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Contrasting the new US GAAP and IFRS credit 
impairment models 

A comparison of the requirements of ASC 326 and IFRS 9  

 
 

Background  

Following the financial crisis, global accounting standard setters were asked to work 
towards the objective of creating a single set of high-quality global standards addressing 
the accounting for financial instruments. The initial converged impairment model 
proposed that the recognition of the full “lifetime” expected credit loss (ECL) would be 
delayed until there was a significant deterioration in credit risk. However, based on US 
constituent feedback, the FASB rejected this approach in favor of the current expected 
credit losses (CECL) model, which generally requires immediate recognition of “lifetime” 
expected credit losses at inception.  

Overview 

Although the impairment standards are not converged, they both adopt an expected 
credit loss approach, as opposed to the incurred loss approach under current guidance. 
Hence, the thresholds for recognition of credit impairment losses (“probable that a loss 
was incurred” under US GAAP, “objective evidence of impairment” under IFRS) were 
removed. 
 
Under both standards, the credit loss for financial assets measured at amortized cost will 
be recorded through the establishment of an allowance account. The allowance will be 
presented as an offset to the amortized cost basis of the related asset or as a separate 
liability (in the case of off-balance sheet exposures, such as loan commitments and 
guarantees).  
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At a glance 

Although the new credit impairment accounting guidance under both US 
GAAP and IFRS shifts from an “incurred” loss model to an “expected” 
loss model, the standards are not converged. The major difference is that 
under US GAAP, the entire lifetime expected credit loss on financial 
instruments measured at amortized cost is recognized at inception, 
whereas under IFRS 9, generally only a portion of the lifetime expected 
credit loss is initially recognized. Subsequently, if there is a significant 
increase in credit risk, the entire lifetime credit loss is recognized. 

Many additional differences exist between the two standards, and others 
will likely be identified as companies continue with implementation 
efforts and develop modelling approaches, and as regulators respond to 
stakeholder inquiries.  
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Under both models, an allowance is recognized upon initial recognition of financial 
assets measured at amortized cost and off-balance sheet commitments. With certain 
limited exceptions, the allowance will be recorded with an offset to current earnings. This 
means that under both frameworks, a “day 1 credit loss” will be recognized for most 
financial assets measured at amortized cost. However, the amount of this initial loss will 
typically differ under the two standards. The FASB’s model requires recognition of a 
“lifetime” expected credit losses on day 1. The IASB’s model has three stages in which 
generally on day 1, only a portion of lifetime ECL is recognized (i.e., the “12-months 
expected credit loss”). Under the IASB’s model, the lifetime ECL is generally recorded 
only if there is a significant increase in credit risk (SICR). However, see the section on 
trade receivables for a description of a simplified approach allowed (or required in 
certain circumstances) for trade receivables, contract assets, and lease receivables. 
 

PwC observation: 

This publication does not cover all aspects of accounting for the impairment of 
financial instruments under the two standards. Readers are encouraged to 
familiarize themselves with the accounting guidance under each framework 
separately. See In depth US2016-07 for a summary of the new US GAAP impairment 
standard. See In depth INT2014-06 for the IFRS guidance. More extensive 
discussion of the accounting requirements under each of the frameworks can be 
found in PwC’s Guide to Loans and Investments (for US GAAP) and PwC’s Manual of 
Accounting (for IFRS). 

Key areas of comparison 

This publication describes some of the major similarities and differences between the US 
GAAP credit loss standard (ASC 326) and the IFRS impairment requirements in IFRS 9. 
As the standards are not yet effective, additional differences might be identified as 
companies continue implementation efforts and modelling approaches, and as regulators 
provide their observations. It would therefore be beneficial to monitor the 
implementation activities for each standard to see if additional differences emerge. 

Scope 

IFRS 9 is the general standard for financial instruments under IFRS. It addresses 
classification and measurement, hedging, derecognition, and other areas related to 
accounting for financial instruments. ASC 326, on the other hand, is focused on credit 
losses. The scope of instruments subject to the IFRS 9 impairment requirements is 
similar to the scope of instruments subject to ASC 326. Both apply to financial assets 
measured at amortized cost, as well as to off-balance sheet exposures, such as loan 
commitments and guarantees. Neither apply to investments in equity instruments or to 
instruments measured at fair value through profit or loss. Debt instruments measured at 
fair value through other comprehensive income are subject to the same IFRS 9 general 
impairment model as other instruments, with minor adjustments, whereas available-for-
sale instruments (AFS) under US GAAP are not subject to the CECL model (see the AFS 
section below). 
 

http://www.cfodirect.com/
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http://www.pwc.com/us/en/cfodirect/publications/in-depth/us2014-06-ifrs-9-expected-credit-losses.html
http://www.pwc.com/us/en/cfodirect/publications/accounting-guides/pwc-guide-loans-investments-cecl-impairment-model.html
https://inform.pwc.com/s/IFRS_Manual_of_Accounting/informContent/0834123208107232#ic_0834123208107232
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US GAAP IFRS 

The CECL model applies to financial assets 
measured at amortized cost, and certain 
off-balance sheet credit exposures, 
including: 

 Loans carried at amortized cost 

 Held-to-maturity (HTM) debt securities 
(including corporate bonds, mortgage 
backed securities, municipal bonds and 
other fixed income instruments) 

 Noncancellable loan commitments 
(including lines of credit) that are not 
accounted for at fair value through 
profit and loss3 

 Financial guarantees accounted for 
under ASC 460, Guarantees, that are 
not accounted for at fair value through 
profit and loss 

 Net investments in leases 

 Trade and reinsurance receivables 

 Credit losses on contract assets 
recognized under ASC 606 

 Purchased financial assets with credit 
deterioration measured at amortized 
cost (which have specific initial 
measurement provisions) 

A separate credit loss model applies to debt 

securities classified as available-for-sale. 

The IFRS 9 impairment model applies to:  

● Investments in debt instruments 
measured at amortized cost  

● Investments in debt instruments 
measured at fair value through other 
comprehensive income (FVOCI)  

● All loan commitments not measured at 
fair value through profit or loss  

● Financial guarantee contracts to which 
IFRS 9 is applied and that are not 
accounted for at fair value through 
profit or loss  

● Lease receivables that are within the 
scope of IAS 17, Leases, or IFRS 16, 
once it replaces IAS 17  

● Trade receivables and contract assets 
within the scope of IFRS 15, Revenue 
from Contracts with Customers  

Specific measurement provisions apply to 
purchased or originated credit-impaired 
assets. 

 
Beneficial interests are rights to receive all or portions of specified cash inflows received 
by a trust or other entity, which may be a senior, subordinated, or residual interest. US 
GAAP has specific impairment provisions for some beneficial interests. IFRS does not 
use the term “beneficial interests” and does not provide specific impairment guidance. 
Some of these instruments may be required to be measured at fair value through profit or 
loss under IFRS and therefore are not in the scope of the IFRS 9 impairment guidance.  
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PwC observation: 

Although the types of financial instruments that fall in the scope of the two 
impairment models are generally consistent, differences may arise for specific 
instruments due to differences in the related classification criteria. For example, the 
criteria for measurement of instruments at fair value through other comprehensive 
income (FVOCI) are different. Similarly, instruments for which the fair value option 
is elected would be scoped out of the new impairment guidance, but the criteria 
allowing election of the fair value option are different. 

