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Dear Mr Hoogervorst 

Re.: IASB ED/2013/2 “Novation of Derivatives and Continuation of Hedge 

Accounting – Proposed amendments to IAS 39 and IFRS 9” 

The IDW appreciates the opportunity to comment on the above mentioned Ex-

posure Draft. 

In general, we welcome the Board’s intention to make limited amendments to 

IAS 39 and IFRS 9, considering that discontinuation of a hedge accounting rela-

tionship due to novating designated OTC derivatives to a central counterparty 

(CCP) may result in the addressees misunderstanding the resultant financial re-

porting. 

However, we would like to suggest some modifications to the proposals in order 

that the intended outcome can be achieved: 

 the term novation should be defined to avoid inconsistent interpretations, 

 the scope of the proposals needs to be extended to novations that occur 

on a voluntary basis provided that these voluntary novations are caused 

by laws or regulations either already adopted or likely to become effec-

tive in the near future (with a view to entities making use of regulatory in-

centives to novate OTC derivatives contracted in the past), 

 the term central counterparty does not cover all relevant constellations 

that are found in practice.  
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In addition to providing a short term and pragmatic solution we recommend a 

more principle-based discussion of the matter in the medium term.  

 

Further, we would like to comment on the specific questions as set out below. 
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Question 1 

The IASB proposes to amend IAS 39 so that the novation of a hedging instru-

ment 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 nova-

tion 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 collat-

eral requirements of the novated derivative as a result of the novation; 

rights to offset receivables and payables balances with the central coun-

terparty; and charges levied by the central counterparty.  

Do you agree with this proposal? If not, why? What criteria would you propose 

instead, and why? 

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 pro-

posed amendment will provide relief for all novations arising from such legisla-

tion or regulations? If not, why not and how would you propose to define the 

scope? 

We support the IASB’s intention to introduce an exception to the requirements 

for the discontinuation of hedge accounting in IAS 39 or IFRS 9 when specific 

conditions are met. 

In respect of the proposed criteria, we recommend the following modifications: 

(i) The term novation should be defined in order to avoid diverging 

interpretations, for example, in different jurisdictions. In this context, 

the IASB should clarify in what cases a change of counterparty 
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results in the derecognition of financial instruments. Paragraph 5 of 

the Basis for Conclusions only refers to the novation to a CCP. 

(ii) The proposed criterion required by laws or regulations would exclude 

a significant number of OTC derivatives from the scope of the 

proposed relief. Especially in regard to derivatives already contracted 

in the past, entities are making use of voluntary novations due to 

incentives provided by regulation. Therefore, the scope of the 

proposed amendments should be extended to novations on a 

voluntary basis provided that these voluntary novations are caused 

by laws or regulations either already adopted or likely to become ef-

fective in the near future (backloading).  

(iii) The term central counterparty does not cover all relevant 

constellations that are found in practice. For example, a counterparty 

does not have to be a (direct) clearing member of a CCP. Moreover, 

clients may enter into a direct or indirect clearing agreement with a 

clearing member. Such constellations should not be excluded from 

the amendments. 

 

 

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 IRFS 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 support the IASB’s intention to make equivalent amendments to the 

forthcoming chapter on hedge accounting under IFRS 9. However, we believe 

that the suggestions we have set out above, should be considered under 

IFRS 9, as well. 
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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 pro-

posed 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 appreciate the IASB’s decision not to require specific disclosures when an 

entity does not discontinue hedge accounting as a result of a novation that 

meets the criteria of the proposed amendments to IAS 39 and IFRS 9. Given the 

fact that the hedge accounting is on-going from an economic perspective, addi-

tional disclosure requirements would be superfluous. 

 

In case of any queries, please do not hesitate to contact us. 

 

Yours sincerely 

Ulrich Schneiß 

Vice Technical Director 

Accounting and Auditing 

Uwe Fieseler 

Director International 

Accounting 

 

 


