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 This is another important reminder 
to financial institutions for careful 
assessment of the impact of 
forbearance activities on impairment and 
for relevant transparent disclosures.

– Andrew Vials 
KPMG global IFRS Financial Instruments leader

Regulators focus on forbearance
On 20 December 2012, the European Securities and Markets 
Authority (ESMA) issued a public statement Treatment 
of Forbearance Practices in IFRS Financial Statements of 
Financial Institutions. The statement deals with: 

●● the definition of forbearance practices; 

●● their impact on the impairment of financial assets; and 

●● the specific disclosures relating to forbearance activities 
that listed EU financial institutions should include in 
their IFRS financial statements for the year ending 
31 December 2012.

It complements ESMA’s November statement on common 
enforcement priorities for 2012 financial statements1. This 
earlier statement has already highlighted the impairment 
of financial assets and related disclosures, including 
forbearance practices, as a priority area. Given the global 
economic and market environment, other enforcers around 
the world are also likely to pay particular attention to 
forbearance.

1 See our publication In the Headlines: Focus areas for regulators – Issue 2012/16

Forbearance practices
‘Forbearance’ is when a lender decides to modify the terms 
and conditions of a loan or debt security if the borrower 
is unable to meet them because it is in financial difficulty. 
Examples may include reducing interest rates, delaying 
payment of principal, and amending or not enforcing 
covenants. As the financial crisis has continued, forbearance 
has become more common. As a result, investors and 
regulators also have an increased interest in financial 
institutions’ accounting for, and disclosure of, forbearance 
practices. 

Financial asset impairment
ESMA states that forbearance practices are an objective 
indicator of impairment under IAS 39 Financial Instruments: 
Recognition and Measurement. It expects that, where 
there is forbearance, entities should consider the impact 
on the estimated future cash flows of the financial asset, 
applying a heightened level of scepticism as to whether the 
full contractual cash flows will be recovered. ESMA also 
reminds entities that forbearance measures may lead to the 
derecognition of a financial asset.

Disclosure guidance
ESMA believes that financial institutions should include 
qualitative and quantitative disclosures about the nature 
and extent of forbearance practices in their IFRS financial 
statements. 

Qualitative disclosures would include details of the 
practices, related risks and how they are managed, and 
applicable accounting policies.

Quantitative disclosures would include:

●● carrying amounts of assets subject to forbearance 
(analysed, for example, by type of forbearance measure 
or business or geographical area, as appropriate);

●● forbearance activity during the period, including a 
reconciliation of opening and closing balances;

●● related impairment allowances; 

●● newly recognised assets; 

●● interest income; and 

●● analysis of credit quality. 

ESMA recognises that financial institutions may 
not previously have collected the data necessary 
to provide the full set of requested quantitative 
disclosures; however, they should be included 
in 2012 financial statements as far as possible, 
and in 2013 annual financial statements at the 
latest.

Next steps
ESMA, along with national regulators in 
the EU, plans to monitor entities’ financial 
statement disclosures, and will consider 
whether further action is required.

Find out more
For more information, please talk to 
your usual KPMG contact or go to 
ESMA’s statement.
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