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Welcome to our eighth Newsletter, which provides an update on the transition away from LIBOR and other Interbank Offered 

Rates (IBORs). 2021 is fast approaching and this newsletter aims to raise awareness and provide updates on key develop-

ments. We will continue to send this newsletter to you regularly during the period of transition. We hope you will find it in-

formative. 

 

Please contact your Relationship Team if you have any questions or queries on the contents.  

 

What has happened recently  

 

During July, UK and US regulators placed increased emphasis on the need to move away from LIBOR and their efforts to facilitate 

transition gathered pace. “The message is now clear to those who have remained on the side-line: this is a necessity not a choice and 

there are eighteen months left to transition,” remarked Andrew Bailey, Governor of the BoE, at a jointly hosted webinar with the New 

York Federal Reserve. Andrew Bailey noted that proposed legislation to tackle ‘tough legacy’ situations and the finalisation of the ISDA 

protocol are important steps in the ‘endgame’, which is becoming clearer. ISDA definitions and protocol to support LIBOR tran sition are 

due to be published in the coming weeks, subject to regulatory approval.  

 

Andrew Bailey also stressed that: 1) from October all UK Banks should be offering alternatives to LIBOR; 2) there should be n o further 

sterling LIBOR linked lending after the end of March 2021; and 3) the pool of contracts referencing LIBOR is shrunk to an irreducible 

minimum ahead of LIBOR’s expected cessation leaving behind only those contracts that genuinely have either no or inappropriat e al-

ternatives and no realistic ability to be renego tiated or amended. On this last point, he warned that those who do decide to rely upon 
regulatory action enabled by government legislation will have no control over the subsequent economic terms of the contract.  

 

Key FCA announcements  

 

In June, the UK Government announced that it intends to bring forward legislation giving the FCA enhanced powers to help manage 

and direct the orderly wind-down of critical benchmarks such as LIBOR, and to help deal with the problem of “tough legacy” contracts. 

In simple terms, “tough legacy” contracts are those that cannot transition – see the “A closer look” section for more detail; other good 

sources of information on this legislation include the statement from the FCA welcoming regulation to support LIBOR transition and an 

accompanying questions and answers document.  
 

Aside from commenting on the “tough legacy” legislation, in a letter to ISDA, the FCA also clarified the basis for which a notice that 

LIBOR will no longer be representative or cease will be provided (e.g. one or more ban ks stops quoting after 2021), and that the 

fallback rates themselves will apply from whichever of the events of cessation or loss of representativeness occurs first. Th e dates of 

these events of cessation or unrepresentativeness may change following the or iginal announcement. Both the dates and mechanics 

behind LIBOR’s eventual end are important because they have an effect on how contractual fallbacks will operate in both cash and 

derivative products; for example, the date of the announcement of cessation o r unrepresentativeness will dictate the calculation point 

for the ISDA spread adjustment. As a result, the FCA sees many advantages in providing market participants with advance notice of 

cessation or loss of representativeness and they will work to help to achieve this  

 

ARRC issues new recommendations  

 

Elsewhere, good progress specific to US dollar transition is also being made. The Alternative Reference Rates Committee (ARRC ) 

issued several recommendations and updates at the close of June. These included two further recommendations for spread adjust-

ments for use in fallbacks for cash products. The first, was that the spread adjustment will match the value of the ISDA spread adjust-

ments to USD LIBOR; with special considerations and a 1-year transition period applying to consumer products. The second, was 

where there is a pre-cessation event, the 5-year historical median spread adjustment will be determined at the same time as the ISDA 

spread adjustments. Both recommendations follow a supplemental consultation on technical issues related to spread adjustment meth-

odologies for cash products issued in May.  

 

The ARRC has also provided an update on the recommended contractual fallback language for USD LIBOR denominated syndicated 

loans, to include the use of simple daily SOFR in arrears in the second step of the waterfall and to include a more permissiv e early opt-

in trigger allowing parties to switch over to an alternative rate before LIBOR is officially di scontinued or determined to be non-repre-

sentative. For context, these updates amend the “Hardwired Approach” initially released in April 2019, and are in l ine with one of the 

ARRC's 2020 Objectives to publish revision to syndicated loans' hardwired fallback language by 30th June, and support the Best Prac-
tice Recommendation that syndicated loans begin using hardwired fallback language no later 30th September 2020.  

 

The recent work on US dollar transition coincides with comments from New York Fed President John Williams, who alongside Andrew 

Bailey, echoed the motivations for a timely transition. Looking ahead, President Williams outlined the key focus areas of the ARRC, 
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which include addressing the challenges associated with legacy contracts, the development of a forward -looking SOFR rate, and final-

ising the ARRC recommended spread adjustment for legacy contrac ts transitioning to SOFR.  

