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Abstract 

 
Master Thesis in Accounting, School of Business, Economics and Law at the University of Gothenburg,  

Spring Semester 2011. 

Title: Providing Short-Term Relief by Amending IAS 39 – the IASB’s Mission? 

Authors: Stefan Linnér & Erik Olmsäter 

Tutors: Kristina Jonäll & Gudrun Baldvinsdottir 

 

Background and Problem Discussion: As a reaction to the severe financial crisis of 2008, the IASB decided to 

amend IAS 39 after being subjected to extensive pressure from EU leaders and regulators. The amendment allows 

new types of reclassifications of financial instruments, with the result that changes in fair value of these 

instruments are no longer accounted for in the statement of income. An argument for introducing new 

reclassification options was to provide short-term relief for some entities. The amendment was controversial and 

there was critique from both outside and inside the organization. The issues regarding the amendment are 

particularly interesting since banks are in the center of the ongoing fair value debate. The following research 

questions have been defined:  

 

- To what extent did the amendment give short-term relief to listed EU banks during the financial crisis? 

- Do the findings support the actions taken by the IASB, considering their status as an independent standard setter? 

 

Aim: This thesis contributes to the fair value debate, including the trade-off between relevance and reliability of 

accounting, by providing evidence regarding the effects of reclassifications. The findings may be of significance for 

future regulations and standard setting processes, as this paper shows the effects of the IASB’s decision to amend 

IAS 39. 

 

Method: A quantitative approach was utilized to review the use of reclassifications during 2008 and 2009. 225 

listed European banks were examined to provide descriptive statistics. The empirical findings were used to 

determine the effect of the amendment based on banks’ accounting figures. Also, correlations and deciles are 

presented in order to identify connections between different variables.  

 

Conclusions and Contribution: Our study reveals that the amendment provided short-term relief to a large 

extent during 2008, but that the effect was partly reversed during 2009. Also, we show that the effects were 

mainly related to large system-relevant banks. The findings to some extent support the actions taken by the IASB, 

but we argue that other measures should have been taken instead. The thesis contributes to the previous 

knowledge by reviewing the effects from one additional year, as well as examining the entire population of listed 

EU banks. 

 

Suggestions for Further Studies: It would be interesting to see an interview or survey regarding the managers’ 

motives for reclassifying financial assets, since this study has only examined factors that are observable from 

outside the companies. Also, the application of reclassification according to the forthcoming IFRS 9 will be relevant 

to examine. Finally, it would be interesting to investigate how analysts and investors manage a reformed 

accounting principle, such as going from IAS 39 to IFRS 9. 

 

Keywords (Key Terms): Reclassification, Financial Instrument, IAS 39, IASB, Fair Value, European Banks 
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Definitions and Abbreviations 

 

AFS - Available-for-Sale 

ECB – The European Central Bank 

EU – The European Union 

FASB – The Financial Accounting Standards Board 

Federal Reserve – The United States Central Bank 

HFT - Held-for-Trading 

HTM - Held-to-Maturity 

IAS - International Accounting Standards 

IASB – The International Accounting Standards Board 

IASC - The International Accounting Standards Council 

IFRS - International Financial Reporting Standards 

LAR – Loans & Receivables 

OCI – Other Comprehensive Income 

PTP - Pretax Profit 

ROE – Return on Equity 

SEC – The Securities and Exchange Commission 

Subprime - Lending to people with lower credit-worthiness 

US – The United States 

US GAAP - United States Generally Accepted Accounting Principles 

 

€bn = billion euros 

€mln = million euros 
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1 Introduction 
 

The first chapter includes background information and a discussion regarding the research problem. 

Furthermore, the research questions are defined along with the aim of the study. The chapter is 

concluded with an outline of the remaining parts of the thesis. 

1.1 Background 

Originating from financial institutions in the United States (US), the global economy experienced a 

severe downturn in 2007-2008. What came to be known as the largest financial crisis since 1929 was the 

result of a series of complex factors interacting over time. Excess liquidity and low interest rates, 

together with a strong political pressure in the US to promote home ownership for everyone, made 

government sponsored entities like Fannie Mae and Freddie Mac increase credit volume to people with 

low credit rating, with loans called subprimes (The de Larosière Group, 2009). The experience, dating 

back to World War II, was that house prices could only increase. Therefore, there was no need for 

background checks on buyers, since the increased house values always could refinance the loans 

(Brunnermeier, 2008).  

 

At the same time, banks tried to create profits in the mortgage market by issuing a number of new 

sophisticated financial products, such as collateralized debt obligations and credit default swaps. These 

were packaged loans put together in different risk groups, often sold and repackaged many times, which 

made it practically impossible for anyone to make a proper risk assessment and valuation of these 

assets. Furthermore, not all assets were included on the balance sheet, with the result that some 

troubled banks managed to exceed minimum capital requirements (The de Larosière Group, 2009; 

Brunnermeier, 2008). Another factor was that the rating institutes, like Moody’s and Standard & Poor’s, 

kept giving these instruments high credit rankings, resulting in lower risk estimation. Since banks use 

these ratings when they calculate risk, it is easy to see why things went wrong (Jönsson, 2009).  

 

As mortgage defaults and credit losses began to escalate, credit markets dried up. Large financial 

institutions like Bear Stearns and Merrill Lynch had to cope with huge capital outflows in late 2007 and 

early 2008, as anxiety among investors increased (Laux and Leuz, 2010). As a result, banks had to revise 

their overvalued balance-sheets and were forced to large write-downs. In the US, serious credit 

shortages and Federal Reserve’s refusal to offer a government guarantee made Lehman Brothers file for 

bankruptcy in September 2008. Another victim was the large insurance company AIG, whose share 

plummeted over 90% before the Federal Reserve offered a bail-out, including overtaking 80% of the 

shares (Brunnermeier, 2008).   

 

Since banks around the world are strongly interconnected, the credit crisis spread quickly. For example, 

the vice president of the European Central Bank (ECB) stated that the accumulated write-downs and 

credit losses in the European banking sector up to April 2009 amounted to $358bn (Papademos, 2009). 

The sudden drop in profits and large credit crisis in the banking sector was partly blamed on accounting 

rules, an issue addressed at a meeting between the European Union (EU) finance ministers in 
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Luxembourg in October 2008. The conclusion that something had to be done to ease the burden on the 

banks was obvious, as they strongly urged the accounting standard setter International Accounting 

Standards Board (IASB) to refine their rules regarding reclassification of financial assets (Ecofin Council, 

2008).   

 

As a result, the IASB acted to restore confidence in the financial markets by issuing amendments to the 

standards IAS 39 and IFRS 7 that permitted reclassification of some financial instruments (IASB, 2008a). 

In short, the reclassification option means that changes in fair value of these instruments are no longer 

accounted for in the statement of income. This is in contrast to what had been the IASB’s view of its two 

main principles, relevance and reliability, up until then. Instead, the amendments of IFRS 7 state that 

changes in fair value are to be declared in notes, with no profit or loss taken in the statement of income 

until the asset is sold. The reclassification could therefore, in times of financial crises when market prices 

fall, boost banks’ profits and increase solidity. 

1.2 Problem Discussion 

The main argument presented by the IASB when issuing the amendments was to create a “level playing 

field” with the US, since similar rules were included in the US Generally Accepted Accounting Principles 

(US GAAP) shortly before (IASC Foundation, 2008 p.1). In a press release, the IASB stated they wanted to 

ensure that European financial institutions would not be at a disadvantage compared to competitors in 

the US. They also argued that they acted quickly to restore confidence in financial markets and ensure 

transparency in a time of financial distress (IASB, 2008b). However, the amendment clearly contrasts the 

IASB’s earlier position against reclassification, reiterated as late as a couple of months before the 

standards were revised (Jones, 2008a). During the summer of 2008, even sir David Tweedie, chairman of 

the IASB, expressed that emergency measures were not an option and “that this is not the time to make 

drastic changes quickly” (Jones, 2008b).  

 

Even so, the IASB chose to deviate from the fair value regime during the financial crisis by introducing 

reclassification as an option in IAS 39. Critics however, particularly investors, state that fair values are 

vital even in times of market stress. During the financial crisis, they argued that a suspension of the fair 

value regime would in fact result in less stable markets due to lower investor confidence, in contrast to 

the arguments presented by the IASB (SEC, 2009). It is therefore relevant to observe the other 

arguments presented by the IASB around the time of the reclassification amendment. The revised IAS 39 

included the term rare circumstances, as a condition needed for some reclassifications to be made. The 

IASB suggested that the deterioration in the financial markets during the third quarter of 2008 was a 

possible example of a rare circumstance (IASB, 2008b). This indicates that the IASB found reclassification 

to be a necessary intervention during the financial crisis. Also, an additional argument for introducing 

reclassification was “to provide short-term relief for some entities” (IASB, 2008a p.11). Considering the 

IASB’s ideological standpoint in favor of fair value, short-term relief in fact seems to be the true reason 

for the amendment. Since there are several accounting areas where the rules do not converge between 

US GAAP and IFRS, the “level playing field” argument seems more like a pretext.  
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The complex accounting issue related to financial instruments, especially during the financial crisis, 

makes it interesting to research whether the amendment resulted in the desirable effects. The first task 

of the thesis is therefore to investigate to what extent the amendment actually did give short-term relief 

to banks. 

 

A seemingly important factor when implementing the standards was political pressure. EU leaders 

expressed concerns that European banks were disadvantaged compared to US banks (European G8 

Members, 2008; Barroso, 2008) and put extensive pressure on the IASB to revise the accounting 

standards, which raises questions about the IASB’s independence as a standard setter. Most clearly, this 

was demonstrated in the Ecofin press release dated only a week before the amendment was 

introduced, where the EU leaders “expect” the IASB to solve the issue by “the end of the month” (Ecofin 

Council, 2008 p.8). 

 

A consequence of the political pressure and the further deteriorating markets was that the normal due 

process when implementing standards was sidestepped. This process usually takes several months, but 

in this case it was forced through in only a couple of weeks. The Trustees of the IASB, IASC Foundation, 

agreed that the normal due process could be suspended in order to create a level playing field (IASC 

Foundation, 2008). However, not only scholars, but also board members of the IASB itself were critical 

about how quickly the revision of such an important rule was allowed to be made (IASB, 2008a). Maybe 

the amendments were a necessary intervention to achieve short-term relief, but there is a possibility 

that the short process resulted in premature decisions. For example, according to a report by the 

Securities and Exchange Commission (SEC), fair value accounting did not significantly affect the amount 

of bank failures during 2008, which indicates that the amendment was possibly not the most 

appropriate measure to take (SEC, 2009). 

 

Overall, questions could be raised about the IASB’s independence since there are indications that they 

succumbed to political pressure during the financial crisis. The strength of accounting regulations could 

therefore be questioned, since regulators seem to deviate from their principles when outside pressure 

becomes too difficult to handle. The second task is therefore to analyze our findings about the short-

term effects in banks from the reclassification, in order to conclude if it gives support to the motives and 

actions taken by the IASB. 

1.3 Research Questions 

Based on the background and problem discussion, the following research questions have been defined: 

 

 To what extent did the amendment give short-term relief to listed EU banks during the financial 

crisis? 

 

 Do the findings support the actions taken by the IASB, considering their status as an 

independent standard setter? 

 



4 

 

1.4 Aim 

This thesis contributes to the fair value debate, including the trade-off between relevance and reliability 

of accounting, by providing evidence regarding the effects of reclassifications. The findings may be of 

significance for future regulations and standard setting processes, as this paper shows the effects of the 

IASB’s decision to amend IAS 39. 

1.5 Outline 

Chapter 2 - Frame of Reference: This chapter is initiated by a literature review, where previous studies 

are presented in order to put this thesis in a relevant context. Further, the frame of reference provides 

the reader with a deeper understanding of our research by addressing areas such as historical cost 

versus fair value accounting, financial instruments and the reclassification amendment.  

 

Chapter 3 – Method: The method presented in this chapter provides information regarding our chosen 

research method and procedures for collecting data and relevant articles. Additionally, information 

about losses to the list of banks is provided before the chapter concludes with our analysis method and 

a discussion about the credibility of the study. 

 

Chapter 4 – Empirics and Analysis: To find evidence regarding reclassification of financial instruments, 

our findings will be presented and discussed in this chapter. Further, the chapter will be compared to 

the frame of reference to offer an analysis of the short-term effects and the IASB’s actions during the 

financial crisis. 

 

Chapter 5 – Conclusion and Suggestions for Further Studies: The last chapter concludes the thesis by 

summarizing our analysis. Also, by answering the research questions we ensure that the aim of the 

thesis is achieved. Finally, our contribution and suggestions for future studies are presented. 
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2 Frame of Reference 
 

The second chapter presents accounting information and articles related to reclassification of financial 

instruments. The frame of reference is initiated by a literature review of previous studies followed by the 

role of the accounting standard setter IASB. A discussion of the debate between fair value and historical 

cost accounting is also offered, which leads up to a summary of pros and cons of the respective methods. 

The last part concerns the regulation of financial instruments and the significance of the amendment to 

IAS 39 and IFRS 7, more specifically the implications of the different kinds of reclassifications. 

2.1 Previous Studies 

In order to put this thesis in a larger context, the authors have reviewed the previous studies concerning 

reclassification of financial instruments during 2008. The studies were written by professors or assistant 

professors at well-known universities throughout Europe. In addition, a report produced by the world-

wide accounting firm KPMG is presented. No studies regarding reclassification in the fiscal year of 2009 

have been found, making this thesis a contribution to the field. 

  

Firstly, Bischof, Brüggemann and Daske (2010) investigated the economic consequences of the 

amendments to IAS 39 using an extensive sample of global banks applying International Financial 

Reporting Standards (IFRS). The sample consists of 302 publicly listed banks and the research shows that 

more than one third used reclassification in the financial year of 2008. Their conclusion points to both 

intended and unintended consequences depending on the time frame. Looking at the short-term 

effects, the reclassification contributed to aiding the most troubled of the system-relevant banks by 

avoiding regulatory costs and losses caused by fair value accounting. In fact, they find that a number of 

these banks would have faced the risk of intervention from the government in the absence of the 

amendment or changed regulatory capital requirements. The authors also examined the long-term 

effects and conclude that the reclassification option leads to a significant increase in information 

asymmetry. Their analysis reveals that two thirds of the reclassifying banks did not fully comply with the 

requirements made in IFRS 7. They argue that this supports the notion that capital markets benefit from 

the use of fair value measurement of financial instruments. 

 

The conclusion from the first study is supported by Kholmy and Ernstberger (2010) in a study of 101 

banks from 15 European countries, regarding the use of reclassification in the fiscal year of 2008. Their 

study shows that an effect of additional options in fair value accounting should be avoided with the 

argument that it could lead to higher information asymmetries. The authors further investigate which 

factors influenced the use of reclassification. They find that banks with lower profitability, measured by 

Return on Equity (ROE), and poor share performance are more prone to use the reclassification option. 

Additionally, the data suggests that larger banks are more willing to use reclassification than smaller 

banks.             
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Furthermore, a study by Peter Fiechter (2009) shows that about one third of 219 European banks used 

the opportunity to reclassify during 2008. The mean reclassification amount was 3.9% of total assets, 

and reclassifying banks avoided substantial losses that would otherwise have occurred by using fair 

value. He finds that the mean ROE changes from -1.4% to a positive 1.3% due to gains from 

reclassifications. Further, Fiechter argues that reclassification only affects accounting numbers, and that 

it does not change the underlying risk exposure in banks. This conclusion is supported by the fact that 

9.2% of reclassifying banks received direct financial support from governments in 2008, compared to 

only 2.8% of the non-reclassifying banks. 

