
KEY POINTS
	� There has been recent progress in light of publication of sterling loan conventions and the 

LMA’s RFR Agreements.
	� Issuance of new sterling LIBOR loans should cease by the end of Q1 2020 in light of 

potential cessation of most LIBOR settings by the end of 2021.
	� Active transition of legacy portfolios is encouraged.

Author Katie Hoyle

Syndicated loan market and LIBOR: 
pathway to the end of 2021
With just under a year until the demise of at least certain settings of LIBOR,  
2021 will be the definitive year for progress and development of market practice. 
In the sterling syndicated loans market, although much progress has been made 
to date, both the target of the Working Group on Sterling Risk-Free Reference Rates 
(£RFRWG) that there should be no new issuance of sterling LIBOR based loans after 
the end of Q1 2021 and the stock of legacy LIBOR referencing loans mean there 
is still much work to do. In this article, we take stock of recent developments and 
examine the pathway to the end of 2021 for the syndicated loan market.

STERLING LOAN CONVENTIONS  
AND RATE SWITCH AGREEMENTS

nFollowing the publication of the 
£RFRWG’s recommendation  

on conventions for referencing compounded 
in arrears SONIA in the sterling loan  
market (Sterling Loan Conventions)1 and  
in light of the £RFRWG’s target that 
“after the end of Q3 2020 lenders, working 
with their borrowers, should include clear 
contractual arrangements in all new and  
re-financed LIBOR-referencing loan 
products to facilitate conversion ahead of 
end-2021, through pre-agreed conversion 
terms or an agreed process for renegotiation, 
to SONIA or other alternatives”,2 there 
has been even greater pressure on market 
participants to include terms for the 
transition away from LIBOR in loan 
documentation. However, given relatively 
limited market practice and developing 
infrastructure, whilst there have been  
some transactions documented on  
the basis of SONIA from signing,  
many others have looked to include such 
“clear contractual arrangements” through 
“pre-agreed conversion terms”. The LMA’s 
forms of exposure draft multicurrency 
term and revolving facilities agreement 
incorporating rate switch provisions 
(one version with a lookback with 
observation shift, the other a lookback 
without observation shift)3 (Rate Switch 
Agreements) aim to facilitate this with 
mechanics that allow loans in a particular 

currency to be based on LIBOR at the 
beginning of the transaction with a “switch” 
to a compounded risk-free reference rate 
(RFR) appropriate for that currency upon 
the occurrence of a trigger event or a  
pre-agreed switch date.

CESSATION OF NEW LIBOR LENDING 
BY THE END OF Q1 2021
The £RFRWG has recommended that 
new sterling LIBOR lending that expires 
after the end of 2021 ceases by the end of 
Q1 2021.4 In light of that, the LMA has 
recently published two exposure drafts of 
multicurrency term and revolving facilities 
agreements  incorporating backward-looking 
compounded rates and forward-looking 
interbank term rates (one version with  
a lookback with observation shift,  
the other a lookback without an observation 
shift (together with the Rate Switch 
Agreements, the RFR Agreements).5 This 
documentation is for loan transactions 
which reference compounded RFRs from 
the outset (based on the mechanics and 
framework set out in the Rate Switch 
Agreements) alongside forward looking 
interbank term rates with optional rate 
switch mechanics. Even after the end of  
Q1 2021, however, it is quite possible  
that the rate switch concept will continue  
to be of use particularly for currencies  
such as euro where any move away from 
the use of EURIBOR is yet to take place 
– results of the consultation on the use of 

€STR based fallbacks to EURIBOR are  
due in Q1 2021.6

FRAMEWORK FOR USE OF RFRs 
The RFR Agreements set out a framework 
for the use of RFRs and use the Sterling Loan 
Conventions as the basis for that framework: 
given that the Sterling Loan Conventions 
were produced by the £RFRWG, they are 
likely to represent the potential consensus 
on the way forward for the loan markets. 
However, the Sterling Loan Conventions 
were prepared with only the sterling 
loan markets in mind: whilst the RFR 
Agreements apply the same conventions to 
other currencies, market participants will 
need to determine whether this is the most 
appropriate approach for their transactions 
and the currencies concerned. 

