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Ref.: Exposure Draft 2013/2 ‘Novation of Derivatives and Continuation of
Hedge Accounting – Proposed amendments to IAS 39 and IFRS 9’

Dear Board members,

The European Association of Co-operative Banks (EACB) gladly takes the
opportunity to deliver some short comments on the Exposure Draft Exposure
Draft 2013/2 ‘Novation of Derivatives and Continuation of Hedge Accounting –
Proposed amendments to IAS 39 and IFRS 9’.

We think that clarifications are required regarding novations that take place to
meet the requirements of laws or regulations that are in advanced state of
implementation (e.g. in the EU when a European directive is in place, but
national implementing legislation not yet adopted). Strictu sensu, those
novations are voluntary in the sense that they take place before the formal legal
novation deadline. However, they should also fall within the scope of the
proposed amendments and early application should be permitted so that entities
can apply the requirements to novations that take place prior to the finalisation
of the amending legislation. There will be no changes of the derivative contract
terms (with exception of the terms that are a direct result of the novation).

Thus, there are no reasons to exclude the voluntary central counterparty
novation. Furthermore the United States Securities and Exchange Commission,
(SEC), explicitly permits the continuation of hedge accounting in such
circumstances even if the counterparties did not agree to clearing and novation
when they entered into the transaction. If IASB does not allow hedge accounting
continuation after a voluntary central counterparty novation, entities in the
European Union will be disadvantaged compared to U.S. GAAP users.

We would like to add that the proposed amendment should not be limited to the
case when the novation results in a central counterparty becoming the new
counterparty to each of the partners of the novated derivative. The following
situations involving a clearing broker also fulfill EMIR requirements:

1. A clearing member provides clearing services to its clients as clearing broker.

2. In certain circumstances the clients of a clearing member can provide clearing
services for their own clients (indirect clients of a clearing member).
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In both cases risks are effectively transferred to a central counterpart (via
clearing member / client of clearing member). From our point of view the
exception in the proposed amendment should be extended and also include both
of the aforementioned cases.

Yours sincerely,

Hervé Guider Volker Heegemann

General Manager Head of Legal Department


