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Introduction

As part of the DRM project, in May 2025, EFRAG launched a survey, with the objective to collect input on the
current dynamic interest rate risk management practice and capabilities of banks, insurers, financial
conglomerates and other entities in the context of the upcoming DRM model. The survey results will be used by
the EFRAG Secretariat in designing the field-test of the upcoming IASB's Exposure Draft (‘the ED’) as well as

background data when preparing EFRAG’s draft comment letter on this ED.

The feedback received via this survey covers parent companies and significant subsidiaries.
The survey was organised into the following sections:

(a) Section 1 — General Information

(b) Section 2 — Questions for banks

(c) Section 3 — Questions for insurers
(d) Section 4 — Questions for financial conglomerates
(e) Section 5 — Questions for other entities.

Respondents had to complete Section 1 and select between Section(s) 2, 3, 4 and 5 corresponding to the type

of organisation. Financial conglomerates were asked to complete Sections 2, 3 and 4.

In the survey, EFRAG did not define, deliberately, a financial conglomerate. The purpose was to see how the
entity classifies itself from the point of view of importance of its banking/insurance operations and to give them

an opportunity to cover both parts if they consider them both significant for their business.

To encourage maximum participation, the survey allowed the participants to only reply to the questions they
would like to. The deadline for the survey was 31 July 2025. The questionnaire to the survey is available here.
Executive summary of survey results

Banking feedback

Below are key messages from the banking respondents.

e Dynamic basis: Almost all of the respondents manage interest rate risk on a dynamic basis.
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e Hedge accounting framework: For hedge accounting purposes, a significant majority of the respondents
(69%) use IAS 39 only, while two respondents (8%) use IFRS 9 only and 23% use both (or are in a
transition from IAS 39 to IFRS 9).

e level of interest rate risk management on a dynamic basis: 38% of the respondents who manage interest
rate risk on a dynamic basis perform these activities mostly at group/entity level, while 25% do it mostly
at subsidiary/branch level, 33% exercise substantial management at both group level and

subsidiary/branch and one respondent (4%) does it in a different way.

e Number of benchmark rates managed dynamically: 24% of the respondents manage dynamically six to

ten rates, while 36% of the respondents manage dynamically more than ten rates.

e Hedging instruments: Almost all of the respondents use interest rate swaps and most of them use cross
currency interest rate swaps. In addition, 58% use interest rate futures and forwards, 73% use non-linear

derivatives such as swaptions, caps and floors and 8% use other instruments (basis swaps).

e Simultaneous management of interest rate and foreign exchange risk: 60% of the respondents manage

these risks simultaneously. All these respondents use cross currency swaps as hedging instruments.

e Familiarity with the DRM model: in the evaluation of the respondents, 44% of them are very familiar
with the DRM model, while 40% are moderately familiar. There were no respondents who would be

unfamiliar at all with the DRM model.

e field testing: 20% of the respondents confirmed that they will conduct a field test, while 32% replied
that they will not conduct it and 48% have not made a decision about the field test yet. The main issues
referred to in this context were: resources (notably, staff) and costs; systems and processes;

interpretation of the ED and conceptual issues of the DRM model.

e Alignment between current accounting and actual risk management: in the view of the respondents,
current accounting either very closely (29%) or somewhat closely (58%) reflects their actual risk

management practices.

e Dual objective of the risk management strategy: Most of the respondents replied that in their dynamic
interest risk management strategy, their entity has a dual objective that aims to mitigate the variability

of both Net interest income (NIl) and Economic value of equity (EVE).

e Inclusion of equity instruments in interest rate risk management practices: A significant majority of
respondents replied that they do include equity instruments in their interest rate risk management

practices.

e Interest rate risk position: A significant majority of respondents explicitly stated that they currently

calculate their interest rate risk position on a net basis.
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e Significance of demand deposits: In the context of interest rate risk management, most of the

respondents consider these liabilities as either very significant (71%) or significant (17%).

e Significance of assets with prepayment options at par (or at fixed price): In the context of interest rate
risk management, most of the respondents consider these asset as either very significant (39%) or

significant (43%).

e Significance of financial assets measured at fair value through other comprehensive income: In the
context of interest rate risk management, a significant majority of the respondents considers these

assets as either significant (52%) or very significant (16%).

e frequency of assessing interest rate risk position: 63% of the respondents assess it on a daily basis or

more frequently.

e  Management of the interest rate risk position by time buckets: A significant majority of the respondents

manage their interest rate risk position by time buckets.

e Other types of risk to be dealt with as a part of the DRM project: respondents mentioned foreign

exchange risk, other types of interest rate risk than repricing risk (e.g., basis risk) and commodity risk.

Insurance feedback

Below are key messages from the insurance respondents.

e Dynamic basis: There were mixed feedback on the extent of risk management of interest rate risk on a
dynamic basis. Nearly half of the respondents manage on a dynamic basis while many do not do so on

a dynamic basis. In addition, some do not manage interest rate risk exposure.

e Hedge accounting framework: Unlike banking, most of the insurance respondents apply IFRS 9 for hedge
accounting of interest rate risk, using cash flow hedge accounting either exclusively or together with fair

value hedge accounting. Some apply IAS 39, and some others do not apply hedge accounting.

e Interest rate risk management on a dynamic basis: The majority of the respondents that manage interest
rate risk on a dynamic basis perform these activities exercising substantial management at both group
level and subsidiary/branch. In addition, there was mixed feedback on the number of benchmark rates
managed with many using one, many others using three to five rates and many others using more than

ten rates.

e Foreign exchange risk: Similar to banking, the majority of the respondents manage interest rate and
foreign exchange risks simultaneously, but the majority of these respondents did not consider foreign

exchange risks to be significant.

e field-testing: There were mixed views with half of the respondents considering a field-test without

making a tentative decision while many not planning to conduct a field-test.
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e Significant interest rate risk exposures: The majority of respondents indicated that the interest rate risk
exposures arise due to the asset duration being shorter than the insurance liabilities and the insurance
liabilities being measured on a present value basis (discount rates used), thereby being impacted by

interest rates.

e Extent of interest rate risk managed separately from other risks: Most of the respondents indicated that

the interest rate risk exposure is managed separately from other risks.

e Alignment between current accounting and actual risk management: The majority of the respondents
stated that their current accounting for dynamic interest rate risk management somewhat closely

reflects their actual risk management practices with some indicating very close alignment.

e Management on a net basis: Most of the respondents stated that they calculate the interest rate risk
position(s) managed dynamically on a net basis considering the assets and liabilities / Solvency Il own
funds and Solvency capital requirements. A majority of these respondents included the following items
in their risk position: (financial) assets exposed to interest rate risk, mainly fixed rate assets and

structured products, plus derivatives and insurance liabilities and financial liabilities.

e Significance of financial assets measured at fair value through other comprehensive income: Most of the

respondents consider these types of assets as very significant or significant.

e Basis for managing dynamic interest rate risk position: A majority of the respondents manage their
dynamic interest rate risk position based on internal risk management targets while many manage based

on regulatory reporting.

e frequency of assessing dynamically managed interest rate risk position for risk management purposes:
The majority of the respondents assess the interest rate risk position managed dynamically for risk

management purpose on a monthly basis unlike banks who assess it on a daily basis.

e Purpose of the DRM model: Most of the respondents stated that the purpose of the DRM project should
be to provide a robust solution aligning reporting under IFRS Accounting Standards with their actual
practices of interest rate risk management. However, some considered that targeted improvements

should be made to IFRS 9 and IFRS 17 where existing accounting treatments do not sufficiently work.
e Other types of risks to be dealt with as part of the DRM project: Many respondents preferred to focus

primarily on interest rate risk. Many also suggested incorporating foreign exchange risk and equity risk.

