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Re : Exposure Draft 2010/13 Hedge accounting

Dear Sir,

| am writing on behalf of the Autorité des Normesenibtables (ANC) to express our views on the
above-mentioned Exposure Dratft.

The ED is the third phase of the IASB’s projectdplace IAS 39, dealing with hedge accounting. We
note that the hedge accounting phase is itselfigpdi two sub-phases: a general model as proposed

the ED covering individual and closed portfolio gedy relationships and a specific model for open
portfolio hedging relationships (referred to as rodwedging in our comment letter) that that remains
to be discussed.

Regarding the general model proposed by the EDweleome the comprehensive review of the
current 1AS 39 requirements. Namely, IAS 39 is #iodsed and does not properly reflect certain
economical hedge relationships in the financialestents. We globally support the objective to align
more closely hedge accounting with risk management.

However, the IASB’s phased approach —in spite dE@rae announcements about the objective of a
better reflection of risk management practicesereating uncertainties on the final framework for

hedge accounting, since these two sub-phases @eelated. Macro-hedging is a strategic risk

management activity for many financial entities nfk@ insurance companies). We are therefore
concerned that some ED proposals, such as restisctin portfolios containing financial instruments

with prepayment options, could preclude financigitees from applying an appropriate macro-hedge
accounting that suits their risk management a@®/itAs a consequence, we will not be able to fully
support the proposal on the first sub-phase of ingdgithout having a clear understanding of the

Board's project regarding macro-hedging. We belibat the IASB should not finalise a standard on
hedging before having considered feedback on a hiiodmacro-hedging.
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More precisely regarding the proposed general medehgree with the following proposals :

- Hedge effectiveness: we agree with the removahefquantitative 80-125% hedge effectiveness
threshold, the introduction of a principle-basedldying criterion and a qualitative or quantitaiv
assessment depending on the complexity of the heglgéonship. Moreover, we agree with the
removal of the retrospective hedge effectivenests te

- Hedged items: we agree with the amendment madgigible hedged items in order to better reflect
risk management activities (aligning eligible pon of non financial items with those of financial
items, extending the use of layers, allowing theutieentation of a hedge relationship on a net
basis,...)

- Options : we agree with the treatment of timeugabf options as a cost of hedge, avoiding undue
volatility in profit or losses. The IASB should dom that this treatment is also available for the
interest component of forward derivatives.

Nevertheless, we disagree with the following prep®s

- The prohibition for designating as hedged item supes that will not impact profit or loss
such as equity instruments designated at fair véweugh OCI. This prohibition is not
consistent with the ED objective to align the aetting with risk management (such as the
hedge of foreign exchange risk of equities). Moesgothis prohibition is directly linked to an
inappropriate treatment under the phase | of IFR®i@h should be amended as mentioned in
our comment letter on that phase;

- The prohibition or difficulties for qualifying aseldged items risk components of financial
instruments such as non contractual inflation e@ditrrisk which is contradictory with the
principles proposed for non financial items;

- The prohibition for designating a risk componerattiexceeds the total cash flows of the
hedged item (i.e. the sub-libor issue);

- Regarding cash flow hedges of portfolios, the ctimlion cash flows offsetting in the same
period which is too restrictive and does not encassgactual risk management practices.

Furthermore, some proposals seem complex and caidd operational difficulties, notably in the
following areas:

- The detailed treatment and application guidancardegg the time value of options could be
simplified,;

- The distinction between rebalancing and discontinoas not clearly defined and the follow
up of several mandatory rebalancings might be msa®e;

- The new accounting mechanism for fair value hedges®d on a two-step approach (OCI and
transfer in profit or loss) does not seem useful.

Our detailed comments on the Exposure draft arewgah the Appendix | to this letter.
If you have any questions concerning our commevesyould be pleased to discuss them.

Yours sincerely,

v

Jérbme Haas



Appendix |
Detailed comments

Objective of hedge accounting

Question 1: Do you agree with the proposed objective of hedg®manting? Why or why not? If not,
what changes do you recommend and why?