 

New reference materials are available  

 
In support of all of the work toward transition, the pool of reference materials has continued to grow. The ARRC released a transition 

aid for SOFR adoption, intended to support market participants in their transition to SOFR from USD LIBOR. In addition, the ARRC is 

hosting a SOFR Summer Series, of webinars taking place in July and August designed to educate audiences on LIBOR transition. 

Meanwhile, the BoE has confirmed the publication date for a compounded SONIA index for 3rd of August. Each day's index will be 

made freely available on the BoE's Interactive Statistical Database by 10:00 a.m. London, England time on the business day af ter it is 

first published. The index series will be provided back to 23rd of April 2018. On top of this, ISDA has provided a new publication to help 

prepare for the discontinuation of LIBOR titled “Benchmark Reform at a Glance”. 

 

 

      

  

A closer look  

 

"Tough legacy" and UK legislation  

 

The FCA defines (in its Benchmarks Regulation – proposed new powers publication) “tough legacy” contracts as those which 

genuinely have no or inappropriate alternatives to LIBOR, and no realistic ability to be renegotiated or amended or in simple 

terms contracts that cannot transition before end 2021. Thankfully, it is understood that such contracts only represent a sma ll 

minority of situations. In all other cases, regulators and the industry expects to end the use or dependency on any LIBOR 

currency or tenor as a reference rate before cessation at the end of 2021.  

 

To address the potential issues that will be presented by these “tough legacy” contracts after cessatio n, the UK government 

is proposing legislation that will provide the FCA with the regulatory powers to enable it to manage and direct an orderly wi nd-

down ahead of eventual LIBOR cessation and in such a way that protects consumers and ensures market integri ty. To 

achieve this, the legislation will give the FCA the authority to direct methodological changes that allow for the use of a LIBOR 

benchmark solely for “tough legacy” contracts. Any action taken by the FCA will be after the FCA has deemed a LIBOR rate  

and tenor to be non-representative; this is most likely to be due to there being insufficient input data (bank submissions) for 

the LIBOR in question. 

 

The UK legislative solution does not represent a panacea for the "tough legacy" problem. In June, the FCA commented that 

the use of these powers might not be possible in all circumstances or for all LIBOR currencies, for example where the inputs 

necessary for an alternative methodology are not available in the relevant currency. In addition, the FCA has highlighted that 

parties who rely on regulatory action enabled by the legislation will not have control over the economic terms of that action . 

This is in contrast to those contracts which can transition ahead of the end of 2021.  

 

The outcome of potentially different approaches required for “tough legacy” in UK and US jurisdictions is another key consid-

eration. The UK has an existing regulatory framework which covers the use of critical benchmarks such as LIBOR within the 

UK and the European Union. This means that the UK government approach is to legislate to amend and strengthen that ex-

isting regulatory framework, rather than to directly impose legal changes on LIBOR-referencing contracts that are governed 

by English law. The US, in contrast, which does not have a similar legislative framework, is considering imposing legal 

changes to LIBOR referencing contracts under New York law.  

 

Looking ahead, the FCA has promised to consult with the market on “tough legacy” contracts and publish a policy statement 

on how it will exercise its powers in relation to dictating a change in the calculation methodology. Further clarity on what con-

stitutes a legacy contract is still pending and changes to the underlying methodology of calculating LIBOR, in the event it is 

deemed non-representative, is yet to be determined. On this final point, the FCA has indicated that it will consider the work 

already done in terms of establishing credit and term adjustment spreads, some of which have already been adopted for risk 

free rate transitions and are to be specified within the revised fallback language due to be published by ISDA at the end of 

July.  

 

In summary, the approach towards what will constitute an extremely limited pool of “tough legacy” contracts is to extend the 

life of LIBOR for use only in those contracts through the introduction of a more robust methodology dictated by the FCA. 

Once it is announced that a LIBOR rate has been deemed either non-representative or due to cease, the clock will be ticking 

for the vast majority of contracts that will need to transition to an alternative rate either before or at the point the LIBO R rate 

can no longer be used or is no longer available. Greater clarity on ‘tough legacy’ is anticipated in coming months. 
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For additional information from Lloyds Banking Group on the transition from LIBOR, please see our website which includes our ‘LIBOR: 

the countdown to 2021’ paper and latest reference materials here:  

 

 

Please let your Relationship Manager know if you have any feedback or suggestions.  