General information

In total, 43 responses were received, of which 41 from the EEA and 2 from outside the EEA (1 from the UK and

1 from Canada).

Here and later in this document, we take the 41 responses received from the EEA countries as a basis.
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Presented in the table below is the breakdown of respondents by country:

Number of
Country respondents
France
Germany
Spain
Italy
Netherlands
Belgium
Norway
Denmark
Austria
Sweden
Slovenia
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The following is the sector breakdown of the responses received:

Sector Number of
respondents
Banking 20
Insurance 15
Financial conglomerate 6

41

Definition of terms

This summary uses the following terms to describe the extent to which particular feedback was shared by
respondents (both when referring to total respondents or a subset of respondents, e.g., respondents that

answered a question).

The % in this document refers to the total number of respondents to the relevant question, unless indicated

differently.

Term No. of respondents as a %
Almost all 90% - 100%
Most 75% - 89%
Majority, Significant 51% - 74%
majority

Half 50%
Many 25% - 49%
Some, others 0% - 24%
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Detailed feedback of the survey — banking

Overall

The summary provided below is based on 26 responses covering the banking aspects (Sections 1 and 2). This
includes responses from banks (20) and financial conglomerates (6). The review of the replies from banks and
financial conglomerates done separately have revealed a high degree of alignment between these two groups,

so the EFRAG Secretariat decided to provide the analysis of these two groups together.

Almost all of the respondents were ultimate parents of the consolidated groups, with one being an intermediate

parent and one being a subsidiary.

The number of significant subsidiaries/branches of the respondents who provided further information about the
composition of their group varied greatly, ranging from one or few to several dozens and, in some cases, even
several hundred. However, a significant majority of the respondents who are ultimate parents of the
consolidated groups have one to around ten subsidiaries which they consider significant and relevant in the

context of this survey.

Size as at 31 December 2024 (all 26 respondents replied)

Chart x: Total assets as at 31 December 2024

m Between € 10 billion and € 100 billion = Between € 100 billion and € 500 billion
More than € 500 billion

Dynamic basis (all 26 respondents replied)
Almost all of the respondents manage interest rate risk on a dynamic basis, while two respondents manage it

on a non-dynamic basis.

When describing their dynamic interest rate risk management, respondents most frequently referred to the

following characteristics:

e An active/constant nature of risk management (many respondents);
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e Adaily/frequent basis (many respondents);

e Maintaining the interest rate risk exposure within defined risks limits (many respondents);

e Reactivity to the change in market conditions and economic perspectives (many respondents);
e Mainly using derivatives (many respondents);

e Managing net positions (many respondents);

e Managing open portfolios (some respondents);

e Timely adaptation to take into account new and/or maturing business (some respondents).

Accounting framework (all 26 respondents replied)

All of the respondents use IFRS Accounting Standards in their top-level financial statements. In addition, many
of the respondents mentioned that they use other accounting frameworks (local GAAPs) in the financial

statements of their significant subsidiaries.

Hedge accounting framework (all 26 respondents replied)

For hedge accounting purposes, a significant majority of the respondents (69%) use IAS 39 only, while two

respondents (8%) use IFRS 9 only and 23% use both (or are in a transition from IAS 39 to IFRS 9).
IAS 39 for hedge accounting (24 respondents of 26 replied)

All of the respondents who only apply IAS 39 (18 respondents) use fair value hedge accounting — either

exclusively (half of the respondents) or together with cash flow hedging (another half of the respondents).

Also, all of the respondents who apply both IAS 39 and IFRS 9 (6 respondents) use fair value hedge accounting
under IAS 39.

Below reflects the extent of IAS 39 hedge accounting applied, either exclusively or together with IFRS 9 (24

respondents):
Type of IAS 39 hedge accounting % of respondents
IAS 39 cash flow hedge accounting 38%
IAS 39 fair value hedge accounting 50%
IAS 39 fair value hedge accounting for groups of items not using EU carve-out 13%
IAS 39 fair value hedge accounting for groups of items using EU carve-out 79%

21 respondents commented on their use of the EU carve-out. Almost all of these respondents replied that they

do apply the carve-out while two respondents replied that they do not.
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15 of these respondents gave further comments about the disclosures over the use of the EU carve-out.
According to these comments, a majority of these respondents state explicitly in the financial comments that
the EU carve-out is applied and how it is applied, while many others state explicitly that the EU carve-out is
applied, but with no further disclosures. Only two respondents replied that they do not state explicitly in the
financial statements that the EU carve-out is used nor procedures that are only aligned with the actual use of

the EU carve-out.
IFRS 9 for hedge accounting (8 respondents of 26 replied)

Of 8 respondents who apply IFRS 9 hedge accounting, either exclusively or together with IAS 39, a half indicated
that they apply fair value hedge and two respondents indicated that they apply cash flow hedge. None indicated

that they apply hedge accounting of a group of assets.

Level of interest rate risk management on a dynamic basis (24 respondents of 26 replied)

38% of the respondents who manage interest rate risk on a dynamic basis perform these activities mostly at
group/entity level, while 25% do it mostly at subsidiary/branch level, 33% exercise substantial management

at both group level and subsidiary/branch and one respondent (4%) does it in a different way.

In general, respondents who manage interest rate risk at group/entity level are more likely to be smaller in size

and have less subsidiaries that other respondents. The table below illustrates this observation:

Level of management

Substantial
management at
Mostly at Mostly at both group level
Total assets as at 31 group/entity | subsidiary/branch  and
December 2024 level level subsidiary/branch
Between € 10 billion and €
100 billion 33% 0% 0%
Between € 100 billion and
€ 500 billion 33% 33% 38%
More than € 500 billion 33% 67% 63%
100% 100% 100%

Only one of these respondents who further elaborated the structure of their group indicated having up to 10

significant subsidiaries relevant in the context of dynamic risk management (others reported a smaller number).

Respondents who manage interest rate risk mostly at group/entity level mentioned the following particularities

and advantages of this approach:
e It is most cost effective and allows to manage fewer risk positions (two respondents).

e |t gives a better overview of the total risk positions in the group (two respondents).
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e It ensures that uniform standards and methods are applied throughout the group (1 respondent).

Respondents who manage interest rate risk mostly at subsidiary/branch level mentioned the following

particularities and advantages of this approach:
e Decentralised organisation of risk management in general (four respondents).

e Risk management at local level allows to take into account specific conditions of local financial,

regulatory and macroeconomic environment better and more dynamically (two respondents).

Respondents who perform substantial risk management at both levels mentioned some of the observations
above (e.g., independent supervision in different jurisdictions) and described the following organisational

features of interest rate risk management in their entity:
e Risk activities performed locally in accordance with the group guidelines (2 respondents).
e Risk management activities may be decided and performed at different levels (2 respondents).
e Risk limits imposed at group level (one respondent).
e Compliance with risk limits is monitored centrally (one respondent).
e Risk management is performed at the activity level (one respondent).

e Individual risk management performed locally (one respondent).

Hedge accounting is applied at the same level as the interest rate risk management (one respondent).

Number of benchmark rates managed dynamically (25 respondents of 26 replied)

# of benchmark rates % of respondents

One 1%
Two 20%
Three to five 16 %
Six to ten 24 %
More than ten 36%

Hedging instruments (all 26 respondents replied)

Almost all of the respondents use interest rate swaps and most of them use cross currency interest rate swaps.
In addition, 58% use interest rate futures and forwards, 73% use non-linear derivatives such as swaptions, caps

and floors and 8% use other instruments (basis swaps).

Simultaneous management of interest rate and foreign exchange risk (25 respondents of 26 replied)

60% of the respondents manage these risks simultaneously. All these respondents use cross currency swaps
as hedging instruments. In addition, 73% use FX forwards and 13% use other instruments (FX spots, FX swaps

and FX Options).
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A majority of these respondents considers the cross currency interest risk management as either significant (40%)
or very significant (13%) as a part of the total interest rate risk management, while 47% consider it as not

significant.

