
IFRS
 READINESS
 FOR CREDIT UNIONS

IFRS 9 
R e a d i n e s s  f o R  C R e d i t  U n i o n s 

Hedge Accounting 
Implementation Guide

June 2017



2 ifRs 9 Hedge Accounting Implementation Guide   

This document is prepared based on Standards issued by the International Accounting Standards Board and 
interpretations that exist as of October 2016. As the Standard is still new, interpretations/views are continuously 
evolving and if such interpretations change from those documented in this guide, the contents of the guide may 
need to be updated. 
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1  I n T R o d u C T I o n

1.1 Background

In the fall of 2015, Canada’s credit unions embarked on a system-wide initiative to assist credit unions and 
Centrals to prepare for the transition to IFRS 9 including amended disclosures required under IFRS 7. The 
project was led by a Steering Committee of volunteer Central and credit union representatives supported by 
three Working Groups. The objective of the Working Groups was to identify IFRS 9 implementation issues 
relevant to credit unions and then develop practical approaches to address the identified issues. Working 
Groups were established for Classification and Measurement, Hedge Accounting and Impairment. KPMG 
assisted the Working Group discussions by providing technical accounting knowledge and emerging technical 
interpretation issues, industry knowledge and global interpretation insights. 

Any conclusions reached and interpretations provided regarding credit union or Central specific financial 
assets and business models represent the views and conclusions of the Working Groups.

This Guide focuses on the insights from the Hedge Accounting Working Group.

1.2 Purpose of this guide

This Hedge Accounting Implementation Guide (the Guide) contains IFRS 9 hedge accounting requirements in 
respect of types of hedge strategies commonly used by credit unions in Canada, as identified by the members 
of the Hedge Accounting Working Group. All credit unions are reminded that the Guide is not a substitute for 
individual credit unions applying the hedge accounting principles in IFRS 9 to their specific hedge strategies and 
relationships; the guide is intended to assist by identifying key considerations. 

This Guide is not represented as being a complete list of all technical accounting requirements of IFRS 9 Hedge 
Accounting and does not cover anticipated future transactions and related IFRS 9 hedge accounting alternatives/
opportunities/technical requirements. All existing hedge strategies and relationships used by an individual credit 
union need to be carefully considered in arriving at conclusions under IFRS 9 hedge accounting.

1.3 structure and use of this guide

This Guide has been divided into four sections which represent the fundamental topics of IFRS 9 Hedge Accounting:

•	 Risk management objective

•	 Hedge effectiveness assessment

•	 Rebalancing of hedge relationships

•	 Discontinuation

InTRoduCTIon
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2  e x e C u T I v e  S u m m a R y 

IFRS 9 includes a new general hedge accounting model, which aligns hedge accounting more closely with risk 
management. For the types of accounting hedges generally designated by credit unions, the new model does 
not fundamentally change the types of hedging relationships or the requirement to measure and recognize 
ineffectiveness under IAS 39; however, under the new model more hedging strategies that are used for risk 
management may qualify for hedge accounting. Technical requirements for general hedge accounting are 
discussed in section 3 Technical requirements of IFRS 9 of this guide. 

To avoid further delays to the mandatory effective date of IFRS 9, the IASB carved out its deliberations on macro 
hedge accounting as a separate project. The IASB has continued its deliberations on macro hedge accounting, 
and issued a discussion paper, DP 2014/01 Accounting for Dynamic Risk Management: A Portfolio Revaluation 
Approach to Macro Hedging, in April 2014. 

Pending finalization of the macro hedge accounting project, the hedge accounting model in IFRS 9 carries 
forward guidance from IAS 39 on portfolio fair value hedges of interest rate risk and also allows an entity an 
accounting policy choice to continue to apply all of the hedging requirements in IAS 39 rather than applying the 
new general hedge accounting model under IFRS 9.

The Working Group identified hedge strategies that are representative of those commonly employed by credit 
unions and Centrals across Canada. The most common types of hedge strategies employed by credit unions (as 
identified by the Working Group members) are cash flow hedges of interest rate risk of floating rate assets or 
floating rate liabilities and fair value hedges of interest rate risk of fixed rate assets or fixed rate liabilities. These 
hedge strategies have formed the basis for providing guidance contained in this document. In addition to this 
Guide, the Working Group has created illustrative hedge documentations for different types of hedge strategies, 
i.e. one illustrative cash flow hedge strategy and one illustrative fair value hedge strategy, both selected by the 
Working Group. 

Existing IAS 39 hedges commonly found in credit unions and scoped in by the Working Group for consideration 
as part of this project are expected to continue to qualify for hedge accounting under IFRS 9. These hedges 
under IFRS 9 are expected to more closely align to the risk management objective of credit unions. It is also 
important to note that voluntary de-designation is not permitted under IFRS 9 and additional considerations have 
been included in the re-balancing section (as discussed in Section 3 of this Guide). 

Based on this Guide and two Illustrative hedge strategy documents, credit unions may want to prepare IFRS 9 
compliant hedge accounting policy document and cash flow/fair value hedge strategy documents in advance of 
the IFRS 9 transition date to facilitate a smooth transition from IAS 39. 

exeCuTIve SummaRy
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3  TeChnICal RequIRemenTS oF IFRS 9

3.1  Hedge accounting model under ias 39 versus ifRs 9

The previous hedge accounting model under IAS 39 Financial Instruments: Recognition and Measurement 
was described as complex, not reflective of risk management activities and excessively rules-based, resulting in 
arbitrary outcomes. 

The new standard aims to address these criticisms by: 

•	 aligning hedge accounting more closely with risk management activities, resulting in more useful information;

•	 establishing a more principles-based approach to hedge accounting; and 

•	 addressing inconsistencies and weaknesses in the previous model.

Hedge accounting provides an exception to the normal recognition and measurement requirements in IFRS in 
situations where the information that results from those normal requirements without applying hedge accounting 
is not useful or complete. 

Consistent with its goals, the IASB decided to permit additional hedging instruments, hedged risks and hedged 
items to qualify for hedge accounting. As a consequence, more hedging strategies that are used to manage risk 
will be eligible for hedge accounting.

3.2  Risk management objective

3.2.1  Objective of hedge accounting

The objective of hedge accounting is to represent, in the financial statements, the effect of an entity’s risk 
management activities that use financial instruments to manage exposures arising from particular risks that could 
affect profit or loss or, in limited circumstances, Other Comprehensive Income (OCI). 

Entities enter into different transactions as part of their business activities, which expose them to different business 
risks. Although entities assume some of these risks as a part of their normal business activities, there are certain 
risks that they might want to eliminate or reduce to an acceptable level as part of their risk management activities.

Without hedge accounting, an entity that hedges economic exposures as part of its risk management activities 
might potentially record the hedging instrument and the hedged item on different bases. For example, under the 
model in IFRS 9 certain financial assets or financial liabilities are measured at amortized cost whereas derivatives, 
even if they hedge the risks arising from these financial assets or financial liabilities, are measured at Fair Value 
Through Profit or Loss (FVTPL). This results in an accounting mismatch in profit or loss, which results in volatility 
in reported results. Similarly, other IFRSs require or permit assets and liabilities to be measured on bases other 
than FVTPL and certain contracts are recognized in financial statements only to the extent of performance. 
When an entity offsets the risks arising from these recognized assets and liabilities or unrecognized contracts by 
entering into derivatives, there is a resulting accounting mismatch in profit or loss. A similar issue arises when an 
entity seeks to manage risks relating to future transactions with derivatives.

TeChnICal 
RequIRemenTS 

oF IFRS 9
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Hedge accounting provides an accounting solution to 
the above issue. Accordingly, if an entity, as a part of its 
risk management activities, uses financial instruments 
to manage exposures arising from particular risks that 
could affect profit or loss or, in limited circumstances, 
OCI, then it may apply hedge accounting provided 
that all of the qualifying criteria in IFRS 9 are met. If an 
entity applies hedge accounting, then it can measure its 
assets, liabilities and firm commitments on a different 
basis from that stipulated under other requirements of 
IFRS, or can defer the recognition in profit or loss of 
gains or losses on derivatives.

Three hedge accounting models are available, and 
the type of model applied depends on whether the 
hedged exposure is a fair value exposure, a cash flow 
exposure or a foreign currency exposure on a net 
investment in a foreign operation.

