
 

 
 

 

 

 

17 October 2014 

 

 

International Accounting Standards Board 

30 Cannon Street 

London  

EC4M 6XH 

United Kingdom 

Email: CommentLetters@ifrs.org 

 

Dear Sir/Madam 

 

SAICA SUBMISSION ON DP 2014/1 – ACCOUNTING FOR DYNAMIC RISK 

MANAGEMENT: A PORTFOLIO REVALUATION APPROACH TO MACRO 

HEDGING 

 

In response to your request for comments on DP/2014/1 – Accounting for Dynamic Risk 

Management: A Portfolio Revaluation Approach to Macro Hedging, attached is the comment 

letter prepared by the Accounting Practices Committee (APC) of The South African Institute 

of Chartered Accountants (SAICA). This comment letter results from deliberations of the 

APC, which comprises members from reporting organisations, regulators, auditors, IFRS 

specialists and academics.  

 

We thank you for the opportunity to provide comments on this document. 

 

Please do not hesitate to contact us should you wish to discuss any of our comments. 

 

Yours faithfully, 

 

 

 

Sue Ludolph 

Project Director – Financial Reporting 

 

  

cc:  Prof Danie Coetsee (Chairman of the Accounting Practices Committee) 
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GENERAL COMMENTS 

 

We have provided our responses to the discussion paper’s (DP) questions below. Our general 

and summary comments include the following: 

 

 SAICA agrees that there is a need for an accounting approach that reflects the business 

and risk management activities of entities that employ dynamic risk management 

(DRM). SAICA further believes that the DRM requirements should be consistent with 

IFRS 9 – Financial Instruments’ (IFRS 9) general hedge accounting objectives and 

should reflect, in the financial statements, the effect of risk management activities that 

use financial instruments to manage exposures arising from particular risks. We 

therefore support the International Accounting Standards Board’s (the IASB or the 

Board) efforts to develop a principal based hedge accounting model for risks managed 

on a dynamic basis.   

 

 As further explained in our response to question 16, we believe that the Portfolio 

Revaluation Approach (PRA) should not be mandatory. The application of hedge 

accounting under IFRS 9’s general hedge accounting model is optional and therefore 

we do not believe that a different mandatory hedge accounting approach would be 

justified for those risks that are managed dynamically.     

 

 Whilst, as noted in question 4 below, we do not support the inclusion of the equity 

model book (EMB) as a permissible hedged item in the PRA, one of our constituents 

believed that alignment with the general hedging model would not be possible or 

desirable, because they support the inclusion of the EMB as an integral part of any 

DRM hedge accounting solution.  

 

 We believe that application of the PRA could be more burdensome to implement and 

apply on an ongoing basis than the DP presents, and therefore request that the Board 

carefully consider the cost benefit trade-off of the approach to accounting for DRM.  

Whilst the example in paragraph 1.48 to 1.53 of the DP is purposefully made simple 

so as to facilitate explanation, it is our view that one of the most significant 

operational difficulties of the PRA will be the tracking of hedge adjustments which is 

similar to that which arises from the application of IAS 39 – Financial Instruments: 

Recognition and Measurement (IAS 39). As more fully explained in our response to 

questions 15 and 16, several of our concerns around the cost benefit trade-off would 

be alleviated if the PRA is optional and applied on a risk mitigation approach.  

 

 

SPECIFIC COMMENTS 

 

Question 1—Need for an accounting approach for dynamic risk management 

Do you think that there is a need for a specific accounting approach to represent dynamic 

risk management in entities’ financial statements? Why or why not? 

 

As noted above, we agree that there is a need for an accounting approach that reflects the 

business and risk management activities of entities that employ DRM. A model that allows 
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one to hedge portfolios of items for fair value risk in an operational manner that is in line with 

an entity’s risk management approach would be welcomed by our constituents. Such an 

approach is also consistent with IFRS 9’s general hedge accounting approach.   

 

Whilst we support a number of the proposals as contained in the DP, we believe that there are 

a number of proposals or issues identified that, if changed, would result in inconsistencies 

with decisions taken by the IASB in finalising IFRS 9’s general hedge accounting model 

((e.g. hedge item qualification criteria (refer question 2 and 4(c)), gross presentation of 

derivatives (refer question 21), etc.). We note that the IASB states that the PRA is a 

completely different approach to IFRS 9’s general hedge accounting and thereby argues that 

differences between the PRA and IFRS’s general hedge accounting approach may then exist. 

That being said, we recommend that the IASB, in determining the future project for the PRA, 

carefully consider whether differences between the PRA and IFRS 9’s general hedge 

accounting model are appropriate, and whether or not IFRS 9’s general hedging model needs 

to be amended based on the requirements of the PRA.  

 

We believe that having differences between the PRA and IFRS 9’s general accounting 

requirements may result in comparability being compromised and give rise to conceptual 

difficulties in explaining an entity’s financial results to investors and other stakeholders. 

Where the IASB believes that a difference is not justified, IFRS 9’s general hedge accounting 

requirements should be amended to reflect the IASB’s revised thinking. Our comments here 

should be considered together with our responses to the DP’s other questions such as that of 

question 4 and 19.  

 

Our constituents also felt that the development of the PRA has the potential to be an immense 

project for the IASB and hence recommend that the IASB carefully consider what the target 

outcome will be for the PRA before continuing with this project. Some of our constituents 

questioned whether changes and improvements could not rather be effected to IAS 39’s 

existing portfolio fair value hedge accounting requirements for interest rate risk. These 

changes would, amongst other items, include addressing hedge qualification criteria 

(consistent with the PRA) and allowing the requirements to be more operable including how 

hedge adjustments are recognised in profit or loss. We are also concerned that, should the 

macro hedge accounting project take an extended period of time to complete, entities will 

continue to have an accounting policy choice over this extended period to either apply the 

new hedging model in IFRS 9 or continue to apply IAS 39’s portfolio fair value hedge 

accounting requirements for interest rate risk and thereby reduce comparability between 

entities.  

 

Whilst we support the development of the PRA to reflect an entity’s risk management 

activities employed in managing exposure to risk, in particular interest rate risk, we are 

concerned that the current scope of the DP may be too broad. In attempting to make the PRA 

operational for all risks, we are concerned about how this may impact on the Board’s 

timetable to complete the project. Whilst we agree with the conceptual merit of applying the 

DP to other types of risks, we do not believe this to be a current priority for the Board. Our 

constituents have not expressed significant interest in the application of the PRA to other 

types of risks and we are hence of the view that the macro hedge accounting project should 

prioritise the development of a hedge accounting model for interest rate risk which is 

managed on a dynamic basis.  
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As noted in question 15 and 16, we support an optional risk mitigation approach which would 

simplify further development of the PRA. We believe that substantial guidance would need to 

be developed in order for the Board to make the risk management approach operational. We 

therefore encourage the Board to consider the approach to be followed in order to develop the 

PRA in a timely manner. 

 

 

Question 2—Current difficulties in representing dynamic risk management in entities’ 

financial statements 

a) Do you think that this DP has correctly identified the main issues that entities currently 

face when applying the current hedge accounting requirements to dynamic risk 

management? Why or why not? If not, what additional issues would the IASB need to 

consider when developing an accounting approach for dynamic risk management? 

b) Do you think that the PRA would address the issues identified? Why or why not? 

