
LIBOR Transition
Market update: April 16 - 30, 2020

Highlights
FCA, BoE, and RFRWG reaffirm overall LIBOR Transition 
target dates but revise interim milestones

What happened? In a joint statement, the Financial Conduct 
Authority (FCA), Bank of England (BoE) and working group on 
Sterling Risk-Free Reference Rates (RFRWG) have conceded 
that lenders are unlikely to meet the original Q3 2020 target date 
for ending the issuance of new GBP LIBOR-linked loans. Given 
the challenges presented by the current business and operating 
environment, the RFRWG has revised its recommendation: It is 
now proposing that all new issuances of GBP LIBOR-linked loans 
should cease by the end of Q1 2021. 
In the interim, lenders are still expected to establish the 
capabilities needed to offer loans linked to alternative reference 
rates by the end of Q3 2020. After Q3 2020, lenders should work 
with their borrowers to include clear contractual provisions that 
would facilitate the conversion of any LIBOR-referencing loan 
products prior to LIBOR’s cessation. Such provisions could 
include pre-agreed conversion terms, such as fallbacks, or an 
agreed-upon process for renegotiation.
Referencing its statement from late March, the FCA reiterates that 
the revised target date does nothing to change the assumption 
that LIBOR cannot be relied upon to be published beyond 2021.
The statement does not address the RFRWG’s target date for a 
significant reduction of legacy exposures to LIBOR by the end of 
Q1 2021, or the BoE’s progressive haircut add-ons to 
LIBOR-linked collateral slated to begin in October of this year.
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Our take: We had always considered the original 
target date of Q3 2020 for the cessation of new GBP 
LIBOR-linked loans to be ambitious, given ongoing 
efforts to ready systems, update vendor platforms, and 
finalize industry conventions. Even so, given the 
expectation for lenders to be able to offer loans linked 
to alternative reference rates by the end of Q3 2020, 
firms’ transition plans are unlikely to be impacted in a 
meaningful way. Rather than lowering expectations for 
firms’ progress toward transitioning away from LIBOR, 
the statement seems to acknowledge that firms can 
expect to have difficulties educating and engaging with 
their customers, as borrowers are currently focusing 
their attention elsewhere.
Nevertheless, we expect that the change in target 
dates will be welcomed by both lenders and third-party 
platform providers, which continue to juggle the 
demands of adjusting to the “new normal.”
EONIA to €STR discounting switch delayed
What happened? European clearing houses, 
including Eurex Clearing and LCH, announced the 
postponement of the discounting and price alignment 
interest (PAI) switch date for cleared Euro derivatives. 
CCPs will now switch to discounting and PAI from 
EONIA to €STR on July 27, rather than June 22, as 
originally planned. The decision was made after 
extensive dialogue between the WG on Euro RFRs, 
market participants and industry bodies, and it reflects 
the impact of the current crisis on market participants. 
Arguments cited in favor of the postponement include:
I. Introducing additional complexity in the current 

market situation could potentially increase 
illiquidity in the swap market ahead of the switch;

II. Renegotiating bilateral credit support annexes 
(CSAs) may prove difficult under current market 
conditions; and

III. Preparations for CCP-settled swaptions were likely 
to be delayed.

Our take: Many firms have moved to remote working 
arrangements in recent weeks. Settling into these new 
working practices — as well as changed staff priorities 
in front and back offices due to the current crisis — 
have resulted in project delivery delays. 
It is likely that proceeding with the original timeline 
would have further contributed to already heightened 
levels of operational and financial risk. The 5-week 
delay will grant market participants extra time to 
perform necessary preparations ahead of the revised 
target date. At the same time, the 5-week delay 
appears to be just short enough to not affect other 
important global-transition milestones, such as the 