 

Yours sincerely  

  

 

 

 

 

DISCLAIMER 

This communication, its contents and any related communication (“this communication”) was prepared by Bank of Scotland (for the 

purposes of this notice “Bank of Scotland” means Lloyds Banking Group plc, its subsidiaries and any of its group companies). This 

communication (1) shall not be relied on in connection with or be construed as a contract or commitment and shall not form the basis of 

or be relied on in connection with any transaction, contract or communication whatsoever; (2) is for information purposes only and is not 

intended to form and should not form the basis of any investment decision; (3) is not and may not be treated as investment research, a 

recommendation, an opinion or advice of any kind (including without limitation legal, compliance, financial, accounting and/o r taxation); 

(4) is subject to the copyright of Bank of Scotland; (5) is based on current public information and  is in summary form and, therefore, may 
not be complete; and (6) may only be accessed by recipients lawfully entitled to do so. By receiving this communication, you agree to its 

contents and requirements.  

Bank of Scotland has exercised reasonable care in its preparation, but no representation or warranty is made by Bank of Scotl and, and 

its or their directors, officers, employees, associates and agents (together the “Bank of Scotland Persons”) as to the accuracy, suitability, 
fairness, adequacy, correctness or completeness of the information or opinions herein. In particular, no Bank of Scotland Per son is, and 

none should be considered to be, giving an accounting opinion or advice and you should conduct your own independent enquiries and 

obtain independent professional advice. Any transaction which you may enter into with Bank of Scotland will be on the basis t hat you 

have made your own independent evaluations, without reliance on Bank of Scotland, and based on your own knowledge and experience 

and any professional advice which you may have sought in relation to all aspects of the transaction including without limitat ion legal, 

compliance, financial, accounting and/or taxation advice. You will not use this communication to the detriment of any Bank of Scotland 

Persons. 

 

No Bank of Scotland Person is acting as a fiduciary in relation to you. Bank of Scotland Persons and their clients (i) may en gage in 

transactions in a manner inconsistent with any statement or opinion in this communication; (ii) may trade as principal in securities and/or 

assets and/or derivatives and/or any other financial products. Information may be available to Bank of Scotland Persons wh ich is not 

reflected in this communication. Bank of Scotland may have a perceived or actual conflict of interest in relation to the matters referred to 

in the communication. Bank of Scotland has internal systems, controls and procedures to ensure that conf licts of interest are identified 

and appropriately managed. 

 

This communication is current at the date of publication and the content is subject to change without notice. Information and  opinions 

herein have not been independently verified or reviewed, and  Bank of Scotland is not obliged to update or correct this communication. 
This communication may contain forward-looking statements or refer to future events or results not within the control of Lloyds Bank 

Persons. No representation or warranty is made as to the correctness of any forward-looking statement or whether any such event or 

result will occur. To the fullest extent permitted by applicable law and regulation, no Lloyds Bank Person accepts any respon sibility for 

and shall have no liability for any loss (including without limitation direct, indirect, consequential and loss of profit), damages, or for any 

liability to a third party however arising in relation to this communication (including without limitation in relation to any  projection, analysis, 

assumption and opinion in this communication). In no circumstances will any Lloyds Bank Persons be responsible for any costs,  taxes 

or expenses incurred by any recipient in connection with any investigation of this communication or any subsequent transacti on. 

 

No Bank of Scotland Person provides legal, compliance, financial, tax, professional, regulatory or accounting advice. Accordingly, any 

statements contained in this communication on tax matters were neither written nor intended to be used, and cannot be used by any 

taxpayer, for the purpose of avoiding tax penalties that may be imposed on such taxpayer.   

 

 

 

 
 
 
 
 

                     

                     Cris Kinrade 

                     IBOR Transition Programme 

                     Bank of Scotland Commercial Banking  
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Bank of Scotland Persons may participate in benchmarks in any one or more of the following capacities: as administrator, subm itter or 

user. Benchmarks may be referenced by Bank of Scotland Persons for internal purposes or products, services or transactions provided 

to or engaged in with you. More information is found in the Benchmark Transparency Statement on our website.  

 

Bank of Scotland is a trading name of Lloyds Bank plc, Bank of Scotland plc and Lloyds Bank Corporate Markets plc. Bank of Scotland 

plc. Registered Office: 25 Gresham Street, London EC2V 7HN. Registered in England and Wales no. 2065. Bank of Scotland plc. R eg-

istered Office: The Mound, Edinburgh EH1 1YZ. Registered in Scotland no. SC327000. Lloyds Bank Corporate Markets plc. Registered 

office 25 Gresham Street, London EC2V 7HN. Registered in England and Wales no. 10399850. Authorised by the Prudential Regulat ion 

Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority under registration numbers 119278, 

169628 and 763256 respectively. 

 

Please seek independent financial and legal advice if you have any questions about any of the issues raised in t his communi-

cation 

 

 

 
 
 
 
 


