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43. CASH FLOW HEDGE (CONT’D)

Textile Segment (cont’d)

The Textile Group enters into forward contracts (hedge instrument) to buy or to sell foreign currencies at a 
specified future time at a price agreed upon the contract date. The price is locked until delivery of sales order  
which normally will not exceed 9 months.

Hedge instruments, in this case forward exchange contracts, are expected to be highly effective to mitigate the 
foreign currency risk exposure on sales (hedge item). By selling forward, the Textile Group expects to mitigate long 
term currency exchange risk and will revalue in the opposite direction to the underlying transaction.

The objective of the Textile Group is to cover identified exposures (i.e. confirmed orders or highly probable 
sales orders) to the minimum of 75% and a maximum of 125%. However, this bench mark is determined on a 
case to case basis by the CEO and treasury committees of the respective business clusters while taking into 
consideration the specific transaction requirements. 

For all sales not yet shipped and for which a forward exchange contract cover has been taken, the Textile Group 
performs a revaluation of outstanding forward contracts relating to cash flow hedges which is then recorded in 
the statement of other comprehensive income.

Revaluation of outstanding forex contracts relating to transaction for which an asset has already crystallised in 
the statement of financial position (sales already shipped and debtors raised) will be recorded in profit or loss.

Subsequently, the cash flow hedge recognised in other comprehensive income  will be reversed profit or loss in 
the following year, as an underlying asset would already have crystallised upon the orders being shipped (Sales 
not shipped last year would have been shipped this year).

Hedge instruments in the form of forward foreign exchange contracts are expected to be highly effective as the 
unshipped sales, which represent the hedged item, have a direct economic relationship to the forward foreign 
exchange contract entered into to mitigate the foreign exchange exposure on the Textile Group’s unshipped and 
confirmed sales orders at year end.

Although effectiveness is certain to be 100 % as long as plain vanilla forward contracts are used, a 10 % error 
margin in the hedge effectiveness is considered as acceptable. To determine effectiveness of the hedge, the list 
of hedge instruments (Forward contracts) are matched with list of sales not yet shipped / highly probable sales 
(hedge items). 


