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SUMMARY OF ISSUE 

1. Statutory accounting guidance for derivatives is in SSAP No. 86—Derivatives. Although SSAP No.
86 indicates “adoption of the framework” of specific U.S. GAAP guidance, the accounting and reporting
guidance for derivatives, particularly with regards to the four U.S. GAAP derivative cornerstones, is
distinctly different between SSAP No. 86 and FAS 133/ASC 815. For example, under U.S. GAAP,
assessment effectiveness under U.S. GAAP is largely an income statement management tool (to offset
variations consistently through net income or other comprehensive income – OCI), but as SAP uses an
amortized cost measurement method for a number of hedged items, the criteria for hedge effectiveness and
the measurement approach for derivatives must be adjusted accordingly.

2. In August 2017, the FASB issued ASU 2017-12, Derivatives and Hedging (Topic 815): Targeted
Improvements to Accounting for Hedging Activities to improve the financial reporting of hedging
relationships to better portray the economic results of an entity’s risk management activities in its financial
statements. In addition, the amendments incorporated certain targeted improvements to simplify the
application of the hedge accounting guidance in current U.S. GAAP. ASU 2017-12 included a new concept
for a ‘last of layer’ approach to make portfolio fair value hedge accounting more accessible for specific
assets. With the issuance of the last-of-layer guidance, a number of questions were received. After
considering those questions, ASU 2022-01 Fair Value Hedging – Portfolio Layer Method was issued. This
ASU expanded the original guidance and provided additional specifications and guidance.

3. The Statutory Accounting Principles (E) Working Group has considered several revisions to SSAP
No. 86 in response to the review of ASU 2017-12 and ASU 2022-01. This issue paper has been drafted to
detail the revisions incorporated into statutory accounting. These revisions, except for those initially
adopted in 2018, are considered new SAP concepts.

DISCUSSION 

Topic 1: Hedge Documentation and Initial Assessment Efficiencies (Agenda Item 2018-30) 

4. The overall intent of ASU 2017-12 was to reduce cost and complexity of applying hedge accounting
by simplifying the way assessments of hedge effectiveness may be performed. It was noted that the
efficiencies gained from the revisions in the ASU for U.S. GAAP filers would be lost if corresponding
provisions were not considered for statutory accounting. Pursuant to a July 9, 2018, interested parties’
comment letter, three elements were requested to be considered by the Statutory Accounting Principles (E)
Working Group in a nonsubstantive (SAP clarification) proposal. Interested parties noted that these
elements will reduce the costs associated with hedge accounting, while neither changing the underlying
accounting, nor creating any additional regulatory risks or concerns:

a. Allow companies to perform subsequent assessments of hedge effectiveness qualitatively
if certain conditions are met.
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b. Allow companies more time to perform the quantitative hedge effectiveness assessment.  

c. Clarify that companies may apply the “critical terms match” method for a group of 
forecaster transactions if the transactions occur and the derivatives mature within the same 
31-day period or fiscal month, and the other requirements for applying the critical match 
method are satisfied.  

5. On August 4, 2018, the Working Group exposed revisions to incorporate hedge documentation and 
assessment efficiencies from ASU 2017-12. This item was exposed with a shortened comment period to 
allow for potential revisions and re-exposure if needed, to permit adoption and application prior to year-
end 2018. On November 15, 2018, the Working Group adopted the exposed revisions as final. The revisions 
were adopted with an effective date of January 1, 2019, with early adoption permitted for year-end 2018. 
U.S. GAAP filers could only early adopt if they had also early adopted ASU 2017-12.  

6. Additionally, in ASU 2017-12, in response to comments requesting a more flexible approach to 
hedging interest rate risk, the FASB decided to amend the guidance for hedging interest rate risk of financial 
instruments for both fair value and cash flow hedges. With the revisions, the FASB decided to redefine the 
term interest rate risk and eliminate the benchmark interest rate concept for variable-rate financial 
instruments. With the changes, the FASB incorporated the SIFMA rate in the list of eligible rates for fixed 
income instruments and noted that the FASB will add to the list of eligible benchmark rates as necessary. 
The revisions adopted to SSAP No. 86 are detailed in Exhibit A.   

7. With the inclusion of revisions, certain elements from the U.S.GAAP guidance were not duplicated 
within statutory accounting. The elements were considered part of the prior adoption of the “FAS 133 / 
technical guidance” originally reflected in SSAP No. 86:  

a. Exceptions from the initial prospective quantitative assessment were not captured in the 
statutory guidance as they were not necessarily new under ASU 2017-12. The following 
overview details when an initial prospective quantitative assessment would not be required:  

i. In a cash flow or fair value hedge, the entity applies the short-cut method.  

ii. In a cash flow or fair value hedge, the entity determines that the critical terms of 
the hedging instrument and the hedged item match.  

iii. In a cash flow hedge, the hedging instrument is an option and it meets specific 
criteria detailed in the U.S. GAAP guidance  

iv. In a cash flow hedge, a private company that is not a financial institution applies 
the simplified hedge accounting approach.  

v. In a cash flow hedge, the entity assesses hedge effectiveness under the change in 
variable cash flows method permitted under U.S. GAAP, with all noted conditions 
being met.  

vi. In a cash flow hedge, the entity assesses hedge effectiveness under the hypothetical 
derivative method permitted under U.S. GAAP and all the critical terms of the 
hypothetical derivative and the hedging instrument are the same.  

vii. In a net investment hedge, the entity assesses hedge effectiveness using a method 
based on changes in spot exchange rates, and the conditions noted under U.S. 
GAAP are met.  
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viii. In a net investment hedge, the entity assesses hedge effectiveness using a method 
based on changes in forward exchange rates and the noted condition under U.S. 
GAAP are met. 

b. The short-cut method and critical terms match method are current method permitted under 
U.S. GAAP retained under ASU 2017-12. Under these methods, an entity may qualitatively 
assume, in very limited circumstances, that  

8. Ultimately, the revisions incorporated in 2018, effective January 1, 2019, with early application 
permitted, from ASU 2017-12 were limited to specific provisions, and related transition guidance, 
pertaining to the documentation and assessment of hedge effectiveness: 1) provisions allowing more time 
to perform the initial qualitative hedge effectiveness assessment; 2) provisions allowing subsequent 
assessments of hedge effectiveness to be performed qualitatively if certain conditions are met; and 3) 
revisions regarding use of the critical terms and short-cut method for assessing hedge effectiveness. With 
the adoption of the limited provisions, it was identified that the remaining provisions of ASU 2017-12 
would be subsequently assessed for statutory accounting and shall not be considered adopted for statutory 
accounting until that assessment is completed, with a conclusion to adopt the U.S. GAAP guidance.  

9. The revisions adopted in November 2018 included revisions to both SSAP No. 86 as well as Exhibit 
B – Assessment of Hedging Effectiveness. The subsequent revisions adopted in 2022 eliminated Exhibit B 
as well as incorporated new guidance through the SSAP. Ultimately, the final adopted guidance, as reflected 
in the AP&P Manual, is the authoritative guidance.  

Topic 2: Hedge Effectiveness and Measurement Methods for Excluded Components (Ref #2021-20) 

10. In December 2011, consideration began on revisions to facilitate effective hedge assessments 
consistently between statutory accounting and U.S. GAAP. The Working Group exposed a concept agenda 
item to solicit comments and directed NAIC staff to work with regulators and industry in developing 
revisions for consistent hedge effectiveness assessments and with the treatment of excluded components.  

11. After working with industry, on April 4, 2022, the Working Group exposed two documents for 
public comment. The first document proposed revisions in the form of a new exhibit A to SSAP No. 86, 
which would replace both Exhibit A and Exhibit B. This new exhibit A would adopt with modification U.S. 
Guidance in determining hedge effectiveness. The second document proposed revised guidance to SSAP 
No. 86 to update the permitted excluded components to mirror U.S. GAAP but establish statutory-specific 
measurement methods for the excluded components.  

12. The new Exhibit A intends to reflect the position that the assessment of hedge effectiveness for 
derivatives should be consistent between U.S. GAAP and SAP. In order words, transactions identified to 
be highly effective hedges under U.S. would be identified as highly effective hedged under statutory 
accounting. If a hedging instrument results with offsetting changes (or other permitted aspects) to a hedged 
item pursuant to the guidelines under U.S. GAAP to qualify as a highly effective hedge, the same 
assessment as a highly effective hedge should occur under SAP. 

13. The Exhibit A would adopt, with modification U.S. GAAP guidance pertaining to the criteria for 
initial and subsequent hedge effectiveness detailed in the FASB Accounting Standards Codification (ASC) 
paragraphs 815-20-25-72 through 815-20-35-20, as modified through the issuance of ASU 2017-12. 
Although the U.S. GAAP guidance for the assessment and determination of hedge effectiveness is proposed 
to be adopted, statutory modifications are captured to specify that the accounting and reporting of hedging 
instruments, including excluded components of the instruments, shall follow statutory specific guidance 
detailed in SSAP No. 86. The intent of this guidance is to clarify that the determination of whether a hedging 
instrument qualifies as an effective hedge shall converge with U.S. GAAP, but that the measurement 
method shall continue to follow statutory specific provisions. The adopt from U.S. GAAP only extends to 
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revisions incorporated through ASU 2017-12, as such, any subsequent U.S. GAAP edits would require 
statutory accounting consideration before they were considered adopted.  

14. In addition to new Exhibit A to SSAP No. 86, the Working Group also exposed proposed revisions 
to SSAP No. 86, paragraphs 23, 40-41 and Exhibit C, to expand the list of permitted excluded components 
in assessing derivative effectiveness to match U.S. GAAP and to establish statutory specific measurement 
requirements for each type of excluded component.  

15. The prior SSAP No. 86 guidance reflected the list of permitted excluded components originally 
adopted from U.S. GAAP. Since the original inclusion in SSAP No. 86, and within ASU 2017-12, U.S. 
GAAP had expanded the list, and it was noted that the statutory accounting treatment of excluded 
components related to foreign currency transactions were hindering the ability to engage in those 
transactions. It was also identified that current measurement guidance within the SSAP was conflicting 
between the guidance and specific hedge procedures detailed in Exhibit C. Through the discussions with 
industry, it was identified that different measurement or recognition provisions should be considered to 
properly reflect the type of excluded component with the financial statements, with specific guidance 
included in SSAP No. 86 accordingly:  

a. If the excluded component pertains to the difference between a foreign currency spot price 
and the forward or future price (e.g., a forward spot rate), then this premium/discount shall 
be amortized into income over the life of the contract or hedged program. (This guidance 
addresses the excluded component in Exhibit A, paragraph 8.d.) 

b. If the excluded component pertains to a foreign currency swap cross-currency basis spread, 
the impact of fair value changes shall be reflected as a component of the foreign currency 
swap’s periodic interest accrual. (This guidance addresses the excluded component in 
Exhibit A, paragraph 8.e.)  

c. For all other excluded components, the excluded component shall be measured and 
reported at fair value, with changes in fair value recognized as unrealized gains or losses. 
(This guidance shall be applied to excluded components detailed in Exhibit A, paragraphs 
8.a. through 8.c.)  

16. On August 10, 2022, after the exposure timeframe, in which interested party comments were 
received supporting the proposed revisions, the Working Group adopted the exposed revisions. This 
adoption resulted with both the new Exhibit A that adopts with modification U.S. GAAP guidance in 
determining hedge effectiveness and the revisions to SSAP No. 86 to incorporate measurement method 
guidance for excluded components. These revisions were adopted with a January 1, 2023, effective date, 
with early adoption permitted. With the action to adopt, the Working Group directed a blanks proposal to 
incorporate Schedule DB reporting fields and templates to capture the new disclosures for excluded 
components. These disclosure and investment schedule changes will be in effect for year-end 2023. 
Companies that early adopt the revisions are directly to complete the required disclosures in a narrative 
format for year-end 2022.  

Topic 3: Portfolio Layer Method and Partial Term Hedging (Ref #2022-09) 

17. In August 2022, considerations began to expand statutory accounting guidance to incorporate the 
portfolio layer method detailed in ASU 2022-01, Fair Value Hedging – Portfolio Layer Method. The 
guidance in ASU 2022-01 reflects an expansion of the last-of-layer method detailed in ASU 2017-12.  

18. Under the last-of-layer approach captured in ASU 2017-12, for a closed portfolio of prepayable 
financial assets or one or more beneficial interests secured by a portfolio of prepayable financial 
instruments, entities were allowed to hedge a stated amount of the asset or assets in the closed portfolio that 
is anticipated to be outstanding for the designated hedged period. If the requirements for the last-of-layer 
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method were met, prepayment risk is not incorporated into the measurement of the hedged item. With the 
application of this guidance, a number of questions were received. After considering those questions, FASB 
issued ASU 2022-01, Fair Value Hedging – Portfolio Layer Method, which expanded the guidance and 
provided additional specifications for application. Ultimately, for a closed portfolio of financial assets or 
one of more beneficial interests secured by a portfolio of financial instruments, an entity may designate as 
the hedged item or items a hedged layer or layers if the following criteria is met:  

a. As part of the initial hedge documentation, an analysis is completed and documented to 
support the entity’s expectation that the hedged item or items (that is, the hedged layer or 
layers in aggregate) is anticipated to be outstanding for the designated hedge period. That 
analysis shall incorporate the entity’s current expectations of prepayments, defaults, and 
other factors affecting the timing and amount of cash flows associated with the closed 
portfolio. 
 

b. For purposes of its analysis, the entity assumes that as prepayments, defaults, and other 
factors affecting the timing and amount of cash flows occur, they first will be applied to 
the portion of the closed portfolio that is not hedged. 

 
c. The entity applies the partial-term hedging guidance to the assets or beneficial interests 

used to support the entity’s expectation. An asset that matures on a hedged layer’s assumed 
maturity date meets this requirement. 

19. Similar to concepts supporting the adoption of prior U.S. GAAP revisions, there is a general 
assessment that determination of effective hedges shall be consistent between statutory accounting and U.S. 
GAAP. As such, new SAP concepts revisions to reflect the portfolio layer method in establishing effective 
hedge dynamics was proposed to be consistent with U.S. GAAP. With the U.S. GAAP guidance limiting 
the application of this guidance to hedges of recognized financial assets, a consistent scope threshold was 
established for statutory accounting.  

20. The review of the portfolio layer method identified that U.S. GAAP prevents basis adjustments 
directly to assets hedged in a portfolio and it was considered on whether statutory revisions would be 
necessary to address similar basis adjustment revisions under statutory accounting. However, after further 
assessments, it was identified that the fair value measurement method under U.S. GAAP, which results in 
ongoing basis adjustments from changes in fair value over the derivative term, would not be a prominent 
issue under statutory accounting, which predominantly uses an amortized cost approach for effective 
hedges. With the use of amortized cost, basis adjustments do not occur until hedge termination or at 
designation of the hedge, therefore this was identified as not a key statutory accounting impact.  

21. In addition to considering guidance for the portfolio layer method, representatives from interested 
parties proposed to also capture concepts for partial term hedges from ASU 2017-12. (As detailed in the 
FASB criteria above in paragraph 18 for portfolio layer method hedges, application of a the partial-term 
hedging guidance is used to support the entity’s expectation.) Prior review of partial term hedge concepts 
noted concern as how interim adjustments to hedged items, particularly for hedged liabilities, would be 
reflected in the financial statements. With the statutory accounting guidance to reflect derivative gains or 
losses as basis adjustments on the hedge item, if a hedge to a recognized liability resulted in a reduction to 
the presentation of the liability, this could misrepresent the financial statements as the liability itself had 
not been reduced. In considering these concerns and recognizing that a broader project would likely be 
needed to address these basis adjustments, representatives from industry recommended incorporated the 
U.S. GAAP guidance for partial term hedges, with a statutory modification to limit the application to hedges 
of recognized assets.  

22. Although the proposal to limit partial term hedges to recognized assets is a modification from the 
overarching concept to mirror hedge effectiveness assessments between U.S. GAAP and SAP, it was 
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identified as an approach that would be consistent with the U.S. GAAP scope application for the portfolio 
layer method and would reflect how industry currently uses partial term hedge transactions. As such, 
although the modification created a U.S. GAAP and SAP difference, the modification satisfies the current 
need for statutory guidance and prevents significant concerns on how the guidance could impact the 
presentation of liabilities. With this discussion, it was identified that subsequent consideration of the 
limitation to recognized assets could occur, with potential expansion to hedges of recognized liabilities as 
part of a broader discussion on how derivative gains and losses are recognized as basis adjustments. 

23. The proposed revisions exposed to incorporate the portfolio layer method and the partial-term 
hedging method are summarized as follows:  

a. Revisions to SSAP No. 86, predominantly in paragraph 26.d., 26.f., and 26.g., to detail the 
ability to hedge recognized assets under the portfolio layer method and partial-term hedge. 
Also, revisions to paragraph 62 for a new disclosure for portfolio layer derivatives that no 
longer qualify for hedge accounting and the circumstances that led to the breach, as well 
as guidance in paragraphs 65.c. and 74.f. to detail relevant U.S. GAAP literature and the 
effective date.  

b. Revisions to SSAP No. 86 – Exhibit, Exhibit A – Assessment of Hedge Effectiveness, to 
add a new section on the assessment of portfolio layer method for hedge effectiveness. 
(Note – This exhibit was the new exhibit adopted in agenda item 2021-20 which replaced 
the prior Exhibit A and Exhibit B within SSAP No. 86.) 

c. Revisions to SSAP No. 86 – Exhibit C, paragraph 2.d., for which a portfolio layer method 
is discontinued to detail how the basis adjustment shall be allocated to the remaining 
individual assets in the closed portfolio. (Note – With the adoption of agenda item 2021-
20, this Exhibit was renamed as Exhibit B.) 

24. The proposed revisions reflect adoption of U.S. GAAP for the criteria for the portfolio layer method 
detailed in ASU 2022-01, criteria to only consider how changes in the benchmark interest rate affect the 
decision to settle the hedged item before its scheduled maturity date in ASC 815-20-25-6B, adding option 
in calculating the change in the hedged item’s fair value attributed to changes in the benchmark interest rate 
based on the benchmark rate components of the contractual cash flows detailed in FASB ASC 815-25-35-
13, and the partial-term hedging method detailed in FASB ASC 815-25-35-13B. The adoption of the partial 
term hedging method reflects statutory modifications that limits its use only when the hedged item is a 
recognized asset. This is different than U.S. GAAP, which permits the partial term method for hedged 
liabilities. The statutory limitation is established to prevent interim basis adjustments to hedged liabilities 
that could present a reduction of reported liabilities on the financial statements when the actual liability has 
not been reduced. Reconsideration of this statutory limitation may occur after a broader project to consider 
how derivative basis adjustments to hedged liabilities shall be reflected in the financial statements. 

