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1 Highlights
Preemptive conversion of cleared LIBOR trades
What happened? A summary of consultation responses, 
published by the London Clearing House (LCH), shows that 
market participants were supportive of an LCH-facilitated 
process to convert existing cleared LIBOR trades to 
compounded in arrears risk free rate (RFR) transactions 
ahead of the cessation of LIBOR. Such a conversion would 
bypass the fallbacks developed by the International Swaps 
and Derivatives Association (ISDA) and transition existing 
trades into RFR-based swaps with characteristics consistent 
with new OIS swaps. 
One important change arising from the consultation was that 
market participants preferred to apply a non-compounded 
spread adjustment to the floating leg of the swaps to account 
for the economic difference between LIBORs and their RFR 
replacements. Under LCH’s initial proposal, holders of 
converted LIBOR swaps would have exchanged cash 
compensation to account for the present value of the fallback 
spread. The Chicago Mercantile Exchange (CME) has asked
market participants for feedback on a similar proposal. 
The LCH suggests that the conversion would take place 
shortly before LIBOR’s actual cessation date, i.e., in late 
2021 for CHF, EUR, GBP and JPY LIBOR contracts and at a 
later date for USD LIBOR contracts. The Financial Conduct 
Authority, LIBOR’s regulator, estimates that cleared interest 
rate swaps and exchange-traded derivatives account for 
80% of all LIBOR-referencing contracts.
At the most recent meeting of the CFTC’s Market Risk 
Advisory Committee (MRAC), Tom Wipf noted that the 
central counterparties’ (CCP) proposal for a preemptive 
conversion would be the primary focus of the subcommittee 
on interest rate benchmark reform. Listen HERE

https://www.lch.com/membership/ltd-membership/ltd-member-updates/summary-lchs-consultation-its-solution-outstanding-0
https://www.cmegroup.com/trading/interest-rates/files/cleared-swaps-considerations-for-ibor-fallbacks-and-conversion-proposal.pdf
https://www.fca.org.uk/news/speeches/libor-are-you-ready-life-without-libor-end-2021
https://www.cftc.gov/media/5676/MRAC_InterestRatesBenchmarkReformSubcommitteeReport022321/download
https://www.pwc.co.uk/industries/financial-services/insights/latest-on-libor-transition-podcast.html
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Both LCH and Eurex had previously announced they 
would similarly convert Eonia based trades on October 
15, ahead of Eonia’s cessation at year end 2021. 

Our take: The transition of swaps through ISDA 
fallbacks would result in swaps using different 
conventions than the current market conventions for 
OIS swaps, creating bifurcation. The LCH’s original 
proposal sought to avoid such an outcome, in part 
through the exchange of cash compensation rather 
than the application of a spread adjustment. In 
accommodating its membership’s wishes to forgo cash 
compensation for a spread adjustment, the LCH is 
acknowledging its clients’ risk management and 
hedging needs. The change from the initial proposal 
also significantly reduces the amount of compensation 
that would have been required to be exchanged.

However, the application of a spread adjustment at the 
time of conversion results in an inability to compress 
the resulting swaps against new RFR swaps, although 
legacy portfolios could still be compressed against 
other legacy portfolios with the same characteristics. 
For market participants, on the other hand, a spread 
adjustment avoids potential hedge accounting issues 
stemming from the change in risk profile of 
preemptively converted swaps.

The early conversion will align interest rate calculation 
conventions between the two swaps populations. Both 
converted and new RFR-based trades will follow 
standard OIS conventions, which include a two-day 
payment delay after the end of the interest rate period. 
While that brings operational benefits for market 
participants and also simplifies default management for 
the CCPs, we might see some borrowers seeking 
swaps as part of new transactions that exactly match 
cash flows on certain floating loans that use a 
lookback, rather than a payment delay, to apply a daily 
in arrears rate to an instrument paying interest less 
frequently. Meeting these customer needs could in turn 
result in an increase in non-clearing eligible swaps, 
associated increases in collateral, capital requirements 
and consequently impacts on pricing.