One of the respondents which considers cross-currency interest rate management as very significant in their
economic environment: non-EUR functional currency, funding received in a number of currencies, while the
asset side (lending) is largely in the functional currency. Therefore, borrowings in various currencies need to be

swapped into functional currency to ensure an asset vs liability match.

Another respondent which considers cross-currency interest rate risk management as significant explained that
for a banking group with EUR as functional currency, cross currency is highly relevant for funding but also for

lending operations (e.g., in Export and Project Financing where USD-denominated contracts may be significant).

Familiarity with the DRM model (25 respondents of 26 replied)

The following is the evaluation by the respondents of their familiarity with the DRM model:

Very familiar 44%
Moderately familiar 40%
Slightly familiar 16%

There were no respondents who would be unfamiliar at all with the DRM model.

Field testing (25 respondents of 26 replied)

Presented below are the views of the respondents on planning for a field test:

Chart x: Planning for a field test

Planning for a field test

= Currently planning for a field test
m Currently not planning for a field test

Considering a field test but as of now, have not made a tentative decision

Presented below are the most usual difficulties identified by the respondents in connection with the field test.
For better view of the impact of these issues on the decision whether to perform or not the field test or to delay
the decision (usually, until the publication of the ED), the difficulties mentioned are broken down by type of

respondent.
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# of respondents
Considering a field test but
Currently planning fora  Currently not planning fora as of now, have not made a

Issue field test field test tentative decision Total
Resources (notably, staff) and costs 2 2 6 10
Systems and processes 2 1 7 10
Interpretation of the ED and conceptual issues of the

DRM model 2 1 5 8
Methodological aspects of the test (e.g., scenarios

and simplifications to be used) 1 4
Availability of data 1 2
Timing of the test, short comment period of the ED 2

Alignment between current accounting and actual risk management (24 respondents of 26 replied)
The following are the views of the respondents as to how closely their current accounting reflects their actual

risk management practices:

Chart x: Level of alignment between current accounting and actual risk management

How closely does your current accounting reflect your
actual risk management practices?

= Very closely = Somewhat closely Not closely at all

One of the respondents who stated that their current accounting for dynamic interest rate risk management
very closely reflects their actual risk management practices further detailed that the only existing issue is the
dynamic management of foreign exchange risk and credit risk, where certain shortcomings in the current

standard are identified when applying hedge accounting results in some volatility in the income statement.

Respondents who stated that their current accounting for dynamic interest rate risk management somewhat

closely reflects their actual risk management practices made the following considerations:

e limitations of IAS 39 for qualifying hedged items (e.g. equity instruments, financial instruments FVTPL,
modelled demand deposits etc.) (8 respondents). Two respondents mentioned using the fair value

option as the method they use to account for positions ineligible for hedge accounting.

e Need of proxy hedging solutions (e.g., gross basis, bottom layer) (7 respondents).

Summary of survey results on current practices in dynamic interest rate risk management 12



e limitations in qualifying hedging instruments (notably, internal derivatives used in actual risk
management but ineligible as hedging instruments for hedge accounting under IFRS Accounting

standards) (4 respondents).

e The effectiveness tests required by the accounting standards are often not relevant from an ALM

perspective. (1 respondent).
e hedging periods in accounting differ from those in risk management (1 respondent).

One respondent who state that their current accounting for dynamic interest rate risk management does not
reflect closely all their actual risk management practices explained such an evaluation by their management of
the interest rate risk on an economical basis being done on the net open interest rate risk position, which is

done differently for accounting purposes.

Reporting for regulatory purposes (all 26 respondents replied)
All respondents, with one exception, replied that for regulatory reporting purposes, their entity has to report

exposure to both Net interest income (NII) and Economic value of equity (EVE).

Dual objective of the risk management strategy (24 respondents of 26 replied)

Most of the respondents replied that in their dynamic interest risk management strategy, their entity has a dual

objective that aims to mitigate the variability of both NIl and EVE. Of these respondents:

e Nine respondents have as their primary objective to mitigate NIl in the short term and EVE in the long

term,
e Five respondents stated that their primary focus is on mitigating variability in EVE,
e Fourrespondents indicated that they place an equal focus on exposure to NIl and EVE,
e Two respondents noted that their primary focus is on mitigating variability in NII,

e One respondent noted that while it is difficult to say which is their primary focus, they have a set of
limits on both NIl and EVE, defined in a compatible way, and depending on the perimeter, some of these

limits may be more constringent on NIl and some on EVE.

Two respondents which do not have a dual objective that aims to mitigate the variability of both NIl and EVE
have as their primary objective in mitigating variability in EVE, and one respondent replied that there are limits
in place for both EVE and NII, however, the daily dynamic risk management processes are based on EVE

measures, while NIl metrics are reported on a quarterly basis.

Inclusion of equity instruments in interest rate risk management practices (25 respondents of 26 replied)
A significant majority of respondents replied that they do include equity instruments in their interest rate risk

management practices.
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Type of instruments

In this context, a majority of these respondents referred to general terms like “equity”’, “IFRS equity”’, “CET1

20

equity”’, “capital”, “equity and reserves”, “equity share capital (including reserves)” as the starting point for

modelling and inclusion in the interest rate risk position.

Some respondents specifically indicated that they further deduct certain items from equity (eg. Cash flow hedge

reserve, non-interest-bearing assets).
The following specific equity instruments were mentioned as being included in equity:
e Additional Tier 1 instruments (half of the respondents).
e Tier 2 instruments (two respondents).
e Redeemable subordinated notes, and other permanent capital (1 respondent).
How equity is modelled
Respondents gave the following further explanations about the way they model equity.
e Many respondents clarified that they model equity instruments as fixed rate liability (usually amortising)

e With regards to the interest on this liability, two respondents indicated that the liability is considered as
non-remunerated, one respondent specified that they apply the interest reflecting mortgage portfolio.
Another respondent indicated that equity is divided into ten equal tranches with terms of between one
and ten years. Each year, one tenth of equity is extended and invested at the current swap rate for ten

years. Equity thus bears interest at the average swap rate for the last ten years.

e One respondent explained that they model equity as replicating portfolio creating interest rate risk

profile.
Respondents further specified different maturity/amortisation periods applied in modelling equity:
e Maturity corresponds to time it takes to reprice mortgage loans to personal customers (one respondent).

e Maturity period is a risk appetite decision and essentially represents the period of time over which the
management wants to stabilise the NIl for the interest-bearing that the equity is invested in. (one

respondent).
e Amortised linearly over 10 years (one respondent).
e  Maturity similar to non-remunerating maturing deposit (one respondent).
e Amortisable over 20 years (one respondent).
e One respondent indicated that AT1 and T2 bonds included in equity are modelled as ordinary bonds.

e One respondent indicated that they model AT1 instruments in respect of the next call date.
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e One respondent applies revolving core volume model to T1 equity and the reset/repricing date of the

respective instrument/issuance is relevant to AT1.

Interest rate risk position (23 respondents of 26 replied)
A significant majority of respondents explicitly stated that they currently calculate their interest rate risk position
on a net basis. Two of these respondents mentioned that actual hedging decisions can then be made either on

a gross or on a net basis.

