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Executive Summary  

This report provides an overview of accounting practices of financial institutions in Europe in selected 
areas related to financial instruments. It evaluates the level of comparability and quality of the disclosures 
in the 2012 IFRS financial statements of a sample of 39 major European financial institutions and includes 
recommendations to enhance the transparency of financial information through the application of the 
IFRS provisions. 
 
Transparent financial information  plays a key role in maintaining market confidence, improving marketsô 
efficiency by allowing investors to identify risks in a timely manner, contributing to financial stability and 
is a pre-requisite in creating premises for sound economic growth. As an effect of market turbulences 
result ing from the financial crisis, transparency and comparability of the financial statements of financial 
institutions have gained increased importance for market participants. In this context, ESMA has intensi-
fied its reviewing activities, with an increased focus on the financial statements of financial institutions 
and together with EBA and ESRB has undertaken further initiatives to improve the level of confidence in 
the financial sector by asking financial institutions to p rovide better disclosure of financial and risk info r-
mation in financial reporting.  
 
Overall ESMA found that disclosures specifically covered by requirements of IFRS 7 ï Financial Instr u-
ments: Disclosures were generally provided and acknowledges the efforts made by financial institutions to 
improve the quality of their financial statements.  Yet, ESMA observed a wide variability in the quality of 
the information provided and identified some cases where the information provided was not sufficient or 
not suffic iently structured to allow comparability among financial institutions. Some financial institutions 
provided disclosures that were not specific enough, lacked links between quantitative and narrative info r-
mation, or provided disclosures that could not be reconciled to the primary financial statements. ESMA 
urges issuers to take a step back and consider the overall objectives of IFRS 7 against their specific circum-
stances when preparing disclosures. 
 
When information was provided outside financial statements (e.g. in a risk report or business review), in 
some cases it was unclear whether it was incorporated by reference. In general, users of financial info r-
mation would benefit if information provided in different sections of the financial report were linked to  
each other and if information provided across these reports was consistent or major differences in bases 
used to provide this information were explained.   
 
As a result of this review, ESMA believes quality and comparability of IFRS financial statements could be 
enhanced in relation to some aspects as provided below. 
 
Structure and content of the income statement   

As a result of this review, ESMA noted deviating structures of the income statement and different content 
of the line items, divergent disclosures in the notes in terms of content and detail and the lack of concise 
yet comprehensive accounting policy disclosures. In particular, ESMA found significant diversity in co m-
ponents included in interest income and interest expense and presentation of net gains or net losses by 
category defined by IAS 39 ï Financial Instruments: Recognition and Measurement .  
 
ESMA urges financial institutions to enhance the transparency in this area by providing sufficiently gran u-
lar disclosures identifying all significant components included in individual line items accompanied by 
concise yet comprehensive accounting policy disclosures and by making the link between the line items in 
the income statement and the statement of financial position more transparent. Comparability of net gains 
or net losses on financial instruments could be achieved when presented in a single note containing a 
break-down of total net gains or net losses by IAS 39 category and income statement line item. ESMA 
reminds issuers to present significant elements of income and expense in individual line items consistently 
over time and to explain the impact of any changes related to presentation of these elements in compari-
son with the previous reporting period.  
Furthermore, ESMA believes that additional guidance in IFRS on individual income statement line items, 
especially interest income and expense, could help to enhance comparability. 
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Liquidity and funding  

Although all financial institutions provided disclosures about liquidity risk and its management, their 
quality varied considerably. ESMA encourages financial institutions to provide comprehensive joined -up 
and entity specific disclosures that convey a clear and interlinked view of maturity analysis of financial 
instruments, liquidity position, funding sources and the way in which the entity manages its liquidity risk. 
Where relevant, ESMA expects disclosure of concentration of liquidity and funding sources by significant 
currencies and identification of major restrictions on funding sources.  
 
ESMA recommends that financial institutions, where relevant, further develop their disclosure on conti n-
gent funding needs and provide an assessment of their potential impacts as, depending on market condi-
tions, these can generate significant and immediate liquidity needs for some financial institutions.  
 
Asset encumbrance  

Only a limited number of financial institutions provided comprehensive quantitative information related 
to encumbered and unencumbered assets, detailed by asset type. For those financial institutions that did 
not provide such information, the distinction between unpledged and unencumbered assets was not al-
ways obvious and it was not always clear which assets of the financial institution could be freely used to 
meet future liquidity needs.  
 
ESMA welcomes the work of EBA in developing a common definition of asset encumbrance for superviso-
ry reporting  and its mandate to develop disclosure guidelines on this issue. ESMA urges financial instit u-
tions to provide  in their financial statements  sufficient and sufficiently granular information to identify 
those assets that are readily available for liquidity purposes or to meet funding needs, and to complement 
such information with clear definitions of the terms used .   
 
Hedging and the u se of derivatives   

Although most financial institutions disclosed that  they entered into derivative transactions for different 
purposes - to benefit from short term market fluctuation, to service clientsô needs and to hedge risks - very 
few distinguished risk management practices for the different purposes.  
 
ESMA believes that the quality of disclosure should be improved by providing qualitative information on 
the use of derivatives for different purposes and clearly linking them with their classification in the fina n-
cial statements (i.e. as derivatives held for trading or as hedging instruments). ESMA expects financial 
institutions that use derivatives extensively to hedge their risks to provide sufficient information to enable 
users to understand the impact of hedging activities on the financial position and performance. Mo reover, 
ESMA expects that financial institutions explain in their financial statements whether and to which extent 
they apply the EU carve-out. 
 
ESMA is of the view that the new proposed disclosure requirements related to hedge accounting envisaged 
by the IASB in developing IFRS 9 ï Financial Instruments  would better explain the accounting treatment 
of derivatives and its link to the overall risk m anagement strategy.  
 
ESMA expects that financial institutions will enhance their disclosures on measurement methodologies 
and inputs to measurement of fair value of derivatives, including the effects of counterparty and non -
performance risks (CVA and DVA adjustments) in light of the requirements of IFRS 13 ï Fair Value 
Measurement  mandatory for 2013 IFRS financial statements. 
 
Credit risk  

All financial institutions provided information about the credit quality of their financial assets . However, 
the lack of structured disclosure can cause the information to obscure comparability. Furthermore, ESMA 
sees the need for particular improvement in several areas of credit risk disclosure.  
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ESMA believes enhanced disclosure should be provided on exposure to credit risk, its mitigation (e.g. by 
collateral, guarantees or credit default swaps), analysis of specific concentrations of credit risk and disclo-
sure of impairment policies in order to enable investors to assess the overall credit risk. 
 
The disclosure requirements in IFRS 7 distinguish between credit quality of financial assets that are nei-
ther past due nor impaired, past due but not impaired and those individually determined to be impaired. 
Clear and transparent disclosures for each of these categories are necessary to comply with the standard. 
Furthermore, ESMA also expects issuers to provide an unambiguous description of the accounting policy 
applied to collective assessment for financial assets that were assessed individually for impairment but for 
which no objective evidence of impairment was identified through individual assessment. These disclo-
sures are necessary to enable investors to assess the effects of credit risk on the entityôs financial position 
and its performance. 
 
Although the level of disclosures related to credit derivatives improved in comparison with previous per i-
ods, in some cases, it was still unclear whether credit derivatives increased or decreased credit exposure, 
or whether credit derivatives were used for trading purposes or for credit risk management. ESMA be-
lieves that transparency related to use of credit derivatives in managing credit risk could still be improved.  
 
ESMA urges financial institutions to adapt their disclosures related to concentration of credit risk so a s to 
enable users to identify main changes of the credit risk profile over time. To provide transparent info r-
mation and to facilitate comparability, regard must be given to what are generally considered to be en-
hanced areas of risk, such as credit risks related to certain geographical areas (e.g. countries) or asset types 
(e.g. real estate exposures).   
 
With regards to country concentration risk, most financial institutions reflected continuing concerns about 
sovereign exposures in their disclosures. Some financial institutions also reflected growing concerns about 
the quality of non -sovereign exposures in certain countries that they considered at risk by providing e n-
hanced disclosures, but the information about impairment levels was limited.  
 
Forbearance  

Although ESMA has noted progress in respect of disclosures relating to forbearance practices compared to 
2011 IFRS financial statements, with more financial institutions providing information on forborne fina n-
cial assets, ESMA expects financial institutions to provide in their 2013 financial statements more granular 
quantitative information on the effects of forbearance that would enable investors to assess the level of 
credit risk related to forborn e assets and their impact on the financial position and performance as rec-
ommended by the ESMA Statement published in December 2012.  
 
Impairment of equity securities classified as available -for -sale  

A number of financial institutions did not disclose any accounting policy regarding the impairment a s-
sessment for a potentially material portfolio of equity instruments classified as AFS . Others disclosed how 
they applied the ósignificant or prolonged criteriaô in an ambiguous manner that suggests the use of a 
combination of significant and prolonged criteria . ESMA reminds financial institutions that such an 
accounting policy is not compliant with IFRS requirements  and urges financial institutions to disclose the 
specific criteria used in applying judgement to determine when a decline in the fair value of an AFS equity 
instrument is significant or  prolonged as indicated in the July 2009 IFRIC Update.  

 
More than half of the financial institutions quantitatively disclosed what they consider significant or 
prolonged. However, ESMA found ranges from 6 to 36 months in relation to the period and from 20% up 
to 50% in relation to the decline in fair value were used. In light of the wide range of application of these 
criteria, ESMA expects financial institutions to exercise careful judgem ent and assess realistically the 
criteria for significant or prolonged decline in fair value. To provide more transparency on the risk of 
impairment, financial institutions should consider separate disclosure of the amount of positive and 
negative AFS reserve related to equity instruments.  
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Next steps  

ESMA expects financial institutions and their auditors to consider the findings of this review when prepa r-
ing and auditing the IFRS financial statements. Through the recommendations provided in this repor t, 
ESMA seeks to improve compliance with IFRS, enhance comparability of financial statements across 
Europe and overall to contribute to improving the quality of financial reporting and to financial stability.  
 
When this report points to a breach of IFRS requirements and where this breach is considered material, 
ESMA expects that national competent authorities will take or have already taken appropriate enforc e-
ment actions. ESMA will monitor the progress of those actions.  
 