 

Paananen, Renders and Shima (2010) studied a worldwide sample of 251 banks reporting under IFRS in 

the fiscal year of 2008, and note that the majority did not reclassify financial instruments. Further, they 

find some indication that the probability to use the reclassification option was related to the level of 

assets measured at fair value. The authors claim that reclassifications were not primarily based on the 

financial strength of the financial institution, but rather that the banks were forced to reclassify because 

of illiquid markets. Also, they provide evidence that large banks were more prone to reclassify compared 

to small banks. 

 

Finally, KPMG International (2009) surveyed banks about their disclosures regarding financial 

instruments and reclassifications. Their sample is limited to 16 banks that were chosen to reflect a large 

demographic variety of European banks applying IFRS. All but three banks took advantage of the 

reclassification option under the amended IAS 39 in 2008. Further, the study reveals that most banks 

reclassified assets held for trading (HFT) and assets available for sale (AFS) into the loans and receivables 

category. The reclassified amount diverged between the banks, and was mainly a result of the balance 

sheet size in each bank, according to the research. An important conclusion is that “most of the banks 

have significantly improved their results as a result of the reclassifications” (KPMG International, 2009 

p.47). 

  

Overall, previous studies document a significant impact of the amendments on financial statements for 

banks in 2008. In general, the most troubled banks with lower profitability took advantage of the relief 

effect provided by the amendment to IAS 39. However, there seems to be a justifiable concern 

regarding lower transparency and higher information asymmetry as a result from additional valuation 

options. 

 

As a last note, Paananen, Renders and Shima (2010) suggest an analysis of reclassifications in 2009 as an 

addition to earlier studies. Since we have not found any previous research on reclassifications in 2009, 

our study provides an additional contribution to the field.  
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2.2 IASB - Accounting Standard Setting in Europe 

Since 2001, the independent accounting standard setter IASB operates from London with the purpose of 

developing “high quality, understandable, enforceable and globally accepted” international financial 

reporting standards (IFRS Foundation, 2011a). The conceptual framework of the standards, originally 

accepted in 1989 by its predecessor, the International Accounting Standards Committee (IASC), is largely 

based on principles such as relevance and reliability of accounted numbers (IASB, 2010 pp.9-26). These 

principles act as a guideline for the design of the individual standards, each of which only concern 

specific areas of accounting. 
 

The organization still accepts the standards set by the IASC between 1973 and 2000, called IAS, as 

legitimate. As of today, however, some of the IAS standards are revised, some are deleted and some are 

completely reworked into new IFRS (Ball, 2006). When creating new standards, it is important for the 

IASB to have an open and transparent process, which provides the possibility for different national and 

international organizations to put forward their opinions about exposure drafts and discussion papers 

before new standards are made effective, see figure below. Since the organization today consists of 15 

full-time board-members from both academic and professional backgrounds, is more independent than 

IASC and is better funded, the process can be more rigorous than before. Acting as a controlling body for 

the IASB, the IFRS Foundation and its Trustees are responsible for the independence and financing of the 

organization (IFRS Foundation, 2011a). 

 

 
       Figure 2.1: How We Develop Standards (IFRS Foundation, 2011b) 

 

Since 2005, all publicly listed companies in the EU are required to report their financial data according to 

IFRS. In the US on the other hand, companies are required to follow US GAAP, the guidelines issued by 

the Financial Accounting Standards Board (FASB) (Ball, 2006). 
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2.2.1 Qualitative Characteristics of Accounting 

According to the IASB (2010), the main objective of financial reporting is to provide users with important 

information about the economic state of companies, to assist in conducting proper economic and 

resource allocation decisions. In order for this to be possible, accounted numbers must satisfy a set of 

criteria, specified by the IASB in its framework. The two criteria most essential for this thesis are 

relevance and reliability, described as follows:   

 

● Relevance: To be useful, information must be relevant to the decision-making needs of users. 

Information has the quality of relevance when it influences the economic decisions of users by 

helping them evaluate past, present or future events or confirming, or correcting, their past 

evaluations. 

 

● Reliability: Information has the quality of reliability when it is free from material error and bias 

and can be depended on by users to represent faithfully that which it either purports to 

represent or could reasonably be expected to represent. To be reliable, information also has to 

be neutral, verifiable and complete. 

 

It is not uncommon, however, that these criteria are in conflict with each other, and that the accounting 

standard setters therefore face a trade-off when designing new standards (Laux and Leuz, 2010). 

Whittington (2008) states that the possible trade-off between relevance and reliability will become 

history when the IASB and the FASB finalize their convergence project. Laux and Leuz (2009), however, 

believe that the trade-off between relevance and reliability, a topic debated for many years, will remain 

regardless of accounting system. 

2.3 Fair Value and Historical Cost Accounting 

In the last decades, the main standard setters IASB and FASB have leaned more towards fair value 

accounting, which is considered more relevant but less reliable. In contrary, historical cost accounting is 

regarded as more reliable but less relevant for investors (Khurana and Kim, 2003). In order to 

understand both the upcoming sections of the frame of reference, as well as the empirical findings and 

analysis, the definitions and the pros and cons of the two accounting methods will be reported below. 

2.3.1 Fair Value Accounting 

According to IAS 39, fair value represents the amount for which an asset could be exchanged, or a 

liability settled, between knowledgeable, willing parties in an arm’s length transaction. More specifically, 

the definition states that it is the exit price, not including transaction costs, which should be used when 

calculating fair value. Furthermore, the presumption is that the company has a going concern, and thus 

no forced sales prices should occur.  

In effect, measuring at fair value means that changes in fair value of the asset should be reported on the 

balance sheet in each reporting period, with a following (unrealized) profit or loss being recognized in 

the income statement.   
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Fair value and market prices are often used as synonyms (Barth, 1994). However, since many financial 

instruments that appear on the balance sheet are not actively traded, market prices are not always 

available (Khurana and Kim, 2003). Therefore, IAS 39 states that financial assets measured at fair value 

should be accounted for in one of three levels.  

 

● Level 1: Valuation by level 1 means that when an identical asset has a quoted market price, this 

should be used. Market prices are said to best project fair value and is thus the most objective 

measure. Valuation by level 1 is also called mark-to-market. 

● Level 2: If quoted market prices are not available, the company should use a valuation technique 

based on recent market data, which could mean both direct prices and valuations derived from 

prices for other similar assets. Market specific data should be used as much as possible, while 

company-specific data to the highest possible extent should be excluded. If there is an existent 

valuation technique in the business that has proved reliable in the past, this should be used. 

● Level 3: When estimating fair value according to level 3, other input than market data is used. 

Generally, this means calculating the net present value of future cash flows of the instrument, 

including such inputs as the time value of money, interest rates, credit risk and time to maturity. 

Naturally, this level is the most subjective of the three. 

2.3.2 Historical Cost Accounting 

The value of an asset accounted at historical cost equals fair value when the asset is originally purchased 

(Laux and Leuz, 2010). The difference between the two accounting methods lies in the subsequent 

valuation, where assets valued at historical cost changes value on the balance sheet mainly through 

depreciation, but also through amortization and appreciation. Hence, historical cost accounting means 

that the gain or loss is not recognized until the asset or liability is realized, and thus actual cash flows 

occur (Barth et al., 1995).  

 

The historical cost accounting used in IAS 39 is called amortized cost. According to the standard, the 

amortized cost of a financial instrument is the amount at which the asset or liability is measured at 

initial recognition minus principal repayments, plus or minus the cumulative amortization. When 

calculating amortization, the effective interest method, which discounts future cash payments and 

receipts into present time, should be used.  

2.3.3 Pros and Cons with Different Accounting Methods 

For decades, the common view of the FASB and the IASB has been that fair value accounting is the best 

solution for useful and relevant reporting. Scandals relating to fair value reporting since then, primarily 

the Enron scandal in 2000, have only made the standard setters try to reduce the complexity of fair 

value accounting, and not change the ideological view towards other accounting methods (Huian, 2009). 

The two fundamental concepts of fair value are that (1) it should be easier to compare businesses across 

different sectors, and that (2) having an asset at fair value on the balance sheet is both relevant and 

reliable, as long as there is a market price (Wallison, 2008). In the recent financial turmoil, however, it 

was argued that market prices no longer truly mirrored the real values of assets. Even so, the advocates 
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of fair value, including the leading standard setters, state that this best represents accurate and timely 

information to outside investors, where other measures, such as historical-cost, lag behind (Shaffer, 

2010). The presumption is that markets are relatively perfect, and therefore fair values derived from 

market prices constitute the most useful information to outside investors (Whittington, 2008). 

Furthermore, they say, it can even contribute to more efficient markets (Shaffer, 2010).   

 

Critics of fair value measurement claim that by reporting assets by their mark-to-market price, real 

economic value and future cash flows are not always well represented. Barth et al. (1995) have also 

shown that fair value accounting increases earnings volatility compared to historical cost accounting. 

Critics of fair value have argued that this volatility is unreasonable as it does not reflect the economic 

reality, well emphasized by the recent crisis, and therefore is a possible reason for lost confidence in 

financial markets by the public (Shaffer 2010; Barth et al., 1995). Furthermore, fair value as it is used 

today is to a larger degree built on estimates and subjective measures (level 3 valuations), which could 

be a case for historical cost, given that credible and reliable numbers are important to investors 

(Whittington, 2008; Barth, 1994). The complexity of level 3 valuations makes determining the fair value 

very difficult (Huian, 2009), and Wallison (2008) goes as far as blaming fair value as the “principal cause” 

of the rapid decline in asset prices during the financial crisis. He believes that because of its contribution 

to both bubbles and crises in the financial markets, it is time to rethink the existence of fair value 

accounting.    

 

However, most proponents of historical cost accounting do not reject the idea of using fair value when 

liquid markets do exist, and where knowing the short-term price of an asset is essential for the purpose 

of having it. For example, Khurana and Kim (2003) have shown that fair value is more relevant than 

historical cost when objective market data is available. On the other hand, if banks would start applying 

fair value to their long term loans and receivables, this would, according to critics of fair value, not 

represent a true and fair view (Shaffer, 2010). As these instruments are normally held to maturity, 

changes in fair value are irrelevant and should not be included in the income statement (Barth et al., 

1995).  

 

Discussing accounting and its role during the financial crisis, Sir David Tweedie, chairman of the IASB, 

stated that it was not the cause of the economic downturn (IFRS Foundation, 2011d). Also rejecting the 

idea that fair value had a large part in the financial crisis, Laux and Leuz (2009) accept that while 

problems exist within fair value accounting, historical cost accounting hardly constitutes a solution. A 

problem among others is that historical cost contributes to lack of transparency. In addition, they state 

that under the financial turmoil in 2008, fewer assets were valued in level 1, since they were not actively 

traded in liquid markets. Instead, an increase of level 3 valuations was observed. This fact may have 

decreased comparability between companies, as the cash-flow models used in level 3 are highly 

subjective (Laux and Leuz, 2010). In hindsight, Ball (2006) correctly predicted that a financial crisis would 

result in all companies not being able to cash out their assets simultaneously at the bid price. Moreover, 

Wallison (2008) claims that as market prices were still used to a large extent even though markets were 

not functioning, the financial crisis was partly driven by fair value measurement. Since mark-to-market 
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accounting forces banks to sell assets whose market value declines in order to keep capital reserves, 

there is an inbuilt pro-cyclicality in fair value accounting. Sir David Tweedie concurs on this issue, but 

states that the problem should be solved through other regulations, leaving accounting policies intact 

(House of Commons, 2008). 

 

Also, blaming fair value for the financial crisis would be to detract the impact of other factors, such as 

poor lending decisions, inadequate risk management etcetera. Proponents of fair value claim that these 

factors were the actual causes of the crisis, and that fair value only contributed to reflecting the risk 

exposure to the market in time (SEC, 2009). Furthermore, since loans are not accounted for at fair value, 

these losses are only gradually taken in the income statement. Even so, many financial institutions filed 

for bankruptcy. Advocates of fair value state that this supports that the purpose of accounting is not to 

increase financial stability, but rather to show a true and fair view. Therefore, timely reported numbers 

help both companies and investors to evaluate the financial position better than historical cost 

accounting (Huian, 2009).  

2.4 Regulation of Financial Instruments 

Financial instruments are regulated in three of the IFRS accounting standards. IAS 32 Financial 

Instruments: Classification concerns the classification of financial instruments as liabilities or equity 

instrument. It supplements the principles of recognition and valuation of financial assets and liabilities in 

IAS 39 Financial Instruments: Recognition and Measurement and the disclosure principles in IFRS 7 

Financial Instruments: Disclosures.   

 

IAS 32 defines a financial instrument as “any contract that gives rise to a financial asset of one entity and 

a financial liability or equity instrument of another entity”. The standard further divides financial 

instruments in financial assets and financial liabilities. Financial assets include cash, equity instruments, 

contractual rights to receive financial assets or a contract that will or could be regulated in an entity’s 

equity instruments. A financial liability is any liability in the form of a contractual obligation or a contract 

that will or may be settled in the entity's own equity instruments. 

2.4.1 IAS 39 

IAS 39 Financial Instruments: Recognition and Measurement contains guidelines for recognition and 

measurement of financial instruments and uses the definitions stated in IAS 32. This is the primary 

standard regarding financial instruments, which made it widely debated during the financial crisis. This 

resulted in amendments to some paragraphs regarding fair value.  

 

Four categories of financial instruments are defined in the standard, (1) held for trading, (2) held to 

maturity, (3) loans and receivables and (4) available for sale financial assets. All financial instruments are 

required to be classified in one of these categories. 
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2.4.1.1 Held for Trading 

For a financial asset to be classified as held for trading (HFT), at least one of the following criteria has to 

be fulfilled (derivatives excluded):  

● it is acquired or incurred principally for the purpose of selling or repurchasing it in the near 

term; or 

● on initial recognition, it is part of a portfolio of identified financial instruments that are managed 

together, and for which there is evidence of a recent actual pattern of short-term profit-taking. 

 

The assets classified in this category are initially valued at fair value, with re-measurement to fair value 

during the holding period resulting in profit or loss affecting the income statement.  

2.4.1.2 Held to Maturity 

These instruments are non-derivate assets with fixed payments and a fixed term to maturity, where the 

company intends to hold the asset until maturity. With only a few small exceptions, no reclassifications 

from held to maturity (HTM) into other categories are permitted. If a substantial amount has indeed 

been reclassified from this category during the last three years, the company is not permitted to hold 

any assets in this group. The assets in this category are valued at amortized cost through the use of the 

effective interest method (historical cost accounting). Gains and losses therefore affect the income 

statement as amortization, accrual costs and gain or loss upon de-recognition. Fair value during the 

holding period is not shown in the financial statements. 

2.4.1.3 Loans and Receivables 

Instruments classified in loans and receivables (LAR) are non-derivatives and have fixed payments. 

Furthermore, the assets should not be actively traded on an open market. As for held to maturity assets, 

gains and losses affect the income statement as amortization, accrual costs and gain or loss upon de-

recognition.  