Explicit scope differences between the standards do exist; however, they are mostly 
limited to specific areas, including: 

● Loans and receivables between entities under common control are not in the 
scope of the CECL model, but are subject to IFRS 9 in the separate financial 
statements of the lender. 

● Reinsurance receivables are not in the scope of IFRS 9 but are in the scope of 
ASC 326 for purposes of the measurement of expected losses related to credit 
risk. Expected losses due to contractual coverage disputes or other 
noncontractual issues are not in the scope of either standard. 

 
For US GAAP, the following section covers the general CECL model for assets measured 
at amortized cost. See page 16 for a comparison of the requirements for AFS assets and 
instruments measured at fair value through OCI.  

General model for amortized cost assets  

Both standards adopt an expected credit loss approach for assets measured at amortized 
cost, as opposed to the incurred loss approach required under current guidance. Hence, 
under both standards, a “day 1 credit loss” will be recognized for most financial assets 
measured at amortized cost. However, the amount of loss will typically differ between the 
two standards. 
 
IFRS 9 has a three-stage model for impairment based on the changes in credit quality of 
the instrument since inception. Upon initial recognition of a financial asset, IFRS entities 
will typically record a 12-months ECL (i.e., the expected credit loss that result from 
default events that are possible within 12 months after the reporting date. It is not the 
expected cash shortfalls over the 12-months period, but the entire credit loss on an asset 
weighted by the probability that the loss will occur in the next 12 months). Subsequently, 
IFRS entities are required to continually assess whether a significant increase in credit 
risk (SICR) has occurred. If such an increase occurs, the loss allowance should be 
increased to an amount equal to lifetime ECL. Under US GAAP, the lifetime ECL is 
recognized on day 1. The US GAAP measurement method remains consistent throughout 
the life of the instrument.  
 
The allowance recorded on initial recognition is expected to be higher under US GAAP 
given the requirement to recognize lifetime ECL. Under IFRS, the respective allowance 
and day 1 loss will be lower, but this comes at a price of additional complexity. IFRS 
preparers will need to identify the specific point in time at which a significant increase in 
credit risk since initial recognition has occurred.  
 
IFRS includes a simplified approach for trade receivables, contract assets, and lease 
receivables, that enables, or for some assets requires, those assets to be measured in a 
manner more comparable to US GAAP (i.e., by recognizing lifetime ECL upon initial 
recognition). However, the simplified approach cannot be applied to other assets, such as 
loans or debt securities. 
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The concept of credit loss is similar under the two frameworks, but IFRS provides 
specific guidance for its calculation that US GAAP does not. 

US GAAP IFRS 

For instruments in the scope of the general 
CECL model, lifetime expected credit 
losses are recorded upon initial recognition 
of the instrument as an allowance for loan 
losses.  
 

Upon initial recognition, only the portion 
of lifetime ECL that result from default 
events that are possible within 12 months 
after the reporting date are recorded 
(“stage 1”). Lifetime expected credit losses 
are subsequently recorded only if there is a 
significant increase in the credit risk of the 
asset (“stage 2”). Once there is objective 
evidence of impairment (“stage 3”), 
lifetime ECL continues to be recognized, 
but interest revenue is calculated on the 
net carrying amount (that is, amortized 
cost net of the credit allowance). 

The allowance for loan losses is a valuation 
account deducted from the amortized cost 
of the financial assets to present the net 
amount expected to be collected.  
 

"Credit losses" are defined as the difference 
between all contractual cash flows that are 
due to an entity in accordance with the 
contract and all the cash flows that the 
entity expects to receive, discounted at the 
original effective interest rate (EIR).  

Each reporting period, changes in the 
estimate of ECL are generally recognized 
through earnings as a credit expense or a 
reversal of credit expense. 
 

Each reporting period, the estimate of the 
loss allowance is adjusted, with changes 
recognized in profit or loss, as an 
impairment gain or loss. 
 
The model includes some operational 
simplifications for trade receivables, 
contract assets and lease receivables. See 
pages 15 and 19. 

 

PwC observation: 

A commonly asked question is whether the expected credit losses under the CECL 
model for US GAAP and the lifetime credit losses under IFRS (i.e., for stages 2 and 3) 
will be the same. Many of the differences described in this document may be resolved 
by making consistent policy choices (e.g., electing a DCF approach under US GAAP). 
Other differences may be more difficult to eliminate (e.g., differences related to 
measurement of the allowance for retail credit cards). Accordingly, whether the ECL 
is the same under US GAAP and IFRS will depend on the facts and circumstances 

Measurement of expected credit losses - general model 

Both accounting standards contain guidance regarding the factors and methods that 
should be taken into account when forecasting expected credit losses. Both standards 
require entities to consider historical and current information, as well as reasonable and 
supportable forecasts of future conditions. Both require the measurement to reflect the 
probability of loss occurring, even if this probability is low. Under both standards, the 
credit risk is generally limited to the contractual period (except, for example, troubled 
debt restructurings), however, IFRS extends this period for certain instruments, such as 
retail credit cards and similar revolving credit facilities, to the period over which the 
entity is exposed to credit risk. These similarities and differences are discussed in detail 
below.  
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Methods for measurement of ECL and time value of money 

Neither framework requires the use of a specific methodology for the measurement of the 
allowance for expected credit losses. However, the IFRS definition of credit loss explicitly 
requires considerations of the time value of money in the measurement of the allowance. 
Although the FASB permits methods of estimating credit losses that include the impact 
of the time value of money, it is not mandated. Therefore, the CECL model allows greater 
flexibility in the measurement of expected credit loss for amortized cost assets than IFRS 
9. This could result in different measurements of credit losses even for instruments that 
have experienced a SICR.  

US GAAP IFRS 

The guidance requires that the allowance 
for loan losses be determined based on the 
amortized cost of the financial asset, which 
includes all premiums, discounts, and 
other adjustments. The use of some 
approaches to estimating the ECL, such as 
DCF, already requires consideration of 
premiums and discounts included in the 
amortized cost. When using the DCF 
method, expected cash flows are 
discounted at the EIR of the financial asset. 

The ECL measurement must reflect the 
time value of money. The entity should 
discount the cash flows that it expects to 
receive at the EIR determined at initial 
recognition, or an approximation thereto, 
in order to calculate ECL. 
 
 

Loss rate approaches could also be used. In 
situations in which historic loss rates are 
not based on the amortized cost of the 
financial asset (but rather on the par 
value), an adjustment will need to be made 
to incorporate premiums and discounts, 
etc. 

If a “loss rate” approach is used, time value 
of money needs to be considered. Hence, 
the cash shortfalls must be discounted 
using the effective interest rate to 
determine the credit loss on a present 
value basis, which would also take into 
account premiums and discounts. 

Information and scenarios required to develop estimates  

The estimate of expected credit losses under both standards should consider historical 
information (past events), information about current conditions, and reasonable and 
supportable forecasts of future events and economic conditions, as well as estimates of 
prepayments. Both standards use the words “reasonable and supportable” to describe the 
forecasts and forward looking information, but neither defines exactly what is meant by 
that term.  
 
