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Dear Ms Lloyd 

Tentative agenda decision – Hedging Variability in Cash Flows due to Real Interest Rates (IFRS 9 Financial 
Instruments) 

Deloitte Touche Tohmatsu Limited is pleased to respond to the IFRS Interpretations Committee’s 
publication in the December 2020 IFRIC Update of the tentative decision not to take onto the 
Committee’s agenda the request for clarification on the application of hedge accounting requirements in 
IFRS 9 when the risk management objective is to ‘fix’ the cash flows in real terms.  

We agree with the IFRS Interpretations Committee’s decision not to add this item onto its agenda. We 
have included in this letter some comments on the basis for reaching the conclusion in the decision.  

The tentative agenda decision concludes that the rebuttable presumption in IFRS 9:B6.3.13, ‘that unless 
inflation risk is contractually specified, it is not separately identifiable and reliably measurable and hence 
cannot be designated as a risk component of a financial instrument’ has not been rebutted. We 
understand that this is based on the specific facts and circumstances presented in the original submission.  

We would suggest that there is an additional rationale as to why the hedge relationship described in the 
decision cannot be eligible under IFRS 9 as a cash flow hedge, which could be included within the decision. 
This rationale is based on the fact that the ‘fixing’ of the cash flows illustrated in the submission is in real 
terms as opposed to nominal terms.  

For a cash flow hedge of real rate risk to qualify for hedge accounting under IFRS 9, it is necessary for the 
cash flows to be fixed in nominal terms (in the currency of the debt of the functional currency of the 
entity). It is not appropriate for the economic relationship of the hedge to be assessed in real terms 
because reporting in real terms is not recognised under IFRS Standards. The financial statements are 
presented in nominal terms and therefore hedge effectiveness must also be assessed in nominal terms. 
Therefore, the hedge relationship described in the agenda decision will not be eligible because the cash 
flows are not fixed in nominal terms. 

Furthermore, if assessing the effectiveness of a cash flow hedge in real terms were permitted, a swap of 
fixed rate debt cash flows for inflation-linked debt cash flows would, subject to rebutting the presumption 
in IFRS 9:B6.3.13 for fixed rate debt, reflect an eligible cash flow hedge because in real terms, the fixed 
rate debt is variable before the hedge but fixed after (i.e. the inflation-linked debt is fixed in real terms). 
However, for financial reporting purposes, which is in nominal terms, the swap would create significant 
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variability in profit or loss rather than reducing it because the debt cash flows are fixed before the hedge 
and variable after, which is inconsistent with the notion of a cash flow hedge. 

If you have any questions concerning our comments, please contact Veronica Poole in London at +44 (0) 
20 7007 0884. 

Yours sincerely 

 

 
 
 

Veronica Poole 

Global IFRS Leader 


