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Background

1.
In July 2002, an Exposure Draft of limited improvements to the predecessor of FRS 39 Financial Instruments: Recognition and Measurement was issued by the Institute of Certified Public Accountants of Singapore (ED/SAS 48).  The proposals in that Exposure Draft were consistent with the objective of improving the predecessor of FRS 39 without reconsidering the fundamental approach to the accounting for financial instruments.  In particular, the Exposure Draft proposed only limited changes to the requirements for hedge accounting. 

2.
Issues concerning hedge accounting for a portfolio hedge of interest rate risk (sometimes referred to as 'macro hedging') and the treatment of demand deposits (sometimes referred to as 'core deposits') in hedge accounting have been raised.  The concern is that it is very difficult to achieve fair value hedge accounting for such a hedge.
3.
This exposure draft seeks to explore whether and how FRS 39 might be amended to enable fair value hedge accounting to be used more readily for a portfolio hedge of interest rate risk, with the aim to develop an approach that:

(a)
meets the principles that underlie FRS 39’s requirements on derivatives and hedge accounting, and

(b)
is workable in practice for entities that manage interest rate risk on a portfolio basis, allows data captured for risk management to be used in preparing financial statements and would not require entities to make major systems changes.  

The three principles that are most relevant to fair value hedge accounting for a portfolio hedge of interest rate risk are:

(i)
derivatives should be measured at fair value; 

(ii)
all material hedge ineffectiveness should be identified and recognised in profit or loss; and

(iii)
only items that are assets and liabilities should be presented as such in the balance sheet.  Deferred losses are not assets and deferred gains are not liabilities.  However, if an asset or liability is hedged, any change in its fair value that is attributable to the hedged risk should be presented in the balance sheet.

4. The amendments to FRS 39 proposed in this Exposure Draft seek to meet these objectives.

Invitation to Comment

The Council on Corporate Disclosure and Governance invites comments on the changes to FRS 39 proposed in this Exposure Draft.  It would particularly welcome answers to the questions set out below.  Comments are most helpful if they indicate the specific paragraph or group of paragraphs to which they relate, contain a clear rationale and, where applicable, provide a suggestion for alternative wording.

The CCDG is not requesting comments on matters other than those set out in this Exposure Draft.

Comments should be submitted in writing so as to be received no later than 14 October 2003.

Question 1

Draft paragraph 128125A proposes that in a fair value hedge of the interest rate risk associated with a portion of a portfolio of financial assets (or financial liabilities), the hedged item may be designated in terms of an amount of assets (or liabilities) in a maturity time period, rather than as individual assets or liabilities or the overall net position.  It also proposes that the entity may hedge a portion of the interest rate risk associated with this designated amount.  For example, it may hedge the change in the fair value of the designated amount attributable to changes in interest rates on the basis of expected, rather than contractual, repricing dates.(  However, ineffectiveness arises if these expected repricing dates are revised (e.g. in the light of recent prepayment experience), or actual repricing dates differ from those expected.  Draft paragraph A36 describes how the amount of such ineffectiveness is calculated. 

Do you agree with the proposed designation and the resulting effect on measuring ineffectiveness?  If not,

(a)
in your view how should the hedged item be designated and why? 

(b)
would your approach meet the principle underlying FRS 39 that all material ineffectiveness (arising from both over- and under-hedging) should be identified and recognised in profit or loss? 

(c)
under your approach, how and when would amounts that are presented in the balance sheet line items referred to in paragraph 154151 be removed from the balance sheet?

Question 2

Draft paragraph A30(b) proposes that all of the assets (or liabilities) from which the hedged amount is drawn must be items that could have qualified for fair value hedge accounting if they had been designated individually.  It follows that a financial liability that the counterparty can redeem on demand (i.e. demand deposits and some time deposits) cannot qualify for fair value hedge accounting for any time period beyond the shortest period in which the counterparty can demand payment. 

Do you agree that a financial liability that the counterparty can redeem on demand cannot qualify for fair value hedge accounting for any time period beyond the shortest period in which the counterparty can demand payment?  If not,

(a)
do you agree with the decision (which confirms an existing requirement in FRS 32) that the fair value of such a financial liability is not less than the amount payable on demand?  If not, why not?

(b)
would your view result in such a liability being recognised initially at less than the amount received from the depositor, thus potentially giving rise to a gain on initial recognition?  If not, why not? 

