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42. DERIVATIVE FINANCIAL INSTRUMENTS (CONT’D)

Net investment hedge

Hedges of net investments in foreign operations are accounted for similarly to cash flow hedges.  Any 
gain or loss on the hedging instrument relating to the effective portion of the hedge is recognised in other 
comprehensive income.  The gain or loss relating to the ineffective portion is recognised in profit or loss.

Gains or losses accumulated in equity are included in profit or loss when the foreign operation is partially 
disposed of or sold.

Derivatives at fair value through profit or loss

Certain derivative financial instruments do not qualify for hedge accounting and are accounted for at fair 
value through profit or loss.  Changes in the fair value of these derivative instruments that do not qualify for 
hedge accounting are recognised immediately in profit or loss.

Some of the group companies utilise foreign currency derivatives in the management of their exchange rate 
exposures.

The fair values of the derivative financial instruments are detailed below:

 Level 2  Level 3  Total 

 MUR’000  MUR’000  MUR’000 

At 30 June 2017

Assets

Derivatives used for hedging  2,165,027  -  2,165,027 

Liabilities

Derivatives used for hedging  2,188,470  2,026  2,190,496 

Total  (23,443)  (2,026)  (25,469)

 Level 2  Level 3  Total 

 MUR’000  MUR’000  MUR’000 

At 30 June 2016

Assets

Derivatives used for hedging  57,414  -  57,414 

Liabilities

Derivatives used for hedging  51,980  7,526  59,506 

Total  5,434  (7,526)  (2,092)

Derivatives include forward exchange contracts and interest rate swaps with a notional amount of MUR 2.3Bn.
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43. CASH FLOW HEDGE

Textile Segment

The Textile Group is involved in the production and sale of textile apparel, most of which is done through exports 
to foreign countries. The Textile Group is made up of Knitwear Cluster; Fine Knits Cluster and Woven Cluster and 
is exposed to foreign exchange risk on the sale of textile products denominated in foreign currency.   
The Textile Group exports almost all of its production in foreign currencies (South African Rand ‘ZAR’, United 
States Dollars ‘USD’, Great Britain Pound ‘GBP’ and Euro ‘EUR’).

The Textile Group is mainly faced to the following foreign exchange exposures:

Pre-transaction foreign currency risk

This arises before the transaction (‘sales’) becomes contractual while a quote is given to the client in foreign 
currency. Even though the transaction is not confirmed, movement in exchange rate to the disfavour of the 
Textile Group signifies a potential risk. If a customer later accepts the quote received, there is a risk that the 
foreign currency price then converted to MUR will not bring the desired margin.

Transaction foreign currency risk

Transactional foreign currency risk arises as soon as there is a contractual obligation between the Textile Group 
and the foreign customers. If nothing is done, there is a certain risk that the foreign exchange rate may weaken 
and if it so happens, the Textile Group may only lose the intended margin on the transaction and may even incur 
losses if the exchange rate variations are drastically in disfavour of the Textile Group.

The Textile Group adopted the following strategy:

The Treasury Committee/Chief Executive of the Textile Group are responsible for the decision making, with the 
intention to take cover, through forward exchange contracts with a view to cover for sale transactions that are 
judged as being highly probable. The intention is to cover for transactional exposures as they are unveiled. 

Prerogative is given to the Treasury Committee/Chief Executive of the Textile Group to decide if they would keep 
part of this position uncovered with the view of benefiting from potential currency appreciation against the 
MUR.

The Textile Group enters into forward covers to manage its foreign exchange risk on foreign denominated sales. 

Forward exchange covers are taken for orders received and which are highly probable and this is designated as 
a cash flow hedge. Forward covers are used as a mechanism to fix the amount of foreign currency denominated 
sales which are used to modify cashflow between financial instrument and sales receipts upon realisation.

Financial instruments taken to hedge the Textile Group’s sales are fair valued and recognised in the statement 
of financial position as financial assets /liabilities. For those sales on which a forward has been taken and which 
has materialised, the resulting fair value gain/loss on re-measurement is accounted for in profit or loss while for 
those transactions for which the underlying sale has not yet materialised, the fair value gain/loss is recorded in 
other comprehensive income. The latter is then recycled to profit or loss as soon as the sale materialise and the 
goods are shipped.