As indicated in the European common enforcement priorities 1, ESMA together with national competent 
authorities will focus on monitoring the level of impairment of financial assets and improving the level of 
transparency in the area of forbearance, liquidity risk, asset encumbrance and fair value measurement.  
 
In areas where ESMA believes additional guidance in IFRS is needed to improve the quality and transpar-
ency, ESMA will provide suggestions resulting from this review  to the IASB.  

  

                                                        
 
1 Public Statement: 2013 European Common Enforcement Priorities, European Securities and Markets Authority, 11 November 2013 

(ESMA/2013 /1634)  
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I.  Introduction  

1. Transparent financial information plays a key role in maintaining market confidence, improving 

marketsô efficiency by allowing investors to identify risks in a timely manner, contributing to finan-

cial stability and is a pre-requisite in creating premises for sound economic growth. As an effect of 

market turbulences resulting from the financial crisis, transparency and comparability of the fina n-

cial statements of financial institutions have gained increased importance for market participants.  

2. In this context, ESMA has intensified its reviewing ac tivities, with an increased focus on the finan-

cial statements of financial institutions. Recent ESMA studies, mainly in relation to the application 

of IFRS 7 ï Financial instruments: Disclosures , indicate that there are areas where the financial 

statements of some European financial institutions could be improved. ESMA has contributed to 

promote the objective of transparency of financial reporting of financial instruments by issuing pu b-

lic statements relating to sovereign debt exposures and forbearance practices and by publishing ex-

tracts of relevant enforcement decisions from the EECS database.  

3. EBA and ESRB have undertaken further initiatives to improve the level of confidence in the fina n-

cial sector by asking financial institutions to provide better discl osure of financial and risk info r-

mation in financial reporting. ESMA closely cooperates with EBA and ESRB in their efforts to make 

financial reporting more transparent and thus contribute to financial stability.   

4. Other key stakeholders, such as the FSB, have also expressed concerns about the lack of transparen-

cy of disclosures in the banking sector and set up a group in charge with providing recommenda-

tions for improvement. In order to address such concerns, the EDTF published a report 2 in October 

2012 and a follow-up report 3 in August 2013 that aimed at improving disclosure practices about risk 

exposures and management.  

5. As indicated in previous reports and public statements, ESMA has continued monitoring compl i-

ance and transparency of financial reporting of listed companies in the financial sector and conse-

quently has decided to undertake this review on a sample of European financial institutions with the 

aim of assessing and recommending actions to improve the quality and comparability of financial 

report ing practices by financial institutions.  

  

                                                        
 
2 Report: Enhancing The Risk Disclosures Of Banks, Enhanced Disclosure Task Force, 29 October 2012 
3 Progress Report: Implementation Of Disclosure Recommendations, Enhanced Disclosure Task Force, 21 August 2013 
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II.  Objectives and scope of the report  

Objectives 

6. The main objective of the report is to review some of the key areas of the financial statements pre-

pared by financial institutions across the EU in order to assess the level of comparability taking into 

account the definition in the Conceptual Framework for Financial Reporting .  

7. Comparability is a qualitative characteristic that enhances the usefulness of information between 

entities or about the same entity from one period to another. Paragraph QC21 of the Conceptual 

Framework for Financial Reporting  defines comparability as óqualitative characteristics that enable 

users to identify and understand simil arities in, and differences among, items.ô Paragraph QC 23 

further explains that comparability is not uniformity and that for information to be comparable, like 

things must look alike and different things must look different.  

8. A necessary pre-requisite for  comparability of IFRS financial statements is that they comply with 

IFRS.  The review assesses compliance but also considers matters, whether or not explicitly required 

by current IFRS, on which additional transparency would be useful.  In order to achieve comparabil-

ity  issuers should consider both the disclosure objectives of IFRS 7 and IAS 1 ï Presentation of Fi-

nancial Statements  and the overall transparency of financial information.  

9. Issuers should consider how to best portray economic transactions so that their presentation  and 

disclosure is relevant and faithfully representative to users of financial statements while applying 

IFRS recognition and measurement principles.  

10. Paragraph 1 of IFRS 7 specifies the objective of financial instruments disclosures and indicates that 

these should be sufficient to enable users to evaluate the significance of financial instruments for the 

entityôs financial position and performance and the nature and extent of risks arising from financial 

instruments to which the entit y is exposed during the period and at the end of the reporting period, 

and how the entity manages those risks. In addition, paragraph 112 (c) of IAS 1 states that the notes 

shall provide information that is not presented elsewhere in the financial statemen ts, but is relevant 

to an understanding of any of them. 

11. ESMA acknowledges that IFRS 7 is a principle-based standard which requires that information 

given should be driven by the exposure to the risk and the way the entity manages its risk internally. 

Even though an economic event could be faithfully represented in more than one way, ESMA is of 

the view that financial statements of financial institutions would be enhanced if investors would be 

able to assess this economic event based on comparable information. 

12. When performing this review, ESMA identified some examples of  disclosure of financial reporting 

and included them in the Appendix as an illustration of  possible ways how selected requirements 

addressed in this report are implemented in practice. These examples should not be seen as exhaus-

tive or unique, as there might be different ways for meeting IFRS requirements based on individual 

facts and circumstances of each financial institution.  Accordingly, certain elements of these exam-

ples might be further developed in order to better reflect individual circumstances of respective f i-

nancial institutions.  By including these examples in this report, ESMA does not express any view on 

whether the disclosed information therein is complete and accurate or on whether it might not be 

further questioned as part of regular review by national enforcers .  
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Scope of the report 

13. In defining the areas to be reviewed, ESMA considered matters arising from risk-assessment analy-

sis, experience of national enforcers when reviewing financial statements and previous ESMA activi-

ties. The resulting selected areas of the review included: 

a) Structure and content of the income statement, 

b) Liquidity and funding including the effects of asset encumbrance,  

c) Hedging and the use of derivatives,  

d) Credit risk with a focus on credit risk management, forbearance practices, non-performing 

loans and country concentration risk; and 

e) Criteria used to assess impairment of equity securities classified as AFS. 

14. The sample was based on the 2012 IFRS consolidated financial statements of 39 large European 

financial institutions from 16 jurisdictions, mostly consisting of banks that were included in the la t-

est EBA stress-test exercise. The sample provided a balanced geographical coverage across Europe.  

15. The review was performed on the basis of publicly available information mainly from the IFRS 

financial statements and information that was incorporated by reference in these financial stat e-

ments. To some extent the information  in all sections of the annual report was taken into account 

even if clear references were missing in order to capture the objective of the review to assess the 

comparability. Due to the inherent limitations of a desk -top review, ESMA could not determine in 

all circumstances whether disclosures identified as missing for certain financial institutions were 

simply not applicable or whether amounts were immaterial.  
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III.  Results of the review  

16. This section sets out the detailed findings and conclusions for each of the areas of the review. ESMA 

acknowledges the efforts made by financial institutions in improving the quality of their financial 

statements.  

17. ESMA found that although most banks provide information required by IFRS 7 in the notes to their 

financial statements, in many cases certain information required by IFRS 7 was included in different 

sections of the annual report (e.g. management report, business review, Pillar III disclosures4) out-

side the audited financial statements section of the annual report. Moreover, it was not always clear 

whether and to what extent the information presented outside was incorporated by reference into 

the financial statements and consequently, whether it was audited or what was the level of assur-

ance. Where such information is presented outside the financial statements ESMA considers that it 

should be clearly referenced and marked as audited.  

18. Users of financial information might also benefit if entities linked information provided in different 

sections of the annual report and explained any differences in the bases used to provide this infor-

mation.  

19. ESMA noted that most financial institutions in the sample provided references to national laws,  

recommendations and regulations that deal with the preparation of the financial statements. In 

most of the cases, this reference was limited to a general statement making a link with prudential 

regulation. Some financial institutions specifically mentione d specific national laws and regulations 

(Banking Act, Commercial Code or circulars from prudential regulators) but very few of them clearly 

stated the subjects covered by these local laws and regulations and their impact on IFRS financial 

statements. Considering the fact that these financial institution s act in a global environment, ESMA 

believes users would benefit if financial institutions provide d a concise explanation of the impact of 

these national rules on the IFRS financial statements, accompanied where relevant by additional 

explanations of possible impact of planned changes of these rules.  

A.  Structure and content of the income statement  

IFRS requirements  

20. The requirements on the structure and content of the income statement in IAS 1 are generic in 

nature and do not provide industry specific guidance. Paragraph 82 of IAS 1 includes a list of mini-

mum line items to be presented that according to paragraphs 85 and 86 of IAS 1 should be supple-

mented with additional line items when such presentation is rel evant to an understanding of the en-

tity's financial performance. Disclosure on the face of the income statement or in the notes is re-

quired by paragraph 97 of IAS 1 for material items of income or expense and by paragraph 35(b) of 

IAS 18 for each significant category of revenue. 

21. Furthermore, IFRS 7 contains various disclosure requirements related to the income statement. 

Paragraph 20 of IFRS 7 requires entities to disclose some information on net gains or net losses, in-

terest income and interest expense, fee income and expense as well as impairment losses either in 

                                                        
 
4 Public disclosures of the prudential information. Pillar III reports were in some cases presented as part of the annual report, 

however, in most cases they were presented outside of the annual report as a separate document. To some extent, this difference has 

an impact on the comparability.  
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the income statement or in the notes. A general requirement to disclose significant accounting pol i-

cies is set forth in paragraph 117 of IAS 1 and paragraphs 21 and B5 of IFRS 7. 

22. Paragraphs 20(b) and 20(c) of IFRS 7 require financial institutions to disclose total interest income 

and total interest expense (calculated using the effective interest method) for financial instruments 

not at fair value through profit or loss as well as fee income and expense arising from (i) financial 

instruments that are not at fair value through profit or loss and (ii) trust and other fiduciary activ i-

ties. 

23. Disclosure of net gains or net losses on financial instruments by category in IAS 39 is required by 

paragraph 20(a) of IFRS 7; however, a definition of net gains or net losses is not provided. Guidance 

in IFRS 7 is limited to a specific example on financial instruments at fair value through profit or loss 

in paragraphs B5(e) and BC34. Section G.1 of the implementation guidance on IAS 39 suggests that 

either disclosure of a single amount per category or separate disclosure of its components is appro-

priate.  

