
  

  

  



  

  

  

  

  

  

  

  

  

  

  



  

  

  

  

  

  

  

  

  

  

  



  

  

  

  

  

  

  

  

  



  

  

  

  



  

  

  



  

 

 

 

 

 

    

 
  

   
 

  
 

 

   

 

     
 

 
 

  
   

 

Judgment Approved by the court for handing down. Manchester BS v Grant Thornton 

“161. Applying this guidance there is a cogent argument in 
support of the Claimant’s case. The context in which the 
Defendant approved the Claimant’s Hedge Accounting Policy 
on 11 April 2006 was that the change in accountancy standards 
from UK GAAP to IFRS required derivatives such as interest 
rate swaps to be entered on the Claimant’s balance sheet. Before 
that change the Claimant’s balance sheet was not affected by 
changes in the fair value of the derivatives. After that change the 
balance sheet had to record such changes. In consequence, the 
balance sheet was exposed to volatility in interest rates which 
would affect the fair value of the swaps and hence profits and 
regulatory capital. The use of hedge accounting was designed to 
protect the balance sheet from such volatility and its 
consequences. It was in those circumstances that the Defendant 
approved the Claimant’s Hedge Accounting Policy. The nature 
of the advice given, by approving the Hedge Accounting Policy, 
was that the Claimant could use hedge accounting. It was given 
in circumstances where the Defendant knew that the Claimant 
wished to use it to protect itself from volatility in the fair value 
of interest rates swaps and the consequences that such volatility 
had on the balance sheet of the Claimant and hence on its profits 
and regulatory capital position. The losses incurred when 
breaking the swaps were fairly attributable to that negligent 
advice because, in circumstances where hedge accounting was 
discovered to be not available, the balance sheet was fully 
exposed to volatility in the fair value of the interest rate swaps 
and they had to be closed out at a cost which reflected their fair 
value. Of course, the losses were also attributable to the 
sustained fall in interest rates which had occurred following the 
financial crisis of 2008. But having regard to the context in 
which the Defendant’s advice was given and its nature the losses 
remain fairly attributable to the Defendant’s negligence. Can it 
properly be concluded that the Defendant assumed responsibility 
for losses of the type which were sustained in 2013 when, 
following the realisation that hedge accounting was not 
available, the interest rate swaps were closed? Since the 
Defendant had advised, by approving the Claimant’s hedge 
accounting policy, that the Claimant could protect its balance 
sheet, and hence its regulatory capital position, from volatility in 
the interest rate swaps and since the losses were sustained, when 
that advice was found to be incorrect, because the Claimant 
could not allow its balance sheet, and hence its regulatory capital 
position, to be exposed to that volatility, those losses, which 
reflected the fair value of the swaps, were not only the 
reasonably foreseeable consequence of the Defendant’s 
negligence but also flowed from the particular feature of the 
Defendant’s conduct which made its advice wrongful. It can 
therefore be concluded that the losses were the type of loss in 
respect of which the Defendant assumed responsibility.” 



  

  

  



  

  

  

  



  

  



  

  

  



  

  

  

  



  

  

  

  

  

  

  

  



  

  

 

 

  

  

  



  

  

  

  

  

  

  

  



  

  

  

  

  

  

  

  

  



  

  

  

  

  

  

  



  

  

  

  

  

  

  



  

  

  

  

  

  

  

  



  

  

  

  

  

  

  

  

  



  

  

  

  

  

  

  