At the same time, some respondents stated that they calculate their interest rate risk position on a gross basis.
Two of these respondents mentioned that, in addition, there are elements of interest rate risk management on

a net basis.
Items included in the net risk position (25 respondents of 26 replied)

In general, the respondents stated, either explicitly or implicitly, that they include all items sensitive to interest

rate risk/all interest-bearing items in their position, fixed or floating rate.
Also, many respondents indicated their focus on fixed positions.
In addition to interest-bearing assets and liabilities in general, the following items were singled out:
e Derivatives (many respondents),
e Demand deposits (many respondents),
e equity instruments (some respondents),
e Off balance items (e.g., guarantees, undrawn credit commitments) (some respondents),
e Lease receivables or lease liabilities (two respondents).
Significance of demand deposits (24 respondents of 26 replied)

In the context of interest rate risk management, most of the respondents consider these liabilities as either very

significant (71%) or significant (17%).
How demand deposits are modelled (24 respondents of 26)
In general, respondents noted the following features of such models:
e Separation of core and non-core demand deposits (many respondents):
e Use of pass-through rates (some respondents)
e Use of historical data (e.g., volume, maturity and cost) (two respondents)

e Frequent reassessment (1 respondent)
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Significance of assets with prepayment options at par (or at fixed price) (23 respondents of 26 replied)

In the context of interest rate risk management, most of the respondents consider these asset as either very

significant (39%) or significant (43%).
How assets with prepayment option at par are modelled (24 respondents of 26)

The modelling practices are varied and significantly depend on jurisdiction, instruments’ terms (e.g., whether

and how the borrowed compensates the prepayment risk) etc.

In general, the respondents did not describe their methodology in detail, noting the following features of such

models:

e Reliance on statistical analysis of historical data (many respondents).
e Use of Conditional Prepayment Rates (2 respondents).

e Use of EBA guidelines (2 respondents).

e Modelling linear (non-interest sensitive) vs optional (rate-sensitive), reflecting the assumed customer

behaviour (1 respondent).
e Frequent revision of the model, e.g. when interest rates are changing (1 respondent).
e Market model (1 respondent).

Two respondents noted that they do not model behavioural aspects because of the prepayment penalties

foreseen in the contracts.

Significance of financial assets measured at fair value through other comprehensive income (25 respondents
of 26 replied)

In the context of interest rate risk management, a significant majority of the respondents considers these assets

as either significant (52%) or very significant (16%).

One respondent who replied that such assets are not included in the interest rate risk positions further clarified

that relevant EVE/NII contribution to exposures is managed (when needed) on a micro hedge basis.

Significant IT systems involved in calculating the interest rate risk position for risk management purpose. (25
respondents of 26 replied)

Most of the respondents indicated that they use an acquired IT system(s) to calculate interest rate risk

position for risk management purposes. In total, they mentioned almost twenty different externally acquired

systems.

Many respondents use more than one system for the measurement of interest rate risk. Many respondents
referred to internally developed systems/tools, sometimes in addition to systems acquired externally. Some

respondents mentioned internally developed customisations of the externally acquired systems.
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Significant IT systems used for the calculation of the value of interest rate derivatives (24 respondents of 26
replied)

Most of the respondents indicated that they use an acquired IT system(s) to calculate the value of interest

rate derivatives. In total, they mentioned almost fifteen different externally acquired systems.

Many respondents use more than one system for the valuation of interest rate derivatives. Many respondents
referred to internally developed systems/tools, sometimes in addition to systems acquired externally. Two

respondents mentioned internally developed customisations of the externally acquired systems.

Frequency of assessing interest rate risk position (24 respondents of 26 replied)

The following chart illustrates the frequency of assessing interest rate risk positions by the respondents:

Chart x: Frequency of assessing interest rate risk position

Frequency of assessing interest rate risk
positions

m Daily or more frequently = Weekly = Monthly = Less frequently than monthly

Below is the breakdown of entities by total assets vs frequency of assessing interest rate risk positions (as % of
each group by total assets size):

Total assets

Between € 10 Between € 100

billion and € 100 | billion and € 500 | More than €
Frequency billion billion 500 billion
Daily or more frequently 33% 75% 62%
Weekly 33% 0% 0%
Monthly 33% 25% 23%
Less frequently than monthly 0% 0% 15%

100% 100% 100%

Some of the respondents who perform daily or more frequent assessment of interest rate risk positions further

elaborate that they consider such frequency essential given the frequent changes in their net positions.

Some respondents explain that they apply different frequency to different portfolios (e.g., daily for short-term

treasury funding portfolio and monthly for retail activity portfolio) or different types of interest rate risk.
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Respondents who assess the interest rate risk position on a monthly basis related this frequency to monthly
accounting periods, availability of accounting-reconciled data, large number of transactions and systems

limitations.

For the entities not doing the assessment on a daily (or more frequent) basis, switching to a more frequent one

is, generally, considered as challenging. The following reasons are provided by the respondents:
e Significant investment in resources and in system developments would be required (four respondents),
e The amount and availability of data to process (two respondents),
e Loss of calculations accuracy (one respondent),
e Decentralisation of the group (one respondent).

One respondent evaluates the existing monthly frequency as sufficient, e.g. because of stability of profile and

portfolio structure.

Another respondent noted that in a crisis situation, the relevant information can be obtained on a more timely

basis.
Management of the interest rate risk position by time buckets (25 respondents of 26 replied)

A significant majority of the respondents manage their interest rate risk position by time buckets.

There were entity specific views on how the time bucket are defined:

e A majority of these respondents explained that they base their approach to time buckets on the general
idea of more granularity in short term and less granularity in long term. Example of such time buckets:

1d, 7d, 1m, 2m, 3m, 6m, 9m, 12m, 15m, 18m, 21m, 2y, 3y, 4y, 5y, 7y, 10y, 15y, 20y, 30y;
e Two respondents indicated that they use monthly time buckets;

e Two respondents align time buckets to that of liquid markets and take into account availability of

hedging instruments;
e One respondent indicated that they use quarterly time buckets for 30 years;
e One respondent referred to the same bucket structure as in the IRBBB regulatory framework.

The respondents who stated that they do not manage interest rate risk position by time buckets as such gave

the following further information (each from one respondent):

e Although time bucketing is used for specific reports, cash flow projections are performed using a high-

resolution daily granularity.

e The set of limits fixed and used is equivalent to a management by time buckets.
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e Overall position is managed globally over a 25-year horizon (this respondent manages interest rate risk

on a non-dynamic basis).

e Using time buckets is a practical simplification whereby the exposures are aggregated and the risk
measure values are calculated together for them. Instead of aggregating into the time buckets, each
exposure is captured with key characteristics (including estimated prepayments) based on which the

values for each of them are calculated.

e In mitigating the exposure to the interest rate risk identified in aggregate terms, the focus is on those
terms or temporary gaps in which there is more sensitivity without managing through a risk limit defined

on the basis of temporary buckets.

Significant issues currently face in accounting for DRM practices in the consolidated financial statements

Some respondents indicated specific issues related to the accounting for DRM practices in the consolidated

financial statements:

e Ensuring timely availability of reconciled accounting data to support dynamic interest rate risk

management disclosures at the consolidated level.

e Consolidation issues when the intracompany positions are eliminated, the net risk can be very different

from the simply aggregated risk.
e Challenges associated with the impossibility to use internal group transactions (internal derivatives) in
hedge accounting at consolidated level.
Other types of risk to be dealt with as a part of the DRM project
The following risks were mentioned by respondents in this regard:
e Foreign exchange risk (7 respondents),
e Other types of interest rate risk than repricing risk (e.g., basis risk) (5 respondents),
e Commodity risk (1 respondent).

Some other respondents noted that focus on the interest rate risk is appropriate and/or inclusion of further risks

in the scope of the DRM project is unnecessary.

Other comments

Below are reported some other individual comments which sometimes complement the views in section

“Alignment between current accounting and actual risk management’” above:

e Currently there is a disconnect between risk management and accounting. The current hedge
accounting rules (IAS 39) for portfolio hedges are rather static and do not align with dynamic hedging (1

respondent).
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e A major issue is the processual complexity to perform the portfolio hedge accounting caused by the

requirements of retrospective assessments. As a consequence, a monthly designation and

measurement frequency is applied which is inconsistent with the daily risk management frequency.