2.4.1.4 Available for Sale 

Assets available for sale (AFS) are non-derivative assets which are identified as being available for sale, 

and are not being classified in any of the other three categories. Thus, this category constitutes a 

residual, where securities and other liquidity reserves historically have been put (Smith, 2006 p.262). 

These instruments are valued at fair value, with deviations in fair value during the holding period 

reflected in other comprehensive income (OCI). When the asset is de-recognized from the financial 

statements (after being sold or settled), the accumulated profit or loss that has previously been 

recognized through other comprehensive income, should be reclassified from equity to net income as a 

reclassification adjustment. 

2.4.2 Amendments to IAS 39  

On October 13, 2008, the IASB (2008b) announced that they would permit four new types of 

reclassifications between the categories of financial instruments. This added to the two types of 

reclassifications that were already permitted, and was a deviation from fair value accounting to 

historical cost. The new reclassification option was allowed to be used retrospectively from July 1, 2008, 
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granted that the option was used before November 1, 2008. This made it possible for banks, during the 

third quarter of 2008, to reverse write-downs that had already been taken as well as evaluate the 

benefits of reclassification before it was used. For assets reclassified after November 1, however, the 

effective date could only be set as the actual date of reclassification. 

 

The amended paragraph 50 and the added paragraphs 50B-50F in IAS 39 were the result of requests to 

minimize the differences between IFRS and US GAAP. The IASB (2008a) therefore decided to allow 

reclassification between categories of financial instruments under the same circumstances as US GAAP. 

However, the Board conceded that the new rules could lead to managed reported earnings in some 

companies, since it was now possible not to report fair value gains and losses for the reclassified 

instruments. Furthermore, the urgent need to provide short-term relief made them issue the 

amendment without exposure drafts, which is the normal due process (see figure 2.1). This made two 

board members, James J Leisenring and John T Smith, dissent from the decision. Not only did they feel 

that normal due process should not be abandoned, but they also stated that a level playing field was in 

fact not created (IASB, 2008a). For example, US GAAP did not permit retrospective application, and the 

rules on impairment are different between the two sets of regulations (Bischof, Brüggemann and Daske, 

2010). Introducing the amendment in the first place was due to extensive pressure from EU leaders. 

Afterwards, Sir David Tweedie, chairman of the IASB, stated that there were threats from the EU 

Commission that they would force through a carve-out, meaning parts being removed from the original 

standard. This would have made it possible to reclassify without any restrictions or disclosures. 

Furthermore, the independence and legitimacy of the IASB would have been undermined, which put the 

IASB before a grave dilemma (House of Commons, 2008). Ultimately, 11 out of 13 board members were 

in favor of the draft, which made it effective on October 13, 2008. 

2.4.2.1 Reclassification out of the Held for Trading Category 

The amended IAS 39 allows banks to move financial instruments from the HFT category into AFS, HTM 

or LAR, if the purpose of selling or repurchasing it in the near future has changed. Reclassification into 

two of these categories, AFS and HTM, also requires rare circumstances, which the IASB (2008b) defines 

as “a single event that is unusual and highly unlikely to recur in the near term”. The IASB acknowledged 

that the market condition in the third quarter of 2008 was a possible example of a rare circumstance, 

but the vague definition means that it might be difficult to identify a rare circumstance henceforth. The 

conditions of rare circumstances do not, however, apply to reclassification from HFT into LAR. These 

instruments must only meet the definition of LAR and no longer be held for trading purposes in order to 

be reclassified. 

 

If a financial asset is reclassified from HFT into LAR or HTM (which are the categories accounted for at 

amortized cost), it shall be reclassified at its fair value on the date of reclassification, which becomes its 

new cost or amortized cost. However, the possibility to apply reclassification retrospectively during the 

third quarter of 2008 meant that the fair value on July 1 could also be used as amortized cost, if the 

reclassification was made before November 1. Since there is a change from fair value to historical cost 

accounting for these instruments, reclassifying into LAR or HTM means not having to account for the 

unrealized gains and losses in the income statement.  
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Consequently, these reclassifications have an impact on the income statement, since the fair value 

movements no longer affect profit or loss. During a financial crisis, when asset prices are normally 

decreasing, this results in higher profits being reported.  

 

As for reclassification into LAR and HTM, the only difference between the two is thus that the condition 

of rare circumstances does not have to be fulfilled in order to reclassify into LAR. Reclassification from 

HFT into AFS, however, affects both reported equity and reported income differently than the other two 

reclassifications. However, just like reclassification into HTM, it also requires a state of rare 

circumstances. The AFS category, in conformity with the HFT category, is measured at fair value, albeit 

through OCI instead of through profit and loss. This means that even though the fair value change is not 

shown in profit and loss after reclassification, it will still be shown in equity. Thus, whatever the 

reclassification effect is on profit or loss, the reverse effect will be reported in equity. For example, if 

asset prices are decreasing, reclassifying into AFS means that you do not report the loss on fair value in 

the income statement (that is, profit is boosted). Instead, the losses will be reported as decreasing 

equity. As a reason for making this reclassification, some authors (e.g Huian 2009; Bischof, Brüggemann 

and Daske, 2010) mention that capital requirement regulations, for example Basel II, do not take OCI 

into consideration. Therefore, a reclassification into AFS could be beneficial.    

2.4.2.2 Reclassification out of the Available for Sale Category 

A financial asset in the AFS category may be reclassified to LAR if it meets the definition of LAR and 

under the condition that the bank has the intention and ability to hold the asset for the foreseeable 

future or until maturity. A rare circumstance is not needed. Since neither the AFS category nor the LAR 

category affect net income, the only effect will be that fair value gains and losses will no longer be 

reported in OCI. Therefore, the result from this reclassification will be a change in equity. Below, a 

summary of the four reclassification types introduced in 2008 is provided. The effect on income and 

equity, plus or minus, vary depending on fair value changes. 

 

Reclassification   Required criteria   Effect   

From   Into Rare Circumstance No Longer Trading Intention Income Equity 

HFT 

 
HTM Yes 

 
Yes Yes 

 
No 

HFT 

 
AFS Yes 

 
Yes Yes 

 
Yes 

HFT 

 
LAR No 

 
Yes Yes 

 
No 

AFS   LAR No   No No   Yes 

Table 2.1: Summary of the Four Reclassification Options under the Amended IAS 39. (IAS 39 §§50-50E) 

    

2.4.3 IFRS 7 

In addition to IAS 39, entities are required to present disclosures regarding their financial instruments 

according to IFRS 7 Financial Instruments: Disclosures. The standard requires two main categories of 

disclosures in notes, namely (1) information about the significance of financial instruments and (2) 

information about the nature and extent of risks arising from financial instruments. 
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As part of IFRS 7, a company shall disclose risks associated with financial instruments. The different risks 

are market risk, credit risk, liquidity risk and management risk. Overall, the disclosures required by IFRS 

7 provide users with an overview of an entity’s use of financial instruments and the risks accompanied. 

2.4.4 Amendments to IFRS 7 

To ensure transparency and relevance with regard to the reclassification option, the IASB (2008a) also 

updated IFRS 7 in October 2008. The amendments to IFRS 7 states that entities using the possibility to 

reclassify financial assets are required to disclose certain additional information. As stated in the added 

paragraph 12A, the disclosure requirements regarding reclassifications made according to IAS 39 §§50B-

50E are the following: 

 

● the amount of reclassification into and out of each category; 

● carrying values and fair values of financial assets that have been reclassified in the current and 

in previous reporting periods; 

● if rare circumstances is a condition for reclassification, a statement of what they are and a 

motivation for why it should be classified as rare; 

● the fair value gains or losses reported through profit or loss or other comprehensive income in 

the current and the previous reporting period; 

● the fair value gain or loss reported through profit or loss or other comprehensive income in 

every period following reclassification, as if reclassification would not have been made. Further, 

banks shall inform of the actual gain or loss through profit or loss and; 

● the effective interest rate and the estimated cash flows of the reclassified financial instruments 

that the company expects to be able to reclaim.  
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3 Method  
 

The third chapter contains a detailed description of the different approaches used in the thesis. First, our 

research approach is presented, followed by a description regarding the collection of information that 

constitutes the foundation for the study. The chapter concludes with our analysis method and a 

discussion about the credibility of the study. 

3.1 Research Approach 

This thesis review the motives presented by the IASB when introducing the reclassification option and 

investigate if the desirable effects were in fact achieved. The research questions along with the aim have 

naturally constituted the base for the chosen research method. The primary method to achieve the aim 

has been to study the results and effects of reclassification by examining European banks’ financial 

statements for the fiscal years 2008 and 2009. That is, in order to answer our research questions, 

descriptive statistics of the extent of reclassification have been used. 

 

Firstly, we have reviewed a number of different aspects regarding the reclassification amendment to IAS 

39. A study of the extension and the effects of the new reclassification choices in the European banks for 

the fiscal years of 2008 and 2009, which were the primary reigning years of the recent financial crisis, 

have also been conducted. Furthermore, impacts on pretax profits and equity have been calculated. 

Since we were to collect and present data from 235 banks and their annual reports for both 2008 and 

2009, the quantitative research approach was selected. A quantitative research is generally seen as the 

most appropriate approach when collecting and analyzing large sets of data. By using this approach, our 

goal is to enhance reliability and objectivity as well as to make it possible to draw general conclusions. 

 

In chapter four, we describe banks’ use of the reclassification amendment introduced in October 2008, 

and relate the empirics and analysis to the frame of reference, resulting in conclusions and suggestions 

for future studies. As previously mentioned, a large part of the empirical section contains descriptive 

statistics of the extent of European banks’ use of the reclassification option introduced in late 2008. 

However, the research questions require that the authors go further, in that a review of the factors 

behind the adoption of the new amendment is necessary. The authors discuss the motives behind the 

amendment, as presented by the IASB and other institutions involved, and put it in relation to the 

empirical findings of the study. The descriptive statistics of the empirical section enable us to analyze if 

it was reasonable to introduce the amended IAS 39, as well as to discuss the future role of the IASB. This 

is especially critical due to their status as an independent standard setter, considering the amendment 

was the result of pressure from outside of the organization. 
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3.2 Collections for the Study 

When conducting the research, we have used two separate sets of sources. When collecting the data for 

the empirical study, financial data have been extracted from the database BankScope as well as banks’ 

annual reports for 2008 and 2009. When compiling the frame of reference, on the other hand, we have 

used scientific articles, accounting standards and press releases.  

3.2.1 Empirical Data 

Since the amended IAS 39 targets banks, which are the entities that hold the financial assets concerned, 

a group containing only banks was logical to assemble. Also, the banking sector is of interest since the 

capital requirements in the business put it right in focus of the fair value debate. In order to obtain our 

list of banks the database BankScope, containing practically all banks in the world (30,103), as well as 

being commonly used by researchers, has been used.  

 

We started by excluding all banks that do not apply IFRS, since the new rules on reclassification only 

concern IFRS companies. Furthermore, only banks in the enlarged EU area (27 countries) that are 

publicly listed were included. Since our research questions target this group specifically, our list of banks 

constitutes the entire population. There are two reasons for choosing this population. Firstly, the debate 

was intense among EU politicians before the amendment was introduced. Secondly, publicly listed banks 

should have easily accessible annual reports in order to comply with stock market rules as well as attract 

possible investors, which make these banks manageable in that obtaining information about the 

reclassification was possible. Due to these delimitations, we will not be able to draw conclusions on the 

use of reclassification for all banks applying IFRS. For example, we are aware that there are some major 

unlisted banks that could have showed different results than listed banks. The number of examined 

banks is presented in the table below. 

 

All Banks 30,103 

Do not Apply IFRS -26,305 

Total Banks Applying IFRS 3,798 

Outside EU Enlarged -1,751 

Banks Applying IFRS in EU 2,047 

Not Publicly Listed -1,812 

Total Population 235 
    Table 3.1: Total Population 
 

As can be seen, the population consists of 235 banks. In order to enhance both validity and reliability, 

we used BankScope when exporting the data for 2008 and 2009, enabling us to extract total assets and 

equity in the banks for these years. Furthermore, in order to conduct our empirics and analysis section, 

necessary information such as pretax profits and currency exchange rates on each balance sheet date 

for the two years were also exported from BankScope. However, we discovered that our list of banks is 

biased by the so called survivorship bias. This means that only banks that were still in business on the 

date that we exported the data (February 28, 2011) have been included, which could be a deceptive 

factor when compiling statistics and answering the research questions. Thus, banks that have been 
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delisted in for example 2009 and 2010 and banks that have stopped using IFRS during those years were 

not included, which gives us a slightly skewed population. However, a review has revealed that some of 

the banks concerned have been consolidated into other banks that are included in our research, which 

limits the effect from the survivorship bias. 

 

A small disadvantage when gathering data was that the information on reclassification was not available 

through BankScope. Therefore, the banks’ annual reports had to be reviewed in order to acquire total 

reclassification amounts as well as the impacts on pretax profit and equity. Also, a total of seven banks 

did not have information on total assets, equity and pretax profits in BankScope, which is why this data 

also had to be manually extracted from the annual reports into Excel. By including each company’s 

website in our BankScope export, however, quick access to the annual reports was ensured. Regarding a 

small number of banks, the website was outdated or the annual report could not be found on the 

website provided by BankScope. In these cases, a search through Google was conducted, using the 

phrase “Bank name annual report 20XX pdf”. If still not found, the bank was considered a loss (see 

further loss analysis below). 

 

In most cases, though, the annual reports were fairly easily found in pdf-format through each bank’s 

website, which made search functions in the reports accessible. To ensure the most efficient data 

collection, we primarily looked for the key words reclass (to find different varieties of the word 

reclassification that might appear) and IAS 39, one of which was almost certainly mentioned in the note 

concerning reclassification of financial instruments. With the first few banks, a pre-study was conducted 

to examine if necessary data was available and if it could be used to calculate key ratios. We were also 

able to estimate the amount of time that would be necessary to gather the information, and concluded 

that it would be possible to continue the research as planned. 

 

When the note on reclassification was found, the relevant amounts and effects were manually put into 

our Excel sheet containing the exported information from BankScope, in order to simplify the 

calculations needed for our empirical and analysis sections. The manual input of numbers might have 

lowered the reliability in our research slightly, but more often than not it was obvious which numbers 

were correct. The effects, for example, were often not only specified in a table, but also in text form, 

with some banks using the phrase “if reclassification had not been made, profit before tax would have 

been €Xmln higher”. Furthermore, many banks provided formulations such as “the impact of the 

amended IAS 39 on these financial statements has not been significant”, which made it easy to conclude 

that reclassification had not been used. In the cases where we were unsure about the consequences of 

the reclassification, however, reviewing the note together as well as looking in the coming years’ annual 

reports (where the banks have to specify reclassification actions taken in previous years according to 

IFRS 7) were measures taken to increase reliability. On the next page, an example of a reclassification 

note from Svenska Handelsbanken is provided, with the information used encircled. Also, an abstract 

from our Excel sheet for 2008 is shown. 
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     Figure 3.1: Svenska Handelsbanken’s Note on Reclassification 2008 

 

 

 

Bank name HFT>HTM HFT>AFS AFS>LAR HFT>LAR 
Total 

Amount 
PTP 

Effect 

AFS 
Equity 
Effect 

LAR 
Equity 
Effect Assets PTP Adj.PTP 

Banca 
Carige 441.5 565.1 322.1 197.6 1526.3 135.4 -83.4 24.5 31986 309 173.3 
Banca 
Comerciala 
Carpatica 0 0 0 0 0 0 0 0 580.2 

-
2.8 -2.8 

Banca 
Finnat 
Euramerica 3.6 0 0 0 3.6 0.6 0 0 470.4 -32 -32.9 

              Data collected from BankScope 

          Data manually collected from annual reports 

         Data calculated in Excel 

         
Table 3.2: Extract from Data Collection 2008 

 

It is important to note that only the four new types of reclassification introduced as a reaction to the 

financial crisis have been studied in this report. This might explain some of the indifferences with 

numbers from other studies conducted. In order to compare the numbers from banks using different 

currencies and strengthen reliability, we chose to use euro exchange rates exported from BankScope as 

the common currency, an approach used in several of the previous studies we have reviewed (e.g. 

