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Executive summary 

Introduction 

i9 Partners was engaged by Illustrative Company Limited to perform IFRS 9 Expected Credit Loss 
(ECL) measurements for the closing balances of the financial assets for the 12 month financial 
reporting period to 30 June 2022. This exercise was solely for the measurement of these values and 
no IFRS advice regarding classification or otherwise was provided nor did we calculate any other 
provisions.  

Out of scope 

ECL Results 

Additional results of the ECL calculations are contained in the relevant sections and Annexures of 
this report. 
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Trade receivables results: 

 

Comments 

The major shift in the ECL amounts during the period arose from ……  

No opinion expressed 

These Expected Credit Losses were calculated based on IFRS 9 and commonly adopted credit 
practices in ABC Country and use information supplied by the group. No audit was performed, and 
we express no audit opinion. 
  

Trade Receivables - External Division / BU #1

Indicative 
Balance sheet 
Total at 30 Jun 

2022 (EUR)
Measurement 

approach

Probability 
of Default

or
Rating

Loss Given 
Default

Through the 
cycle loss 

before 
forward 

adjustment

ECL% (Pre 
Sovereign 

adjustment)

ECL% at 30 
Jun 2022 (> of 
ECL% or Sov%)

Indicative ECL 
amount (EUR)

Indicative Net 
balance (EUR)

Net trade receivables 99,999,999     

Accounts with Credit balances 8,765,432        

Gross trade receivables 108,765,431   

Assessed as follows:

Accounts subject to specific 
provisions and not ECLs

XYZ Mining (Brazi l) 680,954           100.00% 100.00% N/A 100.00% 100.00% (680,954)         -                       

LKJ Healthcare 1,256,096        100.00% 100.00% N/A 100.00% 100.00% (1,256,096)      -                       

Inter-company balances

Company 1 8,888,888        3.61% 34.30% 1.24% 1.98% 1.98% (176,000)         8,712,888           

Company 2 7,777,777        6.81% 38.93% 2.65% 4.24% 4.24% (329,778)         7,447,999           

Company 3 6,666,666        Moodys  RiskCalc 36.18% 40.13% 14.52% 18.15% 18.15% (1,210,000)      5,456,666           

Government
Government of Albania (Dept of 
Health)

10,407,399     Moody's  ra ting Bx 35.00% 3.54% 3.54% (368,422)         10,038,977        

Selected material exposures

ABC Retai l 21,087,654     Adjusted rating Bxx1 35.00% 4.32% 7.71% 7.71% (1,625,858)      19,461,796        

General book 51,999,997     10.35% (5,381,377)      46,618,620        

Not yet due 29,999,999     1.11% 11.11% 0.12% 2.22% 2.22% (666,000)         29,333,999        

1-30 days overdue 6,666,666        2.22% 11.11% 0.25% 3.33% 3.33% (222,000)         6,444,666           

31-60 days overdue 2,222,222        5.55% 11.11% 0.62% 11.11% 11.11% (246,889)         1,975,333           

61-90 days overdue 1,111,111        6.66% 11.11% 0.74% 22.22% 22.22% (246,889)         864,222              

91+ days overdue 11,999,999     8.88% 11.11% 0.99% 33.33% 33.33% (3,999,600)      8,000,399           

Rounding difference -                    -                       

Gross trade receivables 108,765,431   10.14% (11,028,485)    97,736,946        

Specific provision 1,937,050        100.00% (1,937,050)      -                       

ECL (General) Provision 106,828,381   8.51% (9,091,435)      97,736,946        

Empi ri ca l  
hi s tori ca l  data  

wi th judgemental  
overlay

30 Jun 2022

PD and LGD - 
Moodys  RiskCalc
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Terminology 

Technical terms and abbreviations used in IFRS 9 have been use in this report. Their meanings are 
consistent with those of IFRS 9. The following abbreviations are used: 

PD Probability of Default 

LGD  Loss Given Default 

TTC Through-the-cycle  

PIT Point-in-time 

ECL Expected Credit Losses 

Conditioning refers to the process of converting historic through-the-cycle or point-in-time 
measures into forward looking measures. This includes the impact of using forward looking 
indicators and scenarios to arrive at an IFRS 9 compliant Expected Credit Loss (ECL). 

Ratings refer to credit ratings issued by Moody’s Investor Service, S&P Global, and Fitch Ratings. The 
Moody’s ratings scale has been used with ratings from the other agencies mapped to the 
equivalent on the Moody’s scale. All ratings are global, long-term, senior unsecured ratings unless 
otherwise stated.  Where only national scale ratings are available, these have been mapped to an 
equivalent global rating. 
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Expert team 

The i9 Partners team is headed up by its co-founders Laurence Milner and Rosh Segal, but also has 
a strong advisory board of data experts, quantitative and modelling experts, actuaries and credit 
risk specialists in banks and “big 4” audit firms.  

As at June 2022, we have completed over 100 major assignments (generally JSE Listed companies 
or subsidiaries of multi-national Fortune 500 companies) as well as many more smaller ones and our 
methodologies and workings have passed through audit in all the “Big 4” and many of the Global 
network firms. We have also worked as experts or expert sub-contractors or co-contractors for 
several of the above. 

Both Laurence and Rosh have been part of global IFRS 9 ECL measurement projects and guest 
speakers at South African Institute of Chartered Accountants, Cyprus Institute, Moody’s Analytics 
and other business groups conferences and top 10 Audit Firms on the topics of IFRS 9 ECL 
measurement and our experiences in our first assignments. 