24. Paragraph 20(a)(ii) of IFRS 7 requires disclosure of net gains or net losses on financial assets cate-

gorised as AFS, showing separately the amount of gain or loss recognised in OCI during the period 

and the amount reclassified from equity to profit or loss for the period. Paragraphs IG7 to IG9 of 

IAS 1 suggest that gains and losses from fair value changes are always initially recognised in OCI , 

even if immediately thereafter transferred to profit or loss due to impairment or derecognition of 

the underlying asset. 

Findings  

Structure of the income statement  

25. All financial institutions in the sample opted to present the income statement separately from the 

statement of other comprehensive income. However, given the lack of specific provisions or guid-

ance in IFRS, ESMA found significant diversity in the structure and content of the income stat e-

ment. This diversity was most pronounced in respect to the level of detail provided on the face of the 

income statement, content and order of the individual line items and the presentation of the income 

statement line items on a gross or net basis. Graph 1 included below illustrates this diversity by ind i-

cating the number of lines included in the income statement (including subtotals) for the 39 finan-

cial institution s in the sample5:  

                                                        
 
5 The line count includes all lines (including subtotals) from interest income to after tax profit or loss. Lines referring to the allocation 

of profit or loss to non -controlling interests and owners of the parent were not included  
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26. The structure of the income statement and order of the individual line items seems to be heavily 

inf luenced by the national accounting standards and/or the prescribed structure by prudential reg u-

lators, as evidenced by similar income statement structures for financial institutions from the same 

jurisdictions . For example, apparently under the influence of national accounting standards, in 

some countries impairment of financial assets is presented directly after net interest income, where-

as in other countries it is presented at the bottom of the income statement immediately before tax.  

Interest income and  interest expense 

27. All financial institutions under review presented gross interest income and interest expense on the 

face of the income statement but some also included a subtotal for net interest income.  

28. ESMA noted significant diversity in the components included as part of interest income/expense. 

All financial institutions included interest income/expense generated from financial instruments 

not  measured at fair value through profit or loss (FVTPL) in in terest income/expense. However, a 

number of them omitted to separately disclose the total interest income and total interest expense 

for financial assets or financial liabilities not  measured at FVTPL as required by paragraph 20(b) of 

IFRS 7.   

29. Diversity equally exists whether interest on financial instruments of the trading portfolio and on 

financial instruments designated as at FVTPL is included in interest income/expense.  Of the finan-

cial institutions under review, two thirds included interest income/exp ense on non-derivative fina n-

cial instruments of the trading portfolio in interest income/expense rather than in net trading i n-

come. Three quarters of the financial institutions included interest income/expense on financial i n-

struments designated as at FVTPL in interest income/expense and usually provided quantitative i n-

formation when disclosing detailed analysis of interest income/expense.  

30. IFRS does not contain specific presentation requirements with regard to funding/refinancing costs 

related to non-derivative financial assets of the trading portfolio or designated as at FVTPL. From 

12 

9 

5 
6 

1 

6 

0

2

4

6

8

10

12

14

N
u
m

b
e
r 

o
f 
in

s
ti
tu

ti
o

n
s

 

 

Number of lines  

Graph 1: Number of Lines in the Income Statement  

16-20 21-25 26-30 31-35 36-40 41-45



 

  14 

the financial institutions in the sample, more than 10% mentioned that funding costs were included 

in interest expense, while the interest income on these portfolios was instead included in net trading 

income or net gains or losses on these portfolios (the latter being presented as a separate line item). 

The remainder either did not provide any information or indicated that these costs were presented 

consistently with the presentation of the respective interest income either in interest expense or in 

net trading income/net gains or losses.  

31. The policy of including interest income/expense on derivative financial instruments was diverse. 

Based on ESMAôs observations, the presentation of the interest component of derivatives that do not 

qualify for hedge accounting (alternatively only for instruments labelled as óeconomic hedgesô or 

óbanking book derivatives ô) was fairly mixed between interest income/expense and net trading in-

come. For some financial institutions, however, it was not possible to determine where interest i n-

come/expense on non-hedging derivatives was recognised.   

32. ESMA also noted that some financial institutions included other items which are not usually e x-

pected to be part of interest income/expense, such as results from investments in investment pro p-

erty. However, amounts included were not significant.  

Net fee and commission income 

33. All financial institutions in the sample presented fee and commission income on the face of the 

income statement with the vast majority choosing a  gross presentation. Additionally, in almost all 

cases net fee and commission income was detailed in the notes, mostly by type of activity. Some fi-

nancial institutions provided an analysis by a comb ination of type of activity and product. Notably, 

approximately 10% of the sample provided this break -down in the notes on a net basis only.  

34. As outlined above, IFRS 7 requires the disclosure of the amount of fee income and expense which 

arises from financial instruments that are not at fair value through profit or loss. Almost three qua r-

ters of the financial institutions in the sample did not provide an explicit disclosure of these items.  

35. With respect to the requirement to provide the amount of fee and commission income and expense 

arising from trust and other fiduciary activities, approximately 40% of  financial institutions  in the 

sample explicitly provided the required information. However, lack of disclosure for the remaining 

institutions could result fr om the fact that at least some financial institutions in the sample may not 

perform any material trust or fiduciary services.  

Net trading income  

36. All financial institution s presented a ónet trading income ô line, but the presentation varied as the 

respective line included alternatively (i) income related to an entityôs trading activities, (ii) income 

from the financial instruments  held for trading or (iii) income from all financial instruments mea s-

ured at FVTPL (i.e. also including financial instruments desig nated as at FVTPL). Partly this could 

be inferred from the name of the line items which were for example labelled as ónet trading income ô, 

óheld for trading ô or ónet income from financial instruments recognised at fair value through profit 

or lossô.  

Dividend income  

37. Approximately one fifth of the sample did not provide information about the amount of dividend 

income recognised in the reporting period. It is unclear to what extent dividend income was not 
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considered significant by those financial instit utions. In the remaining cases, quantitative info r-

mation about dividend income was almost equally split between disclosure as a separate line item 

on the face of the income statement and in the notes. Only about one third of the financial instit u-

tions prov ided a separate breakdown of dividend income per IAS 39 category in the notes.  

38. Presentation of dividend income from AFS equity instruments varied between financial institutions. 

A separate line item in the income statement was provided in almost half of the financial state-

ments. Almost one fifth of financial institutions included this dividend income in ónet investment i n-

comeô or similar line items and few financial institutions included it in either interest income or in 

other operating income. In an additional fifth of the cases the line item in which dividends were in-

cluded was not clear or the financial institutions did not categorise any equity instruments as fina n-

cial assets AFS. 

39. The situation for dividend income from financial assets held -for-trading  was different: more than 

one fifth of  financial institutions presented dividend income in a separate line item in the income 

statement. More than 40% of financial institutions  in the sample included dividend income from 

trading assets in net trading income. Less frequent was a presentation in net investment income or 

similar and in interest income. In some cases the line item in which dividend income from financial 

assets held-for-trading was included was not clear from the financial statements or the notes.  

Repurchase of financial liabilities  

40. ESMA found divergence in the accounting treatment of the gain on repurchase of financial liabilities 

carried at amortised cost. Whereas most of the financial institutions presented this gain as óother i n-

comeô or presented it as a separate line in the income statement, a few financial institutions reported 

this gain as interest income /expense or net trading income. 

Net gains or net losses 

41. ESMA noticed that i n practice the term ónet gains or net lossesô is understood differently. A major 

difference relates to impairment losses which some institutions include d in the presentation of net 

gains or net losses while others did not. For the purpose of this analysis, ESMA has considered the 

term ónet gains or net lossesô to include impairment losses.  

42. Although all financial institutions disclosed accounting policies for major  components of ónet gains 

or net lossesô, the term itself was rarely defined and the level of details on components varied signif-

icantly. Wh ereas some financial institutions stated explicitly in which line items gains and losses 

were recognised, others did not. Regarding completeness, ESMA noted that in some instances ac-

counting policies did not state all components that would be expected to be included in net gains or 

net losses, such as gains or losses from the disposal of instruments carried at amortised cost. 

43. Only one tenth  of financial institutions disclosed net gains or net losses recognised in profit or loss 

for all IAS 39 categories in a single note. Example 1 in the Appendix illustrates this type of disclo-

sure. Approximately 40%  of these financial institutions presented  more detailed analysis of net 

gains or net losses than analysis per IAS 39 category.  

44. Other financial instituti ons followed a component-based approach for at least some IAS 39 catego-

ries. For example, with regard to financial assets classified as óloans and receivablesô, some financial 

institution s recognised impairment losses and disposal gains in different line items and disclosed in 
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the note on each line item a breakdown per IAS 39 category, showing separately the amount relating 

to loans and receivables. Alternatively, components such as impairment losses were separately dis-

closed per IAS 39 category in the income statement. An analysis in the notes was the predominant 

practice for the financial institutions in the sample.  

45. When a component-based approach was followed, not all components were always presented sepa-

rately, even though other information suggested they might have been material. For example, alt-

hough other disclosures suggested that financial liabilities carried at amortised cost were repur-

chased, related gains or losses were not disclosed in all instances.  

46. From ESMAôs analysis it appeared that the recognition pattern for net gains or net losses on AFS 

financial assets suggested in the implementation guidance of IAS  1 was not always followed consist-

ently. Some financial institutions seem to have recognised specific elements of net gains or net loss-

es directly in profit or loss, whereas the remaining elements were initially recogni sed in OCI and 

subsequently transferred to profit or loss. However, the difference in accounting treatment was not 

clearly disclosed in the accounting policies section. 

Conclusions  

47. Overall, comparability of the income statement across different financial institutions was found to 

be limited , mainly due to :  

a) the deviating structure of the income statement and different content of the line items,  

b) divergence in the content and detail of the notes, and 

c) a lack of concise, yet comprehensive accounting policy disclosures.  

While the deviating structure can be partly explained by the use of different business models, espe-

cially in case of financial conglomerates, the other two elements made it difficult or even impossible 

to determine comparable amounts for different financial institutions .  

48. The significant diversity in practice in the composition of interest income/expense resulted in 

limited comparability of interest income/expen se (and net interest margin) reported by financial i n-

stitutions. ESMA noted that comparison of interest income/expense (and net interest margin) of 

different financial institutions in most cases, if possible at all, at least required additional  steps. 

Similar diversity was noted when analysing net trading income .  

