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Why do we need Risk Mitigation Accounting?

What is the problem?

* |IFRS requirements have limitations in reflecting the effect of dynamic repricing risk management on
a net basis

» Entities use ‘proxy hedging'—results in two different views: accounting vs risk management view

 Insufficient information for users about the effect of dynamic risk management in financial
statements

The objective of Risk Mitigation Accounting is to:

<O/) « represent the economic effect of an entity’s risk management activities if the entity

manages repricing risk on a net basis
« provide information about purpose and effect of derivatives used to mitigate repricing risk
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Why do we need the RMA? (continued)

4 N
Lack of connection and transparency between

accounting view and risk management view
o J

Dynamic interest rate risk

management — Transparency

. _ ( Restrictions on applying hedge accounting to
— Eligible items some instruments—despite many being
_Mmanaged for repricing risk )

Manage repricing risk due to
changes in interest rates on a
net basis

4 : -

Not suitable for open portfolios or frequently
Dynamic nature changing risk management activities—leading
|_to complex tracking and use of proxy hedging

Reflect the effect of

4 0 - N
Effects of risk management not represented in
financial performance—focus instead on

(_Minimising accounting mismatch )
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management
activities

Engagement with stakeholders
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RMA project—status

Research

Added to
standard-
setting

programme

May 2022 3 December 2025

Standard setting

Discuss
Comment feedback on Decide Issue
period Exposure project amendments
ends Draft direction

v

Timing of these phases depend on availability of resources
and issues to be resolved

Consultation period:
+ 240-day comment period until 31 July 2026
* Application concerns including operational burden

* Specific questions on whether entities that issue insurance contracts * Preliminary results by 31 July 2026; final

could use RMA

Fieldwork:
» Separate document/response
* Questions to ensure robustness of the model

results by 30 November 2026
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Benefits of RMA for preparers

Faithful

More
representation underlying
of risk items
management included and
of open Closer focussed on Financial
portfolios alignment net basis reporting
between risk
outcomes
management easier to
and financial exolain
reporting P




B3 IFRS

Accounting

Benefits of RMA for users

OO improved transparency re interest rate risk management

‘/” better understanding of drivers of net interest variability and extent to which it
is protected

anchor point for other non-GAAP numbers or queries about interest rate risk
management

@T@ better economic decision-making
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Future of IAS 39 ...

! @;%[Eg§ mEiFRS  tssues Proposal Withdrawal of IAS 39
ol e
i} E;E &
g Reasoning Not fit for purpose / superseded by IFRS 9 and RMA

:&& Your view ... and related evidence
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Insurers

IFRS 17 application

Current risk management
practices

Does RMA complement
IFRS 17?

%

% Any changes required?
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Resources on IFRS Foundation website

2 st Exposure Draft: RMA
= Exposure Draft: RMA—Basis for Conclusions
Exposure Draft: RMA—lIllustrative Examples and Implementation Guidance

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

Webcast 2: Risk Mitigation Accounting—what it means in practice
Webcast 3: Explanations on some proposals in the Exposure Draft

;ﬂ Webcast 1: Introducing the Risk Mitigation Accounting consultation

Request for fieldwork: Exposure Draft Risk Mitigation Accounting—Proposed

amendments to IFRS 9 and IFRS 7



https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/snapshot-iasb-2025-1-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/snapshot-iasb-2025-1-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/snapshot-iasb-2025-1-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/snapshot-iasb-2025-1-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/snapshot-iasb-2025-1-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/request-fieldwork-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/request-fieldwork-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/request-fieldwork-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/request-fieldwork-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/request-fieldwork-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/ed-iasb-2025-4-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/ed-iasb-2025-4-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/bc-iasb-2025-4-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/bc-iasb-2025-4-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/bc-iasb-2025-4-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/bc-iasb-2025-4-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/ie-iasb-2025-1-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/ie-iasb-2025-1-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/ie-iasb-2025-1-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/content/dam/ifrs/project/dynamic-risk-management/ie-iasb-2025-1-risk-mitigation-accounting-ifrs9-ifrs7.pdf
https://www.ifrs.org/projects/work-plan/dynamic-risk-management/video-resources-risk-mitigation-accounting/
https://www.ifrs.org/projects/work-plan/dynamic-risk-management/video-resources-risk-mitigation-accounting/
https://www.ifrs.org/projects/work-plan/dynamic-risk-management/video-resources-risk-mitigation-accounting/
https://www.ifrs.org/projects/work-plan/dynamic-risk-management/video-resources-risk-mitigation-accounting/
https://www.ifrs.org/projects/work-plan/dynamic-risk-management/video-resources-risk-mitigation-accounting/
https://www.ifrs.org/projects/work-plan/dynamic-risk-management/video-resources-risk-mitigation-accounting/
https://www.ifrs.org/projects/work-plan/dynamic-risk-management/video-resources-risk-mitigation-accounting/
https://www.ifrs.org/projects/work-plan/dynamic-risk-management/video-resources-risk-mitigation-accounting/




