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Section 1 – Recap Part 1

1.1 Why hedge accounting?
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1.1  Why hedge accounting?

Contract Meets the Definition of a Derivative in IFRS 9

Hedge AccountingNo Hedge Accounting

Fair Value
Hedge

Hedge of a 
net 

investment

Cash Flow
Hedge

Fair value derivative 
through P&L

Exposes earnings to 
volatility

Reduces earnings volatility to extent 
effective in accounting terms, or moves 

volatility to equity

Accounting alternatives for derivative products under IFRS 9:

5

April 2018Financial Management and Reporting



PwC

Section 2 – Different types of hedge accounting

2.1 Scope and exemptions

2.2 Overview

2.3 Fair value hedge

2.4 Cash flow hedge

2.5 Net investment hedge

6
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2.1 Scope and exemptions

• IFRS 9 applies to all hedge relationships, with the exception of
macro hedges (fair value hedges of the interest rate exposure of a 
portfolio of financial assets/liabilities)

• IASB has a separate project to address this issue

• IAS 39 requirements are applied for fair value macro hedges

• Policy choice until macro hedging project is finalised:
IFRS 9 or IAS 39

• Policy choice has to be made for all hedge relationships consistently

7
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2.2 Overview
3 different types of hedge accounting

2.3 Cash Flow

Fixed rate 
assets/liabilities;
Assets/liabilities 
in foreign 
currencies;
Firm commitments

Variable rate
assets/liabilities;
Highly probable 
forecast transactions

Net investments 
in foreign operations

2.4 Net
investments 

2.2 Fair value

8
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2.3 Fair value hedge

Hedge of fair value changes attributable to a particular risk:

• Recognised asset or liability

o Recorded on balance sheet

o Not a future transaction

o Not an unrecorded intangible asset

• Firm commitment

Example in practice:

A bank holds a fixed rate bond and is worried about the fair value 
changes due to changes in the interest rate.

9
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2.3 Fair value hedge

Fair value risk economically hedged using a derivative, accounting 
consequences without hedge accounting 

E.g. an entity enters into a forward contract to hedge a foreign currency
receivable or a payable due for settlement in six months’ time

Changes in the FV of the 
hedging derivative

Changes in the FV of the 
hedged item

Profit & Loss

Full change in FV of the 
hedging derivative is 

recognised in P&L

10
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No remeasurement
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2.3 Fair value hedge

Accounting for a fair value hedge 

Changes in the FV of the 
hedging derivative 

Changes in the FV of the 
hedged item attributable 

to the hedged risk

Profit & Loss

Ineffectiveness (if any) is 
recognised in P&L

11
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Profit & Loss

Exception for fair value hedges of an equity instrument 
accounted for at FVOCI:
Gains/losses of equity instruments are never recycled to P&L -> 
changes in the fair value of the hedging instrument are also recorded in OCI 
without recycling to P&L.
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2.3 Fair value hedge

How does it work in practice?

Assets Balance Sheet March 31, 2018 Liabilities

Derivative asset - IRS Borrowing

Initial Fair Value (FV) 0 Initial carrying amount 10.000 

FV movement 300 Adjustment carrying amount 300      

Actual FV 300 Actual carrying amount 10.300 

Expense Income Statement 2018 Revenue

FV risk hedged (liability) 300 FV movement (IRS) 300      

Total 300 Total 300      

12
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2.4 Cash flow hedge

Hedge of variability in cash flows attributable to a particular risk:

• Recognised asset or liability (floating rate)

• Highly probable forecasted transaction (future sales in foreign 
currency)

Examples in practice:

• A bank depends on floating rate funding and is worried that the 
funding cost will increase if interest rates go up

• A manufacturer has a sales contract for a large machine that requires 
invoicing and receipt of payment in a foreign currency

13
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2.4 Cash flow hedge

Variability in future cash flows mitigated through a derivative, 
accounting consequences without hedge accounting 

E.g. an entity enters into foreign currency forward contracts in order to hedge 
the foreign currency risk of the highly probable forecast sales

Changes in the FV of the 
hedging derivative

Changes in the FV of the 
hedged item

Profit & Loss

Full change in FV of the 
hedging derivative is 

recognised in P&L

14
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2.4 Cash flow hedge

Accounting for a cash flow hedge 

E.g. an entity enters into foreign currency forward contracts in order to hedge 
the foreign currency risk of the highly probable forecast sales

Changes in the FV of the 
hedging derivative 
attributable to the 

hedged risk

Changes in the FV of the 
hedged asset

Profit & Loss

Effective portion

Ineffectiveness (if any) is 
recognised in P&L 

Ineffective portion

15
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2.4 Cash flow hedge

How does it work in practice? 

