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For over 60 years, KeyBank has been committed to helping auto dealers 
succeed. The auto industry has seen tremendous change during that 
time, and dealers like you have continuously adapted to best serve your 
businesses, your communities, and your client’s needs.

The same is true for our auto dealer finance business. We continue to invest 
in new technologies to improve efficiency and look for new creative ways 
to help solve your most pressing needs. And sometimes we make changes 
that aren’t as popular. As you probably already know, in the fourth quarter of 
2020 we announced that we were discontinuing our Indirect Retail Auto Loan 
Program. That was a difficult decision for us, but is one that we felt was best 
for our business, our company, and our shareholders.

Know that our exit from indirect is not an exit from auto dealer finance. This 
change enables us to concentrate our energies and our resources on providing 
the high-quality banking support that you need and expect from us. You 
can be confident that our decision on indirect will not affect other aspects 
of our floorplan and banking relationship business – a business that we are 
committed to and intend to grow. We will continue to leverage our extensive 
industry expertise to provide customized financial services solutions to you, 
delivered by our dedicated team of sales, service, and credit professionals.

Within the pages of this issue of our newsletter, we provide an update on 
the coming transition from LIBOR to a replacement benchmark interest rate 
called SOFR and what that means for you. And with rates at attractive levels 
now, many business owners are considering swapping their floating rate for 
a fixed rate on longer-term notes and mortgage loans. Our second article 
describes how interest rate swaps work and the advantages they may offer, 
including bringing much-needed certainty to your business.

Brian and I are excited to be leading this great team and delivering KeyBank 
to you. From loans to support and grow your business, to automated 
payment, receivable, and fraud protection services, to programs to support 
your family and your employees’ personal banking needs, we offer the tools 
to help your business thrive. We both look forward to visiting with you and 
your teams as soon as travel restrictions are lifted which we hope will be 
really soon. Thank you for your business and for your trust in KeyBank. 

Executive Outlook

Scott C. Young
National Director
KeyBank Dealer Finance

Brian Bateman
National Sales Manager
KeyBank Dealer Finance

Watch this two-minute video from Angela Mago, 
President of Key’s Commercial Bank, where she 
speaks directly to our clients and teammates about 
our ongoing commitment to serving your floorplan 
and banking needs.

https://www.key.com/businesses-institutions/business-expertise/articles/angela-mago-dealer-finance-video.jsp
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What the transition from LIBOR 
to SOFR means to you 
The London Interbank Offered Rate (LIBOR) has been the 
standard index used by banks around the world to set 
interest rates for loans, securitizations, derivatives, and 
more for over 40 years. However, LIBOR, which is based 
on transactions between banks, is no longer sufficiently 
active and thus not meaningful, making it far less relevant 
as a benchmark for financing going forward. 

As a result, governing authorities in the U.S. and 
around the world have agreed that the production and 
publication of LIBOR rates will cease, meaning that a 
different benchmark rate must take its place.

This is a global change in the financial services industry 
and banks and trade groups are working together to 
implement the transition as smoothly as possible. At 
KeyBank, we’re committed to making sure that you 
understand what’s taking place and how it will affect your 
loans with us. Be assured that while the change impacts 
the way rates are calculated, our goal is to establish a 
replacement rate that results in a similar overall borrowing 
cost to our borrowers.

From LIBOR to SOFR
Financial services companies and their regulators have 
widely selected the Secured Overnight Financing Rate 
(SOFR) as their preferred alternative to LIBOR because 
of its transparency and depth of market. SOFR is an 
overnight rate collateralized by U.S. Treasury securities 
and is considered a risk-free rate. LIBOR includes a 
Credit Risk Premium in its calculation where as SOFR 
does not. As a result, SOFR generally trades lower than 
LIBOR, and since SOFR is derived from the huge market 
for Treasury repurchase agreements, it’s at much less 
risk of disappearing.

So what will this change mean for loan rates?

Rethinking loan spreads with SOFR
When we talk about loan pricing, we typically speak in 
terms of a spread over an index, like LIBOR + 300 basis 
points. SOFR-based loans will also be set in terms of a 
spread over an index — that won’t change. We simply 
need to recalibrate the way we think about the size of 
the spread. 

