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RISK-FOCUSED AUDIT PROCEDURES 
FOR EXAMINING EXPECTED CREDIT 
LOSSES (ECL) AND RESERVES UNDER IFRS 
9 IN THE AUDIT OF COMMERCIAL BANKS

Ibragimov Nodirbek Bakhodir o‘g‘li 
Researcher, Tashkent State University of Economics 
E-mail: nodirbek.ibragimov.96@mail.ru 
Tel.: +998 93 304 07 00

Abstract. This article develops a set of risk-focused audit procedures for examining expected credit losses 
(ECL) and loan provisions in accordance with IFRS 9 in the audit of commercial banks. The research problem 
lies in the absence of a unified methodology and the limited coverage of ECL and provision testing. Based on 
case study and analytical methods, a six-block ECL audit program and a differentiated sampling approach by 
IFRS 9 stages are proposed and tested using the real loan portfolio of JSCB “Khalq Bank.” As a result, the 
quality of the loan portfolio audit is improved.

Keywords: ECL, IFRS 9, loan provisions, bank audit, risk-focused procedures, ISA 540, audit sampling, 
model validation, collateral valuation, loan portfolio.

Аннотация. В статье разработан комплекс риск-ориентированных аудиторских процедур для 
проверки ожидаемых кредитных убытков (Expected Credit Losses, ECL) и резервов по кредитам в 
соответствии с требованиями МСФО (IFRS) 9 при аудите коммерческих банков. Научная проблема 
исследования заключается в отсутствии единой методики и недостаточной проработанности процедур 
проверки ECL и кредитных резервов. На основе методов кейс-анализа и аналитического исследования 
разработаны шестиблочная программа аудита ECL и дифференцированный подход к формированию 
аудиторской выборки по стадиям IFRS 9. Предложенная методика апробирована на материалах 
кредитного портфеля АО «Народный банк». Результаты исследования свидетельствуют о повышении 
качества аудита кредитного портфеля, совершенствовании проверки ожидаемых кредитных убытков и 
повышении надёжности аудиторского заключения.

Ключевые слова: ожидаемые кредитные убытки (ECL), МСФО (IFRS) 9, резервы по кредитам, аудит 
банков, риск-ориентированные аудиторские процедуры, МСА 540, аудиторская выборка, валидация 
моделей, оценка обеспечения, кредитный портфель.

I N T R O D U C T I O N
The largest and most uncertain item in a commercial bank’s financial statements is the expected credit 

loss (ECL) provision, calculated in accordance with IFRS 9. This item is formed on the basis of a number of 
management judgments, including the probability of default, collateral value, macroeconomic scenarios, and 
the staging of loans. Therefore, ECL is one of the areas that requires the highest level of professional judgment 
and attention in a bank audit.

The most significant issue in bank auditing lies precisely in this area: the absence of a unified and systematic 
methodology adapted to the specific characteristics of banks for examining ECL and reserves. In practice, in many 
bank audits, the examination of ECL is limited to a general and superficial review of bank calculations, while inde-
pendent model validation and full-population recalculation are rarely applied. The limitations of such a superficial 
approach were demonstrated in practice by the ECL measurement error identified at JSC “People’s Bank” in 2021. 
As a result, the bank’s capital decreased by approximately 1,333.7 billion soums, or about 29 percent.

L I T E R A T U R E  R E V I E W
The theoretical and methodological foundations for the audit of accounting estimates are set out in ISA 

540 (Revised), which requires the auditor to examine three aspects of an accounting estimate: the method 
and model used, the data applied, and the key assumptions made by management (IAASB, 2023). Mautz and 
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Sharaf, who developed the philosophical and methodological foundations of auditing theory, emphasized the 
role of professional skepticism in auditing accounting estimates (Mautz and Sharaf, 1961). In areas with high 
uncertainty, such as ECL, professional skepticism is of particular importance.

Modern risk-based and business-risk audit approaches encourage the auditor to focus on high-risk areas 
(Bell et al., 1997; Arens et al., 2017; Hayes et al., 2014). This approach is especially important in the examination 
of ECL, since different segments of the loan portfolio have different levels of risk. Impaired loans require the 
greatest audit attention, while low-risk loans require relatively less extensive procedures.

The role of substantive procedures and audit sampling under ISA 530 in collecting audit evidence is widely 
discussed in the scientific literature. In high-risk areas, the sample size should be increased, or full testing 
should be conducted (Bychkova, 2003; Messier et al., 2019). V.I. Podolsky and A.A. Savin have examined the 
organizational aspects of collecting audit evidence and applying sampling techniques (Podolsky and Savin, 
2017). These works form the theoretical basis of risk-based sampling.