Assets Balance Sheet March 31, 2018 Liabilities

Derivative asset - FX Fwd Equity - Fair Value Reserve (OCI)

Initial Fair Value (FV) 0 Opening balance 4.000  

FV movement 200 FV movement 200     

Actual FV 200 Closing balance 4.200  

Expense Income Statement 2018 Revenue

Sales - anticipated / hedged 0         
(Not yet recognised)

16
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2.4 Cash flow hedge
Basis adjustment (non-financial item)

Basis adjustment is obligatory under IFRS 9 (policy choice in IAS 39)!

Forecast transaction
Hedging instrument 

(effective portion) at FV T1

Exchange rate risk 
hedged

Non-financial item (e.g.: 
inventors, commodities)

T2

T1

Results in 
recognition of a 

non-financial item

Hedging instrument 
(effective portion) at FV T2

Fair value changes 
over time  OCI

FV change 
(OCI reserve)

If forecast transaction results in recognition of non-financial item 
the carrying value of that item must be adjusted for the 
accumulated gains or losses recognised directly in equity

17
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2.5 Net investment hedge

• Net investment in a foreign operation is the amount of the reporting 
entity´s interest in the net assets of that operation

• Net investment hedge  a hedge of FX translation gains/losses 
recognised in equity at consolidation level

FX translation gain/losses on 
hedging derivative

FX translation gain/losses on 
net investment

Profit & Loss

*Amount deferred in equity is recognised in P&L on disposal of the foreign operation

18
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Effective portion

Ineffective portion

Equity* (OCI))

Equity (OCI)
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Section 3 – Criteria for hedge accounting

19
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3. Criteria for hedge accounting under IFRS 9

QUALIFYING 
CRITERIA

Hedge 
effectiveness 
requirements 
(prospective) 

met 

Only eligible 
hedging 

instruments/ 
hedged items

Formal 
designation and 
documentation

20
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3. Criteria for hedge accounting

Formal designation and 
documentation of …

3 hedge effectiveness 
requirements (prospective):

• Risk management objective 
and strategy

• Hedging instrument

• Hedged item

• Nature of risk being hedged

• Hedge effectiveness 
(including sources of 
ineffectiveness)

1. Economic relationship 
exists

2. Credit risk does not 
dominate value changes

3. Designated hedge ratio is 
consistent with risk 
management strategy

Retrospective testing not 
applicable anymore

21
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3. Criteria for hedge accounting

Why focus on formal documentation?

Because hedge accounting is a deviation from the normal accounting 
rules, as such it is a privilege that needs to be earned and not a 
right!

Documentation under IFRS 9 will no longer be static but must be 
updated from time to time! (e.g. where the hedge ratio is 
rebalanced; where the analysis of sources of hedge ineffectiveness is 
updated)

22
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Section 4 – Hedged items

4.1 Hedged items

4.2 Group of hedged items

4.3 Hedged items - Components

23
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4.1 Hedged items

A hedged item can be:

a) A single … asset, liability, firm commitment, highly probable 
forecast transaction or net investment in a foreign operation; or

b) A group of … assets, liabilities, firm commitments, highly probable 
forecast transactions or net investment in foreign operation under 
specific circumstances; or

c) A component of such an item or group of items

24
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What can you hedge?

FIRM 
COMMITMENT

ASSET or
LIABILITY

Single item

Group of similar items 
(sharing the same risk)

A component of 
such an item or 
group of items

Net investment in 
a foreign 
operation

Highly probable 
forecast 

transaction

4.1 Hedged items

25
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4.1 Hedged items

What´s new under IFRS 9?

