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I. Introduc-on 

Companies face many risks during their existence. Depending on the economic situa<on, geopoli<cal 
context and other external or internal factors, the nature and severity of these risks can vary over <me. For 
example, varia<ons in interest rates, foreign exchange rates, commodity prices and infla<on can have a 
significant impact on companies’ financial stability and performance (Panaretou et al., 2013). In today’s 
globalised and vola<le environment, companies face increasing challenges in managing and mi<ga<ng 
financial risks (dos Santos et al., 2022). As a result, risk management has become an essen<al part of 
companies’ ac<vi<es and decision-making processes. 

To manage these exposures, companies implement different risk management strategies. One of them is 
the use of deriva<ve financial instruments. Indeed, their use has considerably increased over recent 
decades (Panaretou et al., 2013). Companies frequently apply these instruments to mi<gate their exposure 
to risks. This prac<ce is called hedging. Hedging involves using a hedging instrument to offset gains or losses 
arising from a hedged item, thereby reducing the firm’s exposure to financial risk (PwC, 2017). However, this 
method creates significant vola<lity in financial statements when accoun<ng standards are applied under 
general measurement rules. Indeed, under IFRS, deriva<ve instruments are generally measured at fair value 
through profit or loss, while the hedged items may follow a different accoun<ng treatment. This accoun<ng 
mismatch can result in ar<ficial vola<lity that does not necessarily reflect the economic substance of the 
hedging rela<onship (PwC, 2017). It is precisely to address this issue that hedge accoun<ng was introduced 
under IFRS. 

In this context, hedge accoun<ng plays an important role. Ini<ally introduced under IAS 39 and later 
significantly revised under IFRS 9, hedge accoun<ng aims to beEer align accoun<ng treatment with 
companies’ actual risk management ac<vi<es (Poincelot & Chambost, 2015). More specifically, it allows 
en<<es to recognise gains and losses on hedging instruments and hedged items within the same accoun<ng 
period. It reduces accoun<ng mismatches and improves the faithful representa<on of economic reality in 
financial statements (EY, 2014). Nevertheless, the applica<on of hedge accoun<ng remains op<onal, 
meaning that companies may choose whether or not to apply it. In addi<on, IFRS 9 is complemented by 
IFRS 7, which requires en<<es to provide transparent and relevant informa<on regarding their risk 
exposures, hedging strategies and the impact of hedge accoun<ng on financial statements (KPMG, 2013). 

Compared to IAS 39, IFRS 9 introduced several changes, par<cularly regarding the assessment of hedge 
effec<veness. Companies now have greater flexibility in demonstra<ng hedge effec<veness (Singh, 2019). 
Nevertheless, despite these improvements, hedge accoun<ng remains one of the most complex areas of 
financial repor<ng under IFRS. The applica<on of IFRS 9 s<ll requires formal documenta<on, con<nuous 
assessment of hedge effec<veness and the designa<on of qualifying hedging instruments and hedged 
items, which may impose a significant administra<ve burden on companies (Singh, 2019).  

Therefore, it appears par<cularly interes<ng to analyse how companies implement this complex accoun<ng 
principle in prac<ce and how they disclose it in their financial statements. The objec<ve of the present 
thesis is to analyse how industrial and commercial companies apply hedge accoun<ng under IFRS as part of 
their risk management strategies.  

The study focuses on companies listed on three Benelux stock indices, the BEL 20, the AEX 25 and the LuxX 
Price Index, as of 31 December 2024. The Benelux region was selected because the three countries have 
strong economic <es and a long history of financial integra<on. In addi<on, all listed companies are required 
to prepare their consolidated financial statements in accordance with IFRS, ensuring a high degree of 
comparability. The final sample consists of 32 industrial and commercial companies, while financial 
ins<tu<ons were excluded due to the specific regulatory frameworks and risk exposures characterising that 
sector. 

The main research ques<on addressed in this thesis is therefore the following: “How do industrial and 
commercial companies apply hedge accoun5ng under IFRS as part of their risk management strategies, and 
what are the current market prac5ces ?”. 
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To answer this ques<on, the research adopts a mixed-method approach combining both quan<ta<ve and 
qualita<ve analyses. The quan<ta<ve part of the study is based on the analysis of the 2024 financial 
statements of industrial and commercial companies listed on the BEL 20, AEX 25 and LuxX Price Index. The 
analysis focuses on 10 criteria, including the types of risks hedged, the hedging instruments used, the hedge 
accoun<ng approaches adopted and the disclosures provided in the financial statements. 

To complement these findings and provide prac<cal insights, qualita<ve interviews were also conducted 
with auditors, treasury professionals and IFRS specialists. The qualita<ve part is based on six interviews with 
professionals from DeloiEe, KPMG, PwC, Umicore, UCB and EFRAG. These interviews provide valuable 
insights into the prac<cal reali<es of hedge accoun<ng implementa<on. 

This thesis is divided into two main parts. The first part presents the theore<cal framework rela<ng to risk 
management, financial instruments, hedge accoun<ng under IFRS 9 and disclosure requirements under IFRS 
7, as well as the main advantages and limita<ons associated with hedge accoun<ng. The second part 
develops the empirical analysis of hedge accoun<ng market prac<ces among the selected companies, 
combining quan<ta<ve findings and qualita<ve insights from professionals. Finally, the thesis concludes by 
summarising the main findings. 
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II. Part I - Theore-cal Framework  

1. Risk management in industrial and commercial companies 

1.1 Concept of risk management in companies 

Risk management is a key component of modern companies. In recent years, globaliza<on, technological 
advances and the growing interconnec<on of financial markets have significantly increased both the 
complexity and severity of internal and external risks (Sunaryo et al., 2025). Organiza<ons face numerous 
risks arising from different aspects of their business ac<vi<es (PwC, 2017). These risks may result from 
external factors such as economic condi<ons or geopoli<cal events. Companies are also exposed to risks 
caused by their day-to-day opera<ons, including fluctua<ons in interest rates, exchange rates, equity prices 
and commodity prices (Müller, 2020). To mi<gate these risks, firms rely on various risk management 
techniques (PwC, 2017). In today’s challenging business environment, companies have less tolerance for 
unexpected events and increasingly adopt a holis<c approach to risk management. Regulatory requirements 
related to board oversight further encourage organiza<ons to implement an enterprise-wide perspec<ve on 
risk (DeloiEe, s.d). 

The CommiEee of Sponsoring Organiza<ons of the Treadway Commission (COSO) defines enterprise risk 
management as “a process, effected by an en5ty’s board of directors, management and other personnel, 
applied in strategy seAng and across the enterprise, designed to iden5fy poten5al events that may affect 
the en5ty, and manage risk to be within its risk appe5te, to provide reasonable assurance regarding the 
achievement of en5ty objec5ves.” This defini<on highlights that enterprise risk management is not a one-
<me ac<on but a con<nuous and organiza<on-wide process. It is embedded in the company’s strategy and 
involves all levels of the organiza<on to iden<fy and control risks. Ul<mately, its objec<ve is to ensure that 
risks remain within acceptable limits in order to support the achievement of the en<ty’s goals. 

It was suggested that one of the biggest factors leading to the destruc<on of value is to develop and 
implement a strategy without assessing the associated risks (Grove & Clouse, 2016). Indeed, effec<ve risk 
management plays a key role in improving financial performance by reducing default risk, strengthening 
governance and op<mizing working capital management (Ait Nova<ani et al., 2022, cited in Sunaryo et al., 
2025). 
 
1.2 Main financial risks faced by industrial and commercial companies  

As discussed in Chapter 1.1, companies are exposed to various financial risks that can significantly impact 
their performance and financial stability. For instance, some en<<es are primarily concerned with exchange 
rate or interest rate fluctua<ons, while others are more exposed to commodity price vola<lity (PwC, 2017). 
This chapter focuses on three specific types of financial risk: foreign exchange risk, interest rate risk and 
price risk, as these are the most commonly managed through hedging strategies (Allini et al., 2024). 

1.2.1 Foreign exchange risk  

Foreign exchange risk is an important financial risk for firms opera<ng interna<onally. Exchange rate 
movements affect both the cash flows generated by a firm’s ac<vi<es and the discount rate used to value 
these cash flows, which in turn has a direct impact on the firm’s value (Muller & Verschoor, 2006). More 
generally, exchange rates are widely seen as a major source of macroeconomic uncertainty and can 
therefore influence the performance and valua<on of firms with interna<onal opera<ons (Muller & 
Verschoor, 2006). 

Foreign exchange risk is defined by Yusoff et al. (2023) as the variability or fluctua<ons faced by global 
companies in consolidated earnings resul<ng from unexpected changes in currencies. This risk is par<cularly 
relevant because companies, investors and other economic agents frequently carry out transac<ons in 
foreign currencies, which makes their results and profitability sensi<ve to exchange rate changes (Al 
Mansoori et al., 2024). 
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Foreign exchange risk is usually divided into three main types: transac<on risk, transla<on risk and 
economic risk (Al Mansoori et al., 2024). Transac<on risk appears when a firm enters into a foreign currency 
transac<on and there is a delay between the agreement and the actual payment. During the delay between 
the agreement and the actual payment, exchange rates may fluctuate, which can result in a different 
amount being paid or received. This creates financial uncertainty for companies (Raza et al. 2022). On the 
other hand, transla<on risk appears when a company holds assets, investments or subsidiaries in foreign 
currencies. In this case, exchange rate varia<ons affect their value when they are converted into the 
repor<ng currency, even if no actual cash flow is involved (Zhu & Sardana, 2020). Finally, economic risk 
refers to the longer-term impact of exchange rate movements on a firm’s compe<<veness, future cash flows 
and overall profitability (Al Mansoori et al., 2024). 

In today’s highly interconnected economy, foreign exchange risk is driven by a combina<on of economic, 
financial and geopoli<cal factors, which makes it a key issue for mul<na<onal firms (Al Mansoori et al., 
2024). To manage this risk, the literature iden<fies several strategies. Hedging is the most commonly 
discussed tool, but firms can also rely on other approaches such as using local currencies, nelng 
exposures, matching inflows and oumlows in the same currency or applying leading and lagging strategies, 
which involve accelera<ng or delaying payments depending on expected exchange rate movements (Al 
Mansoori et al., 2024). 

1.2.2 Interest rate risk 

Interest rate risk refers to the poten<al impact of fluctua<ons in interest rates on an organisa<on’s financial 
posi<on and it must be iden<fied, measured, and managed by treasury func<ons. Companies are exposed 
to this risk due to their significant financial commitments, par<cularly debt, which makes them vulnerable 
to changes in interest rates and may lead to financial instability. Effec<ve management of interest rate risk 
helps reduce borrowing costs by op<mizing the debt structure, par<cularly in terms of maturity and 
financing composi<on (PwC, 2024). 

Interest rate risk is primarily reflected in the structure of debt, par<cularly through the dis<nc<on between 
fixed-rate and variable-rate borrowings. Variable-rate debt adjusts immediately to market condi<ons, 
meaning that changes in interest rates have a direct impact on financial expenses. In contrast, fixed-rate 
debt is not affected in the short term. However, its impact becomes progressively visible as exis<ng 
borrowings mature and are refinanced (Banque de France, 2024). 

Thus, fluctua<ons in interest rates affect the overall cost of corporate debt. When interest rates rise, the 
cost of financing increases, leading to higher interest expenses and poten<ally reducing available cash 
flows. This mechanism also influences corporate financing decisions, par<cularly firms’ reliance on debt and 
their overall capital structure (Zhao & Han, 2025). 

1.2.3 Price risk 

Commodi<es such as metals, agricultural products and energy resources are important inputs in the 
opera<ons of commercial and industrial companies. Their prices are highly vola<le due to mul<ple external 
factors, including changes in supply and demand, geopoli<cal events, currency fluctua<ons, and shios in 
economic policy (KPMG, 2024). Over the past three decades, commodity markets have experienced a 
significant increase in both price vola<lity and the dispersion of vola<lity across different types of 
commodi<es, with commodity prices also exhibi<ng higher vola<lity compared to stock market indices, 
interest rates, and exchange rates (Han et al., 2022). 

Commodity price risk originates from the vola<lity of raw material and energy prices, which creates 
uncertainty for firms in their produc<on processes. In this context, risk exposure represents the sensi<vity 
of a firm’s value to changes in commodity prices (Tang, 2015). From a financial perspec<ve, commodity 
prices affect firm value through their impact on corporate cash flows, as they influence both input and 
output factors in the produc<on process (Bartram, 2005). Consequently, unmanaged exposure to 
commodity price fluctua<ons can quickly erode profit margins, destabilise cash flows and weaken a firm’s 
overall compe<<veness (DeloiEe, n.d.). 
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This vola<lity also leads to unpredictability in produc<on costs, which complicates financial planning and 
liquidity management and may nega<vely affect long-term investment decisions, making companies more 
cau<ous in uncertain market environments (KPMG, 2024). As a result, all sectors are exposed to this risk, 
with an es<mated exposure ranging between 8% and 11% to commodity price movements (Zhao & Han, 
2025). 

1.3 Financial instruments used in risk management  

To mi<gate their risks firms rely on various risk management techniques, with hedging being one of them 
(PwC, 2017). In this context, companies use deriva<ve instruments to hedge the financial and opera<onal 
risks they face (Müller, 2020; Panaretou et al., 2013). As noted by (Panaretou et al. 2013), “the use of 
deriva5ve instruments for corporate risk management has grown drama5cally over the past decades.”.  

A deriva<ve instrument is a financial instrument or a non-financial contract that has three characteris<cs. 
First, the instrument or contract must include one or more underlyings as well as one or more no<onal 
amounts or payment provisions (or both). An underlying variable can be, for example, the price of a traded 
asset. Second, it must require either no ini<al net investment or an ini<al net investment that is smaller 
than would be required for other types of instruments or contracts that are expected to react in a similar 
way to changes in market factors. Third, the instrument or contract contains a net seElement provision. Net 
seElement generally refers to a one-way transfer of an asset, most ooen cash, from the counterparty in a 
loss posi<on to the counterparty in a gain posi<on. This seElement can be achieved either directly, through 
a contractual net seElement between the two par<es, or indirectly, through a market mechanism that 
facilitates net seElement, or through the delivery of either a deriva<ve or an asset that is easily conver<ble 
into cash (KPMG, 2026). 

The following sec<ons provide defini<ons of the most common deriva<ve and non-deriva<ve instruments, 
both of which may be used by firms for risk mi<ga<on purposes through hedging.  

1.3.1 Swaps  

DeloiEe defines a swap as a contract between two par<es who agree to exchange cash flows in the future 
according to rules set in advance.The agreement specifies the dates on which the cash flows will be 
exchanged as well as how they will be calculated. The most common types of swaps are interest rate swaps 
and currency swaps (DeloiEe, s.d). 

In an interest rate swap, one party pays interest at a fixed rate to another party, based on a no<onal 
principal, over a specified period. In return, it receives interest at a floa<ng rate from the other party, on the 
same no<onal amount and over the same period (DeloiEe, s.d). 

As for currency swaps, they are contracts in which two par<es exchange principal amounts as well as 
interest payments, which can be at fixed or floa<ng rates, but in different currencies. The contract specifies 
an amount in each of the two currencies. These amounts are generally exchanged at the beginning of the 
contract and then again at the end. In general, they are chosen to be approximately equivalent in value, 
based on the exchange rate at the start of the swap (DeloiEe, s.d). 

1.3.2 Forwards 

DeloiEe defines a forward as “an agreement to buy or sell an asset on a future date for an agreed-upon 
price.” This means that this deriva<ve implies that, at the maturity date, the underlying asset must be 
exchanged at the price agreed upon in the contract (PwC, 2024). This deriva<ve is traded in the over-the-
counter market (DeloiEe, s.d). 

One of the par<es to the contract takes a long posi<on and agrees to buy the underlying asset on a 
specified future date at a predetermined price. The other party takes a short posi<on and agrees to sell the 
asset on the same date and at the same price (DeloiEe, s.d). Most of the <me, entering into a forward 
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contract does not require any ini<al cost, which represents an advantage for companies wishing to use it as 
a hedging instrument. 

1.3.3 Futures 

A futures contract is similar to a forward contract, as it is an agreement between two par<es to buy or sell 
an asset at a future date and at a price agreed upon today. However, unlike forward contracts, futures are 
generally traded on an exchange. To make trading possible, the exchange imposes standardized features. 
Since the par<es do not necessarily know each other, the exchange also ensures that the contract will be 
honored (DeloiEe, s.d). 
 
1.3.4 Op<ons 

In its 2024 publica<on “US Deriva5ves & Hedging Guide”, PwC defines an op<on as a deriva<ve that gives its 
holder the right, but not the obliga<on, to exercise the contract. Therefore, in general, the holder will only 
exercise the op<on if it is advantageous for them, that is, when the op<on is “in the money”. Otherwise, 
they will not exercise it if it is not profitable. Call op<ons, put op<ons and warrants are the most common 
types of op<ons. 

A call op<on gives the right to buy an asset at a predetermined price, known as the strike price. A put 
op<on gives the holder the right to sell an asset at a predetermined price on a specified date. For example, 
it may grant the right to sell shares at a fixed price. Finally, a warrant is a call op<on issued by a company on 
its own shares. It gives the right to purchase shares of that company at a predetermined price. 

1.3.5 Floors 

In its paper “Product Disclosure Statement”, JPMorgan defines a floor as an interest rate op<on that 
protects against falling floa<ng interest rates below a predetermined strike rate during a specified period. In 
simpler terms, it sets a minimum interest rate below which the rate cannot fall. 

1.3.6 Caps 

A cap is the opposite of a floor. In its paper “Product Disclosure Statement”, JPMorgan defines a cap as an 
interest rate op<on that protects against rising floa<ng interest rates above a predetermined strike rate over 
a specified period. In other words, it sets a maximum interest rate above which the rate cannot rise. 

1.3.7 Collars 

An interest rate collar is a deriva<ve that allows a company to benefit from a floa<ng interest rate while 
limi<ng its movements within a predefined range. This range is set by a floor and a cap. In other words, the 
company con<nues to pay a floa<ng interest rate, but this rate is restricted to fluctuate between a minimum 
level and a maximum level (Forbes, 2019). 

1.3.8 Non-deriva<ve instrument 

Non-deriva<ve instruments are financial instruments that do not meet the defini<on of a deriva<ve under 
IFRS 9. They typically include financial assets and liabili<es such as loans, bonds, deposits and cash holdings. 
Unlike deriva<ves, their value is not primarily dependent on changes in an underlying variable as defined in 
IFRS 9. 
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2. What is hedge accoun<ng? 

2.1 Defini<on and objec<ves of hedge accoun<ng 

Hedge accoun<ng is a voluntary accoun<ng treatment in accordance with IFRS 9 Financial Instruments, 
issued by the Interna<onal Accoun<ng Standards Board (IASB). This standard defines the principles, 
eligibility criteria and applica<on requirements for hedge accoun<ng. Hence, a large part of this chapter 2 is 
based on the IASB’s official publica<on, par<cularly the sec<ons rela<ng to hedge accoun<ng (IASB, 2014). 

IFRS 9 replaced the previous standard IAS 39 (Poincelot & Chambost, 2015). Compared to IAS 39, IFRS 9 
introduced several changes, mainly in the way hedge effec<veness is assessed. Companies now have more 
autonomy in demonstra<ng hedge effec<veness (Singh, 2019), which makes hedge accoun<ng more flexible 
than under IAS 39. 

As quoted in Chapter 1.3, companies can mi<gate risk through hedging. Hedging involves using a hedging 
instrument to offset gains or losses arising from a hedged item, thereby reducing the firm’s exposure to 
financial risk (PwC, 2017). However, in the absence of hedge accoun<ng, hedging ac<vi<es may create what 
has been described as a “misleading phenomenon” (Allini et al., 2024). Indeed, deriva<ves are measured at 
fair value through profit or loss, which can increase earnings vola<lity (PwC, 2017). As a result, financial 
statements may not fully reflect the underlying economic reality of the company, which goes against the 
objec<ve of financial repor<ng under IFRS. 

The objec<ve of hedge accoun<ng is therefore to beEer reflect risk management ac<vi<es in financial 
statements and to ensure that the hedged item and the hedging instrument are economically aligned 
(Singh, 2018). In paragraph 6.1.1, IFRS 9 states that the objec<ve of hedge accoun<ng is to allow en<<es “to 
represent, in the financial statements, the effects of an en5ty’s risk management ac5vi5es that use financial 
instruments to manage exposures arising from par5cular risks that could affect profit or loss.” 

If all the condi<ons set out in IFRS 9 are met, an en<ty can formally designate a hedging rela<onship 
between a hedging instrument and a hedged item. This ensures that gains and losses are recognised in the 
same period, either in profit or loss or in other comprehensive income, depending on the type of hedge. As 
a result, hedge accoun<ng enhances the relevance and stability of financial repor<ng (Allini et al., 2024) and 
helps avoid economically unjus<fied earnings vola<lity (Dinh & Seitz, 2020). 

In prac<ce, the most commonly used hedging instruments are forwards, swaps and op<ons. The extent to 
which companies apply hedge accoun<ng depends on the industry. For instance, sectors such as oil and gas, 
petroleum, chemicals, telecommunica<ons, healthcare and airlines make extensive use of hedge accoun<ng 
(Allini et al., 2024). 

Finally, IFRS 9 dis<nguishes three types of hedging rela<onships: fair value hedges, cash flow hedges and 
hedges of a net investment in a foreign opera<on (Müller, 2020). These will be explained in the following 
sec<ons.  

2.2 Hedge accoun<ng versus accoun<ng without hedge accoun<ng  

Without hedge accoun<ng, deriva<ves and hedged items are accounted for separately, which can lead to 
accoun<ng mismatches in financial repor<ng. Deriva<ves are generally measured at fair value, with changes 
recognised directly in profit or loss. In contrast, the hedged items are ooen measured using different bases, 
such as amor<sed cost or fair value through other comprehensive income (EY, 2014). This difference in 
accoun<ng treatment creates a <ming mismatch. Gains and losses on deriva<ves are recognised 
immediately, while those related to the hedged items may be recognised at a later stage. As a result, 
earnings can appear more vola<le, even if the hedging strategy is economically effec<ve (PwC, 2017; Allini 
et al., 2024). 

Hedge accoun<ng aims to address this issue. It allows companies to recognise the effects of the hedging 
instrument and the hedged item in the same period, either in profit or loss or in other comprehensive 
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income, depending on the type of hedge. This reduces the mismatch and provides a more consistent 
representa<on of the company’s financial performance. In simple terms, hedge accoun<ng modifies the 
usual recogni<on of gains and losses on hedging instruments and hedged items, so that they are recognised 
in the same accoun<ng period (PwC, 2017). 

Therefore, the main difference between accoun<ng with and without hedge accoun<ng lies in the <ming of 
recogni<on of gains and losses. While accoun<ng without hedge accoun<ng may introduce ar<ficial 
vola<lity, hedge accoun<ng helps align the accoun<ng treatment with the economic reality of the hedging 
strategy (Dinh & Seitz, 2020). 

2.3 Qualifying instruments 

Several types of financial instruments can be designated as hedging instruments under IFRS 9. First, all 
deriva<ves measured at fair value through profit or loss are eligible, except for certain wriEen op<ons (as 
specified in paragraph B6.2.4 of IFRS 9). Second, a non-deriva<ve financial asset or liability measured at fair 
value through profit or loss can also be used as a hedging instrument under certain circumstances. More 
specifically, a financial liability measured at fair value through profit or loss cannot qualify if the por<on of 
its fair value changes aEributable to changes in the credit risk of that liability is recognised in other 
comprehensive income. 

In the context of hedging foreign currency risk, the foreign currency component of a non-deriva<ve financial 
asset or liability may be designated as a hedging instrument, provided that it is not an equity instrument for 
which fair value changes are recorded in other comprehensive income. In such cases, only the eligible risk 
component may be designated rather than the instrument in its en<rety. It is also important to note that 
only instruments concluded with external par<es can be designated. 

When a financial instrument is designated as a hedging instrument, it must, in principle, be designated in its 
en<rety. However, certain excep<ons allow only part of the instrument to be designated. When an op<on is 
used, the intrinsic value may be separated from the <me value and the en<ty may choose to designate only 
the intrinsic value. In the case of a forward contract, the forward element may be separated from the spot 
element, allowing the en<ty to designate only the spot element and exclude the forward element. Similarly, 
the foreign currency basis spread may be excluded from the designa<on. An en<ty may also designate a 
propor<on of a hedging instrument, for example 50% of its nominal amount, but it cannot designate only a 
por<on of the change in fair value over a specific period. Finally, several instruments may be combined and 
treated as a single hedging instrument, provided that, in substance, they do not cons<tute a net wriEen 
op<on at the date of designa<on. 
 
2.4 Hedged items 

Under IFRS 9, a hedged item may consist of a recognised asset or liability, an unrecognised firm 
commitment, a forecast transac<on or a net investment in a foreign opera<on. If the hedged item is a 
forecast transac<on, it must be highly probable. A hedged item may be either a single item or a group of 
items, provided that it is reliably measurable. An en<ty may also hedge a net exposure, which represents a 
combina<on of an eligible hedged item and an exis<ng deriva<ve. A forecast transac<on may be included in 
a net exposure if it is highly probable and if, once it occurs, it would qualify as an eligible hedged item. 

As a general rule, only items involving par<es external to the en<ty can be designated as hedged items. 
Therefore, intragroup transac<ons cannot be designated in the consolidated financial statements, as they 
are eliminated upon consolida<on. However, they may be designated in the individual financial statements 
of the en<<es concerned. 
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An excep<on applies to foreign exchange risk. The FX risk of an intragroup monetary item may be 
designated as a hedged item if it gives rise to foreign exchange gains or losses that are not eliminated upon 
consolida<on under IAS 21. This is typically the case when the en<<es involved have different func<onal 
currencies. Similarly, the FX risk of a highly probable forecast intragroup transac<on may also qualify as a 
hedged item. 

Finally, an en<ty may hedge either the en<re hedged item or only a component of it. When a component is 
hedged, it must be clearly iden<fiable and reliably measurable if it relates to a specific risk. An en<ty may 
also hedge selected contractual cash flows or a propor<on of the nominal amount of the hedged item. 
 
2.5 Qualifying criteria for hedge accoun<ng  

Hedge accoun<ng is an op<on that IFRS grants to companies to beEer reflect their risk management 
strategies in their financial statements. However, these accoun<ng rules are an excep<on to the usual 
accoun<ng principles, which means that certain condi<ons must be met before a hedging rela<onship can 
qualify. In other words, an en<ty can only apply hedge accoun<ng if it sa<sfies the required eligibility 
criteria. 

2.5.1 Hedge effec<veness  

In the document « In depth: Achieving hedge accoun<ng in prac<ce under IFRS 9 », PwC defines hedge 
effec<veness as « 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 ».  IFRS 9 introduces 3 hedge effec<veness 
requirements: economic rela<onship, credit risk and hedge ra<o.  

2.5.1.1 Economic rela<onship  

Firstly, there must be an economic rela<onship between the hedged item and the hedging instrument. This 
means that their values should move in opposite direc<on due to the same risk or underlying factor. For 
example, to protect itself against interest rate fluctua<ons, a company may use an interest rate swap. In this 
contract, it receives fixed-rate payments and pays variable-rate interest. Thus, when interest rates change, 
the effects of both elements offset each other, which helps reduce risk. To ensure that this economic 
rela<onship is maintained, the company must perform an ongoing assessment of the hedging rela<onship 
throughout its dura<on. The purpose is to verify that the hedge remains consistent with the risk 
management objec<ve.  

However, it is important to note that it is unlikely that an en<ty would designate a hedging instrument 
without an underlying economic rela<onship. Therefore, according to PwC, this requirement is generally not 
burdensome. IFRS 9 accepts proxy hedging. This means that the hedge does not exactly reflect the actual 
risk management approach, but it is s<ll acceptable if it relates to the same type of risk and reflects the 
en<ty’s risk management inten<on. For example, IFRS 9 does not allow the hedging of a net posi<on of 
interest rate-related cash flows, which requires companies to designate par<al gross posi<ons and therefore 
leads them to use proxy hedging strategies. (PwC, 2017) 

2.5.1.2 Credit risk  

Secondly, IFRS 9 requires that, in order to apply hedge accoun<ng, the impact of changes in credit risk must 
not be of such magnitude that it dominates value changes, even in the presence of an economic 
rela<onship between the hedged item and the hedging instrument. Credit risk may affect both the hedging 
instrument and the hedged item, in the form of counterparty credit risk or the en<ty’s own credit risk. The 
assessment of whether credit risk “dominates” value changes relies on professional judgement. However, it 
necessarily implies a very significant impact on the fair value of either the hedging instrument or the 
hedged item. The standard also specifies that minor effects should be disregarded, even if, in a given period, 
they may have a greater impact on fair value than changes in the hedged risk. This assessment is therefore 
both rela<ve and absolute. Even where an economic rela<onship exists, credit risk must therefore not be 
sufficiently significant to dominate the value changes arising from that rela<onship.  
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Indeed, the hedge accoun<ng model is based on a compensatory rela<onship between changes in the 
hedging instrument and those in the hedged item. If the effect of credit risk becomes dominant, this 
compensa<on may become unstable or irregular. For example, a company wants to protect itself against 
changes in the price of a raw material it plans to buy in the future. To do this, it enters into a deriva<ve 
contract with Bank X to purchase the raw material at a fixed price at a future date. If this contract is not 
collateralised and Bank X’s financial situa<on worsens significantly, credit risk may have a strong impact on 
the fair value of the deriva<ve. This impact can even become more important than the effect of changes in 
the commodity price. In contrast, the value of the company’s future purchases mainly depends on the price 
of the raw material. It is not affected by the financial situa<on of Bank X (EY, 2014; PwC, 2024). 

2.5.1.3 Hedge ra<o  

Finally, the last requirement is hedge ra<o. The hedge ra<o can be defined as « the rela5onship between the 
quan5ty of the hedging instrument and the quan5ty of the hedged item in terms of their rela5ve 
weigh5ng » (PwC, 2017). It therefore shows how both are propor<oned within a hedging strategy. IFRS 9 
requires this ra<o to be the same as the one used by the en<ty in its risk management. The main idea is 
that hedge accoun<ng should reflect the economic reality and the way the en<ty actually manages its risks. 
There is no need to perform a retrospec<ve effec<veness test, as under IAS 39. However, the en<ty must 
con<nuously assess whether the hedge remains effec<ve and whether the hedge ra<o remains appropriate. 
The en<ty must therefore always use a ra<o that is consistent with its risk management strategy. It cannot 
inten<onally adjust this ra<o in order to obtain a beEer accoun<ng outcome. This means that the ra<o 
cannot be chosen solely to improve accoun<ng results or to ar<ficially reduce ineffec<veness. However, this 
does not mean that the hedge must be perfect. Differences may exist, but they must not be inten<onally 
created. The objec<ve is simply to avoid ar<ficial imbalances between the hedging instrument and the 
hedged item (PwC, 2017). 