Person A - CA(SA) 

[Details] 

Person B - CA(SA) 

[Details] 

Actuary C - (FASSA) 

[Details] 

Moody’s Analytics 

i9 Partners uses the Moody's Analytics Credit Loss and Impairment Analysis Suite which provides 
solutions for the most crucial aspects of the impairment calculation process. Their solutions support 
the different approaches taken by small and large institutions for estimating losses under IFRS 9.  

https://www.moodysanalytics.com/solutions-overview/regulatory-accounting/international-
financial-reporting-standard-ifrs 

We also use Moody’s Analytics quantitative research, economic forecasts and scenarios under 
license. [Etc] 

i9 Partners is supported out of Moody’s Analytics San Francisco and London offices and their 
extensive team of experts.  
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Methodology for calculating Expected Credit Losses 

This section contains a high-level overview of the methods we have used for calculating Expected 
Credit Losses for each financial asset type. The methodologies and assumptions are described fully 
in the relevant sections.  

The methods for calculating Expected Credit Losses for each financial asset type depends on the 
underlying assets and their properties. Sometimes several techniques and models may be used 
within a single asset class. Calculation methods and models may differ from company to company 
based on the types of assets in each category.  

The following methods were used within the group: 

Category Type of credit loss model used Notes Refer to 
publications 

Inter-company 
loans 

Moody’s Analytics “RiskCalc” (ABC 
Country) financial statement PD and 
LGD model and data. 

Adjusted for items such 
as implied group 
support. Where the 
counterparty is an 
investment holding 
company [Etc] 

 

Trade receivables  A combination of models derived from 
internal data and external models 
produced on relevant data.  

For individually material trade 
receivables and inter-company 
accounts, ratings or Moody’s Analytics 
RiskCalc (ABC Country) financial 
statement PD and LGD models, adjusted 
for such items as implied group support.  

For the remainder of trade receivables, 
[Etc] 

Judgmental 
adjustments are made 
to model derived 
calculations on 
occasion. The rationale 
behind any such 
adjustments are 
documented in this 
report 

 

Guarantees Ratings or Moody’s Analytics RiskCalc 
(ABC Country) financial statement PD 
and LGD models, adjusted for such items 
as implied group support. 

  

Sovereign risk 
adjustments 

We provide shown sovereign ratings for 
countries that are sub-investment grade. 
Foreign counterparties are attributed 
[Etc] 
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Calculated through-the-cycle loss rates are converted into point-in-time (PIT) losses and then into 
ECL percentages using Moody’s Analytics ImpairmentCalc product and their GCorr economic 
forecasts and scenarios. 

https://www.moodysanalytics.com/product-list/credit-loss-impairment-analysis-suite 

Introduction to Moody’s Analytics tools  

We frequently refer in the report to the use of the Moody’s Analytics toolsets, models, macro-
economic data, forecasts and scenarios. This section provides context and reference for later 
sections to avoid duplication. 

We use the RiskCalc product (including its LossCalc module) to calculate PD’s and LGD’s based on 
the input of financial statements of a counterparty. Where reliable financial statements (which may 
include management accounts) are not available we use alternative techniques to calculate PD’s 
and LGDs. Where a company is rated we may use that rating instead of the RiskCalc PD.  

RiskCalc uses a very comprehensive multi-decade historical database of company financial 
information and default events to calculate PD and LGD. 

The output from RiskCalc is a through-the-cycle measure of PD and LGD, which have to be 
converted to Point-in-time measures (at measurement date) and then conditioned into a forward-
looking measure, using forward looking indicators and scenarios to arrive at an IFRS 9 compliant 
Expected Credit Loss (ECL). 

We use the ImpairmentCalc product to convert (or condition) through-the-cycle PDs and LGDs as 
well as ratings into ECLs through the use of forward-looking information. ImpairmentCalc uses the 
Moody’s multi-factor GCorr credit risk model, validated historic macro-economic data and 
forecast macro-economic data and scenarios with recommended weightings.  

The output of ImpairmentCalc is a term ECL (i.e. 12 months, Lifetime or a specific period in 
between).  

A flowchart outlining how the tools interact is included in “Annexure : Toolsets used to deliver IFRS 9 
ECL’s” 

Conversion of ratings and historic PD and LGD into an ECL  

Ratings, measured PD and LGD’s are converted from TTC to PIT measures using Moody’s Analytics 
ImpairmentCalc product. ImpairmentCalc then converts (or “conditions”) these historic or point-in-
time measures into forward looking measures that constitute the ECL. This conditioning utilises their 
proprietary models, their database of validated historic macroeconomic and default data and 
forecast scenarios and recommended weightings of scenarios.  

Moody’s Analytics produces a set of macroeconomic forecasts for ABC Country that considers the 
historical accuracy of various forecasters to identify reliable sources. These are incorporated into 
their GCorr macroeconomic forecast set. Based on research conducted by Moody’s Analytics 
they recommend the use of their Baseline, Stronger Near-Term Rebound (S1) (“Bullish”), and 
Moderate Recession (S3)(“Bearish”) forecast sets weighted 40%, 30%, 30% respectively for a forward 
looking adjustment for the purposes of IFRS 9. They consider both public and private ABC Country 
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company defaults in this research. The methodology does consider the industry of the asset and 
includes in the calculations likely volatility of that industry to the average impact of the ABC 
Country economy. 