To illustrate, let’s look at the following graph that compares 
a representative SOFR-based loan with a spread of  
X basis points with a LIBOR-based loan with a spread of 
X+ basis points. 

The bottom line: Even though the SOFR-based loan 
has a higher spread than the LIBOR-based loan, the 
overall cost to the borrower is about the same.

Here’s what’s happening
We know that predictability in borrowing costs plays  
an important role in managing expenses at your 
dealership. If you currently have a LIBOR-based 
loan, you can be confident that KeyBank will make 
every effort to capture the risk differential (a spread 
adjustment) between LIBOR and SOFR that results  
in a comparable overall borrowing cost for you. 

For new and renewing LIBOR-based  
loans and facilities in 2021
Under the guidance of bank regulators, KeyBank will 
cease originating new LIBOR-based loan agreements  
at some point in 2021. Variable-rate loans after that  
date will be quoted using SOFR or Prime.

For existing LIBOR-based term loans  
not up for renewal or amendment in 2021
A LIBOR-based loan agreement maturing before June 
30, 2023, can simply mature in its normal course with 
no change — you don’t need to do anything. 

In an effort to standardize our loan documents to  
make the transition to SOFR easier, we are 
approaching our borrowers with amended or fallback 
language to prepare for a future trigger event. 
Fallback language refers to text in the agreement that 
provides for a transition to an alternative benchmark 
rate — SOFR, in this case — in the event the original 
benchmark rate — LIBOR — ceases to exist.
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For a LIBOR loan maturing after June 30, 2023, we will 
need to amend the agreement with fallback language as 
well. If you have a LIBOR-based loan that matures after  
January 31, 2021, and your loan agreement already has 
fallback language outlining what happens when LIBOR 
goes away, no action may be necessary. 

For existing LIBOR-based loans with  
an interest rate swap
If you have an interest rate swap in place that is tied to  
a LIBOR-based loan, your Relationship Manager and our 
interest rate swap specialists will work with you to make 
any necessary adjustments. For more detail on loans 
and interest rate swaps, please see the companion 
article in this newsletter.

FILLER PHOTO

We’re on top of the change 
KeyBank is well-positioned for the change 
to SOFR. Over the next several months, our 
Relationship Managers will continue to be 
reviewing loan documents and contracts with 
each client prior to the transition. We’ll work 
closely with you to identify what the change  
will mean and recommend any necessary 
next steps. And along the way we’ll monitor 
developments in this industry-wide transition  
and keep you up to date.

Hedging against rising rates  
with interest rate swaps 
It’s great to be a borrower when rates are low. And if 
your dealership has a loan with a floating rate based 
on LIBOR (London Interbank Offered Rate), you’ve 
benefitted from a long period of historically low rates. 
However, there are two important developments that 
you’ll need to keep in mind in the weeks and months 
ahead: the threat of rising interest rates and the 
transition from LIBOR to a new loan benchmark rate.  

Interest rate risk 
The rollout of the coronavirus vaccine, further 
government stimulus, and expectations of economic 
recovery are pushing long-term yields higher, resulting 
in a steepening of the yield curve. A steep yield curve — 
when there is a large spread between shorter-term bond 
rates and longer-term bond rates — often precedes 
a period of economic expansion: This is because the 
market expects that the Federal Reserve Bank will raise 
rates in the future to keep the lid on inflation.

An expanding economy is great news, of course. But 
for a dealership with long-term assets that are financed 
with loans tied to short-term variable rates, a rising rate 
environment can do significant damage to profitability 
and cash flow. To address this risk, many dealerships 
are exploring a tool called interest rate swaps.
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The transition from LIBOR to SOFR
Many dealerships have been able to hedge interest rate 
risk by using swaps aligned with their LIBOR-based 
loans. However, the financial services industry is now in 
the process of replacing LIBOR in loan agreements with 
a new benchmark rate (see the accompanying article 
in this newsletter for further explanation). Loans with 
variable rates that would have been based on LIBOR  
will be transitioned to SOFR, which means that the swap 
agreement has to reflect the new benchmark.

You may be using an interest rate swap to hedge your 
exposure in a LIBOR-based loan. For existing loans  
with an interest rate swap, KeyBank plans on leaving 
the loan and swap agreements in place if they are due 
to mature before 2023 — you don’t have to do anything. 
If you have existing loan and hedging agreements that 
mature after that time, we may need to revisit these to 
incorporate fallback language if it is not already in the 
agreements.  

