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IFRS 9 accounting standards could have a major impact on
the results of banks, insurers and listed companies.

Key takeaways:
• IFRS 9 modifies the classification and measurement of
financial instruments. This
change in accounting treatment could produce increased
volatility in profit and loss
statements.
• The P&L statement will be
impacted directly by how an
instrument is held, i.e., either
directly or via an open-ended
fund.
• The financial, IT and organisational consequences are
important for actors, for whom
investments are a large portion
of their balance sheet, insurance companies and some
large companies in particular.
For insurance companies, this
comes on top of the IFRS 17
transition.

In July 2014 the International
Accounting Standards Board (IASB)
finalised the IFRS 9 accounting standard,
which, since then, has been adopted by
the European Commission (in November
2016). On 1 January 2018 this standard
will become applicable to listed
European companies, as well as, more
broadly, all companies making public
offerings. This is the case in particular
of major corporate and bank issuers.
All insurance companies that report in
IFRS, whether listed or not and whether
subsidiaries of banking groups or not,
may defer application to 20211.

What are the changes between
IAS 39 and IFRS9?
IFRS 9 is structured in several
phases, the first two of which are the
most important: phase 1 covers the
classification of financial assets based
on their nature and holding intention;
phase 2 deals with impairment.
IFRS 9 modifies the classification and
measurement of financial instruments.
The categories of instruments are
reviewed, along with holding intentions.
In particular, the previous hold to maturity
(HTM) category, which was potentially
highly penalising,
is no longer applicable.
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Nor is the available for sale (AFS)
category applicable, with a very
big impact: there are no longer any
unrealised capital gains or losses on
funds and, hence, earnings can no longer
be managed by selling these instruments.
This change in accounting standard
– from IAS 39 to IFRS 9 – may seem
insignificant, but its impact on the
profit and loss statement may be
crucial, as the accounting treatment of
an investment is closely correlated to
its income statement, visibility on its
profitability and, hence, whether or not it
should be acquired.

What impact will the new
classifications have on investors?
One expected consequence is the likely
increase in volatility in the P&L. This
results directly from the classification of
assets held. Previously, equities, bonds
and funds could be recognised under

1. As of this writing, the amendment to Draft D051300/02, providing for the deferment option for all insurance companies, had not yet been published in the Official Journal of the European Union.
DOCUMENT INTENDED EXCLUSIVELY FOR PROFESSIONAL CLIENTS (IN ACCORDANCE WITH MIFID)

1

THE
HUB
MARKET INSIGHTS

NEWS AND VIEWS FOR INSTITUTIONAL INVESTOR

fair value through other comprehensive
income (FVOCI). To sum up, the
difference between an asset’s historical
(amortised) accounting value and its
market value was recognised on the
balance sheet, not the income statement.
This “unrealised” impairment could be
“recycled” through a sale. Under IFRS
9, for an asset to have access to this
type of accounting, there must be the
intention to hold it for a relatively longue
period, and cash flows from the financial
instrument must be “solely payments
of principal and interest (SPPI) on the
principal amount outstanding” and pass
this SPPI test. So: out with equities,
funds and overly complex bonds or
ones that contain too many options
clauses. Full fair value will apply to all
these instruments. There is no longer
any unrealised value; any change in the
value of the instrument will be recognised
directly on the income statement.

Is there a loophole?
There is indeed an option for avoiding
having to recognise equity instruments
on the income statement whose
market valuations are volatile – equity,
for example. Changes in value may be
recognised at FVOCI. But this option
comes at a very high price: the inability
to recycle into income. The change in the
instrument’s value no longer affects P&L,
nor the realized capital gain once the
instrument sold.
Surprisingly, the same asset with the
same holding intention will not have the
same accounting impact, depending
on whether it is held directly or via a
fund! For example, for bonds that pass
the SPPI test and that are held directly
(via a mandate), the investor will have
the choice between recognising them

at amortised cost or at FVOCI with
recycling or even in full fair value. That is
to say, the choice between recognising its
capital gain or loss off the balance sheet,
on the balance sheet, or on the income
statement. It’s the holding business
model (detention intention) that matters.
If these same assets are held via a fund,
they must be recognised in full fair value.
As for instruments such as equities, if
the investor holds them directly, he may
avail itself of the waiver to classify them
as “Other Comprehensive Income” with
no income statement impact, but he will
not have this option if they are held via a
fund. In other words, the vehicle has an
impact on the choice of measurement
and, hence, on the income statement!

What about impairment?
Impairment now applies only to
securities that pass the SPPI test and
for which the decision is made to not
recognise them at full fair value. For
the others, any change in value is either
automatically recognised on the income
statement or is never done so. So there
is no reason to depreciate, i.e., to force
the recognition of a loss on the income
statement.
This a big change in model. Previously,
you had to wait until a credit event
occurred or for an almost certain
probability of default before depreciating
the security. This was an ex-post
impairment loss. Henceforth, you will
have to provision it when it is acquired
(ex-ante), based on the probability
of default (losses expected one year
out). Then, depending how risk evolves
on the security, this impairment will
be raised, and expected losses upon
maturity will be provisioned. Investors
will therefore be forced to adopt a model

similar to that used by banks’ risk control
departments for monitoring their credit
portfolio. Banks’ risk departments are
familiar with such an approach, but, for
insurance companies, this will be a major
undertaking in terms of changes to IT
systems and accounting entries.

