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Hedging Solutions:
Managing profit volatility

Accounting for economic substance to reflect hedged
realities in income statement




Companies engage in hedging
transactions to manage economic
risks from global business

With appreciating US Dollar, higher oil prices and macro economic factors,

Asian currencies have witnessed higher volatility against the US Dollar

resulting in exposure to their P&Ls. With the uncertainties in the economic
environment expected to persist in foreseeable future, the P&EL of companies

which global trade or in foreign currency transactions are expected to

experience volatility.

Major risks
encountered
by companies

Foreign Exchange

[e.g. USD, EUR, JPY,etC.]
Interest rate

(e.g. LIBOR, etc.).

Commodity prices
=/ (e.g. oil, coal, metals, etc.)

Mitigating variability in
cash flows

Derivative
instruments
exchanging variable
with fixed interest
rates or swap foreign
exchange positions
with fixed local
currency cash flows,
etc.

Natural hedging
through offsetting

positions, forexample:

matching collection
of foreign currency
revenues and loansin
similar currency, etc.

Locking market

variables driving

commodity pricing

Derivative
instruments to

fix realisation of
commodity sales
price, or locking
purchase price of
committed purchases,
etc.

Natural hedging
through offsetting
positions, for
example: matching
collection of foreign
exchange revenues
with purchases
liability, etc.

What companies do to manage theirrisks

Protecting net

investment inforeign

operations

Derivative
instruments to
hedge realisation of
loans given toforeign
investee, etc.
Non-derivative
instruments to
create offsetting
positions, for
example: foreign
exchange loans

of investor offset
accounting
translation of
foreign subsidiaries,
etc.

Accounting implications

Underlying hedged itemis
carried at cost, orrestated
for foreign currency

Derivative instruments are carried
at fair value with gains/ losses
recognised in profit or loss

Accounting mismatches resultingin
volatility in PEL are inevitable
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Managing P&L volatility:
Hedge accounting

P&L reflects economic substance of
the combined effect of hedged item
and hedging instrument

Net value of differentmeasurement
basis is retained outside P&L and
charged off in the period when
underlying transaction is settled

Cash flow hedge

Retained in cash flow reserve recognised through

other comprehensive income/ reserves

Fair value hedge

Adjusted in cost of hedged item or otheritem

(where hedged item does not exist)

Hedge of net investment in foreign operation
Retained in a reserve through other comprehensive

income

lllustrative impact analysis of hedge accounting

+ Underlying exposure: Foreign currency loans at variable interest
+ Hedging instrument: Cross currency interest rate swap to hedge currency and variable interestexposure

No hedge accounting With hedge accounting

Foreign currency restatement - 378
Fair valuation of derivative - (506)
Net loss - (128)

P&L impact - Periodicaltrend
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Hedge accounting service
offerings

ACCOUNTING + VALUATION + DISCLOSURES

Diagnostic assessment

Assessing accounting

transactions

+ Understanding of business and
financial risk profile for specific
transactions

+ Evaluating accounting
implications with and without
hedge

Defining risk management
strategy and objective

Defining accounting pillars:

+ Documenting hedged relationship

for each transaction
+ Defining model for effectiveness
testing

Expert Accounting Advice

4

Implementation road map

Technical advice

+ Evaluating alternatives on
accounting standards

+ Providing white-papers

Valuation

» Assistance with financial
instruments valuation on a
recurring basis, use of accepted
industry databases

+ Ensuring compliance with
accounting standards:

» Assistance in audit

Accounting

+ Ready to use templates for
accounting and disclosures ona
periodical basis

User-friendly templates and
enhanced compliance on a
regular basis

Building capabilities

Design and presentation of in-
house training

Embedding accounting processes
and controls into the business,
including hedge documentation

Defining robust processes

+ Toscale up risk management
objective for newtransactions

+ Establishing process for risk
measurement and MIS reporting
on a continuous basis

Robust processes and controls
to support financial reporting
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Our services

Financial statements are the ultimate report card of fiscal performance. They
enable owners and managers to pursue their business objectives for raising capital,
acquisition, divestiture or restructure. Therefore, every business activity, through the
company’s lifecycle, impacts the financial statements and hence, needs to be
carefully examined and analysed.

