Subject: Comment letter on Exposure Draft IASB/ED/2025/1 - Risk Mitigation Accounting: Proposed amendments to IFRS 9 and IFRS 7 (December 2025)

Q1 - Objective and scope (Section 7.1)
Response: Agree, subject to clarifications.
· The objective in paragraph 7.1.3 is appropriate. The key improvement is that the accounting is based on how the entity actually manages repricing risk on a net basis.
· Voluntary application under paragraph 7.1.5 is appropriate because mandatory application could create excessive system costs. However, it may affect comparability, as two banks with similar economic positions may present their financial statements differently. Therefore, the disclosure required for non-applying entities under IFRS 7 paragraph 33A is important and should be considered an essential part of the model, not merely an additional disclosure.
· Formal documentation under paragraph 7.1.7 is important because it makes the model auditable, and therefore I support it. The clarification in paragraph B7.1.9 should be retained, as it confirms that documentation relates to processes and controls, not to pre-committed activities. Without this clarification, the requirement may become difficult for smaller or less formal entities to apply.
· Eligibility under paragraph 7.1.4 is principle-based and requires judgment. Therefore, the standard should include examples of strategies that qualify and strategies that do not qualify. These examples should also cover entities with less formal asset-liability management functions, so that smaller or less structured entities can apply the requirement consistently.

Q2 - Underlying portfolios (paragraphs 7.2.1-7.2.4)
Response: Agree.
· The amortised-cost / FVOCI boundary (7.2.1) is correct - those are the instruments whose measurement creates the mismatch (B7.2.1).
· The “highly probable on a portfolio basis” test is different from the normal cash flow hedge test. Guidance should be added on what evidence is acceptable, such as business plans, origination trends, and Diversified portfolio.
· The requirement that the same risk should not be mitigated twice under paragraph 7.2.2 is appropriate. The inclusion of hedged exposures under paragraphs B7.2.6 to B7.2.8 is also sensible, but it creates a need to track possible double counting. Therefore, the standard should include examples of controls expected where interest rate risk overlaps with another risk.

Q3 - Net repricing risk exposure (paragraphs 7.2.5-7.2.10)
Response: No Comment 

Q4 - Designated derivatives (Section 7.3)
Response: Agree external-only in consolidated statements.
· I agree that, in consolidated financial statements, only external derivatives should be designated under Section 7.3. This is conceptually correct because internal derivatives are eliminated on consolidation. However, allowing internal derivatives in separate or individual financial statements is also appropriate.
· The key issue is the centralised treasury model, where risks are transferred internally but external hedges are placed on a net basis. These external hedges may not match internal transfers one-to-one. A worked example should therefore be added to show how external derivatives are identified at consolidated level and reconciled with internally transferred risk.
The exclusion of net written options, including the related carve-out under paragraphs 7.3.2(a) and 7.3.3, is appropriate. The exclusion of credit-dominated derivatives under paragraph 7.3.2(b) is also acceptable.

Q5 - Risk mitigation objective and benchmark derivatives (paragraphs 7.4.1-7.4.7)
Response: Agree the concept; field-test before finalising.
· The discipline that the objective must equal what the designated derivatives actually mitigate, capped at the net exposure in any band (7.4.1, B7.4.3), is what makes the model faithful - an entity mitigating 80 cannot claim 70, 90 or 110. Support it.
· The benchmark derivative requirements under paragraphs 7.4.5 to 7.4.7 would require a significant new system build. These derivatives are theoretical, have zero initial fair value, and must be recalibrated for unexpected changes. Most entities do not currently have systems to support this. For mid-tier banks, the effort could be similar to implementing a regulatory model. Therefore, the Exposure Draft should not present this as a modest extension.
· The proposed reliefs are sensible and should be retained. As outlined in paragraph 7.4.7, adjustments to benchmark derivatives should be made only when an unexpected change causes the exposure to fall below the hedging objective. Paragraph B7.4.12 supports the use of an undue-cost-or-effort exemption where appropriate. Additionally, paragraph B7.4.14 clarifies that benchmark derivatives are not required to replicate all the terms of the designated derivatives.
· The fieldwork should be completed and published before the requirements are finalised. It should include at least one fully worked benchmark derivative example covering construction, calibration to zero initial fair value, and subsequent adjustment. This is a key area where workability cannot be assessed from the wording alone.