2.5.1.4 Rebalancing  

IFRS 9 introduces the concept of rebalancing. This mechanism allows en<<es to adjust the quan<<es of 
either the hedged item or the hedging instrument within an exis<ng hedging rela<onship in order to 
maintain a hedge ra<o that complies with hedge effec<veness requirements. In this way, companies can 
adapt their hedge to changes in the underlying or risk variables. This is a posi<ve development, as 
rebalancing does not require the de-designa<on and re-designa<on of a hedging rela<onship. Instead, the 
rela<onship is treated as a con<nua<on of the exis<ng hedge. However, at the <me of rebalancing, any 
hedge ineffec<veness must be measured and recognised immediately before the adjustments are made. 
Rebalancing is designed to prevent a hedge from becoming unbalanced. This assessment is required at 
incep<on, at each repor<ng date, and whenever a significant change in circumstances occurs, whichever 
happens first. When a hedging rela<onship is rebalanced, the en<ty must also update its documenta<on, 
including the analysis of the sources of hedge ineffec<veness that are expected to affect the rela<onship 
over its remaining life. However, rebalancing is not always possible. For example, if the risk management 
objec<ve changes, rebalancing is no longer permiEed, and hedge accoun<ng must be discon<nued (PwC, 
2017). 

2.5.2 Hedge documenta<on 

At the incep<on of the hedging rela<onship, the hedge must be formally designated and documented. This 
documenta<on must specify, in par<cular, the hedging instrument, the hedged item, the nature of the risk 
being hedged and the way the en<ty assesses whether the hedging rela<onship meets the effec<veness 
requirements. It must also include an analysis of poten<al sources of hedge ineffec<veness and explain how 
the hedge ra<o has been determined. In contrast to IAS 39, documenta<on is no longer sta<c and must be 
updated by the en<ty over <me. For example, companies are required to update their documenta<on when 
applying rebalancing, as explained above or when revising the analysis of the sources of hedge 
ineffec<veness (PwC, 2017).  
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2.6 Types of hedge rela<onships 

There are three types of hedging rela<onships: fair value hedges, cash flow hedges and hedges of a net 
investment in a foreign opera<on (Müller, 2020). 

2.6.1 Fair value hedge 

The concept of a fair value hedge is based on the idea that a company try to protect itself against changes in 
the value of an asset, a liability or an unrecognised firm commitment when these changes are caused by a 
specific risk and could affect P&L. In this context, the risk being hedged is the risk that the fair value of an 
element may change due to factors such as changes in interest rates, foreign exchange rates, equity prices 
or commodity prices (PwC, 2017). 

When hedge accoun<ng is applied, the carrying value of the hedged item is adjusted for the fair value 
changes aEributable to the risk being hedged and those changes are recognised in profit or loss. At the 
same <me, the hedging instrument is measured at fair value and any changes in its fair value are also 
recognised in profit or loss. As a result, gains and losses on the hedged item and on the hedging instrument 
are recognised in the same place, allowing them to offset each other. This accoun<ng treatment reduces 
the impact of market fluctua<ons on the company’s financial performance and ensures that it reflects the 
economic purpose of the hedge (BDO, 2019). 

Example without applying fair value hedge accoun<ng: 

Example with the applica<on of fair value hedge accoun<ng: 

We can see in this example that, without hedge accoun<ng, the applica<on of hedging creates vola<lity in 
profit or loss. However, when hedge accoun<ng is applied, the impact on profit or loss is eliminated. 
 
2.6.2 Cash flow hedge 

The objec<ve of a cash flow hedge is to mi<gate the exposure to variability in future cash flows. This 
variability may arise from a specific risk associated with a recognised asset or liability, an unrecognised firm 
commitment (only in the case of foreign currency risk) or a highly probable forecast transac<on. These 
changes in cash flows may affect profit or loss. Future cash flows can be related to exis<ng assets or 
liabili<es, such as future interest payments or receipts on floa<ng-rate debt. They can also be linked to 
forecast transac<ons, such as expected sales or purchases in a foreign currency. The vola<lity of these 
future cash flows may result from changes in interest rates, exchange rates, equity prices or commodity 
prices (PwC, 2017).  

Period 1 Period 2 Total 

Hedged item 50 50

Derivative -50 -50

P&L -50 50 0

Period 1 Period 2 Total 

Hedged item 50 50

Derivative -50 -50

P&L 0 0 0
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Where a hedging rela<onship is effec<ve, changes in the fair value of the hedging instrument are 
recognised in Other Comprehensive Income (OCI) instead of profit or loss (BDO, 2019). The ineffec<ve 
por<on of the change is recognised in profit or loss. By the ineffec<ve part, it is meant that the cumula<ve 
change in the hedging instrument exceeds the change in the hedged item. If the change in the hedging 
instrument is smaller than the change in the hedged item (an « under-hedge »), no ineffec<veness is 
recorded. This is different from a fair value hedge, where ineffec<veness is recorded in both under-hedges 
and over-hedges (EY, 2014).  

When the hedged item is recognised in profit or loss, the accumulated gains or losses previously recorded in 
equity are reclassified to profit or loss  (PwC, 2017).  

The amount recognised in OCI corresponds to the lower of the gain or loss on the hedging instrument since 
incep<on, and the change in the value of the expected cash flows of the hedged item since the beginning of 
the hedge  (EY, 2014).  

Example without applying cash flow hedge accoun<ng: 

Example with the applica<on of cash flow hedge accoun<ng: 

As illustrated in the fair value hedge accoun<ng example, this case shows that without hedge accoun<ng, 
hedging creates vola<lity in profit or loss. However, when hedge accoun<ng is applied, this vola<lity in profit 
or loss is eliminated. 
 
2.6.3 Hedge of a net investment in a foreign opera<on  

Under IAS 21, a net investment in a foreign opera<on represents the repor<ng en<ty’s share in the net 
assets of that opera<on, including any recognised goodwill. Hedges of a net investment in a foreign 
opera<on follow an accoun<ng treatment similar to that of cash flow hedges. Exchange differences arising 
on the consolida<on of these net assets are recognised in OCI and accumulated in equity un<l the foreign 
opera<on is disposed of or liquidated. Upon disposal or liquida<on, they are reclassified to profit or loss as 
part of the gain or loss on disposal. 

Foreign currency gains or losses on the hedging instrument are recognised in OCI, to the extent that hedge 
accoun<ng is applied and the hedge is effec<ve, un<l the subsidiary is disposed of or liquidated. At that 
point, they are reclassified to profit or loss. 

Period 1 Period 2 Total 

Hedged item 50 50

Derivative -50 -50

P&L -50 50 0

Period 1 Period 2 Total 

Hedged item 50 50

Derivative -50 -50

P&L 0 0 0
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3. IFRS 7: Financial Instruments: Disclosures  

3.1 Objec<ves of IFRS 7  

IFRS 7 « Financial Instruments: Disclosures", was issued in August 2005. As its name suggests, the purpose 
of this standard is to require companies to provide informa<on in their financial statements for users (IASB, 
2021). This objec<ve is consistent with the broader aim of the interna<onal standard seEer to develop high-
quality financial repor<ng standards in order to improve the comparability of financial statements (Mnif et 
al., 2024). 

The informa<on provided in the financial statements should help users assess, on the one hand, the 
significance of financial instruments for the en<ty’s financial posi<on and performance. On the other hand, 
it should allow them to assess the nature and extent of the risks arising from these financial instruments. 
These risks include those to which the en<ty is exposed during the period as well as at the repor<ng date. 
Finally, the standard also requires en<<es to describe how they manage these risks. Therefore, IFRS 7 plays 
a complementary role by ensuring that users are able to interpret the accoun<ng treatment of financial 
instruments provided under IFRS 9 and IAS 32 (IASB, 2021). 

Following the introduc<on of IFRS 9, IFRS 7 was changed resul<ng in the addi<on of new disclosure 
requirements as well as significant changes to exis<ng ones. In rela<on to hedge accoun<ng, feedback from 
financial statement users provided to the IASB indicated that previous disclosures were not sufficiently 
useful and did not provide adequate transparency regarding en<<es’ hedging ac<vi<es. In response to 
these concerns, the IASB introduced enhanced disclosure requirements (KPMG, 2014). 

The requirements set out in IFRS 7 complement those of IFRS 9 and IAS 32. While IFRS 9 defines the rules 
for the recogni<on and measurement of financial instruments and IAS 32 sets out their presenta<on in the 
financial statements, IFRS 7 focuses on addi<onal disclosure requirements (IASB, 2021). 

3.2 Disclosure requirements related to hedge accoun<ng  

When a company decides to apply hedge accoun<ng, it must provide a set of disclosures in accordance with 
IFRS 7. The en<ty is required to present informa<on regarding its risk management strategy and how it 
implements this strategy to manage its risk exposures. In addi<on, it must explain how its hedging ac<vi<es 
may affect the amount, <ming, and uncertainty of future cash flows. Finally, it must also disclose the impact 
of hedge accoun<ng on its financial statement and whether the en<ty is applying the op<on to designate a 
credit exposure as measured at fair value through P&L  (PwC, 2017). 

Informa<on related to hedge accoun<ng must be grouped in a single note or sec<on of the financial 
statements. If some informa<on has already been presented elsewhere in the financial statements, it does 
not need to be repeated, en<<es may refer to it through cross-references. Furthermore, informa<on must 
be presented by risk category, defined according to the risks hedged by the en<ty in a consistent manner. 
The en<ty has some discre<on regarding the level of aggrega<on or disaggrega<on of the informa<on but it 
must remain consistent with the other presenta<on requirements set out in IFRS 7 and IFRS 13 (KPMG, 
2013). 

To provide a clearer analysis of these requirements, the following sec<ons will examine the risk 
management strategy, the impact of hedging on future cash flows and the effects of hedge accoun<ng on 
financial posi<on and performance. 

3.2.1 Risk management strategy  

In the document « First Impressions: IFRS 9 (2013) – Hedge Accoun5ng and Transi5on », KPMG explains 
that, in the financial statements, en<<es must disclose an explana<on of their risk management strategy for 
each category of risk exposure that they choose to hedge and for which hedge accoun<ng is applied. The 
informa<on provided should enable users of the financial statements to understand how each risk arises, 
how the en<ty manages these risks and the extent of the risk exposures that the en<ty manages. En<<es 
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must also indicate whether they hedge an item in its en<rety for all risks or whether they hedge one or 
more risk components of an item, as well as the reasons for adop<ng this approach. 

In addi<on, en<<es are required to describe the hedging instruments used and how they are used to hedge 
risk exposures. They must also determine the economic rela<onship between the hedged item and the 
hedging instrument in order to assess hedge effec<veness. Finally, en<<es must explain how they establish 
the hedge ra<o and iden<fy the sources of hedge ineffec<veness. 
When an en<ty designates a specific risk component as a hedged item, it must provide addi<onal 
qualita<ve and quan<ta<ve informa<on. In par<cular, it must explain how the risk component was 
iden<fied, including a descrip<on of the nature of the rela<onship between the risk component and the 
overall item. It must also explain how the risk component relates to the item as a whole. 

3.2.2 Amount, <ming and uncertainty of future cash flows  

En<<es have to provide quan<ta<ve informa<on, by risk category, enabling users of the financial statements 
to assess the terms and condi<ons of hedging instruments and their effect on the amount, <ming and 
uncertainty of future cash flows. In par<cular, companies must explain when amounts related to hedging 
instruments will mature, in order to show when cash flows are expected to occur. They must also, where 
necessary, disclose the average prices or rates used in these instruments, such as strike prices or forward 
rates (IASB, 2021). 

If a company frequently changes its hedging rela<onships as part of a dynamic risk management strategy, it 
may be exempt from providing certain detailed disclosures. However, it must s<ll explain its overall risk 
management strategy, how it applies hedge accoun<ng in this context, and how ooen it adjusts its hedging 
rela<onships. IFRS 7 also requires en<<es to explain the main sources of hedge ineffec<veness, as well as 
any other factors that may reduce the effec<veness of hedges and their impact. Finally, for cash flow 
hedges, companies must disclose whether any previously forecast transac<ons designated in hedging 
rela<onships are no longer expected to occur (IASB, 2021). 

3.2.3 Effects of hedge accoun<ng on financial posi<on and performance  

Given that users of financial statements favor a risk-based analysis rather than an analysis based on types of 
hedging rela<onships, the IASB recommends that en<<es present informa<on in a tabular format. This 
presenta<on combines risk categories and types of hedges in order to link financial informa<on to risk 
management (KPMG, 2013). 

With regard to financial posi<on, companies are required to disclose informa<on rela<ng to hedging 
rela<onships that affect the statement of financial posi<on. For fair value hedges, this includes the carrying 
amount of hedged items as well as cumula<ve fair value adjustments recognised under hedge accoun<ng. 
For cash flow hedges and hedges of net investments, en<<es must present the accumulated balances 
within equity, in par<cular the cash flow hedge reserve, as well as the movements affec<ng these reserves 
during the period (KPMG, 2013). 

With regard to financial performance, IFRS 7 requires disclosure of the impact of hedge accoun<ng on profit 
or loss and OCI. This includes the recogni<on of hedge ineffec<veness in profit or loss, as well as gains and 
losses on hedging instruments recognised in OCI. En<<es must also disclose amounts reclassified from 
equity to profit or loss when the hedged item affects earnings, enabling users to assess the <ming and 
impact of hedge-related adjustments on performance (KPMG, 2013). An illustra<ve example of these 
disclosures is provided in Appendix 1, based on the document “Hedge Accoun5ng under IFRS 9”, published 
in February 2014. 

15



4. Advantages and limita<ons of hedge accoun<ng under IFRS 

4.1 Advantages of hedge accoun<ng for companies 

As explained in previous chapters, the main reason why companies apply hedge accoun<ng is to reduce 
vola<lity in financial statements arising from the use of deriva<ve instruments. By aligning the accoun<ng 
treatment of hedging instruments and hedged items, it improves the representa<on of an en<ty’s 
underlying risk management ac<vi<es (Singh, 2017; Tami Dinh & Barbara Seitz, 2020). However, beyond this 
accoun<ng impact, the literature also highlights several broader economic and financial benefits of hedge 
accoun<ng. 

Firstly, it has been shown that firms applying hedge accoun<ng under IFRS tend to invest more than non-
users. A posi<ve rela<onship has been observed between hedge accoun<ng usage and the level of capital 
investment (Kreß et al., 2025). Moreover, this effect is now stronger with the introduc<on of IFRS 9, which 
has improved the flexibility and relevance of hedge accoun<ng prac<ces (Allini et al., 2024). 

Secondly, hedge accoun<ng has been shown to generate value-relevant benefits for firms. It is associated 
with an increase in firm value in many countries (dos Santos et al., 2022), a reduc<on in informa<on 
asymmetry in financial markets, higher debt capacity and lower financial distress costs (Allini et al., 2024). 
By improving the transparency of hedging ac<vi<es, hedge accoun<ng allows investors to beEer understand 
how firms manage risk, thereby enhancing the overall informa<on environment (Allini et al., 2024). In 
addi<on, firms applying hedge accoun<ng may rely less on accrual-based earnings management to smooth 
reported results (Jin & Rui, 2024). 

More broadly, these effects suggest that hedge accoun<ng improves both market percep<on and financial 
repor<ng quality. For example, studies suggest that hedging ac<vi<es reduce informa<on uncertainty and 
enhance earnings predictability, which in turn improves the reliability of financial informa<on provided to 
market par<cipants (Manconi et al., 2018; Ranasinghe et al., 2022). 

Beyond these general benefits, IFRS 9 introduces specific improvements compared to IAS 39. One key 
improvement is the introduc<on of the rebalancing mechanism. Under IAS 39, hedging rela<onships that 
became ineffec<ve had to be discon<nued, which ooen increasing vola<lity in financial statements. In 
contrast, IFRS 9 allows en<<es to adjust hedge rela<onships without discon<nua<on, thereby reducing 
unnecessary vola<lity and beEer aligning accoun<ng outcomes with actual risk management strategies 
(Müller, 2020). This improves the consistency between accoun<ng and economic reality. In addi<on, IFRS 9 
broadens the range of eligible hedging instruments, which par<cularly benefits companies with limited 
access to deriva<ve markets or with constraints related to collateral requirements or uncollateralised OTC 
instruments (EY, 2014). Overall, IFRS 9 is widely considered to provide a more flexible and principles-based 
framework than IAS 39, making hedge accoun<ng more accessible and more closely aligned with firms’ risk 
management prac<ces (Allini et al., 2024; PwC, 2017). 

Finally, IFRS 9 enhances transparency through improved alignment between hedge accoun<ng and risk 
management disclosures. These changes aim to ensure that financial repor<ng more accurately reflects 
how companies manage risk, while also increasing flexibility in the applica<on of hedge accoun<ng (PwC, 
2017). 
 
4.2 Limita<ons and constraints of hedge accoun<ng 

Although IFRS 9 is more flexible than IAS 39, it remains complex and difficult to implement. Recent 
discussions led by EFRAG, as presented in the PIR IFRS 9 – Hedge Accoun5ng Issues Paper (EFRAG, 2025), 
highlight the difficul<es faced by companies in prac<ce. 

The first point of discussion concerns the concept of « highly probable ». Indeed, in order to qualify as a 
hedged item, a forecast transac<on must be considered highly probable. This requirement, inherited from 
IAS 39, was ini<ally intended to regulate the applica<on of hedge accoun<ng and limit vola<lity in profit or 
loss. However, in prac<ce, companies ooen hedge exposures that are reasonably expected, without being 
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strictly highly probable. As a result, this requirement may prevent some en<<es from applying hedge 
accoun<ng to legi<mate risk management strategies. This situa<on therefore limits the ability of the 
standard to faithfully reflect the economic reality of hedging ac<vi<es. 

Secondly, another limita<on concerns the designa<on of risk components, in par<cular credit risk. IFRS 9 
allows the designa<on of a risk component only if it is separately iden<fiable and reliably measurable. 
However, in prac<ce, credit risk is generally excluded from this possibility, except in very specific cases. Yet, 
financial markets provide instruments that allow this risk to be observed and managed based on market 
data, such as credit default swaps (CDS). Therefore, this restric<on may create a gap between the 
accoun<ng treatment required by the standard and the actual risk management prac<ces implemented by 
companies. 

The concept of « unit of account » also represents a limita<on to the applica<on of hedge accoun<ng. It 
reduces the flexibility of hedge accoun<ng, as IFRS 9 generally requires hedging instruments to be 
designated in their en<rety, with only a few excep<ons. However, in prac<ce, risk management is ooen 
more detailed and granular. For example, a company may choose to hedge only a component of a risk or 
part of an exposure. This mismatch between the level of granularity allowed by the standard and that used 
in actual risk management may reduce the flexibility of hedge accoun<ng and limit the relevance of 
financial repor<ng. 

In addi<on, IFRS 9 does not provide a precise defini<on of a “roll-over”, which refers to situa<ons where 
companies replace or renew their hedging instruments. The standard does not set clear criteria to 
determine whether such changes should be considered as a con<nua<on of an exis<ng hedging rela<onship 
or as a new designa<on. This lack of clarity leads to different interpreta<ons among companies and 
prac<<oners, which may result in inconsistencies in the applica<on of hedge accoun<ng. 

Finally, regarding disclosures under IFRS 7, regulatory analyses show that the informa<on presented in 
companies’ financial statements is ooen insufficient, inconsistent, or difficult to interpret. This makes it 
more difficult for users of financial statements to fully assess an en<ty’s exposure to financial risks as well as 
the effec<veness of its hedging strategies. 
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III. Part II - Empirical Framework  

1. Research design and methodological framework 

1.1 Research approach and objec<ves 

The objec<ve of this thesis is to analyze how industrial and commercial companies listed on the BEL 20, AEX 
25, and LuxX Price Index apply hedge accoun<ng under IFRS as part of their risk management strategies. 
Although IFRS 9 aims to beEer align accoun<ng with risk management prac<ces, its applica<on remains 
complex and can some<mes reduce the clarity of financial informa<on. In this context, it is relevant to 
examine how companies apply hedge accoun<ng in prac<ce despite these challenges. 

This research inves<gates how hedge accoun<ng is implemented in prac<ce. The study focuses on 
iden<fying the main types of financial risks hedged by companies, as well as the deriva<ves and hedge 
accoun<ng strategies commonly used. The analysis further seeks to highlight key trends and provide a 
synthesis of market prac<ces, including the extent to which hedge accoun<ng is used to mi<gate financial 
risks and how these prac<ces align with the objec<ves of IFRS 7 and IFRS 9, among other relevant aspects. 
In addi<on, par<cular aEen<on is given to the informa<on disclosed in the notes to the financial 
statements, especially regarding risk management and the relevance of these disclosures for users. 

Finally, the study explores whether companies opera<ng within the same sector tend to adopt similar 
hedging prac<ces, given that they are ooen exposed to comparable types of financial risks and market 
condi<ons. It also examines whether this poten<al convergence in risk exposure is reflected in their hedging 
strategies and accoun<ng choices under IFRS. 

The main research ques<on addressed in this thesis is therefore: “How do industrial and commercial 
companies apply hedge accoun5ng under IFRS as part of their risk management strategies, and what are 
the current market prac5ces ?” 
 
1.2 Mixed-method approach: quan<ta<ve and qualita<ve analysis  

This research adopts a mixed-method approach, combining both quan<ta<ve and qualita<ve methods in 
order to provide a more complete and balanced analysis. 

The main part of the work is the quan<ta<ve analysis. It is based on the 2024 financial statements of 
industrial and commercial companies listed on the BEL 20, AEX 25, and LuxX Price Index. This sample was 
selected to represent the financial prac<ces of the Benelux market. The 2025 financial statements were not 
included, as some companies had not yet published their annual reports at the <me the analysis was 
carried out. The process started with the selec<on of the sample, followed by the collec<on and analysis of 
the companies’ financial statements. Since these reports are publicly available online, accessing the data 
was straighmorward. 

The analysis was carried out using Excel, which made it possible to organise the data and build tables and 
graphs to support the interpreta<on of the results. To structure the analysis, ten key criteria were used: 

1. Industry  
2. Types of risks  
3. Risk management policy and objec<ves  
4. Types of hedges  
5. Hedge accoun<ng approach  
6. Hedged items  
7. Hedging instruments  
8. Impact on financial statements (income statement fluctua<ons, OCI, with and without hedge 

accoun<ng) 
9. Disclosures  
10. Impact on financial communica<on  
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These criteria allow for a structured comparison of hedge accoun<ng prac<ces across companies. They 
were designed to reflect the key requirements of IFRS 9 (hedge accoun<ng and risk management prac<ces) 
and IFRS 7 (financial disclosures and transparency)  

To complement and enrich the quan<ta<ve findings, a qualita<ve approach was also used. The purpose of 
these interviews was to beEer understand how hedge accoun<ng is applied in prac<ce and to help validate 
and interpret the results of the financial analysis. 

In total, six interviews were conducted for this thesis. Three were carried out with auditors: Mr Carl 
Verhofstede (Director at DeloiEe), Mr Frédéric Poesen (Partner at KPMG) and Mr Kevin Braeckman (Director 
at PwC). Two interviews were conducted with treasury professionals: the first was a joint interview with Mr 
Alexandre De Ridder (Senior Treasury Manager) and Ms Delphine Vanhuyse (Senior Consolida<on Manager) 
from Umicore and the second with Mr Benjamin Laame (Head of Treasury Opera<ons at UCB). Finally, one 
interview was conducted with Mr Serge Vinogradov, Senior IFRS Technical Manager at EFRAG. The 
interviews are reported in appendices 2 to 7. 
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2. Sample selec<on and descrip<on  

2.1 Selec<on of stock indices  

The research focuses on companies listed on the BEL 20, AEX 25, and LuxX Price Index. While the Belgian 
market served as the ini<al point of departure, a sample limited to the BEL 20 would have yielded only 11 
industrial and commercial companies, which would have resulted in a rela<vely limited sample size for the 
purposes of this study. By extending the scope to the Benelux region, the sample was increased to 32 
companies, thereby enhancing the reliability of the findings while maintaining a coherent geographical and 
economic framework. 

The Benelux was chosen because the three countries share close economic <es and are strongly integrated 
within the European financial market. Indeed, as early as 1948, these na<ons decided to abolish customs 
du<es on their mutual trade and to apply a common external tariff toward third countries (Benelux, n.d.). 
This demonstrates a long-standing history of coopera<on. In addi<on, all companies listed on these indices 
are required to prepare their consolidated financial statements in accordance with IFRS (EY, 2025), ensuring 
a high degree of comparability regarding financial risk management and hedge accoun<ng prac<ces. 

2.2 Inclusion and exclusion criteria  

The selec<on of companies included in the sample was based on several inclusion and exclusion criteria in 
order to ensure the consistency, comparability and relevance of the analysis. 

First, only industrial and commercial companies were retained in the sample while financial ins<tu<ons 
such as banks and insurance companies were excluded. This exclusion is jus<fied by the specific nature of 
financial ins<tu<ons which operate under dis<nct regulatory frameworks and present significantly different 
financial risk exposures compared to non-financial companies. 

Second, the analysis was based exclusively on the composi<on of the BEL 20, AEX 25 and LuxX Price Index as 
of 31 December 2024. This methodological choice was made to ensure consistency with the financial 
statements analyzed which relate to the 2024 fiscal year. Since the composi<on of certain indices changed 
during 2025, the historical composi<on applicable at the end of 2024 had to be reconstructed by taking into 
account the index revisions and company replacements that occurred subsequently. This approach ensured 
consistency between the selected sample and the 2024 financial statements analyzed in this study. 

Several modifica<ons indeed occurred in the composi<on of the selected stock indices during 2025. In 
March 2025, Galapagos was replaced by Montea in the BEL 20 index (Euronext, 2025). Similarly, the AEX 
index was expanded from 25 to 30 companies in 2025, resul<ng in the inclusion of addi<onal companies 
such as CVC Capital, InPost, JDE Peet’s, WDP, and Just Eat Takeaway (Euronext, 2025). Subsequently, Just Eat 
Takeaway was removed from the index and replaced by Magnum (Nasdaq, 2025). In contrast, the 
composi<on of the LuxX Price Index remained unchanged during the period considered (Luxembourg Stock 
Exchange, n.d.). 

2.3 Final sample composi<on  

Following the applica<on of the inclusion and exclusion criteria presented above the final sample consists of 
32 industrial and commercial companies listed on the BEL 20, AEX 25 and LuxX Price Index as of 31 
December 2024. 
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1 ArcelorMiEal is already included in the AEX 25 index and is therefore not counted twice in the final sample. 

Companies included in the analysis Companies excluded from the analysis

Bel 20 Bel 20

- AB InBev 
- Argenx 
- Azelis Group 
- D’Ieteren  
- Galapagos 
- Lotus Bakeries 
- Melexis 
- Solvay 
- Syensqo 
- UCB 
- Umicore

- Ackermans & van Haaren 
- Aedifica 
- Ageas  
- Cofinimmo 
- Groupe Bruxelles Lambert 
- KBC groupe 
- Sofina  
- Warehouses De Pauw (WDP)

AEX 25 AEX 25

- Ahold Delhaize 
- Akzo Nobel NV 
- ArcelorMiEal 
- ASM Interna<onal 
- ASML Holding  
- BE Semiconductor Industries  
- DSM-Firmenich 
- Heineken NV 
- IMCD  
- Koninklijke KPN NV 
- Philips 
- Prosus 
- Randstad N.V. 
- RELX 
- Shell 
- UMG 
- Unilever  
- Wolters Kluwer N.V.

- ABN AMRO Bank  
- Adyen  
- Aegon 
- ASR Nederland 
- Exor 
- ING Groep 
- NN Group N.V.

LuxX Price Index LuxX Price Index

- Aperam 
- RTLGroup 
- SES FDR 
- (ArcelorMi`al)1

- Socofinasia  
- Brederode  
- ReinetInvest 
- Socfinaf 
- Luxempart
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3. Quan<ta<ve analysis of hedge accoun<ng market prac<ces 

3.1 Sectoral classifica<on of the sample 

In order to allow a relevant compara<ve analysis, the companies in the sample were grouped into five 
sectors based on two criteria: the nature of the company’s main ac<vity and the similarity of the resul<ng 
financial risk exposures. The Commodity and Materials sector (31%) includes companies involved in the 
produc<on, processing, or distribu<on of raw materials and chemical products. The Consumer 
Mul<na<onals sector (19%) groups together large consumer companies opera<ng on an interna<onal scale. 
The Healthcare and Biotech sector (9%) includes pharmaceu<cal and biotechnology companies. The 
Services, Media and Informa<on sector (25%) covers companies ac<ve in business services, media and 
informa<on ac<vi<es. Finally, the Technology and Advanced Manufacturing sector (16%) includes 
technology companies and companies specialized in high-precision industrial manufacturing. This 
classifica<on, adapted to the objec<ves and the limited size of the sample, aims to iden<fy possible 
systema<c differences in hedge accoun<ng prac<ces across sectors. The detailed distribu<on of companies 
across sectors is provided in appendix 8. 

 
Figure 1: Sectoral distribu<on of the sample 

3.2 Risk management policies, objec<ves and financial risk exposure 

The analysis of the sample shows that the most common financial risks are foreign exchange risk, interest 
rate risk, credit risk and liquidity risk. Indeed, all companies in the sample report exposure to these four 
risks. 

However, the degree of exposure varies significantly across companies depending on their financial 
structure, business model and sector of ac<vity. ASM Interna<onal represents a par<cularly interes<ng 
case. The company reports a very limited exposure to interest rate risk, which is only related to its cash 
deposits. As of 31 December 2024, ASM Interna<onal had no outstanding financial debt and was therefore 
not exposed to interest rate fluctua<ons on borrowings. Consequently, the company does not ac<vely 
manage this type of risk, making it a specific case within the sample. 

