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The London interbank offered rate (LIBOR) is arguably one of the most important numbers in the finance
world. You can find it within most variable-rate debt agreements, adjustable mortgages and private student
loans. This rate is the standard for approximately $260 trillion of loan and derivative contracts today. But
LIBOR’s days are numbered due to being scheduled to be phased out by 2021.
LIBOR is a daily rate produced by a large group of banks; it is the rate that banks would charge other banks to
borrow money. It is calculated by averaging the rates by the group of banks after excluding the highest and
lowest rates submitted. The rate became notorious during the 2012 financial crisis due to it being incredibly
easy to manipulate. This has made many banks involved in the rate-setting process to become nervous.
Additionally, the rate has become less important due to new rules encouraging banks to use other forms of
borrowing rates such as the Secured Overnight Financing Rate (SOFR), which is sponsored by the Federal
Reserve. Many ask: why would banks still respond to the LIBOR survey? This is due to British regulators
encouraging them to do so in fear of the results of an abrupt stoppage in the rate and the impact on the
outstanding debt agreements and derivative contracts. The phaseout implemented is providing time for the
industry to prepare itself for life after LIBOR.
Preparing for life after LIBOR is making many in the finance world nervous. Many variable-rate debt
agreements will need to be amended, causing contracts to be rewritten, computer systems to be updated
and a lot of non-revenue generating administrative work by banks. Additionally, derivative contracts do not
provide a workable option to replace LIBOR. This will cause approximately $190 trillion of LIBOR-linked
derivative contracts to be renegotiated establishing new derivative contracts. These renegotiations will be
significant and costly for banks.
The outcome of the change is still uncertain, and there are still many questions that will need to be answered
throughout the course of the phaseout.
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You’ve heard our thoughts… We’d like to hear yours

The Schneider Downs Our Thoughts On blog exists to create a dialogue on issues that are important to organizations and
individuals. While we enjoy sharing our ideas and insights, we’re especially interested in what you may have to say. If you
have a question or a comment about this article – or any article from the Our Thoughts On blog – we hope you’ll share it
with us. After all, a dialogue is an exchange of ideas, and we’d like to hear from you. Email us at
contactSD@schneiderdowns.com.
Material discussed is meant for informational purposes only, and it is not to be construed as investment, tax, or legal advice.
Please note that individual situations can vary. Therefore, this information should be relied upon when coordinated with
individual professional advice.
© 2019 Schneider Downs. All rights-reserved. All content on this site is property of Schneider Downs unless otherwise noted
and should not be used without written permission.
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The Tax Cuts and Jobs Act of 2017 (TCJA) impacted nearly every U.S. taxpayer both in personal income
tax filings, and indirectly through the changes in ...
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The general rule under Internal Revenue Code §451 is that an item of income shall be included in gross
income for the taxable year or receipt unless ...
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Have a question? Ask us!
We’d love to hear from you. Drop us a note, and we’ll respond to you as quickly as
possible.
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Schneider Downs is a Top 60 independent Certified Public Accounting (CPA) firm providing accounting, tax,
audit and business advisory services to public and private companies, not-for-profit organizations and global
companies. We also offer Internal Audit; Technology Consulting; Software Solutions; Personal Financial
Services; Retirement Plan Solutions and Corporate Finance Services. Schneider Downs is the 13th largest
accounting firm in the Mid-Atlantic region and serves individuals and companies in Pennsylvania (PA), Ohio
(OH), West Virginia (WV), New York (NY), Maryland (MD), and additional states in the United States with offices
in Pittsburgh, PA and Columbus, OH.
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