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Dear Mr Hoogervorst 

Exposure Draft ED 2013/2 – Novation of Derivatives and Continuation of Hedge Accounting 

Deloitte Touche Tohmatsu Limited is pleased to respond to the International Accounting Standards 
Board’s (the IASB’s) Exposure Draft Novation of Derivatives and Continuation of Hedge Accounting (‘the 
exposure draft’). 

We welcome the IASB’s initiative in addressing this emerging issue and agree that an amendment to IAS 
39 and to IFRS 9 is necessary to address the effects on hedge accounting relationships of regulations in 
major capital markets including the U.S. and the European Union and, potentially, future regulations 
elsewhere leading to novation of derivatives to a central clearing function. 

We do not, however, agree that the scope of the amendment should be limited to novations required by 
such regulations as that would not capture the many novations that are likely to be heavily encouraged or 
incentivised by governments or regulators without being formally required. We do not believe that entities 
that novate contracts in anticipation of such legislation becoming effective should be disadvantaged. In 
our view, the absence of a legislative tool requiring novation should not alter the Board’s conclusion that a 
novation of a derivative to a central clearing function should not be treated as a discontinuation of hedge 
accounting. More broadly, we believe it would be premature to state that these are the only 
circumstances in which novation would not lead to discontinuance of a hedge relationship without a full 
assessment of the conceptual merits of requiring, or not requiring, discontinuance in a range of novation 
scenarios 

Our detailed responses to the questions in the invitation to comment are included in the Appendix to this 
letter. 
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If you have any questions concerning our comments, please contact Veronica Poole or Andrew Spooner 
in London at +44 20 7007 0884 or +44 20 7007 0204 respectively. 

Yours sincerely 

 
Veronica Poole 
Global IFRS Leader 
Technical 
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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? 

We agree that an amendment to IAS 39 is necessary to address the effects on hedge accounting 
relationships of regulations in major capital markets including the U.S. and the European Union and, 
potentially, future regulation elsewhere leading to novation of derivatives to a central clearing function. 

We also agree that the amendment should apply to both cash flow and fair value hedges, as both would 
be affected by discontinuance of a hedge relationship upon novation, and that changes to the terms of a 
derivative upon novation should be limited as described in the exposure draft.  

We recommend, however, that the requirements of section (ii) of the proposed amendment be revised to 
encompass novations in which the new counterparty is an entity approved for a clearing role under the 
terms of relevant laws or regulations. For example, under the European Union’s EMIR regulations, many 
derivatives will be novated to a ‘clearing member’ of a central clearing house (typically, a bank approved 
to act in that capacity) rather than the clearing house itself and we believe that such transactions should 
fall within the scope of the proposed amendment. It is not clear to us whether the reference to ‘clearing 
agency’ was intended to capture these organisations. 

Finally, we suggest that a clear definition of what should be considered a ‘novation’ for these purposes 
would be helpful as this is principally a legal term which may have different meanings in different 
jurisdictions. 
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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 of the proposed amendments should be limited to novations required by 
laws or regulations as this would not provide relief for many novations that occur in response to such laws 
or regulations. Many novations will not be required as such; rather they will be encouraged by, for 
example, provision of a preferential regulatory capital treatment for derivatives cleared through a central 
counterparty or by making access to government assistance conditional upon the use of a central 
counterparty. In addition, an entity that is not required by laws or regulations to novate may be compelled 
to do so because their counterparty is required to do so. Entities may also decide to novate derivatives 
that are outside the scope of these laws or regulations in order to comply with best practice in terms of 
risk management. 

We do not believe that novations under these circumstances should be excluded from the scope of the 
amendments and, as such, recommend that the limitation to novations required by laws or regulation be 
removed.  

More broadly, we are concerned that the amendment as currently drafted suggests that any other 
novation of a derivative hedging instrument would result in discontinuance of the hedge relationship. 
There are other circumstances in which a novation may occur but it could be argued that continuing to 
account for the hedge relationship that existed before the novation would, as described in paragraph BC7 
of the Basis for Conclusions of the ED, provide more useful information to users of financial statements. 
For example: 

• novation of a derivative from one legal entity to another within the same counterparty group; 
• a novation anticipated and documented in hedge documentation as part of a rollover strategy; or 
• novation between entities bound by the same syndicated lending agreement. 

We appreciate that a full assessment of the conceptual merits of requiring, or not requiring, 
discontinuance in a range of novation scenarios may not be possible within the timeframe for this 
amendment, but believe that it would be premature to effectively require discontinuance in all other 
circumstances prior to such an assessment. For that reason, we recommend that the words “if and only” 
be removed from the proposed additions to paragraphs 91 of IAS 39 and 6.5.6 of IFRS 9 and that a 
statement that other novations should be considered on their individual merits be added to the 
amendment and to its Basis for Conclusions. We also recommend that a fuller assessment to address the 
issue of novations of hedging instruments more generally be undertaken as soon as is practicable. 

In addition, we believe that the entities should have the option to apply the amendment prospectively 
(with a consequential amendment to IFRS 1) as retrospectively reinstating hedge relationships as a result 
of discontinuations arising from previous novations may not be practicable. 
  



 

 

5 

  

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 provisions of IAS 39 to address this issue should also apply under IFRS 9 as, even though 
novations to central counterparties could (as required by the SEC for U.S. GAAP preparers1) be factored 
into hedge documentation for hedges entered into after the implementation of a requirement to novate, 
the issue will remain relevant under the proposed requirements of IFRS 9 and could recur over a number 
of years as and when regulations similar to those in the U.S. and European Union are introduced in other 
jurisdictions. In addition, we recommend that the output of the fuller assessment of novations referred to 
in our response to Question 2 be incorporated into 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 that additional disclosure requirements are not necessary for the reasons stated in paragraph 
BC13 of the Basis for Conclusions of the exposure draft. We also note that IFRS 7 already requires 
disclosure of information on clearing arrangements in the context of offsetting financial assets and 
liabilities. 

                                                   
1 Letter from SEC Chief Accountant to Dan Palomaki, chairman of the Accounting Policy Committee, International Swaps and 
Derivatives Association, 11 May 2012. 


