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VIII 

Abstract 

Purpose – The purpose of this study is to examine whether the prospective mandatory 

change in the International Financial Reporting Standard (IFRS) for financial instruments 

from IAS 39 to IFRS 9, with regard to impairment rules, is known by analysts currently 

making estimates about banks in Europe, and whether it is fully reflected in their current 

forecasts. Literature review – A wide range of literature was analysed to attain knowledge 

about pre-existing theories with reference to accounting changes and their impacts on (1) 

analysts’ forecast revision behaviour, and (2) forecast accuracy during pre-adoption periods. 

Moreover, by reviewing impairment methods, IAS 39’s incurred loss model and the expected 

loss model prescribed by IFRS 9, a basis for understanding the implications of this 

impairment-method change on banks’ financial statements is provided. Finally, the literature 

chapter discusses studies previously conducted which quantify the expected transitional 

impacts caused by the impairment method change on banks’ loss allowance. Design / 

methodology / approach – To address the complexity involved and to fulfil the research 

goals, a case study approach was adopted as the research method, aimed to holistically test 

whether certain theories apply to changes in the particularly-complex accounting standard 

IAS 39 for real-life situations for the five largest banks in Europe. Aside from previous 

studies, this thesis assesses forecast accuracy between the researchers’ own estimates and 

published analyst forecasts. Findings – The empirical results indicate that the impairment 

change currently plays a more subordinated role in analyst forecasts for these five banks 

than other factors. In addition, results hint that analyst forecasts for these five banks are 

likely to be significantly revised in the near future. Research limitations – Caused by the 

forward-looking nature of this research, findings within this study are biased by subjective 

judgements made by the researcher, as well as by the availability of public data at the time 

this research was conducted. Furthermore, due to the characteristics of a case study 

approach, the samples selected within the research are not to represent the population as a 

whole, thus insights are limited to these particular cases. Originality/value - This research 

suggests that because of the subordinate role played by the new impairment rules in analyst 

forecasts, falling stock prices will more than likely materialise for banks in the near future due 

to IFRS 9. By selecting own estimates to determine forecast accuracy, the researcher aims 

to enhance the practical value of this research and to encourage scholars to apply more 

real-life approaches when conducting research.  
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CHAPTER ONE: Introduction  

 

The financial crisis in 2008 has ruthless unveiled the flaws of the accounting standard 

addressing financial instruments (IAS 39), and changed the understanding of regulators as 

well as users of financial statements about sufficient risk-provisions. This change in 

understanding has created a need for a new contemporary standard for financial instruments 

(IASB, 2014b). As a consequence, the ‘IAS 39 replacement project’ was set up by the IASB 

aiming to replace IAS 39 with a standard that is “less complex, more relevant and [provide 

more decision-making] useful” (Huian, 2013, p.1) information to users of financial 

statements. This project ended in July 2014 with the publication of the new IFRS 9 standard, 

incorporating as its centrepiece a more forward-looking impairment method which will 

become effective in 2018, but can be applied earlier (IASB, 2014b). This new standard is not 

yet endorsed by the EU, meaning that it is not applicable for European companies; however, 

it is likely to be endorsed in 2015. According to the IASB, this new standard should enhance 

financial statement users’ trust through creating a greater reliability in the financial 

statements of financial institutions, in particular for banks, by providing more useful 

information (2014a). Analysts’ forecasts are one of those decision-making processes which 

should benefit from the new impairment model.  

 

Although some studies (e.g. Onali and Ginesti (2014), Cuzman et al. (2010)) have already 

investigated the market reaction from users of financial statements in Europe caused by the 

change to IFRS 9, and found it to be positive, to the authors knowledge there has not been 

any study carried out investigating the influences of the new standard on analyst forecast 

accuracy prior to adoption. Cuzman et al. (2010) revealed declining market volatility in 

Europe caused by the change in the classification and measurement of financial instruments 

in IFRS 9. In part because this study only provides evidence for the first phase of the ‘IAS 39 

replacement’ project, and neglects subsequent modifications in this standard as well as the 

impairment process until its final version, further research is needed. A pioneer study, 

quantifying the effects of the change in impairment rules on banks’ loan loss reserves on the 

transition date effective with IFRS 9, was conducted by the IASB in 2013 (2013a). This study 

revealed that banks’ loss allowances will increase by 30 % - 250 % for mortgage portfolios 

and 25 % - 60 % for non-mortgage portfolios when normal market conditions prevail in this 

future time period. Following this study, Deloitte (2014a) conducted its own research 

investigating the expectations among systemically-important banks worldwide on this issue. 

They documented similar results for non-mortgage portfolios but varying results for mortgage 

portfolios. The Deloitte study concludes that banks’ loss allowances will rise by up to 50 % 

across all loan asset classes, and that the capital required is going to increase. In the end, 
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these studies show that, on the transition date, the accounting change will have significant 

impacts on banks’ credit risks, loan loss reserves, and EPS and RoE ratios; all crucial 

forecast items for analysts. As some of the first researchers to examine the pre-adoption 

markets reactions about this new standard for financial and non-financial companies, Onali 

and Ginesti (2014) suggested that investors appreciate the new standard in terms of better 

comparability between companies and the shareholder-wealth creation that it offers. 

Although that study provides valuable early results about market reaction after IFRS 9 was 

issued, their findings do not provide insights into analysts’ pre-adoption forecast 

performances or awareness. 

 

(i) Research Objectives / Questions / Hypotheses 

The purpose of this dissertation is to investigate whether the change in the IFRS concerning 

impairment rules (IFRS 9) of financial instruments, is well known and fully included by 

analysts when making estimates for banks. Moreover, it aims to quantify possible future 

effects on key financial ratios and figures of this IFRS. Finally, it provides suggestions about 

prospective trends in forecasts for banks when preparing their financial statements in 

accordance with IFRS in Europe.  

 

Given these parameters, the researcher aims to address the following research question:  

 

What current role do the new impairment rules for financial instruments prescribed by 

IFRS 9 play in analyst forecasts covering banks in Europe? 

 

The question is addressed with the following hypotheses:  

 

H1 

The announcement of IFRS 9 by the IASB on 24th July 2014 has caused a significant 

revision in analysts’ earnings forecasts for banks preparing their financial statements 

in accordance with IFRS in Europe for the fiscal years 2015 and 2016, over the 

period July 2014 to July 2015, because of the change in impairment method.  

 

H2 

The accuracy of analysts’ EPS and credit risk forecasts estimated for banks 

preparing their financial statements in accordance with IFRS in Europe will 

deteriorate due to a failure to adequately factor in the effects of the new impairment 

rules prescribed by IFRS 9 in their annual forecasts from 2015 until 2018.  
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(i).1 Rationale First Hypothesis 

The first hypothesis addresses the research question by examining the reaction from 

analysts after the public announcement of the IFRS 9 standard by the IASB. If analysts are 

aware of the change, it can be expected that they significantly revise their forecasts for 2015 

and 2016 between the time period July 2014 and July 2015. Although researchers (Cheung 

(1990), Bernard & Thomas (1990), Trueman (1990)) have documented the fact that analysts 

are reluctant to revise their forecasts due to new information, others also acknowledge that 

analysts revise their forecasts when the new information is perceived to be relevant to their 

short-term earnings forecasts. If this is not the case, they omit this information in their long-

term forecasts. This notion is consistent with the findings of Mest & Plummer (1999) and 

Abarbanell & Bushee (1997). Since IFRS 9 is likely to be endorsed by the EU Commission in 

2015 (EFRAG, 2015), banks are permitted to already apply this standard for their 2015 fiscal 

year, thus fulfilling the requirements of having a short-term effect on analyst earnings 

forecasts. While a small number of participants in the IASB research (2013b) implied that it 

would take three years to fully implement all the changes outlined in IFRS 9, most 

companies did not provide any information about the expected timeframe required. This has 

left questions of whether implementation is feasible in 2015 open to interpretation.  

 

(i).2 Rationale Second Hypothesis 

Moreover, even if analysts have revised their forecasts over the time period after the 

announcement was made, the question remains as to whether they have accurately included 

the possible transitional effects for the forecast periods from 2015 until 2018. This issue is 

addressed in the second hypothesis of this research. 

 

When making estimates or projecting trends about the future, analysts rely on time-series 

historical data. With IFRS 9, these time-series trends, as well as the composition of some 

forecasted items, are going to be disrupted due to the material change of current IAS 39 

requirements regarding the classification and impairment computations for financial 

instruments. This is expected to impact on analysts’ forecast accuracy. Prior literature (Peek 

(2005), Ayres & Rodgers (1994), Elliott & Philbrick (1990), Biddle & Ricks (1988), Hughes & 

Ricks (1986)) shares the perception that accounting changes typically increase analysts’ 

uncertainty and therefore negatively interfere with their ability to make precise forecasts. 

Whereas all these studies examined individual accounting changes, the change from IAS 39 

to IFRS 9 might require investigating more comprehensive accounting changes such as the 

adoption of the whole set of IFRS standards in Europe in 2005. The rationale for that is that 

the IAS 39 to IFRS 9 change probably produces wide-ranging influences on large sections of 
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bank balance sheets. The consequences of adopting the whole IFRS standards as been 

thoroughly investigated through different studies (Tan et al. (2011), Chee Seng & Mahmud 

Al (2010), Ernstberger et al. (2008), Kee-Hong et al. (2008), Ashbaugh & Pincus (2001)). 

These concluded that the comprehensive accounting changes had positive impacts on 

analysts’ forecast precision. However, little is known about the effects of accounting changes 

on analysts’ forecast accuracy prior to adoption of these changes. Ball (2006) suggests that 

the lack of historically-comparable information, as well as first-time knowledge acquisition 

about the new accounting framework, diminishes analysts’ forecasting performance. All of 

these cited researchers support the hypothesis that the IFRS 9 accounting change might not 

be currently accurately priced in analyst forecasts.  

 

The focus on Europe is interesting because, with the expected adoption of IFRS 9 by the EU 

Commission in 2015, the standard will become mandatory for financial institutions in Europe. 

After China and the US, European banks represent the largest banks in the world and hence 

attract financial analysts globally. Credit risk1 has been chosen within this study because it 

includes a significant position of loss allowances and can therefore be seen as the best 

proxy for loan loss reserves. In addition, because of the limited data available about credit 

risks, the EPS financial ratio has been taken as a second-best proxy for loan loss reserves.  

 

(ii) Research Value 

This work is motivated by a shortage of academic literature about IFRS 9 and its influences 

on the market generally, and specifically on analyst forecasts. This thesis aims to extend that 

branch of research concerned with analysts’ pre-adoption reactions in terms of forecast 

accuracy to accounting changes (Peek (2005), Ayres & Rodgers (1994), Elliott & Philbrick 

(1990)), and in analysts’ forecast revision behaviour towards new information (Ho et al. 

(2007), Abarbanell & Bushee (1997), Trueman (1990)). In particular, this study includes the 

current role that prospective impairment method changes play in analyst forecasts made 

about banks in Europe, and quantifies the effects of the IFRS 9 accounting change on key 

financial forecast figures and ratios. Moreover, it contributes to research about analysts’ 

revision behaviours by including an examination of analyst behaviour patterns regarding new 

information derived from the accounting change, in terms of forecast revisions.  

 

                                                
1
 There is no legal definition of credit risk. It is also often named “credit impairment charges and other 

credit risk provisions”. Some analysts falsely denote it as “loan loss provisions” which, however, only 
incorporate one component of credit risk. Typically included within this position are provision charges 
or releases for loan commitments and financial guarantees, impairment charges from Available-for-
Sale debt instruments, reversals of provisions and impairment losses and loan loss provisions, but 
can also include other items as well. 
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Although this research provides interesting academic insights, it possesses additional 

precious practical value. Insights and results from this research will provide financial 

research analysts and people in management positions in funds and institutional 

shareholders owning bank shares with necessary information for their own estimates. It will 

also provide assessments to help these people gain a better understanding of prospective 

market changes. Moreover, this study furnishes current and potential investors with insights 

regarding the quality of analyst forecasts.  

 

(iii) Structure 

In investigating its research question and objectives, this thesis is divided into five main 

chapters. The first chapter (Chapter 2) aims to explain existing theories and knowledge in 

order to justify the research question and hypotheses. Following this, Chapter 3 is dedicated 

to providing a rationale for the selected research methodology, before Chapter 4 outlines the 

research findings discovered while testing each hypothesis. This chapter also includes key 

assumptions made based on the researcher’s own estimates and an analysis of the data 

collected. This thesis concludes with a discussion and interpretation of the research findings, 

before providing recommendations for possible future research (Chapter 5).  
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CHAPTER TWO: Literature Review  

 

2.1 Literature Introduction 

The following chapter is setting the basis for the knowledge needed to follow the logic behind 

the research objectives of this study. This chapter should assist the reader in gaining a 

holistic overview of relevant literature in the research field, outlining the value and reason 

behind the research question and enhancing clarity about the subject under study. The 

subsequent chapter is thus divided into five main sub-sections. Initially, this thesis outlines 

the importance of analyst forecasts in financial markets (2.2) before sub-section 2.3 

analyses the drivers of these forecasts, providing insight into relevant pre-existing theories. 

Thirdly, sub-section 2.4 discusses the relationship between analyst forecasts and accounting 

disclosures in general and accounting changes in particular, laying the foundations on which 

this research is built. To justify the research question and understand the reasons why 

impairment changes matter to analysts, the differences between the current impairment 

model in IAS 39 and the prospective method prescribed by IFRS 9 (2.5) are reviewed before 

sub-section 2.6 concludes this chapter.  

 

2.2 The Role of Analyst’ Forecasts in Capital Markets 

The expectations that arise after disclosures of corporate information from companies’ 

owners (shareholders) derive from the information asymmetry between them and a firm’s 

managers. Studies from Ross (1973), and Jensen and Meckling (1976) describe this 

phenomenon of “separation between control and ownership” (Jensen and Meckling, 1976, 

p.6) as ‘agency theory’, which supposes that management (agents) act differently from 

shareholders (principals), due to their varied interests. Usually, shareholders try to restrict 

harm from actions by management, and to align principals’ interests by establishing 

contracts between themselves and management, subsequently monitoring behaviour by 

means of accounting disclosures among other things (Jensen and Meckling, 1976). 

However, this compliance evaluation is not always possible for investors to carry out, leading 

to so-called agency costs. Agency costs are defined by Jensen and Meckling as the amount 

of diminished value shareholders experience because of deviances in managements’ actual 

behaviour from its presupposed activities, plus the monitoring costs of the agent (1976). For 

this reason, principals depend on so-called information intermediaries like analysts who are 

sophisticated users of financial statements. Acquiring and disseminating private information 

can reveal undesirable management behaviour through their forecasts in terms of resource 

miss-spending and misuse (Healy and Palepu, 2001).  
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Analysts are often perceived as external monitors besides e.g. regulators that insure the 

integrity and trustworthiness of companies’ financial statements due to their expertise and 

relations with management (Healy and Palepu, 2001). It is seen as part of their role to unveil 

accounting biases such as accounting changes when investigating companies’ financial 

statements (Peek, 2005). The relationship between financial accounting and analyst 

forecasts has been widely studied in recent years in the literature (see sub-section 2.4). As 

such, analysts’ forecast accuracy and analysts’ forecast revisions are, alongside analyst 

forecast dispersion, the most commonly-used proxies among researchers for analyst 

forecast behaviour when measuring the influence of information asymmetry in the market. It 

is suggested by various researchers (Jung et al. (2012); Dhiensiri & Sayrak (2010); Bowen 

et al. (2008)) that the more analysts there are following a company, the better the 

informational environment, which in turn positively affects analysts’ forecast accuracy and 

reduces analysts’ interpretations of certain matters, i.e. analysts’ forecast dispersions, thus 

lessening the information asymmetry between managers and company outsiders. Existing 

literature (Zhu Liu (2014), Sun (2009), Yu (2008)) has determined that the origins for a better 

informational environment is improved transparency together with an increase in the 

production of corporate information. These factors make it more difficult for managers to 

perpetrate fraud, engage in misuse of the company’s resources, or even conduct earnings 

management. Investors appreciate these things because they add value by driving up 

anticipated future cash flows and reducing uncertainty, which in turn increases the market 

value of the company (Mei & Subramanyam, 2008). Prior literature has already documented 

that analysts’ estimates and recommendations have a material influence on investors’ 

investment decisions. A failure by company managers to meet analyst forecasts is often 

accompanied by a decline in a firm’s stock price. Ultimately, these insights highlight financial 

analysts’ forecasts information asymmetry reducing role in capital markets.  

 

2.3 Influential Factors on Analyst’ Forecasts  

Despite the postive relationship between analyst forecasts and agency costs noted in sub-

section 2.2, they are not free from criticism. In order to understand how accurate analyst 

forecasts really are, it is essential to understand the factors influencing them. Analyst 

forecasts have been widely investigated by researchers in recent years, and their research 

documents that analysts’ forecasts are materially influenced by analyst-specific and firm-

specific characteristics (Ernstberger et al., 2008).  

 

Regarding individual characteristics of analysts, the literature provides evidence that analyst 

forecasts are biased; however, there is disagreement about whether they are positively or 



8 

negatively biased. One group (Anandarajan et al. (2008), Lim (2001), Easterwood & Nutt 

(1999)) argue that analysts are inclined to be more optimistic in their forecasts in order to 

stay on good terms with management. This is because such optimistic forecasts have 

positive influences on a firm’s market value and therefore on management remuneration. In 

exchange, analysts may also gain access to private information which in turn should have 

favourable impacts on their forecast accuracy and therefore their own livelihood. Another 

group (e.g. Libby et al. (2008), Burgstahler & Eames (2006)) assert that analyst forecasts 

tend to forecast downwards because of incentives from managers through access to private 

information. Having more negative forecasts allows managers to meet or even beat these 

forecasts more easily, thus permitting positive earnings surprises which usually result in 

climbing stock prices.  

 

Moreover, there is evidence to suggest that analyst forecasts are also biased because of 

management’s downward expectations management towards a level where they can meet 

or even beat those expectations (Washburn & Bromiley (2014), Zhu Liu (2014), Baik and 

Jiang (2006)). Managers do that either by influencing the composition of analysts’ earnings, 

or by conveying rather pessimistic forecasts. A study by Christensen et al. (2011) claims that 

managers provide earnings guidance in order to influence analysts toward certain items 

which they should or should not exclude from their earnings forecasts, aside from special 

items. Other studies (e.g. Washburn & Bromiley (2014); Das et al. (2011); Baik and Jiang 

(2006)) document that management try to influence analyst forecasts through rather 

pessimistic earnings forecast guidance. Ultimately, these findings show that expectation-

management by managers and analysts’ dependence on access to private information has 

significant influences on analyst forecasts and on the number of forecast revisions.  

