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To the Point

FASB - final guidance

FASB defers sunset date of
reference rate reform relief

The amendments
defer the sunset

date of ASC 848
by two years to

31 December 2024.

What you need to know

» The FASB issued final guidance that defers the sunset date for applying the reference
rate reform relief in ASC 848 to 31 December 2024 from 31 December 2022.

»  The FASB decided not to amend the Master Glossary to redefine the SOFR Swap Rate
to include all SOFR-based swap rates, such as term SOFR, as benchmark interest
rates eligible to be hedged.

» The guidance is effective upon issuance.

Overview

The Financial Accounting Standards Board (FASB or Board) issued final guidance! that defers
the sunset date for applying the reference rate reform relief in Accounting Standards
Codification (ASC) 8482 to 31 December 2024 from 31 December 2022.

The guidance addresses stakeholder concerns that without the deferral the relief may not cover
the period when a significant number of modifications could take place, given the decision by the
United Kingdom'’s Financial Conduct Authority and the administrator of the London Interbank
Offered Rate (LIBOR) to publish the overnight, one-, three-, six- and 12-month USD LIBOR
settings through 30 June 2023 rather than 31 December 2021.

The FASB had also proposed amending the Master Glossary to redefine the Secured Overnight
Financing Rate (SOFR) Swap Rate so that it would no longer be limited to the SOFR Overnight
Index Swap (OIS) rate. That would have allowed all SOFR-based swap rates, including term
SOFR, to be considered benchmark interest rates eligible to be hedged.

EY

Building a better
working world


https://www.fasb.org/Page/Document?pdf=ASU%202022-06.pdf&title=ACCOUNTING%20STANDARDS%20UPDATE%202022-06%E2%80%94Reference%20Rate%20Reform%20(Topic%20848):%20Deferral%20of%20the%20Sunset%20Date%20of%20Topic%20848

EY AccountingLink | ey.com/en_us/assurance/accountinglink

EY | Building a better working world

© 2022 Ernst & Young LLP.
All Rights Reserved.

SCORE No. 18224-221US

ey.com/en_us/assurance/accountinglink

However, the Board decided against changing the definition, noting that the US marketplace
continues to be in a state of transition with respect to reference rates. In the Background
Information and Basis for Conclusions of the Accounting Standards Update, the Board also
said it would be preferable to develop a principle for identifying benchmark interest rates that
could be applied broadly, instead of having to maintain a list of specified benchmark interest
rates eligible to be hedged. While the Board had a project on its technical agenda to develop
such a principle, it was recently removed, given the ongoing market transition.

Based on the Board's decisions, the SOFR OIS rate will continue to be the only SOFR-based
swap rate eligible to be designated as the hedged risk in a fair value hedge of a recognized
fixed-rate financial instrument or in a cash flow hedge of a forecasted issuance or purchase of
a fixed-rate financial instrument.

Key considerations
The new guidance defers the sunset date of the transition relief in ASC 848 to 31 December
2024 from 31 December 2022.

The FASB issued the optional guidance in ASC 848 in 2020 to ease the financial reporting
burdens related to the transition away from LIBOR and other interbank offered rates to
alternative reference rates, such as SOFR. The relief in ASC 848 is temporary and generally
only intended to be applied by entities during the transition period.

How we see it

We believe the deferral of the sunset date will provide entities with sufficient time to
navigate the transition away from all USD LIBOR settings.

Transition and effective date
The guidance is effective immediately upon issuance.

Endnotes:

1 Accounting Standards Update 2022-06, Reference Rate Reform (Topic 848): Deferral of the Sunset Date of Topic 848.
2 ASC 848, Reference Rate Reform.

EY exists to build a better working world, helping to create long-term value for clients, people and society and build trust in the capital markets.

Enabled by data and technology, diverse EY teams in over 150 countries provide trust through assurance and help clients grow, transform and operate.
Working across assurance, consulting, law, strategy, tax and transactions, EY teams ask better questions to find new answers for the complex issues facing
our world today.

EY refers to the global organization, and may refer to one or more, of the member firms of Ernst & Young Global Limited, each of which is a separate legal entity. Ernst & Young Global Limited,
a UK company limited by guarantee, does not provide services to clients. Information about how EY collects and uses personal data and a description of the rights individuals have under data
protection legislation are available via ey.com/privacy. EY member firms do not practice law where prohibited by local laws. For more information about our organization, please visit ey.com.

Ernst & Young LLP is a client-serving member firm of Ernst & Young Global Limited operating in the US.
This material has been prepared for general informational purposes only and is not intended to be relied upon as accounting, tax or other professional advice. Please refer to your advisors for specific advice.

2 | To the Point FASB defers sunset date of reference rate reform relief 22 December 2022


https://www.ey.com/en_us/assurance/accountinglink
https://www.ey.com/en_us/assurance/accountinglink
http://www.ey.com/privacy
http://www.ey.com/