Against this background, hedging derivatives contracted during the month remain undesignated until

month end and lead to volatility in P&L accordingly (1 respondent).

e The strong dynamism of management actions aimed at addressing interest rate risk could result in a

significant volume of broken hedging relationships, despite the consistent risk management approach.

Therefore, it is appreciated an approach that aim at better reflecting the entity's risk management

activities for portfolios of interest rate exposures in the financial statement. This is consistent with

principles of IFRS 9 for micro hedge accounting, which emphasizes the economic relationship and hedge

effectiveness (1 respondent).

At the same time, some respondents works well that the current EU IAS 39 carve-out fair value hedge works

well in general and is essential for hedge accounting practices.

Aspects to consider when developing the DRM model (3 respondents)

Some respondents commented on the development of the DRM model as proposed in the IASB’s tentative

agenda decisions. In particular:

e One respondent outlined the following observations over the application of the DRM model:

O

The DRM adjustment is expected to be independent of the accounting treatment of the assets
and liabilities included in the net position. This means that if financial assets measured at fair
value through OCI are included, it could result in double counting and would not eliminate

volatility in OCI.

The DRM adjustment gives rise to the recognition of an asset, which may have implications for

capital adequacy, as it is unclear whether it will be subject to risk-weighted assets (RWA).

The exclusion of new production from the assessment of hedge effectiveness over the period
could lead to recurring ineffectiveness and the need to manage and incorporate a high number

of adjustments to the benchmark derivative.

An increase in hedge ineffectiveness is expected as a result of the designation of net positions

and the impact of unexpected changes that lead to over-hedging.

The operational implementation of accounting recognition and effectiveness testing becomes a
much more complex process, as it requires performing several tests to determine the correct
DRM adjustment (the "lower of" test and the capacity test), as well as managing the recognition

of different benchmark derivatives and the related adjustments.
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o A clearer definition of the capacity test should be provided, as it is currently unclear whether

changes in the Risk Mitigation Intention should be taken into account.

o Inclusion of combined structures made up of financial assets and a derivative should be
allowed— whether they are already part of a micro hedge accounting relationship—so that the

model better aligns with the dynamic interest rate risk management approach.

o Foreign exchange risk should be covered, as this risk is managed in an aggregated and dynamic

manner.

e Another respondent listed a number of key features of risk management that should be addressed by

the DRM approach:
o Hedging of bond issues on a single items basis including cross currency hedging.

o Hedging of large loan buckets on a single items basis including cross currency hedging of

emerging market currency loans.

o Control of the residual risk at the balance sheet level based on the EVE across all time buckets
to meet the overall risk limit (VaR) with daily frequency (or even intraday). E.g. a daily
designation should be possible for accounting purposes with limited operational burden. The
approach should recognize that limits are not controlled on a time bucket basis but on an overall

balance sheet level.

o The designation of cross currency risk should be possible within the DRM.

e Another respondent noted that the EU IAS 39 carve-out allows for the calculation and recognition of
ineffectiveness in a proportionate manner without causing undue volatility in the income statement.
Without this exemption, the amount of ineffectiveness recognized would be higher than what is justified
by actual economic ineffectiveness. In view of a new hedge accounting model, it would be prudent to
ensure that the measurement and recognition of ineffectiveness do not introduce more undue or
artificial volatility to the income statement and reserves. In the view of this respondent, currently, the
DRM adjustment and capacity test, as envisaged by the IASB, do not achieve this stability objective. (one

respondent).

e The same respondent observed that the way interest-rate risk is managed in their entity is not
comparable with the DRM model. Interest-rate risk is managed by differentiating risk typologies, such
as fixed rate, variable rate, and inflation while the CNOP is thought as a global risk position. Hedging
intentions may differ according to portfolio and objective (e.g., Gap ALM, stabilization of EVE vs. Nll). An

EVE-oriented hedge is generally static and excludes equity, whereas an NIl hedge is more dynamic.

Detailed feedback of the survey — insurance
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General comments

Feedback on general information (Section 1) is based on 15 responses covering insurance aspects. Feedback

from financial conglomerates on Section 1 has been considered together with the banking survey results above.

Feedback on questions for insurers (Section 3) is based on 18 respondents, i.e. 15 insurers and 3 financial

conglomerates.

The majority of the respondents were ultimate parents of the consolidated groups, with many being

intermediate parents and some being subsidiaries.

Many of the respondents who provided further information about the composition of their groups have one to
ten significant subsidiaries and/or branches or countries/segments operated in. At the same time, many other

respondents have over fifty subsidiaries.

Size as at 31 December 2024 (all 15 respondents replied)

Based on the graph below, 40% of the respondents had total assets between 100 and 500 billion euros and 33%

between 10 and 100 billion euros.

Chart x: Total assets as at 31 December 2024

m Less than £ 10 billion

= Between € 10 billion and € 100 billion
Between € 100 billion and € 500 billion

m More than € 500 billion

Dynamic basis (all 15 respondents replied)

The below chart shows that many of the respondents perform risk management of interest rate exposures on
a dynamic basis while many also perform this on a non-dynamic basis and some do not perform risk

management of interest risk exposures.

Chart x: Extent of managing interest rate risk
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= Yes, but on a non-dynamic basis
m Yes, including on a dynamic basis

= No

Accounting framework (13 out of 15 respondents replied)
Similar to banking, all respondents who replied use IFRS Accounting Standards in their top-level financial

statements. In addition, 46% of them use local GAAPs in the financial statements of their significant subsidiaries.

Hedge accounting purposes (13 out of 15 respondents replied)
The following shows the framework for hedge accounting applied for interest rate risk management. As can be
seen below, this is different from banking whereby most of the banking respondents use IAS 39 while most of

the insurance respondents use IFRS 9 for hedge accounting purposes.

Chart x: Hedge accounting framework applied for interest rate risk management

Hedge accounting framework applied for
interest rate risk management

60% 54%
50%

40%

0% 23% 23%
20%
10%
0%
No hedge accounting 1AS 39 IFRS9
applied for interest rate risk
management

IFRS 9 for hedge accounting (7 out of 15 respondents replied)

All respondents who only apply IFRS 9 use cash flow hedge accounting — either exclusively (43% of cases) or

together with fair value hedge accounting (57% of cases).

Below reflects the extent of IFRS 9 hedge accounting applied:

Extent of IFRS 9 hedge accounting % of respondents
IFRS 9 cash flow hedge accounting 86%
IFRS 9 fair value hedge accounting 43%
IFRS 9 cash flow hedge accounting of a group of items 43%
IFRS 9 fair value hedge accounting of a group of items 29%

IAS 39 for hedge accounting (5 out of 15 respondents replied)
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All respondents who only apply IAS 39 use fair value hedge accounting — either exclusively (33% of cases) or

together with cash flow hedging (67% of cases).

Below reflects the extent of IAS 39 hedge accounting applied:

Extent of IAS 39 hedge accounting % of respondents
IAS 39 cash flow hedge accounting 67%
IAS 39 fair value hedge accounting 33%
IAS 39 fair value hedge accounting for groups of items not using EU carve-out 33%
IAS 39 fair value hedge accounting for groups of items using EU carve-out 67%

Of those respondents who clearly stated whether the EU carve-out is applied, the majority (67%) replied that
they do apply the carve-out. All those that apply the EU carve-out indicated that they state explicitly in their

financial statements that the EU carve-out is applied and how it is being applied via qualitative disclosures.

Level of interest rate risk management on a dynamic basis (7 out of 15 respondents replied)

The majority of the respondents that manage interest rate risk on a dynamic basis perform these activities
exercising substantial management at both group level and subsidiary/branch. Half of these respondents
indicated that the dynamic interest rate risk practices are done at subsidiary level with some providing an
oversight and guidance from the Group level. Some indicated that the financial risks from the insurance liabilities

are managed at the group level including hedging strategies for residual risks.