 

Another analyst characteristic found by Trueman (1990) is that analysts are rather reluctant 

to revise their forecasts when they receive new information, because it could be interpreted 

by investors as a sign of weakness on the accuracy of previous data, and hence, of bad 

work. Besides the fact that analysts only incorporate new information gradually, prior 

literature (e.g. Bernard & Thomas (1990)) has proven that analysts do not even assimilate all 

available and value-relevant information in their forecasts. Abarbanell & Bushee’s (1997) 

suggested explanation for this inefficient processing of information is that such news has 

little or no relevance to short-term earnings forecasts and therefore is omitted in current 

long-term forecasts. Based on an example of tax-law changes, Plumlee (2003) also found 

that analysts prefer to incorporate less-complex information and its effects into their 

forecasts, rather than include complex information. The reasons for this phenomenon are 

unknown. Possible explanations are that with an increase in complexity comes increased 
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costs to utilise this information, thus exceeding the benefits provided, or that the complexity 

involved exceeds an analyst’s skills to use the information (Plumlee, 2003). One certainty, 

however, is that the omission of information reduces an analyst’s forecast accuracy.  

 

In addition, scholarship has proven that analysts’ long-term forecasts are more optimistic 

than short-term estimates. Barron et al. (2013) suggests that this phenomenon originates 

from the desire to prompt trading and/or win management’s favour. Other aspects evident in 

analyst behaviour is that they tend to “herd behaviour”, i.e. conforming to consensus 

forecasts (Anandarajan et al., 2008), and are sometimes even governed by stock prices 

when making their earnings forecasts. Miller & Sedor (2014) noted that when uncertainty 

about the future is high, analysts lose confidence in their own forecasts and sometimes 

simply follow the stock price. Furthermore, career concerns may also influence forecast 

accuracy. Hong & Kubik (2003) outlines that some forecasts are driven upwards because 

brokerage houses and investment banks prefer analysts that promote trading rather than 

those that bother too much about forecast accuracy. Nonetheless, most prior research 

expounds that forecast accuracy matters to analysts for various reasons. Analysts are 

obliged to deliver accurate forecasts because their own career depends on it. A study by 

Hong et al. (2000) notes that analysts, who are mainly employed by brokerage firms, usually 

have institutional investors as clients; these clients prefer accurate forecasts. They also 

assess the quality of analysts’ work in annual polls which in turn has significant impacts on 

analyst remuneration, reputation, and future career outcomes (Mikhail et al., 1999). 

 

Aside from these aforementioned characteristics, firm-specific factors such as a company’s 

size, managerial ownership, corporate governance policy and country of operations 

influence the forecast accuracy of analysts, as has been documented by various studies 

(e.g. Ionaşcu (2011), Bok et al. (2010), Bhat et al. (2006)). The bigger the size and the better 

the informational environment of a company, the higher the likelihood that there are more 

voluntary and high-quality disclosures, reducing agency costs and enhancing analysts’ 

forecast accuracy. 

 

The lesson learned from this sub-section is that analyst forecasts are influenced by multiple 

factors which call into question the accuracy of such forecasts. Nonetheless, the literature 

proves that forecast accuracy matters to analysts. The next section is solely dedicated to the 

topic of influences of accounting data on analyst forecasts, which has been neglected so far.  
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2.4 Relevance of Accounting Information to Analyst Forecasts 

This study will now turn to look at the relevance of accounting data to analyst forecasts, 

which then sets the basis of justification for the research question. In doing so, sub-section 

2.4.1 discusses the role accounting information plays for analysts when forecasting. Based 

on gained insights from that section, the influences of accounting standard changes on 

analyst forecasts are discussed and shortly concluded under sub-section 2.4.2.  

 

2.4.1 Accounting Data and Analyst Forecasts  

The literature suggests that the information within financial statements significantly 

influences analysts’ forecasts. Researchers (e.g. Taylor & Koo (2015), Kee-Hong et al. 

(2008), Hsiang-tsai (2005), Bushman et al. (2004), Hope (2003), Lang & Lundholm (1996)) 

have shown that accounting disclosures reduce analysts’ forecast dispersions and increase 

forecast accuracy. The rationale for this is given by a Lang & Lundholm (1996) study which 

found that the more information a company unveils to analysts, the less assumptions 

analysts thus have to make regarding the firm’s data. Ultimately, this reduction in the 

information asymmetry between management and outsiders brings down the number of 

interpretations made by different analysts and therefore affects analyst forecast dispersions. 

Hsiang-tsai (2005) adds that an increase in forecast accuracy is also associated with fewer 

forecast biases and hence reduces the number of uncertain factors.  

 

2.4.2 Accounting Standard Changes and Analyst Forecasts  

Based on the fact that accounting information matters to analysts and that it reduces 

information asymmetry (sub-section 2.4.1), accounting researchers have been concerned 

with the impacts of new accounting information derived from individual accounting standard 

changes (sub-section 2.4.2.1) or from changes to a whole set of accounting standards, e.g. 

with the IFRS adoption (sub-section 2.4.2.2), on analyst forecasts.  

 

2.4.2.1 Individual Accounting Standard Changes and their Implications on 

Analyst Forecasts 

The impacts of individual accounting standard changes on analyst forecasts have been 

widely investigated by scholars from different angles including forecast errors, forecast 

accuracy and forecast dispersion. 

 

Peek (2005) investigated analyst forecast accuracy for companies in the Netherlands from 

1988 until 1999, specifically relating to material discretionary accounting changes, and found 
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a significant negative impact on forecast accuracy before the accounting change, depending 

on transitional impacts, previous disclosures and the type of accounting change. As an 

explanation, the study suggested that changes in earnings trends as well as the composition 

of earnings because of these accounting changes disrupts analysts’ forecast models and 

hence their abilities to estimate. In the year of change, scholars even noted a significant 

deterioration in analyst forecast accuracy when there had been no previous disclosure of the 

accounting change before the earnings announcement date (Elliott & Philbrick, 1990). Peek 

(2005), however, points out that analysts are not opposed to accounting changes as long as 

the type of change allows them to maintain their forecast accuracy and facilitate inter-

company comparisons which are used to predict future trends. Another study by Ayres & 

Rodgers (1994) also echoes the aforementioned negative impacts on forecast accuracy in 

the form of more forecast errors, but focuses on the mandatory accounting change for 

foreign currency translations from SFAS 8 to SFAS 52. This study showed that analysts’ 

ability to forecast the adoption date of a new standard by a company within the transitional 

period, as well as the analyst’s skills in estimating prospective earning impacts, have major 

influences on their forecast accuracy. Biddle & Ricks (1988), as well as Hughes & Ricks 

(1986), support this view that accounting standard changes increase analyst forecast errors 

due to high levels of uncertainty about earnings impacts, even if the change would lead to 

higher earnings and even when analysts are already aware of the change. As one of the 

more recent studies on this topic, Tzu-Ling et al. (2015) investigated voluntary accounting 

standard changes and analyst forecast behaviour over the period 1994 to 2008, and noticed 

that analysts’ forecast performance decreased after the post-adoption period due to 

analysts’ better understanding of earnings management associated with the change.  

 

Only a small number of studies have proposed different impacts regarding analyst forecasts 

and accounting changes. Chen et al. (1990) noticed a decrease in analysts’ forecast 

dispersion by observing the same accounting change as in the Ayres & Rodgers (1994) 

study. They suggested that this was because of a reduction in uncertainty among analysts 

about companies’ risks. Some studies even found no significant effects on forecast accuracy 

because of an accounting change. According to Anagnostopoulou (2010), the accounting 

choice to capitalise versus expense research and development investments has not shown 

any material effect on analysts’ forecast accuracy.  

 

2.4.2.2 Multiple Accounting Standard Changes and the Implications for Analyst 

Forecasts  

In contrast to prior studies, this research adopts an approach to evaluate analyst forecasts of 

banks regarding an individual accounting standard change which affects a large segment of 



12 

their balance sheet. As such, this change can be compared with the complete change in 

accounting standards in 2005 with the adoption of the IFRS in Europe, rather than with an 

ordinary individual accounting standard change.  

 

So far, the literature concerned with the implementation of IFRS has documented an 

increase in forecast accuracy after voluntary (Kee-Hong et al. (2008), Ashbaugh & Pincus 

(2001)) and mandatory adoption (Tan et al. (2011), Chee Seng & Mahmud Al (2010)) of the 

IFRS accounting standards. Ernstberger et al. (2008) investigated voluntary IFRS adoptions 

from German GAAP to IFRS, tracing these results back to learning curve effects on analysts. 

Another reason contributing to this increase in accuracy is increased comparability between 

firms which in turn enhances transparency in the market and hence forecast accuracy. This 

idea is shared among others including Horton et al. (2013), who examined IFRS adoptions 

by firms implementing these standards both voluntarily and through a mandatory 

requirement. However, this study also warns that better opportunities for management to 

engage in earnings management cannot be completely excluded when observing these 

results and that this may also have had an influence on increased forecast accuracy.  

 

Contrary to the post-adoption period of accounting changes, little is known about pre-

adoption effects of changes across a whole set of accounting standards on analyst forecast 

accuracy. Ball (2006) suggests that the lack of historically-comparable information, as well 

as first-time knowledge acquisition about the new accounting framework, diminishes 

analysts’ forecast performance.  

 

In conclusion, scholars have documented that accounting information is relevant to analysts 

when making their forecasts, and therefore influences their forecasts as soon as the new 

accounting information affects their short-term estimates and is pertinent to future forecast 

periods. This justifies the first hypothesis of this research. Nonetheless, researchers convey 

rather negative opinions about analyst forecasts prior to an individual accounting change in 

terms of forecast accuracy and forecast dispersion. This casts doubt on the accuracy of 

current analysts’ estimates for banks with reference to the proper incorporation of 

prospective effects from the upcoming IFRS 9 impairment change. This is therefore 

addressed with the second hypothesis. To enhance understanding about the implications of 

this impairment change on banks’ financial statements due to the move from IAS 39 to IFRS 

9, the next section will critically review both impairment models in the respective standards, 

and quantify the presumed effects of these.  
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2.5 IFRS 9 versus IAS 39 Impairment Rules 

When financial institutions lend money to an individual or a company, they are exposed to 

the risk that these parties will not or will only partially pay their contractual-owed cash flows. 

This risk is generally known as credit risk. As a bank’s ordinary business is to lend and 

borrow money, credit-loss expenses represent a material position within the financial 

statements of financial institutions. Other than a bank’s economic capital, which is used to 

offset unexpected losses, loss allowances2, i.e. the counter-entry of loan-loss provisions3, 

represent both a cushion against expected loan-losses and a source of information to 

stakeholders for assessing a bank’s credit risk (Frait-Czech & Komárková, 2013). Due to 

complaints from both preparers and users of financial statements about the complexity of 

IAS 39, the IASB commenced the so-called ‘IAS 39 replacement’ project even before the 

recent financial crisis hit. 

 

IAS 39 replacement project 

As can be derived from the name, this project, originated by the IASB, aims to replace the 

current standard for financial instruments (IAS 39). Moreover, its goals are to create a 

standard which provides more forward-looking and useful information to users of financial 

statements and reduces complexity. The project was divided into three phases: Phase 1: 

“Classification and measurement”, Phase 2: “Impairment” and Phase 3: “Hedge accounting”. 

This work focuses on the results from Phase 2 of the project. 

 

In 2009, due to pressure from the G20 calling for a new accounting standard to enable 

quicker recognition of loan-loss provisions during the financial crisis, the IASB further 

accelerated the replacement project. This resulted in the completion of the project’s second 

phase in July 2014, with the development of the so-called expected loss model within 

accounting standard IFRS 9.  

 
The following chapter sets the basis for understanding the implications of the change in 

impairment method for banks’ financial statements. If financial statements are significantly 

affected by this change, analyst forecasts are also anticipated to be affected, thus justifying 

the research question for this research. This section first reviews the requirements of the 

current incurred loss model, which is mandatory under IAS 39 (2.5.1), as well as the IFRS 9 

expected loss model (2.5.2), before critically discussing the implications of the change in the 

impairment model on analysts’ forecasts (2.5.3). Ultimately, sub-section 2.5.4 quantifies 

                                                
2
 Loss allowance is hereinafter used interchangeable with loan loss reserve.  

3
 Loan-loss provision denotes the expense charge recognised in the statement of profit or loss. 
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possible effects caused by the change in impairment rules on a bank’s loan loss reserve by 

reviewing contemporary studies.  

 

2.5.1 Conceptual Review of the Incurred Loss Model (IAS 39) 

After the completion of approximately a decade of discussions and a development phase, 

IAS 39 “Financial Instruments” became effective on January 2001 (Wagenhofer, 2013).  

 

Under IAS 39, preparers of financial statements are obliged to appraise, at the end of each 

period, whether there is one or more verifiable objective evidence(s) caused by one or more 

so-called trigger events4 that happened after the initial recognition of a debt instrument (e.g. 

bonds, notes, mortgages, etc.), and thus affects future predicted cash flows of the asset or 

group of assets entailing an impairment of the financial asset (IAS 39.58).  

 

Trigger events  

Trigger events are incidences that concretely affect the credit risk of (1) an individual 

financial asset, e.g. significant financial difficulties experienced by the borrower or defaults, 

late interest or principal payments, or (2) would likely affect the credit risk of a whole group of 

financial assets, e.g. worsening of the domestic and local economic situation such as (i) a 

fall in property prices leading to more defaults on mortgages or (ii) the vanishing of an active 

market (Hronsky, 2010). IAS 39.59 provides a list of possible trigger events that is not 

exhaustive. 

 

For equity instruments (e.g. common stock, convertible debenture, etc.), objective evidence 

already exists if there are significant or prolonged5 decreases in the fair value of a financial 

asset (Jones & Venuti, 2005), or “significant adverse changes [...] in the technological, 

market, economic or legal environment” (IAS 39.61). In simplified terms, this means that IAS 

39 generally requires supportive evidence that a loss has taken place before an entity can 

recognise a loan-loss provision (O'Hanlon, 2013). However, regardless of how likely 

expected future losses are, IAS 39 prohibits recognising these losses within the financial 

statements until the event actually happens (IAS 39.59). An overview of the IAS 39 

requirements regarding loss allowance measurements and interest revenue recognition can 

be obtained from Figure 1.  
  

                                                
4
 Subsequently used interchangeably with loss event and credit event. 

5
 IAS 39.61 does not specify the terms “significant” or “prolonged”. Lüdenbach and Hoffmann (2014) 

on the one hand indicate that a “significant” decrease might be a one-off decrease in the fair value of 
20 % or more against the cost of a financial asset. On the other hand, clues for a “prolonged” 
decrease could be permanent over nine months ensuing fair value is below the cost of a financial 
instrument.  
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Figure 1: Review of the IAS 39 impairment rules  

Source: Own representation 



16 

If there is objective evidence for a trigger event, the entity must impair the financial asset or 

group of assets, which in most cases6 is done indirectly through a loss allowance account 

within the statement of financial position, and through recognition of loan-loss expenses 

within the statement of profit or loss. The evaluation basis for a credit event and computation 

of the impairment amount depends on the classification category of the financial asset, i.e. 

‘Loans and Receivables’ (LaR), ‘Held to Maturity’ (HtM) or ‘Available for Sale’ (AfS). 

Financial liabilities in the category ‘Other Liabilities’ (oL) and financial instruments within the 

category ‘Fair Value through Profit or Loss’ (FVtPL) are not subject to impairment rules7. 

 

(i) Impairment of Financial instruments in LaR and HtM 

To appraise whether a trigger event has arisen, the standard requires an investigation into 

financial instruments in LaR and HtM which are not already credit-impaired; individually, 

when they are significant8, or on a group basis if single assets are insignificant (IAS 39.64). If 

objective evidence emerges, the magnitude of the impairment for financial assets held within 

the categories of LaR and HtM is the asset’s carrying amount minus the recoverable amount 

representing the value of all predicted future cash flows discounted by the effective interest 

rate (EIR) set at the first-time recognition of the financial asset (IAS 39.63). Expected losses 

are not included in the calculation of cash flows (IAS 39.63).  

 

Effective interest rate (EIR) 

“The effective interest rate is the rate that exactly discounts estimated future cash payments 

or receipts through the expected life of the financial instrument [...]” (IAS 39.9).   

 

In cases of objective evidence that the initial reason for the impairment is no longer 

applicable, or after positive developments concerning the financial asset or the group of 

assets in periods following the impairment, income recognition up to the carrying amount of 

the asset as if the impairment had never been occurred is mandatory (IAS 39.65).  

 

The interest income recognition in the case of an impaired asset is, according to IAS 

39.AG93, computed from the net carrying amount by applying an interest rate which arises 

after the consideration of the impairment. In the case of financial instruments held in LaR 

                                                
6
 For financial assets within the categories of Loan and Receivables and Held to Maturity, it is also 

possible to deduct the impairment value directly from amortised costs.  
7
 With respect to the scope and aim of this work, no further explanation about the classes of financial 

instruments is made in this chapter. For further information about these categories, please see IAS 39 
Paragraph 8 and 9. 
8
 Significant is not defined by the standard itself and hence subject to the definition within the 

framework. 
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and HtM, this is probably the original EIR. This results in a change from contractual interest 

recognition based on amortised costs towards interest recognition as an outcome of the 

changes in the carrying amount, also known as ‘unwinding’. 

 

(ii) Impairment of Financial Instruments in AfS 

Other than for amortised-cost measured financial assets, the evaluation of financial assets 

allocated in AfS regarding the occurrence of a trigger event is made exclusively on a single 

asset basis. In the case of an emergence of a loss event for fair-value measured financial 

debt instruments in AfS, the impairment is realised by transferring all fair value changes 

which are recognised as other comprehensive income (OCI) to the statement of profit or loss 

(IAS 39.67). This amount usually equals the difference between the current fair value of the 

financial asset deducted by previous impairments, and its amortised cost. This process is 

also known as ‘recycling’. Subsequent deductions in fair value amounts are always 

recognised in the statement of profit or loss.  

 

Unlike debt instruments assigned to AfS, the impairment magnitude for equity instruments 

measured at cost9 is computed as the carrying amount of the financial instrument minus the 

present value of the anticipated prospective cash flows, determined by discounting at the 

current market yield of a comparable financial instrument (IAS 39.66). The interest rate 

recognition for AfS financial instruments follows the same rules as for financial assets held in 

LaR and HtM. However, this may not be the original EIR; rather, it is based on the current 

fair value for debt instruments and WACC for equity instruments (Schmitz and Huthmann, 

2012).  

