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Exposure Draft Risk Mitigation Accounting Proposed amendments to IFRS 9 and IFRS 7

Question 1—Objective and scope of risk mitigation accounting (Section 7.1)
 The IASB proposes that: 
(a)  the objective of risk mitigation accounting be for financial statements to represent the economic effect of an entity’s risk management activities if the entity manages repricing risk on a net basis.
(b)  risk mitigation accounting be applied on a voluntary basis. However, an entity would be permitted to apply risk mitigation accounting if, and only if, the entity mitigates repricing risk on a net basis and the entity’s business and risk management activities have the characteristics specified in paragraph 7.1.4.
(c) an entity be required to document formally how it will apply risk mitigation 
accounting. 
Paragraphs BC11–BC37 of the Basis for Conclusions explain the IASB’s rationale for these proposals. 
Do you agree with these proposals? Why or why not? If you disagree with any of these proposals, please explain what you would suggest instead and why.

Yes, agree with the proposal as risk management strategies and activities vary by entity, the IASB focused on common characteristics for which risk mitigation accounting would provide the most useful information to users of financial statements.
Risk mitigation accounting would focus on representing an entity’s risk management activities to manage its exposure to repricing risk rather than on governing or restricting risk management. The expertise required in risk modelling and the related investment in systems and processes could impose high costs on entities. The mitigated rate is often a specific benchmark interest rate that an entity uses to aggregate and mitigate its repricing risk exposure.


Question 2—Underlying portfolios (paragraphs 7.2.1–7.2.4) 
The IASB proposes that risk mitigation accounting be applied based on underlying portfolios—that is, portfolios of financial instruments that expose an entity to repricing risk. The IASB proposes that financial instruments be eligible for inclusion in underlying portfolios only if they are: 
(a) financial assets classified as subsequently measured at amortised cost or fair value through other comprehensive income (in accordance with paragraphs 4.1.2 or 4.1.2A of IFRS 9 Financial Instruments); 
(b) financial liabilities classified as subsequently measured at amortised cost (in accordance with paragraph 4.2.1 of IFRS 9); or
 (c) future transactions that could result in the recognition or derecognition of financial instruments specified in (a) or (b). 
The IASB is also proposing that an entity apply risk mitigation accounting only to its exposure to repricing risk that is not otherwise mitigated. However, if a financial instrument is designated as a hedged item for a risk other than repricing risk, the hedged exposure would be eligible for inclusion in underlying portfolios. 
Paragraphs BC38–BC63 of the Basis for Conclusions explain the IASB’s rationale for these proposals. 
Do you agree with these proposals? Why or why not? If you disagree with any of these proposals, please explain what you would suggest instead and why.

Yes agree with these proposals
The IASB proposes that risk mitigation accounting be applied based on underlying portfolios—that is, portfolios of financial instruments that expose an entity to repricing risk. An entity cannot mitigate the same repricing risk more than once. A hedged exposure that affects an entity’s exposure to repricing risk is eligible for inclusion in the underlying portfolios The entity is required to include all underlying portfolios that it manages for repricing risk on a net basis. if risk mitigation accounting is not applied, using derivatives to mitigate the repricing risk arising from these financial instruments will result in accounting mismatches in profit or loss. Entities would therefore need to consider reasonable and supportable information to determine the net repricing risk exposure, including all relevant factors.  The entities to use the same measure they use to undertake risk management activities would be consistent with its objective to better reflect in the financial statements how entities manage repricing risk.


Question 3—Determining the net repricing risk exposure (paragraphs 7.2.5–7.2.10) 
The IASB proposes that an entity determine the net repricing risk exposure by aggregating the repricing risk arising from underlying portfolios by repricing time bands based on expected repricing dates. 
The expected repricing date is the earlier of the dates on which financial instruments in the underlying portfolios are expected to be settled or to reprice.
 The IASB also proposes that the entity determine the net repricing risk exposure in a manner that is consistent with how it makes risk management decisions, including with regard to:
 (a) the basis on which the entity aggregates the repricing risk arising from underlying portfolios and determines the repricing time bands (based on expected repricing dates); and 
(b) the measure the entity uses to quantify the repricing risk exposure in each repricing time band. 
Paragraphs BC64–BC69 of the Basis for Conclusions explain the IASB’s rationale for these proposals.
 Do you agree with these proposals? Why or why not? If you disagree with any of these proposals, please explain what you would suggest instead and why