CCP discounting and PAI switch from the Fed Funds 
Effective Rate to SOFR for cleared USD derivatives, 
planned for October 16, 2020.
This delay certainly doesn’t promote further 
development of liquidity in the €STR market, though 
we expect the impact to be minor given the brevity of 
the delay. More immediate implications can be 
expected for bilaterally traded swaptions, as their 
pricing and valuation is directly impacted by the 
discounting and PAI switch date. Without a 
compensation mechanism in place, the resulting 
valuation changes will likely create winners and 
losers. And while the WG on Euro RFRs is currently 
consulting on whether to recommend a voluntary 
compensation mechanism, it is not clear that market 
participants expecting valuation changes in their favor 
would have any incentive to join such an agreement. 
CARES Act lending update
What happened? The Fed has published updated 
term sheets for its Main Street Lending Program, 
which will be priced at either 1 or 3 month LIBOR + 
300 basis points. Its original proposal of using SOFR 
as a reference rate had been criticized by a number of 
industry organizations, including the American 
Bankers Association, the Bank Policy Institute and the 
US Chamber of Commerce. In feedback provided to 
the Fed, which received over 2,000 comment letters, 
market participants cautioned that implementing 
SOFR as the lending rate would require the diversion 
of resources currently focused on crisis management. 
In the accompanying FAQs the Fed notes that loans 
made under the program should include fallback 
contract language “consistent with the 
recommendations of the [ARRC].” 
In contrast, loans provided to several US airlines as 
part of the CARES Act aid package are indeed 
referencing SOFR. The terms of the various 
agreements are similar (see Delta Airlines’ 
corresponding 8k filing, for example) and generally 
comprise a 10-year tenor, semi-annual fixed rate 
interest at 1% for the first 5 years, and SOFR + 200 
basis points thereafter.
Our Take: The Fed’s reversion to LIBOR as reference 
rate should not be viewed as an indication that the 
overall transition timeline will be delayed. As noted in 
the RFRWG’s announcement (discussed above), the 
core assumption that LIBOR’s publication is not 
guaranteed beyond the end of 2021 remains in place. 
Given that the Main Street loans extend beyond that 
time frame, firms should follow the Fed’s direction to 
include fallback language by incorporating hardwired 
fallback language, in order to reduce the risk of having
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https://www.aviationnews-online.com/airline/american-details-5-8-billion-cares-aid-package/
https://www.sec.gov/ix?doc=/Archives/edgar/data/27904/000168316820001252/delta_i8k.htm
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to amend contracts at a later point in time. 
The use of LIBOR as a reference rate in CARES Act’s 
lending facilities reflects a trade-off between wanting 
to promote SOFR as a new lending rate and trying to 
distribute funds to organizations in need in the 
speediest, most efficient manner. It also serves as a 
reminder that, even 2+ years after SOFR’s inception, 
many institutions continue to lack the capabilities to 
implement SOFR as a lending rate.
The presumptive convenience of reverting to a more 
familiar lending rate will probably come at a cost to 
borrowers, as a price of 1- or 3-month LIBOR + 300 
basis points generally represents an increase over the 
original terms of SOFR + 250-400 basis points in the 
near term. 
The choice of SOFR as a reference rate in loans 
provided to the US airline industry seemingly did not 
result in similar criticism — likely due to the 5-year 
fixed-rate window prior to referencing SOFR. Some 
organizations may even consider this approach as a 
solution to executing loans not indexed to LIBOR and, 
in turn, limiting additions to existing LIBOR exposures.  
The prospect of LIBOR cessation in approximately 600 
days remains very real. The actions by the Fed and 
US Treasury to promote SOFR as a lending rate 
should serve as a reminder to firms that, even in this 
time of crisis, responsible planning for the long term 
will need to account for that reality.  

ARRC’s objectives for 2020
What happened? The Alternative Reference Rates 
Committee (ARRC) published a set of key objectives 
for 2020, outlining target dates for the publication of 
additional guidance, along with recommendations to 
facilitate the transition from LIBOR to alternative 
reference rates. The ARRC emphasizes the need to 
continue assuming that LIBOR is likely to cease by the 
end of 2021, pointing to the FCA’s statement 
reiterating that assumption — even amid the current 
market and operational situation. In fact, with respect 
to the possible publication of a forward-looking term 
rate SOFR, the ARRC has  moved up its target date, 
suggesting that SOFR term rates may be published in 
the first half of 2021. The original paced transition plan 
had targeted the end of 2021.
In the coming weeks, the ARRC is also planning to 
release recommended best practices. We expect them 
to include additional industry milestones and target 
dates, such as target dates for the cessation of new 
USD LIBOR issuances for different product types.
Our take: The overarching tone of the document 
focuses almost exclusively on the ARRC’s efforts to
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facilitate the adoption of SOFR. The objectives 
provide additional clarity around key dates to align 
industry conventions; further improvements to fallback 
language; developing additional guidance to support 
organizations’ customer communication efforts; and 
continuing to facilitate the finalization of regulatory 
relief proposals aiding the adoption of SOFR. 
As the ARRC continues to develop guidance for the 
adoption of SOFR in new products, banks should look 
beyond fallbacks as a transition tool. Rather, firms 
should embrace the tools and recommendations 
provided to accelerate the reduction of LIBOR 
exposures and the migration to SOFR far ahead of 
any possible LIBOR cessation. 