 

Income recognition should be made for debt instruments until the maximum recognised 

impairment losses are reached, in the event of verifiable objective evidence for 

improvements in the credit risk of a financial asset or a group of assets after the period of the 

impairment loss recognition (IAS 39.70). In this context IAS 39.69, in conjunction with IAS 

39.66, explicitly prohibits the reversal of impairment losses for equity instruments.  

 

(iii) Conclusion 

Various studies (e.g. Gebhardt et al. (2011), Hronsky (2010)) acknowledge that the IAS 39 

impairment model exhibits time displacements in loan-loss recognitions taking place, which 

can have aggravating effects during times of crisis and which require massive adjustments 

                                                
9
 These equity instruments do not have an active market and therefore cannot be reliably measured at 

fair value. This also includes derivates which are related to such financial instruments or shall be 
balanced on delivery of those financial assets (IAS 39.46(c)). 
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of financial assets and increases loss allowances as soon as a credit event occurs. This 

phenomenon is also known as the ‘cliff effect’. At the same time, the interest income stays 

inappropriately10 high before the trigger event and declines as soon as the loss event has 

taken place. In the end, financial institutions are left with both extremely high loan-loss 

expenses and smaller interest incomes, resulting in plunging profits and lower regulatory 

capital, even if these companies have seen this situation looming before its arrival (Hronsky, 

2010).  

 

2.5.2 Conceptual Review of the Expected Loss Model (IFRS 9) 

After a series of proposals and several discussions over the past five years, the IASB issued 

the new IFRS 9 “Financial Instruments” standard in July 2014. This will replace the current 

IAS 39 by 2018 at the latest. The EFRAG, which is the committee of experts within the 

endorsement process, anticipates that the IFRS 9 standard will be endorsed and thus 

adaptable by European companies, in the second half of 2015 (2015). This means that 

banks can already apply the standard for the 2015 fiscal year as the earliest point in time, 

which could affect analyst’ forecasts from 2015 until 2018.  

 

This new standard urges financial institutions to implement a so-called expected loss model. 

Subsequently, the general impairment approach used in IFRS 9 has been introduced. A 

systematic illustration of the IFRS 9 impairment model can be obtained from Figure 2.  

 

Financial debt instruments within the IFRS 9 categories11 of ‘Amortised Cost’ (AC) and ‘Fair 

Value through Other Comprehensive Income’ (FVOCI) are subject to the impairment rules 

mandatory under the new standard, while equity instruments are excluded. Now also 

encompassed by IFRS 9 are loan commitments and financial guarantees12 not assigned to 

the category FVtPL, i.e. off-balance sheet items which were previously incorporated in IAS 

37, as well as lease receivables and contract assets13 (KPMG, 2014). 

 

 

 

  

                                                
10

 The EIR already includes a risk premium for expected losses meaning that interest revenues are 
received that are foreseeable to be adjusted in the future.  
11

 The categories within IFRS 9 are not further expounded in this chapter. For more details about the 
different categories, please see EY (2014), KPMG (2014) and Sub-section 4.1. 
12

 Due to the limited scope of this work and major focus on financial instruments in AC and FVOCI, 
loan commitments and financial guarantees are not addressed in this chapter in detail. 
13

 For lease receivables and contractual assets, a simplified impairment model applies, although both 
are not subject to further explanations because of their limited relevance to this research. 
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Figure 2: Review of the IFRS 9 impairment rules  

Source: Own representation 
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Other than under the incurred loss model, IFRS 9’s expected loss model obliges preparers 

of financial statements to include forward-looking information about credit risk in the 

calculation of estimated future cash flows, in order to secure the company not only against 

already-incurred losses but also against future losses. The existence of a trigger event 

thereby is no longer necessary for the recognition of a loss allowance. As soon as IFRS 9 

applies, financial institutions must either recognise loss allowances for expected 12-month 

losses, or lifetime expected losses for each financial instrument. This is dependent on the 

appropriate stage within the impairment model14 and thus the credit quality of the financial 

asset (KPMG, 2014). However, expected credit losses for newly purchased financial 

instruments are not immediately recognised as a loss allowance on the purchase date; 

rather, they are recognised in the next period after initial recognition (IFRS 9.BC5.198). 

 

Expected losses 

Expected losses, used interchangeably with cash shortfall, are the present values of 

expected credit losses over the lifetime of the asset, weighted with the probability of various 

possible outcomes. IFRS 9 itself does not prescribe a particular technique for calculating 

expected credit losses but distinguishes between 12-month and lifetime expected credit 

losses (KPMG, 2014).  

 

12-months expected losses 

12-month expected losses are the proportion of lifetime expected credit losses which can be 

caused by possible default events15 within the next twelve months after the balance sheet 

date (KPMG, 2014). 

 

Lifetime expected losses 

Lifetime expected losses are anticipated credit losses caused by possible default events 

over the anticipated life of the financial instrument (KPMG, 2014). 

 

Few16 details are given by the standard about the measurement of expected credit losses on 

an individual or portfolio basis, which leaves this open to the professional judgment of 

                                                
14

 Exemptions apply for financial assets which are allowed to use the simplified approach and for 
credit-impaired assets. 
15

 The term “default” is not defined by IFRS 9 and hence subject to the subjective determination of 
financial institutions themselves. However, the new standard requires that the definition must be in 
line with the internal management of credit risk and include non-quantitative indicators such as 
contract breaches. IFRS 9 also includes a rebuttable presumption that a default takes place no later 
than 90 days after the financial instrument was due (EY, 2014; KPMG 2014).  
16

 The standard does require that preparers of financial statements measure lifetime expected losses 
on a portfolio basis when there are no justifiable details on an individual basis available (KPMG, 
2014). 



21 

financial institutions to decide. Hereinafter expounded are the three stages assigned to a 

financial asset within the standard impairment model, divided into financial instruments 

assigned to the category AC and FVOCI. 

 

(i) Amortised Cost (AC) 

For financial instruments held within the category AC, the following applies: Usually,17 

financial assets are initially assigned to Stage 1 of the impairment model. Within this phase, 

loss allowances are computed based on 12-month expected credit losses. Interest revenue 

recognition does not differ from the requirement in IAS 39 for financial assets not already 

impaired, but from the overall concept of IFRS 9 and the consideration of expected losses. 

Interest income is computed based on the gross carrying amount, by applying the original 

EIR. This means that expected losses are not taken into account for the calculation of 

interest revenues.  

 

At each reporting date, IFRS 9 requires an assessment about whether there has been a 

significant18 increase in the credit risk of financial instruments since its first-time recognition. 

If this is the case, and there is no objective evidence for a credit event, a transfer from Stage 

1 to Stage 2 becomes necessary. In order to prove that there has been a significant increase 

in credit risk, financial instruments should usually be investigated on an individual basis at 

each reporting date, but also where insignificant and more practical, a group19 basis is also 

legitimate (EY, 2014).  

 

Associated with the transfer into Stage 2, the measurement of loss allowances extends 

towards lifetime expected credit losses for financial instruments while interest revenue 

recognition remains the same as in Stage 1. As soon as an increase in credit risk no longer 

becomes applicable with respect to the initial recognition of the financial instrument, a back 

transfer towards Stage 1 becomes mandatory. The resulting income should be recognised 

                                                
17

 Unless there has been a significant increase in the credit risk of the financial asset, in which case 
the asset is assigned to Stage 2 of the impairment model. 
18

 IFRS 9 does not specify the term “significant” which leaves it open for financial institutions to 
implement a definition they adhere to in their accounting policies (KPMG, 2014). The IASB however 
offers a couple of presumptions through IFRS 9 which should provide a guideline for preparers of 
financial statements regarding the definition of a “significant increase in credit risk”. Firstly, the 
standard assumes that if a financial instrument inherits a low credit risk, essentially meaning that they 
comply with the worldwide accepted definition of investment grades, there has not been a significant 
rise in the credit risk. Second, if stipulated cash flows of a financial instrument are overdue by more 
than 30 days, IFRS 9.5.5.11 rebuttable assumes that there is a significant growth in credit risk. 
Finally, a significant increase in credit risk is suggested when a rise in the 12-month risk of default 
assessment for a financial asset has occurred, unless there is verifiable evidence that a lifetime 
evaluation would be more appropriate (EY, 2014).  
19

 Based on the similar credit risk traits e.g. credit risk ratings or industry. 
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directly in the statement of profit or loss. Should there be objective evidence for loss-events20 

at the balance sheet date, after first recognition of the financial asset, the new expected loss 

model requires a transfer of financial assets into Stage 3.  

 

Within the final stage, loss-provisions are computed as already depicted under Stage 2. The 

big difference now, however, lies in interest revenue recognition, which is no longer done 

based on the gross carrying amount but rather on the amortised cost21 value. This approach 

is similar to the IAS 39 method of ‘unwinding’ for impaired financial assets. If a verifiable 

improvement event has occurred after the reporting period of the impairment booking, 

resulting in a circumstance where the objective evidence for impairment is no longer 

applicable or has improved, IFRS 9 prescribes a transfer of the financial instrument back 

towards Stage 2.  

 

(ii) Fair Value through Other Comprehensive Income (FVOCI) 

Financial instruments held within the category FVOCI are not subject to different impairment 

treatment, but rather to a slightly different impairment presentation than those in AC, due to 

their varied measurements. Financial assets in FVOCI are measured at fair value and hence 

no loss allowance is recognised in the statement of financial position because the gross 

carrying amount already incorporates the change (KPMG; 2014). Instead, the counter entry 

for expected losses22 is recognised in OCI23 based on the amount which would be booked 

when these financial assets had firstly been measured at amortised costs. Thus, there is no 

difference in interest revenue recognition between financial instruments held in AC and 

FVOCI. In both cases, interest revenue recognition is made based on amortised costs. 

Generic24 changes in fair value are still recognised in OCI. Only improvements or 

deteriorations in the credit quality of a financial asset in the ensuing period of the impairment 

recognition are booked in the statement of profit or loss.  

 

Based on insights gained from the two latter sub-sections, the following sub-section critically 

discusses the implications of the impairment change on analyst forecasts.  

                                                
20

 The IFRS 9 trigger events are roughly the same as in IAS 39.  
21

 Gross carrying amount minus loss allowances. 
22

 12-month expected losses or lifetime expected losses, depending on the stage the financial 
instrument is in.  
23

 The amounts are recognised under the term “accumulated impairment amount” (EY, 2014).  
24

 This means changes caused by ordinary market fluctuations.  
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2.5.3 Discussion about Implications of the Change in the Impairment Model on 
Analyst Forecasts  

The rejection of the incurred loss impairment model prescribed by IAS 39 in place of a future 

based expected loss model (IFRS 9) is praised by the IASB as a big step towards more 

timely recognition of estimated loan-losses and complexity reduction (IASB, 2014b; 

Schebler, 2014). Based on potential anticipated effects, the IASB asserts that this new 

standard will provide more useful information to users of financial statements, including 

analysts, and should thus positively affect their forecasts.  

 

However, insights from sub-section 2.5.1 and 2.5.2 cast doubt on assumptions of a wholly 

positive impact from the IFRS 9 expected loss model on the financial statements of financial 

institutions and on analyst activities. Firstly, Hronsky (2010) expects that during the first-time 

change from IAS 39 to IFRS 9, there will be serious transitional effects on financial 

statements which will have material implications on the amount of dividend available for 

payout and on key financial ratios like EPS, ROE and gearing ratios to mention just a few. A 

rough overview of the expected transitional effects on banks’ balance sheets and key 

financial ratios can be obtained from Figure 3. In addition, sub-section 2.5.4 will summarise 

recent studies concerned with the effects of the impairment change on banks’ loss 

allowances.  
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Figure 3: Anticipated transitional effects on banks’ balance sheets associated with the 

accounting standard change from IAS 39 to IFRS 9 

Source: Own representation 

 

Secondly, the IASB claims that the reduction to one single impairment model will reduce the 

complexity often criticised in the previous standard (2014b). However, even if there is only 

one model, the standard offers special cases as well as a simplified approach which brings 

the conclusion that reducing complexity is only partly achieved. Generally, the latitudes 

provided by the new standard in terms of estimating expected losses25 and boundaries26 

between stages must be viewed critically with respect to the comparability of financial 

statements, and thus of the usefulness of the information to analysts when making forecasts 

(Hronsky, 2010).  

                                                
25

 To estimate future expected losses, assumptions about the prospective cash flows and effective 
interest rates, as well as specifications of the term “default”, are required. Moreover, predictions and 
adjustments about the probability of default are necessary and must be made on a regular basis 
(Hronsky, 2010).  
26

 Only slightly narrowed by some restriction prescribed by the standard, it is actually up to financial 
institutions to determine the meaning of the term “significant increase in credit risk”, as well as to 
determine whether financial assets should be evaluated on an individual or group basis.  
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Thirdly, interest revenue recognition is still made on an overvalued basis, i.e. gross carrying 

amount within Stages 1 and 2. As such, it excludes future expected losses which must be 

seen as inconsistent with the new approach, and thus may result in misinterpretations 

among analysts.  

 

Concluding these insights, it can be anticipated that this standard poses obstacles for 

analysts’ when making forecasts, especially in the pre-adoption period of the standard. This 

may lead to more forecast errors and thus lower forecast accuracy.  

 

2.5.4 Anticipated Effects from the New Impairment Rules on Banks’ Loss 
Allowances 

To the author’s knowledge, there has already been primary research carried out examining 

the possible impacts of the IFRS 9 impairment rules on companies. These studies are based 

on the ED/2013/03 “Expected Credit Losses”, which is slightly different from the final IFRS 9 

standard. Nonetheless, they provide precious insight regarding the anticipated transitional 

effects on banks. For that reason, this study has been based upon the findings of the 

following three primary research studies, which are summarised in Figure 4. 

 

 

 

Figure 4: Overview of studies estimating the transitional effects on banks’ loan loss reserves 

caused by a switch in impairment rules from IAS 39 to IFRS 9 

Source: Own representation 
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(i) Study One: IASB Fieldwork 

The pioneer research on this topic was conducted by the IASB itself in 2013 (IASB (2013a), 

IASB (2013b)). The fieldwork, which hereinafter is also referred to as “IASB fieldwork”, 

encompassed 15 participants from various financial and non-financial institutions including 

the so-called “global systematic important banks” from all over the world except the US, 

which have been applied in a hypothetical scenario. The results of this study suggest 

significant transitional effects on firms’ loss allowances with the change from IAS 39 to IFRS 

9. Within the fieldwork, the IASB distinguished between two classes of portfolios: “mortgage 

portfolios” and “non-mortgage portfolios”. Furthermore, companies were asked to compute 

the loan loss reserves for two scenarios: “normal market conditions” and “conditions of 

economic downturn”, i.e. where the economic forecast is worse.  

 

Under normal market conditions, the study shows an increase in loss allowances by 30 % - 

250 % for mortgage portfolios and 25 % - 60 % for non-mortgage portfolios. In the case of an 

economic downturn at the time of the adoption of IFRS 9, the study expects a jump in the 

loan loss reserves to the magnitude of 80 % - 400 % for mortgage portfolios and 50 % - 150 

% for non-mortgage portfolios. Beside quantitative insights, this study also offered qualitative 

insights into the anticipated implementation duration that participates expect. Some 

participants suggested that it would take three years to fully implement all the changes 

including a trial, and forecast that it would involve significant costs and effort. Most, however, 

did not provide any information about the expected time and cost efforts (IASB, 2013b). 

 

(ii) Study Two: Deloitte (Global IFRS Banking Survey) 

The second study regarding transitional effects on loss allowances by IFRS 9 was 

conducted by Deloitte, hereinafter also known as “Deloitte (Global IFRS Banking Survey)”. It 

was carried out among 54 global banks, including 14 systematically-important financial 

institutions27, in 2014 (Deloitte, 2014a). Other than the IASB fieldwork, Deloitte categorises 

the effects on loan loss reserves over the following portfolios: “mortgages”, “SME28”, 

“corporate”, “other retail” and “securities”. Deloitte’s study does not provide any further 

specifications for these categories.  

 

                                                
27

 These financial institutions are defined as systematically-important by the financial stability board 
(Deloitte, 2014a). 
28

 Small and medium-sized entities.  
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Findings from this paper show that loan loss reserves are expected to increase in the 

transition-year, in comparison to current IAS 39 requirements, by between 1 % - 50 %29 for 

mortgages, SME, corporate, other retail and securities as 54 %, 57 %, 57 %, 56 %, 41 % of 

the participants anticipate respectively for each portfolio. 27 %, 14 %, 13 %, 17 % and 46 % 

of participants anticipate no change to current loan loss reserve figures respectively, 

representing the second highest estimate within the study. Contrary to that, 16 % 

(mortgages), 18 % (SME), 17 % (corporate), 10 % (other retail) and 0 % (securities) of 

participants expect an increase of at least 50 % or above in their loss allowances. The 

remaining participants, 3 % (mortgages), 11 % (SME), 13 % (corporate), 3 % (other retail) 

and 13 % (securities), anticipate a smaller amount of credit loss reserves than under the 

current IAS 39 standard for the named asset classes.  

 

(iii) Study Three: Deloitte (Europe / Canadian) 

Deloitte also conducted another study in 2014 based on a simulation of expected transitional 

effects30 on loan loss reserves among 16 participating banks and financial institutions from 

Europe and Canada (Deloitte, 2014b). This study, which hereinafter is also known as 

“Deloitte (Europe / Canadian)”, provides evidence about the effects on loss allowances in the 

following business fields: “Corporate”31, “retail”32, “SME”33 and “specialised lending”. The 

business segment “retail” includes mortgage portfolios, which are separately listed by other 

studies. Deloitte’s findings suggests that loan loss reserves will increase by 17 % 

(corporate), 13 % (retail), 104 % (SME) and 74 % (specialised lending) respectively in the 

year of change (2014b). 

