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Overview
Benchmark interest rates are a core component of 
financial markets, influencing borrowing and lending for 
all types of market participants funds across a myriad 
of financial instruments. Retail and commercial loans, 
corporate debt, securitized products, and the derivatives 
markets all rely on these benchmark reference rates for 
the pricing and hedging of interest rates and other risks.

The London Interbank Offered Rate, or LIBOR, is one of 
the most common series of benchmark rates referenced by 
contracts measured in the trillions of dollars across global 
currencies. About USD 350 trillion worth of contracts 
across the globe are pegged to LIBOR which is the key 
interest rate benchmark for several major currencies. 
The maturities on financial products based on LIBOR 
ranges from overnight to a year and the entire rate setting 
mechanism is administered by Intercontinental Exchange 
(ICE). Following the global financial crisis of 2008, calls 
grew to reform the process used to price LIBOR due to 
the way the rate was developed based on professional 
judgment by contributing banks, the lack of transactional 
data from which to derive such rates, and the potential 
for the rate-setting process to be manipulated as seen by 
regulatory enforcement and litigation in recent years.

LIBOR will be history 
from December 2021 – 
will you be ready?

As a result, global regulators collectively from the developed 
capital markets decided that the publication of the LIBOR 
will cease after December 2021 and will be replaced by 
Alternative reference rates (ARR) also known as Risk free 
rates (RFR). However as recently as 30 November 2020, ICE 
had announced its intention to extend the use of USD LIBOR 
till June 2023 for almost all maturity tenors except for one 
week and two-month tenors that will cease by December 
2021. While ICE has issued a consultation to this effect, 
it seems to have in principle support from the UK and US 
regulators for the extension. The shift away from the most 
widely used interest rate benchmarks is an immense change 
to global finance that will have far-reaching impacts. 
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ARRs are being developed in key markets to replace current LIBOR currency rates: US dollar, Euro, British pound, Swiss franc and 
Japanese yen.

Designated ARR/RFR for major five LIBOR currencies

Jurisdiction Working Group Sponsor LIBOR currencies Replacement ARR
US Federal Reserve Bank of New York USD LIBOR Secured Overnight Financing Rate (SOFR)

UK Bank of England GBP LIBOR Sterling Overnight Index Average (SONIA)

EU European Central Bank EUR LIBOR Euro Short-Term Rate (ESTER)

Switzerland Swiss National Bank CHF LIBOR Swiss Average Rate Overnight (SARON)

Japan Bank of Japan JPY LIBOR Tokyo Overnight Average Rate (TONA)

ARRs are structured differently than LIBOR rates, which will 
mean complexity for impacted companies. For example, US 
dollar LIBOR is typically a forward-looking term rate with 
a 3-month or 1-month tenor that implicitly includes bank 
credit risk. Whereas ARR like the US SOFR is a backward-
looking overnight rate and, as a repo rate, is secured by 
collateral.

Many of the current LIBOR contracts would extend beyond 
December 2021 which is the deadline agreed by global 
regulators to discontinue LIBOR with an alternative 
reference rate.  

The transition to ARRs will involve considerable efforts for 
users of LIBOR for amending the contracts, updating the 
financial accounting, risk and various front to back systems 
across various products traded by the bank. 

As a result, regulatory and advisory bodies, working with 
market participants in various jurisdictions around the world, 
have begun releasing plans to retire existing benchmarks 
and begin the process of developing replacements. This 
culminated in the UK Financial Conduct Authority’s decision 
to no longer compel panel banks to participate in the LIBOR 
submission process after the end of 2021 and to cease 
oversight of the benchmark rates. 

The SEC and other global regulators have warned of 
potential market disruptions for those that do not proactively 
transition away from LIBOR. All companies irrespective of 
the size of their LIBOR exposure or industry—need to act 
now.

International 
markets 
development



5

INR 39.9 Lakh Crore# (US$ 532 Billion) , India’s 
LIBOR linked exposure to major financial contracts

Foreign currency borrowings (ECB, FCNR (B)) of 
leading 10 NBFCs

₹ 19,50,000 
49%

₹ 7,35,000 
18%

₹ 6,82,500 
17%

₹ 6,22,500 
16%

FCY Interest Rate Swap^

ECB and FCNR (B) Deposit*

MIFOR Interest Rate Swap^

Cross Currency Swap^

Amount in ₹ Crore

₹28,736 

₹19,808 

₹17,724 

₹7,525 

Amount in ₹ Crore

₹5,659 
₹5,464 ₹4,310 

₹4,301 

₹3,245 

₹2,738 

REC Limited

Power Finance Corporation Limited

HDFC Limited

Muthoot Finance Limited

PNB Housing Finance Limited

Indiabulls Housing Finance Limited

Bajaj Finance Limited

Shriram Transport Finance Company

HDB Financial Services Limited

M&M Financial Services Limited

1  Source: RBI, India’s External Debt: A Status Report 2019-20 (Department of Economic Affairs), Clearing Corporation of India Limited, RBI   
 Staff Calculations

 #USD/INR rate = 75 used for conversion. *As on March 31,2020; ^ As on August 31,2020.