Although the objective of hedge accounting is to 
represent the effect of an entity’s risk management 
activities in its financial statements, hedge accounting 
is voluntary. Consequently, an entity is not forced to 
align its accounting with its risk management activities 
if it does not wish to apply hedge accounting. If an 
entity wishes to apply hedge accounting, then the 
accounting may be applied on a transaction-by-
transaction basis or for a group of similar transactions. 
If an economic hedge does not qualify for hedge 
accounting, then any derivative used is measured 
at fair value with all changes in fair value recognized 
in profit or loss. These changes may not be offset 
by gains or losses on the hedged item when the 
hedged item is not also measured at FVTPL or the 
hedged item relates to future cash flow variability. An 
entity’s risk management disclosures should contain 
appropriate explanation of economic hedges that do 
not qualify for hedge accounting.

3.2.2  Aligning hedge accounting with an entity’s risk 
management objectives

IFRS 9 requires an entity’s hedge accounting to 
be closely aligned with its actual risk management 
objectives. Judgment is involved in assessing how 
closely a hedge accounting designation needs to align 
with an entity’s risk management objectives to be able 
to qualify for hedge accounting, e.g. IFRS 9 clarifies 

that some ‘proxy hedging’ strategies are permitted 
even if they do not exactly represent the actual risk 
management approach. 

The hedge ratio is the quantity of the hedged item 
that the entity actually hedges vs. the quantity of the 
hedging instrument that the entity actually uses to 
hedge that quantity of hedged item. In addition, an 
entity needs to rebalance its hedging relationships to 
maintain alignment with risk management. The entity 
is also prohibited from voluntarily de-designating a 
hedge accounting relationship that remains consistent 
with its risk management objectives. 

Further, IFRS 9 distinguishes between an entity’s risk 
management strategy and its risk management objectives:

•	 A ‘risk management strategy’ is established at 
the highest level at which an entity determines 
how it manages risk. It typically identifies the risks 
to which the entity is exposed and sets out how 
the entity responds to them. A risk management 
strategy is usually long-term in nature and 
may include flexibility to react to changes in 
circumstances, e.g. as interest rate levels change 
over time, an entity may change its desired 
extent of hedging. Risk management strategies 
normally cascade down an entity through policies 
containing more specific guidelines. 

•	 A ‘risk management objective’ applies at the 
hedging relationship level. A risk management 
strategy can involve many different hedging 
relationships (each with its own risk management 
objective) that contribute to executing the overall 
risk management strategy.

3.3  Hedge effectiveness assessment

3.3.1  Definition of hedge effectiveness

‘Hedge effectiveness’ is the extent to which changes in 
the fair value or cash flows of the hedging instrument 
offset changes in the fair value or cash flows of 
the hedged item for the hedged risk(s). ‘Hedge 
ineffectiveness’, however, is the extent to which the 
changes in the fair value or cash flows of the hedging 
instrument are greater or less than those on the 
hedged item1 for the hedged risk(s).

1 Credit unions may use hypothetical derivatives to represent the hedged item. Under IAS 39, hypothetical derivatives were only used for cash 
flow hedges. However, under the new standard the use of a hypothetical derivative will also be permitted for fair value hedges, as long as the 
hypothetical derivative was not constructed to include features in the value of the hedged item that only exist in the hedging instrument. 
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When designating a hedging relationship, and on an 
ongoing basis, an entity analyses the sources of hedge 
ineffectiveness that are expected to affect the hedging 
relationship during its term. This analysis serves as the 
basis for the entity’s assessment of whether the hedge 
meets the effectiveness requirements. 

A hedging relationship meets the hedge effectiveness 
requirements if:

•	 there is an economic relationship between the 
hedged item and the hedging instrument; 

•	 the effect of credit risk does not dominate the 
value changes that result from the economic 
relationship; and

•	 the hedge ratio of the hedging relationship: 

					•		is	the	same	as	that	resulting	from	the	quantities	of:	

        •  the hedged item that the entity actually hedges; 

        •  the hedging instrument that the entity actually 
uses to hedge that quantity of hedged item; and 

					•		is	not	achieved	by	intentionally	weighting	the	
hedged item and the hedging instrument to 
create hedge ineffectiveness - whether or not 
it is recognised - to achieve an accounting 
outcome that would be inconsistent with the 
purpose of hedge accounting. 

3.3.2  Economic relationship between hedged item 
and hedging instrument

Having an ‘economic relationship’ means that the 
hedging instrument and the hedged item have values 
that generally move in the opposite direction because 
of the same risk - i.e. the hedged risk. In other words, 
an expectation is required that the value of the 
hedging instrument and the value of the hedged item 
will systematically change in response to movements 
in either

•	 the same underlying; or 

•	 underlyings that are economically related in such 
a way that they respond in a similar way to the 
risk that is being hedged. E.g., CORRA (OIS) and 
BA-CDOR.

The underlyings may not be the same, but have to 
be economically related. In this case, there can be 
situations in which the values of the hedging instrument 
and the hedged item move in the same direction. 
For example, the price differential between two 
related underlyings may change while the underlyings 
themselves do not move significantly. Such situations 
still meet the economic relationship test if the values 
of the hedging instrument and the hedged item are still 
typically expected to move in the opposite direction 
when the underlyings move. An entity analyses the 
possible behavior of the hedging relationship during 
its term, to ascertain whether the relationship can be 
expected to meet its risk management objective. The 
mere existence of a statistical correlation between 
two variables does not, by itself, demonstrate that an 
economic relationship exists. 

3.3.3  Effect of credit risk

Entities consider the effect of both changes in 
counterparty credit risk and own credit risk on 
the assessment of hedge effectiveness and the 
measurement of hedge ineffectiveness. 

The hedge accounting model is based on a general 
notion of offset between gains and losses on the 
hedging instrument and the hedged item. Therefore, 
the effect of credit risk on the value of both the 
hedging instrument and the hedged item impacts 
hedge effectiveness. The effect of credit risk means 
that even if there is an economic relationship between 
the hedging instrument and the hedged item, the 
level of offset might become erratic. This can result 
from a change in the credit risk of either the hedging 
instrument or the hedged item that is so great that 
the credit risk dominates the value changes that 
result from the economic relationship. That is, the 
loss (or gain) from credit risk frustrates the effect of 
changes in the underlyings on the value of the hedging 
instrument or the hedged item - even if those changes 
were significant. 
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Conversely, if during a particular period there is little 
change in the underlyings, then even small credit risk-
related changes in the value of the hedging instrument 
or hedged item might affect the value more than the 
underlyings. However, this does not create credit risk 
dominance on the hedging relationship. 

An example where credit risk could dominate 
a hedging relationship is when an entity hedges 
an exposure to equity price risk using an 
uncollateralized derivative. If the counterparty to 
that derivative experiences a severe deterioration in 
its credit standing, then the effect of changes in the 
counterparty’s credit standing might start to outweigh 
the effect of changes in the equity price on the fair 
value of the hedging instrument, whereas the changes 
in the value of the hedged item will continue to 
depend largely on the equity price changes. 

3.3.4  Hedge ratio

The hedge ratio is defined as the relationship between 
the quantity of the hedging instrument and the 
quantity of the hedged item in terms of their relative 
weighting. IFRS 9 requires that the hedge ratio used 
for hedge accounting purposes should be the same 
as that used for risk management purposes. An entity 
uses the same hedge ratio for the hedging relationship 
as the one that results from the actual quantities of:

•	 the hedged items; and

•	 the hedging instruments used.

The appropriate hedge ratio is primarily a risk 
management decision rather than an accounting 
decision. In other words, an entity analyses the 
possible behavior of the hedging relationship during its 
term to ascertain whether it can be expected to meet 
the risk management objective. When determining 
the hedge ratio, management should consider (a) 
availability of hedging instruments; (b) tolerance levels 
for hedge ineffectiveness; and (c) costs of hedging. 
Following examples demonstrate the use of hedge 
ratio in various scenarios. 

 e x a m p l e  1

An entity hedges 85 percent of the exposure on an 
item. The hedging relationship is designated using a 
hedge ratio resulting from:

•	 85 percent of the exposure; and

•	 the quantity of the hedging instrument that the 
entity actually uses to hedge that 85 percent.

 e x a m p l e  2

If an entity hedges an exposure using a nominal 
amount of 40 units of a financial instrument, then 
it designates the hedging relationship using a hedge 
ratio that is the same as that resulting from:

•	 that quantity of 40 units (and not based on a 
higher or lower quantity); and

•	 the quantity of the hedged item that it actually 
hedges with those 40 units.

 e x a m p l e  3

An entity uses a hedge ratio of a quantity of hedging 
instrument to a quantity of hedged item of 110:100 
and for risk management purposes hedges a notional 
amount of hedged items of 100 using a notional 
amount of hedging instruments of 110, it could 
decide to designate only a notional amount of 80 of 
hedged items and designate a notional amount of 88 
of its hedges as hedging instruments for accounting 
purposes.

