
IFRS 9, the promised land? 
 

IFRS 9 Financial Instruments (Hedge Accounting and amendments to IFRS 9, 7 and IAS 39) has 

been amended in November 2013. It is a long-waited accounting standard (not to say the 

most-waited) by all corporate treasurers. Unfortunately, the mandatory effective date has 

been removed and postponed. What did the IASB change on IFRS 9 and what are main 

amendments introduced (compared to IAS 39)? We will try to summarize them in this article. 

 

 “Take the long way home” (Supertramp)  

The most complex accounting standard ever, i.e. IAS 39, has been introduced on 1st of January 

2001. We have already used for 13 years the famous “Hedge Accounting exception” and fair 

valuation of our financial instrument portfolio’s. Despite its clear temporary character, mentioned 

from inception by the Board of IAS, the IAS 39 standard (qualified by IASB itself as an interim 

solution) is still applied until further notice. It could be applied for another couple of years, at 

least by EU listed companies. I am afraid that it will take longer than initially thought to switch to 

IFRS 9. Furthermore, IFRS 9 even if it will improve IAS 39 concepts and provisions, is still 

viewed as a temporary solution before, in future, moving towards the full fair value.  

The recent amendments make 3 important changes to IFRS 9. The first one consists of a new 

chapter added to IFRS 9. This is a significant overhaul of hedge accounting principles and put in 

place new models driving to important changes and improvements, principally by aligning the 

accounting more closely with risk management strategies. There are also expected 

improvements to the disclosures about hedge accounting and more generally risk management. 

The second one makes improvements to the reporting of changes in the fair value of equity’s 

own debt contained in IFRS 9 more readily available. And eventually, the third change is the 

removal of the mandatory effective date of IFRS 9 (which is certainly not welcomed by corporate 

treasurers in Europe). IASB has, as already indicated several times, a separate active project 

on accounting for macro hedging. 

 



 

 The hedge accounting exception 

By using the hedge accounting exception, a preparer follows the objective of representing in its 

financial statements the effect of its entity’s risk management activities and strategies, when it 

uses financial instruments to manage exposures arising from specific transaction risks, which 

could affect the profit and loss account. Until now, hedge accounting requirements are 

contained in IAS 39 standard. Hedge accounting principles were developed when hedging 

activities were not fully understood by users and even preparers. However, IASB claims that the 

increasing sophistication of hedging activities required undertaking an overhaul of hedge 

accounting principles. Investors, according to the IAS Board, want to be able to understand the 

financial risks a company faces and more importantly its risk management strategies. 

A majority of users believe IAS 39 hedge accounting requirements are not giving the necessary 

information to assess risks faced. It seems that some users need to analyse non-audited pro-

forma information to better understand risk management. As IAS 39 would be too arbitrary and 

too ruled-based, IASB wanted to amend these principles to better reflect risk management 

strategies applied by preparers.  

For example, IAS 39 does not allow hedge accounting to be applied to components of non-

financial items. It is usual practice noticed is to only hedge components or parts of them. 

Another example is the prohibition to apply hedge accounting to group of items, although 

companies often hedge on a group basis. Many non-financial entities will benefit from these new 

provisions proposed by IFRS 9, the follower of IAS 39. 

Eventually, investors complain that disclosures requirements under IFRS did not provide the 

necessary information in financial statements about the risk management strategies and how 

they are applied by preparers. 



The size of the challenge and the importance of the challenge explain why it took time and why 

IASB sliced the consultation process into three ED’s in order to get more accurate comments.  

The new model developed more closely aligns hedge accounting with risk management 

activities undertaken by companies when they hedge financial and non-financial risks.  

 Principle-based approach 

Under IAS 39, hedge accounting model was allowed for components of financial items hedged, 

but not for components of non-financial items (except FX risk). For example, the LIBOR risk 

component of a corporate bond can be hedge accounted, while you cannot apply the 

accounting for the oil price element of jet fuel price exposure, for airline companies. This 

treatment differentiation was a real issue for many preparers. IFRS 9 will eliminate this unfair 

distinction. It looks at whether a risk component can be identified and measured and does not 

distinguish between types of items addressed. More MNC’s will be able to apply for hedge 

accounting and to reflect better their risk management activities. The new model includes 

eligibility criteria to comply with IFRS 9 but they are based on economic assessment of the 

strength of the hedging relationship. The key purpose would be to give users a better view of 

the risk management approach. The paradox is that a company may enter derivatives for 

hedging purposes and appear as more risky because it cannot apply for hedge accounting. By 

reflecting better the real risk management strategy of a preparer, IASB intends to give users 

improved information in financial statements. As an accessory, the disclosures will be also 

improved with new hedge accounting model. They should describe management strategy 

pursued and why they have entered into derivative contracts and effects on future cash flows. 

 

  



 Accounting for Macro-Hedging 

The IASB has decided to launch a separate project on accounting for macro hedging activities. 

They will explore new ways of accounting for dynamic risk management of open portfolios. The 

Discussion Paper (DP) is expected for early 2014. However, in the meantime, companies will be 

allowed to use former IAS 39 macro hedging principles for fair value hedges of interest rate 

risks.  

 Own credit 

IFRS 9 will introduce a new requirement for the changes in the fair value of an entity’s own debt, 

when this entity has chosen to measure that debt at Fair Value (FV) under the fair value options. 

The FV of a company’s own debt is affected by changes in its own credit risk and credit rating. It 

meant that when the MNC’s credit quality declines (i.e. lower credit rating) the value of its 

liabilities fall, and if the liabilities are measured at FV a gain is booked into P&L. This treatment 

was counterintuitive. IFRS 9 now requires that changes in the FV of the entity’s own debt 

caused by changes in its own credit rating, to be recognised in OCI (“Other Comprehensive 

Income”) rather than into P&L.  

 

 "Maybe tomorrow" (Stereophonics) 

The mandatory effective date of IFRS 9 was first of January 2015, with early application 

permitted (except for EU listed companies). According to IASB, many requests were received by 

them in order to postpone or to defer the mandatory effective date, mainly because the 

impairment phase of IFRS 9 project is not yet completed. We will have a later mandatory 

effective date but no one could say today when. It will be known when we will be closer to 

completion. However, companies can still choose to apply it before (except for EU listed 

companies which must wait for the EU Commission endorsement). When? Who could tell?  The 

way to the Promised Land seems to be longer than initially expected. The transitory period 

under IAS 39 lasts longer than we all wished. IFRS 9 is a clear improvement of IAS 39. It 

improves many things: the approach more principle-based than rule-based, it corrects errors 

and discrepancies noticed by prepares and eventually it brings all-in a better view on companies 

risk management strategies in the annual report and disclosures, which was highly requested by 

users. When it comes to post-G20 regulations, decidedly it takes ages to come up with final 



provisions. The financial instruments accounting standard should have been a top priority for 

IASB and G-20, isn’t it? 
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