 

Comparisons between the “old” IAS 39 and the new IFRS 9 accounting approach within 

section 2.5 outlines that this unprecedented standard change will have significant effects on 

key financial ratios. This is caused by the material effects on banks’ capital, profit and 

financial asset values. It also unveils that measuring the magnitude of these effects is 

difficult, due to several significant management judgements involved, thus opening the door 

                                                
29

 This study originally defines the scale from 0 % to 50%, but with reference to the already 
separately-existing category predicting that there will be no change, the author assumes the minimum 
change to be at least 1 %.  
30

 Only portfolios which have already required a loss allowance under IAS 39 have been included 
(Deloitte, 2014b). 
31

 The business segment “corporate” encompasses credit products like long-term products, i.e. 
greater than five years, loans for corporate investments, and liquidity management, i.e. short-term 
loans to secure the liquidity of an entity (working capital) as well as other portfolios (Deloitte, 2014b). 
32

 The business segment “retail” encompasses loans, credit cards, mortgages and other portfolios 
(Deloitte, 2014b). 
33

 The business segment “SME” encompasses credit products for SME, liquidity management for 
SME and other SME portfolios (Deloitte, 2014b). 
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for analysts’ deterring earnings management. Ultimately, these insights underline the 

significance of the research hypotheses for this study, as material effects are expected 

because of this new standard on analysts’ forecasts.  

 

2.6 Literature Conclusion 

In summary, previously-gained insights have attempted to bolster the objectives of this work 

by unveiling the relevance of new accounting information and accounting changes to 

analysts when making their forecasts. The literature review conveys the perception from 

scholars that a change in accounting standards has negative effects on analysts’ forecast 

accuracy in periods before a change, and this could get even worse if highly-complex 

information is involved, which is the case with IFRS 9. In addition, the literature shows that 

analysts do revise their earnings forecasts when new information emerges that can have 

impacts on their short-term earnings forecasts. Given the fact that IFRS 9 could become 

applicable for the fiscal year 2015, this seems to be true. Overall, this raises the question 

about the role that the impairment change from IAS 39 to IFRS 9 plays in analysts’ current 

forecasts on banks in Europe. It also raised the questions about whether analysts are aware 

of and have properly incorporated the effects related to this impairment. If they have done 

so, significant reactions on financial markets are expected in the near future due to the 

important role that analyst forecasts play in financial markets. The following chapter sets the 

framework for examining these questions.  
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CHAPTER THREE: Methodology 

 

3.1 Methodology Introduction  

The main purpose of this research is to investigate and analyse analyst forecasts in terms of 

their accuracy and revision behaviour. Specifically, these factors are examined in relation to 

the change in impairment method for financial instruments coming alongside the accounting 

change from IAS 39 to IFRS 9, with conclusions about the role this change plays in their 

current forecasts. In doing so, Creswell (2009) claims that it is essential to set up a research 

design representing a plan of how the research, as it relates to the research question and 

hypotheses, is going be realised. This requires making both multiple decisions and 

justifications as to why certain decisions about the research philosophy, approach, strategy 

and sample selection techniques have been made.  

 

In the following sub-section, this paper outlines and gives a rationale for the research design 

used to successfully produce a piece of comprehensive primary research. It also provides 

insights into how this data has been collected and discusses ethical issues and the 

limitations of this research. To remain consistent in research design, the subsequent sub-

sections follow the so-called ‘research onion’ approach as illustrated in Figure 5. 

 

 
 

Figure 5: The ‘research onion’ 

Source: (Saunders et al., 2012, p.128) 
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3.2 Research Design 

3.2.1 Research Philosophy 

Research philosophies are associated with the creation of knowledge in a particular field. 

According to Saunders et al. (2012), this could be done in the simplest form by finding 

answers to a specific problem, as is the case in this particular research. Research 

philosophies can be thought of in various ways, including epistemology, ontology or axiology 

points of view (Saunders et al., 2012).  

 

Epistemology determines what is seen by the researcher as “acceptable knowledge” 

(Saunders et al., 2012, p.128) within the research area. Saunders et al. (2012) splits 

epistemology into two main types of researcher and their way of thinking about the term 

‘acceptable knowledge’. On the one hand, there are ‘resource researchers’ who are 

concerned with facts and advocate a positivist stance. On the other hand, there are ‘feelings 

researchers’ who place emphasis on feelings and perceptions, and embrace a more 

interpretivist position.  

 

From an epistemological branch of philosophy, the research philosophy that suits best this 

underlying qualitative research is positivism. As set out in the literature review (Chapter 2), 

analysts usually tend to make less accurate forecasts in light of a looming accounting 

change, and revise their earnings forecasts if new information is perceived to affect their 

short-term earnings estimates. These insights support the positivism theory which claims 

that there are already theories which permit the deriving of hypotheses and the generation of 

knowledge by testing these hypotheses. This study assumes that an approach which 

incorporates some values of the author fails to provide new important insights alongside the 

observable facts i.e. in line with interpretivist approach (Saunders et al., 2012). 

 

Even more so than epistemology, ontology focuses on the question of how reality is seen by 

the researcher. It can be divided into two categories: objectivism and subjectivism. While 

objectivism denies that there is a connection between social phenomena and social actors, 

e.g. analysts, subjectivism sees them as a result of actions conducted by social actors 

(Saunders et al., 2012).  

 

Derived from the positivist approach, this researcher is not intending to investigate the 

motivations behind the actions of analysts, because real events, i.e. regular reports in the 

form of accounting data published by companies, presumably urges them to react towards 

accounting changes in the same way. Supposedly, analysts do incorporate different facts 



31 

and assumptions into their forecasts; however, in the end, they are bound by reality i.e. 

reported accounting figures, which are widely separate from analysts’ influence. Therefore, 

this study advocates from an objectivist stance within ontological thinking.  

 

The last mindset of philosophy is axiology, which investigates the researcher’s own 

judgements in the research process based on his or her values (Saunders et al., 2012). 

Saunders et al. (2012) state that a study enhances its creditability when the researcher is 

able to adequately express his or her own values. For this reason, the following should 

unveil the most important personal insights on the respective topic by the researcher.  

 

By choosing this topic, the researcher already provided some insights into what he sees as 

an important issue in the field of accounting and finance. The researcher thinks that analysts 

and investors should be provided with as much relevant and material information as possible 

regarding the current position and performance of a company, in order to make informed 

decisions. This means that independent, knowledgeable people can make sense of the 

current economic and financial situation of a company without being deceived, through 

looking at financial statements and analyst forecasts of that company.  

 

There are also some personal aspirations behind the choice of topic. As the researcher 

aspires to a future career in the area of accounting and finance, this topic is seen as an 

interesting, contemporary, relevant and suitable choice to apply to both the financial and 

accounting knowledge that the researcher has gained during his career thus far. The author 

sees himself as capable in conducting this kind of research because of his skills in 

accounting, auditing and finance acquired over the last couple of years, both theoretically as 

well as practically. Moreover, despite the fact that the researcher is more inclined towards 

direct interactions with people than anonymous interaction, the author has chosen a 

quantitative research design because the author thinks that this approach best fulfils the 

requirements of reliable and feasible research.  

 

3.2.2 Research Approach 

Saunders et al. (2012) distinguish between two approaches in research: inductive and 

deductive. While the deductive approach generates true conclusions when premises are set 

correctly, the inductive approach assumes that, based on observations, untested 

conclusions can nonetheless be wrong (Saunders et al., 2012). On one hand, Johnson and 

Christensen (2014) suggest that the inductive approach is best for studies where the 

researcher is inclined to investigate sample data regarding certain patterns in order to come 

up with a general explanation, i.e. theory. As the literature (Chapter 2) has proven, there are 
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already theories about the relationship between the variables of analyst forecast accuracy 

and accounting changes, as well as the relationship between analyst forecast revision 

behaviour and new relevant accounting information; as such, an inductive approach does 

not seem to be applicable. On the other hand, a deductive approach would suit those 

research studies aimed at observing results using new empirical data for cases when the set 

hypothesis is proven right, or would fit with aims to prove a theory wrong (Johnson and 

Christensen, 2014). Thus, the deductive approach better fits this research because pre-

existing theories permit testing of hypotheses derived for new situations such as that which 

IFRS 9 creates, and allows for description of the causal relationship between variables.  

 

3.2.3 Research Strategy 

Saunders et al. (2012) considers the research strategy as a plan of how to realise the 

research question. Considerations like the magnitude of knowledge currently available about 

the topic should be addressed in this plan (Saunders et al., 2012). As discussed above, a lot 

is known about the effects of accounting changes on analyst forecast accuracy and of new 

information on analysts’ forecast revision behaviour. Therefore, the research strategy is to 

conduct quantitative research.  

 

The collection method which seems to best answer the research question is a ‘case study’. 

Case studies are seen as useful when holistically testing whether a certain theory applies to 

a particular complex phenomenon in a real-life situation for a limited number of samples 

(University of Southern California Libraries, 2015). This approach applies to this research 

because, even if a theory regarding the relation between accounting changes and analyst 

forecast accuracy or new information and analyst forecast revision behaviour has been 

established, to the authors knowledge, nothing is actually known about the effects of the new 

IFRS 9 accounting standard on analysts’ forecast revision behaviour as well as forecast 

accuracy prior to the accounting change. A premise for conducting a case study is that the 

research must be contemporary. This is because this method relies on current observations 

of events (Yin, 2009). Such topicality is provided by this study due to the fact that the 

accounting standard change which becomes effective in 2018 at the latest can be applied 

earlier, and therefore might already be applicable for the 2015 fiscal year for which analysts 

are already making forecasts. With the limitations of particular company financial statements 

in Europe for 2014, and analyst forecasts of EPS and credit risk for the forecasting period 

2015 until 2018 at the latest, boundaries of the real-life context are established. Usually, 

case studies are furthermore based on multiple resources of a qualitative and quantitative 

nature. Yin (2009) however suggests that case studies can also explicitly rely on quantitative 

evidence. This is the case in this study, which draws upon archival data from financial 
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statements of banks in Europe and from respective analyst forecasts and estimates of 

specific figures. Besides that, Zucker (2009) claims that case studies can be designed to 

either focus on an extraordinary or unique case (single case study) which will be examined, 

or on various comparable cases (multiple case studies), with the aim of forecasting likewise 

results. Within this research paper, a multiple case study design has been chosen, reflected 

by its focus on several banks.  

 

Furthermore the literature distinguishes between three types of case studies: explanatory, 

exploratory and descriptive. ‘Explanatory case studies’ aim to explain causal relations, 

whereas ‘exploratory case studies’ hope to shed light on situations that do not have clear 

outcomes (Yin, 2009). Finally, as outlined in Yin (2009), ‘descriptive case studies’ are most 

suitable when trying to describe relationships between an event and its context, which are 

usually too complex to be examined within a survey, for example. Because IFRS 9 succeeds 

what is currently the most complex standard among all IFRS standards (IAS 39), a 

‘descriptive case study’ seems to be the right choice as a data collection tool to generate a 

greater understanding of the role that prospective impairment method change will have and 

its influences on analyst forecasts.  

 

3.2.4 Sampling - Selecting Entities and Forecasts  

According to Freedman (2004), the more representative a sample, the less subjectivity and 

hence bias it includes. As a census is not possible, sampling techniques become important. 

Saunders et al. (2012) distinguished between two kinds of sampling techniques: probability 

and non-probability sampling. A fair representation of a population can be best achieved by 

choosing a probability sampling method to select a sample (Freedman, 2004). However, 

Saunders et al. (2012) also noticed that, in particular for case studies, probability sampling 

might not be viable for answering the research question or gaining an in-depth 

understanding of the role that IFRS 9 impairment rules play in current analyst forecasts as 

aspired to under sub-section 3.2.3. For this reason, the non-probability sampling technique 

of ‘homogeneous sampling’ and thus, a more subjective sampling technique has been 

chosen.  

 

‘Homogeneous sampling’ is categorised by Saunders et al. (2012) as a purposive sampling 

technique, because samples are knowingly chosen by the researcher himself rather than 

being picked in the context of a statistical procedure. This seems justified because it can be 

assumed that the researcher best knows which samples serve the research question. As 

such, in particular, ‘homogeneous sampling’ is concerned with investigating sample 
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members that are similar. Since members within this research are banks in Europe 

preparing their financial statements in accordance with IFRS and hence are obliged, for 

example, to publish EPS figures according to the definition under IAS 33, as well as the fact 

that analyst make forecasts for these companies, the criteria of member similarity can be 

seen as achieved. This allows for a more in-depth understanding of the case and unveils 

differences between banks (Saunders et al., 2012).  

 

As mentioned previously, the focuses for this research are (i) banks preparing their financial 

statements in accordance with IFRS in Europe and (ii) analysts covering these banks when 

making EPS and credit risk forecasts. Appendix 1 provides a ranking of the largest banks34 

in Europe by total consolidated assets who have prepared their 2014 financial statements in 

accordance with IFRS. This list can be compiled by investigating the 2014 financial 

statements of each of bank in relation to their disclaimers stating which GAAP the bank has 

used when preparing their financial statements. From this ranking, the largest five banks 

have been chosen because the accounting change is expected to have the greatest impacts 

on their balance sheets; hence stronger impacts are anticipated on analyst forecast revisions 

for these companies. Moreover, the literature (sub-section 2.3) claims that the larger the 

bank, the higher the disclosure quality. As such more analyst forecasts are available due to 

more analysts’ following, permitting the collection of more reliable data. The following banks 

have been selected for this case study: Barclays plc35, BNP Paribas Group36, Credit Agricole 

S.A.37, Deutsche Bank AG38 and HSBC Holdings plc39. The accounting year for all of these 

companies ends on the 31st December. Based on the research objectives of this study, data 

saturation is expected to be reached at a sample size of five banks when conducting in-

depth investigations.  

 

Moreover, derived from the hypotheses, there are two items required from analysts working 

on forecasts on these banks: EPS forecast revisions and credit risk, as well as EPS 

forecasts.  

 

 

                                                
34

 This ranking draws on the list of 120 “significant supervised entities” defined by the ECB (2014), 
excluding those banks which are not preparing their financial statements in accordance with IFRS or 
where the parent company is not located within the EU, leaving 72 remaining companies. In addition, 
there are banks from Denmark, Norway, Sweden, Switzerland and UK because they have not been 
included before by the ECB but are assigned in this study to Europe, adding up to in total 87 entities.  
35

 Hereinafter also known as Barclays. 
36

 Subsequently also referred to as BNP Paribas. 
37

 Used with Credit Agricole interchangeably.  
38

 Hereinafter referred to as Deutsche. 
39

 In the following, used synonymously with HSBC. 
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(i) Sample Selection for Hypothesis 1 

Firstly, based on publically-available data from the website 4-traders.com40, monthly EPS 

forecast revisions have been selected for the period July 2014 until July 2015, from analysts 

making estimates for the 2015 and 2016 fiscal years. Therefore the following quotes have 

been consistently used in this work: HSBA (HSBC), BARC (Barclays), DBK (Deutsche), BNP 

(BNP Paribas) and ACA (Credit Agricole).  

 

This time period has been chosen in order to test whether in August 2014, after the 

publication of IFRS 9 on 24th July 2014, i.e. immediately41 after the announcement, 

significant analyst EPS revisions occurred that can be associated with the change in 

impairment rules. Moreover, as the literature (Sub-section 2.3) has proven, it is expected 

that analysts would revise their forecasts within this time period when they expect that the 

new standard will have affect their short-term forecasts. Similar to a study by Peek (2005), 

short-term forecasts are defined as forecasts that are published no further away than one 

year from the predicted date. This means that forecasts for 2015 figures should be revised 

for each bank between January 2015 and July 2015 when new relevant information for EPS 

forecasts is available. Since this accounting standard change can presumably be applied for 

the 2015 fiscal year at the earliest, and given the projected significant impacts on EPS 

forecasts drawn from the literature review (sub-section 2.5.4), it is expected that analysts’ 

will significantly revise their forecasts for 2015. In addition, scholars have also documented 

that when analysts’ short-term EPS forecasts are affected by new information, they already 

price this information into their long-term forecasts42. This would mean that given the 

uncertainty about the actual adoption date of the standard, analysts’ 2016-2018 forecasts 

are affected by significant revisions as well. Due to limitations in data availability, the only 

long-term forecast period observed in this paper is for 2016. The database used for analysts’ 

forecast revisions can be gathered from Appendix 2. Information about changes in forecasts 

is used in the subsequent chapter for testing the first hypothesis.  

 

(ii) Sample Selection for Hypothesis 2 

Secondly, analysts’ credit risk and EPS forecasts have been collected based on yearly 

unadjusted analyst consensus forecasts from selected websites and equity research reports. 

Because of the fact that analyst forecasts are constantly changing, a snapshot of the current 

                                                
40

 See table in Appendix 2 for more details about this source.  
41

 Analysts release their forecasts already at the beginning of the month, i.e. information that came up 
in July 2014 is incorporated by the earliest into forecasts published in August 2014.  
42

 Long-term EPS forecasts are defined in this study as forecasts where the future predication date is 
further away than one year from the release date of analysts’ forecasts.  
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situation of analyst forecasts on 7th August 2015 has been taken. In order to make sure that 

analysts had the latest financial statements, i.e. 2014 data available when making their 

forecasts, this study solely includes forecasts announced after the 31st December 2014. It is 

not expected that analysts who made earlier forecast, made less accurate estimates than 

those ones who issued their forecast later this year, unless banks have already briefed 

analysts about possible effects of the change on their forecasts because the announcement 

of IFRS 9 was already made in July 2014. In case of a briefing by companies, later forecasts 

are expected to be more accurate. During the time period in which the research was 

conducted, there have been no signs that analysts have already been briefed by companies 

regarding IFRS 9 and hence an equal accuracy over the period is assumed. A list of all 

forecasts collected is attached to the Appendices (Appendix 3 and Appendix 4). Due to 

limited data availability, only forecasts for the years 2015-2017 for credit risk for three43 of 

the five banks has been taken into account in this study, as can be gathered from the 

summary in Table 1. Within Chapter 4, these consensus forecasts are tested with reference 

to their accuracy in line with the second hypothesis.  

 

In contrast to this, there is enough data given for almost44 all banks to examine EPS 

forecasts over the suggested time horizon of 2015 until 2018, in which it is expected that 

analysts have already priced in transitional effects. The descriptive statistics in Table 2 

present the mean, standard deviation (stdv), median and maximum and minimum of analyst 

EPS forecasts over various consensus forecasts from different websites and equity reports 

per bank and per forecast year. Thereafter, the mean and median data is subsequently used 

when testing analysts’ forecast accuracy in relation to the anticipated changes in impairment 

rules in the context of the second hypothesis. Table 2 also points out that the further out the 

forecast date, the fewer the number of analysts making estimates and hence the less robust 

the forecasts. This could become an issue when interpreting the findings. The insight can be 

inferred from the variable Coverage listing the number of analysts making forecasts for the 

respective bank for any particular year. 

