
For the purpose Impairment of financial assets of the company 

Overview of the ECL principles  

The Company is recording the allowance for expected credit losses for all loans and other debt financial 

assets not held at FVTPL, together with loan commitments (in this section all referred to as ‘financial 

instruments’). Equity instruments are not subject to impairment under Ind AS 109.  

The ECL allowance is based on the credit losses expected to arise over the life of the asset (the lifetime 

expected credit loss or LTECL), unless there has been no significant increase in credit risk since origination, 

in which case, the allowance is based on the 12 months’ expected credit loss (12mECL).  

The 12mECL is the portion of LTECLs that represent the ECLs that result from default events on a financial 

instrument that are possible within the 12 months after the reporting date.  

Both LTECLs and 12mECLs are calculated on collective basis, depending on the nature of the underlying 

portfolio of financial instruments. The Company’s policy for grouping financial assets measured on a 

collective basis on following assets classes: 

- Retails Loan 

- Other Loan 

The Company groups these exposure into smaller homogeneous portfolios, based on a combination of 

internal and external characteristics of the loans such as product type and customer type.  

The Company has established a policy to perform an assessment, at the end of each reporting year, of 

whether a financial instrument’s credit risk has increased significantly since initial recognition.  

Based on the above process, the Company group its loans into Stage 1, Stage 2, Stage 3, as described 

below:  

Stage 1: When loans are first recognised, the group recognises an allowance based on 12mECLs. Stage 1 

loans also include facilities where the credit risk has improved and the loan has been reclassified from 

Stage 2 or Stage 3.  

Stage 2: When a loan has shown a significant increase in credit risk since origination, the group records an 

allowance for the LTECLs. Stage 2 loans also include facilities, where the credit risk has improved and the 

loan has been reclassified from Stage 3.  

Stage 3: Loans considered credit-impaired as definition of default. The group records an allowance for the 

LTECLs.  

For financial assets for which the company has no reasonable expectations of recovering either the entire 

outstanding amount, or a proportion thereof, the gross carrying amount of the financial asset is reduced.  

The Company’s Expected credit loss (ECL) calculations are outputs of complex models with a number of 

underlying assumptions regarding the choice of variable inputs and their interdependencies. Elements of 

the ECL models that are considered accounting judgements and estimates include: 

•  The Company’s model, which assigns Probability of default (PD)s; 



•  The Company’s criteria for assessing if there has been a significant increase in credit risk and so 

allowances for financial assets should be measured on a Lifetime expected credit loss (LTECL) basis; 

•  The segmentation of financial assets when their ECL is assessed on a collective basis; 

•  Development of ECL models, including the various formulas and the choice of inputs; 

•  Determination of associations between macroeconomic scenarios and, economic inputs, and the 

effect on PDs, Exposure at default (EAD)s and Loss given default (LGD)s; 

•  Selection of forward-looking macroeconomic scenarios and their probability weightings, to derive 

the economic inputs into the ECL models; 

 

The calculation of ECLs  

The Company calculates ECLs on loans based on a probability-weighted scenarios and historical data to 

measure the expected cash shortfalls, discounted at an approximation to the EIR. A cash shortfall is the 

difference between the cash flows that are due to an entity in accordance with the contract and the cash 

flows that the entity expects to receive.  

Loan commitments: When estimating ECLs for undisbursed loan commitments, the Company estimates 

the expected portion of the loan commitment that will be drawn down over its expected life. The ECL is 

then based on the present value of the expected shortfalls in cash flows if the loan is drawn down. The 

expected cash shortfalls are discounted at an approximation to the expected EIR on the loan. For loan 

commitments, the ECL is recognised within Provisions.  

The mechanics of the ECL calculations are outlined below and the key elements are, as follows:  

• PD - The Probability of Default is an estimate of the likelihood of default over a given time horizon. A 

default may only happen at a certain time over the assessed year, if the facility has not been previously 

derecognised and is still in the portfolio.  

