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Executive Summary
This report provides an exhaustive analysis of FASB Accounting Standards Codification Topic 815 –
Derivatives and Hedging, which codifies U.S. GAAP guidance on accounting for derivative instruments and
hedging activities. It covers the scope and history of ASC 815, definitions of derivative instruments, hedge
accounting models, documentation and effectiveness requirements, measurement and recognition rules for
derivatives and hedged items, and detailed comparisons with IFRS 9 hedge accounting. The report also
includes case studies and data illustrating how companies apply these rules in practice, and discusses recent
developments and future directions. All claims are supported by authoritative sources with citations.

Key findings include:

Scope and definition: ASC 815 applies broadly to all entities and derivative instruments (with limited
scope exceptions) (www.oreilly.com). A derivative must have an underlying, notional amount, and net
settlement, per ASC 815-10-15-83, although accounting guidance relies strictly on the FASB definition.
Absent hedge accounting, all derivatives are measured at fair value with gains/losses in earnings.

Hedge accounting models: ASC 815 provides three primary hedge types – fair value hedges, cash
flow hedges, and net investment hedges – each with specific criteria and accounting treatments
(www.deloitte.com) (www.deloitte.com). Fair value hedges offset changes in fair value of
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assets/liabilities in earnings, cash flow hedges defer derivative gains/losses in OCI until the hedged item
affects earnings, and net investment hedges treat derivatives similarly to cash flow hedges but in the
foreign‐currency translation reserve (www.deloitte.com) (www.deloitte.com) (www.deloitte.com).

Qualifying criteria and effectiveness: To elect hedge accounting, entities must formally designate and
document the hedging relationship at inception (risk management objective, instrument, hedged item,
method) and regularly test effectiveness. Historically, U.S. GAAP required a “highly effective” hedge
(typically a dollar‐offset of 80–125%) with both prospective and retrospective tests (kpmg.com)
(kpmg.com). Recent ASU updates (e.g. ASU 2017-12) have eased some requirements – for example,
permitting qualitative reassessment of effectiveness and allowing exclusion of forward points or option
time value (with amortization) (dart.deloitte.com) (dart.deloitte.com).

Measurement and recognition: All derivatives (including those designated as hedges) are recorded at
fair value on the balance sheet. Fair value hedges cause both the instrument and hedged item to be re-
measured (with offsetting earnings effects) (www.deloitte.com). Cash flow hedges defer the effective
portion of derivative gains/losses in OCI and reclassify into earnings when the hedged transaction
affects P&L (www.deloitte.com). Net investment hedges place derivative gains/losses into the
cumulative currency translation adjustment (a component of OCI) (www.deloitte.com). Any hedge
ineffectiveness is recognized in current earnings.

Embedded derivatives and related contracts: ASC 815 (Subtopic 815-15) requires bifurcating
embedded derivatives from host contracts when the economic characteristics are not “clearly and
closely related” and the hybrid contract is not measured at fair value (www.oreilly.com). ASC 815-40 and
ASC 815-45 address contracts in an entity’s own equity (e.g. stock swaps) and weather derivatives,
respectively, which have special accounting rules (www.oreilly.com).

Disclosures: ASC 815-10-50 mandates extensive disclosures, including objectives and strategies for
derivative use, notional amounts, fair values, gains/losses by category, and the effect on earnings and
OCI. Companies typically present derivative and hedging data in the notes of financial statements to
give transparency about risk management activities.

Differences under IFRS: Hedge accounting under IFRS 9 is broadly similar in concept but differs in key
ways. IFRS 9 dropped bright-line thresholds (no 80–125% rule) and retrospective testing (kpmg.com)
(kpmg.com), allows rebalancing of hedging relationships (U.S. GAAP does not) (kpmg.com), and
permits hedging of non-contractual risk components (e.g. commodity price benchmarks) beyond just
interest rates (www.kawaller.com). US GAAP has a “shortcut” method for certain interest rate swaps
(assuming perfect effectiveness) (kpmg.com), whereas IFRS 9 includes no such shortcut. Differences
also arise in how forward points and option time values are treated (US GAAP allows an amortization
approach (dart.deloitte.com); IFRS 9 requires them in OCI with systematic release (www.kawaller.com)).
A summary of key differences is provided in Table 2 below.

Empirical evidence & real-world practice: Surveys and studies show that a majority of firms with
exposures use hedge accounting. For instance, one study of European companies found ~60% applied
hedge accounting under IFRS, and those users had significantly lower earnings volatility (11.3% vs.
18.5%) than non-hedgers (link.springer.com), indicating hedge accounting’s role in stabilizing reported
earnings. Case examples include Boeing (using interest-rate swaps as fair value hedges of fixed-rate