COMPOUNDED RFR CALCULATION
The calculation methodology for the 
compounded RFR is set out in the relevant 
schedule to each RFR Agreement. Given that 
there is unlikely to be an appropriate “screen 
rate” and that use of the Bank of England’s 
SONIA compounded index is unlikely 
to be generally applicable for syndicated 
loan transactions (it is not compatible with 
certain of the Sterling Loan Conventions 
such as the use of a daily interest rate 
floor and a non-cumulative compounding 
methodology), that calculation methodology 
reflects the non-cumulative compounding 
methodology recommended in the Sterling 
Loan Conventions. This differs between the 
two versions of each kind of RFR Agreement 
as one documents a “lookback without 
observation shift” (recommended by the 
£RFRWG) and the other a “lookback with 
observation shift” (noted by the £RFRWG 
as a viable and robust alternative). The 
difference between the two manifests in the 
weighting given to each applicable rate in the 
compounding calculation, ie the weighting in 
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the calculation which accounts for calendar 
days when the RFR is not published (such 
as public holidays and weekends). “Without 
observation shift” means the rate for a 
particular date (A) in the interest period is 
taken from the date (B) which is the agreed 
lookback period before that date (A) in the 
interest period (eg five business days prior 
to (A)) and so the weighting is determined 
by reference to that date (A) in the interest 
period. This weighting would mean that, 
for example, if date (A) was a public holiday 
or weekend, the rate applied would be that 
applied to the business day before (A) (which 
itself would be the day which is the lookback 
period prior to that day). “With observation 
shift” means that the whole period for the 
calculation of interest is shifted by the 
agreed lookback period and so the weighting 
is determined by reference to the date (B) 
which is the agreed lookback period (eg five 
business days) prior to the corresponding 
date (A) in the interest period.7

The recommendation set out in the 
Sterling Loan Conventions (and reflected 
in the RFR Agreements) is to use a non-
cumulative compounded RFR in syndicated 
loan transactions. Although a cumulative 
compounding methodology may have been 
more familiar to many (through, for example, 
some ISDA and bond documentation), as 
this is based on all the RFRs for each day 
in the relevant interest period, it cannot be 
used to determine the amount of accrued 
interest at any particular time before the 
end of the interest period. This could be 
problematic for syndicated loans where, for 
example, prepayments or trades may take 
place intra-period (with the attendant need 
to calculate accrued interest). Therefore, the 
non-cumulative approach was recommended. 
However, it is worth highlighting that both 
the application of a cumulative compounded 
average RFR and application of a series of 
non-cumulative compounded RFRs result in 
the same amount of interest when used over 
the course of a whole interest period.

To calculate the non-cumulative rate  
(in the RFR Agreements, the “Daily Non-
Cumulative Compounded RFR Rate”), for  
a particular date (X), the starting point is the 
calculation of the cumulative compounded 

RFR rate. This gives a percentage rate per 
annum which represents the effect of applying 
the RFR on a compounded basis. Calculation 
of the non-cumulative compounded RFR 
requires the subtraction of the cumulative 
compounded RFR for the prior day from 
the cumulative compounded RFR rate for 
the relevant date. However, simplistic as this 
sounds, the formulae in the RFR Agreements 
are necessarily more complicated as the 
cumulative compounded average RFR rates 
concerned need to be “unannualised”,  
ie converted from an annualised percentage 
to a rate which reflects the time period in 
question (the “Cumulation Period” referred 
to in the RFR Agreements). Then, the results 
of the subtraction need to be shown as a 
percentage rate per annum to generate the 
rate for the particular day concerned.8 

Users of the LMA’s RFR Agreements 
will need to ensure that use of the Sterling 
Loan Conventions are appropriate for their 
transactions. There are other considerations 
that will further need to be borne in mind 
when structuring a transaction based on a 
compounded RFR, such as calculation of 
any applicable credit adjustment spread (to 
reflect the difference between LIBOR and 
the relevant RFR or any central bank rate 
which may be used as a fallback rate) and 
whether concepts such as break costs, market 
disruption and cost of funds should be 
included in respect of RFR based loans.

CONSULTATIONS ON PROPOSALS 
FOR CESSATION OF LIBOR 
PUBLICATION AND TIMELINES
ICE Benchmark Administration (IBA), 
as administrator of LIBOR, has recently 
consulted9 on its proposals to cease the 
publication of: 
	� all GBP, EUR, CHF and JPY LIBOR 

settings and the 1 week and 2 month 
USD LIBOR settings immediately 
following the LIBOR publication on  
31 December 2021; and 
	� the overnight, 1, 3, 6 and 12 month USD 

LIBOR settings immediately following 
the LIBOR publication on 30 June 
2023, subject to any rights of the UK 
Financial Conduct Authority to continue 
publication. 

This potential cessation date for the 
majority of USD LIBOR settings should be 
considered in the context of other timelines. 
The US Alternative Reference Rates 
Committee (ARRC) has recommended that 
LIBOR loan origination ends by 30 June 
2021 and in their November 2020 statement, 
the US Banking Agencies10 state that banks 
should “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”. Given the ARRC 
timeframe was developed in the context of 
what was “as soon as practicable” for the 
syndicated loan markets, the November 
statement and the potential results of the 
IBA consultation mean that whilst there is 
likely to be additional time for the markets 
to handle their legacy portfolios, there is 
no reason to delay work or postpone any 
existing timelines and recommendations.

LEGACY TRANSACTIONS
To date, market participants have largely been 
focussing on the terms for new RFR based (or 
rate switch) transactions given that the settling 
of market practice for these terms will make 
the transition for legacy transactions easier. 
However, financial institutions are beginning 
to look at amending their legacy portfolio of 
syndicated loans and, for transactions which 
fall to be amended for other reasons, the 
LIBOR issue cannot be ignored.