• Possibility to hedge risk components of non-financial items;

• Net positions allowed as hedged items in some circumstances (e.g. 
net purchases and sales in a foreign currency);

• Layer components are eligible hedged items for both cash flow 
hedges and fair value hedges in some circumstances (e.g. first FC100 
of sales or first 100 barrels of oil); 

• Aggregated exposure that is a combination of an exposure that
could qualify as a hedged item and a derivative may be designated as
a hedged item;

26
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4.1 Hedged items

What you cannot hedge:

• Future profit streams

• Own shares

• Equity method investment and investment in consolidated 
subsidiaries

• Stand-alone derivative instrument or separately recognised
embedded derivative if they are not part of an aggregated exposure 
with a non-derivative item

• Internal derivatives (allowed at local level)

• General business risks

27
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4.2 Group of hedged items 

Criteria for hedging a group of items:

Group consists of items that 
are, individually, eligible 

hedged items

Items are managed together 
on a group basis for risk 
management purposes

Additional qualifying criteria for cash flow hedges of a group of items 
that are expected to affect P&L in different reporting periods:

28
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• Only hedges of foreign currency risk are allowed.
• The items within the net position must be specified in such a way that 

the pattern of how they will affect P&L is set out as part of 
the initial hedge designation and documentation (incl. the 
reporting period, nature and volume).
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4.3 Hedged items - Components

An entity may designate only the following types of components 
(including combinations) as hedged items:

29
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• changes in the cash flows or fair value of an item attributable 
to a specific risk or risks (a risk component), provided that 
the risk component is separately identifiable and reliably 
measurable;

• one or more selected contractual cash flows; and
• components of a nominal amount (that is, a specified 

part of the amount of an item).
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Section 5 – Common types of hedged risks

5.1 Interest rate risk

5.2 FX risk

5.3 Equity price risk

5.4 Credit risk

30
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5.1  Interest rate risk

Examples of hedging instruments:

• Swaps (vanilla, basis, non-vanilla)

• Futures

• Options

• Caps, floors, collars

LIBOR, EURIBOR, EONIA, other benchmark

Hedged asset Hedging entity Hedging swap

Fixed cash flows Fixed cash flows

Variable cash flows

• Simple relationships – vanilla swaps, futures
• Complex relationships – options, non-vanilla 

instruments 

Fair value:

• Hedge of the fair value of a fixed rate 
debt instrument with an interest rate 
swap.

Cash flow:

• Hedge of forecasted interest 
payments on variable rate debt 
instrument with an interest rate 
swap.

Examples of hedge relationships:

31
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5.2  FX risk

Examples of hedging instruments:

• Forwards

• Options

• Cross currency swaps

• Simple relationships – forwards, options
• Complex relationships – cross currency 

swaps  

Fair value:

• Hedge of the local currency 
equivalent of the foreign currency 
denominated equity security.

Example of hedge relationships:

Cash flow:

• Hedge of the forecasted purchase 
denominated in foreign currency.

32
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5.3  Equity price risk

Examples of hedging instruments:

• Total return swaps

• Futures

• Options

• Simple relationships – TRSs, futures
• Complex relationships – options, non-

vanilla instruments 

Cash flow:

• Hedge of forecasted sale of 
equity instrument with an 
equity option.

Examples of hedge relationships:

Fair value:

• Hedge of the fair value of a share 
instrument with an equity 
option.

33
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Hedged asset Hedging entity Total return swap

Dividend flow
Dividend flow+
change in market value

Fixed or benchmark 
based return
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5.4  Credit risk

Examples of hedging instruments:

• Credit default swaps

• Credit spread options

• Complex relationships – credit default 
swaps, options  

Example of hedge relationships:

Fair value:

• Hedge of the change in the fair value of a recognised fixed rate loan 
due to the credit risk with a credit default swap referenced to the 
same counterparty to whom the loan was issued.

34
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Hedged asset Hedging entity CDS

Income on 
reference asset 

Reference asset/ 
recovery proceeds

Fixed amount/ 
difference between 
nominal amount and 
recovery proceeds
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Quiz – What is the risk? – What is the hedge?
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Risk
Possible  hedging 

instruments

Hedging the  share price 
of shares held

Hedging the value of a 
fixed interest rate bond –
perspective of the issuer

Hedging an investment in 
USD
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Quiz – Can this item be hedged?

April 2018Financial Management and Reporting
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Hedged item 
( yes / no) ?