 

Whilst we believe that the DP has correctly identified the main issues with respect to applying 

the current hedge accounting requirements to dynamically managed portfolios, in so far as the 

requirement that the relationship needs to be static (except for certain instances where a hedge 

is rebalanced) and the closed nature of positions hedged under the general hedging model, we 

have the following additional comments: 

 

 We believe that the IASB needs to further consider the interaction between the PRA and 

IFRS 9’s general hedge accounting model in developing an accounting approach for DRM 

practices. We do not believe that the DP sufficiently explores which model (general 

hedging or the PRA) takes precedence when determining how a hedged position should be 

accounted for. We believe that certain hedges could fit into both the PRA and the general 

hedge accounting model which creates additional complexity. For example a bank has 

CU100 fixed interest rate asset and CU80 variable rate liabilities which it has hedged with 

a CU80 pay fixed, receive variable interest rate swap. Ordinarily such a hedge would be 

viewed as a cash flow hedge of the changes in variability associated with the bank’s 

variable rate liabilities. However, if the above position is managed as part of a DRM 

process, the above hedge would be treated as a fair value hedge in terms of the PRA. In 

addition, a business unit could risk mitigate closed portfolios utilising the same systems 

and processes as those used for open portfolios. It may therefore be difficult to identify 

whether the risk is being hedged dynamically (apply the PRA) or otherwise (apply the 

general hedge accounting model).  

 

 A suggested way in which the tension between the PRA and the general hedge accounting 

model could be managed, would be to require entities to first designate those positions 

that they wish to hedge under the general hedge accounting model. Those instruments that 

are not specifically designated as being hedged as part of a one-to-one relationship under 

the general hedge accounting model would then be considered for inclusion in the 

portfolio subject to the PRA. 

 

 Whilst the DP’s examples all discuss the PRA in the context of fair value hedge 

relationships, some of our constituents believed that the DP is not clear in stating whether 
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the PRA applies, not only to the hedge accounting of fair value risk on a DRM basis, but 

to cash flow hedges and net investment hedge relationships as well. Whilst we have 

concluded that the PRA is intended to apply only to fair value hedge relationships, we 

believe that the IASB should provide clarity in this respect. Further, the Board indicates in 

the DP that the general hedge accounting model already includes a macro cash flow model 

that allows groups of net positions to qualify for cash flow hedging. We acknowledge that 

such a solution exists in the general hedge accounting model; however the inherent 

restrictions contained within the general hedge accounting model make this model 

unsuitable for cash flows hedged on a dynamic basis. Should the IASB proceed further 

with this project, we recommend that the IASB consider development of a PRA approach 

that is suitable for fair value hedges and cash flow hedges for interest rate risk and 

ultimately for other dynamically hedged risk positions such as net investment hedges for 

foreign currency risk and share based payment schemes for equity price risk. We also 

recommend that that the PRA consider how a hedge relationship would move from a cash 

flow hedge to a fair value hedge (e.g. the cash flow hedge of the issuance of a fixed rate 

debt instrument and subsequently the fair value hedge accounting of the fixed rate debt 

instrument).  

 

 Some of our constituents raised a concern that the PRA was not sufficiently clear as to the 

instances in which one would apply the PRA or IFRS 9’s macro cash flow hedge 

accounting requirements to a net position. To explain by means of an example: an entity 

has CU50 of fixed rate assets and CU50 of floating rate liabilities which result in a net 

open position. Assume that the portfolio is dynamically risk managed by means of an 

interest rate swap. In this instance, it is questioned whether one is required to apply the 

PRA to the dynamically managed portfolio through the revaluation of the fixed rate 

exposures (and the floating rate liabilities) or whether one may elect to apply  

IFRS 9’s macro cash flow hedge accounting to the floating rate liabilities. It is also 

questioned whether the PRA applies merely because there are fixed rate exposures in the 

open portfolio. The interaction between the PRA and IFRS 9’s macro cash flow hedge 

accounting requirements should accordingly be explored and be well-articulated in any 

future exposure draft.  

 

 Some of our constituents indicated that, in managing interest rate risk on a dynamic basis, 

certain open portfolios become closed after a certain point. We therefore recommend that 

the IASB explores how the PRA and the general hedging models interact with one another 

in such and other similar situations. 

 

The example in the DP for the fair value hedge of interest rate risk (paragraphs 1.36 – 1.53) 

states in paragraph 1.49 that no revaluation adjustment arises from the variable rate assets and 

liabilities. Our understanding of the PRA would imply that the variable rate items carrying 

values would be adjusted for the hedged risk once the hedged items are reset (i.e. the variable 

rate items are in effect fixed rate items between interest rate reset dates). If the revaluation 

model is also applied to the floating rate assets within the risk managed portfolio, the 

revaluation of the floating rate assets might provide a good offset to the fair value changes on 

the floating leg of the hedging instruments between reset dates. We hence question whether it 

is the IASB’s intention that such variable rate items should be hedge adjusted or not in terms 

of the PRA. 
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Question 3—Dynamic risk management 

Do you think that the description of dynamic risk management in paragraphs 2.1.1–2.1.2 is 

accurate and complete? Why or why not? If not, what changes do you suggest, and why? 

 

We believe that the current DP’s proposal to base the scope of applying the PRA on the 

definition of DRM results in the current description being inadequate. If the scope of the PRA 

was to be optional (refer to our response in question 16), we believe that the current 

description of DRM would need to be significantly strengthened and pilot tested to ensure 

that the definition results in the expected results. Our additional concerns and suggestions 

include the following: 

 

 We are concerned about the use and precise meaning of words that include ‘usually’, 

‘frequently’, ‘timely basis’ and ‘may exhibit’ in providing a description for DRM. We 

believe that the any future definition should be specific and principal based. The use of 

such terms should rather be confined to examples / indicators of what DRM is.  

 

 The description of DRM includes reference to the maturing of existing exposures. We 

believe that it is unclear whether the reference to maturity includes all aspects of an asset 

being derecognised. For instance, we believe it is unclear whether the DRM definition 

sufficiently deals with the following: 

 

o financial assets that prepay, i.e. do not mature but prepay earlier than expected; 

o transfer of exposures from one desk to another where the risk management 

approach changes (such items have not matured); and  

o transfer of exposures from one book to another, e.g. a loan’s status changes from 

one that is performing to non-performing. In that instance, the entity’s objective 

with respect to the loan has changed from the collection of contractual cash flows 

to one of recovery.  

 

We believe that in the above examples the assets would no longer be part of the portfolio 

subject to DRM and hence the description of DRM should be adjusted to take this into 

account.  

 

In addition to an objective with respect to interest rate risk management being to keep net 

interest income within a targeted sensitivity, some entities have the objective of eliminating 

fair value volatility due to mismatches between the manner in which the hedged item and 

hedging instrument are measured.  

 

Consistent with our comments to question 2 above, we do not believe that the DP is 

sufficiently clear regarding whether it applies to fair value hedges or cash flows hedges as 

well. Applying the definition of DRM may capture many other items that an entity manages 

on a dynamic basis and for which cash flow hedge accounting is applicable. For example: 

 

 entities may hedge their exposure to their own share price inherent in their share schemes 

– often these hedges are dynamic as new awards are granted, and existing awards are 

exercised and lapse; and 
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 an entity applies net investment hedging – these hedges can be dynamic as an entity 

purchases new foreign operations, disposes of others, invests further in foreign operations 

and either disinvests from others or receives dividends.  

 

Accordingly, we recommend that the DRM definition, together with the DP’s scope be 

sufficiently clarified to address whether such hedges are intended to be included within the 

scope of PRA.  

 

 

Question 4—Pipeline transactions, EMB and behaviouralisation 

Pipeline transactions 

(a) Do you think that pipeline transactions should be included in the PRA if they are 

considered by an entity as part of its dynamic risk management? Why or why not? 

Please explain your reasons, taking into consideration operational feasibility, 

usefulness of the information provided in the financial statements and consistency with 

the Conceptual Framework for Financial Reporting (the Conceptual Framework). 