Other financial risks appear less frequently. Commodity price risk is reported by 17 out of 32 companies 
(53.13%), mainly in industries exposed to raw materials and energy inputs. Equity price risk remains 
rela<vely limited, affec<ng only 2 companies (6.25%). Capital risk is iden<fied in 5 companies (15.63%), 
while 6 companies (18.75%) disclose addi<onal financial risks that are more closely related to their specific 
opera<ng environment or business ac<vi<es. 
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Figure 2: Distribu<on of the main types of financial risks  

First, it is expected that all companies in the sample are exposed to foreign exchange risk, as they operate 
interna<onally and generate revenues and costs in mul<ple currencies. Companies are generally exposed to 
two types of foreign exchange risk: transac<on risk and transla<on risk. Transac<on risk arises from 
opera<ons carried out in foreign currencies, while transla<on risk results from the conversion of foreign 
subsidiaries’ financial statements into the group’s repor<ng currency during the consolida<on process. 
Consequently, exchange rate fluctua<ons may significantly affect consolidated financial statements and 
reported financial performance. 

Furthermore, several companies choose a presenta<on currency other than the euro. AB InBev, 
ArcelorMiEal, Argenx, Prosus and Shell report in US dollars, while RELX reports in pounds. Unilever 
previously reported in pounds but changed its presenta<on currency in 2024.  

For example, Argenx explicitly states that repor<ng in US dollars cons<tutes a significant source of exposure, 
as most of its transac<ons are denominated in euros while its financial statements are presented in US 
dollars. The company reports a net exposure to exchange differences on monetary assets amoun<ng to 
$756.7 million (€726.4 million). In its sensi<vity analysis, Argenx further indicates that, as of 31 December 
2024, a 10% apprecia<on or deprecia<on of the euro against the US dollar would have resulted in a 
nega<ve or posi<ve impact of approximately $76 million. 

Regarding interest rate risk, companies generally prefer fixed interest rates as they provide greater 
predictability over future financing costs. Nevertheless, Randstad represents an interes<ng excep<on within 
the sample. In March 2024, the company issued a fixed-rate €500 million Eurobond and subsequently 
entered into an interest rate swap in order to convert its fixed-rate exposure into a floa<ng-rate exposure. 
Randstad jus<fies this strategy by arguing that the staffing industry naturally hedges against interest rate 
fluctua<ons, as EBITDA levels tend to evolve in line with changes in interest rates. 

Commodity price risk, although less widespread than foreign exchange or interest rate risk, remains 
par<cularly important in certain sectors. In the beverage industry, companies such as AB InBev and 
Heineken are exposed not only to energy prices but also to fluctua<ons in the prices of agricultural raw 
materials such as barley, malt and corn as well as packaging materials including aluminium, glass and 
plas<c. In contrast, Umicore and ArcelorMiEal are par<cularly exposed to vola<lity in the prices of precious 
metals and iron ore. Shell is exposed to oil, gas and LNG prices and Umicore is structurally affected by 
movements in precious metals such as pla<num, palladium, rhodium, gold and silver as well as baEery 
materials such as lithium and cobalt. This highlights the extent to which financial risk exposure depends on 
the company’s industry and opera<onal environment. Indeed, by contrast, firms opera<ng in asset-light or 
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knowledge-based sectors, such as Randstad, RELX or Wolters Kluwer report no material commodity price 
risk. 

Finally, a major trend observed across the sample is the centraliza<on of financial risk management 
ac<vi<es within dedicated treasury departments or enterprise risk management frameworks. Companies 
such as Melexis, Solvay, Syensqo and Ahold Delhaize apply a centralized approach to financial risk 
management. Overall, the main objec<ve of these policies is to reduce vola<lity in cash flows, earnings and 
financial performance while improving predictability for investors and other stakeholders. Furthermore, a 
fundamental principle shared across the sample is the strict prohibi<on of specula<ve trading. Most firm 
explicitly states that financial deriva<ves are employed exclusively for hedging purposes.  

3.3 Extent of hedge accoun<ng adop<on among industrial and commercial companies  

3.3.1 Hedging Strategies 

Among the 32 sampled companies, 87.5% (28 out of 32) use deriva<ves to hedge their financial risks. Of the 
four companies that do not use deriva<ves, three rely exclusively on natural hedging techniques. Only one 
company, ASM Interna<onal, does not employ any form of hedging in 2024. Nevertheless, the company 
states in its annual reports that it may enter into forward exchange contracts to hedge foreign exchange risk 
if necessary. This suggests that even companies with limited current hedging ac<vity s<ll consider hedging 
as part of their risk management framework. Overall, the results indicate that hedging cons<tutes a 
widespread and structurally embedded prac<ce among the sampled industrial and commercial groups. 

Five main types of hedging were iden<fied across the sample: natural hedging, foreign exchange hedging, 
interest rate hedging, commodity hedging and equity hedging. Approximately 56% of the companies use 
natural hedging, which in most cases consists of matching revenues and expenses in the same currency to 
reduce transac<on exposure without recourse to deriva<ves. Two companies illustrate natural hedge 
par<cularly well. 

Universal Music Group states in its financial statements that its exposure to foreign exchange transac<on 
risk remains limited because cash inflows and oumlows in local currencies naturally offset each other to a 
significant extent. Similarly, ArcelorMiEal benefits from a natural hedge generated by its ver<cally 
integrated business model. As the group owns mining opera<ons in addi<on to steel produc<on ac<vi<es, 
fluctua<ons in commodity prices par<ally offset each other across business segments. Rising steel prices 
may compress steel margins while simultaneously increasing mining profitability, thereby reducing the 
group’s aggregate exposure to commodity price vola<lity. These examples demonstrate that opera<onal 
structure itself can cons<tute an important risk mi<ga<on mechanism, independently from deriva<ve 
usage. 

Regarding deriva<ve-based hedging, all 28 companies that use deriva<ves employ them most of the <me 
for foreign exchange risk management, it represents 87.5% of the total sample. 65.63% (21 out of 32) of 
companies use deriva<ves to hedge their interest rate risk and 40.63% (13 out of 32) for commodity risk. 
Only one company, AB InBev, hedges equity risk. AB InBev uses equity swap deriva<ves to hedge the price 
risk related to its share-based payment programs and the shares issued during the Modelo and SAB 
acquisi<ons. This represents a significant risk for the company. The sensi<vity analysis shows that a possible 
19% varia<on in the AB InBev share price would have a posi<ve or nega<ve impact of $960 million on the 
2024 profit before tax. In 2023, the impact amounted to $1,181 million based on a vola<lity of 18%. These 
deriva<ves do not qualify for hedge accoun<ng. 

Beyond the type of hedge types used, the number of different hedge types employed by a company 
provides a useful insight on the strategic importance of hedging. The distribu<on across the sample is 
presented in the table below. 
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The results indicate that 19 out of 32 companies use three or more types of hedge types, sugges<ng that 
hedging cons<tutes a significant component of their risk management strategy. Notably, all six companies 
that employ four dis<nct hedge types are large mul<na<onals opera<ng across mul<ple geographies and 
asset classes, including AB InBev, Heineken, Unilever, DSM , ArcelorMiEal and Solvay which reflects the 
complexity of their risk exposures. 

 
Figure 3: Comparison of hedging by sector 

Figure 3 illustrates that hedging prac<ces vary significantly across sectors, both in terms of the types of 
hedging used and their frequency. The Commodity and Materials sector stands out as the most ac<ve in 
terms of hedging, both in the variety of types of hedge used and in their frequency. This can be explained by 
the nature of these ac<vi<es. These companies depend heavily on raw materials in their produc<on 
processes and operate with high capital intensity, making them par<cularly vulnerable to price and 
exchange rate fluctua<ons. 

Consumer Mul<na<onals show a more balanced profile across the different types of hedging, with a 
notable use of natural hedging (5 companies out of 6). This sector also makes significant use of commodity 
hedging. Indeed, groups such as AB InBev, Heineken or Unilever depend on raw materials for their 
produc<on. 

The Healthcare and Biotech sector appears to be the least hedged within the sample, partly due to the 
small size of the sub-sample (3 companies, including 2 that do not use deriva<ves).  This finding is 
consistent with the observa<ons made by Mr. Braeckman (appendix 5) during the interview. According to 
him, companies opera<ng with high profit margins, as is ooen the case in the pharmaceu<cal sector, may 
be more capable of absorbing financial vola<lity without relying extensively on hedging or hedge 
accoun<ng. By contrast, sectors characterized by lower margins tend to hedge more ac<vely in order to 
stabilize their results and reduce their exposure to market fluctua<ons. 

Number of types of hedge applied Number of companies 

0 1 out of 32

1 6 out of 32

2 6 out of 32

3 13 out of 32

4 6 out of 32
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The Services, Media and Informa<on, and Technology and Advanced Manufacturing sectors all show a 
strong concentra<on on FX hedging reflec<ng mainly currency-related exposure. The complete absence of 
commodity hedging in the Services sector can be explained by the nature of these ac<vi<es, which do not 
depend on the transforma<on of raw materials. 

3.3.2 Implementa<on of IFRS 9 Hedge Accoun<ng 

However, these types of hedging do not necessarily qualify for hedge accoun<ng under IFRS 9. Turning to 
hedge accoun<ng specifically, 6 out of 32 companies do not apply it and 5 of these 6 are listed on the BEL 
20. Of the 28 companies that use deriva<ves, 26 apply hedge accoun<ng. The two excep<ons are Melexis 
and Azelis. Neither company explicitly explains in its financial statements why it chooses to use deriva<ves 
without applying hedge accoun<ng. In the case of Azelis, the company enters into forward exchange 
contracts to hedge part of its foreign currency balance sheet exposure, with a fair value of € -228,348 in 
2024 and € -259,214 in 2023. Given the limited magnitude of these amounts rela<ve to the size of the 
group, this may suggest that the costs and administra<ve burden associated with hedge accoun<ng 
documenta<on and effec<veness tes<ng outweigh the financial repor<ng benefits. This represents a 
pragma<c but undisclosed choice. 

Cash flow hedge is the most prevalent, adopted by 84.62% of companies (22 out of 26). It is not surprising 
that the most commonly used method is cash flow hedge because it is mainly used to reduce the impact of 
future cash flow vola<lity, which is a major source of risk for most companies, especially in rela<on to 
foreign exchange, interest rates and commodity price fluctua<ons. Net investment hedge is used by 61.54% 
of companies (16 out of 26), reflec<ng the widespread interna<onal presence of the sampled groups and 
their need to protect the carrying value of foreign subsidiaries. Fair value hedge is the least common, 
applied by 46.15% of companies (12 out of 26) and is typically associated with the hedging of fixed-rate 
debt instruments against interest rate movements. One notable observa<on concerns Shell, which s<ll 
carries a net investment reserve in its Other Comprehensive Income (OCI) from historical net investment 
hedging rela<onships, despite not having designated any new net investment hedges in 2024. This 
illustrates how the effects of past hedging rela<onships can persist in the financial statements long aoer the 
underlying instruments have matured. 

 
Figure 4: Hedge accoun<ng types by sector 

In Figure 4, clear sectoral differences can be observed in the applica<on of hedge accoun<ng categories. 
Across all sectors, cash flow hedges represent the most predominant types of hedge accoun<ng, which is 
consistent with companies' exposure to uncertain future cash flows. The only excep<on is the Healthcare 
and Biotech sector, where the most common outcome is the non-applica<on of hedge accoun<ng.However, 
this finding should be interpreted with cau<on, as this sector is represented by only three companies in the 
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sample, two of which do not use hedging and therefore do not apply hedge accoun<ng (ArgenX and 
Galapagos). 

Beyond this general paEern, some addi<onal differences can be noted. The Services, Media and 
Informa<on sector appears to display a rela<vely higher use of net investment hedges compared to other 
sectors. The Consumer Mul<na<onals sector also appears to employ a broader range of types of hedge 
accoun<ng, with significant levels of cash flow, fair value and net investment hedges, sugges<ng more 
diversified exposure to financial risks and a more extensive use of hedge accoun<ng. 

Unilever provides a relevant example of how companies in the Consumer Mul<na<onals sector may apply 
extensive and sophis<cated hedge accoun<ng prac<ces. The company uses net investment hedges to hedge 
its investments in foreign subsidiaries. In its 2024 financial statements, Unilever discloses a broad network 
of subsidiaries, partnerships, associates, and joint ventures across mul<ple regions, including Canada, Brazil, 
Australia, Bangladesh, Bolivia, China, and Egypt, among others. This geographical diversifica<on helps 
explain the importance of net investment hedging for the company. In addi<on, Unilever uses fair value 
hedges primarily to hedge its exposure to interest rate risk, while cash flow hedges are mainly used to 
hedge commodity price risk and foreign currency risk. An overview of hedge accoun<ng applica<on and the 
types of hedging instruments used by each company is provided in appendix 9. 

3.4 Hedging instruments and hedge accoun<ng rela<onships observed 

Across the sample, all companies applying hedge accoun<ng (26 companies) use standard deriva<ve 
instruments for their hedging ac<vi<es, mainly forwards, swaps and op<ons.  Every company uses at least 
one of these instruments, sugges<ng that firms generally rely on rela<vely simple deriva<ves. This 
observa<on is consistent with the literature review and with Mr. Braeckman’s view (appendix 5), according 
to which companies are generally highly risk-averse in their hedging decisions, thereby favoring 
straighmorward and well-understood instruments. A detailed mapping of hedged items, hedging 
instruments is provided in appendix 10. 

More complex deriva<ves, such as futures, caps and floors are used less frequently and are concentrated 
within a limited number of companies, namely AB InBev, D’Ieteren, Solvay, Syensqo, ArcelorMiEal, 
Heineken, Philips, Shell and Unilever. Among these nine companies, four belong to the Commodity and 
Materials sector and four to the Consumer Mul<na<onals sector, sugges<ng that companies opera<ng in 
these sectors are more likely to use sophis<cated deriva<ve instruments for hedging purposes. 

 
Figure 5: Distribu<on of hedging instruments across the sample 
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In addi<on to deriva<ves, a limited number of companies use non-deriva<ve instruments for hedging 
purposes, exclusively within the context of net investment hedges. More specifically, ArcelorMiEal, 
Randstad and SES use foreign currency-denominated debt instruments, such as loans or bonds, to hedge 
their net investments in foreign opera<ons.  

A relevant example of a diversified use of hedging instruments and a sophis<cated applica<on of hedge 
accoun<ng is Unilever. The company uses swaps to hedge interest rate risk, while commodity risk is hedged 
through commodity forwards, futures, swaps and op<on contracts. In addi<on, foreign exchange risk is 
mainly hedged through forward contracts, whereas net investment hedges are achieved through local 
currency borrowings, as discussed previously. 

Regarding the hedged items designated in formal hedge accoun<ng rela<onships, the analysis confirms the 
predominance of foreign currency risk as the most commonly hedged item, with 22 out of 26 companies 
(84.62%) designa<ng it as a hedged item under IFRS 9. Interest rate risk follows as the second most 
frequently hedged item, designated by 17 companies (65.38%), consistent with the widespread preference 
for fixed-rate financing observed across the sample. Net investment in foreign opera<ons is designated as a 
hedged item by 12 companies (46.15%). Finally, commodity price risk is designated as a hedged item by 10 
companies (38.46%), concentrated primarily in the Commodity and Materials and Consumer Mul<na<onals 
sectors. These findings are broadly consistent with the hedging strategies iden<fied in Sec<on 3.3.1, 
sugges<ng that formal hedge accoun<ng rela<onships largely reflect the underlying economic risk 
management objec<ves pursued by the sampled companies. 

An example of an extensive applica<on of hedge accoun<ng across mul<ple risk categories is ArcelorMiEal. 
The company applies hedge accoun<ng not only to foreign exchange risk but also to net investment hedges, 
emission rights, base metals, freight and energy exposures. The use of hedge accoun<ng for emission rights 
is par<cularly noteworthy. The company hedges its exposure to fluctua<ons in CO₂ emission allowance 
prices. Due to its industrial ac<vi<es, ArcelorMiEal must cover any shormall between its actual CO₂ 
emissions and the emission allowances allocated under environmental regula<ons. To manage this 
exposure, the company uses deriva<ve financial instruments within cash flow hedge accoun<ng 
rela<onships. 

To assess the rela<ve complexity of hedge accoun<ng rela<onships across the sample, a simplified scoring 
framework was developed. Each company receives one point for every hedged item and one addi<onal 
point for every hedging instrument used. For example, a company hedging FX risk and interest rate risk 
using swaps and op<ons would score 4. Indeed, the more instruments a company uses and the more types 
of risk it hedges, the more complex its hedge accoun<ng becomes. Companies scoring between 1 and 3 are 
classified as low complexity, scores between 4 and 6 as medium complexity, and scores of 7 or above as 
high complexity. 

Out of 26 companies, seven apply a high level of complexity in hedge accoun<ng. It is noteworthy that only 
companies from the Commodity and Materials sector (four companies) and the Consumer Mul<na<onals 
sector (three companies) fall into the high-complexity category, which is consistent with the findings 
presented above. In the Commodity and Materials sector, five companies in total apply hedge accoun<ng; 
among them, four are classified as highly complex, while the remaining company is rated as medium 
complexity. This indicates that most companies in this sector implement rela<vely elaborate hedge 
accoun<ng prac<ces. Overall, 14 companies are classified as medium complexity and five as low complexity. 
Among the low-complexity group, three companies belong to the Technology and Advanced Manufacturing 
sector. 

SES provides a good example of a limited use of hedge accoun<ng, primarily focused on net investment 
hedges through US dollar-denominated bonds. Overall, its applica<on of hedge accoun<ng appears 
rela<vely marginal and does not cons<tute a major component of its risk mi<ga<on strategy. As a result, the 
company provides limited disclosure and communica<on on this aspect in its financial repor<ng. Another 
relevant example is Universal Music Group, which enters into net investment hedges but does not disclose 
the specific deriva<ve instruments used, referring instead generally to “deriva<ves” in its financial 
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statements. This lack of communica<on will be further discussed in Chapter 3.6 “Transparency and 
disclosure prac<ces under IFRS 7.” 

Overall, the findings of this sec<on suggest that the complexity of hedge accoun<ng rela<onships is not 
evenly distributed across the sample and appears to follow a certain sectoral paEern. Companies opera<ng 
in the Commodity and Materials and Consumer Mul<na<onals sectors generally display more elaborate 
hedging structures, both in terms of the number of hedged items and the diversity of instruments used. By 
contrast, companies in the Technology and Advanced Manufacturing and Services sectors tend to apply 
hedge accoun<ng in a more limited and standardised way, with a primary focus on foreign exchange risk. 

3.5 Impact of hedge accoun<ng on financial statements 

One of the objec<ves of hedge accoun<ng is to reduce the vola<lity in financial statements that may be 
caused by hedging ac<vi<es. Cash flow hedges allow changes in the fair value of the hedging instrument to 
be recognised in a reserve within OCI. Among the companies in the sample, the value of the effec<ve 
por<on of cash flow hedges varies significantly from one company to another. 

The top five companies with the largest effec<ve cash flow hedge movements, measured in absolute value, 
are AB InBev, with an increase in its cash flow hedge reserve of €676.76 million, followed by ArcelorMiEal, 
with a decrease of €298.54 million. The Unilever with an increase of €253 million, Shell with an increase of 
€202.55 million and finally Heineken with an increase of €166 million. These companies all belong to either 
the Commodity and Materials or Consumer Mul<na<onals sectors. Furthermore, all of them were classified 
as “highly complex” in Sec<on 3.4. By contrast, the companies with the smallest varia<ons are IMCD, Ahold 
Delhaize and Prosus, all repor<ng movements below €6 million. This highlights the strong heterogeneity of 
hedge accoun<ng impacts within the sample. 

Another very important aspect of hedge accoun<ng compa<bility is that the amounts recognised in OCI will 
subsequently be recycled into profit or loss. For example, although AB InBev recorded an increase of 
€676.76 million in its OCI reserve, this amount was par<ally offset by a decrease of €364.78 million recycled 
into the income statement. In the case of Solvay, the company recognised €18 million in OCI while recycling 
€55 million into profit or loss, meaning that past hedging rela<onships con<nued to affect the income 
statement beyond the current period. 

However, hedge accoun<ng is not always fully effec<ve. Within the sample, the vast majority of companies 
reported no significant hedge ineffec<veness. This high propor<on of firms disclosing no material 
ineffec<veness suggests that hedging rela<onships are generally closely aligned with economic risk 
management objec<ves, as encouraged by IFRS 9. Only 4 out of 26 companies (15.38%) recognised hedge 
ineffec<veness. No sectoral rela<onship could be iden<fied among these four firms, indica<ng that hedge 
ineffec<veness appears to be company-specific rather than sector-driven. The companies concerned are 
UCB, BE Semiconductor, KPN and Prosus. Three out of the four cases relate to cash flow hedges, while the 
remaining case concerns a net investment hedge. 

BE Semiconductor recognised hedge ineffec<veness of €0.022 million, while UCB recognised €1 million. 
Neither company provided explana<ons for the origin of this ineffec<veness. KPN recognised hedge 
ineffec<veness of €7 million. The ineffec<veness mainly resulted from valua<on differences between the 
hedging instruments and the hedged items, caused by credit risk and valua<on curves, combined with the 
fact that the cumula<ve fair value change of the hedging instrument exceeded that of the hedged item. This 
explana<on highlights that even well-designed hedging rela<onships may generate ineffec<veness due to 
technical valua<on asymmetries that are difficult to an<cipate or control. 

The most significant case is Prosus, which recognised €9.60 million of hedge ineffec<veness in profit or loss 
related to its net investment hedge. Unlike the other three companies, the origin of the ineffec<veness was 
economic rather than technical. The hedge of the group’s net investment in Delivery Hero SE became 
ineffec<ve due to an impairment of the investment, which reduced its carrying amount and therefore 
lowered the group’s foreign currency exposure. As a result, the hedging instrument no longer matched the 
hedged item, and Prosus was unable to apply hedge accoun<ng for this rela<onship in 2024. Consequently, 
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no amount was recognised in OCI during the financial year. This case is par<cularly insighmul because it 
demonstrates how a non-financial event, namely the impairment of an asset, can directly undermine an 
exis<ng hedge accoun<ng rela<onship, with tangible consequences for financial repor<ng. 

Many companies choose not to apply hedge accoun<ng and instead accept the resul<ng vola<lity. This 
decision may be explained by several factors. One reason is that certain hedging rela<onships do not qualify 
for hedge accoun<ng under IFRS 9, which can lead to significant vola<lity in financial statements. AB InBev 
provides a strong example of this situa<on. As previously discussed, the company hedges its share price risk 
(as explained in Sec<on 3.3.1), but this hedge does not meet the requirements for hedge accoun<ng. 
Consequently, fair value changes are recognised directly in profit or loss. As a result, a loss of $1,211 million 
(€1,162.5 million) was recognised in net income. 

To a lesser extent, Aperam is also unable to apply hedge accoun<ng to certain hedging opera<ons, as some 
of its deriva<ves are not eligible under IFRS 9. Consequently, the company recognised unrealised gains on 
deriva<ves amoun<ng to €2 million. The company explains that this varia<on is “mainly related to the fair 
value adjustments of raw material financial instruments and foreign exchange instruments which do not 
qualify for hedge accoun5ng.” 

As men<oned previously, Azelis does not apply hedge accoun<ng at all. The company does not explain the 
reasons behind this choice. The impact of not using hedge accoun<ng for Azelis was a loss on changes in the 
fair value of deriva<ves of €4.657 million. It can reasonably be assumed that this amount relates en<rely to 
hedging ac<vi<es, as the company states in its financial statements that its deriva<ves are used exclusively 
for economic hedging purposes and not for specula<ve investment ac<vi<es. 

Another reason why companies may choose not to apply hedge accoun<ng despite the associated vola<lity 
is that hedge accoun<ng can be complex and costly to implement. For example, RELX states in its financial 
statements “Where the impact of deriva5ves on the income statement and the statement of financial 
posi5on could be significant, hedge accoun5ng is applied (subject to sa5sfying the required criteria) …” RELX 
reported €9.65 million of liabili<es and €12.06 million of assets related to deriva<ves not designated as 
hedging instruments. The company therefore preferred to accept a net vola<lity impact of approximately 
€2.41 million. 

The reason may also be more company-specific. For instance, RTL Group does not apply hedge accoun<ng 
to recognised foreign currency monetary assets and liabili<es because there is a natural offset in profit or 
loss between the revalua<on of the deriva<ves and the revalua<on of the underlying exposures. Therefore, 
without applying hedge accoun<ng, no vola<lity arises in the financial statements. This demonstrates that 
companies can use alterna<ve methods to avoid vola<lity without bearing the complexity and 
administra<ve burden associated with hedge accoun<ng. 

Turning now to fair value hedges, the accoun<ng mechanisms differ from those applied to cash flow hedges. 
When a fair value hedge is effec<ve, the gain or loss on both the hedging instrument and the hedged item is 
recognised simultaneously in profit or loss, resul<ng in a net zero impact on the income statement. For 
example, Ahold Delhaize reports no net impact on profit or loss from its fair value hedges. Similarly, 
Randstad indicates that the fair value change of both the hedging instrument and the hedged item 
amounted to €10 million, thereby fully offselng each other. 

Nevertheless, the value of the deriva<ve may not always perfectly offset the value of the hedged item. RELX 
provides a clear illustra<on of this situa<on. The company reported a net loss on borrowings and related 
deriva<ves of £2 million (€2.41 million), because the fair value of its USD-denominated debt increased by 
£14 million while the related interest rate swap decreased by £16 million. 

Some companies also disclose the fair value of financial instruments designated in fair value hedges. For 
example, at UCB, these deriva<ves recorded a net decrease in value of €7 million between 2023 and 2024. 
However, the net impact is not visible in profit or loss because this decrease is directly offset by the 
opposite revalua<on of the hedged item. 
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Finally, regarding net investment hedges, companies do not always disclose them separately. In some cases, 
they are included within the currency transla<on reserve. This is the case for Akzo Nobel NV and Randstad, 
which do not isolate these hedges. However, certain companies disclose the exact amounts. Among them is 
AB InBev, which reports an effec<ve por<on of changes in fair value of net investment hedges amoun<ng to 
€897.55 million. For Heineken, the amount is lower, with changes in fair value of net investment hedges 
amoun<ng to €14 million. UMG, which applies hedge accoun<ng exclusively for net investment hedges, 
reports that its net investment hedge reserve increased from €8 million to €11 million, represen<ng a €3 
million increase. At Wolters Kluwer, a loss on net investment hedges of €12 million was recognised. 

3.6 Transparency and disclosure prac<ces under IFRS 7 

All companies in the sample comply with the disclosure requirements imposed by IFRS 7. As listed 
companies subject to external audit, they all provide the mandatory disclosures required under the 
standard. In par<cular, all companies disclose sensi<vity analyses by type of risk, structure their disclosures 
according to risk categories, present the impact of cash flow hedges on OCI and disclose hedge 
ineffec<veness where applicable. However, beyond these mandatory requirements, some companies adopt 
addi<onal disclosure prac<ces that help users understand both their applica<on of hedge accoun<ng and 
their broader risk management strategy. The real differen<a<on therefore lies in voluntary disclosures and 
in the way informa<on is structured and presented to the reader. From a user perspec<ve, these voluntary 
prac<ces are importante.  

A first notable voluntary prac<ce concerns the structuring of the notes to the financial statements. Although 
IFRS 7 does not impose a specific format, 50% of companies applying hedge accoun<ng (13 out of 26) 
create a dedicated subsec<on exclusively for it, either as a separate note or as a specific sub-point within 
each risk sec<on. This significantly improves readability and spares the reader from having to cross-
reference informa<on scaEered across mul<ple notes. The fact that even companies with limited use of 
hedge accoun<ng, such as SES, adopt this presenta<on method reflects how widespread it is and the value 
it provides to users of the financial statements. 

A second commonly observed prac<ce consists of dis<nguishing, within deriva<ve instrument tables, those 
designated in a hedge accoun<ng rela<onship from those that are not. Some companies go even further by 
specifying, for each deriva<ve, which type of hedge accoun<ng rela<onship it belongs to. This informa<on is 
provided by 57.69% of companies in the sample that apply hedge accoun<ng (15 out of 26) and gives 
investors a clearer picture of where earnings vola<lity originates by iden<fying which posi<ons benefit from 
hedge accoun<ng treatment and which flow directly through profit or loss. 

One par<cularly meaningful disclosure in the context of cash flow hedges is the amount expected to be 
recycled into profit or loss. 18 of the 22 companies using cash flow hedges explicitly disclose the amount 
recycled during the period. The remaining 4 companies limit themselves to repor<ng the net movement in 
their hedging reserve without detailing what was actually reclassified into profit or loss. Even rarer is the 
prac<ce of indica<ng in which future period the amounts s<ll held in reserve will be recycled. Only RELX and 
Aperam publish this type of forward-looking schedule, which gives investors a concrete basis for 
an<cipa<ng the future earnings impact of ongoing hedging rela<onships. 

The analysis of the sample reveals a clear spectrum stretching from best-in-class disclosures to the bare 
minimum. AB InBev stands out as one of the most transparent companies in the sample. It uses all three 
types of hedge accoun<ng and is classified as high complexity in sec<on 3.4, reflec<ng its intensive and 
deeply embedded use of hedge accoun<ng. It discloses the exact effec<ve por<on of cash flow hedges, the 
amounts recycled into profit or loss and the hedged and unhedged posi<ons broken down by foreign 
currency (Appendix 11). It applies the same level of granularity to its exposure to net foreign exchange 
results (Appendix 12) and presents a sensi<vity analysis before and aoer hedging for each interest rate 
(Appendix 13), an approach that is unique in the sample. It also provides a breakdown of its most significant 
commodity hedges with individual amounts for each posi<on (Appendix 14). Throughout its disclosures AB 
InBev is explicit about which exposures it hedges and which it does not, reinforcing the impression that 
hedge accoun<ng is a genuinely central element of its financial repor<ng and beyond purely mandatory 
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disclosure requirements. Unilever and ArcelorMiEal are also notable examples of companies that maintain 
a consistently high level of disclosure quality. 

At the other end of the spectrum, some companies provide more limited disclosures. UMG, which applies 
hedge accoun<ng solely for net investment hedges, discloses neither the deriva<ve instruments used nor 
the hedge ra<os. This materially limits the ability of users to assess how risk management actually 
influences the company's reported performance. 

Beyond individual differences, the analysis highlights a striking heterogeneity in disclosure prac<ces across 
the sample, which makes meaningful comparison between companies par<cularly difficult as discussed in 
sec<on 3.5. Some companies precisely isolate the amounts aEributable to net investment hedges within 
OCI while others fold them into the transla<on reserve without any dis<nc<on. 

