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Background

► As of 21 July 2011, announcement of a plan with respect to Greek
sovereign debt agreed by the EU and the financial sector

► Different exchange options for Greek debt maturing on or before
2020 with a ‚hair cut‘ of 21%

► As of 26 Oct. 2011, EU summit agreed to
► leverage the resources of the EFSF and
► require a higher capital ratio of 9% of the highest quality capital
► invite Greece, private investors and all parties concerned to develop a voluntary

bond exchange with a nominal discount of 50% on notional Geek debt held by
private investors

► As of today unclarity about the status of this agreement



Accounting considerations under IFRS

► Q2 planned restructuring considered as ‚trigger event‘ for impairment
of Greek government bonds with maturities up to 2020

► Available for sale: Recycling of negative amount in Other 
Comprehensive Income (OCI) to income statement

► Determination of fair value: lack of liquidity requiring a move to a
level 3 conclusion?

► At amortised cost: Impairment loss as difference between the carrying
amount of the asset and the present value of the future expected
cashflows using the original effective intererst rate as discount factor

► Will restructuring result in derecognition?
► Would latest developments result in impairment for post 2020 bonds?



Key observations in Q2 reports

► No consistent method of impairing Greek government debt by
European banks and insurers

► Level of write-downs of HtM/LaR assets varied from 13% to 44%
► German and UK companies‘ approach most conservative: impairment

of all bonds and AfS bonds marked to market
► French companies generally applied the 21% haircut proposed by the

IIF to both AfS and HtM/LaR exposures
► Several companies applying the 21% writedown to AfS holdings

explicitly stated this was a level 3 valuation



Q2 examples (1): RBS
Analysis of results, p. 16



Q2 examples (2): BNP Paribas
Measurement, p. 42



Q2 examples (3): Unicredit
Fair Value Hierarchy, p. 152.



IASB’s reaction to divergent practices

Letter to ESMA
► Disagreeing with the use of a mark to model approach for Greek

bonds recorded as AfS
► Letter notes that market was not inactive and prices could be

observed
► Even if model approach had been appropriate, valuation should

reflect a price at which the asset could have been sold at the
valuation date
► Mr. Hoogervorst: „It is hard to imagine that there are buyers willing

to buy those bonds at the prices indicated by the valuation models
being used.“


