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FRED 72 Interest rate benchmark reform  

Grant Thornton UK LLP (Grant Thornton) is pleased to comment on the Financial Reporting Council’s 
(FRC) consultation “FRED 72 Draft amendments to FRS 102 The Financial Reporting Standard 
applicable in the UK and Republic of Ireland - Interest rate benchmark reform”. 

We welcome the FRC’s proposals to provide relief from the effects of interest rate benchmark reform on 
hedge accounting. Reporting entities need clarity on the impact on hedge accounting urgently, and we 
therefore urge the FRC to finalise the proposal as quickly as possible. 

We strongly support the overall objective and approach of FRED 72 as set out in our response to 
questions 1 and 2. We do however have some concerns relating to the impact of the proposals on the 
measurement of hedge effectiveness in general and also relating to the proposed end date of the relief 
in respect of previously discontinued hedges. 

Our detailed responses to FRED 72’s Invitation to comment questions are set out in the Appendix. 

If you have any questions on our response, or wish us to amplify our comments, please contact me by 
email (alan.chapman@uk.gt.com) or telephone (+44 131 659 8509). 

Yours sincerely 

Alan Chapman 

Director 

Grant Thornton UK LLP 
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Response to specific questions 
Question 1 - Do you agree with the proposed amendments to FRS 102? If not, why not? 

We agree with the proposals to provide relief for the effects of interest rate benchmark reform under 
FRS 102. Without the proposed amendments, the uncertainty surrounding the replacement of IBORs 
and the form this will take, could result in entities having to discontinue hedge accounting solely because 
of the reform’s effect on their ability to make forward-looking assessments. This would not provide useful 
information. Making the assumption that the interest rate benchmark on which the hedged cash flows 
are based is not altered as a result of interest rate benchmark reform is a practical solution to the 
problem and we therefore support it. 

We also agree with the proposal that the hedged risk component or designated portion should only be 
separately identifiable at the inception of the hedging relationship. Making this assessment only once at 
inception is a practical relief which will allow entities to continue hedge accounting where the interest 
rate benchmark is not contractually specified. 

The proposed changes to FRS 102 appear to be conceptually consistent with the changes proposed by 
the International Accounting Standards Board (IASB) to IFRS 9 and IAS 39 as set out in the IFRS 9 / 
IAS 39 exposure draft. The proposed changes to FRS 102 section 12 broadly mirror the proposed 
changes to IFRS 9 which is conceptually similar to the FRS 102 hedge accounting model. We observe 
that some issues were raised with the IASB in response to the IFRS 9 / IAS 39 exposure draft, and the 
resolution of those matters has not been finalised in IFRS at the time of writing. We consider that it is 
important that the FRS 102 changes mirror the IFRS related changes in order to avoid confusion.  

We attach as an Appendix a copy of the Grant Thornton response to the IASB on the IAS 39 / IFRS 9 
exposure draft. Within that letter we raised challenges in respect of the IAS 39 retrospective test and 
also effectiveness measurement. The effectiveness measurement aspects were relevant to both IAS 39 
and IFRS 9 - see section titled “Retrospective assessments and effectiveness measurement”. The 
measurement challenge would equally apply to FRS 102.12.23, in terms of the assumptions that a user 
should make when defining a hypothetical derivative.  

In respect of the proposed end date for the relief, FRED 72 has proposed in FRS 102.25.25G for this 
date to be when” 

(a) The uncertainty arising from the interest rate benchmark reform is no longer present with 
respect to the timing and the amount of the interest rate benchmark-based cash flows; or 

(b) The hedging relationship is discontinued; or 

(c) When the entire amount accumulated in the cash flow hedge reserve with respect to that 
hedging relationship is reclassified to profit and loss” 

The proposals do not make it entirely clear, but we would read this as implying that the relief ceases 
when any of events (a) to (c) occur.  

This criterion is less specific than that set out in IFRS 9 and IAS 39. However, we raised a concern in 
relation to the IFRS 9 / IAS 39 proposals relating to discontinued hedges. This is set out in our response 
to question 3 in the Grant Thornton letter to the IASB. A similar concern would apply to the FRED 72 
proposals. This means that where a LIBOR hedge has been discontinued, the end date proposed by 
FRS 102.12.25G would mean the relief in FRS 102.12.25D could be read to end once the loan which 
was the hedged item is changed to a risk free rate. This could in turn imply immediate reclassification at 
that point, which may not be the desired outcome.  

 

Question 2 - In relation to the Consultation stage impact assessment, do you have any 
comments on the costs and benefits identified? Please provide evidence to support your views. 

The amendments are in line with the FRC’s objective to enable users of accounts to receive high-quality 
understandable financial reporting proportionate to the size and complexity of the entity and users’ 
information even more so as they are consistent with the amendments proposed in the International 
Financial Reporting Standards (IFRS). 
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The relief provided by the amendment will allow entities to continue hedge accounting for relationships 
that may have otherwise been discontinued. The discontinuance would have introduced more 
complexity which would in turn have increased cost. 
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Grant Thornton response to the IASB on the IAS 39 / IFRS 9 exposure draft. 
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