IFRS 9 requires the calculation of expected credit losses in stages, including 12-month and lifetime ECL, 
and provides for the classification of loans into three stages (IFRS Foundation, 2024). ISA 540 (Revised) 
pays special attention to inherent risk factors, including complexity, subjectivity, and uncertainty, when auditing 
accounting estimates. ECL is considered an accounting estimate with a high level of all three factors, which 
places it in the significant risk category (IAASB, 2023). The Basel Committee recommends that external audits 
of banks pay particular attention to the examination of credit risk and provisions (Basel Committee on Banking 
Supervision, 2024). These international documents form the methodological basis of the ECL audit program.

R E S E A R C H  M E T H O D O L O G Y
The research is based on a qualitative and case study paradigm, with the design and practical application 

of an audit program to a real loan portfolio forming its methodological core. The requirements of IFRS 9 and 
the International Standards on Auditing, including ISA 540, ISA 530, ISA 500, ISA 520, and ISA 620, were used 
as the basis for developing the program. For each audit block, specific audit procedures, the relevant standard 
basis, and the expected audit evidence were identified.

A N A LY S I S  A N D  R E S U LT S
The complexity of ECL testing stems from its multi-stage and multi-parameter nature. Misstatements may 

occur at any stage of the model, including methodology, input data, staging, forward-looking information, or 
management adjustments. Therefore, the proposed audit program consists of six blocks covering all the main 
aspects of ECL calculation: model methodology, input parameters such as PD, LGD, and EAD; staging and 
significant increase in credit risk (SICR); forward-looking information and scenarios; management adjustments, 
or overlays; and collateral valuation. The specific audit procedure for each block of the program, its standard 
basis, and the expected audit evidence are presented in Table 1.

Table 1
ECL and reserves audit program (proposal)1

Inspection object Audit practice The basis Expected proof
ECL model methodology Assessing the model’s compliance with 

IFRS 9 requirements
IFRS 9, ISA 540 Analysis of model 

documents
Inputs PD, LGD, EAD Check historical data and redo the 

calculation
ISA 540, ISA 500 Recalculation results

Phase Distribution (SICR) SICR criteria and credit migration testing IFRS 9, ISA 540 Step test results
Prospective information and 

scenarios
Evaluation of macroeconomic hypotheses 

and scenarios
ISA 540 Scenario analysis

Management corrections 
(overlays)

Assessment of the validity of corrections ISA 540 Overlay documents

Collateral value Use of expert work and price verification ISA 620 Evaluation report
Credit files Risk-based sampling ISA 530 File check results

An important feature of the program is that, in complex areas such as collateral valuation and accounting 
estimates, the auditor is expected to use the work of an expert in accordance with ISA 620, which increases the 
reliability of estimated values. The program enables the auditor to apply a systematic and consistent approach 
to the examination of ECL by dividing the audit into separate blocks and requiring the collection of specific 

1	 The author’s work is based on the requirements of IFRS 9 and ISA.
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evidence for each block. This approach addresses the problem of the absence of a unified methodology.
The key parameters of the ECL model form the core of the program. Probability of default (PD) represents 

the likelihood that a loan will default; loss given default (LGD) represents the expected loss if default occurs; 
and exposure at default (EAD) represents the outstanding exposure at the time of default. The auditor should 
examine each parameter separately: PD is compared with historical default statistics, LGD is compared with 
the actual realizable value of collateral, and EAD is compared with the loan agreement and unused limits. 
Errors in these parameters may have a disproportionate effect on the ECL amount; therefore, they should be 
recalculated independently.

Forward-looking information is a specific aspect of an ECL audit. IFRS 9 requires several macroeconomic 
scenarios, such as optimistic, baseline, and pessimistic scenarios, and their probability weights to be 
considered when calculating ECL. The auditor assesses the validity of these scenarios, their sources, such as 
forecasts from central banks or international organizations, and the consistency of the assigned weights. This 
block requires particularly heightened professional skepticism, since the ECL amount may be manipulated by 
changing the scenarios or their weights.

Management overlays are another sensitive area of ECL auditing. Overlays are used to account for factors 
that the model cannot capture, such as a new economic shock or sector-specific problem. However, they may 
also be used as a tool for managing reported results. The auditor examines the basis, supporting evidence, and 
consistency of each adjustment and assesses its contribution to the overall ECL. Unjustified or undocumented 
adjustments may call into question the validity of the provisions.

