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Introduction
During the financial crisis, the delayed recognition of credit losses on loans and other 

financial instruments was acknowledged as a weakness in the previous accounting standards 
[1,2]. Particularly, the previous model in IAS 39 which was an ‘incurred loss’ model, delays the 
recognition of credit losses until there is evidence of trigger event [2]. This was designed to 
limit an entity’s ability to create reserves that can be used to help earnings during hard times. 
In consequence to this non- eglecting delay, financial authorities decided, in 2009, to develop 
a single financial reporting model for financial instruments that provides investors with the 
most useful, transparent, and relevant information about an entity’s exposure to financial 
instruments while reducing the complexity in accounting. Then, IFRS 9 as a principle emerged 
after the financial crisis of 2008 in order to solve the deficiencies in the previous principles 
that were applied such as IAS 39. In July 2014, the IASB published the final version of the new 
standard; IFRS 9 “Financial Instruments” with a mandatory effective date for implementation 
of January 1st, 2018.

IFRS 9 replaces IAS 39, Financial Instruments-Recognition and Measurement. It is “meant 
to respond to criticisms that IAS 39 is too complex, inconsistent with the way entities manage 
their businesses and risks, and defers the recognition of credit losses on loans and receivables 
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Abstract
The ill-timed recognition of Credit Losses had proven to have a remarkable negative impact not only 

on the financial position of the banks, but also it affected the banks’ going concern and sustainability. This 
has been evidenced by the most recent Global Financial Crisis (GFC) in 2007, whereby banks and other 
financial institutions have been obliged to implement the IFRS 9 accounting standard (International Fi-
nancial Reporting Standard 9). The financial instrument IFRS 9 requires firms to model future events in 
the macroeconomic environment and calculate Expected Credit Loss (ECL) for their financial instruments 
over either a 12 month or lifetime period. The implementation of this newly developed and implemented 
accounting principle will help in reducing the likelihood of a repetition of another financial crisis based 
on similar causes since it allows investors to know detailed information about any projected credit loss-
es. Financials need to know if this shifting in accounting principles will lead to eliminating or reducing 
financial crisis.

This paper puts forward as assessment of the impact on Lebanese banks linked to the transition from 
IAS 39 to IFRS 9, aiming to figure out if this new instrument helped avoiding financial crisis in the banking 
sector. This is an exploratory, qualitative research using inductive approach. Data will be collected using a 
simple questionnaire distributed to a sample of Lebanese banks. The paper offers a review of the Interna-
tional Financial Reporting Standards including history, the goals behind the implementation of common 
standards, defining IFRS principles that are applied in banks, and assessing the top concerns in applying 
IFRS 9 in banks with emphasis on Lebanon. The research`s outcome will propose a framework of recom-
mendations to adopt the new accounting principle IFRS 9 in Banks in a way that will help in avoiding and 
eliminating the financial crisis.
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until too late in the credit cycle. The IASB had always intended to 
reconsider IAS 39, but the financial crisis made this a priority” [3]. 
According to [4], “IFRS 9 retains the same measurement bases for 
financial assets as IAS 39-amortized cost, fair value through profit 
or loss, and fair value through other comprehensive income” (Para 
4-5). Further changes are depicted in Table 1. The question of how 
an entity is affected by IFRS 9 is that it depends [5] contends that 
“some entities may find that classification and measurement of 

their financial assets will be substantially the same as when they 
were under IAS 39, and that their impairment allowances may 
not be materially affected. Others will change substantially” (Para 
13). Regardless, every entity will have to go through the process 
of re-evaluating their accounting policies, financial statement note 
disclosures and other areas affected by the new requirements, 
and making appropriate changes to their accounting systems and 
internal controls.

New requirements
Debt instruments:

Classification is made based on the business model within which the asset is held (i.e. to collect contractual cash 
flows or held for sale), and on the contractual cash flows of the asset (i.e. straightforward payments of principal 

and interest). Whereas under IAS 39 the available-for-sale classification was generally unrestricted, the new 
requirements will provide greater clarity and structure in the way that debt instruments are accounted for.

