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INTRODUCTION
Mazars USA LLP is an independent member firm of Mazars Group.

Lorem ipsum dolor sit amet, consectetur adipiscing elit. Nam rhoncus ante quis
lectus adipiscing lacinia. Quisque hendrerit dapibus sapien, a imperdiet arcu
commodo non. Quisque tellus lorem, volutpat eu tristique ut, ornare vitae dolor.

Financial Services Trends

As the transition away from LIBOR and other interbank offered
rates as a benchmark rate at the end of 2021 draws closer,
impacting trillions of dollars of financial transactions, the FASB
released temporary optional guidance to ease the accounting
impact related to the Reference Rate Reform.
On March 12, 2020, the FASB issued an Accounting Standards
Update (ASU) Accounting Standards Update 2020-04 Reference
Rate Reform (Topic 848) which provides optional expedients and
exceptions for applying generally accepted accounting principles
(GAAP) to :
• Contracts modifications,
• Hedging relationships, and
• Other transactions affected by reference rate reform,
based upon specific criteria.
This ASU would allow firms with significant exposure to LIBOR to
better face key challenges related to the volume of instruments
(contracts and other arrangements, such as debt agreements,
lease agreements, and derivative instruments) which will be
impacted by this transition.
Potential operational challenges impacting the LIBOR transition
include:
• Elevated costs due to a compressed timeframe for
contract modification.
• Financial reporting results need to reflect intended
continuation of contracts and arrangements during the
period of market-wide transition.
• Disallowing the application of certain hedge accounting
guidance and certain hedge relationships may not qualify
as highly effective during the period of market-wide
transition to a replacement rate.
• Financial reporting outcomes that don’t reflect intended
hedging strategies may occur due to the inability to apply
hedge accounting.
Guidance Under ASU 2020-04
To address concerns, the FASB guidance allows for entities to
elect the following:

•

•
•

Consistently: For optional expedients applicable to
contract modifications, across all eligible transactions
(modified because of the reform and meeting certain
scope guidance).
On an individual basis: For optional expedients
applicable to hedging relationship
One-time election: For optional expedients applicable to
sell or transfer of HTM debt securities without requiring a
transfer all remaining debt securities that meet the
qualifying conditions.

Application and Timeline
Amendments are effective as of March 12, 2020 and apply only to
contracts, hedging relationships, and other transactions
referencing LIBOR, or another reference rate expected to be
discontinued due to reference rate reform. Expedients and
exceptions do not apply to contract modifications made and
hedging relationships entered into or evaluated after December
31, 2022, except for hedging relationships existing as of
December 31, 2022, that an entity has elected certain optional
expedients for and are retained through the end of the hedging
relationship.
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Disclaimer of Liability
Our firm provides the information in this e-newsletter for general guidance only, and does not constitute
the provision of legal advice, tax advice, accounting services, investment advice, or professional
consulting of any kind. The information provided herein should not be used as a substitute for
consultation with professional tax, accounting, legal, or other competent advisers. Before making any
decision or taking any action, you should consult a professional adviser who has been provided with all
pertinent facts relevant to your particular situation.
Mazars USA LLP is an independent member firm of Mazars Group.
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