We agree with the objective to reflect in the fioiah statements the effect of transactions enteried
for risk management purposes.

The current accounting rules (IAS 39) raise reogrdifficulties for preparers of financial statertgen
which prevent them from appropriately reflectingheir financial statements the economic effects of
hedging transactions. Some financial instrumened dsr risk management purposes are currently
creating volatility in profit or loss whereas theéy constitute an effective economic hedge of aifipec
risk exposure. Non-GAAP measures or detailed déscles on the impact on their profit or loss of
some economic hedges not eligible for hedge acowymatre the only alternatives found by some
entities to reflect their actual hedging resultéich is not satisfactory. The current IAS 39 hedge
accounting rules do not allow the economic offdesignificant hedging activities to be reflected in
the financial statements for both financial and-financial entities. In this respect, IAS 39 hedpin
rules create confusion and misunderstanding faisusfdinancial statements.

Therefore, we hope that the proposed objectiveligm nedge accounting with risk management
activities will avoid most of the drawbacks of I/89. Moreover, we consider that a principle-based
approach is better than a rule-based approach,asibhS 39 current requirements. Nevertheless, we
consider that, even under this principle-based aaar, it would be necessary to adapt the risk
management documentation to make it match withetiggble hedge relationships as defined in the
ED (e.g. hedge of future dividend from a subsidiary

However, we disagree with the restriction to appdgdge accounting only for financial instruments
hedging exposures that could affect profit and.l&sme exposures are, according to IFRS, only
affecting equity or OCI without being recyclable profit or loss. Nevertheless, these exposures are
real economic exposures that affect the net asdetle entity and thus the shareholders wealth.
Therefore, the ED will still discourage entitiesrit hedging some economic exposures or will create
undue volatility in profit or loss.

For instance, the ED precludes from designatingtgdustruments measured at fair value through
OCl as hedged items because the gain or loss igagtlable in profit or loss. Entities may jusilily
mitigate this volatility in OCI by contracting hedg instruments. This prohibition is not consistent
with risk management. If IFRS 9 phase | was maitdj it would be necessary to extend and adapt
hedge accounting to financial instruments which &aie-valued through OCI, by recognising
symmetrically in OCI the effective part of the hedginstrument.

Moreover, we reiterate that the prohibition of rdayg between OCI and profit & loss for equity

instruments under IFRS 9 is inappropriate since/atild result in a misrepresentation of entities
performance in the income statement and requestréh@vant amendments be made to IFRS 9
phase I.

I nstruments that qualify for designation as hedging instruments

Question 2: Do you agree that a non-derivative financial assmed a non-derivative financial liability
measured at fair value through profit or loss shiblné eligible hedging instruments? Why or why not?
If not, what changes do you recommend and why?

By principle, we agree that hedging instrumentsugkhaot be limited to derivative instruments since
entities are also using cash-instruments as hedgatigiments for risk management purposes.



Derivativesthat qualify for designation as hedged items

Question 3: Do you agree that an aggregated exposure thatasmbination of another exposure and
a derivative may be designated as a hedged itemy &/twhy not? If not, what changes do you
recommend and why?

We agree with the Board’'s proposal to allow a caoraton of an exposure and a derivative to be
designated as a hedged item. It will align hedgmaating requirements with the way entities are in
practice managing their risk exposure during tfe df the hedged items, such as the cash flow risk
arising on debt instruments bearing interest attifhgy rate either directly or synthetically throuthte

use of a swap transaction.

Designation of risk components as hedged items

Question 4: Do you agree that an entity should be alloweddsighate as a hedged item in a hedging
relationship changes in the cash flows or fair wabf an item attributable to a specific risk orkss(ie

a risk component), provided that the risk componentseparately identifiable and reliably
measurable? Why or why not? If not, what changegodorecommend and why?