Houseblend

NetSuite consulting · ERP integration · Finance & operations Page 3 of 19

https://houseblend.io/articles/netsuite-multi-entity-financial-management
https://www.deloitte.com/us/en/pages/audit/articles/derivatives-hedge.html#:~:text=For%20a%20fair%20value%20hedge,price%20firm%20commitment
https://www.deloitte.com/us/en/pages/audit/articles/derivatives-hedge.html#:~:text=Generally%20speaking%2C%20an%20entity%20with,of%20the%20hedged%20item%20is
https://www.deloitte.com/us/en/pages/audit/articles/derivatives-hedge.html#:~:text=hedgeable%20risk,translation%20adjustment%20portion%20of%20OCI
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=quantity%20of%20the%20hedged%20item,looking%20or%20prospective
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=IFRS%209%20requires%20only%20prospective,at%20least%20every%20three%20months
https://dart.deloitte.com/USDART/home/publications/archive/deloitte-publications/heads-up/2017/fasb-issues-standard-bringing-targeted-improvements#:~:text=ASU%202017,the%20assessment%20of%20hedge%20effectiveness
https://dart.deloitte.com/USDART/home/publications/archive/deloitte-publications/heads-up/2017/fasb-issues-standard-bringing-targeted-improvements#:~:text=Quantitative%20Versus%20Qualitative%20Assessments%20of,Hedge%20Effectiveness
https://www.deloitte.com/us/en/pages/audit/articles/derivatives-hedge.html#:~:text=Generally%20speaking%2C%20an%20entity%20with,carrying%20amount%20by%20the%20amount
https://www.deloitte.com/us/en/pages/audit/articles/derivatives-hedge.html#:~:text=Generally%20speaking%2C%20an%20entity%20with,of%20the%20hedged%20item%20is
https://www.deloitte.com/us/en/pages/audit/articles/derivatives-hedge.html#:~:text=hedgeable%20risk,translation%20adjustment%20portion%20of%20OCI
https://www.oreilly.com/library/view/wiley-gaap-2019/9781119511571/c51.xhtml#:~:text=ASC%20815%2C%20Derivatives%2C%20contains%20eight,subtopics
https://www.oreilly.com/library/view/wiley-gaap-2019/9781119511571/c51.xhtml#:~:text=ASC%20815%2C%20Derivatives%2C%20contains%20eight,subtopics
https://houseblend.io/articles/netsuite-sec-reporting-compliance-guide
https://houseblend.io/articles/netsuite-treasury-management-comparison
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=quantity%20of%20the%20hedged%20item,looking%20or%20prospective
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=IFRS%209%20requires%20only%20prospective,at%20least%20every%20three%20months
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=Further%2C%20IFRS%209%20provides%20the,that%20incorporates%20the%20revised%20terms
https://www.kawaller.com/comparing-hedge-accounting-gaap-ifrs-9/#:~:text=The%20main%20difference%20between%20IFRS,expected%20to%20perform%20with%20zero
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=The%20shortcut%20method%20is%20an,9%20does%20not%20prescribe%20the
https://dart.deloitte.com/USDART/home/publications/archive/deloitte-publications/heads-up/2017/fasb-issues-standard-bringing-targeted-improvements#:~:text=ASU%202017,the%20assessment%20of%20hedge%20effectiveness
https://www.kawaller.com/comparing-hedge-accounting-gaap-ifrs-9/#:~:text=The%20most%20important%20differences%20deal,standard
https://link.springer.com/article/10.1007/s10997-024-09715-x#:~:text=earnings%20volatility%20in%20our%20sample,are%20very%20similar%20across%20different


debt) (www.sec.gov) and ConocoPhillips (using commodity forwards for fuel-price risk but only some
designated as cash flow hedges) (www.sec.gov). Global OTC derivatives markets have expanded
massively (BIS reports ~$846 trillion notional outstanding by mid-2025 (www.bis.org)), emphasizing the
pervasiveness of derivatives and the importance of standardized accounting.

Implications and future directions: Hedge accounting aims to align financial reporting with risk
management. While ASC 815 has introduced flexibility (e.g. ASU 2017-12, 2025-09), it remains
complex.The IASB and FASB continue to review hedge accounting rules (IASB commenced a post-
implementation review of IFRS 9 hedging in Dec 2025 (www.ifrs.org); FASB periodically issues
refinement updates). Entities preparing under both IFRS and U.S. GAAP (dual reporters) must navigate
the significant differences identified. As interest rate benchmarks reformed (e.g. LIBOR replacement),
both standards provide limited relief conventions but differ in specifics. Overall, future developments are
likely to focus on convergence, practical expedients for new market conditions, and clarifications to
reduce complexity.

All assertions and descriptions above are supported by authoritative references (see inline citations) from
accounting standards, official guidance, industry literature, and empirical studies.

Introduction and Background
Derivatives and financial risk. Companies commonly use derivative instruments to manage exposure to
various financial risks (e.g. interest rate risk, foreign currency risk, commodity price risk) arising from business
activities. A derivative is generally a contract whose value is derived from an underlying price, quantity, or
index. ASC 815-10-15-83 defines a derivative as a contract that has all three of the following: (a) one or more
underlyings (rates, indices, prices, etc.), (b) one or more notional amounts or payment provisions, and (c) net
settlement provision (www.oreilly.com) (www.deloitte.com). Thus, forwards, futures, swaps, and options all
qualify as derivatives under ASC 815 provided they meet these criteria. (Embedded derivatives — derivative
features within hybrid contracts — are separately addressed under ASC 815-15 as discussed later.)

Evolution of U.S. GAAP on derivatives. The Comprehensive accounting guidance for derivatives and
hedging in U.S. GAAP stems from FASB Statement No. 133, Accounting for Derivative Instruments and
Hedging Activities (effective 2000), which was later codified as ASC Topic 815. SFAS 133 addressed a
fragmented accounting landscape by requiring all derivatives to be recorded on the balance sheet and
specifying when hedge accounting could be applied. Early commentary on SFAS 133 noted it covered “all
derivative instruments… even those yet to be developed,” but that the approach was “overly complicated”
(www.journalofaccountancy.com). Subsequent improvements (e.g. SFAS 138, FIN 39, FIN 45, and later ASUs
on hedge accounting) refined Scope and operational guidance.

Scope of ASC 815. ASC 815 “applies to all entities and to all derivative instruments, but contains extensive
scope exceptions” (www.oreilly.com). In effect, most written contracts with the characteristics of derivatives are
captured, except where addressed by other guidance or specific exceptions. For example, ASC 815 excludes
“normal purchases and normal sales” of non-financial items, certain insurance and warranty contracts, and
some insurance-related investments (www.oreilly.com). All other contracts meeting the definition must be
accounted for under ASC 815, either as derivatives or, in certain cases, where designated as hedging
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instruments against a risk of other items. By default, derivatives are recognized on the balance sheet as assets
or liabilities at fair value (www.deloitte.com) (www.deloitte.com). The offsetting changes in fair value are
recognized in earnings unless special hedge accounting rules apply.

Hedging and financial reporting objectives. The core objective of hedge accounting under ASC 815 is to
align the timing of gains and losses on hedging instruments with those of the items being hedged. Without
hedge designation, derivatives (used for risk management) would generate P&L volatility that does not
coincide with the hedged exposure. For example, an interest rate swap might produce quarterly gains or
losses, while the underlying interest expense of debt occurs at different intervals. Hedge accounting addresses
this by allowing deferral or offset of the derivative’s effect. As Deloitte explains: “If hedge accounting is not
applied, changes in the fair values of derivative instruments are recognized in earnings in each reporting
period… The objective of hedge accounting is to match the timing of income statement recognition of the
effects of the hedging instrument with the timing of recognition of the hedged risk” (www.deloitte.com).

Regulatory and industry context. The use of derivatives has grown enormously. As reported by the Bank for
International Settlements, global over-the-counter (OTC) derivatives had a notional value of roughly $846
trillion at June 2025 (www.bis.org) (an increase of 16% year-over-year). Interest rate and foreign exchange
contracts constitute the majority of this market. In the corporate sector, firms in industries like energy,
manufacturing, and finance routinely use currency forwards, commodity futures, and interest rate swaps for
hedging. Empirical studies (discussed below) show many large corporations adopt formal hedge accounting.
Standard setters continue refining rules to address challenges such as market reforms (e.g. LIBOR transition),
with both IASB and FASB engaged in post-implementation reviews of hedge accounting guidance
(www.ifrs.org).