25. On December 13, 2022, the Working Group adopted the exposed revisions. This adoption resulted 
with the revisions identified in paragraph 23 above. These revisions were adopted with a January 1, 2023, 
effective date, with early adoption permitted. The revisions shall be applied prospectively to qualifying new 
hedges. 

26. An updated version of this issue paper was exposed on December 12, 2022, and adopted on March 
22, 2023. The purpose of this issue paper is to document the historical actions resulting in new SAP concepts 
within SSAP No. 86—Derivatives. As issue papers are not represented in the statutory hierarchy, the 
adoption of this issue paper does not change the effective date of the previously adopted authoritative 
literature. 
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Exhibit 1 – Revisions adopted to SSAP No. 86 on November 15, 2018 (Agenda Item 2018-30) 

38. At inception of the hedge, documentation must include: 

a. A formal documentation of the hedging relationship and the entity’s risk management 
objective and strategy for undertaking the hedge, including identification of the hedging 
instrument, the hedged item, the nature of the risk being hedged, and how the hedging 
instrument’s effectiveness in offsetting the exposure to changes in the hedged item’s fair 
value or variability in cash flows attributable to the hedged risk will be assessed, including 
whether an entity will perform subsequent effectiveness assessments on a qualitative basis 
(per paragraph 42) and how it intends to carry out that qualitative assessment. There must 
be a reasonable basis for how the entity plans to assess the hedging instrument’s 
effectiveness; 

b. An entity’s defined risk management strategy for a particular hedging relationship may 
exclude certain components of a specific hedging derivative’s change in fair value, such 
as time value, from the assessment of hedge effectiveness, as discussed in paragraph 37 
and Exhibit B; 

c. Signature of approval, for each instrument, by person(s) authorized, either by the entity's 
board of directors or a committee authorized by the board, to approve such transactions; 
and 

d. A description of the reporting entity's methodology used to verify that opening 
transactions do not exceed limitations promulgated by the state of domicile. 

39. At inception, if an entity is required to perform an initial prospective assessment of hedge 
effectiveness on a quantitative basis (using information applicable as of the date of hedge inceptionFN), the 
assessment is considered to be performed concurrently at hedge inception if it completed by the earliest of 
the following: (815-20-25-3) 

 

a. The first quarterly hedge effectiveness assessment date.  

b. The date that financial statements that include the hedged transaction are available to be 
issued.  

c. The date that the hedging instrument and hedged item no longer qualify for hedge 
accounting.  

d. The date of expiration, sale, termination or exercise of the hedging instrument.  

e. The date of dedesignation of the hedging relationship. 

f. For a cash flow hedge of a forecasted transaction, the date that the forecasted transaction 
occurs.  

New Footnote – Entities are required to perform an initial prospective assessment unless qualifying for an exception 
in accordance with ASU 2017-12, paragraph 815-20-25-3.  
 
40. For all derivatives terminated, expired, or exercised during the year:  

a. Signature of approval, for each instrument, by person(s) authorized, either by the entity's 
board of directors or a committee authorized by the board, to approve such transactions; 

b. A description, for each instrument, of the nature of the transaction, including: 

i. The date of the transaction; 
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ii. A complete and accurate description of the specific derivative, including 
description of the underlying securities, currencies, rates, indices, commodities, 
derivatives, or other financial market instruments; 

iii. Number of contracts or notional amount; 

iv. Date of maturity, expiry or settlement; 

v. Strike price, rate or index (termination price for futures contracts); 

vi. Counterparty, or exchange on which the transaction was traded; and 

vii. Consideration paid or received, if any, on termination. 

c. Description of the reporting entity's methodology to verify that derivatives were effective 
hedges; and 

d. Identification of any derivatives that ceased to be effective as hedges. 

41. For derivatives open at quarter-end: 

a. A description of the methodology used to verify the continued effectiveness of hedges, and 
whether the entity is using qualitative assessments pursuant to paragraph 42FN; 

b. An identification of any derivatives that have ceased to be effective as hedges; 

c. A description of the reporting entity's methodology to determine fair values of derivatives; 

d. Copy of Master Agreements, if any, where indicated on Schedule DB Part D. 

New Footnote: For purposes of this requirement, this statement adopts the guidance for effectiveness 
assessment after initial designation reflected in ASU 2017-12, including the concepts and restrictions for 
use of the short-cut method and the critical terms match method. 
 
42. An entity may subsequently qualitatively assess hedge effectiveness, on a hedge-by-hedge basis, 
if both the conditions in paragraphs 42.a. and 42.b. were initially met. When an entity performs subsequent 
qualitative assessments of hedge effectiveness, it shall verify and document whenever financial statements 
or earnings are reported and at least every three months that the facts and circumstances related to the 
hedging relationship have not changed such that it can assert qualitatively that the hedging relationship 
was and continues to be highly effective. An entity may perform a quantitative assessment in any reporting 
period to validate whether qualitative assessments remain appropriate. When facts and circumstances 
change such that an entity no longer can assert qualitatively that the hedging relationship continue to be 
highly effective, then the entity shall begin performing quantitative assessments. (815-20-35-2A, 2C and 
2D abbreviated) 

a. An entity performs an initial quantitative test of hedge effectiveness on a prospective basis 
(that is, it is not assuming that the hedging relationship is perfectly effective at hedge 
inception) and the results of that quantitative test demonstrate highly effective offset.  

b. At hedge inception, an entity can reasonably support an expectation of high effectiveness 
on a qualitative basis in subsequent periods.  

RELEVANT LITERATURE 

6059. This statement adopts the framework established by FAS 133, FASB Statement No. 137, 
Accounting for Derivative Instruments and Hedging Activities—Deferral of the Effective Date of FASB 
Statement No. 133, An amendment of FASB Statement No. 133 (FAS 137) and FASB Statement No. 138, 
Accounting for Certain Derivative Instruments and Certain Hedging Activities, An amendment of FASB 
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Statement No. 133 (FAS 138), for fair value and cash flow hedges, including its technical guidance to the 
extent such guidance is consistent with the statutory accounting approach to derivatives utilized in this 
statement. This statement adopts the provisions of FAS 133 and 138 related to foreign currency hedges. 
With the exception of guidance specific to foreign currency hedges and amendments specific to refining the 
hedging of interest rate risk (under FAS 138, the risk of changes in the benchmark interest rate would be a 
hedged risk), this statement rejects FAS No. 137 and 138 as well as the various related Emerging Issues 
Task Force interpretations. This statement adopts paragraphs 4 and 25 of FASB Statement No. 149: 
Amendment of Statement 133 on Derivative Instruments and Hedging Activities (FAS 149) regarding the 
definition of an underlying and guidance for assessing hedge effectiveness. All other paragraphs in FAS 
149 are rejected as not applicable for statutory accounting. This statement adopts FSP FAS 133-1 and FIN 
45-5: Disclosures about Credit Derivatives and Certain Guarantees, An Amendment of FASB Statement 
No. 133 and FASB Interpretation No.45 and Clarification of the Effective Date of FASB Statement No. 161 
(FSP FAS 133-1 and FIN 45-4) and requires disclosures by sellers of credit derivatives. This statement 
rejects FSP FIN 39-1, Amendments of FASB Interpretation No. 39, and ASU 2014-03, Derivatives and 
Hedging – Accounting for Certain Receive-Variable, Pay-Fixed Interest Rate Swaps – Simplified Hedge 
Accounting Approach. 

61. This statement adopts certain revisions to ASC 815-20 included in ASU 2017-12. This adoption is 
limited to specific provisions, and related transition guidance, pertaining to the documentation and 
assessment of hedge effectiveness and only includes: 1) provisions allowing more time to perform the initial 
quantitative hedge effectiveness assessment; 2) provisions allowing subsequent assessments of hedge 
effectiveness to be performed qualitatively if certain conditions are met; and 3) revisions regarding use of 
the critical terms and short-cut methods for assessing hedge effectiveness. The remaining provisions of 
ASU 2017-12 will be subsequently assessed for statutory accounting and shall not be considered adopted 
for statutory accounting until that assessment is complete.  

6260. This statement adopts with modification revisions to ASC 815 as reflected within ASU 2016-05, 
Effect of Derivative Contract Novations on Existing Hedge Accounting Relationships. This guidance is 
modified to require prospective application, as such it is only applicable to future counterparty changes in 
derivative instruments, and this guidance cannot be used to adjust derivative transactions previously 
terminated. This statement adopts revisions to ASC 815-20-25-15 as reflected within ASU 2010-08, 
Technical Corrections to Various Topics. This statement adopts revisions to ASC 815-10-50-4K as reflected 
within ASU 2010-11, Derivatives and Hedging (Topic 815), Scope Exception Related to Embedded Credit 
Derivatives, but rejects all other GAAP revisions from ASU 2010-11 and ASU 2014-16, Derivatives and 
Hedging, Determining Whether the Host Contract in a Hybrid Financial Instrument Issued in the Form of a 
Share is More Akin to Debt or to Equity and ASU 2016-06, Derivatives and Hedging, Contingent Put and 
Call Options in Debt Instruments. These GAAP revisions are rejected as embedded derivatives are not 
separated from the host contract and recognized as derivatives under SSAP No. 86. Revisions are also 
incorporated to SSAP No. 86 to require disclosures on embedded credit derivatives that expose the holder 
of a financial instrument to the possibility of being required to make future payments. This disclosure is a 
modification to the GAAP disclosures specific to statutory accounting as embedded credit derivatives are 
not separately recognized under statutory accounting. It should be noted that the conclusions reached in 
this statement are not intended to usurp the rules and regulations put forth by states in their respective 
investment laws. The contents of this statement are intended to provide accounting guidance on the use of 
derivatives as allowed by an insurer’s state of domicile. It is not intended to imply that insurers may use 
derivatives or cash instruments that the insurer’s state of domicile does not allow under the state’s 
insurance regulatory requirements, e.g., in replication transactions. 

6361. This statement adopts revisions to ASC 815-20 as reflected within ASU 2013-10, Derivatives and 
Hedging, Inclusion of the Fed Funds Effective Swap Rate (or Overnight Index Swap Rate) as a benchmark 
interest rate for Hedge Accounting Purposes. These revisions define a benchmark interest rate, clarify what 
can be used in the U.S. for a benchmark interest rate, and eliminate the prior restriction on using different 
benchmark rates for similar hedges. 
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Effective Date and Transition 

6765. This statement is effective for derivative transaction entered into or modified on or after 
January 1, 2003. A modification is any revision or change in contractual terms of the derivative. SSAP No. 
31 applies to derivative transaction prior to January 1, 2003. Alternatively, an insurer may choose to apply 
this statement to all derivatives to which the insurer is a party as of January 1, 2003. In either case, the 
insurer is to disclose the transition approach that is being used. Revisions adopted to paragraph 59 to reject 
FSP FIN 39-1 is effective January 1, 2013, for companies that have previously reported a position in the 
balance sheet that was net of counterparty agreements. (Companies that have previously reported 
derivative instruments and/or related collateral gross shall not be impacted by these revisions.) Revisions 
adopted in paragraph 15 clarify the reporting for amounts received/paid to adjust variation margin until the 
derivative contract has ended and are effective January 1, 2018, on a prospective basis, for reporting 
entities that have previously considered these amounts to reflect settlement or realized gains/losses. 
(Companies that have previously reported variation margin changes in line with the revisions shall not be 
impacted by these revisions.) Revisions to incorporate limited provisions from ASU 2017-12 pertaining to 
the documentation of hedge effectiveness (detailed in paragraph 61) are effective January 1, 2019, with 
early adoption permitted for year-end 2018. However, if the reporting entity is a U.S. GAAP filer, the 
reporting entity may only elect early adoption if the entity has also elected early adoption of ASU 2017-12 
for year-end 2018.  

SSAP NO. 86 - EXHIBIT B – ASSESSMENT OF HEDGING EFFECTIVENESS 

The following is based on paragraphs 62-70 of FAS 133 to offer additional guidance on assessing hedging 
effectiveness. The intent of such is to remain consistent with FAS 133U.S. GAAP with respect to assessing 
hedge effectiveness, including guidance in ASU 2017-12 that outlines when an entity may perform 
subsequent assessments of hedge effectiveness qualitatively. 

1. This statement requires that an entity define at the time it designates a hedging relationship the 
method it will use to assess the hedge’s effectiveness in achieving offsetting changes in fair value or 
offsetting cash flows attributable to the risk being hedged. It also requires that an entity use that defined 
method consistently throughout the hedge period to assess at inception of the hedge and on an ongoing 
basis whether it expects the hedging relationship to be highly effective in achieving offset. If the entity 
identifies an improved method and wants to apply that method prospectively, it must discontinue the existing 
hedging relationship and designate the relationship anew using the improved method. Although this 
statement suggests a method for assessing whether a hedge is expected to be highly effective or measuring 
hedge ineffectiveness, the appropriateness of a given method of assessing hedge effectiveness can 
depend on the nature of the risk being hedged and the type of hedging instrument used. Ordinarily, 
however, an entity should assess effectiveness for similar hedges in a similar manner; use of different 
methods for similar hedges should be justified. 

2. In defining how hedge effectiveness will be assessed, an entity must specify whether it will include 
in that assessment all of the gain or loss on a hedging instrument. As discussed in paragraph 33, this 
statement permits (but does not require) an entity to exclude all or a part of the hedging instrument’s time 
value from the assessment of hedge effectiveness, as follows:  

a. If the effectiveness of a hedge with an option contract is assessed based on changes in 
the option’s intrinsic value, the change in the time value of the contract would be excluded 
from the assessment of hedge effectiveness. 

b. If the effectiveness of a hedge with an option contract is assessed based on changes in 
the option’s minimum value, that is, its intrinsic value plus the effect of discounting, the 
change in the volatility value of the contract would be excluded from the assessment of 
hedge effectiveness. 

c. If the effectiveness of a hedge with a forward or futures contract is assessed based on 
changes in fair value attributable to changes in spot prices, the change in the fair value of 
the contract related to the changes in the difference between the spot price and the forward 
or futures price would be excluded from the assessment of hedge effectiveness. 
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In each circumstance above, changes in the excluded component would be included in unrealized gains or 
losses. As noted in paragraph 1 of this Exhibit, the effectiveness of similar hedges generally should be 
assessed similarly; that includes whether a component of the gain or loss on a derivative is excluded in 
assessing effectiveness. No other components of a gain or loss on the designated hedging instrument may 
be excluded from the assessment of hedge effectiveness. 

3. In assessing the effectiveness of a cash flow hedge, an entity generally will need to consider the 
time value of money if significant in the circumstances. Considering the effect of the time value of money is 
especially important if the hedging instrument involves periodic cash settlements. An example of a situation 
in which an entity likely would reflect the time value of money is a tailing strategy with futures contracts. 
When using a tailing strategy, an entity adjusts the size or contract amount of futures contracts used in a 
hedge so that earnings (or expense) from reinvestment (or funding) of daily settlement gains (or losses) on 
the futures do not distort the results of the hedge. To assess offset of expected cash flows when a tailing 
strategy has been used, an entity could reflect the time value of money, perhaps by comparing the present 
value of the hedged forecasted cash flow with the results of the hedging instrument. 

4. Whether a hedging relationship qualifies as highly effective sometimes will be easy to assess. If 
the critical terms of the hedging instrument and of the entire hedged itemasset or liability (as opposed to 
selected cash flows) or hedged forecasted transaction are the same, the entity could conclude that changes 
in fair value or cash flows attributable to the risk being hedged are expected to completely offset at inception 
and on an ongoing basis. For example, an entity may assume that a hedge of a forecasted purchase of a 
commodity with a forward contract will be highly perfectly effective if: 

a. The forward contract is for purchase of the same quantity of the same commodity at the 
same time and location as the hedged forecasted purchase. 

b. The fair value of the forward contract at inception is zero. 

c. Either the change in the discount or premium on the forward contract is excluded from the 
assessment of effectiveness and included directly in unrealized gains and losses pursuant 
to paragraph 22.B. or the change in expected cash flows on the forecasted transaction is 
based on the forward price for the commodity. 

5. In a cash flow hedge of a group of forecasted transactions, an entity may assume that the timing 
in which the hedged transactions are expected to occur and the maturity date of the hedging instrument 
match in accordance with paragraph if those forecasted transactions occur and the derivative matures 
within the same 31-day period or fiscal month. (815-20-25-84A) 

56. However, assessing hedge effectiveness can be more complex. For example, hedge effectiveness 
would be reduced by the following circumstances, among others: 

a. A difference between the basis of the hedging instrument and the hedged item or hedged 
transaction (such as a Deutsche mark-based hedging instrument and Dutch guilder-based 
hedged item), to the extent that those bases do not move in tandem 

b. Differences in critical terms of the hedging instrument and hedged item or hedged 
transaction, such as differences in notional amounts, maturities, quantity, location, or 
delivery dates. 

Hedge effectiveness also would be reduced if part of the change in the fair value of a derivative is 
attributable to a change in the counterparty’s creditworthiness. 

67. A hedge that meets the effectiveness test specified in paragraphs 19.b. and 20.b. (that is, both at 
inception and on an ongoing basis, the entity expects the hedge to be highly effective at achieving offsetting 
changes in fair values or cash flows) also must meet the other hedge accounting criteria to qualify for hedge 
accounting. If the hedge initially qualifies for hedge accounting, the entity would continue to assess whether 
the hedge meets the effectiveness test. If the hedge fails the effectiveness test at any time (that is, if the 
entity does not expect the hedge to be highly effective at achieving offsetting changes in fair values or cash 
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flows), the hedge ceases to qualify for hedge accounting. The discussions of measuring hedge 
effectiveness in the examples in the remainder of this Exhibit assume that the hedge satisfied all of the 
criteria for hedge accounting at inception. 

Exhibit 2 – Revisions adopted to SSAP No. 86 on August 10, 2021 (Agenda Item 2021-20) 

Derivatives Used in Hedging Transactions 

22. Derivative instruments used in hedging transactions that meet the criteria of a highly effective 
hedge shall be considered an effective hedge and are permitted to be valued and reported in a manner that 
is consistent with the hedged asset or liability (referred to as hedge accounting). For instance, assume an 
entity has a financial instrument on which it is currently receiving income at a variable rate but wishes to 
receive income at a fixed rate and thus enters into a swap agreement to exchange the cash flows. If the 
transaction qualifies as an effective hedge and a financial instrument on a statutory basis is valued and 
reported at amortized cost, then the swap would also be valued and reported at amortized cost. Derivative 
instruments used in hedging transactions that do not meet or no longer meet the criteria of an effective 
hedge, or that meet the required criteria but the entity has chosen not to apply hedge accounting, shall be 
accounted for at fair value and the changes in the fair value shall be recorded as unrealized gains or 
unrealized losses (referred to as fair value accounting)1. 