 *ECB data is as of March 31,2020. Data related to FCNR(B) deposits is from the latest available report on External Debt and includes both   
 fixed rate and floating rate deposits (March 31,2020).

Source: Annual report for 2019-20 (Year ended 31st March 2020)
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Notional exposure of leading 10 NBFCs to derivatives 
contracts

(Interest Rate Swap/Cross Currency Swap/Currency 
Swap)

Amount in ₹ Crore

₹36,498 

₹31,020 

₹9,164 

₹6,298 
₹4,145 

₹4,083 
₹2,833 ₹2,344 

REC Limited

HDFC Limited

Power Finance Corporation Limited

Shriram Transport Finance

PNB Housing Finance Limited

Indiabulls Housing Finance Ltd

ICICI Home Finance Limited

Bajaj Finance Limited

Mahindra & Mahindra Financial Services

Cholamandalam Investment and Finance Company

₹

29,579 

₹15,134 

Source: Annual report for 2019-20 (Year ended 31st March 2020)
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In India, Reserve Bank of India has been participating in 
and monitoring global developments related to LIBOR 
transition and has tasked the Indian Banks’ Association (IBA) 
to consult on relevant issues. The IBA has formed three 
workstreams on (i) LIBOR transition arrangements, (ii) rates 
and methodology and (iii) outreach to market participants. 
The working group is represented by participants from 
IBA, FIXED INCOME MONEY MARKET AND DERIVATIVES 
ASSOCIATION OF INDIA (FIMMDA), Foreign Exchange 
Dealers' Association of India (FEDAI), Financial Benchmarks 
India Pvt Ltd (FBIL), Domestic banks, Foreign Banks, Legal 
firms, etc. 

Further, IBA has also conducted a survey with Mumbai 
Interbank Forward Offer Rate (MIFOR) market players and 
circulated a guidance note among its member banks to 
help them assess their preparedness for LIBOR transition 
on various parameters, viz., exposure assessment and 
assessment of accounting, tax, information technology (IT) 
related implications.

India related 
regulatory updates 

In August 2020, Reserve Bank of India issued a ‘Dear 
CEO’ letter to all scheduled commercial banks sensitizing 
the banks about the need to be prepared for the LIBOR 
cessation. Banks were asked to identify exposures that 
reference LIBOR and which are likely to continue beyond 
cessation date; assess preparedness for the transition and 
identify associated risks; and ensure customer sensitization 
on the subject. 

RBI in its bulletin dated 11th November 2020, “LIBOR: The 
Rise and the Fall”, noted that “The transition away from 
LIBOR to a new benchmark will be full of challenges and 
every stakeholder – the financial sector; regulators; tax, legal 
and accounting systems; and real sector participants needs 
to play a role.” 
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2. Financial accounting, reporting and tax risk

Contract amendments typically require a company to 
determine whether the change results in a taxable event 
or has a financial reporting impact, such as hedge de-
designation or debt extinguishment. Global regulators and 
standard setters have proposed targeted relief from certain 
financial reporting and tax impacts for transactions that fall 
within stated parameters. Companies need to assess how 
the guidance will apply to their facts and circumstances and 
should not assume blanket relief. In addition, companies or 
counterparties may use this as an opportunity to make other 
contract changes. These additional amendments may impact 
whether the transaction qualifies for relief.

There may be impacts to fair value hierarchy from the 
reduced observability of LIBOR transactions. For example, 
today, an instrument measured at fair value using LIBOR as a 
significant input may be a Level 2 investment, but as LIBOR 
becomes less observable, it may become Level 3. 

Finally, global regulators continue to remind companies 
to include relevant disclosures related to the expected 
discontinuation of LIBOR as appropriate within risk factors, 
management’s discussion and analysis, board risk oversight, 
and the financial statements.

In this document, we highlight some of the key challenges 
that will need to be addressed by  NBFCs as also to banks 
and other institutions as the publication of the LIBOR will 
cease after 2021. 

1. Contract amendments

Amending contracts is a time-intensive process that 
requires coordination across departments (e.g., treasury, 
procurement, legal) and agreement with lenders, borrowers 
and other counterparties. LIBOR exists as a reference rate 
in a variety of contracts and preparing a comprehensive 
inventory can be challenging. Planning now for how and 
when to negotiate with borrowers and other counterparties 
can facilitate an orderly and timely transition. 