Private capital raising Acquisition of business

+ Setting processes and controls - + Adoption of + Purchase price allocation
financial reporting manuall international accounting
+ Selection of financial accounting standards + Preparing completion accounts
reporting policies + Accounting advice on proposed pursuant to share purchase
+ Automated managementreporting capital structure agreements
systems + Structuring stock based + Automation of financial reporting
* Assistance in critical financial compensation arrangements process through implementation of
process reviews to enhance « Support in financial duediligence reporting packs
efficiency and track leakages exercises + Post-acquisition support: aligning
+ Adoption of tax accounting financial reporting systems and
standards processes

Public capital raising Financial reporting

+ Preparing historical financial + National GAAP transitions
statements to be included in +  On-call accounting advisory
prospectus for capital » Accounting opinions oncomplex
raising transactions

+ Assistance in prospectus drafting + Technical trainings
process + Support in externalauditing

+ Liaison with intermediaries and process
reporting accountants * Preparation of GAAPfinancial

+ Post-capital raising support statements
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About Financial Reporting
Advisory Services (FRAS)

In today’s competitive business environment and fast changing regulatory & reporting landscape, dynamic organisations face
several challenges with respect to financial reporting which could potentially impact the value of the businesses.

There is a greater need for accurate and timely financial information now. As a part of our Audit and Assurance practice,
Financial Reporting Advisory Services (FRAS) has developed innovative solutions to make financial reporting process smooth,
time-bound and auditable.

The FRAS team at Grant Thornton is a multi-disciplinary team that designs and implements creative solutions to address these
complexities. Most of our team members are former auditors and assist Companies design ‘auditor ready’ solutions such as
whitepaper, reporting packages, reconciliations supporting financial report disclosures.

* We pre-empt problems and draft solutions to them

+ Most of our professionals have auditing experience, which helps them appreciate practical complexities in financial
reporting

+  Our team combines accounting knowledge with technological skills to deliver efficient and sustainable financial reporting
solutions

+ Our senior professionals are chosen experts with deep technical accounting knowledge and vast experience of advising
clients on accounting matters

+ Our size and structure create advantages for you. We adapt a flatter structure, with shorter decision making chains,

empowered teams and no complex chains of command. Our teams are more responsive.

» Access to wide pool of IFRS experts from our offices in the region as well as our office in US, UK, India andlreland.
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About Grant Thornton
Singapore

Grant Thornton Singapore is a member of Grant Thornton International Ltd. We aim to unlock the potential for growth in dynamic
organisations and this aim underpins everything we do. We apply strong technical guidance and breadth of experience to ensure
that clients receive a truly unique experience. Our proactive teams, led by accessible and approachable partners, use insights,
experience and instinct to understand complex issues for privately owned, publicly listed and public sector clients, and help them
find growth solutions.

More than 50,000 Grant Thornton people, across over 135 countries, are focused on making a difference to clients, colleagues
and the communities in which we live and work. Through this membership, we access global resources and methodologies that
enable us to deliver consistently high quality outcomes for owners and key executives in ourclients.

-4 Teams and solutions built around
~
22 your needs not our structures

Large international clientbasent
base

Fully integrated Assurance, Tax &
@ Advisory firm.
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Notes
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Contactus

To find out more, please visit www.grantthornton.sg or contact any of our offices as mentioned below:

Timothy Braun Chetan Hans

Partner Director

Grant Thornton Singapore Grant Thornton Singapore
T +65 68054130 T +65 68054110

E Timothy.Braun@sg.gt.com E Chetan.hans@sg.gt.com

GRANT THORNTON SINGAPORE PTE LTD
39 Robinson Road

#1401 Robinson Point
Singapore 068911

+65 6805 4110
enquiries@sg.gt.com

For more information or for any queries, write to us at enquiries@sg.gt.com

© 2018 GrantThornton Singapore Pte Ltd. All rights reserved.

‘Grant Thornton’ refers to the brand under which the Grant Thornton member firms provide assurance, tax and advisory services to their clients and/or refers to one or more member firms, as
the context requires. Grant Thornton Singapore Pte Ltd is a member firm of Grant Thornton International Ltd [GTIL). GTIL and the member firms are not a worldwide partnership. GTIL and each
member firm is a separate legal entity. Services are delivered by the member firms. GTIL does not provide services to clients. GTIL and its member firms are not agents of, and do not obligate,
one another and are not liable for one another’s acts or omissions. This publication has been prepared only as a guide. No responsibility can be accepted by us for loss occasioned to any
person acting or refraining from acting as a result of any material in this publication.
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