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pose of this paper
1.

t the IASB
B’s hedge acccounting ex
xposure draaft commented
Some reespondents to
that theyy believed that
t the IAS
SB should aiim to achiev
ve convergeence with thhe
disclosu
ure requirem
ments in the FASB’s Sttatement of Financial Accounting
A
Standardds No. 161 Disclosuress about Derrivative Insttruments annd Hedging
Activitiees (SFAS 1661)1. They believed that the tabular disclosurres in the
exposurre draft go some way in
n achieving convergencce with thesse
requirem
ments, but thhat the IASB should allso aim to acchieve convvergence onn
other asppects in SFA
AS 161. It is worth nooting that this was onlyy raised by
respond
dents from thhe United States.
S

2.

This papper providess an analysiis of how SF
FAS 161 is different too the hedge
accounting disclosuures proposeed in the exxposure drafft and IFRS 7 Financiaal
Instruments: Discloosures.

3.

This papper does nott ask the Booard for a deecision.

1

SFAS
S 161 has beenn included in topic ASC 815 Derivativess and Hedging
g in the FASB’s codificationn.
This paaper refers to SFAS 161 forr ease of referrence.
This paper has been prrepared by the technical
t
staff of
o the IFRS Foundation for disccussion at a pub
blic meeting of th
he
IASB.
ws expressed in
n this paper are
e those of the sta
aff preparing the
e paper. They do
d not purport to
t represent the
The view
views of any individual members of the
e IASB.
ents made in relation to the app
plication of an IF
FRS do not purp
port to be accep
ptable or unacce
eptable applicattion of
Comme
that IFR
RS—only the IFR
RS Interpretatio
ons Committee or
o the IASB can
n make such a determination.
d
The ten
ntative decisions
s made by the IA
ASB at its publicc meetings are reported in IASB Update. Officcial pronouncem
ments
of the IA
ASB, including Discussion
D
Papers, Exposure Drafts,
D
IFRSs an
nd Interpretation
ns are published
d only after it ha
as
completted its full due process,
p
includin
ng appropriate public
p
consultation and formal voting
v
procedurres.
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Background
4.

According to the introduction of SFAS 161, the FASB Statement of Financial
Accounting Standards No. 133 Accounting for Derivative Instruments and
Hedging Activities (SFAS 133) does not provide adequate information about
how derivative and hedging activities affect an entity’s financial position,
financial performance and cash flows. SFAS 161 changes the disclosure
requirements for derivative instruments and hedging activities. Entities are
required to provide enhanced disclosures about:
(a)

how and why an entity uses derivative instruments;

(b)

how derivative instruments and related hedged items are accounted
for under SFAS 133 and its related interpretations; and

(c)

how derivative instruments and related hedged items affect an entity’s
financial position, financial performance and cash flows.

5.

The FASB decided to limit the scope of its disclosure project to derivative
instruments because of its desire not to delay the improved transparency
about the location and amounts of derivative instruments in an entity’s
financial statements.

A comparison of SFAS 161 and IFRSs (Hedge Accounting exposure draft
and IFRS 7)
6.

The staff have prepared a table illustrating the main differences between
SFAS 161, IFRS 7 and the proposed hedge accounting disclosure
requirements. This is followed by a short discussion of the main differences.
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SFAS 161

IFRS (Hedge Accounting exposure draft and IFRS 7)

Scope

Scope

Generally the disclosure requirements only apply to derivative

Exposure draft

instruments. However, some disclosures also apply to non-derivative
instruments that are designated and qualify as hedging instruments.

The proposed disclosure requirements apply to risk exposures the entity
decides to hedge and for which hedge accounting is applied.
IFRS 7
The disclosures apply to all financial instruments (not only derivative
instruments).
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Objectives

Objectives

Disclose information that enables users of financial statements to

Exposure draft

understand:

Disclose information that enables users of financial statements to understand:

(a) how and why an entity uses derivative instruments;

(a) an entity’s risk management strategy and how it is applied to manage risk;

(b) how derivative instruments and related hedged items are accounted for

(b) how the entity’s hedging activities may affect the amount, timing and

under SFAS 133 Accounting for Derivatives and Hedging Activities
and related interpretations; and
(c) how derivative instruments and related hedged items affect an entity’s
financial position, financial performance and cash flows.

uncertainty of its future cash flows; and
(c) the effect that hedge accounting has had on the entity’s statement of
financial position, statement of comprehensive income and statement of
changes in equity.
IFRS 7
Disclose information that enables users of financial statements to understand:
(a) the significance of financial instruments for the entity’s financial position
and performance; and

(SFAS 133 has been included in topic ASC 815 Derivatives and Hedging in
the FASB’s codification.)