 

                                                
43

 There are no publically-available forecasts for 2017 for Deutsche and BNP Paribas in particular and 
for 2018 in general. This fact is hereinafter noted with n/a. Moreover, forecasts of credit risk are not 
publically available at all for Barclays and Credit Agricole. 
44

 There are no publically-available forecasts for 2018 for BNP Paribas. This fact is hereinafter noted 
with n/a.  
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Table 1: Analysts' credit risk forecasts for fiscal years 2015 - 2017 

Source: Own representation  
 

 

Table 2: Analysts' EPS forecasts for fiscal years 2015 - 2018 

Source: Own representation  
 

3.3 Research Ethics 

This paper explicitly relies on publically-available data from analysts, as well as financial 

statements of banks, both of which are free to use. Therefore, consent from participating 
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banks as well as from analysts is not necessary. Moreover, the studies on which this 

research is based are publically accessible, allowing a repetition of this research at any time. 

However, although this study is less prone to ethical dilemmas such as anonymity or 

confidentiality which are frequently encountered when humans are involved in the research 

process, the chosen research design leads to some ethical concerns. Firstly, the sample 

selection poses an ethical issue which must be addressed. It is biased because of the 

reliance on judgements made by the researcher. Therefore, a ranking has been created to 

ensure that the bank selection process adhered to objective, understandable criteria (see 

Appendix 1). Furthermore, multiple companies, as well as analyst forecasts from various 

websites and equity research reports, have been chosen in order to limit bias. Secondly, 

misrepresenting the collected data can also be seen as an ethical issue that the researcher 

has addressed by providing the computations and assumptions used within the case study 

approach, in order to allow for a reproduction of the research.  

 

Furthermore, there are several ethical stances a researcher can take on a research issue. 

This researcher refrains from the situational ethical stance which is also known in the 

literature as “the end justifies the means” (Bryman and Bell, 2011, p.124). The author rather 

advocates for the ethical stance of “universalism” and therefore respects ethical boundaries 

in this research, upholding the trustworthiness that research has established over the years.  

 

3.5 Limitations of Methodology  

There are numerous limitations faced by the researcher in undertaking this study. Firstly, the 

research needed to be finished within three months, thus limiting the extent to which the 

researcher was able to conduct primary research. To optimise the time available, a research 

timetable (Appendix 5) was created, adherence to which would enable efficient time 

management.  

 

Secondly, because of the forward-looking nature of this research, this study is based on 

estimates made by the researcher about, for instance, the transitional effects of IFRS 9 

impairment rules on banks, the earliest application date of the new standard for banks, as 

well as assumptions made in the research about forecasts based on publically-available data 

from banks’ financial statements. As such, it is biased by subjective judgements. This could 

cause a non-consideration of crucial data (University of Southern California Libraries, 2015). 

For this reason, the research has gained an in-depth understanding of IFRS 9 impairment 

rules on banks’ financial statements as expounded in the literature review, and included 
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sensitivity analysis within this research to test the robustness of findings and finally limit the 

impact of these issues on the research findings.  

 

Moreover, there is no certainty that these assumptions actually become true in the future. By 

grounding the assumptions on recent academic studies as well as disclosure from 

companies and regulators during the time the research was conducted, the researcher aims 

to minimise inaccuracies and subjectivity. To address these issues the author also seeks for 

rival explanations throughout the research process.  

 

As the sample does not represent an entire population, there are inevitably errors produced 

by default when extrapolating from this data. The literature distinguishes two kinds of errors: 

“sampling error (“random error”) and non-sampling error (“systematic error” [or bias])” 

(Freedman, 2004, p.2). Random errors arise when the sample size is not heterogenic 

enough due to an unfortunate accident. In contrast to random errors, systematic errors are, 

for example, mistakes in the selection phase for certain groups, leading to an exclusion of 

particular objectives from the sample (Freedman, 2004). Due to the fact that the sampling 

technique of ‘homogeneous purposive sampling’ has been chosen, it is very likely that this 

sample does not represent the population at large. Yin (2009) states that case studies are 

only generalisable to “theoretical propositions [but] [...] not to populations and universes” 

(Yin, 2009, p.15). Interpretations might therefore be limited only to that particular case. The 

researcher addresses this issue by observing multiple companies which in turn should 

eventually enhance confidence in the findings. There are also non-sampling errors caused 

by the researcher himself when, for example, interpreting findings due to bias caused by the 

researcher’s values (University of Southern California Libraries, 2015). As a consequence, 

this research is limited by a biased sampling method and personal values and judgements. 

However, the researcher has attempted to minimise the effects of these as much as possible 

by enhancing his own awareness of these issues and through a thorough documentation of 

the research process.  

 

Finally, the limited availability of data represents a major issue faced throughout the 

research process. By considering proxy variables and making reasonable assumptions, the 

researcher attempted to cope with this problem; ultimately, however, this paper is limited to 

publically-available information. 
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3.6 Methodology Conclusion 

By means of quantitative research in general and a case study in particular, selected 

samples have been collected to gain insights into the role that IFRS 9 impairment change 

plays in analysts’ current forecasts. Findings of this research are discussed in the following 

chapter.  
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CHAPTER FOUR: Data Analysis/Findings 

 

Once data has been collected, it needs to be analysed. Johnson and Christensen (2014) 

state that quantitative research creates value by gathering numerical data. The first sub-

section (4.1) within this chapter explains the researcher’s steps and the assumptions made 

when estimating credit risk and EPS figures. This sets the basis for the subsequent analysis. 

Under sub-section 4.2, the researcher draws attention to certain patterns in analysts’ 

forecast revision behaviour that can be identified by testing the first hypothesis. Afterwards, 

testing the second hypothesis, the analysts’ EPS and credit risk forecasts are scrutinised in 

terms of the correct incorporation of impairment rules in their forecasts and their resulting 

accuracy (4.3). Ultimately, a conclusion from the investigated data is drawn by describing the 

relationship between the change in impairment rules, analyst forecast revision behaviour, 

and forecast accuracy. The objective of all these procedures is to evaluate the awareness as 

well as the understanding of analysts about the impairment method change, and as a 

consequence, what role it currently plays in analyst forecasts. 

 

4.1 Researcher’s Forecasts  

The first and most important step for this research is the creation of independent forecasts 

that are required in order to assess analyst forecasts accuracy (testing the second 

hypothesis) and answer the overall research question. All further research steps are built 

upon the insights gained from the researcher’s own estimates. Forecasts have been made 

for two items - credit risk, and EPS - for each of the five examined banks and for all forecast 

years where analyst forecasts were available (see sub-section 3.2.4).  

 

The core assumptions that have been made to devise with the researcher’s own estimates 

are the following:  

 

(i) Assumptions about the Variables that Best Represent the Impact of the IFRS 9 

New Impairment Rules on Banks’ Loss Allowances  

As grounded studies (IASB (2013a, 2013b), Deloitte (2014a, 2014b)) refer to the loss 

allowances of banks, it would clearly be best to create forecasts based directly on loan loss 

reserves. However, due to the limitations of publically-available information, recreating a 

financial statement for banks with changes in loss allowances is not possible, as this position 

consists of various items (e.g. loan loss provisions, acquisitions & disposals, unwinding of 

discount, amounts written off, recoveries, etc.).  
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For this reason, the proxy variable of “credit risk” has been chosen to reflect the loss 

allowances of banks and therefore determine those banks’ exposed credit risk. On one 

hand, this variable probably overestimates the impacts concluded within the three studies on 

loss allowances. This is because when an increase in the loan loss reserve has been 

noticed, it already includes loan loss provisions which are offset by recoveries and hence the 

credit risk figure is anticipated to be higher than the change in the loss allowance figure. 

Moreover, the income position credit risk not only refers to loans; it also includes other 

positions such as provision charges, releases for loan commitments and financial 

guarantees or impairment charges from AfS debt instruments. 

 

On the other hand, as these three studies refer to particular portfolios, “mortgage” / “non-

mortgage” (IASB, 2013a; IASB, 2013b) or businesses “SME” / “Corporate” / “Retail” / “Other 

retail” (Deloitte, 2014a; Deloitte, 2014b), which are not easily distinguishable to company 

outsiders because of the limitations to publically report business by each company, these 

allowances seem to be justified. By focusing on credit risk, this allowance has been taken 

into account and is, for simplification purposes, assumed to offset contrary effects.  

 

Subsequently the researcher presupposes that the income statement credit risk position, for 

each bank, reflects changes in loss allowances for banks expected, in each study, to happen 

with the application of the new IFRS 9 impairment rules. Furthermore, it is also assumed that 

the results from these three studies (providing evidence about transitional effects of the 

impairment change on banks’ loss allowances) apply to other income statement items within 

credit risk that are affected by the change in impairment rules, but are not loans, i.e. financial 

guarantees, lease commitments and debt instruments assigned to the IFRS 9 category 

FVOCI. This seems justified because all these items can apply the general impairment 

approach rooted in IFRS 9.  

 

(ii) Assumptions about the Assigning of Banks’ Businesses to these Studies 

Portfolios and Businesses  

The table in Appendix 6 provides an overview over the assignations of business, for each of 

the five banks, to portfolios and businesses as described in the three aforementioned 

studies. These classifications have been made by the researcher based on publically-

available information from financial statements of the banks where a brief activity description 

is available. Businesses are denoted with n/a (not applicable) where the author expects that 

the businesses are not affected by the new impairment rules. 
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(iii) Assumptions about the Classification of Financial Instruments after the 

Change in Rules 

Due to the fact that the accounting change from IAS 39 to IFRS 9 will not only change the 

impairment method, but also the classification of financial instruments representing the basis 

of testing whether a financial instrument requires an impairment test or not, assumptions 

about future classifications of financial instruments become necessary. In general, it is first of 

all assumed that the fair value option will not be chosen for financial instruments where, 

initially, the criteria for the category ‘Amortised Costs’ (AC) have been met.  

 

Fair value option (FVO) 

With the FVO, IFRS 9 offers companies the possibility to relocate financial instruments from 

categories measuring them at amortised costs, i.e. LaR and HtM, into categories measuring 

them at fair value, i.e. FVtPL, at the time of the accounting change. The idea behind this 

option is that companies can reduce existing accounting mismatches which have occurred 

because of the incongruence between the recognition value (fair value) and subsequent 

measurement of financial instruments enhancing the complexity of information. 

 

Secondly, it is presumed that all financial assets held within the IAS 39 category “LaR” or 

“HtM” meet the recognition criteria for the category AC. Even though other categories 

(FVOCI and FVtPL) can theoretically fulfil the recognition criteria, it seems more likely that 

most of the financial instruments in “LaR” and “HtM” are classified as AC.  

 

IFRS 9 category “AC”  

Preconditions for the allocation of debt instruments to the IFRS 9 category AC are that the 

cumulative financial instrument fulfils the criteria of (1) being steered on a contractual yield 

basis, (2) inherit basic loan features which are solely based on principal and interest 

contractual cash flows, as well as (3) being held within the company’s business model with 

the purpose of collecting contractual cash flows, and (4) that the FVO has not been chosen 

(KPMG, 2014). 

 

IAS 39 category “LaR” and “HtM”  

Debt instruments are assigned to LaR when they are “non-derivative financial assets with 

fixed or determinable payments that are not quoted in an active market” (IAS 39.9) and are 

not held for the purposes of disposal in the near future. Moreover, the FVO must not have 

been chosen on the recognition date (IAS 39.9). Financial instruments in HtM only differ from 

LaR in the fact that they are quoted in an active market. 
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Thirdly, even though a reallocation of debt instruments within the IAS 39 category “AfS” to 

the IFRS 9 category AC is possible, the researcher assumes that these will be assigned to 

FVOCI because this category includes financial instruments that have originally not met the 

criteria for “LaR” and “HtM”, and financial instruments where the intention has changed to 

now not hold them until maturity. As such, they are seen to fulfil the FVOCI criteria to be one 

part managed debt instruments to collect contractual cash flows and one part objects held 

for sale. Moreover, equity instruments within “AfS” are subsequently not subject to the 

impairment rules of IFRS 9 and thus are not further addressed.  

 

IFRS 9 category “FVOCI”  

Debt instruments are assigned to the FVOCI category when they are “held in a business 

model in which assets are managed both in order to collect contractual cash flows and for 

sale” (KPMG, 2014, p. 13). Moreover, it is as already in the category AC, required that 

financial instruments fulfil the criteria of (1) being steered by a contractual yield basis and (2) 

inherit basic loan features which are solely based on principal and interest contractual cash 

flows (KPMG, 2014). Possible equity instruments within FVOCI for that irrevocably on initial 

recognition an assignation to this category has been chosen, are not subject to impairment 

rules under IFRS 9 (KPMG, 2014). 

 

IAS 39 category “AfS”  

This category represents a compound item for all debt and equity instruments (excluding 

derivatives) that are not assigned to LaR, HtM or FVtPL because they do not fulfil the 

recognition criteria of any of these (IAS 39.9). 

 

Fourthly, for simplification purposes, financial guarantees and loan commitments are 

assumed to have the same relationship to impairment charges, i.e. percentages of 

impairment charges, as financial assets held within AC and FVOCI under IFRS 9.  

 

(iv) Assumptions about the Treatment of Lease Agreements under IFRS 9 

Operating lease agreements in the sense described under IAS 17 are, for practical 

purposes, assumed not to be subject to the new impairment rules under IFRS 9. Moreover, 

the author presumes that the general impairment approach under IFRS 9 will be chosen by 

banks for financial leases.  

 

Lease agreements under IFRS 9 

As already depicted under sub-section 2.5.2, a simplified approach can be applied for lease 
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receivables. In the end, however, it is up to the company itself to measure their loss 

allowance either based on the general impairment approach, i.e. similar to financial 

instruments assigned to AC and FVOCI, or on the basis of lifetime expected credit losses 

(KPMG, 2014). 

 

(v) Assumptions about Changing Variables 

When making his forecasts, the researcher’s main focus was on the banks’ financial 

statement positions, which are likely to change because of the prospective impairment 

method change. Therefore, all other positions, besides those affected by the impairment 

change, are expected to be unchanged for all forecast years. However, there is one 

exemption to that rule. To minimise the influences of previous absolute tax expenses on 

results reflected by the net income figure, i.e. EPS, a more dynamic approach has been 

chosen. Tax expenses for each bank and forecast year have been computed based on the 

percentage of tax expenses to profit before tax (PBT) in the fiscal year 2014, unless 

otherwise stated. This percentage is 0% in cases where banks’ PBT falls into negative 

territory, due to the material predicted effects that the change in impairment rules would 

have on bank income statements.  

 

The positions in the latest annual financial statements, i.e. 2014, that would generally be 

affected by changes in impairment rules from IAS 39 to IFRS 9, are detailed below. 

 

On the debit side of the banks’ balance sheets, positions such as financial instruments 

assigned to the IAS 39 category LaR and HtM, and their respective loss allowances, will be 

affected. Financial debt instruments held within AfS are also affected because of their 

supposed assignation to the IFRS 9 category FVOCI.  

 

On the credit side, equity positions such as non-controlling interest (NCI), OCI and retained 

earnings, as well as liability positions such as provisions, are subject to change at the time of 

the accounting change. These positions contain important information because they allow for 

more purposeful gathering of data from banks’ financial statements, and distinguish between 

items that do and do not change due to the impairment change within the income statement 

credit risk position. Moreover, these insights are paramount when framing the composition of 

EPS figures which in turn influences the researcher’s own estimates.  

 

Within the income statement, the position most likely to be affected by the accounting 

change is credit risk. This position, however, typically includes various other items such as 
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provision charges, releases for loan commitments and financial guarantees, impairment 

charges from AfS debt instruments, reversals of provisions and impairment losses, loan loss 

provisions, etc. Where it is presumed that positions within ‘credit risk’ will be directly affected 

by the prospective accounting change, expected minimum and maximum increases45 in loss 

allowances assumed for each business of the banks46 are applied for each of these 

businesses respectively. All other positions within credit risk are deemed to remain the same 

as in the fiscal year 2014 for all forecast years.  

 

In all cases, a detailed breakdown of the credit risk figure per business and component was 

not available through the banks’ financial statements, although banks do disclose their group 

credit risk figure split over all their businesses47. Therefore, based on the relationship 

between the credit risk figure per business and group credit risk total for 2014, certain 

percentages have been applied. The researcher assumes that all components within the 

credit risk figure that is available on a group basis are distributed over all businesses in 

accordance with these percentages.  

 

To come up with an EPS figure, it is also essential to determine both the net income 

attributable to ordinary equity holders of the parent company, and the weighted average 

number of shares outstanding. Since all companies preparing their financial statements in 

accordance with IFRS must adhere to the requirements stated in IAS 33, the consistency in 

the composition as well as the calculation of this number is provided for the 2014 fiscal year. 

For simplification purposes, the researcher assumes that the reported weighted average 

number of shares outstanding at the end of fiscal year 2014 remain the same in subsequent 

forecast years.  

 

In contrast, the computation of the net income attributable to the respective banks’ 

shareholders requires knowledge about the NCI share of the group. Within this dissertation, 

the NCI share of net profit is assumed, for almost48 all forecast years, to be a constant 

percentage of net income attributable to NCI divided by the group’s total net income. In 

some cases, the net income attributable to ordinary equity holders of the parent company 

might be affected by other items, for example “after-tax amounts of preference shares 

                                                
45

 Deloitte (Europe / Canadian) study does not offer a minimum-maximum range of possible 
transitional effects from IFRS 9 impairment rules; hence there is only one manifestation.  
46

 The links between the banks’ businesses and categories within the three aforementioned studies 
have already been discussed in connection with Appendix 6. 
47

 Sometimes companies use names other than credit risk for this position. Therefore, terms like 
“credit impairment charges and other provisions” or “loan impairment charges and other credit risk 
provisions” are used interchangeably within this study.  
48

 Due to observations made for the profit attributable to NCI for Barclays over the fiscal years 2013 
and 2014, the author has chosen a fixed figure to apply as the profit attributable to NCI. 
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classified as equity” (IAS 33.12) or repurchased preference shares “under a company’s 

tender offer to the holders” (IAS 33.16), that should be deducted from the net income 

attributable to banks’ shareholders. The researcher assumes that these items are computed 

in the years that follow based on the same percentage weighting, i.e. the particular item not 

belonging to net income attributable to ordinary shareholders of the parent divided by the 

group’s net income, as it was in the fiscal year 2014. 

