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• Overview of current trends and developments with 
the IBOR transition

• Status of tough legacy contract legislation in the 
US, UK, and EU

• Fallback recommendations related to LIBOR and 
SOFR

• Path to Synthetic LIBOR

• Tough old gut: EONIA to ESTR and Fed Funds to 
SOFR in ISDA Credit Support Annexes

Agenda



Overview

Timeline for U.S. dollar loans
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U.S. banks must incorporate hard-wired fallbacks

No more LIBOR-priced loans
 Regulatory guidance on November 30, 2020 and October 20, 2021 

with respect to “new contracts”

 Permits LIBOR lending after December 31, 2021 pursuant “legally 
enforceable” contracts entered into before that date

Last day of U.S. dollar LIBOR quotations



Overview (cont’d)

o Risk-free rates

 Daily simple SOFR

• Timing of notices of borrowing

 Daily compounded SOFR

• Effect on secondary market trading

 SOFR averages

• Used in some markets (but not broadly used)

 Term SOFR

• Likely the most common replacement for 
LIBOR

• The first level of the ARRC waterfall (relevant 
for June 2023)
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o Credit-sensitive rates

 Response to risk-free rates

 Examples: Ameribor® and BSBY

 Regulatory response

• Inverted pyramid

• Paucity of data

Possible replacement reference rates:



Legislation
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Legislation in the U.S.

• New York State

o Covers a loan agreement that has no fallback provision or has a fallback that could result in 
a rate based on LIBOR

o A loan agreement that gives a lender the right to select a replacement rate is not covered

• Litigation safe harbor

o Only addresses agreements governed by New York law.

o Recommended benchmark replacement and benchmark replacement conforming changes 
are those recommended by the ARRC

 No recommendation yet from the ARRC
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Legislation in the U.S. (cont’d)

• Federal

o Adjustable Interest Rate (LIBOR) Act of 2021

• Introduced to the House by the House Committee on Financial Services (and referred to Ways 
and Means)

• Unclear when a vote will be scheduled in the House

o Provides a national approach

o Addresses issues under the Trust Indenture Act of 1940

o Covers agreements that give the lender the right to select a replacement rate

 If no new rate selected by June 30, 2023, the benchmark automatically becomes a SOFR-
based rate

o Includes the concept of benchmark replacement conforming changes
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Fallbacks
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Fallback Recommendations
LIBOR

• Fallbacks from LIBOR

o Hard-wired approach (or something similar) required for U.S. banks

o The ARRC has recommended term SOFR and the March 5 term SOFR adjustments

o Possibly unhappiness about the use of the March 5 spread adjustments

 Possible negotiation of small adjustments (?)
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Fallback Recommendations
SOFR

• Fallbacks from SOFR

o No ARRC recommendation

o Daily SOFR

 Amendment approach

o Term SOFR

 Not a public sector rate

 Two alternatives developing:

1. Amendment approach

o Risks a fallback to base rate if there’s no agreement on a fallback

2. Waterfall of daily SOFR and then amendment approach

o Guarantees a fallback other than base rate, but locks parties into a daily rate when a 
term rate (e.g., BSBY) may be available
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ISDA 2020 IBOR Fallbacks Protocol: Infrastructure 
Where are we now?
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Protocol: Covered 
Arrangements, Amendment, 

and Adherence

Supplement: Amendments 
to Transition to RFR

Adherence Letter: How you 
adhere to the Protocol

FAQ: Many answers you 
need



Dealing with Out-of-Scope Agreements
ISDA Bilateral Amendment Forms: Bilateral Mediation Update

• Although adherence to the Protocol is high, but 
not all counterparties will adhere, and not all 
derivatives agreements are suitable for 
adherence (e.g., Loan-linked hedging 
arrangements). Agreements excluded from the 
Protocol can either have amended fallbacks
covered in the Annex to the Protocol, or in a 
separate bilateral agreement.