(b) the nature and extent of risks arising from the financial instruments to
which the entity is exposed during and at the end of the period, and how
the entity manages those risks.
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Disclosures about how the instruments are used

Disclosures about how the instruments are used

The entity shall explain the objective for holding (or issuing) derivative

Exposure draft

instruments (or non-derivative instruments that are designated and qualify
as hedging instruments).

An entity shall explain its risk management strategy for each category of
risk exposure that it decides to hedge and for which hedge accounting is

The disclosure shall distinguish between those instruments used for risk

applied. This includes a description of how the entity uses the financial

management purposes and those used for other purposes.

instrument to manage the risk exposure arising from the hedged item.
IFRS 7
IFRS 7 does not have any direct disclosure requirement to provide
information on how and why particular financial instruments are used.
However, IFRS 7 does require qualitative and quantitative disclosures about
the nature and extent of risks arising from financial instruments and how
they are managed. As a result, entities would have to discuss their hedging
activities and risk management strategies so that users understand the nature
and extent of risks arising from financial instruments. However, IFRS 7
does not have requirements as specific as those of SFAS 161 in this regard.
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Tabular disclosure for amounts in the balance sheet

Tabular disclosure for amounts in the balance sheet

(a) The amount and location of the fair value amounts of derivative

Exposure draft

instruments reported in the statement of financial position.
(b) Information shall be separated by:
(i) asset and liability amounts;
(ii) those instruments that are designated as hedging instruments
and those that are not designated as hedging instruments; and

(a) The notional amount and fair value of the hedging instruments.
(b) The change in value on the hedged item presented in a separate line
item in the balance sheet2.
(c) The carrying amount of the cash flow hedge reserve.
(d) The information shall be separated by3:

(iii) type of derivative contract.

(i) asset and liability amounts;
(ii) type of hedge; and
(iii) risk category.
IFRS 7
There is no specific requirement for tabular disclosures. IFRS 7 requires
disclosures of the carrying values of financial instruments.

2

At the 27 April IASB meeting, the Board tentatively decided to the change to proposed presentation of fair value hedges. Refer to agenda paper 3 of that meeting.
The Board did not propose a specific level of aggregation or disaggregation for the information to be disclosed (ie by type of contract). Rather, the Board proposed that entities consider the
level of aggregation and disaggregation of other disclosures in IFRS 7 for the purpose of determining the appropriate level of aggregation or disaggregation for the tabular disclosures.
3
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Tabular disclosures for amounts in the statement of

Tabular disclosures for amounts in the statement of

comprehensive income

comprehensive income

(a) The location and amount of gains or losses, separated as follows:

Exposure draft

(i) Derivatives designated as hedging instruments in fair value

(a) The location and amount of gains or losses, separated as follows:

hedges and the related hedged items.

(i) Change in the value of the hedged item and hedging instrument

(ii) Gains or losses on derivative instruments designated in cash

for fair value hedges.

flow hedges recognised in OCI.

(ii) Changes in the value of the hedging instrument recognised in

(iii) Gains and losses on derivative instruments designated in cash

OCI for cash flow hedges.

flow hedges, which was reclassified form AOCI.

(iii) Hedge ineffectiveness recognised in profit or loss.

(iv) The amount of ineffectiveness recognised.
(v) Derivative instruments not designated or that do not qualify as
hedging instruments.

(b) The above disclosures shall be separated by type of derivative

(iv) Amount reclassified form AOCI.
(b) The above disclosures shall be separated by type of hedge and category
of risk.
IFRS 7

contract.
There is no specific requirement for tabular disclosures. IFRS 7 requires
disclosures of the carrying values of financial instruments and related gains
or losses.
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Disclosures about derivative instruments that are not designated or do

Disclosures about derivative instruments that are not designated or do

not qualify as hedging instruments

not qualify as hedging instruments

An entity may elect not to separately disclose gains or losses on derivative

Exposure draft

instruments that are not designated as hedging instruments by type of
contract. In that case the following must be disclosed:
(a) amount and location of the gains and losses; and
(b) a description of the nature of its trading activities and related risks and
how the entity manages those risks.

There is no equivalent disclosure requirement for items that do not qualify
for hedge accounting or for which hedge accounting is not applied—it is
outside the scope of the exposure draft to address this as it is document
about hedge accounting.
IFRS 7.