The hedged item and hedging instrument should 
not be intentionally weighted to reflect an imbalance 
that would create hedge ineffectiveness - whether 
or not it is recognized - that could result in an 
accounting outcome that would be inconsistent with 
the purpose of hedge accounting. An entity adjusts 
the hedge ratio if doing so is necessary to avoid 
such an imbalance.

Entities are responsible for clearly defining and 
consistently applying their effectiveness assessment 
policies. Management information (or analysis) used 
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for decision-making purposes can be used as a basis 
to assess whether a hedging relationship meets the 
hedge effectiveness requirements. 

An entity cannot, under the guise of risk 
management, use a hedge ratio that results in a 
deliberate mismatch that creates ineffectiveness to 
achieve an accounting outcome that is inconsistent 
with the purpose of hedge accounting. In assessing 
whether an accounting outcome is inconsistent 
with the purpose of hedge accounting, an entity 
considers: 

•	 whether the intended hedge ratio is established: 

      -  to avoid recognizing hedge ineffectiveness for 
cash flow hedges; or 

      -  to achieve fair value hedge adjustments for 
more hedged items, with the aim of increasing 
the use of fair value accounting, but without 
offsetting fair value changes of the hedging 
instrument; and 

•	 whether there is a commercial reason for the 
particular weightings of the hedged item and 
the hedging instrument, even though it creates 
hedge ineffectiveness. 

3.3.5  Frequency and methods for assessing hedge 
effectiveness

An entity assesses hedge effectiveness:

•	 at inception of the hedging relationship; and

•	 on an ongoing basis - at a minimum, at each 
reporting date or on a significant change in the 
circumstances affecting the hedge effectiveness 
requirements, whichever comes first.

The assessment relates to expectations about hedge 
effectiveness; therefore, the test is only forward-
looking or prospective. 

The methods, either quantitative or qualitative, for 
assessing whether a hedging relationship meets the 
hedge effectiveness requirements are not prescribed. 
That means that there is no prescribed bright line 
effectiveness range. However, an entity uses a method 
that captures the relevant characteristics of the 

hedging relationship, including the sources of hedge 
ineffectiveness. Judgment has to be applied to determine 
whether the entity’s hedge accounting documentation 
provides sufficient evidence that the hedging relationship 
meets the hedge effectiveness requirements.

The method that will be used to assess effectiveness 
is determined on a hedge-by-hedge basis. There is 
no requirement to adopt a consistent method for 
all hedge relationships. However, an entity should 
adopt a method for assessing hedge effectiveness 
that is applied consistently for similar types of hedges 
unless different methods are justified. For example, 
an entity should use the same methods for assessing 
effectiveness for forecast sales to the same export 
market undertaken on a regular basis. An entity’s hedge 
documentation specifies how it will assess whether the 
hedging relationship meets the hedge effectiveness 
requirements, including the method or methods used. 

3.3.5.1  Qualitative assessment

If the critical terms of the hedging instrument and the 
hedged item, e.g. the nominal amount, maturity and 
underlying match or are closely aligned, then it may be 
possible to use a qualitative methodology to determine 
whether an economic relationship exists between the 
hedged item and the hedging instrument. In other cases, 
a quantitative assessment may be more appropriate. 
The terms ‘critical terms’ and ‘closely aligned’ are not 
defined. An entity uses its judgment in developing 
accounting policies to identify which terms it considers 
critical and what it considers to be closely aligned. 

Examples of situations in which the critical terms 
match or are closely aligned include:

•	 a hedge of benchmark interest rate risk associated 
with a recognised asset or liability using a swap 
with the same notional amount and with the same 
key terms as the asset or liability;

•	 a hedge of a specific bond held with a forward 
contract to sell an equivalent bond with the same 
notional amount, currency and maturity.

The fact that a derivative is in or out of the money when 
it is designated as a hedging instrument does not in itself 
mean that a qualitative assessment is inappropriate. 
The appropriateness depends on the circumstances 
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and whether hedge ineffectiveness arising from that 
fact could be of such a magnitude that a qualitative 
assessment would not adequately consider it. 

Under a qualitative approach, besides assessing other 
hedge effectiveness criteria, an entity assesses at 
inception and in subsequent periods whether the 
critical terms have changed. If any of the critical 
terms changes in subsequent periods, then an entity 
assesses the impact of such changes on the economic 
relationship between the hedged item and the hedging 
instrument. An entity would have to consider the 
need to change assessment methodologies if there 
were changes in circumstances that affected hedge 
effectiveness. This is to ensure that all relevant 
characteristics of the hedging relationship, including 
sources of hedge ineffectiveness, are still captured. 

3.3.5.2  Quantitative assessment

Conversely, if the critical terms are not closely aligned, 
then there will be increased uncertainty about the 
extent of offset. Therefore, an entity may need to use 
a quantitative effectiveness assessment methodology 
to support its conclusion that an economic 
relationship exists between the hedged item and the 
hedging instrument. Similarly, the entity might also 
need a quantitative assessment of whether the hedge 
ratio used for designating the hedging relationship 
meets the hedge effectiveness requirements. 

Regression analysis is an example of a quantitative 
method that can be used to analyze the possible 
behavior of the hedging relationship during its term 
to ascertain whether it can be expected to meet the 
risk management objective. Entities might use linear 
regression techniques for determining whether and 
by how much a change in one variable will result in 
a change in another variable. However, the mere 
existence of a statistical correlation between two 
variables does not, by itself, support a valid conclusion 
that an economic relationship exists between the 
hedged item and the hedging instrument. Credit 
unions may also apply Dollar-offset method that exists 
under the current IAS 39 standard. 

3.4  Rebalancing of hedge relationships

3.4.1  General principles of rebalancing

A hedging relationship may subsequently fail to 
meet the hedge effectiveness requirement regarding 
the hedge ratio, e.g. the hedge ratio may no longer 
represent what is actually used for risk management 
purposes; however, the entity’s risk management 
objective for that designated hedging relationship 
may remain the same. In this case, the entity adjusts 
the hedge ratio so that it meets the qualifying criteria 
again. If the risk management objective for the 
designated hedging relationship has changed, then 
rebalancing does not apply. Instead, hedge accounting 
is discontinued (Refer to Section 3.5).

The following flowchart summarizes the rebalancing 
requirements for a change in the extent of offset of 
the hedging relationship.

is the risk management 
objective still the same?

Continue hedge accounting

Outcome is required not to be inconsistent with the 
purpose of hedge accounting

Discontinue  
hedge accounting

Does the hedge ratio 
continue to appropriately 
reflect the experienced 

relationship between the 
hedging instrument and 

the hedged item?

Rebalance

yeS

no

no

yeS

Figure 1: Rebalancing requirements for change in the 
extent of offset of the hedging relationship

Rebalancing a hedging relationship allows hedge 
accounting to continue when the change in the 
relationship of the hedging instrument and the hedged 
item can be compensated for by adjusting the hedge 
ratio. That is, rebalancing is relevant only when 
basis risk exists between the hedged item and the 
hedging instrument. Any hedge ineffectiveness to date is 
recognized in profit or loss - or in OCI if the hedged item 
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is an equity investment for which an entity has elected to 
present changes in fair value in OCI - immediately before 
rebalancing the hedging relationship. 

By adjusting the hedge ratio, an entity compensates 
for changes in the relationship between the hedging 
instrument and the hedged item arising from the 
underlyings or risk variables. This adjustment allows 
an entity to continue the hedging relationship when 
the relationship between the hedging instrument 
and the hedged item changes in a way that can be 
compensated for by adjusting the hedge ratio. 

If the hedge ratio is adjusted through rebalancing, 
then it has to satisfy the criteria that are required to 
qualify for hedge accounting at inception of the hedge 
- i.e. the hedge ratio:

•	 should typically reflect the quantities of the 
hedging instrument and the hedged item that the 
entity actually uses; but 

•	 should not result in an accounting outcome that is 
inconsistent with the purpose of hedge accounting.