49. ESMA believes that additional guidance in IFRS on specifying the content of individual line items  

(e.g. on interest income/expense) could help enhancing comparability. Consequently, ESMA will 

suggest the IASB to address the issue  so that transparency and comparability of income statements 

of financial institutions could be enhanced.  

50. ESMA urges financial institutions to identify all significant components included in individual line 

items accompanied by concise yet comprehensive accounting policy disclosures making the link b e-

tween line items in the income statement and the statement of financial position more transparent . 

51. With regard to disclosure of net gains or net losses, comparability can best be achieved if they are 

disclosed in a single note. Ideally, in addition to a single amount for each of the IAS 39 categories 

required in paragraph 20(a) of IFRS  7, the note should contain a break-down by income statement 

line items or be clearly reconcilable with the notes on individual line items.   
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52. Financial institutions that do not follow the recognition pattern for AFS instruments in paragraphs 

IG7 through IG9 of IAS  1 should state in their accounting policy disclosures under which circum-

stances gains or losses are (i) directly recognised in profit or loss and (ii) initially recognised in OCI 

and subsequently transferred to profit or loss  and the respective amounts should be easily identifi a-

ble from the  primary  financial statements and the notes. 

53. Financial institutions might consider whether the effects of some transactions are sufficiently mat e-

rial to warrant presentation as a separate line item in the income statement instead of being dis-

closed in the notes. This could be applicable, for example for items such as the effects of changes in 

own credit risk for financial liabilities designated as at FVTPL or net gains or net losses on financial 

liabilities measured at amortised cost. 

54. Based on our review, we noted that some aspects of comparability are highest within jurisdictions 

where specific reporting requirements  for financial institutions  were set. However, ESMA acknowl-

edges that prescribed reporting formats may entail the risk that different business models are not 

adequately reflected. Consequently this may result in a decrease rather than an increase in compa-

rability  across Europe.  

55. With the planned introduction of a common format for supervisory reporting (FINREP) in Europe 

by EBA, ESMA expects the structures of the income statement of financial institutions will align  in 

the IFRS financial statements.  

B.  Liquidity and funding  

IFRS requirements  

56. IFRS 7 requires qualitative and quantitative disclosures on liquidity risk. Paragraph 33 of IFRS 7 

specifies the disclosure of qualitative information that describes exposures to risk and how they 

arise, as well as the entityôs objectives, policies and processes for managing the risk and the methods 

used to measure the risk. Paragraph 34(a) of IFRS 7 requires disclosure of quantita tive information 

that comprises data about an entit yôs exposure to liquidity risk at the end of the reporting period . 

57. Paragraphs 32A and 39(c) of IFRS 7 ask entities to consider the interaction between qualitative and 

quantitative disclosures, so as to enable users to evaluate an entityôs exposure to risks and get an 

overall picture of these risks and the way the entity manages them. 

58. Paragraph 39 of IFRS 7 requires entities to disclose a remaining contractual maturity analysis of 

non-derivative and derivati ve financial liabilities, including issued financial guarantee contracts  and 

a description of how entities manage the liquidity risk . Paragraphs B11E to B11F of IFRS 7 provide 

additional guidance on factors to be considered when providing such disclosures. This encompasses, 

but is not limited to, a list of relevant matters such as: 

a) Maturity analysis of financial assets held for managing liquidity risk, e.g. financial assets 

that are readily saleable or expected to generate cash inflows to meet cash outflows on fi-

nancial liabilities  

b) Deposits held at central banks to meet liquidity needs  

c) Diversification of funding sources  

d) Commitment received for liquidity access if needed 

e) Concentration of liquidity risk in the assets  or in the funding sources 
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f)  Contingent fun ding needs, such as instruments with accelerated repayment terms, cove-

nants, or collateral requirements . 

59. Paragraph B10A of IFRS 7 requires the information provided to be based on information provided 

internally to key management personnel. An explanation on how these quantitative data are deter-

mined should be provided. 

Findings  

Qualitative disclosures on liquidity risk  

60. Nearly all the financial institution s in the sample provided narrative disclosures about liquidity risk 

covering information on how liquidity risk arises, the policy and internal control processes for man-

aging it and the methods used to measure it. One third of the sample disclosed additional info r-

mation on  contingency plans for managing liquidity  risk .  

61. However, ESMA found that the quality of the information provided varied among the financial 

institution s. Some financial institution s provided only generic information, while others disclosed 

in-depth entity -specific information on their liquidity risk, their policy and strategy for the  man-

agement of their liquidity.  

Maturity analysis of financial assets and financial liabilities  

62. All financial institutions in the sample disclosed a maturity analysis of financial liabilities . Catego-

ries provided in the analysis were generally aligned to the categories disclosed on the face of the 

statement of financial position , and some financial institution s provided more specific analysis (e.g. 

by type of instrument or by counterparty ). Although explicitly required by IFRS, one tenth  financial 

institution s in the sample did not provide maturity analysis for derivatives liabilities and approxi-

mately 40% of financial institution s in the sample did not  include information about off-balance 

sheet commitments (loan commitments  and financial  guarantee contracts).  

63. Additionally, whereas paragraph B11D of IFRS 7 is clear that the maturity analysis  of financial 

liabilities  should be based on contractual undiscounted cash flows, a third of the sample  disclosed a 

maturity analysis based on discounted cash flows.   

64. Most of the financial institutions used the time-bands suggested by paragraph B11 of IFRS 7. Half of 

the sample added óon demandô and/or óundetermined maturity ô time-bands to the analysis, however 

not all of them explained the principles used to classify financial instruments into these two categ o-

ries. For examples, ESMA observed that practices varied for the classification of trading derivatives 

liabilities  in t he respective time-bands. 

65. Assumptions used in the maturity analysis for specific instruments were not systematically provi d-

ed. For example, only a few financial institutions provided information on how they dealt with cal l-

able instruments  (instrument that can be redeemed or paid off by a financial institution prior to its 

maturity da te). In particular, ESMA found that practices varied for the classification of subordinated 

debts with repayment option held by the issuer.  

66. Half  of the sample provided a maturi ty analysis for all  financial assets, usually disaggregated by line 

items of the statement of financial position and using the same time-bands as for financial liabil i-
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ties. One third of the financial institution s provided the maturity analysis specifically for those fi-

nancial assets held for managing liquidity risk  as suggested by paragraph B11E of IFRS 7.  

67. ESMA found that narrative and qualitative disclosures were sometimes lacking, in terms of analysis 

of the liquidity position stemming from the maturity analysis provided, as required by paragraph 

39(c) of IFRS 7, and the way entities intend to manage these positions and the associated risks.  

Managing liquidity risk: liquidity reserves, funding sources and contingent funding needs  

68. Although m ost financial institution s disclosed information on what they consider as liquidity r e-

serves, not all of them provided the definition and criteria for assets  to qualify  as liquidity reserves. 

More than half of the sample included a breakdown of their liquidity reserves by asset type whereas 

very few financial institution s provided the detail by currency. Financial institution s only rarely  dis-

closed the liquidity reserves distinguishing the parent company from its (foreign) subsidiaries. Ex-

ample 2 in the Appendix illustrates quantitative and qualitative disclosures related to liquidity r e-

serves. 

69. As regards funding sources, most of the sample included quantitative information on the main 

funding sources including funding types, such as wholesale versus retail sources, and/or secured 

(e.g. covered bonds) versus unsecured funding sources (e.g. customer deposits). A minority of the 

sample reported further breakdowns of funding sources by currency, geographical area or business 

line or pointed out to concentration in the funding sources .  

70. Information on any funding restrictions within a consolidated group of entities, such as restrictions 

on subsidiariesô ability to transfer funds to the parent in forms of dividend or repayments of loans, 

due to local regulatory rules or exchange controls laws, was rarely provided as part of the disclosures 

on liquidity risk  within the financial statements . 

71. A limited number of financial institution s provided entity -specific information on their contingent 

liquidity and fund ing needs. Approximately 40% of  financial institution s in the sample mentioned 

the existence of margin requirements for derivatives. Financial institution s provided only rarely as 

part of the financial statements  details of instruments that include  accelerated repayment terms or 

additional collateral requirements in case of a downgrade by a rating agency. Usually, these finan-

cial institution s did not provide any  quantitative information on the contingent needs.  Half of the 

financial institution s reported information on off -balance sheet instruments they can access to meet 

contingent liquidity needs  (e.g. committed borrowing facilities or other credit lines).  

72. Two thirds of the sample disclosed the fair value of collateral held that it was permitted t o sell or re-

pledge as required by paragraph 15 of IFRS 7. This included both collateral held as security for as-

sets or that was received for derivatives transactions. The fair value of collateral already sold or re-

pledged was reported by less than half of the sample. Information regarding  the quality and liquid i-

ty of the collateral held was provided by few financial institutions, e.g. by identifying central fina n-

cial institutions eligible assets.  

73. The link between quantitative and qualitative information provided by financial institutions was 

found to be limited, although required by paragraphs 32A and 39(c) of IFRS 7. Quantitative data 

provided by some financial institutions was not always complemented with narrative information: 

for example, when data on maturity tables or other key indicators or internal metrics  (e.g. loan to 

deposit ratio, scenario analysis) were provided, these were not always accompanied with explanato-
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ry disclosures that would link them with the overall funding and liquidity strategy. Conversely, na r-

rative developments were not always supported by quantitative data; for example, when reference to 

stress tests practices was made, the quantitative impacts and underlying assumption s were not pro-

vided to support the narratives. As a consequence, links and interdependence between the different 

quantitative and/or narrative information provided in liquidity and funding areas were not suff i-

ciently apparent, giving an impression  of dispersed information.  

Asset encumbrance 

74. Most of the financial institution s disclosed quantitative information regarding financial assets 

pledged to secure liabilities as required by paragraph 14 of IFRS 7, with variable level of details: fi-

nancial institution s mostly provided an analysis by type of assets, or by IAS 39 category. A majority 

of financial institution s detailed such assets by nature of the operations or liabilities involved. The 

terms and conditions of the pledge were indicated only by a third of the sample.  

75. Only a limited number of financial institution s provided quantitative information related to encum-

bered or unencumbered assets detailed by asset type. For the remaining issuers of the sample, the 

distinction between unpledged and unencumbered assets was not always obvious and it was not al-

ways clear which assets of the financial institution  could be freely used to meet future liquidity 

needs. Example 3 in the Appendix illustrates  a way to disclose an analysis of encumbered and unen-

cumbered assets. 