Impairment:
Criticism: the counter-intuitive results produced by the inclusion of changes in an entity’s own credit risk in profit 

or loss in the valuation of financial liabilities.

IFRS 9 moves from an ‘incurred’ loss to ‘expected’ loss model, meaning that expected credit losses must be 
recognized at the point at which an entity makes a loan or invests in a relevant financial asset.

Impairment losses recognized in the financial statements should now also be based on more complete information, 
as the standard requires ‘reasonable and supportable’ forward-looking information to be taken into account, along 

with historical losses and current information.

Own credit risk:
Criticism: the counter-intuitive results produced by the inclusion of changes in an entity’s own credit risk in profit 

or loss in the valuation of financial liabilities.

IFRS 9 addresses this by requiring the portion of fair value changes represented by changes in own credit risk to be 
reported in OCI instead of profit or loss.

Hedge accounting:
Hedge accounting is one of the most complex areas to apply and understand - IFRS 9 introduces a model more 
closely aligned with an entity’s own risk management approach, with more qualifying hedging instruments and 

hedged items.

This should enable entities to better represent their underlying hedging activities.

Along with new disclosures about hedge accounting, these changes should give investors and other users of the 
accounts better information about the effects of entities’ risk management activities.

Table 1: IFRS 9 advantages.

On the other hand, as International Financial Reporting 
Standard 9 (IFRS 9) will soon replace International Accounting 
Standard 39 (IAS 39), according to [6], the change will materially 
influence banks’ financial statements, with impairment calculations 
affected most. IFRS 9 will cover financial institutions across Europe, 
the Middle East, Asia, Africa, and Oceania” (Para 1). Furthermore, 
[6] asserts that “IFRS 9 will align measurement of financial 
assets with the bank’s business model, contractual cash flow of 
instruments, and future economic scenarios. In addition, the IFRS 
9 provision framework will make banks evaluate how economic 
and credit changes will alter their business models, portfolios, 
capital, and the provision levels under various scenarios” (Para 
2). Consequently, given the IFRS 9 requirements in terms of 
classification, measurement, and impairment calculation and 

reporting, as depicted in Table 1, banks are expected to be required 
to make some changes to the way they do business, allocate capital, 
and manage the quality of loans and provisions at origination. Banks 
will face modeling, data, reporting, and infrastructure challenges.

Problem Statement
As a result of IFRS 9 implementation, the net earnings of banks 

will decrease, mainly due to increase in impairment credit loss 
charges. This has resulted in reduction in Banks’ retained earnings 
and capital resources. Both of Net profit and retained earnings as 
well as the capital resources would have been higher for the same 
periods having all other cases equal under IAS 39. Banks are now 
required to hold higher level of equity capital, to maintain their 
capital ratios under IFRS 9 [7]. When any new principle is adopted 
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it should be tested in order to figure out if it helped in solving 
the problem that caused its adoption. IFRS 9 is a principle that 
was adopted by banks and financial institutions in order to avoid 
financial crisis, so it should be tested carefully and professionally to 
figure out if it is a useful tool in facing the crisis. However, IFRS 9 is 
much more than an upgrade from IAS 39. In fact, the new accounting 
standard for financial instruments represents a major shift in 
international accounting practices, adopting a principles-based 
approach to classification of financial assets and liabilities based on 
business models and cash flow. The standard also provides for a 
single impairment model to facilitate the recognition of expected 
credit loss (ECL). Under this new model, banks are required to 
estimate ECLs on financial assets on an ongoing basis and provision 
for these. This is vastly different from IAS 39.

Investors are always afraid from witnessing losses because of 
what happened in 2007 (GFC), so implementing IFRS 9 helps the 
investors to know about any expected credit losses that a bank 
might face. If the implementation of IFRS9 is not tested, how can 
investors and financials stakeholders be sure that they wouldn`t 
face another crisis as that of 2007? This paper aims to assess the 
impact on Lebanese banks linked to the transition from IAS 39 to 
IFRS 9. It is the right time to study the impact of IFRS 9 on Lebanese 
Banks as financial institutions are undergoing implementation 
and changes, though different actors may have proprietary 
perspectives and clarity on how IFRS 9 has been implemented by 
or in their respective organizations. Best practices may result from 
this assessment as different banks are surveyed besides the fact 
that it is possible to reach a framework for implementing the new 
accounting principle IFRS 9 successfully by banks.

