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Background and purpose of this paper 

1. The exposure draft Fair Value Option for Financial Liabilities (ED) proposes 

that for all financial liabilities designated under the fair value option (FVO), 

changes in the credit risk of the liability ought not to affect profit or loss (P&L).    

2. The ED sets out an alternative approach whereby changes in the credit risk of 

the liability would not affect P&L unless such treatment would create a 

mismatch in P&L (in which case, the entire fair value change would be required 

to be presented in P&L).1 

3. The ED proposes that the portion of the fair value change that is attributable to 

changes in the credit risk of the liability should be presented in other 

comprehensive income (OCI).  As an alternative, the ED notes that the effects of 

changes in the credit risk of the liability could be presented directly in equity (ie 

excluded entirely from the performance statement). 

                                                 
 
 
1 The mismatches discussed in this paper do not include those caused solely by the ‘default method’ 
permitted by IFRS 7.  As described in more detail in agenda paper 5B, the default method attributes all 
changes in fair value, other than changes in a benchmark interest rate, to changes in the credit risk of the 
liability.  Because that measurement method captures factors other than changes in the liability’s credit 
risk, it may result in ‘measurement mismatches’ in P&L.  That is because those other factors (eg changes 
in the price of credit) will be included in the fair value measurement of the entity’s financial assets—and 
the entire fair value change of those assets is presented in P&L.  However, an entity would be able to 
avoid those measurement mismatches by using a more precise measurement methodology, as permitted 
by IFRS 7.  Therefore we have not addressed measurement mismatches in this paper. 
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4. The purpose of this paper is to ask the Board how it wants to address the 

effects of changes in the credit risk of liabilities designated under the FVO.  

As noted in the cover paper, this decision will form the foundation for 

subsequent discussions—eg whether recycling should be required or prohibited. 

High-level feedback received 

5. Most respondents agreed with the proposals that the effects of changes in the 

liabilities’ credit risk ought not to affect P&L unless the liability is held for 

trading.  Those respondents said that reporting in P&L the portion of the fair 

value change attributable to changes in the liability’s credit risk is counter-

intuitive, confusing, and does not result in useful information—unless the issuer 

has the ability, intention, and opportunity to buy back its liabilities at fair value.  

6. However, many of the respondents who agreed that the effects of changes in the 

liabilities’ credit risk ought not to affect P&L supported the alternative approach 

laid out in question 2 of the ED.  That alternative would address situations 

where a mismatch would be created in P&L if the effects of changes in a 

liability’s credit risk were presented in OCI.  Under that alternative, the effects 

of changes in a liability’s credit risk would be presented in P&L if such a 

mismatch would be created.  Many of these respondents noted that the 

alternative approach should be (a) required (not optional) if presenting the 

effects of changes in liabilities’ credit in OCI would create a mismatch in P&L 

and (b) clearly described such that it would only capture circumstances where 

an entity would have a true mismatch.  

7. Some respondents disagreed with the proposals and expressed a preference to 

keep the current requirements in IAS 39, which require that the entire fair value 

change is reported in P&L (including the portion attributable to changes in the 

liabilities’ credit risk).  Those respondents have various reasons for their view 

and some of those reasons are set out in paragraph 22 of agenda paper 18 for the 

July 2010 board meeting. 
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Summary of alternatives 

8. We think there are three alternatives that the Board should consider: 

(a) Present the effects of changes in the liabilities’ credit risk 

separately in P&L —Under this approach, the entire fair value gain or 

loss (including the portion attributable to changes in the liability’s 

credit risk) would be required to be presented in P&L.  However, the 

portion attributable to changes in credit risk would be separately 

presented on the face of the performance statement (rather than in the 

notes, as currently required by IFRS 7 Financial Instruments: 

Disclosures).  This alternative is consistent with the FASB’s proposals 

in its Exposure Draft Accounting for Financial Instruments and 

Revisions to the Accounting for Derivative Instruments and Hedging 

Activities (paragraph 94 of the FASB’s ED describes the relevant 

proposals)—although the FASB is proposing that such presentation is 

made for all liabilities measured at fair value, including derivatives. 

