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FINRA LIBOR Phase-Out Preparedness Survey

The Financial Industry Regulatory Authority, Inc.
("FINRA") conducted a survey of common
practices implemented by broker-dealer firms to
prepare for the transition away from using the
London Interbank Offered Rate (“LIBOR").? On
August 5, 2020, FINRA published Regulatory
Notice 20-26, which lists important
considerations when phasing out LIBOR, and
summarizes the results of a recent survey of
FINRA members to gauge their preparedness for
the move away from LIBOR. Importantly, the
Regulatory Notice identifies practices that firms
have already undertaken to ease the transition.

Background

FINRA notes that there are LIBOR-based contracts
with an estimated value of $35 trillion that extend
past the December 31, 2021 phase-out date,
which will have significant consequences for
broker-dealers, as well as their customers and
counterparties. LIBOR cessation may increase a
broker-dealer’s exposure to risks relating to
compliance requirements, adverse financial and
accounting issues, disruptions to business
operations, and related litigation with customers,
counterparties or third-party providers. It is
therefore imperative that broker-dealers with
exposure to LIBOR implement a plan to prepare
for the LIBOR phase-out. To that effect, per its

2020 Risk Monitoring an Examination Priorities
Letter, FINRA has engaged with firms to
understand how they are preparing for the
transition.?

Preparedness Considerations

FINRA surveyed firms on a number of matters
they consider important in firms' preparations for
the LIBOR phase-out. Although non-exhaustive,
this list provides a framework for firms to
consider as they design and implement their own
phase-out plans.

e Has your firm evaluated the impact of the
phase-out on your business, customers,
counterparties, products and vendors and
developed a plan to prepare for the
phase-out?

e Can your firm measure its own exposure
to LIBOR-linked products that expire after
the phase-out date?

e Can your firm identify LIBOR-linked
products that expire after the phase-out
date in accounts customers hold at the
firm?

e Has your firm evaluated potential risks
related to fallback provisions (or the
absence of such provisions) for securities



and contracts referencing LIBOR and
expiring after the phase-out date?

e Has your firm identified business
processes, systems and vendors that may
be affected by the phase-out, and
developed plans to mitigate operational
risks arising from the phase-out?

e Has your firm engaged in opportunities
industry organizations have provided to
learn about effective practices for
transitioning to alternative reference
rates to replace LIBOR, as well as other
IBORs?

e Has your firm trained your associated
persons and other staff about the
potential impact of the phase-out on
your firm's customers?

e Has your firm prepared guidance for
associated persons and other staff
relating to communicating to customers
the impact of the phase-out for your firm,
your firm's clients and customers, and
any LIBOR-linked products that expire
after the phase-out date?

e How is your firm preparing to supervise
associated persons’ recommendations
relating to LIBOR-linked products?

FINRA Survey Results

The results of FINRA's survey found that while
some firms had taken material and concrete
actions to prepare for LIBOR cessation, others
had, as of yet, done little to prepare for the
transition away from LIBOR. The chart that
follows summarizes these results by categorizing
certain common practices adopted by the
surveyed firms.

If your firm has not already considered its
approach to its transition away from LIBOR (or
other IBORs), the time to begin is now. Regulators
expect firms to be prepared for the December 31,
2021 phase-out date, and there is the potential for
substantial exposure to risk if firms are not
adequately prepared. The practices laid out by
FINRA should serve as a good starting point, but
each firm should tailor its LIBOR phase-out
program to suit its needs.

If you have any questions about how your firm
should prepare for LIBOR cessation, please contact
the authors or any member of our Broker-Dealer
Regulation & Compliance practice. We are here to
help with any questions of interpretation or
assistance with compliance with the expectations
of regulators. In addition, we will continue to
monitor developments relating to the LIBOR
phase-out and provide regular updates.

Author contacts:

Marlon Paz
+1202 263 3044 / +1 212 506 2307
mpaz@ mayerbrown.com

Kyle Swan
+1 202 263 3072
kswan@mayerbrown.com

Endnotes

" FINRA, Regulatory Notice 20-06, FINRA Shares Practices
Firms Implemented to Prepare for the LIBOR Phase-out (Aug.
5, 2020), https://bit.ly/3guzdrH.