We agree with the principle proposed by the ED migg eligible risk components, which addresses
homogeneously both financial and non financial gem

This should resolve one of the weaknesses of IASVBREh prevents an entity to apply hedge
accounting when hedging, for instance, a risk eeldb the price of commodities (e.g., aluminium or
copper) included in the cost of a manufactured pead

However, we do not see the rationale behind theBlASecision to prohibit entities from designating
as hedged item the inflation component of finanara@truments or the credit risk of financial
instruments (see Q15). These restrictions are ynaddling arbitrary rules (coming from IAS 39),
which seems contradictory with the principle-baapgdroach proposed in the ED.

Inflation may be an input observable in the madwd thus reliably mesurable. Therefore, we do not
see the rationale for prohibiting inflation (notnt@ctually specified) from being an eligible hedge
component provided that an entity would be abldeimonstrate that inflation is separately identlBab
and reliably mesurable. We also wonder whethergiogibition could have unintended consequences
on the qualification of risk components of non fiogl items.

We also have strong concerns related to the pradnibirom hedging a libor component of sub-libor
financial instruments (see other major matterdiatend of this appendix). Furthermore, we consider
that the hedging the credit risk component of aritial instrument should be eligible as hedged item
similarly to any other risk component (see Q15).

Designation of a layer component of the nominal amount
Question 5

(a) Do you agree that an entity should be allowedi¢signate a layer of the nominal amount of an
item as the hedged item? Why or why not? If noatwhanges do you recommend and why?

(b) Do you agree that a layer component of a caritthat includes a prepayment option should not
be eligible as a hedged item in a fair value hediglee option’s fair value is affected by changeshe
hedged risk? Why or why not? If not, what changegall recommend and why?



(a) We agree that an entity should be allowed wgiate a layer of the nominal amount (or volume)
of an item as a hedged item either in a cash flofaio value hedge relationship. We consider thgt,
principle, ineffectiveness cannot result from unkdedge (i.e. designating a hedged amount below the
risk exposure), when the objective is to purposeiger-hedge a risk exposure. Allowing a layer
approach is an appropriate way to address sucé.issu

(b) The prohibition from designating as hedged igehayer component of a contract that includes a
prepayment option raises the following concerns:

« We are concerned about how the prohibition fromgheging a layer component of a contract
that includes a prepayment option will interacthwihe IASB decisions regarding macro-
hedging of portfolios for interest rate risk exmettin the second sub-phase. The ANC
considers that, in the case of portfolio hedgihg, designated hedged cash-flows should be
determined based on economic rather than contitacagh flows, notably for prepayable
instruments: the interest rate risk could be igaldtom the prepayment risk using expected
cash-flows based on the modelling of customers’ablur. Therefore, the prohibition
proposed by the ED should not prevent from devalppa specific approach for hedge
relationships on a portfolio basis (either closedmen).

¢ We consider that, for individual hedge relationshipg distinction should be made between
purchased and written prepayment options: whemiéity &ontrols the exercise of the option
(i.e. the entity holds a prepayment option), theigleation of a layer component should be
allowed since the entity is able to demonstraté¢ tthe option is not affected by the hedged
risk (e.g. interest rate of a liability including &suer call option).

H edge effectiveness requirements to qualify for hedge accounting

Question 6: Do you agree with the hedge effectiveness reqeinésnas a qualifying criterion for
hedge accounting? Why or why not? If not, whataothink the requirements should be?

We support the removal of the current highly effectquantitative threshold (80-125%) which is
arbitrary and leads to excluding effective hedgemfhedge accounting.

For instance, a financial instrument that effedsiveffsets 75% of the changes in fair value of a
designated hedged item is disqualified from hedgmuanting and 100% of the hedging instrument
creates volatility in profit or loss whereas onlp% represents ineffectiveness. This current
requirement has discouraged entities to managaicersks for which there are few highly effective
hedging instruments available but only proxies {fistance, crude oil derivatives are used to hgelge
fuel prices).

