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This document:

(a) has been prepared by Santander UK plc and its subsidiaries (Santander UK) and is provided for information purposes only and is subject to change. It is indicative only and not binding.

(b) all opinions and estimates are given as of the date of this document and are subject to change. Santander UK is not obliged to inform recipients of this communication of any change to such 
opinions or estimates.

(c) is general in nature and does not take into account any specific investment objectives, financial situation or particular needs of any particular person

(d) does not constitute an offer, an invitation or a recommendation to enter into any product or service and does not constitute advice, solicitation to buy or sell securities, investments or other 
financial products or transactions and/or a personal recommendation. Any entry into any product or service requires a formal agreement with Santander UK which will be subject to internal 
approvals and execution of binding documents.

(e) may not be reproduced, distributed or transmitted (in whole or in part) without the prior written permission of Santander UK.

(f) has not been reviewed or approved by any regulatory authority.

In the normal course of offering products and services, Santander UK may act in several capacities and simultaneously, giving rise to potential conflicts of interest which may impact the 
performance of the products.

Where information in this document has been obtained from third party sources, Santander UK believes those sources to be reliable but it does not guarantee the information’s accuracy and you 
should note that it may be incomplete or condensed.

Neither Santander UK nor any of its directors, officers, employees, representatives or agents, accepts any liability whatsoever for any direct, indirect or consequential losses (in contract, tort or 
otherwise) arising from the use of this communication or its contents or reliance on the information contained herein, except to the extent this would be prohibited by law or regulation. Law or 
regulation in certain countries may restrict the manner of distribution of this communication and the availability of the products and services, and persons who come into possession of this 
publication are required to inform themselves of and observe such restrictions.

You have sole responsibility for the management of your tax, accounting and legal affairs including making any applicable filings and payments and complying with any applicable laws and 
regulations. Santander UK has not and will not provide you with tax or legal advice and recommend that you obtain independent tax, accounting and legal advice tailored to your individual 
circumstances.

Disclaimer
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The details:

• SONIA (the Sterling Overnight Index Average) is a widely used sterling interest rate benchmark that was introduced in 1997.  It is calculated and published by 

the Bank of England on a T+1 basis.

• It is based on the rates paid by banks to borrow in sterling overnight on an unsecured basis from other financial institutions.

• SONIA can be used as the reference rate in calculating the interest in a variable rate agreement.  For example, it can be used in place of LIBOR.

• There are some important differences between SONIA and LIBOR, namely:

− SONIA is based on actual transactions.  In contrast, since the underlying market that LIBOR measures is no longer used in any significant volume, the 

submissions used to calculate LIBOR are often based (at least in part) on expert judgement.  Being anchored in active, liquid underlying markets makes 

SONIA a more robust interest rate benchmark, relative to LIBOR.

− LIBOR is a set of mostly forward-looking term rates; SONIA is an overnight rate.

− LIBOR contains a term (liquidity) and credit premium; SONIA is not designed to contain these.

• As SONIA is an overnight rate, backward-looking (or ‘in arrears’) average calculations may need to be used.  Mainly, the interest payment calculations in 

existing SONIA referencing contracts are based on a ‘compounded average’ of SONIA over the relevant period.

What is SONIA?

SONIA is the Sterling Overnight Index Average.  It is a widely used interest rate benchmark that reflects the average of the interest rates paid by banks 
to borrow sterling overnight from other financial institutions.

SONIA was introduced in 1997 and is now administered by the Bank of England, which is responsible for its governance and publication.  In April 2017, 
the Working Group on Sterling Risk-Free Reference Rates announced SONIA as its preferred interest rate for sterling transactions.
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How is SONIA calculated and published?    The calculation and publication of SONIA can be described in four steps.

Data Collection

• Every day by 7am, 

relevant financial 

institutions send to the 

Bank of England details 

of all ‘eligible 

transactions’ from the 

previous day.

• Eligible transactions are 

those where banks 

borrow £25 million or 

more by value of 

sterling, unsecured, for 

one business day from 

other financial 

institutions, and where 

the transactions are 

executed between 

00:00 and 18:00 UK 

time and settled that 

same day.

Checking

• The Bank of England 

performs plausibility 

checks on the data it 

has received.

Calculation

• The Bank of England 

calculates SONIA by 

taking a ‘trimmed 

mean’ of the interest 

rates paid on eligible 

transactions.

