Comments on the IASB Request for Information: Post-implementation Review of IFRS 9 and IFRS 7 — Hedge Accounting Requirements (IASB/RFI/2026/1)
Indian context for these comments
Indian experience with Ind AS 109 hedge accounting comes mainly from listed and large unlisted corporates and NBFCs. These entities have applied the standard since Ind AS adoption began in 2016–17. Banking-sector experience remains limited because Ind AS implementation for scheduled commercial banks has been deferred. Our comments therefore reflect mainly non-financial corporates and NBFCs.
Features of the Indian environment that shape our comments:
· Regulated hedging market. Derivatives with Authorised Dealer banks are governed by RBI directions on risk management and inter-bank dealings. These permit hedging of contracted exposures and, within limits, anticipated exposures. Hedges must be supported by underlying exposure evidence. This creates a regulatory 'exposure' concept that sits alongside, but is not the same as, the IFRS 9 'highly probable' test.
· Large and persistent INR forward premium. The interest-rate differential between INR and USD makes the forward element of USD/INR forwards a significant, recurring cost. Its accounting under the cost of hedging approach (IFRS 9 paras 6.5.16 and B6.5.34–B6.5.39) has a material effect on reported margins.
· Foreign-currency borrowings swapped to INR. External commercial borrowings (ECBs) are commonly hedged with cross-currency interest rate swaps. Foreign currency basis spreads and benchmark changes (for example, the move from MIFOR to Modified MIFOR) affect effectiveness and the hypothetical derivative.
· Commodity exposures priced off foreign benchmarks. Metals, energy and agri-commodity purchases are often priced off LME, Platts or international exchange prices plus local premia and INR conversion. Risk-component designation (IFRS 9 para 6.3.7) is therefore highly relevant.
· Uncollateralised OTC derivatives. Most corporate derivatives with banks are not covered by credit support annexes. Credit valuation adjustments are a significant source of ineffectiveness.
· Renewable energy PPAs. India's rapid growth in renewable capacity makes the December 2024 amendments for contracts referencing nature-dependent electricity directly relevant.
· Ind AS-specific features. Ind AS 101 paragraph D13AA permitted continuation of the previous GAAP policy for exchange differences on long-term foreign currency monetary items. Its interaction with hedge accounting has caused practical questions. We also understand that Ind AS 109 does not provide the option in IFRS 9 para 7.2.21 to continue IAS 39 hedge accounting, so Indian entities apply only the IFRS 9 model. [Respondent to confirm against the notified text.]
Indian evidence is therefore useful to the IASB because it reflects an emerging-market, regulated-currency environment that differs from the IASB's main outreach jurisdictions.
Question 1 — Hedge accounting requirements in IFRS 9 (Ind AS 109)
1(a) Do the requirements meet their objective?
Yes, largely. The model in Chapter 6 of IFRS 9 has achieved its objective of representing the effect of risk management activities in the financial statements (para 6.1.1). In Indian practice, the most valuable changes have been:
· Principles-based effectiveness (para 6.4.1(c), B6.4.1–B6.4.19). Removing the 80–125% bright line and the retrospective test ended hedge failures caused by small mismatches, such as settlement-date differences on forwards.
· Risk components of non-financial items (para 6.3.7, B6.3.8–B6.3.15). Steel, aluminium, copper, crude and fuel buyers can now hedge the benchmark price element that they actually hedge.
· Cost of hedging (paras 6.5.15–6.5.16). Deferring option time value and forward elements in OCI has reduced artificial P&L volatility, which matters given the INR forward premium.
· Aggregated exposures (para 6.3.4). Entities can hedge an ECB together with its cross-currency swap as one exposure, and then hedge the residual risk.
We do not recommend fundamental change. The areas below are where the objective is met in principle but application is costly, diverse or unclear. For each we suggest a proportionate response, mostly application guidance or educational material rather than standard-setting.
Area 1 — The 'highly probable' criterion (para 6.3.3)
Issue. IFRS 9 carried forward the 'highly probable' requirement but not the IAS 39 implementation guidance on how to assess it. Entities rely on IAS 39 guidance by analogy, and practice differs.
Indian experience.
· Exporters and importers hedge rolling 12–24 month forecasts. Volumes and timing shift with orders, shipping disruptions and geopolitical events.
· Project entities hedge capital imports whose timing depends on construction milestones.
· RBI rules let entities hedge anticipated exposures based on past performance. Treasuries and auditors are unsure whether the regulatory eligibility evidence is enough for 'highly probable'. The two tests are different, and documentation is often duplicated.
· When timing slips, entities must judge whether the transaction is still expected (hedge continues, para 6.5.12(a)) or no longer expected (reclassify to P&L, para 6.5.12(b)). Practice on 'how late is too late' varies.
Recommendation. Develop application guidance or illustrative examples on (i) the evidence that supports 'highly probable', including the 'layering' of forecasts (bottom layers vs top layers), (ii) changes in timing versus cancellation, and (iii) deal-contingent and long-term contract forecasts. Clarify that external regulatory eligibility is neither necessary nor sufficient on its own.
