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THE BIGGEST CHANGE TO FINANCIAL INSTRUMENT ACCOUNTING SINCE THE 2005 IMPLEMENTATION OF 
IFRS IN EUROPE IS ABOUT TO TAKE PLACE – THE INTRODUCTION OF IFRS 9. STANISLAV VARKALOV AND 
COLIN McKEE EXPLORE SOME OF THE KEY CONSIDERATIONS FOR CORPORATES OF THE NEW HEDGE 
ACCOUNTING RULES OF IFRS 9

IFRS 9 HEDGE ACCOUNTING: 

ADOPT NOW 
OR LATER?

From 1 January 2018, 
IFRS 9, Financial 

Instruments will replace 
IAS 39, Financial Instruments: 

Recognition and Measurement 
– and it is more than a mere 
upgrade. According to the 
IASB, the aim of IFRS 9’s 
hedge accounting element 
is to provide more useful 
information about hedging, 
which better aligns to how 
companies manage risk  
in practice. 

The standard also deals 
with the classification and 
measurement of financial 
instruments and impairment 
of financial assets, which  
The Treasurer, we understand, 
will cover in a future article.

Are hedge accounting 
changes imminent?
While the application date of  
1 January 2018 is just around 
the corner for calendar year-
end companies, it is easy to 
overlook that it is possible  
to defer application. 

An exemption offered by 
the IASB in paragraph 7.2.21 
of IFRS 9 was provided mainly 
in order to help banks avoid 
changing their systems twice  
– once now and a second  
time when the ‘macro  
hedging’ project is completed 
in a few years’ time. While  
macro-hedging may  
not be relevant to most 
corporates, this exemption 
is available to any type of 
company. According to this 

exemption, the new hedge 
accounting rules only become 
mandatory when the macro-
hedging project is completed 
 which could be five or more 

years away. 
What are the pros and cons 

of deferring adoption? 

IAS 39
Population 
of hedges

IFRS 9 treatment and  
key required actions

Examples

Designated 
as hedges

Trades for which 
no significant 
change to the 
hedge designation 
is required

Continuing hedge relationship
• Prepare IFRS 9  

hedge documentation
• Decide on effectiveness 

assessment methodology

Interest rate swaps –
designated as either fair 
value or cash-flow hedges

Trades impacted  
by ‘costs of 
hedging’ rules,  
ie FX forwards, 
cross-currency 
swaps, options

Continuing hedge relationship
• Prepare IFRS 9  

hedge documentation
• Decide on optimal treatment  

of costs of hedging
• Determine any impact on 

comparative year figures
• Decide on effectiveness 

assessment methodology
• Are systems able to separate  

costs of hedging?

Cross-currency swaps – 
elect to treat basis spread 
as a cost of hedging to 
minimise profit-and-loss 
volatility and determine 
how to implement this
FX forwards – decide  
if a spot FX (discounted) 
or forward FX rate 
designation is  
more appropriate

Trades for which 
IFRS 9 may allow 
for a more effective 
hedge designation

New hedge relationship
• Prepare IFRS 9 hedge 

documentation
• Decide on effectiveness 

assessment methodology
• For non-contractual risk 

component hedging, consider what 
supporting information is needed

• Where basis risk exists, consider 
optimal hedge ratio

Commodity hedges – 
re-designate against risk 
component to minimise 
profit-and-loss volatility

Not 
designated

Trades for which 
IFRS 9 may enable 
hedge accounting 
to be applied

Inflation/commodity 
hedges – where hedge 
accounting was not 
previously possible

Trades where 
hedge accounting 
is not possible/
required

Not designated

Natural offsets – for 
example, offsetting 
interest rate swaps, 
natural FX hedges

Key considerations 
Many of the hedge accounting 
changes of IFRS 9 are expected 
to be positive, and could be 
factors in favour of adopting 
the new rules from the get-go. 
These include, but are not 
limited to, the fact that:

• It should be possible to 
apply hedge accounting, 
for example, to sterling 
interest rate swaps, pre-
hedging interest rate risk 
on a forecasted foreign 
currency debt issuance, 
which will be swapped 
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back to sterling. IFRS 9 
enables cash  ows from a 
combination of a derivative 
and a non-derivative (known 
as aggregated exposures’) 
to be designated as hedged’, 
removing the IAS 39 
prohibition on hedging 
most cash  ows arising from 
derivatives. Future foreign 
currency debt would be 
swapped into sterling with 
a cross-currency swap once 
issued and the new rules 
would allow such derivative 
cash  ows to be included in 
the hedged item.

 Under certain conditions, 
IFRS 9 may make it possible 
to hedge in  ation risk in 
fi xed-rate debt. This may 
be particularly useful to 
utilities that typically 
match their in  ation-linked 
revenues to synthetic 
in  ation-linked funding 
using in  ation swaps. 