Whilst the FCA has recently consulted11 
on potential use of its powers granted by the 
Financial Services Bill to allow continued 
publication of a critical benchmark on the basis 
of a changed methodology for a benchmark 
(ie LIBOR) to continue after it is declared 
“unrepresentative” and legislative solutions 
are being considered in other jurisdictions 
to aid legacy LIBOR transactions which 
will be difficult to transition (“tough legacy” 
transactions), the clear message is that market 
participants must work towards active 
transition of syndicated loan transactions.  
The £RFRWG has in particular published 
papers aimed at helping market participants 
achieve active transition including a 
December 2020 paper considering credit 
adjustment spread methodologies12 and its 
2021 priorities.13
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CONCLUSION
Whilst there is much yet to do to facilitate 
wholesale transition away from the use of 
LIBOR in syndicated loan transactions 
against the backdrop of a global pandemic, 
much progress has been achieved recently.  
In particular, the LMA’s RFR Agreements,  
in providing a documentary implementation 
of the £RFRWG’s Sterling Loan Conventions, 
provide market participants with vital tools 
to commence documentation of compounded 
RFR based transactions. n

1 https://www.bankofengland.co.uk/-/me-

dia/boe/files/markets/benchmarks/rfr/

statement-on-behalf-of-rfrwg-recommen-

dations-for-sonia-loan-market-conventions.

pdf?la=en&hash=074583D7080993CE-

84B6A381B554BEFD6594C076

2 https://www.bankofengland.co.uk/-/

media/boe/files/markets/benchmarks/rfr/

rfrwg-further-statement-on-the-impact-of-

coronavirus-on-timeline-for-firms-libor-

transition-plans.pdf

3 https://www.lma.eu.com/libor

4 To support this, the Loan Enablers Task 

force sub-group of the £RFRWG have 

published a “path to discontinuation of 

new GBP LIBOR lending by end Q1 2021” 

https://www.bankofengland.co.uk/-/media/

boe/files/markets/benchmarks/rfr/path-

to-discontinuation-of-gbp-libor-lending-by-

end-q1-2021.pdf?la=en&hash=E373B6E-

9730A486757800828E604F029D65E1C2E

5  https://www.lma.eu.com/libor

6 https://www.ecb.europa.eu/press/pr/

date/2020/html/ecb.pr201123~1d59dcbe27.

en.html

7 See the £RFRWG materials which explain 

in more detail: https://www.bankofengland.

co.uk/-/media/boe/files/markets/benchmarks/

rfr/uk-loan-conventions-supporting-slides.

pdf?la=en&hash=9190F626C8B4E58A1F-

D6AA6BB48AFCA830CAF56C together with 

worked examples: https://www.bankofengland.

co.uk/-/media/boe/files/markets/bench-

marks/rfr/uk-loan-conventions-worked-ex-

amples.xlsx?la=en&hash=6F18B-

755963140DAA51A0487C1935206FBA0492C

8 See the £RFRWG materials which explain 

in more detail: https://www.bankofeng-

land.co.uk/-/media/boe/files/markets/

benchmarks/rfr/uk-loan-conventions-sup-

porting-slides.pdf?la=en&hash=9190F-

626C8B4E58A1FD6AA6BB48AF-

CA830CAF56C together with worked 

examples: https://www.bankofengland.

co.uk/-/media/boe/files/markets/bench-

marks/rfr/uk-loan-conventions-worked-ex-

amples.xlsx?la=en&hash=6F18B-

755963140DAA51A0487C1935206F-

BA0492C

9 https://www.theice.com/publicdocs/

ICE_LIBOR_Consultation_on_Potential_

Cessation.pdf

10 ie the Board of Governors of the Federal 

Reserve System, the Office of the 

Comptroller of the Currency: https://www.

federalreserve.gov/newsevents/pressreleases/

files/bcreg20201130a1.pdf

11 https://www.fca.org.uk/news/statements/fca-

consults-on-new-benchmark-powers

12 https://www.bankofengland.co.uk/-/media/

boe/files/markets/benchmarks/rfr/ac-

tive-transition-of-gbp-libor-referencing-loans.

pdf?la=en&hash=83B3BF12C4BBBF308D-

D19C28CEDDC073B1C4413C

 https://www.bankofengland.co.uk/-/me-

dia/boe/files/markets/benchmarks/rfr/

credit-adjustment-spread-methods-for-ac-

tive-transition-of-gbp-libor-referencing-loans.

pdf?la=en&hash=4C41CC67E9C81DC-

835644603D05ACE3120F66999

13  https://www.bankofengland.co.uk/-/media/

boe/files/markets/benchmarks/rfr/rfr-

working-group-roadmap.pdf

Further Reading:

	� LIBOR discontinuation in the loan 
markets: is compounding SONIA 
the answer? (2019) 9 JIBFL 596.
	� LIBOR: keeping the loan market 

moving towards the end of 2021 
(2020) 6 JIBFL 397.
	� LexisPSL: Banking & Finance: 

running a LIBOR transition project.
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