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Abstract
Treasury must consider the tax issues associated with hedging transactions as new strategies are developed to comply with FAS 133. Transactions that are improperly identified as hedges may fall prey to straddle rules, in which hedging losses (but not gains) produce capital losses. While tax hedges need not satisfy the effectiveness standard required by FAS 133, under current regulations (subject to change) those hedges must meet a reduction standard that is similar to the enterprise risk reduction standard that was contained in FAS 80. The tax accounting for hedging transactions varies depending on whether partial or full integration hedge treatment applies. In many cases, the book accounting and tax accounting for a transaction do not match; developing a systems capability to identify the differences and create appropriate tax entries is critical.
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