More broadly, the analysis points to a posi<ve correla<on between the intensity of hedge accoun<ng use 
and the overall quality of disclosures. Companies classified as highly complex in sec<on 3.4, namely AB 
InBev, Unilever, Heineken, DSM-Firmenich and ArcelorMiEal, consistently provide more detailed and beEer 
structured informa<on than those whose use of hedge accoun<ng is limited or peripheral. This is not 
en<rely surprising. Companies that rely heavily on hedge accoun<ng have a stronger incen<ve to explain 
their prac<ces clearly, both to help investors interpret movements in OCI and profit or loss and to 
demonstrate that their risk management strategy and their accoun<ng treatment are genuinely coherent. 
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4. Qualita<ve analysis: insights from professionals 

4.1 Objec<ves of the interviews  

The objec<ve of the interviews was to complement and enrich the quan<ta<ve findings by capturing 
prac<cal reali<es of hedge accoun<ng implementa<on that cannot be observed through financial 
statements alone. More specifically, the purpose was to validate and contextualise the empirical results 
from the perspec<ve of professionals who deal with hedge accoun<ng on a daily basis, whether as auditors, 
treasury professionals or standard-seEers. 

The interviews were conducted as follows. A set of ini<al ques<ons was prepared around the ten criteria 
used in the quan<ta<ve analysis. However, the ques<ons evolved naturally throughout each conversa<on 
depending on the profile of the interviewee and the direc<on of the discussion. Findings gathered from 
previous interviews and from the quan<ta<ve analysis were also raised with the professionals to gather 
their interpreta<ons and prac<cal experience, in order to compare their different points of view. This helped 
enrich the exchanges considerably. 

4.2 Key insights from prac<<oners  

All interviewees confirm that the three financial risks most frequently hedged by industrial and commercial 
companies are foreign exchange risk, interest rate risk, and commodity price risk. This finding is consistent 
with the results of the quan<ta<ve analysis presented in Chapter 3. 

About the reasons for applying hedge accoun<ng, all interviewees confirm that the main reason companies 
apply it is to reduce vola<lity in financial statements. Mr Braeckman explains that companies want to 
protect their margins and show stable results to their investors. Vola<lity can nega<vely affect share prices. 
This explains why, according to him, listed companies apply hedge accoun<ng much more than non-listed 
Belgian family-owned companies. These companies are not subject to the same investor pressure and are 
therefore less interested in reducing vola<lity in their financial statements. 

But on top of this well-established reason, Mr Verhofstede raises a par<cularly interes<ng point. He explains 
that certain companies also use hedge accoun<ng to improve the presenta<on of their financial statements. 
By aligning the accoun<ng treatment of the hedging instrument with that of the hedged item, it becomes 
possible to present both elements in the same line of the income statement. This prac<ce is not formally 
codified. He describes it as “something that is under the radar.” According to him, this approach improves 
the readability of financial performance and provides a more faithful representa<on of economic reality. 
This insight is par<cularly significant because it reveals that hedge accoun<ng serves purposes beyond its 
official objec<ve as defined in IFRS 9, and that companies use its presenta<onal flexibility in ways that are 
implicitly accepted but not explicitly required by the standard. 

The margin of the company also has an influence on whether the company will apply hedge accoun<ng or 
not. Mr Braeckman explains that companies with low margins have a stronger incen<ve to hedge, since a 
movement in currency or interest rates can be sufficient to reduce or even eliminate their profit en<rely. In 
contrast, companies with high margins may be able to absorb a certain degree of financial vola<lity without 
using hedge accoun<ng. For example, companies in the pharmaceu<cal sector, which are well known for 
their high margins, tend to use less hedge accoun<ng. This observa<on is consistent with the findings of 
Chapter 3, where two out of the three Healthcare and Biotech companies do not use hedge accoun<ng. 

It is also worth no<ng that the decision to hedge is not always en<rely voluntary. Mr Braeckman points out 
that, for interest rate risk, it is some<mes the banks themselves that push companies to switch from 
floa<ng interest rates to fixed interest rates. This nuances the assump<on that hedging strategies are always 
the result of an autonomous internal decision. Indeed, external factors such as bank requirements can also 
influence hedging choices. 

The three auditors interviewed confirm that cash flow hedge is the most widely used type of hedge 
accoun<ng in prac<ce. This is confirmed by the quan<ta<ve analysis, which shows that 84.62% of 
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companies applying hedge accoun<ng use it. This is naturally explained by the fact that the majority of risks 
hedged (foreign exchange, interest rate and commodity risks) are linked to uncertain future cash flows. 

Regarding instruments, industrial and commercial companies prefer simple and well-understood tools. Mr 
Vinogradov explains that companies use hedge accoun<ng with a protec<ve rather than a specula<ve logic, 
and that certain highly dynamic or sophis<cated strategies do exist, but they quickly become difficult to 
manage under IFRS 9. Mr De Ridder confirms this by explaining that when the choice arises between two 
similar instruments, companies will systema<cally opt for the simpler one. This preference for simplicity is 
consistent with the findings of Chapter 3, which show that forwards, swaps, and op<ons dominate across 
the sample. 

Even if IFRS 9 simplified the applica<on of hedge accoun<ng it is s<ll considered as being a difficult norm. 
Indeed, several interviewees highlight prac<cal difficul<es in applying hedge accoun<ng. Mr. Braeckman 
iden<fies the main challenge as obtaining sufficiently precise data to demonstrate hedge effec<veness. 

Mr. Laame raises a more structural cri<cism that the quan<ta<ve analysis alone could not reveal. According 
to him, the standard was designed for companies managing a limited number of contracts, whereas in 
reality treasury professionals manage dynamic pormolios of ten to fioy simultaneous contracts. Mr. 
Vinogradov shares this analysis and specifies that dynamic hedging strategies, par<cularly for metals or 
currencies, are "really very difficult" to manage within the current IFRS 9 framework. The norm remains 
fundamentally designed for rela<vely sta<c hedging rela<onships. This point is important because, even if 
IFRS 9 represents an improvement, there are s<ll some aspects that need further enhancement. 

Mr De Ridder at Umicore explains another reason that can prevent companies from applying hedge 
accoun<ng, the lack of <me to analyse the associated accoun<ng constraints. Indeed, the company uses 
deriva<ves to hedge its foreign investments but has never implemented net investment hedge accoun<ng. 
They have never done so because they did not have the <me to analyse the associated accoun<ng 
constraints. This confirms that, for some companies, the obstacle is not the complexity of the standard itself 
but the human resources and <me required for its implementa<on. This is an important finding because it 
shows that the non-applica<on of hedge accoun<ng does not necessarily reflect a strategic choice or a lack 
of eligibility but can instead result from purely organisa<onal constraints. 

Beyond IFRS 9 constraints, Mr Laame highlights the existence of external regulatory barriers such as the 
European Market Infrastructure Regula<on (EMIR), which imposes repor<ng obliga<ons and, in some cases, 
margin call requirements. These can create a trade-off between reducing market risk and increasing 
liquidity risk. He illustrates this with the example of the Turkish lira, where the cost of hedging reached 30% 
per year, leading UCB to hedge only half of its exposure in that currency. 

On the quality of disclosures, the interviewees have different opinions. Indeed, for example, Mr Verhofstede 
considers that disclosures do not always allow an external reader to genuinely understand the hedging 
strategy. He explains that companies should ideally dedicate a specific sec<on to hedge accoun<ng in their 
financial statements. In Chapter 3.6, it has been shown that 50% of the companies applying hedge 
accoun<ng adopt this prac<ce. He also notes that some companies are reluctant to disclose too much 
informa<on, fearing that it might reveal their risk management strategies to compe<tors. 

Mr Poesen adopts a more nuanced posi<on. The quality of disclosures varies from one company to another. 
Some companies are considered “best in class,” while others do “the strict minimum,” but in general the 
disclosures remain broadly acceptable. He also raises a par<cularly interes<ng forward-looking point: 
ar<ficial intelligence could help companies improve their hedge accoun<ng documenta<on and 
presenta<on. AI could also help readers beEer understand a standard as complex as hedge accoun<ng. Mr 
Vinogradov goes further, es<ma<ng that IFRS 7 requirements are some<mes “excessive” for non-financial 
companies, to the point of drowning useful informa<on in an excessive volume of data. 

These different points of view clearly reflect the heterogeneity observed in the quan<ta<ve analysis, where 
a significant gap exists between companies that provide very detailed and well-structured disclosures (AB 
InBev, Unilever, and ArcelorMiEal) and those that limit themselves to the strict minimum required by IFRS 7. 
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Mr Poesen confirms the observa<on from Chapter 3 that the complexity of hedging structures depends 
closely on the sector and the commercial environment: as soon as deriva<ves are linked to raw material 
purchases, the level of communica<on required becomes much more important than for a simple interest 
rate swap on debt. 
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5. Limita<ons of the empirical study 

The first limita<on of this empirical study relates to the number of companies included per sector. Indeed, 
the original sample consists of 32 companies in total. In certain sectors, such as the healthcare and 
biotechnology sector, the number of observa<ons is par<cularly low, with only three companies 
represented. Among these, two do not use hedging instruments and therefore do not apply hedge 
accoun<ng. As a result, the analysis within this sector remains limited and may not be fully representa<ve. 
A larger and more balanced sample across sectors would allow for more robust conclusions. 

The second important limita<on of this study lies in the difficulty of comparing companies. Firms do not 
always disclose the same level of detail or present informa<on in a consistent manner, which makes cross-
company comparisons, par<cularly of quan<ta<ve data, more challenging. For instance, some companies 
report the exact amount of net investment hedges recognised in Other Comprehensive Income, while 
others include these amounts within the currency transla<on reserve without isola<ng them. In addi<on, 
the level of detail provided varies significantly, some firms offer extensive disclosures on hedging 
instruments, others focus more on hedged items and others provide more informa<on on the types of 
hedge accoun<ng applied. As a result, ensuring fully comparable data across companies was not always 
possible. This heterogeneity in disclosure prac<ces creates an addi<onal challenge. 
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III. Conclusion  

The purpose of this thesis was to analyze how industrial and commercial companies listed on the BEL 20, 
the AEX 25 and the LuxX Price Index apply hedge accoun<ng under IFRS as part of their financial risk 
management strategies. Through a mixed-method approach combining a quan<ta<ve analysis of 2024 
financial statements and qualita<ve interviews with professionals from DeloiEe, KPMG, PwC, Umicore, UCB, 
and EFRAG, this thesis iden<fied several findings. 

First, the results show that financial risk management occupies a central role across all companies in the 
sample. All companies are exposed to foreign exchange risk, interest rate risk, credit risk and liquidity risk, 
while commodity price risk more specifically affects industrial sectors exposed to vola<le raw material 
prices. The majority of companies (87.5%) use deriva<ve instruments to hedge their exposures and 81.25% 
formally apply hedge accoun<ng under IFRS 9. 

Second, cash flow hedges are the most commonly used type of hedging rela<onship (84.62% of companies 
applying hedge accoun<ng), which can naturally be explained by the predominance of risks related to future 
cash flows. These mainly concern foreign exchange risk on commercial transac<ons, interest rate risk on 
debt and commodity price risk. Net investment hedges are also widely used (61.54%), reflec<ng the 
interna<onal presence of the groups studied, which is logical given that these are listed companies. Fair 
value hedges, on the other hand, remain less common (46.15%) and are primarily associated with managing 
interest rate risk on fixed-rate debt. 

In terms of instruments, companies favor simple and well-understood deriva<ves rather than complex 
deriva<ve products. These mainly include forwards, swaps and op<ons. This preference is also confirmed by 
the professionals interviewed. It reflects a strong aversion to risk and a desire to maintain hedging strategies 
that are clear and manageable. The more complex instruments such as caps, floors, futures and collars are 
concentrated within a limited number of companies, mainly in the Commodity and Materials and Consumer 
Mul<na<onals sectors. 

Furthermore, the sectoral analysis reveals significant differences in hedging prac<ces. Companies opera<ng 
in the commodi<es and materials sector display the most complex and diversified strategies, whereas 
companies in the services and technology sectors mainly focus on hedging foreign exchange risk. The 
healthcare and biotechnology sector, characterized by high profit margins, makes limited use of hedge 
accoun<ng. This is consistent with the observa<ons made by the prac<<oners interviewed. They who noted 
that companies with high margins feel less pressured to invest in formal hedging arrangements. 

Regarding the quality of disclosures published under IFRS 7, the analysis highlights considerable 
heterogeneity within the sample. While all companies comply with the minimum requirements of the 
standard, as they are audited en<<es, voluntary disclosure prac<ces vary significantly. Some companies, 
such as AB InBev, Unilever and ArcelorMiEal demonstrate exemplary levels of transparency through 
detailed tables, sensi<vity analyses before and aoer hedging and structured presenta<ons by risk category. 
In contrast, other companies limit themselves to the strict regulatory minimum. 

From a prac<cal perspec<ve, the interviews revealed that hedge accoun<ng, although simpler than IAS 39, 
remains a hard discipline. Professionals emphasized the administra<ve burden associated with ini<al 
documenta<on, the difficulty of managing dynamic pormolios of contracts within the current regulatory 
framework (which is designed more for sta<c hedging rela<onships) and the organiza<onal obstacles that 
some<mes prevent the applica<on of hedge accoun<ng, regardless of the theore<cal simplicity of the 
standard. 

In response to the central research ques<on, “How do industrial and commercial companies apply hedge 
accoun5ng under IFRS as part of their risk management strategies, and what are the current market 
prac5ces ?”, this study concludes that hedge accoun<ng is widely integrated into the financial prac<ces of 
large listed groups in the Benelux region. However, it is applied in an heterogeneous manner. Its adop<on is 
influenced by the sector of ac<vity, the company’s structure, the nature of the risks to which it is exposed, 
as well as organiza<onal and cost-benefit considera<ons. 
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However, this research has certain limita<ons. The sample, limited to 32 companies and three stock market 
indices, does not allow for generaliza<on to the en<re European economy. Moreover, the disparity in 
disclosure prac<ces some<mes makes quan<ta<ve comparisons difficult. 

Future research could usefully extend the geographical scope to other European markets or analyze the 
evolu<on of prac<ces over <me, par<cularly in light of the Post-Implementa<on Review of IFRS 9 recently 
launched by the IASB. It would also be interes<ng to examine the impact of ar<ficial intelligence on the 
quality of documenta<on and published disclosures, an avenue suggested by Mr. Posen during the 
interviews conducted for this study. 
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Appendices 

Appendix 1: Illustra<ve disclosure of the effects of hedge accoun<ng on the financial posi<on and 
performance 

 
Source: EY (2014), Hedge Accoun<ng under IFRS 9 
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9.4 The effects of hedge accounting on the financial position 
and performance 
IFRS 7 sets out a specific requirement to disclose the effect hedge accounting 
has on the entity’s financial position and the performance. All disclosures are 
required in a tabular format and by type of risk.  

Instead of reproducing the specific requirements of IFRS 7 we provide examples 
below of how those disclosures might look. 

Example 37 — Illustrative disclosure of the effects of hedge 
accounting on the financial position and performance 

The impact of hedging instruments designated in hedging relationships as of 
31 December 20x0 on the statement of financial position of Alpha Beta Coffee 
Group (the Group) is, as follows: 

Cash flow 
hedges 

Notional 
amount 

Carrying 
amount 

Line item in 
the statement 

of financial 
position 

Change in fair 
value used for 

measuring 
ineffectiveness 

for the period 
Coffee price 
risk 
Arabica coffee 
futures 

16,275lbs 
(thousands) (4.5) 

Short-term 
derivative 

financial 
liabilities (1.0) 

Interest rate 
risk 
Pay 
fixed/receive 
variable 
interest rate 
swap EUR50m  4.0 

Long-term 
derivative 

financial 
assets 1.0 

 

Fair value 
hedges 

Notional 
amount 

Carrying 
amount 

Line item in 
the statement 

of financial 
position 

Change in fair 
value used for 

measuring 
ineffectiveness 

for the period 
Interest rate 
risk 
Receive 
fixed/pay 
variable 
interest rate 
swap EUR200m  (10.0) 

Long-term 
derivative 

financial 
liabilities (2.0) 

The impact of hedged items designated in hedging relationships as of 
31 December 20x0 on the statement of financial position of the Group is, as 
follows: 

Cash flow hedges 

Change in value used 
for measuring 

ineffectiveness 
Cash flow hedge 

reserve 
Coffee price risk 
Coffee purchases 1.0 4.5 

Interest rate risk 
Forecast interest payments (0.9) (3.9) 
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Example 37 — Illustrative disclosure of the effects of hedge 
accounting on the financial position and performance continued 
 

Fair value hedges 
Carrying 
amount 

Thereof 
accumulated 

fair value 
adjustments 

Line item in 
the 

statement of 
financial 
position 

Change in fair 
value used for 

measuring 
ineffectiveness 

for the period 

Interest rate risk 
Fixed rate 
borrowings 211.0 11.0 

Long-term 
borrowings 2.1 

The above hedging relationships affected profit or loss and other 
comprehensive income, as follows: 

Cash flow 
hedges 

Hedging gain 
or loss 

recognised 
in OCI 

Ineffectiveness 
recognised in 
profit or loss 

Line item 
in the 

statement 
of profit or 

loss 

Amount 
reclassified 
from OCI to 

profit or loss 

Line item 
in the 

statement 
of profit 

or loss 

Coffee 
price risk 
Hedges of 
forecast 
coffee 
purchases (1.0) — — — — 

Interest 
rate risk 
Forecast 
interest 
payments 0.9 0.1 

Other 
financial 

income 0.5 
Interest 
expense 

 

Fair value hedges 

Ineffectiveness 
recognised in profit 

or loss 

Line item in the 
statement of profit or 

loss 

Interest rate risk 
Hedge of fixed rate borrowings (0.1) 

Other financial 
expenses 

 

IFRS 7 further requires a reconciliation of the components in equity that arise in 
connection with hedge accounting (such as the hedging reserve) and an analysis 
of OCI. That information needs to be disaggregated by risk category, which can 
be done in the notes.  39



Appendix 2: Interview with Mr Serge Vinogradov (Senior IFRS Technical Manager at EFRAG), translated from 
French into English 

Youssra Zihmed: Hello! Sorry for the delay I had an issue with the applica<on it would not work. 

Serge Vinogradov: No worries it happens. First if you could introduce yourself and explain what your thesis 
is about? You already explained it in the email but if you could go into a bit more detail. I could then 
introduce myself meaning who I am. I know Sammy Hofmans because we worked together at PwC. And 
now I work at EFRAG. That way I could explain how I can help you. 

Youssra Zihmed: The objec<ve of my disserta<on is to analyze the financial statements of companies in the 
BEL20 the AEX25 and the listed Luxembourg companies but only the industrial and commercial companies 
so not the financial companies. 

Serge Vinogradov: Let me interrupt you for a moment. I understand it is not financial companies. But is it 
really only industrial companies as you say or is it more broadly non-financial companies? For example does 
it also include energy companies? 

Youssra Zihmed: It is non-financial companies. So everything in the energy sector yes pharmaceu<cal 
companies as well. I take them into account. I analyze them and then the objec<ve is to compare by sector 
what is common meaning the common points or the differences that may exist by sector. I have finished 
analyzing the BEL20 and I am about to start the AEX25. 

Serge Vinogradov: It is interes<ng to see the comparison by sector. And what parameters do you generally 
try to compare? Do they use IAS 39 or IFRS 9 or are there other parameters? 

Youssra Zihmed: My supervisor asked me to base myself solely on IFRS 9. So I do not look at IAS 39 at all. 
And I base myself on 10 criteria. First the sector so I look at which sector the company belongs to. I look at 
the risks the company faces in general not only those it hedges but in general. The objec<ve of its risk 
management whether it uses hedging. If it uses hedging does it use hedge accoun<ng? The type of hedge 
accoun<ng used the risks hedged the instruments used. And then I also look at the informa<on published 
by the company. Does it properly apply IFRS 7? Does it go into enough detail and in prac<ce what is actually 
done by the companies? So I analyze 10 criteria in total. 

Serge Vinogradov: I see. And why do you focus solely on IFRS 9? Because I have not really been involved in 
hedge accoun<ng for a few years since leaving PwC. But I recall that among the companies I followed there 
were quite a few that s<ll applied IAS 39. 

Youssra Zihmed: It was simply my supervisor. I had asked him whether in my disserta<on I should compare 
IAS 39 and IFRS 9 because there are s<ll significant differences with the introduc<on of IFRS 9. And he told 
me that fewer and fewer companies were using IAS 39. So I did not need to develop that point. 

Serge Vinogradov: That point already interests me. As I said I have not really analyzed what the current 
situa<on is. But when I was prac<cally involved in it a few years ago I had the impression that quite a few 
companies in the non-financial sector con<nued to apply IAS 39 simply because they did not see the 
advantages of IFRS 9 in their case. They had built their way of accoun<ng for hedges under IAS 39 and told 
themselves: if we use IFRS 9 we do not see any advantages because we have already found our way of doing 
things some<mes with proxy hedging some<mes without. And what is the point of upda<ng the 
documenta<on if we are going to do the same thing anyway. So it was not because of the conceptual 
advantages of IAS 39. It was simply because there was work to be done if they suddenly made the transi<on 
to IFRS 9. I had the impression that there were s<ll quite a few companies applying IAS 39. But I agree with 
you: first I have not been prac<cally involved in it for a few years and then yes inevitably there is a transi<on 
and a process so more and more should really make that transi<on. 
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Youssra Zihmed: I think I have explained everything. 

Serge Vinogradov: Perfect. In that case I can explain who I am and how I can help you. Before PwC I worked 
at Société Générale and at other firms but that was a long <me ago. There I was not par<cularly working on 
hedge accoun<ng but more generally on IFRS standards. I worked for 7 to 8 years at PwC here in Belgium 
and there I dealt with many things related to IFRS generally focused on financial instruments and insurance 
instruments. But in par<cular among the ques<ons I dealt with were those rela<ng to financial instruments 
including hedge accoun<ng for non-financial sectors. That is how I worked a bit with Kevin and also with 
Samir. It has been about two and a half years since I leo PwC. And now at EFRAG I work on almost all 
projects related to financial instruments. I could explain to you how things are seen from EFRAG's side now. 
This is not the day-to-day prac<cal applica<on. As a disclaimer here I am speaking for myself in the sense 
that if I start developing views on a par<cular subject it is more or less how I see it. I will try to make as 
many references as possible to publicly available documents so that you can use them if necessary. So that 
is where things stand at the IASB level regarding everything related to hedge accoun<ng. I think you are 
aware that there is such a project currently called RMA Risk Mi<ga<on Accoun<ng which was previously 
called Dynamic Risk Management and before that Macro Hedge Accoun<ng. At least you probably know 
this because the reason IAS 39 is s<ll used is that there is a transi<onal provision allowing companies to use 
IAS 39 un<l Macro Hedge Accoun<ng then DRM then RMA comes into effect. Which is not yet the case and 
for your informa<on it is s<ll very far from being the case. I think it will take several more years before that 
happens. So generally the logic of this transi<onal excep<on was aimed more at the financial sectors. But in 
reality it is not wriEen that way. So any company including non-financial sectors can con<nue to apply IAS 
39. So the project that is currently most ac<ve at the IASB level and consequently at the EFRAG level is this 
RMA Risk Mi<ga<on Accoun<ng project. It is a project that in theory should also have impacted the non-
financial sectors. But currently it is focused on instruments not even on financial companies in general but 
very focused on banks and very focused on interest rate risk. In theory as I told you in a second phase it 
should cover other types of risks and other companies. And I know that quite a few companies in non-
financial sectors apply what we call Dynamic Risk Management strategies dynamic hedging. I know for 
example that this applies to foreign exchange risk or commodity risk or something like that. Prac<cally even 
though in theory it should have been the case this project for now only covers interest rate risk and even 
under a fairly par<cular angle. And the way the Exposure Drao published at the end of 2025 is wriEen it 
clearly describes banking prac<ces. This is why even insurers are not happy. So as far as hedge accoun<ng 
more generally is concerned if we talk about new topics we are working on that is the topic that occupies 
95% of our <me from that perspec<ve. And there is s<ll the other project called Post-Implementa<on 
Review IFRS 9 hedge accoun<ng. The Post-Implementa<on Review I do not know if you are aware of this 
IASB prac<ce.  

What is the Post-Implementa<on Review? Generally it is a project that must be launched for all standards 3 
to 5 years aoer these standards come into effect. It is more or less analyzing recent prac<ce seeing how the 
standard is currently applied. And generally it is not for an amendment or anything like that for that you 
need a standard project. IFRS 9 as you well know is a fairly par<cular standard that is clearly composed of 
three parts that were implemented one by one. And for this reason the Post-Implementa<on Reviews are 
also divided into three parts. Currently in February 2026 so just two months ago the IASB launched the Post-
Implementa<on Review project for IFRS 9 part hedge accoun<ng. And that is perhaps where I could help 
you a liEle bit. We are analyzing what the objec<ve is for now given that this project was launched two 
months ago. It is just the very first phase. What they are trying to do now and how the project is generally 
structured: first there are the periods during which the IASB tries to accumulate informa<on by launching 
the document called Request for Informa<on. It is more or less a request to everyone saying here is what 
we see in terms of IFRS 9 hedge accoun<ng here are the ques<ons we have iden<fied here are very general 
considera<ons such as whether IFRS 9 is working well and whether the implementa<on costs are not 
excessive for auditors and preparers. So for now the level of discussion on their part is very general. If I 
understood correctly it will last un<l roughly the end of May. So that is their official <meline. Un<l the end 
of May they will accumulate feedback. And then on the basis of this feedback they will publish the 
document called Request for Informa<on. That will happen in the second half of the year they say H2. We 
do not know precisely when that is it could be July it could be December. I would say it should be rather 
toward the end of the year because they need <me to analyze all of this. And the ques<ons that will be 
addressed concern everything related to IFRS 9 hedge accoun<ng financial sector non-financial sector all 
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combined. On our side since we an<cipated that such a project was to be launched at the beginning of 2026 
that is why within EFRAG through our coopera<on with various expert groups we made a list of ques<ons 
that we believe should be analyzed within this Post-Implementa<on Review. As for EFRAG we have several 
expert groups at different levels. And it is a document that is ul<mately approved by the Board which 
becomes an official posi<on. Un<l that point they are discussions. Some of these discussions are 
confiden<al and non-public. Another part is public and the documents for these discussions are published 
on our resources. What I could send you is a link to a completely public document that contains among 
other things all the ques<ons that we believe are most important for this Post-Implementa<on Review. In 
the document you will see there is an introduc<on that generally discusses the status of the project it is a 
document from the end of March so fairly recent. Then there is an annex where we men<on the list of 
ques<ons that we consider interes<ng in the context of this project the technical ques<ons the rules of 
course. And then there is s<ll a part of the document called Appendix 2 in which you will see the summary 
of the discussions we have had on this subject since roughly mid-2021. So as an introduc<on that is the 
document I was thinking of that could be useful to you. And there you can make your references because it 
is a public document. I will send you the link aoerwards. 

Youssra Zihmed: Thank you very much. That is kind. You have answered my first ques<on so that is perfect. I 
wanted to ask you whether in your view hedge accoun<ng as it is currently set out in IFRS 9 properly 
reflects companies' risk management strategies? 

Serge Vinogradov: Here I am speaking for myself on the basis of my experience not for EFRAG and this is not 
EFRAG's posi<on. First a bit like what I have heard in all the discussions including the public discussions at 
the IASB level. As I told you they have launched the process. The first ques<on I invite you to look at the 
document. There is such an expert group at the IASB level called ASAF those are the Na<onal Standard 
SeEers who have discussed. They already had a discussion at the end of March where we were able to 
discuss these ques<ons at a very general level exactly the level of ques<ons I am going to men<on to you: 
whether IFRS 9 works well whether broadly it reflects reality well whether there are logical ques<ons. And 
EFRAG contributed that is a link I can also send you. What I think: I have never heard that IFRS 9 would work 
less well than IAS 39. I have never heard anyone say something along the lines of: ah yes we should not 
have wriEen IFRS 9 part hedge accoun<ng IAS 39 was already working fine. That I have never heard. At least 
it works at the same level or even beEer. Clearly there are improvements that were introduced by IFRS 9 
that were useful for some. I am not sure they were useful for everyone. In the fairly basic case of hedge 
accoun<ng on foreign exchange risk I have seen quite a few companies that applied hedge accoun<ng under 
IAS 39 and did not use IFRS 9 simply because they did not find anything addi<onal. They were not unhappy 
with IAS 39 but IFRS 9 did not solve their problems. So to summarize it clearly works rela<vely well at least 
for non-financial sectors. I completely set aside everything concerning the financial sectors. I have not heard 
too many complaints saying that conceptually it is completely wrong or that the costs are extremely high. 
You will see the type of ques<ons the IASB staff asks. At a fundamental level I do not think there are major 
problems. Of course we always have more specific issues but it is not really a ques<on of func<oning. 
Generally yes it clearly works beEer than IAS 39. And there another ques<on you rightly men<oned is IFRS 9 
but there is also IFRS 7 that must apply. But that may be another ques<on you have. 

Youssra Zihmed: That is more a ques<on based on your experience I think more from PwC. But what types 
of risks are most ooen hedged? I have mainly seen foreign exchange rate interest rate and commodi<es. 