Conclusions  

76. Overall, although financial institutions provided disclosure on liquidity and funding,  ESMA ob-

served that comparability  of information provided was limited due to the fact that the quality of 

quantitative and qualitative details provided by issuers varied widely.  

77. Accordingly, ESMA encourages financial institution s to provide comprehensive disclosures that 

would convey a clear and interlinked view of maturity analysis of financial instrument s with  liquid i-

ty position and funding sources.  

78. ESMA reminds financial institutions to complement quantitative data with narrative disclosures 

and explain narrative information with quantitative elements. Enhancing the overall quality of di s-

closures could be achieved by providing definition of key terms, disclosing  inputs and assumptions 

for indicators used to assess liquidity and funding positions, providing narrative commentary  on 

contractual maturity analysis of financial assets and liabilities  and figur es and linking them with the 

entityôs strategy and objectives in terms of funding and liquidity.  

79. When disclosing the contractual maturity of financial liabilities, IFRS requires financial institution s 

to disclose undiscounted cash flows and include derivative liabilities and off balance sheet commit-

ments. ESMA expects financial institutions to provide maturity analysis of financial assets. ESMA 

encourages financial institution s to use on-demand maturity bucket in such maturity tables and to 

provide criteria for the allocation of certain specific instruments in the different time bands .  

80.  ESMA encourages financial institution s to provide information on concentrations in the liquidity 

and funding sources, including where relevant an analysis by significant currencies. They should be 

sufficiently detailed and identify significant restrictions on funding  sources either within the group 
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(e.g. foreign subsidiaries subject to regulatory constraints for transfer of funds to their parent)  or 

based on individual circumstances of the entity (e.g. as a condition when state aid was provided).  

81. ESMA recommends that financial institution s further develop their disclosure on contingent fun d-

ing needs as well as contingent funding sources. Experience has shown that in periods of difficult 

market conditions, contingent funding needs can generate significant and immediate cash draw-

downs for some financial institution s. 

82. ESMA urges financial institutions to provide sufficient and sufficiently granular information to 

identify those assets that are readily available for liquidity purposes or to meet funding needs, and 

to complement such information with clear definitions of the terms u sed. ESMA notes that EBA is 

currently developing a harmonised measure of asset encumbrance for supervisory reporting6. EBA 

has obtained legal mandate to develop disclosure guidelines on this issue7 following the recommen-

dation of the ESRB8.. Once finalised, ESMA would encourage financial institution s to use this defi-

nition of asset encumbrance for external reporting as well in order to provide the market with a 

harmonised approach to reporting the level of asset encumbrance.  

C. Hedging  and the use of derivatives  

IFRS requirements  

83. Mandatory disclosures in IFRS 7 refer to hedge accounting and description of financial instruments 

designated as hedging instruments. Paragraph 22 of IFRS 7 requires entities to provide information 

for each type of hedges used, including a description of these hedges, the nature of risks being 

hedged, and disclosure of the fair values of hedging instruments at the end of the reporting period. 

84. Paragraph 24 of IFRS 7 requires disclosures of the effect of hedge accounting on the income state-

ment and on OCI and in particular with respect to ineffectiveness recognised on profit and loss ari s-

ing from each type of hedge. For fair value hedges gains and losses on the hedging instrument and 

on the hedged item attributable to hedged risk need to be disclosed separately. For cash flow hedg-

es, the requirements of paragraph 23 of IFRS 7 include disclosure of periods when cash flows are 

expected to occur, and the amounts recognised on OCI during the period, or recycled from OCI to 

profit and loss during the period.  

85. IFRS 7 contains specific requirements related to the use of derivatives. These include guidance in 

paragraphs 25 ï 27 related to measurement of fair value but are also included in disclosure r e-

quirements in paragraphs 33 - 42 on evaluation of the nature and extent of risks arising from fina n-

cial instruments .  

86. Apart from these, IFRS 7 does not include specific requirements relating to hedging activity . How-

ever, based on the general objective of the standard and the general requirements related to man-

agement of the risks, entity should provide qualitative disclosures  on derivative exposures support-

ed or further illustrated by quantitative infor mation.  

                                                        
 
6 Consultation Paper: Draft Implementing Technical  Standards on Asset encumbrance reporting under article 95 a of the draft Capital 

Requirements Regulation, European Banking Authority, 26 March 2013  
7 Regulation (EU) 575/2013 of 26 June 2013 on prudential requirements for credit institutions and investment firms , Part Eight , 
Article 443  
8 Recommendation ESRB/2012/2 on funding of credit institutions, European Systemic Risk Board, 20 December 2012  
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Findings  

Type of (accounting) hedges and derivatives used 

87. Specific disclosures regarding the types of hedge accounting applied, the types of instruments used 

and the corresponding fair values of derivatives at the end of the reporting period were provided in 

nearly all cases.  

88. Almost all financial institution s in the sample included a breakdown of the fair value of derivatives 

held at the end of the reporting period by nature of the underlying risk (e.g. interest rate instr u-

ments, foreign exchange instruments, equity instruments) and disclosed the related notional 

amounts. The financial institution s that applied hedge accounting distinguished in these disclosures 

derivatives accounted for as hedging instruments in accordance with IAS 39 and derivatives held for 

trading. Around half of the financial institution s reviewed distinguished between OTC and exchange 

traded instruments. Only a few financial institution s provided analysis of derivative financial i n-

struments by counterparty.  

89. Disclosure on how hedge accounting is applied as required by IFRS 7 varied between financial 

institution s. Some provided a general description while others gave more extensive and entity-

specific disclosure, including description of  the hedging instruments and the different  purposes for 

holding derivative financial instruments .  

Impact of hedge accounting on financial statements  

90. Ineffectiveness arising from the different types of hedges was sometimes reported in a single line 

item for all types of hedges, without further dis closure about whether such ineffectiveness stems 

from fair value, cash flow or net investment hedges. Most financial institutions disclosed the effect 

of fair value hedges on the income statement; however, some provided a net amount without disti n-

guishing the effects of hedging instruments and the revaluation of hedged items attributable to 

hedged risk. Presentation and disclosure of the impact of derivatives that were not designated in 

hedge accounting relationship varied as well. (Please refer to the section III.A  on Structure and con-

tent of the income statement).  

91. For cash-flow hedges, the amounts recognised in OCI during the period, and  those recycled from 

OCI to profit and loss were generally disclosed. However, only a third of the sample provided infor-

mation on the periods in which the cash flows are expected to occur, although required by IFRS 7. 

92. Only a few financial institution s complemented their quantitative data on hedge accounting with 

narrative explanations or other further quantitative breakd own, for example, on the nature of gains 

and losses by underlying risk hedged or on sources of ineffectiveness. 

 

Use of ómacro hedgingô and the EU carve-out 

93. Only around a third of the sample reported in their financial statements the use of the fair value 

hedge accounting for a portfolio hedge of interest rate risk. Financial institution s did not specifically 

disclose whether they apply cash-flow ómacro -hedgingô (e.g. cash-flow hedging practices based upon 

large volumes of individu al hedge relationships or related to groups of items). In addition, only a 
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minority of financial institution s disclosed information as to whether they make use of the provi-

sions of the EU-carve out9. 

Derivative transactions  

94. Many financial institution s indicated that they entered into derivative transactions for speculative 

purposes, to service clientsô needs and/or to hedge risks. Where qualitative disclosure was provided, 

it was not complemented with quantitative disclosures. Only a few financial insti tutions included a 

statement that they did not enter into derivatives financial transactions for speculative purposes or 

disclosed the use of derivatives as óeconomic hedgesô. However, very few reported separately the risk 

management procedures for the different purposes derivative and/or hedging transactions. Other s 

stated that trading derivatives include transactions on behalf of clients. Some financial institution s 

referred to the regulatory distinction between trading book and banking book, or use d the term 

óeconomicô hedging, yet only rarely provid ing definitions of the terms used.  

95. As part of this review, ESMA assessed disclosures for some specific measurement aspects related to 

impact of credit risk/own credit risk on  the fair value of derivatives. Despite the importance of de-

termining fair value of derivative financial instruments, less than a quarter of financial institution s 

in the sample included qualitative and/or quantitative information regarding the impact of the 

Credit Value Adjustment - CVA and/or Debit Value Adjustment - DVA on the calculation of fair val-

ue and only a few provided specific information on valuation methodologies and inputs used.  

Conclusions  

96. Although most entities in the sample provided the specific disclosures required by IFRS 7, ESMA 

found that the ir  level and depth varied significantly and that improvement in some areas would be 

welcome. In particular, ESMA would encourage financial institution s to link the quantitative and 

qualitative disclosures provided.  

97. ESMA expects financial institution s to provide more granular qualitative information on the use of 

derivatives for different purposes ( e.g. hedging of own risks, trading on own account, client trades 

and related risk management) and to link  these purposes with the accounting treatment . ESMA en-

courages financial institutions to provide the level of detail that would  enable users to understand 

the impact of hedging on the financial position and performance and its relation to the hedging 

strategy. 

98. ESMA urges financial institution s that use derivatives extensively to hedge their risk exposures to 

disclose qualitative and quantitative information on the effectiveness of these hedging activities.  

99. ESMA expects improvement of disclosures provided on measurement methodologies and inputs for 

fair value of derivative  financial instrument s, including where relevant the impact of CVA and/or 

DVA adjustments. ESMA believes that the application of IFRS 13 ï Fair Value Measurement  in 

2013, which is more specific on valuation adjustments than previous requirements in  IAS 39 and the 

development of more sophisticated models to capture the counterparty and own credit risks repre-

sent an opportunity to enhance disclosure related to fair value measurement of derivative financial 

inst ruments .  

                                                        
 
9 Modification of the IAS 39 as issued by the IASB through European endorsement process that among others relaxes the hedging 

effectiveness testing and allows portfolio hedging of core deposits 
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100. As application of ómacro -hedgingô strategies or the EU carve-out can have a significant effect on OCI 

and net income, ESMA urges financial institution s to clearly disclose in their  financial statement s 

whether and to which portfolios  they apply ómacro hedgingô and whether they have applied the EU 

carve-out to hedge accounting. 

