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CUSTOMS VALUATION AND IFRS 9 HEDGE ACCOUNTING:
DIVERGENCE, IMPLICATIONS AND RECONCILIATION

Purpose. When an import transaction is hedged using a currency forward contract, it becomes subject to two
non-integrated measurement frameworks.: the WTO Agreement on Customs Valuation (CVA), which bases
customs duty on the transaction value — the price actually paid or payable at export — and IFRS 9 Financial
Instruments, which permits hedge accounting aligning gains and losses on hedging instruments with the
hedged risk. The purpose is to identify and systematise the divergence between these frameworks, assess its
financial implications for importers, and propose a reconciliation framework.

Methods. The study employs comparative legal and institutional analysis to contrast the normative bases
of WTO customs valuation and IFRS 9 hedge accounting; conceptual modelling to construct divergence
scenarios, and case-based reasoning drawing on the regulatory practice of Ukraine and the European Union.
Results. The transaction value under WTO CVA Article 1 is anchored to the invoice price converted at the
official spot rate on the customs declaration date. IFRS 9 cash flow hedge accounting, by contrast, defers
gains or losses on the hedging instrument into the cash flow hedge reserve within OCI until the hedged
transaction affects profit or loss, resulting in asset recognition at the forward rate. Three principal zones of
divergence are identified: the exchange rate for customs conversion versus the hedged forward rate under
IFRS 9; the treatment of forward points, recognised under IFRS 9 but excluded from the customs value base,
the timing mismatch between customs clearance and accounting recognition of the hedged item.
Conclusions. The co-existence of two non-integrated measurement frameworks creates an increased
compliance burden for importers and systemic inconsistency in corporate financial data. Neither framework
should be subordinated to the other. Three reconciliation principles are proposed: enhanced IFRS 7 disclosure,
optional advance customs rulings for entities applying IFRS 9 hedge accounting, and corroborative use of
hedge accounting data in related-party valuation reviews. These measures would reduce compliance costs
without compromising fiscal integrity.

Key words: customs valuation, transaction value, hedge accounting, foreign currency risk, import contracts,
derivative financial instruments, cash flow hedge reserve, financial reporting
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Introduction. The internationalisation of procurement chains
has made currency risk management an operational necessity for
manufacturers, retailers, and distributors that source goods abroad.
According to data from the Bank for International Settlements, the
daily average turnover in OTC foreign exchange derivatives reached
approximately USD 3.8 trillion in 2022 (BIS, 2022), a considerable
share of which reflects trade-related currency hedging by non-
financial corporations. When an entity designates a currency forward
contract as a cash flow hedge of a forecast import purchase under
IFRS 9, the accounting treatment of the resulting gain or loss departs
from the spot rate logic that governs the determination of customs
value under the WTO Agreement on Implementation of Article VII
of GATT 1994.

This divergence is not merely a technical accounting curiosity.
For economies with significant import volumes and elevated
currency volatility — such as Ukraine, Turkey, Egypt, or Nigeria —
the difference between the hedged rate used in financial accounting
and the spot rate applied at customs clearance can reach several
percentage points, translating into hundreds of millions of dollars in
measurement discrepancy at the macroeconomic level. At the firm
level, this creates a situation where the cost of imported inventory
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as reported under IFRS may differ materially from the customs value base, complicating cost accounting,
transfer pricing documentation, and tax reconciliation simultaneously.

Despite its practical importance, the academic literature has devoted limited attention to this
intersection. Studies on WTO customs valuation predominantly examine related-party transactions,
royalties, and software licensing (Alagic, 2016; Pitschas & Schloemann, 2013), while IFRS 9 hedge
accounting research focuses on effectiveness testing, hedge ratio rebalancing, and earnings volatility
reduction (Bernhardt, Erlinger & Unterrainer, 2014; Awuye & Taylor, 2024). The specific interaction
between hedging instruments and customs valuation remains an underexplored frontier in both
literatures.

This paper aims to fill that gap by: (i) systematising the normative foundations of each framework; (ii)
identifying the specific points at which they diverge when applied to the same hedged import contract;
(i11) modelling the financial implications of the divergence; and (iv) discussing potential reconciliation
mechanisms at both the firm and regulatory level.

