Key Objectives of the Exposure Draft
The proposed amendments aim to:
· Improve the faithful representation of dynamic interest rate risk management.
· Reduce accounting mismatches arising from open portfolio management.
· Align accounting with actual risk management practices.
· Enhance comparability and transparency through additional disclosure requirements.
· Introduce a voluntary accounting model for eligible entities.

Major Proposals
1. Introduction of Risk Mitigation Accounting
A new accounting model is proposed for entities managing repricing risk on a net portfolio basis.
Comments:
· Proposal is conceptually sound.
· Better reflects economic substance.
· Particularly beneficial for banks and financial institutions.
Suggestion:
Provide additional implementation guidance with industry-specific illustrations.

2. Voluntary Application
Application of Risk Mitigation Accounting is optional, provided specified eligibility criteria are satisfied.
Comments:
· Voluntary adoption is appropriate.
· Existing documentation requirements may be onerous.
Suggestion:
Permit reliance on existing Asset Liability Management (ALM) documentation wherever appropriate.


3. Underlying Portfolios
Eligible portfolios include:
· Financial assets measured at Amortised Cost or FVOCI
· Financial liabilities measured at Amortised Cost
· Certain future transactions
Comments:
The eligibility criteria are generally appropriate.
Suggestion:
Provide additional clarification regarding:
· Demand deposits
· Behavioural assumptions
· Forecast transactions
· Prepayment assumptions


4. Net Repricing Risk Exposure
Risk exposure is proposed to be determined using expected repricing dates.
Comments:
This aligns with actual banking practices.
Suggestion:
Illustrative guidance should be provided for:
· Early repayments
· Customer options
· Behavioural assumptions
· Non-maturity deposits

5. Designated Derivatives
Only external interest rate derivatives qualify.
Comments:
Enhances reliability.
Concern:
Internal derivatives used for central treasury management are excluded in consolidated financial statements.
Suggestion:
IASB may evaluate whether limited recognition could be considered where robust internal controls exist.


6. Benchmark Derivatives
Benchmark derivatives replicate the repricing profile of managed exposures.
Comments:
Conceptually appropriate.
Suggestion:
Additional practical examples should be included demonstrating:
· Unexpected portfolio changes
· Rebalancing
· Dynamic portfolio management

7. Risk Mitigation Adjustment
Adjustment is measured using a lower-of approach.
Comments:
Prudent methodology.
Suggestion:
Clarify:
· Present value methodology
· Discount rate assumptions
· Recognition of excess adjustments


8. Discontinuation
Risk Mitigation Accounting ceases only upon a genuine change in risk management strategy.
Comments:
Reasonable proposal.
Suggestion:
Clarify distinction between:
· Strategy changes
· Routine portfolio rebalancing
· Day-to-day treasury activities


9. Transition
Prospective application has been proposed.
Comments:
Practical and cost-effective.
Suggestion:
Provide additional transition relief where:
· Existing hedge relationships require redesign.
· IT systems require significant modification.

10. Withdrawal of IAS 39
IASB proposes eventual withdrawal of remaining macro hedge accounting provisions.
Comments:
Acceptable in principle.
Recommendation:
Withdrawal should occur only after:
· Adequate implementation experience.
· Minimum two-year transition period.


11. Disclosure Requirements
Extensive new disclosures have been proposed.
Comments:
Enhanced transparency is welcomed.
Concern:
Large disclosure volumes may reduce understandability.
Suggestion:
Introduce proportional disclosure requirements for less complex entities.


Overall Strengths
· Better reflects economic risk management.
· Addresses accounting mismatches.
· Improves transparency.
· Consistent with modern Asset Liability Management practices.
· Flexible through optional adoption.

Key Concerns
· Significant implementation cost.
· Extensive documentation.
· High system modification requirements.
· Limited guidance on behavioural assumptions.
· Additional disclosure burden.
· Transition complexity for existing hedge accounting.

Recommendations
1. Include additional implementation examples.
2. Issue industry-specific application guidance.
3. Provide proportional relief for smaller entities.
4. Clarify behavioural assumptions for open portfolios.
5. Provide transition relief.
6. Defer withdrawal of IAS 39 until sufficient implementation experience is obtained.
7. Simplify documentation requirements by allowing reliance on existing risk management documentation.
8. Rationalise disclosure requirements to maintain clarity.

Overall View
The Exposure Draft represents a significant improvement in accounting for dynamic interest rate risk management and is expected to provide financial statements that better reflect economic risk management activities. However, additional implementation guidance, practical expedients, transition relief and proportionate disclosure requirements would facilitate consistent application and reduce unnecessary compliance burden while preserving the quality of financial reporting.