If you do not agree that the situation outlined in (b) is the result, how would you characterise the change in value of the hedged item?

Proposed Amendments to [draft] FRS 39

(Revised 200X)

[Note:
This Exposure Draft (“ED”) makes further amendments to ED/SAS 48.  For the purpose of this ED, the deleted paragraph numbers refer to those used in ED/SAS 48.]

	In the hedging section of [draft] FRS 39, amend draft paragraph 126F123F and insert paragraphs 125A and 151.  These proposed amendments are shown below as marked changes to the July 2002 Exposure Draft.  New text is underlined.  For ease of reading, draft paragraphs 128125 and 153150 are also included, although no further changes are proposed to them.


Hedging

Designation of Hedging Instruments

126F123F. Two or more derivatives, or proportions thereof, may be viewed in combination and jointly designated as the hedging instrument, including where the risk(s) arising from some derivatives offset those arising from others.  However, an interest rate collar or other derivative instrument that combines a written option and a purchased option does not qualify as a hedging instrument if it is, in effect, a net written option (such that a net premium is received).

Designation of Financial Items as Hedged Items

128125. If the hedged item is a financial asset or financial liability, it may be a hedged item with respect to the risks associated with only a portion of its cash flows or fair value (such as one or more selected contractual cash flows or portions thereof or a percentage of the fair value) provided that effectiveness can be measured.  For example, an identifiable and separately measurable portion of the interest rate exposure of an interest-bearing asset or interest-bearing liability may be designated as the hedged risk (such as a risk-free interest rate or benchmark interest rate component of the total interest rate exposure of a hedged financial instrument).

128125A. In a fair value hedge of the interest rate exposure of a portfolio of financial assets and/or financial liabilities, the portion hedged may be designated in terms of an amount of currency (e.g. dollars, euro, pounds) rather than as individual assets (or liabilities).  Although the portfolio may include, for risk-management purposes, assets and liabilities, the amount designated is an amount of assets or an amount of liabilities.  Designation of a net amount including assets and liabilities is not permitted.  The entity may hedge a portion of the interest rate risk associated with this designated amount.  For example, in the case of a hedge of a portfolio containing prepayable assets, the entity may hedge the change in fair value that is attributable to a change in the hedged interest rate based on expected, rather than contractual, repricing dates.  Where the portion hedged is based on expected repricing dates, the effect that changes in the hedged interest rate have on those expected repricing dates shall be included when determining the change in the fair value of the hedged item. Consequently, if a portfolio that contains prepayable items is hedged with a non-prepayable derivative, ineffectiveness will arise if the dates on which items in the hedged portfolio are expected to prepay are revised, or actual prepayment dates differ from those expected.

Fair Value Hedges

153150. If a fair value hedge meets the conditions in paragraph 142139 during the financial reporting period, it shall be accounted for as follows:

…

(b)
the gain or loss on the hedged item attributable to the hedged risk shall adjust the carrying amount of the hedged item and be recognised immediately in profit or loss.  This applies even if a hedged item is otherwise measured at fair value with changes in fair value recognised directly in equity under paragraph 103(b)100(b).  It also applies if the hedged item is otherwise measured at cost.

154151. For a fair value hedge of the interest rate exposure of a portion of a portfolio of financial assets and/or financial liabilities, the requirement in paragraph 153(b)150(b) may be met by presenting the gain or loss attributable to the hedged item either:

(a)
in a separate line item within assets, if the hedged item for a particular maturity time period is an asset, or 

(b)
in a separate line item within liabilities, if the hedged item for a particular maturity time period is a liability. 
The separate line items referred to in (a) and (b) above shall be presented next to financial assets or financial liabilities.  Amounts included in these line items shall be removed from the balance sheet when the assets or liabilities to which they relate are derecognised.

Effective Date and Transitional Provisions

	In the effective date and transition section of [draft] FRS 39 new paragraph 172169 is added for the proposals in this Exposure Draft.  These are consistent with the effective date and transitional provisions that were tentatively decided should apply for those adopting FRS 39 for the first time in 2005.


172169. An entity shall apply the amendments set out in [draft] paragraphs 126F123F, 128125A, 154151 and A26-A40 for annual financial statements for periods beginning on or after 1 January 2005.  Earlier application is permitted.  If an entity applies these amendments for an earlier period, it shall disclose that fact.  These amendments shall be applied prospectively. Transactions entered into before the date the amendments are first applied shall not be retrospectively designated as hedges.

