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Since this ED may be modified as a result of comments received, the Council on Corporate Disclosure and Governance would like to hear both from those who agree with the proposals contained in the ED and from those who do not.

Comments are most helpful if they indicate the specific paragraph or group of paragraphs to which they relate, clearly explain the problem and provide a suggestion for alternative wording with supporting reasoning.
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Background

1.
In July 2002, an Exposure Draft of limited improvements to the predecessor of FRS 32 Financial Instruments: Disclosure and Presentation and FRS 39 Financial Instruments: Recognition and Measurement (ED/SAS 48) were issued by the Institute of Certified Public Accountants of Singapore (ICPAS) and, in July 2004, the Council on Corporate Disclosure and Governance (CCDG) issued a revised version of the two Standards.
2.
A principle in FRS 39 is that entities can obtain hedge accounting only for transactions that involve a party external to the entity.  Among the revisions to FRS 39 made in 2004 was the inclusion of an exception to this principle.  This exception, previously contained in Guidance on Implementation (IGC) 137-13 Intra-group monetary item that will affect consolidated net income, allows the foreign currency risk in an intragroup monetary item to be designated as the hedged item in consolidated financial statements as long as the intragroup item results in an exposure to foreign exchange rate gains or losses that are not fully eliminated on consolidation under FRS 21 The Effects of Changes in Foreign Exchange Rates.  However, the revised FRS 39 does not allow a forecast intragroup transaction to be designated as the hedged item in a foreign currency cash flow hedge in consolidated financial statements.  This was allowed by the previous version of FRS 39 as interpreted by IGC 137-14 Forecasted intra-group foreign currency transactions that will affect consolidated net income.

3.
After the revised FRS 39 was issued, the following concerns were raised:
(a)
it is common practice for entities to designate a forecast intragroup transaction as the hedged item.  Also, previously, IGC 137-14 (now deleted) permitted the designation of the forecast intragroup transaction as the hedged item in a foreign currency cash flow hedge, provided the conditions prescribed in the IGC were met.

(b)
some entities using FRSs and entities that are planning to adopt FRSs in 2005 have established a practice of designating forecast intragroup transactions as hedged items and have entered into derivative instruments to hedge the resulting exposures.

(c)
the revised FRS 39 creates a difference from US GAAP because SFAS 133 Accounting for Derivative Instruments and Hedging Activities permits hedge accounting for foreign currency risk on forecast intragroup transactions.

4.
It was noted that the revised FRS 39 permits entities that had designated a forecast intragroup transaction as the hedged item to obtain hedge accounting by designating a highly probable forecast external transaction as the hedged item.  It was noted that if the hedge is designated in this way, entities can use the forecast intragroup transaction as part of the tracking mechanism (or ‘audit trail’) for associating the hedging instrument with an external transaction.  Also if, as is often the case, the external transaction is for a higher amount than the intragroup transaction, the entity could designate a part of the highly probable forecast external transaction as the hedged item.

5.
However, it was also noted that there was confusion among constituents about whether the designation outlined in paragraph 4 is permitted by the revised FRS 39.  Accordingly, it is decided to clarify that in consolidated financial statements a group can designate as the hedged item, in a foreign currency cash flow hedge, a highly probable forecast external transaction denominated in the functional currency of the entity (e.g. subsidiary) entering into the transaction, provided that the transaction gives rise to an exposure that will have an effect on consolidated profit or loss (i.e. is denominated in a currency other than the group’s presentation currency).

6.
It is also decided to propose that the effective date of the proposed amendment would be accounting periods beginning on or after 1 January 2006, with earlier application permitted.
Invitation to Comment

The Council on Corporate Disclosure and Governance (CCDG) 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, when applicable, provide a suggestion for alternative wording.

Comments should be submitted in writing so as to be received no later than 8 September 2004.

Question 1

Do you agree with the proposals in this Exposure Draft?  If not, why not?  What changes do you propose and why?

Question 2

Do the proposals contained in Exposure Draft appropriately address the concerns set out in paragraph 3 of the Background on this Exposure Draft?  If not, why not, and how would you address these concerns?

Question 3

Do you have any other comments on the proposals?

In the Standard, [draft] paragraph 110 is added.

Effective Date and Transition

110.
An entity shall apply [draft] paragraph AG99A for annual periods beginning on or after 1 January 2006. Earlier application is permitted.

In the Application Guidance, [draft] new paragraph AG99A is added, as below.
Appendix A

Application Guidance
Hedged Items (paragraphs 78–84)

Qualifying Items (paragraphs 78-80)

AG99A.
In consolidated financial statements a group can designate as the hedged item, in a foreign currency cash flow hedge, a highly probable forecast external transaction denominated in the functional currency of the entity (e.g. subsidiary) entering into the transaction, provided the transaction gives rise to an exposure that will have an effect on consolidated profit or loss (i.e. is denominated in a currency other than the group’s presentation currency).
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