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Stonebridge F.A.Q. on the potential impact to the Preferred and Hybrid 

Securities Market from LIBOR’s phase-out, January 14, 2019 

In this note we address the planned decommissioning of London Interbank Offered Rate (LIBOR) and the potential 

impact to the preferred and hybrid securities market.  Recently, a few news and research outlets have published 

commentary on the LIBOR language in prospectuses of certain preferred securities and the potential risk if LIBOR is 

decommissioned.  The commentaries tend to focus on the same risks that have been impacting these specific securities 

since the LIBOR phase-out was first announced in July 2017, and in our opinion, no new information has been brought to 

light by these recent reports.    

What is happening with LIBOR? 

The planned phase-out of LIBOR was first addressed in July of 2017 by the UK’s Financial Conduct Authority (regulator of 

LIBOR since April, 2013).   While regulators target year-end 2021 to phase out LIBOR, progress has been slow in 

establishing LIBOR’s replacement, currently expected to be SOFR (Secured Overnight Financing Rate).   Given the 

complexity of LIBOR’s phase-out (trillions of dollars of derivatives and securities reference LIBOR) the target date may be 

extended beyond 2021 to allow for an orderly transition.   

How will this affect the preferred and hybrid securities market? 

Overall, only a portion of the preferred and hybrid securities market could see a direct impact and regulators have been 

seeking feedback from market participants on how to minimize the market disruption.   US based issuers of preferred 

and hybrid securities in particular tend to use LIBOR as the floating rate benchmark for variable rate securities within the 

preferred and hybrid market.  Alternatively, some variable rate securities reset off of treasuries, SOFR or swaps.  For 

example, European contingent convertible securities (CoCos) typically reset using a swap based benchmark rate.  Fixed 

rate coupon securities, which account for the majority of the $25 par exchange traded market, are not impacted.   

Do all LIBOR based variable rate securities have the same risk? 

No, the potential risk from the decommissioning of LIBOR varies depending on the contractual language in prospectuses.  

Most securities issued since the transition plan was announced allow for a substitute floating rate benchmark if LIBOR is 

unavailable.  The majority of securities issued prior to the phase-out plan use an alternative rate mechanism that, based 

on current market rates, would result in a fixed coupon similar to the initial coupon rate.  There are only a small group of 

securities that have potentially unfavorable language including, most notably, the preferred securities issued by 

Citigroup.  These securities could potentially reset at a fixed-rate coupon equal to a rate between 4-5% if the security 

isn’t redeemed or the calculation methodology isn’t adjusted.  Lastly, a number of securities issued prior to the 

transition plan have no alternative rate mechanism.  These would likely require investor consent to make an adjustment 

to the prospectus if they aren’t redeemed.   
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With Citigroup preferred securities highlighted most frequently, has Citigroup publicly addressed the issue? 

Yes, Citigroup has publicly indicated on several occasions that utilizing the contractual dividend reset would likely result 

in significant investor backlash potentially driving up their overall cost of funds, of which preferred stock only represents 

a small portion.  As noted by Citigroup on their quarterly fixed income call from April 20th, 2018,  

Citigroup: "Yes, so first starting with the preferreds and you're right, we've talked about this a lot. We recognize 
that that language presents a concern for our investors. We fully appreciate that. As we've said, we really value 
the relationship with them and we recognize the need to address that as we look at the potential of LIBOR being 
discontinued. And so, that's something that we are still very focused on.  As I said, we have representation on a 
lot of the committees and working groups that are working towards the transition LIBOR and we want to work 
alongside of that to adapt industry-best practices. So, that's something that's still very much on our mind."   
 
Source: Bloomberg transcripts Citi 1Q 2018 Earnings Call – Fixed Income page 9 and 10 

 
Will regulators prevent issuers from redeeming preferred securities with questionable LIBOR language? 

We do not anticipate regulatory obstacles for Citigroup or other issuers in the refinancing of the preferreds with the 

“unfavorable” language.  Regulators are more concerned with the banks’ capital ratios as opposed to the economics of 

each individual refinancing decision.  In our opinion, denying Citigroup’s refinancing request would likely lead to 

numerous lawsuits from investors, leaving the decision up to the courts.  There is very little incentive for the Federal 

Reserve to force these securities with LIBOR as the benchmark reference rate to remain outstanding, while at the same 

time leading a market transition away from securities that have LIBOR as the benchmark rate.   

How has Stonebridge responded to these developments? 

Following the initial announcement in 2017, Stonebridge’s credit research team read through the prospectus of every 

security with LIBOR as the floating benchmark and identified the minority of securities that contained potentially 

unfavorable LIBOR language.  Stonebridge has held discussions with all of the issuers of these securities in order to 

better understand their intentions.  Stonebridge has factored the LIBOR language into all investment decisions since 

then, and continues to closely monitor new developments from regulators and issuers.  
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Please note: All opinions expressed constitute judgements as of the date of release and are subject to change without 
notice.  There can be no assurance any forecasts will be achieved.  
 