	Add application guidance to Appendix A of the July 2002 Exposure Draft.


Appendix A

Application Guidance

This appendix is an integral part of the [draft] Standard.

...

Hedging a portfolio in a fair value hedge of interest rate risk

A26.
For a fair value hedge of interest rate risk associated with a portfolio of financial assets or financial liabilities or both, an entity may comply with this [draft] Standard as set out in (a)-(h) below. 
(a)
The entity identifies a portfolio of items whose interest rate risk it wishes to hedge. The portfolio may comprise both assets and liabilities.

(b)
The entity analyses the portfolio into maturity time periods based on expected, rather than contractual, repricing dates. 

(c)
Based on this analysis, the entity decides the amount it wishes to hedge.  The entity designates as the hedged item an amount of assets or liabilities (but not a net amount) from the identified portfolio equal to the amount it wishes to designate as being hedged.  This amount also determines the percentage measure to be used for testing ineffectiveness.

(d)
The entity designates the interest rate risk it is hedging.  This risk could be a portion of the interest rate risk in each of the items in the hedged position, such as a benchmark interest rate (e.g. LIBOR). 

(e)
The entity designates one or more hedging instruments for each maturity time period. 

(f)
The entity measures the change in the fair value of the hedged item (as designated in (c)) that is attributable to the hedged risk (as designated in (d)), based on the expected repricing dates determined in (b).  The result is recognised as a gain or loss in the income statement and in one of two line items in the balance sheet as described in paragraph 154151.  The change in fair value need not be allocated to individual assets or liabilities.  

(g) 
The entity measures the change in fair value of the hedging instrument(s) (as designated in (e)) and recognises it as a gain or loss in the income statement.  The fair value of the hedging instrument is recognised as an asset or liability in the balance sheet. 

(h)
Any ineffectiveness will be recognised in the income statement as the difference between the change in fair value referred to in (f) and that referred to in (g).

A27.
This approach is described in more detail below.  The approach shall be applied only to a fair value hedge of the interest rate risk associated with financial assets and/or financial liabilities. 
A28.
The portfolio identified in paragraph A26(a) could contain assets and liabilities.  Alternatively, it could be a portfolio containing only assets, or only liabilities.  The portfolio is used to determine the amount of the assets or liabilities the entity wishes to hedge.  However, the portfolio is not itself designated as the hedged item.

A29.
In applying paragraph A26(b), the entity determines the expected repricing date of an item as the earlier of the date that item is expected to mature or reprice to market rates.  The expected repricing dates are estimated at the inception of the hedge and throughout its life, based on historical experience and other available information.  These estimates are reviewed periodically and updated in the light of experience.  In the case of a fixed rate item that is prepayable, the expected repricing date is the date on which the item is expected to prepay unless it reprices to market rates on an earlier date.  For a group of similar items, the analysis into time periods based on expected repricing dates may take the form of allocating a percentage of the group, rather than individual items, to each time period.  An entity may apply other methodologies for such allocation purposes.  For example, it may use a prepayment rate multiplier for allocating amortising loans to time periods based on expected repricing dates.  However, the methodology for such an allocation shall be applied consistently and be in accordance with the entity’s risk management procedures and objectives.

A30.
As an example of the designation set out in paragraph A26(c), if in a particular maturity time period an entity estimates it has fixed rate assets of CU100 and fixed rate liabilities of CU80 and decides to hedge all of the net position of CU20, it designates as the hedged item assets in the amount of CU20.  The designation is expressed as an ‘amount of currency’ (e.g. dollars, euro, pounds) rather than as individual assets.  It follows that all of the assets (or liabilities) from which the hedged amount is drawn—i.e. all of the CU100 of assets in the above example —must be:

(a)
items whose fair value changes in response to changes in the interest rate being hedged, and 
(b)
items that could have qualified for fair value hedge accounting if they had been hedged individually.  In particular, because this [draft] Standard specifies that the fair value of a financial liability that the holder can redeem on demand (demand deposits and some time deposits) is not less than the amount payable on demand, such an item cannot qualify for fair value hedge accounting for any time period beyond the shortest period in which the holder can demand payment.  In the above example, the hedged position is an amount of assets.  Hence, liabilities are not a part of the designated hedged item, but are used by the entity to determine the amount of the asset that is designated.