Since it is not practical to review all loan files in banks with a large branch network, it is proposed to select a 
stratified sample based on the risk level of loans according to IFRS 9 stages. High-risk loans classified as Stage 
3 are reviewed in full, while medium- and low-risk loans are reviewed to a lesser extent. The sample coverage 
and types of review by stage are presented in Table 2.

Table 2
Risk-oriented sampling (proposal) according to the 9 steps of MHXS2

Step Risk level Sample coverage (suggestion) Type of inspection
Stage 1 Low ≈ 5–10% (statistical sample) Limited, analytical
Stage 2 Medium ≈ 20–30% Detailed examination
Stage 3 Up 100% (or higher coverage) Full inspection

The proposed program should be supplemented with substantive analytical procedures. For example, 
checking the consistency of the coverage ratio and ECL levels with loan portfolio quality indicators allows 
anomalies to be detected at an early stage. This approach directs audit resources to the highest-risk areas and 
increases audit efficiency.

The practical relevance of the proposed program and sampling approach is clearly demonstrated by the 
case of the real loan portfolio of JSC “People’s Bank.” The bank’s total loans before provisions amount to 
23,031.7 billion soums, while the ECL ratio is 23.81 percent. Loans are classified according to IFRS 9 stages, 
and the auditor selects a stratified sample: Stage 3 impaired loans are examined almost completely, while 
Stage 1 loans are examined based on a statistical sample. In addition, taking concentration risk into account, 
ten large debtors accounting for 12.8 percent of the portfolio are examined separately and in full. The calculation 
of sample coverage is presented in Table 3.

Table 3
Calculation of the stratified sample coverage for AT “Khalq Bank”3

Category / stage Loan value (billion soums) Sample scope Check. value (billion 
soums)

Stage 3 (depreciated) 4 103.4 100% 4 103.4
Ten major debtors 2,946.6 100% 2,946.6

Stage 2 2,285.2 ≈ 30% ≈ 686
Stage 1 4,711.6 ≈ 8% ≈ 377

Total auditable — ≈ 35% ≈ 8,113

2	 Author development.
3	 Calculation based on the author’s methodology and real data of JSC “Khalq Bank”.
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The calculation results indicate that approximately 8,113 billion soums, or 8.1 trillion soums, of loans are 
subject to review. This accounts for approximately 35 percent of the loan portfolio but covers almost all of the 
highest-risk loans, including impaired and large exposures. This enables the auditor to cover the main part of 
the risk using limited resources, which is crucial for detecting systemic misstatements, as was the case in 2021. 
A stratified approach is more effective than examining all loans in the same manner, as it focuses audit efforts 
on concentrated risk areas.

The most important part of the ECL audit is the independent validation of the bank’s model. This includes 
comparing probability of default (PD) with historical default data through backtesting, testing loss given default 
(LGD) based on the realizable value of collateral, assessing the accuracy of exposure at default (EAD), 
evaluating macroeconomic scenarios and their weights, and checking the consistency of staging criteria, 
including significant increase in credit risk (SICR). Since the 2021 error occurred precisely during model 
measurement, model validation is a central element of the proposed program. As far as possible, the auditor 
should form an independent ECL estimate and compare it with the bank’s estimate.

In addition to independent recalculation, the auditor uses substantive analytical procedures under ISA 
520 to examine ECL. This involves analyzing the dynamics of the coverage ratio. For example, if the reserve 
ratio increased sharply in 2021 and then stabilized at around 23.81 percent, the auditor should compare this 
ratio with the industry average, previous periods, and similar banks, and investigate the reasons for unusual 
differences. An unexpected decrease in the reserve ratio may indicate insufficient provisions, while a sharp 
increase may indicate deterioration in credit quality.

ECL for Stage 3 impaired loans is largely dependent on the value of collateral. Therefore, the auditor 
separately reviews the valuation of collateral by assessing the relevance of the valuation date and method, the 
independence of the appraiser, and the possibility of realizing the collateral. For large corporate loans, where 
the ECL share for legal entities is approximately 29 percent, the value of collateral is particularly important, 
as unclear or overestimated collateral may artificially reduce provisions. If necessary, the auditor engages an 
independent valuation expert in accordance with ISA 620.

