
 
                                                                                                                                                                  

October 2020            

PREPARING FOR THE LIBOR CESSATION  

Vining Sparks Interest Rate Products (“VSIRP”) takes great pride in serving as the derivatives 
desk for our community bank customers. That role includes educating our clients on changes in 
the derivative market, providing execution and accounting support and ensuring that we adapt 
to market best practices. We are now dealing with the most significant change in the derivative 
market since the 2010 Dodd-Frank Act.  

That change is the cessation of the world’s most important financial index, LIBOR. The demise 
of LIBOR is expected to occur by the end of 2021, the date which the panel of reporting banks 
have agreed to continue to submit LIBOR rates. In the US, the Alternative Reference Rate 
Committee (“ARRC”), which was formed in late 2014, has been working to ensure a smooth 
transition away from LIBOR to an alternative reference rate. In 2017, the ARRC recommended 
the Secured Overnight Financing Rate (“SOFR”) as a replacement for LIBOR in the US. 

During this time VSIRP has been actively preparing for the transition away from LIBOR. In our 
role supporting community banks, we have regularly communicated information related to 
transition activity, provided best practice suggestions and made internal preparation for the 
transition. The transition is really picking up speed as we move closer to December 2021.  

On July 1, 2020, the FFIEC issued a Financial Institution Letter (“FIL”) entitled “FFIEC Joint 
Statement on Managing the LIBOR Transition.” We highly recommend all financial institutions 
with LIBOR exposure read the FIL and implement the recommendations. One of the 
recommendations relates to third-party service providers such as VSIRP. Specifically, the FIL 
states: 

“The LIBOR transition could also affect critical activities performed by third-party service 
providers. Institutions should evaluate their reliance on third-party service providers that 
provide valuation/pricing services that reference or use LIBOR and associated discount curves in 
the services they deliver. Institutions should determine whether those third-party service 
providers will be able to accommodate alternative reference rates after LIBOR’s 
discontinuation. Third-party service providers that provide modeling, document preparation, 
accounting or other services should also be considered. When relying on third-party service 
providers for the processing of loan, investment, funding, or derivative transactions, institutions 
should evaluate the preparedness and transition planning of those entities for the LIBOR 
transition to mitigate potential risk.” 

In addition to the statement from the FFIEC, the ARRC has provided best practices that include 
the following:  

• Begin using ARRC recommended fallback language as soon as possible 



 
                                                                                                                                                                  

• Technology and operations vendors should be prepared for the use of SOFR by the end 
of 2020 

• New use of LIBOR should stop. The ARRC recommends no new LIBOR based derivatives 
or loans after June 30, 2021   

The following discusses key elements of the LIBOR transition, actions we have taken as well as 
recommendations we have made as we prepare for this major event.  

Monitoring the changing environment: Our team continues to stay abreast of updates as they 
are announced by the International Swap Dealers Association (“ISDA”), ARRC, Financial Conduct 
Authority (“FCA”) and other regulatory bodies. Many of the items included in the FIL have 
previously been recommended by us. 

In mid-October market participants accomplished two major milestones in the transition away 
from LIBOR. First, ISDA launched the LIBOR Fallbacks Supplement to the 2006 ISDA Definitions 
and the ISDA 2020 LIBOR Fallbacks Protocol on Friday, October 23, 2020 (see discussion below). 
Second, the so-called Big Bang (not to be confused with the first Big Bang that occurred about 
10 billion years ago) occurred over the 3-day period of October 16 – 19, 2020. This Big Bang 
refers to the change in discounting methodology used to value cleared interest rate swaps, with 
cleared interest rate swaps now valued using SOFR as the discount rate (see discussion below). 

LIBOR Fallback Protocol: Market participants have been patiently awaiting final rules from ISDA 
regarding the fallback language that will be used in the transition from LIBOR to an alternative 
reference rate. The final rules released on October 23, 2020, are consistent with previously 
proposed rules that attempt to minimize the difference between LIBOR and SOFR. The final 
rules will take effect on January 25, 2021. On that date, all new derivative contracts that 
incorporate the 2006 ISDA definitions and reference LIBOR will contain the new fallback 
provisions. Derivative contracts existing as of January 25, 2021 will incorporate the new 
fallbacks if both counterparties adhere to the protocol or otherwise bilaterally agree to include 
new fallbacks in their contracts.  

