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In August 2020, the IASB finalized its amendments to IFRS to help preparers transition 

to new benchmark interest rates. The mandatory adoption date is January 1, 2021. 

Let’s look at what these amendments could mean for a company that applies IFRS 9, 

including hedge accounting under IFRS 9.

The reform

Public authorities in many jurisdictions are undertaking steps 
to reform interbank offered rates (IBORs). Regulators are 
increasingly encouraging companies not to sign new contracts 
referencing London interbank offered rates (LIBORs)1 and to 
transition existing contracts to the alternative benchmark rates 
(ABRs) sooner rather than later. It is now clear that, in most 
key jurisdictions, such ABRs are overnight borrowing rates 
that are based on actual transactions (secured or unsecured, 
depending on the jurisdiction). For example, in the US, the 
Secured Overnight Financing Rate (SOFR) has been identified 
as the preferred ABR for USD LIBOR2.

Accounting perspective

After discussing potential accounting issues arising from the 
replacement of interest rate benchmarks, the International 
Accounting Standards Board (IASB) decided to address 
two groups of problems – the application of amortized 
cost measurement (including the measurement of lease 
liabilities) and hedge accounting. After discussing other 
potential issues – such as assessing the contractual cash 
flow characteristics of a financial asset that refers to an ABR – 
the IASB concluded that IFRS 9 provides an adequate basis to 
account for them. The IASB decided that only amortized cost 
measurement (including the measurement of lease liabilities) 
and hedge accounting needed reliefs to provide useful 
information for stakeholders about the effect of IBOR reform. 
The project was divided into two phases based on relative 
urgency.

 – Phase 1: hedging issues affecting accounting before the 
replacement of an existing interest rate benchmark due to 
the presence of uncertainty, and;

 – Phase 2: issues affecting accounting when an existing 
interest rate benchmark is actually replaced.

Note that the mechanism to effect the change to the ABR 
may vary for different counterparties, rates, product types 
and jurisdictions. Some examples include:

 – Directly amending the benchmark rate in the contract;

 – Introducing fallback terms;

 – Activation or amendment of an existing fallback term;

 – The method for calculating the benchmark interest 
being changed by an administrator or a regulator without 
amending the contractual terms; and

 – The instrument being amended through market protocols 
covering all derivatives in that market.

As per the amendments, the way the change to the 
benchmark rate is effected generally does not change 
the accounting, provided the transition takes place on an 
economically equivalent basis.

Amortized cost measurement 

Assume that a company has a bank borrowing that has 
interest at 3-month USD LIBOR plus 2%, which matures 
on December 31, 2025. Before USD LIBOR discontinues, 
the company would have followed paragraph B5.4.5 in 

¹ LIBOR is quoted for five currencies (USD, GBP, EUR, CHF and JPY). The use of LIBOR in this article refers to the USD LIBOR.
2 In Canada, the Canadian Overnight Repo Rate Average (CORRA) has been identified as an ABR. However, the existing Canadian Dollar Offered Rate (CDOR) 

will continue to exist alongside CORRA, so there isn’t a “cliff” risk as in the case of LIBORs. 
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IFRS 9 and simply accrued interest expense based on 
3-month USD LIBOR set for each 3-month period plus 
2% (assuming no premium or discount over the principal 
amount or issuance fees). This paragraph allows for the 
periodic update of the effective interest rate (EIR) to reflect 
movements in market rates.

Now assume this company agrees with the bank to change 
the basis of calculating interest payments such that, from 
January 1, 2022, it will pay daily compounded SOFR plus 
2.05% for each subsequent 3-month period. The incremental 
margin of 0.05% has been determined based on the historical 
difference between USD LIBOR and SOFR (reflecting the 
basis difference between the benchmarks). 

The accounting for this change is captured by the practical 
expedient introduced by the Phase 2 amendments. The 
company would reset the borrowing’s EIR to SOFR plus 
2.05% on January 1, 2022, without assessing whether the 
modification results in derecognition of the borrowing and 
with normally no significant effect on the carrying amount 
of the liability. 

It is worth noting that the practical expedient is only 
applicable to such a change and only to the extent that 
the change is required by the interest rate reform – it is 
necessary as a direct consequence of the reform and the 
new rate is economically equivalent to the previous rate. 
Any other change – such as changing overall rate to a fixed 
rate, changing fixed spread to reflect the changes in the 
borrower’s creditworthiness, and extending maturity – will 
need to be dealt with using other modification requirements 
in IFRS 9 (including assessing whether the change results in 
derecognition of the borrowing). 

Hedge accounting – cash flow hedges 

Now assume that the same company has a policy of ensuring 
that its interest rate risk exposure is economically a fixed rate. 
It uses a 3-month USD LIBOR-based interest rate swap with 
a fixed leg of 1%, which matures on December 31, 2025, as a 
hedge of the variability in cash flows attributable to movements 
in 3-month USD LIBOR. In measuring hedge ineffectiveness, 
the company has constructed a hypothetical derivative with a 
fixed leg of 1% representing the hedged borrowing.