 

There was general support for the application of the PRA to pipeline transactions. Whilst our 

constituents expressed concerns about the conceptual merits of including pipeline transactions 

in the PRA, they were persuaded by the fact that bank’s risk management processes consider 

such items in a portfolio of interest rate risk for which risk is mitigated. In keeping with the 

principle that the accounting for such hedges should reflect an entity’s risk management 

objectives, then such pipeline transactions should be included within the scope of the PRA. 

Where such items were not in the scope of the PRA, then an entity which includes such 

exposures in its DRM would then look to find other items that can he hedged (proxy hedging) 

– this being a specific reason for why the IASB is seeking to develop the PRA. 

 

Our discussions however highlighted differences in opinion regarding when a pipeline 

transaction arises, e.g. does it arise when an entity considers it, when it is approved by a 

governance committee or when the transactions are marketed to the public? The timing for 

when the pipeline transaction arises is critical since it will affect the measurement thereof in 

the PRA. Further, it could give rise to further income statement volatility where the pipeline 

transaction is considered to arise at a date different to when it is hedged, for instance when a 

governance committee approves of the transaction whereas it is only hedged sometime later - 

for instance when it is marketed to the public. As discussed in our response to question 15, 

this issue would be alleviated if the scope of the PRA was based on risk mitigation. This is 

also particularly relevant since different entities could believe that the pipeline transaction 

arises at different times. Finally, some of our constituents suggested that, unless a clear 

principle is provided, there could be a fine line between a speculative position and there being 

a pipeline transaction.  

 

We therefore recommend that the Board consider including guidance surrounding when a 

pipeline transaction can qualify as a hedged item. A suggested view is that an appropriate 

governance committee should have approved the pipeline transactions before it can be 

included in the PRA. This will alleviate concerns that that pipeline transactions may be 

included in the PRA (and hence be recognised as assets or liabilities) before the entity has 

committed itself to the transaction at the appropriate level. 
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IFRS 9 permits the application of cash flow hedging to forecast transactions provided they are 

considered to be highly probable. As previously noted (refer to our response to question 2), 

we are concerned that there is insufficient clarity on whether the requirements of IFRS 9 or 

the PRA should take precedence and hence there may be diversity in practice.  

 

For example, the forecast issuance of a debt instrument meets the definition of a ‘forecast 

transaction’ under IFRS 9 and could also be viewed as a ‘pipeline transaction’ under the PRA. 

The question arises as to which accounting solution takes precedence or whether the entity 

has a choice as to which model to apply. As suggested in our response to question 2, we 

propose that the entity should have a choice of which model to apply – by allowing the entity 

to choose to designate such hedges under the general hedging model before considering the 

application of the PRA.  

 

The above concern highlights the need for clarity regarding the inter-relationship between 

pipeline transactions and forecast transactions. We therefore request the Board to consider 

whether a forecast transaction may only exist under the general hedge accounting model 

because there is a clear one-to-one relationship, or whether forecast transactions could also 

form part of a portfolio that is subject to DRM. 

 

In line with these comments, should the IASB include pipeline transactions within the scope 

of the PRA then the definitions of a firm commitment, a highly probable transaction and the 

eligibility of pipeline transactions under the general hedging model should be revisited.  

 

EMB 

(b) Do you think that EMB should be included in the PRA if it is considered by an entity as 

part of its dynamic risk management? Why or why not? Please explain your reasons, taking 

into consideration operational feasibility, usefulness of the information provided in the 

financial statements and consistency with the Conceptual Framework. 

 

Our constituents noted that this was an exposure that was not considered in their risk 

management activities.  

 

We believe that the hedging of the EMB would result in hedge accounting being applied to a 

risk that will not affect profit or loss or other comprehensive income (which would be 

inconsistent with the general hedge accounting model). Therefore, the inclusion of the EMB 

would not be consistent with the objective of hedge accounting (as set out in IFRS 9). 

 

We are of the view that the EMB would introduce an element of management subjectivity 

into the interest rate being hedged because the targeted rate of interest on the EMB would be 

set based on management’s internal view and is not linked to an external transaction. One 

constituents suggested that this concern may be overcome by the requirement to provide 

disclosures around the key areas of judgement such as the inputs applied in valuing the risk 

position and changes in those inputs, (although quantitative disclosures such as the life of the 

EMB may be commercially sensitive).  

 

In addition, unlike the other proposals (e.g. pipeline transactions and core demand deposits) 

we do not believe the EMB can be back tested to determine the effectiveness of 

management’s risk mitigation strategy. 
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We hence agree with the IASB’s question as to whether alignment between accounting and 

risk management is achievable or even desirable. In this instance, we believe that the 

conceptual complexities of including EMB in the PRA outweigh the disadvantage of entities 

having to then consider proxy hedging in such instances.  

 

However, one of our constituents supported the use of EMB and believes alignment between 

the PRA and IFRS 9 is not achievable because certain banks manage the notional base interest 

rate risk represented by the bank’s equity. In essence that constituent views the equity as 

being realised in floating rate assets (being the floating rate assets that are funded by equity 

and for which a proxy hedge could be designated) that are being dynamically risk managed. 

This constituent therefore believes that the exclusion of the EMB in the accounting solution 

for DRM would provide an incomplete picture of the risk management of net interest income, 

and/or profit or loss volatility as a consequence of interest rate risk. 

 

Behaviouralisation 

c) For the purposes of applying the PRA, should the cash flows be based on a 

behaviouralised rather than on a contractual basis (for example after considering 

prepayment expectations), when the risk is managed on a behaviouralised basis? Please 

explain your reasons, taking into consideration operational feasibility, usefulness of the 

information provided in the financial statements and consistency with the Conceptual 

Framework. 

 

Yes we support the use of expected cash flows (based on behaviour) since risk management 

typically takes into consideration such expectations. We also believe that the inclusion of cash 

flows on a behaviouralised basis is required since changes in expectations of cash flows are 

inherently tied to changes in interest rates and hence represents a single unit of account. We 

also concur with the IASB’s statement in paragraph 3.5.1 that ‘Interest rate risk includes both 

repricing risk and prepayment risk … prepayment behaviour is significantly influenced … by 

developments in interest rates’ and hence expected cash flows rather than contractual cash 

flows should be considered in the PRA.  

 

A question related to behaviouralisation was whether partial term hedges are permitted under 

the PRA. For example: an entity has 20 year fixed rate loan exposures with a behavioural life 

of 12 years and for which the entity elects, in terms of its risk management approach, to hedge 

the first 8 years (this could also be because of the availability and liquidity of available 

hedging instruments in the market place). In that example, it is questioned whether, in terms 

of the PRA, the entity would be required to revalue the managed exposure for the 12 years or 

whether it could revalue the exposure only with respect to the first 8 years. We believe that 

the PRA would require the former which will result in volatility in profit or loss for which we 

question the appropriateness of, i.e. the entity has hedged in terms of its risk management 

approach but arguably could result in more volatility in profit or loss than if hedge accounting 

was not applied (i.e. the volatility of the risk adjustment from years 8 to 12 is greater than the 

volatility on the hedging instrument for the first 8 years). We hence recommend that the IASB 

explore the incorporation of partial term hedge accounting by the PRA as a means to reflect 

the result of hedging in line an entity’s risk management approach.  We believe that the 

incorporation of ‘partial term hedging’ principles in the PRA is in line with our preferred risk 

mitigation approach.  
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Question 5—Prepayment risk 

When risk management instruments with optionality are used to manage prepayment risk as 

part of dynamic risk management, how do you think the PRA should consider this dynamic 

risk management activity? Please explain your reasons. 