(b) Present the effects of changes in the liabilities’ credit risk in OCI — 

For all liabilities designated under the FVO, changes in the liabilities’ 

credit risk would not affect P&L.  That amount would be presented in 

OCI.  This alternative was proposed in the ED. 

(c) Present the effects of changes in liabilities’ credit risk in OCI unless 

that would create a mismatch in P&L (in which case, the entire fair 

value change would be required to be presented in P&L)—The 

treatment of liabilities under the FVO would depend on whether 

excluding the effects of changes in their credit risk would give rise to a 

mismatch in profit or loss. This alternative was described in question 2 

and paragraphs BC20-BC22 of the ED. 

9. These three alternatives are explored in more detail in this paper. 
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Alternatives that we do not explore in this paper 

10. We do not explore the following alternatives in this paper: 

(a) Present the effects of changes in the liabilities’ credit risk directly in 

equity—This alternative was described in the ED and the Board asked 

a question on it (question 6).  Paragraph BC34 in the ED describes the 

Board’s rationale for not proposing this alternative.  Almost all 

respondents, including users who responded to the Board’s follow-up 

user questionnaire2, agreed with the Board’s rationale in paragraph 

BC34 and did not support this alternative.  Therefore, we do not plan to 

discuss this alternative further. 

(b) Measure the liabilities at an ‘adjusted’ fair value whereby the 

liabilities would be remeasured for all changes in fair value except for 

the changes in their credit risk (ie ‘the frozen credit spread method’)—

Some respondents were disappointed that the Board did not propose 

this approach in the ED (the majority of respondents who supported this 

approach were from a single jurisdiction).  Their rationale for 

supporting it was explained in paragraph 23 of agenda paper 18 for the 

July board meeting.  The Board explored this approach during its 

extensive outreach programme that preceded the publication of the ED.  

We discussed this approach with many users and asked questions about 

it in the first user questionnaire (January 2010).  As described in 

paragraph BC8 of the ED’s basis for conclusions, the Board rejected 

the approach because the almost unanimous view from constituents 

(including almost all users) was that the Board should not develop a 

new measurement attribute.  Constituents, including users, told the 

Board that a ‘full’ fair value amount is more understandable and useful 

                                                 
 
 
2 This questionnaire was posted on the IASB website during the comment period to solicit feedback on 
particular aspects of the ED from users of financial statements. 
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than an ‘adjusted’ fair value amount.  Therefore, we do not plan to 

discuss this alternative further. 

(c) Do nothing and retain the guidance in IAS 39 (ie the entire fair value 

change would be presented in P&L and the portion attributable to 

changes in the liabilities’ credit risk would be disclosed in the notes to 

the financial statements)—Constituents have consistently told the 

Board that it must do something to address the effects of changes in 

liabilities’ credit risk.  Therefore we do not plan to discuss this 

alternative further. 

Alternative (a)—Present the effects of changes in the liabilities’ credit risk 
separately in P&L 

11. Under this approach, the entire fair value gain or loss (including the portion 

attributable to a change in the liability’s credit risk) would be required to be 

presented in P&L.  However, the portion attributable to changes in credit risk 

would be separately presented on the face of the performance statement (rather 

than in the notes, as is currently required by IFRS 7 Financial Instruments: 

Disclosures). 

12. We think this alternative has several advantages: 

(a) It is consistent with the FASB proposals—Many respondents urged 

the boards to work together to reach a converged solution on financial 

instruments.  This is one area where it would be relatively easy for the 

boards to converge even though their overall measurement approaches 

may be different.  [We acknowledge that the FASB is in the early 

stages of its due process.  It is uncertain at this point whether the FASB 

will confirm the proposals in its ED related to credit risk.] 

