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22 March 2012 
 
Re: IASB Exposure Draft: Novation of Derivatives and Continuation of Hedge Accounting 
(ED/2013/2) 
 
 
Dear Mr Hoogervorst:  
 
Deutsche Bank (“the Bank”) appreciates the opportunity to provide feedback on the Novation 
of Derivatives and Continuation of Hedge Accounting Exposure Draft (“the ED”) and the 
International Accounting Standard Board’s (the “Board”) responsiveness in addressing an 
important industry wide issue.  
 
The Bank supports the proposal of allowing entities to continue hedge accounting where 
required by legislation to novate the derivative contract that was designated as a hedging 
instrument to a central clearing house. We are, however, concerned that the scope of the 
amendment, as currently drafted, would not allow entities to benefit from this treatment in a 
situation where the novation process is done outside of where required by legislation, say, in 
advance of a regulatory deadline or where the entity wishes to avoid a regulatory penalty.   
 
Our responses to the questions raised in the ED are attached in the appendix.  
 
We hope you find these comments helpful. Should you have any questions or wish to discuss 
these matters further, please contact me on either +49(69)910-31183 or via email to 
karin.dohm@db.com or Maria Nordgren on either +44(20)754-75363 or via email to 
maria.nordgren@db.com. 
 
 
 
 
Sincerely yours, 
 

 
Karin Dohm Maria Nordgren 

Managing Director     Global Technical Director 
Chief Accounting Officer    Accounting Policy and Advisory Group 
Deutsche Bank AG     Deutsche Bank AG 
 
 
 
 

Mr. Hans Hoogervorst 
Chairman 
International Accounting Standards Board 
1st Floor 
30 Cannon Street 
London EC4M 6XH 
United Kingdom 
 



 

 

 

 
 
Appendix 
 
 
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?  
 
 
Bank’s Response to Question 1: 
We agree with the proposal, however we consider that the scope of the exemption should be 
extended to avoid restrictive interpretations in situations where: 

(i) the novation is done due to requirements that are similar to laws and 
regulations (e.g. market convention);  

(ii) Novation is done in anticipation of laws and regulation that are substantially 
enacted; and 

(iii) Where there are minor changes in the terms of the novated contract that are 
commercially necessary to affect novation but do not fall in the list of the 
changes mentioned in paragraph (iii) above.  

  



 

 

 

 
We support the inclusion of the above instances as we believe that, regardless of the reason 
underpinning the novation, novations which solely change counterparty and which are limited 
to those that are necessary to effect the terms of the novated derivative should be accounted 
for similarly. We therefore, suggest that the wording of the conditions should be changed as 
follows: 
 
.... if, and only if, the following conditions are met: 

(i) the novation is required by or is carried out in anticipation of laws or 
regulations or statutory requirements that are similar to laws and regulations 
or;  

(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.  

 
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? 
  
 
Bank’s Response to Question 2: 
Whilst we agree with the intention of the Board to limit the scope of amendment only to those 
novations that an entity is required to undertake by legislation, we, however, consider that the 
scope of the amendment is not broad enough to allow for novation that may happen 
voluntarily before the actual regulatory deadline in order to minimize the operational and 
administrative burden. In addition there may be situations where the requirement to novate a 
contract may come from factors other than legislation (e.g. market convention, regulatory 
capital requirements etc). We consider that to the extent such novations are in substance 
similar to a legislative novation (i.e. they are aimed at achieving similar goals as the 
legislative novations), they should also be covered by the scope of the exemptions.  
  



 

 

 

 
 
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?  
 
 
Bank’s Response to Question 3: 
Yes, a similar relief should be provided under IFRS 9. Moreover, we urge the Board to allow 
for early application of this amendment, so that entities may benefit from the clarifications 
made in the ED.  
 
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?  
 
Bank’s Response to Question 4: 
Yes, we agree that the cost of providing additional disclosure would outweigh any benefit that 
users of financial statements may obtain from it and welcome the fact that the IASB refrains 
from requiring additional disclosures in this circumstance.    
 


