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The consultation for second position paper on the 

proposed enhancements of LIBOR by the ICE 
Benchmark Administration Ltd. (IBA) ended on 16th 
Oct 2015. The publication of the paper, released in 
July 2015, is an important step for a marked and 
robust benchmark regime. Though the final 
recommendations are due by the end of 2015, it is 
critical to note that the proposals presented by IBA will 
have significant impact on the administration of LIBOR. 

The key takeaway from the paper is the introduction of 
a new “waterfall” methodology aimed at ensuring that 
the rate is available even in the times of stress. 
According to this, rates submitted by the banks for the 
determination of LIBOR should be based on  a three 
tier prescription: 

‣ Tier 1 - Transaction Based 

‣ Tier 2 - Transaction Derived 

‣ Tier 3 - Expert Judgement 

To a large extent, the determination methodology 
ensures that the LIBOR rate is based on the 
transactions. 

Transaction Based 

Under Tier 1 of the approach, IBA prescribes that the 
participating banks should use Volume Weighted 
Average Price (VWAP) based eligible transaction 
information for determining the submitted rate. With a 
view to increase the availability of transaction data, the 
paper proposed changes to the counterparty types, 
funding locations, type of transactions, and transaction 
timing.  

Inclusion of corporates in the list of counterparties is a 
key proposal consistent with the ideology that the non-

inclusion of these large transactions would lead to a 
misrepresentation of LIBOR.

Waterfall Methodology

“ LIBOR is the world’s most important short-
term interest rate benchmark, referenced by 
transactions totalling an estimated $350 
trillion. IBA is investing significant resources 
to strengthen the calculation methodology 
and governance of LIBOR in order to restore 
market confidence and integrity to this vital 

economic benchmark.” 
-Finbarr Hutcheson, 

President of IBA

The question remains as to the limit for minimum 
threshold size for corporates - which is will be finalised 
after taking into account industry opinion. Another 
aspect to consider is the proposal of introducing more 
funding locations, albeit managed by IBA, to cover 
across the geographical profiles of the submitters. 
While this would bring in more transaction data into 
the submission gamut, it would also imply that there 
would be additional challenges in terms of 
implementation costs, complexity and risks. 

With regards to transaction timings, the papers 
proposes four kinds of implementation options such as 
using VWAP from previous submission, rates based on 
previous day data, expanded same day transaction 
window and rate based on predetermined transaction 
window. It should be noted that the type of 
transactions that can be included are limited though. 
The paper proposed only a handful of products which 
can be considered for transactions. 

Transaction size is another crucial factor in determining 
the LIBOR submissions. The threshold for transaction 
size should balance between potential manipulations 
and be a optimal representation of the wholesale 
market. The paper also proposed the standardisation 
of tenor bucketing with the a proposed list of tenors 
and the corresponding maturity brackets.  



Transaction Derived 

Consistent with the waterfall methodology, if the submitter 
has insufficient transaction data according to Level 1, then 
they may utilise inputs proposed in Level 2 in a nested 
waterfall method in a sequential order: 

‣ Historical Transactions: Adjusted for day-on-day changes 
of a correlated rate. The maximum number of days (rolling 
periods) for which the historical transaction data can be 
used is predetermined by LIBOR oversight committee for 
each currency-tenor combination.  

‣ Interpolation: Can be used to fill gaps in the curve when 
the historical transaction data is beyond the set historical 
rolling periods. This can be achieved through either a 
straight line interpolation between tenors or though 
decomposing the available rates into risk free rate and 
credit premium. 

‣ Extrapolation: Similar to interpolation, this method can be 
used when a tenor has no transactions and only a single 
neighbouring tenor has a transaction. This can be 
achieved through straight line interpolation or through 
decomposing of trades into risk free rate and credit 
premium. 

Expert Judgement 

In case of insufficiency of trades and the rates as per Level 1 
and 2 being unrepresentative of the bank’s position, 
submitters can use expert judgement to propose the 
submission rate. The use of expert judgement though can be 
effected only through removal of unrepresentative trades or 
through actual adjustment of rates, though the latter is 
subject to governance and control mechanisms to avoid any 
potential manipulative behaviour. 

 The submitter should notify the IBA in the event of using the 
expert judgement and also the reason for adoption. It is also 
important to note that the usage of expert judgement is 
subject to two elements - a bank designed, IBA approved 
formula and a predetermined framework. 

“ The key aspects of IBA’s proposals for 
the evolut ion of L IBOR remain 
unchanged. They are to base LIBOR on 
transactions where there is adequate 
activity, and having a waterfall of 
methodologies for submissions so that 
LIBOR rates can be published in all 

market circumstances.”



What Next 

The efforts of ICE to develop a consistent and robust 
measure with regards to LIBOR submission and 
governance is a crucial process. This is in principle with 
FSB guidelines and overall benchmark regulatory 
framework. The proposed waterfall methodology 
ensures a better representation of LIBOR.  

The inclusion of corporates as a counterparty is an 
interesting step taken by IBA. The current proposal to 
consider the transactions of those corporates whose size 
is beyond the set threshold is a key proposal as 
discussed earlier. Credit rating of the corporates could 
also be included as a factor where the transactions of 
only those corporates whose credit rating is beyond a 
set threshold should be considered.  

With regards to the calculation methodology of LIBOR, it 
would be better if “Adaptive Trimmed Mean” (ATM) is 
used. The number of top “N” and bottom “N” 
observations trimmed should not be fixed. Rather its 
should dynamically be determined based on business 
considerations. This model can also be applied to the 
number of submitters which can be determined 
dynamically. 

IBA will soon publish the LIBOR reforms which will 
need to be implemented by the banks in 2016. With a 
short implementation window, banks have a 
challenging task ahead of them from understanding 
the requirements for compliance, setting up of the 
necessary infrastructure to implementation and 
submission, on time.  

Banks need to also needs to consider the potential 
impacts of European regulation on benchmarks that is 
likely to come into effect in 2017. The management 
vision should consider the big picture by designing 
and implementing robust, scalable, sustainable and 
auditable system that supports timely submission of 
LIBOR.
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ACAPM is a global consulting firm with a specialisation in 
Capital Markets and Risk Management.  

We deliver exceptional value to our clients enabling them 
to cope with new regulations, improve governance and 
achieve efficient capital management through cutting-
edge product solutions, consulting and advisory services. 

The RegCube® and BenchmarkCube® suite of regulatory 
solutions from ACAPM, enables banks and financial 
institutions to plan, strategise and proactively respond to 
regulatory changes. With a multidimensional solution 
approach, RegCube® helps financial institutions to keep a 
close watch on the pulse of the regulations empowering 
them to navigate the path to regulatory compliance with 
precise and actionable elements.
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