Therefore, the qualifying criteria for hedge accounting 
prohibit inappropriate hedge ratios resulting from an 
inappropriate initial designation or from not adjusting 
a hedge ratio that has become inappropriate. Not 
every change in the extent of offset constitutes a 
change in the relationship between the hedging 
instrument and hedged item. An entity determines 
whether the changes in offset are:

•	 fluctuations around a hedge ratio that remains 
valid; or

•	 an indication that the hedge ratio no longer 
appropriately reflects the relationship between the 
hedging instrument and the hedged item. 

If an entity rebalances a hedging relationship, then it 
updates its hedge documentation. This includes analyzing 
the sources of hedge ineffectiveness that are expected to 
affect the hedging relationship during its remaining term. 

3.4.2  Mechanics

A rebalancing adjustment of the hedging relationship 
can be effected as follows:

•	 an entity can increase the weighting of the hedged 
item either by increasing the volume of the 
hedged item or by decreasing the volume of the 
hedging instrument; or 

•	 it can increase the weighting of the hedging 
instrument either by increasing the volume of the 
hedging instrument or by decreasing the volume 
of the hedged item. 

The changes in volume refer to the quantities that are 
part of the hedging relationship. Decreases in volume 
do not necessarily mean that the items or transactions 
no longer exist, or are no longer expected to occur; 
instead, they mean that the items or transactions are 
not part of the hedging relationship. A rebalancing 
that results in a decrease in the volume of the hedged 
item is treated as a partial discontinuation of that part 
of the hedging relationship.

The following diagram summarizes the mechanics of 
rebalancing. 

Figure 2: Mechanics of rebalancing

adjustment

Previously designated volume is 
unchanged; additional volume is 

included from date of rebalancing

Previously designated volume is 
unchanged; additional volume is 

included from date of rebalancing

Reduced volume is unchanged;  
decrease in volume is discontinued  

from date of rebalancing

Reduced volume is unchanged;  
decrease in volume is measured at  

FVTPL from date of rebalancing

Unchanged

Unchanged

Unchanged

Unchanged

Increase volume  
of hedged item

Decrease volume  
of hedged item

Increase volume  
of hedging instrument

Decrease volume  
of hedging instrument

Measurement of fair value changes

Hedged item Hedging instrument
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Rebalancing a fair value hedging relationship may 
involve decreasing the volume of a hedged item that is 
a financial instrument. In this case, the entity may need 
to begin amortizing the amount related to the volume 
that is no longer part of the hedging relationship. 
This means that entities will have to keep track of the 
accumulated gains or losses for the risk being hedged 
at the level of the individual hedged items. 

Adjusting the hedge ratio by increasing the volume 
of the hedging instrument does not affect the 
measurement of the hedged item or the measurement 
of the previously designated hedging instrument. 
However, increasing the volume of the hedging 
instrument affects subsequent changes in the value of 
the instrument in two ways:

•	 subsequent changes in the value of the hedging 
instrument will reflect the increase in the volume 
of the hedging instrument; and

•	 it is likely that the original hedging instrument and 
the additional hedging instrument have different 
terms, because they were entered into at different 
times; therefore, subsequent changes in the 
value of the hedging instrument will be different, 
reflecting the difference in terms.

A similar effect occurs when an entity adjusts the 
hedge ratio by increasing the volume of the hedged 
item, e.g. increasing the size of a forecast transaction.

3.5  discontinuation

3.5.1  Discontinuation of entire hedging relationship

A hedging relationship is discontinued in its entirety 
when as a whole it ceases to meet the qualifying 
criteria after considering the rebalancing of the hedging 
relationship (if applicable). Voluntary discontinuation 
when the qualifying criteria are met is prohibited. 

The following are examples of when discontinuation is 
required:

•	 the risk management objective of an entity for the 
hedging relationship has changed, i.e. continuing 
to apply hedge accounting would no longer reflect 
its risk management objective;

•	 the hedging instrument expires or is sold, 
terminated or exercised; this excludes scenarios in 
which the expiry or termination is a replacement 
or rollover of a hedging instrument into another 
that is part of, and consistent with, the entity’s 
documented risk management objective - 
discontinuation would not be required in these 
scenarios;

•	 there is no longer an economic relationship 
between the hedged item and hedging instrument; 
and

•	 the effect of credit risk starts dominating the 
value changes that result from the economic 
relationship. 

If there is no longer an economic relationship between 
the hedged item and the hedging instrument or 
the effect of credit risk starts dominating the value 
changes that result from the economic relationship, 
then no amount of rebalancing can enable the 
relationship to continue to qualify for hedge 
accounting. This is why discontinuation of the hedging 
relationship is required in those circumstances. 

Hedge accounting is also discontinued if the 
recognized asset, liability, firm commitment 
or forecast transaction is no longer eligible for 
designation as a hedged item. This occurs, for 
example, when an entity acquires, or otherwise 
begins to consolidate, the counterparty to a hedged 
forecast transaction or firm commitment, resulting in 
that transaction no longer involving a party external 
to the reporting entity. Another example is when an 
entity sells, or is otherwise required to deconsolidate, 
a subsidiary, resulting in a hedged item of that 
subsidiary becoming derecognized. Also, when there 
is a change in the functional currency of an entity, 
foreign currency exposures denominated in the 
new functional currency no longer qualify for hedge 
accounting for foreign currency risk.

A hedging relationship is discontinued when the 
hedging instrument is sold or terminated. Certain 
events of default, such as a filing for bankruptcy by the 
counterparty, would - under the standard International 
Swaps and Derivatives Association (ISDA) terms 
for some derivatives - either result automatically in 
termination of the derivative or permit the entity to 
terminate the derivative in exchange for a net cash 
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settlement and to replace it with another instrument 
having similar terms with another counterparty. 
Unless it is a replacement of a hedging instrument 
as part of the entity’s existing documented hedging 
strategy, the termination of a hedging derivative and 
its replacement by another derivative with another 
counterparty would result in the termination of the 
existing hedge relationship and, if it is appropriately 
designated, the establishment of a new one.

If an entity discontinues a hedging relationship, then it 
can designate a new hedging relationship that involves 
the hedging instrument or the hedged item. However, 
that designation constitutes the start of a new hedging 
relationship, not the continuation of the old one. 

Beginning a new hedging relationship with an existing 
hedging instrument that has a fair value other than 
zero may result in hedge ineffectiveness. This is 
because the initial fair value of the instrument is itself 
subject to change with market changes. Unless an 
offsetting fair value effect is also present in the hedged 
item, hedge ineffectiveness may result.

3.5.2  Partial discontinuation of hedging relationship

A part of a hedging relationship is discontinued 
when only part of the hedging relationship ceases to 
meet the qualifying criteria. This may be as a result 
of rebalancing or when some of the volume of the 
hedged item that is a forecast transaction is no longer 
highly probable to occur. When partial discontinuation 
applies, hedge accounting continues for the remainder 
of the hedging relationship.

For example, an entity fails to predict the volume 
of hedged highly probable forecast transactions 
accurately. As a result, the expected volume is lower 
than the originally designated volume. In this case, 
partial discontinuation is appropriate. 

3.5.3  Effect of delays and other changes in forecast 
transaction

The notion of a highly probable forecast transaction 
implies a higher degree of probability than one that 
is merely expected to occur. If a forecast transaction 
is no longer highly probable but is still expected to 

occur, then this means that the criteria for hedge 
accounting are no longer met and, prospectively, the 
entity ceases applying hedge accounting. However, the 
net cumulative gain or loss that was recognized in OCI 
during the effective period of the hedge remains in 
equity until the expected transaction actually occurs. 
The same treatment applies in any other case when 
hedge accounting is terminated because the hedging 
criteria are no longer met. 

If a hedged forecast transaction is no longer expected 
to occur within the original time period or a relatively 
short period thereafter, then hedge accounting is 
terminated. The related cumulative gain or loss on 
the hedging instrument that was recognized in OCI 
is immediately reclassified to profit or loss. An entity 
cannot continue to defer the cumulative gain or 
loss in equity on the basis that the original hedged 
transaction has been replaced by a new forecast 
transaction that has features similar to those of the 
original hedged transaction. If the extension of the 
time period is relatively short, then the hedge may 
still qualify for hedge accounting if the effectiveness 
criteria continue to be met.

In determining the appropriate accounting treatment 
for delayed transactions, it is important to distinguish 
between hedged cash flows related to:

•	 a firm commitment;

•	 a highly probable forecast transaction with an 
identified counterparty; and

•	 forecast transactions with unidentified 
counterparties.