The conversion is planned to take place as close as 
possible to the anticipated cessation date of December 
31, 2021, for most LIBOR settings. The same process 
is expected to be followed for USD LIBOR swaps, but 
taking place at a later date, closer to June 2023. That 
said, it remains to be seen whether a potential 
reduction in liquidity of USD LIBOR products after 2021 
may lead to calls for an earlier conversion.

Writing on the wall for GBP LIBOR lending
What happened? The WG on Sterling RFRs released 
a Q&A document on its milestone to end loan 
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issuances tied to GBP LIBOR by the end of Q1 2021.

The working group reminds market participants that the 
active transition to SONIA-based lending should be 
well underway, as the milestone had been widely 
publicized since July of last year. As a result, the 
guidance does not provide for much, if any, flexibility.

Specifically, the provided Q&A suggests that:
- All new or refinanced GBP lending with a maturity 

date after 2021 should stop at the end of Q1 2021, 
including loans that include a switch agreement.

- “In progress” LIBOR-based loans should be 
completed by the end of Q1 2021.

- New or refinanced GBP LIBOR legs of multicurrency 
facilities should make use of an alternative reference 
rate by the end of Q1 2021.

- Lenders or borrowers who have not established 
capabilities or contingencies to transact in RFRs 
cannot participate in SONIA-based syndicated 
lending after the end of Q1 2021. 

To further facilitate SONIA-based lending, the WG also 
published a best practice guide for the issuance of new 
SONIA-based bilateral and syndicated business loans 
and the transition of legacy GBP LIBOR loans. The 
document combines guidance provided by the working 
group over the past months in a single document. 

Our take: Earlier this year, we observed the continued 
issuance of USD LIBOR FRNs beyond the ARRC’s 
end-of-2020 target date for their cessation. Our 
commentary included a tongue-in-cheek reference to a 
scene from the first installment of the Pirates of the 
Caribbean franchise, in which pirate captain Barbossa 
clarifies the nature of the pirates’ code to a young 
Elizabeth Swann. He explains that “the code is more 
what you’d call ‘guidelines’ than actual rules.” The 
language in the working group’s Q&A suggests that, 
when it comes to the end of GBP lending, the Q1 2021 
milestone is more what you’d call a “deadline.” 

The message being delivered publicly here aligns with 
what we anecdotally have been hearing is being 
communicated bilaterally to organizations. UK 
regulators aren’t alone in their push to move to ARRs 
for issuances of new loans. Similar expectations have 
been communicated by the ARRC in the US and 
various working groups and regulators in APAC, albeit 
specific target dates might differ. Global banks will not 
only have to navigate timing differences, but also 
differences in preferences for RFR lending conventions 
that continue to evolve across jurisdictions. In order to 
meet the various milestones, or deadlines, to switch to 
RFRs as lending rates, banks (especially global 
participants) will likely require the capabilities to employ 
a number of different conventions.  

Market update: February 16-28, 2021

https://www.lch.com/membership/ltd-membership/ltd-member-updates/summary-lchs-consultation-its-solution-outstanding
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/gbp-loan-market-qanda-for-q1-2021-loans-milestone.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/best-practice-guide-for-gbp-loans.pdf
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Federal legislation to address legacy USD LIBOR 
exposures

What happened? During testimony to the House 
Committee on Financial Services, Fed chair Jerome 
Powell suggested that federal legislation would be the 
“best answer” to addressing legacy LIBOR-based 
contracts with no or inadequate provisions to address 
LIBOR’s permanent cessation. Such legislation, a 
draft of which had been circulated by House Capital 
Markets Subcommittee chair Rep. Brad Sherman (D-
CA) in October of last year, is expected to be modeled 
closely after the ARRC proposal currently under 
consideration in the New York State legislature. 
Powell also reiterated that he did not consider 
synthetic USD LIBOR a viable solution for legacy 
exposures. The publication of a synthetic GBP 
LIBOR, i.e., a calculation-based rate that no longer 
relies on panel bank submissions, is currently under 
consideration by the UK’s Financial Conduct Authority 
(FCA). In previous testimony, Powell had noted that 
the litigation environment in the US might present 
challenges for the feasibility of a synthetic USD 
LIBOR. In fact, as we reported in our last issue, the 
UK’s HM Treasury itself is currently consulting on the 
possible need for legal safe harbours to limit the risk 
of litigation associated with a synthetic LIBOR.