Literature Review. The normative architecture of WTO customs valuation is grounded in the
Agreement on Implementation of Article VII of the GATT 1994, commonly referred to as the Customs
Valuation Agreement (CVA). The primary valuation method under Article 1 of the CVA establishes that
customs value is the transaction value — defined as “the price actually paid or payable for the goods when
sold for export to the country of importation” — adjusted for specific additions enumerated in Article 8
(WCO, 2009). The World Customs Organization estimates that the transaction value method underlies
approximately 90-95% of all customs valuations globally (WCO, 2009; Walsh, 2003). Alagic (2016),
in an article published in this journal, emphasises that the WTO system consciously moves away from
notional or constructed values toward actual commercial prices, thereby grounding customs duty in
demonstrated economic reality.

The treatment of currency conversion in customs valuation has received attention from scholars
examining the interaction between exchange rate policy and import costs. Pitschas and Schloemann (2013)
analyse how EU customs regulations translate the transaction value into the national tariff currency, with
the applicable exchange rate determined by reference to the rate of the penultimate week as published
by the European Central Bank, irrespective of any forward contract concluded by the importer. This
administrative anchoring of the exchange rate to a published official rate has a direct parallel in Ukrainian
customs legislation, where Article 51 of the Customs Code of Ukraine requires the conversion of the
invoice value using the official NBU exchange rate on the date of customs declaration submission.

The IFRS 9 hedge accounting model introduced with the full standard in 2014 and effective from 1
January 2018 represented a fundamental shift from the rules-based approach of IAS 39 toward a principles-
based framework (Bernhardt, Erlinger & Unterrainer, 2014). Hedge effectiveness is no longer assessed
against the 80-125% effectiveness threshold; instead, it requires an economic relationship between the
hedging instrument and the hedged item, the absence of credit risk dominance, and a hedge ratio consistent
with the entity’s actual risk management practice (IASB, 2014). For cash flow hedges of forecast foreign
currency purchases, the effective portion of cumulative gains or losses on the forward contract is deferred
into the cash flow hedge reserve within OCI and subsequently reclassified to the cost of the acquired asset
or to profit or loss when the hedged transaction affects the financial statements (KPMG, 2013).

A systematic literature review by Awuye and Taylor (2024) covering over 120 post-implementation
studies of IFRS 9 identifies earnings volatility reduction and improved alignment between risk
management and financial reporting as the two most consistently documented outcomes of the standard’s
hedge accounting chapter. However, the authors note that the interaction between hedge accounting and
non-financial regulatory frameworks — including customs and taxation — remains “largely absent from the
empirical literature.”

The closest body of work to the present study concerns the relationship between transfer pricing and
customs valuation, where the tension between the arm’s length principle under OECD guidelines and
the transaction value method under the CVA has been extensively documented (Neighbour, 2002). The
fundamental problem, as framed by Pitschas and Schloemann (2013), is that transfer pricing seeks to
allocate profit among related parties using economic benchmarks, while customs valuation seeks to protect
the fiscal base using actual transaction prices. An analogous tension, this paper argues, exists between IFRS
9 hedged rates and WTO transaction values — two legitimate but non-integrated measurement outcomes
simultaneously applied to identical commercial transactions.
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Normative Frameworks: Key Differences. The two frameworks share a common object — the
import transaction — but pursue structurally different objectives through incompatible measurement
methodologies. Table 1 contrasts their principal characteristics.

Table 1
Comparative Characteristics of WTO CVA and IFRS 9 Cash Flow Hedge Accounting
Dimension WTO CVA (Article 1) IFRS 9 Cash Flow Hedge
Primary objective Fiscal: establish the dutiable value Accounting: faithfully represent economic
risk management
Applicable exchange rate | Official spot rate at date of customs Forward rate embedded in the hedging
declaration instrument
Treatment of forward Excluded from transaction value (not part | Included in OCI as cost of hedging (IFRS
points of “price paid”) 9.6.5.16)
Recognition timing At the moment of customs clearance When hedged item affects profit or loss
(often deferred)
Permitted adjustments Article 8 additions only (transport, Hedge ratio rebalancing, basis adjustments
insurance, etc.)
Legal basis WTO Agreement, Article VII GATT 1994 | IASB IFRS 9 (2014), effective 01.01.2018
Jurisdiction All WTO member states (164 members) | All IFRS-adopting jurisdictions (~140
countries)

Source: compiled by the author based on WCO (2009); IASB (2014); EU Customs Valuation Quick Info (2019)

The divergence is most acute along two dimensions: the exchange rate and the inclusion of hedging
costs. Under the WTO framework, the customs authority converts the invoice price using a published
official rate — in Ukraine, the NBU rate on the date of the customs declaration. Under IFRS 9, the entity
records the imported asset at the hedged forward rate adjusted for any elected treatment of forward points,
which typically differs from the official spot rate. Neither framework contains provisions acknowledging
the other’s measurement outcome, and no international guidance has been issued to bridge the gap.

