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Comments by the German Banking Industry Committee on the 
Exposure Draft "Novation of Derivatives and Continuation of Hedge 
Accounting" (ED/2013/2) 
 
 
Dear Mr Hoogervorst, 
 
In our capacity as the German Banking Industry Committee, we are 
pleased to be given this opportunity to comment on the aforestated 
Exposure Draft (ED/2013/2). 
 
We believe that difficulties will arise due to the unequal accounting 
treatment in financial statements of economically similar transfers to a 
central counterparty, which are voluntarily carried out prior to the date 
foreseen for mandatory clearing in EMIR (backloading date), and 
economically similar transfers to a central counterparty handled via a 
clearing broker foreseen in EMIR. 
 
We advocate retroactive application with effect as per 1 January 2013. 
 
Please find below our detailed comments on the Exposure Draft. 

Hans Hoogervorst 
Chairman 
International Accounting 
Standards Board 
30 Cannon Street 
EC4M 6XH LONDON 
United Kingdom 
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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? 
 
The proposed amendments should not be restricted merely to such derivate transactions which are 
conducted directly with a central counterparty. Instead, this should also include those transactions which 
are handled via a so-called client broker. In this case, the client uses another bank which passes the 
transaction on a 1:1 basis to the central counterparty. In cases like these, the regulatory requirement is 
also the trigger for the transaction, although the respective bank itself is not the customer/member of a 
central counterparty. If these transactions would be excluded from the proposed revision of IAS 39 / IFRS 
9, this regulation would not be applied by the bank and, under certain circumstances, by the client broker 
as far as the client broker was the prior counterparty of the bank in the bilateral relationship.  
 
In the event that transactions are handled via a clearing broker, two situations are basically possible: 
 
1. A clearing member performs clearing services for his customer as a clearing broker. 
 
2. Customers of a clearing member can under certain circumstances (Art. 4 (3) of EMIR) perform clearing 
services for their own customers.  The latter then become indirect customers of a clearing member. 
 
In both cases, the transaction is effectively passed on to the central counterparty. We believe that the 
proposed amendments should apply to both situations (transactions between the clearing member and its 
customers as well as transactions between direct and indirect customers of a clearing member). 
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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? 
 
Up to now, the proposal by the IASB only foresees maintaining hedging transactions if a legal or 
regulatory obligation exists to involve a central counterparty. In the case of EMIR, however, so-called old 
repositories are subject to a provision to safeguard existing standards, i.e. banks are not obliged to have 
transactions cleared retroactively through a central counterparty. The pressure on the market is currently 
such that many entities are electing to voluntarily clear derivatives through a central counterparty. This 
would mean a disadvantage for these transactions. This would mean that for transactions that are 
voluntarily transferred to a central counterparty prior to the date foreseen in EMIR for mandatory clearing 
via such central counterparty (backloading date), the hedge relationship would have to be dissolved; in 
the case of transactions completed after the backloading date foreseen in EMIR, no such dissolution would 
take place. This contradicts economic logic and also fails to provide useful information to users of financial 
statements.   
 
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 
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? 
 
We agree. 
 
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? 
 
We agree with the proposed argumentation 
 
Yours sincerely 
on behalf of the German Banking Industry Committee  
Savings Bank Finance Group 
 
 
   
 
  
     
Dr. Ralf Goebel    Eric Eispert  


