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Dear Madam

Proposed amendments to 1AS 39, Cash Flow Hedge Accounting of Forecast Intragroup
Transactions

We welcome the opportunity to provide comments on the Exposure Draft on behaf of the
Danish Indtitute of State Authorised Public Accountants (FSR).

The Danish Accounting Standards Commiittee has reviewed the ED and we summarize our
comments below.

Our comments have been presented for the Accounting Advisory Pane which consgts of &
ers and preparers of financial statementsin Denmark.

General comments
We agppreciate IASB’s effort to establish a method under which companies in fact can estab-
lish cash flow hedge accounting of intragroup transactions Smilar to the previous |G 137-14.

However, we do not agree with the way this method is established because the proposed solu-
tion is inconsstent with the concepts of functiond currency and presentation currency estab-
lished in IAS 21. We are therefore in line with those commentators referred to in BC 12 of the
ED and the dissenting opinion expressed in AV.

The implication of the ED is in fact that the presentation currency of the group will act as the
functiond currency of the group since hedging of transactions in the presentation currency of
the group is not permitted.

Thisis contradictive to the concept of IAS 21 for the following reason:
The presentation currency is chosen by the group and should have no impact on recogni-

tion and measurement in itself
Thereisno concept of agroup functiona currency under IAS 21



To illugrate the above:

A Danish group éects EUR as its presentation currency. A Singapore subsidiary of the Danr
ish Parent Company, which has SGD as its functiond currency, enters into sdes transaction
denominated in EUR. The subsdiary has no transactions with the Danish parent company and
therefore, Management of the subsidiary eects to cash flow hedge these transactions. Because
there is no exposure with respect of the presentation currency of the group the hedge transac-
tion must be diminated in the consolidated financial Statements. In our view such a treatment
does not reflect the economic substance of the transactions because the entity entering into the
transaction has in fact an exposure and this exposure should be reflected in the Group's finan
cia datements because from the parent companies view there is merdy a trandation risk.
This is emphasized by the fact that had the group — by incidence — chosen to present its finan-
cid satementsin DKK, the hedge transaction should not have been eiminated.

In our view, the best method to establish cash flow hedge accounting of intragroup transac-
tions is by changing paragraph 80 of IAS 39 so0 tha cash flow hedging of forecasted in
tragroup transactions between entities will be having different functiond currencies. We no-
tice that the posshility to establish hedge accounting of forecasted intragroup transactions
would converge 1AS 39 to US GAAP. Further the proposed changes would be more in line
with whet isindicated by the title of the ED.

Such a change could be made without violating the principles of IAS 21.

If, however, it has been IASB'’s intention that the presentation currency of the group should
actudly act as the functiond currency of the group, 1AS 21 should be changed to reflect that
fact. Should the IASB choose this way, we find that the presentation currency should no
longer be a matter of choice. Rather, it should be the functiond currency of the reporting ey

tity.

Specific comments
Appendix 1 sets out the answers to the question raised.

---00000---

If you would like further clarification of the points raised in this letter, we would be happy to
discuss these with you.

Yours sincerdy
Eskild Nerregaard Jakobsen Ole Steen Jargensen
Chairman of FSR's Accounting Head of Department

Standards Committee



Appendix 1

Question 1

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

We do not agree with the proposal because it contradicts the provisons of IAS 21. We prefer
a method alowing cash flow hedges of forecasted transactions between Group entities with
different functiond currencies edtablished by introducing permisson in IAS 39 itsf. This
could be done without violating the principles of IAS 21.

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?

We acknowledge that the proposal to some extent addresses the concerns set out in the back-
ground information on the exposure draft. However, establishing hedge accounting by linking
interna  transactions to externa transactions would gill require extensve effort from the
company. Our proposa set out in the answer to question 1 would smplify the gpplication and
in addition do this without violeting the principles of IAS 21.

Question 3
Do you have any other commentson the proposals?

No.