D.  Credit risk  

D.1 Credit risk management  

IFRS requirements  

101. Paragraph 33 of IFRS 7 requires qualitative information to describe exposures to risk and how they 

arise, as well as the entityôs objectives, policies and processes for managing the risk and the methods 

used to measure the risk. According to paragraph IG 15(b) of IFRS 7, this includes but is not limited 

to a narrative description of the entityôs impairment policies and processes for accepting, measur-

ing, monitoring and controlling risk . 

102. Paragraph 34 of IFRS 7 specifies that quantitative information includes data about entitiesô expo-

sure to credit risk and that the disclosure shall be based on the information provided internally to 

key management personnel of the entity. Paragraph B10 of IFRS 7 provides a list of activities that 

give rise to credit risk. 

103. Paragraph 36 of IFRS 7 requires entities to provide the amount that best represents the maximum 

exposure to credit risk as well as a description of collateral held as security and other credit en-

hancements, and their financial effect in respect of the amount that best represents the maximum 

exposure to credit risk. Paragraph IG 22 of IFRS 7 gives examples of how an entity might meet the 

latter requirement. In addition, an entity shall disclose information on the credit quality of financial 

assets that are neither past due nor impaired. 

104. Paragraphs 34(c) and B8 of IFRS 7 specify that information  given shall also include the concentra-

tion of risk with a description of how management determines concentrations and the shared char-

acteristic(s) identifying each concentration (e.g. counterparty, geographical area, currency or mar-

ket).  

105. According to paragraphs 37(a) and (b) of IFRS 7 an entity shall disclose by class of financial asset, as 

at the end of the reporting period, an ageing analysis of those financial assets that are past due but 

not impaired and those that are individually determined to be  impaired, including the factors co n-

sidered in determining that they are impaired.  

106. Paragraphs 58-65 and AG84-AG92 of IAS 39 include detailed requirements for measurement of 

impairment of financial assets, both individually and at a portfolio level . Paragraphs 20(d) and (e) 

of IFRS 7 require disclosure either in the statement of comprehensive income or in the notes, of in-

terest income on impaired financial assets accrued, as well as the amount of any impairment loss for 

each class of financial asset. According to paragraphs 21 and B5(f)  of IFRS 7 an entity shall include 

in its disclosure of accounting policy the criteria used to determine that there is objective evidence 

that an impairment loss has occurred. 
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107. Along with the discounted cash flow method, formula -based approaches or statistical methods may 

be used to determine impairment losses collectively as long as methods used are consistent with the 

IFRS requirements. 

Findings  

Managing credit risk: credit risk exposure, concentration and mitigation of credit risk  

108. All financial institution s in the sample provided an analysis of exposure by internal rating or by 

external rating. Half of the sample detailed the exposure by both internal and external ratings while 

most of the other half provided the exposure according to internal ratings only. Only a very few fi-

nancial institution s detailed their exposure by external ratings only. ESMA understands that the in-

ternal rating system is the most relevant way to assess credit risk. Nonetheless, as the description of 

the internal rating system  provided in the financial statements was often very general, ESMA found 

it difficult to compare them between the financial institutions . 

109. Three quarters of the sample provided further analysis of the credit risk exposure by industry sector, 

by geographical area and by counterparty in addition to the analysis by type of financial assets. Usu-

ally these financial institution s provided the analysis (also required by Pillar III ). When provided, 

this analysis enables users to assess better the concentration of credit risk  as illustrated by para-

graph IG 18 of IFRS 7.  

110. For some financial institutions of the sample, the disclosure of the maximum exposure to credit risk 

was not reconcilable to the line items or amounts recognised in the statement of financial position. 

The further analysis of the credit risk exposure was more often difficult t o connect to other relevant 

disclosures as well as to the statement of financial position. ESMA found explanations related to 

concentration  of credit risk general . Although most of the financial institutions provided info r-

mation on concentration of sovereign exposures, only a few of them indicated specific sectors or in-

dustries that  were more closely monitored (e.g. real estate exposures). In many cases, financial inst i-

tution s did not provide narrative disclosures about how they manage credit risk concentration and 

did not provide specific information to enable users to assess the level of credit risk the financial i n-

stitution tolerates (i .e. its risk appetite in this area). For specific information on country concentr a-

tion risk, please refer to Section D.4 of this report.  

111. Almost all financial institutions provided a description of collateral held and its financial effect. The 

financial ef fect was presented in different ways as some financial institutions disclosed all collateral 

received (e.g. at fair value) whereas others provided collateral information on the basis of Basel 2 

rules (i.e. only some collateral using the value used for Basel 2 purposes). The majority of the sam-

ple provided information on the allocation of collateral to financial assets but for one third of the f i-

nancial institutions it was not evident whether financial assets were over or under -collateralised. 

Example 4 in the Appendix illustrates the quantification of the extent to which collateral and other 

credit enhancements mitigate credit risk.  

112. Half of the sample referred to the use of credit derivatives in managing credit risk. Nevertheless, it 

was often only a general statement mentioning the use of CDS and that these instruments were used 

both for trading and for managing credit risk. Financial institutions in the sample provided only 

seldom quantitative  disclosures related to CDS specifically used for managing credit risk. 
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Disclosure of financial assets that are past due or impaired  

113. In general, financial institution s in the sample disclosed their objectives, policies and processes for 

managing credit risk  and the criteria used to assess whether financial assets are impaired. Example 

5 in the Appendix illustrates the disclosure of accounting policies on impairment. However, these 

disclosures were in most cases either brief or boilerplate  (e.g. disclosing criteria of impairment using 

wording almost directly from IAS 39 without providing entity -specific considerations). 

114. Financial institution s disclosed similar methodologies to group loans and receivables based on the 

credit risk characteristics and incorpor ate statistical models for the calculation of collective impai r-

ments. The accounting policies provided tended to describe the general framework without present-

ing details on the specific criteria and factors incorporated in different methodologies for calculation 

of collective impairment . Many financial institutions in the sample referred in their accounting pol i-

cies to óincurred but not reported ô losses (IBNR). Most of these financial institutions did not define 

sufficiently the differences in methodologie s between IBNR and the other types of portfolio assess-

ment (e.g. for financial assets that were considered not to be individually significant)  and did not 

provide details on calculation of portfolio -based loan loss provisions.  

115. Financial institutions used in their disclosures a wide variety of terminology  when describing im-

pairment . These practices might have an impact on the transparency and comparability of the f i-

nancial statements among financial institutions.  When referring to formula -based or statistical 

methods used in calculating portfolio based loan loss provisions according to IFRS requirements, 

ESMA identified  financial institutions often referred to Basel 2 but provided insufficient disclosure 

to identify and understand the adjustments made to Basel 2 parameters or provided the information 

on adjustments in  an unclear manner.  

116. Almost 90% of financial institution s disclosed ageing analysis of financial assets that are past due 

but not impaired per class of financial assets.  

117. One third of the financial institutions provided disclosure on individually impaired assets as a total 

figure covering both collectively and individually impaired loans which is not compliant with IFRS 

requirements. Also, one third of the financial institu tions didnôt disclose the amount of interest rec-

ognised in respect of impaired loans. 

Conclusions  

118. Although the reviewed financial statements generally complied with specific quantitative  disclosure 

requirements, ESMA considers that the quality of informati on and its presentation could be im-

proved.  

119. Difficult ies in reconcili ng disclosures about credit risk exposure provided in the  notes with the line 

items or amounts provided on the face of the statement of financial position may dilute  understand-

ing of financial position. ESMA therefore urges the financial institutions to provide  clear and struc-

tured disclosures to enable users to understand the connections between the exposure to credit risk 

and the statement of financial position.  

120. ESMA considers that disclosures which set out the exposure to credit risk using different types of 

analysis is useful to understand concentration of credit risk but more specific information is often 

needed. ESMA therefore urges financial institutions to further detail how they manage credit risk 

concentration  to enable users to assess the level of credit risk. 
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121. In the area of mitigation of credit risk, ESMA encourages financial institutions to provide more 

comparable information on collateral as well as more detailed information on the allocation of col-

lateral to financial assets to enable users to assess whether financial assets are over or under-

collateralised. In addition, where relevant, transparency related to use of credit derivatives in ma n-

aging credit risk could be improved by specifying whether credit derivatives are used for trading 

purposes or for credit risk management.  

122. The disclosure requirements in IFRS 7 distinguish between credit quality of financial a ssets that are 

neither past due nor impaired (paragraph 36(c) of  IFRS 7), past due but not impaired (paragraph 

37(a) of IFRS 7) and those individually determined to be impaired (paragraph 37(b) of IFRS 7). 

Clear and transparent disclosures for each of these categories are necessary to comply with the 

standard. Furtherm ore, ESMA expects issuers to provide an unambiguous description of the ac-

counting policy applied to collective assessment for financial assets that were assessed individually 

for imp airment but for which no objective evidence of impairment was identified t hrough individual 

assessment. These disclosures are necessary to enable investors to assess the effects of credit risk on 

the entityôs financial position and its performance. 

123. ESMA encourages financial institutions to describe their internal rating system a nd provide info r-

mation that would enable users to understand the level of credit risk e.g. by explaining the relation-

ship between internal and external rating systems as suggested by paragraph IG25(c) of IFRS 7 or 

for institutions using the IRB approach for regulatory purposes by mentioning their Pil lar III r eport  

where additional details are provided . This may be the most practical way to improve comparability 

between financial institutions.  

124. ESMA considers that the disclosure of accounting policies regarding the impairment assessment is 

an important part of IFRS financial statements. The comparability of financial statements is wea k-

ened by the use of boilerplate language and the lack of specificity of impairment criteria, credit risk 

methodologies and unclear disclosure of adjustments made to the Basel 2 parameters when these 

are used as a basis for calculation of portfolio based loan loss provisions. In this context, ESMA urg-

es financial insti tutions to provide specific disclosures in these areas.    

D.2  Forbearance  

IFRS requirements and ot her guidance  

125. Disclosure of the extent of forbearance practices and its impact on financial position and perfor-

mance is needed to meet the overall objectives of IFRS 7 where a financial institution extends signif-

icant forbearance measures as part of its credit risk management.  

126. Paragraph B5(g) of IFRS 7 requires entities to disclose their  accounting policy for financial assets 

that are the subject of renegotiated terms, when terms of financial assets that would otherwise be 

past due or impaired have been renegotiated.  

