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g.ls’rraﬁon 42(OLD SM TILL 43): 12 month expected credit loss - Probability of default approach
Entity A originates a single 10- year amortising loan for CU1 million. Taking into consideration the
expectations for instruments with similar credit risk (using reasonable and supportable information
that is available without undue cost or effort), the credit risk of the borrower, and the economic

outlook for the next 12 months, Entity A estimates that the loan at initial recognition has a
probability of default (PoD) of 0.5 per cent over the next 12 months. Entity A also determines that
changes in the 12-month PoD are a reasonable approximation of the changes in the lifetime PoD for
determining whether there has been a significant increase in credit risk since initial recognition.
Loss given default (LGD) is estimated as 25% of the balance outstanding. Calculate loss allowance.

Solution
At reporting date, no change in 12-month POD and entity assesses that there is no significant increase
in credit risk since initial recognition - therefore lifetime ECL is not required to be recognised.

Particulars Details

Loan % 1,000,000 (A)
LGD 25% (B)

PoD - 12 months 0.5% (C)

Loss allowance (for 12-months ECL) % 1,250 (A*B*C)
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Question 3 (RTP Nov'19/MTP Mar'21)

An entity purchases a debt instrument with a fair value of X 1,000 on 15th March, 20X1 and
measures the debt instrument at fair value through other comprehensive income. The instrument
has an interest rate of 5% over the contractual term of 10 years, and has a 5% effective interest
rate. At initial recognition, the entity determines that the asset is not a purchased or original
credit- impaired asset.

On 31st March 20X1 (the reporting date), the fair value of the debt instrument has decreased to
X 950 as a result of changes in market interest rates. The entity determines that there has not
been a significant increase in credit risk since initial recognition and that ECL should be measured
at an amount equal to 12 month ECL, which amounts to X 30.

On 1st April 20X1, the entity decides to sell the debt instrument for X 950, which is its fair value
at that date.

Pass journal entries for recognition, impairment and sale of debt instruments as per Ind AS 109.
Entries relating to interest income are not to be provided.

Solution:

On Initial recognition

Financial asset-FVOCI Dr. € 1,000
To Cash % 1,000

On Impairment of debt instrument

Impairment expense (P&L) Dr. R 30
Other comprehensive income Dr. R 20
To Financial asset-FVOCI X 50

The cumulative loss in other comprehensive income at the reporting date was X 20. That amount
consists of the total fair value change of X 50 (that is, X 1,000-X 950) offset by the change in the
accumulated impairment amount representing 12-month ECL, that was recognized (X 30).

On Sale of debt instrument

On Initial recognition
Cash A/c Dr. R 950
To Financial Asset-FVTOCI % 950
Loss on Sale(P&L) Dr. R 20
To Other Comprehensive Income % 20
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