Fallback language provides for a transition to an 
alternative benchmark rate — SOFR, in this case — in the 
event the original benchmark rate — LIBOR — ceases to 
exist. For a LIBOR loan and swap maturing after June 30, 
2023, KeyBank will amend the agreements with fallback 
language if necessary. If you have a LIBOR-based 
loan that matures after 2021 and your loan and swap 

agreements already have fallback language outlining  
what happens when LIBOR goes away, no action may  
be needed.

For new loans with an interest rate swap, we will continue 
to use a LIBOR-based loan and interest rate hedge with 
appropriate fallback language until a sufficient SOFR 
futures market develops. 

Our intention during the transition is that clients with 
swaps will pay as close as possible if not the same 
rate as with their LIBOR-based loan and swap. Your 
Relationship Manager and swaps specialist will keep  
you informed about how the swap market will interact 
with the loan as we go forward.

Managing interest rate exposure  
with KeyBank
KeyBank’s Interest Rate Risk Management Group 
works closely with clients to design and implement a 
customized solution to meet their specific needs and 
circumstances. We take the time to understand each 
dealership’s financial goals and strategy to ensure that 
the swap meets their needs. 

We begin by quantifying the dealer’s exposure to 
changes in interest rates and identify the risks that can 
be hedged. Our specialists then create a comprehensive 
strategy that incorporates a recommended interest 
rate swap, execution, optimal time frame involved, 
documentation of risk management goals, and any 
constraints or limitations. After the hedge is implemented, 
we remain engaged with the client to monitor results  
and make any needed changes.

With KeyBank, you get auto dealership industry 
knowledge, sophisticated financial solutions, and capital 
markets expertise — a powerful combination.

Implementing an interest rate swap can 
enable a dealership to lock in today’s 
long-term rates to avoid running the risk 
of higher rates in the future — a prudent 
decision when rates are on the rise.

How interest rate swaps work
An interest rate swap is a contractual agreement 
between a client and a bank to exchange interest cash 
flows over a period of time. To hedge against rising 
rates, a dealership with floating rate debt can enter 
into a swap agreement — a contract separate from the 
loan agreement — with a bank to effectively convert the 
floating-rate obligation to fixed-rate payments.  

The borrower does not have to make any changes to the 
underlying loan: The principal is not exchanged and only 
interest payments are affected. In addition, a swap can 
be structured to cover interest on all or only a part of the 
debt involved.

While you’re examining 
your dealership’s financing 
alternatives, make sure you  

talk with your Relationship Manager about  
your personal financial needs. A new loan  
or mortgage refinancing may be the perfect 
move with rates as low as they are today. 

Whether it’s helping your dealership thrive or 
providing financial services for you and your 
family, KeyBank is here for you.
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This material is presented for informational purposes only and should not be construed as individual tax or financial advice. KeyBank does not provide legal advice. 
Investment products are:

NOT FDIC INSURED • NOT BANK GUARANTEED • MAY LOSE VALUE • NOT A DEPOSIT • NOT INSURED BY ANY FEDERAL OR STATE GOVERNMENT AGENCY

As a service to our clients, KeyBank is providing this brief overview to raise client awareness. KeyBank does not make any warranties regarding the results obtained from the  
use of this information. The information and recommendations contained herein are compiled from sources deemed reliable but are not represented to be accurate or complete. 
In providing this information, neither KeyBank nor its affiliates are acting as your agent, broker, advisor, or fiduciary, or are offering any tax, accounting, or legal advice regarding 
these instruments or transactions.
Credit applications are subject to credit approval. ©2021 KeyCorp. KeyBank is Member FDIC.   210419-1020330

Paycheck Protection Program at a glance 
Key was one of the top providers of Paycheck Protection Program (PPP) loans in the country in 2020.

Phase Loans Processed  Funding Provided

Rounds 1, 2 43,555 $8.0B

Round 3 16,648 $1.8B

Total 60,203 $9.8B

Success Rate

100%
for all Auto Dealers who 
applied through KeyBank 

Let’s talk about your business 
For more information, contact Brian Bateman at brian_p_bateman@keybank.com or visit key.com/dealer.

mailto:brian_p_bateman%40keybank.com?subject=

