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The Division of Examination’s LIBOR Alert 

The SEC’s Division of Examinations (the “Division”) released a risk alert in June 2020 regarding 
a new examination initiative focusing on LIBOR transition preparedness.1 LIBOR, previously 
known as the “London Interbank Offered Rate,” is used as a global benchmark for a broad range 
of commercial and financial contracts, from asset-backed securities to derivatives and other 
financial instruments. LIBOR has been used since 1986 and is expected to be discontinued after 
2021. Discontinuation of LIBOR is expected to create material risks for the industry, including for 
certain SEC-registered investment advisers and broker dealers (referred to collectively herein as 
“advisers”). 

The SEC and other regulatory bodies, including the CFTC, will likely increase attention to this 
area as the discontinuation date draws nearer. The discussion below provides guidance on steps 
advisers can take to meet regulatory expectations, reduce potential risks associated with the 
transition away from LIBOR, and be prepared for the Division’s exam of LIBOR-related planning.

Background on LIBOR Transition

LIBOR plays a critical role in financial markets given its widespread and global usage today.2  
However, while financial instruments and markets have continued to evolve, LIBOR and the 
underlying calculation methodology has largely remained the same. 

LIBOR is calculated daily by the Intercontinental Exchange Benchmark Administration based on 
rates submitted by panel banks and intended to reflect the cost at which a large global bank can 
borrow on an unsecured basis in “wholesale markets.” Following the 2008 financial crisis, the 
amount of unsecured, wholesale loans declined and, as a result, fewer panel banks submit loan 
rates and there has been an increasing reliance on “expert judgment” of panel banks to establish 
LIBOR rates. 

In 2014, the Federal Reserve Board and New York Fed convened the Alternative Reference 
Rates Committee (“ARRC”) to address risks posed by LIBOR. The ARRC was initially tasked with 
identifying a risk-free alternative reference rate and creating a plan to ensure an orderly adoption. 
In 2017, the ARRC identified the Secured Overnight Financial Rate (“SOFR”) as the recommended 
alternative to LIBOR. SOFR is a broad measure of the cost of borrowing cash overnight 
collateralized by U.S. Treasury securities and evaluated by the ARRC as being nearly risk-free. 

SOFR rates are based on the Federal Reserve Bank of New York’s pre-determined rate produced 
for the public good. SOFR has several advantages over LIBOR, most prominently that SOFR is 
difficult to manipulate because it was developed from a well-defined, active market. Additionally, 
SOFR is not dependent on estimates (like LIBOR); instead, SOFR relies on transparent, 
observable transactions.3  

Preparing for the LIBOR Transition  

Because LIBOR is expected to be discontinued at the end of 2021, it is critical for advisers to 
establish a plan to address transition if they have not done so already. Transition plans should 
focus on the following considerations: 

• Create a LIBOR transition committee. 

  • The committee should determine the necessary action to transition to a different   
   reference rate and the potential impact such changes will have on the adviser. 

1.  https://www.sec.gov/files/Risk%20Alert%20-%20OCIE%20LIBOR%20Initiative_1.pdf.
2.  The ICE LIBOR is the most widely used interest rate benchmark in the world. https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/ARRC-faq.pdf.
3.  https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2019/Users_Guide_to_SOFR.pdf.

https://www.sec.gov/files/Risk%20Alert%20-%20OCIE%20LIBOR%20Initiative_1.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/ARRC-faq.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2019/Users_Guide_to_SOFR.pdf
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  • The committee should include appropriate personnel from compliance and operations   
   and be tasked with documenting and executing the firm’s transition plan.

• Prepare a list of LIBOR-dependent investments and contracts existing among the firm or its   
 investors that will be affected by the discontinuation of LIBOR and determine what contractual   
 updates are necessary. 
 
• Assess operational readiness, including any change to systems or controls related to the   
 adoption of a new reference rate.4 

• Draft plans to update client communications or other disclosures given to investors regarding   
 the transition. 

• Identify any potential conflicts of interest involved in transitioning to an alternative reference   
 rate and discuss how the firm will address such conflicts. 

• Revise compliance policies and procedures to address changes in valuation practices and any   
 additional areas affected by the firm’s impact assessment.

• Determine what actions need to be taken to revise marketing materials to reflect changes in   
 LIBOR-dependent performance composites or advertising pieces affected by the new    
 reference rate. 

• Maintain an inventory of systems and operations of the adviser and funds that currently utilize   
 LIBOR-referenced rates.  

The considerations above are intended to provide a consolidated overview of areas that firms 
should consider. Advisers should utilize available resources, including the resources provided 
by the ARRC, to develop a detailed plan customized to fit the needs of the particular firm.5  
This transition should be started sooner rather than later, given the Division’s focus on LIBOR 
transition.
 
