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Abstract
One benefit afforded by Statement 133 is that currency forwards now qualify for hedge accounting when used to hedge the foreign-exchange risk of forecasted or anticipated sale and purchase transactions. Prior to FAS 133, only purchased options having little (if any) intrinsic value qualified for hedge accounting. Although the additional flexibility is welcome, it confronts treasurers with more numerous and complex decisions. When is hedging beneficial? Which accounting model (cash flow or fair value) is optimal in each situation? Should time value be included or excluded when assessing hedge effectiveness? This article offers guidance to treasurers by exploring these issues and the pros and cons of each alternative.
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