23. Entities shall not bifurcate the effectiveness of derivatives. A derivative instrument is either 
classified as an effective hedge or an ineffective hedge. Entities must account for the derivative using fair 
value accounting if it is deemed to be ineffective or becomes ineffective. Derivative instruments classified 
as effective with excluded components in determining hedge effectiveness pursuant to Exhibit A, paragraph 
8, shall account for the derivative and excluded components pursuant to the guidance in paragraph 40. 
Entities may redesignate a derivative in a hedging relationship even though the derivative was used in a 
previous hedging relationship that proved to be ineffective. A change in the counterparty to a derivative 
instrument that has been designated as the hedging instrument in an existing hedging relationship would 
not, in and of itself, be considered a termination of the derivative instrument. An entity shall prospectively 
discontinue hedge accounting for an existing hedge if any one of the following occurs: 

a. Any criterion in paragraphs 26-38 is no longer met; 

b. The derivative expires or is sold, terminated, or exercised (the effect is recorded as realized 
gains or losses or, for effective hedges of firm commitments or forecasted transactions, in 
a manner that is consistent with the hedged transaction – see paragraph 24); 

c. The entity removes the designation of the hedge; or 

d. The derivative is deemed to be impaired in accordance with paragraph 18. A permanent 
decline in a counterparty’s credit quality/rating is one example of impairment required by 
paragraph 18, for derivatives used in hedging transactions. 

Hedge Effectiveness 

39. The measurement of hedge effectiveness for a particular hedging relationship shall be consistent 
with the entity’s risk management strategy and the method of assessing hedge effectiveness that was 
documented at the inception of the hedging relationship, as discussed in paragraph 41. 

40. The gain or loss on a derivative designated as a hedge and assessed to be effective is reported 
consistently with the hedged item. (Therefore, if the hedged item is reported at amortized cost, and the 
hedging instrument is consistent with that measurement method, fluctuations in fair value would not be 
recognized as unrealized gains or losses for either the hedging item or hedging instrument.) If an entity’s 
defined risk management strategy for a particular hedging relationship excludes a specific component of 
the gain or loss, or related cash flows, on the hedging derivative from the assessment of hedge 
effectiveness (as discussed in Exhibit BA, paragraph 8), specific accounting treatment shall be followed for 

 
1 Pursuant to paragraph 19, the gross reported value of a derivative and the determination of unrealized gains or losses shall exclude 
the impact of financing premiums. Premiums payable or receivable from the acquisition or writing of a derivative shall not be reflected 
in the gross reporting of derivatives or in determining the fair value change in a derivative.  
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the that excluded component: of the gain or loss shall be recognized as an unrealized gain or loss. For 
example, if the effectiveness of a hedge with an option contract is assessed based on changes in the 
option’s intrinsic value, the changes in the option’s time value would be recognized in unrealized gains or 
losses. Time value is equal to the fair value of the option less its intrinsic value. 

a. If the excluded component pertains to the difference between a foreign currency spot price 
and the forward or future price (e.g., a forward spot rate), then this premium/discount shall 
be amortized into income over the life of the contract or hedged program. (This guidance 
addresses the excluded component in Exhibit A, paragraph 8.d.) 

b. If the excluded component pertains to a foreign currency swap cross-currency basis 
spread, the impact of fair value changes shall be reflected as a component of the foreign 
currency swap’s periodic interest accrual. (This guidance addresses the excluded 
component in Exhibit A, paragraph 8.e.)  

c. For all other excluded components, the excluded component shall be measured and 
reported at fair value, with changes in fair value recognized as unrealized gains or losses. 
(This guidance shall be applied to excluded components detailed in Exhibit A, paragraphs 
8.a.-8.c. 

41. Hedging instruments with excluded components shall be identified in the financial statement 
investment schedule (Schedule DB) and shall be disclosed pursuant to paragraph 41.g. 

Proposed New Disclosure Paragraph (This is proposed as a new paragraph 41.g. with reordering of 
subsequent paragraphs.) 

g. For hedging instruments with excluded components for determining hedge effectiveness: 

i. In the investment schedule, identify hedging instruments with excluded 
components, and report the current fair value of the excluded component, the fair 
value of the excluded component that is reflected in the reported BACV for the 
hedging instrument (this item would not be applicable for foreign-currency forwards 
and currency swaps where the forward points or cross-currency basis, 
respectively, are the excluded component), and the change in fair value reported 
as an unrealized gains/loss. (Note – These items will be proposed in electronic 
columns to Schedule DB.) 

ii. In the notes to the financial statements, provide information on the aggregate 
excluded components by category: Time Value, Intrinsic Value, Forward Points  
and Cross Currency Basis Spread. The aggregate amounts reported should 
include the following (as applicable): current fair value, recognized unrealized 
gain/loss, the fair value reflected in BACV, and for the excluded forward points 
(e.g., forward spot rates), the aggregate amount owed at maturity, along with 
current year and remaining amortization. (Note – These items will be captured in 
a blanks proposal/template.) 

Relevant Literature 

64. This statement adopts the framework established by FAS 133, FASB Statement No. 137, 
Accounting for Derivative Instruments and Hedging Activities—Deferral of the Effective Date of FASB 
Statement No. 133, An amendment of FASB Statement No. 133 (FAS 137) and FASB Statement No. 138, 
Accounting for Certain Derivative Instruments and Certain Hedging Activities, An amendment of FASB 
Statement No. 133 (FAS 138), for fair value and cash flow hedges, including its technical guidance to the 
extent such guidance is consistent with the statutory accounting approach to derivatives utilized in this 
statement. This statement adopts the provisions of FAS 133 and 138 related to foreign currency hedges. 
With the exception of guidance specific to foreign currency hedges and amendments specific to refining the 
hedging of interest rate risk (under FAS 138, the risk of changes in the benchmark interest rate would be a 
hedged risk), this statement rejects FAS No. 137 and 138 as well as the various related Emerging Issues 
Task Force interpretations. This statement adopts paragraphs 4 and 25 of FASB Statement No. 149: 
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Amendment of Statement 133 on Derivative Instruments and Hedging Activities (FAS 149) regarding the 
definition of an underlying and guidance for assessing hedge effectiveness. (The adoption from FAS 149 
on the assessment of hedge effectiveness is impacted by the adoption with modification of guidance from 
ASU 2017-12 as detailed in paragraph 65.b., with the guidance from ASU 2017-12 superseding the prior 
adoption to the extent applicable.) All other paragraphs in FAS 149 are rejected as not applicable for 
statutory accounting. This statement adopts FSP FAS 133-1 and FIN 45-5: Disclosures about Credit 
Derivatives and Certain Guarantees, An Amendment of FASB Statement No. 133 and FASB Interpretation 
No.45 and Clarification of the Effective Date of FASB Statement No. 161 (FSP FAS 133-1 and FIN 45-4) 
and requires disclosures by sellers of credit derivatives. This statement rejects FSP FIN 39-1, Amendments 
of FASB Interpretation No. 39, and ASU 2014-03, Derivatives and Hedging – Accounting for Certain 
Receive-Variable, Pay-Fixed Interest Rate Swaps – Simplified Hedge Accounting Approach. 

65. This statement adopts, with modification, certain revisions to ASC 815-20 included in ASU 2017-
12. Remaining provisions of ASU 2017-12 will be subsequently assessed for statutory accounting and shall 
not be considered adopted for statutory accounting until that assessment is complete.  

a. Revisions effective January 1, 2019, with early adoption permitted, This adoption isare 
limited to specific provisions, and related transition guidance, pertaining to the 
documentation and assessment of hedge effectiveness and only includes: 1) provisions 
allowing more time to perform the initial quantitative hedge effectiveness assessment; 2) 
provisions allowing subsequent assessments of hedge effectiveness to be performed 
qualitatively if certain conditions are met; and 3) revisions regarding use of the critical terms 
and short-cut methods for assessing hedge effectiveness.  

b. Revisions effective January 1, 2023, with early adoption permitted, are limited to the criteria 
for initial and subsequent hedge effectiveness detailed in the FASB Accounting Standards 
Codification (ASC) paragraphs 815-20-25-72 through 815-20-35-20, as modified through 
the issuance of ASU 2017-12. This adoption reflects statutory modifications to specify that 
the accounting and reporting of hedging instruments, including excluded components of 
the instruments, shall follow statutory specific guidance detailed in the statement. The 
intent of this guidance is to clarify that the determination of whether a hedging instrument 
qualifies as an effective hedge shall converge with U.S. GAAP, but that the measurement 
method shall continue to follow statutory specific provisions. The adoption of the referenced 
ASC paragraphs only extends to revisions incorporated through ASU 2017-12; therefore, 
any subsequent U.S. GAAP edits would require statutory accounting consideration before 
considered adopted.  
The remaining provisions of ASU 2017-12 will be subsequently assessed for statutory 
accounting and shall not be considered adopted for statutory accounting until that 
assessment is complete. 

Effective Date and Transition 

74.73 This statement is effective for derivative transaction entered into or modified on or after 
January 1, 2003. A modification is any revision or change in contractual terms of the derivative. SSAP No. 
31 applies to derivative transaction prior to January 1, 2003. Alternatively, an insurer may choose to apply 
this statement to all derivatives to which the insurer is a party as of January 1, 2003. In either case, the 
insurer is to disclose the transition approach that is being used.  

a. Revisions adopted to paragraph 64 to reject FSP FIN 39-1 is effective January 1, 2013, for 
companies that have previously reported a position in the balance sheet that was net of 
counterparty agreements. (Companies that have previously reported derivative 
instruments and/or related collateral gross shall not be impacted by these revisions.)  

b. Revisions adopted in paragraph 16 clarify the reporting for amounts received/paid to adjust 
variation margin until the derivative contract has ended and are effective January 1, 2018, 
on a prospective basis, for reporting entities that have previously considered these 
amounts to reflect settlement or realized gains/losses. (Companies that have previously 
reported variation margin changes in line with the revisions shall not be impacted by these 
revisions.)  
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c. Revisions to incorporate limited provisions from ASU 2017-12 pertaining to the 
documentation of hedge effectiveness (detailed in paragraph 65) are effective January 1, 
2019, with early adoption permitted for year-end 2018. However, if the reporting entity is a 
U.S. GAAP filer, the reporting entity may only elect early adoption if the entity has also 
elected early adoption of ASU 2017-12 for year-end 2018.  

d. Revisions adopted April 2019 to explicitly include structured notes in scope of this 
statement are effective December 31, 2019. Revisions adopted July 2020 to define 
“derivative premium,” require gross reporting of derivatives without the impact of financing 
premiums and require separate recognition of premiums payable and premiums 
receivable, are effective January 1, 2021. 

e. Revisions adopted August 2022 that adopt with modification the criteria for initial and 
subsequent hedge effectiveness detailed in the FASB ASC paragraphs 815-20-25-72 
through 815-20-35-20, as modified through the issuance of ASU 2017-12 and that 
incorporate statutory accounting revisions for the accounting and reporting of excluded 
components are effective January 1, 2023, with early adoption permitted. These revisions 
shall be applied prospectively for all new and existing hedges. Entities shall detail the 
adoption of this guidance as a change in accounting principle pursuant to SSAP No. 3—
Accounting Changes and Corrections of Errors. 

With the adoption of the new Exhibit A as detailed in the subsequent section, Exhibit C will be renamed 
Exhibit B. Due to the details of Exhibit A (including the FASB ASC paragraphs not duplicated in the SSAP), 
the following Exhibit B section is included before the new Exhibit A in this issue paper for ease of 
readability.  

EXHIBIT C B – SPECIFIC HEDGE ACCOUNTING PROCEDURES FOR DERIVATIVES 

Specific hedge accounting procedures for derivative instruments are outlined below. 

1. Call and Put Options, Warrants, Caps, and Floors: 

a. Accounting at Date of Acquisition (purchase) or Issuance (written): The premium paid or 
received for purchasing or writing a call option, put option, warrant, cap or floor shall either 
be (i) recorded as an asset (purchase) or liability (written) on the Derivative line on the 
Assets (or) Liabilities pages or (ii) combined with the hedged item(s) individually or in the 
aggregate; 

b. Statement Value: 

i. Open derivatives hedging items recorded at amortized cost: 

(a) Options, warrants, caps, and floors purchased or written shall be valued 
at amortized cost in a manner consistent with the hedged item. 
(Components of a hedging instrument excluded from the determination of 
hedge effectiveness shall be recognized at fair value, with changes in fair 
value recognized as unrealized gains/losses throughout the duration of the 
hedging instrument. These components are not captured within the 
guidance for effective hedges detailed within this section.); 

(b) The amortization period and methods used shall result in a constant 
effective yield over the life of the hedged item or program. (For floating 
rate hedged items, the estimated effective yield shall be based on the 
current rate so the changes in yields attributable to changes in interest 
rates will be recognized in the period of change). Specific treatment 
includes: 
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(1) Holdings in derivatives purchased or written within a year of 
maturity or expiry need not be amortized; 

(2) For hedges of forecasted transactions or firm commitments, the 
derivative may be recorded at cost until the hedged transaction 
occurs or it is determined that the hedge was not effective (see (d) 
in this section 1.b.i.); 

(3) For other derivatives, the amortization period is usually from date 
of acquisition (issuance) of the derivative to maturity of the hedged 
item or program. 

(c) For hedges where the cost of the derivative is combined with the hedged 
item, the statement value is zero. The fair value of the derivative and 
hedged item shall be determined and reported separately, either 
individually or in the aggregate; 

(d) For hedges of forecasted transactions or firm commitments, the derivative 
shall be recorded at cost until (1) the hedged transaction occurs or (2) it is 
determined that the hedge was not effective (when the derivative is valued 
in accordance with (e) in this section); 

(e) If during the life of the derivative it or a designated portion of the derivative 
is no longer effective as a hedge, valuation at amortized cost ceases and 
the derivative or the designated portion of the derivative shall be valued at 
its current fair value with gains and losses recognized in unrealized gains 
or unrealized losses to the extent it ceased to be an effective hedge.  

d. Gain/Loss on Termination of an option, warrant, cap or floor accounted for under hedge 
accounting (includes closing, exercise, maturity, and expiry): 

i. Exercise of an Option: The remaining book value of the derivative shall become 
an adjustment to the cost or proceeds of the hedged item(s) received or disposed 
of individually or in aggregate; 

ii. Sale, maturity, expiry, or other closing transaction of a derivative which is an 
effective hedge—Any gain or loss on the transaction, except for excluded 
components, will adjust the basis (or proceeds) of the hedged item(s) individually 
or in aggregate. Alternatively, if the item being hedged is subject to IMR, the gain 
or loss on the terminated hedging derivative may be realized and shall be subject 
to IMR upon termination. For hedging instruments with excluded components in 
determining hedge effectiveness, the unrealized gain/loss from the change in fair 
value of the excluded component shall be realized upon the closing transaction. 
This gain/loss shall not be used to adjust the basis or proceeds of the hedged 
item.; 

iii. Gain/loss on termination of derivatives will be recognized currently in net income 
(realized gain/loss) to the extent they ceased to be effective hedges. 

iv. Upon the redesignation of a derivative from a currently effective hedging 
relationship: 

(a) with an item(s) carried at amortized cost to another effective hedging 
relationship with an item(s) carried at amortized cost, the derivative shall 
continue to be recorded at amortized cost and no gain or loss on the 
derivative shall be recognized. 
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(b) with an item(s) carried at amortized cost or fair value to an effective 
relationship with an item(s) carried at fair value, the accounting for the 
derivative shall be consistent with (ii) above. 

(c) with an item(s) carried at fair value to an effective relationship with an 
item(s) carried at amortized cost, the accounting for the derivative shall be 
consistent with (ii) above.  

2. Swaps, Collars, and Forwards (see also discussion in Introduction above): 

a. Accounting at Date of Opening Position: 

i. Any premium paid or received at date of opening shall either be (a) recorded on 
the Derivative line on the Assets (or) Liabilities pages or (b) combined with the 
hedged item(s), individually or in the aggregate; 

b. Statement Value: 

i. Open derivatives hedging items recorded at amortized cost: 

(a) Swaps, collars, and forwards shall be valued at amortized cost in a manner 
consistent with hedged item. (Components of a hedging instrument 
excluded from the determination of hedge effectiveness not addressed in 
2.b.iii. shall be recognized at fair value, with changes in fair value of the 
excluded component recognized as unrealized gains/losses throughout 
the duration of the hedging instrument. These components are not 
captured within the guidance for effective hedges detailed within this 
section.); 

(b) The amortization period and methods used shall result in a constant 
effective yield over the life of the hedged item or program. (For floating 
rate hedged items the estimated effective yield shall be based on the 
current rate so the changes in yields attributable to changes in interest 
rates will be recognized in the period of change.) Specific treatment 
includes: 

(1) Holdings in derivatives purchased or written within a year of 
maturity or expiry need not be amortized; 

(2) For hedges of forecasted transactions or firm commitments, the 
derivative shall be recorded at cost until (a) the hedged 
transaction occurs or (b) it is determined that the hedge was not 
effective (see (5) in this section 2.b.i.); 

(3) For other derivatives the amortization period is usually from date 
of acquisition (issuance) of the derivative to maturity of the hedged 
item or program; 

(4) For hedges where the cost of the derivative is combined with the 
hedged item, the statement value is zero. The fair value of the 
derivative and hedged item shall be determined and reported 
separately, either individually or in the aggregate; 

(5) If during the life of the derivative it or a designated portion of the 
derivative is no longer effective as a hedge, valuation at amortized 
cost ceases and the derivative or a designated portion of the 
derivative shall be valued at its current fair value with gains and 
losses recorded in unrealized gains or unrealized losses to the 
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extent that it ceased to be an effective hedge. Upon redesignation 
into an effective hedging relationship, the derivative’s mark to fair 
value through unrealized gain or loss shall be reversed. 

ii. Open derivatives hedging items recorded at fair value (where gains and losses on 
the hedged item are recognized as adjustments to unassigned funds (surplus): 

(a) Swaps, collars, or forwards shall be valued at current fair value with 
changes in fair value recognized currently consistent with the hedged item; 
this will result in unrealized gain/loss treatment with adjustment to 
unassigned funds (surplus); 

(b) For hedges where the derivative is combined with the hedged item, the 
fair value of the derivative and hedge item shall be determined and 
reported separately, either individually or in the aggregate. The cost (book 
value) basis used to figure gain/loss on the derivative is zero. 

iii. Open foreign currency swap and forward contracts hedging foreign currency 
exposure on items denominated in a foreign currency and translated into U.S. 
dollars where fair value accounting is not being used: 

(a) The foreign exchange premium (discount) on the currency contract shall 
be amortized into income over the life of the contract or hedge program. 
The foreign exchange premium (discount) is defined as the foreign 
currency (notional) amount to be received (paid) times the net of the 
forward rate minus the spot rate at the time the contract was opened. For 
forward contracts, an excluded component representing a foreign 
exchange premium (discount) (forward points) on the currency contract 
shall be amortized into income over the life of the contract or hedge 
program. Amortization is not required if the contract was entered into 
within a year of maturity. For foreign currency swaps, an excluded 
component representing a cross-currency basis spread, is recognized into 
income through the foreign currency swap’s periodic interest accruals.  

