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Dear Chairman Gualtieri, ladies and gentlemen, I am grateful for being given the opportunity 
to speak to you on IFRS 9 today.  

IFRS 9 was issued by the IASB in mid-2014 after six years of extensive debate and consulta-
tion with key stakeholders. Six years seem a lot for a project that was meant to be an urgent 
response to a severe crisis. However, financial instruments are a difficult animal to deal with: 
Products and markets are constantly changing; regulation and supervision are more reliant 
on the accounting figures than ever before; and risk management practices have also 
changed considerably. So, does IFRS 9, as a package, respond to these challenges and 
represent an improvement vis-à-vis IAS 39, the current standard on financial instruments? 
My answer to this is ‘yes’. 

The vast majority of entities reporting under IFRSs in Europe are corporates, such as pro-
ducers, manufacturers and service providers. These entities engage in financial instruments, 
but in contrast to financial institutions, their instruments are usually traditional non-structured 
products, such as trade receivables and payables and bank loans taken out. Some entities 
may engage in derivatives to secure their financial position and hedge against foreign ex-
change or commodity price risks. For these entities IFRS 9 will most likely improve financial 
reporting as the new requirements will enable entities to much better align their risk 
management with the accounting of such practices, thereby positively contributing to 
transparency. In all other areas, absent extreme cases, corporates will be able to continue 
to account for their financial instruments in the known way, thereby keeping disruptions in 
their reporting to a minimum.  

Let me turn to financial institutions next, particularly banks. There are two key areas 
where I see IFRS 9 change current accounting of banks, and both respond directly to con-
cerns raised during the financial crisis:  

• Firstly, the new requirements to classify financial instruments held according to their busi-
ness model and their cash flow characteristics will mean that entities will no longer be able 
to account for non-traditional financial instruments at cost and disguise the impact of the 
risks contained in these instruments. Banks that have engaged in risky instruments with 
high optionality and leverage will henceforth be required to report these instruments at 
fair value, thereby making visible the impact of any changes in risk and contributing to 
transparency, too. One may argue about whether the IASB has found the right dividing 
line between what is regarded non-structured and structured instruments, but on balance I 
believe that the approach taken is a sensible one. 

• Secondly, IFRS 9 contains a completely new impairment model that is meant to appro-
priately address the “too little, too late” concerns whilst preserving the depiction of a 
bank’s performance over time. The development of this so-called ‘expected credit loss 
model’ represents the biggest change vis-à-vis IAS 39 in that it will lead to earlier recog-
nition of a deterioration of a customer’s credit worthiness. IAS 39 was somewhat bi-
nary in that a customer was either performing or non-performing and delinquent, but it did 
contain little to depict the move in between these two points in time if there was not at 
least some evidence that something had turned sour. IFRS 9 will change this in that 
changes in the credit standing of an entity will be depicted as soon as the change be-



comes significant, measured in comparison to the customer’s initial credit standing. This is 
a significant improvement and one that is also strongly supported by banking and securi-
ties regulators. 

Let me also quickly touch on the insurance industry. Whilst many of the arguments made 
above for banks are equally true for insurers, there is an important difference: Insurance enti-
ties have mainly insurance rather than financial liabilities on their balance sheet. Insurance 
liabilities are regulated by a different standard though – IFRS 4, which is in the process of 
being overhauled, but has not yet been finalised, so it will have a different effective date than 
IFRS 9. The IASB has realised that tension point and is about to issue proposals meant to 
mitigate the effects coming out of the different effective dates. I am hopeful that Europe can 
put its weight into the debate and work with the IASB on an international solution, but if not 
then it could be dealt with when IFRS 9 is endorsed for use in Europe. 

Let me finish by saying that the search for the perfect accounting standard on financial in-
struments is akin to the search for the Holy Grail – it will likely never be found. We have to 
take it in steps, and in this regard I feel that IFRS 9 represents an adequate next stepping 
stone. I therefore believe that the standard should be endorsed swiftly to enable Europe stay-
ing aligned with the rest of the world. Thank you very much for listening to my remarks. I 
shall be happy to address any questions you may have. 