 

Where the PRA is applied regardless of risk mitigation then we believe that adjusting the 

hedged item for one-sided risk would raise numerous conceptual issues, most notably that of 

determining at which level one should apply the hedged risk to. Most of our constituents 

believe that, where the PRA is applied where there is risk mitigation, adjustments should only 

be recognised for one-sided risk where such items are mitigated in that manner. However, we 

do concur with the IASB’s statement that it is unlikely that the entire portfolio would be 

managed for one-sided risks and secondly that portfolios could be managed with a portfolio 

of instruments with and without optionality. With this in mind, we believe that one-sided 

hedge accounting under the PRA may not be achievable. This will however need to be 

considered against the fact that some risk management approaches may include mitigation of 

one sided risk and portfolios can be hedged under the general hedge accounting model for 

one-sided risk. Therefore, we believe the IASB should continue to explore a practical solution 

to the hedge of one-sided risk.   

 

 

Question 6—Recognition of changes in customer behaviour 

Do you think that the impact of changes in past assumptions of customer behaviour captured 

in the cash flow profile of behaviouralised portfolios should be recognised in profit or loss 

through the application of the PRA when and to the extent they occur? Why or why not? 

 

Yes, we believe such changes in past assumptions of customer behaviour should be 

recognised in profit or loss, since this reflects the difference between the behaviour of the 

hedged portfolio and the change in fair value of the hedging instrument.  

 

Arguments can be made for and against the recognition of such changes in profit or loss in the 

period in which such changes occur. If revaluation adjustments are made as a consequence of 

customer behaviour differences relative to historical assumptions, then recognition in profit or 

loss in the period in which such changes occur may be appropriate. However, if assumptions 

regarding customer behaviour do not result in a case of over-hedging (refer example below), 

then we believe it could be appropriate to recognise the effects of the change prospectively.  

 

For example, when hedging the bottom layer (the layer with negligible prepayment risk), if 

the maturity profile extends (as set out in paragraph 3.6.3), the entity is still economically 

hedged. Any new hedging instruments as a consequence of the extended maturity of the 

bottom layer would be adjusted prospectively. Only when the maturity profile shortens would 

it appear that the entity is over-hedged, and therefore recognising those behavioural changes 

in the period they occur would be considered more appropriate. This treatment is consistent 

with our recommendation in question 4(c) that the Board explore the incorporation of partial 

term hedge accounting by the PRA.  
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Question 7—Bottom layers and proportions of managed exposures 

If a bottom layer or a proportion approach is taken for dynamic risk management purposes, 

do you think that it should be permitted or required within the PRA? Why or why not? If yes, 

how would you suggest overcoming the conceptual and operational difficulties identified? 

Please explain your reasons. 

 

We support the use of bottom layers and proportions to the extent that these are consistent 

with the entity’s documented risk management practices. Further, we believe that the use of 

bottom layers and proportions should be permitted rather than required (in line with our 

recommendation that the PRA is a permitted approach and not one that is required).  

 

We believe that a bottom layer approach which is not fully reflective of the risk of the 

managed portfolio (i.e. excludes prepayment risk until it affects the bottom layer) should be 

permitted where it is consistent with an entity’s risk management approach. We concur that 

allowing such a bottom layer approach results in complexities with respect to the 

determination of the amortisation of the adjustment to the hedged items but believe that the 

PRA should permit practical expedients to result in the amortisation of such an adjustment to 

profit or loss. We believe that IAS 39’s portfolio interest rate risk approach is in some 

respects not operable (in particular the requirement to track hedge adjustments) and believe 

that the IASB can achieve its objective by providing such practical expedients through, for 

instance, amortising over the expected life of the managed portfolio. 

 

We also do not agree with the DP’s conclusion that a bottom layer approach for core-demand 

deposits is permitted whereas it is not permitted for fixed rate repayable assets (refer to 

paragraph 3.9.14). We believe that the IASB should permit a bottom layer approach 

consistently for both fixed rate managed exposures and core demand deposits.  

 

 

Question 8—Risk limits 

Do you think that risk limits should be reflected in the application of the PRA? Why or why 

not? 

 

We are of the view that risk limits reflect the entity’s own appetite for risk and are not able to 

be supported through an external transaction or measure. Accordingly, we would not support 

the use of risk limits in the PRA. This does however result in different accounting results 

where one applies the PRA in terms of a risk management approach, i.e. the managed 

exposure is adjusted regardless of the risk limit, and where exposures are hedged in terms of 

IFRS 9’s general hedge accounting requirements, i.e. where hedge accounting is only applied 

above the risk limit. Accordingly, we recommend that the IASB consider this in determining 

whether and how the accounting treatment between the PRA and the general hedge 

accounting requirements are aligned.  

 

 



SAICA SUBMISSION ON DP/2014/1 – ACCOUNTING FOR DYNAMIC RISK 

MANAGEMENT: A PORTFOLIO REVALUATION APPROACH TO MACRO 

HEDGING 

12 
 

Question 9—Core demand deposits 

(a) Do you think that core demand deposits should be included in the managed portfolio 

on a behaviouralised basis when applying the PRA if that is how an entity would 

consider them for dynamic risk management purposes? Why or why not? 

 

Consistent with our views on behaviouralisation (question 4 (c)) we agree that core demand 

deposits should be included in the managed portfolio on a behaviouralised basis where this is 

consistent with an entity’ risk management practice.  

 

(b) Do you think that guidance would be necessary for entities to determine the 

behaviouralised profile of core demand deposits? Why or why not? 

 

Whilst the determination of the behaviouralised profile of core demand deposits should 

already be determined in terms of entity’s existing risk management practices (which are 

subject to strict governance and oversight), some of our constituents believe that the IASB 

will be required to provide guidance in determining the appropriate term and volume of core 

demand deposits for inclusion in the PRA. Where guidance is provided it should not be 

definitive but guiding in terms of the principle of what should be incorporated into the PRA – 

this would be especially useful for less sophisticated entities. At a minimum the entity should 

have an internal process whereby it back tests the behavioural profile of its core demand 

deposits. We believe such a requirement would ensure that entity’s behavioural profile for 

core demand deposits is appropriate. 

 

We also believe that the IASB should clearly articulate whether the inclusion of core demand 

deposits in the PRA is a specific requirement under the PRA or whether it would extend 

conceptually wider, e.g. in terms of fair value measurement requirements in terms of IFRS 13 

– Fair Value Measurement (IFRS 13) and IFRS 9’s general hedge requirements.  

 

 

Question 10—Sub-benchmark rate managed risk instruments 

(a)  Do you think that sub-benchmark instruments should be included within the managed 

portfolio as benchmark instruments if it is consistent with an entity’s dynamic risk 

management approach (i.e. Approach 3 in Section 3.10)? Why or why not? If not, do 

you think that the alternatives presented in the DP (i.e. Approaches 1 and 2 in Section 

3.10) for calculating the revaluation adjustment for sub-benchmark instruments 

provide an appropriate reflection of the risk attached to sub-benchmark instruments? 

Why or why not? 

(b) If sub-benchmark variable interest rate financial instruments have an embedded floor 

that is not included in dynamic risk management because it remains with the business 

unit, do you think that it is appropriate not to reflect the floor within the managed 

portfolio? Why or why not? 

 

Sub-benchmark rate instruments are not a feature of the South African market; therefore we 

have not provided any further views on the Board’s proposals for sub-benchmark instruments. 
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Question 11—Revaluation of the managed exposures 

(a) Do you think that the revaluation calculations outlined in this Section provide a 

faithful representation of dynamic risk management? Why or why not? 

 

We are in agreement with the revaluation calculations and that it provides a faithful 

presentation of DRM. In particular, we are in agreement that the revaluation should only 

hedge adjust the cash flows for the particular hedged risk and all other components of the 

hedged item’s cash flows that are not part of the DRM should be excluded from the PRA.   