This report drills into the details of ASC 815 and hedge accounting, comparing U.S. GAAP with IFRS hedge
accounting ℎ, presenting data and examples, and discussing implications for financial reporting and risk
management.

Definition and Recognition of Derivative
Instruments
Definition (ASC 815-10). An instrument is a derivative under ASC 815 if it has an underlying (e.g., interest
rate, commodity price, currency rate, stock price), a notional amount or payment feature, and inherent net
settlement (or it must be net settled). Underlying examples include foreign currency exchange rates, interest
rates like LIBOR, commodity prices, or equity prices. The notional amount can be fixed or variable, and
settlement must not require the exchange of non-derivative assets in settlement. For instance, an interest rate
swap (pay fixed, receive variable) is a derivative because it references an interest rate underlying, has a
notional principal, and nets out settlement flows. Similarly, a foreign exchange forward relies on currency
exchange rate and involves notional amounts.

Measurement. Once a contract qualifies as a derivative (and is not scoped out), ESC 815 requires it to be
initially recognized on the balance sheet at fair value and remeasured at each reporting date to fair value
(www.deloitte.com) (www.deloitte.com). This applies regardless of whether the derivative is exchange-traded
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or OTC, and whether the counterparty is external or (in some cases) an internal hedge unit (centralized
treasury) designated as a hedging instrument. Any change in fair value during the period is recognized in
earnings, except to the extent it qualifies and is designated as a hedging instrument under ASC 815-20 (see
“Hedge Accounting Models” below).

Scope exceptions. Certain instruments are excluded from derivative accounting. For example, regular-way
purchased securities held for investment, which have settled trades, follow different ASC guidance (they are
not derivatives). Normal purchases and normal sales of (non-financial) inventory are explicitly excluded (i.e.
ordinary purchase commitments to sell inventory later do not get hedge accounting). Also, insurance and
financial guarantee contracts are often scoped out if they meet criteria in other standards. ASC 815-10-15-
14 through 15-42 codify these exceptions (www.oreilly.com).

Embedded derivatives. Many financial or non-financial contracts contain embedded derivative features (e.g.
a convertible bond, an option embedded in a lease, or a commodity-linked lease). ASC 815-15 requires that if
the host contract’s accounting cannot accommodate the embedded feature, the embedded derivative must be
separated (bifurcated) and accounted for as a derivative. Criteria include whether the economic characteristics
and risks of the embedded feature are “clearly and closely related” to the host, and whether the hybrid
instrument is measured at fair value with changes in earnings. A common example: A convertible bond
contains an option to convert to equity. U.S. GAAP requires separating the conversion option (a derivative)
from the debt, measuring each component individually. IFRS has similar rules (IAS 39/IFRS 9), and both
frameworks aim to reflect the fair value of each component.

Contracts in entity’s own equity (ASC 815-40). Certain written options on an entity’s own stock (e.g.
buyback agreements, warrants) have special guidance to avoid double counting equity. ASC 815-40 and IFRS
IAS 32/IFRS 9 guidance often align to treat such contracts based on their substance (e.g. as indexed to equity
or not).

Weather derivatives (ASC 815-45). Because weather hedges (e.g. contracts on temperature indices) have
different risk profiles, ASC 815-45 provides optional guidance allowing entities to account for them akin to
derivatives (at fair value). Entities electing this guidance use similar hedge accounting treatment as for
financial derivatives.

In summary, all derivatives are recognized on the balance sheet at fair value, unless scoped out or embedded
in other recognized contracts. This principle was a key aspect of SFAS 133 and remains under ASC 815
(www.oreilly.com) (www.deloitte.com).

Hedge Accounting Overview
ASC Topic 815 allows optional hedge accounting to link the accounting for a derivative (the hedging
instrument) with the item or risk being hedged. Applying hedge accounting changes how the derivative’s
gains/losses and the hedged item’s changes are recorded, in order to better match the economic impact of the
hedge.
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Hedge Accounting Models
ASC 815 recognizes three primary hedge accounting models (consistent with IFRS 9’s models), each defined
by the type of risk exposure:

Fair Value Hedges – Hedge the exposure to changes in the fair value of a recognized asset or liability
(or unrecognized firm commitment) attributable to a particular risk. Examples of qualifying hedged items
include fixed-rate debt (hedged with interest-rate swaps), inventory on hand expected to be sold, or an
identified portion of a portfolio. In a fair value hedge, the derivative’s fair value changes and the hedged
item’s carrying value adjustments both flow through earnings, typically offsetting each other
(www.deloitte.com) (www.deloitte.com).

Cash Flow Hedges – Hedge the exposure to variability in future cash flows of a recognized asset,
liability, or a highly probable forecasted transaction, due to a particular risk. For instance, a company
may swap floating-rate interest payments to fixed-rate (hedging variable interest cash flows of debt), or
use forwards to lock in costs for forecasted purchases. In a cash flow hedge, the effective portion of
derivative gains/losses is recorded in other comprehensive income (OCI) and then reclassified into P/L
when the hedged cash flows affect earnings. This deferral aligns with when the hedged item (or forecast
transaction) impacts net income (www.deloitte.com).

Net Investment Hedges – Hedge the foreign currency exposure of a net investment in a foreign
operation (e.g. an equity investment or subsidiary). Even though the foreign operation’s net assets are
translated via OCI, currency movements on net investment remain in OCI. A derivative (or net-of-debt)
used to hedge translation risk has its gain/loss also recognized in the cumulative translation adjustment
(OCI).

Each model has strict qualifying criteria. ASC 815-20 requires formal designation, documentation of the risk
management objective, identification of hedging instruments and items, and how effectiveness will be
assessed. Only eligible combinations of hedged items and instruments may be designated, and the hedge
must be expected to be highly effective in offsetting the hedged risk. In practice, a company will establish the
hedge relationship (e.g. “interest-rate swaps vs. fixed-rate debt portfolio”), document it in writing at inception,
and then apply the accounting rules summarized below.

Table 1 summarizes the characteristics of these hedge models under ASC 815 (with references).