The first step is to identify the population of contracts 
impacted. LIBOR may be referenced in a wide variety of 
contracts, including lending arrangements, derivative 
contracts, leases, procurement contracts, or in a late 
payment penalty provision in virtually any contract.

Developing a comprehensive list may be challenging as 
contracts may not be homogeneous or centrally stored. 
Once a list is developed, a company can begin the intensive 
task of negotiating amendments to contracts. These 
amendments will likely need to be tailored across different 
contract types.

Adding to the complexity is that some instruments, such 
as public debt and securitization issuances, may have 
numerous and/or unknown counterparties that require 
additional outreach and consideration of counterparty rights 
to remediate. For example, some instruments may require 
unanimous agreement of amendments by counterparties.

In addition, counterparties may seek to use LIBOR transition 
as an opportunity to negotiate additional amendments to the 
agreements.

Key 
challenges
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Following are some of the relevant questions which have 
arisen from accounting and financial reporting perspective:

(i) How has accounting guidance evolved to accommodate 
the LIBOR transition?

(ii) What is the impact on existing hedging relationships?

(iii) Will there be any impact on amount of hedge 
ineffectiveness entity needs to recognize in P&L?

(iv) How to account for amendments in contractual terms 
(for instance to replace a reference to an IBOR with a 
reference to an RFR) of borrowings/derivatives?

(v) Will there be any modification gain or loss due to 
changes in contractual cash flows because of IBOR 
transition?

(vi) How is EIR updated to reflect the change in an interest 
rate benchmark from IBOR to an RFR?

(vii) What are the IBOR transition and/or readiness 
disclosures?

Particulars  
(Extract of balance sheet)

Potentially 
Impacted

Assets

Financial Assets

Cash and cash equivalents 

Bank Balance other than above 

Derivative financial instruments 

Receivables 

Loans 

Investments 

Other Financial assets 

Non-Financial Assets

Current tax assets (net) 

Deferred tax asset (net) 

Investment Property 

Property, plant and equipment 

Intangible assets under development 

Other non-financial assets 

Liabilities and Equity
Liabilities

Financial liabilities

Derivative financial instruments 

Payables 

Debt Securities 

Borrowings (other than debt security) 

Deposits 

Subordinated Liabilities 

Other Financial liabilities 

Non-Financial Liabilities

Current tax liabilities (net) 

Provisions 

Other non-financial liabilities 

Equity

Equity share capital 

Other equity 

A snapshot of the potential impact on financial 
statements of NBFCs on account of IBOR transition.
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Particulars (Extract of 
Statement of Profit and Loss)

Potentially 
Impacted

Revenue from operations

Interest income 

Fees and commission income 

Net gain on fair value changes 

Sale of services 

Other operating income 

Total revenue from operations

Other Income 

Total Income

Expenses

Finance cost 

Fees and commission expense 

Impairment on financial instruments 

Employee benefits expense 

Depreciation and amortisation 
expenses



Other expenses

Total Expense

Profit before tax

Current tax 

Deferred tax 

Profit after tax

Other comprehensive income (OCI)

 Items that will not be reclassified to 
profit or loss



 Income tax relating to items that will 
not be reclassified to profit or loss



Items that will be classified to profit 
or loss 

Cashflow hedge reserve 

Income tax relating to items that will 
be reclassified to profit or loss



Total other comprehensive income 
for the year

Total comprehensive income for the 
year



11

Extract of statement of changes in equity

Reserves and surplus Reserves and surplus

Particulars Securities 
premium

Retained 
earnings

Reserve 
fund as per 

RBI Act

General 
Reserve

Debt 
securities 
Through 

OCI

Equity 
instruments 
through OCI

Cash 
flow 

hedge 
reserve

Total 
other 
equity

Balance as at 
31 March 20XX

       

Adjustment 
on initial 
application of 
Ind AS 116

       

Profit for the 
year

       

Other 
Comprehensive 
Income

       

Total 
Comprehensive 
Income for the 
year

Transfer        

Premium on 
issue of shares

       

Dividend        

Dividend 
Distribution Tax

       

Balance as 
at March 31, 
20XX
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3. Impact on treasury

Treasurers at large companies and financial services firms 
need to take stock of the most obvious potential hazards in 
the LIBOR transition. For instance, managing corporate debt 
and managing liquidity will become difficult if LIBOR-based 
assets become harder to sell as 2022 approaches. Banks 
and NBFCs will be expected to help their corporate clients 
address these issues.

The more insidious problem is that LIBOR is ingrained 
in countless small ways across a large company’s entire 
business. It is referenced in leases; in accounts receivable, 
where, for example, late payments from overseas customers 
could trigger a penalty based on LIBOR; and even in 
financing products offered to customers. It is sometimes 
found in purchasing contracts, embedded as a component 
of the purchase price. And it figures into transfer pricing 
agreements between global affiliates.