Our take: Just over a year ago, Powell had advised
Congress that he didn’t see a reason for them to 
intervene at that time. His support of federal 
legislation at this point isn’t all that surprising, 
however, considering the consistently positive 
reaction from market participants to the ARRC’s 
legislative proposal introduced in New York. We 
expect a federal solution to gather similarly broad 
support.
Which isn’t to say that reliance on a statutory 
replacement of LIBOR references in contracts upon 
the rate’s cessation should become any institution’s 
primary method to transition legacy contracts. From 
regulators to industry groups, most everyone involved 
in LIBOR transition has consistently advised firms that 
a proactive remediation of legacy contracts should 
remain any organization’s preferred transition path —
and rightfully so. 

Bringing non-LIBOR loans to market
What happened? Polling results during our recent 
webcast on non-LIBOR lending indicated that 
readiness to embrace SOFR as a lending rate 
continues to vary among market participants. 
Although a majority of participants across all sectors 
expected SOFR to play a significant role in new 
commercial lending at some point this year, almost 
40% of respondents seem prepared to hold on to 
LIBOR for as long as possible. Banks showed the
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most readiness, with expectations on timing for 
meaningful SOFR lending leading other sectors by 
about one calendar quarter.
When asked about their preferred path for USD lending 
transactions entered into in 2021, respondents across 
the board favored ARRC’s recommended hardwired 
fallback language, with term SOFR (once available) 
and other versions of SOFR the next popular choices. 
Notably, only 6% of respondents preferred terms that 
included the option to move to a credit-sensitive 
alternative once available.

Market update: February 16-28, 2021

Our take: Our polls were based on a sample of about 
250 respondents from just over 200 institutions. While 
this may not necessarily be fully representative of the 
market, participants believe SOFR will eventually be 
more widely used as a lending rate. The move to SOFR 
is increasingly becoming a matter of when, not if. 
Whether by adopting hardwired language incorporating 
SOFR or moving directly to lending based on LIBOR’s 
risk-free replacement, banks continue to lead the way 
in making the shift. That said, the extent to which we’ll 
see the number of SOFR loans increase by year-end 
remains a matter of supply and demand.
Notably, there was little indication that a credit-sensitive 
rate would play a significant role in USD lending during 
the remainder of the year. This aligns with the insights 
from discussions at industry events and the FRB NY’s 
credit sensitivity group, which consistently questioned 
whether any credit-sensitive rate could be ready for 
prime time in the near future.

https://youtu.be/UA2Wwg3GSo0?t=2793
https://cmbs.informz.net/cmbs/data/images/LIBOR%20Transition%20Assistance%20Act_Discussion%20Draft.pdf
https://www.gov.uk/government/consultations/supporting-the-wind-down-of-critical-benchmarks
https://youtu.be/HsqAyZi8vDY?t=2891
https://www.pwc.com/us/en/industries/financial-services/regulatory-services/libor-reference-rate-reform/bringing-non-libor-loans-to-market.html
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Futures and options

Source: CME, ICE (accessed March 1, 2021) Source: CME, LCH, ICE (accessed March 1, 2021)

RFR adoption: Derivatives 2

Our take
SOFR futures trading at the CME reached record highs in average daily volumes and open interest over the past 
two weeks in February. The CME noted that SOFR futures set single day highs on both scales on February 25. 
Activity in SONIA futures trading has been similarly strong, with both average daily volumes and open interest at 
record highs in the last week of February. In fact, since the beginning of the year, more SONIA futures have been 
traded than in all of Q4 2020 combined.

Read our RECAP.
Watch the replay HERE.

https://www.cmegroup.com/media-room/press-releases/2021/2/26/cme_group_announcesrecordsofrfuturestradingvolumeandopeninterest.html
https://event.webcasts.com/starthere.jsp?ei=1419853&tp_key=6af6f34e51
https://event.webcasts.com/starthere.jsp?ei=1419853&tp_key=6af6f34e51
https://www.pwc.com/us/en/industries/financial-services/regulatory-services/libor-reference-rate-reform/bringing-non-libor-loans-to-market.html
https://event.webcasts.com/starthere.jsp?ei=1419853&tp_key=6af6f34e51
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Source: analysis.swapsinfo.org (Interest rate and credit 
derivatives weekly trading volume): Week ending 

February 28, 2021, accessed March 1, 2021.

