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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). 

The following table details the forward foreign currency (FC) contracts outstanding at the end of the reporting period:

 2017 2016 2017 2016 Contract value Fair value

Outstanding 
contracts

Average 
exchange rate Sell Buy Sell Buy 2017 2016 2017 2016

FC’000 FC’000 FC’000 FC’000
MUR 
‘000

MUR 
‘000

MUR 
‘000

MUR 
‘000

Sell currency EUR and 
buy currency USD  1.08  1.12  600  646  3,625  4,075  21,999  143,370  (1,422)  1,652 

Sell currency EUR and 
buy currency MUR  38.96  -  2,350  91,557  -  -  91,557  -  (353)  - 

Sell currency MUR and 
buy currency EUR  -  39.68  -  -  55,151  1,390  -  55,151  -  (798)

Sell currency GBP and 
buy currency USD  1.25  1.51  1,196  1,491  7,799  11,810  50,772  415,489  (2,380)  48,254 

Sell currency GBP and 
buy currency MUR  44.98  52.24  770  34,632  1,787  93,355  34,632  93,355  224  8,991 

Sell currency ZAR and 
buy currency USD  13.88  16.20  243,306  17,530  278,081  17,166  596,884  603,908  (28,592)  (40,703)

Sell currency ZAR and 
buy currency MUR  2.59  2.26  205,820  532,291  226,562  510,992  532,291  510,992  8,567  (13,600)

Sell currency USD and 
buy currency MUR  34.82  37.06  12,885  448,604  1,539  57,023  448,604  57,023  9,705  2,830 

Sell currency USD and 
buy currency EUR  1.14  -  1,418  1,243  -  -  48,427  -  167  - 

Sell currency USD and 
buy currency ZAR  13.06  -  4,562  59,579  -  -  156,096  -  (159)  - 

Sell currency USD and 
buy currency INR  65.53  69.16  350  22,935  4,300  297,403  12,385  153,876  (25)  (737)

Sell currency GBP and 
buy currency INR  62.79  -  2,150  135,004  -  -  72,902  -  (874)  - 
Sell currency EUR and 
buy currency INR  73.53  77.81  5,485  403,330  1,750  136,173  217,798  70,456  (5,321)  (455)

Total  2,284,347  2,103,620  (20,463)  5,434 

Recognised as follows: 2017 2016

On statement of financial position
MUR 
‘000

MUR 
‘000

Fair value asset on forward contracts  8,011  61,727 

Fair value liability on forward contracts  (28,474)  (56,293)

 (20,463)  5,434 

In income statement

Fair value movement on outstanding financial derivatives  (1,795)  (3,113)

In statement of other comprehensive income

Amount recognised in cash flow hedge reserve  (18,668)  8,547 

 (20,463)  5,434 

At 30 June 2017, if rupee had weakened/strengthened by 5% against Euro/UK Pound/US Dollar with all other variables held 
constant, pre-tax profit for the year would have been MUR.94,164,000 (2016: MUR.50,493,000) higher/lower as a result of 
foreign exchange gains/losses on translation of Euro/UK Pound/US Dollar denominated trade receivables, trade payables 
and borrowings and is as follows:

2017 2016

MUR 
‘000

MUR 
‘000

Euro  122  (103)

UK Pound  (9,493)  (83)

US Dollar  (84,792)  (50,860)

 (94,163)  (51,046)
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