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NAVIGATING THE GBP LIBOR TRANSITION – FREQUENTLY ASKED 

QUESTIONS 

What is LIBOR and why is it important? 

The London Interbank Offered Rate (LIBOR) is the most commonly used benchmark for short-term interest rates 

and often is referenced globally in documentation for derivatives, bonds, business loans and consumer financial 

products. The setting of LIBOR is made daily on London business days by submissions from LIBOR panel banks of 

indications of the average rates they can obtain wholesale unsecured funding in 5 currencies (USD, GBP, EUR, 

JPY and CHF) and 7 maturities (from overnight to 12 months). It is a major interest rate benchmark which as at 

November 2018 was estimated to underpin approximately $300tn ($30tn in GBP markets) of financial contracts 

including, derivatives, bonds and loans. 

What is happening with LIBOR and why transition away from it? 

In 2017, the UK Financial Conduct Authority (FCA), LIBOR's regulator, decided that it would not compel LIBOR 

panel banks to continue to make LIBOR submissions after 2021. Accordingly, it is very likely that LIBOR will no 

longer be available after the end of 2021 and therefore LIBOR is expected to be phased out. Transition to 

alternative benchmark interest rates is underway, but much work lies ahead in order to implement a successful 

reference rate change by the end of 2021. 

What is the role of the Working Group on Sterling Risk-Free Reference 

Rates? 

The Working Group on Sterling Risk-Free Reference Rates (the Sterling Working Group) was set up by the Bank of 

England to recommend a near risk-free reference rate (RFR) and promote its adoption as an alternative to sterling 

LIBOR. In April 2017, the Sterling Working Group recommended the Sterling Overnight Indexed Average (SONIA) 

as its preferred RFR. 

What is SONIA? 

SONIA measures the rate paid by banks on unsecured overnight funds. In April 2017, the Sterling Working Group 

recommended SONIA as the preferred sterling RFR citing a number of reasons: 

 SONIA has the capability to evolve over time so is robust to changes in its underlying markets. 

 SONIA tends to be predictable and tracks Bank Rate very closely. 
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 SONIA is referenced in the already liquid sterling overnight indexed swap (OIS) market making the path to 
transition easier. 

How is SONIA calculated? 

Each London business day, SONIA is measured as the trimmed mean of interest rates paid on eligible sterling 

denominated deposit transactions and rounded to four decimal places. The trimmed mean is calculated as the 

volume-weighted mean rate, based on the central 50% of the volume-weighted distribution of rates. 

For the derivatives market, SONIA will be calculated the same but operate under different parameters. ISDA found 

that market participants preferred SONIA to apply on a historical median approach over a five-year lookback 

period. SONIA will also be compounded setting in arrears with a two-banking-day backward shift adjustment for 

operational and payment purposes. The cash market's response to how SONIA will operate is under review at the 

time of writing. 

Given that SONIA is an overnight rate, will forward looking term SONIA be 

available? 

There are currently no forward-looking term rates based on RFRs available. The development of a forward looking 

SONIA rate is being looked at by the Sterling Working Group. Consistent with the view of the Sterling Working 

Group, the UK authorities have made clear their preference for the market to adopt a broad-based transition to 

SONIA compounded in arrears for new transactions, with use of a forward looking term rate being more limited 

than the current use of LIBOR. 

Where can I get updates regarding the transition process for GBP LIBOR? 

The Sterling Working Group publishes a monthly newsletter providing key news updates relating to the LIBOR 

transition in the UK and other markets. The Sterling Working Group's current and past newsletters can be found 

at www.bankofengland.co.uk in the section titled "Working Group newsletters". 

Is MUFG actively working on the transition away from LIBOR? 

Yes. Even though LIBOR may continue to exist until December 31, 2021, planning has already begun to migrate 

away from LIBOR to one or more replacement rates. We are assessing impacts, managing LIBOR transition and 

seeking to mitigate risks.  

  

https://www.bankofengland.co.uk/markets/transition-to-sterling-risk-free-rates-from-libor
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What should my firm do right now? 

(1) Learn more about LIBOR cessation, transition and replacement rate developments; (2) analyse its LIBOR 

exposure with a focus on financial instruments maturing beyond 2021 and what effect the discontinuation of LIBOR 

might have on that exposure; (3) engage with its counterparties, vendors and financial institutions to begin the 

process of identifying and amending LIBOR-dependent contracts to which it is a party; and (4) consider the impact 

that a change to a replacement rate may have on accounting, tax, IT, systems and operations. 

If you would like any further information or have any questions, please do not hesitate to email us at:  

MUFG Bank ibor@uk.mufg.jp 

MUFG Securities ibor@mufgsecurities.com 

MUFG Bank (Europe) IBOR@nl.mufg.jp . 

This page and its related content are not intended to be, and should not be relied upon as, legal, financial, tax, accounting or other advice. We 

are not providing you with any such advice and you should consult your own advisors for advice on the reform of interest rate benchmarks and 

the related risks. We make no representation and provide no warranty as to the information set out in herein, which is based on information from 

third parties, and you should not rely on any such information as constituting a representation or warranty. The content herein is not intended to 

be comprehensive and was last updated on 22 April 2020. Material developments may have occurred since this last update. This page and its 

related content do not consider risks to you from interest rate reform and there may be other issues that are not highlighted below. Without 

limiting the foregoing, this page and its related content do not address issues specific to any particular sector or business. We are not acting as 

your fiduciary or adviser and the provision of this information to you will not give rise to any duty of care. We assume no responsibility for any 

use to which these this information may be put. The areas covered herein are continually evolving and you should consult the relevant sources.  
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