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FRED 7 4 :  Dr a ft  a m e n d m e n t s  t o  FRS  1 0 2  –  I n t e r e s t  r a t e  b e n ch m a r k  r e fo r m  ( P h a s e  2 )

De lo it t e  LLP we lcom e s  the  opportu n ity  to  com m e n t  on  FRED 7 4  Dra ft  a m e nd m e n t s  to  FRS 1 0 2  –  In te re s t
ra te  be n ch m a rk re form  (Ph a s e  2 )  ( FRED 7 4 ) .

We  a re  s uppor t ive  of the  ove ra ll a pp roa ch  to  re fle ct  t he  In te rna t iona l Accou n t in g  S ta n d a rd s  Boa rd ’s  (IAS B) 
p ropo sa ls  in  ED/ 2 0 2 0 / 1  In t e re s t  Ra te  Be nch m a rk Re form  –  Ph a se  2 :  Prop ose d  a m e n d m e n t s  to  IFRS  9 ,  IAS
3 9 ,  IFRS  7 ,  IFRS 4  a nd  IFRS 1 6  (ED)  in  FRS 1 0 2  to  the  e xt e n t  re le va n t  in  ord e r  to  e ns u re  t he  a m e n dm e n t s
a re  a va ila b le  to  a ll e n t it ie s  on  a  t im e ly  b a s is  a n d  tha t  no s ig n ifica n t  d e v ia t io ns  o ccu r b e twe e n  the
In te rn a t io na l Fin a n cia l Re por t in g  S ta n d a rd s  (IFRS ) a nd  UK Ge ne ra lly Acce p te d  Accou n t in g  Pra ct ice  (UK 
GAAP).  As  pa r t  o f fina lis in g  the  Ph a se  2  a m e n dm e n t s  ( the  fin a l a m e n d m e n t s )  t h e  IAS B m a d e  so m e  im port a n t 
ch a n ge s  to  th e  orig in a l p rop osa ls  in  th e  ED t ha t  FRED 7 4  is  b a se d  on .  We  be lie ve  som e  o f the se  ch a nge s
s h ou ld  b e  re fle cte d  in  FRS 1 0 2  a n d  h a ve  in clu de d  ou r re co m m e nd a t ion s  in  th e  a n swe r to  Qu e s t io n  1  in  the
Appe nd ix to  th is  le t t e r .

We  su ppor t  t he  ke y a m e n d m e n t s  p ropose d  in  FRED 7 4  th a t  e n s u re  tha t  e n t it ie s  t ha t  a pp ly  h e d ge  a ccou n t in g will 
co n t in u e  to  do  so a s  t he y tra n s it ion  to  a lt e rn a t ive  be n ch m a rk ra t e s  a nd  e n t it ie s  ca n  a p p ly the  p ra ct ica l
e xpe d ie n t  t o a ccou n t  for  ch a nge s  in  the  b a s is  for de t e rm in in g  co n tra ctua l ca s h  flows  of a  fin a n cia l a s s e t  or
fin a ncia l lia b ilit y th a t  a re  re qu ire d  by the  in t e re s t  ra te  b e n ch m a rk re fo rm  (IBOR re form )  by up d a t in g  the
e ffe ct ive  in t e re s t  r a te .  We  co n s id e r  th e s e  a s  be in g  th e  two  m os t  im por t a n t  e le m e n ts  of th e  p roposa ls .

Ou r re spon se s  to  th e  s p e cific q ue s t io n s  ra is e d  in  FRED 7 4  a re  in  th e  Appe nd ix  to  th is  le t t e r .

Give n  th e  spe e d  a t  wh ich  m a rke t  p a r t icip a n t s  a r e  ch oos in g ,  or be in g  re q u ire d ,  to  swit ch  to  n e w in te re s t  ra t e 
be n ch m a rks ,  we  e n cou ra g e  t he  FRC to a ct  swift ly  in  fin a lis in g  t he  a m e n d m e n t s  a r is ing  from  th is  FRED.

If you  h a ve  a n y q ue s t ion s ,  p le a se  con ta ct  Ve ron ica  Poole  on  0 2 0  7 0 0 7  0 8 8 4  o r Ku sh  Pa t e l o n  0 2 0  7 3 0 3
7 1 5 5 .
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Ap p e n d ix  –  Re s p o n s e s  t o  s p e c ific  q u e s t io n s

Q u e s t io n  1  –  D o  y o u  a g r e e  w it h  t h e  p r o p o s e d  a m e n d m e n t s  t o  FRS  1 0 2 ?  I f  n o t ,  w h y  n o t ?

