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Abstract: 
From the 1st of January 2018 all the organizations that use International financial reporting standards, 
had to implement an accounting in accordance with IFRS 9 – Financial instruments. IFRS 9 introduces 
new classification and measurement of financial instruments and a new model of impairment, which is 
based on the expected credit losses. The financial instruments are classified into two categories of 
measurement which are amortized cost or fair value according IFRS 9. Classification depends on 
selected business model and cash flows of the financial instrument. For all the financial instruments 
which are measured at amortized cost or at fair value through other comprehensive income, the 
organization recognizes additional provisions for possible credit losses in the future. IFRS 9 introduces 
the new forward-looking approach in accounting, the new accounting changes the processes, has an 
impact on decision-making and has an effect on the financial statements. 
 
Keywords: International financial reporting standards, IAS 39, IFRS 9, impairment, expected credit 
loss 
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1 INTRODUCTION 
 
Organizations that have in the statement of financial position (balance sheet) financial instruments 
(receivables, liabilities, financial assets, financial leases, derivatives) had to replace accounting under 
IAS 39 with accounting according to IFRS 9 from 1st of January 2018. Replacement of the standard has 
a significant impact on the accounting rules and accounting processes within the organization that 
altered due to the replacement, on decision making of the management and also on the financial 
statements. The expected credit losses, calculated in accordance with IFRS 9, namely require 
provisioning of expected credit losses that is lowering the values of financial instruments through profit 
or loss.  
 
The IASB (International Accounting Standards Board) published the final version of International 
financial reporting standard 9 (IFRS 9) – Financial instruments in July 2014, which replaced the 
international accounting standard IAS 39 – Financial instruments from 1st of January 2018. All 
organizations, as we mentioned before, has to replace accounting under IAS 39 with IFRS 9 except 
insurance companies, which can delay the introduction of IFRS 9 until the 1st of January 2021. 
 
In the paper we present a literature review, methodology used, and comparison between IAS 39 and 
IFRS 9 in the area of the advantages and disadvantages of replacing, SWOT analysis, classification 
and measurement of financial instruments in accordance with IFRS 9, the basis for the calculation of 
the expected credit losses and related impairment for the financial instruments.  
 
2 A LITERATURE REVIEW 
 
Replacement of the standard for financial instruments IAS 39 with IFRS 9 is a result of the financial crisis 
that began in 2008. Huain (2012, p. 28) sums up that the valuation of financial instruments in accordance 
with IAS 39 is one of the causes of the financial crisis in 2008. The G20, the Ecofin Council, the 
Committee on financial stability suggested an improvement to IAS 39 after 2008 with the focus on: 

• the complexity of the IAS 39 for financial instruments, 
• the extent to which the financial instrument is subject to fair value, and 
• the procedure of recognition and measurement of financial instruments. 

 
IFRS 9 was first presented at the end of 2009 and contained requirements for the recognition and 
measurement of financial assets (IASB, 2009). IFRS 9 enhances the ability of investors and other 
stakeholders for the presentation of financial information and increasing understanding of financial 
assets (Beerbaum & Piechocki, 2017; Bischof & Daske, 2016, p. 9; Carmen, 2013; Ghasmi, 2016; 
Hronsky, 2010; KPMG, 2014; Marshall, 2015; Moody’s, 2016; Novotny-Farkas, 2015; Petchchedchooa 
& Duangployb, 2017). Simplifications are relating to the initial measurement of financial instruments, 
which should be or at amortized cost or at fair value and a unified model of impairment of the financial 
instruments, which uses a model of expected credit losses (Hronsky, 2010; Huian, 2012; Kristof & Virag, 
2017; Miu & Ozdemir, 2016; Xu, 2016; Yang, 2017). Because of the changes in accounting in 
accordance with IFRS 9 we can expect further changes in processes and decision making in 
organizations (Brkovic, 2017; Gornjak, 2017). 
 