3.5.4  History of forecast transactions failing to occur

If an entity has a history of designating forecast 
transactions as hedged items and subsequently 
determining that the forecast transactions are no longer 
expected to occur, then this may call into question:

•	 the entity’s ability to predict forecast transactions 
accurately; and 

•	 whether similar forecast transactions would be highly 
probable and therefore eligible as hedged items. 
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4  a p p e n d I C e S

4.1  appendix a – illustrative example of Cash flow hedge documentation under ifRs 9

Black font: Existing documentation under IAS 39 
Blue font: New under IFRS 9
Red font (strikethrough): Not relevant under IFRS 9

This document is prepared based on Standards issued by IASB and interpretations that exist as of September 
2016. As the Standard is still new, interpretations/views are continuously evolving and if such interpretations 
change from those documented in this guide, the contents of the hedge documentation may need to be updated.

1. Risk management strategy and objective

a. Risk management strategy2

Credit Union XYZ has an Asset Liability Committee (ALCO) whose mandate is to evaluate, monitor and approve 
practices relating to risks within the risk limits/appetite set by the Board of Directors. ALCO ensures that the 
structure of the Credit Union XYZ’s business and the level of interest rate risk it assumes are effectively managed, 
that appropriate policies and procedures are established to control and limit these risks, and that resources are 
available for evaluating and controlling interest rate risk. Risk management policies and procedures are further 
documented in [reference document] dated [Date]. 

As part of the policies and procedures set out in the above mentioned document, Credit Union XYZ has 
determined that the interest rate risk profile is to be maintained as follows:

•	 % of loans is not more than [X %] of total assets.

•	 Mix between variable and fixed rate loans is set between 60-70%.

•	 If interest rates are high on newly originated variable rate loans, Credit Union XYZ may enter in to an interest 
rate swap to economically hedge against cash flow changes on the loans. 

•	 Interest rate swap is transacted with the following terms: 
The notional, duration and cash flows will be set in such a way to reduce the interest rate gap to acceptable 
limit. “Acceptable limit” is defined in the above mentioned document and management makes appropriate 
changes to align with its risk appetite.

appendICeS

2 This section is written for illustrative purposes only and items a) to e) are not mandatory under IFRS 9. Credit unions may want to use 
their judgment in determining (a) the level of details to be included in this section; and (b) if this section should be included in each Hedge 
Strategy Document or as part of a separate Risk Management Document. The specific details to be included in this section may vary 
significantly for each credit union.
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•	 During the tenure of the swap, if the above 
parameters are breached, interest rate swap may 
be terminated. 

As the interest rate swap was specifically transacted 
to economically hedge the newly originated loan(s), 
application of hedge accounting will align with the 
risk management strategy of Credit Union XYZ and 
therefore, Credit Union XYZ’s hedging relationship and 
risk management objective contributes to executing 
the overall risk management strategy. 

Once designated, hedge accounting cannot be 
voluntary de-designated except in certain cases such 
as mentioned in step e) above (refer to section 7).

b. Risk management objective

Credit Union XYZ originated a variable rate loan 
(or homogenous portfolio of variable rate loans). 
Management seeks to hedge the exposure to changes 
in cash flow of the CDOR benchmark arising from 
changing interest rates. Credit Union XYZ’s hedging 
objective and strategy is therefore to minimize 
its exposure to changes in cash flows arising from 
changes to the CDOR benchmark interest rate on the 
underlying variable rate loan. 

In order to offset the change in cash flows of the 
variable rate loan attributable to change in benchmark 
interest rate and to comply with its risk management 
strategy and objective, Credit Union XYZ has entered 
into an interest rate swap to receive interest at a fixed 
rate and pay interest at a floating rate.

The exposure of Credit Union XYZ to changes in cash 
flow is measured using principles set out in IFRS 13: 
Fair Value Measurement. At each reporting date, 
Credit Union XYZ will assess the hedge effectiveness 
of the hedging relationship. 

2. Hedged risk and hedging model 

Credit Union XYZ is hedging the changes in cash 
flow of a recognized asset, i.e., variable rate loan or 
portfolio of variable rate loans that is attributable to 
the stated hedged risk (defined below) that could 
affect profit or loss (cash flow hedge). 

Hedged risk3 is the changes in benchmark rate that 
creates a cash flow exposure in the hedged item. 

The start date of the hedging relationship is [Date] 
and last payment date (end date of the hedging 
relationship) is [Date].

3. Hedged item

Hedged item is the anticipated interest receipts on 
the first $XXXX of notional of a specified portfolio of 
floating rate assets4 indexed to the benchmark rate 
for a period of Y years, as specified in the transaction 
specific hedge templates.

The anticipated interest receipts on the first $XXXX 
of notional are highly probable of occurring for the 
following reasons:

•	 Historically, a large portfolio of floating rate assets 
indexed to the Market Rate has consistently 
existed, informing management’s expectation 
that the interest receipts identified in the hedge 
portfolio will occur as expected over the specified 
term of the hedge;

•	 At inception of the hedge and throughout the 
hedge term, management will ensure the hedged 
notional will not exceed a predetermined limit 
to protect against overhedging and support 
management’s expectation that the cash flows on 
the designated amount will occur over the term of 
the hedge;

•	 The predetermined portfolio notional hedge limit  
will be established by management and documented 
as part of the ongoing monitoring process. The  
limit is subject to change given ongoing circumstances 
and any changes will be documented as part of 
the monitoring process; and

3 Hedged risk could be a component of the floating rate embedded in the asset being hedged and therefore, cash flows hedged at the Market 
Rate will always be less than the total interest cash flows on the asset. Credit unions should consider clearly defining “hedged risk” in their 
hedge documentation. 
4 The aggregated forecasted payments within the asset portfolio share the same risk exposure for which they are being hedged because the 
cash flows vary based on the same Market Rate and are all denominated in same currency.
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•	 Floating rate assets indexed to the Market Rate 
can mature, or in some cases prepay before 
maturity, but can be replaced with similar floating 
rate assets as long as the notional amount of the 
hedging derivatives does not exceed the notional 
amounts of the hedged item portfolio at any time.

4. Hedging instrument

Credit Union XYZ has entered into an interest rate 
swap with the following terms:

•	 Instrument type: Interest rate swap, receive fixed 
pay float

•	 Currency: As identified in the hedge inception 
template, to match currency of hedged item

•	 Floating rate index: CDOR + {x bps} spread

•	 Floating reset frequency: Monthly, quarterly 

•	 Interest payment frequency: Monthly, quarterly, 
semi-annually, annually or at maturity 

•	 Notional: As specified in the hedge inception template. 

5. Hedge effectiveness assessment

Under IFRS 9, Credit Union XYZ is required to assess 
hedge effectiveness (either qualitative or quantitative) 
at inception of the hedge and on an ongoing basis - at 
a minimum, at each reporting date or on a significant 
change in the circumstances affecting the hedge 
effectiveness requirements, whichever comes first.

a. Qualitative assessment

Credit Union XYZ will perform the following qualitative 
assessment. 

i.  Economic relationship between hedged item and 
hedging instrument based on hedge ratio

Credit Union XYZ uses the same hedge ratio for the 
hedging relationship as the one that results from the 
actual quantity of the Hedged item and the interest 
rate swap (Hedging instrument).

The interest rate swap (hedging instrument) was 
specifically transacted to economically hedge the 
hedged item. The fair values of the hedging instrument 
and the hedged item move in the opposite direction 
because of the interest rate risk. Therefore, there is an 
economic relationship between the hedged item and 
the hedging instrument.

ii.  Critical terms of the hedged item and hedging 
instrument

Credit Union XYZ assesses at inception and in 
subsequent periods whether the critical terms of 
the hedged item and the hedging instrument have 
changed. Specifically, Credit Union XYZ compares 
the following key terms of the hedged item and the 
hedging instrument: 

•	 notional 

•	 maturity

•	 underlying/interest rates

•	 floating leg/reset dates

•	 payment dates

In the case that the critical terms change in 
subsequent periods, Credit Union XYZ assesses the 
impact of those changes on the economic relationship 
between the hedged item and the hedging instrument. 

iii.  Effect of credit risk

Credit Union XYZ enters into interest rate swap as 
hedging instruments with highly rated counterparties 
(e.g. AAA rated). Therefore, Credit Valuation 
Adjustment5 (CVA) on the hedging instrument is not 
expected to be material or volatile in a manner so 
as to dominate the value changes resulting from the 
economic relationship. 

