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Recognition and Measurement Exposures Qualifying for Hedge Accounting

Grant Thornton International is pleased to comment on the International Accounting
Standards Board's (the Board) Exposure Draft of Proposed Amendmentsto IAS 39
Financial Instruments: Recognition and Measurement (1AS 39) Exposures Qualifying for
Hedge Accounting (the Exposure Draft).

We support most of the proposalsin the Exposure Draft. As the Board acknowledges,
these proposasare rules-based. We generally prefer standards to take a principles-based
approach. However, IAS 39's requirements on hedge accounting are of course an
exception to the basic requirements on accounting for financia instruments and hedge
accounting isalso optional. We consider that it isimportant even (and perhaps
especialy) in a principle-based system that exceptions and options are clearly
demarcated. We believe that these proposals will improve the clarity and
understandability of IAS 39's requirements on hedge accounting and support them on
that basis.

Our responses to the questionsin the Exposure Draft's Invitation to Comment are set
out below.

Question 1 — Specifying the qualifying risks

The proposed amendmentsrestrict therisks qualifying for designation as hedged
risksto thoseidentified in paragraph 80Y.

Do you agree with the proposal to restrict therisksthat qualify for designation as
hedged risks? If not, why? Arethereany other risksthat should beincluded in
the list and why?

We agree with the proposed approach of specifying the risks eligible for designation as
hedged risks. The risksidentified in paragraph 80Y appear to be appropriate subject to
the following concern with paragraph 80Y ().

Paragraph 80Y (€) permits the designation of "the risks associated with the contractually
specified cash flows of a recognised financial instrument”. Paragraph 80Z(d) aso
permits designation (as a portion of the cash flows of an instrument) of "any
contractually specified cash flows of afinancia instrument that are independent of the
other cash flows of that instrument”. These two paragraphs seem to address dightly
different points. However, this difference is subtle and the current wording seems
likely to cause confusion.
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The intention of paragraph 80Y (€) seems to be to permit designation (as a hedged risk)
of changesin value or cash flows due to changesin avariable that is specified in the
terms of the instrument and alters the cash flows of an instrument. Paragraph 80Z(d)
deals with the components of the total cash flows of an instrument rather than the
factors that might cause those cash flows to change. We recommend that

paragraph 80Y (€) isamended to clarify itsintent and relationship to paragraph 80Z(d).

Question 2 — Specifying when an entity can designate a portion of the cash flows
of afinancial instrument asa hedged item

The proposed amendments specify when an entity can designate a portion of the
cash flows of a financial instrument asa hedged item. Do you agree with the
proposal to specify when an entity can designate a portion of the cash flows of a
financial instrument asa hedged item? If you do not agree, why?

Arethereany other situationsin which an entity should be permitted to designate
aportion of the cash flows of a financial instrument asa hedged item? If so,
which situations and why?

We agree with the proposal to specify when an entity can designate a portion of the
cash flows of afinancid instrument as a hedged item. We have no additional
suggestions as to other situationsin which portions of cash flows should be eligible for
designation.

Question 3 — Effect of the proposed amendments on existing practice

Theaim of the proposed amendmentsisto clarify the Board’soriginal intentions
regarding what can be designated as a hedged item and in that way to prevent
divergencein practice from arising.

Would the proposed amendmentsresult in a significant change to existing
practice? If so, what would those changes be?

We do not believe the proposals would result in asignificant change to existing practice.

Question 4 — Transition
The proposed changes would berequired to be applied retrospectively.

Istherequirement to apply the proposed changesretrospectively appropriate? |f
not, what do you propose and why?

We consider the proposed requirements on transition to be appropriate.
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If you have any questions on our response, or wish us to amplify our comments, please
contact our Director of International Financial Reporting, Andrew Watchman
(andrew.watchman@gtuk.com or telephone + 44 207 391 9510).

Y ourssincerely,
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Kenneth C Sharp
Global Leader - Assurance Services
Grant Thornton International
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