Differences in this area may result from regulatory requirements in different countries. 
For example, both frameworks note that entities are required to use information that is 
obtainable without undue cost or effort. What is considered "undue cost or effort" is 
subject to interpretation. Experience with the regulators in each territory might influence 
the assessment. 
 
The models differ in the number of forward-looking scenarios required to be considered. 
Under the US GAAP CECL model, it is acceptable to use a single forward-looking 
scenario. Under IFRS, use of a single scenario would be unacceptable when there is a 
non-linear relationship between the economic scenarios and the associated credit losses. 
This could be the case, for example, when measuring ECL on a portfolio of residential 
mortgage loan assets when there is a non-linear relationship between a decline in 
residential property prices and the increase in credit losses. In this case, in order to 
adequately capture the effects of property values on ECL, IFRS may require the use of 
multiple scenarios. While the use of multiple forward-looking scenarios may be an 
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appropriate approach to measure ECL under US GAAP, there is no explicit requirement 
to do so. 

US GAAP IFRS 

No explicit requirement in the standard to 
consider multiple forward-looking 
scenarios when measuring expected credit 
losses. However, the scenario used should 
be carefully selected to adequately 
represent the expected credit losses.  

The IFRS Transition Resource Group for 
Impairment of Financial Instruments 
noted that a single forward-looking 
economic scenario would not fully meet the 
objective of IFRS 9 when there is a non-
linear relationship between the possible 
forward-looking economic scenarios and 
their associated credit losses. In such 
circumstances, more than one forward-
looking scenario should be used that is 
representative of the range of possible 
outcomes. 

Collective vs. individual assessment 

The two standards have different approaches to ensure that even low probabilities of 
default will be captured in the measurement of ECL. US GAAP requires a “pooled” (or 
portfolio) approach if possible, whereas IFRS requires a probability-weighted 
measurement. However, in this early stage of CECL implementation, the practical 
implications of this difference are still unclear.  
 
Under both frameworks, the grouping of instruments is performed based on 
shared/similar risk characteristics.  

US GAAP IFRS 

When estimating CECL, reporting entities 
are required to calculate the ECL on a 
"pooled" basis when instruments have 
similar risk characteristics. 
 
If financial instrument do not share similar 
risk characteristics, the ECL would be 
calculated on an individual basis, but must 
incorporate risk of loss that may be based 
on internal or external expected loss 
assumptions from groups of similar assets. 
 
An entity’s estimate of ECL should include 
a measure of the expected risk of credit 
loss, even if that risk is remote. 

IFRS 9 requires calculating a probability-
weighted amount in the measurement of 
expected credit losses. Hence, entities need 
to consider the possibility that a credit loss 
occurs even if the possibility is very low. 
 
When reasonable and supportable 
information to measure lifetime ECL on an 
individual basis is not available without 
undue cost or effort, ECL should be 
recognized on a collective basis. 
Instruments are grouped on the basis of 
shared credit risk characteristics. 

http://www.cfodirect.com/
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PwC observation: 

While both standards provide for pooling on the basis of similar risk characteristics, 
and the examples in both standards for shared risk characteristics are similar, 
differences in the pooling approaches may arise due to differences in the modelling 
methodologies used. We generally expect the assessment of risk characteristics for 
determining the composition of pools to be derived from the inputs to the ECL 
measurement models (e.g., credit risk ratings, product type, and geographical 
location). 

Periods to estimate credit losses 

Under both standards, credit losses for assets are generally limited to the contractual 
period (with certain exceptions). Prepayments and extension options held by the 
borrower, which the borrower is able to unilaterally exercise, are taken into account 
under both frameworks.  
 
For certain instruments, such as retail credit cards and similar revolving credit facilities, 
entities applying IFRS should measure expected credit losses over the period for which 
the entity is exposed to credit losses, which could be longer than the maximum 
contractual period. For example, a credit card facility can often be contractually 
withdrawn by the lender with as little as one day’s notice. In practice, lenders may 
withdraw the facility only after the credit risk of the borrower increases, which could be 
too late to prevent some of all of the expected credit losses. In such cases, IFRS requires 
credit losses to be estimated over the potentially longer period over which they are 
exposed to credit losses. This is expected to result in measurement differences between 
the two frameworks, as US GAAP reporters should not recognize any ECL if the 
commitment can be unconditionally cancelled by the issuer. One area where this 
difference is expected to have a significant impact is in the measurement of ECL on retail 
credit cards.  

US GAAP IFRS 

The CECL model requires an estimate of 
the credit losses expected over the life of 
an exposure (or pool of exposures). The 
measurement should include 
consideration of estimated prepayments, 
but exclude expected extensions and 
renewals (unless a TDR is reasonably 
expected or the borrower is able to 
unilaterally exercise these options). 

The maximum period to consider when 
measuring expected credit losses is the 
maximum contractual period (including 
extension options held by the borrower that 
the borrower is able to unilaterally exercise). 
Expected prepayments should also be 
considered in the measurement. 
 

For off-balance sheet credit exposures, 
expected credit losses are estimated over 
the contractual period in which the entity 
is exposed to credit risk via a present 
contractual obligation to extend credit, 
unless that obligation can be 
unconditionally cancelled by the issuer. If 
a loan commitment can be 
unconditionally (i.e., unilaterally and 
irrevocably) cancelled by the issuer, no 
estimate of expected credit losses is 
required for the unused or undrawn 
portion of the commitment. 

However, specific guidance regarding the 
period to consider for measurement of ECL 
applies to certain financial instruments that 
include both a loan and an undrawn 
commitment component. If the entity’s 
contractual ability to demand repayment and 
cancel the undrawn commitment does not 
limit its exposure to credit losses to the 
contractual notice period, expected credit 
losses are measured over the period that the 
entity is exposed to credit risk and expected 
credit losses would not be mitigated by credit 
risk management actions. This period might 
extend beyond the contractual notice period. 

http://www.cfodirect.com/
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Modifications, expected modifications, and restructurings 

Generally, the two frameworks have different models to account for modifications and 
restructuring of loans.  
 
If a restructuring meets certain criteria under US GAAP, it is considered a troubled debt 
restructuring (TDR). ASC 326 requires a reporting entity to consider TDRs that it has a 
reasonable expectation in executing when determining the expected term of financial 
assets for the purposes of forecasting expected credit losses. The FASB recently clarified 
that the concept of having a “reasonable expectation” of a TDR in ASC 326 should be 
applied at the individual loan level, as opposed to at a pool or portfolio level.  
 
A TDR can impact the allowance for credit losses in a number of ways including, but not 
limited to: 

 the projections of future credit losses, as the longer an instrument is outstanding, 
the greater the possibility of another adverse event impacting the borrower  

 the measurement of the value of certain concessions, such as interest rate 
concessions 

 the prospects that the TDR may assist the borrower in “getting back on their feet” 
and thus minimize losses that would have otherwise occurred 

IFRS does not have a concept similar to a troubled debt restructuring in US GAAP. 
Under IFRS, to the extent that modifications are entered into in order to maximize 
overall recovery of a defaulted loan, the entity would look beyond the contractual 
maturity. Hence, the updated expected cash flows from expected modifications will be 
included in the estimation of ECL, even if those modifications include an extension of the 
contractual maturity of the instrument.  