Yes , an entity determine the net repricing risk exposure by aggregating the repricing risk arising from underlying portfolios by repricing time bands based on expected repricing dates.
An entity shall determine the net repricing risk exposure from the underlying portfolios that are managed on a net basis in accordance with the entity’s risk management strategy. An entity shall determine the net repricing risk exposure based on reasonable and supportable information about the changes in the underlying portfolios that could affect the net repricing risk exposure. The net repricing risk exposure shall be determined with sufficient frequency to ensure that changes in the underlying portfolios are reflected in a timely manner, The net repricing risk exposure must be consistent with the repricing risk exposure used to inform risk management activities, requiring the use of expected repricing dates to aggregate repricing risk would provide a robust basis for applying risk mitigation accounting. an entity would be required to determine the length and number of repricing time bands in a manner consistent with how the entity determines its exposure to repricing risk for risk management purposes.


Question 4—Designated derivatives (Section 7.3)
The IASB proposes that only interest rate derivatives with a party external to the reporting entity that are used to mitigate the entity’s repricing risk in accordance with its risk management strategy be eligible to be included as designated derivatives. 
Paragraphs BC70–BC77 of the Basis for Conclusions explain the IASB’s rationale for these proposals.
Do you agree with these proposals? Why or why not? If you disagree with any of these proposals, please explain what you would suggest instead and why
No 
Once derivatives are included as designated derivatives, an entity shall exclude them from its application of risk mitigation accounting only if they are no longer held for the purpose of mitigating repricing risk on a net basis in accordance with the entity’s risk management strategy. Once derivatives are included as designated derivatives, an entity shall exclude them from its application of risk mitigation accounting only if they are no longer held for the purpose of mitigating repricing risk on a net basis in accordance with the entity’s risk management strategy, The risk mitigation accounting model is specifically developed for repricing risk, which is a form of interest rate risk;
Question 5—Risk mitigation objective and benchmark derivatives (paragraphs 7.4.1–7.4.7)
The IASB proposes that an entity:
(a) specify a risk mitigation objective that is consistent with the amount of repricing risk the entity mitigates using designated derivatives, but does not exceed the amount of net repricing risk exposure in each repricing time band; 
(b) construct benchmark derivatives to replicate the timing and amount of repricing risk as specified in the risk mitigation objective; and 
(c) adjust the amount of repricing risk represented by the benchmark derivatives if unexpected changes in financial instruments included in underlying portfolios reduce the net repricing risk exposure to an amount below the risk mitigation objective specified at the beginning of the period.

Paragraphs BC78–BC87 of the Basis for Conclusions explain the IASB’s rationale for these proposals.
Do you agree with these proposals? Why or why not? If you disagree with any of these proposals, please explain what you would suggest instead and why


Yes
An entity shall specify a risk mitigation objective that is consistent with the amount of repricing risk the entity mitigates using designated derivatives.
The risk mitigation objective represents the extent to which an entity mitigates the net repricing risk exposure to ensure that the residual exposure to repricing risk is within the risk limits.
An entity shall replicate the timing and amount of repricing risk as specified in the risk mitigation objective through benchmark derivatives. An entity shall construct new benchmark derivatives to have an initial fair value of zero based on the mitigated rate. The entity shall use reasonable and supportable information to adjust the benchmark derivatives to ensure that the exposure to repricing risk represented by the benchmark derivatives does not exceed the net repricing risk exposure in any repricing time band.
The risk mitigation objective will ensure that risk mitigation accounting faithfully represents the extent to which designated derivatives mitigate repricing risk.
The  risk mitigation objective to be specified based on the frequency with which an entity reports internally to management could, in turn, create unjustifiable differences between the entity’s actual risk management activities and what is reflected in the entity’s financial statements. An entity’s ability to capture such information depends on the specificity and level of detail with which it tracks changes in the underlying portfolios. The operational simplification would be equivalent to adjusting the net repricing risk exposure as though the amount of repricing risk affected by the unexpected changes did not exist at that date, meaning the risk mitigation objective specified at that time would have been lower by that amount