Exchange Rate Timeline and Measurement Anchors. To clarify at which precise moment each
framework captures the exchange rate, Table 2 maps the key events of a hedged import transaction against
the applicable rates and regulatory bases.

Table 2
Exchange Rate Timeline and Measurement Anchors for a Hedged Import Contract

Event Date Exchange Rate Applied Framework Regulatory Basis
Forward contract To Spot rate: 43.00 UAH/EUR Risk management Inteirnal hedging
concluded (contract date) reference policy
Hedge designation To Spot rate: 43.00 UAH/EUR IFRS 9 IFRS 9.6.4.1(b)
documented
Customs declaration T: NBU official rate: 45.80 WTO CVA Customs Code of
submitted (clearance date) | UAH/EUR Ukraine, Art. 51
Forward contract settled T: Forward rate: 44.20 UAH/EUR | I[FRS 9 IFRS 9.6.5.11

. . T2
Ees/gf d item recognised (sale of Hedged rate basis adjustment IFRS 9 IFRS 9.6.5.11(d)

inventory)

Measurement A=45.80—-44.20=1.60
divergence T UAH/EUR CVAvs. TFRS 9 i

Source: compiled by the author based on WTO CVA Article 1; IFRS 9.6.5.11; Customs Code of Ukraine, Article 51

Table 2 demonstrates that the divergence crystallises at moment T1 — the date of customs clearance —when
the two frameworks simultaneously capture the same transaction at different rates. The WTO-mandated
NBU official rate reflects macroeconomic spot pricing, whereas the IFRS 9 forward rate reflects the
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contractually locked price negotiated 90 days earlier. Neither rate is economically incorrect; they are
simply anchored to different points in time and to different policy objectives.

The Divergence Model: Three Scenarios. To illustrate the practical financial implications of the
normative divergence, this section develops a simplified model based on a representative import
transaction. Consider an entity importing industrial equipment with a contract price of EUR 1,000,000,
designated as a cash flow hedge using a EUR/UAH forward contract at 44.20 UAH/EUR, concluded 90
days before delivery. Table 3 presents three scenarios arising from this configuration.

Table 3
Measurement Divergence: Customs Value vs. IFRS 9 Carrying Amount (EUR 1,000,000 contract)*
Scenario oxlf?lgaigztce Forward Customs IFRS 9 asset Divergence Direction
date rate (hedge) | value (UAH) cost (UAH) (UAH)

A UAH 45.80 4420 45,800,000 | 44,200,000 | -1600,000 | Customs>
depreciation IFRS
B: Rates equal 44.20 44.20 44,200,000 44,200,000 0 No divergence
¢ UAH . 42.50 44.20 42,500,000 44,200,000 +1,700,000 IFRS >
appreciation Customs

*Note: IFRS 9 asset cost excludes forward points for simplicity,; customs value uses the NBU official rate
at Tu.
Source: compiled by the author based on NBU (2026)

Scenario A — the most common in economies with depreciating currencies, including Ukraine —
produces a customs value higher than the IFRS carrying amount of the imported asset. This has two
direct consequences: first, the entity pays customs duty on a base that exceeds the recognised cost of the
inventory, creating a permanent accounting asymmetry; second, the customs duty itself, once capitalised
into the cost of inventory under IAS 2, partially offsets but does not eliminate the divergence, since it is
computed on the higher customs base.

Scenario C — currency appreciation — produces the inverse outcome: the IFRS asset cost exceeds the
customs value. In this case, the financial statements report a higher inventory cost than the dutiable base,
which may attract scrutiny from customs authorities conducting post-clearance audits and concerned
about potential undervaluation.

Scenario B, representing rate equality, is theoretically possible but practically improbable, as it requires
the forward rate negotiated at To to exactly coincide with the official NBU spot rate at T1 — an event that
presupposes perfect exchange rate foresight over the hedging horizon.

Implications for Ukrainian Importers. Ukraine constitutes a particularly instructive case, given the
simultaneous presence of: (1) mandatory IFRS application for large enterprises and listed companies under
Ukrainian accounting legislation; (ii) significant UAH volatility, with the official NBU rate depreciating
from approximately UAH 28/USD in early 2022 to UAH 42/USD by late 2024 (NBU, 2026); (iii) a customs
valuation system anchored to the official NBU rate at the date of declaration; and (iv) a developing market
for currency hedging instruments, primarily OTC forwards offered by major Ukrainian banks operating
under NBU foreign exchange regulations.

