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Accounting News Flash 

The FASB this week issued final guidance amending its hedge accounting model 
to enable entities to better portray their risk management activities in their 
financial statements. The guidance is effective in 2019 for calendar-year public 
business entities and in 2020 for all other calendar-year companies. Early 
adoption is permitted in any interim or annual period. 

The new guidance eliminates the requirement to separately measure and report 
hedge ineffectiveness. For qualifying fair value hedges, the change in the fair 
value of the hedged item attributable to the hedged risk and the change in the 
fair value of the hedging instrument that is included in the assessment of hedge 
effectiveness will be recognized in earnings and presented in the same income 
statement line. 

The guidance makes the application of the long-haul method for fair value 
hedges of benchmark interest rate risk more flexible by allowing entities to 
calculate the change in the fair value of the hedged item in a partial-term hedge 
of a fixed-rate financial instrument by assuming that its maturity date is the 
same as the derivative designated as the hedging instrument. The guidance also 
provides a new approach, referred to as the “last-of-layer” method, for hedging 
pre-payable assets. Using this approach, together with the new guidance 
allowing partial-term hedges, an entity can designate as the hedged item a 
stated amount of the asset(s) that it does not expect to be affected by 
prepayments or defaults (i.e., the last layer). Any prepayments or defaults that 
occur will be applied first to the portion of the closed portfolio or beneficial 
interest that is not part of the hedged item. 

While entities will still need to perform an initial quantitative assessment of 
effectiveness for many hedge relationships, the new guidance makes the 
application of hedge accounting less complex by allowing a company to 
perform the initial quantitative hedge assessment up until the end of the 
quarter in which the hedge was designated and to subsequently assess hedge 
effectiveness qualitatively, unless the facts and circumstances of the hedge 
relationship change to the extent that the entity can no longer assert 
qualitatively that the hedge is highly effective. 
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