Table 1. Hedge Accounting Models under ASC 815

Hedge Model Hedged Item / Exposure (Examples) ASC 815 Accounting Treatment

Fair Value
Hedge

Change in fair value of a recognized
asset/liability (e.g. fixed-rate debt,
inventory on hand, firm commitments)
(www.deloitte.com).

Record derivative’s gain/loss in current earnings, and adjust the
hedged item’s carrying amount by offsetting amount
(www.deloitte.com). This results in matching amounts in P/L related to
the hedged risk.

Cash Flow
Hedge

Variability in cash flows of asset/liability
or highly probable forecast (e.g. variable-
rate debt interest, forecast commodity
purchases) (www.deloitte.com).

Record derivative’s gain/loss in OCI (effective portion)
(www.deloitte.com). Reclassify amounts from OCI to earnings in the
same period(s) that the hedged item’s cash flows affect profit or loss.
Deferred recognition thus aligns earnings impact with the hedged item.
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Hedge Model Hedged Item / Exposure (Examples) ASC 815 Accounting Treatment

Net
Investment
Hedge

Foreign currency exposure on net assets
of foreign subsidiary or operation
(www.deloitte.com).

Record derivative’s gain/loss in the cumulative translation adjustment
(OCI) (www.deloitte.com) (similar to a cash flow hedge), offsetting
currency translation on net investment. No impact on net income
unless disposal occurs.

Sources: ASC 815 related guidance and Deloitte publications (www.deloitte.com) (www.deloitte.com)
(www.deloitte.com) (www.deloitte.com) (www.deloitte.com).

The mechanics above demonstrate how hedge accounting “matches gains and losses on hedging instruments
with the hedged items that would otherwise be mismatched because of measurement or recognition
differences” (kpmg.com). Without hedge accounting, all derivative changes hit P/L immediately, potentially
causing volatility.

Qualifying for Hedge Accounting (ASC 815-20)
To achieve the matching effect, ASC 815 requires formal hedging relationships. The entity must (a) identify
the hedging instrument (derivative or sometimes non-derivative financial item in rare cases), (b) identify the
hedged item or risk (asset, liability, firm commitment, forecasted transaction, or investment), and (c) clearly
document the hedge objective and strategy, including how effectiveness will be assessed (often dollar-offset or
regression tests). The documentation is required at inception.

The hedged item must be eligible: for fair value hedges, it must be an existing asset/liability (or firm
commitment) that is carried at or will be carried at fair value; for cash flow hedges it may include forecast
transactions (like a future purchase) if they are highly probable. Notably, ASC 815 permits aggregation of
exposures in some cases (e.g. hedging multiple similar items as a group) but generally does not allow
combining unrelated items into one hedged item (kpmg.com). For example, US GAAP does not allow
designating an aggregate exposure of a non-derivative and a derivative as a single hedged item (kpmg.com),
whereas IFRS 9 does (see IFRS vs US GAAP differences below).

For hedge instruments, ASC 815 generally requires them to be externally traded derivatives (futures, forwards,
swaps, options). Notably, written options (e.g. selling a call option) ordinarily cannot qualify as hedging
instruments under U.S. GAAP, because they are viewed as potentially increasing risk. Internal or intercompany
derivatives can sometimes be designated if certain internal hedging policies are followed (under ASC 815-20-
25-61).

Crucially, the hedge must be effectiveness testing. Historically, US GAAP required both a prospective and a
retrospective quantitative effectiveness test at each reporting date. The hedge needed to be “highly effective” –
commonly interpreted as the hedge instrument’s change in fair value offsetting 80–125% of the hedged item’s
change for the risk (kpmg.com). Entities had to track and document any ineffectiveness. However, the term
“80–125%” was never explicitly in the codification, but practice and literature often reference it (kpmg.com). If a
hedge failed quantitative effectiveness (e.g. fell below 80% effectiveness), it would have to be discontinued
(dedesignated) under older rules.
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Recent updates (ASU 2017-12) relaxed some requirements. An entity may elect to use qualitative testing after
passing an initial quantitative test, and retrospective testing can be omitted for continuing assessment
(replaced by hindsight-removed forward-looking testing) (dart.deloitte.com) (dart.deloitte.com). ASU 2017-12
also explicitly allows excluding certain components (like forward points and option time value) from the
effectiveness test; these components are then recognized by amortization if excluded (dart.deloitte.com).
Private companies and nonprofits were given transition relief to delay initial testing for financial instruments
(non-financial entities) (dart.deloitte.com).

If a hedged item ceases (e.g. forecast sale no longer expected), or hedge fails to meet criteria, hedge
accounting stops (for all or part) and deferred OCI amounts are recognized immediately in earnings.

Effectiveness Measurement
When measuring ineffectiveness, ASC 815 implicitly requires that all changes in the derivative not offset by
the hedged item are recognized immediately in earnings. Effectiveness is typically assessed by comparing
actual changes: if the derivative’s gain or loss (only the portion designated as effective) exactly equals the
change in value or cash flows of the hedged item (for the hedged risk), the hedge is 100% effective. Any
excess (positive or negative) is hedge ineffectiveness and hits income. Under U.S. GAAP, entities are not
allowed a “lower-of” based approach for cash flow hedges (unlike IFRS 9); instead, the entire designated
effective portion is recorded in OCI and the hedge ineffectiveness is simply the difference that gets reported in
P/L (often trivially zero if using a dollar-offset method) (kpmg.com).

Documentation and Reporting

ASC 815-20-50 requires entities to disclose prominently their objectives for hedging, risk-management
strategies, and the notional amounts and fair values of hedging instruments. Disclosures must categorize
derivatives (designation status, location of gains/losses in income/OCI, etc.) and show the impact on earnings.
For example, quarterly and annual filings often include a table of derivatives by type (currency, interest,
commodity) and how they are used (fair value vs cash flow hedges) along with fair value and unrealized
gain/loss amounts. Boeing’s 2017 10-K, for instance, lists its Interest rate swaps designated as fair value
hedges of fixed-rate debt and notes the net change in the swaps and hedged debt amounts in earnings
(www.sec.gov). Likewise, many companies note in their risk disclosures if they apply hedge accounting only to
certain instruments (as ConocoPhillips disclosed, it applies ASC 815 hedge accounting only to interest rate
swaps and certain fuel purchase forwards (www.sec.gov)).