Serge Vinogradov: Absolutely that is correct. So foreign exchange risk was in fact what I saw. If I saw other 
types of risks or if I saw many generally yes that is it. As for foreign exchange rate it was mainly something 
like: we have a company in a country that sells or has posi<ons in a different currency. And generally it 
applies hedge accoun<ng on posi<ons based on future sales or purchases for so many months or years 
based on the budget they consider highly probable. That is an extremely common topic. I would say I could 
not give you the propor<on but at least a third or even half of all the ques<ons we had at PwC were in this 
area. Interest rate risk yes of course. Generally it involved hedge accoun<ng in a fairly specific context: it 
was the <me of Covid or just post-Covid. There were quite a few bond instruments that were going to be 
issued in the near future with a certain probability. And there were ques<ons about how hedge accoun<ng 
could be applied to interest rate risk in that situa<on for example. Generally yes there were quite a few 
ques<ons concerning cash flow hedges. I would say the ques<ons were fairly standard. And coming back to 
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your third ques<on commodi<es I saw those too. And I would say that among these three it was perhaps 
the most interes<ng experience because it involved truly dynamic models. The model for foreign exchange 
risk was more or less: we have the budget for sales and purchases we update it from <me to <me we 
update these hedging rela<onships simply because we see at the same <me that the budget has been 
updated. And that was more or less it. Interest rate risk was mainly a fairly typical hedge frankly not too 
interes<ng. As for this third risk commodi<es there were more interes<ng examples because very ooen it 
involved truly dynamic hedging. In the sense that their posi<on in metal X for example they update it in a 
truly dynamic way because there are purchases sales and all of that. And there it was really very interes<ng. 
I genuinely thought that for such companies this dynamic hedging project so the current RMA project 
should be quite interes<ng even if currently this RMA is only for banks and interest rate risk. Theore<cally it 
should cover this area dynamic hedging. For now it is very far from being the case but I think it is a fairly 
significant gap for them because it is clearly very difficult to do that within the current hedge accoun<ng 
framework. Generally hedge accoun<ng as wriEen is designed for fairly sta<c hedging rela<onships or let us 
say not frequently updated. What I saw was something that truly resembles a dynamic posi<on. And that is 
where I think the clarifica<ons and possibly the improvements would be most relevant for the non-financial 
sector. 

Youssra Zihmed: And I no<ced that the rebalancing principle had been introduced by IFRS 9. Is it a 
technique that is fairly widely used by companies when they hedge commodi<es to be able to adapt their 
coverage? Or in prac<ce is it not very widely used because they spoke of it as a good innova<on that did not 
impact the P&L? 

Serge Vinogradov: I would say that yes it was broadly used. Was it used frequently? Honestly I do not 
remember too well. But I do remember that yes it is an interes<ng point for them. I can men<on other IFRS 
9 principles that were used in a dynamic sense. Everything rela<ng to rollover and you will see in our 
document that the rollover of hedge accoun<ng was really a central ques<on. Briefly yes rebalancing was 
used. I do not remember whether it was really very frequent. Conceptually yes they were aware that such a 
possibility exists and clearly some used it. But whether it was really omnipresent whether they necessarily 
refer to rebalancing or whether they do something similar without formally invoking rebalancing honestly I 
do not really remember in detail. 

Youssra Zihmed: And what instruments are most commonly used for hedging when companies hedge? I 
have seen swaps I have seen op<ons very ooen. 

Serge Vinogradov: So when the sector is non-financial the instruments are generally basic. You said it 
correctly: forwards futures swaps some<mes op<ons. I would say that in most cases the instruments are 
fairly basic so not too sophis<cated. With the excep<on of a few companies that hedged in a truly dynamic 
way generally the instruments were fairly simple. For foreign exchange risk I would say just a fairly simple 
forward or something like that. Some<mes op<ons but I have not seen many using instruments more 
sophis<cated than that. 

Youssra Zihmed: And do some hedging strategies get limited or avoided due to accoun<ng constraints? Are 
there companies that will not use hedge accoun<ng because it is too complex or too costly? 

Serge Vinogradov: I would say that yes in theory it was possible that some instead of using hedge 
accoun<ng simply used an economic hedge without hedge accoun<ng. But for me honestly that was quite a 
rare situa<on if it was the case at all. We had a few ques<ons on this subject. If I remember correctly it was 
either because the level was not too material and therefore they did not do it. If I can give you an example 
of a company that had significant economic hedging ac<vi<es and then did not apply hedge accoun<ng 
because it was too opera<onally difficult or too costly I could not find one in my experience unless it was a 
very small company or the level of ac<vity was not too significant. For a large company whose level of 
instrument use is significant I have never seen anyone say: ah no I am not applying it because it is too 
difficult. 

Youssra Zihmed: For example Mr. Brackman explained to me that companies with a smaller margin will be 
more tempted to use hedge accoun<ng because vola<lity would have a real impact on the financial 
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statements whereas a company with a large margin will tell itself: it does not maEer I can afford not to use 
hedge accoun<ng? 
Serge Vinogradov: Yes I would agree with him but you see that is also the ques<on. Yes large margin or not 
that also has to be compared with the level of its hedging ac<vi<es. So yes indeed if it is generally a large 
company with a large margin and a very small amount of hedge accoun<ng yes very ooen one might say: it 
is not worth it because of all this documenta<on this proxy hedging. Was that really the case for the 
company with a high level of hedging ac<vi<es? In any case you are focusing on companies that are part of 
stock market indices so these are large companies. Briefly if we turn the ques<on around a bit I find it 
difficult to imagine a BEL20 company with a fairly high level of hedging ac<vi<es that would have said: ah no 
it is too difficult I am not going to use hedge accoun<ng for that reason. I am not excluding that there might 
be an excep<onal case. But broadly no I cannot imagine it. Maybe they were looking for a simple way to use 
it so yes it might have been costly and difficult for them. But not applying it at all simply because it is too 
difficult or costly at the level of such a company no. I find it hard to imagine. 

Youssra Zihmed: So it is not a ques<on of difficulty. It is more a ques<on of: is it really useful or not to do it? 

Serge Vinogradov: It is difficult of course especially for a large company even more so for a large group. If 
you have a large group with an enormous number of transac<ons say with a group treasury that manages 
hedge accoun<ng within the group yes of course it is not easy and opera<onally it can be costly. But 
generally hedge accoun<ng reflects what already exists. So now we need to resolve the mismatches in our 
income statement we will apply hedge accoun<ng. For that we need to do something. Generally the 
economic ac<vi<es are already there it is just a ques<on of how to account for these opera<ons. At the 
level of companies belonging to stock market indices I find it hard to imagine en masse companies that 
would have said it is too costly or too difficult. Rather they would look for somewhat simplified methods 
they would seek a compromise with the auditor: is this possible can we say that here it is not too material. 
Or apply hedge accoun<ng in a slightly more straighmorward way. But not apply it at all simply because it is 
too difficult or costly. At the level of such a company no I find it hard to imagine. 

Youssra Zihmed: And can it happen that a company will adapt its hedging to be able to meet the criteria for 
hedge accoun<ng? So use a different instrument etc. 

Serge Vinogradov: Yes briefly it is quite a relevant topic because the purpose of the standard is true it is not 
really that you change what you do in economic reality. The purpose is that you reflect it well. I can tell you 
that this is not the topic for the non-financial segment at the moment. But I can tell you that now we are 
discussing this for RMA. What concerns interest rate risk. There are enormous discussions concerning the 
objec<ve. Right at the beginning of a standard it is wriEen for a reason. And there are quite a few 
discussions along the lines of: what is the real main objec<ve of what we are doing is it really to properly 
reflect what we do in economic reality or is it just to fix what is in the accounts or both. And believe me it is 
a very important subject that is being discussed I would say surprisingly important. Briefly coming back to 
this ques<on yes it is a fairly typical concern. Would companies have actually modified their current 
prac<ce? I can imagine it fairly easily. In most cases I would say they look of course for how to do best 
within the constraints. In the sense that instead of simply wri<ng the order of their documenta<on slightly 
differently they will just designate the hedged item differently or something like that apply what is called 
proxy hedging more or less. So just instead of literally reflec<ng what is done by Risk Management 
modifying the way all of this is explained in their documenta<on. But the ques<on is quite valid because it 
happens too ooen. If I understood correctly the IASB's goal in this case is really to eliminate as much as 
possible this prac<ce of proxy hedging. 

Youssra Zihmed: And do you observe significant differences between sectors in the use of hedge 
accoun<ng? Are some sectors more advanced or more structured than others? 

Serge Vinogradov: Yes I see. I honestly never thought about hedge accoun<ng from that perspec<ve at PwC 
and obviously I think about it even less now. I would say not really. I would say it is much more a ques<on of 
other factors. Compare for example what the structure of the consolidated group is. So if you are present in 
many countries then regardless of your sector you will inevitably have to apply some form of hedge 
accoun<ng on foreign exchange rates. That is not a ques<on of sector. It is much more a ques<on of 
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presence in so many markets. I would find it difficult to give you examples. Perhaps I could say that yes 
there are sectors for which certain hedge accoun<ng ques<ons become more important. Compare for 
example the PPA project which became NDE so the contracts for electricity which became a separate 
project en<rely. So for the energy sectors yes indeed this type of hedge accoun<ng has become really very 
important. Companies involved in commodity hedging generally have fairly advanced and dynamic 
strategies. And if we talk about typical cases of interest rate or foreign exchange hedging there I would say 
that other factors seemed more important to me. Just the structure of the group. To give you an example 
was there a big difference between a company that sold fruit and vegetables and a pharmaceu<cal 
company? The differences related to their geography were much more important than the industry. 

Youssra Zihmed: So the geographical reach of the company how many countries it is in is more important 
than the sector it is in? 

Serge Vinogradov: Yes absolutely. I would say it is much more the currency used or the interest rate used. 
You can be present in several EU countries always using the same euro so that changes nothing for you. And 
you can be present in 5 different countries but if it is on several con<nents then obviously you have the 
problem. I would say that for me the link with presence on different markets was much more important 
than the sector. But note that here I was speaking from my experience in the sense that I only worked on 
the ques<ons that came to me or that I occasionally developed myself. It was not the only subject I worked 
on. Kevin for example works on a main subject and there his perspec<ve may well be quite different 
especially regarding sta<s<cs. I just shared my impressions. 

Youssra Zihmed: Of course. In your view do the disclosures published by companies on hedge accoun<ng 
truly allow one to understand their hedging strategy in prac<ce? Because the people who will read the 
financial statements are not specialists they are not auditors. Is it enough for them to understand? 

Serge Vinogradov: There I do not en<rely agree with you. Do you think the general public regularly reads 
the financial statements of companies all the way to the notes on hedge accoun<ng? I would say that for a 
specialist what is wriEen and we are talking about companies at the BEL20 to CAC 40 level it is 
understandable. I would say there is another ques<on one could ask: is it some<mes excessive informa<on? 
In the sense that some<mes for example I think the notes required by IFRS 7 paragraph 21 and following are 
a bit too detailed for a non-financial company. Is there not informa<on that is incomprehensible because of 
that? Honestly I had that experience in the sense that yes we must s<ll do this and that because there is 
such a requirement in such a paragraph of IFRS 7. But honestly would anyone really use it? So it is mainly 
not a ques<on of comprehension. But when certain pieces of informa<on are there what is the real 
purpose? That is the kind of ques<on I was asking myself. But as a ques<on of comprehension I would say 
that for investors for auditors for regulators possibly for companies at the BEL20 to CAC 40 level no I do not 
think it is a ques<on of comprehension. 

Youssra Zihmed: That is very interes<ng because that point of view is very different depending on the 
people I interview because some will say it is completely sufficient or even too much detail and not useful. 
And others will say no it is not enough detail it is not clear enough it is not understandable etc. 

Serge Vinogradov: It is a point of view that is very divisive. If you think about investors they will always tell 
you it is not enough that is normal. But I would say it is understandable and it is not bad. Some<mes it is too 
much not in the sense that it is not comprehensible for the reader but in the ques<ons one could ask about 
the usefulness of the informa<on. There are things that were clearly wriEen I would say for the financial 
sector and that others must s<ll apply as well because it is the standard for everyone not just for banks. And 
it loses a bit of meaning when talking about the non-financial sector. I would say rather that yes it is 
understandable yes broadly it is sufficient because we are talking about companies in the non-financial 
sector aoer all. If the disclosures are well done then this informa<on should be sufficient. But some<mes 
excessive in certain cases too much qualita<ve informa<on that does not really explain what the company 
does. I can understand that some<mes the informa<on is a bit boilerplate meaning someone found the 
disclosure template from a PwC or equivalent and did copy-paste with minimal modifica<ons. And then 
they publish that and you read the same thing concerning the strategy for many companies. It is true that 
boilerplate disclosures are a known problem but generally at least at the CAC 40 level I think that even if the 
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disclosures are boilerplate they more or less reflect what they do. Because they more or less do the same 
hedges interest rate or foreign exchange. Honestly they are not doing completely different things. So yes it 
gives the impression that everyone is simply copy-pas<ng and there is not too much added value. But in 
reality it can s<ll reflect what they do well. 

Youssra Zihmed: Yes because I no<ced that there were companies that gave a lot of detail whereas others 
would give the bare minimum and would not go into much detail. And even from a compara<ve perspec<ve 
it is difficult to compare the hedges that companies do. 

Serge Vinogradov: There I agree with you. But hedge accoun<ng and the disclosures related to hedge 
accoun<ng are not a unique case. I would say it fortunately reflects the general rule. It is always like that 
with IFRS accounts. There are always those who do the bare minimum and there is always someone who 
explains it well in detail in a slightly too abundant way. I could give you many other examples of the same 
thing. So hedge accoun<ng is not something par<cular. With any more or less sophis<cated topic you will 
always have the same thing. Let us take the example of revenue: the notes on revenue can be just three 
lines and two sentences or perhaps a detailed explana<on concerning each type of product each way of 
recognizing revenue especially over <me some<mes with a table. Hedge accoun<ng is not an excep<on. It is 
just a rela<vely difficult topic at the non-financial sector level and that is why it is more visible. But generally 
it is just a difference in approach. 

Youssra Zihmed: And in your view are there areas for improvement in IFRS 7 or IFRS 9 something that could 
be improved in the standard? 

Serge Vinogradov: Ah yes clearly. And generally that is why I told you I would send you the document. There 
this is not the official posi<on. And that is where we talk exactly about that about improvements or rather 
about ques<ons where improvements might be desirable. And honestly it is hard to find a standard as 
complex as IFRS 9 hedge accoun<ng or IFRS 17 where someone would tell you: no there is nothing to 
improve. Certainly there are things to improve. There is also a fairly well-known phenomenon. Every 
standard is wriEen for its <me. IFRS 9 was wriEen in a par<cular context it is already more than 15 years 
old. It was not wriEen to reflect today's reali<es. It reflects certain problems that were accentuated by the 
2007-2008 crisis. So obviously the standard was wriEen for its <me. The same applies to hedge accoun<ng. 
15 years later obviously there has been an evolu<on while the standards we apply are s<ll the same. IFRS 9 
from that perspec<ve is a fairly recent standard so this effect is not too important. But to give you a 
comparison you know there is a standard like Intangible Assets which reflects imagine Intangible Assets in 
today's technological world a standard that was wriEen to reflect investments and calculate what the 
development stage of a product was. Imagine the same thing today the concept is completely different. 
Briefly of course there are areas for improvement and in the document I will send you there are a few 
examples. I would s<ll say that the subject with which I began this conversa<on concerns Risk Mi<ga<on 
Accoun<ng and this IASB project. I would say that a real improvement would be for this project to also 
cover the ac<vi<es of the non-financial sector including other types of risks that are managed in a dynamic 
way such as not so much interest rate risk but rather foreign exchange risk and commodity risk. That would 
be a real area for improvement. And then the ques<ons I men<oned in the document I am going to send 
you. The IASB started their post-implementa<on with very general ques<ons: does the standard broadly 
work well according to its inten<ons. There the majority of what I have heard so far is yes in the sense that 
we do not see a cri<cal problem. But not yes in the sense that there is no possible improvement. 

Youssra Zihmed: And finally the last ques<on I have is: is there anything more you could tell me that might 
be useful for my disserta<on that we have not covered today? 

Serge Vinogradov: I would say I have touched on this topic of RMA and why it is important. I understand 
that for now it is for banks and for interest rate risk which are well outside the scope of your disserta<on. 
But it is a topic that in my view should or could and even should address other subjects concerning dynamic 
hedge accoun<ng. Unfortunately what we see now is not the case at the moment. Clearly there is 
poten<ally the inten<on to do so later. But I would say that everything concerning the dynamic regime is in 
my view one of the main gaps. I have the impression that IFRS 9 as currently designed reflects a rela<vely 
sta<c vision. That does not mean you cannot do things like rebalancing. But it s<ll reflects a rela<vely sta<c 

46



vision. And it is not very natural when you start applying it to hedging rela<onships that are truly dynamic 
meaning daily or even more dynamic s<ll. I would say that is something that is perhaps missing. And 
honestly this gap should have been addressed by this RMA project which for now focuses solely on one type 
of risk and is wriEen in such a way that it speaks only of the banking industry. There you go. I would say that 
is perhaps the most important thing. 

Youssra Zihmed: So if I understood correctly it is possible that in the future this project will also take into 
account industrial and commercial companies. But that is not the case just yet. 

Serge Vinogradov: It is not the case at all. And it is rather a ques<on that is men<oned from <me to <me by 
certain companies in the non-financial sector. In the sense of: why is it only banks and only interest rate risk 
do not forget us more or less that type of message. But what is even more interes<ng if I understood 
correctly for companies in the non-financial sector is mainly not the interest rate risk that is currently being 
addressed by this project. Because generally they have micro-hedging rela<onships. Yes a non-financial 
company can have an enormous amount of loans for example. But broadly will they really hedge them as a 
global net posi<on? No of course. Generally they will hedge them either one by one or not in a too dynamic 
way in any case. For them generally it is commodity risk and foreign exchange risk that would be most 
interes<ng from that perspec<ve I think. But unfortunately for now there is no clearly expressed willingness 
by the IASB for the project to con<nue in that direc<on. I would say this would be a very good moment for 
expansion because honestly I know companies that apply this truly very dynamic model. And honestly I see 
how they do it and it is really so difficult in my view with IFRS 9. Yes they manage it but it is difficult it is 
complicated. 

Youssra Zihmed: Well I have no more ques<ons. 

Serge Vinogradov: What are your plans? When will your disserta<on be finished? What are your plans? 

Youssra Zihmed: I have to finish it by the 29th of May so in roughly one month. As I told you I have normally 
finished the theory I have finished the BEL20 and it will be defended on the 19th of June. I will analyze the 
AEX25 and the listed companies in Luxembourg. And I will use your interview and the ones I did with other 
people. I interviewed Mr. Braeckman but also an auditor at DeloiEe and an auditor at KPMG. When I have 
finished it and it has been validated I will send it to you. 

Serge Vinogradov: Perfect thank you very much. 

Youssra Zihmed: Thank you have a good day. 

Serge Vinogradov: Goodbye have a good day. 
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Appendix 3: Interview with Mr Carl Verhofstede (Director at DeloiEe) 

Carl Verhofstede: Good morning. 

Youssra Zihmed: Hello, Mr. Carl. 

Carl Verhofstede: Nice to meet you. 

Youssra Zihmed: Nice to meet you. 

Carl Verhofstede: I hope everything is okay. Yes. Okay so I don't know what you want to discuss exactly but 
just tell me and I'll see if I can be of any assistance. 

Youssra Zihmed: I just wanted to start by thanking you for your <me and for your help. It's really a great 
input for my master thesis. Thank you very much for your help. It's really nice from you. 

So just to give you a liEle bit of context my master thesis is about how industrial and commercial companies 
use hedge accoun<ng under IFRS as part of their risk management strategy. So what I will do basically is 
analyze the financial statements, the 2024 financial statements of industrial and commercial companies 
that are part of the CAC40, the BEL20, the DAX40 and the AEX25. 

And to do so I will use 10 criteria and this is what I want to talk about today. I created my ques<ons around 
these 10 criteria. Just for you to have an idea the first one is the industry. So in which industry the company 
is because I want to disclose my results as a comparison between the sectors because my teacher, well the 
teacher that helps me, his name is Mr. Schumesh, he told me that he knows you. He works at PwC. 

Carl Verhofstede: I think I must have met him but I'm very bad at recalling. 

Youssra Zihmed: No problem. Well he told me that comparing my results across industries is the best way to 
present my findings. Then excuse me I took the wrong paper. 

All right so the second point is the type of risks that the company faces. In general, not only the ones that 
they hedge but in general the type of risks that the company faces. And then the risk management policy 
and its objec<ve. Then obviously the type of hedges that they do, the type of hedge accoun<ng, hedged 
items, hedging instruments, the impact on the financial statements so on the OCI and the impact with or 
without hedge accoun<ng, the disclosures and finally the impact on financial communica<on. So this is 
what I will analyze. 

So my first ques<on before star<ng anything is: could you briefly describe your role and your experience 
with hedge accoun<ng? 

Carl Verhofstede: Yes so I'm part of what we call the IFRS desk, so IFRS, that's also IPSAS by the way, so 
public sector accoun<ng. We have a team that is led by Thomas Carlier and my role in this is focusing 
specifically on financial instruments. So we support both the audit teams. DeloiEe as an audit firm has to 
review of course these financial statements and provide an opinion on them. So it's support for the audit 
teams as part of the review of the financial statements but we also offer support to non-audit clients with 
their accoun<ng issues. What I'm focusing on is financial instruments and related issues because you always 
have for instance aspects of consolida<on, impacts, how does it affect the consolidated financial 
statements, currency elements, foreign currency elements, so foreign currency accoun<ng. That's my job. 
In doing that I've reviewed a lot of hedging documenta<on because as you know hedge accoun<ng is I think 
the only accoun<ng, some special accoun<ng that is subject to formal documenta<on. That is something 
that is of course not reflected as such in the financial statements but if you have to really review hedge 
accoun<ng you could always or should always ask for the hedging documenta<on if you can have access to 
that and that's really the basis where all these elements that you described, the type of risks and how they 
are managed, the designated hedging instruments, should be lined up and described. But of course you 
have no access to that. 
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What we also do, but I've been doing that less lately, is reviewing the disclosures in the financial statements 
to see whether there are any inconsistencies in how accoun<ng for financial instruments is reflected in the 
financial statements and in the disclosures. And then of course hedge accoun<ng is one of the most 
complex and quite significant elements of those financial statements. 

So in that context because my background is the financial services industry, I was involved in accoun<ng for 
a bank before I came to DeloiEe, my focus has mainly been on the financial sector. But of course corporates 
and especially large industrial clients have significant applica<on of hedge accoun<ng and issues with 
designa<ng effec<ve hedge rela<onships, and that's indeed what I've been looking at in the past. And I 
must say that one of my frustra<ons is that generally speaking my feeling is that the disclosures on hedge 
accoun<ng are quite ooen very difficult to get a real feeling or a good idea of what is actually occurring. 

That's my general feeling. That's because I come from the details and then I see how it is reflected. You are 
coming from this, you will be looking at the published financial statements and I think nevertheless that will 
be useful. I think you can ask indeed per<nent ques<ons and come to presumably interes<ng conclusions 
on that but that's a different point of view in addressing these issues from my point of view compared to 
your point of view. 

Youssra Zihmed: Yes I don't have access to all the documents and I can't ask because I have to analyse 101 
companies, I can't ask informa<on from all the companies. 

Carl Verhofstede: No but I think it's a good exercise because you will be summarizing and comparing so that 
will be I think a good topic. 

Youssra Zihmed: Thank you. So my first ques<on is based on your experience: how is hedge accoun<ng 
applied in prac<ce across different types of companies or industries? For example are there sectors that use 
more hedge accoun<ng or others that use more one specific type of hedge accoun<ng? Industry-wise what 
can you say? 

Carl Verhofstede: So of course the financial sector, the banking sector and I think also the insurance sector is 
a bit apart because you will be including some of them. 

Youssra Zihmed: No I have to exclude them, only industrial and commercial. 

Carl Verhofstede: Because that is really in terms of hedge accoun<ng a different world because they are 
managing interest rate risk and you are probably aware of the exposure drao on risk mi<ga<on accoun<ng, 
dynamic risk management, just for your background. But that's really not a concern of yours so I would not 
go further into it. Banks are having a lot of issues accoun<ng for basically how they are hedging their 
interest rate margin. 

There has been no good solu<on for that and that's why you may know that parts of IAS 39, the old 
standard before IFRS 9, are s<ll in force and that is mainly to allow banks to apply hedge accoun<ng in a 
viable way for their interest rate margin hedges, so ALM, asset and liability management hedges. But we 
can set that aside. 
If you look at the industrial companies I think there are two types of hedges that are quite frequent. One 
type is commodity hedges and that's a very general term but that's where you basically hedge the price risk 
of either your sales or your inputs in your produc<on process. In commodi<es for instance you have 
companies that are specializing in extrac<ng and refining metals from scrap or whatever, mining companies 
or companies that have important inputs of metals, and these can be precious metals, non-precious metals. 
Even for plas<cs they have to manage the price of their inputs. So they ooen lock in the price for certain 
commodi<es and these commodi<es generate something that is not a financial instrument. It can be the 
price of electricity, the price of power or gasoline if that's an input or metals they purchase because these 
can be quite vola<le. 
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So these are typically the hedges that these companies apply and that's mostly cash flow hedges where 
they basically want to lock in the price they will be paying for their inputs and the price they will be gelng 
from their sales. It can be a chocolate manufacturer for instance for which cocoa is an important and 
vola<le input. Generally speaking that's commodity hedges, that's hedging the price risk of inputs and sales 
for certain commodi<es where these commodi<es are priced in the markets and where you can find 
deriva<ves to hedge them. 

Another important type of hedge that is also not confined to the financial sector is basically hedging interest 
rates on financing. That's actually quite prevalent. Many industrial companies for instance have interest rate 
swaps. Hedging basically is either conver<ng funding they have at a fixed rate where they want to convert it 
into a floa<ng rate, a floa<ng interest expense, or when they have a floa<ng rate. Are you familiar with 
floa<ng rate interest? 

Youssra Zihmed: Not floa<ng rate no. 

Carl Verhofstede: I’ll just give you an example. You may be familiar with the term Euribor. Basically you have 
a debt outstanding and you pay an interest on that to the bank and the contract with the bank says we will 
revise your interest rate every three months, every six months or every year. We will then look at the 
benchmark interest rate that is published in the market and we will adjust the interest rate for the next 
period based on that benchmark interest rate which in Europe would typically be Euribor. That's the 
interbank offered rate quoted on a daily basis. So at the beginning of each new period of six months for 
example you look at the quoted interest rate for that six-month period and that rate will be payable for the 
next six-month period of your let's say five-year loan. Each six months you will be upda<ng the interest you 
pay to the current market level. And typically you have a floa<ng interest rate plus a fixed spread that is 
paid. 

So these are interest rate hedges where you basically lock in the interest that you as an industrial company 
are paying on your funding, your financing with the banks, and where you either want to convert a floa<ng 
rate into a fixed rate or vice versa depending on how you manage your interest rate risk. I think these are 
the two main types of hedges. 

Because these interest rate hedges are either fair value hedges or cash flow hedges depending on the 
situa<on. Simplifying a bit, a fair value hedge is where you convert a fixed rate into a floa<ng rate. And a 
cash flow hedge is where you convert a floa<ng rate, which has variable cash flows, into a fixed rate. Are 
you familiar with the basic mechanics of the difference between fair value hedging and cash flow hedging? 

Youssra Zihmed: Yes yes. 

Carl Verhofstede: So that's a different impact on the balance sheet and on equity. You have to have detailed 
disclosures on how your hedge accoun<ng is affec<ng your equity or the comprehensive income. And then 
you have what is called the cash flow hedge reserve in case of a cash flow hedge where you temporarily 
remeasure your deriva<ve. All deriva<ves are always remeasured at fair value in the balance sheet but the 
changes in fair value in a fair value hedge go directly to P&L and you adjust your hedged item also for 
changes in the hedged risk. So you make an adjustment to the hedged item that also goes to P&L and then 
in a fair value hedge the offselng or the compensa<on occurs in P&L. 

In a cash flow hedge your hedged item is for instance future interest payments at the variable rate. There 
the change in fair value of your deriva<ve is not sent immediately to P&L but is temporarily kept in other 
comprehensive income, in equity, and then recycled basically as your hedged item, which would be floa<ng 
rate debt where you recognize interest pro rata temporis. Then it would be recycled insofar as your hedge is 
effec<ve also to interest rate expense and there is a compensa<on there over <me. But I don't know if this 
is helpful for you but these are the main types. So interest rate hedging, basically hedging the interest rate 
on their debt. Commodity hedging and there is a lot of that but that's mostly cash flow hedges. But there 
can be really anything, the cost of electricity, the cost of metals, the cost of plas<c. 
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For instance in the food industry you have companies that are processing wheat or different food 
commodi<es in their process. So they can then find in the market futures, so deriva<ves over wheat or 
whatever. These are quite complex and ooen difficult to designate as hedges. 

I'm thinking of another one in terms of energy. Are you familiar with PPAs, so Power Purchase Agreements? 
That's long-term, you know with the evolu<on in terms of green in our environment, a lot of companies 
want to lock in the price of electricity they are using in their produc<on process and some<mes they are 
quite intensive in terms of electricity use. So they need a long-term provisioning contract where they want 
to purchase electricity from for instance a power plant which could be a solar plant or a wind turbine plant. 
For the electricity that is produced by all these electricity plants there are ooen long-term contracts in 
place. And then you have actually a ques<on whether these contracts, in some cases contracts for the 
delivery of a commodity, are required to be treated and accounted for as deriva<ves. 

So if you have a prac<ce of seEling net for instance or entering into a net seEling contract or if you have just 
net seElements under the contract, in some cases you have electricity or power purchase contracts that are 
deriva<ves. And then the ques<on arises whether these contracts can be designated as hedging 
instruments using hedge accoun<ng because of course you are locking in the cost of electricity over a 
period that can be very long, 5 years, 10 years, 20 years or even longer. 

And the ques<on is do you apply hedge accoun<ng and how does it affect the income statement? Power 
purchase agreements is a very live topic, a very complex topic. And some<mes there are some evolu<ons to 
be expected because the guidance on accoun<ng for power purchase agreements and poten<ally 
designa<ng hedges has been modified by the IASB recently. So there are more possibili<es to apply hedge 
accoun<ng specifically for certain kinds of power purchase agreements, so electricity contracts, long-term 
electricity contracts within very narrow limits. Normally if an en<ty uses that it could generate quite a lot of 
vola<lity because you have long-term contracts that could expose you, the longer the term of a contract 
that fixes a price the more it is subject to change in fair value if the market price changes. 

What I think will be less common but you see from <me to <me is that you have deriva<ves related to 
basically share op<ons. Some<mes companies want to invest in but that's normally not really the business 
of industrial companies but some<mes they take par<cipa<ons and they want to lock in the price for certain 
par<cipa<ons where they enter into op<ons over shares. And share op<ons also are known deriva<ves but 
especially if the shares are not quoted in an ac<ve market you have important measurement issues because 
how do you determine the fair value of a non-quoted en<ty? And then a deriva<ve, an op<on is quite 
complex, how do you measure the fair value in accordance with IFRS 13 of a deriva<ve over an unquoted 
share? I was thinking of something else. I forgot, sorry. 
Youssra Zihmed: No problem. I've also heard a lot about companies that hedge exchange rates. I don't know 
if it's really used a lot or not. 