HKMA publishes LIBOR Transition survey results
What happened? The Hong Kong Monetary Authority 
(HKMA) has published the results of its November 
2019 survey on benchmark reform progress. In total, 
about one-third of assets and liabilities referencing 
LIBOR (about HKD1.9 trillion) were found to mature 
after 2021 and do not have adequate fallback 
language in place. Likewise, more than 90% of 
derivative contracts maturing after 2021 and 
referencing LIBOR (about HKD14.7 trillion) lacked 
adequate fallback language.
The detailed results provided with the HKMA’s circular 
summarize the banks’ transition progress. As of the 
end of 2019, 38% had developed a bank-wide 
transition plan, while only 25% had developed a plan 
to reduce LIBOR exposures. Respondents also called 
attention to specific regional challenges, including low 
awareness of benchmark reform across non-banking 
counterparties and the uncertain long-term status of 
the Hong Kong Interbank Offered Rate (HIBOR). The 
HKMA had previously stated that there is currently no 
plan to discontinue HIBOR, which is expected to 
coexist with the Hong Kong Dollar Overnight Index 
Average (HONIA), its proposed RFR alternative.
HKMA indicated it would consider providing 
assistance to banks in overcoming transition 
challenges, in consultation with the Treasury Markets 
Association (TMA). In addition to providing a summary 
of latest developments, the HKMA pointed to 
materials available to market participants, including 
the TMA’s LIBOR Transition web page and published 
plans from HKEX, the local CCP, for switching to 
SOFR and €STR discounting.

Our take: The HKMA‘s survey findings confirm our 
observations on the progress of benchmark transition 
among Hong Kong banks. Given that there aren’t any 
formal, immediate plans to discontinue HIBOR, 

https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC_Press_Release_2020_Objectives.pdf
https://www.hkma.gov.hk/media/eng/doc/key-information/guidelines-and-circular/2020/20200423e1.pdf
https://www.hkma.gov.hk/media/eng/doc/key-information/guidelines-and-circular/2020/20200423e1a1.pdf
https://www.hkma.gov.hk/media/eng/doc/key-information/guidelines-and-circular/2019/20190305e1.pdf
https://www.tma.org.hk/en_market_LIBOR.aspx
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Our take
Trading activity for ICE 3M SONIA Futures rose significantly in the week ending April 24, with an average of over 
69,000 contracts exchanged per day — increasing SONIA’s share of all 3M Sterling futures trading to more than 
15%. Activity also picked up in CME Quarterly IMM SONIA Futures trading, which had been essentially 
nonexistent in the month of March. Activity in LCH SONIA Futures was limited, and, while ICE 1M SONIA Futures 
saw a slight increase, activity in SONIA Futures continues to be heavily dominated by 3M contracts. 
SOFR futures trading throughout April remained steady, though nowhere near the pre-crisis levels of early March 
and February. No options were traded on 3M SOFR Futures at the CME in the last two weeks of April.

Futures and options

Market update: April 16-30, 2020
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Source: CME, ICE (accessed May 1, 2020) Source: CME, LCH, ICE (accessed May 1, 2020)

2 RFR adoption: Derivatives

benchmark reform had not been a priority topic, 
especially for many local banks. Awareness of 
benchmark reform among institutions increased sharply 
with receipt of the HKMA’s survey last November, but 
most transition programs are still in the primary stages 
of mobilization. 
We expect the HKMA to continue its inquiries into 
banks’ transition progress as part of regular monitoring 
efforts. Banks will need to be prepared to demonstrate 
progress in their responses to upcoming surveys and 
would be well-advised to take proactive steps now to 
advance their transition plans. One such step would be 
an increase in client outreach and education efforts. 
The HKMA, in fact, suggested as early as March of last 
year, that they consider client education a vital task, 
and that it was the banks that would be expected to 
take an active role in raising awareness. 
Banks should also monitor for future guidance on Hong 
Kong-specific matters and additional regulatory relief, 
such as the HKMA’s previous clarification of the 
impacts of contract modifications on margin 
requirements. More importantly, however, it is now the 
time for banks to actively devise a transition strategy 
that is tailored to each institutions’ specific exposures, 
as well as the business and operating environment.

https://www.hkma.gov.hk/eng/news-and-media/speeches/2019/05/20190530-1/
https://www.hkma.gov.hk/media/eng/doc/key-information/guidelines-and-circular/2019/20190318e2.pdf?715
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Swaps Trading

Market update: April 16-30, 2020

Our take

Notionals traded for SONIA swaps increased slightly in the week ending April 24 to $122 billion — after the week 
ending April 17 saw a year low of $101 billion. Notionals and trade counts in other RFRs also saw modest upticks, 
but overall they remain far removed from the pre-crisis highs in late February into early March. 