 Time value of options, 
forward points and currency 
basis would be redefi ned 
as costs of hedging and 
allowed to be amortised to 
profi t and loss under IFRS 
9, instead of a fair value 
approach being taken for 
such excluded components 
 as IAS 39 prescribes. This 

could lead to a decrease in 
income statement volatility, 
particularly from hedges 
with options and cross-
currency swaps. 

 Under the fi nal text of IFRS 9, 
the hedge eff ectiveness 
corridor of 80%-125% as 
well as the re uirement for 
retrospective eff ectiveness 
testing has been removed and 
replaced by a set of broader 
economic hedge eff ectiveness 
criteria. The new standard 
allows for commodity 
components, ie components 
of non-fi nancial items  such 
as the wholesale diesel price 
in fuel-purchase contracts, 
to be designated separately. 
This, along with abolition 
of the eff ectiveness corridor, 
could increase the scope for 
achieving hedge accounting 
for commodity hedges.

That said, there are also 
a number of reasons why a 
company and, more specifi cally, 
a treasurer, might want to 
defer adoption of IFRS 9 hedge 
accounting. One of these is 
the current workload. After 
all, IFRS 9 isn’t the only major 
accounting change in the 
pipeline  with the mandatory 
adoption of IFRS 15 on revenue 
recognition in 2018 and IFRS 1  
on lease accounting in 2019.

Depending on the nature 
of your company’s business, 
these could trigger signifi cant 
implementation projects in 
their own right, with IFRS 1  
placing particularly heavy 
demands on the treasurer’s 
time. So, if an IFRS 9 hedge 
accounting implementation 
project is avoidable in the 
short- to medium-term, 
that could be appealing.

Additional factors weighing 
in favour of deferral include 
the fact that
• The rest of IFRS 9 must be 

adopted at the same time 
and, since it includes other 
components related to the 
accounting of fi nancial 
instruments, companies 
would do well to evaluate 
how the whole standard 
aff ects their accounting  
a larger exercise.

• Designating foreign 
currency exposures on an 
undiscounted spot’ basis 
would no longer be possible 
in accordance with IFRS 9. 
IAS 39 is not explicit on 
this issue, however, in 

widely accepted practical 
application of undiscounted 
spot designations, perfect 
hedge eff ectiveness is often 
simply assumed irrespective 
of any diff erences between 
the timings of the underlying 
cash  ow and of the forward 
contract. Taking away this 
fundamental assumption 
could lead to a disruption 
of hedge accounting, since 
the timing of cash  ows for 
such hedges would have 
to be newly collected, and 
discounting calculations 
carried out. Companies that 
have invested time and eff ort 
in designing IAS 39-compliant 
FX hedging systems 
using the undiscounted 
spot assumption may be 
tempted to postpone the 
implementation of IFRS 9 
due to this impractical 
new provision.

 oluntary de-designation 
of hedge relationships will 
also be prohibited. While 
hedging contracts themselves 
could be terminated 
voluntarily, thereby achieving 
termination of hedge 
accounting, the fact that a 
change of actual transactions 
would be re uired to trigger 
a change of an accounting 
designation may be 
inconvenient in the future.

Deciding to defer or adopt
If a company does decide to 
defer IFRS 9 hedge accounting 
adoption, it may be worth 
considering how this message 

should be communicated to 
stakeholders and creditors, 
especially if peer companies 
decide to adopt. Deferring 
also means missing out on 
the opportunities IFRS 9 
brings, at least over the next 
few years. In the absence 
of adoption of IFRS 9 for 
hedge accounting, problems 
may remain in areas such as 
hedging of commodities, as 
well as hedging of in  ation risk 
in fi xed-rate debt, and interest 
rate risk in operating leases. 
These factors must be taken 
into account in any decision.

For those deciding to adopt 
the IFRS 9 hedge accounting 
rules in 2018, however, time 
is running out. As such, a 
clear and defi ned strategy 
will be re uired. The table 
opposite provides a brief 
summary of the main groups 
of hedging relationships 
re uiring attention.

Time to choose
In summary, the new hedge 
accounting rules arrive very 
shortly and they could be put 
to good use by some corporate 
risk managers. For example, 
those issuing signifi cant 

uantities of foreign currency 
debt, as well as those with 
material commodity purchases, 
could benefi t signifi cantly 
from the application of hedge 
accounting changes in IFRS 9. 

Due to the option to defer, 
however, those who are happy 
with the existing arrangements 
have a practical alternative of 
deferring the application of 
the new hedge accounting 
rules, also enabling them to 
learn from other corporates’ 
IFRS 9 adoption journeys.  

Stanislav Varkalov (left) and Colin McKee 
(right) are directors in capital and risk 
advisory at Lloyds Bank
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