 

(b) When the dynamic risk management objective is to manage net interest income with 

respect to the funding curve of a bank, do you think that it is appropriate for the 

managed risk to be the funding rate? Why or why not? If not, what changes do you 

suggest, and why? 

 

We do not believe that it would be appropriate to use a bank’s funding curve for the purposes 

of the managed risk. Funding curves are bank specific and incorporate many variables 

including an entity’s own credit risk. We believe that it would be more appropriate to use base 

pricing curves for the managed risk. Such curves are typically used in the valuation of the 

hedging instrument and hence consistent application of the pricing curve for the managed 

exposure and that of the hedging instrument would also reduce volatility in reported profit or 

loss which would be better reflective of the entity’s risk management approach.  

 

 

Question 12—Transfer pricing transactions 

(a) Do you think that transfer pricing transactions would provide a good representation 

of the managed risk in the managed portfolio for the purposes of applying the PRA? 

To what extent do you think that the risk transferred to ALM via transfer pricing is 

representative of the risk that exists in the managed portfolio (see paragraphs 4.2.23–

4.2.24)? 

(b)  If the managed risk is a funding rate and is represented via transfer pricing 

transactions, which of the approaches discussed in paragraph 4.2.21 do you think 

provides the most faithful representation of dynamic risk management? If you 

consider none of the approaches to be appropriate, what alternatives do you suggest? 

In your answer please consider both representational faithfulness and operational 

feasibility. 

(c)  Do you think restrictions are required on the eligibility of the indexes and spreads that 

can be used in transfer pricing as a basis for applying the PRA? Why or why not? If 

not, what changes do you recommend, and why? 

(d)  If transfer pricing were to be used as a practical expedient, how would you resolve the 

issues identified in paragraphs 4.3.1–4.3.4 concerning ongoing linkage? 

 

Our constituents raised a number of concerns with respect to prescribing the use of a bank’s 

internal transfer pricing as a proxy for the managed risk. Those constituents are concerned 

that each bank’s internal pricing processes are different and hence, to prescribe the use of 

transfer pricing transactions, may not achieve a result that is comparable, intuitive and 

understandable (since each bank’s pricing curve is built differently and takes into account 

different aspects).  We would however suggest that, where transfer pricing is permitted as a 
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proxy for the managed risk, the entity be required to assert that that pricing technique provide 

a sufficiently good representation of the managed risk.  

 

 

Question 13—Selection of funding index 

(a)  Do you think that it is acceptable to identify a single funding index for all managed 

portfolios if funding is based on more than one funding index? Why or why not? If yes, 

please explain the circumstances under which this would be appropriate. 

(b) Do you think that criteria for selecting a suitable funding index or indexes are 

necessary? Why or why not? If yes, what would those criteria be, and why? 

 

As noted in our response to question 12 we are not in favour of using the funding curve as a 

proxy for the managed risk (for managed assets). Further, our constituents disagree with the 

DP’s proposals to prescribe a single funding index for all managed portfolios. We concur with 

the IASB’s statement in paragraph 4.4.4 that ‘… incorporating a funding index within the 

PRA that does not faithfully represent the actual funding index that a bank has incurred and 

that it dynamically manages will not provide useful information on the bank’s dynamic risk 

management process.’ 

 

We also concur with the IASB’s statement in paragraph 4.4.5 that, in the case of managed 

liabilities, the relevant funding index would be the benchmark interest rate that was used in 

pricing those liabilities.  

 

 

Question 14—Pricing index 

(a) Please provide one or more example(s) of dynamic risk management undertaken for 

portfolios with respect to a pricing index. 

(b) How is the pricing index determined for these portfolios? Do you think that this 

pricing index would be an appropriate basis for applying the PRA if used in dynamic 

risk management? Why or why not? If not, what criteria should be required? Please 

explain your reasons. 

(c) Do you think that the application of the PRA would provide useful information about 

these dynamic risk management activities when the pricing index is used in dynamic 

risk management? Why or why not? 

 

Our constituents did not identify any examples of dynamic risk management undertaken for 

portfolios with respect to a pricing index. Rather, an applicable base curve such as JIBAR, 

LIBOR etc, is typically used.  

 

Notwithstanding the responses noted in question 11(b) and 13, pricing indices will commonly 

include more entity-specific inputs as compared to funding indices, and therefore would be 

considered to be less appropriate. 
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Question 15—Scope 

(a) Do you think that the PRA should be applied to all managed portfolios included in an 

entity’s dynamic risk  management (i.e. a scope focused on dynamic risk management) 

or should it be restricted to circumstances in which an entity has undertaken risk 

mitigation through hedging (i.e. a scope focused on risk mitigation)? Why or why not? 

If you do not agree with either of these alternatives, what do you suggest, and why? 

 

We recommend that the PRA be based on the risk mitigation approach. We believe that an 

approach based on risk management would result in volatility in profit or loss that is 

inconsistent with an entity’s risk management approach and is not aligned with IFRS 9’s 

general hedge accounting approach where volatility arises only due to hedge ineffectiveness 

in designated hedge relationships. A risk management approach would achieve a result that is 

similar in many respects to a full fair value approach which we believe is inconsistent with 

IFRS 9’s classification and measurement model. We hence believe that the risk management 

approach would override IFRS 9’s classification and measurement criteria without cause. The 

risk management approach would also not suitably capture an entity’s hedge activities and 

report on the effectiveness of those hedge activities. We also concur with the IASB’s 

statements that the costs could outweigh the benefits of the PRA where portfolios comprise 

predominantly of variable rate exposures.  

 

We believe that there could be a risk that non-GAAP information would be provided by users 

to explain their results where the risk management approach is applied. This would be the 

case where the entity regards such volatility as ‘noise’ and lessens the usefulness of the 

reported information. Extreme examples could arise where a lender’s loan book has over a 

period of time reduced in nominal terms but reflects an increase as a result of a hedge 

adjustment that it not linked to any decision to transact a hedging instrument. In that instance 

the entity may elect to ‘normalise’ its IFRS results to explain the real underlying change in its 

loan book which represents more decision-useful information.   

 

With respect to the risk mitigation approach we would recommend that the IASB carefully 

define what is meant by ‘risk mitigation through hedging’. For instance, we do not believe 

that natural offsets between financial instruments is equivalent to ‘risk mitigation through 

hedging’ in the context of the PRA. We recommend that ‘risk mitigation through hedging’ be 

confined to those instances in which an entity enters into a specific hedge transaction (in the 

case of interest rate risk, a derivative instrument) as a result of its dynamic risk management 

processes.  

 

(b) Please provide comments on the usefulness of the information that would result from 

the application of the PRA under each scope alternative. Do you think that a 

combination of the PRA limited to risk mitigation and the hedge accounting 

requirements in IFRS 9 would provide a faithful representation of dynamic risk 

management? Why or why not? 

 

As noted above, we do not believe that the risk management approach would result in 

decision useful information. Hence our response here is limited to the dynamic risk mitigation 

approach.  
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We believe that the risk mitigation approach would reflect the effectiveness of an entity’s risk 

management and mitigation approaches. Such an approach would also only report accounting 

results where an entity has entered into hedges (risk mitigation) and hence would provide 

more decision useful information. The risk mitigation approach would also result in 

comparability between the results of an entity that dynamically manages portfolios and does 

not hedge and other entities that do not dynamically manage portfolios and do not hedge.  

 

(c) Please provide comments on the operational feasibility of applying the PRA for each 

of the scope alternatives. In the case of a scope focused on risk mitigation, how could 

the need for frequent changes to the identified hedged sub-portfolio and/or proportion 

be accommodated? 