Amortization is not required if the contract was entered into within a year 
of maturity; 

(b) A foreign currency translation adjustment shall be reflected as an 
unrealized gain/loss (unassigned funds (surplus) adjustment) using the 
same procedures as done to translate the hedged item; 

(c) The unrealized gain/loss for the period equals the foreign currency 
(notional) amount to be received (paid) times the net of the current spot 
rate minus the prior period end spot rate; 

(d) The statement value of the derivative equals the amortized cost plus: 

1. For forward contracts, the amortized (premium) discount plus the 
cumulative unrealized gain/(loss) on the contract.  

2. For foreign currency swaps, Tthe cumulative unrealized 
gain/(loss) on the contract. The cross-currency basis spread is 
recorded through the Investment Income Due and Accrued or 
Other Liabilities, as a component of the foreign currency swap’s 
periodic interest accrual.  

The cumulative unrealized gain/loss equals the foreign currency (notional) 
amount to be received (paid) times the net of the current spot rate minus 
the spot rate at the time the contract was opened; 
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(e) Recognition of unrealized gains/losses and amortization of foreign 
exchange premium/discount on derivatives hedging forecasted 
transactions or firm commitments shall be deferred until the hedged 
transaction occurs. These deferred gains/losses will adjust the basis or 
proceeds of the hedged transaction when it occurs; 

(f) For hedges where the cost of the foreign currency contract is combined 
with the hedged item, the statement value on Schedule DB is zero. The 
fair value of the derivative and hedged item shall be determined and 
reported separately, either individually or in the aggregate; 

(g) If during the life of the currency contract it or a designated portion of the 
currency contract is not effective as a hedge, The derivative shall be 
recorded at fair value and valuation at amortized cost shall cease. To the 
extent it ceased to be an effective hedge, a cumulative unrealized 
gain/loss (surplus adjustment) will shall be recognized equal to the 
difference between the carrying value of the derivative on the balance 
sheet and the fair value of the derivative if either of the following occur:  

1. During the life of the currency contract it or a designated portion 
of the currency contract is not effective as a hedge.  

2. The entity decides to terminate the derivative in advance of 
scheduled maturity.  

notional amount or designated notional amount times the difference 
between the forward rate available for the remaining maturity of the 
contract (i.e., the forward rate as of the balance sheet date) and the 
forward rate at the time it ceased to be an effective hedge. 

iv. Open derivatives hedging items recorded at fair value, where gains and losses on 
the hedged item are recognized currently in earnings: swaps, collars and forwards 
shall be valued at current fair value with changes in fair value recognized currently 
in earnings together with the gains and losses on the hedged item. 

(a) If during the life of the derivative it or a designated portion of the derivative 
is no longer effective as a hedge, recognition of changes in fair value 
through earnings ceases. The derivative shall continue to be valued at its 
current fair value, but thereafter gains or losses shall be recognized in 
unrealized gains or unrealized losses to the extent it ceased to be an 
effective hedge.  

c. Cash Flows and Income: 

i. Where the cost of the derivative is not combined with the hedged item: 

(a) Amortization of premium paid or received on derivatives is an adjustment 
to net investment income or another appropriate caption within operating 
income consistent with the reporting of the hedged item; 

(b) Periodic cash flows and accruals of income/expense are to be reported in 
a manner consistent with the hedged item, usually as net investment 
income or another appropriate caption within operating income. 

ii. Where the cost of the derivative is combined with the hedged item, the cash flows 
and income of the derivative on Schedule DB is zero. All related amortization and 
cash flow accounting shall be reported with the hedged item instead of with the 
derivative. 
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d. Gain/Loss on Termination of a swap, collar or forward accounted for under hedge 
accounting (includes closing, exercise, maturity, and expiry): 

i. Exercise—The remaining book value of the derivative shall become an adjustment 
to the cost or proceeds of the hedged item(s) received or disposed of individually 
or in aggregate; 

ii. Sale, maturity, expiry, or other closing transaction of a derivative which is an 
effective hedge—Any gain or loss on the transaction, except for excluded 
components, will adjust the basis (or proceeds) of the hedged item(s) individually 
or in aggregate. Alternatively, if the item being hedged is subject to IMR, the gain 
or loss on the terminated hedging derivative may be realized and shall be subject 
to IMR upon termination.;  

iii. Gain/loss on termination of derivatives will be recognized currently in net income 
(realized gain/loss) to the extent they ceased to be effective hedges. 

iv.  Upon the redesignation of a derivative from a currently effective hedging 
relationship- 

(a) with an item(s) carried at amortized cost to another effective hedging 
relationship with an item(s) carried at amortized cost, the derivative shall 
continue to be recorded at amortized cost and no gain or loss on the 
derivative shall be recognized. 

(b) with an item(s) carried at amortized cost or fair value to an effective 
relationship with an item(s) carried at fair value, the accounting for the 
derivative shall be consistent with (ii) above. 

(c) with an item(s) carried at fair value to an effective relationship with an 
item(s) carried at amortized cost, the accounting for the derivative shall be 
consistent with (ii) above.  

The following new Exhibit A replaces both Exhibit A and Exhibit B within the existing SSAP No. 86. This 
is new guidance within SSAP No. 86, and the tracked changes shown in the section below reflect the 
modifications from U.S. GAAP. References to the FASB ASC are included in this issue paper for historical 
reference and will not be duplicated within the SSAP. 

EXHIBIT A – DISCUSSION OF HEDGE EFFECTIVENESS 

The guidance within this exhibit reflects the adoption, with modification, of FASB Accounting Standards 
Codification (ASC) 815-20-25-72 through 815-20-35-20, as revised through the issuance of ASU 2017-12: 
Derivatives and Hedging: Targeted Improvements to Accounting for Hedging Activities (ASU 2017-12) 
(issued on August 28, 2017). This adoption captures the U.S. GAAP guidance for the assessment and 
determination of hedge effectiveness, with modification to require the accounting and reporting of hedging 
instruments, including excluded components of hedging instruments to follow specific statutory accounting 
guidance in SSAP No. 86. The intent of this guidance is to clarify that the determination of whether a 
hedging instrument and derivative transaction qualifies as an effective hedge shall converge with U.S. 
GAAP, but that the measurement and reporting of effective hedge transactions shall follow statutory 
specific provisions. The adoption only extends to revisions incorporated to the FASB ASC through ASU 
2017-12, therefore any subsequent U.S. GAAP edits to the ASC would require statutory accounting 
adoption before application. The guidance within this Exhibit reflects excerpts from the U.S. GAAP ASC, 
but do not reflect the full U.S. GAAP guidance referenced in the adopted language. The exclusion of cited 
guidance is to manage the extent of detail included within SSAP No. 86. Excerpts not duplicated within 
from the cited U.S. GAAP guidance are considered adopted unless subject to the specific accounting and 
reporting statutory exclusion. This Exhibit intends to supplement the guidance in SSAP No. 86 on hedge 
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effectiveness. In any event in which this Exhibit could be interpreted as conflicting with the SSAP No. 86 
guidance, the guidance in the body of SSAP No. 86 shall be followed.  
 
Hedge Effectiveness Criteria Applicable to Both Fair Value Hedges and Cash Flow Hedges  
 
1. This guidance addresses hedge effectiveness criteria applicable to both fair value hedges and cash 
flow hedges. (815-20-25-74) 
 
2. To qualify for hedge accounting, the hedging relationship, both at inception of the hedge and on an 
ongoing basis, shall be expected to be highly effective in achieving either of the following: (815-20-25-75) 

 
a. Offsetting changes in fair value attributable to the hedged risk during the period that the 

hedge is designated (if a fair value hedge) 
 
b. Offsetting cash flows attributable to the hedged risk during the term of the hedge (if a cash 

flow hedge), unless the hedging instrument is used to modify the contractually specified 
interest receipts or payments associated with a recognized financial asset liability from one 
variable rate to another variable rate. except as indicated in paragraph 815-20-25-50  

 
3. If the hedging instrument (such as an at-the-money option contract) provides only one-sided offset 
of the hedged risk, either of the following conditions shall be met: (815-20-25-76) 
 

a. The increases (or decreases) in the fair value of the hedging instrument are expected to be 
highly effective in offsetting the decreases (or increases) in the fair value of the hedged 
item (if a fair value hedge). 

 
b. The cash inflows (outflows) from the hedging instrument are expected to be highly 

effective in offsetting the corresponding change in the cash outflows or inflows of the 
hedged transaction (if a cash flow hedge). 

 
4. There would be a mismatch between the change in fair value or cash flows of the hedging 
instrument and the change in fair value or cash flows of the hedged item or hedged transaction in any of the 
following circumstances, among others: (815-20-25-77) 
 

a. A difference between the basis of the hedging instrument and the hedged item or hedged 
transaction, to the extent that those bases do not move in tandem 

 
b. Differences in critical terms of the hedging instrument and hedged item or hedged 

transaction, such as differences in any of the following: 
 

i. Notional amounts 

ii. Maturities 

iii. Quantity 

iv. Location (not applicable for hedging relationships in which the variability in cash 
flows attributable to changes in a contractually specified component is designated 
as the hedged risk) 

v. Delivery Dates 
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5. An entity shall consider hedge effectiveness in two different ways—in prospective considerations 
and in retrospective evaluations: (815-20-25-79) 

 
a. Prospective considerations. The entity's expectation that the relationship will be highly 

effective over future periods in achieving offsetting changes in fair value or cash flows, 
which is forward looking, must be assessed on a quantitative basis at hedge inception unless 
one of the exceptions detailed in ASU 2017-12, paragraph 815-20-25-3(b)(2)(iv)(01)2 is 
met. Prospective assessments shall be subsequently performed whenever financial 
statements or earnings are reported and at least every three months. The entity shall elect 
at hedge inception in accordance with paragraph 815-20-25-3(b)(2)(iv)(03) whether to 
perform subsequent retrospective and prospective hedge effectiveness assessments on a 
quantitative or qualitative basis. See paragraphs 815-20-35-2A through 35-2F for 
additional guidance on qualitative assessments of hedge effectiveness. A quantitative 
assessment can be based on regression or other statistical analysis of past changes in fair 
values or cash flows as well as on other relevant information. The quantitative prospective 
assessment of hedge effectiveness shall consider all reasonably possible changes in fair 
value (if a fair value hedge) or in fair value or cash flows (if a cash flow hedge) of the 
derivative instrument and the hedged items for the period used to assess whether the 
requirement for expectation of highly effective offset is satisfied. The quantitative 
prospective assessment may not be limited only to the likely or expected changes in fair 
value (if a fair value hedge) or in fair value or cash flows (if a cash flow hedge) of the 
derivative instrument or the hedged items. Generally, the process of formulating an 
expectation regarding the effectiveness of a proposed hedging relationship involves a 
probability-weighted analysis of the possible changes in fair value (if a fair value hedge) 
or in fair value or cash flows (if a cash flow hedge) of the derivative instrument and the 
hedged items for the hedge period. Therefore, a probable future change in fair value will 
be more heavily weighted than a reasonably possible future change. That calculation 
technique is consistent with the definition of the term expected cash flow in FASB 
Concepts Statement No. 7, Using Cash Flow Information and Present Value in Accounting 
Measurements.  

 
b. Retrospective evaluations. An assessment of effectiveness may be performed on a 

quantitative or qualitative basis on the basis of the entity’s election at hedge inception in 
accordance with paragraph 815-20-25-3(b)(2)(iv)(03). That assessment shall be performed 
whenever financial statements or earnings are reported, and at least every three months. 
See paragraphs 815-20-35-2 through 35-4 for further guidance. At inception of the hedge, 
an entity electing a dollar-offset approach to perform retrospective evaluations on a 
quantitative basis may choose either a period-by-period approach or a cumulative approach 
in designating how effectiveness of a fair value hedge or of a cash flow hedge will be 
assessed retrospectively under that approach, depending on the nature of the hedge initially 
documented in accordance with paragraph 815-20-25-3. For example, an entity may decide 
that the cumulative approach is generally preferred, yet may wish to use the period-by-
period approach in certain circumstances. See paragraphs 815-20-35-5 through 35-6 for 
further guidance. 

 
(ASC paragraph 815-20-25-79A not included in Exhibit A.)  
 
6. All assessments of effectiveness shall be consistent with the originally documented risk 
management strategy for that particular hedging relationship. An entity shall use the quantitative 
effectiveness assessment method defined at hedge inception consistently for the periods that the entity either 
elects or is required to assess hedge effectiveness on a quantitative basis. (815-20-25-80) 

 
2 Reference to this ASU 2017-12 guidance is consistent with the guidance in SSAP No. 86, paragraph 42, footnote 5. 
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7. This Subtopic guidance does not specify a single method for assessing whether a hedge is expected 
to be highly effective. The method of assessing effectiveness shall be reasonable. The appropriateness of a 
given method of assessing hedge effectiveness depends on the nature of the risk being hedged and the type 
of hedging instrument used. Ordinarily, an entity shall assess effectiveness for similar hedges in a similar 
manner, including whether a component of the gain or loss on a derivative instrument is excluded in 
assessing effectiveness for similar hedges. Use of different methods for similar hedges shall be justified. 
The mechanics of isolating the change in time value of an option discussed beginning in paragraph 13 815-
20-25-98 also shall be applied consistently. (815-20-25-81) 

 
8. In defining how hedge effectiveness will be assessed, an entity shall specify whether it will include 
in that assessment all of the gain or loss on a hedging instrument. An entity may exclude all or a part of the 
hedging instrument’s time value from the assessment of hedge effectiveness, as follows: (815-20-25-82) 

 
a. If the effectiveness of a hedge with an option is assessed based on changes in the option’s 

intrinsic value, the change in the time value of the option would be excluded from the 
assessment of hedge effectiveness. 

 
b. If the effectiveness of a hedge with an option is assessed based on changes in the option’s 

minimum value, that is, its intrinsic value plus the effect of discounting, the change in the 
volatility value of the contract shall be excluded from the assessment of hedge 
effectiveness. 

 
c. An entity may exclude any of the following components of the change in an option’s time 

value from the assessment of hedge effectiveness: 
 

i. The portion of the change in time value attributable to the passage of time (theta) 

ii. The portion of the change in time value attributable to changes due to volatility 
(vega) 

iii. The portion of the change in time value attributable to changes due to interest rates 
(rho). 

d. If the effectiveness of a hedge with a forward contract or futures contract is assessed based 
on changes in fair value attributable to changes in spot prices, the change in the fair value 
of the contract related to the changes in the difference between the spot price and the 
forward or futures price shall be excluded from the assessment of hedge effectiveness. 

 
e. An entity may exclude the portion of the change in fair value of a currency swap 

attributable to a cross-currency basis spread. 
 
9. No other components of a gain or loss on the designated hedging instrument shall be excluded from 
the assessment of hedge effectiveness nor shall an entity exclude any aspect of a change in an option's value 
from the assessment of hedge effectiveness that is not one of the permissible components of the change in 
an option's time value. For example, an entity shall not exclude from the assessment of hedge effectiveness 
the portion of the change in time value attributable to changes in other market variables (that is, other than 
rho and vega). (815-20-25-83) 
 
Note – The following ASC Paragraphs 815-20-25-83A and 83B are not adopted within SSAP No. 86 as 
they address measurement and recognition. Measurement and recognition guidance shall follow the 
provisions detailed in SSAP No. 86. 
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For fair value and cash flow hedges, the initial value of the component excluded from the 
assessment of effectiveness shall be recognized in earnings using a systematic and rational method 
over the life of the hedging instrument. Any difference between the change in fair value of the 
excluded component and amounts recognized in earnings under that systematic and rational method 
shall be recognized in other comprehensive income. Example 31 beginning in paragraph 815-20-
55-235 illustrates this approach for a cash flow hedge in which the hedging instrument is an option 
and the entire time value is excluded from the assessment of effectiveness. (815-20-25-83A) 

 
For fair value and cash flow hedges, an entity alternatively may elect to record changes in the fair 
value of the excluded component currently in earnings. This election shall be applied consistently 
to similar hedges in accordance with paragraph 815-20-25-81 and shall be disclosed in accordance 
with paragraph 815-10-50-4EEEE. (815-20-25-83B) 
 

10. If the critical terms of the hedging instrument and of the hedged item or hedged forecasted 
transaction are the same, the entity could conclude that changes in fair value or cash flows attributable to 
the risk being hedged are expected to completely offset at inception and on an ongoing basis. For example, 
an entity may assume that a hedge of a forecasted purchase of a commodity with a forward contract will be 
perfectly effective if all of the following criteria are met: 
 

a. The forward contract is for purchase of the same quantity of the same commodity at the 
same time and location as the hedged forecasted purchase. Location differences do not 
need to be considered if an entity designates the variability in cash flows attributable to 
changes in a contractually specified component as the hedged risk and the requirements in 
paragraphs 815-20-25-22A through 25-22B of the FASB Codification are met. (815-20-
25-84) 

 
b. The fair value of the forward contract at inception is zero. 
 
c. Either of the following criteria is met: 
 

i.  The change in the discount or premium on the forward contract is excluded from 
the assessment of effectiveness pursuant to paragraphs 7-9815-20-25-81 through 
25-83. 

 
ii. The change in expected cash flows on the forecasted transaction is based on the 

forward price for the commodity. 
 

