Alternative Reference Rates Committee (ARRC)
Minutes for the September 29, 2017 Meeting

The ARRC discussed reference rate developments in the euro area, including an announcement
that the European Central Bank will publish a new unsecured overnight interest rate before
2020, and the formation of a new working group on a risk-free reference rate for the euro area.

Participants from several ARRC subgroups that had convened since the last ARRC meeting
provided overviews of their initial organizational meetings. The ARRC’s subgroups include the
Market Structures subgroup, which will examine key issues for a number of derivatives products
that are expected to reference SOFR, including futures, forward rate agreements, overnight
index swaps, basis swaps, cross-currency swaps, and options; the Regulatory Issues subgroup,
which will identify any potential hurdles to implementation posed by the current regulatory
structure, such as concerns that signing an ISDA fallback rate protocol creating more robust
fallback language for LIBOR could trigger requirements to post margin on legacy trades; the
Term Rate subgroup, which will investigate the feasibility of eventually creating a term
reference rate; several product subgroups, which will address unique issues related to floating
rate notes, business loans, securitizations, mortgages, and other consumer loans; and a Legal
subgroup, which will stand ready to answer questions generated by the other subgroups related
to legacy contracts and other issues (participants of these working groups are shown in an
attachment to these minutes). The ARRC discussed the need to coordinate its work with similar
working groups in other currency areas, and the Chair undertook to provide updates to these
working groups on the ARRC’s work and to report back to the ARRC on the work of the other
groups.

The ARRC continued its discussion from the previous meeting on how uncertainty about LIBOR’s
future after 2021 would affect the ARRC's transition plans. The ARRC noted that ISDA is working
to develop a fallback rate protocol to convert legacy swaps that reference LIBOR to instead
reference the alternative rates recommended by currency working groups and to incorporate a
spread adjustment. The ARRC discussed the need to identify a spread calculation methodology
that was robust and straightforward, but also minimized the impact on contract valuations
covered by the fallback rate protocol.

The ARRC discussed the importance of and challenges to developing a term reference rate.
Participants noted that there was insufficient activity to develop either a risk-free or a credit-
based term rate that was calculated from cash market transactions. Instead, the ARRC discussed
that any potential term reference rate would need to be based on derivative transactions that
reference the SOFR overnight rate. Once derivatives markets referencing SOFR are sufficiently
liquid and robust, which may take several years, an I0OSCO compliant term reference rate could
potentially be calculated using a variety of methodologies. Participants noted that the bulk of
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https://www.esma.europa.eu/sites/default/files/library/esma71-99-595_new_working_group_on_a_risk-free_reference_rate_for_the_euro_area.pdf

derivatives activity would need to reference SOFR directly, since SOFR is underpinned by the
highly liquid overnight repo market and is the only rate capable of supporting a large derivatives
market, but the term reference rate could in principle be used for some cash market
transactions by end users that found it difficult to transfer their systems to handle averages of
an overnight rate. The ARRC agreed to add the formulation of a term rate as an additional step
in the paced transition plan.

Federal Reserve staff summarized the results of an implementation timeline survey that ARRC
members completed prior to the meeting. The survey asked ARRC firms to provide estimates for
the dates by which they could feasibly implement each step of the paced transition plan.

The ARRC discussed its plans for the next several months, including continued subgroup work,
its roundtable on November 2, and its final report.



Attachment

The following ARRC firms, ARRC Advisory Group firms, and key Industry Associations are participating in
the ARRC’s subgroups

e Bank of America

e Barclays

e  BNP Paribas
e BNY Mellon
e (iti

e Chicago Mercantile Exchange
e Credit Suisse

e Deutsche Bank

e Fannie Mae

e Freddie Mac

e GE Capital

e Goldman Sachs

e HSBC

e International Swaps and Derivatives Association
e JP Morgan

e LCH Group

e The Loan Syndications and Trading Association

e Morgan Stanley

e Nomura

e Pacific Investment Management Company

e Quicken

e RBS

e Securities Industry and Financial Markets Association
e Société Générale

e UBS

e Wells Fargo
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