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This paper has been prepared for discussion at a public meeting of the IFRS Interpretations Committee. 
Comments made in relation to the application of an IFRS Standard do not purport to be acceptable or 
unacceptable application of that IFRS Standard—only the IFRS Interpretations Committee or the 
International Accounting Standards Board (the “Board”) can make such a determination. Decisions made 
by the IFRS Interpretations Committee are reported in IFRIC Update. The approval of a final 
Interpretation by the Board is reported in IASB Update. 

Introduction 

1. In November 2015, the IFRS Interpretations Committee (‘the Interpretations 

Committee’) discussed how hedge effectiveness should be determined when 

accounting for hedges of a net investment in a foreign operation (‘net investment 

hedges’) in accordance with IFRS 9 Financial Instruments.  More specifically, the 

Interpretations Committee discussed whether the ‘lower of test’ that is required for 

cash flow hedges should also be applied in determining the effective portion of the 

gains or losses arising from the hedging instrument when accounting for net 

investment hedges.  

2. The Interpretations Committee considered the analysis prepared by the staff together 

with the feedback received from the outreach.  The majority of the responses received 

stated that few entities have yet adopted the hedging requirements in IFRS 9.  As a 

result, the answers received represented the current practice observed by the 

respondents of entities applying IAS 39 Financial Instruments: Recognition and 

Measurement, which did not indicate that the issue was widespread or that diversity in 

practice was significant.  In addition, the Interpretations Committee did not expect 

significant diversity to arise when IFRS 9 is adopted more widely.   

3. On the basis of the existing requirements and in the light of the outreach results 

received, the Interpretations Committee determined that neither an Interpretation nor 
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an amendment to the Standard was necessary.  Consequently, the Interpretations 

Committee decided to issue a tentative agenda decision not to add this issue onto its 

agenda.1  

Purpose of the paper 

4. The purpose of this paper is to: 

(a) provide a summary of the comments received on the tentative agenda 

decision;  

(b) set out our analysis of the comments received; and 

(c) propose a recommendation for a final agenda decision. 

Summary of comment letters  

5. The comment period for the tentative agenda decision ended on 21 January 2016.  We 

received four comment letters, which are reproduced in Appendix B to this paper.  

6. All of the comment letters received agreed with the Interpretations Committee’s 

tentative decision not to add this issue to its agenda.  One of the comment letters 

received disagreed, however, with particular aspects of the wording of the tentative 

agenda decision.  In particular, the respondent’s disagreement relates to the wording of 

the sentence marked in bold in the following paragraph of the tentative agenda 

decision:  

[…]  The Interpretations Committee observed that:  

a. paragraph 6.5.13 of IFRS 9 states that ‘Hedges of a net investment in a 
foreign operation … shall be accounted for similarly to cash flow hedges …’. 
Paragraph 6.5.13 (a), which focusses on net investment hedges, also has a 
reference to paragraph 6.5.11, which deals with the accounting for cash flow 
hedges; this includes the ‘lower of’ test. This indicates that the ‘lower of’ 
test should be applied when determining the effective portion of the gains 
or losses arising from the hedging instruments when accounting for net 
investment hedges. 

                                                 
1 The tentative agenda decision can be found at: http://media.ifrs.org/2015/IFRIC/November/IFRIC-Update-
November-2015.html  
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7. According to the respondent, the guidance relating to the ‘lower of’ test in paragraph 

6.5.11 (a) (ii) of IFRS 9 cannot be literally applied when accounting for net investment 

hedges because ‘it is a hedge of foreign exchange differences arising under 

IAS 21 The Effects of Changes in Foreign Exchange Rates on a net investment that is 

not measured at fair (or present) value and there are no hedged cash flows.’  

Paragraph 6.5.11(a)(ii) is reproduced below [emphasis added]:  

6.5.11 As long as a cash flow hedge meets the qualifying 
criteria in paragraph 6.4.1, the hedging relationship shall 
be accounted for as follows: 

(a) the separate component of equity associated with the hedged 
item (cash flow hedge reserve) is adjusted to the lower of the 
following (in absolute amounts): 
(i) the cumulative gain or loss on the hedging 

instrument from inception of the hedge; and 
(ii) the cumulative change in fair value (present 

value) of the hedged item (ie the present value of 
the cumulative change in the hedged expected 
future cash flows) from inception of the hedge. 