Further, Credit Union XYZ considers its own credit 
risk as [low (e.g. BB rated) – please document why you 
consider this as low credit risk] and as a consequence, 
Debit Valuation Adjustment (DVA) on the hedged item 
is not expected to dominate the hedge effectiveness 
assessment. [This should be tailored to the individual 
credit union – where not true more evidence will need 
to be provided].

5 Consideration/inclusion of counterparty credit risk is a valuation concept that exists under IFRS 13-Fair Value Measurement and the 
requirement to include counterparty credit risk in valuation of trading and hedging derivatives are the same under IAS 39 and IFRS 9. 
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Overall, the hedge relationship is considered highly 
effective if the following conditions are met:

•	 there is an economic relationship between the 
hedged item and the hedging instrument (see 
section (i) above); 

•	 the hedge ratio of the hedging relationship 

					•		is	the	same	as	that	resulting	from	the	quantities	
of a) the hedged item that the entity actually 
hedges; b) the hedging instrument that the 
entity actually uses to hedge that quantity of 
hedged item; and 

					•		is	not	achieved	by	intentionally	weighting	the	
hedged item and the hedging instrument to 
create hedge ineffectiveness - whether or not 
it is recognized - to achieve an accounting 
outcome that would be inconsistent with the 
purpose of hedge accounting (see section (i) 
above); and

•	 the effect of credit risk does not dominate the 
value changes that result from the economic 
relationship (see section (iii) above).

Credit Union XYZ will monitor these three 
requirements above at every reporting period and 
document hedge effectiveness on a qualitative basis.

b. alternative approach: quantitative assessment

[Note: This approach is relevant if there is an 
economic relationship between the hedged item and 
hedging instrument based on an appropriate hedge 
ratio (see section (i) above) but the critical terms of 
the hedged item and the hedging instrument do not 
match or closely align (see section (ii) above)].

Credit Union XYZ uses a quantitative effectiveness 
assessment methodology to support its conclusion 
that an economic relationship exists between the 
hedged item and the hedging instrument. 

[For example, Credit Union XYZ manages its interest 
rate gap based on:

•	 duration;

•	 threshold on hedge ineffectiveness impact; or 

•	 other statistical models such as regression].

Credit Union XYZ assesses effectiveness testing of the 
hedge using the regression method. The regression 
analysis is being performed on the changes in the 
clean fair value of the hedging derivative (swap) vs. 
changes in the clean fair value of a hypothetical 
derivative (swap)6 that is defined based on the terms 
of the hedged item (the hypothetical swap is a proxy 
for the hedged item). The regression analysis is 
performed using 367 data points on a monthly basis; 
the number of data points matches/approximates the 
term of the hedging relationship.

Credit Union XYZ considers the following criteria as 
acceptable for hedge effectiveness:

•	 Slope: -0.8 to -1.25 and 

•	 R squared: > 0.80.

As part of the ongoing hedge effectiveness 
assessment, Credit Union XYZ assesses whether the 
credit risk of the hedging instrument or the hedged 
item is so significant that the credit risk dominates 
the fair value changes that result from the economic 
relationship. This is done by incorporating the value 
of credit risk (commonly known as CVA or DVA) 
on both hedged item and hedging instrument while 
determining the fair values for hedge effectiveness 
assessment. [This should be tailored to the individual 
credit union – where not true, more evidence will need 
to be provided. Also, if CVA and DVA switch based on 
interest rate movements, please consider impact of 
CVA/DVA appropriately].

In addition, Credit Union XYZ assesses quantitatively 
whether the hedge ratio used for designating the 
hedging relationship meets the hedge effectiveness 
requirements.

6 Credit Union XYZ uses hypothetical derivative method to represent the hedged item. The perfectly effective hypothetical derivative would 
have the same relevant critical terms, e.g. notional, underlying, maturity etc. - as the hedged item. The hypothetical derivative does not 
include features in the value of the hedged item that only exist in the hedging instrument and not in the hedge item.
7 If the term of the hedged item is less than 30/36 months, credit unions may use 30 or 36 historical datapoints for running regressions. 
Under statistical methodologies, usually, 30 or 36 data points is considered as a reasonable collection of historical data. Credit unions may 
use declining maturity approach or constant maturity approach to building datapoints for regression. 
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a. Prospective effectiveness testing

Under IAS 39, Credit Union XYZ is required to 
establish at the inception of the hedge the method it 
will use for assessing the effectiveness of the Interest 
Rate Swap in offsetting the changes in fair value arising 
from changes of the 1M CDOR benchmark interest 
rate on the underlying fixed rate loan.

Credit Union XYZ will perform prospective testing 
at the inception of the hedge and at each financial 
reporting date (quarterly and annually) until the end 
of the hedge. The hedge relationship is highly effective 
if the changes in fair value of the hedged item that 
are attributable to the hedged risk are expected to 
be offset by the changes in fair value of the hedging 
instrument.

In order to perform prospective effectiveness testing, 
Credit Union XYZ compares the numerical effects of 
a shift in the hedged interest rate (1M CDOR rate) on 
both the fair value of the hedging instrument and the 
fair value of the hedged item. 

•	 In case that the critical terms of the hedging 
instrument perfectly match the critical terms of 
the hedged item, including reset dates, Credit 
Union XYZ will use one scenario which represents 
a parallel shift (upwards) of [X bps] of the 1M 
CDOR rate. The acceptable basis for hedge 
effectiveness is defined in a range between 0.8 
and 1.25.

•	 In the case that the critical terms of the hedging 
relationship deviate in the future, Credit Union 
XYZ will perform two additional tests to ensure 
effectiveness:

1.  a change in the slope of the 1M CDOR rate of a [X 
%] increase in the rate for one year cash flows, a [X 
%] increase in the rate for two year cash flows, and 
a [X %] increase in the rate for three and more year 
cash flows; and 

2.  A change to a flat 1M CDOR rate. 

The acceptable basis for hedge effectiveness is defined 
in a range between 0.8 and 1.25.

The hedging relationship will be deemed ineffective 
if any of the three effectiveness tests fail and no 
amendments to the hedging item are undertaken.

a. Retrospective effectiveness testing

Under IAS 39, Credit Union XYZ is required to 
retrospectively assess hedge effectiveness if a hedging 
relationship as a minimum at each reporting date. 
Credit Union XYZ assesses effectiveness testing of the 
hedge using the regression method. 

The regression analysis is being performed on the 
changes in the clean fair value of the hedging derivative 
(swap) vs. changes in the clean fair value of a 
hypothetical derivative (swap) that is defined based on 
the terms of the hedged item. The regression analysis 
is performed using 36 data points on a monthly basis; 
the number of data points matched the term of the 
hedging relationship.

The acceptable basis for hedge effectiveness will be 
-0.8 to -1.25 effectiveness of the slope and R squared 
above 0.80.

b. impact of Counterparty Credit Risk on the 
valuation of the hedging instrument

Unrealized gains or losses are contractually subject 
to collateral requirements. Therefore, CVA on the 
hedging instrument (interest rate swap) is expected to 
not be material. 

6. Method of accounting

In accordance with IFRS 9 IAS 39, the hedging 
instrument is measured at fair value, with effective 
portion of changes in fair value recognized in other 
comprehensive income and ineffective portion 
recognized immediately in profit or loss. If the hedge 
accounting is discontinued in accordance with Section 
8, the accumulated amount in other comprehensive 
income will be amortized to profit or loss over the 
remaining term to maturity of the hedged item. If the 
hedged item ceases to exist or the occurrence of the 
hedged transaction no longer is considered possible, 
the remaining amount in other comprehensive income 
will be immediately released to profit or loss. 
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7. sources of hedge ineffectiveness

Hedge ineffectiveness arises from the following areas:

•	 Credit risk on the hedged item vs credit risk on 
the hedging instrument.

•	 As this is a relationship that has critical terms 
match, credit unions should tailor this section 
appropriately for each of their hedge strategy 
documents if hedge ineffectiveness may arise from 
differences in terms of the hedged item vs hedging 
instrument (such as timing of cash flows, frequency 
of payments, etc).

8. Rebalancing and discontinuation

In the case that the risk management objective 
(see section 1b) for the hedge relationship is still 
the same, however the hedge relationship may 
fail to meet the hedge effectiveness requirement 
regarding the hedge ratio, Credit Union XYZ adjusts 
its hedge ratio (rebalancing) as follows – depending 
on the circumstances. For example, an increase in 
the weighting of hedged item can be achieved by 
increasing the volume of the hedged item or by 
decreasing the volume of the hedging instrument. 

