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On July 29th, 2021, the Alternative Reference Rates Committee (ARCC) officially endorsed 
the CME Group’s forward-looking Secured Overnight Financing Rate (SOFR) Term Rates.  This 
recommendation occurred, as expected, shortly after the July 26th adoption of the SOFR First 
Initiative; whereby linear swaps and other instruments in the inter-deal market would default to 
be indexed to SOFR, rather than LIBOR.  The associated increase in derivative volume from the 
SOFR First Initiative was the final step necessary to give the ARRC confidence that the term rates 
would be consistent with principles they had previously laid out. 

SOFR Term sits at the top of the waterfall for the recommended replacement language by 
the ARCC and can be found in the fallback language of many loans.  According to the ARRC 
fallback language, a SOFR Term index required the endorsement of the ARCC to be eligible as 
a replacement index, and this condition has now been satisfied.

In addition to impacting legacy loans, the ARCC “supports the use of SOFR Term Rates for 
business loan activity, where adapting to an overnight rate could be more difficult.”  In addition, 
while the ARRC does not support SOFR Term Rates for derivative markets, it does acknowledge 
that end users may use them to hedge loans that use SOFR Term Rates.  This should open the 
door, in some capacity, for SOFR Term Rates to be the underlying index in new originations and 
the related hedges.

This endorsement is the final step in the Paced Transition Plan that the ARRC outlined in 2017.  
Also, many borrowers and lenders have expressed that a term structure was an important 
feature to them in any replacement index for LIBOR and, thus, will likely contribute to a greater 
acceptance of SOFR. This availability of a term structure for SOFR may also slow adoption of the 
credit sensitive rates like Bloomberg Short-Term Bank Yield Index (BSBY), which had been touted 
as superior to SOFR in part for their term structure.

Part of The LIBOR Transition Series

See piece titled June 2021: FAQ: SOFR Term Structure for additional context. 

https://www.cbre.us/-/media/files/libor/faq-sofr-term-structure-june-2021.pdf
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As always, please reach out to your CBRE or Chatham  
contacts with questions or for more information.
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