US GAAP IFRS 

A creditor should determine whether 
refinancing or restructuring of debt is a 
TDR, modification, or a new loan.  

A creditor should determine whether 
modifications of the contractual cash flows 
of a financial asset result in modification or 
de-recognition of the existing instrument. 
Modified assets should be assessed to 
determine whether a significant increase in 
credit risk has occurred, in the same way as 
any other financial instrument. If not, the 
loss allowance should be measured at 12-
month ECL.  

The period over which credit losses are 
estimated should include extensions 
associated with reasonably expected 
troubled debt restructurings, but not other 
modifications or extensions (unless they 
are exercisable by the borrower and not 
unconditionally cancellable by the lender). 
 
In TDRs, a reporting entity should include 
certain concessions granted (such as 
interest rate concessions) in its CECL 
estimate. The FASB recently noted that in 
some circumstances, this might require the 
use of a DCF model. The discount rate used 
should be the original effective interest rate 
of the debt and not the rate specified 
within the restructuring agreement.  

The period to consider when measuring 
expected credit losses is generally the 
maximum contractual period (except as 
noted above with respect to certain loan 
commitments, such as credit cards). 
However, the cash flows expected from the 
entity’s recovery activity upon default of a 
loan should generally be included in the 
measurement of ECL. The cash flows that 
an entity expects to receive on a default of 
a loan may be based on several different 
scenarios, such as taking no action; 
keeping the loan and restructuring it to 
maximize collections; selling the loan; or 
foreclosing on the loan and collecting the 
collateral. Those different scenarios are 
factored into the measurement of ECL for a 
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US GAAP IFRS 

The FASB also recently concluded that the 
effects of a TDR not already included in 
historical loss information should be 
recorded when a loan asset is individually 
identified as reasonably expected to be 
restructured in a TDR (i.e., before the TDR 
is executed). 

portfolio when restructurings are expected.  

Reversion to historical information 

The period over which it is necessary to estimate ECL for a financial instrument may 
exceed the period for which a reporting entity can develop a reasonable and supportable 
forecast. Neither standard would allow entities to assume zero ECL due to an inability to 
develop a reasonable forecast. 
 
For periods beyond the “reasonable and supportable” forecast period, the US GAAP 
CECL approach discusses reversion to unadjusted historical loss data. ASC 326 explicitly 
states that "an entity shall not adjust historical loss information for existing economic 
conditions or expectations of future economic conditions for periods that are beyond the 
reasonable and supportable period." IFRS, on the other hand, has no specific guidance 
on how to estimate the ECL for periods beyond the “reasonable and supportable” period.  
 
The US GAAP guidance discusses reversion to historical loss information for a specific 
input to the credit loss model or for the entire estimate. This could be relevant in 
situations when an entity may be able to develop a reasonable and supportable forecast 
for certain, but not all, of the inputs used in the ECL model. This is not explicitly 
discussed under IFRS.  

US GAAP IFRS 

For periods beyond which an entity can 
develop a reasonable and supportable 
forecast, the guidance discusses reversion 
to historical loss information that reflects 
the contractual term of the financial 
instrument (or group of financial 
instruments). The guidance discusses a 
variety of reversion techniques, including 
reversion for specific inputs or for the 
entire estimate. 
 

The standard does not discuss how to 
estimate ECL for periods beyond that for 
which there is reasonable and supportable 
forecasts. Different methods could be 
acceptable depending on the facts and 
circumstances. 
 
Historical data could be used as a base 
from which to measure ECL. Such data 
should be adjusted to reflect current 
conditions and forecasts of future 
conditions not reflected in the historical 
data and to remove the effects of the 
conditions in the historical period that are 
not relevant to the future contractual cash 
flows. The most reasonable and 
supportable information might be the 
unadjusted historical information, 
depending on the nature of the historical 
information and when it was calculated, 
compared to the circumstances at the 
reporting date. 
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Zero ECL 

Under the US GAAP CECL model, certain assets (e.g., US treasury securities), for which 
the expectation of non-repayment is zero, do not require an estimate of ECL. Under 
IFRS, on the other hand, entities are always required to consider the possibility that a 
credit loss occurs. Although US GAAP and IFRS are different in principle, the practical 
effect may be small. 
 
Under IFRS, there is a different practical expedient for assets with low credit risk, which 
applies, for example, to investment grade assets. For such assets, entities can choose to 
measure the impairment loss at the 12-months ECL and assume that no significant 
increase in credit risk has occurred (i.e., they can assume that the financial assets are 
always in “stage 1” as long as they remain investment grade).  

US GAAP IFRS 

The CECL model generally requires that 
the estimate of expected credit losses 
include a measure of the expected risk of 
credit loss even if that risk is remote. 
However, ECL does not need to be 
estimated when the expectation of 
nonpayment of the amortized cost basis is 
zero. These situations are not expected to 
occur frequently. Preparers and other 
stakeholders continue to discuss what 
instruments may qualify for this treatment. 

When measuring expected credit losses, an 
entity should consider the risk that a credit 
loss may occur even if the possibility of a 
credit loss occurring is very low.  
 
As an exception to the general model, if the 
credit risk of a financial instrument is low 
at the reporting date (e.g., investment 
grade), the entity can measure impairment 
using 12-month ECL. It would not have to 
assess whether a significant increase in 
credit risk has occurred. The use of this 
practical expedient is optional. To qualify 
for this practical expedient, the instrument 
should meet the description of low credit 
risk given in IFRS 9. 

Credit enhancements 

Collateral 

Under both US GAAP and IFRS, the impact of collateral that is part of the same unit of 
account as the financial instrument is factored into the measurement of the ECL. 
However, even if the asset is over collateralized, there can still be an ECL because the 
possibility of the collateral’s value declining must be considered. 
A difference in measurement could arise between US GAAP and IFRS in some 
circumstances. Under the US GAAP CECL model, measurement of the ECL is required to 
be based on the value of collateral at the reporting date once foreclosure is probable. It is 
permitted in additional situations for collateral-dependent financial assets. Under IFRS, 
the value of collateral is always taken into account in the probability-weighted estimate of 
the ECL, which must take into consideration the possibility that the collateral could 
decline in value. Additionally, IFRS does not require measurement of the ECL solely 
based on collateral value, however, the practical effect of this difference may not be 
significant. 
 
Similarly, US GAAP allows the ECL to be measured as the difference between amortized 
cost and the fair value of the collateral for certain assets with collateral maintenance 
requirements. Because the measurement under IFRS will reflect the risk of the collateral 
being insufficiently replenished if its fair value declines, there could be situations in 
which the US GAAP ECL is zero and where IFRS would have a potentially small ECL.  
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US GAAP IFRS 

If financial assets are secured by collateral 
that is part of the unit of account of the 
instrument, the ECL should consider the 
impact the collateral will have in reducing 
credit losses. The estimate of ECL should 
consider the current collateral value as well 
as the nature of the collateral, potential 
future changes in its value, and historical 
loss information for financial assets 
secured with similar collateral.  
 
