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

Rates (IBORs). With 2021 fast approaching, this Newsletter aims to raise awareness of key developments on an ongoing ba-

sis. We will continue to send this newsletter to you regularly during the period of transition. We hope you will find it helpful. 

 

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

 

What has happened recently  

 

The key message from regulators in May was that the end-of-2021 deadline for IBOR transition remains firmly in place, despite the 

impact of COVID-19. In the UK, regulators, through a joint forum that includes the Financial Conduct Authority (FCA) and the Bank of 

England (BoE), reaffirmed the deadline in a Regulatory Initiatives Grid, which summarised their key plans and impacts. Likewise, in its 

May Interim Financial Stability Report, the BoE reiterated the importance of “removing reliance on LIBOR by the end of 2021”, stating 

that financial market strain related to COVID-19 only served to highlight the “long-standing weaknesses of LIBOR benchmarks.” The 

Report referred to a period in March during which there were no market transactions upon which to base the data submissions f or 3 

month GBP LIBOR, alongside a notable divergence between it and BoE base rate. In addition, the BoE noted an even sharper diver-

gence in 3 month USD LIBOR which rose by 50 basis points in the second half of March, at a time when the targeted Federal Fun ds 

Rate was reduced by 100 basis points. These observations of the BoE underpin the commitment made rec ently by regulators outside 

the UK to also adhere to the end-of-2021 deadline in the wake of COVID-19.  

 

Progress towards the end-of-2021 goal continued to be made in the US dollar cash market. Last month, the Alternative Reference 
Rates Committee (“ARRC”), the group responsible for USD LIBOR transition, recommended adopting the ISDA approach as a way to 

handle the gap between IBORs and risk-free rates under fallback scenarios. This has been to “adopt a spread adjustment methodology 

based on a historical median over a five-year period to calculate the difference between USD LIBOR and SOFR”. During May, the 

ARRC published a list of the best practices that provide guidance for IBOR transition across multiple product types with a timeline of 

key milestones, which includes an end of June 2021 deadline to cease new USD LIBOR business loans and derivatives transaction s. 

The ARRC also issued a supplemental consultation on technical issues related to spread adjustment methodologies, seeking to clarify 

how the recommended spread adjustment should be used in certain scenarios and the timing of such adjustment. This supplemental 

consultation closes on 28 June. As for the sterling market, after publishing results of a consultation on how to handle spread adjust-

ment, the BoE is currently considering their next steps. UK regulators have already identified the strong consensus on how to calculate 

a fair credit spread as a key area to build upon despite recent interim delays.  

 

Some of this headway toward transition, correspondingly led to additional reference materials being made available in May. Th e ARRC, 

for example, released a statement to provide market participants with information on how to reference the New York Fed's SOFR Index 

in floating rate notes. This included an overview of the two major compounding conventions, structuring considerations and sample 

term sheets. ISDA also unveiled a new IBOR reform page to its website; the new hub aims to be a one-stop shop for the information 

that ISDA provides on LIBOR transition and benchmark reform. There is already a wealth of material on the site ranging from a  table of 
key target dates to supplemental research and reading materials related to transition. Finally, the Loan Markets Association has pub-

lished a summary of the loans which have been announced to the market during the past year which reference Risk Free Rates. The 

information is intended to support both lenders and borrowers as they consider their plans for transition. As it is based upo n publicly 

available information, the list does not cover all market transactions; it is to be updated p eriodically as more information becomes avail-

able.  

 

Looking ahead, following publication of its final report on the implementation of pre-cessation fallbacks, ISDA has confirmed that they 

expect to publish both amended 2006 ISDA Definitions and a single protocol for including them in legacy trades, sometime in J uly. Both 

are to come into effect before the end of the year and will be paramount in helping to facilitate transition in the derivatives market. 

      

  

A closer look  

 

COVID-19 delays – the story so far… 

 

For sterling products, the BoE and FCA made a joint announcement in late April moving the deadline to  end new issuance of 

LIBOR-referencing loans, where expiry is after 2021, from Q3 2020 to end of Q1 2021. A major reason cited for the change is 
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to ensure the smooth flow of credit to the real economy. Significantly, it gives extra time for borrowers to make the opera-

tional changes that will be required to handle the different administration requirements required when using overnight rates 

such as SONIA. 

 

However, the backward shift in timeline comes with an important caveat: all new and re-financed LIBOR-referencing 

loan products issued after Q3 2020 and expiring after the end of 2021 must include clear contractual arrangements 

to facilitate conversion to the non-LIBOR alternative references rates ahead of the end-2021 deadline. The intention is 

that these are facilitated through pre-agreed conversion terms or an agreed process for renegotiation to SONIA or other alter-

natives. Therefore, despite the interim delay, borrowers seeking LIBOR referencing loans expiring beyond the end of 2021 

will still need to take into account the differences in mechanics of non-LIBOR linked products and any transition arrange-

ments.  

 

The consequences of this are that borrowers will need to thoroughly understand, among other things, the following:  

 

1) the appropriateness of the alternative rates available e.g. whether based on the BoE base rate or SONIA  

 

2) the triggers and timing that ultimately could lead to transition to the alternative rates  

 

3) how compounding calculations and spread adjustments work  

 

4) where required, hedging requirements related to future interest exposure  

 

Alternatively, borrowers can opt for non -LIBOR linked products expiring after the end of 2021. The BoE Working Group on 

Risk Free Rates expects lenders to provide non-LIBOR products by the end of Q3 2020. 

 

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  

  

 

 

                     

                     Cris Kinrade 

                     IBOR Transition Programme 

                     Bank of Scotland Commercial Banking  
 

 

 

 

 
 
 
 
 

Click here to visit our website > 
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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.   

 

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 

 

 

 

 

 
 
 
 
 