Moody’s Analytics does not disclose the specific macroeconomic variables that they have found 
to be best predictive of changes in credit risk in ABC Country but do provide indicators of the 
impact of certain of their measures. The forecast GDP growth for the year to Q2 202x ranges from -
2.x% to 2.x% with the baseline at x.x%. The economy is forecast to reach pre-covid levels (Q4 2019) 
between Q3 202x and Q1 202x across the three scenarios. GDP is not the only factor that 
determines the extent of the adjustment but is described here to illustrate the extent of impact on 
the general economy that is being taken into account. 
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Inter-company and related party loans  

Refer to Annexure for detailed workings on Inter-company loans. 

Basis of valuation  

The loans between Group companies (inter-company loans) and any related party loans were 
valued based on the risk of the counterparty under the general approach. 

Staging  

If a loan is in Stage 1, a one-year ECL is applied.  

Where there has been a significant increase in credit risk, a loan is regarded as being in Stage 2 
[Etc] 

If a loan is credit impaired, it is regarded as being Stage 3 and a lifetime ECL is applied. No interest 
should be accrued on the loan. 

Breach of covenant  

[Detail any breach of covenant or material changes in financing arrangements] 

Loans impaired in full  

Where any loan has been impaired in full, we have not performed any measurements on them. 

Loan terms 

A full list of loans and their terms is included in the Annexure. 

Subordinated loans or loans that have restricted terms of repayment  

Where a loan is subordinated or has restricted terms of repayment, the term of the loan would be 
extended to the estimated date that such restriction [Etc] 

Loans with fixed terms 

Where a loan has a fixed term, this term is applied to the calculation of the ECL and a 1 year or 
lifetime ECL is applied depending [Etc] 

Loans repayable on demand  

Where a loan is repayable on demand, an assessment is made of the debtor’s ability to repay if 
demand for immediate repayment was made. If there are: 

 Sufficient cash and near cash investments to make repayment, it is assumed that [Etc] 
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 Insufficient cash resources, or a restriction on repayment is imposed by sub-ordination, 
covenants or any other reason, the term of a loan is estimated by [Etc] 

In the absence of any defined refinancing plans that indicate otherwise, we have assumed a 
maximum term of X years for the loans in line with the general funding cycle of the business. 

The ECL is calculated over the term of the loan.  

Interest rates 

The interest rates used are the stated rates of each loan. ECL calculations include the interest rate 
of each loan. 
 

Methodology  

Measurement of PD and LGD  

The PD’s and LGD’s were measured using Moody’s Analytics RiskCalc. These are historical through-
the-cycle PD and LGD measures.  

Investment holding companies 

Where the nature of the counterparty is an investment holding company holding shares for the 
purposes of long term investment, we [Etc] 

[Details] 

Investment companies 

Where the nature of the counterparty is one that has investments in assets that can be easily 
realised at an objective market value, the PD is derived by RiskCalc. The LGD is based on [Etc] 

[Details] 

Data used   

The inputs into this were the Month 20XX audited financial statements and Month 20XX 
management accounts of the entities on which the PD’s and LGD’s are based. 

Conversion of historical PD and LGD into ECLs  

The resultant PD’s and LGD’s were then converted into ECL’s using the methods described in the 
section of the report “Methodology for calculating Expected Credit Losses”.  

Company specific notes  

Minimum PD 

[Where a minimum PD is appropriate, describe the situation, factors and impact]. 
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Group treasury company  

Abc Financial Services Ltd serves as a treasury company to the group. We have based the PD on 
XXX for the following reasons … 
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Guarantees 

Refer to the Annexure for detailed workings. 

Introduction 

Illustrative Limited has loans from and banking and credit facilities with one or more lenders and 
banks. Management have informed us that the loan agreements have created an SPV [Etc] 

Basis of valuation 

The fair value of the guarantee is measured at the date of issue and amortised to the financial 
period end date. This amortised cost is compared to the ECL measured on a one year or lifetime 
basis depending on the Stage and the higher of the two is recognised. 

The risk of the guarantee on date of issue is determined by the cost of the guarantee where an 
arm’s length price was paid. Where no payment was made, the cost is determined by the saving in 
interest rate that was achieved by the issuance of guarantee where such a guarantee is 
supporting a lending transaction. In the absence of either of these, the risk of the guarantee is 
determined as the expected credit losses that will be occurred over the lifetime of the guarantee. 

Guarantees were valued based on the risk of the counter-party whose obligations have been 
guaranteed. The ECL on the guarantee is limited by the fair value of the guarantor. The net asset 
value has been used as the indicator of fair value. 

Where cross guarantees have been issued by a number of group companies [Etc] 

Completeness 

Our work [Etc] 

Methodology 

Term and amount of revolving facilities without a specified term 

Where a guarantee is for a revolving facility that does not have a fixed term, we assume the term 
to be x years. We assume the facility will [Etc] 

Size of pre-settlement, contingent and similar facility types 

Where a guarantee is for a pre-settlement, contingent or similar type of facility, the facility size that 
is subject to ECL is not the full amount of this facility but is a portion thereof … [Etc] … multiplied by 
the Credit Conversion Factor set out in Basel 2. 

Measurement of PD and LGD 

The PD’s and LGD’s were measured using Moody’s Analytics RiskCalc. These are historical through-
the-cycle PD and LGD measures.  
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Data used  

The inputs into this were the Month 20XX audited financial statements and Month 20XX 
management accounts of the entities on which the PD’s and LGD’s are based. 

Where property valuations are utilised, these are derived from [Etc] 

Conversion of historical PD and LGD into ECLs  

The resultant PD’s and LGD’s were then converted into ECL’s using the methods described in the 
section of the report “Methodology for calculating Expected Credit Losses”.  