• The ‘trimmed mean’ is 

the volume-weighted 

mean rate, based on the 

central 50% of the 

volume-weighted 

distribution of rates, 

rounded to four decimal 

places.

Publication

• The SONIA rate for a 

given London business 

day is published by the 

Bank of England at 

09:00 on the following 

London business day.
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How is SONIA used?

SONIA can be used as the reference rate in calculating the interest in a variable rate agreement.  In fact, financial 

businesses and institutions already use SONIA to value around £30 trillion of assets each year.  For example, 

SONIA is used to calculate the interest paid on swap transactions, futures transactions, sterling floating rate notes 

and some loan agreements.

In April 2017, the Working Group on Sterling Risk-Free Reference Rates recommended SONIA as its preferred 

interest rate for sterling transactions.

https://www.bankofengland.co.uk/markets/sonia-benchmark
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What are the main differences between LIBOR and SONIA?

There are some important differences in the characteristics of LIBOR and SONIA

LIBOR SONIA

Inputs to calculation The underlying market that LIBOR measures is no longer 
used in any significant volume.  Therefore, the submissions 
made by banks to sustain LIBOR rates are often based (at 
least in part) on expert judgement rather than actual 
transactions.

In contrast, SONIA is based on actual transactions.  
According to the Working Group on Sterling Risk-Free 
Reference Rates, being anchored in active, liquid 
underlying markets makes SONIA a more robust interest 
rate benchmark, relative to LIBOR.

Term LIBOR is a set of mostly forward-looking term rates 
(commonly used are 3 month LIBOR and 6 month LIBOR).  
This means that the LIBOR rate for an interest or 
calculation period is set at the start of that period. 

In contrast, SONIA is an overnight rate. This means that 
the rate for an interest or calculation period is determined 
by looking back at the SONIA rates over that period.

Term (liquidity) 

premium and credit 

premium

LIBOR term rates contain an element of ‘term (liquidity) 
premium’.  This is because setting an interest rate now for a 
point in the future involves taking a view on how interest 
rates might change over the intervening period, which is 
uncertain.  In addition, LIBOR term rates contain an 
element of ‘credit premium’ (it implies bank credit risk).

In contrast, SONIA is an overnight rate and borrowing 
overnight in wholesale markets is very nearly risk-free, so 
SONIA is not designed to contain a term or credit premium.  
That said, the same considerations (e.g. term risk) would 
continue to apply to setting the margin over SONIA, as for 
any other reference rate (e.g. in a loan).

Publication times LIBOR rates for a given day are published on the same day. The SONIA rate for a given London business day is 
published on the next London business day.



What are the main differences between LIBOR and SONIA? (continued)

There are also some important differences in the way LIBOR and SONIA rates move

➢ Since LIBOR term rates contain term (liquidity) and 
credit premiums, they can move more than SONIA 
and Base Rate during times of market volatility.

➢ In contrast, as SONIA is an overnight rate, backward 
looking compounded averages of SONIA have tended 
to remain close to Bank Rate, even during periods of 
market volatility.

0.00%

0.25%

0.50%

0.75%

1.00%

3m £ LIBOR SONIA Bank rate

Source:  Bloomberg Source:  Consultation on credit adjustment spread methodologies for 

fallbacks in cash products referencing GBP LIBOR
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https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/consultation-on-credit-adjustment-spread-methodologies-for-fallbacks-in-cash-products-referencing-gb.pdf?la=en&hash=D893C0D56C992CBB0F4F3B7FAD1F2421F831DD85


The differences between SONIA and LIBOR have implications for how interest and other payments 

may be calculated.

In most cases, the LIBOR rate for an interest or calculation period is set at the start of that period, 

with payment due at the end.  That is, a term LIBOR rate is used.

In contrast, as SONIA is an overnight rate, backward-looking (or ‘in arrears’) average calculations 

may need to be used.  In fact, these are already used in SONIA swaps, SONIA futures, SONIA-

referencing float rate notes and in a number of SONIA-referencing loan agreements.  Mainly, the 

interest payment calculations in these contracts are based on a ‘compounded average’ of SONIA 

over the relevant period.

The ability to use a LIBOR term rate provides certainty of funding costs at the beginning of the 

interest period, and thereby assists with cashflow management.  In contrast, as SONIA is an 

overnight rate, the average of SONIA rates over an interest or calculation period can only be fully 

determined at the end of that period.  Where SONIA is used for an interest period greater than 

overnight, the rate is in effect calculated each day and, at the end of an interest period, it can be 

compounded to produce an interest rate over the period.