3 THE METHODOLOGY 
 
The paper bases on qualitative research, acknowledged by many authors in the field of management 
accounting (Ahrens & Chapman, 2006; Burns, 2014; Kaplan, 1984; Mat, Smith, & Djajadikerta, 2010; 
Modell, 2005; Schiller, 2010; Siti-Nabiha & Scapens, 2005; Vaivio, 2008), some of them even highlight 
case studies (Burns, 2014; Burns & Scapens, 2000; Humphrey & Scapens, 1996; Kaplan, 1984; Liguori 
& Steccolini, 2012; Siti-Nabiha & Scapens, 2005; Steen, 2011). Comparative analysis of the 
replacement of the standard for financial instruments is important both to the academic as a practical 
audience, because the organisations, that use international financial reporting standards in the world 
(around 140 countries), has to replace the accounting of financial instruments in accordance with IFRS 
9. Insurance companies can postpone the replacement to 1st of January 2021 when the IFRS 17 – 
Insurance contract will be introduced and will replace the existing IFRS 4 – Insurance contracts. The 
deferral of replacement is due to possible accounting mismatches between assets (IFRS 9) and liabilities 
(IFRS 17). 
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The contribution of the wider research findings summarises the replacement of the standard, which 
defines the financial instruments. The possibility of further research is in the area of comparisons of the 
valuation of a range of financial instruments after 1st of January 2018 and on the significant impact on 
the financial statements, changes in the processes in the organization, organizational structure, and 
decision making.  
 
4 COMPARISON OF IAS 39 WITH IFRS 9 
 
4.1 The advantages and disadvantages of replacing the standard of financial 

instruments 
 
An important change in the accounting for financial instruments refers to the shift from certain rules in 
IAS 39 (rules-based) to certain principles in IFRS 9 (principle-based). Critics of the rules underlying the 
current IAS 39 argue that rules do not adapt and are useless in a changing environment or in an 
environment of innovative transactions (Benston, Bromwich, & Wagenhofer, 2006, p. 169). On the other 
hand, the standard, based on the principles, has the lack of operational guidance (Benston et al., 2006, 
p. 169), as the organization formulates principles itself. With the introduction of IFRS 9, based on the 
principles the comparison between organizations is no longer possible because the standard requires 
the determination of the assumptions and judgments that confirm and verify the regulators and auditors 
(Benston et al., 2006) and are different among the organizations. The organization should determine a 
variety of assumptions and assessments based on business models and, therefore, a comparison of 
the valuation of financial instruments is no longer possible. Scapens (1994, p. 310) notes that despite 
the fact that the rules allow decision makers more stable and predictable decisions that are taken in an 
unstable environment, the new standards are not following that and are introducing forward-looking 
approach. 
 
The IASB's Chairman, in a speech that had in January 2016 before the European Parliament, pointed 
out that the biggest change was in governing the accounting of financial instruments and the introduction 
of the model of the expected credit losses, which requires timely recognition of the inevitable losses in 
the financial statements of banks in particular (Hoogervorst, 2016).  
 
The objective of IFRS 9 is to establish principles for the financial reporting of financial assets and 
financial liabilities that will present relevant and useful information to users of financial statements for 
their assessment of the amounts, timing, and uncertainty of an organization's future cash flows (IASB, 
2016, p. 5).  
 
IFRS 9 requires a shift in mind of accountants and management for classification of financial 
instruments, a new framework for impairment because of forward-looking approach and new disclosures 
(Ha, 2017, p. 2). Furthermore, IFRS 9 contributes to improved financial reporting for debt instruments, 
while impairment of the financial instruments bring the different, but significant changes in accounting 
policies, which are based on the model of the future credit losses, while stakeholders have insight into 
financial instruments, which has important increase in credit risk (Marshall, 2015). The improved 
financial reporting the organizations should connect to disclosures and have to disclose the changes in 
measurement and staging of financial instruments.  
 
IFRS 9 also requires recalculating expected credit loss on each reporting date (which could be on 
monthly, quarterly, semi-annually or annually basis), which update all the data provided for calculation 
and provisioning of expected credit loss. The calculation of expected credit loss on each reporting date 
eliminates the threshold for the recognition of ECL so that it is no longer necessary to occur a “trigger 
event” before credit losses are reported (Cohen & Edwards, 2017, p. 42). 
 
As the advantage, we can expose the reclassification of financial instrument, which is classified in 
according to the business model. IFRS 9 allows the reclassification of financial instruments if the 
business model changes.  
 
The disadvantage of implementing the new standard are the costs of the replacement (more complex 
IT systems, more data, complex calculations at each reporting date), but Marshall (2015, p. 1) pointed 
out that the benefits outweigh the costs of implementation. A further disadvantage is the lack of 
convergence with us GAAP standards, but the promoters of IFRS ) considered the U.S. requirements 
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for recognition, classification, measurement and concluded that European organizations won’t be in a 
position of competitive disadvantage, particularly in the impairment (Marshall, 2015, p. 2).  
 
