
March 6, 2020

Ref: Consultation Response submitted by email to the ARRC Secretariat (arrc@ny.frb.org)

Dear Sir or Madam:

Covenant Review and The Credit Roundtable’s1 LIBOR Alternative Working Group appreciates the
opportunity to submit responses to the questions related to the Alternative Reference Rates Committee
(ARRC) consultation on potential spread adjustment methodologies for cash products referencing U.S.
dollar (USD) LIBOR.

Part V: Consultation Questions

Questions 1- 7 refer to Floating Rate Notes, Securitizations, and Business Loans

Question 1. Do you agree that using the ISDA methodology of a 5-year median of the historical
difference between LIBOR and the SOFR fallback rate is the best choice for the following cash
products, or would you prefer an alternative method?

The difference in the MAE using a median instead of the more accurate trimmed mean as well
as a five-year historical period versus a 10-yearhistorical period is miniscule in comparison
to the complexity and basis resulting from using a different methodology from ISDA.

Question 2. If “Other Method”was specified for any product, please provide additional feedback on
your institution’s preferences, noting whether your alternative is strongly or mildly preferred and why

1 Formed in 2007, The Credit Roundtable (“CRT”), is a group of large institutional fixed income managers including
investment advisors, insurance companies, pension funds, and mutual fund firms, responsible for close to $4 trillion of
assets. The Credit Roundtable advocates for creditor rights through education and outreach and works to improve fixed
income corporate actions, ineffective covenants, and the underwriting and distribution of corporate debt. Its mission is to
improve risk assessment and management through education and seeks to benefit all bond market participants through
increasing transparency, market efficiency, and liquidity.

Floating Rate
Notes

5-year median is
preferred

Other method is
preferred

Securitizations 5-year median is
preferred

Other method is
preferred

Syndicated Loans 5-year median is
preferred

Other method is
preferred

Bilateral Business
Loans

5-year median is
preferred

Other method is
preferred



you prefer the alternative method:
a. 5-year trimmed mean f. 3.5-year median
b. 5-year average g. 3.5-year trimmed mean
c. 10-year median h. 3.5 year average
d. 10-year trimmed mean i. Other (please specify)
e. 10-year average

Question 3. If there are fewer than 5 years of available data to use in calculating a spread adjustment
for a forward-looking term rate, which method would you prefer to calculate the associated spread
adjustment:
a. Use the longest span of indicative term rate data available
b. Use the spread adjustment associated with the difference between LIBOR and a
compound average of SOFR in arrears as an appropriate spread adjustment for the forward-looking
term rate.
c. Use the spread between LIBOR and EFFR OIS rates, adjusted for the mean
difference between compound averages of EFFR and SOFR

Given the linkage of the rates, (b) seems like the more organic choice. Choice (c) introduces an
additional layer of complexity and assumptions about a rate that does not yet exist.

Question 4. Do you believe that a 1-year transition period should be included for any of these cash
products? If yes, please specify which products. (If you believe that a transition period should be
included, but that it should be longer or shorter than 1 year, please note this and explain why.)

No. The complexities and the added basis with derivatives outweigh the benefits. In addition, it
appears that the absolute value of the variation between the “spot”spread”and the median
five-year historical spread has not been significant at any point during the past 10 years.
However, we think a transition period might be useful if implemented on a contingent basis.
For example, it would implemented only if the absolute value of the difference between the
“spot spread”at LIBOR cessation and the historical spread chosen by the ARRC exceeds a
specified minimum threshold.

Question 5. Should the ARRC recommend spread adjustments for 1-week orovernight LIBOR?

Yes. Although not common, these tenors exist and market participants using these tenors might
be disadvantaged if they use a spread adjustment intended for a different tenor.

Question 6. Should the ARRC recommend spread adjustments based on the differences
between LIBOR simple averages of SOFR in addition to compound averages?

Yes. Although there is likely very little basis relative to compounded averages of SOFR,
market participants using simple averages of SOFR are likely to prefer spread adjustments
that reflect the historical difference between LIBOR and simple averages of SOFR.

Question 7. Would it be problematic to use different approaches to calculate the spread adjustment
across products and currencies? Please comment specifically on the implications of any differences in
the recommended spread adjustment methodologies.

Yes. Consistency across products is a key value for a smooth transition from LIBOR to RFRs.
It is important to minimize the number of variables relative to different cash products in order to



minimize the operational risk of the transition. Consistency across currencies is important as
well, but this will be trumped by the need to be consistent with derivatives. For example, if
ISDA decides to use different methodologies across different currencies, it will be more
important to be consistent with ISDA’s methodology for such currencies.

Questions 8- 11 refer to Consumer Products

Question 8. Do you agree that using the ISDA methodology of a 5-year median of the historical
difference between LIBOR and the SOFR fallback rate is an acceptable choice for consumer
products, or would you prefer an alternative method? (If another method is preferred, please specify
which and note whether your alternative is strongly or mildly preferred and why you prefer the
alternative method).

Question 9. Do you believe that a 1-year transition period should be included for consumer products?
(If you believe that a transition period should be included, but that it should be longer or shorter than 1
year, please note this and explain why).

Question 10. If a 1-year or 6-month term rate has not been recommended by the ARRC, would you
prefer that a consumer ARM referencing 1-year or 6-month LIBOR fall back to a spread adjusted rate
based on:

a. the next longest tenor of term rate recommended by the ARRC
b. a compound average of SOFR in advance

(Note that in these instances, the rate would still reset annually or semiannually and spreads
would be calculated relative to 1-year or 6-month LIBOR).

Question 11. If there is less than 5 years of available data to use in calculating a spread adjustment
for a forward-looking term rate, which method would you prefer to calculate the associated spread
adjustment:

a. Use the longest span of indicative term rate data available
b. Use the spread adjustment associated with the difference between LIBOR and a compound

average of SOFR in arrears as an appropriate spread adjustment for the forward-looking term
rate

c. Use the spread between LIBOR and EFFR OIS rates, adjusted for the mean difference between
compound averages of EFFR and SOFR

The above responses are submitted by Ian Walker and David Knutson on behalf of Covenant Review
and The Credit Roundtable, respectively. We welcome the opportunity to discuss our concerns,
opinions and recommendations in greater detail. Please direct any questions to Kelly Byrne Skarupa of
The Credit Roundtable at kbyrne@taminc.com or (914) 332-0042.

Kind Regards,

Kelly Byrne Skarupa

Kelly Byrne Skarupa | The Credit Roundtable
25 North Broadway, Tarrytown, NY 10591
phone: (914) 332 0042
email: kbyrne@taminc.com | website: www.thecreditroundtable.org