For a mid-sized Ukrainian importer hedging EUR payables at a 90-day forward rate, a 5% depreciation
of UAH during the hedging period generates a divergence of approximately 5% of the import value
between the customs and accounting bases. On an annual import volume of EUR 10 million, this implies a
cumulative measurement divergence exceeding UAH 20 million — sufficient to materially distort inventory
values, cost of goods sold, and gross margin ratios in the financial statements.

Furthermore, the amendment to IAS 21 “Lack of Exchangeability,” effective 1 January 2025, introduces
an additional layer of complexity for Ukrainian entities (IASB, 2023). The amendment requires entities
to assess whether the UAH is exchangeable into foreign currencies at the official NBU rate or whether
the rate represents a managed administrative quote that does not reflect an observable market transaction.
To the extent that Ukrainian entities must apply an estimated exchange rate under the amended IAS 21, a
three-way divergence arises: the WTO customs value (NBU official rate), the IFRS 9 hedged rate (forward
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rate), and the IAS 21 estimated market rate — three simultaneous measurements of the same foreign
currency transaction applied for different regulatory purposes.

Towards Reconciliation: A Conceptual Framework. The divergence between WTO customs
valuation and IFRS 9 hedge accounting does not represent a regulatory failure of either framework; it
reflects the fact that each was designed to serve distinct policy objectives within separate international
governance structures. However, the absence of any coordination mechanism imposes unnecessary
compliance costs on importers and creates systematic inconsistencies in corporate data used
simultaneously by investors, tax authorities, and customs officials. The following three reconciliation
principles are proposed.

Principle 1 — Disclosure-based approach. IFRS financial statements should include a dedicated note
disclosing the aggregate difference between the customs value of imported goods and their IFRS carrying
amount where the difference is material and attributable to hedge accounting. This approach requires no
amendment to either framework and could be incorporated into existing IFRS 7 disclosures on the nature
and extent of hedging instruments.

Principle 2 — Optional customs advance ruling mechanism. Customs administrations — including
Ukraine’s State Customs Service — could establish a voluntary administrative procedure whereby
importers with qualifying IFRS 9 hedge accounting programmes apply for advance rulings confirming
the acceptability of the hedged forward rate as the “price actually paid or payable” under CVA Article
1. Implementation of this principle would require a formal opinion from the WCO Technical Committee
on Customs Valuation regarding the compatibility of forward-hedged contract prices with the transaction
value definition.

Principle 3 — Corroborative alignment for related-party transactions. In transactions between related
parties — where both customs valuation scrutiny and transfer pricing obligations apply concurrently — IFRS
9 hedge accounting data could serve as corroborating documentary evidence that the contracted price
reflects genuine economic substance rather than profit shifting. This would reduce the risk of customs
value adjustment under CVA Article 1.3 without creating any new regulatory burden.

Conclusions. This study establishes that the co-existence of WTO customs valuation rules and IFRS
9 hedge accounting generates a systematic and structurally irreducible measurement divergence when
applied to the same hedged import transaction. The divergence arises from three sources: the exchange
rate used for currency conversion at the moment of customs clearance, the treatment of forward points,
and the timing mismatch between customs recognition and accounting recognition of the hedged item. In
economies with volatile exchange rates, including Ukraine, the financial magnitude of this divergence can
be material at both the firm and macroeconomic level.

The scientific novelty of this paper lies in the first systematic comparative analysis of these two
frameworks from the perspective of their simultaneous application to hedged import contracts — a topic
that remains absent from both the customs valuation and the IFRS 9 academic literatures. The proposed
conceptual reconciliation framework — based on enhanced IFRS 7 disclosure, optional customs advance
rulings, and corroborative use of hedge accounting data in related-party valuation — provides a practical
starting point for regulatory dialogue between accounting standard-setters, the WCO, and national customs
administrations.