IFRS 9 inserts in the accounting novelty such as a business model. Organizations should manage the 
financial instruments in at least three main business models, in order to generate the cash flows by 
collecting contractual cash flows (principal and interests), by selling of financial instruments, or both 
(European Commission, 2016, p. L 323/53; Marshall, 2015, p. 13). The business model for financial 
instruments can be defined as the fact, which is determined by the business and performance of the 
organization. The nature of the business model is determined as (European Commission, 2016, p. L 
323/53; Marshall, 2015, p. 13): 

• the way of presenting the performance of the business model and management of financial 
assets and its presentation to key management, 

• risks affecting the performance of the business model and management, and 
• the method of calculation of compensation for executives. 

 
A comparison between IAS 39 and IFRS 9 on the field of the purpose, initial recognition, and the initial 
measurement shows, that there is no change between IAS 39 and IFRS 9. In all other categories, such 
as subsequent measurement, classification, reclassification, measurement of equity instruments and 
impairment there are changes. 
 
Table 1: Differences between IAS 39 and IFRS 9 

Category IAS 39 IFRS 9
Subsequent 
measurement 

The fair value. 
The amortized cost value. 
Costs (for the share-based 
instruments, which do not have a 
reliable fair value measurement). 

The amortized cost (AC). 
Fair value through other 
comprehensive income (FVOCI).  
Fair value through profit or loss 
(FVTPL). 

Types of 
classification 

Fair value through profit or loss 
(FVTPL). 
Held-to-maturity (HTM). 
Loans and receivables (LAR). 
Available for sale (ASF). 

The amortized cost (AC). 
Fair value through other 
comprehensive income (FVOCI).  
Fair value through profit or loss 
(FVTPL). 

Reclassification Reclassification shall be prohibited 
through profit or loss after initial 
recognition. 

Change of business model. 

Equity 
instruments 

All equity instruments available for 
sale, are classified at fair value 
through other comprehensive income.

The fair value of the instrument for the 
purpose of trade. 
The irrevocable choice for the 
category through other 
comprehensive income. 

Impairment Several models of impairment. 
Model incurred losses. 

A unified model of impairment, which 
applies to all financial instruments. 
The model of expected credit loss. 

Adapted from: Huian, 2012, p. 35. 
 
From table 1 we can conclude that the biggest changes in the accounting for financial instruments are 
in classifying and subsequent measurement, which is in the line of impairment from multiple models to 
the simplified and unified model of impairment with the calculation of the expected credit losses and we 
can present this as an advantage. 
 
A comparison between the two standards we may also demonstrate graphically, where is even more 
apparent the simplification in accordance with IFRS 9. 
 
Picture 1: Comparison between IAS 39 and IFRS 9 
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Source: Frèrejacque, 2014, p. 17. 
 
As shown in picture 1, IAS 39 uses categories for financial instruments, which are the basis for 
measurement. IFRS 9 introduces a simplification because the business model is a basis for 
measurement of financial instruments. The measurement at amortized cost is the same in wording, but 
the calculation is different. Under IAS 39 the cash flows from the financial instrument, with the use of 
effective interest rate, are evenly divided until the maturity of the instrument. IFRS 9 retains the use of 
the effective interest rate for discounting the future cash flows, and for calculation of the expected credit 
losses for the financial instrument. As shown in Figure 1, with the introduction of IFRS 9 the category 
available for sale no longer exists and the financial instruments are measured at fair value through other 
comprehensive income, where both the change in fair value and provisions for expected credit losses 
are taken into the measurement. The measurement at fair value through profit or loss are the same in 
IFRS 9 and IAS 39. 
 
Some authors (Onali & Ginesti, 2014, p. 636; Onali, Ginesti, & Ballestra, 2017, p. 76) note, on the basis 
of research, that investors embraced positively accounting reform in the field of financial instruments 
and solve the problems of the standard IAS 39, particular in the countries which have bigger differences 
in the implementation of accounting rules. 
 
