
 

 
 

 

 

2 April 2013  

 

International Accounting Standards Board 

30 Cannon Street 

London 

EC4M 6XH 

United Kingdom 

 

 

 

Re: Exposure Draft (ED/2013/2), Novation of Derivatives and Continuation of    

Hedge Accounting - Proposed amendments to IAS 39 and IFRS 9 

 

 

Ladies and Gentlemen: 

 

Citigroup (‘Citi’) appreciates the opportunity to respond to the Exposure Draft: Novation 

of Derivatives and Continuation of Hedge Accounting - Proposed amendments to IAS 39 

and IFRS 9.  

 

Citi welcomes the IASB’s responsiveness in addressing this issue in a quick and 

pragmatic manner. 

 

Citi supports the proposals in the ED to allow the continuation of hedge accounting in 

situations where a hedging instrument is novated to a central counterparty for central 

clearing. Laws and regulations on over-the-counter (OTC) derivatives are changing in 

several jurisdictions, requiring many derivatives to be novated to a central counterparty. 

The overall objectives of such requirements are to reduce risk and provide more 

transparency to the OTC derivative market. Therefore we welcome the proposal that the 

hedge accounting rules will support a transition to central OTC clearing when hedging 

instruments are novated to a central counterparty, rather than resulting in the 

discontinuation of hedge accounting which is problematic. Discontinuation of hedge 

relationships in this specific situation would not provide useful information in our 

opinion and reestablishing hedge accounting would be difficult for existing hedge 

relationships. 

 

Our further comments are outlined in greater detail through responses to the specific 

questions raised in the ED, included in the following attachment. 

 



 2 

We would be pleased to discuss our comments with you at your convenience. Please feel 

free to call me in New York at (212) 559-7721 or David Minarik in London at 020 7508-

9984. 

 

 

Sincerely,  

 

 

 

 

Robert Traficanti 

Deputy Controller and Global Head of Accounting Policy 

 

 

 

Cc:  Technical Director,  

Financial Accounting Standards Board 

401 Merritt 7 

P.O. Box 5116 

Norwalk, CT 06856-5226 
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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? 
 

 

We agree with the proposal. However, we would recommend that the scope of the 

amendment be broadened to include hedging instruments which are voluntarily novated 

to central clearing. Although some regulators may make central clearing mandatory, it is 

expected that some regulators may instead effect punitive capital charges for hedging 

instruments which are not centrally cleared. As a result, entities may elect to novate a 

hedging instrument on a voluntary basis to avoid higher capital charges.  

 

Broadening the scope as discussed in the previous paragraph to hedging instruments 

cleared on a voluntary basis would also result in greater consistency between IFRS and 

U.S. GAAP, as the SEC letter to ISDA dated 11 May 2012 said that it would not object to 

a continuation of hedge accounting stating “For an OTC derivative transaction entered 

into prior to the application of the mandatory clearing requirements, an entity voluntarily 

clears the underlying OTC derivative contract through a central counterparty, even 

though the counterparties had not agreed in advance (i.e., at the time of entering in the 

transaction) that the contract would be novated to effect central clearing.” 

 

We note that the IASB had originally intended to limit the scope to novations in which 

only the name of the counterparty had changed, but concluded that this restriction would 

make the relief ineffective in practice. Therefore, Citi believes that the IASB struck a 

balance by accepting minor modifications to the terms of the derivative (e.g., collateral 

requirements and offsetting provisions) that are both ‘necessary to effect the terms of the 

novated derivative’ and ‘limited to those that are consistent with the terms that would 

have been expected if the novated derivative had originally been entered into with the 

central counterparty.’ 
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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? 

 

We do not agree that the scope would provide relief for all novations. As stated in our 

response to question 1, our view is that hedging instruments which are novated on a 

voluntary basis should also be included within the scope of the amendment.  

 

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 that equivalent amendments should be made to IFRS 9. 

 
 

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. In line with the reason set out in BC 13, additional disclosure requirements 

would not provide useful information to users of financial statements. 