Some SONIA linked products apply a ‘look back’.  For example, with a five day look back, the 

SONIA rate applied on any given day is the one from five business days ago.  This allows the 

interest payments due over a period to be calculated a number of days before the end of the 

period.  It also allows for some advanced notice of interest payable to be provided.

A ‘compounded average’ is achieved 

by, in effect and for the full interest 

calculation period, calculating the 

interest due each day – based on 

SONIA – and adding this to the 

principle amount for the next day’s 

calculation.

How do these differences mean that SONIA is used differently to LIBOR?

Day 1 of 
interest period

Example of SONIA with a 5 business day look back 

(3 month interest period)

Day 90 of 
interest period

(payment due)

SONIA rate published 5 
business days before interest 

period ends 
Interest period

SONIA rate 
published 5 business 

days before interest 

period starts

SONIA rate
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What are Term SONIA Reference Rates and how might they be used?

Term SONIA Reference Rates (TSRRs) are currently available in ‘beta’ form.  However, TSRRs are expected to be applied in a limited set 

of use cases only. The Working Group on Sterling Risk-Free Reference Rates has published guidance on timings around the expected 

publication of, and use cases for, forward looking Term SONIA Reference Rates.

TSRR use cases

On use cases, the Task Force considered that “use of SONIA compounded in arrears was appropriate and is likely operationally 

achievable for approximately 90% by value of the Sterling LIBOR loan market”, and that the use of a TSRR “will be limited”.  Generally, 

the four areas requiring alternative rates to a SONIA compounding in arrears rate (e.g. a TSRR, base rate variable or fixed rate were 

defined as:

(a) smaller corporate, wealth and retail clients, for whom simplicity and/or payment certainty is a key factor (the guidance suggests 

some quantitative thresholds and a decision tree);

(b) trade and working capital products such as supply chain finance and receivable facilities that require a term rate or equivalent to 

calculate forward discounted cash flows to price the value of assets into the future;

(c) export finance and emerging market loan clients typically that require much more time to make payments of interest and principal

payments, sometimes in excess of 30 days, and so need a term rate or equivalent rate to help determine interest payments out into 

the future; and

(d) Islamic facilities that can pay variable rates of return so long as the variable element is pre-determined.

On timing, the Working Group on Sterling Risk-Free Reference Rates has indicated that “Discussions around removal of the beta tag are 

expected towards the end of 2020.” 
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https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/use-cases-of-benchmark-rates-compounded-in-arrears-term-rate-and-further-alternatives.pdf?la=en&hash=22BA20A8728D9844E5A036C837874CA3E70FEAE1
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/rfrwg-term-sonia-reference-rate-summary.pdf?la=en&hash=B7360E607A9B7E83663361E7970B9D90B2CC56D0


10

Santander

https://www.santandercb.co.uk/insight-and-events/news/replacement-libor

Bank of England

https://www.bankofengland.co.uk/markets/sonia-benchmark

https://www.bankofengland.co.uk/markets/sonia-benchmark/administration-of-sonia

https://www.bankofengland.co.uk/markets/sonia-benchmark/sonia-key-features-and-policies

https://www.bankofengland.co.uk/markets/transition-to-sterling-risk-free-rates-from-libor

https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/what-you-need-to-know-about-libor-

transition.pdf?la=en&hash=C1AF77CC308280CF84794D152005A3635546A850

https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/use-cases-of-benchmark-rates-compounded-in-arrears-

term-rate-and-further-alternatives.pdf?la=en&hash=22BA20A8728D9844E5A036C837874CA3E70FEAE1

Sources and helpful links for additional details

https://www.bankofengland.co.uk/markets/sonia-benchmark
https://www.bankofengland.co.uk/markets/sonia-benchmark/administration-of-sonia
https://www.bankofengland.co.uk/markets/sonia-benchmark/sonia-key-features-and-policies
https://www.bankofengland.co.uk/markets/transition-to-sterling-risk-free-rates-from-libor
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/what-you-need-to-know-about-libor-transition.pdf?la=en&hash=C1AF77CC308280CF84794D152005A3635546A850
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/use-cases-of-benchmark-rates-compounded-in-arrears-term-rate-and-further-alternatives.pdf?la=en&hash=22BA20A8728D9844E5A036C837874CA3E70FEAE1