4.2 SWOT analysis of IFRS 9 compared to IAS 39 
 
In this chapter, we analyze and summarize the strengths and weaknesses as well as the opportunities 
and threats (SWOT) for IFRS 9. The strengths of IFRS 9 are the following: 

• the reduction of complexity of the classification and measurement, 
• accounting is in line with business strategy, 
• extensive disclosures in any changes of business model, 
• addressing issues arising from the financial crisis, 
• simplification of hedge measurement (Huian, 2012, p. 42), 
• focus on shareholders, 
• the proper detection of losses, 
• comparability and the unification of the accounting and financial reporting, 
• improved consistency and transparency of reporting with global competitors, 
• better access to foreign capital investment (Ghasmi, 2016, pp. 28–30), 
• activities of the organization are related to risk management, the management of financial 

instruments and cash flows (Beerbaum & Piechocki, 2017, p. 85) 
• better information for investors and 
• early building up of “reserves” (Wahrenburg, 2017, p. 13). 
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Weaknesses we can group into the following: 

• the introduction of new concepts (business model), which require more professional judgment, 
with the subjectivity, 

• many options and different accounting treatments on several aspects, 
• no systematic approach to financial liabilities, 
• does not solve issues of hedge impairment (Huian, 2012, p. 42), 
• the incompatibility of accounting systems for IAS 39 with the new IFRS 9 solutions (Ghasmi, 

2016, p. 30,31) 
• high volatility in earnings (Wahrenburg, 2017, p. 14). 

 
Opportunities in accordance with IFRS 9 are defined as: 

• the standard allows for professional judgment in accounting decisions, 
• the possibility for reclassification for financial assets previously measured at amortized cost – 

and vice versa, 
• the classification of financial instruments in three stages according to the change in credit risk 

enables better decision making because of the possibility of transition from phase 2 or phase 3 
on the lower stage 1 or stage 2 (Huian, 2012, p. 42), 

• the consistency of accounting requirements with regulatory requirements (Wahrenburg, 2017, 
p. 13). 

 
Threats in accordance with IFRS 9, are as follows: 

• reduces the comparison among organizations due to the various decisions (for example, the 
business model), 

• allows slack in various decisions, which could lead to the decision in accordance with accounting 
requirements and not because of faithful presentation of a business performance in financial 
statements, 

• the benefits are lower than the cost in the early introduction of the standard, 
• the cost of implementation is relatively difficult to quantify, 
• earlier introduction of standard means the comparison of both standards in presentations and 

disclosures, which weakens the usefulness of financial statements, 
• approach with multiple stages could create mismatches because of new requirements or 

existing rules, 
• resistance to the introduction of IFRS 9 at European Union level has created uncertainty on the 

side of the users and preparers (Huian, 2012, p. 42), 
• the IASB as the sole standard-setter of standards, 
• the possibility that only organizations listed on the stock exchange would apply IFRS 9 (in the 

year 2005, there were around 7000 organizations), while about 700,000 small and medium 
organizations do accounting according to national accounting standards (Ghasmi, 2016, p. 31), 

• expected credit loss may reinforce pro-cyclicity (Wahrenburg, 2017, p. 15), 
• pro-cyclical effect because of the staging where the financial instrument is moved from stage 1 

to stage 2 and the parameters of calculated expected credit losses at point-in-time are higher 
because the increased credit risk (Rocamora, Garcia, T, Villar Burke, & Rubio González, 2017, 
p. 1). 

  
CFA Institute carried out the questionnaire on IFRS 9 among its members in 2009 (CFA Institute, 2009, 
p. 3) in order to get an opinion on the reform of the accounting for financial instruments, the objectivity 
of the general assessment of the introduction of the standard and evaluation of specific solutions 
introduced by the standard and the use of the fair value for assets and liabilities. Respondents pointed 
out as the most important the improvement and the usefulness of accounting information about the 
financial instruments (CFA Institute, 2009, p. 5). 
  
4.3 The classification and measurement of financial assets 
 
Despite the similarities in the categories of measuring financial instruments under an IAS 39 and IFRS 
9, there are differences and the changes arise mainly in the processes of organizations. All financial 
assets are measured on the basis of future cash flows and/or business model, in which they are included 
(KPMG, 2015, p. 2) after the 1st of January 2018. 
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In accordance with IFRS 9 organization recognizes a financial asset or financial liability in its statement 
of financial position only when it becomes a party to the contractual provisions of the financial instrument 
(European Commission, 2016, p. L 323/7). At the first recognition of the financial asset, the organization 
classifies it in accordance with the business model and tests the payments of principal and interest 
(SPPI test or test of Solely payments of principal and interests). The basic business models in 
accordance with IFRS are (European Commission, 2016, p. L 323/7): 

• the business model of collecting contractual cash flows, 
• the business model of collecting contractual cash flows and the sale, or 
• the business model of selling financial instruments. 