If the borrowing’s interest rate and the swap’s variable leg were 
not changed to an ABR (in this case SOFR), it would have been 
increasingly challenging to support continued application of 
hedge accounting because of the uncertainty of the existence 
of 3-month USD LIBOR-based cash flows and the underlying 
risk. This issue was addressed by Phase 1 amendments to 
IFRS 9, which were issued in September 2019, and became 
effective in 2020. These amendments allowed this company 

to continue hedge accounting by assuming that 3-month USD 
LIBOR is not altered, i.e., will continue beyond the expected 
date of discontinuance of 3-month USD LIBOR, when the 
company assesses:

 – the existence of highly probable LIBOR-based cash flows 
in the hedged borrowing, and;

 – the existence of an economic relationship between the 
interest payments on the borrowing and the swap.

However, Phase 1 reliefs will end for each element in the 
hedge when the uncertainty is no longer present for that 
element. At that time, Phase 2 amendments to IFRS 9 will 
kick in. The company will be required to make certain changes 
to its hedge documentation without discontinuation3 (which 
otherwise would not be allowed). Note that the changes to 
hedge documentation without discontinuation are only allowed 
as per the reliefs if the changes to instruments designated in 
hedging relationship are required by the reform as described 
above. Let’s look at the following scenario when the company 
transitions its interest rate swap to SOFR before amending 
its borrowing (the reverse situation is also possible, however, 
it is less likely because derivatives are generally expected to 
transition faster than non-derivatives or cash products). 

The company amends its swap in Q1 2021 so that it is based 
on SOFR from April 1, 2021. Assume that the historical average 
spread between SOFR and LIBOR is 0.05% (reflecting the 
basis difference between the benchmarks). The swap’s receive 
leg of 3-month USD LIBOR is replaced with daily compounded 
SOFR for each subsequent 3-month period and the pay leg of 
1% is replaced with 0.95% (1% minus 0.05%). The borrowing 
remains unchanged until Q4 2021. The company will have to 
amend the description of the hedging instrument in the hedge 
documentation to continue hedge accounting on the basis 
that it can demonstrate that there is an economic relationship 
between the SOFR interest rate swap and the interest 
payments on the USD LIBOR borrowing4.

Eventually, the company amends its borrowing with the lender 
in Q4 2021 so that, from January 1, 2022, it will pay daily 
compounded SOFR plus 2.05% for each subsequent 3-month 
period. The company will amend its hedge documentation to 
note the description of the hedged item based on the changes 
in the contract and designate SOFR interest cash flows as 
the hedged portion and changes in SOFR as the hedged risk 
without discontinuing hedge accounting (which otherwise 
would not be allowed). The company also will redefine the 
hypothetical derivative used in measuring hedge ineffectiveness 
as a pay SOFR and receive a 0.95% fixed (1% minus 0.05%) 
interest rate swap on the basis that, at this point, the market-
based spread between SOFR and LIBOR is still 0.05%.

3 The amendments to hedge documentation are required to be made by the end of the reporting period during which a change required by interest rate 
benchmark reform is made.

4 Companies may consider making other allowed changes to hedge designation at this stage, such as changing the designated portion of LIBOR cash flows to 
reduce ineffectiveness. We expect practice to develop in this area. 
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While the amendments provide relief from discontinuing 
hedge accounting, there is no relief from the requirements to 
measure and recognize hedge ineffectiveness. The company 
must adjust the cash flow hedge reserve (CFHR) to the lower 
of the cumulative fair value changes on the swap and the 
cumulative fair value changes in the hedged borrowing as 
determined using the revised hypothetical derivative. 

Hedge accounting – fair value hedges 

Assume another company has a bank borrowing with a 3% 
fixed rate, with interest payable every three months. The 
borrowing matures on December 31, 2025. The company 
has a policy of ensuring that its interest rate risk exposure is 
economically a floating rate. It had previously documented a 
hedging relationship wherein a 3-month USD LIBOR based 
interest rate swap (with a fixed leg of 1%) which matures on 
December 31, 2025 was designated as hedging instrument. 
The hedge is a fair value hedge of the risk of changes in the 
fair value of the hedged item attributable to changes in a 
specified benchmark interest rate, in this case, changes in 
fair value resulting from movements in 3-month USD LIBOR. 
The borrowing’s principal cash flow plus 1% of the 3% 
interest coupons were designated as the hedged item, with 
the remaining 2% of the fixed rate coupon not designated as 
part of the hedging relationship.

If the swap’s variable leg was not changed to an ABR (in this 
case SOFR), it would have been increasingly challenging to 
support continued application of hedge accounting because 
of the uncertainty of the existence of 3-month USD LIBOR, 
which might lead to a conclusion that the hedged risk 
component is no longer separately identifiable and reliably 
measurable. Per the Phase 1 amendments to IFRS 9, the 
company would not need to reassess whether 3-month USD 
LIBOR is a separately identifiable risk for fair value changes 
of the hedged borrowing. The Phase 1 amendments would 
also allow this company to assume that 3-month USD LIBOR 
is not altered, i.e., will continue beyond the expected date 
of discontinuance of the 3-month USD LIBOR, when the 
company assesses the existence of an economic relationship 
between the fair value changes of the hedged item and the 
swap. 