Credit Union XYZ will discontinue the hedging 
relationship when the qualifying criteria after 
considering the rebalancing of the hedging relationship 
are no longer met, e.g. the risk management objective 
for the hedging relationship (see section 1b) has 
changed. IFRS 9 does not allow and Credit Union XYZ 
does not voluntarily de-designate hedge relationships 
as long as the hedge objective remains unchanged.



ifRs 9 Hedge Accounting Implementation Guide 25

4.2 appendix B – illustrative example of fair Value hedge documentation under ifRs 9

Black font: Existing documentation under IAS 39 
Blue font: New under IFRS 9
Red font (strikethrough): Not relevant under IFRS 9

This document is prepared based on Standards issued by IASB and interpretations that exist as of September 
2016. As the Standard is still new, interpretations/views are continuously evolving and if such interpretations 
change from those documented in this guide, the contents of the hedge documentation may need to be updated.

1. Risk management strategy and objective

a. Risk management strategy8

Credit Union XYZ has an Asset Liability Committee (ALCO) whose mandate is to evaluate, monitor and approve 
practices relating to risks within the risk limits/appetite set by the Board of Directors. ALCO ensures that the 
structure of the Credit Union XYZ’s business and the level of interest rate risk it assumes are effectively managed, 
that appropriate policies and procedures are established to control and limit these risks, and that resources are 
available for evaluating and controlling interest rate risk. Risk management policies and procedures are further 
documented in [reference document] dated [Date]. 

As part of the policies and procedures set out in the above mentioned document, Credit Union XYZ has 
determined that the risk profile of the fixed rate instruments is to be maintained as follows:

•	 % of loans is not more than [X %] of total assets.

•	 Mix between variable and fixed rate loans is set between 60-70%.

•	 If interest rates are high on newly originated loans, Credit Union XYZ enters in to an interest rate swap to 
economically hedge against fair value changes of the loans. 

•	 Interest rate swap is transacted with the following terms: 
The notional, duration and cash flows will be set in such a way to reduce the interest rate gap to acceptable 
limit. “Acceptable limit” is defined in the above mentioned document and management makes appropriate 
changes to align with its risk appetite.

•	 During the tenure of the swap, if the above parameters are breached, interest rate swap may be terminated. 

As the interest rate swap was specifically transacted to economically hedge the newly originated loan(s), 
application of hedge accounting will align with the risk management strategy of Credit Union XYZ and therefore, 
Credit Union XYZ’s hedging relationship and risk management objective contributes to executing the overall risk 
management strategy. 

Once designated, hedge accounting cannot be voluntary de-designated except in certain cases such as 
mentioned in step e) above (refer to section 7).

8 This section is written for illustrative purposes only and items a) to e) are not mandatory under IFRS 9. Credit unions may want to use 
their judgment in determining (a) the level of details to be included in this section; and (b) if this section should be included in each Hedge 
Strategy Document or as part of a separate Risk Management Document. The specific details to be included in this section may vary 
significantly for each credit union.
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b. Risk management objective

Credit Union XYZ originated a fixed rate commercial 
loan (or homogenous portfolio of fixed rate 
commercial loans). Management seeks to hedge the 
exposure to changes in the fair value of the CDOR 
benchmark arising from changing interest rates. 
Credit Union XYZ’s hedging objective and strategy is 
therefore to minimize its exposure to changes in fair 
value arising from changes to the CDOR benchmark 
interest rate on the underlying fixed rate loan. 

In order to offset the change in fair value of the fixed 
rate loan attributable to change in the benchmark 
interest rate and to comply with its risk management 
strategy and objective, Credit Union XYZ has entered 
into an interest rate swap, effective [Date] and maturing 
on [Date], with a notional amount of [$ amount] to 
pay interest at a fixed rate and receive interest at a 
floating rate of 1M CDOR + [X bps] spread.

The exposure of Credit Union XYZ to changes in the 
fair value is measured using principles set out in IFRS 
13: Fair Value Measurement. At each reporting date, 
Credit Union XYZ will assess the hedge effectiveness 
of the hedging relationship. Further, Credit Union 
XYZ will review the notional of the hedging instrument 
and the weighted average interest rate in order to 
align the hedging instrument due to occurrence of 
prepayments or arrears. Prepayments or arrears may 
give rise to partial discontinuation or de-designation of 
hedge accounting. 

The start date of the hedging relationship is [Date] 
and last payment date (end date of the hedging 
relationship) is [Date].

2. Hedged risk and hedging model 

Credit Union XYZ is hedging the changes in fair value 
of a recognized asset or liability (or portfolio) that is 
attributable to the stated hedged risk that could affect 
profit or loss (fair value hedge). 

The hedged risk is the interest rate risk changing the 
fair value of the commercial loan due to movements in 
CAD interest rates. The benchmark used to determine 
the movement in CAD interest rate is the 1M CDOR rate.

The designation Date is : [DD/MM/YYYY]

3. Hedged item

Credit Union XYZ designates the commercial loan with 
the following terms as the hedged item:

•	 Notional/principal amount: [$ amount] 

•	 Maturity [X] years 

•	 Interest rate of [X %] fixed rate 

•	 Amortization Payment dates/frequency of [X]/[Y]

[Where a portfolio being designated state key terms 
of portfolio instead and also how the similarity test is 
passed. Items in a portfolio are considered as similar 
assets or similar liabilities, if they share the same 
hedged risk and the change in fair value attributable 
to the hedged risk for each individual item is expected 
to be approximately proportional to the overall 
change in the fair value of the portfolio attributable to 
the hedged risk].

4. Hedging instrument

Credit Union XYZ has entered into an interest rate 
swap with the following terms:

•	 Instrument type: Interest rate swap, pay fixed 
receive float, that matches the hedged item

•	 Currency: As identified in the hedge inception 
template, to match currency of hedged item

•	 Floating rate index: CDOR + {x bps} spread

•	 Floating reset frequency: Monthly, quarterly 

•	 Interest payment frequency: Monthly, quarterly, 
semi-annually, annually or at maturity 

•	 Notional: As specified in the hedge inception template. 

Therefore, the hedging instrument is an [X]-year 
amortizing interest rate swap, with a starting notional 
value of [$ amount] and an ending notional of [$ 
amount] based on the swap amortization schedule.

The fair value movements on the amortizing notional 
of [$ amount] of the interest rate swap is designated 
as a hedge of fair value movements in the commercial 
loan of [$ amount] resulting from movements in 1M 
CDOR rate.
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5. Hedge effectiveness assessment

Under IFRS 9, Credit Union XYZ is required to assess 
hedge effectiveness (either qualitative or quantitative) 
at inception of the hedge and on an ongoing basis - at 
a minimum, at each reporting date or on a significant 
change in the circumstances affecting the hedge 
effectiveness requirements, whichever comes first.

a. Qualitative assessment

Credit Union XYZ will perform the following qualitative 
assessment. 

i.  Economic relationship between hedged item and 
hedging instrument based on hedge ratio

Credit Union XYZ uses the same hedge ratio for the 
hedging relationship as the one that results from 
the actual quantity of the commercial loan (refer to 
Section 3 Hedged item) and the interest rate swap 
(refer to Section 4 Hedging instrument).

The interest rate swap (hedging instrument) was 
specifically transacted to economically hedge the 
commercial loan (hedged item). The fair values of the 
hedging instrument and the hedged item move in the 
opposite direction because of the interest rate risk. 
Therefore, there is an economic relationship between 
the commercial loan (or a portion thereof) and the 
swap.

ii.  Critical terms of the hedged item and hedging 
instrument

Credit Union XYZ assesses at inception and in 
subsequent periods whether the critical terms of 
the hedged item and the hedging instrument have 
changed. Specifically, Credit Union XYZ compares the 
following key terms of the commercial loan (hedged 
item) and the interest rate swap (hedging instrument): 

•	 notional 

•	 maturity

•	 underlying/interest rates

•	 payment dates

In the case that the critical terms change in 
subsequent periods, Credit Union XYZ assesses the 
impact of those changes on the economic relationship 

between the hedged item and the hedging instrument. 

iii.  Effect of credit risk

Credit Union XYZ enters into interest rate swap as 
hedging instruments with highly rated counterparties 
(e.g. AAA rated). Therefore, Credit Valuation 
Adjustment9 (CVA) on the hedging instrument is 
expected to not be material or volatile in a manner so 
as to dominate the value changes resulting from the 
economic relationship. 