Swaps trading

Our take: The final week in February saw the highest 
amount of notional traded in SOFR swaps since the PAI 
and discounting switch in October 2020. While both 
volumes and notionals receded somewhat until year-
end, there seems to be some growing upward 
momentum. Trading volume in SONIA swaps increased 
even more rapidly over the past few weeks, with 
notionals surely to follow in the coming weeks. 
At the same time, LIBOR swaps trading in both USD 
and GBP continues at significant levels. While SOFR 
still only accounts for a mere fraction of USD swaps 
trading, the shift in GBP has been more significant, 
where more swaps are transacted in SONIA than in 
GBP LIBOR since the beginning of 2020. But while 
SONIA has commanded a significant share of the GBP 
market for a while, that share hasn’t markedly increased 
over the past months, either. With the Sterling RFR 
WG’s end of Q3 2021 target date to cease initiation of 
new GBP LIBOR-indexed linear derivatives just around 
the corner, that may well change over the coming 
weeks.
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RFR adoption: Cash products3
USD FRN issuances (in billions)

Source: BloombergFRN issuances (as of February 28, 2021)

For additional details on employed conventions and other parameters of recent RFR-based loans, see the Loan 
Market Association’s (LMA) regularly updated list of RFR referencing syndicated and bilateral loans.

SONIA FRN issuances (in billions)

Notable cash product issuances and other RFR adoption1

Our take 
Issuances of FRNs tied to USD LIBOR have not yet come to an end. However, almost 98% of amounts issued in 
such FRNs in February had maturity dates before June 30, 2023, the presumed end date for the publication of 
USD LIBOR. While SOFR FRN issuances have been relatively steady for the last six months or so, the market’s 
appetite for longer date issuances has been increasing steadily. Since the beginning of the year, amounts issued 
in FRNs with maturities of three years or longer have been higher than those issued with shorter maturities.

Longer maturities are similarly common in GBP FRNs, where SONIA has now represented the industry standard 
for well over a year.

FRN issuances in €STR continue to be limited.

RFR Company Detail Resources

SOFR Enbridge Issued a two-year SOFR-linked FRN, reportedly becoming the first non-
financial corporate to sell debt linked to the RFR. 

Press Coverage

VTB Since launching SOFR-linked bonds in February, reportedly sold 
subordinated bonds worth more than $400 million. 

Press Coverage

Freddie Mac Issued 28 classes of credit risk transfer notes, with coupons based on 
SOFR and their respective fixed margin. Moody’s has assigned ratings from 
BAaa1 to B3. 

Reg Filing

SONIA Virgin Money Launched a consent solicitation, looking to amend the terms and conditions 
on a number of different notes to include SONIA-based fallbacks and 
ISDA’s IBOR Fallbacks Supplement.

Reg Filing

Nationwide 
Building 
Society 

Issued a £1 billion covered bond, reportedly becoming the first borrower to 
issue a 10-year deal linked to the SONIA index.

Press Coverage

1 Please note: This information has been obtained from publicly available sources.

https://www.lma.eu.com/application/files/7116/1373/0859/List_of_RFR_referencing_bilateral_and_syndicated_loans_February_2021.pdf
https://news.bloomberglaw.com/banking-law/campaign-to-kill-off-libor-is-boosted-by-landmark-bond-sale
https://www.akm.ru/eng/news/sales-of-vtb-s-perpetual-subordinated-bonds-exceeded-rub-30-bn/
https://www.akm.ru/eng/news/vtb-starts-selling-fx-denominated-subordinated-bonds/
https://uk.advfn.com/stock-market/london/virgin-money-uk-VMUK/share-news/Virgin-Money-UK-PLC-Notice-to-Noteholders-Consen/84320989
https://www.globalcapital.com/article/b1qlb6rvdhm5k0/nationwide-debuts-10-year-sonia-linker
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ISDA IBOR Fallbacks Protocol adherence
(as of February 28, 2021)

- 13,436 total entities (up from 13,321)
- 1,222 sign-ups on or after the effective date
- 29 out of 30 G-SIBs (unchanged)

Source: ISDA

National working groups
WG on Sterling RFRs
• Published a set of documents to support both derivative and loan markets during the final year of transition, including an 

updated roadmap and priorities, guidance on meeting milestones related to ending the use of GBP LIBOR derivatives, a 
loan market Q&A on the WG’s milestone to end loan issuances tied to GBP LIBOR by the end of Q1 2021 and a best 
practice guide for issuing new and transitioning legacy GBP LIBOR loans.