Kholmy and Ernstberger, 2010; Bischof, Brüggemann and Daske, 2010). The figures exported from the 

annual reports were recalculated using the euro exchange rate on each bank’s balance sheet day, which 

makes it easier to carry out the research again using our method.  
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One aspect that might have contributed to lower validity and reliability is that sometimes, different 

figures could be extracted from different places in the annual report. In these cases, the recurring 

problem was to deduce whether the numbers referred to the whole group, only the parent company or 

a subsidiary. Since the interesting effects are for the group, those were the ones that we extracted. 

Regarding the effect on the income statement, some issues arose as a result of not all banks specifying if 

the avoided gain or loss affected net income or profit before taxes. In order to exclude national tax 

regulations, we wanted to use pretax profit as well as reclassification effects before tax as much as 

possible. Nonetheless, because of these factors we have to concede that some effects regarding only 

the parent company and/or effects after tax might have slipped through. However, since the problem 

only arose in a few banks, it is safe to say that this did not have a material impact on aggregate results. 

3.2.1.1 Losses to the Population 

An advantage of the study is that since we review the fiscal years that were most affected by the 

financial crisis, that is 2008 and 2009, no losses had to be accounted for because of the time frame. 

Since all these annual reports were published well before the start of this thesis, late releases of annual 

reports were not an issue. Furthermore, we did not opt to exclude any companies with fiscal years that 

differ from calendar years. Instead, we used the date when the amended IAS 39 was published (October 

13, 2008) as a criterion for which annual reports should be sorted under 2008 and 2009 respectively. 

Hence, a fiscal year that ended between September 30, 2008 and September 30, 2009 has been 

included in our list for 2008, since for example Aberdeen Asset Management was able to retrospectively 

reclassify some financial instruments in its fiscal year that ended September 30, 2008 (even before the 

amendment was introduced). 

 

However, as previously mentioned, some of the banks that were provided from BankScope did not have 

a website, due to which the annual report could not be retrieved. From what we have been able to 

conclude, Concord Investmentbank, Gontard & Metallbank and IPG Investment Partners Group, have all 

entered insolvency proceedings. Since these banks were included in the original population, however, 

they have to be counted for as losses to the study. In order to minimize further losses we have deduced 

information from every annual report, regardless of language. About one fifth of the banks did not 

provide an annual report in English or Swedish, making translation necessary. In case of reclassification, 

we have extracted the correct numbers through translation into English and/or Swedish. For example, in 

the Italian reports a search for riclassificazione in addition to IAS 39 was conducted, to find the relevant 

note. Since the abbreviations of the different categories of financial instruments (e.g. HFT) were the 

same regardless of language, most of the reclassification information could be interpreted. However, 

terms such as “if reclassification had not been made, profit before tax would have been €Xmln higher” 

were translated through the online translation tool Google Translate from the original language into 

English and/or Swedish to ensure correct information. Altogether, no bank has been excluded solely 

because of the language barrier. 

 

A further, rather unfortunate, reason for losses has been the banks that we consider specify the 

amounts and effects of reclassification too vaguely. In these cases, we were simply unable to deduce the 

correct information regarding reclassification from the annual report. This was partly due to ambiguous 
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information being delivered in the annual report, but in some cases we could also conclude that the 

companies had not reported the required information as stated in IFRS 7. This has resulted in aggregate 

amounts and effects not being completely reflected in our empirical results, since banks that we know 

have made use of the reclassification option had to be counted for as losses. Finally, one bank 

(BankNordik) only started to account according to IFRS in 2009, which means it only had the possibility 

to reclassify in 2009 and not 2008. In order to simplify comparisons between the years, and deal with an 

identical sample for both studied years, this bank was counted for as a loss. In total, the losses narrow 

the sample down to 225 banks. Still, this constitutes 96% of the population of listed EU banks, providing 

the possibility to draw conclusions for this group. A full report on losses is provided in appendix 1, and a 

list of all the examined banks can be found in appendix 4. 

 

3.2.2 Collection for the Frame of Reference 

As an important step to give the reader a better understanding of our research questions, we have 

collected information in our frame of reference. This will also provide a relevant base for the authors to 

present findings and draw conclusions. 

 

As a first step, we have reviewed previous studies in the area of reclassification and their conclusions. 

Further, we have described the role of the IASB, the essential parts of IAS 39 as well as the amendment 

documents regarding reclassification issued by the IASB. This information is meant to provide the reader 

with a general understanding of the extent of the studied area of financial instruments and the 

associated regulations. It is of utmost importance that this basic knowledge is obtained by the reader 

before evaluating our empirical findings. The information could to the larger part be obtained from the 

IASB’s website as well as through databases in the process described below. 

 

Since certain other accounting issues concerning the amendment, such as fair value accounting and 

historical cost accounting, is of interest to our research questions, we further present relevant published 

articles, dissertations and other sources regarding these issues. In order to enhance credibility, well 

known databases such as Business Source Premier, Social Science Research Network and Google Scholar 

have been used in our search for material. We have also reviewed several previous theses regarding 

reclassification of financial instruments using the database Uppsatser.se, in order to find ideas and 

sources. Search words used in these databases have been IAS 39, IFRS, amendment, reclassification, 

financial instruments, fair value, financial crisis and European banks, among others. In order to ensure 

validity and reliability in these sources, we have primarily searched for peer-reviewed and frequently 

cited publications. As a result, this means that emphasis has been put on literature written by well-

known professors (e.g. Mary Barth) or large institutions, such as the EU.  

3.3 Analysis Method and Approach 

This thesis consists of an analysis of observations over two time periods for the same banks. There are 

two reasons for using this set of data. First of all, it enables an observation of the impact from the 

reclassification amendment over time. Secondly, it makes it possible to draw general conclusions of the 

http://www.google.com/url?q=http%3A%2F%2Fwww.uppsatser.se&sa=D&sntz=1&usg=AFQjCNHXEUEQd19Rog76dnWkFpvmGmH5rw
http://www.google.com/url?q=http%3A%2F%2Fwww.uppsatser.se&sa=D&sntz=1&usg=AFQjCNHXEUEQd19Rog76dnWkFpvmGmH5rw
http://www.google.com/url?q=http%3A%2F%2Fwww.uppsatser.se&sa=D&sntz=1&usg=AFQjCNHXEUEQd19Rog76dnWkFpvmGmH5rw
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use of reclassification by listed EU banks. Also, other researchers, e.g. Paananen, Renders and Shima 

(2010), have suggested an analysis of additional years. By studying both 2008 and 2009, we are able to 

examine if the IASB’s intention of short-term relief has been fulfilled for the listed EU banks. Moreover, 

since we have found no previous studies regarding the effects from reclassification beyond 2008, we are 

able to provide data that no other author has presented thus far. 

 

After all the numbers were input into Excel, general calculations such as mean reclassification amount 

and total numbers of banks that had used the reclassification were carried out. This gives a general 

understanding of the impact brought by the amendment. Even though there is no clear definition of the 

term short-term relief, a reasonable assumption is that it is connected to banks’ income and equity. 

Therefore, we have decided to analyze key figures associated with these measures to be able to answer 

our research questions. A hypothetical scenario of accounting without the reclassification option has 

been calculated in order to more closely examine the effects of the amendments to IAS 39 and IFRS 7. In 

this section, the net effects from reclassification on income and equity were added or deducted from 

the accounted pretax profits and equity exported from BankScope, resulting in adjusted pretax profit 

and adjusted equity respectively. By doing this, the short-term relief effects in 2008 as well as the effects 

in 2009 is possible to analyze, which is the key to our first research question. The table below 

summarizes the key figures calculated and analyzed. 

 

Key figures Abbreviations Calculation 

Adjusted Pretax Profit Adjusted PTP Reported Pretax Profit minus Pretax Profit Effect 

Adjusted Equity Adjusted Equity Reported Equity minus Equity Effect 

Adjusted Return on Equity Adjusted ROE Adjusted Pretax Profit Divided by Adjusted Pretax Profit 

Pretax Profit Effect PTP Effect Effect on Income from Reclassification * 

Equity Effect Equity Effect Effect on Equity from Reclassification * 

Return on Equity ROE Reported Pretax Profit Divided by Reported Equity 

   * = Collected from Annual Reports 

 Table 3.3: Key Figures 

 

When analyzing the different variables (e.g. total assets, reclassification sum) and their connection to 

one another, our starting point has been a cross table, containing the Pearson correlation between all 

variables. This has helped us find interesting connections regarding for example the impact of ROE when 

reclassifying. However, as the correlation measure has certain obvious flaws, we also chose to divide the 

sample banks into ten deciles to see if the correlation measure was skewed. For example, when the 225 

banks have been divided based on total assets, the 22 banks with the largest assets constitute the tenth 

decile, and when they have been divided based on adjusted PTP, the 22 banks with largest adjusted PTP 

constitute the tenth decile. The division into deciles has made examination of smaller groups and 

sometimes even particular banks easier, in order to find similarities and differences. This helps us find 

evidence on short-term relief for banks with different features within the sample, where some other 

authors have only studied their sample on an aggregate level. 
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The division into deciles, especially the one made on total assets, helps us answering our research 

questions. Our assumption is that banks with larger total assets are more relevant to the system than 

smaller banks, since they affect other banks as well as the economy as a whole to a larger degree than 

smaller banks. We can also show how many banks that actually needed the amendment in order to 

minimize their losses during the financial crisis, and how many that used the new possibility to increase 

profits during 2008 and 2009. In addition to the effect on PTP, the total effect on equity provides 

important information, since equity constitutes the base when calculating capital adequacy. Without 

sufficient equity, banks are exposed to bankruptcy risk, which is why these findings, among others, 

provide evidence regarding our second research question. 

 

As a last note, the authors have chosen not to conduct inferential statistics in this thesis, which makes it 

impossible to draw conclusions for a larger population, such as all banks applying IFRS. Instead, we 

decided to use the entire population of listed EU banks, in order to be able to draw conclusions for this 

specific group. On the other hand, the purpose of inferential statistics is to determine if the attributes of 

a sample, such as the Pearson correlation, represent the entire population, or if it is merely due to 

sampling error (Levin and Fox, 2007 p.247; Blumberg, Cooper and Schindler, 2008 p.742). However, 

inferential statistics would optimally require a random sampling method, which in our opinion would be 

difficult to conduct. For example, obtaining information for small unlisted banks is a potential obstacle. 

An alternative would have been to use a convenient sampling technique, simplifying the sample 

collection, with the drawback of not knowing for sure if the sample represents a larger population such 

as all European banks. In that case, using inferential statistics would seem credible, but the sample could 

in fact be biased due to the use of a non-random sample. Therefore, we found it more appropriate to 

examine a population, as reflected in the research questions. The losses to this population were limited 

to only 4%, and only one of the ten banks that had to be counted for as losses was among the largest 

half of the population. Thus, we argue that our list of examined banks basically constitutes the entire 

population of listed EU banks, and that the need for more advanced statistics is limited. 

3.4 Credibility  

When conducting a quantitative study, it is of utmost importance that readers can follow the research 

progress and form their own opinion on how credible the process has been, and thereby also how 

credible the empirical findings are. In the section below, we will therefore discuss the two main criteria 

for fulfilling credibility, validity and reliability, as well as put these terms into the context of this thesis. 

3.4.1 Validity 

The term validity means that the collected data is relevant to measure in order to answer the research 

questions. Furthermore, the authors must be aware of in which situation and for which population it is 

possible to draw conclusions upon the empirical results.  

 

Our method, that is providing evidence on reclassification by reviewing annual reports and putting it in 

relation to for example total assets, has been chosen since we are confident that this is the best way of 

answering our research questions. By reviewing the effects of reclassification in listed European banks 
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and the hypothetical scenario without reclassification, we are certain that it is possible to give evidence 

to the question if the amendment provided short-term relief for this specific group. Furthermore, 

analyzing these results based on the second research question should not be an issue. This is supported 

by the fact that we have gathered both articles relating to the fair value versus historical cost debate, as 

well as having evaluated the role of the IASB and their arguments for reclassification in the frame of 

reference. 

 

Using BankScope for sample collection and key accounting figure exports, and manual inputs on 

information regarding reclassification, also should strengthen validity when conducting this type of 

research, since this method is commonly used among other authors. For example, Bischof, Brüggemann 

and Daske (2010) and Kholmy and Ernstberger (2010) have used similar methods for examining 

reclassification. 

 

However, we have made clear that the impact from such issues as survivorship bias when selecting our 

population and vague disclosure notes on reclassification might have affected the validity. These facts 

resulted in that banks that should have been included in our list, and thus should have been examined in 

this study, have not being accounted for in our empirical section. In essence, though, all listed European 

banks have been examined, which should mean that validity is enhanced in our empirical results 

compared to smaller samples, and that our analysis and conclusion are relevant for the research 

questions. Finally, the discussion on accounting methods and standard setting processes should provide 

useful knowledge to the intended target groups, and thereby strengthen the pragmatic validity.  

3.4.2 Reliability 

Besides validity, the other criterion for reaching credibility is high reliability. If the authors fail to 

measure the use of reclassification reliably, the analysis and conclusion will be built upon empirical 

results that are flawed, and will therefore not be useable to the intended target audiences. 

 

In order to enhance reliability in this thesis, the authors chose to export the sample and all possible 

accounting data that we needed from the database BankScope into Excel, which minimized the need for 

manual inputs. We presumed that the numbers in BankScope were the correct ones, since it is a global 

database and widely used by other researchers. However, we also reviewed the exported numbers of 

the 20 largest banks in the sample, in order to ensure that no large errors that could affect our analysis 

had been exported. Since this double-check did not result in any corrections, we assumed that the 

export was reliable. 

 

Further, we reviewed annual reports in order to obtain information about reclassification. The annual 

report in itself can be seen as reliable, since it has been audited. However, the manual input of the 

information into Excel increases the exposure to the human factor, which in turn decreases reliability. 

Also, the translation of some parts in the foreign annual reports is an issue that we are aware of. Our 

judgement is that the disadvantages caused by the translation are outweighed by the fact that the 

inclusion of these banks has kept the sample size close to the entire population. Once all necessary data 

was a part of our Excel sheet, conversion into euro and all other calculations have been done by Excel, 
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which should mean that no calculation errors have slipped through. Continuously though, we have 

estimated the plausibility of the derived results to correct any obvious mistakes done through, for 

example, incorrectly entered functions. 