Question 6—Recognising and measuring the risk mitigation adjustment (paragraphs 7.4.8–7.4.14)
The IASB proposes that an entity:
(a) recognise the risk mitigation adjustment in the statement of financial position based on the lower of:
(i) the cumulative gains or losses on the designated derivatives; and
(ii)  the cumulative change in the fair value (present value) of the benchmark derivatives;

(b) recognise in profit or loss the amount accumulated as the risk mitigation adjustment in the same periods during which the repricing differences arising from the financial instruments in the underlying portfolios affect profit or loss
(c) assess, at each reporting date, whether there is an indication that the risk mitigation adjustment might not be realised in full over the mitigated time horizon; and
(d)  recognise immediately in profit or loss a reduction in the amount accumulated as the risk mitigation adjustment if it exceeds the present value of the net repricing risk exposure as at the reporting date.
Paragraphs BC88–BC116 of the Basis for Conclusions explain the IASB’s rationale for these proposals.
Do you agree with these proposals? Why or why not? If you disagree with any of these proposals, please explain what you would suggest instead and why

Yes. agree with the proposals
An entity shall recognise in profit or loss any remaining gain or loss on the designated derivatives that was not recognised as part of the risk mitigation adjustment. The amount accumulated as the risk mitigation adjustment shall be recognised in profit or loss in the same reporting periods during which the repricing differences arising from the financial instruments. The present value of the net repricing risk exposure represents the amount that would have been accumulated as the risk mitigation adjustment if the entity had fully mitigated the net repricing risk exposure as at the reporting date. The present value is calculated using the mitigated rate as the discount rate. An entity shall reduce the amount accumulated as the risk mitigation adjustment by recognising the excess amount in profit or loss immediately. An entity measure the risk mitigation adjustment in the statement of financial position at the lower of the cumulative fair value gains or losses of the designated and benchmark derivatives.
Another benefit of the requirement would be the provision of more direct information about the effectiveness of risk management activities. Risk mitigation accounting conveys information about how an entity’s risk management actions will affect the timing and amount of its future cash flows and about the effectiveness of the entity’s repricing risk management activities.
The risk mitigation objective in turn determines the notional of the benchmark derivatives, which model the net repricing risk exposure, meaning that there is little to no risk of a notional mismatch (excluding the effect of any risk mitigation adjustment excess). Any gains or losses arising from maturity mismatches, basis risk or other differences between the designated and benchmark derivatives that are not included in the risk mitigation adjustment are immediately recognised in profit or loss
Question 7—Discontinuation of risk mit	on accounting (Section 7.5)
The IASB proposes that an entity discontinue risk mitigation accounting prospectively from the date on which the entity’s risk management strategy changes—that is, when the entity changes how it manages repricing risk, including a change to the mitigated rate.
The IASB also proposes that an entity that discontinues risk mitigation accounting recognise the amount accumulated as the risk mitigation adjustment in profit or loss:
(a) on a systematic and rational basis over the mitigated time horizon, if the repricing differences arising from the financial instruments in underlying portfolios are still expected to affect profit or loss; or
(b)  immediately, if the repricing differences arising from the financial instruments in underlying portfolios are no longer expected to affect profit or loss.

Paragraphs BC117–BC126 of the Basis for Conclusions explain the IASB’s rationale for these proposals.
Do you agree with these proposals? Why or why not? If you disagree with any of these proposals, please explain what you would suggest instead and why


Yes
Agreeing to the proposals
If such a change occurs, the entity shall discontinue risk mitigation accounting prospectively from the date the change is made. Ie, a change in an entity’s risk management strategy refers to a change in how the entity manages repricing risk. 
It is important to distinguish between changes in how an entity manages repricing risk and changes caused by the dynamic nature of the entity’s repricing risk exposure. Upon discontinuing risk mitigation accounting, an entity continue to recognise the risk mitigation adjustment in the statement of profit or loss over the mitigated time horizon.



