
KEY POINTS
All new issuance of sterling LIBOR referencing loan products which expire after the end 
of 2021 should cease by Q1 2021, instead of Q3 2020.
The Bank of England, FCA and Sterling RFR Working Group announced in late April 
that clear contractual arrangements in all new and re-financed LIBOR-referencing 
loan products should include pre-agreed conversion terms or an agreed process for 
renegotiation to SONIA or other alternatives. 
With all the focus on compounded rates, we can only assume that use of term rates may be 
the exception rather than the rule.
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LIBOR: keeping the loan market moving 
towards the end of 2021
While much work has been done towards transition away from LIBOR, the loan 
market continues to lag in terms of transactions based on risk free rates. In light of 
regulatory pressure and COVID-19, this article takes stock of recent progress in the 
loan market and anticipated milestones in 2020.

■Early 2020 saw a salvo of 
announcements (in the UK at least) 

designed to galvanise transition away from 
LIBOR in a clear sign that momentum was 
expected to increase during the course of 
2020. However, in light of the COVID-19 
pandemic, it is unlikely that previously 
anticipated levels of progress will be 
achieved in the loan markets. In this article 
we set out the anticipated milestones for 
2020 and what we know so far. Whilst 
in certain cash markets (such as the bond 
markets), issuance in SONIA has become 
almost the norm, the loan markets still lag 
behind and generate the biggest questions 
about whether the progress made will be 
sufficient to meet the 2021 deadline.

WORKING GROUP 
ANNOUNCEMENTS
The Working Group on Sterling Risk 
Free Rates (Sterling RFR WG) published 
a roadmap1 in early 2020 indicating the 
priority of the shift of transactions from 
LIBOR to SONIA such that by Q1 2021, 
the stock of LIBOR referencing contracts is 
significantly reduced. One significant target 
set out in that roadmap is that by the end 
of Q3 2020, there would be a cessation of 
LIBOR referencing cash products maturing 
beyond 2021. Following the March 2020 
announcement2 by the Bank of England, 
FCA and Sterling RFR WG that the “central 
assumption that firms cannot rely on LIBOR 
being published after the end of 2021 
has not changed” but that some “interim 

milestones” would be affected, there was 
much speculation that this target would no 
longer be achievable (if it ever was) and this 
has, indeed, been revised such that all new 
issuance of sterling LIBOR referencing loan 
products which expire after the end of 2021 
should cease by Q1 2021, as we examine in 
more detail below.

In April 2020, the US Alternative 
Reference Rates Committee (ARRC) 
announced3 its key objectives for the rest 
of the year focussing on, amongst other 
things, supporting the use of SOFR, 
market infrastructure and operations and 
contractual fallbacks. This was followed, 
in May 2020, with a set of recommended 
best practices which include, for business 
loans (including refinancings and renewals), 
incorporating hardwired fallbacks into 
documentation by 30 September 2020 and 
targeting the cessation of the use of USD 
LIBOR by 30 June 2021.4 Given that the 
same loan systems will address both sterling 
and dollars, announcements from the ARRC 
and the Sterling RFR WG are likely to help 
accelerate transition in both markets. 

CONVENTIONS
However, one of the main blocks to the 
finalisation of systems and wholesale 
transition to the use of SONIA or SOFR 
in loan markets, is agreement on market 
conventions. The ARRC has stated that 
it intends to establish final recommended 
conventions for SOFR based floating rate 
notes, business loans and securitisations 

by 31 July 2020. Assuming some degree of 
international co-ordination and consistency, 
this will certainly be helpful in moving the 
market forward and, given the timing if the 
ARRC’s announcement of its objectives 
after the pandemic was well under way, is 
likely to be achievable.

Alongside the working group initiatives, 
market precedent is clearly needed to enable 
wholesale transition and there has not exactly 
been a tsunami of new transactions based 
on RFRs. Transactions in the syndicated 
space at least have been limited. Two publicly 
announced English law loan facilities (for 
Shell and British American Tobacco) contain 
a hardwired fallback approach, allowing the 
reference rate to be switched from LIBOR 
to a risk-free rate. Given the lack of systems 
and agreement on the market conventions 
applicable to the use of loans referencing 
risk free rates, these are potentially 
helpful interim precedents although until 
conventions are finalised scalability of 
transactions may be questionable.

COVID-19 ANNOUNCEMENTS

UK
Although the “central assumption that firms 
cannot rely on LIBOR being published after 
the end of 2021 has not changed”, the Bank 
of England, FCA and Sterling RFR WG 
announced5 in late April that, in light of the 
need to maintain the smooth flow of credit 
to the real economy, their targets for the 
loan market would need to be revised. They 
recommend, in addition to the Q1 2021 
target referred to above, that: 

by the end of Q3 2020 lenders should be 
in a position to offer non-LIBOR linked 
products to their customers; and 
after the end of Q3 2020 lenders, 
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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”. 