Area 2 — Cost of hedging approach (paras 6.5.15–6.5.16, B6.5.29–B6.5.39)
Issue. The approach is conceptually sound, but splitting the actual forward element or time value into 'aligned' and 'non-aligned' portions requires a parallel valuation of a hypothetical instrument whose terms match the hedged item.
Indian experience.
· The USD/INR forward premium has typically been several percent a year. It is the single largest hedging cost for many Indian corporates, so its presentation directly affects reported margins and EBITDA.
· Some entities apply the cost of hedging approach to forwards; others designate the full forward rate. Both are permitted, which reduces comparability between peers.
· For cross-currency swaps on ECBs, separating the foreign currency basis spread is technically demanding and often outsourced to valuation providers.
Recommendation.
1. Introduce a practical expedient: when the critical terms of the hedging instrument and hedged item match, allow the actual forward element or time value to be treated as aligned without a separate calculation.
1. Add illustrative examples for forwards and cross-currency swaps, including amortisation of time-period related forward points.
1. Consider requiring disclosure of which election the entity has made for forward elements and basis spreads, to restore comparability (see Question 2).
Area 3 — Hypothetical derivatives and measuring ineffectiveness (paras 6.5.11, B6.5.4–B6.5.6)
Issue. IFRS 9 permits the hypothetical derivative method but offers little guidance on what it may contain. Practice varies on including foreign currency basis spreads, own or counterparty credit, and off-market terms of existing instruments.
Indian experience. Diversity is common in cross-currency swap hedges of ECBs and in hedges re-designated after the MIFOR transition, where the hypothetical derivative had to be redefined.
Recommendation. Clarify what features a hypothetical derivative may and may not include (it cannot include features absent from the hedged item, such as basis spread, except within cost of hedging). Add a worked example for a cross-currency hedge of foreign-currency debt.
Area 4 — Credit risk on uncollateralised derivatives (para 6.4.1(c)(ii), B6.4.7–B6.4.8)
Issue. The guidance says credit risk must not 'dominate' the value changes, but gives little help on measuring dominance or on handling CVA/DVA.
Indian experience. Most corporate derivatives with Indian banks are uncollateralised. CVA/DVA moves with credit spreads and creates ineffectiveness unrelated to the hedged risk. Some entities exclude the effect qualitatively; others model it in detail. Audit effort is significant.
Recommendation. Provide guidance and examples on assessing credit risk dominance and on measuring CVA/DVA-driven ineffectiveness. Consider whether the credit element could be treated like other excluded components, with its changes recognised in P&L but outside the effectiveness assessment.
Area 5 — Rebalancing and voluntary de-designation (paras 6.5.5–6.5.6, B6.5.7–B6.5.21)
Issue. Rebalancing is poorly understood and rarely used. The prohibition on voluntary discontinuation causes friction when hedges are rolled, restructured or replaced with new instruments while the risk management objective is unchanged.
Indian experience. Treasuries commonly roll short-dated forwards against longer exposures, or cancel and rebook forwards when exposures change, as RBI rules allow. Entities then need to decide whether this is rebalancing, a continuation (para 6.5.6 on replacement and rollover) or a discontinuation. The answer drives P&L outcomes.
Recommendation.
1. Publish educational material with simple examples of rebalancing, rollover strategies and replacement of hedging instruments.
1. Reconsider permitting voluntary de-designation, at least when the entity documents a change in how it manages the risk. This would also reduce a key difference with US GAAP that keeps some entities on IAS 39.
Area 6 — Basis adjustment for non-financial items (para 6.5.11(d)(i))
Issue. Including cash flow hedge gains and losses in the cost of inventory or other non-financial assets is conceptually right. It is operationally hard when inventory is measured using weighted average cost across many purchases, or when assets are under construction for long periods.
Indian experience. Weighted average cost is common in Indian manufacturing. Allocating hedge results to individual inventory lots in ERP systems is difficult, so entities use approximations. For capital imports, amounts accumulate in capital work-in-progress for years.
Recommendation. Permit a practical expedient that allows a reasonable and consistent allocation method (for example, release in line with consumption of the hedged inventory category). Add guidance for assets under construction.
Area 7 — Risk components (para 6.3.7, B6.3.8–B6.3.15)
Issue. Contractually specified components are straightforward. Non-contractually specified components need evidence that the component is separately identifiable and reliably measurable, and the bar is unclear.
Indian experience. Domestic commodity prices often track international benchmarks with a time lag, local premia and INR conversion. Entities and auditors differ on the evidence needed to support a benchmark component in such markets. Inflation components are also relevant for long-term infrastructure contracts.
Recommendation. Provide examples on non-contractually specified components in markets where the benchmark is foreign and priced in another currency, and on the evidence of market structure required.
Area 8 — Groups of items and net positions (section 6.6)