29% of the respondents manage interest rate risk on a dynamic basis mostly at subsidiary/branch level as this is

where the risk has originated including hedging different currencies, and 14% manage at group/entity level.

Number of benchmark rates managed dynamically (10 out of 15 respondents replied)

# of benchmark rates % of respondents
One rate 30%
Three to five rates 40%
More than ten rates 30%

Some indicated that swap rates are used as prescribed by EIOPA as the risk-free rates used in the discounting of
Solvency Il insurance liabilities and swap rates are also mostly used as risk-free rates under the IFRS 17 bottom-
up approach. Swap rates are either based Interbank Offered Rate (‘IBOR’) or Overnight Index Swap (‘OIS’).

Government bonds, e.g. from France, are also used in some other areas for local solvency purposes.

Hedging instruments (13 out of 15 respondents replied)

Most of the respondents use interest rate swaps and a majority use cross currency interest rate swaps which
is similar to banking. In addition, many use interest rate futures and forwards, a majority of respondents use
non-linear derivatives such as swaptions, caps and floors and some use other instruments such as cash bonds in

different currencies and forward contracts.
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Simultaneous management of interest rate and foreign exchange risk (13 out of 15 respondents replied)
Similar to banking, the majority of the respondents manage interest rate and foreign exchange risks
simultaneously. All these respondents use cross currency swaps as hedging instruments. In addition, a majority

of them use foreign exchange forward contracts.

The majority of these respondents consider the cross-currency interest risk management not significant. 44%
consider it significant, for example due to the difficulty of finding long duration assets in an entity’s reporting

currency.

Familiarity with the DRM model (all 15 respondents replied)
Unlike banking (where a significant majority were very or moderately familiar), the insurers had differing levels

of familiarity with the model as follows.

Moderately familiar 40%
Not familiar 33%
Slightly familiar 20%
Very familiar 7%

Field testing (12 out of 15 respondents replied)
Half of the respondents are considering a field test but as of now, have not made a tentative decision. Many

are not currently planning for a field test and only one entity is currently planning for a field test.

The following reasons against participating in the field test were mentioned in this context: the DRM model is
being designed primarily for the banking industry. Therefore, re(insurer) specificities were not captured e.g., risk
management objective and strategies of insurers could differ from those of banks. Also, some remaining
conceptual issues, e.g. those related to financial instruments measured at fair value through OCI, are judged to
be more significant for insurers than for banks. As a result, there were doubts on the applicability of the model
as currently outlined to insurance entities. In addition, the ED would be issued before the busy peak reporting

season making it difficult to dedicate time for the field test.

Significant interest rate risk exposures (17 out of 18 respondents replied)

The significant interest rate risk exposures explained by respondents are the following:

e Duration of assets being shorter than liabilities: For example, risk of suffering an economic loss in the
event of falling interest rates as maturing assets are reinvested at lower rates prior to the maturity of

liability contracts, if the duration of the assets is shorter than the liabilities (majority of the respondents).

e Discount Rate Sensitivity: The valuation of insurance liabilities depends on discount rates (present value
of future cash flows), which are influenced by interest rates. A decrease in interest rates increases the

present value of liabilities (majority of the respondents).
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e Guaranteed Benefits: Certain insurance products, such as guaranteed or variable annuities over the
long-term, include crediting or guaranteed rates that may not align with prevailing market interest rates.
This creates a risk of insufficient returns on underlying assets to meet these guarantees in case of
prolonged low-interest rate environment and therefore the entity having to compensate the shortfall
for those contractual guarantees. In case of rising interest rates and massive lapses, the insurer could

be forced to sell bonds under book value and incurred losses (some of the respondents).

e Policyholder Behaviour: Dynamic policyholder behaviour, such as lapses or surrenders, can be influenced
by interest rate changes. For example, policyholders may surrender contracts to seek higher returns

elsewhere during periods of rising interest rates (some of the respondents).
e Exposures arising due to insurance liabilities in different currencies (some of the respondents).

e The Group's financing activities, including issued debt, are also exposed to interest rate changes, which

can influence borrowing costs and financial charges (one respondent).

e P&C reinsurance treaties are exposed to a diversified and large range of risks that can lead to interest

rate risk (discounting) but on a short term (3-15 years max) (one respondent).

Assets invested which back the insurance liabilities are mostly fixed income assets, e.g., government and

corporate bonds.

Insurance products mainly affected by interest rate risk exposure are life and health contracts, life investment
and savings products, internal pensions, traditional life insurance products with guarantees and P&C reinsurance
treaties. Unit-linked business typically does not represent a source of financial risk for insurers (except when

there are guarantees embedded in the contracts).
Importance of interest rate risk management (16 out of 18 respondents replied)
Most of the respondents indicated that interest rate risk management is important/key within their entities

as it affects financial stability, profitability, and ability to meet long-term policyholder obligations.

Many of these respondents indicated that interest rate risk is managed within the asset and liability
management (‘ALM’) process aiming to align closely the duration and cash flows of assets and liabilities. A
majority of this group also use derivative instruments to hedge against adverse market conditions to help

manage the duration gap between assets and liabilities and reduce financial charges on debt.

Models applied in IFRS 17 (17 out of 18 respondents replied)

The majority of the respondents apply at least three of the four models mentioned below within their entity.
Most of respondents apply the Premium allocation approach and General model/building block approach. The

majority apply the Variable fee approach and the Modified general model/building block approach.

Which IFRS 17 model is applied to which products
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The General model (‘GM’, ‘BBA’) is applied to life-savings insurance contracts, pension contracts, disability
contracts and funeral contracts, reinsurance contracts/treaties, mortgage insurance, long-term protection and

health insurance contracts.

The Modified general model is applied to general account savings contracts without participation features.

The Premium allocation approach (‘PAA’) is applied to non-life contracts/short tail risks, e.g. property and

casualty (P&C) products, short-term protection and health insurance contracts.

Variable fee approach (‘VFA’) is applied to life and savings contracts including unit-linked contracts, pension

contracts, and long-term P&C contracts with participation features.

Extent of interest rate risk managed separately from other risks (15 out of 18 respondents replied)

Most of the respondents indicated that the interest rate risk exposure is managed separately from other risks

while for 20% of the respondents, it is not managed separately.

Explanations for those who manage interest rate risk separately include derivative markets allowing investors
to manage specific market risks separately from other risks, which enhances the opportunities for optimizing
asset allocation while keeping certain risks within risk appetite; and an existence of a formal governance

controlling and monitoring the exposure (individual explanations).

For those who do not manage interest rate risk separately, they explained that interest rate risk is managed
together with longevity risk, but these components could be separated for the DRM model; and interest rate

risk is one of the components in the internal model for Solvency capital requirements (individual explanations).

Alignment between current accounting and actual risk management (9 out of 18 respondents replied)

As per the below chart, similar to banks, the majority of the respondents stated that their current accounting

for dynamic interest rate risk management somewhat closely reflects their actual risk management practices.

Chart x: Extent of alighment between current accounting and actual risk management

m Very closely
= Somewhat closely

Not closely at all
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Those whose current accounting somewhat closely reflects their actual risk management practices provided

further details as follows (individual explanations):

e Risks are managed primarily on a Solvency |l ratio perspective and IFRS impact is generally more volatile
than Solvency Il ratio impact;

e Hedge accounting is based on highly probable forecast transactions, but risk management looks at
interest rate exposure;

e Current accounting does not properly reflect their dynamic risk management as the fair value changes
due to interest rate movements in both the insurance contract liabilities and the financial assets
acquired to generate the required cash flows are recognised in OCI, while the fair value changes of the
derivatives used to align those cash flows are recognised in P&L. This results in significant volatility
caused solely by an accounting asymmetry; and

e All hedging strategies implemented at Group level (or at entity level) to cover residual risks are
accounted for at FVTPL without reflecting the risk management practices and exposing the P&L to

fictitious volatility.