Detailed Hedge Accounting Rules
Fair Value Hedges (ASC 815-25)
When a derivative hedges the fair value of an asset or liability, ASC 815-25 requires that both the derivative
and the hedged item be remeasured to fair value, with changes going to income. Practically, this means:
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Derivative: Recognize the gain or loss from fair value change of the derivative in current earnings
(income statement) (www.deloitte.com).

Hedged Item: Adjust the carrying amount of the hedged asset or liability for the change in fair value
attributable to the hedged risk (also through earnings) (www.deloitte.com). For example, a $1 million
fixed-rate loan hedged by a swap will see the loan’s carrying value increase or decrease by the same
amount the swap moved, offsetting P/L effects.

Fair value hedges eliminate risk on the balance sheet. Any hedge ineffectiveness simply results from
differences (if any) between instrument and hedged item changes and is also in earnings. Importantly, interest
income/expense on the hedged debt continues to be amortized at the effective yield, but the fair value
adjustment is incremental.

Example: Boeing reported that “interest rate swaps under which we agree to pay variable rates are designated
as fair value hedges of fixed-rate debt. The net change in fair value of the derivatives and the hedged items is
reported in Boeing Capital interest expense.” (www.sec.gov). Thus, Boeing’s fixed-rate debt had its carrying
value adjusted opposite to the swap’s fair value moves, offset in P&L.

In consolidation or combination accounting, fair value hedges can apply to firm commitments (e.g. committed
asset acquisitions) and portions of portfolios (e.g. hedging a static pool of prepayable mortgages). ASC 815-25
specifically mandates the accounting when the criteria are met.

Cash Flow Hedges (ASC 815-30)
A cash flow hedge occurs when a derivative hedges variability in the cash flows of an existing asset/liability or
forecast transaction. The accounting is:

Effective portion of derivative: Recognize changes in fair value of the derivative in OCI (accumulated
other comprehensive income) (www.deloitte.com). These amounts accumulate in equity as deferred
gains/losses until the hedged cash flow affects earnings.

Reclassification: When the hedged transaction (e.g. interest payment, forecast purchase) actually
impacts profit or loss, the related accumulated OCI amount is reclassified into earnings. The
reclassification income statement line is the same line where the effect of the hedged item is
recognized. This matches the derivative’s timing effect to the hedged item’s effect (www.deloitte.com).

Ineffectiveness: Any portion of derivative’s gain/loss not deemed effective is recognized immediately in
earnings (for cash flow hedges). However, under US GAAP the standard practice often yields zero
ineffectiveness if documentation is strict.

Example: ConocoPhillips noted that only certain interest rate swaps and forecasted crude purchases are
accounted as cash flow hedges; others are managed economically but not formally hedged in ASC 815. For a
qualifying cash flow hedge, as Deloitte explains, the effective portion “would record the change in the hedging
instrument’s fair value in other comprehensive income (OCI). Amounts would be reclassified out of OCI into
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earnings as the hedged item affects earnings… As a result of applying hedge accounting in a qualifying cash
flow hedging relationship, an entity defers the income statement recognition of changes in the derivative’s fair
value” (www.deloitte.com).

Note: Under ASC 815, one may hedge the interest cash flows on fixed-rate debt (using an interest rate swap)
or the cash flow on variable-rate debt (with a pay-fixed swap). Forecasted transactions (like an anticipated
inventory purchase) are hedgable if highly probable. Canceled forecasted items may require discontinuance of
hedge accounting (ASU 2018-13 added guidance clarifying this).

Net Investment Hedges (ASC 815-35)
Hedges of a net investment in a foreign operation are similar to cash flow hedges but relate to long-term
foreign currency exposures. The accounting is:

Effective portion: Recognize in cumulative translation adjustment (part of OCI), rather than directly in
income (www.deloitte.com). This parallels how the foreign functional currency re-measurement of net
assets is handled.

Recognition: As with cash flow hedges, the effective portion builds in OCI and is only recycled to
earnings if/when the foreign investment is sold (realizing the translation impact).

Ineffectiveness: The ineffective portion (if any) of a foreign currency hedge goes to earnings, but IFRS
and ASC 815 actually allow a one-sided test (one can ignore gains if valuing hedge from worse side) to
avoid recognizing fake ineffectiveness in net investment hedges.

For practical purposes, net investment hedges reduce volatility in equity’s translation reserve. For example, a
USD-based parent hedging a Euro-denominated subsidiary can swap some Euro into USD; the swap’s fair
value changes go to the translation adjustment, and when the subsidiary’s net assets are translated, the
hedging instrument offsets fluctuations.

Discontinuing Hedge Accounting
If at any time a hedging relationship fails to qualify (e.g. due to ineffectiveness beyond thresholds, change in
strategy, or occurrence of the forecasted transaction earlier than expected), ASC 815-20-25-45 requires
discontinuation of hedge accounting. At that point:

For a cash flow hedge, any amounts in OCI remain in equity until the original forecasted transaction
occurs (at which time they are recognized) or until it is deemed no longer probable (then OCI is
reclassified immediately to P/L).
For a fair value hedge, the associated adjustment to the hedged item (the carrying amount adjustment)
remains on the balance sheet but is amortized, since hedge accounting is no longer in effect.
The derivative continues to be measured at FV, with changes in earnings going forward.

Proper documentation must also detail discontinuation events. ASU 2017-12 further clarified partial
discontinuation (if a portion of a hedged item is no longer expected to exist) and emphasized prompt
dedesignation when needed (dart.deloitte.com) (dart.deloitte.com).
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Hedge Accounting Documentation and
Disclosures
ASC 815 requires extensive disclosures (ASC 815-10-50). Entities must explain their derivative risk
management strategy, objectives for hedging, and policies for applying hedge accounting. Key data include the
notional and fair value of instruments (both arms of hedges), classification of instruments on the balance sheet
(assets or liabilities, current vs. noncurrent), and the location of gains/losses in the financial statements. For
example, a company will disclose how much derivative gain was recognized in OCI versus net income, and
how much has yet to be reclassified. These disclosures help users understand the impact of hedging.

In practice, many companies include a table of derivative instruments showing designated versus
undesignated derivatives, by risk category (e.g. currency, interest rate, commodities), as well as the effect on
earnings. A common footnote line reads something like “All derivative instruments are recorded at fair value,
with changes recognized in earnings unless qualifying for hedge accounting as described below.” Then
separate lines describe fair value hedges and cash flow hedges. An SEC example states: “ASC 815 requires
companies to recognize all derivative instruments in the consolidated balance sheet as either assets or
liabilities at fair value. The accounting for changes in fair value of a derivative depends on whether the
derivative has been designated and qualifies for hedge accounting…” (www.sec.gov) (from an SEC guidance
document).