127. In December 2012, ESMA issued a Public Statement10 which deals with the definition of forbearance 

practices, their impact on the impairment of financial assets and identifies qualitative and quantit a-

tive disclosures regarding forbearance practices that financial institutions engaged in significant 

                                                        
 
10 Public Statement: Treatment of Forbearance Practices in IFRS Financial Statements of Financial Institutions, European Securit ies 

and Markets Authority, 20 December 2012 
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forbearance should include in their annual IFRS financial statements in  order to enable users to 

evaluate the impact of forbearance measures on the credit risk profile of their loan portfolios and 

their financial position and performance.  

128. In 2013, EBA issued draft Implementing Technical Standards 11 which set out a single defini tion of 

forbearance for use in the EU. ESMA worked closely with EBA to ensure that the definition in su-

pervisory reporting is consistent with the financial reporting  requirements as included in the ESMA 

Statement and expects that the common definition would be used for financial reporting as well . 

Findings  

129. More than half of the sample included an explicit mention of óforbearance practicesô either in the 

accounting policies or credit risk sections of the financial statements and defined forbearance in the 

context of providing concessions as a result of financial difficulties of a borrower. An additional fifth 

of the sample referred to the practices undertaken in respect of restructuring or renegotiating loan 

terms without explicitly referring to these a s forbearance practices.  

130. ESMA noted that less than one third of the financial statements reviewed provi ded clear quantita-

tive information as to the extent to which forbearance measures were applied. However, this infor-

mation is particularly useful when assessing the overall quality of the loan portfolio. An illustration 

on the qualitative information disclosed in practice is provided in Example 6 in the Appendix.  

131. Approximately one quarter of those financial institutions, which defined forbearance in the context 

of financial difficulties of a borrower, provided details on the nature of the forbearance measures ex-

tended. Among financial institutions referring to restructuring or renegotiation only very few pr o-

vided details of the nature of the measures extended.  

132. Approximately one fifth of the financial institutions, which defined forbearance in the context of 

financial difficulties of a borrower, clearly identified the nature of the risks related to forbearance 

measures undertaken and provided information o n how these risks were managed. Almost the same 

portion disclosed criteria as to when financial assets to which forbearance measures had been ex-

tended would no longer be considered to be forborn.  

133. ESMA noted that it was not always possible to distinguish between the loans on which forbearance 

measures have been extended in the context of financial difficulties and those that were renegotiat-

ed for commercial reasons and are therefore not indicative of an increased credit risk.  

134. From a quantitative point of v iew, one quarter of those financial institutions, which defined forbea r-

ance in the context of financial difficulties of a borrower, provided the carrying value of loans su b-

ject to forbearance measures and one tenth disclosed the proportion of forborne loans against the 

overall loan book. Financial institutions in the sample only rarely distinguished between specific 

and collective impairment provisioning attributable to forborne loans.   Quantitative information 

was only rarely provided by those financial institutions, which referred to restructuring or renegot i-

ation without mentioning forbearance.  Reconciliation of the movements over the reporting period 

on forborne loans was rarely provided.  

                                                        
 
11 EBA FINAL draft Implementing Technical  Standards on Supervisory reporting on forbearance and non-performing exposures 

under article 99(4) of Regulation (EU) No 575/2013, European Banking Authority, 21 October 2013 
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Conclusions  

135. Although progress has been noted in respect of the overall level and quality of disclosures relating to 

forbearance measures compared to 2011 annual IFRS financial statements, ESMA expects that fi-

nancial institutions will provide more granular quantitative information in their 2013 financial 

statements that would enable users to assess the level of forbearance measures extended and evalu-

ate their impact on the financial statements.  

136. In the interest of providing high quality information, financial institutions should distinguish b e-

tween forborne loans and loans that have been renegotiated for commercial reasons to better allow 

users assessing the risk attached to each type of loan. ESMA is concerned that aggregate disclosures 

combining (i) loans to which forbearance measures have been applied due to financial difficulties 

and (ii) loans that were renegotiated for commercial reasons and are not indicative of increased 

credit risk  may be misleading as to the nature of the risks associated with the loan book as a whole. 

137. ESMA expects financial institutions to disclos e in their accounting policy clear criteria as to what 

point they would no longer consider the affected loans to be forborn. 

D.3  Non -performing loans  

IFRS require ments  

138. The extent to which loans are considered to be no longer performing is an important measure when 

considering the quality of a financial institutionôs loan portfolio. Accordingly its disclosure in the fi-

nancial statements can be seen as addressing the general requirements of paragraphs 33 and 34 of 

IFRS 7. When assessing impairment of a financial asset or a group of financial assets, one of the in-

dicators set out within paragraph 59 of IAS 39 to identify a loss event is a breach of contract, such as 

default or delinquency in interest or principal payments. 

Findings  

139. Approximately three quarters of the financial institutions reviewed included a reference to non -

performing loans (óNPLsô). Certain financial institutions made reference to defaulted loans but often 

such loans were similar to those classified as NPLs in other sets of financial statements. When both 

terms were used the distinction between them was not always clearly disclosed. Of the financial in-

stitutions that referred to NPLs, around a third did not define what they considered to be NPLs.  

140. Although the majority of financial institutions, which provided a definition of NPLs , made reference 

to such loans being in arrears for at least 90 days or to the definition of NPL as provided under Basel 

2, in a minority of cases no definition of NPL was disclosed. Such variance or missing definitions  

could lead to lack of comparability across different sets of financial statements. 

141. Approximately two thirds of financial institutions that referred to NPLs included an explanation of 

the relationship between NPLs and impaired loans. Generally this disclosure was limited to a com-

ment that NPLs are considered to be impaired. Where provided, the disclosure of the amount of im-

pairment loss charged in respect of NPLs broadly follows a similar format across all of the reports 

reviewed.  Example 7 in the Appendix illustrates a disclosure of analysis of NPLs.  
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Conclusions  

142. When referring to NPLs in their financial statements, ESMA encourages financial institutions to 

provide a clear definition and explain the relationship between NPL s, defaulted and impaired loans. 

Clear presentation of this relationship enhances comparability and provides users with valuable i n-

formation regarding the quality of the loan book as a whole. ESMA encourages financial institutions 

to use the common definition of NPLs set out in EBA Implementing Technical Standards 12. 

D.4  Country concentration risk including sovereign exp osures  

 IFRS requirements  

143. Paragraph 34 (c) of IFRS 7 requires disclosure of concentration risk and paragraphs B8 and IG 18 of 

IFRS 7 further explain that concentrations of risk arise from financial instruments that have similar 

characteristics and are affected similarly by changes in economic or other conditions. The identific a-

tion of concentrations of risk requires judgement on the specific circumstances in which an entity 

operates. Disclosure should include a description of how management determines concentrations, a 

description of the shared characteristics that identify each concentration (e.g. counterparty, geo-

graphical area, currency or market) and the amount of the risk exposure associated with all financial 

instruments sharing that characteristic.  

144. Further disclosures such as fair value measurement within the fair value hierarchy should be pro-

vided separately for concentrations of risk, where relevant for the understanding of the financial in-

formation .   

145. In 2011 ESMA considered sovereign debt holdings in specific countries to fall under the category of 

risk concentration and published a Public Statement13 that stressed the need for transparency and 

the importance of consistent application of IFRS principles. It highlighted the elements of IFRS r e-

quirements that should be considered by financial institutions and their auditors in relation to e x-

posure to sovereign debt when preparing their annual financial statements. These principles remain 

valid for other categories of significant risk concentrati on based on actual economic development 

(e.g. for non-sovereign exposures). 

Findings  

146. By the 2012 year end, governmentsô and ECBôs actions had led to a fall in yields on periphery Euro-

zone sovereign debt, lessening the significance of many of the issues which had been of key im-

portance to users of financial statements the previous year. At the same time, there was a height-

ened concern about the quality of non-sovereign exposures in certain óat riskô countries. The coun-

tries generally considered to be at risk changed, with additional countries coming under economic 

pressure.  

 Countries óat riskô 

147. There can be no generally accepted definition of what constitutes an exposure subject to enhanced 

risk as this will depend on the individual circumstances of each fin ancial institution, but consider a-

                                                        
 
12 EBA FINAL draft Implementing Technical Standards on Supervisory reporting on forbearance and non -performing exposures 
under article 99(4) of Regulation (EU) No 575/2013, European Banking Authority, 21 October 2013  
13 Public Statement: Sovereign Debt in IFRS Financial Statements, European Securities and Markets Authority, 25 November 2011 
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tion should be given to what are known to be general market expectations and information related 

to the restrictions of the access of a country to the financial markets, for example in 2012, to those 

countries generally termed as óperipheral Eurozoneô. Variation was found within the sample of the 

countries identified as being óat riskô. Exposures to Greece, Portugal, Ireland, Spain and Italy were 

most often identified as subject to increased risk, but some financial institut ions also identified a 

number of other countries , including Cyprus, some of the Baltic countries and Hungary. While most 

financial institutions provided enhanced disclosures for these countries only, others provided the 

same level of disclosures for all Eurozone countries. This review looked primarily at disclosures 

about holdings of both sovereign and non-sovereign exposure in the peripheral Eurozone.    

 Sovereign exposures in countries óat riskô 

148. Almost two thirds of the sample had significant levels of sovereign exposure to peripheral Eurozone 

countries.  Of these, almost all provided disclosure of exposures by IAS 39 category.  In most cases, 

only the carrying value (net amount) was disclosed, but a minority also provided the gross or nomi-

nal amount. Where there was no impairment, gross and net would be the same, but where a signifi-

cant impairment was recognised, additional disclosure would have been useful for understanding 

the extent to which these holdings had already been written down. 

149. About a third o f the sample disclosed that impairment had been charged during the year, with half 

of these providing explanations of how/why it was recognised. In all cases the impairment related to 

the Greek Private Sector Involvement (PSI) and Greek Government Bonds buybacks occurred over 

the reporting period. There were no findings of impairment on any other countryôs sovereign expo-

sures.  

150. Disclosures related to credit protection on sovereign exposures were varied. ESMA observed that 

about half of those financial insti tutions with significant holdings of sovereign debt indi cated having 

credit protection on sovereign exposures and provided details of the protection written and in most 

of the cases also the amounts of the exposure. Some financial institutions made a general disclosure 

about CDS but it was not possible to identify if this was related to sovereign or other exposures.  

