The Commercial and Legal Legacy of the LIBOR Sunset
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The Commercial and Legal Legacy of the LIBOR Sunset.

By Paval Panchal.

What is Context? “The End of the World’s Most Important Number”

For nearly half a century, the London Interbank Offered Rate (LIBOR) functioned as the
financial world’s most influential benchmark. It determined interest payments on more than
$250 trillion in derivatives, business loans, mortgages, and bonds. Yet LIBOR rested on a
fragile foundation daily estimate submitted by major banks that were meant to approximate
borrowing costs. This subjective method ultimately proved -catastrophic: widespread
manipulation and collusion were uncovered globally, resulting in billions in fines and multiple
criminal convictions.
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Regulators concluded that a benchmark dependent on bank judgment rather than transparent,
real market transactions, was inherently flawed. LIBOR’s remaining U.S. dollar tenors were
permanently discontinued in June 2023, ending an era and triggering one of the most complex
legal transitions in financial history.

The challenge was technical and existential. The global system needed a reliable replacement
benchmark, but trillions in existing “legacy” contracts referenced LIBOR with no meaningful
fallback language. Without intervention, these contracts would literally cease to function
creating systemic legal and commercial risk worldwide.

What’s Happening? “The Global Benchmark Transition”

To replace LIBOR, regulators and industry bodies adopted Risk-Free Rates (RFRs)
transparent, transaction-based benchmarks. In the U.S., this meant transitioning to the Secured
Overnight Financing Rate (SOFR), published by the Federal Reserve Bank of New York.
Unlike LIBOR, SOFR is based entirely on actual overnight repo transactions, making it near
risk-free and immune to manipulation.

The transition unfolds across two fronts:
A. New Contracts

From 2021 onward, all new financial agreements were drafted using SOFR or other RFRs. This
represented a sweeping rewrite of commercial templates, loan agreements, derivatives
documentation, and pricing models.

The LIBOR Crisis: A Chain of Causation

Problem

B. Legacy Contracts — The “Tough”

[ Stage 5:

Stage 1: Stage 2: Stage 3: Regulatory The Global
Design Flaw The Scandal Confidence Mandate Transition

Result: Massive Legal & Operational Effort to Redefine Global Finance

Millions of outstanding agreements continued
referencing LIBOR without specifying a
successor rate. These “tough legacy” contracts
could not function after LIBOR’s cessation.
Without intervention, courts worldwide would
face a tidal wave of disputes over payment
calculation, commercial fairness, and implied
contract terms.

The industry relied on a combination of
repapering efforts, ISDA protocols, and
government legislation to prevent systemic
disruption.

Critical Analysis: The Commercial and Future Impact & The

Legal and Compliance Impact.



The LIBOR transition reshaped legal practice and established a new global benchmark for
contractual integrity.

Absent legislative action, tough legacy contracts risked triggering lawsuits based on
“material change” arguments or unjust enrichment. To avoid mass litigation, the U.S.
passed the Adjustable Interest Rate (LIBOR) Act, which automatically replaced
LIBOR in legacy contracts with SOFR plus a standardized credit-adjustment
spread. This statutory override ensured fairness, uniformity, and commercial
continuity.

This Act remains one of the most significant financial-law interventions since Dodd-
Frank is an example of regulation stepping in not to restrict markets but to preserve
their stability.

The transition required corporations to audit millions of documents. This catalyzed the
mainstream adoption of Al-powered contract review tools capable of detecting
fallback language and identifying exposure across enterprise-wide portfolios. For many
legal departments, this was the largest compliance exercise in decades redefining
expectations for documentation hygiene and technology capability.

Derivatives tied to LIBOR required
careful amendment to preserve hedge-
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B. Commercial and Future Market Impact

The LIBOR sunset also redefined pricing, valuation, and future regulatory expectations.

e Market Efficiency & Valuation:
Because SOFR is a risk-free rate, it lacks the embedded bank-credit component present
in LIBOR. To preserve economic equivalence, market participants adopted credit
adjustment spreads, legally standardized through ARRC guidance. This avoided
unintended value transfers between lenders and borrowers and ensured consistent loan
pricing across institutions.

e Regulatory Precedent & Contract Design:



Perhaps the most enduring commercial legacy is the regulatory message:
If a benchmark is compromised, regulators will retire it even if trillions of dollars
depend on it.

This has changed how future
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This is now a non-negotiable
standard in financial drafting.

Conclusion:

The LIBOR sunset stands as one of the most complex transitions in the history of modern
finance. Through coordinated industry effort, Al-powered compliance work, ISDA protocols,

and decisive legislation, the global financial system avoided a contractual crisis of enormous

scale. The transition to transparent, transaction-based benchmarks like SOFR has reduced
systemic risk and strengthened the integrity of financial markets.

Its ultimate legacy is clear: contract clarity, regulatory resilience, and technological
capability are now foundational to modern financial stability.

Glossary of Commercial Terms:

LIBOR: The former global benchmark rate used to determine interest rates on loans
and derivatives, based on subjective bank estimates.

SOFR: The Secured Overnight Financing Rate. The primary U.S. replacement rate,
based on observable, transaction-based overnight borrowing.

Risk-Free Rates (RFRs): New interest rate benchmarks (like SOFR) based on
verifiable market transactions, lacking the bank credit risk inherent in LIBOR.

Tough Legacy Contracts: Existing financial contracts (loans, bonds) that legally
reference LIBOR but lack clear, operative language specifying a replacement rate after
LIBOR's cessation.

Repapering: The costly legal process of manually amending a contract's terms to
replace the outgoing LIBOR benchmark with a new RFR, requiring mutual consent.
Credit Adjustment Spread: A legal and commercial calculation added to a risk-free
rate (like SOFR) to account for the bank credit risk that was formerly included in
LIBOR.
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