
1 

What is an IBOR and what is the issue with them? 

Interbank offered rates (IBORs) were introduced in the late 1960s and have now become omnipresent in the financial 

system. Ever since its creation, the syndicated loan market has worked on the principle that pricing would be based on the 

average interest rate at which major banks can obtain unsecured funding in the London interbank market. Since then, the 

bond and derivatives markets have followed suit in referencing IBORs as a method of determining payments and it is 

estimated that there is now over USD 350 trillion in notional exposure referencing these rates. IBORs rely on banks being 

willing to participate in the setting of the rate by submitting the rate at which they can borrow from other major banks for a 

particular length of time. As such, inherent within the IBOR is a premium that reflects the creditworthiness of the 

participating bank as well as the tenor of the borrowing. 

The method for determining IBORs started to become subject to increasing regulatory scrutiny following the global financial 

crisis in 2008, when it was alleged that some IBOR submissions did not reflect the true rate of borrowing for the relevant 

participants. Several reasons have been suggested as the cause of this – from banks not wanting to admit their true cost of 

borrowing for fear of attracting negative publicity and causing a liquidity crunch to individual traders trying to influence rates 

for particular transactions. Press coverage and speculation surrounding IBOR manipulation and the subsequent raft of 

investigations into participating banks (which cost the banks involved significant amounts to investigate and defend, as well 

as providing further negative publicity) resulted in an increase in the desire of politicians and regulators to reform 

benchmarks at the same time as leading to a decrease in the will of banks to participate in the setting of certain IBORs. From 

the bank’s perspective the upside in participating appears to be significantly outweighed by the cost and potential liability 

involved in doing so. The main reason for continuing to participate is therefore where they are compelled to do so by 

regulators. 

In 2012 the UK Treasury published a review (the Wheatley Review) of LIBOR which concluded that LIBOR should be retained 

as a benchmark but recommended wholesale reform. In 2013 IOSCO published a paper setting out principles intended to 

promote the reliability of benchmark determinations and address benchmark governance, quality and accountability 

mechanisms. These principles were endorsed by the G20, who tasked the FSB with undertaking a fundamental review of 

major interest rate benchmarks and co-ordinating an international approach to implementing effective regulatory and 

supervisory policies on benchmarks. The FSB published its recommendations in September 2014 (and have since given 

updates on progress), which included the strengthening IBORs by underpinning them to a greater extent to transactional 
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data, thus making them less easily manipulated and more transparent, and developing alternative, RFRs that could be used in 

place of IBORs. 

From 2013, both the administration and provision of information in connection with LIBOR became regulated activities in 

the UK (where LIBOR is set) and since then work has continued globally in respect of the reform and regulation of IBORs and 

the development of RFRs. Most recently in 2018, IOSCO published a statement which recommended users of benchmarks 

and financial instruments referencing them should consider their appropriateness and have robust written plans and fall-

backs in place to deal with the scenario of a material change to, or cessation of, a benchmark (a “Benchmark Event”). The EU 

Benchmarks Regulation also came into force in 2018 (with transitional provisions for existing third country providers and 

benchmarks until January 2020), requiring EU supervised entities to maintain robust written plans for Benchmark Events and 

to put in place fall-backs to deal with such scenarios. It also places obligations on administrators and participants and puts in 

place principles that benchmarks need to adhere to in their methodology, as well as prohibiting supervised entities from using 

a benchmark unless it is provided by an administrator located in the EU or is otherwise authorised by ESMA (the EU regulator) 

and appears on its register of administrators. As such, it has some extra-territorial effect and could impact in KSA. At the 

same time as benchmarks are being reformed and RFRs being developed, certain LIBOR rates and maturities have ceased to 

exist. Finally, in 2017 the UK regulator announced that after 2021 it would no longer compel panel banks to submit rates to 

enable the calculation of LIBOR. 

How does this effect market participants in KSA? 

One potential effect is in relation to regulation which, whether of extra-territorial effect or not, may drive the market to 

adopt certain changes in connection with the documentation of deals which reference IBORs. One example of this is the 

ISDA Benchmarks Supplement and Protocol, which has been published by ISDA to help institutions comply with the EU 

Benchmarks Regulation. This provides for both new derivatives contracts (by way of incorporating the Supplement) and 

existing contracts (by way of adhering to the Protocol) to be amended to include certain fall-backs dealing with a Benchmark 

Event. Of more significance, however, will be the likelihood, that, given the increased regulation of benchmarks and the 

decreasing will to participate coupled with the cessation of regulatory compulsion to participate from 2021, certain IBORs 

will cease to be available from the start of 2022. Market participants are being strongly advised to transition to new RFRs as 

soon as possible given this and there is some indication that this is happening – for example a significant portion of cleared 

GBP denominated swaps now reference SONIA (the RFR in respect of GBP) rather than GBP-LIBOR. ESTER has been 

developed as an RFR in respect of Euro (the prior rate, EONIA, was not compliant with the EU Benchmark Regulation in all 

respects) and SOFR in respect of USD. However, market participants need to deal not only with new business but with 

existing contracts which reference LIBOR and have a maturity beyond the end of 2021. One of the big issues in respect of 

such contracts is that RFRs are fundamentally different from IBORs not only in the way they are set, but also in what they 

reflect – namely they do not reflect the premia for creditworthiness and maturities that an IBOR reflects. As such, they reflect 

a fundamentally different price, so parties will not be able to move directly between the old and new rates without pricing in 

an adjustment. 

Next steps 

The first important step for institutions will be to undertake a level of due diligence in order to identify which contracts 

(whether loans, notes, derivatives or other transactions) it has entered into that reference LIBOR and which of those mature 

after 2021. This step in itself may be a mammoth task for larger institutions with multiple documentation systems. Some 

institutions are estimating the number of effected contracts to be in the millions. The next step will be to determine whether 

and how to amend those contracts. Some industry initiatives are underway to assist in mass amendment in the derivatives 

sphere. This involves trying to determine a standard methodology for calculating the adjustments required to reflect the 
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difference between the new RFR and the relevant IBOR that it is replacing. If and when determined, market participants 

would be able to sign up to a protocol pursuant to which amendments can be deemed to have occurred on a mass basis 

between adhering parties. This may be relevant for an institution even if it does not have direct derivatives exposure on the 

basis that derivatives are used to hedge exposures under other financial instruments (such as loans or bonds). As such, an 

institution (or any party hedging its exposure to a rate under a contract with that institution) will need to ensure that the 

changes made to that financial instrument match those made via protocol to the derivative hedging it. The process for 

amending other financial instruments may not be as mechanically straight forward as it potentially could be for derivatives. 

Loans will likely need to be amended on a bi-lateral / multi-lateral basis between the relevant parties and bonds may require a 

bondholder resolution as agents / trustees / delegates will unlikely have the power and/or desire to impose an amendment 

which effects pricing given liability considerations. 

At Simmons & Simmons we have already been actively working with multiple institutions in helping them to prepare for the 

various steps towards transition to new benchmarks. Please do get in contact if you would like further information or to speak 

to us about how we might be able to assist your institution. 
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