(b) It does not expand the use of OCI and avoids difficult questions 

about recycling—Many respondents told the Board that it must 

address OCI comprehensively, specifically (i) the attributes that 

distinguish items in P&L from OCI and why that distinction is 
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important and (ii) whether recycling from OCI to P&L is appropriate, 

and if so, under what circumstances.  This alternative would not raise 

those issues because the entire fair value change would be presented in 

P&L. 

(c) It can be difficult to isolate the portion of the total fair value change 

that is attributable to a change in the liability’s credit risk—Many 

preparers have told us that it can be difficult to precisely determine the 

effects of changes in a liability’s credit risk.  Given that difficulty, if the 

Board decides to exclude the effects of changes in credit risk from 

P&L, it is inevitable that other amounts (in addition to the effects of 

changes in liabilities’ credit risk (eg liquidity risk)) will be excluded 

from P&L in some cases.  However, under this alternative, all fair value 

changes would affect P&L, removing the risk that those other amounts 

would be excluded from P&L.  Any measurement or ‘isolation 

uncertainty’ would affect only the location in P&L of those amounts.  

[However, we note that many preparers compute own credit as an ‘add 

on adjustment’ to a modelled valuation of a liability, in order to comply 

with the fair value definition.  Those preparers believe that excluding 

own credit would be straight-forward because it would require them 

only to ignore the add-on adjustment.] 

(d) The effects of changes in liabilities’ credit risk would be clearly 

presented—Users of financial statements would be able to easily see 

that information and could make their own decision about whether to 

use it in their analyses.  

(e) It eliminates the need to address concerns about ‘mismatches’ in 

the P&L—The proposals in the ED would create a mismatch in P&L 

in limited cases because a portion of the fair value change would be 

presented in OCI.  Such mismatches are discussed in more detail in 

Alternative (c).  While rare, those mismatches would be significant in 

some industries in some jurisdictions.  This alternative would not create 
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mismatches because the entire fair value change would be presented in 

P&L. 

13. The most significant disadvantage of this alternative is that most respondents to 

the ED (and participants in our outreach programme, including almost all users) 

agreed that the effects of changes in credit risk ought not to affect P&L.  

Constituents have been delivering this message to the Board for a long time.  

For example, in April 2003 the Board discussed proposed revisions to IAS 39.  

In an agenda paper describing comments related to the FVO (agenda paper 5A, 

April 2003), the staff said:  

…Many of the comments received requested that the fair value measurement 
option either exclude financial liabilities, or be restricted to exclude the effects 
of changes in own credit risk on the measurement of financial liabilities.  
Responses at the roundtables and those received during the exposure period 
suggest that constituents feel particularly strong about the inclusion of 
creditworthiness in the fair value measurement of financial liabilities… 

14. In that agenda paper, the staff outlines some of the concerns raised by 

constituents related to including in P&L changes in a liability’s credit risk.  

Those messages are consistent with the messages that the Board is receiving 

now—eg that recognising a gain when an entity’s credit worthiness is 

deteriorating is counter-intuitive and does not result in useful information 

15. At the April 2003 meeting the Board discussed those concerns and considered 

whether the component of the change in the fair value that is attributable to 

changes in the liability’s credit risk ought to be specifically disclosed, separately 

presented in the statement of comprehensive income, or separately presented in 

equity.  As noted in paragraphs BC88-BC90 of IAS 39 the Board decided that 

disclosure of such information would be useful to users of financial statements 

and would help alleviate the concerns expressed.  (That disclosure requirement 

is in IFRS 7.)  

16. Based on the recent feedback received, many constituents believe that the 

disclosure requirement did go far enough.  And, for those constituents, this 

alternative (ie to separately present in P&L the effects of changes in credit risk) 
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likely would not go far enough either.  Those constituents believe that the effects 

of changes in credit risk ought not to affect P&L for reasons discussed by the 

Board previously. 

Alternative (b)—Present the effects of changes in the liabilities’ credit risk 
in OCI   

17. Under this alternative, which is proposed in the ED, changes in the liabilities’ 

credit risk would not affect P&L.  That amount would always be presented in 

OCI. 

