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Thank you for the opportunity to address you today. There are two basic points I want to cover in 

this introductory statement – firstly why IFRS 9 should be endorsed and secondly to deal with a few

misconceptions that I believe have arisen in relation to the proposed impairment model and use of 

fair value.

Firstly why should IFRS 9 be endorsed?

It is an improvement in financial reporting particularly in the following three respects:

i. the fundamental change in the impairment model to an expected loss model responds to the 

“too little, too late” criticism. Although to a limited extent it lacks a sound theoretical basis 

(specifically in recognising certain losses on day one) it is a reasonable compromise given 

practical considerations.

ii. recognition and measurement of financial instruments is based more on principles, structured 

and consistent and hence able to provide more relevant information

iii. the general hedge accounting model is simpler and better aligned with business practices. 

Whilst the macro hedge accounting model is not yet developed, the European carve-out 

remains unaffected.

It has been assessed as contributing positively to financial stability, in particular by the ECB and 

EBA, and in this it responds to the G20 requests. It has also been regarded as positive for investor 

protection by ESMA.

There is a strong consensus in favour of endorsement. In addition to the regulatory bodies referred 

to above, EIOPA, preparers from all business sectors, auditors, and a number of investor bodies have 

called for it to be endorsed without delay. Whilst the insurance industry have concerns these are not 

about IFRS 9 itself, but the non-alignment of the effective date with the future insurance contracts

standard. Whilst it is therefore an issue, it is a transitory one and is in the process of being dealt with.

Overall therefore IFRS 9 can be expected to serve the primary objective of the IAS Regulation, i.e. 

high quality transparent and comparable financial reporting necessary to support financial market 

efficiency.

Secondly as I indicated I want to deal with a few misconceptions, specifically those relating to the 

FASB’s impairment model, the subjectivity of the IFRS 9 impairment model and the IFRS 9 fair value 

requirements.

I have heard that some prefer the FASB model since it provides on day one for lifetime “expected 

losses”. As expressed it sounds appealing – who would not want to provide for a loss, which is 

expected. It is incorrect however to refer to them as losses. They are not. They are simply an 

arithmetic result, manufactured through an inappropriate combination of discount rate and 



cashflows*. It is no more an expected loss than the result obtained by discounting German 

sovereign debt using Greek government yields. Use of such accounting would run the severe risk of 

distorting economic activity, particularly in the consumer and small business sector. This will have 

less impact in the United States since much of the lending particularly in consumer markets, for 

example mortgages, credit cards and auto loans are financed not by the banks, but through the 

capital markets.

I have also heard concerns that the IFRS 9 impairment model depends on highly subjective estimates 

and is therefore potentially open to earnings management. By definition an expected loss model 

(which is universally supported) must draw on a wider range of forward-looking information. This by 

its nature is subjective. However the efforts of the Basle Committee in providing implementation 

guidance should help to mitigate divergence in practice (certainly within the banking community 

which is most impacted). In addition IFRS 9 contains significantly enhanced disclosure requirements, 

which will assist investors in understanding both how preparers have implemented the standard and 

importantly also provide transparency on the impact of credit deterioration. Something incidentally 

that the FASB approach does not show as clearly. 

Finally there remain concerns about the appropriateness of fair value accounting. I would note at the 

outset that the ECB has concluded that there is no evidence to suggest that IFRS 9 will lead to more 

extensive use of fair value than IAS 39. However that is not really the issue. It is widely acknowledged 

that an amortised cost basis is not appropriate for all types of business or financial instrument. Fair 

value has a part to play – the key is where to draw the line. The measurement requirements in IFRS 9 

compared to IAS 39 trigger changes in both directions, and reflect a better alignment of the use of 

amortised cost and fair value with the underlying economics characterized by the features of 

financial instruments (and risks associated with them) and the type of activities in which they play a 

role (lending, trading, holding and selling). As such it will provide for a more principle based and 

hence appropriate distinction. There is also (since the endorsement of IFRS 13) significantly better 

understanding and use of fair value measurement techniques and transparency thereof – particularly 

in relation to the different levels of measurement subjectivity. 

Thank you and I look forward to addressing any questions you may have.

                                                            
* It applies the original loan rate which incorporates a credit margin to a series of cash flows 
which already deduct the expected cost of credit.