The fallback language will become effective when a trigger event signifies that LIBOR is no 
longer representative (i.e. cessation). Once the trigger event occurs, all existing derivative 
transactions that reference LIBOR will convert to SOFR plus a spread adjustment. The spread 
adjustment will reflect the differences between SOFR, and the appropriate term LIBOR rate. 
The spread adjustment will be computed as the median difference between SOFR and the 
appropriate term LIBOR rate using a 5-year look back period. We expect the window for 
computing the 5-year look back period to open as early as the first quarter of 2021 to provide 
market participants with a known spread adjustment well in advance of the actual cessation of 
LIBOR.  

We will be working with our customers over the coming weeks to help them adhere to the new 
protocol. Click LIBOR Benchmark Fallbacks for more information.  

http://assets.isda.org/media/50b3fed0/47be9435-pdf/


 
                                                                                                                                                                  
Derivatives using LIBOR as the reference rate: All existing derivatives that reference LIBOR will 
convert to SOFR plus a spread in accordance with the ISDA amend process. Our customers will 
need to adhere to the ISDA amend protocol to effect this change. We will provide the 
adherence documents to our customers when available. New derivative transactions that occur 
after the adherence date will incorporate the new fallbacks regardless of protocol adherence. 

Recommended fallback language in cash products: We have recommended that our customers 
use fallback language in loan documents consistent with ARRC best practices. The 
recommended fallback language provides clarity regarding a trigger event, replacement index 
and spread adjustment that will apply when a permanent cessation of LIBOR occurs. This 
language is essential to avoiding disagreements or disputes that may arise as LIBOR is phased 
out. 

Changes to loan documents without fallback language (Hedged loans): Those loans that 
include hedging agreements (back-to-back swaps or SMART loans) referencing LIBOR and that 
have poor or ambiguous fallback language should be dealt with immediately. Loans with 
hedging agreements should be easier to negotiate since the borrowers have locked in a fixed 
rate via the hedge agreement.  Changes to the note’s reference rate should have little to no 
impact on the bank or the borrower if the reference rates used in the loan and hedging 
documents match. We recommend that you consult your legal counsel to modify existing note 
documents and add the appropriate fallback language to new note documents.  

Changes to loan documents without fallback language (Unhedged loans): Customers should 
make sure all floating rate loans that reference LIBOR have the appropriate fallback language 
that allows for an easy transition to an alternative reference rate upon the cessation of LIBOR. 
Existing floating rate loans that reference LIBOR and that contain poor or ambiguous fallback 
language should be dealt with immediately (see above). Floating rate loans that contain robust 
fallback language should not require adjustments to the note and will automatically change to 
the appropriate replacement reference rate upon the cessation of LIBOR. 

Participation in changing of discount methodology (The Big Bang): The Big Bang is a major 
milestone in the conversion from LIBOR to SOFR. While it has minimal impact on our customers, 
it is expected to have a major impact on SOFR liquidity. Since SOFR has replaced Fed Funds as 
the discount rate used to value cleared swap transactions, swap dealers will likely increase their 
activity/volume in SOFR transactions further out the yield curve to hedge their positions. The 
expectation is that this change will create liquidity by expanding the volume of longer-dated 
SOFR transactions and lead to the development of a robust SOFR futures market. With the 
advent of a robust SOFR futures market, liquidity in SOFR swaps should increase. Stayed tuned 
for more information on the increase in market liquidity. 

Support of multiple reference rates: We currently support multiple reference rates including 
LIBOR, Fed Funds Effective, Treasuries and Prime. We are prepared to support SOFR 



 
                                                                                                                                                                  
transactions (both as a reference rate and as a discount rate for valuations) but don’t expect 
much volume until market demand for SOFR products becomes more robust. During the 
transition from LIBOR to SOFR, we recommend customers with little or no existing LIBOR 
exposure use Fed Funds Effective or Prime for new transactions. The use of alternative indexes, 
combined with the use of robust fallback language on new LIBOR based transactions, minimizes 
transition issues that may arise with the cessation of LIBOR.  

Tough Legacy Contracts: The ARRC and FCA have developed the term “tough legacy contract” 
for a class of cash instruments where the terms of the offering document make changes to the 
reference rate and spread legally difficult and highly unlikely.  

At this time, several options, such as the development of “synthetic LIBOR” or a legislative 
solution, are being perused by the ARRC and FCA to deal with these “tough legacy contracts”. 
While these instruments are not directly impacted by interest rate swaps, they are impacted by 
the cessation of LIBOR.  

The challenge faced by the ARRC and FCA is to develop a remedy that will amend these 
instruments to assure that they remain economically similar to their original intent (i.e., floating 
rate instrument) for both issuer and investor. 

Many of our customers use swaps to hedge floating rate trust preferred debt.  In many cases, 
trust preferred debt falls into the “tough legacy contract” category. We are actively monitoring 
the actions being taken regarding these transactions and will update our customers as 
developments occur.  