Q6 - Recognising and measuring the risk mitigation adjustment (paragraphs 7.4.8-7.4.14)
Response: Agree but subject to.
· The lower-of measurement (7.4.8) correctly caps recognition at the extent of mitigation and prevents recognising derivative gains beyond the risk hedged. Support it. Recycling as repricing differences affect profit or loss (7.4.10), using the benchmark accrual profile as a proxy (B7.4.17), is sound.
· The no-reversal of the excess (7.4.14) is my concern. If the unexpected change that created the excess later reverses, such as a temporary prepayment spike returning to normal, the recognised loss does not unwind. This may not faithfully reflect the fact that, over the rolling mitigated period, the risk mitigation was effective.
· A limited reversal should be permitted where there is clear and objective evidence that the specific excess previously recognised has reversed. If the no-reversal approach is retained, the Basis for Conclusions should clearly explain the trade-off between preventing earnings management and achieving faithful representation.
· The present value of the net exposure under paragraphs 7.4.13 and B7.4.20 is different from the present value of the underlying instruments. A worked example should be provided to clearly explain this distinction.

Q7 - Discontinuation (Section 7.5)
Response: Agree .
· Discontinuation should be limited to a change in risk management strategy and applied prospectively, as set out in paragraph 7.5.1. The distinction between strategy and routine risk management activity in paragraphs 7.5.2 and B7.5.5 is also appropriate. Routine rebalancing should be dealt with by adjusting benchmark derivatives, not by discontinuing the model.
· The distinction between a strategy change and routine activity remains judgmental, and the examples in paragraph B7.5.3 are not exhaustive. The Exposure Draft should address cases such as recalibrating a deposit behavioural model by updating the core-deposit assumption without changing the mitigated rate or the measure type. It should clarify whether this is a change in the measures used to quantify the exposure, requiring discontinuation, or merely routine recalibration, allowing continuation. Additional examples should be added, including at least one genuinely borderline case.
· There is a risk of opportunistic classification, as an entity could characterise a change either to trigger or to avoid crystallising the accumulated adjustment. The key control should be consistency over time in how such changes are assessed and documented.
· The treatment of the accumulated adjustment on discontinuation under paragraph 7.5.3 is appropriate.

Q8 - Effective date and withdrawal of IAS 39 (Appendix C, Section C1)
Response: No Comment.

Q9 - Transition (Appendix C, Section C2)
Response: Agree prospective application and the reliefs.
· Prospective application under paragraph C2.54 is the only practical approach. Retrospective application would not be reliable or auditable for an open-portfolio model that uses behavioural assumptions and is continuously updated.
· The transition reliefs are appropriate and should be retained. These include relief for revoking previous FVTPL designations, discontinuing IAS 39 hedges with related consequential treatment and impracticability relief, discontinuing Chapter 6 hedges where the hedged items become part of underlying portfolios, and exemption from the IAS 8 paragraph 28(f) quantitative disclosure requirement.
· Prospective-only application means comparatives will not be restated, creating a discontinuity for users. This does not mean restatement should be required. However, the Board should confirm that the IFRS 7 transition disclosures in paragraphs 44RR to 44SS are sufficient or, alternatively, require a transition-bridge disclosure showing the effect at the date of initial application.
· I support the exemption from the IAS 8 paragraph 28(f) quantitative disclosure requirement. However, because the quantitative impact disclosure is not required, the qualitative transition disclosures should be sufficiently robust.


Q10 - Disclosure requirements (proposed amendments to IFRS 7)
Response: Agree, robust disclosure is essential.
· Separate presentation of the risk mitigation adjustment and the amount recycled to profit or loss under paragraph 30E is essential. The disclosure package in paragraphs 30H to 30P is coherent and aligns with the model.
· Disclosure overload should be avoided. IFRS 18 paragraph 41 should be applied with discipline, and each disclosure should support user decision-making. The sensitivity analysis and tables should explain the position clearly, not bury it in excessive detail.
· There is a risk of commercial sensitivity, as disclosures about strategy, mitigated rate, time bands, deposit assumptions, derivative profile, and average fixed rates under paragraph 30J may together reveal the entity’s Asset Liability Management positioning. The cross-reference permission in paragraph 30I should therefore be retained and expanded to confirm that cross-reference to regulatory disclosures, such as Pillar 3 disclosures, is acceptable where the required conditions are met. This would also help reduce duplication.
The non-applier disclosure under paragraph 33A is important because it supports comparability. However, it should remain proportionate, as choosing not to apply the model is a valid option.

Q11 - Insurers (Question 11)
Response: No Comment

