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DEFINITIONS

 IFRIC 16 applies to an entity that 
hedges the foreign currency risk 
arising from its net investments in 
foreign operations and wishes to 
apply for hedge accounting in 
accordance with IAS 39 Financial 
Instruments: Recognition and 
Measurement

 IFRIC 16 applies only to hedges of 
net investments in foreign 
operations; it should not be applied 
by analogy to other types of hedge 
accounting.

SCOPE

The issues addressed in IFRIC 16 are:
 The nature of the hedged risk and the amount of the hedged item for which a hedging relationship may be designated:
‒ Whether the parent entity may designate as a hedged risk only the foreign exchange differences arising from a difference between the functional currencies of the 

parent entity and its foreign operation, or whether it may also designate as the hedged risk the foreign exchange differences arising from the difference between 
the presentation currency of the parent entity’s consolidated financial statements and the functional currency of the foreign operation

‒ If the parent entity holds the foreign operation indirectly, whether the hedged risk may include only the foreign exchange differences arising from differences in 
functional currencies between the foreign operation and its immediate parent entity, or whether the hedged risk may also include any foreign exchange differences 
between the functional currency of the foreign operation and any intermediate or ultimate parent entity.

 Where in a group the hedging instrument can be held:
‒ Whether a qualifying hedge accounting relationship can be established only if the entity hedging its net investment is a party to the hedging instrument or whether 

any entity in the group, regardless of its functional currency, can hold the hedging instrument
‒ Whether the nature of the hedging instrument (derivative or non-derivative) or the method of consolidation affects the assessment of hedge effectiveness.

 What amounts should be reclassified from equity to profit or loss as reclassification adjustments on disposal of the foreign operation:
‒ When a foreign operation that was hedged is disposed of, what amounts from the parent entity’s foreign currency translation reserve in respect of the hedging 

instrument and in respect of that foreign operation should be reclassified from equity to profit or loss in the parent entity’s consolidated financial statements
‒ Whether the method of consolidation affects the determination of the amounts to be reclassified from equity to profit or loss.
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NATURE OF THE HEDGED RISK AND AMOUNT OF THE HEDGED ITEM FOR 

WHICH A HEDGING RELATIONSHIP MAY BE DEMONSTRATED

 Hedge accounting may be applied only to the foreign exchange differences 

arising between the functional currency of the foreign operation and the 

parent entity’s functional currency

 In a hedge of the foreign currency risks arising from a net investment in a 

foreign operation, the hedged item can be an amount of net assets equal to 

or less than the carrying amount of the net assets of the foreign operation 

in the consolidated financial statements of the parent entity

 The hedged risk may be designated as the foreign currency exposure arising 

between the functional currency of the foreign operation and the 

functional currency of any parent entity (the immediate, intermediate or 

ultimate parent entity) of that foreign operation

 An exposure to foreign currency risk arising from a net investment in a 

foreign operation may qualify for hedge accounting only once in the 

consolidated financial statements. Therefore, if the same net assets of a 

foreign operation are hedged by more than one parent entity within the 

group for the same risk, only one hedging relationship will qualify for hedge 

accounting in the consolidated financial statements of the ultimate parent.

WHERE THE HEDGING INSTRUMENT CAN BE HELD

 A derivative or a non-derivative instrument may be 

designated as a hedging instrument in a hedge of a net 

investment in a foreign operation

 The hedging instrument(s) may be held by any entity or 

entities within the group as long as the designation, 

documentation and effectiveness requirements of IAS 39 

paragraph 88 that relate to a net investment hedge are 

satisfied. In particular, the hedging strategy of the group 

should be clearly documented because of the possibility 

of different designations at different levels of the group.

DISPOSAL OF A HEDGED FOREIGN OPERATION

 When a foreign operation that was hedged is disposed of, 

the amount reclassified to profit or loss as a 

reclassification adjustment from the foreign currency 

translation reserve in the consolidated financial 

statements of the parent in respect of the hedging 

instrument is the amount that IAS 39 requires to be 

identified

 The amount reclassified to profit or loss from the foreign 

currency translation reserve in the consolidated financial 

statements of a parent in respect of the net investment 

in that foreign operation in accordance with IAS 21 The 

Effects of Changes in Foreign Exchange Rates is the 

amount included in that parent’s foreign currency 

translation reserve in respect of that foreign operation.