Highly probable future sales in GBP

Net position from USD-receivables and 
USD-liabilities

Component of the price of aluminium
cans that is influenced by the 
aluminium price on the London Metal 
Exchange (LME)

Contractual obligation to purchase 
1.000 t crude oil in 6 months

Derivative held with a consolidated 
subsidiary
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Section 6 – Hedging instrument

6.1 Designation of hedging instruments

6.2 Internal contracts

37
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6.1 Designation of hedging instruments
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 x
Allowed Not allowed

• Derivatives (incl. embedded derivatives in 
financial liabilities or non-financial 
contracts) 

• Non-derivatives for hedging FX risks 
(except for equity instruments for which 
changes in FV are presented in OCI)

• Non-derivatives for hedging risks other 
than FX, if measured at FV P&L (except for
financial liabilities designated at FVTPL 
where changes in FV as a result of credit 
risk are presented in OCI)

• Proportions of derivatives (e.g. 50% of the
nominal amount)

• Embedded derivatives in 
financial assets (no longer 
accounted for separately 
under IFRS 9)

• Some written options

• Intra–group derivatives in 
consolidated financial 
statements

• Time portions of derivatives 
(e.g. the next 3 years of a 
swap with a remaining life 
of 5 years)

What can be designated as hedging instruments?
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6.1 Designation of hedging instruments
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A qualifying instrument must be designated in its entirety as a hedging 
instrument!  There are 3 exceptions:

1. Separating the intrinsic 
value and time value of an 

option contract 

2. Separating the forward 
and spot element of a 

forward contract

3. Separating and excluding the 
foreign currency basis spread from 
the designated hedging instrument

• Only change in intrinsic 
value as hedging 
instrument

• Change in time value 
deferred in OCI

• Only change in value of 
spot element as hedging 
instrument
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6.2 Internal derivatives

Under IFRS it is NOT possible to apply hedge accounting to an internal 
derivative. The relationship must be with a third-party derivative 
contract.

April 2018Financial Management and Reporting
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Business Unit

Internal / intragroup 
Derivative

No hedge 
designation

Trading Desk Third Parties
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Quiz – Can the following be designated as hedging 
instruments?

April 2018Financial Management and Reporting
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Hedging instrument
( yes / no) ?

Payer interest rate swap 

Written option for the sale of 
commodities at a certain price 
(strike)

80% of a USD-loan

Intrinsic value of a sales option
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Section 7 – Hedge effectiveness

7.1 Hedge effectiveness – Overview 

7.2 Economic relationship

7.3 Credit risk

7.4 Hedge ratio

7.5 Rebalancing

42
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7.1 Hedge effectiveness – Overview 

April 2018Financial Management and Reporting
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Credit risk
does not dominate 
the value changes

(see 7.3)

Hedge ratio
(see 7.4)

Economic
relationship exists 
in the hedge ratio 

(see 7.2)

Hedge effectiveness requirements under IFRS 9:

Hedge effectiveness: the extent to which changes in the fair value or cash 
flows of the hedging instrument offset changes in the fair value or cash flows of 
the hedged item.

The assessment 
is forward–
looking only!
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7.2 Economic relationship
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Value of 
hedged item

Value of 
hedging 

instrument

Related underlying that responds similarly to the hedged risk
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7.3 Credit risk

Is the hedging instrument or the hedged item exposed to high credit 
risk?

• A change in the credit risk must not be of such magnitude that 
it dominates the value changes that result from the economic 
relationship

• Effect of credit risk must not dominate the value changes 
associated with the hedged risk 

• Both credit risk of hedging instrument and hedged item have 
to be assessed

April 2018Financial Management and Reporting
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E.g.: A bond that bears high credit risk 
might not qualify for hedge accounting
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7.4 Hedge ratio

Risk management 
ratio

Hedge 
accounting ratio=

Quantity of the hedged item 

Quantity of the hedging instrument

Retrospective 

testing

Deliberate 

imbalance

Is an entity´s hedge accounting in line with it´s risk management?

April 2018Financial Management and Reporting
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7.5 Rebalancing
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USD 1m

HKD 7.8m

USD 1m
HKD 7.8m

USD 1m

HKD 7.75 = USD 1
HKD 7.85 = USD 1

Hedged Item

Hedged Item

Hedging
Instrument

Hedging
Instrument

7.5 Rebalancing

April 2018Financial Management and Reporting
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USD 1m

HKD 7.2m

Upon  rebalancing

HKD 7.8m

USD 1m

HKD 0.6m (un-hedged)

Original HKD 7.8 = USD 1

Re-pegged HKD 7.2 = USD 1

7.5 Rebalancing

April 2018Financial Management and Reporting
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Section 8 – Hedge effectiveness testing

8.1 Effectiveness testing under IFRS 9

8.2 Hedge effectiveness - Discounting

8.3. Methods of assessing hedge effectiveness

8.4 Critical terms match

8.5 Dollar offset method

8.6 Regression analysis methods

8.7 Comparison

50
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8.1 Effectiveness testing under IFRS 9

How do we measure hedge effectiveness?