We rather prefer a principle-based qualifying criie and a qualitative or quantitative assessmént o
the effectiveness depending on the complexity &f tledge relationship as outlined in the ED.
Moreover, we agree with the removal of the retrotipe hedge effectiveness test.

Nevertheless, in order to better appreciate ther@iof “unbiased result” and “more than accidenta
offset” and therefore avoid inconsistencies in lileelge accounting practices, it is useful to se&up
guidance regarding those criteria.



Rebalancing of a hedging relationship
Question 7

(a) Do you agree that if the hedging relationshapsfto meet the objective of the hedge effectagene
assessment an entity should be required to rebaléime hedging relationship, provided that the risk
management objective for a hedging relationshipaies the same? Why or why not? If not, what
changes do you recommend and why?

(b) Do you agree that if an entity expects thaeaignated hedging relationship might fail to méet t
objective of the hedge effectiveness assessmeine ifuture, it may also proactively rebalance the
hedge relationship? Why or why not? If not, whatrafes do you recommend and why?

(a) Today, systematic and quantitative assessnfegffectiveness within a strict threshold leads to
potential discontinuance of hedge accounting. Ihegates a burdensome dedesignation and
subsequent redesignation process. Therefore, diti@d to the new effectiveness criterion, the
introduction of a distinction between rebalancing discontinuation is welcomed.

However, we are concerned that the rebalancing amésim, as proposed by the ED, is not simple and
clear since very lengthy application guidance tuieed to explain/illustrate it. Additionally, itocld
raise operational difficulties in the following are:

o the level at which the risk management objectivestmioe considered is not specified
(transaction level? Global risk management stratggy

o0 rebalancing is mandatory and could lead to revigwaind documenting the hedge ratio at each
reporting date;

0 several rebalancings could lead to several burdeaseffectiveness assessments based on
different hedged items characteristics for eachlestred portion;

o the distinction between rebalancing and discontionas not clearly defined in the ED.

(b) It seems sound to allow an entity to proacyivebalance a hedge relationship if it is expethed
this relationship might fail to meet the objectofethe hedge effectiveness assessment in the future

Discontinuing hedge accounting
Question 8:

(a) Do you agree that an entity should discontitngelge accounting prospectively only when the
hedging relationship (or part of a hedging relatghip) ceases to meet the qualifying criteria (after
taking into account any rebalancing of the hedgiakationship, if applicable)? Why or why not? If
not, what changes do you recommend and why?

(b) Do you agree that an entity should not be ptedito discontinue hedge accounting for a hedging
relationship that still meets the risk managemebjective and strategy on the basis of which it
qualified for hedge accounting and that continugsrnieet all other qualifying criteria? Why or why
not? If not, what changes do you recommend and why?

(a) While we refer to Q7a regarding the lack ofitfaregarding the interactions between rebalancing
and discontinuation, we agree that hedge accourgimguld be discontinued when the hedge
relationship ceases to meet the qualifying criteria

(b) As long as the risk management objective reséie same, it seems logical to forbid any de-
designation of a hedging relationship that stilletsethis objective.

However, consistently with our response to questiowe believe the ED is unclear with respect to
the level at which the risk management objectivestine considered for this requirement (transaction
level? Global risk management strategy?).



Accounting for fair value hedges
Question 9:

(a) Do you agree that for a fair value hedge thenga loss on the hedging instrument and the hedged
item should be recognised in other comprehensigenie with the ineffective portion of the gain or
loss transferred to profit or loss? Why or why niftRot, what changes do you recommend and why?

(b) Do you agree that the gain or loss on the hddgem attributable to the hedged risk should be
presented as a separate line item in the statewifefimancial position? Why or why not? If not, what
changes do you recommend and why?

(c) Do you agree that linked presentation should lve allowed for fair value hedges? Why or why
not? If you disagree, when do you think linked enéstion should be allowed and how should it be
presented?

(a) We agree with the Board'’s final decision noftilly align accounting for fair value hedges with
the accounting for cash flow hedges which wouldehadded undue volatility in OCI.