151. Not all financial institutions provided reconciliations between their ma ximum exposure and the 

exposure after credit protection. In a number of cases it was still not possible to assess the extent to 

which financial institutions had either increased or decreased their exposure to sovereign debt with 

CDS. Nevertheless, the level of disclosures seen did represent an improvement compared to disclo-

sures provided in 2011 financial statements, with more financial institutions providing detailed i n-

formation about CDS on sovereign exposures.  

152. Very few financial institutions provided an y specific disclosure about classification of fair value 

measurement of sovereign exposures in the fair value hierarchy. This information would be partic u-

larly important in situations when fair value measurement of the sovereign debt was not classified 

as level 1 of the fair value hierarchy.  

Non-sovereign exposures in countries óat riskô 

153. Disclosures on non-sovereign exposures related to the countries óat riskô were found to be of variable 

depth and quality. Exposures in the home country of the financial institution (if considered óat riskô) 

were ignored for this part of the review. A majority of financial institutions that were active in the 
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peripheral Eurozone area provided some information, but where there was no disclosure, it was not 

always clear whether the financial institution had relevant exposures.  

154. Almost half of the financial  institutions disclosed separately non-sovereign exposures in countries 

óat riskô and just over half of those recognised impairment, but disclosures about this impairment 

were vague and divergent in practice. Almost half of the financial institutions did not disclose sep a-

rately the amounts of impairment associated with non -sovereign exposures in countries at risk, even 

when the exposure was significant and existence of impairment might have been expected.  It was 

therefore not possible to assess the extent to which these financial institutions had reflected the en-

hanced risk in assessing the impairment of these portfolios, thus hampering comparability.  

Conclusions  

155. Whilst 2011 financial statements had focussed on Greek sovereign debt, disclosures in 2012 reflect-

ed a more varied approach to country concentration risk, reflecting the progress that  had been made 

in addressing the Greek sovereign debt and the concerns that had arisen over sovereign and non-

sovereign exposure to various other countries.  

156. Although ESMA acknowledges improvements in some areas, such as more clarity in the disclosures 

about CDS and providing gross non-sovereign exposures in countries considered to be óat riskô, fur-

ther disclosures related to impairment of  non-sovereign exposures and impact of CDS on these ex-

posures would have been helpful. When the fair value measurement of the sovereign debt was not 

classified as level 1 of the fair value hierarchy, ESMA believes specific disclosure about fair value 

measurement of sovereign debt with the fair value hierarchy together with the basis for its determ i-

nation might be required.  

157. ESMA considers it to be important that financial institutions take a fresh look each year at what 

their concentration risk is, and what disclosures are important, rather than simply continuing with 

the previous yearôs disclosures in areas that may have lessened in importance. 

158. As the level of risk can vary between countries in the same region, ESMA believes it is most relevant 

to provide information by country when the exposure to that country is significant to the financial 

institution.  

159. Comparability is no t lessened by a lack of uniformity in the concentration exposures disclosed by 

various financial institutions, as long as these disclosures reflect their individual risk profile. Co m-

parability is compromised where financial institutions which do have expos ures to areas generally 

considered to be at risk, do not disclose them, or where the disclosures about such exposures are too 

narrow, for example by providing no information about impairment or credit protection.  

160. As pointed out in the ESMA Statement, IFRS requirements regarding disclosures on impairment, 

asset categories and the extent of credit protection related to sovereign debt or to other areas of 

country concentration risk should be applied so that financial institutions provide explanations on 

the amount of risk exposure relating to these portfolios, thus enhancing comparability between f i-

nancial statements.   
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E.  Impairment of equity securities classified as available -for -sale  

IFRS requirements  

161. Paragraph 61 of IAS 39 indicates that one indicator of objective evidence of impairment is a signifi-

cant or prolonged decline in the fair value of an investment in an equity instrument below its cost. 

Paragraph 67 of IAS 39 specifies that when a decline in the fair value of an AFS financial asset has 

been recognised in OCI, and there is objective evidence that the asset is impaired, the cumulative 

loss that had been recognised in OCI shall be reclassified to profit or loss as a reclassification ad-

justment even though the financial asset has not been derecognised.  

162. Paragraph 21 of IFRS 7 requires disclosure of the measurement basis and other accounting policies 

used in preparing the financial statements and paragraph B5(f) of IFRS 7 requires specific disclo-

sures of the criteria an entity uses to determine that there is objective evidence that an impairment 

loss has occurred.  

163. The IFRIC agenda decision from July 200914 indicates that determination of what constitutes a 

significant or prolonged decline is a matter that requires judgement. The IFRIC agenda decision 

states that disclosure of judgements an entity has made in determining the existence of objective ev-

idence and the amounts of impairment would be provided in accordance with paragraphs 122 and 

123 of IAS 1 and paragraph 20 of IFRS 7.  

164. The disclosure of the separate amount of the gross negative AFS reserve related to equity instru-

ments may be relevant. This figure could be seen as an indicator of the potential losses that could be 

charged against profit or loss in case of impairment or derecognition. This is not a specific IFRS dis-

closure requirement but it should be disclosed to the extent it is relevant to an understanding of the 

financial statements.  

Findings  

165. Almost 20% of the financial institutions in the sample seemed not to comply with the IFRS r e-

quirements regarding accounting policy on impairment of equity investments classified as AFS. 

These financial institutions did not disclose any accounting policy for a potentially material portfolio 

of equity instruments classified as AFS or used the terms ósignificant and prolongedô, ósignificant or 

permanentô or applied the term ósignificant or prolonged ô in an equivocal or ambiguous manner. 

166. Nearly half of the financial institutions did not disclose either the percentage that constitutes a 

significant decline, or the time period that constitutes the prolonged decline in the fair value of such 

instruments. For approximately half of these financial institutions, materiality of the equity instr u-

ments held in the AFS portfolio could provide an explanation of the miss ing disclosure.  

167. For half of the financial institutions that disclosed their judgement on what they consider a signif i-

cant or prolonged decline, ESMA found a wide range of quantitative criteria indicating diversity in 

practice. With respect to the time per iod (prolonged)  criteri on, ESMA found that financial instit u-

tions applied a range from 6 to 36 months and in relation to the significant  criteri on, a range of de-

cline from 20% up to 50% was used. Even though part of the variation could be explained by differ-

                                                        
 
14 IFRIC Update ï July 2009 , International Accounting Standards Committee Foundation, Ju ly 2009  
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ent nature of the underlying instruments, this wide range of criteria applied could lead users of f i-

nancial statements to question whether reasonable judgement has been applied. 

 

 

168. Graph 2 illustrated diversity in application of the significant or  prolonged criteria:  

  

 
 

169. One-third of the financial institutions that described their judgement on what they consider a signi f-

icant or prolonged decline used a two-step approach in determining impairment of these financial 

instruments. In the first step, they used an indicator of decline that would require additional anal y-

sis in order to evaluate whether there was objective evidence of impairment. The indicator used re-

lated usually to a lower threshold for significant or prolonged or a combination of signi ficant and 

prolonged criteria.  

170. Subsequently these financial institutions used and disclosed a backstop for significant or prolonged 

criteria that would automatically trigger impairment of AFS equity instruments. These backstop cr i-

teria necessarily implied higher thresholds. By using a two-step approach, financial institutions can 

identify at an early stage AFS equity instruments that may be impaired, but if these backstop criteria 

are set at an unreasonable level, the financial institution might classify certain instruments as not 

impaired despite substantial decline of fair value over a longer time span.  

171. Almost 20% of financial institutions  in the sample disclosed the amount of accumulated positive 

and negative AFS reserve related to AFS equity instruments.  
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Conclusions  

172. ESMA believes that disclosures referring to the use of the significant or prolonged criteria should be 

improved by describing the relevant accounting policy and clearly stating judgements made in de-

termining the existence of objective evidence of impairment for AFS equity instruments.  

173. ESMA urges financial institutions holding material portfolios of equity instruments classified as 

AFS to present the specific criteria used in applying judgement to determine when a decline in the 

fair value of an equity instrument is significant or prolonged as stated by July 2009 IFRIC Update. 

Financial institutions are encouraged to disclose the amounts of accumulated positive and negative 

AFS reserve related to these equity instruments in order to evaluate future possible impacts on prof-

it or loss. 

174. ESMA noted a wide range of application of the ósignificant or prolongedô criteria among financial 

institutions. For those financial institutions that use very high thresholds, ESMA doubts whether 

those judgements could be seen as reasonable. ESMA urges these financial institutions to carefully 

assess and disclose the judgements made and provide sufficiently disaggregated information to ena-

ble users of financial statements to assess impact of these thresholds on financial performance of 

the financial institution.  
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Appendix : Examples of application of the IFRS requirements  
 

 
Example 1: Analysis of ónet gains or lossesô on financial instruments by IAS 39 category 
 
a)  Disclosure of net gains or net losses in a single note  

 
 Source: Bayern LB, Consolidated Financial Statements, Annual Report  2012, p. 253 
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 Source: OTP Bank, Consolidated Financial Statements, Annual Report  2012, p. 139 
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 Source: Raiffeisen Zentralbank, Consolidated Financial Statements, Annual Report 2012, p. 67 

 
b)  Definition of net gains or net losses in the accounting policies section  

 

 
Source: Commerzbank, Consolidated Financial Statements, Annual Report  2012, p. 199 
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Example 2: Analysis of liquidity reserve   
 

 
 
Source: Barclays, Risk Review, Annual Report  2012, p. 175 
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Example 3: Analysis of encumbered assets  
 

 
Source: HSBC, Report of Directors 2012, Operating and Financial Review ï Risk, Annual Report  2012, p. 
213 (unaudited) 
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Example 4: Reconciliation of Credit Risk Exposures  
 

 
Source: Deutsche Bank, Risk Review 2012, Annual Report  2012, p. 152-153 

 
 
 
 
 
 
  



 

  42 

Example 5: Disclosure of accounting policies related to impairment  
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Source: Danske Bank Group, Consolidated Financial Statements, Annual Report 2012, p. 119-120 



 
 
 

 

  

 
 
 
 
Example 6: Overview of Forbearance Measures 
  

 
Source: BBVA, Consolidated Financial Statements, Annual Report 2012, p. 208 



 
 
 

   

Example 7: Overview of Non-Performing Loans  
 

 
Source: Erste Group Bank, Consolidated Financial Statements, Annual Report  2012, p. 176 

 
 


