
 

 

Reference Rate Reform Update  

In 2020, FASB issued Accounting Standards Update (ASU) 2020-04, Facilitation of the Effects of Reference Rate 
Reform on Financial Reporting, which provided temporary, optional expedients and exceptions for applying 
generally accepted accounting principles to held-to-maturity securities, contracts, hedging relationships, and other 
transactions affected by reference rate reform. The amendments only applied to contracts that reference the 
London Interbank Offered Rate (LIBOR) or any other reference rate expected to be discontinued as a result of 
reference rate reform. Transition changes announced by derivative clearing organizations will affect reference 
rates that do not reference LIBOR or other discontinued rates, e.g., the federal funds rate used for margining, 
discounting, and contract price alignment for derivative instruments.  

FASB recently issued ASU 2021-01, Scope, which expands the scope of guidance in Accounting Standards 
Codification (ASC) 848, Reference Rate Reform, so that companies can apply the optional expedients to derivative 
instruments affected by the clearing house changes. The ASU also clarifies and updates several items in ASU 2020-
04:  

 A receive-variable-rate, pay-variable-rate cross-currency interest rate swap may be considered an eligible 
hedging instrument in a net investment if both legs of the swap do not have the same repricing intervals 
and dates as a result of reference rate reform 

 Added an option to subsequently remove one or more derivative instruments that were added to a 
hedging instrument that is affected by the discontinuance of a reference rate without hedge 
dedesignation 

 Added an option to continue to apply the shortcut method to a fair value hedge in which an entity elects 
to jointly designate two or more derivative instruments, or proportions of those instruments, as the 
hedging instrument by extending the ability to elect the corresponding optional expedient for the 
application of the fair value hedge shortcut method 

 In a cash flow hedging relationship in which a derivative designated as the hedging instrument meets the 
expanded scope definition, an entity may continue to apply a perfectly effective assessment method by 
electing the corresponding optional expedient for subsequent assessments under that method  

 When a derivative affected by a payment or receipt of a cash settlement (or equivalent) intended to 
compensate for the discounting transition is designated as a hedging instrument in a fair value hedge 
accounted for under the shortcut method, an entity may adjust the cumulative fair value hedge basis 
adjustment and may continue to apply the shortcut method by electing the corresponding optional 
expedient for the application of the fair value hedge shortcut method 

 When a derivative affected by a payment or receipt of a cash settlement (or equivalent) intended to 
compensate for the discounting transition is designated as a hedging instrument in a cash flow hedge, an 
entity may adjust the recorded amount in accumulated other comprehensive income and apply certain 
effectiveness assessment expedients 

 The optional expedient for the shortcut effectiveness assessment method expires as of December 31, 
2022, for fair value hedges that jointly designate two or more derivative instruments, or proportions of 
those instruments, as the hedging instrument 

For full details on the expanded optional relief, see BKD article “FASB Finalizes LIBOR Transition Relief.”  
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https://www.bkd.com/alert-article/2020/04/fasb-finalizes-libor-transition-relief


Reference Rate Reform Update   
 

2 

Proposed Timeline   
In 2017, Chief Executive of the United Kingdom (U.K.) Financial Conduct Authority (FCA) Andrew Bailey announced 
the FCA’s plan to eliminate LIBOR by the end of 2021. As recently as August 2020, regulators emphasized that even 
the unprecedented global effects of COVID-19 would not delay the previously announced termination date. In 
December 2020, the ICE Benchmark Administration Limited, LIBOR’s authorized and regulated administrator, in 
consultation with the FCA, began soliciting feedback on the following schedule:  

 Effective after the publication of LIBOR on Friday, December 31, 2021: 

• EUR LIBOR – All tenors (Overnight, 1 Week, 1, 2, 3, 6, and 12 Months); 
• CHF LIBOR – All tenors (Spot next, 1 Week, 1, 2, 3, 6, and 12 Months); 
• JPY LIBOR – All tenors (Spot next, 1 Week, 1, 2, 3, 6, and 12 Months); 
• GBP LIBOR – All tenors (Overnight, 1 Week, 1, 2, 3, 6, and 12 Months); 
• USD LIBOR – 1 Week and 2 Months 

 

 Effective after the publication of LIBOR on Friday, June 30, 2023: 

•  USD LIBOR – Overnight and 1, 3, 6, and 12 Months  
 

Extending the publication of certain USD LIBOR tenors until June 30, 2023, would allow most legacy USD LIBOR 
contracts to mature before LIBOR experiences disruptions. 

Comments are due by January 25, 2021.  

U.S. Banking Regulators 
On November 30, 2020, the Federal Reserve Board, FDIC, and Office of the Comptroller of the Currency issued a 
statement encouraging banks to cease entering into new contracts that use USD LIBOR as a reference rate as soon 
as practicable and in any event by December 31, 2021, to facilitate an orderly—and safe and sound— LIBOR 
transition. New contracts entered into before December 31, 2021, should either use a reference rate other than 
LIBOR or have robust fallback language that includes a clearly defined alternative reference rate after LIBOR’s 
discontinuation.  

 
What to Do Now 
The use of LIBOR within organizations is deeply rooted. In addition to derivative exposure, be sure to review other 
common uses of LIBOR:  
 

 Committed credit agreements, including commercial paper back up lines 

 Interafilliate/intra group loans 

 Term loans, floating rate notes, and asset securitizations 

 Accounting – Fair value calculations and lease valuations 

 Asset purchase and sale agreements – Adjustments for changing closing date 

 Supply agreements – Adjustments for volume variances and late payments 

 Employee benefit payments – Adjustments for payment delays  

 
 

https://www.theice.com/publicdocs/ICE_LIBOR_Consultation_on_Potential_Cessation.pdf
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20201130a1.pdf
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Here are several steps to begin now to help ensure a smooth transition:  
 

 Identify and assess the effect of LIBOR exposures, including, but not limited to, floating rate notes, loans, 
investments, and derivatives 

 Review legacy contract to understand mutual rights, obligations, and roles of different parties (borrower, 
lender, administrative, and calculation agent) and fallback language (trigger, fallback rates, spread) in the 
vent of LIBOR cessation 

 Assess the effect of LIBOR transition on valuation, accounting, tax, financial disclosures, and hedging 
strategy and the need for actions to mitigate the effect 

 Engage with service providers to discuss transition strategy for legacy LIBOR transactions 

 Mobilize internal or external legal counsel to address amendments or transition of legacy contracts 

 Understand the key differences between LIBOR and the new reference rate and how the new benchmark 
will perform through an economic cycle 

 Engage with external data and systems providers to help ensure operational readiness to transition away 
from LIBOR to a new reference rate 

  
Conclusion  
BKD will continue to follow developments related to reference rate reform. Visit BKD’s LIBOR Transition Resource 
Center  to learn more. If you have questions about these changes, contact your BKD Trusted Advisor™ today. 
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