Another important aspect of the proposed program is its coordination with the bank’s internal audit and risk 
management functions. The external auditor may use the results of the bank’s internal audit work on ECL in 
accordance with ISA 610, but should form an independent conclusion. The program is also compared with the 
results of stress tests developed by the bank’s risk management department. Such a multi-source approach 
enables a comprehensive verification of the validity of the ECL estimate.

The program also supports dialogue between the bank’s external auditor and the regulator. According to 
the recommendations of the Basel Committee, the external auditor of a bank may, where necessary, coordinate 
with the Central Bank on important issues related to credit risk and provisions. The results of the ECL audit and 
identified significant misstatements serve as a valuable source of information for the regulator in assessing the 
bank’s prudential position. Such coordination strengthens the link between the financial statement audit and 
prudential supervision and contributes to the early identification of systemic risks.

A comparison of the proposed program with existing practice in Uzbekistan shows its superiority. Currently, 
in many bank audits, ECL verification is limited to a general review of bank calculations, while independent 
model validation is rarely applied. By contrast, the proposed six-block program provides for a comprehensive 
examination of ECL through methodology, parameters, staging, and independent recalculation. This fills the 
gap in existing practice and improves the quality of loan portfolio audits.

The expected results of the program are clear. First, systemic errors in the ECL model, similar to those 
identified in 2021, will be detected earlier and with a higher probability. Second, audit resources will be directed 
toward the highest-risk loans, including Stage 3 loans and large debtors, thereby increasing audit efficiency. 
Third, the existence of a unified methodology will ensure consistency in the quality of work performed by 
different auditors. If the 2021 error had been detected in a timely manner, the bank’s financial statements would 
have been published without a capital misstatement of 1,333.7 billion soums, and users would have received 
accurate information about the bank’s true financial position. This clearly demonstrates the practical value of 
the program.

Understanding the economic logic of the ECL model is essential for the proper application of the audit 
program. IFRS 9 divides loans into three stages: Stage 1, where credit quality has not significantly deteriorated 
since initial recognition and 12-month expected losses are recognized; and Stages 2 and 3, where lifetime 
expected losses are recognized. For the auditor, this means that incorrect allocation of a loan from one stage 
to another, for example, leaving a Stage 2 loan in Stage 1, may significantly reduce provisions. Therefore, 
checking the staging criteria is one of the most sensitive blocks of the program.

External confirmation under ISA 505 is an important tool for gathering audit evidence on loans. The auditor 
may obtain written confirmations from major borrowers and counterparties regarding loan balances, interest 
rates, and contractual terms. Since evidence obtained from external sources is more reliable than internal 
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evidence, external confirmation is effective in verifying the existence and rights-and-obligations assertions for 
loans. This practice is particularly useful for examining positions with high concentration risk, such as ten major 
borrowers.

The proposed program is also closely related to the requirements of audit documentation under ISA 
230. Since the procedures performed, evidence obtained, and conclusions reached for each block of the 
program are recorded separately, the audit work is documented at a level that enables an experienced 
auditor, previously unfamiliar with the engagement, to understand it. This increases the explainability of 
the auditor’s decisions in such a complex area as ECL and facilitates external audit quality control. The 
program also forms the necessary basis for presenting ECL as a key audit matter under ISA 701 in the 
audit report.

The prudential aspect of the ECL audit is also noteworthy. Errors in ECL and provisions directly affect 
the bank’s capital and capital adequacy ratio. The 2021 error at JSC “People’s Bank,” which reduced capital 
by 29 percent, is a clear example of this. Therefore, when examining ECL, the auditor assesses not only the 
fairness of the financial statements but also the possible impact of the misstatement on prudential standards. 
This approach links the ECL audit with the assessment of the bank’s going concern assumption under ISA 570, 
since a capital deficiency may threaten the stability of the bank.

The importance of ECL auditing goes beyond an individual bank and is of public interest. Since provisions 
reflect the true financial condition of a bank, their fair valuation is crucial for depositors, investors, and regulators. 
A reliable ECL audit reduces the expectation gap and strengthens confidence in bank reporting. In this sense, 
the proposed program is not only a technical tool but also a mechanism that serves the transparency of the 
financial system.

The advantage of the proposed program lies in its consistency and repeatability. The six-block structure 
and stage-based sampling can be applied by different auditors using the same logic, which ensures consistency 
in audit quality. In addition, the program has a modular structure; it can be expanded, for example, by adding 
blocks for consumer loans or microloans, or simplified depending on the specific characteristics of the bank. 
Such flexibility allows the program to be used in audits of various types of commercial banks.