  

An advantage of the study has been that time, in two aspects, has not been an issue. Firstly, since we 

review annual reports for the fiscal years of 2008 and 2009, no banks had to be counted for as losses 

because of a late release of their report. Secondly, studying reclassification for four months has enabled 

us to process the numbers during a rather long period of time, which has minimized the risk for errors 

caused by manual handling.  

 

In summary, the results ought to be free from bias, since the population selection was made by 

BankScope and only minimal losses had to be accounted for. The numbers have, however, been exposed 

to the human factor while managing them in Excel, which is always a disadvantage when carrying out 

studies of this sort.  
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4 Empirics and Analysis 

 

The fourth chapter describes the collected data with a compilation of the research variables, presented in 

text, figures and tables. The descriptive statistics presents information regarding the use of the 

reclassification option among the sample banks. The findings are divided into each year of the study to 

clearly demonstrate the results that arise from reclassification and how it affects reported figures, such 

as profit and equity. 

4.1 Reclassifications in 2008 

Our study reveals that 34% (76) of the banks in the sample (225) used the reclassification option in 2008. 

Thus, the remaining 149 banks did not take advantage of the amendment to IAS 39. As a side-note, 

there were four additional banks that did in fact use reclassification, but their disclosure note was 

incomplete and not fully specified according to IFRS 7. Therefore, these banks had to be counted as 

losses as disclosed in appendix 1. 

 

The findings correspond to the earlier studies mentioned in the frame of reference, which displayed 

similar results regarding the use of the reclassification during 2008. The total reclassification sum for the 

76 banks amounts to €538bn for the year, which means 2.3% of their total assets and an average 

reclassification amount of €7.1bn per bank. There is a wide range in reclassification amount between 

the banks, from €3.6mln by Attica Bank to a stunning €100bn by Dexia. A detailed table displaying 

reclassification statistics divided by country for 2008 can be found in appendix 2. Notably, the 

reclassification sum in relation to total assets is significantly smaller than the findings in Fiechter (2009) 

(3.9%), even though the sample sizes are similar. A possible explanation could be that Fiechter included 

unlisted banks and excluded banks due to the language barrier.  

 

To reclassify from the Held-for-trading category into Held-to-maturity and Available-for-sale, a rare 

circumstance is required. A large part of the banks have indeed referred to a special situation during the 

fall of 2008, and performed reclassifications from the two types that require a rare circumstance. 

However, the proportion of reclassified amounts in these two categories constitutes only about 14% of 

the total reclassification sum, which can be seen in figure 4.1. In short, this implies that the majority of 

reclassification in absolute euro amount has been made into the Loans-and-receivables category, which 

does not require a rare circumstance, but rather a changed intention to hold the assets for a longer time 

period. Remember that this was also the finding in KPMG International’s (2009) report. The finding is in 

fact remarkable since the IASB emphasized that they introduced reclassification as a response to the 

financial crisis. The press release stated; “In addressing the rare circumstances of the current credit 

crisis, the IASB is committed to taking urgent action to ensure that transparency and confidence are 

restored to financial markets” (IASB, 2008b p.1). They did not, however, communicate why only two out 

of four new reclassification options required a rare circumstance. As the result reveals, 86% of the total 

reclassification sum was related to the two types that did not require a rare circumstance, which raises 

questions about the IASB’s intentions and ability to communicate the purpose of the amendment. 
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The extensive use of reclassification in 2008 could be seen as an effect of disturbed market conditions 

and thus, more instruments were held to maturity. As Barth et al. (1995) state, changes in fair value are 

irrelevant to instruments held to maturity, which regardless of the arguments presented by the IASB is a 

case in favor of the introduction of the amendment. However, the reclassifications into HTM only 

constitute 1.2% of the total amount reclassified in 2008. Instead, highlighted in the diagram below, the 

largest reclassifications have by far been made from the Available-for-sale category into Loans-and-

receivables, which constitutes 57% of the total reclassification amounts. 

 

 
      Figure 4.1: Different Types of Reclassifications 

 

4.1.1 Financial Effects on Reclassifying Banks in 2008 

The impact on the banks’ financial statements has been divided into the effect on pretax profit (PTP) 

and effect on equity. These figures help us identify the short-term effects as described in the method 

section. 

 

In 2008, the total effect on PTP was a gain of €18.4bn with an average of €242mln among the 76 

reclassifying banks. This effect could be seen as an important aspect of short-term relief, since the total 

adjusted PTP would have amounted to €-32.3bn if reclassification had not been made, instead of the 

reported €-13.8bn. However, the numbers are skewed by one outlier, namely Royal Bank of Scotland 

(RBS), which is also the largest bank in the population. When excluding RBS, the numbers tell a rather 

different story, since the bank’s adjusted PTP in 2008 amounted to €-46.4bn. This means that the total 

adjusted PTP of the reclassifying banks, when excluding RBS, changes to €14.2bn, a shift from negative 

to positive, which is displayed below. 
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    Figure 4.2: Reported and Adjusted Pretax Profit 

 

One of the reasons for introducing the amendment to IAS 39 was to provide short-term relief for 

troubled banks. However, in general this does not seem to be the case with regard to the numbers 

shown in figure 4.2, since the sample banks (excluding RBS) doubled their aggregate profits, instead of 

lowering losses, due to reclassification. In fact, as figure 4.3 shows, a majority of the reclassifying banks 

(67%) had a positive PTP before reclassification. Thus, the use of reclassification resulted in even higher 

profits instead of avoiding negative reported results. These findings can be connected to the ones found 

by Paananen, Renders and Shima (2010), that is that the main driver when reclassifying was the illiquid 

markets and not the financial strength of the bank. Thus, the reclassifications performed during the 

financial crisis seem to be an effect of the inbuilt pro-cyclicality in fair value accounting mentioned by 

Wallison (2008).  However, when reviewing the tendency to reclassify, a larger share of the banks that 

did reclassify (33%) had negative adjusted PTP than the total sample (24%), which to some extent 

contradicts both our finding above and the findings of Paananen, Renders and Shima (2010). 

 

 
        Figure 4.3: Adjusted PTP for the Reclassifying Banks 

 

When evaluating the short-term relief effect, it is also important to take into account the banks’ relative 

importance to the banking system. Generally, banks with large total assets act on a global scale, and are 

interconnected with both other banks as well as the world economy. Among the banks with negative 

adjusted PTP, we find a few of these very large banks, such as Deutsche Bank and the previously 
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mentioned RBS. Regardless of the intention from the IASB, our data shows that the amendment partially 

resulted in aiding a few large banks which are critical to the banking system. Deutsche Bank and RBS 

reported the largest losses out of all 225 banks in the sample, and were also the ones that displayed the 

largest positive effect on pretax profit. In addition, both were among the banks with the largest 

reclassification sum.  Thus, just as Bischof, Brüggeman and Daske (2010) showed, reclassification 

contributed to aiding a couple of the system-relevant banks by avoiding regulatory costs and losses 

caused by fair value accounting. 

 

Adding to the effect on PTP, the effect on equity has also been calculated. This originates from the 

reclassifications concerning the AFS category as described in the frame of reference (see table 2.1). For 

2008, this effect amounted to a gain of €5.3bn. However, to show the total effect on equity, the indirect 

effect caused by the effect on pretax profit also has to be included. This brings the total effect on equity 

to €23.7bn (5.3+18.4). In relation to total adjusted equity in the banks that did reclassify, this amounts 

to 3.1%, resulting in increased equity by this percentage. However, there are large differences in equity 

effect. For example, Dexia increased their equity by almost 63% by reclassifying in 2008, but also 

relatively small banks like Banca Profilo (+36.9%) and Banca Generali (+26%) had large positive effects 

on equity. As mentioned in section 3.3, there is an incentive to increase equity in order to exhibit 

improved capital adequacy. As can be seen, the reclassification amendment has given the banks some 

relief regarding this aspect. 

4.1.2 Correlation and Decile Analysis 2008 

To be able to analyze the findings we have calculated Pearson correlations between different variables, 

displayed in table 4.1. Since correlation does not reveal the distribution of the different banks, we have 

also divided the sample into ten deciles. This will help us detect how reliable a specific correlation is and 

if the distribution is skewed. The correlation and decile analysis is useful to find evidence regarding the 

short-term effects in banks, as well as to evaluate the IASB’s decision to amend IAS 39. 

 

  Total assets Reclass sum Adj.PTP Adj.Equity PTP Effect Equity Effect Adj.ROE 

Total assets 1.00 
     

  

Reclass sum 0.46 1.00 
    

  

Adj.PTP -0.32 -0.28 1.00 
   

  

Adj.Equity 0.91 0.35 -0.23 1.00 
  

  

PTP Effect 0.74 0.40 -0.58 0.69 1.00 
 

  

Equity Effect 0.66 0.58 -0.28 0.53 0.84 1.00   

Adj.ROE -0.14 -0.28 0.22 -0.08 -0.15 -0.20 1.00 
Table 4.1: Correlations in 2008 

 

As can be seen, reclassification amount is correlated with total assets (0.46) and to a slightly less extent 

with adjusted equity (0.35). This implicates that larger banks were more prone to reclassify large 

amounts, which corresponds to the findings in several of the previous studies (KPMG, 2009; Paananen, 

Renders and Shima, 2010; Kholmy and Ernstberger, 2010). After dividing the banks into deciles based on 

total assets as described in section 3.3, we can also see that there is a clear pattern that banks with 
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larger total assets have used the reclassification to a greater extent compared to smaller banks (figure 

4.4). In the tenth decile (largest assets) 19 out of 22 banks reclassified. In comparison, that is in fact the 

same number of banks that reclassified in deciles 1-6 together. 

 

        

 
       Figure 4.4: Banks that Used Reclassification  

 

Also, the result shows that the banks in decile 10 by far reclassified larger amounts than the other 9 

deciles altogether (figure 4.5). For a more appropriate comparison, reclassified amounts have been 

divided by total assets to obtain a relative figure (figure 4.6). Overall, the trend is similar to the one 

observed in number of reclassifications. That is, banks with larger assets tended to reclassify a larger 

percentage of total assets. Decile 4, however, constitutes the third largest percentage, explained by one 

outlier, Banca Generali, which reclassified 19% of its total assets. Furthermore, total assets are highly 

correlated with the PTP effect (0.74), which is logical since larger banks reclassified larger amounts 

(figure 4.5) and therefore benefited the most in absolute terms. This reinforces previous findings that 

larger banks were aided by the amendment. 

 

 
Figure 4.5: Reclassification Sum         Figure 4.6: Reclassification Sum in Relation to Total Assets  

 

 



31 

 

Since we know that the large banks reclassified the most, we want to verify if they also were the ones in 

need of short-term relief. The correlation between adjusted PTP and total assets (-0.32) indicates that 

the larger banks have a lower adjusted PTP, but that is somewhat misleading. As stated earlier, RBS is a 

clear outlier, and excluding this bank results in a correlation of 0.20 instead of -0.32. In fact, the division 

into deciles reveals that there is a clear trend that the larger banks have higher adjusted PTP (excluding 

RBS), as shown in the charts below. 

 

 
  Figure 4.7: Adjusted Pretax Profit                    Figure 4.8: Adjusted Pretax Profit (excl. RBS)      

 

As stated, larger banks reclassified larger amounts, but as a group they were actually quite profitable, 

excluding RBS. This supports our earlier discussion that the amendment aided a few large and system-

relevant banks (decile 10), which is arguably what Ecofin Council (2008) wanted to achieve. However, it 

can be questioned if changing an accounting standard, and deviating from the fair value regime, was the 

best solution. Of course, there are some large banks critical to the banking system, but as the IFRS 

Foundation (2011d), Laux and Leuz (2009), the SEC (2009) among others noted, fair values were not the 

underlying cause of the financial crisis, which was rather a symptom of poor lending decisions and 

insufficient risk management. Also, since reclassification only affects accounting numbers (Fiechter, 

2009), the amendment does not deal with the real issue, that is, the underlying risk exposure in banks. 

 

To support the argument of short-term relief, banks with low or negative profits should have reclassified 

to a larger extent compared to highly profitable banks. There is a negative correlation between adjusted 

PTP and reclassification sum (-0.28), suggesting that banks with low or negative profit did reclassify the 

most, as well as providing some support for short-term relief. Since we thought there would be a 

stronger negative correlation, we decided to investigate this relation further. Analyzing deciles divided 

by adjusted PTP (lowest to highest), it confirms the correlating finding in that the banks with low PTP 

have reclassified high amounts. However, it also shows that the most profitable banks in decile nine and 

ten reclassified quite large amounts. This could be seen as a side-effect of the amendment, since these 

banks were not in urgent need of short-term relief. The banks in decile 9 and 10 were not just profitable 

on a relative basis, but also on an absolute basis with profits between €300mln and €5bn. 
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       Figure 4.9: Reclassification Sum  

 

The results are consistent with earlier findings that the majority of banks that reclassified were actually 

profitable, with the exception of a couple of large troubled banks. Furthermore, the results can be 

connected with the findings on total assets, that is that larger banks reclassified to a larger extent. As 

can be seen from the chart below, large banks either have the highest or the lowest PTP, which suggests 

that reclassification is more related to the size of the bank than the level of profitability. Similar results 

have been found by Paananen, Renders and Shima (2010). 
 

 
       Figure 4.10: Total Assets  

 

However, reclassification sum does not provide all relevant facts, since the effect on PTP and equity are 

additional important factors for the banks. In comparison with the correlation between adjusted PTP 

and reclassification sum (-0.28), there is an even larger negative correlation between adjusted PTP and 

PTP effect (-0.58), meaning that the banks with the weakest earnings benefited the most from the 

reclassifications. Once again, this result is skewed by RBS, and the correlation is significantly weaker 

when this particular bank is excluded (-0.11). In addition, the deciles show that banks with the highest 

adjusted PTP almost benefited as much as the weakest banks. Altogether, deciles nine and ten did in 

fact have a larger PTP effect than decile one (banks with the lowest adjusted PTP). From the following 

graph, it is clear that banks boosted their profits as much as they avoided further losses by reclassifying 

financial instruments. 
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      Figure 4.11: Pretax Profit Effect  

 

In order to remove the size factor, we have also calculated return on equity, ROE (adjusted PTP/adjusted 

equity), which seems to be the factor that is least connected with the reclassification variables. There 

were only small correlations between ROE and reclassification sum (-0.28) and PTP effect (-0.15) 

respectively. The negative correlations suggest that banks with lower profitability chose to use the 

amendment to a greater extent (and with a slightly higher effect) than banks with high ROE. Even 

though the correlations are relatively low, deciles sorted by ROE (lowest to highest) show that there is a 

declining trend (see figure 4.12 and 4.13), confirming the correlation measure. This data is somewhat 

different compared to the findings when sorting the deciles by adjusted PTP, since we have now 

removed the size factor, which makes ROE a more appropriate measure. The findings regarding ROE 

correspond with the results presented by Kholmy and Ernstberger (2010), who state that banks with 

profits below average used reclassification to a greater extent. Also, Fiechter (2009) was able to show 

that mean ROE for his sample increased by using the reclassification option. In our study, mean ROE for 

reclassifying banks increased from -4.1% to -0.1%, thus to some extent also confirming Fiechter’s 

findings. 