Especially in comparison to LIBOR-linked swaps, RFR swaps had a difficult month. In the case of sterling swaps, 
SONIA had accounted for two-thirds of all notionals traded between January and March. In the month of April, 
almost three times more notionals were traded in GBP LIBOR than in SONIA.

Cross-currency swap(s)

Crédit Agricole announced that its Corporate & Investment Bank has completed the first ever onshore USD/CNY 
cross-currency swap tied to SOFR with the Bank of China.
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Source: analysis.swapsinfo.org 
(Interest rate and credit derivatives weekly trading volume: Week ending April 24, 2020, accessed April 28, 2020)

*As of April 24 *As of April 24

*As of April 24 *As of April 24

https://www.ca-cib.com/pressroom/news/credit-agricole-corporate-cib-completed-its-first-onshore-usdcny-cross-currency-swap
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Notable cash product issuances

RFR Issuer Detail Resources

€STR ING Closed the first ever €STR-based bilateral business 
loan, with Energiekontor AG as borrower.

Energiekontor AG 
Press Release

SONIA Mercedes Benz 
Financial 
Services UK

Issued an ABS which includes a senior tranche linked 
to SONIA. The security initially pays a coupon of 
130bp over 1M LIBOR, switching to 130bp over daily 
compounded SONIA from September 2020.

International Financing 
Review

SOFR Bank of America A $3 billion fixed-to-floater 11-year non-call bond was 
the bank’s first SOFR issuance in almost a year, 
employing the payment delay structure first 
introduced by Morgan Stanley last year.

Nasdaq

U.S. Treasury Loans provided to several U.S. airlines as part of the 
CARES aid package will reference SOFR after a 
five-year fixed interest period. 

Reference examples:
Delta Airlines 8-K
SkyWest Promissory Note

Market update: April 16-30, 2020

RFR adoption: Cash products
FRN issuances (as of April 30, 2020)

3
SOFR issuances (in billions)
• While not quite as high as during the March surge,

SOFR issuances continued strong in April. Driven
by another ~$75 billion in agency FRNs, we saw
over $100 billion in FRN issuances, including the
highest total in issuances with maturities of 5 years
or higher for any month since SOFR’s inception.

• FRN issuances in March and April combined now
account for about half of all SOFR FRN issuances
outstanding.

SONIA issuances (in billions)
• After the second half of 2019 saw mostly

short-dated issuances, over £10 billion in FRNs
issued in 2020 have been in maturities of five years
or more.

• Total issuances are now approaching £65 billion
since 2018, as SONIA has become the standard for
GBP FRN issuances.

Source: Bloomberg

There have been €3.9 billion in €STR FRN issuances since the rate was first published in October of last year, 
with all issuances in maturities of 3 years or less.

https://www.energiekontor.de/en/news/enbwandenergiekontorsignfirstlong-termpowerpurchaseagreementforsubsidy-freesolarpark.html
https://www.energiekontor.de/en/news/enbwandenergiekontorsignfirstlong-termpowerpurchaseagreementforsubsidy-freesolarpark.html
http://dl.magazinedl.com/magazinedl/IFR%20Magazine/2020/IFR%20Magazine%20%E2%80%93%20April%2018,%202020(magazinedl.com).pdf#page=47
http://dl.magazinedl.com/magazinedl/IFR%20Magazine/2020/IFR%20Magazine%20%E2%80%93%20April%2018,%202020(magazinedl.com).pdf#page=47
https://www.nasdaq.com/articles/bank-of-america-raises-us%243bn-in-bond-primary-2020-04-22
https://www.sec.gov/ix?doc=/Archives/edgar/data/27904/000168316820001252/delta_i8k.htm
https://www.marketscreener.com/SKYWEST-INC-10846/news/SKYWEST-INC-Entry-into-a-Material-Definitive-Agreement-Creation-of-a-Direct-Financial-Obligation-30471178/
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Publications at a glance
Alternative reference rate working groups 

• Working Group on Sterling Risk-Free Reference Rates: In a joint statement, the FCA, BoE, and RFRWG revised the
target date for the cessation of GBP LIBOR issuances from the end of Q3 2020 to the end of Q1 2021.

• WG on euro RFRs: Published its April 2020 Newsletter and meeting minutes of its April 7 meeting.