Limits to a guarantee 

Where a guarantee is limited, the total possible ECL is calculated first. The resultant ECL is then 
limited to [Etc] 

Client specific notes 

For example: ABC (Pty) Limited has loans from and banking and credit facilities with one or more 
lenders and banks. Management have informed us that the loan agreements have created an 
SPV which has guaranteed the amounts and which in turn has a claim against a number of ABC 
group companies. It is through this claim that an ECL arises for each of these companies. 
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Trade receivables 

Results and comments 

The detailed results are set out in the Annexures . Information relating to each entity is included in 
the “Company specific notes” at the end of this section. 

The increase in the ECL percentages from June 2021 to Month 2022 is caused by a combination of 
… 

An example of how results are presented is as follows (refer to Annexures for additional examples): 

 
  

Trade Receivables - External Division / BU #1

Indicative 
Balance sheet 
Total at 30 Jun 

2022 (EUR)
Measurement 

approach

Probability 
of Default

or
Rating

Loss Given 
Default

Through the 
cycle loss 

before 
forward 

adjustment

ECL% (Pre 
Sovereign 

adjustment)

ECL% at 30 
Jun 2022 (> of 
ECL% or Sov%)

Indicative ECL 
amount (EUR)

Indicative Net 
balance (EUR)

Net trade receivables 99,999,999     

Accounts with Credit balances 8,765,432        

Gross trade receivables 108,765,431   

Assessed as follows:

Accounts subject to specific 
provisions and not ECLs

XYZ Mining (Brazi l) 680,954           100.00% 100.00% N/A 100.00% 100.00% (680,954)         -                       

LKJ Healthcare 1,256,096        100.00% 100.00% N/A 100.00% 100.00% (1,256,096)      -                       

Inter-company balances

Company 1 8,888,888        3.61% 34.30% 1.24% 1.98% 1.98% (176,000)         8,712,888           

Company 2 7,777,777        6.81% 38.93% 2.65% 4.24% 4.24% (329,778)         7,447,999           

Company 3 6,666,666        Moodys  RiskCalc 36.18% 40.13% 14.52% 18.15% 18.15% (1,210,000)      5,456,666           

Government
Government of Albania (Dept of 
Health)

10,407,399     Moody's  ra ting Bx 35.00% 3.54% 3.54% (368,422)         10,038,977        

Selected material exposures

ABC Retai l 21,087,654     Adjusted rating Bxx1 35.00% 4.32% 7.71% 7.71% (1,625,858)      19,461,796        

General book 51,999,997     10.35% (5,381,377)      46,618,620        

Not yet due 29,999,999     1.11% 11.11% 0.12% 2.22% 2.22% (666,000)         29,333,999        

1-30 days overdue 6,666,666        2.22% 11.11% 0.25% 3.33% 3.33% (222,000)         6,444,666           

31-60 days overdue 2,222,222        5.55% 11.11% 0.62% 11.11% 11.11% (246,889)         1,975,333           

61-90 days overdue 1,111,111        6.66% 11.11% 0.74% 22.22% 22.22% (246,889)         864,222              

91+ days overdue 11,999,999     8.88% 11.11% 0.99% 33.33% 33.33% (3,999,600)      8,000,399           

Rounding difference -                    -                       

Gross trade receivables 108,765,431   10.14% (11,028,485)    97,736,946        

Specific provision 1,937,050        100.00% (1,937,050)      -                       

ECL (General) Provision 106,828,381   8.51% (9,091,435)      97,736,946        

Empi ri ca l  
hi s tori ca l  data  

wi th judgemental  
overlay

30 Jun 2022

PD and LGD - 
Moodys  RiskCalc
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Basis of valuation 

Trade receivable ECL’s were measured under the simplified approach. 

Key estimates and assumptions 

All the estimates and material assumptions we have made are documented in the various sections 
of this report. 

A document setting out examples of key estimates and assumptions that other companies have 
used in their financial statement disclosure is available.  

Methodology 

Overall approach 

We start with the total trade receivables book and then assess it as follows, where possible: 

 

Total book (per age analysis) (illustrative)  990,000 

Add: Accounts with credit balances  9,999 

Gross exposure  999,999 

Inter-company balances  111,111 

Items subject to specific provision (determined by 
management) 

 66,666 

Individually material balances (where possible to measure)  222,222 

General book (Split into ageing and segments where 
appropriate) 

 600,000 

Inter-company balances 

The measurement of the ECL’s is the same as that described in “Inter-company loans” except that 
staging is not considered and a X-month term [Etc] 

Individually material balances 

We identify all customer accounts that could separately materially impact the ECL or large 
accounts that can be reliably measured through either ratings or their financial statements.  

We generally use a benchmark of accounts that exceed X% [Etc] 

The measurement of ECL’s on individual balances is based on a combination of ratings or 
calculated PD’s and LGD’s using Moody’s Analytics’ RiskCalc and then conditioned into ECLs using 
ImpairmentCalc, unless otherwise stated. 
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Where such a balance cannot be reliably measured separately, or requires undue cost or effort, it 
is included in the general book. 

Government balances 

[Where appropriate] 

Balances owing by central and provincial government are separately assessed and their ECL is 
generally based on the sovereign credit risk of their country [Etc] 

General book 

We use the company’s internal history to measure the ECL on the general book. Our preference is 
to use a 60 month history to obtain a through-the-cycle (TTC) measure of PDs and LGD.  