ASC 326 provides a number of specific 
provisions relating to collateralized 
instruments, including: 

● When an entity determines that 
foreclosure is probable, it should 
estimate the ECL based on the fair 
value of the collateral at the balance 
sheet date. 

● If the borrower is experiencing 
significant financial difficulty and 
repayment of the loan is expected to be 
provided substantively through the 
operation or the sale of the collateral, 
then the asset is “collateral 
dependent.” An entity is then 
permitted to estimate the ECL based 
on the fair value of the collateral (if 
operating the collateral for repayment 
of the financial asset) or the fair value 
of the collateral less costs to sell (if 
selling the collateral for repayment of 
the financial asset). 

● When assets have collateral 
maintenance requirements, the amount 
of collateral is continually adjusted as a 
result of changes in its fair value. In 
these arrangements, a reporting entity 
may estimate the ECL by comparing 
the fair value of the collateral to the 
asset’s amortized cost basis. If the 
collateral maintenance provisions 
require the counterparty to continually 
replenish the collateral to an amount 
equal to or greater than amortized cost, 
a reporting entity may determine that 
the ECL is zero. 

When measuring ECL, the estimate of 
expected cash shortfalls should reflect the 
cash flows expected from collateral and 
other credit enhancements that are part of 
the contractual terms and are not 
recognized separately by the entity.  
 
The estimate of expected cash shortfalls on 
a collateralized financial instrument 
reflects the amount and timing of cash 
flows that are expected from foreclosure on 
the collateral, less the costs of obtaining 
and selling the collateral. This is 
irrespective of whether foreclosure is 
probable (i.e., the estimate of expected 
cash flows considers the probability of a 
foreclosure and the cash flows that would 
result from it).  
 
IFRS does not have a practical expedient 
for assets with collateral maintenance 
provisions. The possibility that a credit loss 
will occur should be taken into account 
based on its weighted-average probability. 
This means that for a collateralized loan, 
the possibility that the borrower may 
default before the collateral is replenished 
should be considered. For loans that are 
significantly over collateralized, this may 
result in a small ECL. 

Guarantees held 

For holders of guarantees, the standards have different criteria to assess whether the 
cash flows from the guarantees can be included in the measurement of the ECL for the 
guaranteed asset. Under US GAAP, only credit enhancements embedded in a loan asset 
at origination or purchase can be considered when determining the ECL. The cash flows 
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from freestanding guarantees are not considered in estimating the ECL. Under IFRS, the 
inclusion of a guarantee in the ECL estimate is dependent on whether the holder deems it 
to be integral to the related asset and whether it is accounted for separately. This will 
require judgment. For example, when a freestanding guarantee is obtained at inception 
of the loan asset, the credit enhancement could be deemed integral to the loan. Such 
guarantee could be included in estimating the ECL under IFRS, but not under US GAAP. 
The fact that a contractually separate guarantee was purchased on the date of initial 
recognition of the loan is not sufficient under US GAAP for it to be measured together 
with the allowance for credit losses on the loan. 

US GAAP IFRS 

Credit enhancements, such as guarantees 
or insurance contracts, should be 
considered in the estimate of expected 
credit losses if they are part of the lending 
arrangement. A credit enhancement 
deemed to be a freestanding contract 
should not be considered in the estimate of 
the ECL. A guarantee entered into separate 
and apart from the guaranteed asset or 
entered into in conjunction with the asset 
that is legally detachable and separately 
exercisable should be accounted for 
separately. 

The estimate of expected cash shortfalls 
should reflect the cash flows expected from 
collateral and other credit enhancements 
that are part of or integral to the 
contractual terms and are not recognized 
separately by the entity. 
 
If a financial guarantee is obtained at the 
date of initial recognition of the guaranteed 
loan, the cash flows from the guarantee 
could be included in the measurement of 
the allowance for the financial asset if the 
entity views it as being integral in such 
circumstances. 

Guarantees issued  

Certain guarantees are in the scope of the impairment guidance and require an estimate 
of ECL. Under both frameworks, guarantees issued are generally measured on initial 
recognition at fair value. The initial obligation may be subsequently recognized as income 
over the term of the guarantee. The measurement of the related ECL differs between the 
standards. Under US GAAP, the allowance is recognized without regard to the amount of 
the guarantee obligation, whereas under IFRS, the allowance is only recognized to the 
extent it exceeds the guarantee obligation.  
 
There is another difference in the accounting for guarantees under the two standards. 
Under US GAAP, financial guarantees are eligible for the fair value option. If elected, the 
guarantee would be measured at FVTPL and therefore scoped out of the impairment 
requirements. Under IFRS, a financial guarantee can only be designated at FVTPL 
(similar to the fair value option for other financial instruments) in limited circumstances.  
 

US GAAP IFRS 

For guarantees that are within the scope of 
ASC 326-20, the expected credit losses are 
measured and accounted for without 
regard to the initial fair value of the 
guarantee.  
 
 

After initial recognition, an issuer of a 
financial guarantee contract subsequently 
measures it at the higher of (1) the amount 
of the loss allowance and (2) the amount 
initially recognized less, when appropriate, 
the cumulative amount of income 
recognized in accordance with the 
principles of IFRS 15 (unless the guarantee 
was designated at FVTPL or arises upon a 
failed derecognition of a financial asset). 
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Fair value hedge adjustments 

Under both frameworks, the carrying amount of assets that qualify as the hedged item in 
a fair value hedge (e.g., fixed interest rate loan hedged against the exposure to interest 
rate risk) includes an adjustment for fair value changes attributable to movements in the 
hedged risk. US GAAP explicitly requires the ECL to be measured based on the amortized 
cost, including fair value hedge accounting adjustments. IFRS is silent on this point.  

US GAAP IFRS 

The loss allowance is determined based on 
the amortized cost of the financial asset, 
which includes fair value hedge accounting 
adjustments (as well as all premiums, 
discounts, etc.) 

No explicit guidance. 
 
In our view, for measurement of ECL on an 
asset that qualifies as a hedged item in a 
fair value hedge, the amortized cost of the 
asset does not need to take into account 
fair value adjustments since inception of 
the hedge until those adjustments are 
amortized and adjust the EIR. This will be 
on the earlier of when (1) hedge accounting 
is terminated, or 
(2) the holder of the loan chooses to start 
amortizing the fair value hedge 
adjustments. 

Write-off and default 

The wording in US GAAP and IFRS describing when to write-off an asset is similar in 
principle, but the words are different. In the banking industry, the timing of asset write-
off is often heavily influenced by regulatory guidance. Therefore, differences in practice 
may arise due to regulatory interpretations. 
 
Under IFRS, there is a rebuttable presumption that default has occurred when an asset is 
90 days past due. Under IFRS, the concept of default is relevant to the determination of 
whether a financial asset is in stage 1, stage 2, or stage 3. US GAAP does not define 
default. 

US GAAP IFRS 

Reporting entities are required to write-off 
financial assets (or a portion thereof) in the 
period in which a determination is made 
that the financial asset (or portion thereof) 
is uncollectible. This generally occurs when 
all commercially reasonable means of 
recovering the loan balance have been 
exhausted.  

IFRS 9 requires an entity to reduce the 
gross carrying amount of a financial asset 
(in its entirety or a portion thereof) when 
the entity has no reasonable expectations 
of recovering a financial asset.  