• Published minutes from the WG’s January meeting.
NWG on CHF Reference Rates
• Published the full version of the minutes from the working group’s February 1 meeting, which include updates from major 

industry groups, infrastructure providers and regulators.
Canadian Alternative Reference Rate Working Group (CARR)
• Published minutes from the working group’s January 25 meeting.
Steering Committee for SOR & SIBOR Transition to SORA (SC-STS)
• Issued a press release in support of the LCH extending central clearing for OTC SORA derivatives from 5.5 to 21 years. 

Regulators
• Fed: In testimony to the House Committee on Financial Services, Fed chair Jerome Powell suggested that federal 

legislation would be the “best answer” to addressing tough legacy contracts with no or inadequate provisions addressing 
LIBOR’s permanent cessation. He did not support the publication of synthetic USD LIBOR. 

• CFTC (MRAC): Tom Wipf provided an update on the work of the Market Risk Advisory Committee’s subcommittee on 
interest rate benchmark reform. Over the coming weeks, the CCP’s proposal on a preemptive conversion of LIBOR swaps 
to RFRs will be the focal point of the subcommittee’s efforts. A recording of the webcast is available HERE.

• FDIC: In its 2020 Annual Report, the FDIC recapped its recent supervisory activities related to the transition from LIBOR.
Industry groups, infrastructure providers and other items

• LCH: Published a summary of responses to its consultation on a preemptive conversion of LIBOR linked contracts prior to 
LIBOR’s cessation. A majority of respondents indicated they were supportive of the LCH running a process that would 
convert existing LIBOR trades to market standard, but spread adjusted, RFR trades.

• LMA: Published a webinar on its exposure drafts of multicurrency compounded and term rate facility agreements.
Published an updated list of syndicated and bilateral loans referencing RFRs. 

• LSTA: Discussed the potential architecture and conventions for use of a credit sensitive alternative to SOFR in a blog post. 
• ICMA: Published minutes of the LIBOR Trade Association Working Party meeting held January 27.
• Structured Finance Association (SFA): Published a statement in support of federal legislation to ease transition away 

from USD LIBOR.
• UK Finance (w/ ACT and other industry associations): Issued a factsheet to support small and medium enterprises in 

the transition away from LIBOR. 
• International Valuation Standards Council (IVSC): Published a guide exploring key challenges that could arise from the 

valuation impacts of LIBOR transition, including impacts of terms in existing IBOR inventories, evolving market liquidity and
new risks.

• Bankers Association for Finance and Trade (BAFT): Published a summary of the impact of LIBOR transition on the 
BAFT master participation agreement, including recommended next steps.

• Alternative Investment Management Association: Announced a launch event for March 4 to introduce its IBOR 
transition guide for asset managers. 

• New Zealand Financial Markets Association: Published a summary of results of its consultation on inter-dealer cross 
currency swaps market conventions for RFRs. 

