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BHILAI BRANCH Comments on Exposure Draft on Risk Mitigation Accounting—Proposed amendments to IFRS 9 and IFRS 7
From the perspective of preparers, banks, insurers, auditors, regulators and users of financial statements, the Exposure Draft is a significant improvement over existing macro hedge accounting requirements. However, the following suggestions may strengthen the final Standard:
1. Expand Scope Beyond Interest Rate Risk
The proposal is currently limited to repricing risk arising from interest rates.
Suggestion:
The IASB should consider extending the model to:
* Foreign currency risk managed on a portfolio basis.
* Commodity price risk in energy and commodity sectors.
* Inflation-linked exposures.
Reason:
Many entities manage these risks dynamically using similar techniques and face the same accounting mismatches.
2. Permit More Risk Mitigation Instruments
The Exposure Draft permits only interest rate derivatives as designated derivatives.  
Suggestion:
Permit:
* Cross-currency swaps.
* Inflation swaps.
* Other economically equivalent hedging instruments.
Reason:
Treasury functions often use combinations of instruments rather than plain interest rate swaps.

3. Reduce Documentation Burden
The proposed documentation requirements are extensive.  
Suggestion:
Introduce:
* Simplified documentation requirements for smaller financial institutions.
* Proportionate application based on complexity and size.
Reason:
Smaller banks and NBFCs may face significant implementation costs.
4. Clarify Treatment of Demand Deposits
The draft appropriately recognises behavioural assumptions for non-interest-bearing demand deposits.  
Suggestion:
Provide detailed implementation guidance on:
* Core deposit modelling.
* Validation procedures.
* Audit evidence requirements.
Reason:
Different modelling approaches could significantly affect reported results and reduce comparability.
5. Provide a Practical Expedient for Benchmark Derivatives
Benchmark derivatives are conceptually robust but operationally complex.  
Suggestion:
Allow simplified benchmark construction techniques where:
* Risk exposure is not material.
* Full modelling costs outweigh benefits.
Reason:
This would improve adoption without sacrificing reliability.
6. Allow Phased Withdrawal of IAS 39
The IASB proposes eventual withdrawal of IAS 39 macro hedge accounting.  

Suggestion:
Provide a transition period of at least 3–5 years after issuance of the final standard.
Reason:
Banks have invested heavily in systems supporting IAS 39 macro hedge accounting.
7. Strengthen Guidance on “Reasonable and Supportable Information”
This phrase appears repeatedly throughout the draft.  
Suggestion:
Provide:
* Illustrative examples.
* Quantitative thresholds.
* Industry-specific guidance.
Reason:
Without guidance, diversity in practice is likely.
8. Extend the Model to Insurance Entities
The IASB is seeking feedback from insurers.  
Suggestion:
Explicitly permit insurers to apply the model where:
* Interest rate risk is managed dynamically.
* Assets and liabilities are managed together.
Reason:
This aligns with IFRS 17 asset-liability management practices.
9. Additional Disclosure on Model Risk
The draft proposes extensive disclosures.  
Suggestion:
Require disclosure of:
* Key behavioural assumptions.
* Sensitivity analyses.
* Model validation processes.
Reason:
Users need to understand the degree of estimation uncertainty.
10. Alignment with Prudential Regulation
Suggestion:
The IASB should work closely with:
* Basel Committee on Banking Supervision
* National banking regulators
to ensure consistency between:
* Financial reporting.
* Asset Liability Management (ALM).
* Regulatory interest rate risk frameworks.
Reason:
Banks should not maintain multiple inconsistent risk measurement systems.
Additional Suggestion from an Indian Perspective
The IASB should include implementation examples for:
* Commercial banks.
* Cooperative banks.
* NBFCs.
* Housing finance companies.
This would greatly assist jurisdictions such as India where interest-rate-sensitive balance sheets are substantial and dynamic ALM practices are common.
Overall Recommendation
The Exposure Draft should be supported in principle, as it provides a much more faithful representation of dynamic interest rate risk management than existing IAS 39 and IFRS 9 hedge accounting requirements. However, the final Standard should focus on:
1. Operational simplicity.
2. Strong implementation guidance.
3. Wider applicability.
4. Smooth transition from IAS 39.
5. Enhanced disclosure of assumptions and model risk.
These changes would improve both adoption and comparability while preserving the objective of faithfully representing economic risk management activities.
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