 

Furthermore, it is already known that the macroeconomic situation has an impact on a 

bank’s loan loss reserve. The rationale for this is that in an economic downturn (upturn), a 

bank’s credit risk is expected to increase (decrease) and with it, loan-loss charges. In order 

to explain certain analysts’ trends in credit risk and EPS forecasts, changes in the gross 

domestic product (GDP) for each forecast year have been reflected in the respective EPS 

and credit risk figures. The GDP growth rate is based on estimates made by the IMF (2015) 

by using constant prices for the European Union. The IMF expects GDP, over the time 

horizon 2015 until 2018, to be as follows: +0.45% (2014/2015), +0.10% (2015/2016), -0.04% 

(2016/2017) and -0.03% (2017/2018).  

 

The primary data for all five cases, i.e. the information utilised from banks’ 2014 financial 

statements, and assumptions made when categorising certain financial statement positions 

in order to construct forecasts, can be found in the appendices for each bank (Appendix 7 – 

Appendix 11).  

 

(vi) The Researcher’s Forecast Results 

After applying all these documented steps, the results, which are summarised in Table 3 for 

Credit Risk and Table 4 for EPS, have emerged. The results are divided into three studies 

and range from minimal (𝐶𝑅𝑜𝑖𝑡
𝑚𝑖𝑛 / 𝐸𝑃𝑆𝑖𝑡

𝑚𝑖𝑛 )  to maximal (𝐶𝑅𝑜𝑖𝑡
𝑚𝑎𝑥 / 𝐸𝑃𝑆𝑖𝑡

𝑚𝑎𝑥 )  expected 

transitional impacts caused by the change in impairment methods on credit risk and EPS 

figures respectively. Derived from this range, average numbers have been computed 

(𝐶𝑅𝑜𝑖𝑡
𝑚𝑒𝑎𝑛 / 𝐸𝑃𝑆𝑖𝑡

𝑚𝑒𝑎𝑛 )  which, together with numbers from the variable 𝐶𝑅𝑜𝑖𝑡
𝑚𝑖𝑛  and 𝐸𝑃𝑆𝑖𝑡

𝑚𝑖𝑛 , 

are used for testing the second hypothesis, i.e. whether analysts have already accurately 

incorporated at least minimal transitional effects expected by any of the studies to be caused 

due to the upcoming change in impairment rules.  

 

In contrast to other studies, this dissertation defines the forecast accuracy between the 

researcher’s forecasts and the analysts’ forecasts with respect to a particular future event - 

not between reported figures and analysts’ forecasts. There are no guarantees that the 
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researcher’s own predictions will accurately reflect future reported values, but by allowing for 

reasonable deviations from his own forecasts, the researcher allows for some control of 

estimating errors within the empirical results. This thereby enhances the creditability of the 

findings of this study. One potential positive effect of measuring forecast accuracy in the way 

described is that it can offer analysts more valuable information for their forecasting 

processes, and as a consequence, enhance the practical value of academic research.
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Table 3: The researcher’s credit risk forecast results for the years 2015 until 2017 

Source: Own representation  
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Table 4: The researcher’s EPS forecast results for the years 2015 until 2018 

Source: Own representation 
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4.2 Hypothesis 1 

Within this sub-section, the researcher investigates whether the announcement about IFRS 

9 by the IASB has led to significant analyst EPS forecast revisions within the post-

announcement period, thereby addressing the first hypothesis. 

 

Table 5 reveals the number of significant analyst EPS forecast revisions, expressed by the 

variable SigChg, for the forecast periods 2015 and 2016, for the banks HSBC, Barclays, 

Deutsche, BNP Paribas and Credit Agricole. The observation period was from July 2014 

until July 2015, compromising of 13 months (n). A significant forecast revision is assumed 

when the change in monthly EPS forecast is equal or greater than +/- 10% of the previous 

monthly EPS forecast. Derived from SigChg, the dummy variable (t) indicates whether 

significant revisions have happened in August 2014, i.e. immediately after the 

announcement of the new standard, due to the fact that analysts revised their forecasts at 

the beginning of the month.  

 

For each year and bank, where SigChg is greater that zero, all material rival explanations for 

the significant forecast revisions has been researched and the presumed impacts on the 

EPS figure of each respective bank has been assessed (Appendix 12). Based on publically-

available information about EPS, events in the respective month when EPS impacts have 

been assessed using the weighted average number of shares as reported in the 2014 fiscal 

year financial statements, has led to adjustments to the absolute changes in analysts’ EPS 

forecasts being made. Following this step, a new assessment has been undertaken 

indicating whether this change results in a significant forecast revision. The variable SigChg 

(adj) reflects this investigation by stating the number of significant revisions that cannot be 

explained by objective, publically-available data. Again, but in this case gained from SigChg 

(adj), the separate dummy variable t has been introduced which adds information about 

changes that happened in the month after the IFRS 9 announcement, which are also not 

explained by publically-available data. 
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Table 5: Significant analyst EPS forecasts revisions for 2015 and 2016  

Source: Own representation  
 

Table 5 shows that where there has been a significant forecast revision, it is usually 

explained by publically-available information. This therefore does not offer much room for 

explanations for analysts incorporating expected effects from the changes to impairment 

rules. In total, three significant negative forecast revisions has been identified for analysts’ 

forecasts predicting 2015 EPS figures, and one negative SigChg for 2016 estimates - 

illustrated in Figure 6 and Figure 7 respectively. In the 2015 cases with a SigChg, these 

occurred immediately after the announcement of IFRS 9. This is quite surprising, as the 

literature has documented, analysts gradually revising their forecasts to new information and 

are reluctance to do so when this new information does not affect short-term EPS forecasts, 

i.e. 2014 forecasts at that time. When searching for explanations for the material EPS 

forecast revision for Barclays, it was found that the announcement by the Serious Fraud 

Office (SFO) regarding investigations into price rigging in the forex market occurred in 

August 2014. Their fine was finally announced in 2015, amounting to $2.32bn49. This leave 

an explainable loss of 0.0850 GBP pence per share in total, of its 3 GBP pence change, 

which is still a significant forecast revision as noted by the ‘1’ SigChg (adj) in Table 5. 

 

                                                
49

 Assuming an exchange rate from USD to GBP of 0.59065 at 31.07.2014, this amounts to £1.37bn. 
50

 Assuming the same basic weighted average number of shares as reported in 2014 fiscal year 
financial statements accounting for 16,329 million.  
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There is no simple answer in the publically-available information to explain this change. This 

permits the explanation that analysts might have priced in assumed effects from the change 

in impairment rules. The same does not apply to the Deutsche significant forecast revision in 

August 2014. Although there has been a SigChg immediately after the announcement of 

IFRS 9 (t = yes), the SigChg (adj) reveals that this has presumably been caused by an 

increase of 359.8 million ordinary shares, probably even offsetting more than the 43 Euro 

cents slide in comparison to the previous month’s EPS forecast.  
 

 

Figure 6: Relative changes in analysts’ 2015 EPS forecasts  

Source: Own representation  
 

 

Figure 7: Relative changes in analysts’ 2016 EPS forecasts  

Source: Own representation  
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As there appears to be a positive relationship between the incorporation of new information 

and analysts’ short-term forecasts, it is worth studying the period February 2015 until July 

2015. During this time period, it is assumed that the 2015 EPS forecasts become short-term 

forecasts and, consequently, that analysts now price in the new information that they 

presumably had before their revision but are now incorporating because of its relevance to 

their forecasts. The results documented in Table 5 are modest. Unlike before, there is only 

one SigChg, which is for Deutsche in May 2015. Moreover, the 31 Euro cents decline in the 

EPS forecast, in comparison to the previous month, seems to be partially explained by fines 

(about €7.8751 billion) and restructuring costs (€3.7 billion) announced in April 2015. These 

amounts account for approximately 30% of the negative change and result in no significant 

EPS forecast revision after the adjustments.  

 

If analysts have already revised their forecasts for 2015, it could be anticipated that they 

would also revise their long-term forecasts (in this case, 2016) in order to be consistent in 

their forecast composition, especially as IFRS 9 would presumably also be applied in 2016 - 

2018. Findings in Table 5 indicate that there has probably not been a significant change in 

August 2014 because of the prospective changes in impairment rules for 2015 forecasts. 

While Deutsche still noted a SigChg, analysts have not significantly revised their forecast for 

Barclay’s 2016 EPS figures. The researcher also notes that the SigChg for Deutsche did not 

occur immediately after the announcement of IFRS 9 (t = No). In addition, the significant 

forecast revision in May 2015 did not leave much room for incorporating the effects of the 

upcoming accounting change in analysts’ EPS forecast figures, after adjustments for these 

known events during that time. This observation can be derived from SigChg (adj) remaining 

at 0.  

 

These findings do not indicate that there have been significant analyst forecast revisions 

relating to impairment change. Although there has been one unexplainable significant 

analyst forecast revision (Barclays) for the prediction date 2015 immediately following the 

IFRS 9 announcement, forecasts for 2016 cast doubt upon this explanation. Most cases 

(80%) do not show any material analyst forecast revisions for 2015 and 2016 after the 

announcement of IFRS 9 and after making adjustments for explainable changes. These 

findings are consistent with Mest & Plummer (1999) and Abarbanell & Bushee (1997) in 

claiming that analysts are reluctant to revise their forecasts to new information when these 

details do not have immediate effects on their short-term EPS forecasts. This is done in 

order not to indicate weak accuracy of previous forecasts.  

                                                
51

 Assuming an exchange rate from USD to EUR of 0.72233 at 30.04.2015. 
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Contrary to this theory, it appears that analysts have not included these assumed potential 

effects in their 2015 EPS forecasts when they turned to short-term forecasts. Possible 

explanations for this deviation might be that analysts could have already incorporated 

possible effects in their EPS figure, but that they have not had a great impact on their 

forecasts due to an underestimation of the possible consequences and/or a lack of 

understanding of the potential impact.  

 

The next sub-section will shed light on the latter explanation. Ultimately, the findings for the 

five banks do not support the first hypothesis stating that there should have been significant 

analyst EPS forecasts revisions after the 24th July 2014 with reference to the IFRS 9 

announcement. 

 

4.3 Hypothesis 2 

The background literature (sub-section 2.4.2) and the results of 4.2 provide reasons to 

assume a negative relationship between accounting changes and analyst forecast accuracy 

in periods prior to adoption. This implies that current analyst forecasts may include 

significant errors due to a lack of understanding among analysts about the possible impacts 

of IFRS 9 on credit risk positions as well as on EPS figures of these banks. The following 

sub-sections investigate this issue by examining current analysts’ credit risk (4.3.1) and EPS 

(4.3.2) forecasts with respect to significant deviations from the researcher’s expected 

prospective changes in these figures. This addresses the second hypothesis and attempts to 

provide answers to the question of whether analysts have already accurately incorporated 

possible effects coming from the change in impairment methods from IAS 39 to IFRS 9.  

 

4.3.1 Analysts’ Credit Risk Forecast Accuracy  

To examine whether analysts’ credit risk forecasts include effects from the change in 

impairment rules, the author has established the variable Forecast error [mean], which 

subsequently is used in two manifestations. Firstly, assuming minimal impacts by the new 

impairment rules on banks’ loss allowances (Appendix 13) as defined by two52 of the three 

studies, the following equation can be inferred:  

 

 𝐹𝑜𝑟𝑒𝑐𝑎𝑠𝑡 𝑒𝑟𝑟𝑜𝑟 [mean]𝑖
𝑚𝑖𝑛 =  (𝐶𝑅𝑜𝑖𝑡

𝑚𝑖𝑛 − 𝐶𝑅𝑟𝑖 )– ∆𝐶𝑅𝑎𝑖𝑡
𝑚𝑒𝑎𝑛  
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 Deloitte (Europe / Canadian) study does not offer a minimum – maximum range of transitional 
impacts that IFRS 9 impairment rules can have on banks’ loss allowances. For this reason, estimates 
from this study are expected to be both minimum and mean values for variables 

 𝐹𝑜𝑟𝑒𝑐𝑎𝑠𝑡 𝑒𝑟𝑟𝑜𝑟 [mean]𝑖
𝑚𝑖𝑛 and  𝐹𝑜𝑟𝑒𝑐𝑎𝑠𝑡 𝑒𝑟𝑟𝑜𝑟 [mean]𝑖

𝑚𝑒𝑎𝑛 respectively.  
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For the second manifestation average impacts are suggested (Appendix 14), which are 

derived from the minimum (𝐶𝑅𝑜𝑖𝑡
𝑚𝑖𝑛) – maximum (𝐶𝑅𝑜𝑖𝑡

𝑚𝑎𝑥) range offered in two of the three 

studies.  

 

 𝐹𝑜𝑟𝑒𝑐𝑎𝑠𝑡 𝑒𝑟𝑟𝑜𝑟 [mean]𝑖
𝑚𝑒𝑎𝑛 =  (𝐶𝑅𝑜𝑖𝑡

𝑚𝑒𝑎𝑛 −  𝐶𝑅𝑟𝑖 )– ∆𝐶𝑅𝑎𝑖𝑡
𝑚𝑒𝑎𝑛  

 

Therefore, the variable Forecast error [mean] denotes the difference between: (1) the 

researcher’s expected change in the forecasted figure in relation to the reported figure at 

31.12.2014, and (2) the absolute expected change in analysts’ mean forecasted figures from 

the previous to current observed year, for the respective year and bank. The equation itself 

consists out of three variables, where CRo presents the own estimate of the credit risk figure 

for banks (i) when applying minimal (𝐶𝑅𝑜𝑚𝑖𝑛) or average (𝐶𝑅𝑜𝑚𝑒𝑎𝑛) expected effects 

prescribed by each study53 for the respective forecast year (t). CRr represents the reported 

credit risk figure as at 31.12.2014 for each bank (i) and is the point of origin for the 

researcher’s own estimates when computing changes caused by transitional effects of the 

accounting change to current 2014 figures. Finally, the variable ∆𝐶𝑅𝑎𝑖𝑡
𝑚𝑒𝑎𝑛 measures the 

change in analysts’ mean54 credit risk forecasts where analysts’ forecasts have already been 

depicted in Table 1 under sub-section 3.2.4. An overview of all sub-variables can be 

gathered from Appendix 15 and the researcher’s own forecasts (Table 3 in sub-section 4.2.)  

 

When assessing the Forecast errors [mean] variables in Appendix 13 and Appendix 14 and 

setting them in relation to analysts’ forecasts55, deviations become obvious. This is 

especially evident when the basis is the studies “IASB Fieldwork” and “Deloitte (Europe / 

Canadian)”. In all cases, these two studies show greater expected negative impacts on 

credit risk from the change from IAS 39 to IFRS 9 than predicted by analysts. Only in the 

case of “Deloitte (Global IFRS Banking Survey)”, which sets the minimum expected increase 

for the loan loss reserve at just 1%, and a mean of 25.5% for almost all asset classes, are 

some adjustments to the credit risk position by analysts higher than expected when 

compared with the researcher’s forecasts. 

 

                                                
53

 The range of expected increases (in this context also denoted as impacts) in loss allowances in 
percentage terms with the introduction of IFRS 9 for each study can be found in Figure 4 in sub-
section 2.5.4. 
54

 As currently there are not many available forecasts from websites and equity research reports for 
banks’ credit risk figures, analysts’ mean forecasts reflect the only available forecast for each 
company. In order to enhance the comparability and be consistent within this study, the variable 
Forecast error is nonetheless denoted as a mean. 
55

 See Table 1 under sub-section 3.2.4. 
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However, since the variable ∆𝐶𝑅𝑎𝑖𝑡
𝑚𝑒𝑎𝑛 (Appendix 15)56 confirms that analysts expect an 

increase in credit risk positions in comparison to prior years for 2015, 2016 and 2017, and 

given the researcher’s predications only include presumed changes in credit risk due to a 

supposed impairment change for this year, there seems to be room for interpretations 

viewing this remaining difference as being caused by other positive events during the 

respective year for each bank. This issue is addressed in the context of a sensitively 

analysis.  

 

Table 6 shows analysts’ forecast accuracy per bank for the respective forecast year.  

 

 

Table 6: Analysts’ credit risk forecast accuracy over the observation period 2015 - 2017 

Source: Own representation  
 
The variable Forecast accuracy [mean] is used as a dummy variable, indicating that a 

correct incorporation of IFRS 9 impairment rules in analysts’ mean forecast figures for the 

respective year and bank has taken place. The variable becomes 1 when analysts have 

included the effects of the impairment change into their mean forecasts, and is valued at 0 in 

cases where this is not the case. This considers all three studies and is included as long as 

analysts’ forecasts are consistent with one of the three forecasts, and a correct incorporation 

within analysts’ mean forecasts is expected. From these results, forecast accuracy can be 

estimated. To strengthen the reliability of the results, a sensitivity measure (deviation) has 

                                                
56

 For the forecast year 2015, analysts creating estimates for HSBC expect a decrease in the bank’s 
credit risk position (Appendix 15). This is the only exception in a generally-rising trend. 
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been included within Table 6. By allowing for a 10 % deviation in both sides from the original 

results, the researcher has taken into account that, within his own estimates, assumptions 

have been made which might not reflect actual figures and therefore could weaken findings 

in this research. By using the minimal as well the mean expected impacts on credit risk 

coming from the new standard in terms of these three studies, insights provided by analysts 

about the magnitude of expected changes in credit risk positions can be ascertained.  

 
The findings suggest that analysts, when allowing for a +/- 10% deviation for original results, 

have probably included minimal expected transitional impacts caused by the change from 

IAS 39 to IFRS 9 on banks’ credit risk in their mean forecasts for 2016 for the banks HSBC, 

Deutsche and BNP Paribas and for HSBC’s 2017 forecasts. For the 2015 forecast year, the 

results strongly indicate that analysts might have included expected effects into forecasts for 

Deutsche and BNP Paribas because their changes exceed the researcher’s estimated 

mean-impact expectations. Only in one case (HSBC) have the changes in the credit risk 

position apparently not been included the probable effects of IFRS 9, thereby suggesting 

that analysts have not accurately priced in effects resulting from the change in impairment 

method.  

 

These results contradict with findings of sub-section 4.2, which found that analysts have 

probably not significantly revised their EPS forecasts for 2015 and 2016 due to the upcoming 

accounting change. They also contradict the theory that analyst forecasts become less 

accurate in periods before accounting changes. As these findings are not very robust 

because of the limitations of drawing only from publically-available forecasts for credit risk, 

as well as the omission of banks such as Credit Agricole and Barclays, a second 

investigation of the second hypothesis seems to be advisable before drawing conclusions 

about the research findings. 

