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At present, London Interbank Offered Rate (LIBOR) is 
the most globally used benchmark for a broad range of 
financial transactions, such as those involving loans, 
bonds, and derivatives. However, as international 
efforts to reform interest rate benchmarks move ahead, 
LIBOR will likely cease permanently at end-2021. 
LIBOR is calculated and published based on rates 
submitted by multiple banks selected as panel banks. 
The U.K. authority, considering requests from panel 
banks, has made it clear that those banks will no longer 
be obliged to submit to LIBOR after 2021, in which 
case it will be practically impossible to calculate and 
publish LIBOR.1 

Given that LIBOR is widely used, it is necessary to 
prepare for its cessation to ensure the smooth 
functioning of financial intermediation through 
financial institutions and markets even immediately 
before and after LIBOR cessation. Among these 
preparations, tasks requiring efforts by the market as a 
whole, such as the construction of alternative 
benchmarks to JPY LIBOR, are being steadily 
addressed based on deliberations by, for example, the 
Cross-Industry Committee on Japanese Yen Interest 
Rate Benchmarks (hereinafter "the Committee"), for 
which the Bank of Japan (BOJ) acts as the secretariat. 
In parallel to these market-wide initiatives, it is of 
utmost importance for individual LIBOR users such as 
financial institutions, institutional investors, and non- 

 
financial corporates to press ahead with their own 
preparations. Given both the wide range of issues that 
need to be addressed and the limited time available 
until end-2021, it is necessary for all LIBOR users to 
make a strong commitment at the management level 
and push ahead with efforts in a well-planned and 
steady manner, although the extent to which LIBOR is 
used varies among entities. 

In response to the spread of COVID-19, financial 
institutions have recently been preferentially allocating 
their management resources to the provision of 
financing support for corporates and households. In 
addition, due to the pandemic, both financial 
institutions and their corporate clients have inevitably 
scaled back some operations. Accordingly, their 
preparations for LIBOR cessation have been affected in 
some areas, such as the implementation of IT system 
upgrades and discussion with customers on LIBOR 
transition. The U.K. authority, however, continues to 
urge LIBOR users to prepare for the cessation after 
2021, and insufficient preparedness could cause a 
profound negative impact at the time of cessation. 
Therefore, LIBOR users in Japan also need to push 
ahead with necessary preparations in a timely manner.2 

Against this background, the Financial Services 
Agency (FSA) and the BOJ have been jointly working 
on various initiatives to encourage private-sector 
efforts to prepare for LIBOR cessation. One such 
example is the first round of the joint survey of a wide 
range of financial institutions regarding their use of 

 

 

 
 
  

 



 

LIBOR, which was conducted in late 2019 (Chart 1). 
The aim of this survey was to (1) accurately ascertain 
the status of establishing a managerial framework and 
allocating staff to prepare for LIBOR cessation, the 
outstanding balances of financial instruments and 
transactions that reference LIBOR (hereinafter 
"LIBOR exposure"), and the adoption of alternative 
benchmarks to LIBOR at financial institutions 
operating in Japan, as well as (2) encourage these 
institutions to ensure a smooth transition. The survey 
period was October-December 2019, with the reference 
date of LIBOR exposure as of end-June 2019. The 
survey covered a total of 278 entities, including banks, 
securities companies, insurance companies, and central 
organizations of financial cooperatives. The following 
is a detailed description of the findings.3 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

framework and allocation of staff to prepare for LIBOR 
cessation and the status of preparedness of business 
operations in the individual divisions of financial 
institutions. The second covers quantitative 
information, such as the scale of LIBOR exposure by 
currency and product. 

irst explores survey findings from the 
qualitative part. As of December 2019, about 30 
percent of respondents had established specialized 
project teams or working groups that address the 
permanent cessation of LIBOR (Chart 2). By type of 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
financial institution
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1, 2 3 4 1, 2 3 4 1, 2 3 4 1, 2 3 4 1, 2 3 4
i. Customer Services Division

Development of  customer service manuals
Employee training
Explanation to customers
Discussion w ith customers on transition
Revision of contracts

ii. IT Systems Division
Identif ication of IT systems requiring upgrades
Identif ication of requirements for system upgrades
Securing budgets for IT system upgrades
Implementation of IT system upgrades

iii. Administrative Division
Identif ication of administrative rules and operational processes in need of
revision
Revision of administrative rules
Revision of operational processes

iv. Financial Accounting Division
Identif ication of issues and concerns for the preparation of f inancial
statements
Discussion w ith outside auditors (esp. on hedge accounting issues)
Developing policies for the preparation of f inancial statements

v. IR Division
Identif ication of issues and concerns for ow n-issued bonds
Development of  policy on ow n-issued bonds (incl. the consideration of  the
need for bondholders' meetings)
Explanation to investors (holders) of  ow n-issued bonds
Revision of contracts on ow n-issued bonds

vi. Markets/Risk Management Division
Adjustment of quantitative models (e.g., for fair value and VaR)
Review  of ALM f ramew ork
Review  of framew ork of managing other risks
Development of  operational risk framew ork (e.g., risks associated w ith
business procedures and computer systems)

vii. Legal Division
Review  and amendment of contract format
Preparation for litigation risks (e.g., risks arising f rom incomplete contracts
and insuff icient customer explanation, and conduct risks associated w ith
sales of  products referencing LIBOR)
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While this survey describes the situation as of end-

June 2019 for the quantitative part, subsequent 
consultation in Japan with market participants 
conducted by the Committee showed that term risk-free 
reference rates (RFRs) received the strongest support 
as alternative benchmarks to JPY LIBOR for both loans 
and bonds (Chart 10).5 Regarding the term RFRs, in 
February 2020, it was determined that QUICK Corp. 
would be the entity responsible for calculating and 
publishing "prototype rates," which are not intended for 
use in actual transactions, and it began publishing such 
rates on May 26.6 As for derivatives, the International 
Swaps and Derivatives Association (ISDA) is 
proceeding with amending the 2006 ISDA Definitions 
to include fallback provisions and publishing a protocol 
to apply these fallback provisions to derivative 
contracts entered into prior to the date of the amendment. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Accounting issues regarding interest rate hedging 
derivatives are also being addressed: the Accounting 
Standards Board of Japan (ASBJ) released the 
Exposure Draft of Practical Solution on the Treatment 
of Hedge Accounting for Financial Instruments that 
Reference LIBOR on June 3. Furthermore, the 
Committee is making progress in formulating the 
roadmap for LIBOR transition. Going forward, it is 
expected that there will be steady progress in the 
inclusion of fallback provisions through vigorous 
negotiations between contracting parties in view of 
these recent developments in the LIBOR transition.7 
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5 See Cross-Industry Committee on Japanese Yen Interest Rate 
Benchmarks, "Final Report on the Results of the Public 

 

 

Consultation on the Appropriate Choice and Usage of Japanese 
Yen Interest Rate Benchmarks," November 2019. 
6

 
https://moneyworld.jp/page/qtrf001.html. 
7 If LIBOR-linked derivatives conform to the 2006 ISDA 
Definitions, the ratification of the protocol will automatically 
introduce fallback provisions. For contracts that do not conform 
to the 2006 ISDA Definitions, the contracting parties need to 
agree to alternative benchmarks for each contract. 
8

 reference date of LIBOR exposure as 
of end-December 2020. 
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