https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/rfr-working-group-roadmap.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/the-path-for-derivatives-transition-including-exceptions-for-risk-management-purposes.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/gbp-loan-market-qanda-for-q1-2021-loans-milestone.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/gbp-loan-market-qanda-for-q1-2021-loans-milestone.pdf
https://www.bankofengland.co.uk/-/media/boe/files/minutes/2021/rfr-january-2021.pdf
https://www.snb.ch/n/mmr/reference/minutes_20210201/source/minutes_20210201.n.pdf
https://www.bankofcanada.ca/wp-content/uploads/2021/02/carr-minutes-january-25-2021.pdf
https://abs.org.sg/docs/library/central-clearing-of-sora-derivatives-extended-to-21-year-tenor.pdf
https://abs.org.sg/docs/library/central-clearing-of-sora-derivatives-extended-to-21-year-tenor.pdf
https://www.lch.com/services/swapclear/what-we-clear
https://youtu.be/UA2Wwg3GSo0?t=2793
https://www.cftc.gov/media/5676/MRAC_InterestRatesBenchmarkReformSubcommitteeReport022321/download
https://youtu.be/VVs5FIszYig?t=2930
https://www.fdic.gov/about/financial-reports/reports/2020annualreport/2020ar-final.pdf#page=32
https://www.lch.com/membership/ltd-membership/ltd-member-updates/summary-lchs-consultation-its-solution-outstanding-0
https://www.workcast.com/register?cpak=5288588731227473
https://www.lma.eu.com/application/files/7116/1373/0859/List_of_RFR_referencing_bilateral_and_syndicated_loans_February_2021.pdf
https://www.lsta.org/news-resources/frbny-lsta-and-credit-sensitivity/
https://www.icmagroup.org/assets/documents/Regulatory/Benchmark-reform/Final-External-Minutes-from-TA-LIBOR-meeting-27-January-2021-230221.pdf
https://structuredfinance.org/news/structured-finance-association-supports-federal-legislation-to-ease-libor-transition/
https://www.ukfinance.org.uk/system/files/Help%20with%20the%20LIBOR%20rate%20change%20for%20SMEs.pdf
https://www.ivsc.org/news/article/perspectives-paper-ibor
https://www.ivsc.org/files/file/view/id/1918
https://www.baft.org/events/general/2021/02/25/libor-transition-progress-note-impact-on-the-baft-master-participation-agreement-(mpa)
https://baft.org/docs/default-source/policy-department-documents/baft-itfa-libor-transition-progress-note_impact-on-the-baft-mpa.pdf?sfvrsn=53e122e1_4
https://www.aima.org/event/libor-guide-launch--date-tbc-.html
https://www.nzfma.org/includes/download.ashx?ID=159156
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2021 2022
by Q3, 2021
ARRC: no new LIBOR CLOs
CIC: significant reduction in LIBOR loans & bonds; JPY OIS term rates
Sterling RFR WG: complete remediation of legacy LIBOR contracts

by Q1, 2021
Sterling RFR WG: no new LIBOR loans, bonds, securitizations or linear derivatives; 
complete identification of legacy LIBOR contracts and accelerate active conversion
Euro RFR WG: recommendations on EURIBOR Fallbacks
CIC: system and ops readiness for RFR compounding 
ARRC: dealers quote USD derivatives in SOFR
BoE: haircut add-ons to LIBOR-linked collateral (start Apr 1)
FINMA: plans for reduction of “tough legacy”

by Q2, 2021
ARRC: no new LIBOR business loans, securitizations (excluding CLOs) or 
derivative trades that increase LIBOR risk; SOFR term rate
Sterling RFR WG: no new LIBOR non-linear derivatives
CIC: no new LIBOR loans or bonds 
FSB/FINMA: system and process changes complete

2023

by December 31, 2020
ARRC: no new USD LIBOR 

FRNs, vendor readiness 
(securitizations), amend 

interdealer CSAs to use & make 
markets in SOFR IR products

GSEs stop purchasing 
LIBOR ARMs

FSB: ability to offer
non-LIBOR loans

January 25, 2021
ISDA: IBOR Fallbacks Protocol becomes 

effective
ICE BA: Consultation on potential LIBOR 

cessation closes

in Q1, 2021
FCA/IBA: announcements on cessation

timing for all LIBOR settings
“Spread Adjustment Fixing Date”

for all LIBOR settings

US Supervisors: no new USD LIBOR 
products “as soon as practicable”

June 30, 2023
End of publication: 

o/n, 1, 3, 6 and 12 months USD LIBOR

December 31, 2021
End of publication:
GBP, EUR, JPY, CHF LIBOR and 1W, 2M USD LIBOR
US Supervisors/FCA/FSB/FINMA: 
no new USD LIBOR products

January 31, 2021
FINMA: No new “tough legacy,” 

ability to offer ARR loans

Note: Several milestones pending 
outcome of market consultations

© 2021 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate 
legal entity. Please see www.pwc.com/structure for further details.
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