Preparing for Responding to the Division’s LIBOR Exam 

The Division’s Risk Alert published in June 2020 included sample requests for exams that will 
focus on the LIBOR transition.6  The requests during these exams will likely include the standard 
administrative documents and information requested in a typical exam, but the vast majority of 
the requests will focus on records and information that concern the LIBOR transition.  The types 
of documents and information the exam staff may request relating to the LIBOR transition from 
the adviser and its funds likely will include the following areas, which are described further below:  
• Information about the current use of LIBOR-referenced rates; 

• The impact of transitioning off of LIBOR on the clients, third parties, any investment    
 vehicles that are recommended or sold by the adviser; 

• The strategic plan to transition away from LIBOR-referenced rates; 

• Communications relating to the LIBOR transition; 

• Any guidance relating to the LIBOR transition; and 

• Fund disclosures and governance documents. 

4.  The CFTC has issued three no-action letters to provide relief to U.S. market participants and swap dealers during the transition phase. https://www.cftc.gov/PressRoom/
PressReleases/8286-20.
5.  https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC-Internal-Systems-Processes-Transition-Aid.pdf. 
6.  These requests can be found in the Appendix to the OCIE Risk Alert https://www.sec.gov/files/Risk%20Alert%20-%20OCIE%20LIBOR%20Initiative_1.pdf.  

https://www.cftc.gov/PressRoom/PressReleases/8286-20
https://www.cftc.gov/PressRoom/PressReleases/8286-20
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC-Internal-Systems-Processes-Transition-Aid.pdf
https://www.sec.gov/files/Risk%20Alert%20-%20OCIE%20LIBOR%20Initiative_1.pdf
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Information on Business Impact and Investment Vehicles
Overall, the exam staff will want to understand the adviser’s and funds’ current use of LIBOR-
referenced rates. The exam staff will likely ask the adviser to identify all systems and operations 
of the adviser and funds that currently employ LIBOR-referenced rates, such as, performance 
benchmarks and reporting, performance-based compensation, portfolio accounting, valuation 
models, market risk models, credit risk models, liquidity risk models, or fund administration. For 
some advisers, a narrative explanation to these requests may be a more efficient response than 
producing documents.

Once the staff understands the applications and level of importance of LIBOR for the advisor 
and its funds, they will want to unpack the anticipated impact on business operations from 
transitioning away from LIBOR. Requests may include a list of positions, departments, operations, 
and any key persons whose work process or work product will need to be modified to adapt to 
the discontinuation of LIBOR and the transition to an alternative rate. They may also ask for a 
list of any individuals or groups assigned responsibility to oversee or manage the effects of the 
LIBOR transition.  Again, explanations or narratives may be more helpful when responding to 
these types of requests.

Information on Client Impact
The exam staff will also be interested in the effect of the LIBOR transition on clients. For example, 
requests may include information about the exposure of clients to LIBOR, the types of investment 
holdings that contain LIBOR-referenced rates that will be impacted by the discontinuation of 
LIBOR for each client category, or other categories of LIBOR-linked contracts or obligations that 
are held and/or issued by the adviser’s clients or the adviser. For each type of investment that 
contains LIBOR-referenced rates, the adviser should be prepared to provide examples of the 
investment or contract documents that have the representative language referencing LIBOR, 
including any fallback language. Advisers should also be prepared to describe the alternative 
reference rates that they plan to use or are already using to replace LIBOR, including examples of 
investments with the alternative reference rates.

Information on Third-Party Impact
In addition to the impact of the LIBOR transition on clients and the adviser itself, the exam staff 
will be interested in the use of third parties, as well as any impact on third parties. The exam staff 
may ask the adviser to identify any third parties the adviser has utilized or plans to use to assess 
the impact of the transition on itself and/or its clients.  This request could include any analyses 
that have been performed by third parties to assess the impact on client investments and/or 
the adviser’s systems and operations, plus any recommendations relating to the transition and 
remediation plans. The request may also include documentation and summaries describing any 
analysis performed to identify any third parties, affiliated vendors and service providers that may 
be impacted by the transition, including potential impact on the services provided to the adviser. 
For private fund advisers, the exam staff may also ask for a list of any persons or entities that 
provide services to the fund(s) and whether the adviser anticipates that the service providers will 
be impacted by the LIBOR transition.

Requests for Assessments and Planning

The staff will likely request any written internal assessments, strategic plans, and/or roadmaps 
and timelines regarding the discontinuation of LIBOR and its impact on the firm and its clients.  
This request would encompass documentation and descriptions of any LIBOR-transition analyses 
performed, for example:  
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  • to identify the securities or other investments that may be affected by the LIBOR   
   transition and the relevant remediation plans; 

  • to ascertain the extent of each sub-adviser’s exposure to LIBOR-linked investments   
   that may be affected and the remediation plans; 

  • to identify LIBOR-based risk or valuation models; 

  • to identify performance composites or performance advertising that use a benchmark   
   that could be affected by the LIBOR transition and remediation plans; and 

  • to identify investors whose fee structures could be affected by the LIBOR transition   
   and remediation plans.  
This request may also include written reports or assessments about:  

  • changes that will be made to technology systems to accommodate the transition; 
  • impact testing; 

  • strategic plans; 

  • risk management matrices or risk inventories of the registrant that reference the LIBOR  
   transition; and 

  • any logs concerning LIBOR transition management tasks and/or communications.  
 