These indirect exposures, taken together, are often 
even larger than direct exposures in debt and liquidity 
management. If these LIBOR references are not 
addressed, your company could end up in a fight with your 
counterparties about how contracts should be paid. Or, if 
your contracts simply cite the last available published rate, 
then previously variable-rate contracts would effectively 
turn into fixed-rate contracts if or when LIBOR is no longer 
published.

4. Business changes on account of differences 
between ARRs and LIBOR

Companies may need to change how interest and cash 
flow is managed because interest payments on some debt 
issuances (e.g. under SOFR) are not set until the end of the 
period while most LIBOR interest payments are known at the 
beginning of the period.

5. Basis risk and value transfer

Companies are likely to experience some degree of value 
transfer as a result of amendments to replace LIBOR. For 
example, the parties to a LIBOR-indexed contract may 
agree to apply SOFR plus or minus a fixed spread. Although 
amendments may have been made with the objective of the 
transition being value-neutral, by the time of transition, the 
contract’s value will likely change because:

• • there may be timing differences between when 
negotiations are complete and the change to ARRs like 
SONIA/SOFR occurs,

• • practical expedients may be necessary given the potential 
complexity with calculation; for example, the specified 
spread may be based on a historical average rather than 
the actual spread between LIBOR and the ARR, and

• • the term structures of LIBOR and the ARRs are different.

Basis risk arises if two contracts that had similar payment 
terms no longer match. This could occur when debt and a 
derivative used to hedge the debt migrate from LIBOR to 
SOFR at different times or with different terms.

Strategies to mitigate these risks may include executing 
additional derivatives to hedge the difference between the 
rates.

6. Reputational risk

Companies need to develop LIBOR transition plans and 
proactively communicate with regulators, investors, lenders, 
customers, and other counterparties.

• • Regulators have made it clear they expect thoughtful 
transition plans and disclosures to address the risks of 
LIBOR transition.

• • Communication of a clear understanding of exposure and 
a plan for transition is important for investor confidence.

• • Financial services and other companies will need to 
develop a plan to manage their business conduct with 
customers impacted by the change. The plan should 
include oversight and controls of those business units that 
interact and negotiate with customers.

7. Impacts to operations, IT, Data and models

The introduction of ARRs may necessitate large-scale and 
potentially costly changes to models, data, and technology. 
Companies will need to:

• • inventory models across all departments that rely on 
LIBOR for updates and obtain appropriate approvals of 
any model changes,

• • assess new ARR data needs and determine how and where 
to source those data elements, considering evolving 
capabilities of third-party vendors, and

• • enhance current systems, whether internal or external, 
that may not be equipped to support contracts 
referencing ARRs.

Many of these potentially large-scale changes could require 
a long runway to implement, especially when considering 
requisite process and controls changes. Acting early can 
help companies understand the requirements to implement 
vendor/IT solutions and reduce costly, last minute 
operational problems.
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8. Proactive communication to stakeholders 

Proactive communication to internal and external 
stakeholders will provide transparency. Early communication 
with lenders and investors will give companies a sense of 
their concerns and how best to interact with them to modify 
contracts.

A key element of negotiating changes on account of LIBOR 
transition will be education. To mobilize effectively, you 
should start by explaining to stakeholders across your 
enterprise what LIBOR is and what the implications of the 
transition away from LIBOR are, and then give them some 
examples of LIBOR-related provisions. Then, you will have 
to prepare your counterparties, customers, and investors. 
The people who negotiate B2B contracts are not always, or 
even usually, financial experts; they plug in LIBOR because 
it was always used. A careful explanation of what you are 
trying to undertake will go a long way in reassuring your 
counterparties that your goal in amending terms is to get 
things right, not to take advantage.

And finally, investors and regulators will also be expecting 
you to thoughtfully navigate the LIBOR transition. Be 
transparent with them about your transition plan and 
communicate with investors about how LIBOR impacts them 
and what your company is doing about it.

The move away from LIBOR is one of the biggest changes in 
the global financial markets and firms who proactively assess 
the impact can take appropriate actions to make the most of 
the shift in the underlying rates.

This publication contains information in a summary form 
and is therefore intended for general guidance only. It is 
not intended to be a substitute for detailed research or the 
exercise of professional judgment. Neither Ernst & Young 
Associates LLP nor any other member of the global Ernst 
& Young organization can accept any responsibility for loss 
occasioned to any person acting or refraining from action as 
a result of any material in this publication. This publication 
is subject to independence and regulatory restrictions 
applicable to our audit clients and therefore requires prior 
approval through consultations. Further, on any specific 
matter, reference should be made to the appropriate advisor.
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