Comparisons with IFRS Hedge Accounting
IFRS 9 – Hedge Accounting (International). Under IFRS Standards, hedge accounting is governed by IFRS
9 Financial Instruments (for entities that adopted it). IFRS 9’s hedge models are conceptually the same as
ASC 815’s (fair value, cash flow, net investment), but IFRS diverges in several respects. The differences are
especially important for companies reporting under both frameworks.

Table 2 summarizes key differences in hedge accounting under U.S. GAAP (ASC 815) versus IFRS 9 hedge
accounting, drawing on technical comparisons (kpmg.com) (kpmg.com) (www.kawaller.com)
(dart.deloitte.com). (The IFRS Institute and KPMG have also highlighted “Top 10 differences” between the two
standards (kpmg.com) (kpmg.com).)

Table 2. Selected Differences: U.S. GAAP (ASC 815) vs IFRS 9 Hedge Accounting

Aspect ASC 815 (US GAAP) IFRS 9 (IFRS)

Hedge
effectiveness test

Requires hedge to be “highly effective”
(commonly 80–125% offset) (kpmg.com). Both
prospective and retrospective effectiveness
tests are required each period (kpmg.com).

No bright-line threshold; focuses on an economic relationship
(IFRS removed the 80–125% rule). Only prospective
effectiveness testing is required (kpmg.com) (kpmg.com).
IFRS 9 allows qualitative testing if critical terms align.

Voluntary
dedesignation

Achievable at any time after inception (entity
may choose to discontinue hedge accounting)
(kpmg.com).

Not permitted unless the hedging relationship no longer
meets hedge documentation criteria; otherwise entity cannot
voluntarily drop hedge accounting (kpmg.com).

Houseblend

NetSuite consulting · ERP integration · Finance & operations Page 12 of 19

https://www.sec.gov/Archives/edgar/data/742112/000074211217000106/R25.htm#:~:text=2%20%20www,in%20the%20consolidated%20balance%20sheet
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=quantity%20of%20the%20hedged%20item,looking%20or%20prospective
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=IFRS%209%20requires%20only%20prospective,at%20least%20every%20three%20months
https://www.kawaller.com/comparing-hedge-accounting-gaap-ifrs-9/#:~:text=The%20main%20difference%20between%20IFRS,expected%20to%20perform%20with%20zero
https://dart.deloitte.com/USDART/home/publications/archive/deloitte-publications/heads-up/2017/fasb-issues-standard-bringing-targeted-improvements#:~:text=ASU%202017,the%20assessment%20of%20hedge%20effectiveness
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=quantity%20of%20the%20hedged%20item,looking%20or%20prospective
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=IFRS%209%20requires%20only%20prospective,at%20least%20every%20three%20months
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=quantity%20of%20the%20hedged%20item,looking%20or%20prospective
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=IFRS%209%20requires%20only%20prospective,at%20least%20every%20three%20months
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=quantity%20of%20the%20hedged%20item,looking%20or%20prospective
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=IFRS%209%20requires%20only%20prospective,at%20least%20every%20three%20months
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=IFRS%209%20does%20not%20permit,after%20inception%20of%20the%20hedging
https://kpmg.com/us/en/articles/2022/hedge-accounting-ifrs-standards-gaap.html#:~:text=IFRS%209%20does%20not%20permit,after%20inception%20of%20the%20hedging


Aspect ASC 815 (US GAAP) IFRS 9 (IFRS)

Risk components
hedged

Only explicitly contractually specified
components can be hedged (e.g. master
interest rate indices) (www.kawaller.com). U.S.
GAAP effectively limits component hedges
mainly to interest rate benchmarks.

Allows hedging of separate, identifiable risk components
even if not contractually specified (e.g. a commodity price
component in a non-financial item) (www.kawaller.com).
Greater scope for component hedging.

Shortcut method
for interest rate
hedges

Permitted for certain perfectly aligned swaps
(e.g. fixed-for-floating IR swaps) – no
effectiveness testing needed (kpmg.com).

Not permitted – IFRS 9 contains no shortcut; all methods
must be documented.

Aggregated
exposures as
hedged item

Disallows designating an aggregate exposure
comprised of a derivative plus a non-derivative
instrument (because their risks differ)
(kpmg.com).

Allows an aggregated exposure (e.g. a debt instrument
combined with an offsetting swap) to be a single hedged item
(kpmg.com), provided the risks align.

Forward
points/time value

Recent GAAP (ASU 2017-12) lets entities
exclude forward/futures points and option time
value from effectiveness tests
(dart.deloitte.com); excluded amounts are
recognized using systematic amortization.

Under IFRS 9, changes in forward points and time value of
options are recorded in OCI (a “cost of hedging” reserve) and
amortized to profit as the hedge period progresses
(www.kawaller.com). There is no exclusion—they go directly
to equity and are released over time.

Retrospective
testing

Required whenever financial statements are
issued (i.e. each quarter and year)
(kpmg.com).

Not required after IFRS 9; only initial prospective test plus
continuity. IFRS 9 eliminated retrospective testing.

Rebalancing
hedges

Not explicitly allowed; changing hedge ratios
typically requires dedesignation and
redesignation.

IFRS 9 introduces a rebalancing concept: if hedge
effectiveness drifts but strategy remains the same, the hedge
ratio can be adjusted without dedesignating (kpmg.com).

Sources: Comparison of IFRS 9 and ASC 815 hedge guidance (kpmg.com) (kpmg.com) (www.kawaller.com)
(dart.deloitte.com). (Citations refer to IFRS vs US GAAP analysis and ASU guidance.)

Beyond these, IFRS 9 and ASC 815 also differ on the treatment of net investment hedges at intermediate
subsidiaries, and on specific disclosures (IFRS 7 vs ASC 815 disclosure rules). In practice, the U.S. GAAP
approach tends to be more rules-based, whereas IFRS 9 is more principles-based (e.g. omitted scope
exceptions for embedded derivatives).

For example, IFRS 9 introduced an explicit requirement to present ineffectiveness within OCI in certain cases
(the “cost of hedging” subcomponent of equity) to address how forward points are handled. U.S. GAAP’s ASU
2017-12 took a different tack: it allows optional amortization of those components, affecting earnings gradually
(dart.deloitte.com). So, while both standards recognize forward points differently (one via OCI, one via P/L
amortization), the net effect on income can differ.

