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When Accounting Gets in the Way of Hedging Objectives

• Distorting financial results due to lack of ability to defer 
changes in time value of options.

• Hedging using sub optimal instruments in order to 
qualify for hedge accounting

• Different mythologies for hedging intra-period and over 
accounting periods

• Incremental risk warehoused by the business due to 
inability to qualify for hedge accounting (aggregate 
exposures and risk components) 



Who is scared of the big bad wolf

• The 80-125 per cent offset requirement under IAS 39 is replaced 
by principles-based hedge effectiveness assessment criteria (no 
retrospective testing required).

• Must meet three criteria to qualify for hedge accounting which are 
only required to be applied prospectively.

• However, where hedge ineffectiveness arises, the economic 
relationship may be questioned or it may prompt reconsideration 
of the hedge ratio. For example, if a hedge is consistently 90 per 
cent effective this might indicate that the designated hedge ratio 
should be adjusted.

• Significantly reduces hedge accounting compliance requirements 
Qualitative tests rather than quantitative tests. 



It is all About Having Options

• An option is a legitimate price risk managing tool under IFRS9
– Reduced profit or loss volatility when accounting for the 

undesignated time value of an option contract 
– Some non vanilla options can qualify for hedge accounting
– The ability to tailor a hedge accounting qualifying structure to 

suit Treasury view
– The ability to ensure the relevance of a Treasury policy 

through the cycle.  



To Designate or not to designate…

• Companies can not voluntarily discontinue hedge 
accounting when the risk management objective has 
not changed for the hedging relationship. 

• This means that a hedge accounting relationship 
cannot be discontinued until the risk management 
objective for the hedging relationship has changed, 
the hedge expires or is no longer eligible.

• Force greater alignment between treasury policy, 
economic objective and hedging instrument. 



Disclosures, Disclosures, Disclosures

• Increased disclosures will be required in financial 
statements, such as an explanation of the hedging 
strategy for each type of hedge and for each category 
of risk, supplemented with quantitative disclosures of 
the effect of hedge accounting on the financial 
statements. 

• While increasing overall reporting requirements there 
is a significant improvement in the ability of users of 
financial statements to understand the company’s risk 
objectives and derivatives positions. 
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IFRS 16 – The “Value” of Leases
• Reduction in the attractiveness of operating leases as a form 

of finance:-
– Elimination of off balance sheet accounting and external 

transparency over leases. 
– Increased administrative burden.
– Reduction in business unit ability to “hide” capex 

investments.
• Increased internal transparency within the organisation may 

drive more economic lease decisions:-
– Increase scrutiny around capex process.
– Enable lease portfolio optimisation
– Provide for potential cost savings



Emerging issues – Negative Nominal Rates
• Move from ‘lower for longer’ interest rate environment to 

outright negative yields impacts among others:-
– Investment policies and risk associated with the chase 

for yield.
– Capital management decisions with increased focus on 

returning capital to shareholders. 
– Financial and accounting risk from a mismatch 

between bank facility and derivatives. 
– Functionality of the Treasury Management System.




