BID Daily Newsletter

Sep 24, 2020

Three Steps Forward In The LIBOR-SOFR
Transition
by Steve Brown Topics: SOFR, interest rate risk, lending

Summary: The LIBOR-SOFR transition is still happening. We have three
steps to help you move forward.
Time-oﬀ requests have plunged 25% as vacation plans were dashed and uncertainty remains around
the coronavirus. Last year in July, there were just over 70.3K vacation requests from employees at
3,000 companies. This year that number fell to around 52.7K.
Not only has the pandemic pulled many away from their vacations, but it has also pulled ﬁnancial
institutions away from their post-LIBOR plans. Many bankers may hope or expect that regulators will
still push the LIBOR deadline.
Yet, regulators on both sides of the pond have been clear that their December 2021 deadline to
transition away from LIBOR is a ﬁrm one. So, there is no time to waste. As a community ﬁnancial
institution (CFI), you should consider taking these three steps sooner rather than later to prepare for
the coming change.
1. Organize your transition team. You'll need to task key employees to manage the transition
process and communicate to all stakeholders (customers, management, and shareholders). You
may need more specialized staﬀ as well. If you happen to be short on expertise in contract
management, technology, legal issues, and analytics, you may want to start ﬁlling those gaps now,
either internally or by outsourcing.
2. Finalize your systems and technology infrastructure. Your loan origination, documentation,
servicing, collateral monitoring, and loan accounting systems will all have to be compliant with the
new index standard. Whether you will use a vendor's technology to help transition or buy it
yourself, your institution will need to ensure that these technologies can successfully dovetail with
the ones within your institution. There could be glitches. So, plan for suﬃcient time to adopt, test,
troubleshoot, and ﬁx problems as they emerge.
3. Move into the execution phase of your plan. No matter what curve balls the year 2020 ﬁnds
to throw at us, you must move forward. Determine the exposures that concern you most and
develop plans for mitigating risk in those areas.
The devil is in the details. You will need to ﬁnd out how your operating systems will handle the new
interest rates benchmark. Reconciling data and rebalancing portfolios may also need to happen. If
you oﬀer new products, consider using the new benchmark where it's feasible to do so. That may take
you longer to set up initially, but you will have fewer products to transition later on.
Identifying and budgeting for the transition costs and remediating legacy contracts also need to be
done. Then, as the timeline gets closer, you will need to schedule regular assessments and
checkpoints so that everything is buttoned up and complete by the time December 2021 rolls around.
Along the way, it will be important to keep the CEO and management team up-to-date on risk
exposures and progress toward full transition. CFIs need to understand their ﬁnancial and operational
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LIBOR exposures across systems, models, and contracts, ideally shrinking those exposures before the
transition in December 2021.
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ECONOMY & RATES
Rates As Of: 09/24/2020 04:17AM (GMT-0800)
Treasury

Yields

MTD Chg

YTD Chg

3M

0.09

0.00

-1.45

6M

0.10

-0.01

-1.48

1Y

0.11

0.00

-1.45

2Y

0.14

0.01

-1.43

5Y

0.27

0.01

-1.42

10Y

0.67

-0.04

-1.25

30Y

1.41

-0.07

-0.98

FF Market

FF Target

Fed Disc

0.09

0.25

0.25

SOFR

Prime

Unemp

0.06

3.25

8.40

BANK NEWS
IRS on PPP Loan Forgiveness

On September 22nd, the IRS reported that lenders who made PPP loans that satisfy the forgiveness
criteria are not required to, "for federal income tax purposes only," and should not ﬁle a Form 1099-C
information return with the IRS or provide a payee statement to the recipient who has satisﬁed loan
forgiveness.
Continuing Low Rates

Testifying before the House of Representatives Financial Services Committee, Fed Chair Powell said
that low rates will continue as long as the economy needs to recover. Powell told NPR "We think that
the economy's going to need low interest rates, which support economic activity, for an extended
period of time."
Boston Fed's Economic Outlook

Boston Fed President Eric Rosengren said that the recent job gains are good news, but the economy is
still in a recession. "At 8.4% unemployment, that is a very signiﬁcant recession and I do think that it's
going to take quite a while to bring all those people back..." stated Fed President Rosengren in a
CNBC interview.

<B>WHITE PAPER:</B> TRANSITIONING TO SOFR
Bankers have heard that SOFR will replace LIBOR as a benchmark in 2021. But, what is involved in
this transition? To learn more about the impact and how your bank can plan for it, download our white
paper, "Moving from LIBOR to SOFR: Smoothing the Transition for your Financial Institution" now.
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