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Dear Sirs,

Comment letter on Exposure Draft — ED/2010/13 “Hedge Accounting”
Thank you for the opportunity to comment on the above exposure draft.

We support the overall direction of the proposals and are pleased to note that the proposals
generally better align hedge accounting with the entity’s risk management activities.

We are concerned that the proposals for hedges of a group of items and for net position
hedges produce results that we consider to lack logic, and fisk creating a lack of comparability
between the financial statements of similar entities.

The proposals for net position hedging are, we consider, likely to be of limited appeal due to
the prohibition on grossing up of the gains and losses on the net position.

Our responses to the questions posed by the board are attached as an appendix to this letter.
We do not presently engage in fair value hedging, and so have not provided a response to
questions 5(b), 9 and 14. We do not use credit derivatives {o manage credit risk and so have
not provided a response to question 15

Should you require clarification of any of the points raised either in this letter or the appendix,
please contact me. .

Yours faithfully

AS. W

Andrew Tempest
Group Reporting Manager

Background

easyJet operates a fleet of around 200 passenger-carrying|aircraft on short- and medium-haul
routes mainly in Europe with some routes to the Middle East and North Africa.

We use forward contracts to hedge:

- currency risk relating to revenues denominated in Eurgs and Swiss fra;r?cs,
— currency risk relating to US dollar expenditure on fuel and aircraft leasing, and
—  price risk relating to fuel purchases |

At 30 September 2010 we had hedged between 60% and 70% of our estimated exposures in
the twelve months to 30 September 2011 and lower percentages in the twelve months to 30
September 2012. It is not our current policy to hedge further than two years out.

We have, in the past, used collars and (to a limited extent) call options as hedging

nstruments, but do not presently do so.
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Appendix

Question 1

Do you agree with the proposed objective of hedge accounti

Yes

Question 2

Do you agree that a non-derivative financial asset and a nori

measured at fair value through profit or loss should be eligib

ng?

-derivative financial liability
le hedging instruments?

Yes, although where a natural hedge is present (for example EUR monetary assets naturally

hedged by EUR monetary liabilities) we think it likely that mg

designate a hedging relationship.

Question 3

Do you agree that an aggregated exposure that is a combin;

derivative may be designated as a hedged item?

Yes. We welcome the removal of the arbitrary rules in IAS39
should not prevent hedge accounting from being obtained wj
commercial logic to the combination of hedged items and he

Question 4

ny entities would not formally

ation of another exposure and a

. Hedge accounting principles
here there is an overall
dging instruments.

Do you agree that an entity should be allowed to designate as a hedged item in a hedging

relationship changes in the cash flows or fair value of an iter

risks (i.e. a risk component), provided that the risk compone
reliably measurable?
Yes, we consider that this is a sensible approach. We note t
paragraph B15 relate to contracts for the supply and purcha
think it would be helpful if the board were to develop a furthe
industry.

Question 5
(a) Do you agree that an entity should be allowed to design
of an item as the hedged item?
Yes - provided the arrangements have commercial subj
permit this.

Question 6
Do you agree with the hedge effectiveness requirements as
accounting?
Yes, in particular we welcome the use of qualitative assessr}

Question 7
(a) Do you agree that if the hedging relationship fails to mes
effectiveness assessment an entity should be required {
relationship, provided that the risk management objectiy
remains the same?
Yes, in principle. We note that assessing whether chang
around the hedge ratio that remains valid” is a subjectivi
judgment should be left to management of entities in co
auditors.
(b) Do you agree that if an entity expects that a designated
meet the objective of the hedge effectiveness assessme
proactively rebalance the hedge relationship?
We agree that an entity may, but should not be required
hedge relationship.

n attributable to a specific risk or
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hat both of the examples given in

se of oil or gas products, and
r example from a different

ate a layer of the nominal amount

stance there is no reason not to

a qualifying criterion for hedge
nents in suitable situations.

ot the objective of the hedge

o rebalance the hedging

re for a hedging relationship

es in fair value are "fluctuations

e judgment. The exercise of this
nsultation with advisors and

hedging relationship might fail to

2nt in the future, it may also

to, proactively rebalance the




While we understand at a high level what the board means b
concept and recommend that the board provide some illustra
understanding.

Question 8
(a) Do you agree that an entity should discontinue hedge ac

the hedging relationship (or part of a hedging relationshij

criteria (after taking into account any rebalancing of the f

applicable)?
(b) Do you agree that an entity should not be permitted to dj
hedging relationship that still meets the risk managemenn
basis of which it qualified for hedge accounting and that
qualifying criteria?