 

 
Figure 4.12: Banks that Used Reclassification         Figure 4.13: Reclassification Sum  
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4.2 Reclassifications in 2009 

As mentioned in section 2.1, there is no previous research on reclassification for 2009. Therefore, our 

findings in this section will be compared to the findings for 2008. 

 

In 2009, the number of reclassifying banks was significantly smaller than in 2008, as only 21 (9.3%) of 

the banks reclassified financial instruments during this year. Since market prices recovered in 2009, it is 

logical that fewer banks wanted to report through historical cost. Moreover, Wallison (2008) claims that 

reporting by fair value is both relevant and reliable, as long as market prices exist, which could be a 

further explanation for the decreasing number of banks that used reclassification in 2009. Interesting to 

note is that 19 of the 21 banks made new reclassifications that added to the ones carried out during 

2008. However, two banks that did not reclassify during 2008, chose to do so in 2009.  

 

The total amount reclassified in 2009 was €73.9bn, resulting in an average of €3.5bn per reclassifying 

bank. Naturally, the total amount is smaller than in 2008 as fewer banks chose to use the option to 

reclassify, but as can be seen, also the average reclassification sum was smaller (2008: €7.1bn). By far, 

the largest reclassification carried out by a single bank in 2009 was performed by ING Group with a 

€29bn reclassification. A further finding is that the two most troubled banks in 2008, Deutsche Bank and 

RBS, continued to perform new reclassifications in 2009. Commerzbank, exhibiting the lowest adjusted 

pretax profit (adjusted PTP) for 2009, also carried out further reclassifications in addition to the ones it 

made during 2008. A detailed table showing reclassification statistics divided by country for 2009 can be 

found in appendix 3. 

 

In 2009, five of the banks that reclassified used reclassification types that require a rare circumstance, 

which should therefore only be used in times of financial crises. Arguably, the financial crisis eased 

during 2009, not least in the latter part of the year. Therefore it should be more difficult to motivate 

these reclassifications. For example, Banco Comercial Português performed reclassifications from HFT 

into HTM as late as December 2009, without providing an explanation in its annual report. This makes us 

question if the IASB has been able to ensure transparency, which was one of the arguments when 

introducing the amendment, since not all banks disclose the required information in accordance with 

IFRS 7. 

 

However, as the chart below shows, only a fragment of the total reclassification sum in 2009 can be 

referred to the reclassification types that require rare circumstances. Instead, just as in 2008, the larger 

share of the total reclassification sum was made from AFS into the LAR category. 
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      Figure 4.14: Different Types of Reclassifications  

 

4.2.1 Financial Effects on Reclassifying Banks in 2009 

When calculating the effects on PTP and equity, it is important to note that the financial effects in 2009 

reflect the assets reclassified in both 2008 and 2009 that are still held by the banks at the end of this 

period. Therefore, not only the 21 banks that reclassified in 2009 will be included in this section, but also 

the 76 banks that performed reclassification in the previous year have had further effects in 2009. In 

short, this means that the 76 banks that reclassified in 2008, in addition to the two new banks that 

reclassified in 2009, will have to be accounted for. This enables us to analyze any differences in effects 

between the two years, which provide evidence regarding short-term relief for listed banks in the EU.  

 

During 2009, the total effect on PTP for the 78 banks was €-4.3bn. That is, a reverse effect, mainly 

originating from reclassifications made during 2008, was recorded. This strengthens the argument that 

reclassification can be used primarily for short-term relief in times when asset prices decrease. If 

reclassification had not been made in the 78 banks that reclassified in 2008 and 2009, their aggregate 

adjusted PTP for 2009 would have amounted to €34.5bn. Due to reclassification, this figure was lowered 

by the PTP effect (€-4.3bn) to the reported €30.2bn. As can be seen from the chart below, on an 

aggregate level, both reported and adjusted PTP were positive for the reclassifying banks. However, the 

fact that reported PTP was lower than adjusted PTP in 2009 suggests that reclassification has been made 

for short-term relief during the worst part of the financial crisis, that is, the latter part of 2008. 

Moreover, as mentioned by for example Barth et al. (1995), moving back to historical cost accounting 

normally decrease earnings volatility, which these findings confirm. 
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        Figure 4.15: Reported and Adjusted Pretax Profit  

 

Of the 21 banks that performed reclassifications in 2009, only six showed negative adjusted PTP, as can 

be seen in figure 4.16. When reviewing the total 78 banks that reclassified in either 2008 or 2009, or 

both, 20 of the 78 had negative adjusted PTP in 2009. In line with the findings regarding 2008, the 

amendment thus appears to have been used primarily by banks that were already profitable, and were 

arguably not in need of short-term relief.  

 

 
       Figure 4.16: Adjusted Pretax Profit for the Reclassifying Banks  

 

As previously discussed, though, large banks are generally more critical to the banking system. In 2009, 

we observe that one of these banks, Commerzbank, showed the largest losses before tax. Consequently, 

the bank performed reclassification during this year, albeit with only small positive effect on equity. As 

for the extreme outlier in 2008, RBS, it also recorded large losses as well as new reclassifications in 2009. 

As Bischof, Brüggeman and Daske (2010) stated, these large system-relevant banks might in fact have 

faced the risk of intervention from the government should the amendment not have been implemented. 

 

However, RBS’s total effect on equity totaled about €-500mln following rising fair values of its 

reclassified assets. In fact, the bank’s PTP in 2009 decreased from €-952mln to €-2.9bn because of 

reversing effects originating from fair value changes of the reclassified assets. Thus, for this bank, as well 
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as for the banks in general, the large positive effects that occurred during 2008, was partly reversed in 

the subsequent year. 

 

As for the direct effect on equity for the 78 banks, it amounted to €-2.2bn in 2009, which confirms the 

findings that the positive effects from 2008 were reversed in 2009. When adding the negative effects 

from PTP, which affect equity indirectly, the total effect on equity amounted to €-6.5bn (2.2+4.3). 

However, seen over both years the banks still displayed a higher equity as a result of the amendment, as 

the effect on equity in 2008 was a positive €23.7bn.  

 

As a consequence of reclassification, total equity in these banks was lowered by 0.6% in 2009. An 

interesting finding regarding the equity effect in 2009 is Banca Finnat Euramerica, which raised its equity 

from below zero to positive due to reclassification. This was achieved through a positive effect on equity 

amounting to €797mln for 2009. Findings like these strengthen any argument that some banks were in 

fact saved partly due to the possibility to reclassify financial instruments.  

4.2.2 Correlation and Decile Analysis 2009 

In the same way as for 2008, we calculated Pearson correlations for 2009 between different variables as 

well as divided the sample into deciles. The correlations for 2009 are shown in table 4.2 below.  

 

  Total assets Reclass sum Adj.PTP Adj.Equity PTP Effect Equity Effect Adj.ROE 

Total assets 1.00 
     

  

Reclass sum 0.45 1.00 
    

  

Adj.PTP 0.55 0.09 1.00 
   

  

Adj.Equity 0.95 0.38 0.59 1.00 
  

  

PTP Effect -0.37 -0.11 -0.32 -0.46 1.00 
 

  

Equity Effect -0.33 -0.09 -0.42 -0.34 0.74 1.00   

Adj.ROE -0.01 -0.03 0.25 -0.01 0.04 -0.01 1.00 
Table 4.2: Correlations in 2009 

 

As can be seen, reclassification sum shows similar correlations to the different variables during 2009 as 

2008. The correlation to total assets is 0.45 and to adjusted equity 0.38, which indicates that larger 

banks reclassified larger amounts in 2009 as well. Furthermore, the deciles confirm that the number of 

banks that did reclassify is highly correlated to size, as the tenth decile (largest banks) contains half of 

the reclassifying banks in 2009 (figure 4.17). The findings are confirmed when adjusting for the size 

factor, by calculating reclassification sum in relation to total assets (figure 4.18). In general, the larger 

banks tended to reclassify a larger proportion of their asset base. 
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Figure 4.17: Banks that Used Reclassification          Figure 4.18: Reclassification Sum in Relation to Total Assets 

 

Furthermore, just as for 2008, table 4.2 shows that total assets and adjusted PTP are highly correlated 

(0.55), indicating that the larger the bank is, the larger its profit is. This is confirmed when analyzing the 

deciles sorted by total assets (figure 4.19). However, it is also important to note that the banks with the 

lowest PTP for 2009 were also relatively large, as shown in figure 4.20.  

 

 
  Figure 4.19: Adjusted Pretax Profit                     Figure 4.20: Total Assets  

 

This in turn might explain the non-existent correlation (0.09) between reclassification sum and adjusted 

PTP. Thus, just as for 2008, a conclusion can be drawn that reclassification is more related to the size of 

the bank than the level of profitability. With reference to short-term relief, though, reclassification sum 

should be correlated to adjusted PTP, meaning banks with relatively low profits are expected to 

reclassify to a larger extent compared to highly profitable banks. However, the mentioned non-existent 

correlation (0.09) can be explained by reviewing the deciles, see figure 4.21. Banks with the lowest 

profits reclassified the most (€35bn), but at the other end of the scale, the most profitable banks 

reclassified almost as much (€27bn). Arguably, if a bank determines that market prices are dislocated, 

and its intention is to hold the asset for a longer time period, Shaffer (2010) among others state that 

historical cost shows a more true and fair view. This should mean that it is legitimate for profitable 

banks to reclassify, even though it is somewhat of a deviation from the argument of providing short-

term relief to troubled banks. 
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       Figure 4.21: Reclassification Sum  

 

In general, the effects on PTP and equity are the most important aspects in this study. The correlation 

between PTP effect and adjusted PTP is -0.32, suggesting that the banks with lower profits benefited the 

most from the reclassifications. In 2008, this was not really the case since RBS skewed the numbers and 

the deciles revealed that banks with the highest adjusted PTP benefited almost as much as the weakest 

banks. The result is different for 2009, where the most profitable banks actually experienced a clear 

negative PTP effect from reclassifications, as seen in figure 4.22. This is basically related to three banks 

(HSBC, Unicredit and Crédit Industriel), whose assets obviously recovered during the year, resulting in a 

negative PTP effect. If no reclassification had occurred, they would have reported fair value losses in 

2008, but some of them would have been reversed in 2009 or when asset prices stabilize. The fact that 

these banks did reclassify created a short-term relief effect in 2008 by avoiding fair value losses. In 2009 

however, this effect turned around, as it is expected to do. The only result from reclassifications should 

be that profit or losses are moved between years by using historical cost instead of fair value, rather 

than increase profits in real terms, which was also noted by Fiechter (2009). 

 

 
       Figure 4.22: Pretax Profit Effect  
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Arguably, asset prices in destabilized markets are not relevant, which could motivate going back to 

historical cost accounting (Wallison, 2008). Though, as for example Khurana and Kim (2003) note, using 

historical cost accounting result in less relevant numbers, in contrast to one of the IASB’s prioritized 

qualitative characteristics of accounting (relevance). Arguably, by moving to historical cost reliability was 

increased in the accounting numbers, presenting a possible trade-off with decreased relevance. 

Strengthening relevance was the main reason for amending IFRS 7 (IASB, 2008a), which contains 

guidance regarding disclosures of financial instruments, including reclassifications, as stated in section 

2.4.4. The disclosures should help ensuring transparency and relevance, but our research reveals that 

several banks did not clearly specify all the required information. Also, Bischof, Brüggeman and Daske 

(2010) showed that two thirds of the reclassifying banks did not fully comply with the disclosure 

requirements. Therefore, relevance might have decreased due to the amendment, and as Laux and Leuz 

(2009) state, the trade-off between reliability and relevance is difficult to evade. However, due to the 

threats of a carve-out from the EU Commission if not a quick amendment was carried out, it is 

understandable that the implementation could not be optimal in such a short period of time. If a carve-

out would have been realized no disclosures at all would have been required, with the result of 

substantially undermining both relevance and reliability (House of Commons, 2008). 

 

Confirming previous observations, when analyzing the correlation between the effects (PTP and equity 

respectively) and size (total assets and total equity respectively), we note that all these correlations are 

negative. For 2008, these correlations were positive, meaning that the larger banks benefited the most 

from reclassifications. In 2009, the situation is different, even though the larger banks still reclassified 

the most. This clearly shows the reverse effects experienced in 2009 for the large banks, giving support 

for short-term relief during the second half of 2008. 

 

As for the ROE measure, no correlations at all could be found with the other variables during 2009, 

except for adjusted PTP which is logical. Thus, neither the reclassification amount nor the effects from 

reclassification in 2009 seem to have any connection with profitability. This is clearly in contrast with the 

findings for 2008, where ROE had some connection to the reclassification variables. When analyzing the 

deciles, a small shift towards the banks with lower ROE could be found in number of banks that 

reclassified (figure 4.23), but as the correlation states, there is no clear connection between ROE and 

reclassification sum. 
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       Figure 4.23: Banks that Used Reclassification  

4.3 Final Analysis and Summary of Empirics 

As already stated, it can be clearly shown that banks, due to the new reclassification option, boosted 

profits or decreased losses to a large extent in 2008. By partly moving back to historical cost accounting, 

banks were able to avoid reporting fair value losses in times of a severe financial crisis. Also, because of 

the possibility to reclassify retrospectively during the third quarter of 2008, banks could evaluate the 

benefit from reclassification even before they carried them out. Since the fair values on the date of 

reclassification were significantly lower than on July 1 in many cases, this boosted banks’ profits even 

more. This contradicts the creation of a level playing field with the US, as argued by the dissenting 

members of the IASB (2008a). In 2009, however, the effect was partly reversed, since the effect from 

reclassification is that profits are smoothed between years, and not that it increases profits over time. 

From the charts below, the reverse effect on both PTP and equity in 2009 becomes evident. 

 

 
Figure 4.24: Pretax Profit Effect                  Figure 4.25: Equity Effect  

        

As banks, on an aggregate level, reported much larger profits (adjusted PTP) in 2009 than in 2008, the 

introduction of the possibility to reclassify have decreased earnings volatility between those years. 

According to Barth et al. (1995), this situation might in fact increase public confidence in the financial 

markets.  
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Our data also reveal that fair value accounting to some part could contribute to crises through 

overwhelming and sometimes exaggerated losses, which strengthens Wallison’s (2008) contribution to 

the fair value debate. 

 

Noticeably, however, decreasing volatility was not the main argument presented by the IASB when 

introducing the amendment. Instead, the board focused on creating a level playing field with the US and 

contributing to short-term relief for troubled entities (IASB, 2008a). In our empirics, we notably found 

that only about 30% of the banks that used reclassification, would have reported losses if no 

reclassification had been made. This was true for both 2008 and 2009, which might suggest that 

reclassification overall was not made to decrease losses, but rather to increase profits when given the 

chance. However, both for 2008 (RBS) and 2009 (Commerzbank), the bank with the largest losses 

performed large reclassifications as well as showed some positive effect. Thus, the amendment seems 

to have provided short-term relief for some system-relevant banks. 

 

The findings are partly confirmed when reviewing the total reclassification amount (figure 4.26). Even if 

only two of the four reclassification types require a rare circumstance, (e.g. the financial situation during 

the third quarter of 2008) the total amount that was reclassified significantly decreased during 2009. 

