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中 国 会 计 准 则 委 员 会 

C h i n a  A c c o u n t i n g  S t a n d a r d s  C o m m i t t e e 

[translation]  

April 1, 2013 

Mr. Hans Hoogervorst  

Chairman 

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 

 

Dear Mr. Hans Hoogervorst,  

Thank you for offering the Chinese Ministry of Finance and China Accounting 

Standards Committee an opportunity to comment on the IASB Exposure Draft 

ED/2013/2 Novation of Derivatives and Continuation of Hedge Accounting (the ED).  

We appreciate IASB’s efforts to amend the related standards prompted by a G20 

commitment to improve OTC derivatives markets so that all standardised OTC 

derivatives contracts are cleared through a CCP. In general, we welcome the IASB’s 

proposals. The ED introduce an exception to the requirements for the discontinuation 

of hedge accounting in IAS 39 Financial Instruments: Recognition and Measurement, 

and require an entity to continue hedge accounting in a circumstance in which a 

derivative, which has been designated as a hedging instrument, is novated from one 

counterparty to a central counterparty as a consequence of laws or regulations. 

However, we think that the condition (scope ) of the proposed amendments to a 

novation that is required by such laws or regulations is too absolute to fully take into 

account different jurisdictions, so we oppose it at this point. 

Please refer to the attachment for our comments on specific questions.  

Sincerely yours,  

 

Yang Min [signed]  

 

Director-General ,Accounting Regulatory Department of Ministry of Finance of P.R.C 

Member China, Accounting Standards Committee 
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Comments on Exposure Draft ED/2013/2  

Novation of Derivatives and Continuation of Hedge Accounting  

 

 

Question 1: 

 

Agree in principle. We do not think that the novation of an OTC derivative to a CCP 

will affect the essence of the derivative transaction, because that the novation in such 

a circumstance just lead to the change of settlement pattern of the OTC derivative and 

the performance of both parties to the rights and obligations does not change. 

Therefore, it is appropriate that IASB provide relief from discontinuing hedge 

accounting in a circumstance in which a derivative, which has been designated as a 

hedging instrument in accordance with IAS 39, is novated from one counterparty to a 

CCP. In addition, the limited requirement for the changes to the terms of the novated 

derivative in (iii) is more reasonable. 

However, we think that the condition of the novation that is required by laws or 

regulations in (i) is too absolute to fully take into account different jurisdictions. 

There are two main concerns: 

(i) Before the entry into force of the relevant laws and regulations, if an OTC 

derivative, which has been designated as a hedging instrument, is novated 

voluntarily to a CCP by an entity, whether the entity is required to apply the 

exception? 

(ii) Similar in China and other jurisdictions , the laws or regulations that require 

the novation of OTC derivatives to a CCP have not yet been promulgated, but 

the existing laws and regulations did not prohibit the entity to adopt CCP 

clearing, whether the entity is required to apply the exception if an entity 

voluntarily novate the OTC derivative to a CCP? 

Therefore, we suggest that IASB delete the condition (i), or further clarify it in the 

application guide, in order to properly resolve our concerns. 

In addition, we noted that the premise of the IASB’s proposal is that the novation in 

such a circumstance will lead to the derecognition of an existing OTC derivative that 

is designated as a hedging instrument, but we believe that the basis for conclusions on 

the proposal is not enough, so we recommend the IASB to further clarity it and 

provide some examples. 

 

Appendix: 
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Question 2: 

Do not entirely agree . The reasons as mentioned above, we recommend that the scope 

of the proposal is not only limited in the novation that is required by laws or 

regulations, and all voluntary novations arising from entities are also included in the 

scope if those novations meet the other contidions in ED. 

 

Question 3: 

Agree. As the IASB noted, the forthcoming hedge accounting chapter in IFRS9 are 

equivalent to the content in IAS39 on this issue, so it is appropriate that the proposed 

amendments to IAS 39 are also included in IFRS 9. 

 

Question 4: 

Agree. As the reason set out in paragraph BC13 of this proposal, from the perspective 

of a user of financial statements, the hedge accounting would be on-going in this 

situation, and the applicable conditions for the hedging accounting still meet, so there 

is no need for additional disclosure in order to avoid unnecessary complexity. 
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