Despite the fact that many larger 
institutions have dedicated LIBOR transition 
teams, desire to actually execute new RFR 
based transactions, particularly on the part of 
corporates who may have more pressing needs 
and priorities, is likely to have decreased. 
Therefore this announcement is helpful and 
realistic and although there is some debate 
over which contractual arrangements it is 
intended to address, at least a hardwired 
fallback approach (such as used on the 
transactions referred to above) should suffice 
to meet the targets. This would also be 
consistent with (and in a similar time frame 
to) the ARRC recommendation for USD 
business loans to contain hardwired fallbacks 
by 30 September 2020 noted above.

US
Interestingly, in the US, the “Main Street 
Lending Program” by which the Federal 
Reserve will make available loans under 
the Coronavirus Aid, Relief and Economic 
Security Act was intending to use SOFR 
as the benchmark interest rate. However, 
following feedback that this would be 
difficult for lenders and borrowers who 
were not yet prepared for transition away 
from LIBOR and were facing challenges 
from the pandemic, loans under the 
programme will now be determined based 
on LIBOR.6 However, in line with ARRC 
recommendations, the documentation for 
such loans should contain fallback language 
to be used should LIBOR become available.

Eurozone
Further, and noting that euro related 
initiatives are not subject to the same 2021 
deadline, the Euro risk free rate working 
group (the Euro RFR WG) has already 
decided7 to push back some of its deliverables 
in light of current pressures. Consultations 

had been due to be published in Q2 2020 on 
EURIBOR fallback triggers and potential 
fallback EURIBOR rates (and related credit 
spread adjustment methodologies and market 
conventions). Guidance on amendment of 
existing legacy contracts was also due.  
It is now likely that the consultations will be 
published in September with the resulting 
recommendation and guidance due in late 
2020 or early 2021.

TERM RATES OR COMPOUNDED 
RATES?
The need and use for term rates has long 
been debated. The Sterling RFR WG has 
made clear8 that use of a term rate based 
on SONIA would only be available in 
limited circumstances and that the vast 
majority of the loan market should look to 
use SONIA compounded in arrears. In the 
US, it is anticipated that, by 30 September, 
a Request for Proposal (RFP) process and 
criteria for recommendations in order to 
select an administrator of a forward looking 
term rate will be established together with 
recommended scopes for use for such a term 
rate. Will these scopes be as limited? The 
ARRC’s current recommended fallback 
language refers to term rates in the waterfall 
but with all the focus on compounded rates, 
we can only assume that use of term rates may 
be the exception rather than the rule.

Whilst, therefore, it seems likely that 
most transactions will use compounded rates, 
the Euro RFR WG is considering whether a 
compounded €STR would be an appropriate 
fallback to EURIBOR. The problem here is 
the rule against interest on interest in many 
European countries which was originally 
created to protect consumers. This is causing 
doubt over the use of compounded interest 
rates (although this is only likely to be 
applicable to local law contracts rather than 
English or New York law contracts). There 
may ultimately be some ways of constructing 
calculation methodologies which help, but it 
may take official intervention in one way or 
another to resolve the issue.

INDICES
In any event in March 2020, the ARRC 
commenced publication of its SOFR 

index. The index essentially compounds 
SOFR for every business day after its 
commencement. Although this is not the 
same as a screen rate, the index does mean 
that the calculation for SOFR applicable 
to a certain period can be calculated much 
more simply (with a start date/end date 
formula) than using the manual calculation 
formula. However, the calculations start 
to get complicated again where there are 
prepayments during an interest period: 
multiple calculations may be needed for the 
period before and after the payment. The 
Bank of England has announced9 that it 
too intends to publish an index for SONIA 
starting from July 2020 – using a similar 
methodology to the US index.

SPREAD ADJUSTMENT
In another helpful move, the results10 of the 
recent consultation on credit adjustment 
methodologies for fallbacks in cash products 
referencing GBP LIBOR indicate that 
the majority of respondents favoured 
the historical five year median approach 
as the preferred methodology for credit 
adjustment spreads across both cessation 
and pre-cessation fallbacks for cash products 
maturing beyond end-2021. The US 
ARRC has announced a similar result to its 
consultation and has recommended11 such 
a methodology is used to produce spread 
adjustments intended for USD LIBOR 
contracts that have incorporated the ARRC’s 
recommended hardwired fallback language, 
or, for legacy USD LIBOR contracts, where 
spread-adjusted SOFR can be selected as a 
fallback. Both sets of results are consistent 
with the methodology recommended by 
ISDA for derivative products and should 
provide helpful alignment on transition of 
interlinked products. However, the GBP 
LIBOR consultation at least did not address 
active transition (ie where parties agree to 
transition to an RFR), stating that the active 
conversion of legacy GBP LIBOR products to 
reference SONIA will be considered in more 
detail in a future publication. 

WHAT’S NEXT?
In light of the confirmation from the 
Bank of England, FCA and Sterling RFR 
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WG that the end -2021 target for the 
cessation of LIBOR remains and despite 
the COVID-19 pandemic, it is clear that 
market participants should continue to work 
towards transition away from the use of 
LIBOR if this target is to be met. Whether 
the COVID-19 pandemic will have an even 
greater effect on transition is something 
only time will tell. However, it seems that 
even if new transactions referencing RFRs 
are not as common as may have been hoped 
to date, work on market conventions and 
infrastructure should help to continue the 
momentum towards transition. 
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