 

As noted above, we do not believe that the risk management approach would result in 

decision useful information. Hence our response here is limited to the dynamic risk mitigation 

approach.  

 

We believe that the appropriate approach to be applied with respect to risk mitigation is the 

proportionate approach. We believe that the sub-portfolio approach is open to abuse in terms 

of artificial alignment of hedges against sub-portfolios to achieved desired accounting 

outcomes, results that are not aligned with an entity’s risk management approach and 

identifying specific portfolios to achieved a desired accounting result through the 

remeasurement of that portfolio’s hedged risk. Should the IASB elect to apply this approach 

then rules would require development to avoid such abuse. We do however concede that the 

sub-portfolio approach would be operationally easier in terms of the tracking of hedge 

adjustments.  

 

We believe that the proportionate approach’s operability and accounting treatment could be 

achieved by permitting bottom-layer hedging (refer to our comments to question 7 above with 

respect to bottom layer hedging) and also consider practical expedients with respect to the 

manner in which hedge adjustments may be amortised to profit or loss, particularly because 

the hedge proportion will be continuously changing.  

 

Based on our understanding of the proportionate approach, we recommend that the IASB 

makes it clearer that the approach includes both of the following: 

 

 Where all sub-portfolios are included in a single DRM with a single strategy that a single 

proportion is applied across all of those sub-portfolios; and 

 Where there are different strategies for each sub-portfolio and each sub-portfolio is 

included in separate DRMs, e.g. mortgages are hedged 80% and corporate loans are 

hedged 60%, then such percentages should be applied separately to each sub-portfolio.  

 

Finally, having applied the risk mitigation approach, some concerns were noted that there 

may be an insufficient audit trail to indicate what the hedge proportion is for the purposes of 

applying the PRA. Banks generally have sufficiently robust risk management and transaction 

recording abilities to be able to identify the proportion being hedged. It was however 

recommended that the IASB consider providing guidance as to what is required in order to 

establish the proportion of the portfolio that is hedged and to which the PRA applies.  
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(d) Would the answers provided in questions (a)–(c) change when considering risks other 

than interest rate risk (for example, commodity price risk, FX risk)? If yes, how would 

those answers change, and why? If not, why not? 

 

We did not identify any areas in which our responses above would change for the hedge of 

other risks under the PRA.  

 

 

Question 16—Mandatory or optional application of the PRA 

(a) Do you think that the application of the PRA should be mandatory if the scope of 

application of the PRA were focused on dynamic risk management? Why or why not? 

 

As noted above, we do not believe that the risk management approach would result in 

decision useful information. We have hence not commented further with respect to the risk 

management approach here.  

 

(b)  Do you think that the application of the PRA should be mandatory if the scope of the 

application of the PRA were focused on risk mitigation? Why or why not? 

 

Our view is that the application of the PRA should not be mandatory. The application of 

hedge accounting under the general hedge accounting model is optional and therefore we do 

not believe that a different mandatory hedge accounting requirement would be justified for 

those risks that are managed dynamically. 

 

Should the PRA be made mandatory, we believe that in some instances the cost for entities 

determining whether they are in the scope of the PRA, together with the costs associated with 

complying with the requirements of the PRA, would exceed the informational benefit users 

would derive from this information. 

 

Most of our constituents believe that the application of the PRA should be an accounting 

policy choice as to whether to apply the PRA or not and should be available for each portfolio 

for which there is a separate DRM process. Since DRM applies to an open portfolio, this 

would imply that once you start to apply the PRA approach one cannot stop. Where risk 

mitigation drops to 0%, then hedge accounting under the PRA would continue based on 

revaluing the exposure for a 0% hedge and once the exposures are risk mitigated again in the 

future then the exposures would be risk adjusted for the % hedged, i.e. termination of hedges 

does not result in the termination of DRM for that portfolio. Ceasing the application of the 

PRA for each portfolio may however occur in other instances such as where the entity 

terminates its DRM approach or there are substantial changes in its risk management 

approach. In that regard, we recommend that the IASB provide guidance as to when the DRM 

approach is required to be terminated (and hence an accounting policy choice to re-apply 

DRM would result where there is a further change in circumstances, e.g. a new DRM 

approach is applied to that portfolio in the future). In addition, the general principles of IAS 8 

–Accounting Policies, Changes in Estimates and Errors may also be applied in determining 

whether an accounting policy can be changed. However we believe that such a change in 

accounting policy should be applied prospectively.  
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Question 17—Other eligibility criteria 

(a)  Do you think that if the scope of the application of the PRA were focused on dynamic 

risk management, then no additional criterion would be required to qualify for 

applying the PRA? Why or why not? 

(i)  Would your answer change depending on whether the application of the PRA 

was mandatory or not? Please explain your reasons. 

(ii)  If the application of the PRA were optional, but with a focus on dynamic risk 

management, what criteria regarding starting and stopping the application of 

the PRA would you propose? Please explain your reasons. 

 

As noted above, we do not believe that the risk management approach would result in 

decision useful information. We have hence not commented further with respect to the risk 

management approach here.  

 

(b) Do you think that if the scope of the application of the PRA were to be focused on risk 

mitigation, additional eligibility criteria would be needed regarding what is 

considered as risk mitigation through hedging under dynamic risk management? Why 

or why not? If your answer is yes, please explain what eligibility criteria you would 

suggest and, why. 

 

Through our responses above we have indicated a number of other eligibility considerations 

with respect to an optional DRM model. These include: 

 

 Bottom layer approaches and practical expedients for the amortisation of hedge 

adjustments (see response to question 7 and 15c);  

 Define what is implied by ‘risk mitigation through hedging’ (see response to  

question 15a);  

 Audit trail requirements (see response to question 15c); and 

 Accounting policy requirements, guidance with respect to the termination of the DRM 

approach for portfolios and disclosure requirements (see response to question 15d). 

 

(i) Would your answer change depending on whether the application of the PRA 

was mandatory or not? Please explain your reasons. 

 

Items 1, 2 and 3 would also be required as eligibility criteria under a mandatory risk 

mitigation model for reasons similar to that listed above. Item 4 would not be required under a 

mandatory risk mitigation model since application of the DRM is required and is hence not an 

accounting policy choice.  

 

(ii)  If the application of the PRA were optional, but with a focus on risk mitigation, 

what criteria regarding starting and stopping the application of the PRA 

would you propose? Please explain your reasons. 

 

Please refer to our response above to question 16(b).  
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Question 18—Presentation alternatives 

(a) Which presentation alternative would you prefer in the statement of financial position, 

and why? 

 

We support the ‘Single net statement of financial position line’ approach proposed in the DP. 

In our view, a single net amount is reflective of an entity’s risk management approach and 

reflects the entity’s net exposure to a particular risk and is in accordance with our suggestion 

above that the proportionate approach be applied (i.e. the PRA is recognised proportionally 

across the DRM portfolio). The other approaches, i.e. a line-by-line gross up as well as an 

aggregate adjustment would result in the recognition of assets and liabilities that may not yet 

exist, e.g. hedges of pipeline transactions and the EMB.  

 

(b) Which presentation alternative would you prefer in the statement of comprehensive 

income, and why? 

 

We support the ‘actual net interest income’ approach. We believe that the ‘stable net interest 

income’ approach is complex to understand and provides an artificial net interest margin that 

is a function of the bank’s targeted interest margin rather than the interest margin it has 

actually achieved. We also believe that the ‘actual net interest income’ approach is a more 

logical approach that has a more understandable link to the statement of financial position.  

 

(c)  Please provide details of any alternative presentation in the statement of financial 

position and/or in the statement of comprehensive income that you think would result 

in a better representation of dynamic risk management activities. Please explain why 

you prefer this presentation taking into consideration the usefulness of the information 

and operational feasibility. 