• EAD - The Exposure at Default is an exposure at a default date. The exposure at default (EAD) represents 

the gross carrying amount of the financial instruments subject to the impairment calculation, addressing 

both the client’s ability to increase its exposure while approaching default and potential early repayments 

too. To calculate the EAD for a Stage 1 loan, the Company assesses the possible default events within 12 

months for the calculation of the 12mECL. For Stage 2 and Stage 3 financial assets, the exposure at default 

is considered for events over the lifetime of the instruments  

• LGD - The Loss Given Default is an estimate of the loss arising in the case where a default occurs at a 

given time. It is based on the difference between the contractual cash flows due and those that the lender 

would expect to receive, including from the realisation of any collateral. It is usually expressed as a 

percentage of the EAD. The Company segments its loans products into smaller homogeneous portfolios 

(housing loans and other loans), based on key characteristics that are relevant to the estimation of future 

cash flows. The data applied is collected loss data and involves a wider set of transaction characteristics 

(e.g., product type, wider range of collateral types) as well as borrower characteristics.  

The maximum year for which the credit losses are determined is the expected life of a financial 

instrument.  

The mechanics of the ECL method are summarised below:  



Stage 1: The 12mECL is calculated as the portion of LTECLs that represent the ECLs that result from default 

events on a financial instrument that are possible within the 12 months after the reporting date. The 

Company calculates the 12mECL allowance based on the expectation of a default occurring in the 12 

months following the reporting date. These expected 12-month default probabilities are applied to an 

EAD and multiplied by the expected LGD.  

Stage 2: When a loan has shown a significant increase in credit risk since origination, the Company records 

an allowance for the LTECLs. The mechanics are similar to those explained above, but PDs and LGDs are 

estimated over the lifetime of the instrument.  

Stage 3: For loans considered credit-impaired as definition of default, the Company recognizes the lifetime 

expected credit losses for these loans. The method is similar to that for Stage 2 assets, with the PD set at 

100%.  

Definition of default  

The Company considers a financial instrument as defaulted and considered it as Stage 3 (credit-impaired) 

for ECL calculations in all cases, when the borrower becomes more than 90 days past due on its contractual 

payments. The Probability of Default is an estimate of the likelihood of default over a given time horizon. 

A default may only happen at a certain time over the assessed year, if the facility has not been previously 

derecognised and is still in the portfolio. 

Significant increase in credit risk  

The Company continuously monitors all assets subject to ECLs. In order to determine whether an 

instrument or a portfolio of instruments is subject to 12mECL or LTECL, the Company assesses whether 

there has been a significant increase in credit risk since initial recognition. The Company considers an 

exposure to have significantly increased in credit risk when contractual payments are more than 30 days 

past due. 

When estimating ECLs on a collective basis for a group of similar assets, the Company applies the same 

principles for assessing whether there has been a significant increase in credit risk since initial recognition. 

Forward looking information  

While estimating the expected credit losses, the company reviews macro-economic developments 

occurring in the economy and market it operates in. On a periodic basis, the Company analyses if there is 

any relationship between key economic trends like GDP, Property Price Index, Unemployment rates, 

Benchmark rates set by the Reserve Bank of India, inflation etc. with the estimate of PD, LGD determined 

by the Company based on its internal data. While the internal estimates of PD, LGD rates by the Company 

may not be always reflective of such relationships, temporary overlays are embedded in the methodology 

to reflect such macro-economic trends reasonably.  

Collateral repossession  

To mitigate the credit risk on financial assets, the Company seeks to use collateral, where possible as per 

the powers conferred on the HFC under SARFAESI act. In its normal course of business, the company does 

not physically repossess properties or other assets in its retail portfolio, but generally engages external or 

internal agents to recover funds generally at auctions to settle outstanding debt. Any surplus funds are 



returned to the customers/obligors. As a result of this practice, the residential properties under legal 

repossession processes are not recorded on the balance sheet and are treated as assets held for sale at 

(i) fair value less cost to sell or (ii) principle outstanding, whichever is less, at the repossession date.  

Write-offs  

Financial assets are written off either partially or in their entirety only when the Company has stopped 

pursuing the recovery. If the amount to be written off is greater than the accumulated loss allowance, the 

difference is first treated as an addition to the allowance that is then applied against the gross carrying 

amount. Any subsequent recoveries are credited to Statement of profit and loss account. 


