
 

 

LIBOR Transition for Asset Managers 
 

By the end of 2021, banks will no longer be required to publish rates that are used to calculate the London 
Interbank Offered Rate (LIBOR). All companies that trade derivatives or hold LIBOR-based securities will be 
affected (see the Appendix for some examples). Asset managers face special challenges because in addition to 
holding substantial investment portfolios, they have industry performance metrics, rankings and compensation 
criteria that may be tied to a LIBOR metric. Planning considerations likely will be different for institutional versus 
retail customers. Asset managers rely on a range of external organizations, from custodians and administrators to 
pricing vendors, co-investors and sub-advisors, which will need to be closely coordinated during the transition to 
new reference rates. This article highlights several industry-specific areas of focus to begin transition planning.  

Inadequate or delayed transition plans carry several substantial risks. Clear and timely communication is required 
to address reputation risk for relationships with clients, regulators, custodians and administrators. Firms can face 
commercial risk if they do not update investment strategies appropriately. Failure to coordinate third-party 
interactions and technology dependencies could result in operational risk. Accurate review and update of the full 
population of affected contracts can avoid legal and regulatory risk. 

 
 

Unlike other large accounting or regulatory changes, LIBOR transition cuts across all business functions without a 
clear effective date or a clear road map of what needs to be done. For more background, see BKD articles LIBOR Is 
Dead – Long Live SOFR? and LIBOR Sunset Update – What to Do Now. 

Work Plan  
 Mobilize a project team with dedicated resources to address transition. 

 Build an inventory of existing exposures. Track and group the nature of existing fallback language and 
determine which terms need alteration. Different types of assets may require different transition terms. 

 

 

Commercial

Reputational

Operational

https://www.bkd.com/article/2019/09/libor-dead-long-live-sofr
https://www.bkd.com/article/2019/09/libor-dead-long-live-sofr
https://www.bkd.com/alert-article/2020/04/libor-sunset-update-what-do-now
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 Develop a strategy for new exposures. New contracts may be able to take advantage of fallback language 
that various industry groups are currently proposing. Consider when the investment manager should 
cease buying or offering LIBOR assets. Transition to new non-LIBOR products when there is sufficient 
liquidity. Test to help ensure all operations and systems can accommodate new products.  

 Identify the businesses, functions, models, processes and systems that use LIBOR. Determine needed 
changes to infrastructure, trading, pricing and analytical systems, as well as risk and financial reporting 
systems with long lead times for remediation. This review should include third-party affiliates such as 
custodians, fund administrators and market data providers.  

 Develop an internal and external communication strategy. Engage with working groups and industry 
bodies as well as clients. Inform clients, directors, staff, suppliers and other stakeholders about the 
transition, tailoring discrete messages for institutional and retail customers, and update these 
communications as the switch unfolds.  

 Consider tax strategy. Asset managers should assess any tax implications and potential relief that could 
arise regarding hedging strategies. 

 Develop new benchmarks. Investment advisors may use LIBOR as a benchmark or target for funds that 
also may be linked to performance fees. The benchmarks will need to be transitioned in a way that is 
comparable to existing benchmarks to avoid the appearance of inflating measured performance. Asset 
managers will need to first identify all funds and mandates benchmarked to LIBOR and will need to work 
with the broader industry to align on new measures.  

 
Conclusion  
The transition away from LIBOR will be complicated and likely will require significant hours to implement correctly 
for companies with a large volume of contracts. If you would like assistance, contact your BKD Trusted Advisor™.   
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