We measure a TTC PD for each age bucket of the book and a single average TTC LGD. The 
methods used to measure the PDs and LGD and the conditioning into the ECL are described in the 
section below.  

General book 

Data used  

Management provided us with the following information (where relevant): 

 monthly, per customer, aged balances 
 write-offs in the debtors’ ledger  
 [Etc] 

[Identification of write-offs and losses] 

Identification of separate risk buckets within the book 

Where a book has material categories of customers that are likely to display significantly different 
credit risk characteristics, we would consider them separately.  

Where it is impractical to measure a risk bucket separately, often due to [Etc] 

Definition of default 

The group’s policy is to define a default as a credit sale that is uncollected after X days (“Default 
gate”).  

Techniques used to calculate empirical default and loss rates 

The amount showing in the current age bucket for a customer is tracked throughout its life. This is 
performed every month and for every customer account. Once the amount ages through the 
default point it is flagged as [Etc] 
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A run-off triangle is built to model the ageing characteristic of the book. Some of the outputs [Etc] 

PD’s are calculated per age bucket. They are calculated per year and in aggregate. 

A loss amount for the entire period is calculated, i.e. a through-the-cycle loss. Losses are based on 
[Etc] 

Sample reports and a methodology flowchart are contained in the Annexures. 

Determination of loss rates  

The loss rate is determined judgmentally by considering: 

 the actual write-off history over the full period 
 rule-based loss estimation (i.e. actual write-offs plus amounts still in collection for more than n 

months) 
 benchmarking  
 expected losses modelled using a basic chain run-off triangle 

Consideration is also given to the length of available default and recovery data history, company 
practice on when losses are actually written off, size of the book (number of debtors and amounts), 
data quality and the variations between the measures over time.  

Each company’s notes indicate the basis used for their LGD. 

[Discuss whether debt collection and associated legal costs are added to losses]. 

Rule based losses  

Amounts that have defaulted but not have not yet been written-off are classified as still in 
collection. These amounts may be collected or written off in future. The longer these amounts are 
in collection, the riskier they become and the higher the probability of loss on them. The best 
estimate of historical through-the-cycle losses is to [Etc] 

Benchmarking to downside expected loss 

Our standard methodology incorporates a benchmarking process on the LGD. The benchmarks 
include a downturn rule-based loss estimate as well as a comparison to the LGD’s measured by 
RiskCalc on the most comparable asset class.  

The decision to moderate the calculated loss rates depends on various factors including the quality 
and quantity of data [Etc] 

Conversion of historic PD and LGD into ECLs 

The resultant PD’s and LGD’s were then converted or conditioned into ECL’s using the methods 
described in the section of the report “Methodology for calculating Expected Credit Losses”. 
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Other  

Time value of money 

No discounting of cashflows was performed as the effective interest rate (EIR) was [Etc] 

Impact of VAT recoveries on losses 

[Discuss how VAT is treated in the LGD] 

Credit insurance 

[Discuss the impact of credit insurance] 

ECL to be calculated on gross risk  

The ECL percentage should be applied to the gross amounts at risk and should exclude certain 
credit balances.   

At an account level, credit amounts in age buckets should be [Etc] 

VAT 

[Discuss whether balances incl or excl VAT have been used, the reasons for this as well as the mix of 
VAT rates] 

Calculation of Not-Yet-Due amounts  

Where we have presented a Not-Yet-Due (NYD) bucket ECL%, this relates to all the transactions 
that are still within credit terms.   

Assumptions 

Assumptions are included in the various sections of this asset class.  

Multi-factor correlations of macroeconomic variables to defaults are …. We used the correlations 
provided by Moody’s Analytics’ ImpairmentCalc which are based on their study and statistical 
assessment of a limited number of suitable factors that have provided the highest correlation 
across the entire economy [Etc] 

The major assumptions relating to the model, macro-economic forecasts and scenarios used in the 
Moody’s Analytics ImpairmentCalc forward looking conversions are described in the section 
“Conversion of ratings and historic PD and LGD into an ECL”.  

The through-the-cycle LGD treats balances that are older than 12 months in default as losses. 

Assumptions and reasoning relating to individual companies are included in the “Company 
specific notes” section below. 
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Types of provisions 

IFRS 9 requires that a valuation of any financial asset needs to take into account expected credit 
losses. We have not calculated any “Credit note” or similar provisions to cater for product returns 
etc. 

Specific provision 

Accounts that are objectively irrecoverable, due to events like liquidation or business rescue or 
where recovery is not being pursued and are effectively [Etc] 

ECL provision 

This ECL is a general provision and applies to all balances that are not subject to a specific 
provision. 
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Company specific notes 

ABC manufacturing  

The company forms part of the XXX division and is located in [Country]. 

The ECL measurement was based on XX months or X years data up to May 2022. 

We have combined the following trade receivables ageing reports (per account reporting). There 
were 3 separate formats which we have normalised. 

 

The company does insure some balances, subject to a deductible of 10% per claim.  

[Discuss how this impacts the measurement techniques] 

We have used the company’s internal history for the LGD of the general book and use equal 
weightings  between: 

 rule-based losses, treating accounts in default for more than X months as TTC losses;  
 a downside loss indicator using rule-based losses, treating accounts in default for more than X 

months as TTC losses; and 
 benchmark. 

We estimate that there are balances of CU X.Xm that are older than 12 months in default and 
recommend that management assess them and provide a specific provision on them in excess of 
the ECL. 

As an indicator of potential losses on this cohort, historical average recoveries on them have been 
approximately X% over the following 12 months. 