A31.
The hedging instrument referred to in paragraph A26(e) may be a single derivative or a portfolio of similar derivatives (e.g. a portfolio of interest rate swaps), including a portfolio containing offsetting risk positions.  However, it may not include written options or net written options, because this [draft] Standard( does not permit such options to be designated as a hedging instrument (except for when a written option is designated as an offset to a purchased option).

A32.
In applying paragraph A26(f), a change in interest rates affects the fair value of a prepayable item in two ways: it affects the fair value of the contractual cash flows and the fair value of the prepayment option that is contained in a prepayable item.  Paragraph 128125 of this [draft] Standard permits an entity to designate a portion of a financial asset or financial liability, sharing a common risk exposure, as the hedged item, provided effectiveness can be measured.  For prepayable items, paragraph 128125A permits this to be achieved by designating the hedged item in terms of the change in the fair value that is attributable to changes in the designated interest rate on the basis of expected, rather than contractual, repricing dates.  Where the item hedged is based on expected repricing dates, the effect that changes in the hedged interest rate have on those expected repricing dates shall be included when determining the change in the fair value of the hedged item.  Consequently, if the expected repricing dates are revised (e.g. to reflect a change in expected prepayments), or actual repricing dates differ from those expected, ineffectiveness will arise as described in paragraph A36.

A33.
This [draft] Standard does not specify the techniques used to determine the amount referred to in paragraph A26(f), namely the change in the fair value of the hedged item that is attributable to the hedged risk.  If statistical or other estimation techniques are used for such measurement, management must expect the same result as would have been obtained from measurement of all the individual assets or liabilities that constitute the hedged item.  It is not appropriate to assume that changes in the fair value of the hedging instrument equal changes in the value of the hedged item.

A34.
Paragraph 154151 requires that if the hedged item for a particular maturity time period is an asset, the change in its value is presented in a separate line item within financial assets. Conversely, if the hedged item for a particular maturity time period is a liability, the change in its value is presented in a separate line item within financial liabilities.  These are the separate line items referred to in paragraph A26(f).  Specific allocation to individual assets (or liabilities) is not required. 

A35.
Paragraph A26(h) notes that ineffectiveness will arise to the extent that the change in the fair value of the hedged item that is attributable to the hedged risk differs from the change in the fair value of the hedging derivative.  Such a difference may arise for a number of reasons, including:

(a)
actual repricing dates being different from those expected, or expected repricing dates being revised;

(b)
items in the hedged portfolio becoming impaired or being derecognised; 

(c)
the payment dates of the hedging instrument and the hedged item being different; and 

(d)
other causes (e.g. if some of the hedged items bear interest at a rate below the benchmark rate for which they are designated as being hedged). 

All material ineffectiveness shall be identified and recognised in profit or loss. 

A36.
An entity tests for ineffectiveness periodically.  If estimates of repricing dates change between one date on which an entity assesses ineffectiveness and the next, it shall calculate the amount of ineffectiveness as follows:

(a) 
it calculates the percentage of the assets (or liabilities) in each maturity time period that was hedged, based on the estimated repricing dates at the last date it tested for ineffectiveness.

(b)
it applies this percentage to its revised estimate of the amount in that maturity time period to calculate the amount of the hedged item based on its revised estimate.

(c)
it calculates the change in the fair value of its revised estimate of the hedged item that is attributable to the hedged risk and presents it as set out in paragraph A26(f). 

Ineffectiveness is the difference between the amount determined in (c) and the change in the fair value of the hedging instrument (see paragraph A26(g)).

A37.
To measure ineffectiveness, the entity distinguishes revisions to the estimated repricing dates of existing assets (or liabilities) from the origination of new assets (or liabilities), with only the former giving rise to ineffectiveness.  Once ineffectiveness has been recognised as set out above, the entity establishes a new estimate of the total assets (or liabilities) in each maturity time period, including new assets (or liabilities) that have been originated since it last tested for ineffectiveness, and designates a new amount as the hedged item and a new percentage as the hedged percentage.  The procedures set out in paragraph A36 are then repeated at the next date it tests for ineffectiveness.