11. In a cash flow hedge of a group of forecasted transactions in accordance with paragraph 28.a. of 
the SSAP guidance815-20-25-15(a)(2), an entity may assume that the timing in which the hedged 
transactions are expected to occur and the maturity date of the hedging instrument match in accordance 
with paragraph 10.a. 815-20-25-84(a) if those forecasted transactions occur and the derivative matures 
within the same 31-day period or fiscal month. (815-20-25-84A) 
 
12. If all of the criteria in paragraphs 10-11 815-20-25-84 through 25-84A are met, an entity shall still 
perform and document an assessment of hedge effectiveness at the inception of the hedging relationship 
and, as discussed beginning in paragraph 815-20-35-9, on an ongoing basis throughout the hedge period. 
No quantitative effectiveness assessment is required at hedge inception if the criteria in paragraphs 10-11 
815-20-25-84 through 25-84A are met (see paragraph 815-20-25-3(b)(2)(iv)(01)). (815-20-25-85) 

 
(ASC paragraphs 815-20-25-86 to 815-20-25-97 not included in Exhibit A.) 
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Computing Changes in an Option’s Time Value 
 

13. In computing the changes in an option's time value that would be excluded from the assessment of 
hedge effectiveness, an entity shall use a technique that appropriately isolates those aspects of the change 
in time value. Generally, to allocate the total change in an option's time value to its different aspects—the 
passage of time and the market variables—the change in time value attributable to the first aspect to be 
isolated is determined by holding all other aspects constant as of the beginning of the period. Each 
remaining aspect of the change in time value is then determined in turn in a specified order based on the 
ending values of the previously isolated aspects. (815-20-25-98) 
 
14.  Based on that general methodology, if only one aspect of the change in time value is excluded 
from the assessment of hedge effectiveness (for example, theta), that aspect shall be the first aspect for 
which the change in time value is computed and would be determined by holding all other parameters 
constant for the period used for assessing hedge effectiveness. However, if more than one aspect of the 
change in time value is excluded from the assessment of hedge effectiveness (for example, theta and vega), 
an entity shall determine the amount of that change in time value by isolating each of those two aspects in 
turn in a prespecified order (one first, the other second). The second aspect to be isolated would be based 
on the ending value of the first isolated aspect and the beginning values of the remaining aspects. The 
portion of the change in time value that is included in the assessment of effectiveness shall be determined 
by deducting from the total change in time value the portion of the change in time value attributable to 
excluded components. (815-20-25-99) 

 
(ASC paragraphs 815-20-25-100 and 815-20-25-101not included in Exhibit A.) 
 
Assuming Perfect Hedge Effectiveness in a Hedge with an Interest Rate Swap 
 
15.  The conditions for the shortcut method do not determine which hedging relationships qualify for 
hedge accounting; rather, those conditions determine which hedging relationships qualify for a shortcut 
version of hedge accounting that assumes perfect hedge effectiveness. If all of the applicable conditions in 
the list in paragraph 17 815-20-25-104 are met, an entity may assume perfect effectiveness in a hedging 
relationship of interest rate risk involving a recognized interest-bearing asset or liability (or a firm 
commitment arising on the trade [pricing] date to purchase or issue an interest-bearing asset or liability) 
and an interest rate swap (or a compound hedging instrument composed of an interest rate swap and a 
mirror-image call or put option as discussed in paragraph 17.e. 815-20-25-104[e]) provided that, in the case 
of a firm commitment, the trade date of the asset or liability differs from its settlement date due to generally 
established conventions in the marketplace in which the transaction is executed. The shortcut method's 
application shall be limited to hedging relationships that meet each and every applicable condition. That is, 
all the conditions applicable to fair value hedges shall be met to apply the shortcut method to a fair value 
hedge, and all the conditions applicable to cash flow hedges shall be met to apply the shortcut method to a 
cash flow hedge. A hedging relationship cannot qualify for application of the shortcut method based on an 
assumption of perfect effectiveness justified by applying other criteria. The verb match is used in the 
specified conditions in the list to mean exactly the same or correspond exactly. (815-20-25-102) 
 
16. Implicit in the conditions for the shortcut method is the requirement that a basis exist for concluding 
on an ongoing basis that the hedging relationship is expected to be highly effective in achieving offsetting 
changes in fair values or cash flows. In applying the shortcut method, an entity shall consider the likelihood 
of the counterparty’s compliance with the contractual terms of the hedging derivative that require the 
counterparty to make payments to the entity. (815-20-25-103) 
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17. All of the following conditions apply to both fair value hedges and cash flow hedges: (815-20-25-
104)  

 
a. The notional amount of the interest rate swap matches the principal amount of the interest-

bearing asset or liability being hedged. 
 

b. If the hedging instrument is solely an interest rate swap, the fair value of that interest rate 
swap at the inception of the hedging relationship must be zero, with one exception. The 
fair value of the swap may be other than zero at the inception of the hedging relationship 
only if the swap was entered into at the relationship’s inception, the transaction price of the 
swap was zero in the entity’s principal market (or most advantageous market), and the 
difference between transaction price and fair value is attributable solely to differing prices 
within the bid-ask spread between the entry transaction and a hypothetical exit transaction. 
The guidance in the preceding sentence is applicable only to transactions considered at 
market (that is, transaction price is zero exclusive of commissions and other transaction 
costs, as discussed in paragraph 820-10-35-9B). If the hedging instrument is solely an 
interest rate swap that at the inception of the hedging relationship has a positive or negative 
fair value, but does not meet the one exception specified in this paragraph, the shortcut 
method shall not be used even if all the other conditions are met. 

 
c. If the hedging instrument is a compound derivative composed of an interest rate swap and 

mirror-image call or put option as discussed in (e), the premium for the mirror-image call 
or put option shall be paid or received in the same manner as the premium on the call or 
put option embedded in the hedged item based on the following: 

 
i. If the implicit premium for the call or put option embedded in the hedged item is 

being paid principally over the life of the hedged item (through an adjustment of 
the interest rate), the fair value of the hedging instrument at the inception of the 
hedging relationship shall be zero (except as discussed previously in (b) regarding 
differing prices due to the existence of a bid-ask spread). 

 
ii. If the implicit premium for the call or put option embedded in the hedged item was 

principally paid at inception-acquisition (through an original issue discount or 
premium), the fair value of the hedging instrument at the inception of the hedging 
relationship shall be equal to the fair value of the mirror-image call or put option. 

 
d. The formula for computing net settlements under the interest rate swap is the same for each 

net settlement. That is, both of the following conditions are met: 
 

i. The fixed rate is the same throughout the term. 
 
ii. The variable rate is based on the same index and includes the same constant 

adjustment or no adjustment. The existence of a stub period and stub rate is not a 
violation of the criterion in (d) that would preclude application of the shortcut 
method if the stub rate is the variable rate that corresponds to the length of the stub 
period. 

 
e. The interest-bearing asset or liability is not prepayable, that is, able to be settled by either 

party before its scheduled maturity, or the assumed maturity date if the hedged item is 
measured as a partial-term hedge of interest rate risk in which the assumed maturity of the 
hedged items occur on the date in which the last hedged cash flow is due and payable, in 
accordance with paragraph 815-25-35-13B, with the following qualifications: 
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i. This criterion does not apply to an interest-bearing asset or liability that is 
prepayable solely due to an embedded call option (put option) if the hedging 
instrument is a compound derivative composed of an interest rate swap and a 
mirror-image call option (put option). 

 
ii. The call option embedded in the interest rate swap is considered a mirror image of 

the call option embedded in the hedged item if all of the following conditions are 
met: 

 
(a) The terms of the two call options match exactly, including all of the 

following: 
 

(1) Maturities 
 
(2) Strike price (that is, the actual amount for which the debt 

instrument could be called) and there is no termination payment 
equal to the deferred debt issuance costs that remain unamortized 
on the date the debt is called 

 
(3) Related notional amounts 
 
(4) Timing and frequency of payments 
 
(5) Dates on which the instruments may be called. 

 
(b) The entity is the writer of one call option and the holder (purchaser) of the 

other call option. 
 

f. Any other terms in the interest-bearing financial instruments or interest rate swaps meet 
both of the following conditions: 

 
i. The terms are typical of those instruments. 
 
ii. The terms do not invalidate the assumption of perfect effectiveness. 

 
18. All of the following incremental conditions apply to fair value hedges only: (815-20-25-105) 

 
a. The expiration date of the interest rate swap matches the maturity date of the interest-

bearing asset or liability or the assumed maturity date if the hedged item is measured as a 
partial-term hedge of interest rate risk in which the assumed maturity of the hedged items 
occur on the date in which the last hedged cash flow is due and payablein accordance with 
paragraph 815-25-35-13B. 

 
b. There is no floor or cap on the variable interest rate of the interest rate swap. 
 
c. The interval between repricings of the variable interest rate in the interest rate swap is 

frequent enough to justify an assumption that the variable payment or receipt is at a market 
rate (generally three to six months or less). 

 
d. For fair value hedges of a proportion of the principal amount of the interest-bearing asset 

or liability, the notional amount of the interest rate swap designated as the hedging 
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instrument (see (a) in paragraph 815-20-25-104) matches the portion of the asset or liability 
being hedged. 

 
e. For fair value hedges of portfolios (or proportions thereof) of similar interest-bearing assets 

or liabilities, both of the following criteria are met: 
 

i. The notional amount of the interest rate swap designated as the hedging instrument 
matches the aggregate notional amount of the hedged item (whether it is all or a 
proportion of the total portfolio). 

 
ii. The remaining criteria for the shortcut method are met with respect to the interest 

rate swap and the individual assets or liabilities in the portfolio. 
 
f. The index on which the variable leg of the interest rate swap is based matches the 

benchmark interest rate designated as the interest rate risk being hedged for that hedging 
relationship. 

 
19. All of the following incremental conditions apply to cash flow hedges only: (815-20-25-106) 

 
a. All interest receipts or payments on the variable-rate asset or liability during the term of 

the interest rate swap are designated as hedged. 
 

b. No interest payments beyond the term of the interest rate swap are designated as hedged. 
 
c. Either of the following conditions is met: 
 

i. There is no floor or cap on the variable interest rate of the interest rate swap. 
 
ii. The variable-rate asset or liability has a floor or cap and the interest rate swap has 

a floor or cap on the variable interest rate that is comparable to the floor or cap on 
the variable-rate asset or liability. For purposes of this paragraph, comparable does 
not necessarily mean equal. For example, if an interest rate swap's variable rate is 
based on LIBOR and an asset's variable rate is LIBOR plus 2 percent, a 10 percent 
cap on the interest rate swap would be comparable to a 12 percent cap on the asset. 

 
d. The repricing dates of the variable-rate asset or liability and the hedging instrument must 

occur on the same dates and be calculated the same way (that is, both shall be either 
prospective or retrospective). If the repricing dates of the hedged item occur on the same 
dates as the repricing dates of the hedging instrument but the repricing calculation for the 
hedged item is prospective whereas the repricing calculation for the hedging instrument is 
retrospective, those repricing dates do not match. 

 
e. For cash flow hedges of the interest payments on only a portion of the principal amount of 

the interest-bearing asset or liability, the notional amount of the interest rate swap 
designated as the hedging instrument (see paragraph 815-20-25-104(a)) matches the 
principal amount of the portion of the asset or liability on which the hedged interest 
payments are based. 

 
f. For a cash flow hedge in which the hedged forecasted transaction is a group of individual 

transactions (as permitted by paragraph 28.a. of the SSAP guidance paragraph 815-20-25-
15(a)), if both of the following criteria are met: 
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i. The notional amount of the interest rate swap designated as the hedging instrument 
(see paragraph (a)) matches the notional amount of the aggregate group of hedged 
transactions. 
 

ii. The remaining criteria for the shortcut method are met with respect to the interest 
rate swap and the individual transactions that make up the group. For example, the 
interest rate repricing dates for the variable-rate assets or liabilities whose interest 
payments are included in the group of forecasted transactions shall match (that is, 
be exactly the same as) the reset dates for the interest rate swap. 

 
g. The index on which the variable leg of the interest rate swap is based matches the 

contractually specified interest rate designated as the interest rate being hedged for that 
hedging relationship. 

 
20. The shortcut method may be applied to a hedging relationship that involves the use of an interest 
rate swap-in-arrears provided all of the applicable conditions are met. (815-20-25-107) 

 
21. Any discount or premium in the hedged debt's carrying amount (including any related deferred 
issuance costs) is irrelevant to and has no direct impact on the determination of whether an interest rate 
swap contains a mirror-image call option under paragraph 17.e.i.(e). Typically, the call price is greater than 
the par or face amount of the debt instrument. The carrying amount of the debt is economically unrelated 
to the amount the issuer would be required to pay to exercise the call embedded in the debt. (815-20-25-
108) 

 
22. The fixed interest rate on a hedged item need not exactly match the fixed interest rate on an interest 
rate swap designated as a fair value hedge. Nor does the variable interest rate on an interest-bearing asset 
or liability need to be the same as the variable interest rate on an interest rate swap designated as a cash 
flow hedge. An interest rate swap’s fair value comes from its net settlements. The fixed and variable interest 
rates on an interest rate swap can be changed without affecting the net settlement if both are changed by 
the same amount. That is, an interest rate swap with a payment based on LIBOR and a receipt based on a 
fixed rate of 5 percent has the same net settlements and fair value as an interest rate swap with a payment 
based on LIBOR plus 1 percent and a receipt based on a fixed rate of 6 percent. (815-20-25-109) 

 
23. Comparable credit risk at inception is not a condition for assuming perfect effectiveness even 
though actually achieving perfect offset would require that the same discount rate be used to determine the 
fair value of the swap and of the hedged item or hedged transaction. To justify using the same discount rate, 
the credit risk related to both parties to the swap as well as to the debtor on the hedged interest-bearing asset 
(in a fair value hedge) or the variable-rate asset on which the interest payments are hedged (in a cash flow 
hedge) would have to be the same. However, because that complication is caused by the interaction of 
interest rate risk and credit risk, which are not easily separable, comparable creditworthiness is not 
considered a necessary condition for assuming perfect effectiveness in a hedge of interest rate risk. (815-
20-25-111) 

 
(ASC paragraphs 815-20-25-112 through 815-20-25-143 not included in Exhibit A.) 
 
Hedge Effectiveness – After Designation 
 
24. If a fair value hedge or cash flow hedge initially qualifies for hedge accounting, the entity would 
continue to assess whether the hedge meets the effectiveness test on either a quantitative basis (using either 
a dollar-offset test or a statistical method such as regression analysis) or a qualitative basis. See 
paragraphs 815-20-35-2A through 35-2F for additional guidance on qualitative assessments of 
effectiveness. If the hedge fails the effectiveness test at any time (that is, if the entity does not expect the 
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hedge to be highly effective at achieving offsetting changes in fair values or cash flows), the hedge ceases 
to qualify for hedge accounting. At least quarterly, the hedging entity shall determine whether the hedging 
relationship has been highly effective in having achieved offsetting changes in fair value or cash flows 
through the date of the periodic assessment.) (815-20-35-2) 
 
Effectiveness Assessment on a Qualitative Basis 
 
25. An entity may qualitatively assess hedge effectiveness if both of the following criteria are met: 
(815-20-35-2A) 

 
a. An entity performs an initial quantitative test of hedge effectiveness on a prospective basis 

(that is, it is not assuming that the hedging relationship is perfectly effective at hedge 
inception as described in paragraph 815-20-25-3(b)(2)(iv)(01)(A) through (H)), and the 
results of that quantitative test demonstrate highly effective offset. 

 
b. At hedge inception, an entity can reasonably support an expectation of high effectiveness 

on a qualitative basis in subsequent periods. 
 

26. An entity may elect to qualitatively assess hedge effectiveness in accordance with paragraph 25 
815-20-35-2A on a hedge-by-hedge basis. If an entity makes this qualitative assessment election, only the 
quantitative method specified in an entity’s initial hedge documentation must comply with paragraph 7815-
20-25-81. (815-20-35-2B) 

 
27. When an entity performs qualitative assessments of hedge effectiveness, it shall verify and 
document whenever financial statements or earnings are reported and at least every three months that the 
facts and circumstances related to the hedging relationship have not changed such that it can assert 
qualitatively that the hedging relationship was and continues to be highly effective. While not all-inclusive, 
the following is a list of indicators that may, individually or in the aggregate, allow an entity to continue to 
assert qualitatively that the hedging relationship is highly effective: (815-20-35-2C) 

 
a. An assessment of the factors that enabled the entity to reasonably support an expectation 

of high effectiveness on a qualitative basis has not changed such that the entity can continue 
to assert qualitatively that the hedging relationship was and continues to be highly 
effective. This shall include an assessment of the guidance in paragraph 815-20-25-
100 when applicable. 

 
b. There have been no adverse developments regarding the risk of counterparty default. 
 

28. If an entity elects to assess hedge effectiveness on a qualitative basis and then facts and 
circumstances change such that the entity no longer can assert qualitatively that the hedging relationship 
was and continues to be highly effective in achieving offsetting changes in fair values or cash flows, the 
entity shall assess effectiveness of that hedging relationship on a quantitative basis in subsequent periods. 
In addition, an entity may perform a quantitative assessment of hedge effectiveness in any reporting period 
to validate whether qualitative assessments of hedge effectiveness remain appropriate. In both cases, the 
entity shall apply the quantitative method that it identified in its initial hedge documentation in accordance 
with paragraph (b)(2)(iv)(03). (815-20-35-2D) 

 
29. When an entity determines that facts and circumstances have changed and it no longer can assert 
qualitatively that the hedging relationship was and continues to be highly effective, the entity shall begin 
performing subsequent quantitative assessments of hedge effectiveness as of the period that the facts and 
circumstances changed. If there is no identifiable event that led to the change in the facts and circumstances 
of the hedging relationship, the entity may begin performing quantitative assessments of effectiveness in 
the current period. (815-20-35-2E) 
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30. After performing a quantitative assessment of hedge effectiveness for one or more reporting periods 
as discussed in paragraphs 28-29815-20-35-2D through 35-2E, an entity may revert to qualitative 
assessments of hedge effectiveness if it can reasonably support an expectation of high effectiveness on a 
qualitative basis for subsequent periods. See paragraphs 815-20-55-79G through 55-79N for 
implementation guidance on factors to consider when determining whether qualitative assessments of 
effectiveness can be performed after hedge inception. (815-20-35-2F) 

 
Quantitative Hedge Effectiveness Assessments After Hedge Designation 
 
31. Quantitative assessments can be based on regression or other statistical analysis of past changes in 
fair values or cash flows as well as on other relevant information. (815-20-35-2G) 
 
32. If an entity elects at the inception of a hedging relationship to use the same regression analysis 
approach for both prospective considerations and retrospective evaluations of assessing effectiveness, then 
during the term of that hedging relationship both of the following conditions shall be met: (815-20-35-3) 

 
a. Those regression analysis calculations shall generally incorporate the same number of data 

points. 
 

b.  That entity must periodically update its regression analysis (or other statistical analysis). 
 