For dual-reporting companies, these differences mean hedge accounting can produce different timing of
earnings recognition. Companies switching reporting from one framework to another (or combining IFRS-
acquired subsidiaries in a US GAAP group) must map the hedge positions carefully. The Deloitte analysis
emphasizes that IFRS 9’s liberal approach (e.g. one-sided tests, rebalancing) contrasts with the stricter U.S.
rules (kpmg.com) (kpmg.com), and each reporting regime must be evaluated on its own terms.
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Case Studies and Examples
To illustrate how ASC 815 operates in practice, consider the following real-world examples and studies:

Boeing (2017 10-K): Boeing uses derivatives to manage interest rate and foreign exchange risk. In its
2017 annual report, Boeing disclosed that “interest rate swaps under which we agree to pay variable
rates of interest are designated as fair value hedges of fixed‐rate debt. The net change in fair value of
the derivatives and the hedged items is reported in Boeing Capital interest expense.” (www.sec.gov).
This confirms the mechanics: Boeing’s fixed-rate debt had its value adjusted opposite to the swap’s fair
value changes, with both recorded in interest expense (P/L). This offsetting treatment is exactly what
ASC 815 prescribes for fair value hedges (www.deloitte.com).

ConocoPhillips (Q3 2019 10-Q): In discussing derivatives, ConocoPhillips noted: “Our derivative
instruments primarily consist of commodity and forward contracts… These contracts are economic
hedges of price risk, but we do not apply hedge accounting under ASC 815, except with respect to
certain interest rate swap contracts (fair value hedges) and certain future crude oil purchases (cash flow
hedges)…” (www.sec.gov). Here, the company clarifies that although it uses forwards to manage
commodity risk, it only formally designates some as ASC 815 hedges. The rest are “economic” hedges
with fair-value movements taken to earnings. This practice is common: companies may hedge by
entering derivatives but choose not to use hedge accounting if achieving the strict criteria is
burdensome. The result is more P/L volatility.

Empirical Survey – European Companies (IFRS): A recent 2024 study surveyed Euro-area firms and
found around 60% applied hedge accounting under IFRS 9 (link.springer.com). It showed that firms
using hedge accounting had significantly lower earnings volatility (mean ~11.3%) compared to non-
hedgers (18.5%) (link.springer.com), and also higher capital expenditures. The authors note: “firms that
follow IFRS requirements for hedge accounting are more prone to increase their capital expenditures,
compared to non-users... users might alleviate underinvestment problems” (link.springer.com). Although
this is IFRS context, it underscores the risk-management benefit of hedging. By analogy, U.S.
companies reached similar conclusions (e.g. academic studies linking hedging to investment or volatility
reduction).

Industry Practice – Airlines: Airlines often hedge jet fuel costs. Under ASC 815, firms like American
Airlines apply cash flow hedge accounting to fuel swaps/options (where Q1 2022 was an example of
windfall gains recognized in OCI as fuel hedges unwound). If the forecast fuel purchases occur, the OCI
gains amortize into fuel expense. Hedge accounting in this scenario is intended to stabilize fuel cost
volatility in P/L.

Interest Rate Swaps by Corporates: Many nonfinancial companies issue fixed-rate debt and enter
swaps to pay floating. Under ASU 2017-12, companies now can use a long-haul method where
ineffective portions are amortized. For example, a manufacturer with a fixed-rate loan designated in a
fair value hedge would, year over year, see its interest expense reduce by the swap’s gain, as testimony
to ASC 815’s matching.

Houseblend

NetSuite consulting · ERP integration · Finance & operations Page 14 of 19

https://www.sec.gov/Archives/edgar/data/12927/000001292718000007/a201712dec3110k.htm#:~:text=Interest%20rate%20swaps%20under%20which,in%20Boeing%20Capital%20interest%20expense
https://www.deloitte.com/us/en/pages/audit/articles/derivatives-hedge.html#:~:text=Generally%20speaking%2C%20an%20entity%20with,carrying%20amount%20by%20the%20amount
https://www.sec.gov/Archives/edgar/data/823277/000082327720000006/R16.htm#:~:text=Our%20derivative%20instruments%20primarily%20consist,within%20other%20current%20assets%20and
https://link.springer.com/article/10.1007/s10997-024-09715-x#:~:text=Table%202%20%20describes%20the,Table%C2%A0%20129%20also%20shows%20that
https://link.springer.com/article/10.1007/s10997-024-09715-x#:~:text=earnings%20volatility%20in%20our%20sample,are%20very%20similar%20across%20different
https://link.springer.com/article/10.1007/s10997-024-09715-x#:~:text=Table%205%20%20provides%20the,that%20it%20is%20determinant%20for


These examples show ASC 815’s practical scope: from large industrial players using straightforward swaps to
hedge debt, to energy companies hedging commodity risk, to cases where strict criteria limit hedge accounting
application. In each case, companies must balance the operational benefit of hedging against the accounting
complexity.

Data and Empirical Evidence
Beyond case narratives, aggregated data helps quantify the role of hedging. One notable figure: according to
BIS, at mid-2025 the outstanding notional of OTC derivatives was $846 trillion (www.bis.org), reflecting the
immense scale of global derivatives usage. While this includes derivatives held by financial institutions (e.g.
banks trading interest rate derivatives), a substantial portion of that volume is held by corporate end-users for
hedging. Risk publications report that 94% of non-financial companies use some form of interest rate, FX, or
commodity derivatives (gfmag.com), and industry surveys confirm that large multinational firms routinely
engage in hedging as part of treasury policy.

Academic studies on corporate hedging under IFRS (e.g. the European study above) find a majority use hedge
accounting when possible. In the U.S., the SEC’s note disclosure survey suggests many S&P 500 companies
reveal derivative positions and hedging objectives (though not all designate hedge accounting). Data analysis
also shows users of hedge accounting tend to have steadier financial results.

Statistical Example: The European study [58] (n≈328 firms) reported: “firms in our sample apply hedge
accounting principles, on average, in more than 60% of the cases” (link.springer.com). Over 2016–2019, the
percentage of firms using hedge accounting rose slightly from 62.1% to 64.5% (link.springer.com). Importantly,
the study observed that “hedge accounting users sub-sample indicate a lower variability of earnings (11.3%)
compared to non-users (18.5%)” (link.springer.com). This empirical evidence supports the notion that ASC
815’s matching of gains/losses can indeed smooth reported results.