• ISDA has therefore produced multiple template 
agreements which the Protocol will not be 
appropriate for. 
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Supplements to the 2006 ISDA Definitions

13

Source: 
https://www.isda.org/book/supplements-to-the-2006-isda-definitions/

https://www.isda.org/book/supplements-to-the-2006-isda-definitions/


Timeline of the 2021 ISDA Interest Rate 
Derivatives Definitions
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Importantly, most of the major clearing houses have announced that although they will accept new trades for 
clearing which incorporate the 2006 Definitions, these trades will be cleared subject to the 2021 Definitions. 
There have been some indications from others that they will only allow 2021 ISDA Definitions trades.
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What the FCA’s announced 
Index Cessation Event means 
for the 13,500+ adherents and 
other users of the 2020 ISDA 
IBOR Fallbacks Protocol and 
Fallbacks Supplement
Source: 
https://www.longandshortblog.com/2021/03/endofbeginningoflibort
ransition/

Also visit: www.eyeonibor.com

https://www.longandshortblog.com/2021/03/endofbeginningoflibortransition/
http://www.eyeonibor.com/


Tough Legacy Transactions: Unsatisfactory 
Derivatives Fallback
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2
0

1
8 Cadiz Bank entered into 

USD-LIBOR-referenced 
interest rate derivatives 
transaction with Jerez Corp 
under an ISDA Master 
Agreement: Covered Rate 
and Agreement! 

2
0

2
1 Jerez Corp (a) refuses to adhere 

to the Protocol; (b) refuses to 
mediate the IBOR to an ARR. 
Cadiz Bank is the “Calculation 
Agent” and must navigate 
contractual fallbacks in the 2006 
ISDA Definitions to identify a 
new floating interest rate.

Calculation Agent looks to the 
USD-LIBOR-BBA definition in 
2006 Definitions fallback: “If such 
rate does not appear on the 
Reuters Screen LIBOR01 Page, the 
rate for that Reset Date will be 
determined as if the parties had 
specified ‘USD-LIBOR-Reference 
Banks’ as the applicable Floating 
Rate Option.”

Q
4

 2
0

2
1 LIBOR ceases and rate no longer 

appears: USD-LIBOR-Reference Banks 
is deemed to apply. Rate is now “the 
rate for a Reset Date…determined on 
the basis of the rates for which deposits 
in US Dollars are offered by the 
Reference Banks at approximately 11:00 
am London time, on the day that is two 
London Banking Days preceding that 
Reset Date to prime banks in the 
London interbank market….”

Calculation Agent 
“requests the 
principal London 
office of each of the 
Reference Banks to 
provide a quotation 
of its rate.” 

“Reference Banks”: “four major banks in the London interbank 
market.” As part of the “USD-LIBOR-Reference-Banks” fallback as 
long as “at least two quotations are provided, the rate for a Reset 
Date will be the arithmetic means of the quotations.”

If fewer than two quotations are provided, the rate for the Reset 
Date will be the arithmetic mean of “the rates quoted by major 
banks in NYC, selected by the Calculation Agent, at approx. 11:00 
am, NYC time, on that Reset Date for loans in USD to leading 
European banks for a period of the Designated Maturity 
commencing on that Reset Date and in a Representative Amount.” 

No further fallbacks beyond this.



UK Legislative Solutions for Tough Legacy 
Contracts
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The Path to Synthetic LIBOR 
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European Union Solution
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EuroSTR and SOFR Amendment Agreements

• The EuroSTR Amendment Agreement contemplates amending references to any EUR 
interest rate to refer instead to EuroSTR (Collateral Rate). 

• The SOFR Amendment Agreement contemplates amending references to any USD 
interest rate to refer instead to SOFR (Collateral Rate). The Combined Amendment 
Agreement operates in the same way.
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Additional Resources

Request to join our REVERSEinquiries 
LinkedIn group, subscribe to our newsletter, 
or send us suggestions and questions by 
scanning the QR code with your phone's 
camera to email us at: 
REVERSEinquiries@mayerbrown.com.

To view older 
REVERSEinquiries newsletters, 
visit our archives.

https://www.mayerbrown.com/en/capabilities/key-issues/ibor-transition?tab=overview
mailto:REVERSEinquiries@mayerbrown.com
https://www.mayerbrown.com/en/information/reverseinquiries-structured-and-market-linked-product-news-for-inquiring-minds
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