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- Your Ref: Comment letter on Exposure Draft ED/2013/2 
- Novation of Derivatives and Continuation of Hedge Accounting 

 
 
 
 
Dear Sir. 
 
 
Thank you for giving us the opportunity to comment on your exposure draft ED/2013/2 
Novation of Derivatives and Continuation of Hedge Accounting. Following the G20 
commitment that standardised over-the-counter (OTC) derivative contracts should be cleared 
through central counterparties (CCPs),1 key market regulators have introduced regulations 
requiring OTC derivatives to be cleared by a CCP.2 However, IAS 39 Financial Instruments: 
Recognition and Measurement requires hedge accounting to be discontinued when the 
hedging instrument expires or is sold, terminated or exercised, unless the replacement or 
rollover of a hedging instrument into another hedging instrument is part of the entity’s 
documented hedging strategy.3 The IASB has concluded that novation to a CCP would meet 
the derecognition requirements both for financial assets and financial liabilities in IAS 39. This 
requirement to discontinue hedge accounting means that although an entity could designate 
the new derivative as the hedging instrument in a new hedging relationship, this would result in 
more hedge ineffectiveness, especially for cash flow hedges, compared to a continuing 
hedging relationship. 
 
I support your proposed amendments to require an entity to continue hedge accounting when 
a derivative, which has been designated a hedging instrument, is novated from one 
counterparty to a CCP as a result of laws or regulations. This will provide relief to preparers, 
and meaningful information to users of financial statements. 
                                                        
1 See paragraph 13 of the G20 Leader’s statement, September 2009, Pittsburgh. 
2 See for example regulations mandated by the Dodd-Frank Wall Street Reform and Consumer 
Protection Act, and the European Market Infrastructure Regulation. 
3 See paragraphs 91 and 101 of IAS 39 for example. 
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Answers to specific questions raised by the IASB 
 
 
Question 1 
 
The IASB proposes to amend IAS 39 so that the novation of a hedging instrument does       
not cause an entity to discontinue hedge accounting if, and only if, the following conditions   
are met: 

(i) the novation is required by laws or regulations; 
(ii) the novation results in a central counterparty (sometimes called 

‘clearing organisation’ or ‘clearing agency’) becoming the new 
counterparty to each of the parties to the novated derivative; and 

(iii) the changes to the terms of the novated derivative arising from the 
novation of the contract to a central counterparty are limited to those 
that are necessary to effect the terms of the novated derivative. Such 
changes would be limited to those that are consistent with the terms 
that would have been expected if the contract had originally been 
entered into with the central counterparty. These changes include 
changes in the collateral requirements of the novated derivative as a 
result of the novation; rights to offset receivables and payables 
balances with the central counterparty; and charges levied by the 
central counterparty. 

 
Do you agree with this proposal? If not, why? What criteria would you propose instead,       
and why? 
 
Yes, I agree with this proposal. It will provide targeted relief to preparers, and meaningful 
information to users of financial statements. 
 
Question 2 
 
The IASB proposes to address those novations arising from current changes in legislation or 
regulation requiring the greater use of central counterparties. To do this it has limited the 
scope of the proposed amendments to a novation that is required by such laws or regulations. 
Do you agree that the scope of the proposed amendment will provide relief for all novations 
arising from such legislation or regulations? If not, why not and how would you propose to 
define the scope? 
 
I agree that the scope of the proposed amendment will provide relief for all novations arising 
from such legislation or regulations. The narrow scope is both reasonable and appropriate in 
order to provide targeted relief to these mandatory novations. 
 
Question 3 
 
The IASB also proposes that equivalent amendments to those proposed for IAS 39 be made 
to the forthcoming chapter on hedge accounting which will be incorporated in IFRS 9 Financial  
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Instruments. The proposed requirements to be included in IFRS 9 are based on the draft 
requirements of the chapter on hedge accounting, which is published on the IASB’s website. 
 
Do you agree? Why or why not? 
 
I agree with this. It is internally consistent and will provide the same targeted relief to 
preparers, and meaningful information to users of financial statements. 
 
Question 4 
 
The IASB considered requiring disclosures when an entity does not discontinue hedge 
accounting as a result of a novation that meets the criteria of these proposed amendments to 
IAS 39. However, the IASB decided not to do so in this circumstance for the reason set out in 
paragraph BC13 of this proposal. 
 
Do you agree? Why or why not? 
 
Yes, I agree with the reasons set out in paragraph BC13. 
 
 
Yours faithfully 
 

 
 
 
Chris Barnard 
 