The quality of credit data and information system controls is also crucial in an ECL audit. The ECL model 
is fed by the bank’s credit database, including credit history, default records, collateral information, and 
payment schedules. If these data are incomplete or unreliable, even a methodologically sound model will 
produce incorrect results, in line with the “garbage in, garbage out” principle. Therefore, the auditor assesses 
the effectiveness of IT general controls (ITGCs) and operational controls that shape credit data, and tests data 
integrity where necessary.

An integral part of the program is the review of credit risk disclosures in the financial statements. IFRS 
requires banks to provide extensive disclosures, including credit risk exposure, ECL movements, stage 
breakdowns, and sensitivity analyses. The auditor reviews these disclosures for completeness, accuracy, 
and consistency with the figures presented in the main financial statements. Adequate and understandable 
disclosures enable users to assess the bank’s credit risk and provisioning policies and therefore require special 
attention from the auditor.

Related-party lending under ISA 550 requires special attention in an ECL audit. Loans to related parties, 
including shareholders, management, or affiliated companies, may be granted on terms that differ from market 
conditions and may not adequately reflect credit risk. The auditor identifies such loans separately and carefully 
examines their terms, collateral, and ECL valuation. This is particularly important in the context of socially 
oriented and directed loans in state-owned banks.

Events after the reporting date under ISA 560 may affect the ECL estimate. For example, if a major debtor 
becomes insolvent after the reporting date or macroeconomic conditions change significantly, this may require 
a revision of the ECL estimate as of the reporting date. The auditor monitors events between the reporting date 
and the audit report date and assesses their impact on provisions. This ensures that the ECL estimate fairly 
reflects conditions existing at the reporting date.

In banks with a large branch network, the ECL audit is combined with the group audit approach under ISA 
600. The quality and risk profile of the loan portfolio may differ across branches and subsidiaries; therefore, the 
group auditor identifies the most important components and determines the ECL audit approach for them. The 
large network of JSC “Khalq Bank,” with 197 branches, makes such a component-based approach particularly 
relevant. This ensures the reliability of provisions in the consolidated financial statements.

However, it is important to note certain limitations of the program’s implementation. First, independent 
model validation and full-population recalculation require the auditor to have strong expertise in IFRS 9 and 
econometric modeling. Second, the specific percentages of stratified sample coverage should be adjusted 
depending on the structure of the bank’s portfolio. Third, effective use of the program requires high-quality and 
complete data from the bank, including historical default statistics and collateral data. Despite these limitations, 
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the program represents an important step toward a systematic and risk-based approach to auditing ECL and 
loan provisions.

C O N C L U S I O N S  A N D  R E C O M M E N D A T I O N S
As a result of the study, a set of risk-based audit procedures for examining ECL and loan provisions 

under IFRS 9 in the audit of commercial banks was developed. The set is based on a six-block ECL audit 
program covering model methodology, PD/LGD/EAD inputs, staging, forward-looking information, management 
adjustments, and collateral valuation, as well as a stratified sampling approach across IFRS 9 stages.

Testing the program using the real loan portfolio of JSC “People’s Bank” confirmed its practical validity. 
Although the stratified sample covers approximately 35% of the portfolio, it includes almost all of the highest-
risk loans, namely impaired and large exposures, thereby covering the main part of the risk. The actual ECL 
error identified in 2021 clearly demonstrated the predictive and practical value of the program.

Based on the results obtained, the following recommendations are proposed: first, audit organizations 
should use the six-block ECL program when auditing bank loan portfolios; second, a stage-based approach 
under IFRS 9 should be applied in sample selection, with full verification of Stage 3 loans and large debtors; 
third, independent validation of the ECL model, including PD backtesting and LGD/EAD verification, should 
be introduced as a mandatory practice; and fourth, methodological guidelines on ECL auditing should be 
developed at the level of the regulatory body and the Chamber of Auditors, while auditors’ skills in IFRS 9 and 
model validation should be improved.

One of the important practical results of the program is that it creates the necessary basis for transparently 
presenting ECL as a key audit matter under ISA 701 in the audit report. The evidence collected across the six 
blocks allows the auditor to clearly explain why ECL is significant and what audit procedures were applied. 
This increases the informativeness of the audit report and its value for users. In quantitative terms, if the 
2021 error had been detected in a timely manner, the bank’s financial statements would have been published 
without a capital misstatement of approximately 1,333.7 billion soums. This clearly demonstrates the economic 
effectiveness of the program.
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