In U.S. markets, the energy and manufacturing sectors report significant derivative positions. For example, an
analysis of 10-K disclosures (e.g. Boeing, Deere & Co., Microsoft) shows common hedged exposures: foreign
currency on forecasts and transactions, fuel costs, interest rates on debt. The derivatives themselves are
usually small relative to total notional due to netting; what matters are the fair value changes and net income
effects.

Discussion, Implications, and Future
Directions
Implications for Financial Reporting: ASC 815 pushes all derivatives onto the balance sheet – improving
transparency – but also adds complexity. Hedge accounting allows a more faithful representation of risk
management, but requires onerous compliance (documentation, effectiveness testing, disclosures). The
differences with IFRS 9 mean that multidimensional global firms must often maintain parallel computations.
The simplified approaches introduced by ASU 2017-12 (e.g. qualitative tests, amortizing excluded
components) were responses to preparer feedback seeking relief from strict retrospective testing and volatility
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from forward points (dart.deloitte.com) (dart.deloitte.com). As noted by Deloitte, these changes “permit an
entity to elect to exclude changes in the fair value of cross-currency basis spreads… the initial value of the
component that was excluded… recognized in earnings over the life of the hedging instrument”
(dart.deloitte.com).

Current State vs IFRS: Since IFRS 9’s 2018 effective date, IASB and US GAAP have drifted apart on hedge
accounting approaches. IFRS’s more principle-based and broader approach (allowing rebalancing, no bright
lines) can result in more positions qualifying for hedge accounting. However, IFRS 9’s rules on cost-of-hedging
(time value to OCI) introduced new OCI elements. U.S. GAAP’s ASU 2017-12 targeted some IFRS contrasts
(forward points/time value) but stopped short of full convergence (e.g. still allowing more qualitative tests).
Dual-reporting companies must navigate these divergences carefully; many will articulate in their notes how
hedge results would differ under the other regime.

SEC and Regulatory View: The SEC broadly supports the hedge accounting rules, requiring clear disclosure
but not prescribing strategy. However, after accounting scandals (e.g. Enron’s misuse of special-purpose
entities), regulators and investors are vigilant about aggressive accounting. Hedge accounting’s intention is
legitimate risk management; misuse (designating ineffectively to hide losses) is frowned upon. The
documentation requirement in ASC 815-20-25 is meant to ensure economic intent aligns with accounting.

Future Directions: Both IASB and FASB continue to consider hedge accounting improvements. In Dec 2025,
the IASB commenced a Post-Implementation Review of IFRS 9 hedge accounting (with a Request for
Information planned in 2026) (www.ifrs.org). The focus will likely be on the usefulness and complexity of IFRS
9’s rules. Meanwhile, FASB in 2025 issued ASU 2025-XX (Ref: Heads Up for 2025-09) to address issues from
ASU2017-12 and reference rate reform. This includes refinements to the long-haul method, adding relief
around interest rate benchmark reform hedges, and clarifying effectiveness assessments for cash flow hedges
of macro exposures (e.g. Treasury yields) (www.crowe.com) (dart.deloitte.com).

One emerging area is macro hedging (hedging net interest income or risk buckets) which is outside ASC
815’s direct scope (ASC 830 covers foreign currency macro). Regulators are showing interest in banks’ macro
risk management (not covered here).

Overall, ASC 815 is now seen as dual-purpose: it forbids off-balance-sheet accounting for derivatives and
provides an optional regime for risk mitigation activities. For standard-setters, the challenge is balancing
faithful representation with cost/complexity. Future IFRS or GAAP updates may aim for some harmonization
(the FASB’s tentative agenda sometimes includes considering macro hedge accounting and cost-of-hedging
under IFRS).

For preparers, staying abreast of updates is key. Under ASC 815, even small changes (like modifying hedges
or new types of exposure) require re-assessment of documentation. Systems and processes (oftentimes a
Treasury department with close Accounting tie-in) are needed to track these relationships. In the digital age,
software solutions are evolving to automate hedge tracking and effectiveness testing.

In sum, ASC 815’s rules on derivatives and hedging are complex but provide a framework that, when used
properly, aligns financial reporting with an entity’s economic risk management. Understanding these rules is
crucial for accountants, auditors, and financial analysts interpreting a company’s financial statements.
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Conclusion
ASC 815 codifies a comprehensive set of accounting rules for derivatives and hedging in U.S. GAAP. It
requires all derivatives be recorded at fair value on the balance sheet, and it imposes stringent (but optional)
criteria for designating and accounting for hedges that match P/L recognition of hedged risks. The standard
defines three hedge types (fair value, cash flow, net investment) with distinct accounting outcomes. To use
hedge accounting, entities must meet formal designation, documentation, and effectiveness requirements.

This report has explained the scope and mechanics of ASC 815 in detail, with comparisons to IFRS 9 hedge
accounting. Key points include the way hedge accounting defers or offsets derivative effects, the need for
documentation, and the major differences that dual reporters face under IFRS. Real-world examples (from
Boeing, ConocoPhillips, and empirical studies) illustrate how organizations apply these rules. Data suggest
that a majority of firms do hedge and that those applying hedge accounting often achieve more stable
earnings.

Recently, accounting standards have evolved: FASB’s ASU 2017-12 relaxed certain requirements (allowing
qualitative subsequent testing and forward point exclusions) and ASU 2025-09 addresses post-LIBOR issues.
The IASB is reviewing IFRS hedge guidance.

In the long term, the implications are that hedge accounting continues to adapt to financial innovation. Future
changes may further bridge IFRS and U.S. GAAP or introduce new industry-specific guidance (e.g. for
renewable energy firms hedging power prices, or for fintech products). For now, ASC 815 remains the
definitive reference for U.S. practitioners, and understanding it is essential for accurate financial reporting of
risk management.

References: All technical references have been cited inline. Authoritative sources include FASB accounting
codification (ASC 815 subtopics), Deloitte and KPMG commentaries, SEC financial statement disclosures, and
academic and industry studies on derivative accounting (citations [12][32][42][44][45][62][64][66][71][75][58]
[51] among others). The Deloitte DART and Wiley GAAP guides provide the foundational summaries
(www.oreilly.com) (www.oreilly.com), while SEC filings (e.g. Boeing’s 10-K) and academic journals supply
practical context (www.sec.gov) (link.springer.com). The BIS report [51] offers market-level data.
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