Issue. Cash flow hedges of net positions are restricted to foreign currency risk, and presentation requirements (para 6.6.4) are complex. Use is rare.
Recommendation. Assess whether the restrictions are still needed. Many Indian exporters with imported inputs manage a net USD position, but the accounting does not let them reflect it simply.
Area 9 — Variable-volume forecasts beyond nature-dependent electricity
Issue. The December 2024 amendments allow variable nominal amounts of forecast nature-dependent electricity to be designated as hedged items.
Indian experience. The amendments are welcome for renewable power purchase agreements. Similar volume uncertainty arises in agricultural procurement and in some commodity offtake contracts.
Recommendation. Assess whether the principle can be extended to other forecast transactions whose volumes are inherently variable but the hedge is economically effective, subject to suitable disclosure.
Area 10 — Options and net written options (para B6.2.4)
Issue. Structures such as collars, participating forwards and seagulls are common. Entities must assess whether a combination is a net written option, which cannot be a hedging instrument.
Recommendation. Provide examples assessing common option combinations, including structures with different notional amounts on bought and sold legs.
1(b) Are costs largely as expected?
Initial costs were broadly as expected. Most Indian entities applied the Ind AS 109 hedge model from first-time Ind AS adoption (from 2016–17 onwards), alongside wider Ind AS implementation. Costs related to policy updates, documentation, training and treasury–finance integration.
Ongoing costs are higher than expected in specific areas. The IASB expected lower ongoing costs because effectiveness testing would follow risk management. In practice, the main cost drivers are:
· parallel valuations for aligned forward elements, time value and hypothetical derivatives (Areas 2–3);
· CVA/DVA modelling on uncollateralised derivatives (Area 4);
· tracking basis adjustments through inventory and CWIP (Area 6);
· dependence on external valuation specialists because treasury management systems in many Indian companies do not support hedge accounting; and
· audit effort on the judgemental areas above, especially 'highly probable' and credit risk.
These costs fall hardest on mid-sized listed companies. Many therefore hedge economically but do not apply hedge accounting, accepting P&L volatility instead. [Respondent may add own data on costs, number of hedge relationships, or audit hours.]
Proposals to reduce costs are the practical expedients in Areas 2 and 6 and guidance in Areas 1, 3, 4 and 5. They would not reduce benefits to users, because they target calculation mechanics rather than the information reported.
1(c) Are benefits to users largely as expected?
Largely yes for entities that apply hedge accounting. Reported results better reflect hedging economics, and the need for alternative performance measures to 'strip out' derivative gains has fallen.
Two limits reduce the benefit:
1. Uptake is uneven. Where mid-sized entities do not apply hedge accounting, users still see volatility that does not reflect risk management. Lower ongoing costs (1(b)) would broaden uptake.
1. Accounting elections (cost of hedging approach, hypothetical derivative design) differ between peers. Users cannot easily adjust for them without disclosure.
Withdrawal of IAS 39 and transition
We recommend that the IASB:
· not withdraw IAS 39 hedge accounting until the Risk Mitigation Accounting model is finalised and effective, so that banks and other entities managing dynamic portfolios have a suitable alternative;
· provide transition relief allowing existing IAS 39 hedge relationships to continue without discontinuation where they meet the IFRS 9 criteria, building on paras 7.2.22–7.2.26; and
· consider jurisdictions such as India, where banks have not yet adopted Ind AS. Their eventual move should be to a stable, final model rather than to an interim one.
Question 2 — Hedge accounting disclosures in IFRS 7 (Ind AS 107)
2(a) Do the disclosure requirements meet their objective?
Partly. The structure in IFRS 7 paras 21A–24G (risk management strategy; amount, timing and uncertainty of future cash flows; effects of hedge accounting) is sound and should be retained. The quantitative tables have improved transparency. However, in Indian practice the objective is not fully met because:
· Risk management strategy disclosures (paras 22A–22C) are mostly boilerplate. Many reports repeat policy language ('the company uses forwards to hedge foreign currency risk') without saying how much of the exposure is hedged, over what horizon, or how that changed.
· Timing and amount disclosures (paras 23A–23F) lack context. Average hedged rates are disclosed without the spot or forward rate at year end, so users cannot judge whether hedges are in or out of the money.
· Effects disclosures (paras 24A–24F) are inconsistent. Some entities give period changes in the fair value of hedged items, others cumulative amounts. Ineffectiveness is often netted within 'other income' or 'finance costs'.
· Elections are invisible. Users cannot see whether an entity applies the cost of hedging approach to forward elements, or how it measures ineffectiveness, which affects comparability (see Question 1, Area 2).
2(b) Are costs largely as expected?
No — ongoing costs are higher than expected for many preparers. The IASB expected costs to fall once data capture was built into systems. In India this has often not happened.
	Requirement
	Cost driver
	Suggested relief