2 See FINRA, 2020 Risk Monitoring and Examination Priorities
Letter (Jan. 9, 2020), https://bit.ly/31087w9.
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Category Practices Observed by FINRA

Staff Training and

Alternative
Reference Rates

Governance Framework

assign responsibility for preparing for and managing the phase-out to specific business units, project teams,
project management offices or other ad hoc committees;

include relevant staff from departments across the firm in phase-out planning efforts to provide a cross-
functional view on the potential impacts of the phase-out; and

develop and implement comprehensive phase-out plans that: (i) identify policy, organizational, process and
information system change requirements for the post-phase-out operating environment; (ii) identify
dependencies across change management plans and measure progress towards achieving those goals; and (iii)
set timelines with required interim deliverables (while also providing for flexibility to accommodate potential
changes to phase-out requirements).

Financial Risk
[ ]

identify its inventory, as well as their customers’ holdings, of products and contracts maturing or planned to be
rolled over after the phase-out date;

classify financial risk exposures into categories in order to better evaluate the firm’s risk profile; and

estimate firm and customer gross notional exposure for products and contracts maturing or planned to be
rolled over after the phase-out date.

Operational Risk

develop an inventory of business processes, business units, information systems and vendors that would be
impacted by the phase-out, including front, middle and back-office functions;

conduct an inventory of market, credit and liquidity models that reference LIBOR (or other IBORs being phased
out), identifying appropriate alternative reference rates and testing them with the appropriate new reference
rate(s); and

determine responsibility between introducing and clearing firms for operational functions impacted by the
phase-out.

participate in or monitor industry organizations, such as the International Swaps Dealer Association (“ISDA"),
the Alternative Reference Rates Committee ("ARRC"), to further understand recommendations and protocols
for adopting alternative reference rates, as well as learn about other firms’ solutions for managing some of the
most challenging issues the phase-out poses; and

consider alternative rates (in addition to SOFR), which include, but are not limited to, other risk-free rates, such
as SONIA, TONAR, ESTER and SARON.

Legal Risk
[ ]

conduct an inventory of all contracts impacted by the LIBOR phase-out; and

review or develop fallback language, and renegotiate and repaper contracts, as needed, leveraging resources
from ARRC and ISDA.

Customer Education

train client-facing office and other staff about firm plans and related implications of the phase-out (including
in-person training, webinars, emails, podcasts, FAQs and town hall discussions);

develop centralized, internal knowledge-sharing sites for resources, communication and guidance relating to
the phase-out;

communicate with customers about the firm phase-out timeline, as well implications for customers’
products; and

provide disclosures on firm websites and customer communications about the phase-out, including its impact
on customers, counterparties, third parties and products.
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Mayer Brown is a distinctively global law firm, uniquely positioned to
advise the world's leading companies and financial institutions on their
most complex deals and disputes. With extensive reach across four
continents, we are the only integrated law firm in the world with
approximately 200 lawyers in each of the world’s three largest financial
centers—New York, London and Hong Kong—the backbone of the global
economy. We have deep experience in high-stakes litigation and complex
transactions across industry sectors, including our signature strength, the
global financial services industry. Our diverse teams of lawyers are
recognized by our clients as strategic partners with deep commercial
instincts and a commitment to creatively anticipating their needs and
delivering excellence in everything we do. Our “one-firm” culture—
seamless and integrated across all practices and regions—ensures that our
clients receive the best of our knowledge and experience.

Please visit mayerbrown.com for comprehensive contact information for all
Mayer Brown offices.

Any tax advice expressed above by Mayer Brown LLP was not intended or written
to be used, and cannot be used, by any taxpayer to avoid U.S. federal tax penalties.
If such advice was written or used to support the promotion or marketing of the
matter addressed above, then each offeree should seek advice from an independent
tax advisor.

This Mayer Brown publication provides information and comments on legal issues
and developments of interest to our clients and friends. The foregoing is not a
comprehensive treatment of the subject matter covered and is not intended to
provide legal advice. Readers should seek legal advice before taking any action
with respect to the matters discussed herein.

Mayer Brown is a global services provider comprising associated legal practices
that are separate entities, including Mayer Brown LLP (lllinois, USA), Mayer Brown
International LLP (England), Mayer Brown (a Hong Kong partnership) and Tauil &
Chequer Advogados (a Brazilian law partnership) (collectively the “Mayer Brown
Practices”) and non-legal service providers, which provide consultancy services (the
“Mayer Brown Consultancies”). The Mayer Brown Practices and Mayer Brown
Consultancies are established in various jurisdictions and may be a legal person or
a partnership. Details of the individual Mayer Brown Practices and Mayer Brown
Consultancies can be found in the Legal Notices section of our website.

“Mayer Brown" and the Mayer Brown logo are the trademarks of Mayer Brown.
© 2020 Mayer Brown. All rights reserved.
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