33. Electing to use a regression or other statistical analysis approach instead of a dollar-offset approach 
to perform retrospective evaluations of assessing hedge effectiveness may affect whether an entity can 
apply hedge accounting for the current assessment period. (815-20-35-4) 

 
34. In periodically (that is, at least quarterly) assessing retrospectively the effectiveness of a fair value 
hedge (or a cash flow hedge) in having achieved offsetting changes in fair values (or cash flows) under a 
dollar-offset approach, an entity shall use either a period-by-period approach or a cumulative approach on 
individual fair value hedges (or cash flow hedges): (815-20-35-5) 

 
a. Period-by-period approach. The period-by-period approach involves comparing the 

changes in the hedging instrument’s fair values (or cash flows) that have occurred during 
the period being assessed to the changes in the hedged item’s fair value (or hedged 
transaction’s cash flows) attributable to the risk hedged that have occurred during the same 
period. If an entity elects to base its comparison of changes in fair value (or cash flows) on 
a period-by-period approach, the period cannot exceed three months. Fair value (or cash 
flow) patterns of the hedging instrument or the hedged item (or hedged transaction) in 
periods before the period being assessed are not relevant. 

 
b. Cumulative approach. The cumulative approach involves comparing the cumulative 

changes (to date from inception of the hedge) in the hedging instrument’s fair values (or 
cash flows) to the cumulative changes in the hedged item’s fair value (or hedged 
transaction’s cash flows) attributable to the risk hedged. 

 
35. If an entity elects at inception of a hedging relationship to base its comparison of changes in fair 
value (or cash flows) on a cumulative approach, then that entity must abide by the results of that 
methodology as long as that hedging relationship remains designated. Electing to utilize a period-by-period 
approach instead of a cumulative approach (or vice versa) to perform retrospective evaluations of assessing 
hedge effectiveness under the dollar-offset method may affect whether an entity can apply hedge accounting 
for the current assessment period. (815-20-35-6) 
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Assessing Effectiveness Based on Whether the Critical Terms of the Hedging Instrument and the Hedged 
Items Match 

 
36. If, at inception, the critical terms of the hedging instrument and the hedged forecasted transaction 
are the same (see paragraphs 10-11815-20-25-84 through 25-84A), the entity can conclude that changes in 
cash flows attributable to the risk being hedged are expected to be completely offset by the hedging 
derivative. Therefore, subsequent assessments can be performed by verifying and documenting whether the 
critical terms of the hedging instrument and the forecasted transaction have changed during the period in 
review. (815-20-35-9) 

 
37. Because the assessment of hedge effectiveness in a cash flow hedge involves assessing the 
likelihood of the counterparty’s compliance with the contractual terms of the derivative instrument 
designated as the hedging instrument, the entity must also assess whether there have been adverse 
developments regarding the risk of counterparty default, particularly if the entity planned to obtain its cash 
flows by liquidating the derivative instrument at its fair value. (815-20-35-10) 
 
38. If there are no such changes in the critical terms or adverse developments regarding counterparty 
default, the entity may conclude that the hedging relationship is perfectly effective. In that case, the change 
in fair value of the derivative instrument can be viewed as a proxy for the present value of the change in 
cash flows attributable to the risk being hedged. (815-20-35-11) 
 
39. However, the entity must assess whether the hedging relationship is expected to continue to be 
highly effective using a quantitative assessment method (either a dollar-offset test or a statistical method 
such as regression analysis) if any of the following conditions exist: (815-20-35-12) 

 
a. The critical terms of the hedging instrument or the hedged forecasted transaction have 

changed. 
 

b. There have been adverse developments regarding the risk of counterparty default. 
 

Possibility of Default by the Counterparty to Hedging Derivative 
 

40. For an entity to conclude on an ongoing basis that the hedging relationship is expected to be highly 
effective in achieving offsetting changes in cash flows, the entity shall not ignore whether it will collect the 
payments it would be owed under the contractual provisions of the derivative instrument. In complying 
with the requirements of paragraph 2.b.815-20-25-75(b), the entity shall assess the possibility of whether 
the counterparty to the derivative instrument will default by failing to make any contractually required 
payments to the entity as scheduled in the derivative instrument. In making that assessment, the entity shall 
also consider the effect of any related collateralization or financial guarantees. The entity shall be aware of 
the counterparty’s creditworthiness (and changes therein) in determining the fair value of the derivative 
instrument. Although a change in the counterparty’s creditworthiness would not necessarily indicate that 
the counterparty would default on its obligations, such a change shall warrant further evaluation. (815-20-
35-14)  

  
41. If the likelihood that the counterparty will not default ceases to be probable, an entity would be 
unable to conclude that the hedging relationship in a cash flow hedge is expected to be highly effective in 
achieving offsetting cash flows. (815-20-35-15)  

 
42. In contrast, a change in the creditworthiness of the derivative instrument's counterparty in a fair 
value hedge would have an immediate effect because that change in creditworthiness would affect the 
change in the derivative instrument's fair value, which would immediately affect both of the following: 
(815-20-35-16) 
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a. The assessment of whether the relationship qualifies for hedge accounting 
 

b. The amount of mismatch between the change in the fair value of the hedging instrument 
and the hedged item attributable to the hedged risk recognized in earnings under fair value 
hedge accounting. 

 
43. Paragraph 16815-20-25-103 states that, in applying the shortcut method, an entity shall consider 
the likelihood of the counterparty’s compliance with the contractual terms of the hedging derivative that 
require the counterparty to make payments to the entity. That paragraph explains that implicit in the criteria 
for the shortcut method is the requirement that a basis exist for concluding on an ongoing basis that the 
hedging relationship is expected to be highly effective in achieving offsetting changes in fair values or cash 
flows. (815-20-35-18)  

 
Change in Hedge Effectiveness Method When Hedge Effectiveness if Assessed on a Quantitative Basis 

 
44. If the entity identifies an improved method of assessing hedge effectiveness in accordance with the 
guidance in paragraph 6815-20-25-80 and wants to apply that method prospectively, it shall do both of the 
following: (815-20-35-19) 

 
a.  Discontinue the existing hedging relationship 
 
b.  Designate the relationship anew using the improved method. 
 

45. The new method of assessing hedge effectiveness shall be applied prospectively and shall also be 
applied to similar hedges unless the use of a different method for similar hedges is justified. A change in 
the method of assessing hedge effectiveness by an entity shall not be considered a change in accounting 
principle as defined in Topic 250SSAP No. 3—Accounting Changes and Corrections of Errors. (815-20-
35-20) 
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U.S. GAAP ASC Excerpts Excluded from Exhibit A 
 

This information is included to illustrate the guidance within the adopted ASC references that are not 
captured in Exhibit A. The guidance within these paragraphs is considered part of the statutory adoption 
unless they include specific accounting and reporting guidance.  

 
815-20-25-79A See paragraphs 815-20-25-139 through 25-142 about the timing of hedge effectiveness 
assessments required by paragraph 815-20-25-79 for a private company that is not a financial institution or 
a not-for-profit entity (except for a not-for-profit entity that has issued, or is a conduit bond obligor for, 
securities that are traded, listed, or quoted on an exchange or an over-the-counter market). 

815-20-25-86 The remainder of this guidance on hedge effectiveness criteria applicable to both fair value 
hedges and cash flow hedges is organized as follows: 

a. Hedge effectiveness when the hedging instrument is an option or combination of options 

b. Hedge effectiveness when hedged exposure is more limited than hedging instrument 

c. Hedge effectiveness during designated hedge period 

d. Assuming perfect effectiveness in a hedge with an interest rate swap (the shortcut method). 
 

Hedge Effectiveness When the Hedging Instrument Is an Option or Combination of Options 

815-20-25-87 The hedge effectiveness criteria applicable to options and combinations of options are 
organized as follows: 
 

a. Determining whether a combination of options is net written 

b. Hedge effectiveness of written options 

c. Hedge effectiveness of options in general. 

Determining Whether a Combination of Options Is Net Written 

815-20-25-88 This guidance addresses how an entity shall determine whether a combination of options is 
considered a net written option subject to the requirements of paragraph 815-20-25-94. A combination of 
options (for example, an interest rate collar) entered into contemporaneously shall be considered a written 
option if either at inception or over the life of the contracts a net premium is received in cash or as a 
favorable rate or other term. Furthermore, a derivative instrument that results from combining a written 
option and any other non-option derivative instrument shall be considered a written option. The 
determination of whether a combination of options is considered a net written option depends in part on 
whether strike prices and notional amounts of the options remain constant. 
 
Strike Prices and Notional Amounts Remain Constant 

815-20-25-89 For a combination of options in which the strike price and the notional amount in both the 
written option component and the purchased option component remain constant over the life of the 
respective component, that combination of options would be considered a net purchased option or a zero 
cost collar (that is, the combination shall not be considered a net written option subject to the requirements 
of paragraph 815-20-25-94) provided all of the following conditions are met: 
 

a. No net premium is received. 
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b. The components of the combination of options are based on the same underlying. 

c. The components of the combination of options have the same maturity date. 

d. The notional amount of the written option component is not greater than the notional 
amount of the purchased option component. 

815-20-25-90 If the combination of options does not meet all of those conditions, it shall be subject to the 
test in paragraph 815-20-25-94. For example, a combination of options having different underlying indexes, 
such as a collar containing a written floor based on three-month U.S. Treasury rates and a purchased cap 
based on three-month London Interbank Offered Rate (LIBOR), shall not be considered a net purchased 
option or a zero cost collar even though those rates may be highly correlated. 
 
Strike Prices and Notional Amounts Do Not Remain Constant 

815-20-25-91 If either the written option component or the purchased option component for a combination 
of options has either strike prices or notional amounts that do not remain constant over the life of the 
respective component, the assessment to determine whether that combination of options can be considered 
not to be a written option under paragraph 815-20-25-88 shall be evaluated with respect to each date that 
either the strike prices or the notional amounts change within the contractual term from inception to 
maturity. 
 
815-20-25-92 Even though that assessment is made on the date that a combination of options is designated 
as a hedging instrument (to determine the applicability of paragraph 815-20-25-94), it shall consider the 
receipt of a net premium (in cash or as a favorable rate or other term) from that combination of options at 
each point in time that either the strike prices or the notional amounts change, such as either of the following 
circumstances: 
 

a. If strike prices fluctuate over the life of a combination of options and no net premium is 
received at inception, a net premium will typically be received as a favorable term in one 
or more reporting periods within the contractual term from inception to maturity. 

b. If notional amounts fluctuate over the life of a combination of options and no net premium 
is received at inception, a net premium or a favorable term will typically be received in one 
or more periods within the contractual term from inception to maturity. 

815-20-25-93 In addition, a combination of options in which either the written option component or the 
purchased option component has either strike prices or notional amounts that do not remain constant over 
the life of the respective component shall satisfy all of the conditions in paragraph 815-20-25-89 to be 
considered not to be a written option (that is, to be considered to be a net purchased option or zero cost 
collar) under paragraph 815-20-25-88. For example, if the notional amount of the written option component 
is greater than the notional amount of the purchased option component at any date that the notional amount 
changes within the contractual term from inception to maturity, the combination of options shall be 
considered to be a written option under paragraph 815-20-25-88 and, thus, subject to the criteria in the 
following paragraph. 
 
Hedge Effectiveness of Written Options 

815-20-25-94 If a written option is designated as hedging a recognized asset or liability or an unrecognized 
firm commitment (if a fair value hedge) or the variability in cash flows for a recognized asset or liability or 
an unrecognized firm commitment (if a cash flow hedge), the combination of the hedged item and the 
written option provides either of the following: 
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a. At least as much potential for gains as a result of a favorable change in the fair value of the 
combined instruments (that is, the written option and the hedged item, such as an embedded 
purchased option) as exposure to losses from an unfavorable change in their combined fair 
value (if a fair value hedge) 

b. At least as much potential for favorable cash flows as exposure to unfavorable cash flows 
(if a cash flow hedge). 

815-20-25-95 The written-option test in the preceding paragraph shall be applied only at inception of the 
hedging relationship and is met if all possible percentage favorable changes in the underlying (from zero 
percent to 100 percent) would provide either of the following: 
 

a. At least as much gain as the loss that would be incurred from an unfavorable change in the 
underlying of the same percentage (if a fair value hedge) 

b. At least as much favorable cash flows as the unfavorable cash flows that would be incurred 
from an unfavorable change in the underlying of the same percentage (if a cash flow 
hedge). 

815-20-25-96 The time value of a written option (or net written option) may be excluded from the written-
option test if, in defining how hedge effectiveness will be assessed, the entity specifies that it will base that 
assessment on only changes in the option’s intrinsic value. In that circumstance, the change in the time 
value of the options would be excluded from the assessment of hedge effectiveness in accordance with 
paragraph 815-20-25-82(a). 
 
815-20-25-97 When applying the written-option test to determine whether there is symmetry of the gain 
and loss potential of the combined hedged position for all possible percentage changes in the underlying, 
an entity is permitted to measure the change in the intrinsic value of the written option (or net written option) 
combined with the change in fair value of the hedged item. 

 
Hedge Effectiveness When Hedged Exposure Is More Limited Than Hedging Instrument 

815-20-25-100 An entity may designate as the hedging instrument in a fair value hedge or cash flow hedge 
a derivative instrument that does not have a limited exposure comparable to the limited exposure of the 
hedged item to the risk being hedged. However, to make that designation, in accordance with 
paragraph 815-20-25-75, the entity shall establish that the hedging relationship is expected to be highly 
effective in achieving offsetting changes in fair value or cash flows attributable to the hedged risk during 
the period that the hedge is designated. See paragraph 815-20-25-79(a) for additional guidance on 
prospective considerations of hedge effectiveness in this circumstance. 
 
Hedge Effectiveness during Designated Hedge Period 

815-20-25-101 It is inappropriate under this Subtopic for an entity to designate a derivative instrument as 
the hedging instrument if the entity expects that the derivative instrument will not be highly effective in 
achieving offsetting changes in fair value or cash flows attributable to the hedged risk during the period 
that the hedge is designated, unless the entity has documented undertaking a dynamic hedging strategy in 
which it has committed itself to an ongoing repositioning strategy for its hedging relationship. 
 
Application of Prepayable Criterion 

815-20-25-112 An interest-bearing asset or liability shall be considered prepayable under the provisions of 
paragraph 815-20-25-104(e) if one party to the contract has the right to cause the payment of principal 
before the scheduled payment dates unless either of the following conditions is met: 
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a. The debtor has the right to cause settlement of the entire contract before its stated maturity 
at an amount that is always greater than the then fair value of the contract absent that right. 

b. The creditor has the right to cause settlement of the entire contract before its stated maturity 
at an amount that is always less than the then fair value of the contract absent that right. 

815-20-25-113 However, none of the following shall be considered a prepayment provision: 

a. Any term, clause, or other provision in a debt instrument that gives the debtor or creditor 
the right to cause prepayment of the debt contingent upon the occurrence of a specific event 
related to the debtor’s credit deterioration or other change in the debtor’s credit risk, such 
as any of the following: 

1. The debtor’s failure to make timely payment, thus making it delinquent 

2. The debtor's failure to meet specific covenant ratios 

3. The debtor's disposition of specific significant assets (such as a factory) 

4. A declaration of cross-default 

5. A restructuring by the debtor. 

b. Any term, clause, or other provision in a debt instrument that gives the debtor or creditor 
the right to cause prepayment of the debt contingent upon the occurrence of a specific event 
that meets all of the following conditions: 

1. It is not probable at the time of debt issuance. 

2.  t is unrelated to changes in benchmark interest rates, contractually specified 
interest rates, or any other market variable. 

3. It is related either to the debtor’s or creditor’s death or to regulatory actions, 
legislative actions, or other similar events that are beyond the control of the debtor 
or creditor. 

c. Contingent acceleration clauses that permit the debtor to accelerate the maturity of an 
outstanding note only upon the occurrence of a specified event that meets all of the 
following conditions: 

1. It is not probable at the time of debt issuance. 

2. It is unrelated to changes in benchmark interest rates, contractually specified 
interest rates, or any other market variable. 

3. It is related to regulatory actions, legislative actions, or other similar events that 
are beyond the control of the debtor or creditor. 

815-20-25-114 Furthermore, a right to cause a contract to be prepaid at its then fair value would not cause 
the interest-bearing asset or liability to be considered prepayable because that right would have a fair value 
of zero at all times and essentially would provide only liquidity to the holder. 
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815-20-25-115 Application of this guidance to specific debt instruments is illustrated in paragraph 815-20-
55-75. 
 
Application of the Shortcut Method to a Portfolio of Hedged Items 

815-20-25-116 Portfolio hedging cannot be used to circumvent the application of the shortcut method 
criteria beginning in paragraph 815-20-25-102 to a fair value hedge of an individual interest-bearing asset 
or liability. A portfolio of interest-bearing assets or interest-bearing liabilities cannot qualify for the shortcut 
method if it contains an interest-bearing asset or liability that individually cannot qualify for the shortcut 
method. 
 
815-20-25-117 The fair value hedge requirements of paragraph 815-20-25-12(b)(1) ensure that the 
individual items in a portfolio share the same risk exposure and have fair value changes attributable to the 
hedged risk that are expected to respond in a generally proportionate manner to the overall fair value 
changes of the entire portfolio. That requirement restricts the types of portfolios that can qualify for 
portfolio hedging; however, it also permits the existence of a mismatch between the change in the fair value 
of the individual hedged items and the change in the fair value of the hedged portfolio attributable to the 
hedged risk in portfolios that do qualify. As a result, the assumption of perfect effectiveness required for 
the shortcut method generally is inappropriate for portfolio hedges of similar assets or liabilities that are 
not also nearly identical (except for their notional amounts). Application of the shortcut method to portfolios 
that meet the requirements of paragraph 815-20-25-12(b)(1) is appropriate only if the assets or liabilities in 
the portfolio meet the same stringent criteria in paragraphs 815-20-25-104(e), 815-20-25-104(g), and 815-
20-25-105(a) as required for hedges of individual assets and liabilities. 
 
Application of Whether the Shortcut Method Was Not or No Longer Is Appropriate 

815-20-25-117A In the period in which an entity determines that use of the shortcut method was not or 
no longer is appropriate, the entity may use a quantitative method to assess hedge effectiveness and 
measure hedge results without dedesignating the hedging relationship if both of the following criteria 
are met: 

a. The entity documented at hedge inception in accordance with paragraph 815-20-25-
3(b)(2)(iv)(04) which quantitative method it would use to assess hedge effectiveness and 
measure hedge results if the shortcut method was not or no longer is appropriate during the 
life of the hedging relationship. 

b. The hedging relationship was highly effective on a prospective and retrospective basis in 
achieving offsetting changes in fair value or cash flows attributable to the hedged risk for 
the periods in which the shortcut method criteria were not met. 