Let’s now assume the company amends its interest rate 
swap in Q1 2021 so that it is based on SOFR from April 1, 
2021. Assume that the historical average spread between 
SOFR and LIBOR is 0.05%. The swap’s pay leg of 3-month 
USD LIBOR is replaced with the daily compounded SOFR 

for each subsequent 3-month period and the receive leg of 

1% is replaced with 0.95% (1% minus 0.05%). Per Phase 2 

amendments to IFRS 9, the company will be required to 

amend the following in the hedge documentation5:

 – the description of the hedging instrument;

 – the description of the hedged risk, which will be redefined 

as fair value changes of the hedged item due to changes in 

SOFR, and;

 – the portion of the borrowing being hedged, which will be 

redefined as principal payment plus 0.95% of the total 

interest coupons.

Pursuant to the Phase 2 amendments, the above changes to 

the hedge documentation will not trigger discontinuation of 

hedge accounting. 

At this point the relief provided by Phase 1, which temporarily 

eliminated the requirement to reassess whether the 

benchmark rate is separately identifiable, will end. 

Similar relief is provided by Phase 2 amendments if the ABR 

designated as a non-contractually specified risk component is 

not separately identifiable at the date when it is designated. 

Even though the component is not separately identifiable 

at that time, the hedging relationship is deemed to have 

met the requirements at that date if a company reasonably 

expects that it will meet the requirements within a period of 

24 months. This situation may arise when the ABR-based 

market is not sufficiently developed. It should be noted that 

this 24 month exemption applies on a rate-by-rate basis and 

starts at the earliest time the ABR is designated as a non-

contractually specified risk component. If at any time within 

that 24-month period the entity believes that the ABR will 

not be separately identifiable by the end of that time frame, 

that hedge, and all hedges using the same ABR designated 

as a non-contractually specified risk component, must be 

discontinued. 

There is no relief from the requirements to adjust the carrying 

value of the borrowing for the change in fair value in respect 

of the hedged risk and to recognize the adjustment in 

profit or loss.

5 The amendments to hedge documentation are required to be made by the end of the reporting period in which a change required by interest rate benchmark 
reform is made.
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The dynamic process of applying Phase 2 reliefs in the typical situations above for non-banking corporates can be 
summarized in this diagram:

Key points

 – Companies need to determine how and when the 
transition to the new ABR occurs for their contracts

 – Identifying the point when Phase 1 reliefs end and 
Phase 2 reliefs apply is important

 – Changes to the method of assessing hedge effectiveness 
as a result of amending the hedging relationship may also 
be needed

 – Reliefs are only available for changes that are required by 
interest rate benchmark reform

 – There are specific disclosure requirements by the 
amendments

Additional reliefs not discussed in the article are also 
available

 – for discontinued hedges

 – for groups of items designated as hedged items 

CASH FLOW HEDGE FAIR VALUE HEDGE

Events

Uncertainty resolved for derivative and/or borrowing  
(amended to ABR) Uncertainty resolved for derivative (amended to ABR)

If there are changes made in addition to those 
changes required by IBOR reform6

No other 
changes, 
and the 

hedge meets 
general hedge 
requirements7

If there are changes made in addition to those 
changes required by IBOR reform

No other 
changes, 
and the 

hedge meets 
general hedge 
requirements7

If other 
changes 

resulting in 
derecognition 
of derivative 
or borrowing

If other changes not resulting 
in derecognition of derivative or 

borrowing,
If other 
changes 

resulting in 
derecognition 
of derivative

If other changes not resulting in 
derecognition of derivative,

but result in a 
failure to meet 
general hedge 
requirements

and the 
hedge meets 
general hedge 
requirements7

but result in a 
failure to meet 
general hedge 
requirements

and the 
hedge meets 
general hedge 
requirements7

Accounting Discontinue hedge

Change hedge documentation 
to reflect, where relevant, the 
changes to:

 – description of the derivative

 – description of the borrowing

 – cash flows being hedged

 – risk being hedged

Measure and recognize hedge 
ineffectiveness based on 
revised contractual terms

CFHR deemed to be based on 
the ABR – no reclassification 
from CFHR to P&L until hedged 
ABR-based interest payments 
affect profit or loss

Discontinue hedge

Change hedge documentation to 
reflect the changes to:

 – description of the derivative

 – portion of the borrowing 
being hedged

 – risk being hedged

Remeasure the carrying value of 
the borrowing for changes in fair 
value in respect of the amended 
risk being hedged

6 Refer to amortized cost measurement above for accounting for other changes in the borrowing not required by IBOR reform.
7 Taking into account the relief regarding separately identifiable requirements.
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