Carl Verhofstede: Yeah sorry and it's linked to mostly commodi<es. So the FX hedging where you basically 
use FX forward contracts. So that's a contract where basically you say within six months or within a year I 
will be buying an amount of X, exchanging an amount of X dollars against euros. So that's currency risk 
hedging. Obviously that's quite an important one. 

You can have FX forwards but you can also have a mixture where it mixes with interest rate risk, which is 
where you have cross-currency interest rate swaps, also called CCIRS. So that's where you have basically you 
exchange amounts of currency at the beginning and at the end but also you exchange the interest on the 
no<onal amounts of that currency in two currencies. For instance if a company has obtained funding in a 
foreign currency, in dollars let's say, a euro-func<onal currency en<ty has funding in dollars. So they are 
paying interest also in dollars and at the end they have to repay an amount of principal in dollars. So they 
could hedge that with a cross-currency interest rate swap where basically at the beginning they swap the 
no<onal amount of the debt into euros. So they take up the loan, they receive it in dollars but they swap 
that immediately into a euro amount. And then under the cross-currency interest rate swap at the end of 
the maturity of the loan they will exchange back that nominal amount so that they can repay their debt. 
And in the mean<me they will be swapping the difference between an interest in dollars on the no<onal 
amount in dollars against an interest in euros on the no<onal amount in euros. So basically the synthe<c 
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effect of having a loan in dollars combined with a cross-currency interest rate swap is as if you had a loan 
funding in euros. So for that you also apply hedge accoun<ng. But then basically if it's funding in foreign 
currencies you are hedging both the interest rate risk in two currencies and the currency risk itself. 

But of course let's say more frequent for en<<es that process commodi<es is that you also say okay we have 
purchases and sales in foreign currency and we want to lock in our cost of sales if it's purchases, and we 
want to lock in our sales amounts in these foreign currencies into our func<onal currency, the euro. And so 
indeed you can and that's typically cash flow hedges where you say for instance for the month of October I 
expect to have sales in dollars for that amount and you would then sell those dollars forward against euros. 
If you have sales in dollars you receive dollars, you want to ul<mately have euros, you can have a forward 
sale where you say I will already sell my sales revenue in dollars and convert it into euros. That's a cash flow 
hedge and that's obviously quite an important and very basic risk management, currency risk hedging. 

And within Europe of course there is a bit less of an issue but obviously in interna<onal trade many 
companies have sales or purchases in many currencies. So typically you would be using FX forwards or it 
could be op<ons, currency op<ons where you say okay I want to cover a one-sided risk where if the 
currency goes down I will take that as a posi<ve but if the foreign currency goes up I want to have the 
possibility to purchase that currency at a locked in rate under the op<on. So you can have two types of 
hedges. One where you have a forward type deriva<ve where you just lock in a price and if the price or the 
rate goes up or down you compensate. It's an op<on type instrument that's more complex and then you 
typically pay a premium for the protec<on and there you only hedge against movements typically in one 
direc<on or within what is called a collar. So it's only if the price goes beyond that level or below that level 
that your op<on would of course kick in. And you can have that for all types of hedges but obviously 
currencies are quite pervasive, actually any company opera<ng outside the eurozone. 

Youssra Zihmed: Okay so you already answered my third ques<on which was what type of financial risks do 
companies most commonly hedge, we talked about it. And my fourth ques<on is: could you talk about the 
different types of hedge accoun<ng and how they are used in prac<ce including the hedged items and the 
hedging instruments? We also talked about it a liEle bit but maybe talking about what are the hedging 
instruments that are the most commonly used, the easiest ones to use or maybe the ones that companies 
don't want to use because they are too difficult? 

Carl Verhofstede: Yeah there are so as a general comment op<ons are used less and that's basically because 
you have the dis<nc<on between forward type contracts where you say you're locking the price in the 
future, and whether it goes up or down the two par<es will be compensa<ng one another for both 
movements up or down. So if it goes up one party makes a payment if it goes down the other party makes a 
payment. For forwards typically you have no upfront payment to make because they are normally at market 
as it is called. So an at-market transac<on has an ini<al fair value of zero because the forward price is 
calibrated so that it balances in the market. That means that your deriva<ve starts at a fair value of zero and 
then of course it can get a posi<ve or a nega<ve value and that's how it compensates for changes in price 
levels. 

But in an op<on it's different because if you purchase an op<on you have to pay a premium and that 
premium is the price you pay for the one-sided risk protec<on that you receive. If the price moves in an 
unfavorable way for you you are protected and if it becomes favorable then you don't have to exercise your 
op<on and you take the benefit of what the market price did. So that's why you have to pay a premium. 
That's the ini<al fair value and that actually complicates the hedge accoun<ng and the hedge designa<on 
rules quite a lot because from a technical point of view you would normally have to split the <me value 
from the intrinsic value of the deriva<ve. 

I don't know if you're familiar with op<on pricing but an op<on has a fair value and you use a certain model, 
you can have Black-Scholes but also Monte Carlo simula<on. So basically you have techniques for measuring 
the fair value of an op<on but you cannot directly measure the intrinsic value of an op<on or the <me value 
of an op<on separately though for measurement and accoun<ng purposes you can typically make that split. 
In some cases you have to do that for instance where you are hedging a hedged item that is not an op<on 
and that could be your dollar purchases and you want to buy an op<on so that you can protect yourself 
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against an unexpected rise in the dollar. Then for accoun<ng purposes you have to split your deriva<ve into 
two components: the intrinsic value and the <me value. 

The <me value is something that you determine as a residual between the full fair value of the op<on and 
the intrinsic value of the op<on. For a share op<on for instance the intrinsic value is very simple, it's based 
on the spot price of the share and then the difference between the full fair value and the intrinsic value 
gives you the <me value. The <me value is in principle the premium you pay at the beginning and it 
disappears over <me but not on a linear basis. The <me value can go up or down during the life of the 
op<on and you have to measure that separately. 

If you have looked at the guidance on hedging with op<ons in IFRS 9 you will see that you can either 
designate for the full fair value or only the intrinsic value. And then you have quite complex rules for what 
you do with the <me value. You can now under IFRS 9 account for it as a cost of hedging meaning that it 
goes also to OCI and you can then amor<ze it over the period of the hedge if it's a <me period based hedge 
or recycle it when the transac<on occurs if it's a transac<on based hedge. So there's quite a lot of 
complexity and ooen companies would try to avoid op<ons because the accoun<ng is so complex, the 
measurement is complex and they have to put up money upfront to cash the ini<al premium. That upfront 
amount is ooen hidden a bit in the sense that typically when an en<ty wants to purchase an op<on they will 
actually be buying an op<on and wri<ng an op<on at the same <me, typically in a collar structure. That says 
basically you have at one level I'm purchasing an op<on that if the price goes above that level I'll be able to 
purchase at the capped amount but if the price would go below the floor in the collar then I'll be 
compensa<ng the bank. So this is actually buying an op<on and selling an op<on and the premiums for the 
two op<ons will cancel out at the beginning but the <me values at the beginning canceling out does not 
mean that aoer three months they are s<ll canceling out. For accoun<ng purposes you have to trace the 
intrinsic value separately from these <me values and that can be quite a headache. 

So in short that's why op<ons are less popular. Generally speaking mostly you have forward type 
transac<ons, so FX forwards where you just say to the bank I want to buy 10 million dollars within seven 
months and just give me a fixed rate. Then there can be FX swaps but that's basically the same, you do a 
spot transac<on in one direc<on and then have a forward in the other but that's actually a forward 
contract. And then interest rate swaps are typically also forward type contracts. So if you swap a floa<ng 
rate into a fixed rate or vice versa the interest rate and currency swaps are typically also forward types with 
an ini<al fair value of zero. For power purchase agreements it's a bit more complex but in principle these 
are also forward type contracts. So op<ons are rela<vely rare and forward contracts are mostly the types of 
contracts that are used. 

Youssra Zihmed: Okay and I've seen that the difference between IFRS 9 and IAS 39 is that now we can use 
non-deriva<ves as hedging instruments. Are they really used in prac<ce or not? 

Carl Verhofstede: That’s typically for currency risks and basically companies managing currency risk with 
forwards some<mes also keep deposits in a foreign currency. I think that's the most common example of 
where you would be designa<ng if needed a non-deriva<ve as a hedging instrument for currency risk 
because that currency deposit is remeasured under IAS 21. You remeasure the amount of the deposit at the 
closing spot rate and that's an FX impact. So you can use that in combina<on with the FX forwards to say 
okay I'm hedging for instance these future purchases in dollars but I also have a deposit in dollars. So I'm 
what they call long in dollars and that might be used in your hedge designa<on to say that dollar deposit is 
part of my hedge together with FX forwards in order to hedge my highly probable forecast purchases in 
dollars. But to be honest that is something that occurs only infrequently, it's not very visible and it's not 
really a big difference. So in prac<ce designa<ng non-deriva<ves as hedging instruments is not the big thing 
that changed that much. 

In some cases now under IFRS 9 you are allowed to designate the combina<on of a hedged item and a 
deriva<ve as being hedged in another hedging rela<onship but that's quite complex and occurs in certain 
specific situa<ons and it's certainly not the standard approach. If you're looking at the high level and the 
really relevant hedges for companies I think you will find these sophis<cated combina<ons less relevant. 
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In prac<ce it's indeed currency hedges, interest rate hedges and commodity price risk hedges that occur the 
most and mainly using deriva<ves, some<mes op<ons. And in terms of FX risk what is not that frequent but 
we s<ll have regularly is hedging an investment, so a business combina<on where you will be paying the 
price in a foreign currency. That's a highly probable forecast business combina<on where you say we will be 
acquiring a subsidiary but we will be paying the price in foreign currency and we want to lock that purchase 
price in. So basically you're hedging the amount of goodwill that you will be recognizing because the 
goodwill is actually the difference between the purchase price and the value of the net assets you acquired 
to put it simply. If you're purchasing an investment in the states and paying the price in dollars and your 
accoun<ng is in euros, if the dollar rate goes up you will actually have a larger purchase price in euros 
meaning that your goodwill as a residual will be for a different amount. And so you can hedge that with an 
FX forward and when you lock that in. 

There is a special aspect of that because ooen they will use for that deal con<ngent FX forwards and deal 
con<ngent means that the bank is offering you that if the deal does not go through, so the business 
combina<on is not occurring, you can just forget about the deal and you don't have to pay anything. But 
there's actually a conflict with the normal rules of hedge accoun<ng where you can only hedge a highly 
probable forecast transac<on but if you are hedging actually for the non-occurrence of the transac<on that 
is a conflict with the requirement. So just be aware that you might come across that as a hedge because the 
amounts involved can be quite important. Business combina<ons are not an everyday occurrence for 
businesses so I wouldn't count that as something you see very ooen but it's something that we regularly 
run into and have to analyze and review. 

Youssra Zihmed: My other ques<on is: in your experience how does hedge accoun<ng affect the financial 
statements par<cularly profit or loss vola<lity and OCI compared to situa<ons where hedge accoun<ng is 
not applied? So obviously more vola<lity? 

Carl Verhofstede: Yeah indeed and that's of course the primary purpose of being able to apply hedge 
accoun<ng because if you would enter into a hedge by entering into a deriva<ve especially in cash flow 
hedges you would see the accoun<ng mismatch. The default accoun<ng for a deriva<ve, a hedging 
instrument, is at fair value through P&L. So you get an accoun<ng mismatch because your hedged item is 
not being remeasured normally. It's future purchases or future cost of sales or it's a loan at amor<zed cost 
on your liability side. So the hedged item is not being remeasured for changing fair value for the risk factor 
you're hedging against, whether that's interest rates or commodity prices or whatever. But your deriva<ve 
is. So that's the basic mismatch that creates vola<lity from day one because if you enter into a deriva<ve 
you have to measure it at fair value through P&L. Typically ini<ally you have a zero value because as we said 
non-op<on forward contracts have typically an ini<al fair value of zero and then it begins, and the longer 
the term and the more vola<le the underlying risk factor the more vola<lity it creates. 

You have the two mechanisms. Either in the cash flow hedge you take the change in fair value of your 
deriva<ve that is an effec<ve hedge and these changes go temporarily into other comprehensive income. So 
it creates vola<lity in equity but for most companies that's not really an issue. Then because the fair value 
changes are absorbed in equity in the cash flow hedge reserve they are only subsequently over the term of 
the hedge recycled to P&L in line with the hedged item. 

And an important aspect of hedge accoun<ng that is not actually men<oned in the standard is that you are 
permiEed to present the P&L impact of your hedging instrument in the same line item as the P&L impact of 
your hedged item. To give a simple example if you have a floa<ng rate debt your interest expense every six 
months could change significantly if the benchmark interest rate goes up or down. But under hedge 
accoun<ng your interest rate swap is exchanging the variable rate into a fixed rate. Normally deriva<ves are 
measured at fair value through P&L and that's one line item, changes in fair value of your deriva<ves. But if 
you're applying hedge accoun<ng you may then say okay I will recycle the fair value of my swap which has 
an ini<al fair value of zero and ul<mately when it is seEled it will also have a final fair value of zero, so it's 
only temporarily that you get these movements in equity. Then everything gets recycled and basically you 
are allowed to show your interest expense as the net of the floa<ng rate interest payments, the floa<ng rate 
interest payment you receive on the swap and the fixed rate payment that you also pay on the swap. And 
that gives you an interest expense for the period that is actually a fixed rate. That is an important aspect of 
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hedge accoun<ng that many companies really want, it's not only the vola<lity that you avoid it is also how 
you can present the impact of your hedging instrument in the income statement. Because normally if you 
do not apply hedge accoun<ng you get the financial results in the change in fair value of your deriva<ve and 
that has nothing to do with your interest expense. 

Carl Verhofstede: Now you can present by applying hedge accoun<ng for the effec<ve part. You can actually 
adjust and present the net effect of hedge accoun<ng and the hedged item. So the hedged interest rate or 
the hedged cost of sales or your hedged sales rate is actually then included in your accoun<ng through 
hedge accoun<ng. You have to go through equity and then recycling but the effect is indeed that you may 
present that ul<mately in the same line item in your income statement as your hedged item. And that's an 
important considera<on that is actually not stated anywhere explicitly in the standards. 

Youssra Zihmed: Yes I've read about it. I haven't seen it anywhere. 

Carl Verhofstede: No. And some en<<es are not even interested in that and they do not present it that way 
because it's an accoun<ng policy choice you can make. So either you say we just present the impact of our 
hedging in a separate line item or it may adjust the hedged item. 

Youssra Zihmed: Okay and from all that you said I feel like companies or at least industrial and commercial 
companies use more cash flow hedge accoun<ng than fair value hedge accoun<ng because you gave me 
more examples with cash flow. 

Carl Verhofstede: Yeah indeed. So I would say if they are hedging the interest rate expense it would be 
50-50, it can be either a fair value hedge or a cash flow hedge. And a fair value hedge is basically the same 
but that's where you adjust the hedged item for the changes in fair value due to the hedged risk. So it's not 
a fair value measurement but it's a very specific measurement. And then the P&L changes, the change in 
fair value of your hedging instrument, the deriva<ve, go immediately to P&L but they are immediately offset 
by the adjustments you make to the carrying amount of your fixed rate debt for instance and these go also 
to P&L. So there the P&L impact is neutral because you have two balance sheet items that are remeasured 
for changing fair value to P&L. That's the difference between a cash flow hedge and a fair value hedge. 

But in the disclosures there's a requirement in IFRS 7 requiring en<<es to have full disclosures on the 
hedged items, the hedging instruments and the effect on the income statement and on equity of these 
hedges by type of hedge. So normally looking for the disclosures on hedge accoun<ng there should be one 
disclosure sec<on and it should be transparent in discussing the no<onal amounts of the hedging 
instruments and the different types. So you have cash flow hedges, fair value hedges. And what's the other 
one? 

Youssra Zihmed: I think it's the exchange rate, something like that. It's in my notes. 

Carl Verhofstede: Yeah the net investment hedge. But that's a type of currency hedge, that's where you are 
hedging a net investment in a foreign opera<on. It's a separate requirement but it's a varia<on. Because the 
hedged item, which is an investment in a foreign currency, is actually remeasured through the currency 
transla<on adjustment which goes to equity. The currency transla<on of an investment, the net assets in a 
foreign en<ty go to, if the closing rate goes up or down that does not go to P&L like other monetary assets 
that you remeasure under IAS 21 for currency changes. That goes to equity, to CTA. And that's why it 
requires a sort of treatment somewhere between a fair value hedge and a cash flow hedge. Because the 
hedged item is remeasured through equity you also send the change in fair value of your hedging 
instrument to CTA, to equity. So it's a currency risk and it's somewhere between fair value hedge and cash 
flow hedge. 

But that's indeed something that en<<es apply as well because they ooen have investments in foreign 
opera<ons and they basically want to hedge well typically the dividends they are receiving from that en<ty. 
But that's not possible because the dividends paid between a subsidiary and the parent in foreign currency 
are eliminated on consolida<on. But that's what they want to hedge in terms of cash flow. If they are 
expec<ng dividends in a foreign currency they want to lock in the dividend cash amount in the presenta<on 
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currency, the currency of the parent. But technically you can only designate that as a net investment hedge 
and so you have to say formally I'm hedging an amount of net assets in a foreign currency through that 
deriva<ve and everything goes basically to CTA. So it does not impact P&L immediately but it allows let's say 
the hedging of the dividend cash flows or the distribu<on cash flows in foreign currency to lock in the euro 
counter value of these distribu<ons that will come up to the parent company. But that's indeed the net 
investment hedge. We see that on a regular basis and these should also be separately disclosed. It's a type 
of hedge and it's currency related as well. 
Youssra Zihmed: So you talked about disclosures, that brings me to my next ques<on. You also talked about 
the quality of disclosures which you think is not really that great but how would you assess the quality of 
hedge accoun<ng disclosures under IFRS 7 and their impact on financial communica<on with users of 
financial statements? 

Carl Verhofstede: Well I think the test would be if you're broadly familiar maybe with the ac<vi<es of the 
company but not familiar with the details of their opera<ons and the accoun<ng and as an outsider you 
look at these financial statements, can you really understand what they are doing based on their 
disclosures? And I think because the IFRS 7 disclosures on hedge accoun<ng are actually quite demanding, 
but ooen materiality is invoked. But of course that should be no problem because it should not really be 
immaterial in terms of the impact on the balance sheet or the income statement. 

But in some cases you could have transac<ons that have liEle financial impact but have a great poten<al 
impact in the future or are quite significant. So materiality is not always about the absolute amount of the 
figures because it can be sensi<ve to know that certain risks are managed or are not managed by the 
company. But ooen companies are quite hesitant to provide clear disclosures because it might give away 
specific strategies they are pursuing and that's ooen deemed to be sensi<ve informa<on. It might give away 
how they are actually seeing risks and what they are managing. So there is quite a heavy reluctance to 
speak so to provide clear disclosures. But some companies really try to make an effort to give clear and 
detailed disclosures. And then s<ll it's a struggle ooen because hedge accoun<ng is quite complex. It's really 
about deriva<ves and how they func<on and it's quite hard to understand even for those who are involved 
in that on a daily basis. So therefore it's doubly hard to talk about this in disclosures in a way that is really 
understandable by the readers. 

I think what you can say is you look at the disclosure requirements in IFRS 7 and you can hold that against 
what they are doing. And I think you can say is it complete and is it clear? Is informa<on missing for instance 
about the different hedging instruments or the level of detail? But on the other hand there's also the 
ques<on is it possible that you might be buried in detail and say oh yeah they're quite transparent but you 
don't understand a lot of what they are actually doing. So burying in detail is ooen a risk. There should also 
be a clear explana<on of what the risk management policy is and how they are pursuing that in terms that 
are understandable. 

And there's ooen a link with the management commentary, the discussion of what the management is 
saying about how they've been running the business and what the performance has been. That's formally 
not part of the financial statements themselves but some<mes elements of risk management are discussed 
there and some of these elements can be incorporated by reference into the financial statements 
themselves so that some disclosures are not physically in the annexes but are referred to. And that's ooen 
how they typically manage the descrip<on of risks and what they are doing. 

So I think from a quality point of view the key ques<on is: is there a coherent discussion? Is there 
consistency between what they're saying in one part and in the actual disclosures? Some<mes you get 
totally different levels of detail and that's a more qualita<ve assessment you could make apart from the 
completeness test. Because not every requirement means that everything that should be disclosed is 
enumerated in IFRS 7. You have to also take into account whether it is material and whether it really helps 
understanding. But if it's material and significant that level of detail should in principle be there for material 
hedges. 

Youssra Zihmed: Okay and from your perspec<ve what are the main prac<cal challenges? We already talked 
a liEle bit about some challenges but what are the prac<cal challenges and areas for improvement in hedge 
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accoun<ng under IFRS? For example there is a lot of talk about the effec<veness assessment, there is a big 
change between IAS 39 and IFRS 9. Just in general are there for example companies that don't want to use 
hedge accoun<ng because it's just too complicated and they prefer using another strategy to minimize their 
risks? 

Carl Verhofstede: Yeah hedge accoun<ng can be quite a pain in the neck because first they have to go 
through the hedge documenta<on part which involves describing your hedge and saying specifically what 
you are designa<ng and how you will calculate the effec<veness for instance. What are your hedging 
instruments and what are your hedged items, your hedged posi<ons, and if any changes occur to that you 
have to document at least at every closing the effec<veness, measuring the effec<veness that's reflected in 
the income statement but also tes<ng whether you can con<nue with your hedge accoun<ng for the next 
period. And some<mes you may have to discon<nue that. 

So the documenta<on and the follow-up, the administra<ve and accoun<ng follow-up of the hedges is a big 
piece of work. The setup of the hedge documenta<on is ooen the biggest part of the work and then the 
periodic updates and measurements are in some cases not that complicated for plain vanilla cases, like a 
simple interest rate swap hedging a debt. But s<ll it's a lot of work. 

So ooen companies just don't bother and then they have two choices: either not hedging at all or s<ll 
hedging but accep<ng the vola<lity coming from their hedging instruments. And I think you will see a bit of 
everything. Some<mes companies have never been able to apply hedge accoun<ng in the past and 
some<mes they try if something new comes out but they s<ll enter into deriva<ves and they accept the 
vola<lity and try to explain it for instance. 

That's a perfectly acceptable alterna<ve. It's just that hedge accoun<ng is about the <ming, let's say the 
cutoff when you show the P&L impact and so poten<ally avoiding vola<lity. But it's also about presenta<on 
of the impacts of your hedges because an in-between way is when you have no formal hedge 
documenta<on but you s<ll have deriva<ves, you can talk about what is called economic hedges. So you 
have accoun<ng hedges which are formally designated and you can have economic hedges. And there you 
can some<mes even if you get the P&L vola<lity s<ll have the presenta<on advantage. 

And let's say because it's not the almost invisible offselng that you get under hedge accoun<ng but s<ll 
you can present under IFRS 18 on the presenta<on of the income statement, which I think is the new 
standard you might want to have a look at, the impact of hedge accoun<ng and of deriva<ves par<cularly 
the geography between opera<ng, financing and inves<ng results. That's quite sensi<ve for many 
companies. And now you should have a look at the rules on how the impact of hedge accoun<ng is 
presented. 

There now you have some more flexible guidance for what is called economic hedges. The idea is that at the 
level of the geography between opera<ng, inves<ng and financing you may align the P&L impact if you are 
hedging for instance FX risk on your opera<ons. Typically in the past if you had sales in foreign currency 
that's opera<ng but FX forwards if they are not designated should be presented as financing. And that's a 
mismatch in terms of geography. The rules have changed so that in principle if you have an economic 
hedging rela<onship, which is not formally defined but where basically you have a sufficiently acceptable 
offselng even if you do not or cannot apply hedge accoun<ng, you should present the P&L impact in the 
same geography and that's mostly opera<ng of course. But that's I think an interes<ng subject of how IFRS 
18 has affected the representa<on of accoun<ng hedges and of economic hedges. 

Youssra Zihmed: I will look at this. Thank you. My last ques<on is at the end: is there anything important 
regarding hedge accoun<ng that we haven't discussed and that you think will be useful for my research, 
that I haven't thought about or haven't asked about? 

Carl Verhofstede: Well I think IFRS 18 is something I didn't men<on ini<ally alongside FX hedging which is 
actually quite important. But I think you have the direct impact on the balance sheet where you see for 
instance fair value hedge adjustments on the balance sheet or amounts in OCI for cash flow hedges where 
you have amounts in equity. You have the P&L impact. So I think you can usefully dis<nguish, that does not 
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mean you will get much informa<on on that, but for instance the change in OCI and how the recycling 
occurs in terms of cash flow hedges should be disclosed at least the total amounts and normally by type of 
hedge. So you have what you would call the vola<lity, that's what's called the cutoff where you have a 
different <ming for your hedged item when it impacts P&L and when your deriva<ve impacts P&L which in 
the absence of hedge accoun<ng would be immediately for all changes. 

But it's also about presenta<on which is in some cases also quite important. Some companies for instance 
in the biotech sector that are burning cash are some<mes entering into hedges but they are not really 
interested in the detailed presenta<on of their P&L because they are more interested in showing what they 
are doing with the cash they are receiving and how that gets turned over into useful products and projects. 
And therefore the presenta<on aspect and how IFRS 18 has changed the metrics and requirements is 
relevant. 

And some aspects of hedge accoun<ng I would take note of the fact that one important aspect of hedge 
accoun<ng is not detailed in the standard itself. It's an exis<ng prac<ce but it has been confirmed that in 
case of hedge accoun<ng you get the right to present on a net basis in exactly the same line item. And that 
is something that is under the radar. Where you actually ooen don't know what the accoun<ng policy of the 
company is, where are they actually presen<ng in the P&L statement the cash flow hedge results, where do 
they actually end. And in principle IFRS 7 requires you to disclose that in detail but I think it would be 
interes<ng to see whether you can find any of that in many published financial statements. 

Now I may be a bit pessimis<c but it's because it's been quite a while that I've ac<vely been reviewing 
disclosures but it's not that long ago and it was always a challenge to say what is sufficient, what can we live 
with. And that was ooen a bit disappoin<ng. 

Youssra Zihmed: Okay well I have no other ques<ons. Thank you very much for your <me and it was really 
helpful. Thank you very much. 

Carl Verhofstede: It’s a pleasure and so I wish you success with your thesis. 

Youssra Zihmed: Thank you. 

Carl Verhofstede: Let me know, if you have addi<onal ques<ons don't hesitate to contact me. 

Youssra Zihmed: Thank you it's really nice. 

Carl Verhofstede: Let’s say this is a <me investment, I think it's inves<ng in the future. So an occasional 
ques<on if you have something and you're really stuck just ask and if I can help I'll help. Let me know. 

Youssra Zihmed: Okay thank you very much. It's really nice. 

Carl Verhofstede: Have a nice day. 

Youssra Zihmed: You too. Goodbye. 
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Appendix 4: Interview with Mr Frédéric Poesen (Partner at KPMG) 

Frédéric Poesen: Good morning.  

Youssra Zihmed: Hello. How are you?  

Frédéric Poesen: I'm good, and you?  

Youssra Zihmed: Fine, fine, thank you. 

Frédéric Poesen: Sorry for the late cancella<on on Friday.  

Youssra Zihmed: No problem. 

Frédéric Poesen: I was stuck in another mee<ng, it took too long. No problem at all. Thank you very much 
for your <me and for this opportunity. I hope that it doesn't bother you too much and that it's alright. 

Youssra Zihmed: No problem at all. Well, I just wanted to give you a liEle bit of context before star<ng, so 
that you will know what we will discuss about today. So the objec<ve of my master thesis is to do a market 
research on how industrial and commercial companies in the Bel 20, CAC 40, DAX 40 and AEX 25 use hedge 
accoun<ng in prac<ce. And to analyze that, I use 10 criterias. So, the first is the industry, because I will 
compare how different industries use hedge accoun<ng. The second criteria is the types of risks that those 
companies have and the risks that they hedge and the risks that they don't hedge. The third one is the risk 
management policy and objec<ve. Fourth, types of hedges. Fioh, types of hedge accoun<ng. Then, hedged 
items, hedging instruments, impact on financial statements. So, the impact on the income statements, OCI, 
with or without hedge accoun<ng. Then, disclosure and the last one is the impact on financial 
communica<ons. And, I created my ques<ons around these 10 criterias. 

So, the first ques<on that I wanted to ask you is, could you briefly describe your role and your experience 
with hedge accoun<ng under IFRS?  

Frédéric Poesen: Okay. So, I'm an auditor of a number of listed en<<es, but also non-listed en<<es, of which 
a number of those en<<es, first of all, have financial instruments, because that's the basic star<ng point. 
And I must say that the majority of those apply hedge accoun<ng in prac<ce. Why is that? Because in the 
most cases, those instruments have a hedging nature. They enter into this instrument to hedge a certain 
risk exposure and by applying hedge accoun<ng, they reduce the vola<lity on their profit and loss 
statements. Because typically, for those financial instruments, especially the ones which are a liEle bit 
longer in <me, depending on market fluctua<ons, their value can go up and down and can create a lot of 
vola<lity on the P&L, which you can avoid when you apply hedge accoun<ng. So, the majority of companies 
that I'm working on apply hedge accoun<ng. The ones who don't do that are most of the <me because it's 
not a material instrument. And secondly, because they want to avoid the burden of having to prepare hedge 
documenta<on. So, that's a bit my background. So, I'm an auditor of companies that poten<ally apply 
hedge accoun<ng. 

Youssra Zihmed: And based on your experience, how is hedge accoun<ng applied in prac<ce across different 
types of companies or industries? For example, are there sectors where hedge accoun<ng is more 
commonly applied, where it's more standard than in other industries? And, for example, are there hedging 
instruments that are more used in certain industries than in others or across the industry?  

Frédéric Poesen: Well, I think in general, hedge accoun<ng is applied by the majority of companies that 
have deriva<ve financial instruments. The type of hedge instruments heavily depending on the type of 
industry that you're in. You have the typical type of instruments like interest rate swaps or foreign exchange 
instruments. Those are quite common and used by a lot of companies. Then you have the more exo<c ones 
like hedging, for example, for raw material prices, hedging for aluminum, those kinds of things. 
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Those are, of course, more company-specific and also more business-driven to hedge an exposure to a 
certain business-related item. I think everything which has to do with interest rate swap, every company or 
the majority of companies has financial debts and exposed to interest rate fluctua<ons. But raw material, 
that's very specific for an industry. 