18. This alternative has the following advantages: 

(a) Consistent with the feedback received from most constituents 

(including almost all users), the effects of changes in credit risk 

would not affect P&L.  This is discussed above in paragraphs 13-16.  

This is also consistent with much of the feedback received on the IASB 

discussion paper Credit Risk in Liability Measurement, the IASB 

discussion paper Reducing Complexity in Reporting Financial 

Instruments, and other previous IASB due process documents.   

(b) All liabilities designated under the FVO would be treated the 

same—The effects of changes in credit risk would never affect P&L.  

This is consistent with the feedback that the Board received on the first 

user questionnaire.  As discussed in paragraph BC21(b) of the ED, the 

Board asked users whether their views on the usefulness of the 

information on the effects of changes in the liabilities’ credit risk would 

change depending on why the entity is measuring the liability at fair 

value.  Most users said ‘no’ and said that changes in the credit risk of 

the liability should only affect P&L if the liability is held for trading. 

(c) Comparability would be maintained—The FVO is an option, 

therefore, it creates some incomparability in financial reporting.  

However, treating all liabilities designated under the FVO the same 

would not introduce additional incomparability. 
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19. A significant disadvantage of this alternative is that it does not address the 

mismatches that the proposals would create in P&L in some cases.  Mismatches 

would be created in a small number of circumstances; however, they would be 

significant in some industries in some jurisdictions.  A few respondents told the 

Board that the mismatches would be so significant that they would be unwilling 

(and, in some cases, unable) to use the FVO.  (Those circumstances are 

described in more detail under Alternative (c).) 

Alternative (c)—Present the effects of changes in liabilities’ credit risk in 
OCI unless that treatment would create a mismatch in P&L 

20. Under this alternative changes in the liabilities’ credit risk would not affect P&L 

unless that treatment would create a mismatch in P&L (in which case, the entire 

fair value change would be required to be presented in P&L).  In other words, 

the treatment of liabilities under the FVO would depend on whether excluding 

the effects of changes in their credit risk would give rise to a mismatch in P&L.  

The determination of whether a mismatch would be created would be made at 

initial recognition and would not be reassessed (ie consistent with the option to 

designate an item under the FVO, the determination of whether a mismatch 

would be created would be irrevocable). 

21. Many of the respondents to the ED who agreed that the effects of changes in 

liabilities’ credit risk ought not to affect P&L acknowledged that those proposals 

would create an accounting mismatch in P&L in some rare cases.  There were 

differing views on how to address those mismatches.  Some respondents agreed 

that this alternative is an acceptable solution.  However, others did not support 

the alternative view because they believe it would create additional complexity 

and decrease comparability.  These respondents suggested that information 

about mismatches could be described in the notes to the financial statements. 

22. We acknowledge that mismatches would be created in a small number of 

circumstances; however they would be significant in some industries in some 
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jurisdictions.  The following two situations were described in the comment 

letters: 

(a) CL20: Danish mortgage banks (DMB)—The Danish mortgage 

market has a funding structure that is unusual.  DMBs grant mortgage 

loans to customers and fund them by issuing bonds to the market.  The 

loan assets and bond liabilities have exactly the same payment profile 

and redemption terms (eg payments due from mortgage customers 

equal the payments due to bondholders).  Furthermore, the mortgage 

customer has the contractual right to repay the mortgage loan by either 

(i) repaying the loan at par or (ii) purchasing the corresponding bond 

(at fair value) in the market and delivering it back to the DMB. 

As a result, if the credit quality of the bond liability deteriorates (and 

thus, the fair value of the liability decreases), the fair value of the 

mortgage loan asset also decreases by the same amount.  That is 

because the mortgage customer can extinguish its loan by 

purchasing the bond in the market (at fair value) and delivering it 

back to the DMB.  In other words, the mortgage customer can 

‘benefit’ from decreases in the credit quality of the bond. 

Both the loans and bonds are measured under the FVO.  In almost all 

cases, the fair value of the loan asset exactly equals the fair value of the 

bond liability.  The DMBs want to present the entire fair value change 

of the loan and the bond in P&L.  Otherwise, a mismatch in P&L may 

occur.  According to the comment letter, this bond market has an 

outstanding amount of approximately EUR366 billion.   

