ABANS FINANCE PRIVATE LIMITED

Note on expected credit losses (ECL)

The Company is required to recognise expected credit losses (ECLs) based on forward-looking
information for all financial assets at amortised cost, lease receivables, debt financial assets,
loan commitments and financial guarantee contracts. No impairment loss is applicable on
equity investments.

At the reporting date, an allowance (or provision for loan commitments and financial
guarantees) is required for the 12 month ECLs. If the credit risk has significantly increased
since initial recognition (Stage 1), an allowance (or provision) should be recognised for the
lifetime ECLs for financial instruments for which the credit risk has increased significantly
since initial recognition (Stage 2) or which are credit impaired (Stage 3).

The measurement of ECL is calculated using three main components: (i) probability of default
(PD) (ii) loss given default (LGD) and (iii) the exposure at default (EAD). The 12 month and
lifetime PDs represent the PD occurring over the next 12 months and the remaining maturity
of the instrument respectively. The EAD represents the expected balance at default, taking into
account the repayment of principal and interest from the balance sheet date to the default event
together with any expected drawdowns of committed facilities. The LGD represents expected
losses on the EAD given the event of default, taking into account, among other attributes, the
mitigating effect of collateral value at the time it is expected to be realised and the time value
of money.

IRAC provisions and ECL The following table compares IRAC provisions and ECL
requirements: IRAC provision ECL allowance Asset is originated; perfectly standards 0.40%
in case of standard assets Based on a 12-month probability of default. Asset is between 30 DPD
and 89 DPD Asset is standard; hence provision is 0.40% Based on a lifetime probability of
default Asset is >89 DPD Different for different levels of substandard assets, but starting from
10% of the exposure Since default has already occurred, ECL will be based on loss given
default.

The Company applies a three-stage approach to measure ECL on financial assets accounted for
at amortised cost. Assets migrate through the following three stages based on the change in
credit quality since initial recognition.

1. Stage 1: 12-months ECL

For exposures where there has not been a significant increase in credit risk since initial
recognition and that are not credit impaired upon origination, the portion of the lifetime
ECL associated with the probability of default events occurring within the next 12 months
is recognised. Exposures with days past due (DPD) less than or equal to 29 days are
classified as stage 1. The Company has identified zero bucket and bucket with DPD less
than or equal to 29 days as two separate buckets.



2. Stage 2: Lifetime ECL — not credit impaired

For credit exposures where there has been a significant increase in credit risk since initial
recognition but that are not credit impaired, a lifetime ECL is recognised. Exposures with
DPD equal to 30 days but less than or equal to 89 days are classified as stage 2. At each
reporting date, the Company assesses whether there has been a significant increase in credit
risk for financial asset since initial recognition by comparing the risk of default occurring
over the expected life between the reporting date and the date of initial recognition. The
Company has identified cases with DPD equal to or more than 30 days and less than or
equal to 59 days and cases with DPD equal to or more than 60 days and less than or equal
to 89 days as two separate buckets.

3. Stage 3: Lifetime ECL — credit impaired
Financial asset is assessed as credit impaired when one or more events that have a
detrimental impact on the estimated future cash flows of that asset have occurred. For
financial asset that have become credit impaired, a lifetime ECL is recognised on principal
outstanding as at period end. Exposures with DPD equal to or more than 90 days are
classified as stage 3.

A loan that has been renegotiated due to a deterioration in the borrower’s condition is
usually considered to be credit-impaired unless there is evidence that the risk of not
receiving contractual cash flows has reduced significantly and there are no other indicators
of impairment. ECL is recognised on EAD as at period end.

If the terms of a financial asset are renegotiated or modified due to financial difficulties of
the borrower, then such asset is moved to stage 3, lifetime ECL under stage 3 on the
outstanding amount is applied.

The Company assesses when a significant increase in credit risk has occurred based on
quantitative and qualitative assessments. Exposures are considered to have resulted in a
significant increase in credit risk and are moved to Stage 2 when:

1. Quantitative test: Accounts that are 30 calendar days or more past due move to Stage 2
automatically. Accounts that are 90 calendar days or more past due move to Stage 3
automatically.

2. Qualitative test: Accounts that meet the portfolio’s ‘high risk’ criteria and are subject to
closer credit monitoring. High risk customers may not be in arrears but either through an
event or an observed behaviour exhibit credit distress.

3. Reversal in Stages: Exposures will move back to Stage 2 or Stage 1 respectively, once
they no longer meet the quantitative criteria set out above. For exposures classified using
the qualitative test, when they no longer meet the criteria for a significant increase in credit
risk and when any cure criteria used for credit risk management are met.

The definition of default for the purpose of determining ECLs has been aligned to the
Reserve Bank of India definition of default, which considers indicators that the debtor is
unlikely to pay and is no later than when the exposure is more than 90 days past due.

The Company continues to incrementally provide for the asset post initial recognition in
Stage 3, based on its estimate of the recovery.