We are not convinced that recognising the fair @ajain or loss of both the hedging instrument and
the hedged item in OCI with the ineffectivenessidfarred from OCI into profit or loss (i.e. a two-
step approach) is useful. Moreover, adding thieeslin OCI may undermine the clarity and the
understandability of the financial statements. Thigrmation could be well-suited in the disclosire

(b) Similarly with the above paragraph, we consitteat adding several lines on the face of the
statement of financial position in the case of ipléthedge relationships may heavily undermine the
clarity and the understandability of the finandtdtements. Therefore, we would prefer to predent t
effect of hedge accounting on hedged items in @ ko¢ in the asset-side and/or the liability side
the statement of financial position. The detailéfiéat of hedge accounting on the hedged items for
each component of the statement of financial positiould be best presented in the disclosures.

Meanwhile, the current presentation used in praaiche net gain or loss on the hedged item aara f
value hedge relationship in a separate line osthgement of financial position is still appropeidor
macro-hedging of financial assets and liabilitiasacnet basis.

(c) Consistently with the above paragraphs, wenaten favour of a linked presentation.



Accounting for the time value of options for cash flow and fair value hedges
Question 10:

(a) Do you agree that for transaction related hedigieems, the change in fair value of the option’s
time value accumulated in other comprehensive igcshould be reclassified in accordance with the
general requirements (eg like a basis adjustmecajifitalised into a non-financial asset or into fito
or loss when hedged sales affect profit or lossy¥y Wr why not? If not, what changes do you
recommend and why?

(b) Do you agree that for period related hedgedigethe part of the aligned time value that reldtes
the current period should be transferred from acualated other comprehensive income to profit or
loss on a rational basis? Why or why not? If ndtaivchanges do you recommend and why?

(c) Do you agree that the accounting for the tirakig of options should only apply to the extent tha
the time value relates to the hedged item (ie &ligried time value’ determined using the valuatbn
an option that would have critical terms that petfg match the hedged item)? Why or why not? If
not, what changes do you recommend and why?

Preliminary remarks :

First of all, we believe that the time value ofiops represents the cost of hedging (which is knatvn

inception) and should not create undue volatilityprofit or loss, since options, by nature, pelject

offset asymmetrical risk. Therefore, we globallyegwith the accounting for the time value of optio

for CFH and FVH in OCI. Moreover, we consider ttiat interest element (forward points) of forward
contracts (ED 88b) should follow the same treatnsente it also represents a cost of hedging.

However, we believe that those requirements aréngdcbmplexities and could be simplified. For
instance, instead of creating a new hedge accaumtiechanism specifically for the time value of
options, a simple accommodation of current FVH @R¢H could be considered.

(a) We agree with recycling the initial time valooptions in profit or loss or as a basis adjustime
when the hedged transaction impacts the finanta&émments, which is consistent with the cost of
hedging/insurance premium view.

(b) In the case of time period-related hedge m@tstiips, we agree that the time value of options
should be deferred and amortised on a rationat lmagr the hedging relationship in order to properl
reflect the cost of hedging.

(c) The new concept of “aligned time value” seermilar to the already known “hypothetical
derivative” wording also mentioned in the ED. Theaning of these two concepts should be clarified
and the IASB should avoid introducing the same amotbehind different words that could create
confusion among IFRS users.

Having said that, we understand that this propeegdirement is a way to control the time value that
is deferred in OCI, which seems consistent withgheciple of recognising ineffectiveness in profit
or loss.



Hedges of a group of items
Question 11: Eligibility of a group of items as the hedged item

Do you agree with the criteria for the eligibiliof groups of items as a hedged item? Why or wh3 not
If not, what changes do you recommend and why?

We consider that hedge accounting must be consigiiéimthe risk management policy of an entity.
Therefore, we agree that a hedged item could bigradgsd on a gross or net basis, as well as on an
individual or portfolio basis, consistently wittskimanagement practices.

