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Hydro-Québec is a Crown corporation whose mission under itsgoveming statute is to 
supply power and to pursue endeavors in energy-related research and promotion, energy 
conversion and conservation, and any field connected with or related to power or energy. 
In Québec, electricity transmission and distribution activities are regulateél by the Régie 
de l'énergie (energy board). 1 

· 

1. 

The capital structure of Hydro-Québec is on the order of 60% based on bonded debt 
($42 billion), of which 21% is payable in foreign currencies and ne arly 6% is in the form 
of floating-rate bonds. This represents a significant exposure to foreign· exchange and 
interest rate risks, which -exp lains wh y the enterprise has adopted a · sophisticated 
management strategy for these risks. 
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Hydro-Québec hedges future revenue streams denominatèd in US dollars using debt 
totaling nearly $600 million, so as to manage a significant portion of'its foreign exchange 
risk exposure. Hydro-Québec also enters into swap and forward contracts that serve as a 
hedge for both the principal and interest repayments on debt. Sorne swaps also modify 
the long-term exposure to interest rate risk. · 

Several other types of derivative instruments are also used to manage short-term and 
long-term foreign exchange and interest rate risk exposures. In àddition, specifie risks 
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rare managed through derivative instruments, i.e., raw material priee risks arid market 
risks resulting from fluctuations in energy priees. 
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Question 1 

The IASB proposes to amend JAS 39 so that the novation of a hedging instrument does 
not cause an entity to discontinue hedge accounting if, and only if, the following 
conditions are met: 

(i) the novation is required by laws,or regulations; 

) ~ . 
' (ii) the novation results in a central counterparty (sometimes called 'clearing · 
organisation ' or 'clearing agency ') becoming the new counterparty to each of the parties 
to the novated derivative;· and 

(iii) the changes to the terms of the novated derivative· ar ising from the novation of the 
contract to a central counterparty are limited to those that are necessary to effect the 

· terms of the novated derivative. Such changes would be limited to those that are 
consistent with the terms that would have beèn expected if the contract had originally 
been ent~red into }Vith the central counterparty. These changes include changes in the 
collateral requirements of the novated derivative as a result of the novation; rights to 
offset receivables and payables balances with the central counterparty; and charges 
levied by the e,entral counterparty. 

Do you agree with this proposa!? If not, why? What criteria would you propose instead, 
andwhy? 

Question 2 

Thè IASB proposes to address those novations arising from current changes in legislation 
or regulation requiring the greater use of central counterparties. To do this it has limited 
the scope of the proposed amendments to a novation that is required by such laws or 
regulations. Do you agree that the scope of the proposed amendment will provide relief 
for al! novations arising from such legislation ,or regulations? If not, why not and how 
would you propose to defi ne the sc ope? 

We agree with the proposai. However, we question the necessity to impose the first 
criteria, "the novation is tequired by laws or regulations." · Indeed, would it not be 
possible to be in a situation where a part of an instrument OTC (over-the-counter) wishes 
be fore . it' s maturity, to novate into a CCP (central counterparty) instrument? In our 
opinion, the other two criteria are sufficient enough to limit the application of the 
proposed changes. 
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Question 3 

The IASB also proposes that equivalent amendments to thpse proposed for JAS 39 be 
made to the forthcoming chapter on hedge accounting whièh will be incorporated in . 
IFRS 9 Financial Instruments. ~The proposed requirements to be included in IFRS 9 are 
based on the draft requirements of the chapter on hedge accounting, which is published 
on the IASB 's website(a) 

l 
Do you agree? Why or why not? 

We. agree with the .statemeht above. 

Moreove~, this exposure draft provides the possibility of not discontinuing a hedging 
relationship in·certain circumstances. On the other hand, unlike lAS 39, IFRS 9 does· not 
allow voluntary terminating a ~edging relationship: 

We repeat that we strongly disagree with not allowing entities to make a free choice to 
discontinue hedge accounting prospective! y for a hedging relationship with IFRS 9. We 
fail to understand what is wrong with voluntarily revoking the designation of a hedging 
relationship when hedge accoimting itself is eptional. The current rules, which allow a 
designation to be revoked voluntarily, do not pose any significant problem provided there 
is adequate documentation and prospective application, and they do not allow results to 
be manipulated in any way. 
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Question 4 

The IASB considered requiring disclosures when an entity does not discontinue hedge 
accounti~g as a result of a novation that meets'the criteria ofthese proposed amendments 
to JAS 39. However, the IASB decided not to do so i1i this circumstance for the reason set 
out in paragraph BCJ3 of this proposa!. · 

Do you agree? Why or why not? 

W e agree with the statement above. In our previous comment letters on various ex po sure 
drafts, we often criticized adding too much disclosure by arguing that the reader of the 
financial statemènts does hot always find an advantage. We believe that the published 
information should be useful, transparent but also relevant. Thus, we believe that the 
IASBhas made a good decisionîn regards of the reasons given in paragraph BC13. 

. . 
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Question - ASB 

The proposed amendments have been deveioped by the IASB for application by entities 
arouncf;the worid.. Assuming the Exposure Draft proposais .are approved by the IASB, do 
you bélieve that there are aspects of the proposed amendments that make sorne or all of 
those proposais inappropriate for Canadian enttties, even though they are appropriate · 
for entifies in the rest of the worid? 

We believe that with the entry into force of the proposed amendments, it would be 
inappropriate for the ASB not to extend changes to Part V of the CICA Handbook, 
especially in regards of the section 3865 - Hedges.-

Indeed, we believe it would not be fair to restrict the access to these changes to entities 
that do not adopt the Part I of the Handbook. This is particularly the case of Hydra
Québec in which it still applies the standards of Part V of the Handbook considering the 
decision of Accounting Standards Board (ASB) to allow rate-regulated entities to 
postpone the date of transition to IFRS (Part I of the Handbook). 
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