8. This respondent suggests that the Interpretations Committee should clarify that:  

(a) the effective portion of the gains and losses on the hedging instrument 

should be based on an approach similar to that set out in paragraph 6.5.11(a) 

for cash flow hedges; and  

(b) the amount calculated with respect with paragraph 6.5.11(a)(ii) may be 

determined in accordance with IAS 21 (ie the recognised translation 

differences on the hedged item rather than changes in fair value (present 

value)).   

Staff analysis of comment letters 

9. The matter that the respondent has requested to be clarified in the agenda decision 

relates to the fact that, in the case of net investment hedges, the cumulative changes of 

the hedged item will not be on the basis of fair value or present value but will, instead, 

be on the basis of translation differences.  Consequently, an entity will not be able to 

apply the ‘lower of’ test literally as it is drafted in paragraph 6.5.11(a)(ii) of IFRS 9 

but only similarly to the approach described in that paragraph of the Standard.   
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10. We note that, in the case of net investment hedges, the changes in the hedged item 

arising from the translation differences will also be required to be present valued in 

accordance with paragraph B6.5.4 of IFRS 9 which states that [emphasis added]:  

B6.5.4 When measuring hedge ineffectiveness, an entity shall 
consider the time value of money.  Consequently, the 
entity determines the value of the hedged item on a 
present value basis and therefore the change in the 
value of the hedged item also includes the effect of the 
time value of money.  

11. The objective of these requirements is that time value of money is considered when 

measuring the ineffectiveness of a hedging relationship.  In addition, the same is also 

required under paragraph 6.5.11(a)(ii) reproduced above.  Consequently, we think that 

the alignment between the requirements in paragraphs B6.5.4 and 6.5.11(a)(ii) would 

contribute to decrease the concerns expressed by this respondent.  

12. In addition, we note that the submission received requested clarification on the 

requirement in paragraph 6.5.13 of IFRS 9, which states ‘hedges of a net investment in 

a foreign operation […] shall be accounted for similarly to cash flow hedges […]’ 

(emphasis added).2  Specifically, the Interpretations Committee was asked to provide 

clarity on how ‘similarly’ should be understood (ie should ‘similarly’ be limited to the 

recognition of the gain or loss on the hedging instrument that is determined to be an 

effective hedge in other comprehensive income (OCI)?  Alternatively, should 

‘similarly’ also be understood to extend to the mechanics that are used for cash flow 

hedges (ie the ‘lower of’ test) for determining the portion of the gain or loss on the 

hedging instrument that is determined to be an effective hedge?).  Paragraph 6.5.13 is 

reproduced in footnote 2 of this agenda paper. 

                                                 
2 Paragraph 6.5.13 of IFRS 9 states:  

6.5.13 Hedges of a net investment in a foreign operation, including a hedge of a monetary item that is 
accounted for as part of the net investment (see IAS 21), shall be accounted for similarly to cash 
flow hedges: 
(a)  the portion of the gain or loss on the hedging instrument that is determined to be an 

effective hedge shall be recognised in other comprehensive income (see paragraph 6.5.11); 
and 

(b)  the ineffective portion shall be recognised in profit or loss.  
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13. On the basis of the comment letters received, it appears that the tentative agenda 

decision satisfactorily clarified this question.  In addition, none of the comments 

received in the outreach request noted that the application of the ‘lower of’ test for the 

accounting of net investment hedges raised questions about the measurement of the 

cumulative changes of the hedged items (ie the net investments).   

Staff recommendation 

14. We think that the requirements in paragraph 6.5.13 of IFRS 9 together with the 

Interpretation Committee’s tentative agenda decision provide clarity on the submission 

received.   

15. Consequently, we think the tentative agenda decision does not need to be modified to 

incorporate the respondent’s concern about its drafting as described in paragraphs 6–8 

of this paper.  The tentative agenda decision in Appendix A has only been amended to 

include some proposed editorial changes.  

Question for the Interpretations Committee 

Question for the Interpretations Committee 

Does the Interpretations Committee agree with the staff recommendation to finalise the 

agenda decision? 
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Appendix A—Agenda decision  

A1. We propose the following wording for the final agenda decision, which is marked 

from the tentative agenda decision.  The proposed changes are strictly editorial.  New 

text is underlined and deleted text if struck through. 

IFRS 9 Financial Instruments—Determining hedge effectiveness for net investment 
hedges  

The Interpretations Committee received a request to clarify how an entity should determine 
hedge effectiveness should be determined when accounting for net investment hedges in 
accordance with IFRS 9 Financial Instruments. Specifically, the submitter asked whether, 
when accounting for net investment hedges, an entity should apply the ‘lower of’ test that is 
required for cash flow hedges should also be applied for in determining the effective portion 
of the gains or losses arising from the hedging instrument when accounting for net investment 
hedges.  

