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Establishing a term structure for SOFR is considered by many to be a critical step in the LIBOR 
transition process. There have been several recent developments that suggest we are getting 
closer to a SOFR term rate being an option for borrowers and lenders, at least in some capacity.

1. WHY DO MARKET PARTICIPANTS CARE ABOUT A TERM 
STRUCTURE FOR SOFR? 

While regulators have encouraged lenders to move forward with the adoption of SOFR prior to the acceptance 
of a SOFR term structure, all else being equal, most market participants seem to prefer using a term structure 
methodology over other averaging or compounding methodologies. Market participants have a greater 
comfort level with term structure from the many years of indexing to LIBOR, where term structure was 
prevalent. Also, both borrowers and lenders would prefer to have 1) a forward-looking index, which reflects the 
expectation of rates over the actual interest period; and 2) an index setting that is known at the beginning of 
the interest period (as opposed to in arrears calculations that are not known until the end of the interest period). 
Lastly, the ARRC recommended fallback language lists SOFR Term at the top of the waterfall.

2. WHERE ARE WE NOW?

• In their initial timeline, the regulators had hoped to have a functioning SOFR  
term structure by June 2021. 

• In March, they announced that June was not going to be realistic. They hoped the timing would  
be by the end of the year but warned that it could slip until 2022.

• In April, the Chicago Mercantile Exchange Group (CME) announced the launch of a term  
structure for SOFR (one-, three- and six-month tenors). 

• On May 21st, the ARRC announced that the CME Group had been selected to administer  
a forward looking SOFR term rate.
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4. WHEN DO WE EXPECT IT TO HAPPEN? 

In June, a subcommittee of the CFTC’s Market Risk Advisory Committee recommended that as of July 26th, 
all interdealer brokers replace trading of LIBOR linear swaps with SOFR linear swaps (note that this does not 
include any interest rate caps or dealer-to-customer transactions). The expectation is that this recommendation 
will be accepted and will lead to a dramatic increase in SOFR derivative volume; which will shortly thereafter 
lead to the ARRC officially endorsement of the CME term structure. 

5. WHAT ARE THE IMPLICATIONS  

When the ARRC endorses the CME term rates, the SOFR term rate will be an eligible rate for those  
loans that include the ARRC language with the relevant waterfall structure. However, the ARRC and  
other authorities have repeatedly suggested that any SOFR term rate may only be appropriate for use  
in a narrow set of circumstances. With that, it remains to be seen if, and when, new loan originations  
and derivatives will be indexed to a SOFR term rate, but it certainly will mark an important milestone  
in the LIBOR transition process. 

MITCHELL W. KIFFE
Senior Managing Director
+1 703 905 0249
mitchell.kiffe@cbre.com

CHRIS MOORE
Managing Director
+1 484 731 0402
cmoore@chathamfinancial.com

JEFF HURLEY
Senior Managing Director
+1 832838 5058
jeff.hurley@cbre.com

KEN RICHER
Director
+1 720 746 6529
kricher@chathamfinancial.com

CHELSEA VILES CUTLER
Managing Director
+1 832 541 7782
chelsea.cutler@cbre.com

MATT HOFFMAN
Director
+1 484 731 0175
mhoffman@chathamfinancial.com

LEARN MORE ABOUT CBRE DEBT & STRUCTURED FINANCE LEARN MORE ABOUT CHATHAM FINANCIAL

FAQ: SOFR TERM STRUCTURE
Part of The LIBOR Transition Series

As always, please reach out to your CBRE or Chatham contacts with questions or for more information.

3. WHAT STILL NEEDS TO HAPPEN? 

The ARRC need to officially bless the SOFR term rate publication of the CME Group as being based on 
sufficient transaction date to be considered robust. Notably, CME self-certified that its rate is aligned with the 
IOSCO Principles for Financial Benchmarks, a key threshold to market adoption.