Ove ra ll,  we  s upport t he  p roposa ls  in  FRED 7 4  to  e n s u re  t ha t  re lie f is  a va ila b le  to  a ll e n t it ie s  a ffe ct e d  by IBOR 
re form  on  a  t im e ly  b a s is .  The  IASB h a s  n ow re le a se d  the  fin a l a m e n d m e n t s ,  In te re s t  Ra t e  Be n ch m a rk
Re form —Ph a s e  2 :  Am e n dm e n t s  t o IFRS  9 ,  IAS  3 9 ,  IFRS  7 ,  IFRS  4  a n d  IFRS  1 6 ,  wh ich  in clu d e s  ch a n ge s  to  th e
or ig in a l p ropos a ls  in  t he  ED. We  a re  s up por t ive  o f the  FRC re fle ct in g  th e  ch a ng e s  m a de  b y th e  IAS B in  the
fin a l a m e nd m e n ts ,  w ith  the  e xce p t io n  of th e  d isclos u re  re q u ire m e n t s  wh e re  we  be lie ve  t h e  FRED 7 4
d is clo s u re  re q u ire m e n t s  a re  s u fficie n t ly  de ta ile d  fo r a n  FRS  1 0 2  re po rte r .  We  note  tha t  t he  FRC h a s  n ot include 
d  the  t e xt  from  the  IASB’s  Ba s is  of Con clu s io n  t ha t  a cco m pa n ie d  the  IAS B’s  ED a nd  we  a g re e  w ith  th is a 
p pro a ch .

We  note  tha t  t he  IAS B m a d e  som e  im port a n t  cha ng e s  to  it s  p ropos a ls  in  the  or ig ina l ED th a t  FRED 7 4  is
b a se d  on .  We  b e lie ve  t ha t  FRS 1 0 2  wou ld  be ne fit  from  th e  fo llowing  ch a ng e s  t h a t  t he  IASB in clude d  in  the fin a 
l a m e nd m e n t :

 Th e  IASB n o long e r re fe r s  to  th e  te rm  ‘m od ifica t ion ’ whe n  re fe rr in g  to ch a n ge s  in  the  b a s is  for
de te rm in ing  the  con tra ct ua l ca s h  flows  of a  fina n cia l a s s e t  or fin a n cia l lia b ilit y .  We  a g re e  with  th is  ch a n ge a 
s  t he  s cop e  of the  p ropose d  FRS  1 0 2  a m e nd m e n ts  goe s  b e yond  s itu a t ion s  wh e re  co n tra ct s  h a ve  be e n 
con t ra ctu a lly m od ifie d  a n d  in clu de s ,  for e xa m p le ,  t he  a ct iva t ion  of e xis t in g  fa llba ck provis io n s .

 Th e  IASB h a s  m a d e  it  cle a r  t h a t  a n  e n t ity  ca n  de -d e s ign a te  a  p ort ion  of fixe d  ra t e  de b t  to  re fle ct  t h e
in te re s t  ra te  d iffe re n t ia l b e twe e n  th e  o ld  a nd  n e w be n chm a rk in te re s t  ra te  a n d  in  so do in g  m in im is e  t he 
ch a n ge  in  fa ir  va lue  h e dge  a ccoun t in g  a d ju s t m e n t s  whe n  t ra n s it io n ing  from  o ne  b e nch m a rk in t e re s t  ra t e to  
th e  o th e r .  We  ha ve  o u t line d  th is  in  m ore  de t a il b e low in  t h e  se ct ion  ‘Am e n d m e n t s  t o  he d g ing
re la t ion sh ip ’.

 Th e  IASB h a s  m a d e  it  cle a r  t h a t  e n t it ie s  ha ve  u n t il th e  e n d  o f th e  re po r t in g  p e r iod  in  wh ich  t he  ch a n ge
re q u ire d  by IBOR re form  occu rs  to a m e n d  t he  he dg in g  re la t ion s h ip .

 Th e  IASB h a s  m a d e  it  cle a r  t h a t  t h e  2 4  m on th  p e r iod  a pp lie s  to  e a ch  a lte rn a t ive  b e n ch m a rk in t e re s t  r a t e
s e pa ra te ly ( i.e .  on  a  ra te  by ra te  b a s is )  a nd  the  p rov is ion  a ls o a pp lie s  to  n e w he dg in g  re la t ion sh ip s  in 
wh ich  a n  a lte rn a t ive  be n chm a rk in te re s t  ra t e  is  de s ig na t e d  a s  a  no n -con t ra ctu a lly s pe cifie d  r is k
com po ne n t .