(b) CL2: Australian State Central Borrowing Authorities (CBAs)3—

CBAs are major issuers of bonds on behalf of the Australian states. The 

                                                 
 
 
3 CL2 was prepared on behalf of the following Australian State Central Borrowing Authorities (CBAs): 
Queensland Treasury Corporation (QTC), New South Wales Treasury Corporation (TCorp), Treasury 
Corporation of Victoria (TVC), Western Australia Treasury Corporation (WATC), South Australia 
Government Financing Authority (SAFA), and TASCORP. 
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CBAs’ business model is to borrow from the external market and on-

lend to their respective State government agencies and departments.   

Each CBA and the relevant government agency or department to which 

they lend are authorities of their home State.  As a result, the credit 

ratings of the CBAs and the agencies to which they lend derive from 

the State.  Therefore, any revaluation of the CBAs’ liabilities (ie 

issued bonds) will be almost fully offset by a similar revaluation of 

the CBAs’ assets (ie loans to government agencies and 

departments).   

Both the assets and liabilities are designated under the FVO.  The 

CBAs want to present the entire fair value change in P&L.  Otherwise, 

a mismatch in P&L may occur. 

Within Australia, the State government bond market (known as the 

semi-government market) represents a major portion of the Australian 

fixed interest market.  According to the comment letter, semi-

government issuers have approximately AUD$140 billion on issue. 

[Based on the background information in the comment letter and a 

follow-up discussion with its author, we think that the bonds issued by 

the CBAs do not have any credit risk related to the performance of the 

CBA itself and, therefore, there would be no amount to present in OCI.  

That is because if the CBA does not perform on the bonds, the 

bondholder looks to the State government for payment.  In effect, the 

CBA is only acting as an intermediary between the State government 

and the market to facilitate the issuance of the bonds.  The CBA’s 

obligors are backed by the State government and the CBA (as an 

issuer) is backed by the State government—the only real risk of non-

performance is related to the non-performance of the State government 

itself (not the CBA).]  

23. This alternative has the following advantages: 
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(a) Consistent with the feedback received from the majority of 

constituents (including almost all users), the effects of changes in 

credit risk would not affect P&L in most cases (see paragraphs 13-16 

and 18(a) above).   

(b) It addresses the criticism that presenting the effects of changes in 

liabilities’ credit risk in OCI would create a mismatch in P&L in 

some cases.  Under this alternative, if presenting the effects of changes 

in liabilities’ credit risk in OCI would create a mismatch in P&L, those 

amounts would be required to be presented in P&L.  

24. However, a significant disadvantage of this alternative is that it introduces 

additional complexity and incomparability to the FVO.  As previously 

mentioned, the FVO is an option; therefore, it already creates some 

incomparability in financial reporting.  Treating all liabilities designated under 

the FVO in the same way minimises that incomparability.  However, this 

alternative would not treat all liabilities designated under the FVO the same – 

therefore, incomparability would be increased.  (The Board acknowledged this 

challenge in paragraph BC21(c) of the ED). 

25. Also, this alternative raises difficult questions about how such mismatches 

should be identified.  As mentioned in paragraph 20, an entity would be required 

to assess, at initial recognition, if presenting the effects of changes in liabilities’ 

credit risk in OCI would create a mismatch in P&L.  Many respondents asked 

the Board for guidance on how such a determination should be made.  Some 

respondents were concerned that without clear guidance, entities effectively 

would have the option to either present the effects of changes in liabilities’ credit 

risk in P&L or OCI.  This issue is discussed in further detail below. 

Staff analysis and recommendation 

26. We think the advantages of Alternative (a), which are summarised in paragraph 

12, are significant.  
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27. However, we acknowledge that the Board has received a very strong message 

from many constituents (including almost all users) over a long period of time 

that presenting the effects of changes in credit risk in P&L is confusing and does 

not result in useful information.  Most comment letters and responses to the user 

questionnaire indicated that the effects of changes in liabilities’ credit risk ought 

not to affect P&L—and that message has been consistent over many years. 