B3 IFRS

Accounting

Applicable risk management activities

An entity can only apply RMA if its risk management activities have these characteristics:

Business activities that give rise to repricing risk’

Risk management strategy specifies risk limits and mitigated rate? ﬁ
o |

Mitigation of risk from underlying portfolios on a net basis using derivatives

With regards to risk management activities of insurers, the Exposure Draft includes a question for
insurers to collect more information about their risk management strategies and activities.

' Repricing risk—A type of interest rate risk that refers to the variability in
the cash flows from, and fair value of, financial instruments arising from
differences in the timing of when financial instruments reprice to

benchmark interest rates; and the amount of financial instruments that
reprice in a particular period

2 Mitigated rate—A benchmark interest rate based on which an entity
manages repricing risk and for which risk limits are specified in the
entity’s risk management strategy.
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Formal documentation: to explain how the entity

* Mitigated rate
* Mitigated time horizon
e Risk limits

* manages repricing risk in accordance with its risk management
strategy

» determines the repricing risk to be mitigated Underlying portfolios reassessing NRRE
Metrics to assess and * Approaches to
- _ . _ o quantify the NRRE estimate expected
* specifies the risk mitigation objective Repricing time bands repricing

Frequency of

 identifies the designated derivatives

* Updating BD to reflect unexpected
 captures the effects of unexpected changes in the NRRE< changes
* Assessment of unexpected changes
not captured in BD
* Measurement of present value of the
NRRE at reporting date
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Elements of the RMA model
~ <Measurement>

evidences

Future transactions

- Designated 1
Liabilities derivatives | A, I :
| I
Core Market traded Risk mitiaation ' Benchmark !
demand derivatives objectgive represents | derivatives
deposits (RMO) < , Mathematical |
_ I expedient for 1
Assets - Extent of risk to be | measurement
e mitigated ' purposes !
repricing L |
risk
exposure drives

(NRRE)

Risk Management Strategy
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Eligible underlying portfolios

Underlying portfolio

_ Fixed-rate
Fixed-rate liabilities

assets

Variable-rate
liabilities

Variable-rate
assets el

15

Financial instruments are eligible to be include in the
underlying portfolios only if they are:

« financial assets at amortised cost or FVOCI;
« financial liabilities at amortised cost; or
« some future transactions.

A hedged exposures that affects an entity’s exposure
to repricing risk is also eligible.
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Modelled equity as a proxy

 Companies use various approaches and methodologies to determine their exposure to repricing risk
* Some model and manage equity as a fixed rate liability as a proxy for exposure to repricing risk
* In doing that, company may decide to either:

Variable-rate assets Fixed-rate assets
Mitigate variability in net interest income when Mitigate variability in its economic value of
modelled equity is used to provide funding for equity when the modelled equity balance is
floating-rate assets used to provide funding for fixed-rate assets

e ED requires that net repricing risk exposure determined consistently with risk management policy and
practices

 BUT modelled equity should represent repricing risk arising from company’s financial assets and financial
liabilities and should not exceed the amount of the assets for which it is a proxy
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Determining net repricing risk exposure

|dentify

| _ . Apply
financial Identity Allocate to chosen risk
instruments ellglbl_e repricing Mmeasure
that affect underlying time bands for example
repricing portfolios PVO1

risk

Net
Net repricing risk exposure is: rep['icing
« determined separately for each mitigated rate risk

« expressed using the same risk measures that companies exposure
use for risk management decisions

* PV01 means present value of a single basis point change in interest rates

17
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Designated Derivatives

Underlying

positions
(forms NRRE) Other eligible interest rate

derivatives (including non-
linear derivatives other
than net written options)

' Designation

Designated
Derivatives

Derivatives traded in
the market to

mitigate risk

— e e e e .

