INVITATION TO COMMENT ON EFRAG’S ASSESSMENTS ON
IFRS 9 Financial Instruments
Comments should be sent to commentletters@efrag.org by 30 June 2015
EFRAG has been asked by the European Commission to provide it with advice and
supporting material on IFRS 9 Financial Instruments (‘IFRS 9’ or ‘the Standard’). In order
to do that, EFRAG has been carrying out an assessment of IFRS 9 against the technical
criteria for endorsement set out in Regulation (EC) No 1606/2002 and has also been
assessing impact of IFRS 9 on the European public good.
A summary of IFRS 9 is set out in Appendix 1 to the draft endorsement advice letter.
Before finalising its assessments, EFRAG would welcome your views on the issues set
out below and any other matters that you wish to raise. Please note that all responses
received will be placed on the public record, unless the respondent requests
confidentiality. In the interest of transparency EFRAG will wish to discuss the responses it
receives in a public meeting, so we would prefer to be able to publish all the responses
received.
EFRAG initial assessments summarised in this questionnaire will be amended to
reflect EFRAG’s decisions in Appendices 2 and 3 of the draft endorsement advice.
Your details
1

Please provide the following details about yourself:
(a)

Your name or, if you are responding on behalf of an organisation or company,
its name:
HSBC Holdings plc

(b)

Are you a:
Preparer

(c)

User

Other (please specify)

Please provide a short description of your activity:
HSBC Holdings plc, the parent company of the HSBC Group, is
headquartered in London. The Group serves customers worldwide from over
6,100 offices in 73 countries and territories in Europe, Asia, North and Latin
America, and the Middle East and North Africa. With assets of $2,670bn at 31
March 2015, HSBC is one of the world’s largest banking and financial
services organisations.

(d)

Country where you are located:
UK
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(e)

Contact details including e-mail address:
HSBC Holdings plc
Level 39, 8 Canada Square, London E14 5HQ
Tel: 020-7991 8888 Fax: 020-7991 4624
Gavin Francis: gavin.a.francis@hsbc.com
Sondra Tarshis: Sondra.tarshis@hsbc.com

EFRAG’s initial assessment with respect to the technical criteria for endorsement
2

EFRAG’s initial assessment of IFRS 9 is that it meets the technical criteria for
endorsement. In other words, it is not contrary to the principle of true and fair view
and it meets meet the criteria of understandability, relevance, reliability and
comparability and leads to prudent accounting. EFRAG’s reasoning is set out in
Appendix 2, paragraphs 2 to 197 of the draft endorsement advice.
(a)

Do you agree with this assessment?
Yes

No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.
N/A

3

EFRAG’s initial assessment of IFRS 9 is that it leads to prudent accounting.
EFRAG’s reasoning is set out in Appendix 2 paragraphs 185 to 191 of the draft
endorsement advice.
(a)

Do you agree with this assessment?
Yes

No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.
N/A

(b)

Are there any issues relating to prudence that are not mentioned in
Appendix 2 that you believe EFRAG should take into account in its technical
evaluation of IFRS 9? If there are, what are those issues and why do you
believe they are relevant to the evaluation?
While we agree that prudence is about exercising caution in conditions of
uncertainty, we do not agree that prudence should be separately considered
as part of the endorsement advice. Rather, financial reporting involves tradeoffs between the different qualitative criteria (relevance and faithful
representation, cost and benefits), between the recognition and measurement
of assets and liabilities their impact on performance reporting. In different
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situations more weight may be place on different criteria with the ultimate aim
of maximising the quality of the reporting. Therefore we disagree with trying to
assess prudence, which is part of faithful representation, in isolation.

(c)

Are there any other issues that are not mentioned in Appendix 2 of the draft
endorsement advice that you believe EFRAG should take into account in its
technical evaluation of IFRS 9? If there are, what are those issues and why
do you believe they are relevant to the evaluation?
The document appears to be comprehensive.

The European public good
4

In its assessment of the impact of IFRS 9 on the European public good, EFRAG
has considered a number of issues that are addressed in Appendix 3 of the draft
endorsement advice.

IFRS 9 compared to IAS 39
5

EFRAG’s initial assessment of IFRS 9, and particularly with respect to the
impairment and hedging requirements, is that it is an improvement over IAS 39 and
will lead to higher quality financial reporting. The assessment is reflected in
paragraphs 3 to 52 of Appendix 3 of the draft endorsement advice.
(a)

Do you agree with this assessment?
Yes

No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.
N/A

(b)

Are there any issues relating to IFRS 9 compared to IAS 39 that are not
mentioned in Appendix 3 of the draft endorsement advice that you believe
EFRAG should take into account in its technical evaluation of IFRS 9 when
comparing to IAS 39? If there are, what are those issues and why do you
believe they are relevant to the evaluation?
The document appears to be comprehensive.
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The lack of convergence with US GAAP
6

EFRAG’s initial assessment is that IFRS 9 will lead to higher quality financial
reporting when compared to current US GAAP and proposed changes to
impairment requirements. The assessment is reflected in paragraphs 53 to 74 of
Appendix 3 of the draft endorsement advice.
(a)