I'm not a bank auditor, so I'm not working on financial ins<tu<ons which obviously also have a lot of these 
financial instruments. But I think the majority of my clients have one or the other financial instruments, but 
typically it's an interest rate swap or a foreign exchange swap.  

Youssra Zihmed: I just wanted to ask you, do you audit one of the BEL 20 companies?  

Frédéric Poesen: In terms of listed en<<es, I audit VGP which is a real estate en<ty, Immobel as well, so it's 
majority real estate. VGP does not have financial instruments. Immobel does have interest rate swaps. 
Those are the quite common ones. Historically, I used to audit Achva Gevaert. Achva Gevaert was also ac<ve 
in industries where raw material was important, so they also had some raw material hedges as well, raw 
material financial instruments like aluminum purchases for example.  

Youssra Zihmed: What financial risks do companies most commonly hedge? You talked about the debt, so 
the interest rate. You also talked about the exchange rate and raw materials. Are they risks that they hedge 
a lot or these three are the ones that are the most hedged?  

Frédéric Poesen: I think those three are, from my perspec<ve, the most common ones. Those are quite 
common in the industry as well. The more exo<c an instrument is, the more expensive it also becomes. The 
more difficult it becomes to hedge those types of risks. So those are the most common. Interest rate swap is 
very common. Foreign exchange swaps is also very common. Then raw material swaps, that's more specific 
already. It's really depending on the type of industry that you're ac<ve in.  

Youssra Zihmed: Could you talk about the different types of hedge accoun<ng, so fair value hedge 
accoun<ng, etc. and how they are used in prac<ce? Which one of them are the most commonly used and 
what can you tell about that?  

Frédéric Poesen: The most common are the cash flow hedges whereby you hedge a future exposure and 
then the fair value changes in OCI within other comprehensive income, not through P&L. You also have fair 
value hedge, which are a liEle bit less common, but then you hedge the exposure to the fair value 
movement of an underlying instrument. Then this instrument, this underlying instrument, fair value 
movements go to P&L and your instruments also go to P&L and then you get a P&L hedge, which is quite 
offselng by nature. But the most common are cash flow hedges, like an interest rate swap. There you 
hedge the future exposure to changes in interest rates. The fair value that is being determined is also for the 
future exposure and that is being booked in other comprehensive income, so not through P&L. That's a cash 
flow hedge. 

Youssra Zihmed: Yes, obviously, because the risks that are the most hedged are raw materials, interest rates 
and exchange rates. Well, obviously, cash flow hedge is the one that is going to be the most commonly used 
by companies. Yes, it's quite logical.  

In your experience, how does hedge accoun<ng affect the financial statements, par<cularly profit or loss, 
vola<lity and OCI, compared to a situa<on where hedge accoun<ng is not applied?  

Frédéric Poesen: Obviously, the vola<lity will lower in the P&L, but there is another external auditor who 
talked to me about the fact that there are some companies who use hedge accoun<ng to be able to show 
the risk, well, the hedged item in the same line as the hedging instrument, and so it's clearer for the person 
that will read the financial statements. Well, the majority of companies apply hedge accoun<ng to avoid 
this P&L fluctua<ons, because the fair value, if interest rates go up significantly or they drop significantly, 
you get big fair value movements on this instrument. 
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If you don't have hedge accoun<ng, this goes directly to P&L, so the one year you can have a big profit, the 
other one you could have a big loss, whereas in the end you just want to hedge your exposure to the future 
interest rate. So, it does not really make sense to have this in your P&L. Why do certain companies do hedge 
accoun<ng? I think the majority applies hedge accoun<ng to avoid vola<lity. 

Not sure exactly what you mean with being able to book it in the same line. That is the case for a fair value 
hedger. For a fair value hedge, then you have a fair value movement of the underlying element and you 
have your hedging instrument, both have a fair value that can offset each other. 

For the majority of cash flow hedges, you are hedging future exposure to certain elements and then there is 
no compensa<ng element yet. This compensa<ng element will come in the future when you pay interest or 
when you incur a foreign exchange result and then you offset it with the release of your hedging 
instrument. 

Youssra Zihmed: It was another auditor who told me that it was not wriEen par<cularly norm, but that 
some companies like the fact that they can clearly link the financial instrument to the hedged item and that 
it was easier for the reader to really link these two, and so some companies liked that. That can be one of 
the reasons why they use hedge accoun<ng, but obviously the vola<lity is the main reason why companies 
use that.  

The next ques<on is, do you think hedge accoun<ng under IFRS 9 generally reflects companies' actual risk 
management strategy? Why or why not? Because we know that IFRS 9 is quite hard, even if they made it a 
bit easier than IAS 39, it's s<ll quite difficult. Are there, for example, companies that don't want to 
implement hedge accoun<ng because it's too complicated and then they end up with a high vola<lity and 
thus it doesn't represent really how the company is doing really in prac<ce.  

Frédéric Poesen: I think with IFRS 9, the administra<ve burden of applying hedge accoun<ng has somewhat 
dropped compared to the previous structure of IAS 39, so it is a liEle bit more easy than it was before. You 
s<ll have companies that don't bother in entering into hedge documenta<on and doing these tests and just 
book into P&L for making their lives a liEle bit easier, but then you get big, poten<ally, you get big 
movements in your P&L, which they then need to normalize in their external communica<on by sta<ng the 
P&L is impacted by a fair value movement, which is not really a current period event. 

You can also normalize your result, but then it becomes also a bit burdensome to explain to the market why 
your results are fluctua<ng from one period to the other. In my experience, the majority of companies that 
have important financial instruments, they document hedge effec<veness and they apply hedge accoun<ng. 
So, I don't see a lot of companies that are not doing that. In prac<ce, they do it and it's aligned with their 
strategies when they don't do it.  

Youssra Zihmed: Okay, and how would you assess the quality of hedge accoun<ng disclosure under IFRS 7 
and their impact on financial communica<on with users of financial statements? 

Frédéric Poesen: I think, in general, the disclosures are appropriate. The quality of the disclosure, that is, 
some companies are best in class, others are doing the bare minimum within certain acceptable ranges of 
what you can accept. 

IFRS 7 has quite a big number of disclosure requirements. The extent of disclosure is also depending on the 
complexity of the en<ty and the type of informa<on that you need to transmit to your reader to allow them 
to really understand the en<ty. That will also depend on the complexity of the business environment, the 
complexity of the client and also the complexity of the financial instrument. 

If it's purely an interest rate swap, I think the type of disclosure that you need to explain that to a reader 
can be quite limited because, in the end, what do you want to tell them is your exposure to interest rate risk 
in the future. If you have an instrument whereby you now have a fixed rate and you don't have any 
exposure to future vola<lity on the interest rate and you just tell that. The same, in fact, for foreign 
exchange. 
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It becomes a bit more difficult if you have quite exo<c instruments with gaps in floors and all these types of 
difficult elements. Then you probably need to add more informa<on. Also, depending on the quantum of 
those instruments, how important are they for the en<ty, how much of that is integrated into their overall 
business. 

In the majority of cases, I think it's also more and more important if it's also linked to your business. For 
example, if it's linked to purchases of raw material, then it becomes much more relevant than when it's only 
a simple interest rate swap, for example. If you have more instruments which are directly linked to your 
business environment, then it becomes more important to also tell a clear story to the reader as well, how 
you work on those. 

Youssra Zihmed: From your perspec<ve, what are the main prac<cal challenges and areas for improvement 
in hedge accoun<ng under IFRS?  

Frédéric Poesen: The quality of the hedge accoun<ng documenta<on some<mes can be a bit improved. You 
have companies that do that best in class and you have companies that drao a simple one-pager. AI can 
probably help as well, I think, in doing that. In general, there is hedge documenta<on suppor<ng the 
treatment. The quality of that is a bit dependent on the quality of the financial department as well. But 
then again, I think if you use nowadays AI, it's not that difficult to write hedge accoun<ng based on a 
contract and based on your business environment. That will help as well in improving the documenta<on 
process of these kinds of things. 

Youssra Zihmed: I think I went through all of my ques<ons. The last one is, is there anything important 
regarding hedge accoun<ng that we haven't discussed and that you think would be useful for my research?  

Frédéric Poesen: Anything else! No, I think it can be useful. You do some research as well, I think, of listed 
en<<es and what types of instruments that they use, the type of disclosures. 

I think that's definitely useful to do some specific things. The link between industries can be interes<ng as 
well to see what type of instruments are being used by which type of industries, especially the ones that are 
using raw material hedges and those kinds of things and the level of disclosure that they use. That's 
probably interes<ng to read as well. 

To avoid that you just have a thesis focusing on interest rates because that can be a bit boring, I think. Those 
are the most difficult to analyze. The ones with raw materials are the ones that are the most difficult 
because they can use different hedging instruments according to the material and it can become a liEle bit 
complex. 

But hedge accoun<ng can be quite difficult, especially with the more exo<c type of elements. I no<ced. But 
then again, I don't think you need to understand every type of financial instrument. 

If your thesis is focused on what type of instruments do they use, how do they disclose those elements, 
how does it fit into their risk management perspec<ve. It's also a bit on the quality of what they tell in their 
financial accounts as well. Well I don't have any other ques<ons. 

Youssra Zihmed: Thank you very much for your <me.  

Frédéric Poesen: No problem. Good luck with your thesis. 

Good luck with your comple<on of your studies. If there's anything else, just reach out. I'm happy to help 
you. 

Youssra Zihmed: Thank you a lot. Have a nice day. Goodbye. 

Frédéric Poesen: Bye-bye. 
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Appendix 5: Interview with Mr Kevin Braeckman (Director at PwC) 

Youssra Zihmed: Hello, how are you?  

Kevin Braeckman: I’m doing good.  

Youssra Zihmed: Thank you very much for your <me and for this opportunity. It's a great input for my 
master thesis, so thank you very much. I wanted to start by that. Before star<ng and asking you the 
ques<ons, I just wanted to give you a liEle bit of context on what I'm doing in my master thesis. So I'm doing 
a research on how big companies that are in the BEL 20, the DAX 40, the AEX 25 and the CAC 40 use hedge 
accoun<ng in prac<ce as part of their risk management strategy. So this is what I'm doing and I'm analyzing 
their 2024 financial statements based on 10 criteria: the industry, the type of risks that they face, the risk 
management policy and objec<ves, types of hedges, types of hedge accoun<ng if they are using them 
because some<mes they don't use hedge accoun<ng, hedged items, hedging instruments, impact on 
financial statements, disclosures and the impact on financial communica<on. So this is what I wanted us to 
talk a liEle bit about today. My first ques<on is, could you briefly describe your role and your experience 
with hedge accoun<ng under IFRS?  

Kevin Braeckman: My name is Kevin Braeckman. I am now 15 years at PwC. I have always been doing what 
we call corporate treasury advisory. So we provide advice to treasury centers of interna<onal companies. 
We focus only on corporates. We don't do any sort of financial services. My experience with hedge 
accoun<ng is twofold. First of all, I have been involved in the financial audit of a number of treasury centers 
of mul<na<onals where we basically reviewed compliance with IFRS rules for quite some corporates. Then 
on the other side, more from an advisory role, we have helped a few clients with first of all iden<fying what 
their exposures are, pulng in place the processes and systems to mi<gate them and also the suppor<ng 
accoun<ng setup. So it's both from an audit perspec<ve and an advisory perspec<ve. 

And have you worked with any company that is in the BEL 20? Yes. I'm just thinking because I don't know 
the BEL 20 by heart. Let me just quickly look up who is in the BEL 20. But at least three come to mind 
directly. Wait, just give me a second. I'll check the latest list of who is actually in there. So AB InBev, I have 
experience with UCB, I have experience with Ageas, I have experience with Lotus Bakeries, I know Proximus, 
I know Umicore. Six or seven. 

Youssra Zihmed: And based on your experience, how is hedge accoun<ng applied in prac<ce across different 
types of companies or industries? For example, are there sectors where hedge accoun<ng is more 
commonly applied? 

Kevin Braeckman: I would say it has less to do with industries and more with the type of company and their 
interna<onal footprint. Honestly, there are three main types of financial exposures we look at: foreign 
exchange risk, interest rate risk and commodity risk. Those are the three ones we mostly focus on. 
Commodity risk within Belgium is actually managed by only a very limited number of corporates, especially 
using financial products. So mostly it is opera<onal management. FX only becomes important when you of 
course have a lot of foreign exchange flows in foreign currencies. So where we see ac<ve hedging is first of 
all for FX when there are a lot of interna<onal flows and when the margins are smaller. Typically for example 
the pharmaceu<cal sector has quite big margins. We see them less ac<vely hedging, poten<ally taking more 
posi<ons, while if you go to the construc<on sector for example, which is going through quite a difficult 
<me and where the margins are quite small, they will hedge more ac<vely. Also whether they apply hedging 
or not really depends. There is a big difference between listed companies versus family-owned companies. 
Listed companies publish their results on a quarterly basis. They want stable results. So they will be more 
ac<vely inves<ng in hedging and hedge accoun<ng. In Belgium we also have quite a lot of big mul<na<onals 
which are s<ll fully family-owned. Those ones typically don't invest in hedge accoun<ng. The families don't 
care if there is a bit of vola<lity in the P&L because they understand the underlying reasons. And then when 
it comes to interest rate hedging, that depends on the debt pormolios of the company. There are certain 
companies which are quite cash-rich. They have a very limited amount of debt so they don't hedge because 
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they don't have anything to hedge. You have other companies which have very big amounts of debt and 
they ac<vely hedge it. So essen<ally I would say it's more the type of company than the industry. 

Youssra Zihmed: And so you talked about the fact that if a company has smaller margins, they will be more 
tempted to hedge so that the financial statements look less vola<le. 

Kevin Braeckman: Basically imagine you have a margin of around 5%. If FX moves by 5 or 6% in the nega<ve 
direc<on, you basically lose money. Well if you have a profit margin of 40 or 50% it's not nice to lose 5 or 6% 
but you're not going to go bankrupt for that. So that's why it's a bit more important when you get lower 
margins. It's less worth the <me and the money. 

Youssra Zihmed: And what types of financial risks do companies most commonly hedge? 

Kevin Braeckman: So we talked about it mostly: exchange rate risk and interest rate risk. Interest rate risk is 
probably the highest priority but a lot of corporates actually go for fixed-rate debt. So if they have floa<ng-
rate debt they quite ooen hedge it. Ooen it's even their banks forcing them to lock it in. Then I would say 
FX. Commodity risk honestly quite liEle. Typically they try to push the risk to their suppliers by being on 
fixed-rate contracts and they only use financial deriva<ves occasionally. 

Youssra Zihmed: Could you talk about the different types of hedge accoun<ng and how they are used in 
prac<ce including the hedged items and the instruments? 

Kevin Braeckman: Maybe first on the actual instruments, corporates are very risk-averse. So 95% is very 
straighmorward. The only thing we some<mes saw when interest rates were s<ll nega<ve in euro were 
swaps with a floor. Priority number one for most corporates is to hedge the balance sheet risk, basically the 
valua<on of monetary assets, liabili<es, intercompany loans and cash balances. And then you apply hedge 
accoun<ng because both the underlying item and the hedging item are being revalued through P&L so they 
compensate each other. The second thing most commonly hedged are forecasted commiEed transac<ons, 
basically future sales or purchases, and then they apply cash flow hedge accoun<ng. There are very few 
corporates, I would say less than 5%, who hedge net investments. So that's net investment hedging. We see 
very liEle of it. It's only done because it's also very complex and the amounts are quite big so the cost can 
poten<ally be quite big. And then fair value hedge accoun<ng I don't see it too much. 
So it's mostly cash flow hedge accoun<ng. Yes, in all the companies that I analyzed I didn't come across fair 
value hedges. It's always cash flow hedges that I see. There are some very liEle cases but mostly cash flow 
hedges. 

Youssra Zihmed: In your experience how does hedge accoun<ng affect the financial statements par<cularly 
profit or loss vola<lity and OCI compared to situa<ons where hedge accoun<ng is not applied? So obviously 
vola<lity is the main reason why hedge accoun<ng is used. But are there other reasons that can push a 
company to use it? And I mean the difference, is it worth it? Because it's a lot of money, it's a lot of <me 
and some companies consider that it's not worth it. 

Kevin Braeckman: It's a lot of efforts, that's for sure. Most companies go for a preEy straighmorward 
approach which can be highly automated and don't go for very complex strategies. We only see it basically 
in listed companies because they need to ac<vely communicate the results. They need to communicate 
results to people who are not involved in day-to-day opera<ons. If you buy a share on the stock market you 
don't actually know how the company operates so they are inves<ng in it because it saves them <me and 
the need to otherwise explain the P&L vola<lity. So it's a bit of cost-benefit. But a company that is not listed, 
it's too much effort. 

Is it worth it? Yes, if you are hedging items which are not yet on the balance sheet. So a forecasted sale or 
forecasted purchase. If you would not apply hedge accoun<ng you basically have a deriva<ve which is being 
revalued every month end crea<ng a profit or loss. Well you don't have an underlying item which is being 
revalued and compensa<ng it. For some corporates it can be very big amounts going up and down and very 
difficult to explain to somebody who is not a treasury professional. So yes it's worth it for listed companies. 
Otherwise the thing is as well you know vola<lity reduces the confidence of investors which reduces the 
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value of the company. So investors like predictable results, they like stable dividend income, they value that 
higher. So the idea is as well if you can have stable results it will also increase the value of the company 
stock-wise. So that's why it's much more worth it for companies that are in the BEL 20 or the CAC 40. 

Youssra Zihmed: And do you think hedge accoun<ng under IFRS 9 generally reflects companies' actual risk 
management strategies? Why or why not? 

Kevin Braeckman: I think for some kind of rela<onships it's very simple. For the typical corporate they're 
very risk-averse. They are selling a product or a service, they have a certain cost base, they have a price to it, 
they have a certain margin and they will protect that margin. It is not the idea with hedging to make a profit 
or a loss. They just want to make sure that they can make the margin because the strategies they apply are 
fairly simple. It's one-to-one rela<onships. 

Youssra Zihmed: And how would you assess the quality of hedge accoun<ng disclosures under IFRS 7 and 
their impact on financial communica<ons with users of financial statements? Because I had other 
interviews and some people told me that it wasn't clear enough, that there wasn't enough descrip<on and 
that for someone that doesn't know hedge accoun<ng well they can't understand anything. So what's your 
opinion on it? 

Kevin Braeckman: I need to say I'm more of an opera<onal person so I'm not a technical accoun<ng person. 
So I look at it from basically the corporate point of view. It's a lot of work, all of these disclosures. It is my 
personal opinion, not a PwC opinion. It's a lot of work. Typically if you look at the hedging pormolio versus 
the total size of the company it's marginal. So we need to always be a bit pragma<c. They should be 
focusing on what is driving the revenue, what is driving the cost base. You normally have the no<on of odds, 
a sensi<vity of plus 10% minus 10%. You have an overview of which types of products are used, they need 
to disclose which kind of deriva<ves they use. That's already enough. It's not talking about new products 
that they put in the market but it's not talking about fundamental things either. Typically their pormolio of 
deriva<ves is marginal versus the total size of the company so if you stay a liEle bit pragma<c I find there's 
no need to really go deep into a topic that is already hard enough. 

I understand, you are between brackets hiding a bit the results especially if you like hedge accoun<ng. But 
you need to clearly explain what you're doing, you need to explain the hedging strategy and you need to 
put the no<on of odds because plus you can do a sensi<vity analysis: if hedge rates go up with 5 or 10% or 
minus, what is the impact? 

Youssra Zihmed: And from your perspec<ve what are the main prac<cal challenges and areas for 
improvement in hedge accoun<ng under IFRS? 

Kevin Braeckman: The challenge is to basically ensure that your forecast of the exposure is correct. You 
basically make a forecast of what you're gonna sell, what you're gonna buy, then things change. Nobody can 
perfectly forecast the future. So the challenge is that typically most of our clients have like a monthly cycle. 
They typically at the beginning of the year hedge their budgets in monthly buckets. But then every month 
they do a review of actual versus forecast, are they off and they adjust the hedges going forward. But that's 
quite a heavy exercise and they're very dependent on the input they're gelng from all the people in the 
firm, basically the commercial department, the procurement department, to know what the upcoming sales 
and projects are. The challenge is to just get accurate data. That's for them the most difficult because they 
need to adjust their hedging posi<ons and because if they are not able to show that there is a good rela<on 
between the hedge and the underlying item they risk losing hedge accoun<ng. 

Youssra Zihmed: I asked all of my ques<ons but is there anything important regarding hedge accoun<ng that 
we haven't discussed and that you think would be useful for my research? 

Kevin Braeckman: For interna<onal listed companies which are not in the financial sector the stress is 
already about protec<ng their margins and reducing vola<lity. So typically their strategies are very simple 
and the hedge accoun<ng is just a way to not be punished for the fact that you're applying that strategy 
because if you were not applying hedge accoun<ng it would create vola<lity which doesn't make sense from 
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an economic perspec<ve. They're trying to reduce vola<lity. So accoun<ng was made for this. Accoun<ng is 
an instrument to basically reflect economic reality in the figures which is the whole point of IFRS: to show 
the reality of the company. 
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Appendix 6: Interview with Alexandre De Ridder (Senior Treasury Manager of Umicore) and Ms Delphine 
Vanhuyse (Senior Consolida<on Manager of Umicore), translated from French into English 

Youssra Zihmed: Hello. How are you? 

Alexandre De Ridder: Good, good, and you? 

Youssra Zihmed: Yes, very well, thank you. I first wanted to thank you for the <me you are taking to answer 
my ques<ons. It's very kind of you, I know you are very busy so thank you very much. 

Alexandre De Ridder: With pleasure, when we can help. We've been in your posi<on so it's good to give 
back some<mes. 

Youssra Zihmed: That's kind. Before asking my ques<ons I first wanted to give you a liEle bit of context 
about my thesis. The objec<ve is to analyze how industrial and commercial companies use hedge 
accoun<ng in prac<ce. I analyze the 2024 financial statements of industrial and commercial companies 
listed on the BEL20, the AEX 25 and companies listed in Luxembourg. I base myself on ten criteria. I will first 
look at the sector the company is in, the risks it faces. I also look at whether it uses hedging or not. If so, 
does it use hedge accoun<ng? The type of hedge accoun<ng that is used. I also look at the impact it has on 
the P&L and the OCI. And I finally look at how the company discloses this informa<on in its financial 
statements and therefore how it applies IFRS 7 and the impact it has on those financial statements. I 
wanted to ask you for my first ques<on, can you briefly explain your role at Umicore? 

Alexandre De Ridder: Good <ming, we can do the introduc<ons at the same <me. Delphine, do you want to 
start? Ladies first. 

Delphine Vanhuyse: So Delphine, I am in the Consolida<on department so in charge of preparing the annual 
accounts, the financial report with other contributors. The applica<on of the standard is partly with us but it 
is also mostly everything that is opera<onal and the decisions are within the same department. I will try to 
help you as best I can. 

Alexandre De Ridder: And I am Alexandre, I am the group Treasury director at Umicore so in charge notably 
of all hedging ac<vi<es. It is in that capacity that I will be able to help the most. Within the treasury role it is 
risk hedging, FX risk, interest rate risk notably. And it is perhaps in that context that I could help you. 

Youssra Zihmed: Based on the 2024 accounts, Umicore was exposed to several risks notably commodity risk, 
FX risk, interest rate risk, liquidity risk, etc. Which ones are the most cri<cal in prac<ce? 

Alexandre De Ridder: Very clearly, we are an industrial company, we do metal recycling and industrial 
applica<ons with precious metals. I would say commodity risk is the most important. On that front it's not 
me who is in charge, we have metal trading desks by business unit. These are really people specialized in 
the metals specific to the business units they serve. The idea is to take no risk. We do not do, maybe slightly 
at the margin, but specula<on on metals. 

Delphine Vanhuyse: The idea is rather to ensure perfect coverage of the produc<on process. We cannot 
take posi<ons in metals. We always do a squaring at the level of all posi<ons and hedges. 

Youssra Zihmed: How do you define your hedging strategy and how do you decide which risk you want to 
hedge? You said you hedge everything related to commodi<es, but I also know you hedge your FX exposure. 
How do you do that? 

Alexandre De Ridder: On FX it is directly linked to what I do. We have two types of risks. We have what we 
call transac<onal risk. Every <me there is an exposure linked to a sales or purchase contract in a currency 
that is not the local currency of the en<ty involved in the contract, an exposure is created. What we accept 
at group level is that the sum of all exposures at any given point in <me is 100,000 euro equivalent per 
currency. Which means that as long as we are talking about the Swiss franc or the dollar, as long as we are 
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below 100,000 euro equivalent we do not hedge. Otherwise we have an obliga<on to hedge to obviously 
protect commercial margins and to avoid having uncontrolled FX results. That is the policy on the 
transac<onal side. On the transac<onal side we do not apply hedge accoun<ng so everything goes through 
P&L, nothing is recycled through OCI. And then there is the second part which we call strategic hedging. 
That involves FX hedges on the future budgets of the en<<es. What we try to do is protect the consolidated 
EBITDA of the group for the coming year and the year aoer so year plus one, year plus two. On those deals 
which we call strategic deals, which are very few in number but much larger in terms of no<onal, we apply 
hedge accoun<ng. 

Youssra Zihmed: You say that for transac<ons you do not use hedge accoun<ng. Is it because the amounts 
are not very large or because it is too complicated to use hedge accoun<ng? 

Alexandre De Ridder: No the amounts are actually enormous. If you look over a year it is several billions. 
But there are several reasons. The first is that all amounts are aggregated and neEed. So if en<ty A is long in 
a currency and en<ty B is short in a currency the resul<ng posi<on is what we will hedge. And all of this 
happens through systems obviously, we do not do this manually on a piece of paper. We do this by currency 
and for all group en<<es several <mes a day. As a result there is no unique and easily iden<fiable 
rela<onship between the exposure and the hedge. And also it turns out that this is something that is well 
understood by the market. The star<ng assump<on is that there is a perfect offset between the sum of the 
contracts and the sum of the hedges and therefore this P&L vola<lity neutralizes itself. 

Youssra Zihmed: You also use hedging for your interest rate risk and also for energy. That is what I had seen 
in your financial statements, right? 

Alexandre De Ridder: Absolutely. For interest rates it is mainly when we have debt in foreign currency. There 
we use instruments called cross currency swaps which allow us to lock in a euro equivalent interest rate for 
any debt we would have issued in a foreign currency notably the dollar, which was the case in 2024. In the 
past we have also done fixed rate/floa<ng rate arbitrage with interest rate swaps. At the moment we have 
debt at fixed rates almost exclusively and therefore we no longer have instruments in our books. But it is 
something we could do again tomorrow or the day aoer depending on the debt mix we want. It is more of a 
strategic reflec<on. Does it make sense to have all your debt at fixed rates or do you want to keep a por<on 
of the debt at floa<ng rates, knowing that we always look at things in a balanced way. If we have floa<ng 
rate debt on the other side we have cash and cash is always at floa<ng rates in terms of return. That is 
roughly the reflec<on we can have on how to manage our debt mix. On these rate hedging instruments 
whether cross currency swaps or interest rate swaps we apply hedge accoun<ng. Which means that 
Delphine taps me on the fingers every 6 months to have us explain how our hedging instruments and the 
debt are evolving. 

Youssra Zihmed: Does your hedging strategy evolve depending on market condi<ons? 

Alexandre De Ridder: I would like it not to move anymore. But everything at C-level what they want is 
stability. It is easier to say we have fixed rate debt at 4% rather than saying one year our debt cost is on 
average at 3 and the following year at 5. It is not just at Umicore, I have worked for other clients before. In 
Corporate Treasury departments there is a very deep risk aversion. In general companies try to avoid 
floa<ng because it generates noise, it generates vola<lity that is not directly linked to the business. These 
are macro elements we are not in control of at all and therefore it is ooen avoided. 

Youssra Zihmed: To what extent do hedge accoun<ng constraints influence your hedging decisions? By that I 
mean the accoun<ng is very complicated, there is a lot of documenta<on to provide, etc. Has it ever 
happened that you did not use hedge accoun<ng because it was too complicated? You say it's fine, we will 
have vola<lity in our P&L and we will explain it. Or do the difficul<es of hedge accoun<ng have no impact on 
your decisions? 

Alexandre De Ridder: They will have an impact when we analyze the instruments we can use. Typically there 
are many banks that say you could benefit from net investment hedging for example in certain subsidiaries. 
We have never done it perhaps because we do not understand enough the constraints of hedge accoun<ng, 
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perhaps because we do not take the <me to understand them and put everything into a business case. But I 
would not say it influences the strategy at all. It is rather once we have done something we ask ourselves 
how to qualify it. We try to find a match. 

Delphine Vanhuyse: If there is a new instrument or something like that we first try to see if it can fit within 
the criteria. It has already happened that we took instruments that were not in hedge accoun<ng and had 
unintended vola<lity. But otherwise I would not say it influences us. There are perhaps as Alexandre said 
things we could s<ll explore. But it does not stop us specifically. We make efforts to try to apply it and also 
with the auditors. 

Alexandre De Ridder: In general accoun<ng or very high-level or technical considera<ons should never get 
in the way of the best possible decision. If we think we need to take a hedging instrument because there is 
a material risk in collabora<on with the different teams involved we will find a way to do it whether in 
hedge accoun<ng or not. 

Youssra Zihmed: How do you choose your instruments? Does the complexity of certain instruments hinder 
their eligibility for hedge accoun<ng under IFRS 9? Even if it can be complicated, if it is linked to your risk 
management will you s<ll apply it? 

Alexandre De Ridder: Yes absolutely. If on the other hand we have to choose between two extremely similar 
instruments and one is simpler than the other we are simple people, we prefer the simple instrument. 

Youssra Zihmed: To what extent are the hedging strategies defined by treasury easily transposable into 
hedge accoun<ng under IFRS 9? Is it some<mes complicated to implement what treasury asks you to do? 

Delphine Vanhuyse: I am trying to think. I do not really have many examples yet, we do not have very 
complex instruments either. I would not say we have cases like that. There was one. We tried to hedge 
CAPEX in a foreign currency. It was addi<onal reflec<on and extra work. But otherwise we have not had 
many par<cular instruments. 

Alexandre De Ridder: What we try to do is talk to each other before being faced with a fait accompli. 

Youssra Zihmed: You work together so you don't have any bad surprises. 