• No retrospective effectiveness testing required under IFRS 9

• Prospective effectiveness testing should be performed …

• at inception,

• on an on-going basis at each reporting date, or 

• on a significant change in circumstances

• Elimination of the 80%-125% bright line

• A qualitative assessment is always necessary and, depending 
on the characteristics of the hedge relationship, a quantitative test 
might also be needed to perform

• No specific method prescribed by IFRS 9

• Time value of money needs to be considered under IFRS 9

April 2018Financial Management and Reporting
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8.2 Hedge effectiveness - Discounting 

Sell 1000 Bikes in the 

UK in GBP in 14 months

Sell GBP

Buy Euro

12 month Forward contract 

Euro 
FC

Hedge spot rate

Any mismatches in timing between the
hedged item and the hedging instrument are
recognised as ineffectiveness.

April 2018Financial Management and Reporting
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8.2 Methods of assessing hedge effectiveness
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8.4 Dollar offset
method

8.5 Regression
analysis method

8.3 Critical
terms match  

The method of demonstrating hedge effectiveness is not mandated, 
but it should be documented and, if changed, this fact should be 
documented, along with the sources of ineffectiveness.
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8.3 Critical terms match

• Qualitative method  compares critical terms of hedging instrument 
with those of the hedged item

• Expected to be highly effective, if all principal terms match exactly, for 
example:

 notional and principal amounts

 credit risk  

 term

 pricing, re-pricing dates (aligned to test date)

 timing, quantum and currency of cash flows

 no features (such as optionality) that would invalidate assumption of 
perfect effectiveness

• Might be sufficient, if hedged item and hedging instrument are similar in 
nature

• Ineffectiveness may arise even when critical terms match!

April 2018Financial Management and Reporting
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8.4 Dollar offset method

• Comparing of fair value changes of hedged item & hedging instrument

• Dollar offset relation = 100%  perfectly effective hedge

• Test can be performed either:

1) on a cumulative basis (with the comparison performed from the inception 
of the hedge), or

2) on a period-by-period basis (with the comparison performed from last 
testing date)

• Dollar offset method can be performed using different approaches, e.g.:

1) Hypothetical derivative method

2) Benchmark rate method

3) Sensitivity analysis method

April 2018Financial Management and Reporting

55

InstrumentHedgingChangesValueFair
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relationoffsetDollar 
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8.5 Regression analysis method
Overview

• Statistical method  investigates strength of statistical 
relationship between hedged item and hedging instrument

Extent by which one variable, “the dependent (hedging instrument), will 
vary with changes in another variable, “the independent (hedged item)

• Regression analysis involves determining ‘line of best fit’ and then 
assessing the ‘goodness of fit’ of this line. 

• Requires historical data

IFRS 9 only requires a forward–looking assessment of 
expectations about hedge effectiveness; Regression analysis might 
still be useful because the past information can provide a guide to 
expected future correlation and a continuing economic relationship.

April 2018Financial Management and Reporting
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8.5 Regression analysis method
Application

• Three critical test statistics:

1) b (slope of the line) must be negative, and the closer it is to –1, the more 
effective the hedge will be;

2) R-squared (co-efficient of determination) approaching 1

3) F-statistic (statistical validity of the overall regression model) must be 
significant

• Linear regression analysis expressed as follows:

Y = a + bX + e

- Y = dependent variable (hedging instrument)

- X = independent variable (hedged item)

- a = y-axis intercept

- b = slope of line (co-efficient)

- e = random error

April 2018Financial Management and Reporting
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Practical points to consider:

• can use “price” or “change in price” information;

• smoothes the effect of individual results of dollar offset;

• sufficient historic data required (at least 12 =months for relationships over 1 year);

• sufficient frequency of data points to demonstrate statistical significance (at least 12, 

24 is a good number);

• data points may not be available (i.e. newly traded instruments) – similar data issues 

as those faced in determining VaR etc in the development of economic strategies;

• accounting result is always a function of the actual changes in the hedged item and 

hedging derivative.