The Interpretations Committee observed that:  

a. paragraph 6.5.13 of IFRS 9 states that ‘Hedges of a net investment in a foreign operation 
… shall be accounted for similarly to cash flow hedges …’. Paragraph 6.5.13 (a), which 
focusses on net investment hedges, also has a reference to paragraph 6.5.11, which deals 
with the accounting for cash flow hedges; this includes the ‘lower of’ test. This indicates 
that, when accounting for net investment hedges, an entity should apply the ‘lower of’ 
test should be applied when in determining the effective portion of the gains or losses 
arising from the hedging instruments when accounting for net investment hedges. 

b. the application of the ‘lower of’ test for in determining the effective portion of the gains 
or losses arising from the hedging instruments when accounting for net investment 
hedges, the application of the ‘lower of’ test avoids the recycling of exchange differences 
arising from the hedged items that have been recognised in other comprehensive income 
prior to the before the disposal of the foreign operation being disposed of. The 
Interpretations Committee noted that such an outcome would be aligned to with the 
requirements and principles of IAS 21 The Effects of Changes in Foreign Exchange 
Rates. 

In addition, the Interpretations Committee noted the following:  

a. it did not received no any evidence of significant diversity by between entities using 
applying IAS 39 Financial Instruments: Recognition and Measurement when in 
determining the effective portion of the gains or losses arising from the hedging 
instruments by applying the ‘lower of’ test when accounting for net investment hedges. 

b. few entities have yet adopted the hedging requirements in IFRS 9; consequently, it is too 
early to assess whether the issue is widespread. However, the Interpretations Committee 
did not expect significant diversity to arise when IFRS 9 is adopted more widely.  

In the light of the existing IFRS requirements in IFRS Standards, the Interpretations 
Committee determined that neither an Interpretation nor an amendment to a Standard was 
necessary.  Consequently, the Interpretations Committee and therefore [decided] not to add 
this issue to its agenda. 
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A2. We propose the following wording for the final agenda decision. 

IFRS 9 Financial Instruments—Determining hedge effectiveness for net investment 
hedges  

The Interpretations Committee received a request to clarify how an entity should determine 
hedge effectiveness when accounting for net investment hedges in accordance with 
IFRS 9 Financial Instruments. Specifically, the submitter asked whether, when accounting for 
net investment hedges, an entity should apply the ‘lower of’ test that is required for cash flow 
hedges in determining the effective portion of the gains or losses arising from the hedging 
instrument.  

The Interpretations Committee observed that:  

a. paragraph 6.5.13 of IFRS 9 states that ‘Hedges of a net investment in a foreign operation 
… shall be accounted for similarly to cash flow hedges …’. Paragraph 6.5.13 (a), which 
focusses on net investment hedges, also has a reference to paragraph 6.5.11, which deals 
with the accounting for cash flow hedges; this includes the ‘lower of’ test. This indicates 
that, when accounting for net investment hedges, an entity should apply the ‘lower of’ 
test in determining the effective portion of the gains or losses arising from the hedging 
instrument. 

b. in determining the effective portion of the gains or losses arising from the hedging 
instrument when accounting for net investment hedges, the application of the ‘lower of’ 
test avoids the recycling of exchange differences arising from the hedged item that have 
been recognised in other comprehensive income before the disposal of the foreign 
operation. The Interpretations Committee noted that such an outcome would be aligned 
with the requirements of IAS 21 The Effects of Changes in Foreign Exchange Rates. 

In addition, the Interpretations Committee noted the following:  

a. it did not receive any evidence of significant diversity between entities applying IAS 39 
Financial Instruments: Recognition and Measurement in determining the effective 
portion of the gains or losses arising from the hedging instrument by applying the ‘lower 
of’ test when accounting for net investment hedges. 

b. few entities have yet adopted the hedging requirements in IFRS 9; consequently, it is too 
early to assess whether the issue is widespread. However, the Interpretations Committee 
did not expect significant diversity to arise when IFRS 9 is adopted more widely.  

In the light of the existing requirements in IFRS Standards, the Interpretations Committee 
determined that neither an Interpretation nor an amendment to a Standard was necessary. 
Consequently, the Interpretations Committee decided not to add this issue to its agenda. 
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Appendix B—Comment letters received 
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