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Hedging Relationship 
Provide a high-level overview of the nature of hedge and the client’s risk exposure. 
 
Risk Management Objective and Nature of Risk Being Hedged 
Document the entity’s risk management objectives and strategy for undertaking each hedge. Adequately 
controlling hedge activities indicate that an entity will want to make certain that its hedge strategies are 
synchronized with its overall stated risk management philosophy. 
 
Date of Designation 
The hedge designation date is the date on which the hedge relationship begins. Concurrent designation and 
documentation of a hedge is critical and without it, hedge accounting is not possible. 
 
Hedging Instrument(s) 
The critical terms of the hedging instrument(s) should be described including: the type of derivative (e.g., 
swap, option, future, etc.), notional amount, trade date, effective date, termination date, payment 
dates/frequency, underlying, reset frequency, etc. 
 
Hedged Transactions  
Identification of the hedged transactions should include the following details: 
 

• The date on or period within which the forecasted transaction is expected to occur 

• The specific nature of the asset or liability involved 

• The quantity of the forecasted transaction; that is, specification of the physical quantity encompassed 
by the hedged forecasted transaction (e.g., the interest payments associated with $10MM of principal) 

• The hedged forecasted transaction shall be described with sufficient specificity so that when a 
transaction occurs, it is clear whether that transaction is or is not the hedged transaction 
 

The key is that the designation must be specific enough so that when the forecasted transaction occurs, the 
transaction can be unmistakably identified as the item that was previously designated as being hedged. After 
the derivative is designated, there can be no subjectivity in determining which transactions were hedged and 
which were not. 
 
Counterparty Risk 
Documentation of the current credit rating of the counterparty is required, along with a description of the 
counterparty’s capacity to meet financial commitments under the terms of the swap contract. The 
creditworthiness of the counterparty must be monitored continuously for any significant adverse changes to 
the counterparty’s creditworthiness. 
 
How Hedge Effectiveness Will Be Assessed 
The method that will be used to retrospectively and prospectively assess the hedging instrument’s 
effectiveness in offsetting the exposure to changes in the hedged item’s fair value (if a fair value hedge) or 
hedged transactions’ variability in cash flows (if a cash flow hedge) attributable to the hedged risk. There shall 
be a reasonable basis for how the entity plans to assess the hedging instrument’s effectiveness. 
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How Hedge Ineffectiveness Will Be Measured 
Hedge effectiveness influences more than just whether the derivative qualifies for hedge accounting. Hedge 
ineffectiveness, the amount by which the change in the value of the derivative does not exactly offset the 
change in the value of the hedged item, is required to be recognized in income immediately, even for “highly 
effective” derivatives that qualify for hedge accounting. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Disclaimer: 
HedgeStar is not an accounting firm or an advisory service and does not provide accounting advice or comment 
on the suitability or appropriateness of transactions. HedgeStar is not engaged as a municipal advisor and the 
opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of 
Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act. None of the information 
contained on our website, in this report or in this correspondence should be considered advice to any state or 
local government or other borrower.  
 
HedgeStar obtains some or all of the data used for our analysis from outside sources and, although we believe 
such sources to be accurate, HedgeStar cannot and does not independently verify the accuracy of such data. 
Further HedgeStar cannot and does not represent that the values, prices or quotations found in this report 
represent the values, prices or quotations at which specific transactions would take place. The data which 
HedgeStar utilizes to provide value, price and quotation information is extremely time-and-market-sensitive 
and thus is subject to frequent change based on market conditions.  
 
Information contained in any of our reports, website pages, or presentations is for use by the person or entity 
that has contracted with us for services. When using information provided by HedgeStar you must use your 
own judgment and expertise to evaluate and assess the value of the information presented for its particular 
purpose. The report cannot be substituted for the proper exercise of independent business judgment and 
analysis. 


