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Insight from the investment community  
 

 
 
Giving a clearer picture with improved 
disclosures of foreign exchange and hedging  
Investors want to be able to forecast a business’ future cash flows. But they tell us 
that disclosures around foreign currency and hedging can make that task a 
challenge. In this ‘Investor view’, we look at what improvements to disclosure 
could benefit companies. 
 
What do investors want to 
know about foreign 
exchange? 

Investors want to understand the 
extent to which an entity’s underlying 
performance is affected by foreign 
exchange (FX) and any strategy in 
place to mitigate foreign exchange risk. 

Current financial reporting standards 
only require disclosure of foreign 
exchange gains and losses as a single 
number, which is recorded in the 
income statement. Investors tell us 
that this is not enough.  

The foreign exchange information that 
analysts around the world tell us they 
are most interested in is: 

 What are the drivers of the single 
FX gain or loss number reported in 
the financial statements? 

 What are the exposures the entity 
has to different currencies? And 
how are they managed?  

 What is the entity’s approach to 
managing FX risk?  While this is 

required by IFRS 7, investors tell us 
management doesn’t make the risk 
management strategy as clear as 
they would like. 

 Was the latest year’s FX risk 
management strategy effective? 

 Has management moved 
production, or made other changes 
to its business or delivery model, to 
create a natural FX hedge?  

This understanding of the entity’s 
strategy for managing FX exposure 
gives investors genuine insight into the 
quality and sustainability of 
performance. 

What do investors want to 
know about hedging? 

There are mandatory disclosure 
requirements for where hedge 
accounting is applied. Where hedge 
accounting is not applied, there may be 
‘economic hedges’ in place, with 
derivatives being marked to market 
through the income statement.  

Foreign exchange and 
hedging 
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Investors want to know about what has 
been ‘economically’ hedged. They also 
need to understand what exposure is 
being hedged, at what price, in which 
currency and for how long. They are 
trying to understand to what extent 
gains and losses were affected by 
derivative profits or losses, and how 
much profit came from maturing 
hedges versus marked-to-market gains 
and losses. 

How can management 
improve hedging 
disclosures? 

Many of the items on the investment 
community’s wish-list are already 
required by accounting standards, but 
investors tell us management is not 
explaining these things as clearly as 
they could. 

Management could help investors by 
making the following clear: 

 What are their exposures? 

 What has and hasn’t been hedged? 

 Where has hedge accounting been 
applied, and what has its effect 
been? 

 In cases where hedge accounting is 
not applied, how has economic 
hedging affected the exposures?  

 How will gains and losses on 
derivatives in the income statement 

match against underlying 
transactions? 

 What are the future cash flows on 
derivatives?  

 Which currencies has debt been 
swapped from and to? 

Current segment reporting 
is not always helpful 

Management might have large 
exposures in a particular division that 
are hedged through central treasury. 
Where segment reporting shows these 
activities in two different segments, 
investors do not have a true picture of 
the entity’s results. 

 
Investors are also frustrated that it is 
hard to link the income statement 
impact to the cash flow statement. 

 
In addition, the following would be 
helpful:  

 When entities give a net debt 
reconciliation (which investors 
strongly encourage), they should 
present the effect of foreign 
currency separately. 

 Segment disclosures should show 
the effect of hedging on each 
segment, where this is material.
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