~

18

External
counterparties

|

Not:

i. Net written options or

ii. Fair value changes dominated by
unrelated risks to mitigated rate (e.g.,
credit risk)
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Risk mitigation objective (RMO)

The amount of risk to be mitigated but not directly linked to underlying portfolios. RMO is central to measurement
of risk mitigation adjustment

Dynamic / flexible

Dynamic as evidenced through the trading of derivatives—reflecting
the effects of risk management activities

Evidenced through actions

\

Cannot introduce risk Capped at the amount of risk per NRRE

Used to measure benchmark derivatives to facilitate measurement
and can track the history of an entity’s risk mitigation objectives

!

Measured and tracked

aaTaTa
AVANIAN,
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Benchmark Derivatives

Designated
7 derivatives

_,,«"'/Evidenced by

» Theoretical expedient for measurement (to
Determine replicate the timing and amount of repricing
NRRE risk as specified in the RMO)

* [|nitial fair value of zero based on the
mitigated rate

« RMO to be consistent with the amount of

Construct < YR - ,
Adjust benchmark repricing risk to be mitigated by deglgnated
benchmark o derivatives, but benchmark derivatives cannot
Nk derivatives . s .
derivatives for simply replicate the terms of the designated
unexpected derivatives

changes
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Risk mitigation adjustment excess

* a reasonableness test required only at the reporting date

» to assess whether there is an indication that the accumulated risk mitigation adjustment
Assessment might not be realised in full over the mitigated time horizon due to unexpected changes
that are not fully captured in the adjustments to benchmark derivatives

* risk mitigation adjustment excess is measured only if such an indication exists

« calculated as extent of risk mitigation adjustment > present value of NRRE

» present value of NRRE represents the RM adjustment if the NRRE at the
Measurement reporting date had been fully mitigated (using mitigated rate as discount rate)

» to recognise any excess in P&L immediately (the effect similar to the
acceleration of the recognition of the RM adjustment in P&L)

* to consider the unwinding effect of the excess in future
periods on either a straight-line basis or on another
systematic and rational basis

 reversal of previously recognised excess is not permitted
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Applying RMA — from strategy to reporting:

4 Upfront: )

Assess risk
management
activities and

prepare formal
documentation

Identify the
underlying

portfolios

Day to day activities:

Determine
NRRE

Adjust BD Construct

for
unexpected be n.C h m ark
changes derivatives

Designated derivatives

2 Evidenced

22

" Internal reporting:

Recognise and measure the

effects

\

risk

mitigation adjustment and profit or loss
_/

\_

ﬂt reporting date:

[ Assess for indication of excess ]

/\

No Yes

v

~

Measure PV of NRRE:

EeXCess

+ If PV of NRRE < RM adj. — excess
« If PV of NRRE > RM adj. — no

@isclosure and presentation ]

/




B3 IFRS

Accounting

Discontinuation

Is there a change in the entity’s risk management strategy, i.e., how it manages
repricing risk?

1 Yes

Discontinue risk
mitigation accounting

Examples of changes in repricing risk strategy

Examples reflecting dynamic risk management

1~

Continue with risk
mitigation accounting

change in risk management levels (decentralised or
not)

change in mitigated time horizon (10 vs 3 years)
change in the risk measure used

change in mitigated rate (overnight vs 6mth Libor)

changes to the risk mitigation objective
changes to the risk limits

changes to the underlying portfolios
changes to the designated derivatives

23
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Proposed transition requirements

Before transition After transition

IAS 39 hedge accounting
(including option under IFRS 9)

IFRS 9 hedge accounting
applied prospectively
Accompanied by the relevant
transition disclosure requirements

4

IFRS 9 Hedge accounting

\\
A
----------- >

RMA applied prospectively
IFRS 9 fair value option

v

This schematic only represents the changes were companies to adopt risk mitigation accounting. The fair value option and hedge accounting under IFRS 9 will continue
to be available after the introduction of risk mitigation accounting.
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Presentation in the financial statements

Proposal to present the following in the primary financial statements and notes:

* Net interestincome (over ||+ Underlying portfolios (at * New qualitative and
time) amortised cost or fair quantitative disclosures

value) related to activities

underlying the new line

* Unwinding of Risk

mitigation adjustment * Designated derivatives . .
: . items (in bold)
(over time) (at fair value)
+ ‘Misaligned’ portion of * Risk mitigation ) N.ew qualitative
. : : disclosure for banks
Gain or loss from adjustment (debit vs ualifving but choosin
designated derivatives credit) d ying J

not to apply risk

(immediately) mitigation accounting
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Proposed disclosure requirements

Input received during targeted consultations with a diverse group of investors and analysts from
different jurisdictions to understand their information needs on dynamic interest rate risk management.