Order File Date Rows Format type
1 Customer ageing - Bumper - 28 February 2019.xlsx 02-2019 46 A
2 Customer ageing - Bumper - 30 April 2018.xlsx 04-2018 51 A
3 Customer ageing - Bumper - 30 April 2019.xlsx 04-2019 44 B
4 Customer ageing - Bumper - 30 June 2018.xlsx 06-2018 53 B
5 Customer ageing - Bumper - 30 June 2019.xlsx 06-2019 43 B
6 Customer ageing - Bumper - 30 November 2018.xlsx 11-2018 44 B
7 Customer ageing - Bumper - 30 November 2019.xlsx 11-2019 40 B
8 Customer ageing - Bumper - 30 September 2018.xlsx 09-2018 47 B
9 Customer ageing - Bumper - 30 September 2019.xlsx 09-2019 43 B

10 Customer ageing - Bumper - 31 August 2018.xlsx 08-2018 49 A
11 Customer ageing - Bumper - 31 August 2019.xlsx 08-2019 41 A
12 Customer ageing - Bumper - 31 December 2018.xlsx 12-2018 45 A
13 Customer ageing - Bumper - 31 December 2019.xlsx 12-2019 38 A
14 Customer ageing - Bumper - 31 January 2019.xlsx 01-2019 46 A
15 Customer ageing - Bumper - 31 July 2018.xlsx 07-2018 54 A
16 Customer ageing - Bumper - 31 July 2019.xlsx 07-2019 42 A
17 Customer ageing - Bumper - 31 March 2018.xlsx 03-2018 51 A
18 Customer ageing - Bumper - 31 March 2019.xlsx 03-2019 47 A
19 Customer ageing - Bumper - 31 May 2018.xlsx 05-2018 51 A
20 Customer ageing - Bumper - 31 May 2019.xlsx 05-2019 41 C
21 Customer ageing - Bumper - 31 October 2018.xlsx 10-2018 47 C
22 Customer ageing - Bumper - 31 October 2019.xlsx 10-2019 39 C
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We note a large balance relating to ABC Co of CU X.Xm, in the above, that appears to have been 
outstanding for a significant period. 

Write-offs and costs provided to us have been revised from those provided last year. 

The write-off and costs history provided to us were: 
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Cash Balances 

Refer to Annexure for detailed workings. 

Basis of valuation  

The ECL on cash balances has been calculated under the general approach. 

Measurement of Ratings and LGD  

We used the Moody’s ratings of the financial institution where the cash balance is held. The LGD’s 
were measured using Moody’s Analytics RiskCalc.  

Term 

Terms are based on the term of the deposit, adjusted for managements expectation of utilisation 
of the balance.  

Conversion of historical PD and LGD into ECLs  

The Ratings and resultant LGD’s were then converted into ECL’s using the methods described in the 
section of the report “Methodology for calculating Expected Credit Losses”.  
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Sovereign ratings 

We have shown sovereign ratings for all countries that are sub-investment grade. Where the trade 
receivables of, or loan from, a foreign subsidiary are consolidated into group financial statements, 
the impact of the sovereign risk should be considered and the higher is normally applied. We have 
added these sovereign ECL’s to all the relevant schedules and also shown the higher of the ECL 
and sovereign ECL. 

We have used the ratings of Moody’s Investor Services where available. For countries not rated by 
Moody’s, we have used those of S&P Global or Fitch Ratings and mapped them to the equivalent 
Moody’s rating. Where the country is not rated by any of the major international rating agencies, 
we have estimated the rating based on risk assessments produced by COFACE or the Economist 
Intelligence Unit.  

We have used Moody’s Analytics ImpairmentCalc tool to convert ratings into ECL percentages. 
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Annexure : Sovereign ratings - ECL percentages   

Sovereign ratings have been calculated as at 30 June 2022. Refer to the methodology section in the main 
report. 

[Note: These are fictional ratings and ECL%’s] 

 
  

Sovereign Ratings & ECL Rating Source Rating
Country 

Sovereign LGD
ECL%

Country A Moody's Investor Services Bx 34% 2.57%

Country B Moody's Investor Services Bx2 40% 1.45%

Country C Moody's Investor Services Cx1 42% 5.70%

Country D Moody's Investor Services Bx2 39% 1.19%
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Annexure : Trade receivables ECL percentages - Format 1 

 

 
  

Trade Receivables - External Division / BU #1

Indicative 
Balance sheet 
Total at 30 Jun 

2022 (EUR)
Measurement 

approach

Probability 
of Default

or
Rating

Loss Given 
Default

Through the 
cycle loss 

before 
forward 

adjustment

ECL% (Pre 
Sovereign 

adjustment)

ECL% at 30 
Jun 2022 (> of 
ECL% or Sov%)

Indicative ECL 
amount (EUR)

Indicative Net 
balance (EUR)

Net trade receivables 99,999,999     

Accounts with Credit balances 8,765,432        

Gross trade receivables 108,765,431   

Assessed as follows:

Accounts subject to specific 
provisions and not ECLs

XYZ Mining (Brazil) 680,954           100.00% 100.00% N/A 100.00% 100.00% (680,954)         -                       

LKJ Healthcare 1,256,096        100.00% 100.00% N/A 100.00% 100.00% (1,256,096)      -                       

Inter-company balances

Company 1 8,888,888        3.61% 34.30% 1.24% 1.98% 1.98% (176,000)         8,712,888           

Company 2 7,777,777        6.81% 38.93% 2.65% 4.24% 4.24% (329,778)         7,447,999           