A38.
As each time period expires, items that were originally scheduled into it will be derecognised because of prepayment, maturity, write-offs due to impairment or sale. When this occurs, any amount included in the separate line item referred to in paragraph A26(f) that relates to that maturity time period shall be removed from the balance sheet, and included in the gain or loss that is recognised on derecognition.  For example, assume an entity schedules into three maturity time periods.  At the previous redesignation, the change in fair value reported in the single line item on the balance sheet was an asset of CU25.  That amount represents amounts attributable to periods 1, 2 and 3 of CU7, CU8 and CU10, respectively.  At the next redesignation, the assets attributable to period 1 have either been realised or rescheduled into other periods.  CU7 is therefore derecognised from the balance sheet and recognised in profit or loss. CU8 and CU10 are now attributable to periods 1 and 2 respectively.  All three periods are then adjusted, as necessary, for changes in fair value as described in paragraph A36.

A39.
In addition to expected prepayments and maturities, assets (or liabilities) contained in the hedged portfolio may be derecognised for other reasons, e.g. because they are repaid other than as expected, are sold, or become impaired.  When derecognition occurs, any amount included in the separate line item referred to in paragraph A26(f) that relates to those items shall similarly be removed from the balance sheet and included in the gain or loss that is recognised on their derecognition.  For this purpose, it is necessary to know the maturity time period(s) into which the derecognised item was scheduled, because this determines the maturity time period(s) from which to remove it and hence the amount to remove from the separate line item referred to in paragraph A26(f).  For example, when a loan is derecognised, if it can be determined in which time period it was included, it is removed from that time period; if not, it is removed from the earliest available time period. 

A40.
As an illustration of the requirements of the previous two paragraphs, assume that an entity scheduled assets by allocating a percentage of the group into each maturity time period. Assume also that it scheduled CU100 into each of the first two time periods.  When the first maturity time period expires, CU110 of assets are derecognised (because of expected repayments, unexpected repayments, impairment and sales).  In this case, all of the amount contained in the separate line item referred to in paragraph A26(f) that relates to the first time period is removed from the balance sheet, plus 10 per cent of the amount that relates to the second time period. 

Illustrative Example

This [draft] example accompanies, but is not part of, the [draft] Standard.

Facts
E1.
At the beginning of month 1, Company A identifies a portfolio comprising assets of CU300 million and liabilities of CU250 million whose interest rate risk it wishes to hedge.  The entity views all of the items in the portfolio as fixed rate items.  The liabilities include demand deposit liabilities.

IE2.
For risk management purposes, Company A analyses the principal amount of all items in the portfolio into maturity time periods based on expected repricing dates.  The company uses monthly time periods and schedules items for the next five years (i.e. it has 60 separate monthly time periods).  The portfolio includes a group of similar prepayable assets that Company A allocates into time periods based on the expected prepayment dates, by allocating a percentage of the group, rather than individual items, into each time period.  The portfolio also includes a group of similar demand deposits that the entity expects to repay between one and five years and that, for risk management purposes, are scheduled into time periods on this basis.

IE3.
Based on this analysis, Company A decides what amount it wishes to hedge in each time period.  This example deals only with the 12-13 month time period (a similar procedure would be applied for each of the other 59 time periods).  Company A has scheduled assets of CU100 million and liabilities of CU80 million into this time period.  All of the liabilities are demand deposits. Company A decides, for risk management purposes, to enter into an interest rate swap to pay a fixed rate and received LIBOR, with a notional principal amount of CU20 million and a fixed life of 12.5 months.

IE4.
Company A tests for ineffectiveness on a monthly basis.  At the end of month 1, when it next tests for ineffectiveness, LIBOR has risen.  Based on historical prepayment experience, Company A estimates that, as a consequence, prepayments will be slower than previously estimated.  As a result it re-estimates the amount of assets scheduled into this time period (excluding new assets originated during the month) to be CU120 million. 

IE5.
At the end of month 1, the fair value of the interest rate swap is CU2 million (i.e. the swap is an asset).  Also, Company A estimates that, excluding the effect that the change in interest rates has had on expected prepayments, the fair value of the assets in this time period has fallen by CU0.10 for every CU1 in the time period (i.e. in this example it is assumed that no ineffectiveness arises from causes other than prepayments).

Accounting treatment

IE6.
At the beginning of month 1, Company A designates as the hedged item an amount of CU20 million of assets in the 12-13 month time period.  It designates as the hedged risk the change in the value of the hedged item (i.e. the CU20 million of assets) that is attributable to changes in LIBOR.  It also complies with the other designation requirements set out in paragraph 142(a) of the Standard.

IE7.
Company A designates as the hedging instrument the interest rate swap described in paragraph IE3.