Alexandre De Ridder: We try, yes. 

Youssra Zihmed: In your opinion are the informa<on that appear in the financial statements well 
understood by investors? IFRS 7 can also be quite complicated and demanding. Do you think it is well 
enough understood by your investors? 

Alexandre De Ridder: I cannot answer that ques<on. The fact that we cannot answer it, if I digress, is that 
the ques<on has never really been asked by investors to the CFO or to the Investor Rela<ons department. 
Which to me means it is well understood. If it had been a source of ques<ons or problems when reading the 
annual report I think we would have been informed. 

Youssra Zihmed: What are the main difficul<es or obstacles in applying hedge accoun<ng? Have you ever 
had a frustra<on or perhaps a cri<cism regarding that? Some people say it is too rigid, others say it is not 
flexible enough for prac<cal implementa<on. Do you have anything to say about that? 

Alexandre De Ridder: I think it is quite rigid. The underlying idea is good, meaning you can remove P&L 
vola<lity so as not to obscure the results in the eyes of investors. I think that is a good idea. The criteria are 
quite relevant, there needs to be an easy and clear link between the exposure and the hedge. Now in 
prac<ce it is some<mes complicated. Some<mes we lose sight a liEle of the underlying idea which is to say 
that if a company does hedging and the hedging is done on opera<onal exposures for me it should be 
eligible. In prac<ce it is more complex than that. I don't know what you think about it Delphine? 
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Delphine Vanhuyse: It is impossible to make it much simpler either. I think they have already simplified 
compared to the past, with the old standard there have already been improvements. Notably the 80-120, 
the jus<fica<on, etc. Now yes, we have already run into certain things we were not able to apply. They took 
very long I find for everything related to Virtual PPAs. It is an aspect that is not specifically managed by 
Treasury but it is a point we encounter much more ooen than what they thought when they made the 
standard, certainly since these are long-term hedges. Un<l last year we could not consider it as hedge 
accoun<ng so they have made efforts. But it s<ll takes very long whenever something needs to change. 

Youssra Zihmed: I think I have asked all my ques<ons which we have more or less all covered. I don't know if 
there is something you think could be interes<ng for my thesis or a point we have not covered today. 

Alexandre De Ridder: For me everything is clear, I don't see any gaps. We have not talked about the 
differences between cash flow hedges and fair value hedges. I don't know if that is a topic you cover in your 
thesis. 

Youssra Zihmed: Yes I cover it, it is one of the points I analyze. 

Alexandre De Ridder: I think we do both Delphine. 

Delphine Vanhuyse: Cash flow hedge is only on the strategic side. 

Alexandre De Ridder: Yes. And fair value hedge we do not do. We had tried to argue in that direc<on for the 
CAPEX I think. 

Delphine Vanhuyse: That was the only case we had done, we had hedged the CAPEX. But otherwise it is the 
strategic side that goes through OCI. And the rest is the fair value hedge. 

Youssra Zihmed: So you do use fair value hedge aoer all. 

Delphine Vanhuyse: That is what Alexandre was explaining where we hedge our future margins. That is on 
cash flow hedge so that it goes through OCI. 

Alexandre De Ridder: Yes. The transac<onal side we do not pass it through OCI. 

Youssra Zihmed: Is there perhaps anything else that comes to mind or that we have not covered today? 

Delphine Vanhuyse: We have a fairly stable and well-defined risk strategy I would say. And the instruments 
we use are rarely different from one year to the next. It is quite stable. 

Alexandre De Ridder: Once the risks have been iden<fied it is true that there are no upheavals or 
Copernican revolu<ons in what we do. Once you have understood it, you are good. I have a ques<on. How 
did this topic come to you for a thesis? It is very niche aoer all. 

Youssra Zihmed: Yes it is very specific. Actually originally I wanted to work on the impact of IAS 39 on the 
2008 financial crisis and what pushed the crea<on of IFRS 9. And my supervisor told me, he was my IFRS 
professor last year, he told me it was a topic that had been covered a lot but that if I wanted to work on IFRS 
9 I could do it on hedge accoun<ng. He is the one who suggested this topic to me. That is how it came 
about. It is true that it is very very niche, you don't really think about it. 

Alexandre De Ridder: In any case it is good. Thesis topics it is beEer that they be quite focused rather than 
spreading yourself too thin. It is a good idea. 

Youssra Zihmed: Yes when it is very broad you can quickly struggle to stay on track. Thank you very much for 
your <me. It is very very kind. Thank you very much. 

Alexandre De Ridder: With pleasure. Don't hesitate to contact us if you need anything. 
70



Youssra Zihmed: Thank you very much. Goodbye. 

Alexandre De Ridder: Good luck. All the best. 

Youssra Zihmed: Thank you very much. 
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Appendix 7: Interview with Mr Benjamin Laame (Head of Treasury Opera<ons at UCB), translated from 
French into English 

Youssra Zihmed: Hello, can you hear me? 

Benjamin Laame: Can you hear me now? 

Youssra Zihmed: Yes, I can hear you. 

Ok, perfect. Thank you very much for taking the <me to answer my ques<ons. That is very kind of you. I 
wanted to start with this before asking my ques<ons. Just to briefly explain what my thesis is about: I am 
analyzing the financial statements of companies listed in the BEL20, the AEX25 and those listed in the 
Luxembourg index, and I am analyzing their applica<on of hedge accoun<ng and how they use it in the 
context of risk management. 

Benjamin Laame: Very well, it might eventually be interes<ng for us if there were a way to get a copy of the 
thesis once it is finished. 

Youssra Zihmed: Of course, I can send it to you. I will send it to you once I am sure it has been successful. 
You never know. So could you briefly explain your role at UCB and your involvement in financial risk 
management? 

Benjamin Laame: I have been at UCB for 6 years and I am Head of Treasury Opera<ons, so I report to Raf 
who is himself Head of Treasury for the UCB group. Before that I was treasurer for Puratos, a Belgian 
company that is not listed. 

Youssra Zihmed: According to the 2024 accounts, UCB is exposed to several risks, notably interest rate risk 
and foreign exchange risk. Which ones are the most cri<cal in prac<ce in your opinion? 

Benjamin Laame: Maybe to finish the presenta<on of my role: Treasury Opera<ons handles everything that 
is opera<onal. We work with the front office and the middle office, we apply the policy, we apply the 
hedging decisions, we make the contracts and we handle the back office, the monthly revalua<on and the 
payments at maturity. On the other hand, what is the defini<on of the policy, the financial risk management 
policy, determining the amounts to hedge and eventually the adjustments to the amounts and the policy, 
that is at the corporate Treasury level. We are involved in the discussion and in the decision but my role 
personally is more in the execu<on. 

For the main risks: UCB is primarily exposed to foreign exchange risks. We have a very large ac<vity in the 
United States while the main produc<on sites and the main research centers are rather in Europe, in the 
United Kingdom and in Switzerland. We therefore have a cost base in euros, GBP and Swiss francs and a 
large part of the revenue in dollars. I believe that more than half of the EBITDA comes from the United 
States and is expressed in dollars. So regarding market risks there is no ques<on, it is mainly exchange rates. 

Youssra Zihmed: Regarding the hedging strategies for foreign exchange risks, how does it work concretely? 

Benjamin Laame: We have three types of hedging, three categories. The first is balance sheet hedging: we 
cover everything that is transac<onal risk, everything we can extract and everything we see as risk in the 
balance sheet. So the loans, the cash, the receivables, the payables. This foreign exchange risk comes 
primarily from intercompany flows even if there are some purchases and sales with third par<es. We have 
concentrated the foreign exchange risk in a few key companies which are distribu<on companies. The 
subsidiaries normally do not have foreign exchange risk or a minimal foreign exchange risk that does not 
need to be monitored. The large foreign exchange risks are within a few companies that are themselves 
managed and hedged directly by treasury. 

Every day we extract the currency posi<ons of these companies. We validate this extract, we check the 
differences compared to the previous day or the last extract to jus<fy and validate the new exposures, and 
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we compare these exposures with the hedge pormolio we have in place to see if based on the thresholds 
there is a need to take a new cover or not. These companies do not hedge directly externally but first go 
through an internal hedge order with the treasury center which itself makes the contracts externally. We 
have one company which is the treasury center and it is the only one that deals externally with banks for 
foreign exchange contracts. It is the same for IRS. It is a daily process and it is the main mass of contracts. 
These are contracts that are taken for a maximum of one month and each month we roll the contracts 
based on what has not been paid during the nelng. There is no hedge accoun<ng for the balance sheet 
hedge because it is not necessary: when you have the underlying in your books you will revalue it through 
the P&L and your hedges too, so there is no need to defer the result. 

We have a second pormolio which is the cash flow hedge. There we hedge the following year on forecasted 
transac<ons, meaning future flows. It is mainly in dollars and based on the budget amounts which serve as 
a proxy for the forecasts. We do apply cash flow hedge accoun<ng for this category. The objec<ve is to 
secure the conversion rate for the margin of the following year. Un<l recently UCB was giving guidance to 
investors at actual rates so we had internal pressure to secure the conversion of this margin, which explains 
why we had a fairly rigid and fairly significant cash flow hedge plan. Now we have moved towards a 
constant rate guidance which removes the pressure on the need to do cash flow hedging. But we have not 
stopped doing it for all that: the contracts taken last year are reaching maturity this year and we are rolling 
them over for the following year in the form of swaps. Only when there is a need to adjust the amounts do 
we take an addi<onal layer of forwards. 

Alongside this there is also a large part of the external debt that was consciously subscribed in dollars 
because the best hedge is some<mes not the hedge. If you can align your future expenses with the currency 
of your future revenues that is ideal. It is like a private person who receives a salary in euros and is beEer off 
borrowing in euros to pay for their house. Many companies do this. However when you have both a cash 
flow hedge plan and debt in dollars you end up rela<vely overexposed on the dollar. What we did is take 
back part of it with a hedging plan in the other direc<on that brings us back to a level of dollar exposure 
that we desire. This is what we call the net investment hedge. 

For everything related to interest rates it is linked to external debt and to the extent that we borrowed in 
dollars at a variable rate we want to fix the interest rate of this debt. 

Youssra Zihmed: What are the main objec<ves of your hedging? I suppose it is to reduce the vola<lity of the 
financial statements. 

Benjamin Laame: The balance sheet hedge is clearly to avoid any foreign exchange result and to have an 
offset between the revalua<on of receivables and payables and the contracts. The cash flow hedge is clearly 
to protect the margin of the following year. And the fact of applying hedge accoun<ng on the cash flow 
hedge is to align the result of the contracts with the underlying which will only be realized the following 
year, and to avoid recognizing the valua<on of the contracts this year when it will only be realized next year. 

Youssra Zihmed: Does your hedging strategy evolve based on market condi<ons? 

Benjamin Laame: Not really. We are not there to beat the market or make money, we want to work at zero 
and avoid foreign exchange results. At the balance sheet hedge level we have the exposure and we will 
hedge it. What could influence us is the cost of hedging. Currencies like the Turkish lira with a cost of 30% 
per year led us to slow down the hedging a bit and to analyze the costs, the benefits and the risks. We made 
the decision to only hedge half of the exposure in that case. For the cash flow hedge we are in swaps so the 
contracts reach maturity and we have to roll them regardless of the rate. If we need to add a layer for the 
following year we will look at what rate it would be at, and we could defer the decision to execute the 
hedges or spread it over <me if it is not the best moment. But ul<mately there is no major specula<on on 
this. 

Youssra Zihmed: We know that the applica<on of hedge accoun<ng is quite complicated and requires a lot 
of documenta<on. Does that hold you back? 
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Benjamin Laame: When it is rou<ne it is done and the documenta<on is not a very big concern. But it is 
clear that when it comes to doing something more complex or with less vanilla instruments it can delay the 
decision-making process and influence the choice of instruments. If it is an instrument we would want to 
use to cover results next year but that we cannot put into cash flow hedge it risks crea<ng a problem. 

Youssra Zihmed: How do you choose your instruments? Does the complexity of certain instruments hinder 
their eligibility for hedge accoun<ng under IFRS 9? 

Benjamin Laame: It can influence it indeed. There is also the way of being able to value them, not just for 
hedge accoun<ng but for accoun<ng in general, it is not always straighmorward. 

Youssra Zihmed: What is the concrete impact of hedge accoun<ng on the profit or loss and the other 
comprehensive income? 

Benjamin Laame: For the cash flow hedge we have a result that is deferred in the OCI for the year and that 
will be recycled in the right year with the underlying. For the precise figures it will be necessary to look at 
what is in the annual accounts. 

Youssra Zihmed: How do you approach the disclosures related to hedge accoun<ng in the annual report? Do 
you try to give as much detail as possible so that investors can understand or do you give the strict 
minimum required by IFRS 7? 

Benjamin Laame: It was established quite some <me ago now. We set the disclosures to provide accurate 
informa<on that allows for a fairly reliable understanding of the policy within UCB. 

Youssra Zihmed: Do you think your investors understand this part well enough given that it is quite a 
complicated standard? 

Benjamin Laame: I would have difficulty answering that. I do not know if it is the priority or the main focus 
of investors. If they have ques<ons there are always calls organized where they have every opportunity to 
ask them. It is my manager who par<cipates in these calls but I think there are rarely ques<ons at the hedge 
accoun<ng level. 

Youssra Zihmed: What are the main difficul<es or obstacles in the applica<on of hedge accoun<ng? Is there 
something you find too complicated or unnecessary in the standard? 

Benjamin Laame: Ooen we get the impression that those who wrote the standard were thinking that 
companies make one contract per month and do the documenta<on for that contract in three copies. It 
does not work like that in a company. We make 10, 50 contracts, we really have a pormolio of contracts. The 
standard was not designed with volume in mind. It is not pragma<c or opera<onal enough to account for 
the fact that we have volume. 

Youssra Zihmed: Do you think that hedge accoun<ng under IFRS 9 faithfully reflects your risk management? 

Benjamin Laame: Yes. There are certain companies that can be frustrated by the fact that the hedge 
accoun<ng rules do not allow them to cover certain risks they have. They then use hedging without hedge 
accoun<ng and it creates vola<lity. On our side we may have limited ourselves in terms of instruments but 
with the use we make of hedge accoun<ng we s<ll manage to reflect the results in the relevant accoun<ng 
year. We do not have a discordance between the instrument and the underlying. It can influence the 
decision on instruments and some<mes delay the hedging decision but un<l now we have not had to 
choose between hedge accoun<ng and hedging. 

Youssra Zihmed: I have asked all my ques<ons. Is there perhaps something you would like to add that could 
help me with my thesis? 
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Benjamin Laame: Everything related to EMIR and such, are you looking at that? It is the regula<ons on 
deriva<ves and deriva<ves repor<ng. It indirectly impacts the decision to hedge. As soon as you have a 
deriva<ve contract you are subject to a series of other rules outside of hedge accoun<ng. EMIR is the 
European adapta<on and in the United States it is Dodd-Frank. For example all companies must have a LEI 
which is a global registra<on number, you are required to confirm contracts within 48 hours and there is a 
repor<ng obliga<on for all deriva<ves. This obliga<on is now on the banks who do it on our behalf but for 
example for intercompany deriva<ves as we have here we are supposed to report them too even though 
you can request an exemp<on. There are also obliga<ons to reconcile the deriva<ves pormolio with the 
banks depending on how you are classified, either quarterly or annually. So there is a whole series of 
obliga<ons that come as soon as you enter into a deriva<ve contract and that can indirectly play into the 
decisions to enter into deriva<ve contracts. If you want to go a bit further in your research it would be 
interes<ng to look into that side of things. 

Youssra Zihmed: Thank you very much for answering my ques<ons. I will send you my thesis once it is 
finished. 

Benjamin Laame: Perfect. Good luck. 

Youssra Zihmed: Thank you. Goodbye. 
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Appendix 8: Classifica<on of companies by sector 
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Appendix 9: Summary of hedge accoun<ng prac<ces by company 
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Appendix 10: Overview of hedged risks and hedging instruments across companies 
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Appendix 11: AB InBev FX Risk exposure (Hedged and Open Posi<ons) 
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 31 December 2024 31 December 20231 
 Total Total Open Total Total Open 
Million US dollar exposure  hedges position exposure hedges position 
          
US dollar/Brazilian real  (1 823)  1 456   (367)  (1 832)  1 833   1  
US dollar/Mexican peso  (1 250)  1 092   (158)  (1 229)  1 282   53  
US dollar/Colombian peso  (504)  482   (22)  (546)  542   (4) 
US dollar/South African rand  (373)  333   (40)  (224)  189   (35) 
US dollar/Argentine peso  (326)  -     (326)  (437)  -     (437) 
US dollar/Canadian dollar  (286)  243   (43)  (310)  291   (19) 
US dollar/Peruvian nuevo sol  (236)  215   (21)  (217)  209   (8) 
US dollar/Honduran lempira  (225)  -     (225)  (250)  -     (250) 
US dollar/South Korean won  (160)  116   (44)  (146)  135   (11) 
Mexican peso/Euro  (153)  132   (21)  (219)  180   (39) 
Euro/Peruvian nuevo sol  (152)  -     (152)  (7)  -     (7) 
US dollar/Paraguayan guarani  (144)  127   (17)  (157)  152   (5) 
US dollar/Chilean peso  (144)  127   (17)  (164)  129   (35) 
US dollar/Dominican peso  (129)  -     (129)  (108)  26   (82) 
US dollar/Euro  (126)  106   (20)  (90)  100   10  
US dollar/Indian rupee  (113)  69   (44)  (89)  46   (43) 
Euro/South African rand  (108)  111   3   (99)  86   (13) 
US dollar/Bolivian boliviano  (104)  -     (104)  (79)  55   (24) 
Euro/Mexican peso  (91)  92   1   (99)  95   (4) 
Others  (633)  493   (140)  (622)  438   (184) 

Further analysis on the impact of open currency exposures is performed in the currency sensitivity analysis below. 

Hedges of firm commitments and highly probable forecasted transactions denominated in foreign currency are designated 
as cash flow hedges. 

Foreign exchange risk on foreign currency denominated debt 

AB IQBeY¶V SRlic\ iV WR haYe Whe debW iQ Whe VXbVidiaUieV aV mXch aV SRVVible liQked WR Whe fXQcWiRQal cXUUeQc\ Rf Whe 
subsidiary. To the extent this is not the case, foreign exchange risk is managed using derivatives unless the cost to hedge 
outweighs the benefits. Interest rate decisions and currency mix of debt and cash are decided on a global basis and take 
into consideration a holistic risk management approach. 

A description of the foreign currency risk hedging of debt instruments issued in a currency other than the functional currency 
of the subsidiary is further detailed in the Interest Rate Risk section below. 

Currency sensitivity analysis 

Currency transactional risk 

MRVW Rf AB IQBeY¶V QRQ-derivative financial instruments are either denominated in the functional currency of the subsidiary 
or are converted into the functional currency through the use of derivatives. Where illiquidity in the local market prevents 
hedging at a reasonable cost, the company can have open positions. The transactional foreign currency risk mainly arises 
from open positions in Brazilian real, Argentine peso, Honduran lempira, Mexican peso and Dominican peso against the 
US dollar. 

The company uses a sensitivity analysis to estimate the impact in its consolidated income statement and other 
comprehensive income of a strengthening or a weakening of the US dollar against the other group currencies. In case the 
open positions remain unchanged and with all other variables held constant, a 10% strengthening or weakening of the US 
dollar against other currencies could lead to an estimated decrease/increase on the consolidated profit before tax of 
approximately 169m US dollar over the next 12 months (31 December 2023: 98m US dollar). Applying a similar sensitivity 
on the total derivatives positions could lead to a negative/positive pre-tax impact on equity reserves of 446m US dollar (31 
December 2023: 504m US dollar). The results of the sensitivity analysis should not be considered as projections of likely 
future events, as the gains or losses from exchange rates in the future may differ due to developments in the global financial 
markets. 

  

 
1 Amended to conform to the 2024 presentation. 
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Appendix 12: AB InBev net investment exposure (Hedged and Open Posi<ons) 
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Foreign exchange risk on net investments in foreign operations  

AB InBev mitigates exposures of its investments in foreign operations using both derivative and non-derivative financial 
instruments as hedging instruments. 

As of 31 December 2024, deVLJQaWed deULYaWLYe ILQaQcLaO LQVWUXPeQWV LQ QeW LQYeVWPeQW KedJeV aSSOLed RQ WKe cRPSaQ\¶V 
debt amount to 7 835m US dollar equivalent (31 December 2023: 7ௗ908m US dollar). These instruments hedge foreign 
operations with Chinese yuan, Canadian dollar, South Korean won and Mexican peso functional currencies. 

Net foreign exchange results 

Foreign exchange results recognized on hedged and unhedged exposures are as follows: 

Million US dollar 2024 2023 
Hedged (economic hedges) (186) 70 
Not hedged 40  (423) 
 (147) (353) 

 

(D) INTEREST RATE RISK  

The company applies a dynamic interest rate hedging approach whereby the target mix between fixed and floating rate 
debW LV UeYLeZed SeULRdLcaOO\. TKe SXUSRVe RI AB IQBeY¶V SROLc\ LV WR acKLeYe aQ RSWLPaO baOaQce beWZeeQ WKe cRVW RI 
funding and the volatility of financial results, while taking into account PaUNeW cRQdLWLRQV aV ZeOO aV AB IQBeY¶V RYeUaOO 
business strategy. 

Fair value hedges 

US dollar fixed rate bond hedges (interest rate risk on borrowings in US dollar) 

The company manages and reduces the impact of changes in the US dollar interest rates on the fair value of certain fixed 
rate bonds with an aggregate principal amount of 1.8 billion US dollar through fixed/floating interest rate swaps. These 
derivative instruments have been designated in fair value hedge accounting relationships. 

Cash flow hedges 

Pound sterling bond hedges (foreign currency risk and interest rate risk on borrowings in pound sterling) 

In September 2013, the company issued a pound sterling bond for 500m pound sterling at a rate of 4.00% per year and 
maturing in September 2025. In May 2017, the company issued a pound sterling bond for 700m pound sterling at a rate of 
2.25% per year and maturing in May 2029, and issued a pound sterling bond for 900m pound sterling at a rate of 2.85% 
per year and maturing in May 2037. These bonds have a principal outstanding as of 31 December 2024 of 500m, 232m 
and 156m pound sterling, respectively. 

The impact of changes in the pound sterling exchange rate and interest rate on these bonds is managed and reduced 
through pound sterling fixed/euro fixed cross currency interest rate swaps. These derivative instruments have been 
designated in cash flow hedge relationships.  

Economic Hedges 

Marketable debt security hedges (interest rate risk on Brazilian real) 

During 2024 and 2023, Ambev invested in highly liquid Brazilian real denominated government debt securities. 
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Appendix 13: AB InBev interest rate sensi<vity analysis 
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Interest rate sensitivity analysis 

The table below reflects the effective interest rates of interest-bearing financial liabilities at the reporting date as well as 
the currency in which the debt is denominated.1  

31 December 2024 Before hedging After hedging 
Interest-bearing financial liabilities Effective  

Amount 
Effective  

Amount Million US dollar interest rate interest rate 
        
Floating rate     
US dollar - - 5.3% 1 792  
Other 11.2% 184  11.2% 184  
     184   1 975  
Fixed rate     
US dollar 5.1% 46 192  5.4% 36 780  
Euro 2.5% 22 653  2.5% 23 530  
Chinese yuan 3.2% 41  2.6% 2 921  
Canadian dollar 4.5% 555  4.4% 2 657  
South Korean won 4.9% 40  2.3% 2 200  
Mexican peso 15.7% 239  10.8% 1 239  
Pound sterling 3.3% 1 154  2.6% 34  
Other 8.6% 1 111  10.1% 833  
     71 986   70 195  
        
31 December 2023¹ Before hedging After hedging 
Interest-bearing financial liabilities Effective  

Amount 
Effective  

Amount Million US dollar interest rate interest rate 
        
Floating rate     
Euro 4.3% 1 086  4.3% 1 086  
US dollar 6.0% 505  6.3% 789  
Other 10.5% 299  11.7% 595  
     1 889   2 469  
Fixed rate     
US dollar 5.0% 50 368  5.2% 43 344  
Euro 2.3% 21 233  2.5% 22 072  
Chinese yuan 2.9% 57  2.5% 2 437  
Canadian dollar 4.5% 625  4.4% 2 988  
South Korean won 5.5% 49  1.9% 2 209  
Pound sterling 5.4% 2 122  8.2% 827  
Mexican peso 15.7% 324  13.5% 624  
Other 7.4% 1 501  8.2% 1 196  
     76 277   75 697  

As at 31 December 2024, the company had no outstanding bank overdrafts. The total carrying amount of the floating and 
fixed rate interest-bearing financial liabilities before hedging as listed above includes bank overdrafts of 17m US dollar as 
at 31 December 2023. As disclosed in the above table, 1ௗ975m US dollar or 2.7% of the coPSaQ\¶V iQWeUeVW-bearing 
financial liabilities bears interest at a variable rate.  

The sensitivity analysis has been prepared based on the exposure to interest rates for the floating rate debt after hedging, 
assuming the amount of liability outstanding at reporting date was outstanding for the whole year. The company estimates 
that an increase or decrease of 100 basis points represents a reasonably possible change in applicable interest rates. 
Accordingly, if interest rates had been higher/lower by 100 basis points, with all other variables held constant, the interest 
expense would have been 20m US dollar higher/lower (31 December 2023: 26m US dollar). This impact would have been 
more than offset by 105m US dollar higher/lower interest income on interest-bearing financial assets (31 December 2023: 
96m US dollar). Additionally, the pre-tax impact on equity reserves from the market value of hedging instruments would 
not have been significant. 

  

 
1 Amended to conform to the 2024 presentation. 
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Appendix 14: AB InBev interest commodity hedges 
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Interest expense 

Interest expense recognized on unhedged and hedged financial liabilities are as follows: 

Million US dollar 2024 2023 
Financial liabilities measured at amortized cost ± not hedged (3 492) (3 722) 
Fair value hedges  (30) (22) 
Cash flow hedges  29  28  
Net investment hedges - hedging instruments (interest component)  49  10  
Economic hedges 2  - 
 (3 443) (3 705) 

  

(E) COMMODITY PRICE RISK 

The commodity markets have experienced and are expected to continue to experience price fluctuations. AB InBev 
therefore uses both fixed price purchasing contracts and commodity derivatives to manage the exposure to price volatility. 
The most significant commodity hedges are included in the table below (expressed in outstanding notional amounts): 

Million US dollar 31 December 2024 31 December 2023 
      
Aluminum 1 841 1 780 
Energy 207 249 
Corn 203 289 
Plastic 79 95 
Sugar 73 91 
Wheat 47 163 
Rice 46 51 
    2 496 2 719 

Commodity price sensitivity analysis 

The impact of changes in prices of commodities that are being financially hedged would not have had a material impact 
RQ AB IQBeY¶V SURfLW LQ 2024 aV Whe\ aUe hedged XVLQg deULYaWLYe contracts which are designated in hedge accounting in 
accordance with IFRS 9 rules. 

The tables below show the estimated impact that changes in the price of the commodities, for which AB InBev held material 
derivative exposures would have on the equity reserves.1 

 2024 2023 
 . Pre-tax impact on equity . Pre-tax impact on equity 

Million US dollar 
Volatility of 
prices in %¹ 

Prices 
increase 

Prices 
decrease 

Volatility of 
prices in %¹ 

Prices 
increase 

Prices 
decrease 

          
Aluminum 22% 408 (408) 19% 337 (337) 
Energy 44% 92 (92) 52% 130 (130) 
Corn 19% 38 (38) 27% 78 (78) 
Plastic 16% 12 (12) 15% 14 (14) 
Sugar 27% 20 (20) 29% 26 (26) 
Wheat 27% 13 (13) 35% 56 (56) 
Rice 38% 18 (18) 26% 13 (13) 

 

(F) EQUITY PRICE RISK 

AB InBev enters into equity swap derivatives to hedge the price risk on its shares in connection with its share-based 
payments programs, as disclosed in Note 24 Share-based Payments. AB InBev also hedges its exposure arising from 
shares issued in connection with the Modelo and SAB combinations (see also Note 11 Finance cost and income). These 
derivatives do not qualify for hedge accounting and the changes in fair value are recorded in the profit or loss. 

As at 31 December 2024, an exposure for an equivalent of 100.5m of AB InBev shares was hedged, resulting in a total 
loss of (1ௗ211)m US dollar recognized in the profit or loss account for the period in non-underlying finance 
income/(expense). As at 31 December 2024, liabilities for equity swap derivatives amounted to 5.6 billion US dollar (31 
December 2023: 4.7 billion US dollar). 

  

 
1 Sensitivity analysis is assessed based on the yearly volatility using daily observable market data during 250 days at 31 December 2024 and 31 December 
2023. 
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EXECUTIVE SUMMARY 

The objec4ve of this thesis is to analyze how industrial and commercial companies listed on the 
BEL 20, AEX 25 and LuxX Price Index apply hedge accoun4ng under IFRS as part of their risk 
management strategies. 

The thesis is divided into two parts. The first part focuses on the theore4cal framework. The 
objec4ve is to explain hedge accoun4ng and the requirements of IFRS 7 and IFRS 9. The second 
part is a market study based on a mixed-method approach, combining a quan4ta4ve analysis of 
32 companies’ 2024 financial statements and qualita4ve interviews with six professionals from 
DeloiZe, KPMG, PwC, Umicore, UCB and EFRAG. 

The findings show that all 32 companies are exposed to foreign exchange, interest rate, credit 
and liquidity risks, while commodity price risk affects 53% of the sample. 87.5% use deriva4ve 
instruments to hedge their exposures and 81.25% formally apply hedge accoun4ng under IFRS 
9. 

Cash flow hedges are the most commonly used type of hedge accoun4ng (84.62%), due to the 
predominance of risks related to future cash flows. Net investment hedges are also widely used 
(61.54%). Fair value hedges are the least used (46.15%), primarily applied to fixed-rate debt. In 
terms of instruments, companies systema4cally favour simple deriva4ves, namely forwards, 
swaps and op4ons, which is consistent with their strong risk aversion. 

Some sectoral differences emerge. For example, companies in the commodi4es and materials 
sector display the most complex hedging strategies. Healthcare and biotech firms, characterized 
by high margins, make limited use of hedge accoun4ng. 

Finally, disclosure quality under IFRS 7 varies considerably. While all companies meet the 
minimum requirements due to being audited, voluntary disclosure prac4ces differ significantly. 
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