28. Therefore, if the Board decides that the effects of changes in a liability’s credit 

risk ought not to affect P&L, we recommend Alternative (c)—ie to present the 

effects of changes in liabilities’ credit risk in OCI unless that treatment would 

create a mismatch in P&L.  Though the proposals in the ED would create a 

mismatch only in a few industries in a few jurisdictions, it would be significant 

to those jurisdictions—and we think the Board should accommodate those 

jurisdictions.  Alternative (c) would address those mismatches.   

How to determine whether a mismatch would be created 

29. If the Board decides to pursue Alternative (c), we think it needs to provide 

guidance on how to determine whether presenting the effects of changes in 

liabilities’ credit risk in OCI would create a mismatch.   

30. To determine whether a mismatch would be created, an entity would need to 

assess whether there is an offsetting relationship between (a) changes in the fair 

value of a liability due to changes in its credit risk and (b) changes in the fair 

value of an asset.  If an offsetting relationship exists, the entity would be 

required to present the entire change in the fair value of the liability in P&L.  If 

an offsetting relationship does not exist, the entity would be required to present 

the effects of changes in the liability’s credit risk in OCI. 

31. In providing guidance on how to determine whether a mismatch would arise, the 

Board could require 

(a) a contractual offsetting relationship; or 

(b) an expected offsetting relationship.  
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A contractual offsetting relationship 

32. The Board could require an entity to present the effects of changes in a 

liability’s credit risk in P&L only if there is a contractual link between the 

effects of changes in the credit risk of the liability and the fair value of an 

asset.  Absent such a contractual link, the effects of changes in credit risk would 

be presented in OCI. 

33. For example, the Board could require a one-to-one contractual relationship 

between the change in the fair value of the financial liability due to changes in 

its credit risk and the change in the fair value of the financial asset.  In other 

words, the entity would need to demonstrate that a change in the fair value of a 

liability due to changes in its credit risk will always result in an equal and 

offsetting fair value change in the fair value of a financial asset.  This criterion 

was suggested by the Danish Mortgage Banks (CL20).   

34. Instead of a one-to-one relationship, the Board could require a lower quantitative 

threshold (ie the offset is at least 80%)—but the link between the effects of 

changes in the credit risk of a liability and the fair value of an asset would still 

be required to be contractual.  However, we are not aware of any structures 

where the contractual relationship between the liability and the asset is not one-

to-one. 

35. This would establish a very high threshold for presenting the effects of changes 

in a liability’s credit risk in P&L.  It would avoid the concern outlined in 

paragraph 25 that Alternative (c) could result in an entity effectively having the 

option of presenting the effects of changes in liabilities’ credit risk in P&L or 

OCI.   That is because this would provide a bright line between when the effects 

of credit risk should be presented in OCI and when those amounts should be 

presented in P&L. 
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36. However, this strict requirement likely would capture only the DMBs (or 

structures like theirs—and we have not heard of any other such structures).4  All 

other entities would be required to present the effects of changes in liabilities’ 

credit risk in OCI, even if they believe such treatment creates a mismatch in 

P&L. 

An expected offsetting relationship 

37. Alternatively, the Board could require an entity to perform a qualitative 

assessment to determine if it expects that the effects of changes in a liability’s 

credit risk will be offset by a change in the fair value of an asset.  This 

requirement would be more flexible than requiring a contractual offsetting 

relationship (but would still capture such contractual relationships—ie this 

requirement could capture structures in addition to contractual relationships).   

38. For example, this requirement could capture structures where the credit risk of a 

liability and the credit risk of an asset are both significantly affected by a 

common factor (eg the entity invests in debt issued by its peers) —and therefore, 

the effects of a change in the liability’s credit risk are expected to be offset by a 

change in the fair value of the asset.  