Company 3 6,666,666        Moodys Ri skCa lc 36.18% 40.13% 14.52% 18.15% 18.15% (1,210,000)      5,456,666           

Government
Government of Albania (Dept of 
Health)

10,407,399     Moody's  rating Bx 35.00% 3.54% 3.54% (368,422)         10,038,977        

Selected material exposures

ABC Retail 21,087,654     Adjus ted rating Bxx1 35.00% 4.32% 7.71% 7.71% (1,625,858)      19,461,796        

General book 51,999,997     10.35% (5,381,377)      46,618,620        

Not yet due 29,999,999     1.11% 11.11% 0.12% 2.22% 2.22% (666,000)         29,333,999        

1-30 days overdue 6,666,666        2.22% 11.11% 0.25% 3.33% 3.33% (222,000)         6,444,666           

31-60 days overdue 2,222,222        5.55% 11.11% 0.62% 11.11% 11.11% (246,889)         1,975,333           

61-90 days overdue 1,111,111        6.66% 11.11% 0.74% 22.22% 22.22% (246,889)         864,222              

91+ days overdue 11,999,999     8.88% 11.11% 0.99% 33.33% 33.33% (3,999,600)      8,000,399           

Rounding difference -                    -                       

Gross trade receivables 108,765,431   10.14% (11,028,485)    97,736,946        

Specific provision 1,937,050        100.00% (1,937,050)      -                       

ECL (General) Provision 106,828,381   8.51% (9,091,435)      97,736,946        

Empi rica l  
historica l  data 

wi th judgemental  
overlay

30 Jun 2022

PD and LGD - 
Moodys Ri skCa lc



Annexures 

   Page | 28 This report contains illustrative but proprietary methodology and 
information. This may not be reproduced in any form. © i9 Partners 2022. 

Annexure : Trade receivables ECL percentages - Format 2 

 
  

Trade Receivables - External Business Unit #1

Indicative 
amount at 30 

Jun 2022 
(EUR)

Measurement 
approach

Probability 
of Default

or
Rating

Sovereign 
Rating

Loss Given 
Default

Through 
the cycle 

loss before 
forward 

adjustment

ECL % prior 
to adj for 
sovereign 

risk
ECL% on 

Sovereign
ECL% at 30 
Jun 2022

Indicative ECL 
amount (EUR)

Indicative Net 
balance (EUR)

Net trade receivables 99,999,999    
Accounts with credit balances 8,765,432      
Other reversals  (eg Interest) -                  
Gross trade receivables 108,765,431 

Assessed as fol lows:

Accounts subject to specific 
provisions and not ECLs

XYZ Mining (Brazil ) 680,954         100.00% 100.00% N/A 100.00% 100.00% (680,954)       -                  
LKJ Healthcare 1,256,096      100.00% 100.00% N/A 100.00% 100.00% (1,256,096)   -                  

Inter-company balances
Company 1 8,888,888      PD and LGD - RiskCalc 3.61% 34.30% 1.24% 1.98% 1.98% (176,000)       8,712,888      
Company 2 7,777,777      PD and LGD - RiskCalc 6.81% 38.93% 2.65% 4.24% 4.24% (329,778)       7,447,999      
Company 3 6,666,666      PD and LGD - RiskCalc 36.18% 40.13% 14.52% 18.15% 18.15% (1,210,000)   5,456,666      

Government
Government of Albania (Dept of 
Health)

10,407,399    Moody's rating Bx 35.00% 2.57% 3.54% 3.54% (368,422)       10,038,977    

Selected material exposures
None
Refer schedule -                  
ABC Retai l 21,087,654    Estimated rating Bxx1 x.xx% xxx 0.00% -                 21,087,654    

General book 51,999,997    (5,682,232)   46,317,765    

Not yet due - Total 29,999,999    1.32% (395,350)       29,604,649    

General book 27,670,776    Empirical - Note 1 1.00% 25.00% 0.25% 1.00% 1.00% (276,708)       27,394,068    
Balances in higher risk foreign 
countries

Albania 451,223         > Sov rate & Empirical Bx 35.00% 1.00% 2.57% 2.57% (11,596)         439,627         
Barbados 1,878,000      > Sov rate & Empirical Cx1 35.00% 1.00% 5.70% 5.70% (107,046)       1,770,954      

1-30 days past due - Total 6,666,666      2.97% (197,994)       6,468,672      

General book 4,523,549      Empirical - Note 1 2.00% 25.00% 0.50% 2.00% 2.00% (90,471)         4,433,078      
Balances in higher risk foreign 
countries

Albania 467,567         > Sov rate & Empirical Bx 35.00% 2.00% 2.57% 2.57% (12,016)         455,551         
Barbados 1,675,550      > Sov rate & Empirical Cx1 100.00% 2.00% 5.70% 5.70% (95,506)         1,580,044      

31-60 days past due - Total 2,222,222      3.00% (66,667)         2,155,555      

General book 2,086,766      Empirical - Note 1 5.00% 25.00% 1.25% 3.00% 3.00% (62,603)         2,024,163      
Balances in higher risk foreign 
countries

Albania 135,456         > Sov rate & Empirical Bx 35.00% 3.00% 2.57% 3.00% (4,064)           131,392         
Barbados -                  > Sov rate & Empirical Cx1 100.00% 3.00% 5.70% 5.70% -                 -                  

61-90 days past due - Total 1,111,111      20.00% (222,222)       888,889         

General book 976,544         Empirical - Note 1 30.00% 25.00% 7.50% 20.00% 20.00% (195,309)       781,235         
Balances in higher risk foreign 
countries