Future research should extend this analysis to fair value hedges of existing import payables and to the
treatment of commodity price components in import contracts hedged using cross-currency basis swaps,
where the divergence from the WTO transaction value is likely to be even more pronounced. An empirical
study quantifying the aggregate measurement divergence across Ukrainian importers using [FRS would
be a particularly valuable contribution to the literature.
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Mema. Konu ivnopmua onepayis xedocyemucs amomHum hopeapoHum KOHMpPakmom, 60Ha 00HOUACHO nionadac
nio dito 080x He inmezposarnux cucmem oyinxu: Y200u COT npo mumny oyinky (CVA), axa napaxogye mumo Ha
OCHOBI YiHU Y200U — YiHU, «PakmuuHo cniauenoi abo maxoi, wo nioifeac cniamiy 3a mosapu Ha MOMEeHM eKCnopmy,
—ma MC®3 9 «Dinancosi incmpymenmuy, skuii 00360J51€ 3ACMOCO8Y8amu 001K Xe0NCy8ants 0 3iICMasneHHs.
npuOYMKI6 i 30UMKI6 3a IHCIMPYMeHMOM Xe0dCYBAHHS 3 Xeddcosanum pusukom. Memoio docniodcenns € gusgienHs
ma cucmemamuzayis po3oijcHocmell Midic yumu cucmemami, Oyinka ix ginancosux Haciioxie oaa imnopmepie i
PO3DPOOKA KOHYENMYATbHUX 30CA0 Y3200IICeHHS.

Memoou. Y Oocniodcenti 3acmocoano NOPIGHANbHO-NPABOSUL MA THCMUMYYIHULL AHANI3 0N 3ICMABNeHHs.
HopmamugHux octog mumuoi oyinku COT ma ooniky xedxcyeanus sa MCD3 9; memod KoHyenmyaibHo2o
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Mooenosanus 0nsi nody0osu CyeHapiie po30idcHOCMI y GUMIDIOGAHHI; MeMOO AHANI3Y KOHKPEMHUX CUmyayill Ha
0CHO8I pezynamopnoi npakmuku Yxkpainu ma €gponeticokoeo Coiosy.

Pesynvmamu. Lina yeoou 3a cmammero 1 CVA npug’si3ana 00 yinu paxyHKy-gaxmypu, KOH8epmosanoi 3a oQiyiinum
kypcom HBY na oamy mumnoi dexnapayii. MC®3 9, namomicme, giocmpouye epexmushy yacmury npudymkie abo
30UMKI6 34 THCIPYMEHMOM XeOHCYBAHHS 00 Pe3ePay XeOdiCyBaHHsL 2POUOBUX NOMOKI Y CKAAOT THUIO20 CYKYNHO20
npudymKy 00 MOMEHNLY, KOU XeOHCOBAHA Onepayis eniuHe Ha npudymox abo 30umok, — YHaciiooKk 4020 akmus
BUBHAEMBCA 30 YOPBAPOHUM KypcoM. Busnaueno mpu ocrnoeni 3onu pozoiscnocmi: (1) obminnuii Kype 0ns mummoi
KOHGepmayii nopisHaHo 3 xeducosanum hopsaponum xypcom 3a MCD3 9; (2) nopsadok 0oiky opeaponux nyHkmis,
wo susnaromocs 3a MCD3 9, ane suxmouaromvcs 3 mumnoi oyinounoi basu, (3) uacoea Hegionogionicme Mmidc
MUMHUM OQOPMAECHHAM T OYXeANMEPCOKUM BUSHAHHAM X0HCOBAHO20 00 €KMA.

Bucnosxu. Cnisicnyeanns 060x He iHMeZPOBAHUX CUCHEM BUMIDIOBAHHA CMEOPIOE NIOBULYEHE KOMIIAEHC-
HABAHMAMICEHHs O IMROPMEPI8 Ma CUCTEMHY CYNepeuiusicmy Y KOpRopamueHux Qinancogux oanux. Kooua
i3 cucmem He NOGUHHA NIONOPAOKOBYBAMUCS [HWILL. 3anponoHo8aHo mpu NPUHYUNY Y3200JCEHHA: PO3UUPeHe
poskpummst ingpopmayii 3a MCD3 7, heo606 '513k08i nonepeoni Mumui pivieHHs st RIORPUEMCING, W0 3ACTROCOBYIOMb
00nix xedxucyeannsi 3a MC®3 9, ma suxopucmanusi danux 0OnIKy XedncysanHs K niOmMeepoNiCy8albHUX O0KA3I8 npu
MUMHIL OYiHYT onepayitl Mige nos si3anumu 0codamu. Pearizayis yux 3axo00ié 3HU3UMb GUMPAMU Ha KOMIIAEHC Oe3
WKoOU 07131 (hiCKATBHOI YINICHOCTI.

KurouoBi ciioBa: MuTHa OLIIHKA, LiHA YTOIH, OOJIK XEAKYBaHHS, BAIIOTHUI PU3UK, IMIIOPTHI KOHTPAKTH,
NoxiaHi (piHaHCOBI IHCTPYMEHTH, PE3EPB XEIKYBaHHs TPOIIOBUX MOTOKIB, ()iHAHCOBA 3BITHICTb.
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