally available on individual obligors, although the SICR 

assessment will

still be difficult. A lender may consider that borrowers in certain 

industries (e.g.,

airlines, tourism and hospitality) are exposed to a higher risk of 

business failure
and, thus, an increased PD.



Individual and collective assessment, multiple macroeconomic 

scenarios and

management overlays

Whether the impact of the pandemic is reflected in an individual ECL

assessment (e.g., estimation of probability of default on an individual 

basis),

factored into the scenario analysis of future macroeconomic conditions

on a collective basis, or adjusted through management overlays, depends

on the bank’s systems and processes and the facts and circumstances. In

practice, entities may probably consider a combination of these 

approaches.

In estimating the impact of the coronavirus pandemic, entities should, 

however,

avoid double-counting of the effects of various assumptions applied in 

individual

assessment, macroeconomic scenarios and management overlays.



Many financial institutions consider multiple macroeconomic 

scenarios in the

assessment of ECL. In addition to updating GDP expectations for the 

various

scenarios, a challenge will be to estimate how the impact of the 

coronavirus

pandemic and any related government programmes will affect 

specific sectors,

regions and borrowers, especially as the details surrounding many 

government
programmes continue to evolve.



Impact of financial support and credit enhancements

The effect of any form of support provided by a government or a parent

company depends, firstly, on whether its effect is to prevent a default by the

borrower, or to compensate a lender for losses it suffers due to the 

borrower’s

default. In some cases, a government or a parent company may provide 

direct

financial support to a borrower. For example, the government may offer to

compensate employees who have lost their job with a portion of their 

previous

salary for a period of time. These forms of financial support prevent or 

reduce

the extent to which a borrower would otherwise default on a loan. These 

forms

of financial support are considered in a lender’s assessment of SICR and 

ECL
as it reduces the credit risk associated with the underlying loan.



In other cases, a guarantee may be issued to a lender to compensate it for

losses it suffers due to default by a borrower. Such a guarantee does not

prevent default by a borrower, but rather reduces the effect of any default.

The accounting effect of such a guarantee depends on whether it is integral

to the contractual terms of the guaranteed loan and whether it is required to

be recognised separately by the lender. If it is integral to the loan and is not

required to be recognised separately by a lender, the guarantee is taken into

account in calculating the loss given default (LGD) of the guaranteed loan,

however, it does not affect the SICR assessment. The impact of the 

pandemic

on the value of the enhancement (e.g., shares or bond prices, real-estate 

values

and the credit standing of any guarantor) also needs to be considered.



Disclosures
Current vulnerability due to concentration and liquidity risks

Entities with concentrations of risk may face greater risk of loss 

than other

entities. Paragraph 34(c) of IFRS 7 requires that concentration of 

risk should

be disclosed if not otherwise apparent from other risk disclosures 

provided.

Therefore, entities should consider including the following 

information:

• A description of how management determines concentrations of 

risk

• A description of the shared characteristic that identifies each

concentration. For instance, the shared characteristic may refer to

geographical distribution of counterparties by groups of countries,

individual countries or regions within countries and/or by industry

• The amount of the risk exposure associated with all financial 

instruments
sharing that characteristic