These disclosures will be separated by major type of item (for example,

IFRS 7 focuses on the effects of financial instruments on financial

foreign exchange, equity, commodity and credit).

statements, how those instruments expose the entity to risks and how those
exposures are managed. IFRS 7 does not require specific disclosures to
indicate which derivatives are designated as hedging instruments and which
are not—although some entities choose to provide this separation to explain
their hedging activities.
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Credit-risk related contingent features

Credit-risk related contingent features

Derivative instruments often contain contingent features that could result

Exposure draft

in an immediate payment to a counterparty on an agreement that is in a
liability position. In that case the following must be disclosed:
(a) The existence and nature of credit-risk related contingent features and

No equivalent disclosure requirement—it is outside of the scope of the
exposure draft as it is not specific to hedge accounting.
IFRS 7

the circumstances in which the features could be triggered.
There is no specific requirement in IFRS 7. However, IFRS 7 does require
(b) The aggregate fair value of the derivative instruments that contain

an entity to disclose:

credit-risk related contingent features.
(a) qualitative disclosures about exposures to risk and how those exposures
(c) The aggregate fair value of assets, which are already posted as

are managed; and

collateral at the end of the reporting period, and the aggregate fair
value of additional assets that would be required to be posted if the
credit-risk related contingent feature were triggered.

(b) quantitative disclosures about risk exposures based on information
provided to key management personal

(As part of the application guidance of quantitative liquidity risk
disclosures, paragraph B11F(f) of IFRS 7 contains a similar disclosure
requirement).
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Staff analysis
Scope of the disclosure requirements

7.

SFAS 161, the IASB’s exposure draft on hedge accounting and IFRS 7 all
have a different focus. This is clear when comparing the scope and the
objectives of each. For example:
(a)

SFAS 161—focuses on how and why an entity uses derivatives. The
standard is relevant whether applying hedge accounting or not. (It
also applies to non-derivatives designated as hedging instruments).

(b)

IFRS 7—focuses on financial instruments (not just derivatives) and
the risks they expose an entity to and how those risks are managed. it
is not limited to when hedge accounting is applied.

(c)

Hedge accounting exposure draft—focuses on how and why an
entity uses financial instruments (hedging instruments) to manage
risk exposures (arising from hedged items). These disclosures only
apply if an entity hedges a risk exposure and elects to apply hedge
accounting.

8.

The proposed hedge accounting disclosures in the exposure draft will ( subject
to changes made during redeliberations) ultimately replace the hedge
accounting disclosures currently in IFRS 7. If the Board wanted to consider
convergence between SFAS 161 and IFRS 7, it would need to:
(a)

consider amending IFRS 7 to include an objective of providing
information that enables users of financial statements to understand
how and why an entity uses a derivative instrument (irrespective of
electing to use hedge accounting).

(b)

consider whether it would want to investigate disclosures about how
and why derivatives are being used or extend this to financial
instruments more generally.
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9.

The staff thinks that exploring such disclosure requirements falls outside the
scope of the hedge accounting project. That is because this information is
focused on all derivative instruments (or possibly all financial instruments
depending on the scope) an entity holds whether designated as hedging
instruments or not. In other words, irrespective of whether an entity elects to
apply hedge accountiwhether would be required to disclose how and why it
uses its derivative instruments. Consequently, the staff believe that exploring
such disclosures would require a holistic consideration of IFRS 7 rather than a
specific consideration of hedge accounting4.

10.

Refer to agenda paper 1A for a discussion of the scope of the IASB’s proposed
hedge accounting disclosures.

How and why the entity uses the instruments

11.

Both SFAS 161 and the proposed hedge accounting disclosures require some
information to be disclosed about the objectives of holding hedging
instruments. However, as mentioned above, the scope of the documents are
different. for derivatives SFAS 161 goes beyond just hedging instruments.
However, for non derivatives SFAS 161 limits the information to be disclosed
to instruments designated as hedging instruments.

12.

Consequently, SFAS 161 and the proposed hedge accounting disclosures
should provide similar information for the purpose of understanding how an
entity manages a particular risk using a particular hedging instrument.
However, SFAS 161 has more specific disclosure requirements on the
objectives of holding derivative instruments, for which an entity elects not to
apply hedge accounting. However, IFRS 7 requires qualitative and
quantitative disclosures about the nature and risks arising from financial
instruments. Consequently, albeit not as specific as SFAS 161, IFRS 7 does

4

Any extension of the scope of the proposed disclosure requirements would result in a re-exposure of the
disclosure requirements in the hedge accounting exposure draft.
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provide disclosures about risks and risk management for derivatives (and other
instruments) for which hedge accounting is not applied.
13.