No explicit definition of default. An entity would apply a definition of 
default consistent with the definition used 
for internal credit risk management 
purposes for the relevant financial 
instrument and can consider qualitative 
indicators (for example, financial 
covenants) where appropriate. However, 
there is a rebuttable presumption that 
default does not occur later than when a 
financial asset is 90 days past due, unless 
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US GAAP IFRS 

an entity has reasonable and supportable 
information to demonstrate that a more 
lagging default criterion is appropriate. 

Application to trade receivables and contract assets 

Trade receivables and contract assets are in the scope of the new impairment guidance 
under both frameworks. Entities that are not financial institutions will need to apply the 
requirements of the new guidance and recognize day 1 impairment losses on receivables 
under both frameworks. Since impairment must be based also on forward-looking 
information, we expect that the new impairment guidance under both frameworks will 
require companies to collect information they do not currently have and to make changes 
to their current processes and controls related to impairment of trade receivables. 
 
Operational simplifications under IFRS for trade receivables, contract assets, and lease 
receivables could eliminate the major difference between the frameworks related to the 
IFRS staging. Additional differences (such as the one related to collateral) could also be 
relevant, depending on the circumstances. 

US GAAP IFRS 

Full day 1 credit loss recognition is 
required by the general model for 
instruments and assets subject to its scope, 
such as trade receivables and contract 
assets. 
 
 

The model includes some operational 
simplifications for trade receivables, 
contract assets, and lease receivables. 
These simplifications eliminate the need to 
calculate 12-month ECL and to assess 
when a significant increase in credit risk 
has occurred, as they allow (or in some 
cases require) measurement of the loss 
allowance at initial recognition and 
throughout the life of an instrument at an 
amount equal to lifetime ECL. 

Patterns of interest recognition 

The new impairment standards do not change how the effective interest rate (EIR) is 
determined. IFRS 9, however, specifies the amount to which the EIR is applied 
depending on the stage in the credit life of the asset. For stages 1 and 2, interest is 
computed based on the gross carrying amount of the asset, ignoring the allowance for 
credit losses, whereas for stage 3, interest is computed on the amortized cost, net of the 
allowance. ASC 326 only directly addresses recognition of interest income on purchased 
credit deteriorated (PCD) assets. As a result, under US GAAP, interest revenue 
recognition will continue to be based on current guidance and practice for non-PCD 
assets and will not be directly affected by the ECL guidance.  
 
Differences in patterns of interest recognition exist between the two frameworks under 
current guidance and will continue once the new standards are effective. One such 
difference is the ability under US GAAP to place assets on non-accrual status and 
suspend the recording of interest (including accretion or amortization). Under IFRS, 
there is no non-accrual status.  
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US GAAP IFRS 

Similar to current GAAP, the new guidance 
does not prescribe when an entity should 
move an instrument to non-accrual status, 
but it may permit existing non-accrual 
practices to continue. 
 
The recognition of interest income will be 
impacted as a result of the changes 
introduced by ASC 326 that affect the 
amortized cost basis of PCD assets. The 
new standard eliminates the interest 
income model that existed for purchased 
credit impaired assets within ASC 310-30.  

Interest revenue is recognized based on the 
effective interest method. This is calculated 
by applying the effective interest rate to the 
gross carrying amount of a financial asset, 
except for stage 3 financial assets. For 
stage 3 financial assets, the entity would 
apply the effective interest rate to the 
amortized cost of the financial asset (i.e., 
net of the allowance) in subsequent 
reporting periods. 

 

PwC observation: 

With regards to application of the effective interest rate method, other differences 
between the two frameworks exist, that are not related to the new guidance. For 
example, under US GAAP the calculation of the EIR generally is based on contractual 
cash flows over the asset’s contractual life, whereas under IFRS it is generally based 
on the estimated cash flows (excluding future credit losses) over the expected life of 
the asset. This and additional differences are described in our publication IFRS and US 
GAAP: similarities and differences, section 7.4.  

Available for sale assets measured at FVOCI 

Under US GAAP, the credit loss model for AFS debt securities is different than the 
general CECL model. This discussion focuses on AFS securities that are not beneficial 
interests subject to ASC 325-40. 
 
Under the US GAAP AFS impairment guidance, no impairment can exist unless fair value 
is below amortized cost. If fair value is below amortized cost, and an entity intends to sell 
the security or it is more likely than not it will be required to sell the security before the 
recovery of the amortized cost basis, the entire difference between fair value and 
amortized cost will be recognized as an impairment. If not, impairment is measured 
using the guidance in ASC 326-30, Financial instruments—Credit Losses—Available-for-
Sale Debt Securities.  
 
Under the IFRS 9 model, debt instruments measured at FVOCI are subject to the general 
impairment model. Therefore, no trigger is required and 12-month impairment loss is 
recorded upon initial recognition.  
 
Under both frameworks, expected credit losses are debited to earnings. However, under 
US GAAP, an allowance is recognized, whereas under IFRS the allowance amount is 
credited to OCI. 
 
Under US GAAP, the estimate of credit losses for an AFS security is measured based on 
the best estimate of cash flows and, unlike in the CECL model, a discounted cash flow 
approach is required. We believe that the decision to use either a single best estimate or a 
probability-weighted measure for such securities is a policy election under US GAAP.  
 
Under IFRS, the general model applies, so an entity always has to consider the risk of a 
default occurring (therefore, a single best estimate is unacceptable). Lastly, under US 
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GAAP, the credit allowance is capped at the amount by which fair value is below 
amortized cost, which is not a consideration under IFRS. 
 

US GAAP IFRS 

US GAAP has a separate model for AFS 
securities, which prescribes the following 
steps: 

(1) Assess if the investment is considered 
impaired (i.e., the fair value is less 
than amortized cost). 

(2) Similar to current GAAP, if the asset is 
impaired, consider whether 
management has: (i) the intent to sell, 
or (ii) will more-likely-than-not be 
required to sell the impaired security 
before recovery of its amortized cost 
basis. If either of these requirements 
are met, the reporting entity should 
record the entire impairment loss in 
earnings against the amortized cost 
basis of the security. 

(3) If neither of the conditions in (2) 
apply, determine how much of the 
decline in fair value below the 
amortized cost of the security is 
“credit related.” An allowance for loan 
losses is only required for “credit-
related” losses and is limited to the 
difference between the fair value and 
amortized cost. 

Under IFRS, the same general impairment 
model applies to debt investments 
measured at FVOCI.  

Movements in the ECL allowance should 
be recognized in the income statement, 
including movements in the allowance for 
financial assets classified in the FVOCI 
category. However, for financial assets 
measured at FVOCI, the allowance itself is 
credited to a FVOCI reserve, and not 
recognized as a liability on the balance 
sheet (or as a valuation account that 
reduces the gross carrying amount).  
Since the general impairment model 
applies to FVOCI assets, there’s no 
“trigger” for impairment, but the general 
staging model is used (i.e., 12-month ECL 
upon initial recognition and lifetime ECL if 
there is a significant increase in credit 
risk).  

There’s a policy election to use either a 
single best estimate or a probability-
weighted methodology to measure the 
present value of cash flows expected to be 
collected. 