Question 8—Effective date and withdrawal of IAS 39 (Section C1 of Appendix C to IFRS 9)
The IASB proposes that an entity be permitted to apply the requirements for risk mitigation accounting from the beginning of the annual reporting period starting on or after [the date the requirements are issued].
The IASB also proposes that an entity discontinue applying the hedge accounting requirements in IAS 39 Financial Instruments: Recognition and Measurement at the earlier of
(a) the date on which the entity first applies the requirements for risk mitigation accounting; and
(b) annual reporting periods beginning on or after [the date on which IAS 39 is withdrawn]

Paragraphs BC127–BC128 of the Basis for Conclusions explains the IASB’s rationale for these proposals.

Do you agree with the proposal to withdraw IAS 39? Why or why not? If you disagree, please explain what you would suggest instead and why. If the IASB decides to withdraw IAS 39, do you have any information for the IASB to consider in determining the withdrawal date, for example the time that is likely to be needed to transition from IAS 39?

YES  With the Recognition and Measurement at the earlier of
(c) the date on which the entity first applies the requirements for risk mitigation accounting; and
(d) annual reporting periods beginning on or after [the date on which IAS 39 is withdrawn]

Risk mitigation accounting is voluntary, an entity would be permitted to apply it from the beginning of an annual reporting period starting on or after the date




Question 9—Transition (Section C2 of Appendix C to IFRS 9
The IASB proposes that:
(a) an entity apply the proposed requirements for risk mitigation accounting prospectively; 
(b) an entity be permitted to revoke its previous designation of financial assets or financial liabilities as measured at fair value through profit or loss, if those financial instruments will be included in underlying portfolios that the entity uses to determine the net repricing risk exposure; 
(c) an entity making the transition from IAS 39 discontinue hedge accounting for all hedging relationships and apply paragraphs 6.5.10 and 6.5.12 of IFRS 9 to the related hedge adjustments; 
(d) an entity making the transition from the hedge accounting requirements in Chapter 6 of IFRS 9 be permitted to discontinue hedge accounting for hedging relationships in which the hedged items are financial instruments that will be included in the underlying portfolios in accordance with paragraph 7.2.1; and 
(e) an entity be exempt from disclosing the quantitative information required by paragraph 28(f) of IAS 8 Basis of Preparation of Financial Statements in the reporting period in which the entity first applies the amendments.

Paragraphs BC129–BC147 of the Basis for Conclusions explain the IASB’s rationale for these proposals.

Do you agree with these proposals? Why or why not? If you disagree with any of these proposals, please explain what you would suggest instead and why

YES agree with these proposals
Prospective application of risk mitigation accounting would not only be consistent with the judgements and decisions an entity makes when applying risk mitigation accounting, but would also avoid an entity using hindsight in deciding whether and when to apply risk mitigation accounting. The IASB viewed this requirement as especially important because the application of risk mitigation accounting is optional. if an entity decided to apply risk mitigation accounting, the prospective application of risk mitigation accounting would not directly affect the application of hedge accounting in the prior reporting periods. Therefore, fair value hedge adjustments and cash flow hedge reserves related to any discontinued hedging relationships would be unaffected because risk mitigation accounting would only capture value changes from that date onwards. Risk mitigation accounting could provide such entities with a way to more faithfully reflect the effects of their repricing risk management activities. The IASB concluded that it would not be appropriate to prevent these financial assets or financial liabilities from being included in the underlying portfolios for the purpose of determining the net repricing risk exposure.
Specific transition disclosures would be necessary to enable users of financial statements to understand the effects of the transition to risk mitigation accounting on an entity’s financial statements. The requirement would be inconsistent with the prospective application of risk mitigation accounting because it would be impracticable for an entity to apply two substantially different accounting methods at the same time.
Question 10—Disclosure requirements (proposed amendments to IFRS 7
The IASB is proposing new presentation and disclosure requirements to be included in IFRS 7 Financial Instruments: Disclosures.
Paragraph 30E would require an entity to present separately from other line items:
(a) the risk mitigation adjustment, either as part of the entity’s assets (when it has a debit balance) or as part of its liabilities (when it has a credit balance) in the statement of financial position; and 
(b) the amount of the risk mitigation adjustment recognised in profit or loss during the period in the statement of comprehensive income
Paragraphs 30F–30P would require an entity that applies risk mitigation accounting to disclose information that enables users of financial statements to understand:
(a) how the entity manages repricing risk according to its risk management strategy; 
(b) how the entity’s risk management activities could affect the amount, timing and uncertainty of its future cash flows; and 
(c)  how risk mitigation accounting has affected the entity’s statement of financial position and its statement of comprehensive income.
Paragraph 33A would apply to entities whose business and risk management activities have the characteristics specified in the proposed paragraph 7.1.4 of IFRS 9 but that choose not to apply risk mitigation accounting. Such entities would be required to provide a qualitative explanation of how they manage repricing risk.
Paragraphs BC148–BC171 of the Basis for Conclusions explain the IASB’s rationale for these proposals.
Do you agree with these proposals? Why or why not? If you disagree with any of these proposals, please explain what you would suggest instead and why

