
Applying IFRS 9 ECL to business combinations and asset purchases
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Classification and measurement (C&M)
The acquirer must classify assets based on its own business 

model and whether assets meet SPPI at acquisition, and not rely 
on the acquiree’s previous classification. ECL might need to be 

calculated on items previously classified as fair value through 
profit and loss but measured at amortised cost or fair value 

through other comprehensive income by the acquirer. 

.  
Purchase price allocation (PPA) and ECL

IFRS 9 gives a counter-intuitive ‘double count’ of credit 
risk - although the initial PPA fair value of the instrument 

incorporates lifetime credit risk, the acquirer must also 
recognise an ECL provision at the first reporting date 

post-acquisition, impacting reported P&L. However, this 
does not apply to any POCI assets (see below).

Different accounting policies and assumptions
Differences will be common given the range of policies 
and assumptions seen in practice and they will need to 
be harmonised in the acquirer’s consolidated financial 
statements. Examples include de-recognition policies, 
default definitions and rebuttal of 90 days past due, 
estimates / judgements on economic scenarios and 
modelling methodologies.

Expected credit loss (ECL) inputs
ECL might differ even where an instrument is in the same stage in 
both acquirer and acquiree, due to different inputs. This can occur, 
for example, where an asset is acquired at a premium or discount so 
that the resulting possible accounting loss for the acquirer is not the 
same as the par exposure reported by the acquiree.

Effective interest rate (EIR)
The acquirer’s EIR will be different from the acquiree’s if 
assets are purchased at a premium / discount, or the 
acquiree’s EIR incorporated settled fees or transaction 
costs. This will affect the acquirer’s measurement of 
ECL, which is discounted using the EIR.

Credit risk practices
The acquiree might need to change its debt collection or credit risk 
management practices to align with the acquirer. This might mean 
that the acquiree’s historical loss given defaults are not 
representative of future expectations and they might also impact 
estimated lives of revolving credit facilities such as retail credit 
cards and overdrafts.

Purchased or originated credit impaired (POCI)
An ECL provision is only recognised on POCI assets for 

incremental changes in ECL since acquisition. This 
means that ECL coverage ratios often look very low.  

Once classified as POCI an asset remains in POCI 
forever. Post-acquisition improvement in credit quality 

gives rise to an impairment gain, even though no 
impairment loss was ever recognised by the acquirer.

Significant increase in credit risk (SICR)
Since SICR is assessed relative to credit risk at initial recognition, 

an instrument cannot initially be classified by the acquirer in 
stage 2, because there has been no time for any increase in credit 

risk. So staging can be different between acquirer and acquiree.  
This can have operational impacts - for example, recalibrating 

‘days past due’ so that instruments more than 30 days past due at 
acquisition are not immediately classified in stage 2.
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