IE8.
At the end of month 1, Company A computes the change in the fair value of the hedged item, taking into account the change in estimated prepayments, as follows:

(a)
First, it calculates the percentage of the initial estimate of the assets in the time period that was hedged. This is 20 per cent (CU20,000 / CU100,000 x 100 per cent).

(b)
Second, it applies this percentage (20 per cent) to its revised estimate of the amount in that time period (CU120 million) to calculate the amount that is the hedged item based on its revised estimate.  This is CU24 million.

(c)
Third, it calculates the change in the fair value of this revised estimate of the hedged item (CU24 million) that is attributable to changes in LIBOR.  This is CU2.4 million (CU24 million x 0.10 per CU) 
IE9.
Company A makes the following accounting entries relating to this time period:

Dr Derivative asset
CU2 million

Cr Income statement (gain)
CU2 million

To recognise the change in the fair value of the derivative.

Dr Income statement (loss)
CU2.4 million

Cr Separate line item (within financial assets)
CU2.4 million

To recognise the change in the fair value of the hedged item.

IE10.
The net result is to recognise a loss of CU0.4 million.  This represents ineffectiveness in the hedging relationship.

IE11.
Company A then repeats the steps set out in paragraphs IE6-IE8 for month 2, based on its revised estimate of the amount of assets in the time period.  For example, if at the start of month 2 it estimates that it has assets (including new assets originated in month 1) of CU130 million and liabilities of CU112 million, it could designate CU18 million as the hedged item and adjust the amount of the interest rate swaps to CU18 million (e.g. by taking out an offsetting swap with a notional principal amount of CU2 million).

IE12.
It should be noted that at the end of month 1, Company A reported an amount of CU2.4 million relating to this time period as a contra-asset, in a line item adjustment to financial assets.  This amount will be adjusted in each of the next 12 months to reflect the change in the value of the hedged item in each of those months.  Whatever amount remains in the balance sheet in 12 months’ time must be removed, as the time period to which it relates expires.

Appendix
The Principles that Underlie FRS 39’s Requirements for

Derivatives and Hedge Accounting

This appendix sets out the principles that underlie FRS 39’s requirements for derivatives and hedge accounting. 

Principles underlying the ED’s requirements – derivatives

1.
The following principles underlie the ED’s requirements for derivatives:

(a)
Derivative contracts create rights and obligations that meet the definition of assets and liabilities and, as a result, should be recognised.

(b)
Fair value is the only relevant measurement basis for derivatives, because it is the only method that provides sufficient transparency in the financial statements.  The cost of most derivatives is nil or immaterial.  Hence if they were to be reported at cost, they would not be included in the balance sheet at all and their success (or otherwise) in reducing risk would not be visible.  In addition, the value of derivatives often changes disproportionately in response to market movements (put another way, they are highly leveraged or carry a high level of risk).  Fair value is the only measurement basis that can capture this leveraged nature of derivatives—information that is essential to communicate to investors the nature of the rights and obligations inherent in derivatives.

Principles underlying the ED’s requirements – hedge accounting

2.
Hedge accounting allows entities to depart selectively from the normal accounting treatment that would otherwise be applied to the items included in the hedging relationship.  In particular, cash flow hedge accounting provides an exception by deferring the recognition in the income statement of derivative gains and losses, whereas fair value hedge accounting provides an exception by accelerating the recognition of gains and losses on the hedged item. Hence hedge accounting principles are needed to provide discipline over the use of hedge accounting.  Without such principles, the exceptions noted above would permit a free choice over when to recognise gains and losses.  These hedge accounting principles fall into two groups:

(a) 
those that underlie the ED’s conditions for when a hedging relationship qualifies for hedge accounting (paragraph 3); and 

(b)
those that underlie the ED’s requirements for the accounting treatment of a qualifying hedging relationship (paragraph 4).

3.
A hedging relationship should qualify for hedge accounting only when the hedging relationship is:

(a)
clearly defined by designation and documentation;

(b)
reliably measurable; and

(c)
actually effective.

4.
As regards the accounting treatment of a qualifying hedging relationship:

(a)
to the extent that a hedging relationship is not effective, the ineffectiveness is recognised immediately in the income statement.

(b)
to the extent that a hedging relationship is effective, the offsetting gains and losses on the hedging instrument and the hedged item are recognised in the income statement at the same time.

(c)
only items that meet the definitions of assets and liabilities are recognised as such in the balance sheet.

( The repricing date of an item is the date on which the item will be repaid or repriced to market rates. 


( paragraphs 124121 and 126F123F