39. This requirement would be consistent with the guidance in IAS 39 for 

determining whether an item is eligible for the FVO.  One of the conditions for 

the FVO states that such designation would eliminate or significantly reduce an 

accounting mismatch.  That is, this requirement would place the onus on the 

entity to assess whether presenting the effects of changes in a liability’s credit 

risk in OCI would create an accounting mismatch (and to explain the reasoning 

supporting that conclusion)—and to apply that determination consistently.    

                                                 
 
 
4 Even with the DMB, there may be scenarios where the one-to-one contractual relationship is broken (eg 
in a ‘disaster scenario’ where the loan assets and the bank are both failing).  We have ignored that 
scenario because, according to CL20, bondholders have never suffered any loss on Danish mortgage 
bonds in 200 years. 
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40. This requirement would not create a bright line between when the effects of 

credit risk should be presented in OCI and when those amounts should be 

presented in P&L.  Therefore, it may give rise to the concern outlined in 

paragraph 25 that Alternative (c) could result in an entity effectively having the 

option of presenting the effects of changes in liabilities’ credit risk in P&L or 

OCI.  However we think the following will provide discipline: 

(a) The entity would be required to explain the basis for its determination 

in the notes to the financial statements.  That methodology would be 

required to be consistently applied. 

(b) The determination would be made at initial recognition and would not 

be reassessed (ie the determination would be irrevocable). 

(c) Once a determination is made, there is not a choice between OCI and 

P&L.  

41. Furthermore, we think there is minimal incentive for an entity to try to take 

dishonest disadvantage of  this qualitative assessment—and that the costs of any 

‘gaming’ are minimal: 

(a) If presenting the effects of changes in credit risk in OCI creates a 

mismatch in P&L, but the entity claims it does not, the change in the 

liability’s credit risk will be presented in OCI.  That treatment is 

consistent with the proposals in the ED and the preference of almost all 

users (ie all effects of changes in liabilities’ credit risk should be 

excluded from P&L unless the liability is held for trading).  Moreover, 

we think that the incentive to do this is minimal because the entity 

presumably will want to avoid mismatches in P&L. 

(b) In contrast, if an entity incorrectly claims that there would be a 

mismatch (when there would not), it will create a mismatch by 

presenting the effects of changes in credit risk in P&L.  We do not think 

there is significant incentive to inappropriately present the effects of 

changes in a liability’s credit risk in P&L and create a mismatch. 
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42. For the reasons above, we recommend that the Board require entities to 

determine whether there is an expected offsetting relationship.  We think such 

a requirement will provide the flexibility to better capture the structures where a 

mismatch will be created if the effects of changes in a liability’s credit risk are 

presented in OCI.  We also think such a requirement will better address 

structures that may arise in the future. 

Question 1 

Which of the alternatives set out in paragraph 8 does the Board want to 
pursue? 
 
Alternative (a)—Present the effects of changes in the liabilities’ credit risk 
separately in P&L;  
 
Alternative (b)—Present the effects of changes in the liabilities’ credit risk 
in OCI; or 
 
Alternative (c)—Present the effects of changes in liabilities’ credit risk in 
OCI unless that would create a mismatch in P&L (in which case, the 
entire fair value change would be required to be presented in P&L). 
 
If the Board does not want to pursue any of those alternatives, what 
other alternative does the Board want to pursue and why? 
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Question 2 

If the Board wants to pursue Alternative (c), does the Board agree with 
our related recommendations: 
 
(a) the entity would be required to perform a qualitative assessment to 
determine if it expects that the effects of changes in a liability’s credit risk 
to be offset by a change in the fair value of an asset (described in 
paragraph 37-41).  If so, the entity would be required to present the 
effects of changes in the liability’s credit risk in P&L.  If not, the entity 
would be required to present those amounts in OCI.  
 
(b) the entity would be required to make that determination at initial 
recognition and that determination would not be reassessed; and 
 
(c) the entity would be required to disclose the basis for its 
determination and apply it consistently? 
 
If not, which recommendation does the Board disagree with, what would 
it propose instead, and why? 
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