815-20-25-117B If the criterion in paragraph 815-20-25-117A(a) is not met, the hedging relationship shall 
be considered invalid in the period in which the criteria for the shortcut method were not met and in all 
subsequent periods. If the criterion in paragraph 815-20-25-117A(a) is met, the hedging relationship shall 
be considered invalid in all periods in which the criterion in paragraph 815-20-25-117A(b) is not met. 
 
815-20-25-117C If an entity cannot identify the date on which the shortcut criteria ceased to be met, the 
entity shall perform the quantitative assessment of effectiveness documented at hedge inception for all 
periods since hedge inception. 
 
815-20-25-117D The terms of the hedged item and hedging instrument used to assess effectiveness, in 
accordance with paragraph 815-20-25-117A(b), shall be those existing as of the date that the shortcut 
criteria ceased to be met. For cash flow hedges, if the hypothetical derivative method is used as a proxy for 
the hedged item, the value of the hypothetical derivative shall be set to zero as of hedge inception. 
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Hedge Effectiveness Criterion Applicable to Fair Value Hedges Only—Effectiveness Horizon 

815-20-25-118 In documenting its risk management strategy for a fair value hedge, an entity may specify 
an intent to consider the possible changes (that is, not limited to the likely or expected changes) in value of 
the hedging derivative instrument and the hedged item only over a shorter period than the derivative 
instrument's remaining life in formulating its expectation that the hedging relationship will be highly 
effective in achieving offsetting changes in fair value for the risk being hedged. The entity does not need 
to contemplate the offsetting effect for the entire term of the hedging instrument. 
 
Consideration of Prepayment Risk Using the Last-of-Layer Method 

815-20-25-118A In a fair value hedge of interest rate risk designated under the last-of-layer method in 
accordance with paragraph 815-20-25-12A, an entity may exclude prepayment risk when measuring the 
change in fair value of the hedged item attributable to interest rate risk. 
 
Hedge Effectiveness Criteria Applicable to Cash Flow Hedges Only 

815-20-25-119 The hedge effectiveness criteria applicable to cash flow hedges only are organized as 
follows: 

a. Consideration of the time value of money 

b. Consideration of counterparty credit risk 

c. Additional considerations for options in cash flow hedges 

d. Assuming perfect hedge effectiveness in a cash flow hedge of a variable-rate borrowing 
with a receive-variable, pay-fixed interest rate swap recorded under the simplified hedge 
accounting approach. 

Consideration of the Time Value of Money 

815-20-25-120 In assessing the effectiveness of a cash flow hedge, an entity generally shall consider the 
time value of money, especially if the hedging instrument involves periodic cash settlements. 
 
815-20-25-121 An example of a situation in which an entity likely would reflect the time value of money 
is a tailing strategy with futures contracts. When using a tailing strategy, an entity adjusts the size or contract 
amount of futures contracts used in a hedge so that earnings (or expense) from reinvestment (or funding) 
of daily settlement gains (or losses) on the futures do not distort the results of the hedge. To assess offset 
of expected cash flows when a tailing strategy has been used, an entity could reflect the time value of 
money, perhaps by comparing the present value of the hedged forecasted cash flow with the results of the 
hedging instrument. 
 
Consideration of Counterparty Credit Risk 

815-20-25-122 For a cash flow hedge, an entity shall consider the likelihood of the counterparty’s 
compliance with the contractual terms of the hedging derivative instrument that require the counterparty to 
make payments to the entity. Paragraph 815-20-35-14 states that, for an entity to conclude on an ongoing 
basis that a cash flow hedging relationship is expected to be highly effective in achieving offsetting changes 
in cash flows, the entity shall not ignore whether it will collect the payments it would be owed under the 
contractual provisions of the derivative instrument. See paragraphs 815-20-35-14 through 35-18 for further 
guidance. 
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Additional Considerations for Options in Cash Flow Hedges 

815-20-25-123 When an entity has documented that the effectiveness of a cash flow hedge will be assessed 
based on changes in the hedging option’s intrinsic value pursuant to paragraph 815-20-25-82(a), that 
assessment (and the related cash flow hedge accounting) shall be performed for all changes in intrinsic 
value—that is, for all periods of time when the option has an intrinsic value, such as when the underlying 
is above the strike price of the call option. 
 
815-20-25-124 When a purchased option is designated as a hedging instrument in a cash flow hedge, an 
entity shall not define only limited parameters for the risk exposure designated as being hedged that would 
include the time value component of that option. An entity cannot arbitrarily exclude some portion of an 
option’s intrinsic value from the hedge effectiveness assessment simply through an articulation of the risk 
exposure definition. It is inappropriate to assert that only limited risk exposures are being hedged (for 
example, exposures related only to currency-exchange-rate changes above $1.65 per pound sterling as 
illustrated in Example 26 [see paragraph 815-20-55-205]). 
 
815-20-25-125 If an option is designated as the hedging instrument in a cash flow hedge, an entity may 
assess hedge effectiveness based on a measure of the difference, as of the end of the period used for 
assessing hedge effectiveness, between the strike price and forward price of the underlying, undiscounted. 
Although assessment of cash flow hedge effectiveness with respect to an option designated as the hedging 
instrument in a cash flow hedge shall be performed by comparing the changes in present value of the 
expected future cash flows of the forecasted transaction to the change in fair value of the derivative 
instrument (aside from any excluded component under paragraph 815-20-25-82), that measure of changes 
in the expected future cash flows of the forecasted transaction based on forward rates, undiscounted, is not 
prohibited. With respect to an option designated as the hedging instrument in a cash flow hedge, assessing 
hedge effectiveness based on a similar measure with respect to the hedging instrument eliminates any 
difference that the effect of discounting may have on the hedging instrument and the hedged transaction. 
Pursuant to paragraph 815-20-25-3(b)(2)(iv), entities shall document the measure of intrinsic value that will 
be used in the assessment of hedge effectiveness. As discussed in paragraph 815-20-25-80, that measure 
must be used consistently for each period following designation of the hedging relationship. 
 
Assessing Hedge Effectiveness Based on an Option's Terminal Value 

815-20-25-126 The guidance in paragraph 815-20-25-129 addresses a cash flow hedge that meets all of the 
following conditions: 
 

a.  The hedging instrument is a purchased option or a combination of only options that 
comprise either a net purchased option or a zero-cost collar. 

b. The exposure being hedged is the variability in expected future cash flows attributed to a 
particular rate or price beyond (or within) a specified level (or levels). 

c. The assessment of effectiveness is documented as being based on total changes in the 
option’s cash flows (that is, the assessment will include the hedging instrument’s entire 
change in fair value, not just changes in intrinsic value). 

815-20-25-127 This guidance has no effect on the accounting for fair value hedging relationships. In 
addition, in determining the accounting for seemingly similar cash flow hedging relationships, it would be 
inappropriate to analogize to this guidance. 
 
815-20-25-128 For a hedging relationship that meets all of the conditions in paragraph 815-20-25-126, an 
entity may focus on the hedging instrument’s terminal value (that is, its expected future pay-off amount at 
its maturity date) in determining whether the hedging relationship is expected to be highly effective in 
achieving offsetting cash flows attributable to the hedged risk during the term of the hedge. An entity’s 
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focus on the hedging instrument’s terminal value is not an impediment to the entity’s subsequently deciding 
to dedesignate that cash flow hedge before the occurrence of the hedged transaction. If the hedging 
instrument is a purchased cap consisting of a series of purchased caplets that are each hedging an individual 
hedged transaction in a series of hedged transactions (such as caplets hedging a series of hedged interest 
payments at different monthly or quarterly dates), the entity may focus on the terminal value of each caplet 
(that is, the expected future pay-off amount at the maturity date of each caplet) in determining whether each 
of those hedging relationships is expected to be highly effective in achieving offsetting cash flows. The 
guidance in this paragraph applies to a purchased option regardless of whether at the inception of the cash 
flow hedging relationship it is at the money, in the money, or out of the money. 

815-20-25-129 A hedging relationship that meets all of the conditions in paragraph 815-20-25-126 may 
be considered to be perfectly effective if all of the following conditions are met: 

a. The critical terms of the hedging instrument (such as its notional amount, underlying, 
maturity date, and so forth) completely match the related terms of the hedged forecasted 
transaction (such as the notional amount, the variable that determines the variability in cash 
flows, the expected date of the hedged transaction, and so forth). 

b. The strike price (or prices) of the hedging option (or combination of options) matches the 
specified level (or levels) beyond (or within) which the entity’s exposure is being hedged. 

c.  The hedging instrument’s inflows (outflows) at its maturity date completely offset the 
change in the hedged transaction’s cash flows for the risk being hedged. 

d. The hedging instrument can be exercised only on a single date—its contractual maturity 
date. 

The condition in (d) is consistent with the entity’s focus on the hedging instrument’s terminal value. If the 
holder of the option chooses to pay for the ability to exercise the option at dates before the maturity date 
(for example, by acquiring an American-style option), the hedging relationship would not be perfectly 
effective. 
 
815-20-25-129A In a hedge of a group of forecasted transactions in accordance with paragraph 815-20-25-
15(a)(2), an entity may assume that the timing in which the hedged transactions are expected to occur and 
the maturity date of the hedging instrument match in accordance with paragraph 815-20-25-129(a) if those 
forecasted transactions occur and the derivative matures within the same 31-day period or fiscal month. 
 
Hedge Effectiveness of a Net-Purchased Combination of Options 

815-20-25-130 The guidance in the following paragraph addresses a cash flow hedging relationship that 
meets both of the following conditions: 
 

a. A combination of options (deemed to be a net purchased option) is designated as the 
hedging instrument. 

b. The effectiveness of the hedge is assessed based only on changes in intrinsic value of the 
hedging instrument (the combination of options). 

815-20-25-131 The assessment of effectiveness of a cash flow hedging relationship meeting the conditions 
in the preceding paragraph may be based only on changes in the underlying that cause a change in the 
intrinsic value of the hedging instrument (the combination of options). Thus, the assessment can exclude 
ranges of changes in the underlying for which there is no change in the hedging instrument’s intrinsic value. 
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Hedge Accounting Provisions Applicable to Certain Private Companies 

Assuming Perfect Hedge Effectiveness in a Cash Flow Hedge of a Variable-Rate Borrowing with a 
Receive-Variable, Pay-Fixed Interest Rate Swap Recorded under the Simplified Hedge Accounting 
Approach 

815-20-25-133 Paragraphs 815-10-35-1A through 35-1C, 815-10-50-3, 815-20-25-3A, 815-20-25-
119, 815-20-25-134 through 25-138, 815-20-55-79A through 55-79B, 825-10-50-3, and 825-10-50-
8 provide guidance for an entity electing the simplified hedge accounting approach. See paragraph 815-10-
65-6 for transition guidance on applying the simplified hedge accounting approach. 
 
815-20-25-134 The conditions for the simplified hedge accounting approach determine which cash flow 
hedging relationships qualify for a simplified version of hedge accounting. If all of the conditions in 
paragraphs 815-20-25-135 and 815-20-25-137 are met, an entity may assume perfect effectiveness in a 
cash flow hedging relationship involving a variable-rate borrowing and a receive-variable, pay-fixed 
interest rate swap. 
 
815-20-25-135 Provided all of the conditions in paragraph 815-20-25-137 are met, the simplified hedge 
accounting approach may be applied by a private company except for a financial institution as described 
in paragraph 942-320-50-1. An entity may elect the simplified hedge accounting approach for any receive-
variable, pay-fixed interest rate swap, provided that all of the conditions for applying the simplified hedge 
accounting approach specified in paragraph 815-20-25-137 are met. Implementation guidance on the 
conditions set forth in paragraph 815-20-25-137 is provided in paragraphs 815-20-55-79A through 55-79B. 
 
815-20-25-136 In applying the simplified hedge accounting approach, the documentation required by 
paragraph 815-20-25-3 to qualify for hedge accounting must be completed by the date on which the first 
annual financial statements are available to be issued after hedge inception rather than concurrently at 
hedge inception. 

815-20-25-137 An eligible entity under paragraph 815-20-25-135 must meet all of the following 
conditions to apply the simplified hedge accounting approach to a cash flow hedge of a variable-rate 
borrowing with a receive-variable, pay-fixed interest rate swap: 

a. Both the variable rate on the swap and the borrowing are based on the same index and reset 
period (for example, both the swap and borrowing are based on one-month London 
Interbank Offered Rate [LIBOR] or both the swap and borrowing are based on three-month 
LIBOR). 

b. The terms of the swap are typical (in other words, the swap is what is generally considered 
to be a “plain-vanilla” swap), and there is no floor or cap on the variable interest rate of the 
swap unless the borrowing has a comparable floor or cap. 

c. The repricing and settlement dates for the swap and the borrowing match or differ by no 
more than a few days. 

d. The swap’s fair value at inception (that is, at the time the derivative was executed to hedge 
the interest rate risk of the borrowing) is at or near zero. 

e. The notional amount of the swap matches the principal amount of the borrowing being 
hedged. In complying with this condition, the amount of the borrowing being hedged may 
be less than the total principal amount of the borrowing. 
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f. All interest payments occurring on the borrowing during the term of the swap (or the 
effective term of the swap underlying the forward starting swap) are designated as hedged 
whether in total or in proportion to the principal amount of the borrowing being hedged. 

815-20-25-138 A cash flow hedge established through the use of a forward starting receive-variable, pay-
fixed interest rate swap may be permitted in applying the simplified hedge accounting approach only if the 
occurrence of forecasted interest payments to be swapped is probable. When forecasted interest payments 
are no longer probable of occurring, a cash flow hedging relationship will no longer qualify for the 
simplified hedge accounting approach and the General Subsections of this Topic shall apply at the date of 
change and on a prospective basis. 
 
Timing of Hedge Documentation for Certain Private Companies If Simplified Hedge Accounting 
Approach Is Not Applied 

Concurrent Hedge Documentation 

815-20-25-139 Concurrent with hedge inception, a private company that is not a financial institution as 
described in paragraph 942-320-50-1 shall document the following: 

a. The hedging relationship in accordance with paragraph 815-20-25-3(b)(1) 

b. The hedging instrument in accordance with paragraph 815-20-25-3(b)(2)(i) 

c. The hedged item in accordance with paragraph 815-20-25-3(b)(2)(ii), including (if 
applicable) firm commitments or the analysis supporting a last-of-layer designation in 
paragraph 815-20-25-3(c), or forecasted transactions in paragraph 815-20-25-3(d) 

d. The nature of the risk being hedged in accordance with paragraph 815-20-25-3(b)(2)(iii). 

815-20-25-140 A private company that is not a financial institution is not required to perform or document 
the following items concurrent with hedge inception but rather is required to perform or document them 
within the time periods discussed in paragraph 815-20-25-142: 

a. The method of assessing hedge effectiveness at inception and on an ongoing basis in 
accordance with paragraph 815-20-25-3(b)(2)(iv) and (vi) 

b  Initial hedge effectiveness assessments in accordance with paragraph 815-20-25-
3(b)(2)(iv)(01) through (04). 

815-20-25-141 Example 1A beginning in paragraph 815-20-55-80A illustrates hedge documentation when 
the critical terms of the hedging instrument and hedged forecasted transaction match. Although that 
Example illustrates the documentation of the method of assessing hedge effectiveness, private companies 
that are not financial institutions may complete hedge documentation requirements in accordance with 
paragraphs 815-20-25-139 through 25-140.  

Hedge Effectiveness Assessments 

815-20-25-142 For a private company that is not a financial institution, the performance and documentation 
of the items listed in paragraph 815-20-25-140, as well as required subsequent quarterly hedge effectiveness 
assessments, may be completed before the date on which the next interim (if applicable) or annual financial 
statements are available to be issued. Even though the completion of the initial and ongoing assessments of 
effectiveness may be deferred to the date on which financial statements are available to be issued the 
assessments shall be completed using information applicable as of hedge inception and each subsequent 
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quarterly assessment date when completing this documentation on a deferred basis. Therefore, the 
assessment should be performed to determine whether the hedge was highly effective at achieving offsetting 
changes in fair values or cash flows at inception and in each subsequent quarterly assessment period up to 
the reporting date. 

 
Hedge Accounting Provisions Applicable to Certain Not-for-Profit Entities 

815-20-25-143 Not-for-profit entities (except for not-for-profit entities that have issued, or are a conduit 
bond obligor for, securities that are traded, listed, or quoted on an exchange or an over-the-counter market) 
may apply the guidance on the timing of hedge documentation and hedge effectiveness assessments in 
paragraphs 815-20-25-139 through 25-142. Specifically, those entities shall document the items listed in 
paragraph 815-20-25-139 concurrent with hedge inception, but they may perform and document the items 
listed in paragraph 815-20-25-140 and perform the required subsequent quarterly hedge effectiveness 
assessments in accordance with paragraph 815-20-25-142 within the time periods discussed in 
paragraph 815-20-25-142. 

Exhibit 3 – Revisions adopted to SSAP No. 86 on December 12, 2022 (Agenda Item 2022-09) 

Fair Value Hedges (Note – Paragraphs 26.a. through 26.c. are not affected and are omitted for brevity.)  

26. Fair value hedges qualify for hedge accounting if all of the following criteria are met: 

d. The hedged item is specifically identified as either all, or a specific portion, or the partial 
term of a recognized asset, or all or a specific portion of or a recognized liability or of an 
unrecognized firm commitment. The hedged item is a single asset or liability (or a specific 
portion or partial term thereof) or is a portfolio of similar assets or a portfolio of similar 
liabilities (or a specific portion thereof) or a closed portfolio of assets (pursuant to paragraph 
26.f. and Exhibit A, paragraph 46) where assumed layer or layers is anticipated to be 
outstanding (or a specific portion thereof)3. For a partial term hedge of one or more 
consecutive selected contractual cash flows where the hedged item begins when the first 
hedge cash flow begins to accrue and ends at the end of the designation hedge period, 
the assumed maturity of the hedged item occurs at the end of the designated hedge period; 
(ASC 815-25-35-13B Partial Term Hedging.)  

e. If similar assets or similar liabilities are aggregated and hedged as a portfolio, the individual 
assets or individual liabilities must share the risk exposure for which they are designated 
as being hedged. The change in fair value attributable to the hedged risk for each individual 
item in a hedged portfolio must be expected to respond in a generally proportionate manner 
to the overall change in fair value of the aggregate portfolio attributable to the hedged risk; 
and 

f. For a closed portfolio of financial assets or one or more beneficial interests secured by a 
portfolio of financial instruments, an entity may designate as the hedged item or items a 
hedged layer or layers (this designation is referred to throughout as the “portfolio layer 
method” (detailed in Exhibit A). (ASC 815-20-25-12A Portfolio Layer Method) 

f.g. If the hedged item is a financial asset or liability, a recognized loan servicing right, or a 
nonfinancial firm commitment with financial components, the designated risk being hedged 
is: 

i. The risk of changes in the overall fair value of the entire hedged item; 

 
3 For clarity, partial-term hedges and portfolio hedges addressed in paragraph 26.f. are limited to the situations in which the hedged 
item(s) is a recognized asset or a closed portfolio of financial assets. These hedging accounting methods are not permitted to hedge 
liabilities. 
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ii. The risk of changes in its fair value attributable to changes in benchmark interest 
rate; 

iii. The risk of changes in its fair value attributable to changes in the related foreign 
currency exchange rates; or 

iv. The risk of changes in its fair value attributable to both changes in the obligor’s 
creditworthiness and changes in the spread over the benchmark interest rate with 
respect to the related financial asset’s or liability’s credit sector at inception of the 
hedge (referred to as credit risk). 

