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assist them in following the IFRIC’s discussion. Views expressed in this document
are identified by the staff as a basis for the discussion at the IFRIC meeting. This
document does not represent an official position of the IFRIC. Decisions of the IFRIC
are determined only after extensive deliberation and due process. IFRIC positions
are set out in Interpretations.

Note: The observer note is based on the staff paper prepared for the IFRIC.
Paragraph numbers correspond to paragraph numbers used in the IFRIC paper.
However, because the observer note is less detailed, some paragraph numbers are not
used.

INFORMATION FOR OBSERVERS
IFRIC meeting: March 2007, London

Project: Review of Tentative Agenda Decisions
IAS 39 Financial Instruments: Recognition and
Measurement - Assessing hedge effectiveness of an interest
rate sway in a cash flow hedge
(Agenda Paper 8(v))

Tentative agenda decision published in January 2007 IFRIC Update

The IFRIC was asked whether, when an entity designates an interest rate swap as a
hedging instrument in a cash flow hedge, the entity is allowed to consider only the
undiscounted changes in cash flows of the hedging instrument and the hedged item in
assessing hedge effectiveness for hedge qualification purposes.

The IFRIC noted that when an interest rate swap is designated as a hedging
instrument, a reason for ineffectiveness is the mismatch of the timing of interest
payments or receipts of the swap and the hedged item. To take into account the
timing of cash flows from interest payments or receipts in assessing hedge

effectiveness, entities need also to take into account the time value of money.

IAS 39 states that ineffectiveness arises when the principal terms of the hedged item
do not match perfectly with those of the hedging instrument (see paragraph AG108 of
IAS 39). In addition, IAS 39 paragraph 74 does not allow the bifurcation of the fair




value of a derivative hedging instrument for hedge designation purposes, unless the
derivative hedging instrument is an option or a forward contract. The IFRIC observed
that a consequence of a comparison between changes in undiscounted cash flows of
an interest rate swap and changes in undiscounted cash flows of the hedged item for
assessing hedge effectiveness is that only a portion of the movements in fair value of

the swap is taken into account.

In the light of the above requirements in IFRSs, the IFRIC did not expect significant
diversity in practice in the application of those requirements. [The IFRIC, therefore,
decided] not to take the issue onto the agenda.