Do you agree with this assessment?
Yes

No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.
As noted in our comment letter in response to the IASB’s Exposure Draft
‘Financial Instruments: Expected Credit Losses’, it would have been ideal
for the both standard setters to develop an impairment standard that
represents an improvement on existing practices, reflects the commercial
substance of lending, is operational, has a sound conceptual basis and
internationally acceptable to facilitate convergence. However, given that
does not appear to be possible, we urged the need to finalise and
implement IFRS 9, which in our view comes close to appropriately
balancing all the objectives and, unlike the FASB model, is more
conceptually sound and would represent an improvement to existing
practice.
(b)

Are there any issues related to the impact of the lack of convergence that are
not mentioned in Appendix 3 of the draft endorsement advice that you believe
EFRAG should take into account in its technical evaluation of IFRS 9 when
comparing with US GAAP? If there are, what are those issues and why do
you believe they are relevant to the evaluation?
N/A

Impact on investor and issuer behaviour
7

EFRAG’s analysis in this area is based on our understanding of both changes in
IFRS 9 and current practices of financial institutions and is not a full impact
assessment. In its analysis EFRAG has tried to identify potential negative effects
only, to contribute to identifying whether there would be any impediment to IFRS 9
being conducive to the European public good. The assessment is reflected in
paragraphs 75 to 99 of Appendix 3 of the draft endorsement advice.
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(a)

Do you agree with this assessment?
Yes

No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.
We understand that it is was not possible to conduct a detailed impact
assessment and indeed it is not realistic to expect to determine all possible
impacts on investor and issuer behaviour in advance of a standard being
implemented. However, since the accounting requirements do not change the
underlying economics, significant changes in behaviour should not be
expected. Any changes are more likely to be as a result of concurrent
changes in the economic and regulatory environments so it would be difficult
to isolate the effect of accounting change.

(b)

Are there any issues related to the impact of IFRS 9 on investor and issuer
behaviour that are not mentioned in Appendix 3 of the draft endorsement
advice that you believe EFRAG should take into account in its technical
evaluation of IFRS 9? If there are, what are those issues and why do you
believe they are relevant to the evaluation?
The purpose of accounting standards is to underpin the provision of
information to shareholders and other users. Providing such “true and fair”
information is essential to supporting economic development and financial
stability and as such we consider that the conceptual and technical merits of
accounting standards such take precedence.

Inter-relationship of IFRS 9 with the future insurance contracts standard
8

EFRAG has initially concluded that the mismatch in timing of the future insurance
contracts standard and IFRS 9 will create disruptions in the financial reporting of
insurance activities which may not be beneficial to investors and other primary
users (see Appendix 3, paragraphs 100 to 110 of the draft endorsement advice).
Hence EFRAG proposes to advise the European Commission to ask the IASB to
defer the effective date of IFRS 9 for insurers and align it with the effective date of
the future insurance contracts standard.

9

In reaching this preliminary position, EFRAG has relied on quantitative
assessments prepared by the European insurance industry and released shortly
before EFRAG concluded on its tentative advice to the European Commission.
EFRAG intends to deepen its understanding of the effect on the reporting by
insurance businesses by implementing IFRS 9 in advance of the forthcoming IFRS
4. EFRAG invites all quantitative evidence that can supplement the impact
assessment received from the European insurance industry, including evidence
gathered by those who oppose the deferral.
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(a)

Do you agree with this assessment and the subsequent advice to the
European Commission?
Yes

No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.
While we agree that it would be ideal for the insurance contract and financial
instrument changes to be implemented at the same time, this will not be
possible, given the need to implement IFRS 9 expeditiously. Having different
accounting standards being applied for the same financial instruments by
different industries will reduce transparency and understanding in the market
as a whole. This issue may be particularly acute if different accounting
standards are applied within different businesses of the same consolidated
group. The IASB are best place to consider the needs of all stakeholders
together with their timetable and the direction of their decisions for the
insurance standard. Therefore, we can accept EFRAG’s advice that the
IASB should consider possible solutions, which may include deferral.

(b)

Do you think that EFRAG should recommend the EC to grant to insurance
businesses a deferred mandatory date of application for the endorsed IFRS 9
if the IASB were not to defer the effective date of IFRS 9?
Yes

No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.
While we do not object to the IASB considering the issues, we would object
to the Europe taking a unilateral decision about the timing of IFRS 9
application, even if entities were permitted to adopt IFRS 9 in 2018. We are
concerned that changing IFRS requirements and the reduction in
transparency and understanding in the European market alone would not be
in overall European interests.
(c)

Are there any issues related to the inter-relationship of IFRS 9 with the future
insurance contracts standard that are not mentioned in Appendix 3 of the draft
endorsement advice that you believe EFRAG should take into account in its
technical evaluation of IFRS 9 when assessing the inter-relationship between
IFRS 9 and the future insurance contracts standard? If there are, what are
those issues and why do you believe they are relevant to the evaluation?
N/A

European carve-out
10

EFRAG has initially concluded that the endorsement of IFRS 9 would not affect
the ability of entities to rely on the European carve-out (see Appendix 3, paragraphs
111 to 117 of the draft endorsement advice).
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(a)

Do you agree with this assessment?
Yes

No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.