 

We did not identify any other alternative presentation models for either the statement of 

financial position or the statement of comprehensive income.  

 

 

Question 19—Presentation of internal derivatives 

(a) If an entity uses internal derivatives as part of its dynamic risk management, the DP 

considers whether they should be eligible for inclusion in the application of the PRA. 

This would lead to a gross presentation of internal derivatives in the statement of 

comprehensive income. Do you think that a gross presentation enhances the 

usefulness of information provided on an entity’s dynamic risk management and 

trading activities? Why or why not? 

 

Our constituents support the IASB considering whether the gross presentation of internal 

derivatives in the PRA presents information that is useful to users of the financial statements. 

However, we have the following concerns regarding the gross presentation of internal 

derivatives: 

 

 Not all entities use internal derivatives to transfer risk from banking book to trading book; 

 Gross presentation is contrary to the principle that internal transactions eliminate on 

consolidation; 
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 In finalising the general hedging model, the Board rejected the gross presentation of 

internal derivatives for cash flow hedges of net positions; and 

 The transfer of risks from banking to trading book could be better accommodated through 

disclosures in the notes or the entity’s segment reporting.  

 

(b) Do you think that the described treatment of internal derivatives enhances the 

operational feasibility of the PRA? Why or why not? 

 

Yes, the presentation of the derivatives in the suggested manner would support the application 

of the PRA in that there is a clearer link between the derivatives (risk mitigation instruments) 

and the results from applying the PRA.  

 

(c)  Do you think that additional conditions should be required in order for internal 

derivatives to be included in the application of the PRA? If yes, which ones, and why? 

 

Should the IASB proceed with the gross presentation of internal derivatives in the PRA, we 

suggest that the IASB review the presentation of internal derivatives in terms of the general 

hedge accounting model (for fair value hedges only) so as to achieve consistency with the 

PRA. Whilst we favour this approach, an unintended consequence is that the same cannot be 

applied to cash flow hedges and net investment hedge relationships without affecting the 

statement of comprehensive income results.  

 

We suggest that the Board considers limiting the use of internal derivatives in the PRA to 

those entities that can demonstrate they have the appropriate governance structures in place to 

monitor that internal derivatives are appropriately priced. 

 

 

Question 20—Disclosures 

(a) Do you think that each of the four identified themes would provide useful information 

on dynamic risk management? For each theme, please explain the reasons for your 

views. 

 

We support the four proposed disclosure themes as they would provide decision-useful 

information regarding the entity’s risk management practices.   

 

The PRA is a fundamentally new concept for which a significant amount of debate and 

consideration needs to be applied in determining and bedding down the recommended 

accounting approach. We believe that a robust discussion with respect to disclosures can only 

be meaningfully had once the recommended accounting model been developed further. We 

have however noted the following with respect to the disclosure themes: 

 

 Paragraph 6.3.7 states that, ‘in addition, users of financial statements should gain insight 

into the entity’s net open risk positions, including where the naturally occurring risks 

arise and to what extent it is (or is not) hedged.’  We recommend that the IASB clarify 

what the ‘naturally occurring risks’ are, i.e. are these the risks that are otherwise referred 

to as ‘managed risks’ or what other risks are being referred to?  
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 Paragraph 6.3.10 refers to including ‘a comparison of contractual and behaviouralised 

features for exposures included in the PRA’. Paragraph 6.3.8 refers to requiring disclosure 

with respect to estimation techniques and reliance on subjective or judgemental inputs. 

Paragraph 6.3.9 also refers to the inclusion of sensitivity analyses. Given these other 

disclosure requirements which provide sufficient disclosures regarding inputs, we 

question whether paragraph 6.3.10’s requirement are necessary.  

 

 Paragraph 6.3.11 refers to requiring disclosure of the breakdown of the portfolio 

revaluation adjustment by class of financial instrument. Please refer to our response to 

question 18(a) above where we recommend the disclosure of the PRA as a single line 

item. Accordingly, we do not agree that the PRA adjustment should be disclosed by class 

of financial instrument. We believe that disclosures of the source of the risk and the 

manner in which the PRA has been applied would provide sufficient disclosure.  

 

 As noted in our response to 16(b) that the PRA should not be mandatory, some of our 

constituents noted that there may be a need for disclosures in order to ensure that 

sufficient information is provided so as to compare the results of those entities that elect to 

apply DRM and those that have not elected to do so.  

 

(b) If you think that an identified theme would not provide useful information, please 

identify that theme and explain why. 

 

We did not identify any theme that would not provide useful information.  

 

(c) What additional disclosures, if any, do you think would result in useful information 

about an entity’s dynamic risk management? Please explain why you think these 

disclosures would be useful. 

 

As noted above, we believe that it is at too early a stage to comment meaningfully on 

disclosure requirements until such time as the PRA has been more fully developed.  

 

At this time, we do not believe there are other disclosure themes that the Board should 

explore as the current proposals provide sufficient information for users to understand and 

analyse an entity’s dynamic risk management process and the impact on the financial 

statements. 

 

 

Question 21—Scope of disclosures 

(a) Do you think that the scope of the disclosures should be the same as the scope of the 

application of the PRA? Why or why not? 

 

Yes the scope of the disclosures should be aligned with application of the PRA. Similar to our 

view expressed in question 16 the application of the PRA, and hence the proposed 

disclosures, should also be optional. 
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Several of our constituents noted that the general hedge accounting disclosure requirements 

should rather be amended to apply to all hedge relationships (i.e. general and that of the PRA) 

should it be the objective to have a consistent disclosure approach for all hedge relationships.  

 

As noted above in our response to question 20, we believe that the PRA model needs to be 

further developed before a robust and meaningful discussion can be held regarding disclosure 

requirements. We recommend further that the IASB ensure that no disclosures of financial 

information are required to understand the accounting results of a different manner of 

application of the PRA, e.g. extensive disclosures should not be required to understand what 

the accounting effect would have been had the PRA been applied (if optional) so as to achieve 

comparability with other entities that have applied the PRA. Further, disclosure of the PRA’s 

impact, where the entity has not accounted for the PRA, would result in undue cost and effort 

for preparers to compute these disclosures. Any disclosures required should therefore support 

and be aligned to the approach applied.  

 

(b)  If you do not think that the scope of the disclosures should be the same as the scope of 

the application of the PRA, what do you think would be an appropriate scope for the 

disclosures, and why?  

 

Not applicable, as we support view (a) above.  

 

Qualitative disclosures regarding the interaction between the entity’s dynamic risk exposure 

and the different hedge accounting elections under IAS 39 or IFRS 9 could be appropriate 

regardless of the accounting policy choice made, as discussed in our response to question 16. 

 

 

Question 22—Date of inclusion of exposures in a managed portfolio 

Do you think that the PRA should allow for the inclusion of exposures in the managed 

portfolios after an entity first becomes a party to a contract? Why or why not? 

 

Yes the PRA should allow for the inclusion of exposures in the managed portfolios after an 

entity first becomes a party to a contract, because doing so is in line with common dynamic 

risk management practices as well as in terms of both IAS 39 and IFRS 9’s hedge accounting 

requirements. Further, to not permit such exposures from being included in the managed 

portfolio would add to complexity (i.e. segregating such exposures from the portfolio).  

 

(a)  If yes, under which circumstances do you think it would be appropriate, and why? 

 

The inclusion of exposures in the managed portfolios after an entity first becomes a party to a 

contract should be driven by the entity’s documented dynamic risk management process, i.e. 

we do not believe that there should be any different criteria or circumstances under which 

such exposures should be included in the PRA from those that are included in the PRA at time 

of origination.  
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(b)  How would you propose to account for any non-zero Day 1 revaluations? Please 

explain your reasons and comment on any operational implications. 