In addition to providing any documents responsive to these requests, an adviser should consider 
making a presentation to the staff about the adviser’s overall strategic plan for transitioning away 
from LIBOR. A presentation may be an efficient and effective way to discuss the adviser’s internal 
assessment, strategic plans, roadmap, and timeline regarding the LIBOR transition, as well as 
describing the anticipated impact on the adviser and its clients. 

Requests for Communications and Disclosures

Several requests will likely be related to communications surrounding the LIBOR transition.  For 
example, if a committee or working group was formed to manage the transition efforts, then 
the exam staff would seek documents showing the work performed, such as assessments and 
analyses, and meeting agendas and minutes.  The exam staff will also be interested in the 
communications the adviser had with its clients and the disclosures provided to clients regarding 
the discontinuation of LIBOR.  Another group of communications that may be requested is 
communications with the adviser’s board of directors and any committee of the board.  Similar to 
the requests for communication, the exam staff may ask for all internal training materials provided 
to employees and supervised persons concerning the transition.

The exam staff will also be interested in any investment guidance or marketing-related 
communications the adviser may have provided relating to the LIBOR transition.  Specifically, 
this request would cover any guidance or recommendations the adviser gave to employees or 
supervised persons regarding the recommendations to investors to purchase or sell LIBOR-linked 
instruments or contracts, the provision of advice to issuers of new LIBOR-linked instruments, or 
the provision of advice to clients regarding the replacement of LIBOR in outstanding contracts 
or obligations with an appropriate alternative reference rate.  Advisers should be prepared to 
provide documentation of implemented or planned changes to the adviser’s or funds’ compliance 
procedures, controls, or surveillance systems designed to monitor for LIBOR-linked instruments 
or contracts recommended or sold to clients.
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As with any SEC exam, the exam staff will be interested in the adviser’s disclosures, including 
applicable fund disclosures.  This could include any material amendment that was made 
concerning the discontinuation of LIBOR, contained in the Adviser’s ADV, the most recent 
statutory prospectus, summary prospectus, statement of additional information, the most recent 
annual and semi-annual report, and any other disclosures or communications to shareholders 
concerning the LIBOR transition.  The requests relating to the fund(s) may also include any 
governance documents relevant to the LIBOR transition, including the annual report submitted 
to the board, list of directors or trustees and committee that participated in the funds’ transition 
efforts, minutes and other materials from board and committee meetings that include any 
discussion of the LIBOR transition.  Finally, the staff will likely request a list of persons or 
firms that have been consulted by the board concerning the transition, and any reports or 
recommendations concerning the transition created by the board.

Conclusion 
The transition away from LIBOR will have varying degrees of impact on advisers, depending on 
the markets, asset classes, clients, and financial instruments within the scope of the adviser’s 
business. Nevertheless, each adviser is responsible for taking all appropriate steps to ensure it 
is prepared for the LIBOR termination. As the Division’s Alert makes clear, given the extremely 
broad use of LIBOR across the financial sector, all advisers are expected to implement a 
reasonable process for identifying and addressing any risks arising from the LIBOR transition. 
Documenting your progress with this initiative will be critical in responding to exam requests. The 
attached checklist can be used as a guide to assist with your assessment. 
 
LIBOR Transition Checklist 

• Form a committee responsible for:  
  • Drafting the firm’s LIBOR transition strategy and timeline
  • Documenting any action taken by the firm, including documenting meeting minutes   
   and progress towards transition
  • Overseeing execution of the LIBOR transition plan

• Draft and maintain list of affected systems, vendors, and third parties 
  • Determine whether the transition will raise any potential conflicts of interest and   
   develop a plan to mitigate or address such conflicts
• Draft and maintain list of affected securities 

• Develop a communication plan, including: 
  • Reviewing prior communication and determining any necessary updates
  • Draft client communication 
  • Draft employee communication and form a training plan

• Update compliance documents, including: 
  • Risk assessment
  • Fund disclosures and governance documents
  • Policies and procedures, including valuation policies 
  • Disclosure documents, including fund documents and ADV

• Amend agreements if necessary
  • Determine if fee structure or performing reporting will be affected 
  • Assess whether the firm’s vendors will be affected 
  • Review investments and determine impact

This information is provided for informational purposes only and should not be relied upon as a substitute 
for legal advice.