Regular communication: We continue to provide updates to our customers as the process 
moves forward. The communications include webinars, conference presentations and one-on-
one consultations. We expect these communications to continue through the end of 2021 and 
beyond if needed. 

Summary: The ARRC schedule calls for parties to stop using LIBOR as a reference rate in all new 
transaction by the middle of 2021. Your plans should be well underway for dealing with both 
legacy transactions and potential new transactions. While our focus is primarily on the support 
we provide for derivative transactions and the related hedged exposures, please feel free to 
reach out to us for other questions you may have about this major event. 
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INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in any way guaranteed, and it, together with 
any opinions expressed, is subject to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to change at any time. This has been prepared 
for general information purposes only and does not consider the specific investment objectives, financial situation and particular needs of any individual or institution. This information is, by 
its very nature, incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the appropriateness of investing in any 
securities or investment strategies mentioned or recommended. The accuracy of the financial projections is dependent on the occurrence of future events which cannot be assured; therefore, 
the actual results achieved during the projection period may vary from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC 
(VSIRP). VSIRP is an independent operating entity and is not a subsidiary of Vining Sparks IBG, LP. VSIRP is not a broker/dealer registered with the SEC. The firm may have positions, long or 
short, in any or all securities mentioned. Vining Sparks is a member FINRA/SIPC. 

This material was produced by a Vining Sparks Interest Rate Products representative and is not considered research and is not a product of any research department.  Employees may provide 
advice to investors as well as to Vining Spark's trading desk.  The trading desk may trade as principal in the products discussed in this material.  Employees may have consulted with the trading 
desk while preparing this material and the trading desk may have accumulated positions in the securities or related derivatives products that are the subject of this material.  Employees 
receive compensation which may be based in part on the quality of their analysis, Vining Sparks' revenues, trading revenues, and competitive factors. Although this information has been 
obtained from sources which we believe to be reliable, we do not guarantee its accuracy, and it may be incomplete or condensed.  Opinions, historical price(s) or value(s) are as of the date 
and, if applicable, time, indicated.  Vining Sparks Interest Rate Products does not accept any responsibility to update any opinions or other information contained in this communication.  Vining 
Sparks Interest Rate Products is not providing investment advice through this material.  This is for information purposes only and is not intended as an offer or solicitation of any product.  
Securities, financial instruments, products or strategies mentioned in this material may not be suitable for all investors.  Before acting on any advice or recommendation in this material, you 
should consider whether it is suitable for your particular circumstances.  Further information on any of the securities or financial instruments mentioned in this material may be obtained upon 
request. 

http://www.vsirp.com/
mailto:rredmond@vsirp.com
mailto:kbray@vsirp.com
mailto:twarren@vsirp.com
mailto:wrobison@vsirp.com
mailto:bbealey@vsirp.com


Levels Shown are Indications Only

Please Call Vining Sparks Interest Rate Products Group for Current Indications

Levels Priced on

Interest Rate Swap Curves

LIBOR Swap Curve Money Market Rates 3M LIBOR

Current Last Week Last Month 1M LIBOR 0.15150% Forward Rates

3M LIBOR 0.22225% Dec-20 0.24500%

2-Year 0.234% 0.232% 0.223% 6M LIBOR 0.24625% Mar-21 0.21000%

3-Year 0.274% 0.271% 0.240% 12M LIBOR 0.33200% Jun-21 0.20000%

5-Year 0.423% 0.413% 0.336% Prime 3.25000% Sep-21 0.19500%

7-Year 0.604% 0.578% 0.484% FFTR 0.2500% Dec-21 0.22500%

10-Year 0.839% 0.800% 0.690% Eff FF 0.0900%

12-Year 0.956% 0.913% 0.799% SOFR 0.0800%

15-Year 1.075% 1.028% 0.911%

20-Year 1.194% 1.143% 1.023%

*Bloomberg mid-market quotations

Forward Starting Swap Quotes

Amortization Term (Years) 20-Year Amortization

Floating Rate 3-Year 5-Year 7-Year 10-Year 15-Year 20-Year 25-Year Bullet Floating Rate 3-Month 6-Month 12-Month

2-Year LIBOR + 2.00% 2.27% 2.27% 2.27% 2.27% 2.27% 2.27% 2.27% 2.27% 2-Year LIBOR + 2.00% 2.27% 2.27% 2.30%

3-Year LIBOR + 2.00% 2.27% 2.28% 2.29% 2.29% 2.29% 2.29% 2.29% 2.29% 3-Year LIBOR + 2.00% 2.30% 2.33% 2.39%