Refer to agenda paper 1B for a discussion of the IASB’s proposed disclosure
requirements about the entity’s risk management strategy.

Tabular disclosures

14.

Both SFAS 161 and the proposed hedge accounting disclosures require some
information to be disclosed in tabular format so that users of financial
statements can understand how hedge accounting has affected the financial
statements.

15.

However, SFAS 161 also requires tabular disclosures that distinguish between
derivatives designated as hedging instruments and those that are not. The
IASB’s exposure draft does not require this information.

16.

The tabular disclosures of SFAS 161 and the proposed hedge accounting
disclosures are similar in that they both require the following information:
(a)

The fair value of the hedging instruments.

(b)

For fair value hedges, the amount of ineffectiveness recognised in
profit or loss.

(c)

For cash flow hedges and hedges of net investments in foreign
operations:
(i)

the amount recognised in OCI;

(ii)

the amount reclassified from OCI; and

(iii) the ineffectiveness recognised in profit or loss.
17.

However, there are some differences between the tabular disclosures. These
differences are as follows:
(a)

The hedge accounting exposure draft requires all the amounts
recognised in the balance sheet that relate to hedge accounting to be
disclosed. This includes the balance of the cash flow hedge reserve.
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These amounts shall be separated by each category of risk being
managed. SFAS 161 does not require the same information.
(b)

SFAS 161 requires the information to be disclosed by type of
derivative contract. in contrast our proposed hedge accounting
disclosures do not prescribe the level of aggregation or
disaggregation. For the purpose of the hedge accounting disclosures,
entities have to apply judgment and consider the level of aggregation
or disaggregation used for other disclosures in IFRS 7 (and IFRS 13
Fair Value Measurement).

(c)

The hedge accounting exposure draft requires entities to disclose the
separate line item recognised in profit or loss as a result of a hedge of
a net position by risk category. SFAS 161 has no such requirement
because that specific accounting treatment is not allowed in US
GAAP and thus is not relevant.

(d)

SFAS 161 requires that the information about recognised gains and
losses be disclosed by type of derivative contract. The IASB’s hedge
accounting exposure draft requires information about gains and losses
to be disclosed by type of risk category.

18.

The tabular disclosures in SFAS 161 have a different focus than the proposed
tabular disclosures in the exposure draft.
(a)

SFAS 161: the tabular disclosures provide information about hedging
instruments and hedged items from an accounting perspective. In
other words, it focuses on dissecting the information based on the
hedging relationships.

(b)

The IASB exposure draft: the tabular disclosures provide information
about each hedging strategy under each risk category. In other words,
it focuses on dissecting the information based on the hedging
strategies.
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19.

Refer to agenda paper 1C for a discussion of the IASB’s proposed disclosures
about the effects of hedge accounting on the financial statements.

Amount, timing and uncertainty of future cash flows

20.

the IASB's exposure draft is focussed on disclosures from a risk perspective.
TheRefore the IASB’s exposure draft proposes that entities disclose
quantitative information so that users of financial statements can evaluate the
types of risk exposures being managed in each risk category, the extent to
which each type of risk exposure is hedged and the effect of the hedging
strategy on each type of risk exposure.

21.

SFAS 161 does not contain similar requirements.

22.

Refer to agenda paper 1D for a discussion of the IASB’s proposed disclosures
about amount, timing and uncertainty of future cash flows.

Credit-risk related contingent features

23.

SFAS 161 requires disclosures about credit-risk related contingent features.
These disclosures provide users of financial statements with information on
contingent features that could result in an immediate payment to a
counterparty on an agreement that is in a liability position.

24.

Because credit-risk related contingent features are not directly linked to hedge
accounting, the IASB’s hedge accounting exposure draft does not require such
information to be disclosed. However, the staff note that paragraph B11F(f) of
IFRS 7 requires similar information to be disclosed. That paragraph states that
an entity should consider providing disclosure whether the entity as
instruments that include accelerated repayment terms (eg on the downgrade of
the entity’s credit rating). Paragraph B11F(f) is part of the application
guidance in IFRS 7 on quantitative liquidity risk disclosures.

25.

As mentioned earlier in this paper, the scope of SFAS 161 is different to that
of the IASB’s exposure draft on hedge accounting and IFRS 7. If the board
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wants to address this issue the staff believes that disclosures about credit-risk
related contingent features in derivative instruments are something that should
be considered more comprehensively in the context of IFRS 7 and not as part
of hedge accounting (see agenda paper 1A for a discussion of the scope of the
IASB’s proposed hedge accounting disclosures).
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