Further, Credit Union XYZ considers its own credit 
risk as [low (e.g. BB rated)] and as a consequence, 
Debit Valuation Adjustment (DVA) on the hedged item 
is not expected to dominate the hedge effectiveness 
assessment. [This should be tailored to the individual 
credit union – where not true more evidence will need 
to be provided]

Overall, the hedge relationship is considered highly 
effective if the following conditions are met:

•	 there is an economic relationship between the 
hedged item and the hedging instrument (see 
section (i) above); 

•	 the hedge ratio of the hedging relationship 

						•		is	the	same	as	that	resulting	from	the	quantities	
of a) the hedged item that the entity actually 
hedges; b) the hedging instrument that the 
entity actually uses to hedge that quantity of 
hedged item; and 

						•		is	not	achieved	by	intentionally	weighting	the	
hedged item and the hedging instrument to 
create hedge ineffectiveness - whether or not 
it is recognized - to achieve an accounting 
outcome that would be inconsistent with the 
purpose of hedge accounting (see section (i) 
above); and

•	 the effect of credit risk does not dominate the 
value changes that result from the economic 
relationship (see section (iii) above).

Credit Union XYZ will monitor these three 
requirements above at every reporting period and 
document hedge effectiveness on a qualitative basis.

9 Consideration/inclusion of counterparty credit risk is a valuation concept that exists under IFRS 13-Fair Value Measurement and the 
requirement to include counterparty credit risk in valuation of trading and hedging derivatives are the same under IAS 39 and IFRS 9.
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b. alternative approach: quantitative assessment

[Note: This approach is relevant if there is an 
economic relationship between the hedged item and 
hedging instrument based on an appropriate hedge 
ratio (see section (i) above) but the critical terms of 
the hedged item and the hedging instrument does not 
match or closely align (see section (ii) above)].

Credit Union XYZ uses a quantitative effectiveness 
assessment methodology to support its conclusion 
that an economic relationship exists between the 
hedged item and the hedging instrument. 

[For example, Credit Union XYZ manages its interest 
rate gap based on:

•	 duration;

•	 threshold on hedge ineffectiveness impact; or 

•	 other statistical models such as regression.]

Credit Union XYZ assesses effectiveness testing of the 
hedge using the regression method. The regression 
analysis is being performed on the changes in the 
clean fair value of the hedging derivative (swap) vs. 
changes in the clean fair value of a hypothetical bond 
(bond)10 that is defined based on the terms of the 
hedged item (the hypothetical bond is a proxy for the 
hedged item). The regression analysis is performed 
using 3611 data points on a monthly basis; the number 
of data points matches/approximates the term of the 
hedging relationship.

Credit Union XYZ considers the following criteria as 
acceptable for hedge effectiveness:

•	 Slope: -0.8 to -1.25 and 

•	 R squared: > 0.80.

As part of the ongoing hedge effectiveness 
assessment, Credit Union XYZ assesses whether the 
credit risk of the hedging instrument or the hedged 
item is so great that the credit risk dominates the 
fair value changes that result from the economic 
relationship. This is done by incorporating the value 
of credit risk (commonly know as CVA or DVA) on 
both hedged item and hedging instrument while 

determining the fair values for hedge effectiveness 
assessment. 

In addition, Credit Union XYZ assesses quantitatively 
whether the hedge ratio used for designating the 
hedging relationship meets the hedge effectiveness 
requirements.

a. Prospective effectiveness testing

Under IAS 39, Credit Union XYZ is required to 
establish at the inception of the hedge the method it 
will use for assessing the effectiveness of the Interest 
Rate Swap in offsetting the changes in fair value arising 
from changes of the 1M CDOR benchmark interest 
rate on the underlying fixed rate loan.

Credit Union XYZ will perform prospective testing 
at the inception of the hedge and at each financial 
reporting date (quarterly and annually) until the end 
of the hedge. The hedge relationship is highly effective 
if the changes in fair value of the hedged item that 
are attributable to the hedged risk are expected to 
be offset by the changes in fair value of the hedging 
instrument.

In order to perform prospective effectiveness testing, 
Credit Union XYZ compares the numerical effects of 
a shift in the hedged interest rate (1M CDOR rate) on 
both the fair value of the hedging instrument and the 
fair value of the hedged item. 

•	 In case that the critical terms of the hedging 
instrument perfectly match the critical terms of 
the hedged item, including reset dates, Credit 
Union XYZ will use one scenario which represents 
a parallel shift (upwards) of [X bps] of the 1M 
CDOR rate. The acceptable basis for hedge 
effectiveness is defined in a range between 0.8 
and 1.25.

•	 In the case that the critical terms of the hedging 
relationship deviate in the future, Credit Union 
XYZ will perform two additional tests to ensure 
effectiveness:

3.  a change in the slope of the 1M CDOR rate of a [X 
%] increase in the rate for one year cash flows, a [X 
%] increase in the rate for two year cash flows, and 

10 Credit Union XYZ uses hypothetical derivative method to represent the hedged item. The hypothetical derivative does not include features 
in the value of the hedged item that only exist in the hedging instrument.
11 If the term of the hedged item is less than 30/36 months, credit unions may use 30 or 36 historical datapoints for running regressions. 
Under statistical methodologies, usually, 30 or 36 data points is considered as a reasonable collection of historical data. Credit unions may 
use declining maturity approach or constant maturity approach to building datapoints for regression. 
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a [X %] increase in the rate for three and more year 
cash flows; and 

4.  A change to a flat 1M CDOR rate. 

The acceptable basis for hedge effectiveness is defined 
in a range between 0.8 and 1.25.

The hedging relationship will be deemed ineffective 
if any of the three effectiveness tests fail and no 
amendments to the hedging item are undertaken.

b. Retrospective effectiveness testing

Under IAS 39, Credit Union XYZ is required to 
retrospectively assess hedge effectiveness if a hedging 
relationship as a minimum at each reporting date. 
Credit Union XYZ assesses effectiveness testing of the 
hedge using the regression method. 

The regression analysis is being performed on the 
changes in the clean fair value of the hedging derivative 
(swap) vs. changes in the clean fair value of a 
hypothetical derivative (swap) that is defined based on 
the terms of the hedged item. The regression analysis 
is performed using 36 data points on a monthly basis; 
the number of data points matched the term of the 
hedging relationship.

The acceptable basis for hedge effectiveness will be 
-0.8 to -1.25 effectiveness of the slope and R squared 
above 0.80.

c. impact of Counterparty Credit Risk on the 
valuation of the hedging instrument

Unrealized gains or losses are contractually subject 
to collateral requirements. Therefore, CVA on the 
hedging instrument (interest rate swap) is expected to 
not be material. 

6. Method of accounting

In accordance with IFRS 9 IAS 39, the hedging 
instrument is measured at fair value, with changes in 
fair value recognized in profit or loss. The hedged item 
is remeasured for changes in fair value attributable 
to the hedged risk during the period of the hedging 
relationship and any resulting adjustment to the 
carrying amount of the hedged item related to the 

hedged risk is recognized in profit or loss. Hedge 
ineffectiveness, if any, arises from the differences in 
terms of the hedged item and hedging instrument and 
its impact on the fair values of the hedged item vs 
hedging instrument.

7. sources of hedge ineffectiveness

Hedge ineffectiveness arises from the following areas:

•	 Credit risk on the hedged item vs credit risk on 
the hedging instrument.

•	 As this is a relationship that has critical terms 
match, credit unions should tailor this section 
appropriately for each of their hedge strategy 
documents if hedge ineffectiveness may arise 
from differences in terms of the hedged item vs 
hedging instrument (such as timing of cash flows, 
frequency of payments, etc).

8. Rebalancing and discontinuation

In the case that the risk management objective 
(see section 1b) for the hedge relationship is still 
the same, however the hedge relationship may 
fail to meet the hedge effectiveness requirement 
regarding the hedge ratio, Credit Union XYZ adjusts 
its hedge ratio (rebalancing) as follows – depending 
on the circumstances. For example, an increase in 
the weighting of hedged item can be achieved by 
increasing the volume of the hedged item or by 
decreasing the volume of the hedging instrument. 

Credit Union XYZ will discontinue the hedging 
relationship when the qualifying criteria after 
considering the rebalancing of the hedging relationship 
are no longer met, e.g. the risk management objective 
for the hedging relationship (see section 1b) has 
changed. IFRS 9 does not allow and Credit Union XYZ 
does not voluntarily de-designate hedge relationships 
as long as the hedge objective remains unchanged.