4-Year LIBOR + 2.00% 2.32% 2.34% 2.34% 2.35% 2.35% 2.35% 2.35% 4-Year LIBOR + 2.00% 2.37% 2.40% 2.47%

5-Year LIBOR + 2.00% 2.34% 2.38% 2.40% 2.42% 2.42% 2.43% 2.43% 5-Year LIBOR + 2.00% 2.45% 2.49% 2.56%

6-Year LIBOR + 2.00% 2.42% 2.47% 2.49% 2.50% 2.51% 2.52% 6-Year LIBOR + 2.00% 2.54% 2.57% 2.65%

7-Year LIBOR + 2.00% 2.44% 2.52% 2.57% 2.58% 2.59% 2.61% 7-Year LIBOR + 2.00% 2.61% 2.65% 2.72%

8-Year LIBOR + 2.00% 2.57% 2.63% 2.65% 2.66% 2.69% 8-Year LIBOR + 2.00% 2.69% 2.72% 2.79%

9-Year LIBOR + 2.00% 2.59% 2.69% 2.72% 2.73% 2.77% 9-Year LIBOR + 2.00% 2.75% 2.78% 2.85%

10-Year LIBOR + 2.00% 2.60% 2.73% 2.77% 2.79% 2.84% 10-Year LIBOR + 2.00% 2.80% 2.83% 2.90%

12-Year LIBOR + 2.00% 2.79% 2.86% 2.89% 2.95% 12-Year LIBOR + 2.00% 2.89% 2.91% 2.97%

15-Year LIBOR + 2.00% Customer Receives 1-Month LIBOR + 2.00% 2.83% 2.94% 2.98% 3.06% 15-Year LIBOR + 2.00% 2.96% 2.98% 3.03%

Profitability Analysis Macro-Hedging

Profit Per Basis Point of Mark-up, Per $1,000,000 of Notional Protection Against Rising Rates

3-Year 5-Year 7-Year 10-Year 15-Year 20-Year 25-Year Bullet 3mL Pay Fixed Swap

2-Year $141 $167 $178 $186 $193 $196 $198 $203 2-Year Strike 2-Year 3-Year 4-Year 5-Year

3-Year $160 $221 $247 $266 $281 $289 $293 $304 3-Year 0.30% 0.37% 0.55% 1.12% 1.82%

4-Year $254 $302 $337 $365 $378 $386 $405 4-Year 0.50% 0.32% 0.41% 0.83% 1.39%

5-Year $266 $341 $398 $441 $462 $475 $506 5-Year 0.75% 0.32% 0.37% 0.66% 1.08%

6-Year $366 $448 $511 $542 $560 $605

7-Year $374 $488 $575 $617 $642 $704 Protection Against Falling Rates

8-Year $516 $631 $688 $721 $803

9-Year $534 $681 $753 $795 $900 2-Year Strike 2-Year 3-Year 4-Year 5-Year

10-Year $540 $723 $812 $865 $995 3-Year 0.25% 0.46% 0.69% 0.90% 1.13%

12-Year Fee Income Generation Only Possible With $785 $916 $992 $1,183 4-Year 0.15% 0.41% 0.62% 0.82% 1.03%

15-Year Back-to-Back Swaps and SMART Loan Products $821 $1,029 $1,151 $1,455 5-Year 0.10% 0.41% 0.60% 0.80% 1.00%

Contact Information - Toll Free 800-786-2883 or www.VSIRP.com
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Customer Pays Fixed, Monthly, Act/360

Spot Start Loan Hedging

0.35%

0.39%

0.47%

0.56%

3.06%

3.09%

3.26%

3.07%

3-Month LIBOR Caps - Premium in Basis Points

3-Month LIBOR Floors - Premium in Basis PointsPrime Rcv Fixed Swap

(901) 766-3382 (901) 766-3384 (901) 766-3389 (864) 915-6675

Rick Redmond Katharine Bray Walt Robison Tommy Warren

Although this information is from sources that we believe reliable, we do not guaranteee its

accuracy, and it may be incomplete or condensed.  This is for informational purposes only and is

not intended as an offer or solicitation with respect to the purchase or sale of any security.  AllBattle Beasley

indicative of future results while changes in any assumption may have material effect on projected results.

(901) 766-3383 herein listed securities are subject to availability and change in price.  Past Performance is not

Any distribution or copying of this communication is strictly prohibited.  

rredmond@vsirp.com kbray@vsirp.com wrobison@vsirp.com twarren@vsirp.com bbeasley@vsirp.com
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LIBOR Swap Curve
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sides
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