May 2021
Statement on behalf of the Working Group on Sterling Risk-Free Reference Rates –
Recommendation of Successor Rate for fallbacks in bond documentation referencing
GBP LIBOR1
The Working Group on Sterling Risk-Free Reference Rates (the "Working Group"), the Bank of
England, and the Financial Conduct Authority made clear, in a statement published on 11 January
20212, that, in future, they anticipate that the large majority of sterling markets will be based on
overnight SONIA, compounded in arrears, to provide the most robust foundation for the overall market
structure.
Indeed, one of the Working Group’s 2021 Top Level Priorities, as set out in the Working Group
Roadmap3, has been to: “Continue to enable and promote widespread use of SONIA compounded in
arrears throughout wholesale sterling markets”.
For the purposes of the operation of fallbacks in bond documentation4, the Working Group carried out
a Consultation on successor rate to GBP LIBOR in legacy bonds referencing GBP LIBOR (the
“Consultation”)5. The Summary of Responses to the Consultation (the “Responses”) confirmed that it
would be helpful for the Working Group, in its capacity as a relevant nominating body, to make a
recommendation on the successor rate to GBP LIBOR for fallbacks in bond documentation that
envisage the selection of a recommended successor rate.
The Responses also identified a strong consensus in favour of overnight SONIA, compounded in
arrears, as the recommended successor rate to GBP LIBOR for the purposes of the operation of such
fallbacks.
In light of this, the Working Group recommends the use of overnight SONIA, compounded in arrears 6,
as the successor rate recommended to replace GBP LIBOR for the purposes of the operation of
fallbacks in bond documentation that envisage the selection of a recommended successor rate.
In addition, a majority of the Responses concluded that any further detail on the conventions to be
used to accompany the recommended successor rate, such as use of observation lag or shift, should
be left to the issuer to agree on a case-by-case basis.
The Working Group’s recommended successor rate is intended solely for bond documentation
referencing GBP LIBOR that contains contractual fallbacks which result in the selection of a
recommended successor rate as a fallback. Where relevant, regard should also be had to the
Working Group’s recommendation7 in September 2020 of a credit adjustment spread methodology
when calculating the credit adjustment spread which should then be applied to the recommended
successor rate for contractual fallbacks in cash market products referencing GBP LIBOR.
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