yes
An entity shall provide the required disclosures in a single note or in a separate section in its financial statements. However, an entity is not required to duplicate information that is already presented elsewhere, provided that the information is incorporated by cross-reference from the financial statements to some other statement, such as a management commentary or risk report, that is available to users of the financial statements on the same terms as the financial statements and at the same time. An entity shall explain its risk management strategy for managing repricing risk. 
An entity shall disclose qualitative and quantitative information that enables users of financial statements to evaluate the terms and conditions of designated derivatives and how they affect the amount, timing and uncertainty of the entity’s future cash flows.
The entity shall also distinguish between  risk mitigation adjustments that relate to the continuing application of risk mitigation accounting; and risk mitigation adjustments that relate to risk mitigation accounting that has been discontinued.
The disclosure objectives are intended to enhance the transparency of information an entity provides about its repricing risk management strategy and how it manages the effects of repricing risk on the cash flows from, or fair value of, the underlying portfolios. The Users of financial statements often try to obtain an overview of an entity’s overall interest rate risk management activities and identify trends in the extent of interest rate risk an entity mitigates. Therefore, information that is too detailed might obscure other material information or might not be material.
 The disclosures would enable users of financial statements to understand the extent of risk mitigation as part of an entity’s risk management strategy. These disclosures would enhance the transparency of information provided about how an entity has mitigated the variability in cash flows and/or fair value. The disclosures might also improve the clarity of risk-related information in the financial statements of entities with significant exposure to repricing risk and the related risk management activities and how this is reported in their financial statements for the understanding of the users of financial information


Question relating to entities that issue insurance contracts	
Question 11—Risk management strategy
The questions below relate specifically to entities that issue insurance contracts as defined in IFRS 17 Insurance Contracts. When answering these questions, respondents should assume that insurance contract assets and liabilities are eligible to be included in underlying portfolios in accordance with paragraph 7.2.1

Based on the proposals in this Exposure Draft:
(a) (b) please describe the extent to which your risk management strategy and activities align with, or differ from, the descriptions in paragraphs 7.1.1–7.1.2; and
(b) please describe the extent to which your business and risk management activities align with, or differ from, the characteristics described in paragraph 7.1.4.

Would the proposals for risk mitigation accounting in this Exposure Draft achieve the IASB’s objective of better representing in the financial statements the economic effects of your activities for managing repricing risk compared with the currently available accounting options? Please explain why or why not, and what you would suggest instead.

The proposals for risk mitigation accounting in this Exposure Draft achieve the IASB’s objective of better representing in the financial statements the economic effects of your activities for managing repricing risk compared with the currently available accounting options to a large extent.
As an entity is permitted to apply risk mitigation accounting if, and only if:
(a) the entity’s business activities give rise to the recognition and derecognition of financial instruments that expose it to repricing risk;
(b) the entity’s risk management strategy specifies risk limits within which repricing risk, based on a mitigated rate, is to be mitigated
Also when an entity manages repricing risk on a net basis, the entity could manage its exposure to variability in both the cash flows from, and the fair value of, its financial instruments. An entity’s financial instruments might reprice at different times and to different interest rate benchmarks.
Also An entity shall apply risk mitigation accounting only to its exposure to repricing risk that is not otherwise mitigated. In other words, an entity cannot mitigate the same repricing risk more than once. However, financial instruments in underlying portfolios could be designated in a hedging relationship for risks other than repricing risk