8.5 Regression analysis method
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8.6 Comparison
Dollar offset method vs. regression analysis method
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Dollar Offset Regression Analysis

Criteria to 

assess 

effectiveness

• ratio of movement in the fair 

value of the derivative to the 

movement in the fair value of the 

underlying

• co-efficient of determination 

(R-squared), slope co-efficient 

(b) and F-statistic

Strengths

• easiest to perform

• data readily available

• can be performed on discrete or 

cumulative movements in fair 

value

• can use price or change in price 

information

• smoothes the effect of 

individual dollar offset results

Weaknesses

• tests need to be performed for a 

range of scenarios

• may show low effectiveness, if fair 

value changes are small

• sufficient historic data required 

and frequency of data points to 

demonstrate statistical 

significance
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Section 9 – Hedge ineffectiveness

9.1 Hedge ineffectiveness – Overview 

9.2 Sources of ineffectiveness

9.3 Hypothetical derivative method

60
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9.1 Hedge ineffectiveness – Overview 

• Objectivemeasure hedge ineffectiveness and recognise
ineffective portion in P&L

• Ineffectiveness does not necessarily lead to a discontinuation of 
hedge accounting (IFRS 9 does not require the 80-125% ‘highly 
effective’ bright-line for the application of hedge accounting)

• Potential sources of ineffectiveness have to be reported within 
the formal hedge documentation

• Time value of money has to be considered when measuring hedge 
ineffectiveness  discounted cash flows 

• Recommended method for testing ineffectiveness Hypothetical 
derivative method (see 9.3)
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9.2 Sources of ineffectiveness
Examples

• Basis differences  dependent on different variables

• Location differences  prices at different locations

• Timing differences  different settlement dates

• Quantity or notional differences

• Other risks

• Use of off-market derivatives

• Currency basis and forward points

• Credit risk

• Discount rates used

April 2018Financial Management and Reporting
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9.3 Hypothetical derivative method 

• Common approach to perform the dollar offset method

• The hypothetical derivative is defined as the derivative that mirrors 
all critical pricing parameters of the actual hedged item and would 
itself be perfectly effective in offsetting the hedged risk

• (In-)effectiveness is measured based on a comparison of the change 
in the fair value of the actual derivative and the change in the fair 
value of the “perfect” hypothetical derivative

• Very useful tool for cash flow hedges  practically much easier to 
use than simulating possible cash flow outcomes of the hedged item

April 2018Financial Management and Reporting
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Section 10 – Discontinuation of hedge accounting

10.1 When does a hedge relationship end?

10.2 What does not end a hedge relationship?

10.3 Effects of discontinuation

64
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1o.1 When does a hedge relationship end?

April 2018Financial Management and Reporting

65

Hedge accounting should be discontinued prospectively only when the hedging 
relationship (or part of the relationship) ceases to meet the qualifying 
criteria for hedge accounting.

Discontinuing hedge accounting can either affect a hedging relationship
in its entirety or only a part of it!

E.g. discountinuation of hedge
accounting in its entirety:

 hedging relationship no longer
meets the risk management
objective;

 hedging relationship no longer
complies with the qualifying
criteria;

 hedging instrument has been sold
or terminated

E.g. discountinuation for only a part
of the hedging relationship:

 part of the volume of a forecast
transaction is no longer highly
probable;

 volume of hedged item included in 
the hedging relationship has 
decreased due to an adjustment 
to the hedge ratio as part of a 
rebalancing exercise
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10.2 What does not end a hedge relationship?
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Voluntary discontinuation Novation of derivatives

No discontinuation of hedging 
relationship that:

• still meets the risk 
management objective; and

• continues to meet all other 
qualifying criteria

Novation that is a consequence 
of laws/regulations with the 
purpose of incorporating a central 
clearing counterparty will not be 
an expiration or termination 
of the hedging instrument
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10.3 What is the difference between ‘risk 
management strategy’ and ‘risk management 
objective’?
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Risk management strategy Risk management objective

• the highest level at which an 
entity determines how it manages 
risk

• in place for a longer period 

• might include some flexibility to 
react to changes in circumstances

• a general document

• often will involve many 
different hedging 
relationships, each with a risk 
management objective

• application at the level of a 
particular hedging 
relationship

• can change, even though an 
entity’s risk management strategy 
remains unchanged -> Hedge 
accounting must be discontinued!

vs.
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10.4 Effects of discontinuation
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Adjusted value of 
hedged item

Accumulated gains 
& losses in equity

Accumulated gains & 
losses in equity

If hedged item is sold or extinguished 
derecognise hedge adjustment 

Amortised through P&L, or continues as 
part of the carrying amount of the asset

Recycled when hedged item impacts P&L 

Transactions no longer expected to occur 
 recycle immediately

Fair Value Hedge

Cash Flow Hedge

Recycle on disposal of net investment 

Net Investment Hedge 
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