	Para 24A — hedging instruments by risk category (carrying amount, notional, line item, fair value change used for ineffectiveness)
	Data split across treasury systems, bank confirmations and spreadsheets; manual mapping to balance sheet line items
	Allow aggregation by risk category and instrument type, with a single combined table

	Para 24B — hedged items (carrying amount, accumulated fair value hedge adjustments, value change used for ineffectiveness, CFHR balances for continuing and discontinued hedges)
	Hedged-item data is not held in ERP systems; requires valuation specialists
	Clarify period vs cumulative basis; allow simplification where critical terms match and ineffectiveness is nil

	Para 23B — maturity profile and average price or rate
	Rate bucketing by currency and maturity is manual for entities with many small forwards
	Permit wider maturity bands and weighted averages per currency pair

	Paras 24C and 24E — reconciliation of each component of equity by risk category
	Separate tracking of cash flow hedge reserve and cost of hedging reserve by risk category
	Retain (most useful to users) but provide an illustrative template

	Audit of all of the above
	Disclosures are detailed and numerical, and so attract extensive audit testing
	Fewer, more focused disclosures would reduce audit fees


[Respondent may add own evidence, e.g. person-days spent on the hedge note each year.]
Effect on benefits. We do not think the suggested relief would reduce useful information. It removes granularity users rarely use and redirects effort to information they say they need (2(c)).
2(c) Are benefits to users largely as expected?
(i) Most useful disclosures. In our experience, users and analysts value:
1. the reconciliation of the cash flow hedge reserve and cost of hedging reserve, because it shows what will flow to P&L in future periods;
1. notional amounts and maturity profile of hedging instruments by risk; and
1. the amount of ineffectiveness and the line item in which it is presented.
(ii) Is the information sufficient? Not fully. Users still cannot readily tell how much of the exposure is hedged. Hedge accounting disclosures cover only designated relationships. Exposures hedged economically, and exposures left unhedged, sit elsewhere in the financial risk disclosures (IFRS 7 paras 31–42) or are not disclosed.
(iii) How to improve usefulness. We recommend that the IASB:
1. Require a hedge coverage disclosure — for each material risk, the exposure, the portion hedged (designated and economic), and the time horizon, linked to market risk sensitivity under para 40.
1. Require disclosure of key elections — application of the cost of hedging approach to forward elements and basis spreads, and the method for measuring ineffectiveness.
1. Require context for average rates — disclose the year-end market rate alongside the average hedged rate.
1. Specify the basis — period-to-date or cumulative fair value changes, applied consistently.
1. Require separate presentation or disclosure of ineffectiveness and of gains or losses on economic hedges not designated, so users can see total derivative results.
1. Ask for brief qualitative disclosure of significant discontinuations, rebalancing and changes in hedging strategy, with reasons.
1. Provide illustrative templates for the core tables. This would improve comparability and support digital reporting.
1. Apply proportionality. Entities with few, simple hedges (for example, plain forwards on trade receivables and payables) could provide reduced disclosures. Any reduced-disclosure regime for subsidiaries should be considered for the hedge disclosures too.
These changes would shift the note from volume to decision-useful content without adding net cost.
Question 3 — Other matters
We suggest the IASB also examine the following.
1. Consistency with the Risk Mitigation Accounting project. Concepts developed there (for example, how risk management strategy is evidenced, and how changes to hedges are treated) should be checked against the general model. Divergent concepts would add cost for entities that use both.