Information needs of Preparers’ concerns on

users of financial cost and commercial
statements confidentiality

The RMA disclosure requirements are based on the existing IFRS 7 hedge accounting disclosures, and
proposal that an entity be required to provide information that enables users of financial statements to
understand:

» an entity’s dynamic interest rate risk management strategy;
» the amount, timing and uncertainty of cash flows; and

» the effects on financial position and performance.



B3 IFRS 27

Accounting

Proposed disclosure requirements

Entity qualifying but choosing not to apply risk mitigation accounting: to provide qualitative
explanation to enable investors to understand how it manages its exposure to repricing risk; including:

» how its exposure to repricing risk arises;
» how it identifies, aggregates, monitors and manages its exposure to repricing risk;

» how the entity reports its activities for managing repricing risk in the financial statements.



B3 IFRS

Accounting

Examples of some proposed disclosures (1)

« Disclosure about designated derivatives—average rate and maturity profile

The Company held the following interest rate swaps as designated derivatives for the purposes of risk mitigation accounting, as at 31
December 20X2 and 31 December 20X1.
Maturity analysis as at Maturity analysis as at
31 December 20X2 31 December 20X1
Less than More than Less than More than
l year 1-2years 2-5years 5 years lyear 1-2years 2-5years S5 years

Interest rate swaps
- Pay fixed receive variable

Nominal amount (CU million) X X X X X X X X

Average fixed rate X% X% X% X% X% X% X% X%
- Receive fixed pay variable

Nominal amount (CU million) X X X X X X X X

Average fixed rate X% X% X% X% X% X% X% X%

28



B3 IFRS

Accounting

Examples of some proposed disclosures (2)

Disclosure about sensitivity of ‘organic’ underlying portfolios (prior to risk mitigation)—based on
reasonably possible changes in the mitigated rate

Sensitivity analysis
The effects of reasonably possible changes in the mitigated rate could affect the cash flows from, and fair value of, underlying

portfolios as follows (assuming no changes in how the expected cash flows are estimated):

Fair value sensitivity Cash flow sensitivity

31 December 20X2 31 December20X1 31 December20X2 31 December20X1

CU million CU million CU million CU million
Parallel shock up by xxx bps (X) (X) X X
Parallel shock down by xxx bps X X (X) (X)
Shock of curve steepening X X X X
Shock of curve flattening (X) (X) (X) (X)

Other shock scenarios (to specify) X X X X

29
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Examples of some proposed disclosures (3)

« Disclosure about future effects of risk mitigation—unwinding profile of RM adjustment

As at 31 December 20X2, the Company had a total risk mitigation adjustment of CU X million that will
be recognised in profit or loss in future reporting periods, providing protection against future interest
variabilities.

Maturity analysis as at
31 December 20X2

Less than More than
l year 1-2years 2-5years 35 years Total
Risk mitigation adjustment—continued X X X X X
Risk mitigation adjustment—discontinued X X X X X
Total risk mitigation adjustment X X X X X

* Comparative information is not shown for illustration purpose
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Lower of requirement: purpose

= To prevent the recognition of unrealized gains or losses in equity when the hedging instrument moves
more than the actual risk, ensuring that only the effective portion is deferred.

= |f the hedging instrument's gains/losses exceed the hedged item's change in value, the excess
(ineffectiveness) is recognized immediately in profit or loss.

* This maintains the robustness of the hedge accounting.
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Lower of requirement: what

The fair value changes of the hedging derivative deferred in OCl is capped at the lesser of:
« The cumulative gain or loss on the hedging instrument (e.g., derivative).

» The cumulative change in the fair value (present value) of the expected future cash flows of the
hedged item.
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Measuring hedge effectiveness

« The degree to which changes in the fair value or cash flows of the hedged item that are attributable to a
hedged risk [repricing risk in RMA] are offset by changes in the fair value or cash flows of the [derivative].

» No specific method in IAS 39/IFRS 9

« Methods may include: regression analysis, dollar offset, benchmark rate method, sensitivity analysis as
well as hypothetical derivative method
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Hypothetical derivative method: models the hedged risk as a derivative to allow effectiveness calculation.
= The hypothetical derivative’s terms identically match the critical terms of the hedged item.

= The hypo must mirror any caps, floors or any other non-separated embedded derivative features of
the hedged item but does NOT mirror the ‘real’ derivative.

= E.g., for a cash flow hedge of a variable rate asset, the hypo would be a swap with same notional
amount, variable rate and re-pricing dates.
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