
LEMBAGA PIAWAIAN PERAKAUNAN MALAYSIA
MALAYSIAN ACCOUNTING STANDARDS BOARO

5 October 2007

The Chairman
lnternational Financral Reporting Interpretations Committee
30 Cannon Street
London EC4M 6XH
United Kingdom

Dear Mr. Robert P. Gamett.

IFRIC Draft Interpretation D22 Hedges of a Net lnvestment in a Foreign
Operation

The Malaysian Accounting Standards Board (MASB) appreciates the opportunity
to offer its views on IFRIC Draft Interpretation D22 Hedges of a Nef lnvestment in
a Foreign Operation.

We support the IFR|C consensus that the hedged risk may be designated as the
foreign currency exposure arising between the functional currency of the foreign
operation and the functional cunency of any parent entity. We agree that the
functional currency, determined on the basis of the primary economic
environment in which an entity operates, creates an economic exposure to
changes in cash flows or fair value whilst a presentation currency never will as it
does not lead to real cash inflow or outflow

However, we wish to express our views on paragraphs 9 and lE16 of D22.

Claification on paragraphs I & lE6 of D22

Paragraph 9 states that the hedged risk may be designated as the foreign
currency exposure arising between the functional curency of the foreign
operation and the functional currency of any parent entity (the immediate,
intermediate or ultimate parent entity of that foreign operation).

Paragraph 9 of D22 is silent on foreign exchange exposure arising between the
functional currencies of fellow subsidiaries that may be designated as a hedged
risk.
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However, paragraph lE6 in explaining the illustrative example states that the
functional currencies between fellow subsidiaries X, Y, Z cannot be a hedge of a
net investment in a foreign operation because there is no parent entity - foreign
operation relationship between those entities.

We would like IFRIC to consider the situation in a complex group structure as
one illustrated below

For a complex group, we believe D22 should consider the foreign currency
exposure arising between the functional cunency of the foreign operation and the
functional currency of another foreign subsidiary that holds an equity investment
in the first-mentioned foreign operation as a hedge of the net investment in that
foreign operation (see diagram below)
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In the above diagram, Entity A holds 100o/o equity interest in Entity B and
effectively holds 95% equity interest in Entity C (of which 25% ts held by Entity
B). The example identifies the following exposures:

(a) The exposure between Entity A (f) and Entity B ($)
(b) The exposure between Entity A (f) and Entity C (+)
(c) The exposure between Entity B ($) and Entity C (+)

Paragraph lE6 explains that the foreign exchange exposure arising between the
functional currencies of Entity B and Entity C ($/Y), cannot be a hedge of a net
investment in a foreign operation.



In this instance we believe the hedge risk should not be limited to items (a) and
(b) above because the consolidated Group would be exposed to the foreign
currency exposure arising between the functional currencies of Entity B and
Entity C ($A) for the very fact that part of the group's net investment in Entity C is
held by Entity B.

Disallowing item (c) to be a hedge risk because Entity B is not the parent of
Entity C, would result in the consolidated Group having to recognise in the profit
or loss the foreign cunency exposure arising from the hedging instrument held by
Entity B to hedge its investment in Entity C. We believe such foreign exchange
risk hedging should also be allowed because it reflects the economic reafity of
the consolidated Group.

We hope that you will find the comments useful in your deliberation of the above
Draft Interpretation-

We thank you for the opportunity to give our comments. lf you need further
clarification on the response, please feel free to contact the undersigned at +603
2715 9199 or e-mail at nordin@masb.org.my.

Yours sincerely,

fio'a'*o
/

ff Nordin Mohd Zain
f.xecutive Director