The measurement of ECL has to be a 
probability-weighted amount based on the 
expected cash flows under different 
scenarios. 

 

PwC observation: 

Due to differences between the two frameworks in the classification guidance, the 
two models described in this section would not necessarily apply to the same 
population of instruments. Under US GAAP, the AFS category only applies to certain 
debt securities, whereas the fair value through OCI classification under IFRS 
depends on the business model and nature of the cash flows and is not restricted to 
debt securities, but could be applied to loans and other debt instruments. 

Also, preparers should remember that additional measurement differences could 
arise due to other GAAP differences. For example, there are differences between the 
two frameworks with regard to the measurement of foreign exchange gains and 
losses on such instruments (see our publication IFRS and US GAAP: similarities and 
differences, sections 7.2. and 7.3). 
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“Purchased credit deteriorated” vs. “Purchased or originated 
credit impaired” 

Both standards contain specific guidance for instruments that at the time of purchase, 
have already suffered credit deterioration since their origination. While the concepts in 
the two standards are similar, there are differences in the definition and in the 
accounting treatment.  
 
A difference in the definition of purchased credit deteriorated (PCD) assets under US 
GAAP compared to purchased or originated credit impaired (POCI) under IFRS could 
lead to differences in the population of instruments subject to these models. Under US 
GAAP, the definition includes assets that have experienced a “more than insignificant 
deterioration in credit quality since origination.” Under IFRS, an asset is defined as 
credit-impaired when there has been an incurred loss after inception, which would 
generally occur later than it would under US GAAP.  
 
PCD assets under US GAAP are limited to financial assets that are acquired. Under IFRS, 
an originated financial asset could follow the credit-impaired or POCI model, although it 
is expected to be rare. For example, a substantial modification of a distressed debt that 
results in derecognition of the original asset could result in the “newly recognized” debt 
to be POCI. Under US GAAP, substantial modifications of this nature would generally be 
accounted for as troubled debt restructurings, which are viewed as a continuation of the 
original asset and not as a derecognition event. 
 
The accounting models for these types of assets under the two frameworks are different. 
Under US GAAP, the cost basis of the asset is increased for the initial amount of the 
allowance. Under IFRS, no allowance is recorded on initial recognition of the asset. 
Under both models, subsequent credit improvements are recognized in the income 
statement as a reversal of credit loss and not as interest income. However, on the balance 
sheet, US GAAP would record such favorable changes in cash flows through reversal of 
the allowance, whereas under IFRS, favorable changes compared to initial expectations 
are recognized as a direct adjustment to the gross carrying amount of the asset. 
 
The pattern of interest recognition for PCD/POCI assets typically differs under the two 
frameworks, but the amount and nature of the difference also depends on the method 
used for measurement of the allowance under US GAAP (for example using DCF or a 
non-discounted approach). Generally, under US GAAP, the EIR for PCD assets is applied 
to the gross carrying amount, whereas for POCI assets under IFRS, it is applied to the 
amortized cost (that is, gross carrying amount, net of the allowance). Under US GAAP, 
the grossed-up asset is accreted to the contractual cash flows, whereas under IFRS, the 
amortized cost at inception is accreted to the expected cash flows. This could lead to 
differences in the EIR and in the income statement presentation.  

US GAAP IFRS 

The definition of purchased credit 
deteriorated (PCD) assets refers to an asset 
that has "experienced a more than 
insignificant deterioration in credit 
quality" since origination. 

The definition of a purchased or originated 
credit impaired (POCI) asset refers to 
assets for which on initial recognition "one 
or more events that have a detrimental 
impact on the estimated future cash flows 
of that financial asset have occurred," such 
as significant financial difficulty, default, 
and additional events. 

For PCD assets, an investor will need to 
recognize an allowance for loan losses on 
initial recognition by estimating the 
expected credit losses of the purchased 

For POCI financial assets, an entity only 
recognizes the cumulative changes in 
lifetime expected credit losses since initial 
recognition as a loss allowance. 

http://www.cfodirect.com/


 
 
 

National Professional Services Group | www.cfodirect.com In depth 19 

US GAAP IFRS 

assets. For financial assets that are 
considered PCD, an entity should not 
recognize the initial estimate of ECL 
through current earnings. It would be 
recorded as an adjustment to the 
amortized cost basis of the related financial 
asset at acquisition (i.e., a balance-sheet 
gross-up). A similar gross-up should be 
recorded for AFS instruments that are 
deemed to be PCD assets. Specifically, both 
the recorded asset balance (i.e., the 
purchase price) and the allowance for loan 
losses should be increased by the amount 
of the expected credit losses at acquisition. 

Impairment gains are recognized as a 
direct adjustment to the gross carrying 
amount, to the extent they exceed the loss 
allowance estimated at initial recognition 
and included in the estimated cash flows. 
 

Interest income for a PCD asset should be 
recognized by accreting the amortized cost 
basis of the instrument (which does not 
include the allowance) to its contractual 
cash flows. The accretable yield may be 
different for loan loss allowances estimated 
using a DCF model versus a non-
discounted cash flow model. 

For POCI assets, entities are to use the 
credit-adjusted EIR, which is the rate that 
discounts estimated (rather than 
contractual) future cash payments and 
receipts through the expected life of the 
asset to its amortized cost (net of the 
allowance). 
 
In some unusual circumstances, there 
might be evidence that the modified 
financial asset is credit-impaired at initial 
recognition, and thus should be recognized 
as an originated credit-impaired financial 
asset. 

Lease receivables 

A lessor’s net investment in a lease is within the scope of the new impairment guidance 
under both frameworks (sales type/direct financing lease under US GAAP and finance 
lease under IFRS). Under both frameworks, an unguaranteed residual value (URV) is 
included in the net investment in the lease. It is unclear if the impairment assessment on 
net investments in leases should be performed wholly under the financial instruments 
impairment guidance (hence, the URV would be considered together with other cash 
flows expected from the lease), or assessed separately, based on guidance found in the 
leases standards or elsewhere. One difference between the financial instruments 
impairment model and other impairment models is that the lease and other impairment 
models generally allow URVs to be written down, but not up. 

PwC observation: 

We believe that the answer involves a degree of interpretation since neither of the 
standards is explicit on this point. Under US GAAP, the emerging consensus seems to 
be that the net investment in the lease is one unit of account wholly within the scope 
of the impairment standard. Hence, the expected cash flows from the URV would be 
included in the measurement of ECL. Under IFRS, emerging consensus is to exclude 
the URV from the ECL calculation and assess it separately for impairment under the 
leases standard. 
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US GAAP IFRS 

A lessor's net investment in a lease is 
within the scope of the impairment 
guidance. When measuring the ECL on the 
net investment in leases using a DCF 
method, the discount rate used in 
measuring the lease receivable under ASC 
842 should be used.  

ASC 842 does not provide explicit guidance 
on how to assess URV for impairment. We 
believe that for purposes of applying ASC 
326, the net investment in the lease should 
be evaluated as one unit of account. When 
measuring ECL on net investment in a 
sales-type or direct financing lease, a lessor 
would use cash flows it expects to derive 
from the underlying asset during the 
remaining lease term and cash flows it 
expects to derive from the underlying asset 
following the end of the lease term.  