 
Picture 2: Decision tree for financial assets at the recognition in accordance with IFRS 9 

 
 
As shown in picture 2, the initial recognition of the financial asset begins with a definition of equity or 
debt instrument.  If the financial asset is a debt instrument and passes the SPPI test, which testes only 
payments of contractual cash flows such as principal and interests, the financial assets are measured 
at amortized cost or at fair value through other comprehensive income. If financial instrument does not 
pass the SPPI test is measured at fair value through profit and loss. The decision base on the business 
model, which is the collecting contractual cash flows or a collecting of the contractual cash flows and 
sales. If the contractual cash flows are repayment of obligations and surplus, which is derived from the 
other claims, the organization should further test only payments of principal and interest (KPMG, 2015, 
p. 3). 
  
In the case of equity, the organization primarily pursues the objectives of the business model. 
Classification of equities is generally at fair value through profit or loss, but the organization could 
irrevocable measure it at fair value through other comprehensive income (FVOCI). The measurement 
in FVOCI constitutes a barrier because all gains and losses recognized in the other comprehensive 
income are never recognized in profit or loss (KPMG, 2015, p. 3). The most decisions for the 
classification of equity would be at fair value through profit or loss (FVTPL) because the gains and losses 
are recognized in profit or loss (KPMG, 2015, p. 3). 
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According to the IAS 39 the loans and receivables are measured to the maturity, also in accordance 
with IFRS 9, the loans and receivables are measured at amortized cost. For each receivable, the 
organization should calculate the expected credit loss, which depends on the number of days to the 
maturity and establishment of the appropriate provision through to profit or loss. In the case of banks, 
the valuation of loans and receivables in accordance with IAS 39 in the category of held-to-maturity 
proved to be inadequate, as the lowering of prices on the market was not reflected in the valuation of 
the loans, and this delay eliminates the new IFRS 9 (Linsmeier, 2011, p. 1), which recognises loss 
allowance immediately after purchase. 
 
4.4 Impairment of financial assets 
 
Impairment in accordance with IFRS 9 and IAS 39 are significantly different. Impairment in IAS 39 basis 
on incurred losses, while IFRS 9 introduces an impairment on the basis of expected losses (Cohen & 
Edwards, 2017, p. 42; IASB, 2016; Marshall, 2015, p. 15; Wahrenburg, 2017, p. 10; Xu, 2016). However, 
the change stems from the problems in the financial crisis and delayed recognition of losses. Model of 
impairment in IFRS 9 is defined as the conceptual model of loss allowance because the losses are 
recognized as a provision for anticipated credit losses from financial assets before they arise. 
Calculations are updated on each reporting date, as the difference in change in the credit risk of financial 
instruments (Marshall, 2015, p. 15). Organizations in connection with the impairment should significantly 
increase the number of assumptions and additional assessment regarding their expectations about 
future credit losses. The banks expressed in a questionnaire carried out by Deloitte in 2015, that the 
most important in the implementation of IFRS 9 is banking supervision (Deloitte, 2015, p. 5). 
 
In addition, we present the difference between the economic and fair value of the loans, which is the 
basis for a subsequent accounting in accordance with IFRS 9 and the calculation of the expected credit 
losses. The economic value of the loans is the present value of the future cash flows expected from the 
borrower, and when the loans are recorded at economic values, there is no need for recognition of 
compensation for the loss (loss allowance), because the contractual interest covers all the expected 
loss for the entire period of the loan (Novotny-Farkas, 2015, p. 11). The new circumstances in the 
borrower change the economic value has to be adjusted due to changes in the expected probability of 
default of the borrower and of changes in the interest rate. The expected loss can be calculated using 
the formula in equation 1. 
 
Equation 1: The calculation of expected loss amounts 

ELt= ( ( ) ( )( )  

Legend: 
ELt – expected life loss 
PDt(I, t) – cumulative probability of default, 
LGDt(I, t) – loss given default, 
dr – discounted rate with which the discounted expected cash flows, 
all parameters are upsized at the new information at time t (It). 
Source: Novotny-Farkas, 2015, p. 11. 
 