 

Our constituents expressed mixed views on how to manage the inclusion of non-zero Day1 

revaluations. 

 

One group of constituents support non-zero day 1 revaluations being recognised in the 

statement of comprehensive income on inclusion of the instrument into a DRM portfolio. 

These constituents argue that this method will be more operational because the entity would 

not need to track such amounts for purposes of future inclusion in profit or loss. These 

constituents would support a requirement for entities to disclose the amount on non-zero day 

1 revaluations recognised in the statement of comprehensive income to counter concerns that 

this approach may be open to abuse. 

 

Another group of constituents support an approach that inclusion of an instrument with a non-

zero day 1 revaluation should not impact the statement of comprehensive income.  They argue 

that the inclusion date revaluation relates to the period before the instrument’s interest rate 

risk was subject to DRM, and hence it would be inappropriate to include these amounts in the 

statement of comprehensive income on the date of inclusion in the DRM. Instead such 

amounts should rather be amortised to profit or loss over the instrument’s behavioural life. 

While they acknowledge that this will increase the complexity of applying the PRA, they 

believe that the resulting accounting is more reflective of the entity’s risk management 

activities. This group of constituents also raised a question as to how the non-zero day 1 

revaluation would be amortised to profit or loss on pipeline transactions with some believing 

that the adjustment should be amortised over the term of the pipeline transaction with others 

believing that the adjustment should be amortised over the term of the resultant loans. This 

group of constituents also recommends that the IASB consider guidance with respect to 

practical expedients to permit the amortisation of the adjustment to profit or loss.  

 

 

Question 23—Removal of exposures from a managed portfolio 

(a) Do you agree with the criterion that once exposures are included within a managed 

portfolio they should remain there until derecognition? Why or why not? 

 

Yes, we believe that once exposures are included in a managed portfolio they should remain 

there until derecognised – refer to question 16 for further comments in this regard.  

 

(b) Are there any circumstances, other than those considered in this DP, under which you 

think it would be appropriate to remove exposures from a managed portfolio? If yes, 

what would those circumstances be and why would it be appropriate to remove them 

from the managed portfolio? 

 

Exposures could be removed from a managed portfolio when the entity’s risk management 

objective changes which would be in line with the general hedge accounting model.  
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(c)  If exposures are removed from a managed portfolio prior to maturity, how would you 

propose to account for the recognised revaluation adjustment, and why? Please 

explain your reasons, including commenting on the usefulness of information provided 

to users of financial statements. 

 

Similar to our response to question 22 above, our constituents expressed mixed views on how 

to deal with the recognised revaluation adjustment for instruments removed from a managed 

portfolio prior to maturity.  

 

One group holds the view that where an instrument has been removed from a managed 

portfolio and to the extent it remains recognised on the entity’s statement of financial 

position, the revaluation adjustment should be amortised to the statement of comprehensive 

income over the instrument’s remaining life. They argue that amortisation of the revaluation 

adjustment over the remaining life of the instrument is consistent with how revaluation 

adjustments are treated on the discontinuance of fair value hedges under the general hedge 

accounting model. Should the IASB agree that the revaluation adjustment should be 

amortised over the instrument’s remaining behavioural life, this group suggests that the IASB 

should consider the development of guidance for practical expedients for the amortisation of 

such adjustments to profit or loss.  

 

The second group argues that on removal of an instrument from a managed portfolio, the 

revaluation adjustment should be recognised immediately in the statement of comprehensive 

income. 

 

 

Question 24—Dynamic risk management of foreign currency instruments 

(a) Do you think that it is possible to apply the PRA to the dynamic risk management of 

FX risk in conjunction with interest rate risk that is being dynamically managed? 

(b) Please provide an overview of such a dynamic risk management approach and how 

the PRA could be applied or the reasons why it could not.  

 

Generally we believe that the PRA will be applied to a portfolio of instruments denominated 

in the same currency. We did not identify any conceptual concerns in applying the PRA to the 

dynamic risk management of FX risk in conjunction with interest rate risk that is being 

dynamically managed noting that such a model would be consistent with IFRS 9’s general 

hedge accounting model.  

 

 

Question 25—Application of the PRA to other risks 

(a)  Should the PRA be available for dynamic risk management other than banks’ dynamic 

interest rate risk management? Why or why not? If yes, for which additional fact 

patterns do you think it would be appropriate? Please explain your fact patterns. 

 

Conceptually the PRA should be available for other risks which are managed on a dynamic 

basis. Our constituents were however unable to identify any other banking related financial 

risks, other than interest rate risk, to which the PRA could be applied. Our constituents were 

also unable to identify whether it would be appropriate for the PRA to be applied to any non-

banking related risks, for example our constituents have expressed concern as to whether it is 
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appropriate to apply the PRA to other risks in the following two non-banking related 

examples: 

 

 An extractive entity recognising a PRA for the change in fair value of its ore body: Such 

a situation would be of significant concern to our constituents, in particular where the 

scope of the PRA does not require risk mitigation in order for accounting adjustments to 

be required for the managed risk. Further, the PRA would allow previously unrecognised 

gains and losses on ore bodies to be recognised through the statement of comprehensive 

income. 

 

 Foreign exchange risk arising from a general authority to acquire a subsidiary (rather than 

a specific transaction): Based on the application of pipeline transaction under the PRA, 

our constituents are concerned that the PRA could be applied to hedge account for the 

risk in the transaction where no specific acquisition has been identified.  

 

A concern was raised that the DP is currently drafted so as to focus on DRM in the context of 

interest rate risk. Should the scope of the approach be broadened to include other risks, such 

as foreign exchange or commodity risks, the Board should ensure that the nuances of the 

hedge of such risks are carefully considered to ensure that the drafting of the final proposals 

do not create unintended consequences when applying the PRA. It is therefore requested that 

the Board weigh up the benefit of making the proposals available to other risks, and the costs 

that might arise from delaying the finalisation of the project, so that the drafting is 

appropriately suitable to risks other than interest rate risk. 

 

(b)  For each fact pattern in (a), please explain whether and how the PRA could be 

applied and whether it would provide useful information about dynamic risk management in 

entities’ financial statements. 

 

Not applicable. 

 

 

Question 26—PRA through OCI 

Do you think that an approach incorporating the use of OCI in the manner described in 

paragraphs 9.1–9.8 should be considered? Why or why not? If you think the use of OCI 

should be incorporated in the PRA, how could the conceptual and practical difficulties 

identified with this alternative approach be overcome? 

 

Should the IASB elect to proceed with a model that is based on risk management, then we 

believe that an approach incorporating OCI should be considered and be more fully 

developed. We do acknowledge that such an approach would not allow internal derivatives to 

be grossed up in the statement of comprehensive income as such gross up would not result in 

a zero result in profit or loss. Should an OCI approach be developed then we do not believe 

that a feasible approach for the gross up of internal derivatives could be developed.   

 

As noted in our responses in this letter, we recommend that the PRA be optional and that it be 

developed on the basis of a risk mitigation approach. We also recommend that the IASB re-

consider the applicability of partial term hedging (refer to question 4(c)). Assuming all of the 
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above are incorporated into the PRA, we do not believe that an approach incorporating the use 

of OCI should be considered as we do not believe that there would be any real benefits to 

such an approach over the DP’s suggested approach (incorporating what we have mentioned 

above as requirements of the PRA). Finally, this is especially so given that the incorporation 

of OCI would also be inconsistent with IAS 39 and IFRS 9’s fair value hedge accounting 

requirements. 

 

As discussed in question 2 above, we would support the development of a macro cash flow 

hedge accounting model that would cater for dynamic risk management in which the 

incorporation of an OCI approach would be justifiable.  
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