On balance, we think that voluntary de-designation shou
anti-avoidance measure to prevent entities from cherry-g
financial outcome.

Question 10
(a) Do you agree that for transaction related hedged items,
option’s time value accumulated in other comprehensive
accordance with the general requirements (e.g. like a ba
a non-financial asset or into profit or loss when hedged s
(b) Do you agree that for period related hedged items, the p,
relates to the current period should be transferred from &
comprehensive income to profit or loss on a rational bas
(¢) Do you agree that the accounting for the time value of of
extent that the time value relates to the hedged item (i.e.
determined using the valuation of an option that would h
match the hedged item)?

We agree that the proposals are sensible, and note that
explain what it means by “transferred ... to profit or loss
consider it necessary to further define “rational basis” bu
treatment over time is an essential part of a rational app
in fact pattern renders consistency inappropriate.

y “rebalancing” this is a new
tive examples to assist fuller

counting prospectively only when
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scontinue hedge accounting for a
t objective and strategy on the
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the board has chosen not to

on a rational bagis”. We do not
t note that consistency of

oach, save for where a change

We do not think that the requirement to use "aligned time value” will be easy to

implement. Very few entities will have the skills in-house|
While such services will likely be offered by third parties,
highly theoretical valuations may not result in useful fina

Question 11
Do you agree with the criteria for the eligibility of groups of it

We agree with the first two criteria, namely that all items in th
hedged items and that the items are managed on a group bg
purposes. If these criteria were not in place the overall objec
not be met.

We disagree with the prohibition on offsetting risk positions t
periods. We note and understand the board'’s logic in reachii
paragraphs BC188-BC173. However we consider that this p

It cannot be appropriate to be able to apply hedge accountin
transactions occur within a “reporting period" but not where §

to calculate aligned time value.
we consider that the use of such
ncial informaticn.

ems as a hedged item?

e group are individually eligible
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different reporting periods. To do so gives undue prominence to the reporting period (be it
quarterly or half-yearly).

The concept of a reporting period is an accounting convenience that has no direct relevance
to the day to day operations of the entity, including risk management. It is not logical that an
entity reporting quarterly finds that its hedge accounting optgns are fewer than those
available to an otherwise identical entity that reports half-yearly.

Question 12
Do you agree that for a hedge of a group of items with offsef
different line items in the income statement (e.g. in a net pos
instrument gains or losses recognised in profit or loss should

ting risk positions that affect
ition hedge), any hedging
be presented in a separate line

from those affected by the hedged items?
We disagree, for the following reasons:
1.

before or after gross profit? Where the entity is reporting

The net number is meaningless in the context of the incg
is reporting the income statement by function, should the

me statement. Where the entity
» gain or loss on hedging come
the income statement by nature,

and the hedged items are in several revenue and cost lipes, how does presenting the

hedge gain on one line provide useful financial informati

for “gross” hedges and another for “net” hedges is not lo

the view expressed at BC175 that requiring (it should no

up is inconsistent with general accounting principles

items into the primary statements save where there is a
so.

Question 13

(a) Do you agree with the proposed disclosure requirements?

The proposed disclosure requirements are detailed and
some of the language over-prescriptive, notably paragra
should be laid out in a logical manner that allows users
require, but we consider the proposals go too far in pres
achieved for hedge accounting.

The logical end point of applying this approach consister
prescriptive rules specifying exactly how financial staten
this would be highly undesirable for both preparers and

Some entities will need to disclose significantly more inf
activities than at present and may consider this to be co
not support a general opt-out from disclosure on the gro
However the board needs to balance the needs of prepg
disclosure requirements. If the requirements go too far, |
disclosure that is technically compliant while being blang

We think that the board should consider carefully the int
requirements in IFRS9 and disclosure requirements in If
requirements relating to financial instruments in two star|
unintentional conflicts in wording. We think that it would
requirements in IFRS7.

We also note the tendency for exposure drafts to intrody
requirements, making financial statements more comple

Where several cost lines contain hedged items, the expg
apportionment of the hedging gain or loss into those line

As a general principle we do not favour bringing addition
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believe that the board should allocate some time to detefmining areas where it might be
possible to reduce disclosure to ensure an appropriate balance between disclosure and
comprehensibility.

(b) What other disclosures do you believe would provide useful information (whether in
addition to or instead of the proposed disclosures) and why?

We have no suggested additional disclosures.

Question 16
Do you agree with the proposed transition requirements?

We agree that the proposals should be applied prospectively to all hedging relationships
extant at the proposed transition date (in our case this will be 1 October 2013). There will
need to be suitable transitional provisions to ensure that arrgngements entered into before the
transition date continue to qualify for hedge accounting.