Why for insurance companies in
particular?
The consequences are especially
noteworthy for banks and insurance
companies as they hold an especially
large portion of such assets on their
balance sheets. This is potentially less
the case for large corporates. In their
case, everything depends on the size of
their investment portfolio (for example,
to cover employee-related liabilities)
impacted by these accounting standards
relative to the size of their balance sheet.
IFRS 9 has already modified the manner
in which accounting information
is stored, managed and used. This
required changes in software and
database, with, potentially, hundreds
or thousands of man-days needed. For
insurance companies in particular, this
comes on top of the IFRS 17 transition,
which deals with the very manner that
insurance contracts are recognised. So
it makes some sense that all insurance
companies, whether or not that is their
main activity, could obtain a deferment
on the application of IFRS 9 to 2021
the implementation date for the new
standard on recognition of insurance
contracts (IFRS 17, which was previously
known as phase 2 of IFRS 4)1.

Written on 26 October 2017

1. As of this writing, the amendment to Draft D051300/02, providing for the deferment option for all insurance companies, had not yet been published in the Official Journal of the European Union.
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This communication is for information only and is intended for investment service providers or other Professional Clients. The analyses and opinions referenced herein represent the subjective views
of the author as referenced, are as of 26 October 2017 and are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. This material
may not be distributed, published, or reproduced, in whole or in part. Although Natixis Investment Managers and Ostrum Asset Management believe the information provided in this material to be
reliable, it does not guarantee the accuracy, adequacy or completeness of such information. Not all affiliates, products, and services are available in all jurisdictions. Indexes are unmanaged and do
not incur fees. It is not possible to invest directly in an index. This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or
Institutional Investors and, when required by local regulation, only at their written request. This material must not be used with Retail Investors. • In the E.U. (outside of the UK): Provided by
Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company that is authorized by the Commission de
Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180
Luxembourg, Grand Duchy of Luxembourg. France: Natixis Investment Managers Distribution (n.509 471 173 RCS Paris). Registered office: 21 quai d’Austerlitz, 75013 Paris. Italy: Natixis Investment
Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: Natixis Investment
Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany.
Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: World Trade Center Amsterdam, Strawinskylaan 1259, D-Tower, Floor 12, 1077 XX
Amsterdam, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48
5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Registered office: Torre Colon II - Plaza Colon, 2 - 28046 Madrid, Spain. • In Switzerland: Provided for
information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.
• In the U.K.: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258). This material is intended to be
communicated to and/or directed at persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell securities in any other
jurisdiction than the United Kingdom; and (2) who are authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or
net assets of at least £5 million or in the case of a trust assets of at least £10 million; or any other person to whom the material may otherwise lawfully be distributed in accordance with the FSMA
2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the “Intended Recipients”). The fund, services or opinions referred
to in this material are only available to the Intended Recipients and this material must not be relied nor acted upon by any other persons. Registered Office: Natixis Investment Managers UK Limited,
One Carter Lane, London, EC4V 5ER. • In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East, a branch of Natixis Investment Managers UK Limited,
which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial experience and understanding to participate in financial markets
within the DIFC, and qualify as Professional Clients as defined by the DFSA. Registered office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates. • In
Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company
conducts discretionary asset management business and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku,
Tokyo. • In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory
Commission of the R.O.C. Registered address: 16F-1, No. 76, Section 2, Tun Hwa South Road, Taipei, Taiwan, Da-An District, 106 (Ruentex Financial Building I), R.O.C., license number 2012 FSC SICE
No. 039, Tel. +886 2 2784 5777. • In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational
purposes only. Natixis Investment Managers Singapore is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment
Managers Singapore: 10 Collyer Quay, #14-07/08 Ocean Financial Centre, Singapore 049315. • In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/
corporate professional investors only. • In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general
information of financial advisers and wholesale clients only. • In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that
they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. • In Latin America:
Provided by Natixis Investment Managers S.A. • In Chile: Esta oferta privada se inicia el día de la fecha de la presente comunicación. La presente oferta se acoge a la Norma de Carácter General
N° 336 de la Superintendencia de Valores y Seguros de Chile. La presente oferta versa sobre valores no inscritos en el Registro de Valores o en el Registro de Valores Extranjeros que lleva la
Superintendencia de Valores y Seguros, por lo que los valores sobre los cuales ésta versa, no están sujetos a su fiscalización. Que por tratarse de valores no inscritos, no existe la obligación por
parte del emisor de entregar en Chile información pública respecto de estos valores. Estos valores no podrán ser objeto de oferta pública mientras no sean inscritos en el Registro de Valores
correspondiente. • In Uruguay: Provided by Natixis Investment Mangers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San
Lucar 1491, oficina 102B, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. • In Colombia:
Provided by Natixis Investment Managers S.A. Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products,
services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100 specifically
identified investors. • In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity or an investment manager in terms of the Mexican Securities Market Law
(Ley del Mercado de Valores) and is not registered with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein
that require authorization or license are rendered exclusively outside of Mexico. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered
with the CNBV or any other Mexican authority to operate within Mexico as an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores). Any use of the
expression or reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of the investment management subsidiaries of Natixis Investment Managers,
which are also not authorized by or registered with the CNBV or any other Mexican authority to operate within Mexico as investment managers.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management and distribution
entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or
authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service provider to ensure that the offering or
sale of fund shares or third party investment services to its clients complies with the relevant national law. The provision of this material and/or reference to specific securities, sectors, or markets
within this material does not constitute investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the
investment objectives, risks and expenses of any investment carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the
views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments
will transpire as may be forecasted in this material. Past performance information presented is not indicative of future performance.
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or
completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.
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