As shown in equation 1, the calculation of expected life loss is the sum of the product of the probability 
of default (PDt) and loss given default (LGDt), which adapts to new information and discounted by the 
effective interest rate. Only fair value accounting includes all future losses arising from changes in the 
credit risk, which takes into account in the probability of default (PD) and changes in market interest 
rates, which are included in the discounted interest rate (dr), and corresponds to the definition of the 
economic value of the loans (Novotny-Farkas, 2015, p. 11). The expected credit loss estimates should 
correspond to unbiased, probability-weighted averages as determined by evaluating a range of possible 
outcomes, the time valued of money and draw a reasonable and supportable information that id 
available at reporting date about past events, current conditions and forecasts of future economic 
conditions (European Commission, 2016, para. 5.5.17). 
 
Picture 3: The recognition of credit losses in the different financial approaches 
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Source: Novotny-Farkas, 2015, p. 12. 
 
As shown in picture 3, only the fair value accounting (FVA) incorporates all expected losses. The IAS 
39 accounting acknowledges the losses only when the objective fact has happened then the 
organization should recognize the incurred losses. Accounting under IFRS 9 is an approximation of the 
fair value accounting because it acknowledges the anticipated future credit losses arising from the 
change of credit risk and market interest rates.   
 
A model of expected credit losses under IFRS 9 is used for financial assets measured at amortised cost, 
and for financial assets measured at fair value through other comprehensive income, for the obligation 
from the loans and financial guarantees, which are not measured through the profit and loss, for leases 
in accordance with IAS 17 and for receivables in accordance with IFRS 15 (Marshall, 2015, p. 15). The 
impairment rules are for all financial assets in “trading portfolio” that are not accounted at fair value 
through profit and loss (Edwards Jr, 2016, p. 3). 
 
The impairment in accordance with IFRS 9, based on the model of the expected credit losses, has three 
stages, as shown in picture 4. The financial asset on initial recognition is normally placed in stage 1 with 
the calculation of the 12-month expected credit loss. The provision for 12-month expected credit loss is 
recognized in profit or loss. On the first reporting date, the organization compares the credit risk of the 
financial instrument from the initial recognition to the reporting date. If credit risk increases significantly 
the calculation of lifetime expected credit risk is performed, which means that the instrument moves from 
stage 1 to stage 2. At the same time, the additional provisions are formed as a difference between 12-
month and lifetime expected losses. The provision for lifetime expected losses is usually several times 
larger than calculated 12-month expected credit loss. If on the next reporting date, the credit risk 
reduces, there is a transition from stage 2 back to stage 1, which means the removal of the provision 
from a lifelong expected credit loss to 12-month expected credit losses. From stage 2 to stage 3 are 
classified those financial instruments with objective facts for impairment as it was in accordance with 
IAS 39. In stage 3 the future cash flows are calculated to net book value instead of gross book value. 
  
Picture 4: A unified model of impairment after IFRS 9 

 

Source: Deloitte, 2016, p. 10. 

155



As can be seen from the picture 4, stage 1 includes financial instruments with an insignificant increase 
in credit risk at the reporting date or financial instruments with low credit risk. For such assets is 
recognized 12-month expected credit loss in profit or loss. 12-month expected credit loss represents a 
credit loss as a result of defaults, which we can expect in the next twelve months after the reporting date 
(12-month ECL = 12-month probability of default x LGD x discounted cash flow). (Novotny-Farkas, 2015, 
p. 13). The 12-month expected credit loss is recognized as an expense in the statement of profit and 
loss and loss allowance in the statement of financial position (Cohen & Edwards, 2017, p. 42) and serves 
as a proxy value for the initial expectations on credit losses. 
  
Stage 2 includes financial instruments with a significant increase in the credit risk from the initial 
recognition or purchase, but there are no objective circumstances for impairment. The provisions for 
lifetime expected credit loss is recognized in the financial statements (Cohen & Edwards, 2017, p. 43; 
Deloitte, 2016, p. 10; Novotny-Farkas, 2015, p. 13). 
  
Stage 3 of figure 4 includes those financial instruments with an objective factor for impairment on the 
reporting date and recognition of the lifetime credit loss (but prior to the actual default) and the 
recognition is earlier than in accordance with IAS 39 (Novotny-Farkas, 2015, p. 13). The credit quality 
of financial instrument deteriorates to the point that the credit loss is incurred and the asset is credit-
impaired (Cohen & Edwards, 2017, p. 43). 
 