Albania 134,567         > Sov rate & Empirical Bx 35.00% 20.00% 2.57% 20.00% (26,913)         107,654         
Barbados -                  > Sov rate & Empirical Cx1 100.00% 20.00% 5.70% 20.00% -                 -                  

90+ days past due - Total 11,999,999    40.00% (4,800,000)   7,199,999      

General book 5,476,890      Empirical - Note 1 100.00% 25.00% 25.00% 40.00% 40.00% (2,190,756)   3,286,134      
Balances in higher risk foreign 
countries

Albania 6,523,109      > Sov rate & Empirical Bx 35.00% 40.00% 2.57% 40.00% (2,609,244)   3,913,865      
Barbados > Sov rate & Empirical Cx1 100.00% 40.00% 5.70% 40.00% -                 -                  
Rounding difference -                  

Gross trade receivables 108,765,431 8.92% (9,703,482)   99,061,949    

Specific provision 1,937,050      100.00% (1,937,050)   -                  
ECL (General) Provision 106,828,381 7.27% (7,766,432)   99,061,949    

30 June 2022
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Annexure : Inter-company loans - ECL percentages   

 
  

Lender Borrower  Amount Fx Loan Type Able to pay 
on Demand

Stage Losses 
measured

 Amount EUR 1YR PD of entity 
(uncapped)

1 YR LGD  Remaining
Term 

ECL%

↓
ECL Amount

↓
Net Balance

↓

Il lustrative Co ABC Co 913,456               On demand N 2 Lifetime 913,456                  0.82% 57.31% 0.9                    0.80% 7,301-                    906,155                   

Il lustrative Co DEF Co 1,077,210            On demand N 2 Lifetime 1,077,210               4.70% 57.85% 0.7                    0.79% 8,560-                    1,068,650               

ABC Co WWW Co 193,750               On demand N 2 Lifetime 193,750                  4.52% 57.83% 5.0                    4.12% 7,988-                    185,762                   

DEF Co HJI Co 91,457,589          On demand Y 1 12 month 91,457,589             1.49% 57.41% 0.0                    0.00% -                        91,457,589             

DEF Co AAA Co 5,277,140            On demand N 2 Lifetime 5,277,140               14.22% 59.18% 5.0                    4.14% 218,644-               5,058,496               

WWW Co Il l  Sub 187,098,000       On demand N 2 Lifetime 187,098,000          1.31% 57.38% 3.0                    1.21% 2,269,454-            184,828,546           
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Annexure : Guarantees - ECL percentages   

Guarantees - Value of guarantee based on amortised cost basis Illustrative Company

Facility Origination date
Term 

(months) Nominal facility Interest rate
Exposure 

factor
Amount/

Value Term PD LGD Loss

Lifetime 
ECL at 

origination 
date

Guarantee 
Cost at 

origination Notes

Amortisation 
1/9/2020 - 
31/3/2021

Amortised 
cost at 31 

March 2021

Illustrative Co 01/09/2020 60 4,162,182           7.50% 4,162,182        2.51% 54.64% 1.37% 0.75% 31,216         3,642            27,574            

Amortisation 
1/10/2019 - 
31/3/2020

Amortised cost 
at 31 March 

2020 Notes

Amortisation 
1/4/2020 - 
31/3/2021

Amortised 
cost at 31 

March 2021

ABC Co
Term Loan 30/09/2019 45 10.00% 53,862,181     5.24% 58.40% 3.06% 2.35% 1,268,165   169,089        1,099,077         338,177       760,899          
DEF Co
Overdraft 30/09/2019 60 15,000,000     7.19% 58.40% 4.20% 4.86% 729,078      -                 729,078            -                729,078          
Fuel facil ity 30/09/2019 60 250,000           7.19% 58.40% 4.20% 4.86% 12,151         -                 12,151               -                12,151            
GHI Co
Overdraft 30/09/2019 60 15,000,000     7.19% 58.40% 4.20% 4.86% 729,078      -                 729,078            -                729,078          
ABF (weighted average) 30/09/2019 Variable 10.25% 4,135,275        2.42% 58.40% 1.41% 1.30% 53,623         14,597          39,026               1 27,578          11,448            
GBF for guarantees/forward exchange 30/09/2019 60 7,500,000           750,000           7.19% 58.40% 4.20% 4.86% 36,454         -                 36,454               -                36,454            

88,997,456     2,828,550   183,685        2,644,865         365,755       2,279,110       

ECL at origination 1 September 2020 (based on full term)

31 March 2020ECL at origination 30 September 2019 (based on full term) 31 March 2021
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Annexure : Toolsets used to deliver IFRS 9 ECL’s 
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Moody’s Analytics’ tools used by i9 Partners for ECL 

Riskcalc ™  

 

Produces PD and LGD. [Etc] 

ImpairmentCalc ™ and GCorr ™  

 

Produces ECL from Ratings, PD’s and LGD’s. [Etc] 

 

™ RiskCalc, LossCalc, ImpairmentCalc and GCorr are trademarks of Moody’s Analytics. 
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Annexure : Trade receivables ECL methodology flowchart 
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Sample outputs from i9 Partners’ Trade Receivables ECL Engine  

(Note: These examples are generic system notes and do not relate to this company) 

Summary of results - PD’s and LGD 

 

PD Rates – Through the cycle and per annum 
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Loss rates – Based on various loss rate measures 

 

Re-aged balances and probable losses per aged month 

 


