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SNAPSHOT
LIBOR

Stepping up the
rate of change

Why has the LIBOR transition been
introduced?
For more than 40 years the financial services industry has
relied upon interbank offered rates (IBORs) as a reference
rate for certain variable-rate financial instruments. This
includes the London interbank offered rate (LIBOR), which
is calculated based on daily submissions from selected
panel banks, and provides a measure of the average rate
at which banks are willing to borrow wholesale unsecured
funds.
Whilst the historic compliance issues including charges
of attempted manipulation and false reporting have been
widely publicised, the more pressing problem relates to a
decline in the liquidity of the interbank unsecured funding
markets linked to the submissions, which is limiting the
ongoing validity of LIBOR.
This has resulted in global regulators proposing that
LIBOR, as well as other IBORs, are replaced by alternative
reference rates (ARRs) by the end of 2021.The Financial
Authority (FCA) has stated that it will not compel banks
to submit LIBOR quotations after 2021 and that market
participants must transition to alternative rates before this
date.

How is the industry responding?
The transition to new ARR’s affects banks, asset
managers, insurers and corporates who manage contracts
underpinned by LIBOR. The regulator has been clear that
‘all firms need to plan for the cessation of LIBOR’, including
ceasing issuance of cash products linked to sterling
LIBOR by end-Q3 2020. Firms will need to undertake a
detailed impact assessment of their operating models to
identify their exposure to LIBOR, which will likely extend
well beyond their asset and liability structures, to a wide
range of applications and infrastructure used for valuation,
pricing, performance evaluation and risk management.
Appetite to progress transition plans is being hampered
by the uncertainty surrounding the transition to new rates.
Whilst the panel banks will no longer have to submit rates
beyond 2021, the regulator has not been specific about
what will happen to LIBOR after this point, leaving firms
to voluntarily begin executing against their transition
plans in the absence of strong guidance or a best practice
approach.
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If you want to have greater confidence in your ability to
transition away from LIBOR, BCS Consulting recommends
taking the following actions today:
1. Mobilise a LIBOR transition programme: Given the
uncertainty and complexity of the LIBOR transition, it is
crucial to mobilise a transition programme with dedicated
staff, senior sponsors and a steering committee. The
FCA expect firms, where appropriate, to identify the
Senior Manager responsible for overseeing the transition
and detail this in their Statement of Responsibilities, in
accordance with the UK Senior Managers and Certification
Regime (SM&CR).

roadmap for 2020 and plan accordingly.
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