We agree with some of the new criteria for theibliiy of groups of items as hedged items, notably
requiring managing items on a group basis for mslnagement purposes. Such criteria underline the
link between hedge accounting and risk management.

However, we believe the third criteria requiringsetting cash flows to affect profit or loss in the
same reporting period is too restrictive. For ins& entities with foreign activities usually maeag
their risk at the group level on a net basis. The#gies are not able to match all cash flowshia t
same period and may manage their cash flows overaeperiods. For instance, the future USD cash
received from expected sales in Q4 may be considsaffsetting the FX risk related to an expected
cost in USD the beginning of the next year.

Therefore, this "8 criteria is not in line with the current way eigit manage their risk in practice and
should thus be relaxed.

Question 12: Presentation

Do you agree that for a hedge of a group of iteritk wffsetting risk positions that affect differdimie
items in the income statement (eg in a net poshietge), any hedging instrument gains or losses
recognised in profit or loss should be presented separate line from those affected by the hedged
items? Why or why not? If not, what changes dorgoammend and why?

We agree that the effect of any hedging instrunien& hedge on a net basis of a group of items that
affects different line items in the income statetrehould be presented in a separate line. Thisdvoul
avoid reflecting in each line, on a gross bas#éngactions that do not actually exist. We also ttaie
allowing a gross up of the effect of a net basdgieerelationship in profit or loss would raise ib&ue

of the accounting treatment of naturally hedgedtjpwos, for which hedge accounting does not seem
appropriate. Moreover, we consider that, consisteatgross-up of the financial statement of positi

is inappropriate in the case of hedging of finahassets and liabilities on a net basis.



Disclosures
Question 13

(a) Do you agree with the proposed disclosure reuents? Why or why not? If not, what changes
do you recommend and why?

(b) What other disclosures do you believe would/pl® useful information (whether in addition to or
instead of the proposed disclosures) and why?

In order to justify the use of hedge accountingéeordance with their risk management policies, we
consider that entities should refine the descriptibtheir risk management policies and strategies.

Therefore, we globally agree with the proposed ldgsee requirements that provide improved
information about the entity’s risk management tetgees and the effect of hedge accounting on
financial statements.

Accounting alter natives to hedge accounting

Question 14 : Accounting for a contract for a non-financial item that can be settled net in cash asa
derivative

Do you agree that if it is in accordance with thaity’s fair value-based risk management strategy
derivative accounting would apply to contracts thah be settled net in cash that were entered into
and continue to be held for the purpose of theipgas delivery of a non-financial item in accordamn
with the entity’s expected purchase, sale or usagpiirements? Why or why not? If not, what
changes do you recommend and why?

We regret the lack of clarity of the proposal whiglonly mentioned shortly in the appendix of tHe E
without detailing the proposed amendment to IAS B®r instance, we wonder whether this
“accounting alternative” would be mandatory or opdl.

We question the usefulness of the proposal. Fdareg, it seems that this alternative could be
available only when the net exposure is close ltoamich might be rare in practice. We considett tha
the “own use” exception is currently raising seVessues that have not been discussed by the Board.
We acknowledge that “the scope of IAS 39 shoulddresidered during a later phase of the project to
replace IAS 39” (IFRS 9 October 2010 - BC2.1). \Weréfore encourage the Board to further explore
this issue during this later phase.
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Question 15: Accounting for credit risk using credit derivatives

(a) Do you agree that all of the three alternataccounting treatments (other than hedge accounting)
to account for hedges of credit risk using credstidatives would add unnecessary complexity to
accounting for financial instruments? Why or whyho

(b) If not, which of the three alternatives consgdke by the Board in paragraphs BC226-BC246
should the Board develop further and what changethat alternative would you recommend and
why?

We regret that the IASB did not deal with the hedgof credit risk in the ED whereas this issue
significantly impacts financial entities.

The IASB argues that hedge accounting is not aebievto account for hedges of credit risk using
credit derivatives because “measuring the credik component of a loan or a loan commitment is
complex” (BC225) and that, consequently, an alt&raaaccounting treatment (other than hedge
accounting) is needed.