Probably, when fair values began to rise in this year, reclassification was no longer a valuable option for 

increasing profits. For example, in 2008 86% of the total reclassification amount of €538bn could be 

found in reclassification types where rare circumstances were not compulsory. This means that banks 

could potentially have reclassified to a large extent also in 2009. However, only a fraction of the amount 

for 2008 was reclassified during 2009. It is therefore relevant to question the IASB’s communication 

when releasing the amendment. It seemed to be a response to the financial crisis, but as already stated, 

the two types of reclassifications that were most frequently used can be carried out even in times of 

normal market circumstances. Furthermore, even the banks themselves seem to have misunderstood 

the needed requirements, as disclosures given according to IFRS 7 are often inadequate and sometimes 

even false. This is certainly not a case for ensuring transparency in the financial markets, which was one 

of the arguments presented by the IASB (2008b). 

 

 
       Figure 4.26: Reclassification Amount  
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5 Conclusion and Suggestions for Further Studies 
 

The final chapter summarizes our previous analysis, answers the research questions and provides a 

supplementary discussion. The chapter concludes with information about our contribution to the topic 

and suggestions for future studies. 

5.1 Research Question One – Short-Term Relief 

With our empirical findings and analysis as a background, we will use this chapter to answer our 

research questions and ensure that the aim of the study is achieved. As a reminder, the first research 

question reads; 

 

 To what extent did the amendment give short-term relief to listed EU banks during the financial 

crisis? 

 

Our study reveals that reclassification was used extensively during the second half of 2008 and to a 

much lesser extent in 2009. Also, the positive financial effects for all banks in 2008 were to a large 

degree reversed during 2009. In fact, the banks avoided aggregate losses of €18.4bn and increased 

equity by €23.7bn in 2008 due to reclassification. The extent of the financial effects is evident by the 

finding that the avoided losses constituted more than half of the adjusted pretax profit (€-32.3bn) in 

2008. These facts indicate that the amendment to a large extent did provide short-term relief to the 

listed EU banks. Even though the effect was partly reversed in 2009, seen over both years, earnings 

volatility decreased and short-term relief was achieved. 

5.1.1 Discussing Short-Term Relief 
Even though the amendment achieved short-term relief on an aggregate level, it is relevant to discuss 

which subgroups the IASB aided by introducing the reclassification option. For example, we consider 

that short-term relief should first and foremost be provided to troubled banks, defined through 

profitability. We actually observed that banks with low or negative profitability reclassified to a larger 

extent in 2008, also found by Kholmy and Ernstberger (2010). Furthermore, the examined banks were 

able to increase profitability (ROE) in 2008, in a similar manner found by Fiechter (2009), which gives 

additional support for short-term relief. However, we also found evidence that size was more related to 

the use of reclassification than the financial performance in the listed EU banks. This is similar to the 

results found by Kholmy and Ernstberger (2010), Paananen, Renders and Shima (2010) and KPMG 

International (2009), even though the examined banks differ. In the study we can actually show that the 

amendment provided short-term relief to some large system-relevant banks that were in financial 

distress (e.g. RBS, Deutsche Bank and Commerzbank), verifying the conclusion of Bischof, Brüggemann 

and Daske (2010). However, reclassification was also used by profitable banks, not to avoid reporting 

negative results, but with even higher profits as an effect. In both 2008 and 2009, only about 30% of the 

reclassifying banks reported losses, and among the other 70% we found several banks that did not seem 

to be in need of short-term relief.  
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Overall, the reclassification option therefore had the effect of increasing profits rather than decreasing 

losses. In fact, when excluding RBS from the numbers for 2008 the banks were profitable on aggregate, 

meaning that short-term relief was mostly achieved to a subgroup of system-relevant banks.  

5.2 Research Question Two – IASB’s Actions 

The above conclusion and discussion will help us answer our second research question, which is 

formulated; 

 

 Do the findings support the actions taken by the IASB, considering their status as an independent 

standard setter? 

 

“Accounting is not a regulatory tool, not a policymaking tool, it has to be neutral” 

– Philippe Danjou, board member of the IASB (Jones, 2008a). 

 

By partly moving back to historical cost accounting, banks were able to avoid reporting fair value losses 

in times of a severe financial crisis. As seen, the amendment did provide short-term relief to listed EU 

banks, but to a large extent it was related to system-relevant banks. The arguments presented by the 

IASB and the introduction of the amendment can be justified as banks could report higher earnings and 

increase equity. However, as the quote above shows, using accounting rules to save banks is not 

consistent with the principles of the IASB, and should instead be a task for regulators and policymakers. 

In addition, the IASB has been a long-term proponent for fair value accounting, and even board 

members stated shortly before the amendment that the rules would not change. Even so, the Trustees 

gave permission to introduce the reclassification option without undergoing the normal standard setting 

process, resulting in a quick implementation. The IASB itself states that it is an independent standard 

setter (IFRS Foundation, 2011a), but it was obviously forced to deviate from its principles and 

independence due to an extensive outside pressure from European politicians (Ecofin Council, 2008; 

House of Commons, 2008). In fact, as the EU leaders threatened to introduce a carve out in IAS 39, the 

IASB seems to have been between a rock and a hard place. Arguably, the effect from reclassification on 

listed EU banks justifies the actions by the IASB, since the alternative would have been far worse. 

However, considering their status as an independent standard setter, troubled banks should be aided by 

other means than accounting rules. In fact, the SEC (2009) has shown that fair value was not the main 

source of bank failures, which strengthens the conclusion that other measures should have been taken 

instead. This is emphasized by the fact that reclassification only affects accounting numbers and does 

not solve the underlying issues. 

5.2.1 Discussing the IASB’s Actions 
Based on the above conclusion, we would like to aim critique at EU for indirectly forcing an independent 

standard setter to change its rules. In our opinion, this undermines the legitimacy of the IASB in the long 

run and, as stated in our conclusion, other measures should have been carried out. Regarding the quick 

process in October 2008, we also have reason to criticize the final design of the amendment. The actions 

taken can be justified based on the short-term relief effects, but the implementation was far from 
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optimal. Various factors, such as level playing field and the term rare circumstance, could have been 

more carefully prepared to ensure transparency, relevance and reliability. It was argued, even among 

some board members of the IASB, that the amendment would in fact not create a level playing field 

between Europe and the US (IASB, 2008a). Furthermore, the IASB intended for reclassification to be 

used in rare circumstances, such as the recent financial crisis. However, our research reveals that the 

larger part of the reclassifications has been made into categories that do not require a rare 

circumstance, and therefore can be used even in normal market conditions. Firstly, it is unclear why the 

IASB did not choose to require a rare circumstance for all the new reclassification options. Secondly, 

future references about the term are missing, which raises questions if reclassification in these 

categories can also be used in a more modest economic downturn. Based on this discussion, we agree 

with the dissenting board members, in that normal due process should not have been abandoned. Also, 

we are surprised that earlier studies have not discussed the issue of the term rare circumstance more 

carefully. 

 

In order to further discuss the decision by the IASB to amend IAS 39, it is important to relate the 

amendment to the qualitative attributes of accounting more generally. To avoid the trade-off between 

reliability and relevance, the IASB also chose to implement new disclosure requirements in October 

2008. However, as seen during our research many disclosure notes have partly been inadequate. This is 

congruent with the findings of Kholmy and Ernstberger (2010) and Bischof, Brüggemann and Daske 

(2010), who showed that additional accounting options lead to higher information asymmetries. The 

new disclosure requirements seem to be difficult to comply with, which in turn means that ensuring 

transparency, which was one of the reasons for amending IAS 39, is not fully achieved. Also, these facts 

show that the trade-off between relevance and reliability is still a highly relevant factor when designing 

standards. Overall, our study has shown that the amendment had a large impact on banks’ reported 

figures. A final reflection from our side is if a non-value adding accounting principle such as 

reclassification should be allowed to affect financial statements to such a large degree. With this impact 

and the problematic disclosures in mind, the relevance, reliability and strength of accounting could be 

questioned. 

5.3 Contribution 

The effects from the reclassification amendment have previously been examined by other authors. 

However, this thesis contributes to the previous knowledge by reviewing the effects from one additional 

year, as well as examining the entire population of listed EU banks. This provides new data and 

illustrates the aggregated short-term relief effects on these banks’ profit and equity. Our conclusions 

should be seen in the context of an ongoing debate regarding fair value, and could therefore also be 

applied more generally regarding changing accounting policies. Further, by reviewing the exceptional 

decision by the IASB to amend IAS 39, we provide input which should be helpful for standard setters as 

well as regulators in general in future processes. 
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5.4 Suggestions for Further Studies 

The rules for reclassifications will change in the near future, as IAS 39 will be replaced by IFRS 9. Since a 

large amount of studies related to IAS 39 have already been conducted, we therefore consider the 

coming standard as more appropriate for future research. For example, the application of 

reclassification according to the forthcoming IFRS 9 would be relevant to examine. Also, it would be 

useful to conduct interviews or survey studies regarding the managers’ motives for reclassifying financial 

assets, since this study has only examined factors that are observable from outside the companies. 

Finally, it would be interesting to investigate how analysts and investors manage a reformed accounting 

principle, such as going from IAS 39 to IFRS 9. This could provide evidence relating to the transparency 

and reliability of accounting more generally and be helpful for standard setters. 
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Appendices 
 

Appendix 1: Losses 2008-2009 

Number Bank Name Cause of Loss 

1 Abanka Vipa* Unclear reclassification disclosure 

2 BankNordik Did not apply IFRS until 2009 

3 Compagnie Financière Martin-Maurel Could not find website and annual report 

4 Concord Investmentbank Insolvency 19/2 2009, no annual report 2008 

5 Dexia banka Slovensko* Unclear reclassification disclosure 

6 Dunedin Enterprise Investment Trust Could not find website and annual report 

7 Gontard & Metallbank Insolvency since 2002 

8 
IPG Investment Partners Group 
Wertpapierhandelsbank 

Entered insolvency proceedings 4/6 2010, no annual report 
2008 

9 Mediobanca* Unclear reclassification disclosure 

10 Mittel* Unclear reclassification disclosure 

 
*=Did reclassify in 2008 but provided an inadequate disclosure note 
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Appendix 2: Reclassification Statistics for 2008 Divided by Country 

        Non-reclassifying   Reclassifying   Reclassified Amount 

Country Numbers %   Numbers %   Numbers %   €mln % 

Austria 10 4.4% 
 

7 70% 
 

3 30% 
 

1638 0.3% 

Belgium 4 1.8% 
 

2 50% 
 

2 50% 
 

103712 19.3% 

Bulgaria 4 1.8% 
 

4 100% 
 

0 0% 
 

0 0.0% 

Cyprus 4 1.8% 
 

2 50% 
 

2 50% 
 

917 0.2% 

Czech Republic 1 0.4% 
 

1 100% 
 

0 0% 
 

0 0.0% 

Denmark 11 4.9% 
 

7 64% 
 

4 36% 
 

16520 3.1% 

Finland 6 2.7% 
 

5 83% 
 

1 17% 
 

3798 0.7% 

France 29 12.9% 
 

23 79% 
 

6 21% 
 

84952 15.8% 

Germany 18 8.0% 
 

12 67% 
 

6 33% 
 

189292 35.2% 

Greece 13 5.8% 
 

1 8% 
 

12 92% 
 

10746 2.0% 

Hungary 2 0.9% 
 

2 100% 
 

0 0% 
 

0 0.0% 

Ireland 2 0.9% 
 

0 0% 
 

2 100% 
 

6523 1.2% 

Italy 28 12.4% 
 

15 54% 
 

13 46% 
 

38469 7.2% 

Latvia 1 0.4% 
 

1 100% 
 

0 0% 
 

0 0.0% 

Lithuania 3 1.3% 
 

3 100% 
 

0 0% 
 

0 0.0% 

Luxembourg 3 1.3% 
 

2 67% 
 

1 33% 
 

245 0.0% 

Malta 4 1.8% 
 

4 100% 
 

0 0% 
 

0 0.0% 

Netherlands 6 2.7% 
 

4 67% 
 

2 33% 
 

2184 0.4% 

Poland 15 6.7% 
 

12 80% 
 

3 20% 
 

1377 0.3% 

Portugal 4 1.8% 
 

0 0% 
 

4 100% 
 

4268 0.8% 

Romania 3 1.3% 
 

2 67% 
 

1 33% 
 

14 0.0% 

Slovakia 3 1.3% 
 

3 100% 
 

0 0% 
 

0 0.0% 

Slovenia 2 0.9% 
 

0 0% 
 

2 100% 
 

26 0.0% 

Spain 9 4.0% 
 

8 89% 
 

1 11% 
 

114 0.0% 

Sweden 7 3.1% 
 

4 57% 
 

3 43% 
 

11772 2.2% 

United Kingdom 33 14.7%   25 76%   8 24%   61072 11.4% 

  
          

  

Total Sample 225 100.0%   149 66%   76 34%   537637.2 100.0% 
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Appendix 3: Reclassification Statistics for 2009 Divided by Country 

        Non-reclassifying   Reclassifying   Reclassified Amount 

Country Numbers %   Numbers %   Numbers %   €mln % 

Austria 10 4.4% 
 

10 100% 
 

0 0% 
 

0 0.0% 

Belgium 4 1.8% 
 

3 75% 
 

1 25% 
 

874 1.2% 

Bulgaria 4 1.8% 
 

4 100% 
 

0 0% 
 

0 0.0% 

Cyprus 4 1.8% 
 

2 50% 
 

2 50% 
 

1737 2.4% 

Czech Republic 1 0.4% 
 

1 100% 
 

0 0% 
 

0 0.0% 

Denmark 11 4.9% 
 

11 100% 
 

0 0% 
 

0 0.0% 

Finland 6 2.7% 
 

6 100% 
 

0 0% 
 

0 0.0% 

France 29 12.9% 
 

27 93% 
 

2 7% 
 

4372 5.9% 

Germany 18 8.0% 
 

14 78% 
 

4 22% 
 

9638 13.0% 

Greece 13 5.8% 
 

12 92% 
 

1 8% 
 

1113 1.5% 

Hungary 2 0.9% 
 

2 100% 
 

0 0% 
 

0 0.0% 

Ireland 2 0.9% 
 

1 50% 
 

1 50% 
 

13 0.0% 

Italy 28 12.4% 
 

25 89% 
 

3 11% 
 

10066 13.6% 

Latvia 1 0.4% 
 

1 100% 
 

0 0% 
 

0 0.0% 

Lithuania 3 1.3% 
 

3 100% 
 

0 0% 
 

0 0.0% 

Luxembourg 3 1.3% 
 

3 100% 
 

0 0% 
 

0 0.0% 

Malta 4 1.8% 
 

4 100% 
 

0 0% 
 

0 0.0% 

Netherlands 6 2.7% 
 

5 83% 
 

1 17% 
 

28962 39.2% 

Poland 15 6.7% 
 

15 100% 
 

0 0% 
 

0 0.0% 

Portugal 4 1.8% 
 

2 50% 
 

2 50% 
 

755 1.0% 

Romania 3 1.3% 
 

2 67% 
 

1 33% 
 

0 0.0% 

Slovakia 3 1.3% 
 

3 100% 
 

0 0% 
 

0 0.0% 

Slovenia 2 0.9% 
 

2 100% 
 

0 0% 
 

0 0.0% 

Spain 9 4.0% 
 

9 100% 
 

0 0% 
 

0 0.0% 

Sweden 7 3.1% 
 

6 86% 
 

1 14% 
 

5072 6.9% 

United Kingdom 33 14.7%   31 94%   2 6%   11267 15.3% 

  
          

