
 

 

What you need to know 
• The FASB issued final guidance that requires issuers to account for modifications or 

exchanges of freestanding equity-classified written call options that remain equity 
classified after the modification or exchange based on the economic substance of the 
modification or exchange. 

• Under the guidance, an issuer determines the accounting for the modification or 
exchange based on whether the transaction was done to issue equity, to issue or 
modify debt, or for other reasons. 

• The guidance is applied prospectively and is effective for all entities for fiscal years 
beginning after 15 December 2021, and interim periods within those fiscal years. 
Early adoption is permitted. 

Overview 
The Financial Accounting Standards Board (FASB or Board) issued final guidance1 that requires 
issuers to account for modifications or exchanges of freestanding equity-classified written call 
options (e.g., warrants) that remain equity classified after the modification or exchange based 
on the economic substance of the modification or exchange. 

The guidance, which is based on a final consensus of the Emerging Issues Task Force, is intended 
to address stakeholder requests for accounting guidance on how issuers should account for 
modifications or exchanges of freestanding equity-classified written call options that are not 
in the scope of another Accounting Standards Codification (ASC) topic, such as ASC 718,2 
and remain classified in equity after a modification or an exchange. The lack of guidance has 
caused diversity in accounting for these types of modifications or exchanges. 
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Entities modify or exchange written call options for different reasons. For example, they may 
modify warrants in connection with the issuance of new debt or equity instruments or in 
connection with a modification of an existing debt instrument or a line of credit or a revolving 
debt arrangement, which we refer to as debt instruments. They also may modify these 
instruments to compensate the counterparty for services or goods or for other reasons 
(e.g., to provide value to an instrument holder in lieu of a dividend). 

The Board narrowed the scope of the final guidance to modifications and exchanges of equity-
classified freestanding written call options that remain equity classified after the modification 
or exchange rather than all equity-classified freestanding forwards and options, as it proposed. 
This means that the new guidance does not apply to modifications of equity-classified freestanding 
forward contracts or purchased options on an entity’s own shares, for example. 

Key considerations 
An issuer considers the facts and circumstances of a modification or exchange of an equity-
classified freestanding written call option and applies the following guidance to account for the 
resulting change in fair value of the written call option (measured as the difference between 
the fair value of the modified or exchanged written call option and the fair value of the original 
written call option immediately before it is modified or exchanged), based on the reason for 
the modification or exchange: 

• To issue equity: Any increase in fair value is accounted for as an equity issuance cost that 
reduces additional paid-in capital under ASC 340-10-S99-1.3  

• To issue debt: Any increase in fair value is accounted for as a debt issuance cost or a 
discount under ASC 835.4  

• To modify an existing debt instrument: If the warrant is held by a creditor, any change in 
fair value is (1) included in the 10% cash flow test in ASC 470-505 used to determine 
whether to account for a modification or exchange of an existing debt instrument held by 
that same creditor as an extinguishment and (2) considered a fee between the debtor and 
the creditor when applying the guidance in ASC 470-50 on accounting for such fees as 
part of a modification or an exchange of debt and in ASC 470-606 on troubled debt 
restructurings. If a third party directly involved with the debt modification or exchange 
holds the warrants, an increase in the fair value of the modified or exchanged written call 
option is accounted for in the same manner as a third-party cost directly related to the 
modification or exchange of a debt instrument under ASC 470-50. 

• For other reasons: Any increase in fair value is accounted for as a deemed dividend that 
reduces retained earnings and earnings per share, if the modification is not in the scope 
of any other US GAAP guidance. 

If a modification or exchange falls into more than one of the categories listed above (e.g., equity 
issuance and debt modification), the issuer must allocate any change in fair value among those 
aspects of the transaction and account for the amounts as described above. 

The guidance applies to all entities that modify or exchange freestanding written call options 
that are classified in equity that remain equity classified after the modification or exchange. 
It does not affect the accounting by holders of such instruments.  
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Effective date and transition 
The guidance is applied prospectively to all modifications or exchanges that occur on or after the 
date of adoption. It is effective for all entities for fiscal years beginning after 15 December 2021, 
and interim periods within those fiscal years. Early adoption is permitted, but entities need to 
apply the guidance as of the beginning of the fiscal year that includes the interim period in 
which they choose to early adopt the guidance. 

1 ASU 2021-04, Earnings Per Share (Topic 260), Debt — Modifications and Extinguishments (Subtopic 470-50), 
Compensation — Stock Compensation (Topic 718), and Derivatives and Hedging — Contracts in Entity’s Own Equity 
(Subtopic 815-40): Issuer’s Accounting for Certain Modifications or Exchanges of Freestanding Equity-Classified 
Written Call Options (a consensus of the Emerging Issues Task Force). 

2 ASC 718, Compensation — Stock Compensation. 
3 ASC 340-10-S99-1, Other Assets and Deferred Costs — Overall — SEC Materials. 
4 ASC 835, Interest. 
5 ASC 470-50, Debt — Modifications and Extinguishments. 
6 ASC 470-60, Debt — Troubled Debt Restructurings by Debtors. 
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