Am e n d m e n t s  t o  h e d g in g  r e la t io n s h ip s

We  a re  s up por t ive  of the  p rop os a ls  t o pe rm it  he dge  a ccou n t ing  re la t ion s h ip s  a nd  a s s ocia te d  docu m e n ta t ion to  
be  a m e nd e d  witho u t ce s s a t io n  o f he dge  a cco u n t in g .  Howe ve r ,  in  line  with  ch a ng e s  m a de  by th e  IAS B,  t he d ra 
ft in g  co u ld  b e  cle a re r  a s  t o  the  ch a n ge s  tha t  a re  p e rm it t e d  to  the  docu m e n ta t ion  of fa ir va lue  h e d ge s
wh e n  a n  e n t ity r e -d e s ign a te s  t he  por t ion  of ca s h  flows  re fle ct ing  the  ne w de s ig n a te d  r is k.  For fa ir  va lue
h e dge s  of in te re s t  ra t e  r isk ,  t he  q ua n tu m  of the  he dge d  ca s h  flows  will ofte n  b e  re -d e s ig na te d ,  re fle ct in g  the fa 
ct  t ha t  t he  po rt ion  o f the  ca sh  flows  d e s ig n a t e d  u n de r  th e  o ld  b e n ch m a rk ra t e  w ill d iffe r  from  th e  p ort ion u n de r 
th e  ne w in te re s t  ra t e  be n ch m a rk (g ive n  n e w be n ch m a rk in te re s t  ra te s  a re  g e n e ra lly  lowe r  th a n  o ld
be n ch m a rk in te re s t  ra t e s ) .  Propose d  pa ra g ra p h  1 2 .2 5 I cou ld  be  cle a re r  t ha t  s u ch  a  de s ig na t ion  is  a cce p t a b le
a s  p a r a g ra p h  1 2 .2 5 I(b )  re fe rs  to  “a m e n d ing  th e  de s crip t io n  of the  he d ge d  it e m ”.  Th is  cou ld  be  r e a d  a s
s im p ly a m e n d ing  for th e  ch a nge  in  th e  be n ch m a rk ra te ,  a s  op p ose d  to  th e  de s ig n a t e d  a m o u n t  t ha t  t he
in te re s t  ra te  be nchm a rk re p re s e n t s .  Fa ir  va lu e  h e d g ing  of in te re s t  ra t e  r isk for  a  de s ig n a te d  p or t ion  e q u a l t o 
th e  in te re s t  ra t e  b e n ch m a rk is  a  com m o n  h e d g e  a ccou n t in g  s t ra te gy a nd  th e re fo re  we  wou ld  fa vour  a n
e xp licit  re fe re n ce  to  a m e n d in g  t he  a m o u n t  of t he  he d g e d  it e m  to  re fle ct  t he  d iffe re n t ia l b e twe e n  th e  o ld  a nd
th e  n e w ra t e .
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We  a g re e  with  th e  p roposa l t o  m a in t a in  con s is te n cy be twe e n  t he  he dge  a cco un t in g  re q u ire m e n t s  of IAS  39 Fina 
n cia l In s t ru m e n ts :  Re cog n it ion  a nd  Me a s u re m e n t  for  e n t it ie s  con t inu ing  to  a p p ly  thos e  re q u ire m e n t s
u n de r IFRS  a n d  e n t it ie s  a pp ly ing  the  re cog n it ion  a nd  m e a su re m e n t  p rovis ion s  of IAS  3 9  u nde r FRS  1 0 2 .

Ad d it io n a l p o in t s  s p e c if ic  t o  t h e  FRED 7 4
FRED 7 4  is  e xp licit  t ha t  it  o n ly a p p lie s  t o  in te re s t  ra t e  r is k h e d ge s .  We  be lie ve  it  shou ld  not  b e  re s t r icte d  to
he dge s  of in te re s t  ra t e  risk  on ly g ive n  be nchm a rk in te re s t  ra t e s  a re  re le va n t  t o h e d ge s  of fore ig n  cu rre n cy 
r isk too .  We  n ote  the  IAS B’s  fin a l a m e n d m e n t s  a re  no t  lim it e d  to  h e d g e s  of in te re s t  ra t e  r isk on ly a n d
th e re fo re  con s is t e n t  with  ou r p re v iou s  com m e n t  we  b e lie ve  FRS  1 0 2  s hou ld  fo llow the  s a m e  a pp ro a ch  a s
con clud e d  by t he  IASB.

Q u e s t io n  2  –  I n  r e la t io n  t o  t h e  Co n s u lt a t io n  s t a g e  im p a c t  a s s e s s m e n t ,  d o  y o u  h a v e  a n y  c o m m e n t s o n  t 
h e  c o s t s  a n d  b e n e f it s  id e n t if ie d ?  P le a s e  p r o v id e  e v id e n c e  t o  s u p p o r t  y o u r  v ie w s .

We  a g re e  t h a t  t h e  a m e n d m e n t s  t o  FRS  1 0 2  p ropose d  in  FRED 7 4  will h a ve  a  pos it ive  im p a ct  on  fin a n cia l
re port ing .  We  be lie ve  t h a t  t he  be ne fit  of a void in g  d is con t in u a t ion  of h e d g e  a ccou n t in g  re la t ion s h ip s ,  re su lt ing 
from  the  tra n s it ion  to a lte rna t ive  be nch m a rk ra t e s  a s  a  d ire ct  con s e q ue n ce  of in t e re s t  ra t e  b e n ch m a rk re form e 
xce e d s  th e  cos t  of com p lia n ce  with  th e  p ropose d  a m e n d m e n t s .
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