As per the above chart, some respondents considered that the accounting does not closely reflect their risk

management practices due to the limitations in IFRS 9 of not applying hedge accounting on a macro basis.

Reporting for regulatory purposes (17 out of 18 respondents replied)

Different from banking, the majority of the respondents indicated that they do not have to report exposure
to either Net interest income (NII) or Economic value of equity (EVE) while 29% have to report exposure to

NIl and EVE (12% only has to report exposure to EVE while 6% only has to report exposure to NII).

Objective of the risk management strategy (8 out of 18 respondents replied)

Similar to banking, the majority of respondents replied that in their dynamic interest risk management strategy,
their entity has a dual objective that aims to mitigate the variability of both NIl and EVE. Two of these
respondents indicated that there is an equal focus of exposure to NIl and EVE and two stated that their primary
focus is on mitigating variability in EVE. One respondent’s primary objective is to mitigate NIl in the short term

and EVE in the long term.

The remainder of the respondents (37%), who responded that they did not have the dual objective that aims to

mitigate the variability of both NIl and EVE, indicated that their key objective is the following:

e to mitigate volatility in Solvency Il ratio. An unmanaged duration gap exposes the entity to significant
variations in the value of assets and liabilities due to interest rate movements. This could reduce eligible
equity and/or increase the required capital, leading to a deterioration in the solvency ratio and

potentially weakening the entity’s ability to meet its long-term financial commitments (two
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respondents). One of these respondents also indicated that insurers generally aim to limit the volatility
of net income; and
e to match asset and liability cash flows for the durations for which the markets for fixed income

instruments are sufficiently deep and liquid (one respondent).

Interest rate risk positions

Management on a net basis (8 out of 18 respondents replied): Most of the respondents stated that they calculate
the interest rate risk position(s) managed dynamically on a net basis considering the assets and liabilities /
Solvency Il own funds and solvency capital requirements. One of these respondents performs its cash flow
matching process based on local statutory requirements (local GAAP). Another respondent mentioned that

hedge accounting is done on a gross basis.
Items included in the risk position (12 out of 18 respondents replied):

¢ (Financial) assets exposed to interest rate risk, mainly fixed rate assets and structured products, plus
derivatives and insurance liabilities and financial liabilities (majority of respondents). One of these
specified that the insurance liabilities in question apply the General model. Another indicated that
equity is included in the risk position.

e Expected Cash flows of the Fixed Income assets (no equity, no private equity, no real estate) (one
respondent).

e Debt instruments (bonds, loans), equities (listed, non-listed), funds, real estate (one respondent).

e Assets and liabilities (one respondent).

Significance of financial assets measured at fair value through other comprehensive income (14 out of 18

respondents replied)

In the context of interest rate risk management, most of the respondents consider these assets as very
significant (79%) /significant (7%). Other respondents do not include these assets in their interest rate risk

positions as the option to apply the effects of changes in discount rate in P&L has been applied.
IT systems (13 out of 18 respondents replied)
For calculating the interest rate risk position for risk management purposes:

e A majority of the respondents have internally developed systems.
e Some respondents use an acquired system.

e One respondent has both an internally developed and acquired systems.
For the calculation of the value of your interest rate derivatives:

e A majority of the respondents use an acquired system.
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e Some of the respondents have internally developed systems.

A majority of the respondents have different systems for calculating the interest rate risk position for risk

management purposes and for calculating the value of your interest rate derivatives.

Basis for managing dynamic interest rate risk position (9 out of 18 respondents replied)

A majority of the respondents (67%) stated that they manage their dynamic interest rate risk position based

on internal risk management targets. 22% manage based on regulatory reporting and 11% is based on an

internal metric monitoring the quality of internal cash flow matching techniques.

The key differences in reflecting the interest rate risk management activities in financial versus regulatory

reporting are the following:

Financial reporting

Interest rates movements affect financial performance
indicators (OCl and/or P&L)

Overall target of aiming at minimising volatility in the P&L
financial statements

Financial assets measurement: although most fixed
income instruments are accounted for at fair value, some
may be accounted for at amortized cost

Liabilities cash flows are based on a Best Estimate Liability
(present value of future cash flows) with certain contracts
boundaries

No capital charge for interest rate risk reflected

Discount rate for insurance liabilities: based on top-down
(from assets yields) or bottom-up approach (risk free rate
and illiquidity) and extrapolation to ultimate forward rate
(‘UFR’)

Risk adjustment used to reflect uncertainty in non-financial
risks (entity specific)

IFRS 17 long contract boundaries
If the transaction does not comply with IFRS 9 (or IFRS 17)

requirements for hedge accounting, the derivatives results
are accounted for at FVTPL with undue P&L volatility

Regulatory reporting (has two components - Own funds
and the Solvency capital requirement (SCR)

Interest rates movements affect Eligible Own funds and/or
Required capital which are the numerator and
denominator of the solvency Il ratio. The Solvency Il ratio
is a prudential indicator aimed at measuring capital
adequacy and ability of an insurer to meet its obligations
towards its stakeholders.

All financial assets are measured at fair value

Broader scope of expenses is included in the solvency I
Best Estimate Liability

Explicit Solvency Capital Requirement (SCR) for interest
rate shocks.
Prescribed by EIOPA risk free rate + prescribed Volatility

Adjuster (VA) or Matching Adjustment (MA) and
extrapolation to UFR.

Prescribed by EIOPA: Risk Margin for non-hedgeable risks

Solvency Il short contract boundaries

All hedging transactions reduce the SCR and manage the
volatility of Solvency Il Own Funds.
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Frequency of assessing dynamically managed interest rate risk position for risk management purposes (9 out

of 18 respondents replied)

Unlike banks where most respondents assess the interest rate risk position managed dynamically for risk
management purpose on a daily basis, the majority of the insurer respondents assess it on a monthly basis

while many of the insurer respondents assess it daily or more often.

Some explanations regarding why it is managed on a monthly basis include that the monitoring and assessing of
the interest rate risk position or cash flow matching is done on a monthly basis and the frequency may increase
on an ad-hoc basis, e.g., in case of stress scenarios. These respondents considered that it would be difficult to
switch to a more frequent assessment because this would result in additional costs, additional resources and
system developments; would be time-consuming; the process is coordinated with monthly reporting; and it

would not add value.

A reason for managing daily is that given the size and diversity of the investment portfolios, daily monitoring is

required.

Management of the interest rate risk position by time buckets (14 out of 18 respondents replied)

Similar to banking, a significant majority of respondents manage their interest rate risk position by time

buckets while many do not.

There were entity specific views on how the time bucket are defined. Some respondents have yearly time

buckets. Other individual time buckets are:

e 0-1year, 1-2 years, 3-5 years, 5-10 years and 10+ years;

e 0-2years, 2-5 years, 5-10 years, 10-20 years, 20-30 years and +30 years;
e use triangular shocks with the top at 3 months, 10 years and 30 years;

o five buckets which are defined separately for each compartment; and

e quarterly buckets.

Current accounting for the related financial assets and insurance liabilities which have exposure to interest
rate risk managed dynamically (9 out of 18 respondents replied)

Financial assets: The majority of the respondents measure their financial assets through OCI while some of the
respondents measure the financial assets through P&L. One respondent indicated that for the PAA, the interest
rate movements for the related assets are recognised in P&L.