CONSENSUS
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Contact

For further information about how BDO can assist you and your organisation,
please get in touch with one of our key contacts listed below.

Alternatively, please visit www.bdo.global where you can find full lists of regional
and country contacts.

EUROPE

Anne Catherine Farlay 

Jens Freiberg

Ehud Greenberg

Stefano Bianchi

Roald Beumer

Reidar Jensen

David Cabaleiro

René Füglister

Moses Serfaty

France 

Germany 

Israel

Italy

Netherlands

Norway

Spain

Switzerland

United Kingdom

annecatherine.farlay@bdo.fr

jens.freiberg@bdo.de

ehudg@bdo.co.il

stefano.bianchi@bdo.it

roald.beumer@bdo.nl

reidar.jensen@bdo.no

david.cabaleiro@bdo.es

rene.fueglister@bdo.ch

moses.serfaty@bdo.co.uk
ASIA PACIFIC

Aletta Boshoff

Hu Jian Fei

Fanny Hsiang

Pradeep Suresh

Khoon Yeow Tan

Ng Kian Hui

Australia 

China

Hong Kong

India

Malaysia

Singapore

aletta.boshoff@bdo.com.au

hu.jianfei@bdo.com.cn

fannyhsiang@bdo.com.hk

pradeepsuresh@bdo.in

tanky@bdo.my

kianhui@bdo.com.sg

LATIN AMERICA

Marcello Canetti

Victor Ramirez

Ernesto Bartesaghi

Argentina

Colombia

Uruguay

mcanetti@bdoargentina.com

vramirez@bdo.com.co

ebartesaghi@bdo.com.uy

NORTH AMERICA & CARIBBEAN

Jonathan Chasle

Wendy Hambleton

Canada

USA

jchasle@bdo.ca

whambleton@bdo.com

MIDDLE EAST

Ayez Qureshi

Antoine Gholam

Bahrain

Lebanon

Ayez.qureshi@bdo.bh

agholam@bdo-lb.com

SUB SAHARAN AFRICA

Theunis Schoeman South Africa tschoeman@bdo.co.za
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This publication has been carefully prepared, but it has been written in general terms and should be seen as broad guidance 

only. The publication cannot be relied upon to cover specific situations and you should not act, or refrain from acting, upon the 

information contained therein without obtaining specific professional advice. Neither BDO IFR Advisory Limited, and/or any 

other entity of BDO network, nor their respective partners, employees and/or agents accept or assume any liability or duty of

care for any loss arising from any action taken or not taken by anyone in reliance on the information in this publication or for

any decision based on it.

The BDO network (referred to as the ‘BDO network’ or the ‘Network’) is an international network of independent public 

accounting, tax and advisory firms which are members of BDO International Limited and perform professional services under the

name and style of BDO (hereafter ‘BDO member firms’). BDO International Limited is a UK company limited by guarantee. It is 

the governing entity of the BDO network.

Service provision within the BDO network in connection with corporate reporting and IFRS Accounting Standards (comprising 

International Financial Reporting Standards, International Accounting Standards, and Interpretations developed by the IFRS 

Interpretations Committee and the former Standing Interpretations Committee), and other documents, as issued by the 

International Accounting Standards Board and IFRS Sustainability Disclosure Standards as issued by the International 

Sustainability Standards Board, is provided by BDO IFR Advisory Limited, a UK registered company limited by guarantee. Service 

provision within the BDO network is coordinated by Brussels Worldwide Services BV, a limited liability company incorporated in 

Belgium.

Each of BDO International Limited, Brussels Worldwide Services BV, BDO IFR Advisory Limited and the BDO member firms is a 

separate legal entity and has no liability for another entity’s acts or omissions. Nothing in the arrangements or rules of the BDO 

network shall constitute or imply an agency relationship or a partnership between BDO International Limited, Brussels 

Worldwide Services BV, BDO IFR Advisory Limited and/or the BDO member firms. Neither BDO International Limited nor any 

other central entities of the BDO network provide services to clients.

BDO is the brand name for the BDO network and for each of the BDO member firms.

© 2022 BDO IFR Advisory Limited, a UK registered company limited by guarantee. All rights reserved.
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