A lessor’s net investment in a lease is 
within the scope of the impairment 
guidance. The cash flows and discount rate 
used for determining the ECL for lease 
receivables under IFRS 9 should be 
consistent with the cash flows used in 
measuring the lease receivable.  

An entity has an accounting policy choice 
when measuring ECL for finance lease 
receivables whether to apply the general 
model or measure the loss allowance at an 
amount equal to lifetime ECL at initial 
recognition and throughout the life of the 
lease receivable. 

IFRS 9 does not provide explicit guidance 
on how to assess URV for impairment. The 
emerging consensus is that under IFRS, 
URV should be excluded from the 
calculation of the ECL and assessed for 
impairment under IFRS 16/IAS 17, Leases. 

Presentation and disclosure 

Presentation 

US GAAP explicitly requires a separate presentation of the allowance on the face of the 
statement of financial position for loans, and parenthetically for AFS securities. IFRS 9 is 
silent on this. 
 
The allowance for off-balance sheet exposures (such as loan commitments and 
guarantees) is presented as a liability on the statement of financial position under both 
standards. However, for financial instruments such as credit card facilities that include 
both a loan component (a financial asset) and an undrawn commitment, IFRS 9 provides 
for a relief that does not exist under US GAAP to present the ECL for the undrawn 
portion of a credit facility together with the loss allowance on the asset under certain 
circumstances. 
 
For income statement presentation, US GAAP provides a policy choice when a DCF 
approach is used (described in the table below). This could result in differences in 
income statement presentation. 

US GAAP IFRS 

Entities are required to present separately 
on the statement of financial position the 
allowance for credit losses that is deducted 
from the amortized cost basis of the loan.  

 

IFRS 9 does not require the separate 
presentation of the loss allowance on the 
face of the statement of financial position. 
According to the general requirement in 
paragraph 55 of IAS 1, an entity should 
present additional line items, headings, and 
subtotals in the statement of financial 
position when such presentation is relevant 
to an understanding of the entity’s financial 
position because of the size, nature, or 
function of an item. 
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US GAAP IFRS 

The allowance related to AFS securities 
should be presented parenthetically. 

 

For financial assets that are measured at 
FVOCI, the accumulated impairment 
amount is recorded in OCI and not 
separately presented in the statement of 
financial position. However, an entity 
should disclose the loss allowance in the 
notes to the financial statements. 

The allowance for all off balance sheet 
exposures must be recognized as a liability 
separate from the allowance for any drawn 
amounts (i.e., loans). 

An entity should recognize ECL in the 
balance sheet as a provision (that is, a 
liability) for loan commitments and 
financial guarantee contracts. 
Under certain circumstances, an entity 
recognizing ECL on a revolving credit 
facility is allowed to recognize the ECL for 
the undrawn commitment together with 
the loan allowance for the loan component 
as a contra-asset on the balance sheet. This 
is to the extent that the "combined" 
allowance does not exceed the gross 
carrying amount of the financial asset. 

When a discounted cash flow approach is 
used to estimate expected credit losses, the 
whole change in present value from one 
reporting period to the next may be 
reported as credit loss expense (or reversal 
of credit loss expense). Alternatively, an 
entity may report the change in present 
value attributable to the passage of time 
within interest income. If this presentation 
alternative is chosen, the amount recorded 
to interest income should be disclosed. 

On the statement of income, IFRS prohibits 
bifurcation of the interest element (i.e., the 
time value component of the allowance) 
from the rest of the change in the 
allowance, except for assets in stage 3. 

Disclosure 

The disclosure requirements are specified in each of the standards and there are 
differences between them. One notable difference is the US GAAP requirement to 
disclose the amortized cost basis and credit quality indicators by vintage year, which is 
not required under IFRS. 

US GAAP IFRS 

The new guidance requires a number of 
disclosures, some of which are incremental 
to what is required by current US GAAP. 
For instance, public business entities are 
required to disclose the amortized cost basis 
within each credit quality indicator by 
vintage year of origination for financing 
receivables and the net investment in 
leases. 

Extensive disclosures (both quantitative 
and qualitative) are required to identify 
and explain the amounts in the financial 
statements that arise from ECL and the 
effect of deterioration and improvement 
in credit risk. 
 
IAS 1, paragraph 125, requires entities to 
disclose information about major sources 
of estimation uncertainty. It is generally 
expected that such disclosures will be 
made by reporting entities such as banks 
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and other entities with significant 
lending, leasing, or product financing 
arrangements. 

IFRS 9 requires an entity to explain how 
significant changes in the gross carrying 
amounts of financial assets during the 
period contributed to the changes in the 
allowance for credit losses. 

Effective date and transition 

For US GAAP reporters, the earliest mandatory effective date is 2020, whereas IFRS 9 is 
effective in 2018. Since early adoption under US GAAP is limited to fiscal years beginning 
after December 15, 2018, there is at least one year (2018) when the new IFRS guidance is 
mandatory, but the new US GAAP guidance is not eligible for early adoption. 

The transition requirements are specified in each standard. Under IFRS, there are 
specific accommodations that apply to recognizing the impact of a significant increase in 
credit risk, which are not included under US GAAP. 

US GAAP IFRS 

ASC 326 will be effective for:  

 Public business entities (PBEs) that 
meet the definition of an SEC filer 
for annual and interim periods 
beginning after December 15, 2019;  

 Other PBEs that do not meet the 
definition of an SEC filer for annual 
and interim periods beginning after 
December 15, 2020; and  

 All other entities, including certain 
not-for-profit organizations and 
employee benefit plans, for annual 
periods beginning after December 
15, 2020 and interim periods within 
fiscal years beginning after 
December 15, 2021. 

 
Early application of the guidance will be 
permitted for all entities for fiscal years 
beginning after December 15, 2018, 
including interim periods within those 
fiscal years. 

IFRS 9 will be effective for annual periods 
beginning on or after 1 January 2018. The 
European Commission endorsed IFRS 9 in 
November 2016. 
 

The new guidance will require modified 
retrospective application to all 
outstanding instruments, with a 
cumulative effect adjustment recorded to 
opening retained earnings as of the 
beginning of the first period in which the 
guidance becomes effective. However, 

IFRS 9 is to be applied retrospectively. 
IFRS 9 includes some operational 
simplifications in order to ease 
retrospective application, e.g., to 
determine whether there has been a 
significant increase in credit risk since 
initial recognition of an instrument. All of 
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prospective application of the ASU is 
required for PCD assets previously 
accounted for under ASC 310-30 (the 
current PCI guidance) and for debt 
securities for which an other-than-
temporary impairment was recognized 
prior to the date of adoption. The 
transition guidance provides other 
special provisions for instruments that 
will be considered PCD assets. 

the simplifications apply at the date of 
initial application, which is the date when 
an entity first applies the requirements of 
IFRS 9.  
 
Entities have a choice over whether to 
restate comparative prior periods. 
However, prior periods may be restated if 
and only if it is possible without the use of 
hindsight. If an entity does not restate 
prior periods, the entity should recognize 
any adjustments due to the new model in 
the opening retained earnings (or other 
component of equity). It is also required to 
give additional disclosures.  
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