(b)

Are there any issues related to the European carve-out that are not
mentioned in Appendix 3 of the draft endorsement advice that you believe
EFRAG should take into account in its technical evaluation of IFRS 9 when
assessing the EU carve out? If there are, what are those issues and why do
you believe they are relevant to the evaluation?
N/A

Costs and benefits of IFRS 9
11

EFRAG is assessing the costs that are likely to arise for preparers and for users on
implementation of IFRS 9 in the EU, both in year one and in subsequent years.
Some initial work has been carried out, and the responses to this Invitation to
Comment will be used to complete the assessment.

12

The results of the initial assessment of costs are set out in paragraphs 120 to 155
of Appendix 3 of the draft endorsement advice. To summarise, EFRAG’s initial
assessment is that overall, IFRS 9 is likely to result in significant costs for preparers
related to implementation of and ongoing costs of complying with the standard.
However, IFRS 9 is not likely to result in significant costs for users after the
transition. At transition costs will be incurred in understanding the new financial
reporting.
(a)

Do you agree with this assessment?
Yes

No

If you do not, please explain why you do not and (if possible) explain broadly
what you believe the costs involved will be.
N/A
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(b)

In addition, EFRAG is assessing the benefits that are likely to be derived from
the application of IFRS 9. The results of the initial assessment of benefits are
set out in paragraphs 156 to 170 of Appendix 3. To summarise, EFRAG’s
initial assessment is that overall, users and preparers are both likely to benefit
from IFRS 9, as the information resulting from it will be relevant and
transparent and therefore will enhance the analysis of users.
Do you agree with this assessment?
Yes

No

If you do not agree with this assessment, please provide your arguments and
indicate how this should affect EFRAG’s endorsement advice.
However, we note that the cost benefit analysis in the draft endorsement
advice refers to the assessment being based on all practical expedients being
available. We also note that the general accounting concept of materiality
applies to the implementation of IFRS 9 and that implementation approaches
applied should be commensurate with the size, nature and complexity of the
financial instruments in scope of each approach. Therefore, we do not think
that it is necessary to refer to the use of “practical expedients” in the draft
endorsement advice.
13

EFRAG’s initial assessment is that the benefits to be derived from implementing
IFRS 9 in the EU as described in paragraph 12 (b) above are likely to outweigh the
costs involved as described in paragraph 12 (a) above.
Do you agree with this assessment?
Yes

No

If you do not agree with this assessment, please provide your arguments and
indicate how this should affect EFRAG’s endorsement advice.

Overall assessment with respect to the European public good
14

EFRAG has initially concluded that endorsement of IFRS 9 would be conducive
to the European public good (see Appendix 3, paragraphs 174 to 176 of the draft
endorsement advice).
Do you agree with the assessment of these factors?
Yes

No

If you do not agree, please explain your reasons.
In particular we note that the financial crisis and the resulting attention from
investors, regulators and governments has brought an unprecedented degree of
focus on the importance of having accounting requirements for the impairment of
financial assets which are forward-looking, can be understood and consistently
applied. The standard setters have been working on these requirements since
2008 and there is now a pressing need for IFRS 9 to be endorsed so there is
certainty about the implementation timetable.
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Other issues for consideration
Request to provide quantitative data on a confidential basis
15

EFRAG continues its search for quantitative data in the fields of impairment and the
inter-relationship between IFRS 9 and the future insurance contracts standard.
EFRAG calls upon constituents who have quantitative data available in these fields,
to provide it to EFRAG on a confidential basis during the consultation period of the
draft endorsement advice. Data provided will be used in finalising the endorsement
advice but will not be made public.
The collection of these data is subject to EFRAG’s field-work policy which is
available on the EFRAG website.
Noted.

Should endorsement be halted until quantitative data are available?
16

Based on the results of our questionnaire follow up to the field-tests, it can take up
to 2017 to have quantitative impacts of the implementation of IFRS 9 available. It
has been argued by some that the quantitative impacts of IFRS 9 should be known
before endorsement of the standard is decided upon. EFRAG does not agree with
this view and believes that the improvements brought to financial reporting by
IFRS 9 should not be withheld from European companies for a period that long.
Do you agree with this assessment?
Yes

No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.
In addition, we note that the actual quantitative impact of IFRS 9 on financial
statements is dependent on the financial instruments and business models,
economic conditions and expectations of economic conditions at the time of
implementation so any earlier information will only be provisional. Therefore, we
agree that endorsement should not be delayed.
Should early application of IFRS 9 be prohibited?
17

It has been argued by some that early application of IFRS 9 should not be allowed
for specific regulated industries. EFRAG does not agree with this and is of the
opinion that entities should be able to apply IFRS 9 early (see Appendix 2,
paragraphs 192 to 195 of the draft endorsement advice).
Do you agree with this assessment?
Yes

No

If you do not, please explain why you do not agree and what you believe the
implications of this should be for EFRAG’s endorsement advice.
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Changing IFRS requirements is not conducive to IFRS being the single, high
quality accounting standards which are consistently applied internationally.
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