The difference between stage 2 and stage 3 refers to the recognition of interest. In stage 3 the interests 
are calculated on the basis of the adjusted value of gross book value less net claims adjustment, similar 
to IAS 39 (Novotny-Farkas, 2015, p. 13). 
 
As we mentioned, IFRS 9 based on principles, so the organization itself define the significant changes 
in the credit risk. The organizations should define the key triggers (defining default, change in credit risk, 
a significant increase, rating, PD, LGD) in their internal acts.   
 
From the perspective of financial instruments belonging to the business model of selling which are 
measured at fair value through profit or loss (FVTPL), measurement and impairment have never been 
the subject of debate. IFRS 9 introduces a new model the impairment in a business model of collecting 
cash flows and business model to collecting the cash flows and sales, where the accounting on the 
basis of the events in the past, moves in the expected loss model (KPMG, 2015, p. 4). The organization 
should calculate the expected credit losses at each reporting date. The calculations are detailed and 
complex and include calculations for the whole portfolio of the organization, and the new model 
introduces the impairment on the day after purchasing a financial asset (Deloitte, 2016, p. 4).  
 
The new model of impairment on the basis of the expected credit losses assumes that organizations 
are able to measure the expected credit losses and on the reporting date are able to verify a significant 
increase in credit risk (KPMG, 2015, p. 4).  
 
The model of expected credit losses generally uses the dual approach of measurement, which means 
that the credit risk is included in the price of a financial instrument at purchase, and has a provision for 
expected credit losses the next day after purchase. 
 
5 CONCLUSION 
 
D’Alterio (2015, p. 18) discussed, that the IAS 39 allowed greater lending and credit expansion, 
unrealized profits and unwarranted bonuses and dividends and it had a lack of prudence. The Basel 
Committee and the academic research in the years after the crisis shows, that there is no evidence to 
support the statement that fair value accounting in accordance with IAS 39 triggers or even extends 
financial crisis. 
  
Similarly, we can confirm from the bank's figures that failed in the financial crisis. If we compare the data 
relating to their financial stability in the last audited annual report, we can conclude, that the latest audit 
annual report was positive (Hollow, Akinbami, & Michie, 2016, p. 298). In the United States in 2009 
failed 140 banks, of which 120 publicly released financial statements from which it was apparent that 
their capital was in accordance with the relevant regulation (Linsmeier, 2011, p. 1).  
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The IFRS 9 represents a new approach in accounting (forward-looking) and imposes the overall change 
in management of financial instruments involving processes in entire organization and the organizational 
structure. 
  
In the fair value accounting there is a requirement to recognize the expected credit losses earlier and 
not only to recognise the unrealized gains and losses (D’Alterio, 2015, p. 18). Overwhelming evidence 
in professional literature in the field of accounting suggests that early recognition of future losses is a 
crucial even for the supervisory institutions which could implement corrective action in the time 
(D’Alterio, 2015, p. 18). The fair value accounting allows the identification of changes in credit risk 
exposure and the risk because of changes in interest rates, which are the key risks to which are exposed 
the financial organizations (Linsmeier, 2011, p. 6). 
 
Increased confidence in the financial markets, the greater independence of financial institutions and 
greater complexity of business and organisational structures contributed before the crisis to the various 
decisions that have a basis in a variety of technical accounting solutions (Hollow et al., 2016, p. 299), 
but lost the confidence is returning with the qualitative characteristics of the standards that emphasize 
the importance of the reliability of the presentation, comparability, verifiability, timeliness and 
understandability of the presented accounting data (International Accounting Standards Board, 2010, p. 
16). 
 
The replacement has an effect on the accounting, on decision making and in the strategy of the 
organization. At the level of the European Union change in accounting policies has been made in more 
than 7,000 organizations in 2005 committed to consolidate accounts in accordance with international 
financial reporting standards, of which 5,323 organisations are issuers of shares and thus committed to 
making statements in accordance with IFRS (Pope & McLeay, 2011, p. 1). According to the World Bank 
for the year 2014, there were in the European Union 8,681 organizations, which were listed on the stock 
market, at the same time the IFRS accounting are using also banks, insurance companies, and asset 
management companies (World Bank, 2016). 
 
The IFRS 9 was introduced at the first time on 1st of January 2018. Further research could focus on 
differences in financial statements, mainly on provisioning for expected credit losses, on calculations of 
expected credit losses and on changes in processes in organizations because of the new IFRS 9 which 
introduces the measurement of financial instruments according to the selected business model. 
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