If the risk designated as being hedged is not the risk in paragraph 26.f.i., two or more of 
the other risks (benchmark interest rate risk, foreign currency exchange risk, and credit 
risk) may simultaneously be designated as being hedged.  

The benchmark interest rate being hedged in a hedge of interest rate risk must be 
specifically identified as part of the designation and documentation at the inception of the 
hedging relationship. In calculating the change in the hedged item’s fair value attributable 
to changes in the benchmark interest rate, the estimated coupon cash flows used in 
calculating fair value shall must be based on eitherall of the full contractual cash flows of 
the entire hedged item or the benchmark rate component of the contractual coupon cash 
flows of the hedged item determined at hedge inception. An entity may designate a fair 
value hedge of interest rate risk in which the hedged item is a prepayment instrument. The 
entity may consider only how changes in the benchmark interest rate affect the decision to 
settle the hedged item before its scheduled maturity (for example, an entity may consider 
only how change in the benchmark interest rate affect an obligor’s decision to call a debt 
instrument when it has the right to do so.) The entity need not consider other factors that 
would affect this decision (for example, credit risk) when assessing hedge effectiveness. 
(ASU 815-25-35-13 & 815-20-25-6B)Excluding some of the hedged item’s contractual cash 
flows (for example, the portion of the interest coupon in excess of the benchmark interest 
rate) from the calculation is not permitted.4 An entity may not simply designate prepayment 
risk as the risk being hedged for a financial asset. However, it can designate the option 
component of a prepayable instrument as the hedged item in a fair value hedge of the 
entity’s exposure to changes in the fair value of that “prepayment” option, perhaps thereby 
achieving the objective of its desire to hedge prepayment risk. The effect of an embedded 
derivative of the same risk class must be considered in designating a hedge of an individual 
risk. For example, the effect of an embedded prepayment option must be considered in 
designating a hedge of benchmark interest rate risk. 

Disclosure Requirements 

62. Reporting entities shall disclose the following for all derivative contracts used:  

 a. General disclosures:  

vii. The net gain or loss recognized in unrealized gains or losses during the perioding 
period resulting from derivatives that no longer qualify for hedge accounting. For 
portfolio layer method hedges, disclose circumstances that led to the breach. (ASC 
815-10-50-5C.)  

Relevant Literature 

64. This statement adopts the framework established by FAS 133, FASB Statement No. 137, 
Accounting for Derivative Instruments and Hedging Activities—Deferral of the Effective Date of FASB 

 
4 The first sentence of paragraph 26.d. that specifically permits the hedged item to be identified as either all or a specific portion of a 
recognized asset or liability or of an unrecognized firm commitment is not affected by the provisions in this subparagraph. 
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Statement No. 133, An amendment of FASB Statement No. 133 (FAS 137) and FASB Statement No. 138, 
Accounting for Certain Derivative Instruments and Certain Hedging Activities, An amendment of FASB 
Statement No. 133 (FAS 138), for fair value and cash flow hedges, including its technical guidance to the 
extent such guidance is consistent with the statutory accounting approach to derivatives utilized in this 
statement. This statement adopts the provisions of FAS 133 and 138 related to foreign currency hedges. 
With the exception of guidance specific to foreign currency hedges and amendments specific to refining the 
hedging of interest rate risk (under FAS 138, the risk of changes in the benchmark interest rate would be a 
hedged risk), this statement rejects FAS No. 137 and 138 as well as the various related Emerging Issues 
Task Force interpretations. This statement adopts paragraphs 4 and 25 of FASB Statement No. 149: 
Amendment of Statement 133 on Derivative Instruments and Hedging Activities (FAS 149) regarding the 
definition of an underlying and guidance for assessing hedge effectiveness. (The adoption from FAS 149 
on the assessment of hedge effectiveness is impacted by the adoption with modification of guidance from 
ASU 2017-12 as detailed in paragraph 65.b., with the guidance from ASU 2017-12 superseding the prior 
adoption to the extent applicable.) All other paragraphs in FAS 149 are rejected as not applicable for 
statutory accounting. This statement adopts FSP FAS 133-1 and FIN 45-5: Disclosures about Credit 
Derivatives and Certain Guarantees, An Amendment of FASB Statement No. 133 and FASB Interpretation 
No.45 and Clarification of the Effective Date of FASB Statement No. 161 (FSP FAS 133-1 and FIN 45-4) 
and requires disclosures by sellers of credit derivatives. This statement rejects FSP FIN 39-1, Amendments 
of FASB Interpretation No. 39, and ASU 2014-03, Derivatives and Hedging – Accounting for Certain 
Receive-Variable, Pay-Fixed Interest Rate Swaps – Simplified Hedge Accounting Approach. 

65. This statement adopts, with modification, certain revisions to ASC 815-20 included in ASU 2017-
12. Remaining provisions of ASU 2017-12 will be subsequently assessed for statutory accounting 
and shall not be considered adopted for statutory accounting until that assessment is complete.  

a. Revisions effective January 1, 2019 with early adoption permitted, are limited to specific 
provisions, and related transition guidance, pertaining to the documentation and 
assessment of hedge effectiveness and only includes: 1) provisions allowing more time to 
perform the initial quantitative hedge effectiveness assessment; 2) provisions allowing 
subsequent assessments of hedge effectiveness to be performed qualitatively if certain 
conditions are met; and 3) revisions regarding use of the critical terms and short-cut 
methods for assessing hedge effectiveness.  

b. Revisions effective January 1, 2023, with early adoption permitted, are limited to the criteria 
for initial and subsequent hedge effectiveness detailed in the FASB Accounting Standards 
Codification (ASC) paragraphs 815-20-25-72 through 815-20-35-20, as modified through 
the issuance of ASU 2017-12. This adoption reflects statutory modifications to specify that 
the accounting and reporting of hedging instruments, including excluded components of 
the instruments, shall follow statutory specific guidance detailed in the statement. The 
intent of this guidance is to clarify that the determination of whether a hedging instrument 
qualifies as an effective hedge shall converge with U.S. GAAP, but that the measurement 
method shall continue to follow statutory specific provisions. The adoption of the referenced 
ASC paragraphs only extends to revisions incorporated through ASU 2017-12; therefore, 
any subsequent U.S. GAAP edits would require statutory accounting consideration before 
considered adopted.  

 
c. Revisions effective January 1, 2022, with early adoption permitted, are limited to the criteria 

for the portfolio layer method detailed in ASU 2022-01, criteria to only consider how 
changes in the benchmark interest rate affect the decision to settle the hedged item before 
its scheduled maturity date in 815-20-25-6B, adding option in calculating the change in the 
hedged item’s fair value attributed to changes in the benchmark interest rate based on the 
benchmark rate components of the contractual cash flows detailed in FASB ASC 815-25-
35-13, and the partial-term hedging method detailed in FASB ASC 815-25-35-13B. The 
adoption of the partial term hedging method reflects statutory modifications that limits its 
use only when the hedged item is a recognized asset. This is different than U.S. GAAP, 
which permits the partial term method for hedged liabilities. The statutory limitation is 
established to prevent interim basis adjustments to hedged liabilities that could present a 
reduction of reported liabilities on the financial statements when the actual liability has not 
been reduced. Reconsideration of this statutory limitation may occur after a broader project 
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to consider how derivative basis adjustments to hedged liabilities shall be reflected in the 
financial statements.  

Effective Date and Transition 

74.73 This statement is effective for derivative transaction entered into or modified on or after 
January 1, 2003. A modification is any revision or change in contractual terms of the derivative. SSAP No. 
31 applies to derivative transaction prior to January 1, 2003. Alternatively, an insurer may choose to apply 
this statement to all derivatives to which the insurer is a party as of January 1, 2003. In either case, the 
insurer is to disclose the transition approach that is being used.  

a. Revisions adopted to paragraph 64 to reject FSP FIN 39-1 is effective January 1, 2013, for 
companies that have previously reported a position in the balance sheet that was net of 
counterparty agreements. (Companies that have previously reported derivative instruments 
and/or related collateral gross shall not be impacted by these revisions.)  

b. Revisions adopted in paragraph 16 clarify the reporting for amounts received/paid to adjust 
variation margin until the derivative contract has ended and are effective January 1, 2018, 
on a prospective basis, for reporting entities that have previously considered these 
amounts to reflect settlement or realized gains/losses. (Companies that have previously 
reported variation margin changes in line with the revisions shall not be impacted by these 
revisions.)  

c. Revisions to incorporate limited provisions from ASU 2017-12 pertaining to the 
documentation of hedge effectiveness (detailed in paragraph 65) are effective January 1, 
2019, with early adoption permitted for year-end 2018. However, if the reporting entity is a 
U.S. GAAP filer, the reporting entity may only elect early adoption if the entity has also 
elected early adoption of ASU 2017-12 for year-end 2018.  

d. Revisions adopted April 2019 to explicitly include structured notes in scope of this 
statement are effective December 31, 2019. Revisions adopted July 2020 to define 
“derivative premium,” require gross reporting of derivatives without the impact of financing 
premiums and require separate recognition of premiums payable and premiums 
receivable, are effective January 1, 2021. 

e. Revisions adopted August 2022 that adopt with modification the criteria for initial and 
subsequent hedge effectiveness detailed in the FASB ASC paragraphs 815-20-25-72 
through 815-20-35-20, as modified through the issuance of ASU 2017-12 and that 
incorporate statutory accounting revisions for the accounting and reporting of excluded 
components are effective January 1, 2023, with early adoption permitted. These revisions 
shall be applied prospectively for all new and existing hedges. Entities shall detail the 
adoption of this guidance as a change in accounting principle pursuant to SSAP No. 3—
Accounting Changes and Corrections of Errors. 

f. Revisions adopted December 12, 2022 that adopt U.S. GAAP guidance for the portfolio 
layer method, U.S. GAAP guidance to only consider how changes in the benchmark 
interest rate affect the decision to settle the hedged item before its scheduled maturity, 
U.S. GAAP guidance adding option in calculating the change in the hedged item’s fair value 
attributed to changes in the benchmark interest rate based on the benchmark rate 
component of the contractual coupon cash flows, that and adopt with modification U.S. 
GAAP guidance for partial term hedging are effective January 1, 2023, with early adoption 
permitted. These revisions shall be applied prospectively to qualifying new hedges.  
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Edits to New Exhibit A – Discussion of Hedge Effectiveness 

17. All of the following conditions apply to both fair value hedges and cash flow hedges: (815-20-25-
104)  

e. The interest-bearing asset or liability is not prepayable, that is, able to be settled by either 
party before its scheduled maturity, or the assumed maturity date if the hedged item is 
measured as a partial-term hedge of interest rate risk in which the assumed maturity of the 
hedged items occur on the date in which the last hedged cash flow is due and payable ends 
at the end of the designated hedge period, in accordance with paragraph 815-25-35-13B, 
with the following qualifications: 
 
i. This criterion does not apply to an interest-bearing asset or liability that is 

prepayable solely due to an embedded call option (put option) if the hedging 
instrument is a compound derivative composed of an interest rate swap and a 
mirror-image call option (put option). 

ii. The call option embedded in the interest rate swap is considered a mirror image of 
the call option embedded in the hedged item if all of the following conditions are 
met: 

18. All of the following incremental conditions apply to fair value hedges only: (815-20-25-105 & 815-
25-35-13B) 

 
a. The expiration date of the interest rate swap matches the maturity date of the interest-

bearing asset or liability or the assumed maturity date if the hedged item is measured as a 
partial-term hedge of interest rate risk in which the assumed maturity of the hedged items 
ends at the end of the designated hedge period occur on the date in which the last hedged 
cash flow is due and payablein accordance with paragraph 815-25-35-13B. 

Portfolio Layer Method (New paragraphs at the end of Exhibit A.)  

46. For a closed portfolio of financial assets or one or more beneficial interests secured by a portfolio 
of financial instruments, an entity may designate as the hedged item or items a hedged layer or layers (this 
designation is referred to throughout as the “portfolio layer method.”) (ASU 815-20-25-12A) 

a. As part of the initial hedge documentation, an analysis is completed and documented to 
support the entity’s expectation that the hedged item or items (that is, the hedged layer or 
layers in aggregate) is anticipated to be outstanding for the designated hedge period. That 
analysis shall incorporate the entity’s current expectations of prepayments, defaults, and 
other factors affecting the timing and amount of cash flows associated with the closed 
portfolio.  

b. For purposes of its analysis in paragraph 46.a., the entity assumes that as prepayments, 
defaults, and other factors affecting the timing and amount of cash flows occur, they first 
will be applied to the portion of the closed portfolio that is not hedged; and  

c. The entity applies the partial-term hedging guidance to the assets or beneficial interest used 
to support the entity’s expectation in paragraph 46.a. An asset that matures on a hedged 
layer’s assumed maturity date meets this requirement. 

47. After a closed portfolio is established in accordance with paragraph 46, and entity may designate 
new hedging relationships associated with the closed portfolio without dedesignating any existing hedging 
relationships associated with the closed portfolio if the criteria of paragraph 46 are met for those newly 
designated hedging relationships. (ASU 815-20-25-12B) 
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48. For the portfolio layer method if both of the following conditions exist, the quantitative test 
described for similar assets (shared risk exposure) may be performed qualitatively on a hedge-by-hedge 
basis and only at hedge inception: 

 
a. The hedged item is a hedged layer in a portfolio layer hedge and designated in accordance 

with paragraph 26.f. of SSAP No. 86. 
 
b. An entity measures the change in fair value of the hedged item based on the benchmark 

rate component of the contractual coupon cash flows. 
 
Using the benchmark rate component of the contractual coupon cash flows when all assets have 
the same assumed maturity date and prepayment risk does not affect the measurement of the hedged 
item results in all hedged items having the same benchmark rate component coupon cash flows. 
(ASU 815-20-55-14A) 
 

49. For one or more hedging relationships designated under the portfolio layer method, an entity shall 
discontinue (or partially discontinue) hedge accounting in the following circumstances: (ASU 815-25-40-
8) 

 
a. If the entity cannot support on a subsequent testing date that the hedged layer or layers are 

anticipated to be outstanding for the designated hedge (that is, a breach is anticipated), it 
shall discontinue (or partially discontinue) hedge accounting for one or more hedging 
relationships for the portion of the hedged item that is no longer anticipated to be 
outstanding for the designated hedge period.  

 
b. If on a subsequent testing date the outstanding amount of the closed portfolio of financial 

assets or one or more beneficial interests is less than the hedged layer or layers (that is, a 
breach has occurred), the entity shall discontinue (or partially discontinue) hedge 
accounting for one or more hedging relationships for the portion of the hedged item that is 
no longer outstanding.  
 

50. In the event of either an anticipated breach (as described in paragraph 49.a.) or a breach that has 
occurred (as described in paragraph 49.b.) for portfolio layer method, if multiple hedged layers are 
associated with a closed portfolio, an entity shall determine which hedge or hedges to discontinue (or 
partially discontinue) in accordance with an accounting policy election. That accounting policy election 
shall specify a systematic and rational approach to determining which hedge or hedges to discontinue (or 
partially discontinue). An entity shall establish its accounting policy no later than when it first anticipates 
a breach or when a breach has occurred (whichever comes first). After an entity establishes its accounting 
policy, it shall consistently apply its accounting policy to all portfolio layer method breaches (anticipated 
and occurred). (ASU 815-25-40-8A) 

U.S. GAAP references not pulled into Exhibit will also be updated as follows:  

Consideration of Prepayment Risk Using the Last-of-Layer Portfolio Layer Method 
 
815-20-25-118A In a fair value hedge of interest rate risk designated under the portfolio layer  last-of-layer 
method in accordance with paragraph 815-20-25-12A, an entity may exclude prepayment risk when 
measuring the change in fair value of the hedged item attributable to interest rate risk. 

© 1999-2024 National Association of Insurance Commissioners



IP No. 167 Issue Paper 

 IP 167-50 

Edits to Exhibit C B – Specific Hedge Accounting Procedures for Derivatives 

2. Swaps, Collars, and Forwards (see also discussion in Introduction above): 

d. Gain/Loss on Termination of a swap, collar or forward accounted for under hedge 
accounting (includes closing, exercise, maturity, and expiry): 

i. Exercise—The remaining book value of the derivative shall become an adjustment 
to the cost or proceeds of the hedged item(s) received or disposed of individually 
or in aggregate; 

ii. Sale, maturity, expiry, or other closing transaction of a derivative which is an 
effective hedge—Any gain or loss on the transaction, except for excluded 
components, will adjust the basis (or proceeds) of the hedged item(s) individually 
or in aggregate. If a portfolio layer method hedging relationship is discontinued (or 
partially discontinued) in a voluntary dedesignation or in anticipation of a breach, 
the basis adjustment associated with the dedesignated amount as of the 
discontinuation date shall be allocated to the remaining individual assets in the 
closed portfolio that supported the dedesignated hedged layer using a systematic 
and rational method. Alternatively, if the item being hedged is subject to IMR, the 
gain or loss on the terminated hedging derivative may be realized and shall be 
subject to IMR upon termination. (ASU 815-25-40-9) 

iii. Gain/loss on termination of derivatives will be recognized currently in net income 
(realized gain/loss) to the extent they ceased to be effective hedges. 

iv.  Upon the redesignation of a derivative from a currently effective hedging 
relationship, 

(a) with an item(s) carried at amortized cost to another effective hedging 
relationship with an item(s) carried at amortized cost, the derivative shall 
continue to be recorded at amortized cost and no gain or loss on the 
derivative shall be recognized. 

(b) with an item(s) carried at amortized cost or fair value to an effective 
relationship with an item(s) carried at fair value, the accounting for the 
derivative shall be consistent with (ii) above. 

(c) with an item(s) carried at fair value to an effective relationship with an 
item(s) carried at amortized cost, the accounting for the derivative shall be 
consistent with (ii.) above.  
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