However, asserting that credit risk is not an blgghedged component (i.e. separately identifiabld
reliably measurable) in a hedge relationship dadssaem consistent with other IFRS requirements,
such as the fair value option for financial liails which requires the entity to present the ¢fédc
changes in the liability’s credit risk in OCI.

While we agree that assessing credit risk may ladleriging, entities are currently managing thik ris
in practice which is (mainly for banks but also fosurers) a strategic activity. Moreover, a credit
derivative is the sole and most effective derivaiivstrument that economically hedges credit risk a
currently used by market participants. If creditridktives were not an appropriate economical
hedging instrument, as the IASB seems to assestwbuld raise a huge arbitrage opportunity for
market participants.

Furthermore, both banks and insurance regulatarspacredit derivatives as a hedge of credit risk,
under certain conditions. For example, insurerglmse protection through credit derivatives to cove
the risk of failure or downgrade in the credit giyabf certain exposures. This technique is an gaam

of financial risk mitigation technique that is rgmized for Solvency Il purposes providing certain
conditions detailed in QIS 5 are met: notably that CDS references the same reference entity of the
bond and same seniority (i.e. a senior unsecuredl bedged with a senior CDS on the same
reference entity). Thus, easing the use of crediivdtives as hedging instruments for hedge
accounting would be consistent with the main objectf the ED, i.e. improve the link between
accounting and risk management activities.

Therefore, we consider that hedge accounting maustibible for credit derivatives hedging the ctedi
risk component of financial instruments. We consithat the Board should further explore a way to
avoid the current accounting mismatch, as tentigtidecided in October 2010, for instance by
accounting for the premium on the credit derivatiue a similar way as the time value for options.
Credit derivatives are used for risk managemernqaas as a protection - i.e. a guarantee - agamst
default of a counterpart. Another alternative wolddto treat them as a guarantee, which implies the
recognition of the premium paid in profit or loss @rational basis.

In any case, the three alternatives proposed bytaed are not satisfactory since they are based on
the fair value option which implies to recogniseddanges in fair value in profit or loss, includin
components that may not be hedged by the entity, a8 the interest rate risk.
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Effective date and transition

Question 16: Do you agree with the proposed transition requirata® Why or why not? If not, what
changes do you recommend and why?

We agree with the prospective application propdsethe ED, which is more operational than a full
retrospective one.

Moreover, we support the treatment of hedge redatipps that qualify both under IAS 39 and under
the proposed standard as continuing hedging rakttips.

However, the ANC disagrees with the proposal tonitegarly application since it will undermine the
comparability among IFRS reporting entities. Oncbatrary, the ANC considers that all phases of
IFRS 9 should be mandatorily applicable at a sieffiective date with no earlier application.

Other major matters

The ANC disagrees with the IASB decision to mamtéhe restriction in IAS 39 regarding the
designation of risk components when the designedeaponent would exceed the total cash flows of
the hedged item, i.e. the sub-libor issue (econaltyi@ risk component may be higher than the
contractual cash flow of the hedged instrumentjrfstance for sub-libor instruments).

This prohibition is not consistent with the prineigproposed by the ED on the designation of risk
components as hedged items. By principle, a bogthgdibor plus margin must be eligible for hedge
accounting for the portion related only to the filbigk, whatever the sign of the margin is (negatv
positive). This is very similar to a hedge of eefilxrate instrument subsequently to its originafeg.
hedging a 6% rate bond with a 8%-E3M swap), whichurrently allowed by IAS 39 (see AG99D)
and still allowed by the ED (§B26).

Moreover, this restrictive rule will prevent barfksm reporting properly in their financial statentgen
their actual interest rate risk management adisjtivhich are strategic for them. This is incoesist
with the objective of hedge accounting proposedhsy ED, which is “to represent in the financial
statements the effect of an entity’s risk managemén
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