Research Questions
The main research question addressed in this paper is: 

Two years have elapsed since the implementation of IFRS 9 
in the Lebanese banking sector: what are the impediments and 
advantages?

Other sub questions are:

1. Did the banks implement IFRS 9 following a well-set 
approach (professionally)? 

2. Was it costly? 

3. Was the implementation process complicated? 

4. Concerning the investors; to what level was the new 
Expected Credit Loss model helpful for them in the past two 
years of implementation?

Significance of the Study
This study will benefit financial analysts, bankers, and investors 

because it will help them figure out if the new standard will 
contribute in avoiding financial crisis. Effectively implementing 
IFRS 9 will enable bank boards and senior management to make 
better-informed decisions, proactively manage provisions and 
effects on capital plans, make forward-looking strategic decisions 

for risk reduction in the event of actual stressed conditions, and 
help in understanding the evolving nature of risk in the banking 
business. A thoughtful, repeatable, consistent capital planning 
and impairment analysis should lead to a more sound, lower-risk 
banking system with more efficient banks and better allocation of 
capital [8]. Further, IFRS 9 completes stakeholders’ main response 
to the global financial crisis and brings together “all aspects 
of the accounting for financial instruments-classification and 
measurement, impairment and hedge accounting. Together with 
these changes, information about financial instruments is enhanced 
by an accompanying package of improved disclosures” [9].

Methodology
This paper is an exploratory, qualitative research using 

inductive approach. Qualitative research is often said to employ 
inductive thinking or induction reasoning since it moves from 
specific observations about individual occurrences to broader 
generalizations and theories [10]. In making use of the inductive 
approach to research, the researcher begins with specific 
observations and measures, and then moves to detecting themes 
and patterns in the data. This allows the researcher to form an 
early tentative hypothesis that can be explored. The results of the 
exploration may later lead to general conclusions or theories [11].

Exploratory research intends merely to explore the research 
questions and does not intend to offer final and conclusive solutions 
to existing problems. This type of research is usually conducted 
to study a problem that has not been clearly defined yet, and is 
not intended to provide conclusive evidence, but helps to have a 
better understanding of the problem. Exploratory research tends 
to tackle unstructured [10] new problems on which little or no 
previous research has been done. To answer the proposed research 
questions, a structured interview questionnaire will be used with 
a sample of internal auditors of Lebanese banks. Questions are 
open-ended whereby respondents can express themselves freely 
and provide the answers in their own words; these questions are 
useful for exploratory evaluations. The collected information will 
be analyzed in a way comparing before and after the adoption 
of IFRS 9. Also, samples of financial statements of banks will be 
analyzed in order to figure out what are the affected accounts after 
the implementation of IFRS 9. Furthermore, content analysis will 
be performed to address the proposed questions analytically and 
comparatively.

Conclusion
Prior to the financial crisis, the two accounting authorities, the 

Financial Accounting Standards Board (FASB) and the International 
Accounting Standards Board (IASB), had already planned to 
revise and improve their respective standards on accounting for 
financial instruments. Furthermore, once the financial crisis arose, 
it confirmed the needs for changes in the application of these 
standards. Indeed, the financial crisis truly revealed that accounting 
standards in general were not appropriate for the past economic 
environment and showed that they were not efficient enough to 
face this changing environment [3]. The expectations for IFRS 9 are 
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to align measurement of financial assets with the bank’s business 
model, contractual cash flow of instruments, and future economic 
scenarios. In addition, the IFRS 9 provision framework will make 
banks evaluate how economic and credit changes will alter their 
business models, portfolios, capital, and the provision levels under 
various scenarios [6].

Given the IFRS 9 requirements in terms of classification, 
measurement, and impairment calculation and reporting, banks 
should expect to be required to make some changes to the way they 
do business, allocate capital, and manage the quality of loans and 
provisions at origination (ibid). The main purpose of this research 
is to investigate and analyze banks’ implementation of IFRS 9 in 
terms of their accuracy and revision behavior. 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.
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