Alternative Reference Rates Committee (ARRC)

Minutes for the December 5, 2018 Meeting

The meeting started with several updates. The ARRC representative from the International
Swaps and Derivatives Association (ISDA) noted that ISDA had issued a statement summarizing
the preliminary results of its consultation on fallbacks for several interbank offered rates
including sterling and Swiss franc LIBOR. The responses showed a clear preference for falling
back to compound overnight rates in arrears and use of ISDA’s historical mean/median
approach for spread adjustments. The ARRC Chair noted that it was positive to see a consensus
emerge and looked forward to ISDA’s consultation on fallbacks for U.S. dollar LIBOR.

The ARRC Chair updated the Committee on the recent Official Sector Steering Group (0SSG)
meeting. Federal Reserve staff noted that the meeting included extensive discussion on the
need to educate market participants about how overnight reference rates could be used in cash
products and the need to seek international coordination on accounting, tax, and regulatory
issues.

Finally, the group recognized and welcomed the newly formed Interest Rate Benchmark Reform
Subcommittee of the Commodity Futures Trading Commission’s (CFTC) Market Risk Advisory
Committee (MRAC), which is expected to help the CFTC in finding regulatory solutions to help
ensure a smooth transition from LIBOR.

The Chairs of the Floating Rate Notes and Business Loans working groups summarized the
feedback received on the consultations on fallback contract language for floating rate notes and
syndicated business loans. The Chairs reported that while respondents acknowledged the
importance of cohesion between fallbacks in cash products and derivatives, a large majority
believed that the inclusion of pre-cessation triggers (triggers designed to control for a
degradation in LIBOR'’s quality rather than a permanent cessation) was warranted even if ISDA
did not adopt them. Of those advocating for inclusion, most believed that all the triggers
suggested by the ARRC should be included, with some particular preference for including a
trigger in the event that the regulator of LIBOR judged the rate to be non-representative. In
response to specific questions included in the syndicated business loans consultation, a large
majority of respondents also expressed a preference for an early “opt-in” trigger that would
allow LIBOR loans to be voluntarily converted to SOFR if borrowers and lenders agreed.

With respect to the rate waterfall, a large majority of respondents believed that a forward-
looking SOFR term rate should be the primary fallback if the ARRC endorses such a rate, and that
a compounded overnight SOFR rate should be the secondary fallback (with most preferring a
compound average in arrears); however, some respondents preferred a compound average of
SOFR as the primary fallback. There was only limited support for including spot SOFR in the rate
waterfall. A large majority of respondents preferred that the ARRC recommend a spread
adjustment and that the ISDA spread adjustment would be appropriate as the second step. A
large majority of respondents also noted that the ARRC should publish a spread adjustment.

Respondents to the syndicated business loans consultation were roughly evenly split on their
support for either an amendment or hardwired approach to fallbacks, with slightly more
preferring the hardwired approach.


https://www.isda.org/2018/11/27/isda-publishes-preliminary-results-of-benchmark-consultation/
https://www.newyorkfed.org/arrc/publications/floating-rate-notes
https://www.newyorkfed.org/arrc/publications/syndicated-business-loans

The Chairs noted that the Floating Rate Notes and Business Loans working groups would work to
incorporate the feedback so that the ARRC can approve recommended contract language for
floating rate notes and syndicated business loans soon. ARRC members directed the working
groups to seek language that could accommodate those who preferred to fallback to a
compound average of SOFR in addition to the majority who preferred to fallback to a forward-
looking SOFR term rate.

The Committee discussed the final versions of public consultations for bilateral business loans
and securitizations that were prepared by the Business Loans and Securitizations working
groups, respectively. The Committee approved the consultations for public release, and the
consultations were subsequently released on the ARRC’s website for public feedback through
February 5, 2019. The Committee noted its intention to incorporate feedback and approve
recommended fallback language for voluntary adoption thereafter.

ARRC members agreed that the Legal working group should look further into the Committee’s
options for seeking legislative relief in order to mitigate risks related to legacy contracts for
certain cash products in the event of a LIBOR cessation.


https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2018/ARRC-Dec-7-2018-announcement.pdf
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