• ARRC: Published a letter (and supporting appendix) on the issue of embedded derivatives to the SEC, seeking
confirmation that the inclusions of different SOFR interest rate reset features in debt instruments would not result in
embedded derivatives for accounting purposes.

The issue had previously been analyzed by the International Accounting Standards Board (IASB). Last October, IASB
staff concluded that IFRS 9 provides adequate basis to account for embedded derivatives for financial liabilities and did
not recommend that any amendments be made.

The committee also published an updated set of 2020 objectives.

• CIC on JPY IR Benchmarks: Published minutes from its March 31 meeting.

Regulators
• Fed: Published revised term sheets and a set of Frequently Asked Questions for its Mainstreet Loan Facilities. In 

response to extensive industry feedback, the facilities now reference 1- or 3-month LIBOR, rather than SOFR.

• FRB NY: Published FAQs on its primary and secondary corporate credit facilities, which spell out the requirement for 
any LIBOR-linked floater to have adequate fallback language.

• Hong Kong Monetary Authority: Published the results of its Q4 2019 survey on benchmark reforms.

• HMRC: Extended the deadline for comments on its consultation on LIBOR cessation tax impacts until August 28.

• ESMA: Announced it had signed an MOU with the Monetary Authority of Singapore to allow the continued use of 
Singapore’s financial benchmarks in the EU under BMR equivalency.

• FRC: Published its draft comment letter on IASB’s proposed IFRS amendments as part of Phase 2 of its project on 
interest rate benchmark reform.

• Bank of Canada: Updated the illustrative historical time series for enhanced CORRA, with additional data to account for 
recent market events.

Industry groups and infrastructure providers
• CCPs: The discounting switch from EONIA to €STR for cleared OTC derivatives in euro has been delayed until July 27

(from its initial June 22 date). Read the various statements: EUREX, LCH, CME, EACH.

• ISDA: Published its latest quarterly report on interest rate benchmarks, as well as a template for bilateral EONIA
amendment agreements. The template provides parties with options to amend EONIA references in contracts or master
agreements (member access).

• Bloomberg / ISDA: Published a rulebook on the calculation methodologies for IBOR fallbacks to be implemented by
ISDA as part of its upcoming protocol. Bloomberg is expected to begin publishing indicative data in the coming weeks.

• Fannie Mae and Freddie Mac: Published an updated Uniform Loan Delivery Dataset (ULDD) specification and
additional implementation details of SOFR-indexed ARM products. Fannie Mae also updated the Single-Family MBS
Prospectus with references to SOFR.

• LSTA: Examines the increasing alignment of derivatives and cash products as a result of recent efforts to finalize
fallback language and spread adjustment methodologies.

• EFRAG: Published its draft comment letter on IASB’s proposed IFRS amendments as part of Phase 2 of its project on
interest rate benchmark reform.

• ICMA: Published minutes of the March LIBOR Trade Association Working Party meeting.

• Commercial Real Estate Finance Council (CREFC): Is currently conducting a brief survey on the transition from
LIBOR to SOFR, specifically asking for input on preferences for SOFR compounding conventions and ARRC’s
recommended fallback language.
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PwC Hong Kong LIBOR Transition contacts

TODAY 2021 2022

June 30 (March 31)
Deadline for FHLBanks to 
cease entering into LIBOR 
based instruments

Q1 2021 (Q3 2020)
Sterling RFR WG target for end of 
LIBOR-based GBP loan issuances

Q3 2021
JPY OIS term 
rates available

December 31, 2021
End of agreement with contributor 

banks to submit LIBOR

Q1 2021
Sterling RFR WG target for 
significant reduction in stock 
of LIBOR based contracts

Q1 2021 (Q4 2020)
Recommendations on 

EURIBOR fallbacks

July 27 (June 30)
CCP discounting and 
PAI switch from EONIA 
to €STR for cleared 
euro derivatives

September 30
FNMA and FHLMC stop accepting 

LIBOR-based ARMs with application 
dates after Sep 30

Q3 2020
SONIA term rates available

December 31
FNMA and FHLMC stop 
purchasing LIBOR-based ARMs

1H 2021
SOFR term rates 
available

Q3 2020
Updated ISDA 2006 definitions and 
fallback protocol available

October 19
CCPs switch to SOFR discounting and 
PAI for cleared USD IR swaps

August 3
FNMA to accept single-family 

SOFR ARMs

Delayed milestone

July 30
 Final recommended conventions 
for SOFR-based FRNs, business 

loans, and securitizations
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