 

4.3.2 Analysts’ EPS Forecast Accuracy  

This sub-section follows many of the same steps already undertaken in 4.3.1 and adds some 

more descriptive statistics due to the greater scope of analyst forecasts examined. The 

researcher aims to find an even stronger second opinion about the previously-identified 

results using a larger sample size and a more diverse range of analyst opinions.  

 

The variable Forecast error [mean] is used again to establish the absolute difference 

between: (1) changes in own estimates to reported 31.12.2014 figures, and (2) changes in 

analysts’ forecasts for the respective years and banks. The same two manifestations 

considering minimal (Appendix 16) and mean (Appendix 17) impacts in terms of the specific 
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study57 on banks’ loan loss reserves once again apply to this variable. The only difference is 

that the variable Forecast error [mean] now refers to EPS figures. Given this background 

information, the following two equations can be derived:  

 

 𝐹𝑜𝑟𝑒𝑐𝑎𝑠𝑡 𝑒𝑟𝑟𝑜𝑟 [mean]𝑖
𝑚𝑖𝑛 =  (𝐸𝑃𝑆𝑜𝑖𝑡

𝑚𝑖𝑛 −  𝐸𝑃𝑆𝑟𝑖 )– ∆𝐸𝑃𝑆𝑎𝑖𝑡
𝑚𝑒𝑎𝑛  

 

 𝐹𝑜𝑟𝑒𝑐𝑎𝑠𝑡 𝑒𝑟𝑟𝑜𝑟 [mean]𝑖
𝑚𝑒𝑎𝑛 =  (𝐸𝑃𝑆𝑜𝑖𝑡

𝑚𝑒𝑎𝑛 − 𝐸𝑃𝑆𝑟𝑖 )– ∆𝐸𝑃𝑆𝑎𝑖𝑡
𝑚𝑒𝑎𝑛  

 

As noted when viewing Table 2 in sub-section 3.2.4, there have been a couple of very large 

standard deviations from the mean estimate for some years and banks, suggesting very 

large numbers in opposite directions. Therefore, average forecasts might be biased towards 

large numbers. By considering median analyst EPS forecasts, this issue can be limited in its 

effects. For this reason, another variable (Forecast error [median]) has been developed 

which measures the difference between: (1) absolute forecasted changes between own 

estimated EPS figures for each forecast year minus those EPS figures reported on 

31.12.2014, and (2) absolute expected changes in analysts’ median forecasted figures from 

the previous to the current observed year. Once again, the two characteristics of minimal 

(𝐸𝑃𝑆𝑜𝑚𝑖𝑛) and mean (𝐸𝑃𝑆𝑜𝑚𝑒𝑎𝑛) impacts on each bank’s loan loss reserve have been 

considered, resulting in the following equations:  

 

 𝐹𝑜𝑟𝑒𝑐𝑎𝑠𝑡 𝑒𝑟𝑟𝑜𝑟 [median]𝑖
𝑚𝑖𝑛 =  (𝐸𝑃𝑆𝑜𝑖𝑡

𝑚𝑖𝑛 −  𝐸𝑃𝑆𝑟𝑖 )– ∆𝐸𝑃𝑆𝑎𝑖𝑡
𝑚𝑒𝑑𝑖𝑎𝑛  

 

 𝐹𝑜𝑟𝑒𝑐𝑎𝑠𝑡 𝑒𝑟𝑟𝑜𝑟 [median]𝑖
𝑚𝑒𝑎𝑛 =  (𝐸𝑃𝑆𝑜𝑖𝑡

𝑚𝑒𝑎𝑛 −  𝐸𝑃𝑆𝑟𝑖 )– ∆𝐸𝑃𝑆𝑎𝑖𝑡
𝑚𝑒𝑑𝑖𝑎𝑛  

 

Other than for the variable Forecast error [mean], Forecast error [median] does not measure 

forecast errors on the basis of the sub-variable ∆𝐸𝑃𝑆𝑎𝑖𝑡
𝑚𝑒𝑎𝑛. Instead, ∆𝐸𝑃𝑆𝑎𝑖𝑡

𝑚𝑒𝑑𝑖𝑎𝑛 , which 

represents the absolute change in analysts’ median EPS forecasts from the previous to the 

current forecast year, is considered. Explanations for each variable and sub-variable as well 

as a list of all data can be gathered from Appendix 18. The researcher’s own estimates are 

detailed in Table 5 in sub-section 4.2.  

 

One thing that can be noted, when setting Forecast error [mean] and Forecast error [median] 

for EPS figures in relation to analysts’ mean and median EPS forecasts respectively, is that 

forecast errors based on median analyst EPS estimates are in most cases larger than for the 

                                                
57

 Due to the aforementioned reason, a range of impacts on banks’ loan loss reserves is only 
available for two studies. For the third study estimates are treated as minimum and mean forecasts.  
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variable Forecast error [mean] underlying mean analyst forecast changes. Differences 

between these two statistical measures are therefore expected to have impacts on the 

assessment of forecast accuracy. Furthermore, when comparing the variable Forecast error 

[mean] and even Forecast error [median] to that from credit risk (Appendix 16 and Appendix 

17 vs. Appendix 13 and Appendix 14), it becomes obvious that there is currently not a single 

forecast - either based on mean or median analyst estimates - that expects such a negative 

change as predicted by the researcher’s own forecasts (based on the aforementioned three 

studies), which assumes minimal and average transitional impacts on banks’ loan loss 

reserves due to the accounting change. In fact, this is not really surprising. Undoubtedly, 

EPS does not represent the optimal proxy figure when aiming to investigate changes in loan 

loss reserves; nonetheless, it does reflect, alongside other changes affecting the income 

statement and changes in ordinary capital over the year, changes in banks’ credit risks. For 

this reason, in the following step, deviations up to +/- 10% from analysts’ EPS forecasts 

have been permitted, to allow for the fact that the EPS figures could also have been 

significantly (adversely) affected by other events in each respective year.  

 

Results from this sensitivity analysis are illustrated in Table 7 by means of two variables: 

Forecast accuracy [mean] and Forecast accuracy [median].  
 

 

Table 7: Analysts’ EPS forecast accuracy over the observation period 2015 - 2018 

Source: Own representation  
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While there is essentially no difference between the variable Forecast accuracy [mean] for 

credit risk and EPS, Forecast accuracy [median] represents a dummy variable indicating that 

a correct incorporation of IFRS 9 impairment rules has been made within the median analyst 

EPS forecasts for the respective year and bank. In both cases, ‘1’ indicates that the mean or 

median analyst forecasts have correctly incorporated possible transitional impacts coming 

from the impairment change from an incurred loss to an expected loss model. A ‘0’ indicates 

that the analysts have not considered any effects.  

 
In general, forecast accuracy seems to be weak for the forecast years 2015 and 2016 after 

allowing for a +/- 10 % deviation from original results for both analysts’ mean and median 

forecasts. This indicates that analysts have, in the main, not included the possible effects 

coming from the accounting change. Only in HSBC’s 2016 forecasts have analysts appeared 

to have included the effects, to a level above those estimates used in this study about 

average transitional impacts expected with the change in impairment methods. These 

findings are consistent with studies by Peek (2005) and Ayres & Rodgers (1994) suggesting 

that, in periods before accounting changes, forecast accuracy significantly deteriorates, 

although this is contrary to results made under section 4.3.1.  

 

Although both tests suggest that analysts’ have included the impacts of IFRS 9 in HSBC’s 

2016 forecasts, they are conflicted over the extent of these. While Forecast accuracy [mean] 

for the credit risk position claims that the average transitional effects caused by the change 

in impairment model are covered, findings from the variable concerned with EPS indicates 

that only ‘maximal minimal’ impacts are covered. Even greater discrepancies arise when 

analysing the rest of the 2016 forecasts as well as all 2015 forecasts. Here the results are 

virtually opposite to each other, casting serious doubt on the strength of results found in 

section 4.3.1. Possible explanations might be that EPS does not reflect, as effectively as 

credit risk, the changes in loan loss reserves, and therefore might be a less credible figure. 

Furthermore, Table 1 and Table 2 in sub-section 3.2.4 show that analysts’ EPS mean and 

median forecasts are based upon 535 forecasts in 2015 and 461 in 2016; however, credit 

risk forecasts have only been predicted by 26 analysts in both years. This potentially makes 

the EPS forecasts more robust in comparison to the credit risk estimates, but the real 

reasons for the differences in results relatively unknown. 

 

Findings for the forecast years 2015 and 2016 are consistent with insights gained from 

testing the first hypothesis, suggesting that 80% of analysts reporting on the five banks have 

not significantly revised their EPS forecasts to reflect upcoming impairment changes. For 

that reason, they have presumably not already included transitional effects produced by 
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changes in impairment rules. In contrast to findings for 2015 and 2016 forecasts, changes in 

mean forecasts by analysts from 2016 to 2017 indicate that analysts have priced the 

presumed transitional effects coming from IFRS 9 into their 2017 forecasts. Four of the five 

cases studied, 80% of the variable Forecast accuracy [mean] and 60% for Forecast 

accuracy [median], produced a value of ‘1’, and opened up the possible interpretation that 

analysts may have considered the possible impacts of these changes in their 2017 

forecasts.  

 

These findings seem to be quite robust when also looking at estimated mean transitional 

effects on EPS under the new impairment rules (Forecast accuracy [mean] and Forecast 

accuracy [median] for 2017). The majority of the studies suggest mean impacts on loan loss 

reserves, and their EPS figures would still be accurate when assuming a +/- 10% deviation 

from original results. This partly reflects the findings made when examining analyst forecast 

accuracy in relation to credit risk positions under sub-section 4.3.1. However, whereas 

findings from analysts’ credit risk forecast accuracy suggest that analysts might have only 

incorporated minimal transitional impacts coming from IFRS 9 in 2017 forecasts, Forecast 

accuracy [mean] and Forecast accuracy [median] for EPS in addition provide enough room 

to include mean impacts as well.  

 

There are again two possible explanations for this phenomenon. On one hand, because 

EPS is not as good a proxy as credit risk for banks’ loan loss reserves, forecast accuracy is 

presumably higher because fewer other positions influence the proxy figure. On the other 

hand, as HSBC’s 2017 forecasts for credit risk and EPS rely on 6 (Table 2) and 45 (Table 1) 

analysts’ forecasts respectively, it becomes obvious that EPS estimates might well be the 

more credible figure. The exact magnitude of the transitional effects from the impairment 

change is unknown, but both variables suggest that possible effects could have been 

included and therefore strengthen the overall findings.  

 

The final, and in the end, most likely year for banks to apply IFRS 9 is in 2018. Subject to 

endorsement of IFRS 9 by the EU, this will be the last year of which banks can switch from 

an incurred impairment to a forward-looking expected loss model; the result of which will be 

a significant impact on their financial statements. For this reason, it is interesting to see 

whether analysts have incorporated the expected impacts on banks’ loss allowances caused 

by these change into their 2018 forecasts.  

 

Results from Table 7 indicate that half of the analysts making forecasts for the year 2018 

may have included minimal impacts from the standard change in their forecasts, when 
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assuming +/- 10% deviations from mean and median forecasts respectively. Half of these 

findings allow for average effects on banks’ loan loss allowances, but three quarters of the 

results (the majority), do not suggest that analysts’ EPS forecasts are robust enough to 

justify the incorporation of the mean impacts caused by this accounting change. In general, 

the results for this year convey a more optimistic tenor in how analysts have incorporated 

prospective effects, in comparison to other average results and forecast years. Furthermore, 

it can be noted that analysts making EPS forecasts for HSBC (as derived from an overall 

view of the results in EPS forecast accuracy in Table 7) are more likely than not to have 

included minimal impacts from these expected changes. Findings (Table 6) regarding the 

forecast accuracy of analysts’ credit risk forecasts confirm this assessment.  

 

The following chapter will comprehensively discuss the research findings with respect to the 

research question and objectives, and attempt to integrate the results into existing literature.  
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CHAPTER FIVE: Conclusion / Discussion / Recommendations 

 

With the publication of IFRS 9, the IASB has unveiled its solution to the problems of risk 

provisioning that were exposed during the recent credit crisis. In the future, banks must 

apply a more forward-looking expected loss impairment model. A model that better reflects 

their actual credit risk exposure than the current incurred loss model. To date, three 

empirical studies have been conducted on the basis of the latest Exposure Draft, prior to the 

final standard for impairment rules for among others “global systematically important banks.” 

These studies have provided evidence that suggests these change will have significant 

impacts on banks’ loan loss reserves and hence financial ratios at the time of 

implementation of the impairment change.  

 

This thesis builds on findings revealed within these three studies. Subject to EU approval, it 

is anticipated that the new standard will become effective, at the earliest, for the 2015 

financial year in Europe. The aspiration behind this research was to find out whether the 

prospective mandatory change in the IFRS concerning impairment rules of financial 

instruments resulting from the accounting change from IAS 39 to IFRS 9 is known by 

analysts making estimates for banks in Europe, and fully reflected in their current forecasts. 

This objective led to the researcher asking about the current role the new impairment rules 

play in analyst forecasts covering European banks. Europe is seen of particular interest 

because with the anticipated adoption of IFRS 9 by the EU Commission, presumably in 

2015, the standard will become mandatory for financial institutions in Europe.   

 

To gather information about what is already known regarding individual accounting changes, 

and their influences on analyst forecasts, the author reviewed existing literature. Results 

revealed that the relationship between financial accounting and analyst forecasts has been 

broadly studied in recent years. Previous research has used analysts’ forecast dispersions, 

analyst forecast accuracy, and analyst forecast revisions as common proxies among 

scholars for measuring analyst behaviour. In case of the latter two, the literature contains 

theories suggesting significant negative impacts of discretionary as well as mandatory 

individual accounting changes on analyst forecasts accuracy prior to the adoption of 

standards (Peek (2005), Ayres & Rodgers (1994), Elliott & Philbrick (1990)). Moreover, 

previous research studies (Ho et al. (2007), Abarbanell & Bushee (1997), Trueman (1990)) 

provide evidence that analysts revise their forecasts when pertinent new information that is 

relevant to their short-term forecasts arises.  
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To the researchers knowledge there is currently little known in the academic literature about 

IFRS 9 and its influences on the market in general, and nothing specifically about analyst 

forecasts. It therefore seemed worthwhile testing these theories in this particular context.  

 

Derived from these theories, the researcher formulated two hypotheses that claimed that 

when analysts are aware of, and fully understand, the transitional impacts caused by the 

aforementioned change in impairment rules, a significant reaction from analysts in the form 

of EPS forecast revisions, in the months following the public announcement of the IFRS 9 

standard by the IASB on 24th July 2014 should be expected. In addition, if analysts are 

aware of the change in impairment rules, it was anticipated that this would negatively 

influence their ability to make precise forecasts because of the uncertainty, as well as the 

paucity of full understanding, about presumed future transitional effects coming from the 

impairment method change on banks’ financial statements. In contrast with previous studies, 

this researcher defined forecast accuracy between analysts’ forecasts and own estimates. 

Two forecast items were selected by the author in order to test analysts’ forecast accuracy: 

the income position “credit risk” and “EPS”. These items were expected to provide both a 

good indicator for anticipated transitional impacts from the impairment method change 

predicted by the aforementioned three studies on banks’ loss allowances, and a 

measurement (based upon publically-available forecasts) to test the analyst forecast 

accuracy.  

 

The research design that best supported this type of research was a case study. For this 

reason, the largest five banks in Europe (in terms of total consolidated assets), and the 

analysts making EPS & credit risk’ forecasts, were sampled to gain an in-depth 

understanding about the research objectives and to describe the relationship between 

variables. The analyst forecasts were solely reliant on publically-available information from 

websites and equity research reports about these factors. The researcher’s own forecasts 

for “credit risk” and “EPS” exclusively rely on 2014 financial statements of each bank, and 

the publically-available pioneer studies about anticipated transitional impacts coming from 

the impairment method change on banks’ loss allowances.  

 

These forecasts solely reflect expected changes coming from the change in impairment 

rules on banks’ financial statement positions related to these two measurements, i.e. loss 

allowances, impairment charges for Available-for-Sale debt instruments, loan loss 

commitments, financial guarantees and lease agreements.  
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Derived from these changes, the following items within banks’ financial statements are also 

subject to change in relation to the two forecasted figures: tax (expenses)/income and net 

income attributable to ordinary equity holders of the parent company. The underlying 

dynamics for each forecast year were achieved by adjusting results for the expected 

macroeconomic impacts on banks’ loan loss reserves by means of including changes in 

GDP for each forecast year in the respective EPS and credit risk figures. Moreover, to adjust 

for foreseeable inaccuracies when making predictions, and thereby strengthen the 

creditability of the findings, the researcher allowed for reasonable deviations from the 

predicted figures to permit alternative explanations. 

 

5.1 Discussion of Hypothesis 1 

Results found under sub-section 4.2 suggest that there have not been significant analyst 

forecast revisions related to the impairment change after the announcement of IFRS 9. This 

finding applies to the month immediately after the announcement, and over the period of 

which analyst 2015 EPS forecasts become short-term estimates.  

 

These results partly contradict the findings of Mest & Plummer (1999) and Abarbanell & 

Bushee (1997) who suggested that analysts revise their short-term as well as long-term 

forecasts if it is perceived that new information has relevance to short-term forecasts. 

However, this study’s findings support the findings in Bernard & Thomas (1990) and 

Trueman (1990) attesting to the fact that analysts have a rather reluctant behaviour when 

revising EPS forecasts because of new information. Trueman (1990) claims that the reason 

for this is that frequent forecast revisions are an indicator of the use of poor information, and 

hence of poor work by analysts. However, the findings in this research do not allow the 

researcher to draw definite conclusions regarding analysts’ motives for not revising their 

forecast to this information. 

 

Possible explanations for this results of this study are that analysts: (i) are not aware of the 

accounting change and therefore have not priced any effects into their EPS forecasts, (ii) are 

aware of the accounting change but will wait until the EU endorses the standard before 

revising their forecasts, or (iii) are aware of the impairment method change but have seen 

that this information is too complex and costly to correctly incorporate into their forecasts, as 

suggested by Plumlee (2003).  

 

In addition, it is also possible that analysts will revise their forecasts during the second half 

year of 2015, as only roughly one half of 2015 has been studied due to the topicality of this 
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research. This would still permit the proofing of the theory that analysts do revise their 

forecasts for new information if it is seen as relevant to their short-term forecasts. The limited 

publically-available data, and the sample size, does not allow the researcher to rule out any 

of these explanations for the analysed cases in this study.  