  

Total Sample 225 100.0%   204 91%   21 9%   73868.54 100.0% 
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Appendix 4: List of Examined Banks and Reclassification Amounts (Million Euros) 

Number Bank Name 
Reclass Sum 

2008 
Reclass Sum 

2009 

1 3i Group plc 0.0 0.0 

2 Aareal Bank AG 3254.0 2957.0 

3 AB Ukio Bankas 0.0 0.0 

4 ABC Arbitrage 0.0 0.0 

5 Aberdeen Asset Management Plc 9.6 0.0 

6 Affine 0.0 0.0 

7 Ageas 0.0 0.0 

8 Agricultural Bank of Greece 408.0 0.0 

9 Aktia Plc 0.0 0.0 

10 Alandsbanken Abp-Bank of Aland Plc 0.0 0.0 

11 Alliance Trust Plc 0.0 0.0 

12 Allied Irish Banks plc 6104.0 13.0 

13 Alm. Brand A/S 0.0 0.0 

14 Alpha Bank AE 21.7 0.0 

15 Altarea S.A. 0.0 0.0 

16 Amagerbanken. Aktieselskab 0.0 0.0 

17 Amanda Capital Plc 0.0 0.0 

18 Apulia ProntoPrestito SpA 0.0 0.0 

19 Arbuthnot Banking Group Plc 0.0 0.0 

20 Attica Bank SA-Bank of Attica SA 3.6 0.0 

21 Avanza Bank Holding AB 0.0 0.0 

22 Azimut Holding SpA 0.0 0.0 

23 Baader Bank AG 0.0 0.0 

24 Banca Carige SpA 1526.3 0.0 

25 Banca Comerciala Carpatica SA 0.0 0.2 

26 Banca Finnat Euramerica SpA 3.6 0.0 

27 Banca Generali SpA-Generbanca 774.9 0.0 

28 Banca Ifis SpA 0.0 0.0 

29 Banca Intermobiliare di Investimenti e Gestioni 281.1 0.0 

30 

Banca Monte dei Paschi di Siena SpA-Gruppo 
Monte dei Paschi di Siena 3910.1 0.0 

31 Banca popolare dell'Emilia Romagna 730.7 0.0 

32 Banca popolare dell'Etruria e del Lazio Soc. coop. 0.0 0.0 

33 Banca Popolare di Milano SCaRL 0.0 0.0 

34 
Banca Popolare di Sondrio Societa Cooperativa per 
Azioni 243.0 0.0 

35 Banca Popolare di Spoleto SpA 212.1 0.0 

36 Banca Profilo SpA 244.4 0.0 

37 Banco Bilbao Vizcaya Argentaria SA 0.0 0.0 

38 Banco BPI SA 502.9 82.0 
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39 Banco Comercial Português. SA-Millennium bcp 3486.1 672.8 

40 Banco de Sabadell SA 0.0 0.0 

41 Banco de Valencia SA 0.0 0.0 

42 Banco Desio - Banco di Desio e della Brianza SpA 0.0 0.0 

43 Banco di Sardegna SpA 0.0 0.0 

44 Banco Espanol de Crédito SA. BANESTO 0.0 0.0 

45 Banco Espirito Santo SA 244.5 0.0 

46 Banco Pastor SA 0.0 0.0 

47 Banco Popolare 565.2 8.6 

48 Banco Popular Espanol SA 0.0 0.0 

49 Banco Santander SA 0.0 0.0 

50 BANIF SGPS SA 34.6 0.0 

51 Bank BPH SA 0.0 0.0 

52 
Bank für Tirol und Vorarlberg AG-BTV (3 Banken 
Gruppe) 0.0 0.0 

53 Bank Handlowy w Warszawie S.A. 0.0 0.0 

54 Bank Millennium 28.9 0.0 

55 
Bank Ochrony Srodowiska SA - BOS SA-Bank 
Ochrony Srodowiska Capital Group 0.0 0.0 

56 
Bank of Cyprus Public Company Limited-Bank of 
Cyprus Group 186.6 0.0 

57 Bank of Ireland 419.0 0.0 

58 Bank of Valletta Plc 0.0 0.0 

59 Bank Polska Kasa Opieki SA-Bank Pekao SA 841.4 0.0 

60 Bank Zachodni WBK S.A. 0.0 0.0 

61 Bankas Snoras 0.0 0.0 

62 Bankers Investment Trust Plc 0.0 0.0 

63 Bankinter SA 0.0 0.0 

64 Barclays Plc 4238.2 9023.8 

65 BinckBank NV 0.0 0.0 

66 BKS Bank AG 0.0 0.0 

67 BNP Paribas 7844.0 3918.0 

68 Boursorama 0.0 0.0 

69 Brait SA 0.0 0.0 

70 BRD-Groupe Societe Generale SA 0.0 0.0 

71 BRE Bank SA 0.0 0.0 

72 Brewin Dolphin Holdings Plc 0.0 0.0 

73 Bulgarian-American Credit Bank 0.0 0.0 

74 

Caisse Régionale de crédit agricole mutuel 
Atlantique Vendée-Crédit Agricole Atlantique 
Vendée 0.0 0.0 

75 
Caisse Régionale de Crédit Agricole Mutuel Brie 
Picardie-Crédit Agricole Brie Picardie 0.0 0.0 
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76 
Caisse régionale de credit agricole mutuel d'Alpes-
Provence-Credit Agricole Alpes Provence 0.0 0.0 

77 

Caisse régionale de credit agricole mutuel de la 
Touraine et du Poitou-Credit Agricole de la 
Touraine et du Poitou 0.0 0.0 

78 
Caisse régionale de crédit agricole mutuel de l'Ille-
et-Vilaine-Crédit Agricole de l'Ille-et-Vilaine 0.0 0.0 

79 
Caisse régionale de crédit agricole mutuel de 
Normandie-Seine 0.0 0.0 

80 
Caisse régionale de crédit agricole mutuel de Paris 
et d'Ile-de-France-Crédit Agricole d'Ile-de-France 0.0 0.0 

81 
Caisse régionale de Crédit Agricole mutuel du 
Morbihan-Crédit Agricole du Morbihan 0.0 0.0 

82 
Caisse régionale de crédit agricole mutuel Loire 
Haute-Loire-Crédit Agricole Loire Haute-Loire 0.0 0.0 

83 
Caisse régionale de crédit agricole mutuel Nord de 
France-Crédit Agricole Nord de France 0.0 0.0 

84 
Caisse régionale de credit agricole mutuel Sud 
Rhône -Alpes-Credit Agricole Sud Rhône Alpes 0.0 0.0 

85 

Caisse Régionale de Crédit Agricole Mutuel 
Toulouse 31-Crédit Agricole Mutuel Toulouse 31 
CCI 0.0 0.0 

86 Caja de Ahorros del Mediterraneo CAM 114.3 0.0 

87 Cattles Plc 0.0 0.0 

88 Central Cooperative Bank AD 0.0 0.0 

89 Close Brothers Group Plc 0.0 0.0 

90 Cofitem - Cofimur 0.0 0.0 

91 Comdirect Bank AG 0.0 0.0 

92 Commerzbank AG 78000.0 3400.0 

93 Conafi Prestito SpA 0.0 0.0 

94 Corporate Commercial Bank AD 0.0 0.0 

95 Crédit Agricole S.A. 12126.0 454.0 

96 
Crédit Foncier et Communal d'Alsace et de Lorraine 
(Banque)-CFCAL Banque 0.0 0.0 

97 Crédit Industriel et Commercial - CIC 24336.0 0.0 

98 Credito Artigiano 0.0 0.0 

99 Credito Bergamasco 0.0 0.0 

100 Credito Emiliano SpA-CREDEM 672.0 0.0 

101 Credito Valtellinese Soc Coop 0.0 0.0 

102 DAB Bank AG 0.0 0.0 

103 Danske Bank A/S 15869.9 0.0 

104 Delta Lloyd NV-Delta Lloyd Group 0.0 0.0 

105 Deutsche Bank AG 34987.0 2961.0 
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106 Deutsche Postbank AG 34400.0 320.0 

107 Dexia 100079.0 874.0 

108 DF Deutsche Forfait Aktiengesellschaft 0.0 0.0 

109 DiBa Bank A/S 4.2 0.0 

110 DVB Bank SE 0.0 0.0 

111 DZ Bank Polska SA 0.0 0.0 

112 EFG Eurobank Ergasias SA 3215.0 0.0 

113 Electra Private Equity Plc 0.0 0.0 

114 Emporiki Bank of Greece SA 104.0 0.0 

115 Erste Group Bank AG 0.0 0.0 

116 Espirito Santo Financial Group S.A. 244.5 0.0 

117 European Islamic Investment Bank Plc 0.0 0.0 

118 Eurosic 0.0 0.0 

119 Evolution Group Plc (The) 0.0 0.0 

120 Exor Spa 0.0 0.0 

121 FHB Mortgage Bank Plc-FHB Jelzalogbank Nyrt. 0.0 0.0 

122 FIMBank Plc 0.0 0.0 

123 First Investment Bank 0.0 0.0 

124 Fortis Bank Polska SA 0.0 0.0 

125 General Bank of Greece SA 0.0 0.0 

126 Getin Holding SA 0.0 0.0 

127 Getin Noble Bank SA 0.0 0.0 

128 GRENKELEASING AG 0.0 0.0 

129 Groupe Bruxelles Lambert 0.0 0.0 

130 Hellenic Bank Public Company Limited 0.0 308.3 

131 Henderson Group PLC 0.0 0.0 

132 HQ AB 0.0 0.0 

133 HSBC Bank Malta Plc 0.0 0.0 

134 HSBC Holdings Plc 12826.8 0.0 

135 HSBC Trinkaus & Burkhardt AG 0.0 0.0 

136 ICAP Plc 0.0 0.0 

137 IdB Holdings SA 0.0 0.0 

138 IKB Deutsche Industriebank AG 0.0 0.0 

139 Immofinanz AG 0.0 0.0 

140 ING Bank Slaski S.A. - Capital Group 507.1 0.0 

141 ING Groep NV 1594.0 28962.0 

142 
Institut Régional de Développement de la Région 
Nord Pas-de-Calais-I.R.D. Nord Pas-de-Calais 0.0 0.0 

143 Intermediate Capital Group Plc 0.0 0.0 

144 International Personal Finance Plc 0.0 0.0 

145 Intesa Sanpaolo 10263.0 2645.0 

146 Investec Plc 151.0 0.0 

147 Islamic Bank of Britain Plc 0.0 0.0 
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148 IW Bank SpA 0.0 0.0 

149 Jupiter Primadona Growth Trust Plc 0.0 0.0 

150 Jyske Bank A/S (Group) 606.9 0.0 

151 Kas Bank NV 0.0 0.0 

152 KBC Groep NV/ KBC Groupe SA-KBC Group 3633.0 0.0 

153 Komercni Banka 0.0 0.0 

154 Kredyt Bank SA 0.0 0.0 

155 Laan & Spar Bank A/S 0.0 0.0 

156 Landesbank Berlin Holding AG-LBB Holding AG 38325.0 0.0 

157 Lang & Schwarz Wertpapierhandelsbank AG 0.0 0.0 

158 Latvijas KrajBanka-Latvian Savings Bank 0.0 0.0 

159 Lloyds Banking Group Plc 3592.9 0.0 

160 Locindus 0.0 0.0 

161 Lombard Bank (Malta) Plc 0.0 0.0 

162 London Capital Group Holdings Plc 0.0 0.0 

163 Man Group Plc 0.0 0.0 

164 Marfin Egnatia Bank SA 524.9 1112.8 

165 Marfin Investment Group 19.3 0.0 

166 Marfin Popular Bank Public Co Ltd 730.0 1428.3 

167 MLP Ag 0.0 0.0 

168 mwb fairtrade Wertpapierhandelsbank AG 0.0 0.0 

169 National Bank of Greece SA 4671.3 0.0 

170 Natixis 11600.0 0.0 

171 Nordea Bank AB (publ) 0.0 0.0 

172 Nordea Bank Polska SA 0.0 0.0 

173 Nordfyns Bank 0.0 0.0 

174 Nordnet AB 0.0 0.0 

175 Norvestia Oyj 0.0 0.0 

176 Nova Kreditna Banka Maribor d.d. 21.2 0.0 

177 Oberbank AG 0.0 0.0 

178 Oesterreichische Volksbanken AG 1140.4 0.0 

179 Oldenburgische Landesbank - OLB 0.0 0.0 

180 OTP Bank Plc 0.0 0.0 

181 OTP Banka Slovensko. as 0.0 0.0 

182 Paragon Group of Companies Plc 0.0 0.0 

183 Paris Orléans SA 437.5 0.0 

184 Piraeus Bank SA 1077.6 0.0 

185 Pohjola Bank plc-Pohjola Pankki Oyj 3798.0 0.0 

186 Polar Capital Technology Trust Plc 0.0 0.0 

187 
Powszechna Kasa Oszczednosci Bank Polski SA - 
PKO BP SA 0.0 0.0 

188 Probanka d.d. Maribor 4.8 0.0 

189 Proton Bank S.A. 22.0 0.0 
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190 Provident Financial Plc 0.0 0.0 

191 Raiffeisen Bank International AG 371.7 0.0 

192 Raiffeisenlandesbank Oberösterreich AG 125.4 0.0 

193 Rathbone Brothers Plc 0.0 0.0 

194 RIT Capital Partners Plc 0.0 0.0 

195 Royal Bank of Scotland Group Plc (The) 34188.1 2242.7 

196 Sampo Plc 0.0 0.0 

197 Schroders Plc 503.4 0.0 

198 Siauliu Bankas 0.0 0.0 

199 Skandinaviska Enskilda Banken AB 8762.2 5072.2 

200 SNS Reaal NV 590.0 0.0 

201 Société Générale 28608.0 0.0 

202 Spar Nord Bank 0.0 0.0 

203 Sparekassen Faaborg A/S 39.2 0.0 

204 Standard Chartered Plc 5562.3 0.0 

205 Swedbank AB 678.6 0.0 

206 Svendborg Sparekassen A/S 0.0 0.0 

207 Svenska Handelsbanken 2331.3 0.0 

208 Sydbank A/S 0.0 0.0 

209 T Bank S.A 6.7 0.0 

210 Tatra Banka a.s. 0.0 0.0 

211 Toscana Finanza SpA 0.0 0.0 

212 Transilvania Bank-Banca Transilvania SA 13.7 0.0 

213 TT Hellenic Postbank S.A 671.6 0.0 

214 Tullett Prebon Plc 0.0 0.0 

215 UniCredit SpA 19042.4 7412.8 

216 Union Financière de France Banque 0.0 0.0 

217 Unione di Banche Italiane Scpa-UBI Banca 0.0 0.0 

218 USB Bank Plc 0.0 0.0 

219 Van Lanschot NV 0.0 0.0 

220 Viel & Compagnie 0.0 0.0 

221 Wiener Privatbank SE 0.0 0.0 

222 Witan Investment Trust Plc 0.0 0.0 

223 Volksbank Vorarlberg e.Gen. 0.0 0.0 

224 Vseobecna Uverova Banka a.s. 0.0 0.0 

225 Wüstenrot & Württembergische 325.5 0.0 

 
 