1. Interaction with IFRS 18 Presentation and Disclosure in Financial Statements. IFRS 18 links the classification of gains and losses on derivatives used for risk management to the category affected by the managed risk. Guidance is needed on where hedge ineffectiveness, amounts reclassified from the cost of hedging reserve, and gains or losses on economic hedges are presented. This affects operating profit comparisons in India once Ind AS adopts equivalent requirements.
1. Deal-contingent and acquisition-related hedges. Hedges of the purchase price of a business combination raise questions on 'highly probable' and on whether the risk can affect P&L. Indian outbound acquirers use deal-contingent forwards. Clarity would help.
1. Intragroup items and net investment hedges (paras 6.3.5–6.3.6). Indian groups with overseas subsidiaries hedge intragroup monetary items and net investments. Guidance on forecast intragroup transactions and on designating layered net investment hedges would reduce diversity.
1. Sustainability-linked derivatives. Derivatives with ESG-linked pricing adjustments are emerging. The IASB should consider whether such features affect hedge effectiveness or eligibility as hedging instruments.
1. Supporting material. Many issues in this letter are best addressed by educational material and examples rather than amendments. A regularly updated set of illustrative examples on IFRS 9 hedging would reduce cost and diversity for preparers and auditors in emerging markets.
Matters for the ASB's attention in India
While outside the IASB's scope, we request the ASB to consider:
· issuing educational material on Ind AS 109 hedge accounting with Indian fact patterns (USD/INR forwards, ECB swaps, commodity hedges, renewable PPAs);
· engaging with RBI on how hedge documentation for regulatory purposes and for 'highly probable' assessments might be aligned to reduce duplication;
· clarifying the interaction of Ind AS 101 para D13AA with hedge accounting for long-term foreign currency monetary items; and
· ensuring that, when Ind AS is implemented for banks, hedge accounting guidance (including any Risk Mitigation Accounting model) is ready in time.
Summary of recommendations
Priority reflects our view of how substantial and pervasive each matter is, in line with the IASB's prioritisation criteria.
	#
	Matter
	IFRS reference
	Recommended action
	Priority

	1
	'Highly probable' forecasts, timing changes, layering
	IFRS 9 6.3.3, 6.5.12
	Application guidance and examples
	High

	2
	Cost of hedging — aligned vs actual forward element, basis spreads
	IFRS 9 6.5.15–6.5.16, B6.5.29–B6.5.39
	Practical expedient where critical terms match; examples
	High

	3
	Hedge coverage and key elections not visible to users
	IFRS 7 21A–24G
	New targeted disclosures; illustrative templates
	High

	4
	Credit risk on uncollateralised derivatives
	IFRS 9 6.4.1(c)(ii), B6.4.7–B6.4.8
	Guidance; consider treating credit element as excluded component
	High

	5
	Rebalancing; ban on voluntary de-designation
	IFRS 9 6.5.5–6.5.6, B6.5.7–B6.5.21
	Educational material; reconsider voluntary de-designation
	Medium

	6
	Hypothetical derivative design
	IFRS 9 B6.5.5–B6.5.6
	Clarify permitted features; worked example
	Medium

	7
	Basis adjustment for inventory and CWIP
	IFRS 9 6.5.11(d)(i)
	Practical expedient for reasonable allocation
	Medium

	8
	Disclosure cost and inconsistency
	IFRS 7 23B, 24A–24B
	Aggregation, clear basis, proportionality
	Medium

	9
	Non-contractual risk components in foreign-benchmark markets
	IFRS 9 6.3.7, B6.3.8–B6.3.15
	Examples on evidence of market structure
	Medium

	10
	Extending variable-volume relief beyond nature-dependent electricity
	IFRS 9 (Dec 2024 amendments)
	Assess extension
	Medium

	11
	IFRS 18 presentation of hedging results
	IFRS 18
	Guidance
	Medium

	12
	Net positions; net written options
	IFRS 9 6.6, B6.2.4
	Reassess restrictions; examples
	Low

	13
	IAS 39 withdrawal
	IFRS 9 7.2.21
	Defer until Risk Mitigation Accounting is final; transition relief
	High