 

Another explanation, which was addressed when testing the second hypothesis, is that 

analysts might have revised their forecasts due to the impairment change but this resulted in 

no significant impact upon their forecasts.  

 

5.2 Discussion of Hypothesis 2 

The findings in sub-section 4.3 suggest that forecast accuracy for forecast years closer to 

the mandatory adoption date (2017 & 2018), is higher than for years further away (2015 & 

2016) from the change. 

 

This partly contradicts the findings from Peek (2005) and Ayres & Rodgers (1994) claiming 

that there should be deterioration in forecast accuracy in periods prior to the accounting 

change, and in particular in the period directly before the mandatory adoption. This could be 

explained by the fact that analyst forecasts for 2017 and 2018 are less robust than in the 

earlier years, due to a fewer number of analyst forecasts (as noted under sub-section 3.2.3) 

and therefore provides room for the interpretation that these could include possible 

transitional effects.  

 

Alternatively, these findings might also be an indicator that fewer analysts expect the new 

standard to be adopted by banks in 2015 and 2016 than in 2017 and 2018. This seems 

understandable given that some banks who took part in the IASB Fieldwork have anticipated 

that it would take three years to fully implement all changes expected with this impairment 

change (IASB, 2013b). Ayres & Rodger’s (1994) provide evidence that the ability of analysts 

to make precise forecasts is directly related to their skills in predicting the adoption date of 

an accounting standard, and therefore this might have played a role in analysts’ 

considerations.  

 

5.3 Overall Conclusion 

In conclusion, although all these findings do not allow absolutely prove whether or not 

analysts are aware of accounting change in any of the five cases, it can be concluded that 

they have included minimal impacts, not mean impacts, in their forecasts. This would also 
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explain why there have not been significant analyst EPS forecast revisions for 2015 and 

2016 forecasts over the period July 2014 - July 2015 related to IFRS 9.  

 

Therefore, with reference to the research question, the overall findings, based on the 

precision and extent of information provided through the financial statements of the 

respective banks in 2014, and from publically-available analyst forecasts regarding credit 

risk and EPS, suggest that the impairment change due to the move from IAS 39 to IFRS 9 is 

currently being considered a subordinate factor in the analysts’ forecasts of the five banks.  

 

Although the insights from this study are limited to the five cases, as well as fact that they 

are snapshot taken on a certain date, they can still be seen as valuable contemporary 

indicators for the present role of the IFRS 9 impairment rules in current analyst forecasts. 

Moreover, these results hint that the analyst forecasts for these five banks are more likely 

than not to be revised significantly in the near future. Assuming the best case, i.e. minimal 

transitional impacts, the analysts’ appear to have included minimal rather than average 

transitional impacts coming from the impairment change. Based on the important role of 

analyst forecasts in financial markets, this could lead to risks to the banks stock prices in the 

near future.  

 

5.4 Classification of Research Findings in the Literature and 
Recommendations 

Insights from this research contribute to the research stream concerned with analysts’ pre-

adoption reactions in terms of forecast accuracies to accounting changes (Peek (2005), 

Ayres & Rodgers (1994), Elliott & Philbrick (1990)). The research adds indicators that reflect 

analysts’ current forecast errors with reference to the incorporation of transitional impacts 

coming from the IFRS 9 accounting change in general and impairment change in particular. 

Moreover, the findings within this paper extend the current literature about analyst forecast 

revision behaviour to new information (Ho et al. (2007), Abarbanell & Bushee (1997), 

Trueman (1990)), by revealing that new relevant accounting information regarding IFRS 9 

has not led to significant analyst EPS forecast revisions in all analysed cases.  

 

While they support Trueman (1990) regarding the reluctance of analysts to revise their 

forecasts to new information, this research contradicts the findings of Mest & Plummer 

(1999) and Abarbanell & Bushee (1997) showing that analysts revise their short-term and 

long-term forecasts if it is perceived that new information has relevance to short-term 

forecasts.  
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The research is limited by the topicality of this research as it was only possible to observe 

the first half of 2015 in relation to significant revisions in analysts’ EPS forecasts. Future 

research should address this limitation by adding findings about the remaining months in 

2015, and extend the observation period until 2018, i.e. the mandatory adoption year of the 

standard subject to EU endorsement. This would allow researchers’ to compare the results 

of the other studies and conclude if this theory applies to IFRS 9 as well.  

 

This dissertation also differs from previous studies in one important aspect. To the 

knowledge of the researcher, there has been no previous study that has investigated current 

analyst forecasts regarding an accounting change that is within a transitional phase. 

Although this approach is inevitably limited by some potential inaccuracies because of its 

forward-looking nature, as well as by limited data availability, it provides substantial practical 

insights due to the fact that the analysts face similar restrictions in the real word when 

making forecasts.  

 

By constructing its own estimates, this research provides analysts and investors, with much 

needed information regarding their own estimates and evaluations about IFRS 9. This 

information may assist them in gaining a better understanding of prospective market 

changes. The researcher also encourages academics to pursue more forward-looking 

contemporary research such as this in order to enhance the level of usefulness of academic 

studies to the real word. The researcher recommends a future review of his estimates, after 

the adoption of IFRS 9 for banks in Europe, in order to analyse the realised occurrences in 

relation to analyst forecast accuracy and analyst revision behaviours within the pre-adoption 

period. This will potentially provide more explanatory as opposed to descriptive insights 

about the relationship between analyst forecasts accuracy and IFRS 9, as well as analyst 

forecast revision behaviours and new information. Finally, it is also recommended that this 

research approach should be conducted for a larger sample of banks in Europe using a 

wider range of analyst forecasts for the forecast item “loan loss reserve” in order to draw 

more definitive and robust conclusions. 
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CHAPTER SIX: Self-Reflection on Learning and Performance 

 

This chapter is dedicated to the researcher’s own learning that occurred during the Masters 

programme in general, and the dissertation phase in particular. By reflecting upon the 

insights gained, the author aims to sustain the knowledge and experiences gained for future 

life-situations. In doing so, this chapter is divided into three sub-sections: self-appraisal (6.1), 

problem-solving (6.2) and a conclusion with a summary of value added (6.3).  

 

6.1 Self-Appraisal 

There were a number of steps involved before coming up with this research topic. Firstly, I 

had to solve one of the most difficult questions that someone might have to answer in his or 

her business-life: “what job do you want to do after the Masters degree”? Although I had 

delivered excellent certified work during my practical experience at an auditing company 

within the context of a promotional program granted to me during my undergraduate degree, 

as well as having completed majors in accounting and auditing, I did not see my entire future 

career merely in the accounting field. This insight urged me to re-orientate myself and attain 

knowledge in a different field through a Masters programme. The chosen area was finance, 

because of its relation to financial statement analysis which also requires accounting 

knowledge and was therefore seen as the perfect solution to align both my own interests in 

financial markets and my present skills. For this reason, it became obvious to me that my 

dissertation topic should on the one hand be related to issues in the financial sector, and on 

the other hand allow me to show off my advanced accounting skills.  

 

Secondly, with the aspiration that research will improve my chances for future employment 

within the financial industry, and with the aim to represent real value to companies through 

research, the decision to examine a contemporary topic was made. By choosing a research 

topic about a prospective accounting standard concerned with financial instruments, both of 

the aforementioned criteria were met.  

 

The first time I came across IFRS 9 was during a seminar in my Bachelor’s degree. At that 

time, the standard change was in progress and I started to gain an in-depth understanding 

about the differences between the current standard for financial instruments and the 

exposure draft version of IFRS 9, through my Bachelor thesis. Finally, with the knowledge 

attained during my Master’s programme, the possible effects of IFRS 9 on financial markets 

became obvious to me and I became curious about the topic. Thereafter, the technique of 

brain-storming with lecturers and fellow students as well as reading secondary data about 

the topic was employed to frame a research question. Of particular interest to me was 



71 

examining whether the market has already reacted to the new standard, which eventually left 

me with the possibility of unveiling new research fields. This represented an additional 

motivation to me in pursuing this research topic. A large deterrent to choosing a topic which 

relates to both accounting and finance, however, was the fact that my skills in finance had 

been limited to recently-attained knowledge during my Master’s degree, as well as dusty, 

second-semester basics from my Bachelor programme. Therefore, I might not have been 

sufficiently able to conduct high-quality research. Through self-study, I was able to gradually 

remove these doubts.  

 

My initial expectations regarding the availability of information were divided. On one hand, I 

thought that there should be enough evidence about accounting changes and market 

reactions to conduct this research. However, on the other hand, I doubted that there was 

much literature about IFRS 9. The literature review process reinforced my expectations but 

also sometimes surprised me with reference to the kind of research already undertaken. 

Although no study seemed to address my particular question, I found research papers 

providing evidence about past accounting changes and their consequences on markets, 

which in the end supported the validity of my research question and helped me to frame it 

correctly.  

 

To cope with the challenge of keeping up-to-date about the latest developments in the 

evolving research area around IFRS 9, I came up with a strategy to assure that this work is 

based on present relevant information available during the time the research was conducted. 

Equipped with alerts about latest academic publications from EBSCO journals, as well as 

frequent checks on the official websites of EFRAG and IASB, I tried to stay abreast of 

current developments in this research field. Moreover, by utilising a research strategy that 

involved identifying key research terms by using a mind-map, as well as searching for core 

studies before matching relevant studies towards certain categories, I tried to cover the 

research area as thoroughly as possible.  

 

Primarily studies from DBS databases were used to address the particular research 

question, with special emphasis on the relevance of findings expounded in research papers. 

While in the early phases of this dissertation, I considered many studies relevant; over time, 

and with greater confidence about my research field, I became more critical about their 

pertinence to my particular study, which eventually affected my literature review. The lesson 

that I take away from that is that even at the time, when conscientiously conducting work, it 

is worthwhile reviewing and rethinking over time due to the new insights and views collected 

during this period. Since little information was available about IFRS 9 and its impacts on 
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markets because of its topicality, I also had to extend my search to sources published by 

supervisory bodies of the financial industry as well as bodies involved in the creation of the 

standard in order to make the work as up-to-date as possible. On reflection, I can conclude 

that learning about the topic and the literature development process has led to some 

important insights in terms of useful strategies, many of which will benefit future research 

projects.  

 

When appraising my performance and referring to my own engagement during the taught 

semester and the dissertation phase, a positive conclusion can be drawn. Despite multiple 

hurdles as well challenges within the year, I managed to motivate and push myself not only 

to achieve high performance levels but also, which is much more impressive to me, to 

persevere over the entire year. I did this by constantly focusing on my goals and through 

good time management. This always gave me the ability to stay focused even during 

stressful situations and allowed me to spend enough time on the project at hand with the 

desired level of quality. These insights have furnished me with confidence for future 

challenges and will offer me a competitive advantage in the business world. 

 

6.2 Problem-Solving 

Soon after I finished framing my research question and getting familiar with the literature, the 

practicality of the research and the centrepiece of my work become more focused. To me, it 

was apparent that if I did not find appropriate interviewees at the senior levels required to 

conduct qualitative research, the research in its then-current form would not have a future.  

 

For this reason, I soon started to ask people and lecturers I know about contacts for the 

people required to participate in my research. I even submitted one application to run an 

advertisement looking for cooperation from a bank in conducting research. The banks 

seemed interested in this kind of research; however, they had to evaluate their own 

capacities before finally responding me. In the meanwhile, one lecturer came up with a 

suitable contact that was assured to grant access to people he knew had an interest in this 

research and would be willing to participate. Although calmed by the confidence of these two 

options to conduct this research in its then-present form, I thought about alternative ways of 

carrying out research around IFRS 9, which I had seen as a very attractive research field 

and one which I was not going to give up on easily.  

 

While proceeding with my research, I finished my introduction, literature review and part of 

my methodology section; in fact, I did this a little earlier than planned in my research 
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timetable. The only thing that did not work as planned was the procurement of further 

interviewees. With time lapsing and a refusal from the bank to cooperate during my 

dissertation phase with access to the right people, I anxiously realised that I probably had to 

give up my research in its then-current form. For this reason, I put my original research on 

hold and dedicated time towards setting up a genuine plan B that was feasible in the 

remaining timeframe, but which still represented a high–quality, practical and useful research 

project in order to achieve my own expectations for my dissertation.  

 

After it became obvious that the contact would not be able to provide the promised 

participants for my study in time, plan A was history. Even though frustration had grown, 

confidence was still high in assuming that I could meet both deadline and my own 

requirements for the thesis. After discussing ideas and concrete research questions for other 

research strategies with my supervisor, we agreed that quantitative research about the 

market reaction to IFRS 9 from a different angle would still allow me to conduct research on 

IFRS 9.  

 

In the end, I had two ideas in mind for conducting my primary research in mind; one involved 

more uncertainty about its feasibility but promised higher quality findings if achieved when 

compared with the other idea. I chose the more ambitious option. After a one-week trial, I 

had to admit that this idea was not viable and that I must implement the other idea based on 

work I had carried out while spending time on plan B previously. This hit me hard. I had not 

only lost one precious week, I even had to face the dire prospect of writing an entire Masters 

dissertation within about half the scheduled time. My frustration had risen to sky-high levels, 

and my confidence was almost gone. At this time, the idea to give up crossed my mind, 

though within about one hour I found inner defiance against this idea and focused on ways 

to get out of this situation and finally somehow make the now-seemingly impossible possible: 

handing in a Masters’ thesis that I am satisfied with, on time.  

 

Reflecting upon this whole situation, I am still surprised that I achieved satisfactory results by 

both achieving my own aspirations and handing in a dissertation on time. In the end, it can 

be concluded that the dissertation process went way off the envisaged plan. However, this 

story reveals two important characteristics about me, both of which I have not experienced at 

this level so far. Firstly was the attitude of never giving up until there was officially no way to 

change the situation, and secondly was the fact that sometimes my own set standards 

hinder me in achieving feasible goals. I need to learn to control my own set of high standards 

and sometimes adjust them to lower expectations to make life for me and for others affected 

by the situation, a bit easier. On one hand, in general I still think that if I encounter the same 
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situation again, I will handle it in a similar way. However, the exemption poses my previous 

decision to continue aiming for uncertain results when time was almost up thus endangered 

the whole dissertation project. Should I encounter a similar situation in life, I will aim to lower 

my own expectations in order to ensure a set goal is achieved. On the other hand, I see the 

strong will to not give up in desperate situations as a great characteristic, useful in both 

private and business life, in order to deal with new situations and uncertainty which definitely 

will enrich my wealth of experience in similar dire moments.  

 

6.3 Summary of Added Value 

In conclusion, there have been plenty of insights gained during my Master’s programme that 

have improved my personal profile. Not only have the levels of my own expectations become 

apparent to me, but also my abilities in terms of time management and handling stressful 

situations and setbacks. Furthermore, knowledge gained during the dissertation phase 

added skills and techniques to my current “tool kit” which will be useful for my future career. 

In particular, for example, I am now aware that a re-creation of banks’ financial statements is 

only possible to a limited extent, a fact that I was not aware of before. This insight will 

facilitate my own estimations in the future. Moreover, I have improved my financial statement 

analysis skills as well as my English-language skills, both of which I see as paramount for 

the jobs that I aim to work.  
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Appendix 1: Ranking of the largest significant banks in Europe that prepare their financial statements in accordance with IFRS  

Source: Derived from ECB (2014)  
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Appendix 2: Analysts’ EPS forecast revisions for the forecast years 2015 and 2016, over 

the period July 2014 – July 2015 (1/3) 

Source: Own representation  
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Appendix 2: Analysts’ EPS forecast revisions for the forecast years 2015 and 2016, over 

the period July 2014 – July 2015 continued (2/3) 

Source: Own representation   
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Appendix 2: Analysts’ EPS forecast revisions for the forecast years 2015 and 2016, over 

the period July 2014 – July 2015 continued (3/3) 

Source: Own representation   
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Appendix 3: Analysts’ consensus EPS forecasts for the forecast years 2015 – 2018 on 7th 

August 2015 (1/2) 

Source: Own representation   
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Appendix 3: Analysts’ consensus EPS forecasts for the forecast years 2015 – 2018 on 7th 

August 2015 continued (2/2) 

Source: Own representation   
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Appendix 4: Analysts’ consensus credit risk forecasts for the forecast years 2015 – 2017 on 

7th August 2015 

Source: Own representation  
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Appendix 5: Research timetable  

Source: Own representation  
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Appendix 6: Assignations of banks’ businesses to categories within conducted studies  

Source: Own representation  
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Appendix 7: Abstract of information utilised from HSBC’s 2014 financial statements  

Source: Own representation  
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Appendix 8: Abstract of information utilised from Barclays’ 2014 financial statements (1/2) 

Source: Own representation  
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Appendix 8: Abstract of information utilised from Barclays’ 2014 financial statements 

continued (2/2) 

Source: Own representation  
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Appendix 9: Abstract of information utilised from Deutsche’s 2014 financial statements (1/2) 

Source: Own representation  
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Appendix 9: Abstract of information utilised from Deutsche’s 2014 financial statements 

continued (2/2) 

Source: Own representation  
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Appendix 10: Abstract of information utilised from BNP Paribas’ 2014 financial statements 

(1/2) 

Source: Own representation  
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Appendix 10: Abstract of information utilised from BNP Paribas’ 2014 financial statements 

continued (2/2) 

Source: Own representation  
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Appendix 11: Abstract of information utilised from Credit Agricole’s 2014 financial 

statements 

Source: Own representation   
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Appendix 12: Events occurring in months where significant analysts’ EPS forecast revisions took place, and their presumed effects on 

analysts’ forecasts 

Source: Own representation  
 

 

Appendix 13: Credit risk forecast differences expecting minimal transitional impacts on loan loss reserves with the introduction of the IFRS 9 

impairment rules  

Source: Own representation 
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Appendix 14: Credit risk forecast differences expecting average transitional impacts on loan loss reserves with the introduction of the IFRS 9 

impairment rules  

Source: Own representation 
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Appendix 15: Analyst forecasts of credit risk positions for the years 2015 -2017 and the 

banks’ reported figure as at 31.12.2014 

Source: Own representation  
 
 
 
 
  



111 

 
Appendix 16: EPS forecast differences expecting minimal transitional impacts on loan loss reserves with the introduction of the IFRS 9 

impairment rules  

Source: Own representation 
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Appendix 17: EPS forecast differences expecting average transitional impacts on loan loss reserves with the introduction of the IFRS 9 

impairment rules  

Source: Own representation
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Appendix 18: Analysts’ EPS forecasts for the years 2015 -2018 and the banks’ reported 

figure as at 31.12.2014 

Source: Own representation 
 


