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Recent Venezuelan devaluation 
could have big DASTM impact 

February 25, 2013 

In brief 

The Finance Minister of Venezuela recently announced that, effective February 13, 2013, the Venezuelan 
bolivar fuerte (VEF) would be devalued by 32%.  Thus, the official government exchange rate for its 
currency has changed from 4.3:1 (VEF/USD) to 6.3:1 (VEF/USD) for most goods (excluding specified 
imports).  (Note that the exchange rate of the VEF has long been 'pegged' to the US dollar).  Additionally, 
as of February 9, 2013, the Central Bank of Venezuela discontinued the Transaction System for Foreign 
Currency Denominated Securities (SITME) exchange, which previously functioned as a permitted 
'unofficial' exchange for foreign currency denominated securities (i.e., non-VEF securities).  ( See the 
recent PwC publication, Accounting implications of recent events in Venezuela)   

The impact of the VEF devaluation upon US-owned businesses operating in Venezuela is twofold.  For 
financial reporting purposes, the currency devaluation could significantly impact the financial statement 
of company earnings.  For US federal income tax purposes, the impact of the devaluation will depend on 
both the composition of a company's assets and liabilities with respect to its Venezuelan operations and 
the structure of the company's Venezuelan operations. 

 

In detail 

As background, for taxable years 
beginning after December 31, 
2009, the VEF became a 
'hyperinflationary currency' for 
US federal income tax purposes.  
As a result, US multinationals 
operating in Venezuela were 
required to begin using the US 
dollar approximate separate 
transaction method of 
accounting (DASTM) to 
determine and report gross 
income, taxable income or loss, 
or earnings and profits of a 
qualified business unit.  In 
addition to a new reporting 
regime for US tax purposes, the 
hyperinflationary status of the 
VEF at that time also triggered 
significant changes to financial 

reporting.  (See US Outbound 
Newsalert from January 27, 
2010) 

As a threshold matter, the 
DASTM regime requires the use 
of the US dollar as the 
functional currency for those 
US-owned businesses operating 
in Venezuela.  However, because 
the local books and records of 
such businesses are maintained 
in VEF, the application of 
DASTM requires certain 
adjustments to the entity's 
operating income.  The 
adjustments made pursuant to 
the DASTM regime are intended 
to reverse the distortions that 
would otherwise exist if the VEF 
were used to report income and 
expense and the basis of assets.   

The recent devaluation of the 
VEF by 32% could result in a 
significant DASTM loss to the 
extent that financial assets 
exceed liabilities with respect to 
the Venezuelan operations, or a 
significant DASTM gain in the 
case where liabilities exceed 
financial assets.  DASTM gain or 
loss is allocated to groups of 
assets and liabilities to adjust 
the income or loss reported for 
US federal income tax purposes.  
Specifically, DASTM gain or loss 
is targeted to particular groups 
of assets or liabilities based on 
the source and type of income or 
expense generated by the items. 
The allocation of DASTM gain 
or loss occurs in the context of a 
branch of a US corporation or in 
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the context of a controlled foreign 
corporation (CFC).  For example, in 
the case of assets that generate 
interest income (which will be 
overstated in hyperinflationary terms) 
any DASTM loss offsets the overstated 
interest income.  While application of 
this rule is more refined in the context 
of a CFC because the characterization 
of income must also take into account 
subpart F characterization, the basic

principle of allocating DASTM gain or 
loss to adjust the income or loss 
reported for US federal income tax 
purposes is the same in both contexts. 

The amount of DASTM gain or loss 
will vary depending on whether the 
taxpayer uses the official exchange 
rate or the free market exchange rate, 
or previously used the SITME rate.  
Generally, the DASTM rules require

that the rate be consistent between tax 
and financial accounting. 

 The takeaway 

Clients with substantial Venezuelan 
operations should note the significant 
potential impact of this recent 
Venezuelan devaluation.  Please 
contact your engagement partner or a 
member of our DASTM knowledge 
team for more information.  
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