Insurance liabilities: The majority of the respondents use the OCl option for the effects of changes in the discount

rate from the insurance liabilities and some of these respondents indicated that this option is chosen when
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applying the GM/BBA. Some of the respondents have the effects of changes in the discount rate being
recognised in P&L.
For the VFA, two respondents indicated that they apply the risk mitigation option? but this is not available to
GM/BBA contracts.
Extent to which IFRS 17/IFRS 9 provides suitable solutions (15 out of 18 respondents replied)
Many respondents stated that the IFRS 17/IFRS 9 solutions were not sufficient with respect to interest rate
risk management for the following reasons:
Regarding IFRS 9 requirements:
e For cash flow hedges, future cash flows must be highly probable - for very long-term contracts, there
could be debate/judgment involved on whether such cash flows are considered highly probable. For fair
value hedges, the hedged risk must be separately identifiable and reliably measured which requires a
lot of judgement. Therefore, the scope of hedge accounting remains limited for certain insurers.
e Asignificant part of derivatives which are held for risk management purposes are still measured at FVTPL
as no hedge accounting can be applied.
e IFRS 9 current hedge accounting issues include new business not being able to be incorporated into the

existing hedges, thereby weakening the effectiveness of the hedge and creates significant operational

L Under IFRS 17 paragraphs B115-B116, an entity may choose not to recognise a change in the contractual service margin
to reflect some or all of the changes in the effect of the time value of money and financial risk and recognise it in profit or
loss if:
(a) the entity mitigates the effect of financial risk on the amount of the entity’s share of the underlying items using
derivatives or reinsurance contracts held; and
(b) the entity mitigates the effect of financial risk on the fulfilment cash flows using derivatives, non-derivative
financial instruments measured at fair value through profit or loss, or reinsurance contracts held.
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burden. Also, the CSM cannot be included into the net position (as it is considered to have no exposure

to interest rate risk).

Regarding IFRS 17 requirements:

For insurance liabilities measured under the GM/BBA applying the OCI option, IFRS 17 has not
introduced any risk mitigation techniques. Also, the risk mitigation option (applicable to the VFA) cannot
be applied.

Differences between accounting and Solvency Il, e.g., the IFRS 17 OCI option limits the volatility in P&L
but the current objective is to limit volatility in the eligible own funds on which the hedges are based

on.

Some respondents indicated that major concerns were addressed through application of the IFRS 17 OCl option,

but it would be helpful to hedge open/dynamic insurance liabilities interest rate exposures with derivatives.

Purpose of DRM model (17 out of 18 respondents replied)

Most of the respondents stated that the purpose of the DRM project should be to provide a robust solution

aligning reporting under IFRS Accounting Standards with their actual practices of interest rate risk

management. Some comments and explanations are as follows:

Even though there was preference for a more robust solution, some respondents were also open to
having targeted improvements instead.

The DRM project should align reporting under IFRS Accounting Standards with actual practices of
interest rate risk management. This would ensure that financial reporting accurately reflects risk
management activities.

The DRM project should minimize accounting mismatches and artificial P&L account volatility related to
interest rate hedging strategies.

The hedging model should adapt to the IFRS 17 accounting models (including their options).

The DRM project should include insurance liabilities as well as equity and future transactions.

Some of the respondents considered that targeted improvements should be made to IFRS 9 and IFRS 17 in

situations where the existing accounting treatments do not work properly. Suggested targeted improvements

were:

to allow the EU carve-out to be embedded in IFRS and to extend disclosures to cover for any potential
information gaps to meet investor's expectations;

recognition directly in OCI of changes in the value of the derivatives used for the cash flow matching
(without the need to establish any type of hedging relationship) in order to eliminate accounting
asymmetry;

a broader application of the IFRS 17 risk mitigation option eligible to effects of financial risks of insurance

contracts without direct participation features (non-VFA); and
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e a change in IFRS 9 hedge accounting to clarify that the interest rate risk component of insurance
liabilities is an eligible hedged item (IFRS 9 makes this difficult due to the separately identifiable and

reliably measured requirement).

Other types of risks to be dealt with as a part of the DRM project (10 out of 18 respondents replied)

Many respondents suggested to focus primarily on interest rate risk. Many also suggested to include foreign
exchange risk and equity risk in the DRM project. Other risks suggested by individual respondents suggested

were all market risks, credit risk, inflation risk and actuarial risk.

One of the respondents highlighted that the current DRM project focuses on repricing risk rather than focusing

holistically on interest rate risks.

Significant issues currently faced in accounting for interest rate risk management practices (11 out of 18

respondents replied)

Below are mentioned significant issues which are currently faced in accounting for interest rate risk

management practices:

IFRS 9 does not allow to mitigate remaining accounting volatility/mismatches, e.g., fair value changes
due to interest rate movements in both the insurance contract liabilities and the financial assets
acquired to generate the required cash flows are recognised in OCI, while the fair value changes of the
derivatives used to align those cash flows are recognised in P&L.

e Difficulty to use the insurance liabilities as hedged item in hedge accounting.

e Not able to use all derivatives for hedges in the hedge accounting and have to recognise those
derivatives at FVTPL but would like to recognise them differently in line with FVOCI and the insurance
liabilities.

e would like to have the option to always be able to designate FVTPL to account for assets under IFRS 9

not only when an accounting mismatch exists or the business model allows.

Aspects to consider when developing a DRM model for insurers (2 out of 18 respondents replied)

Below are comments from individual insurers on aspects to consider when developing a DRM model for insurers:

e Unlike banks, insurers are generally measuring their assets and liabilities at fair value. In this case, a DRM
adjustment that consists of a remeasurement of the net open position would lead to a double counting
in insurers' financial statements. This issue would need to be addressed to make sure DRM adjustment
is not a remeasurement but a reclassification adjustment (for instance from OCl to P&L or CSM to P&L).

e The DRM adjustment is expected to be independent of the accounting associated with the assets and
liabilities included in the net position, which will help mitigate the volatility in P/L, but there would still

be volatility in OCI.
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e The insurance business's risk mitigation intention is to always hedge 100% of the sensitivity. If new
business cannot be incorporated, this would cause inefficiencies and high administrative management
burden (due to the revaluation of the benchmark derivative).

e |t would be important to ensure the possibility of incorporating both the best estimate liability, the risk
adjustment and the contractual service margin in the assessment of the current net open risk position.

e The operational implementation of accounting recognition and effectiveness testing becomes a much
more complex process, as it requires performing several tests to determine the correct DRM adjustment
(the "lower of" test and the capacity test), as well as managing the recognition of different benchmark
derivatives and the related adjustments.

e The DRM model assumes that risk is managed within risk limits (as defined in the risk management
strategy), and the current guidance suggests that these risk limits should be defined by time buckets.
However, some insurers do not define risk limits by time buckets but rather on a general basis, so it
would be important for this point to be clarified.

e |tisimportant to clearly and comprehensively define the capacity test, as it is currently unclear whether
changes in the Risk Mitigation Intention should be taken into account.

e |t would be important for the DRM model to allow for the inclusion of combined structures made up of
financial assets and a derivative - whether or not they are already part of a micro hedge accounting

relationship - so that the model better aligns with the dynamic interest rate risk management approach.

Detailed feedback of the survey — Conglomerates (5 respondents of 6 replied)

A majority of these respondents did not have significant conglomerate-specific issues in accounting for interest

rate risk management practices in the consolidated financial statements.

One respondent observed that it is crucial that no exclusive exceptions are applied to the insurance business
that would conflict with the conglomerate’s accounting principles, as this could lead to the individual financial
statements of their insurance subsidiary not being fully aligned or reflected in the financial conglomerate's
consolidated accounts. The aim is, therefore, to ensure that any accounting treatment agreed for the insurance

business remains consistent at the consolidated group level.

Another respondent observed that the main issue is on intragroup transactions and the difference in perspective
with the prudential consolidation scope (the equity method applies for insurance subsidiaries) and the

accounting consolidation scope.
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