Alternative Reference Rates Committee (ARRC)
Minutes for the July 24, 2018 Meeting

ARRC members discussed recent remarks made by Financial Conduct Authority (FCA) Chief
Executive Andrew Bailey that highlighted the possibility that the use of LIBOR could be
prohibited under the EU’s Benchmark Regulation if FCA or the LIBOR administrator determined
that LIBOR was not representative even if it continues to be produced. Federal Reserve staff
suggested that ARRC members should consider the possibility that the use of LIBOR in certain
new contracts could be prohibited for supervised EU entities while allowing for the continued
use of LIBOR by those entities in legacy contracts. The ARRC Chair noted that such an outcome
could be problematic as it would result in a fragmented market and suggested that the
Committee should consider the potential impacts of such an outcome on the liquidity of
derivatives and securities that reference LIBOR. The Committee debated whether it would be
preferable for LIBOR to stop at such a point or for legacy contracts to move to successor rates
rather than continue to reference LIBOR. The Committee recommended that working groups
include and publicly consult on draft contract language for cash products that would trigger a
successor rate in this event.

The ARRC agreed that Wells Fargo would chair the Floating Rate Notes (FRN) working group.
The new Chair of the working group provided an update on the fallback language being
developed by the group, noting the preference for a “hardwired” approach that sets out very
specific waterfalls for designating the successor rate and the spread adjustment in the event of
LIBOR cessation. The ARRC agreed that it would develop a public consultation for fallback
language for FRNs with the goal of recommending language by the end of the year.

The co-Chairs of the Business Loans/CLOs working group noted that the group had been
pursuing two approaches to fallback language: a hardwired approach and a more flexible
approach that allows for contract parties to negotiate terms in the event of LIBOR cessation.
The co-Chairs noted that there was widespread agreement that more hardwired language
would need to be in place before a LIBOR cessation, but that some market participants might
be reluctant to commit to such language currently and that the flexible approach could have
utility in improving fallbacks in the near term while recognizing that it would necessitate
further amendments to a more hardwired approach before the end of 2021. The ARRC Chair
requested that the group seek consensus between the two approaches where possible. The
ARRC agreed that it would develop a public consultation for fallback language for syndicated
loans with the goal of recommending language by the end of the year.

The co-Chairs of the Securitizations Working Group provided an update on its work to develop
fallback language. They detailed the progress the group had made on developing trigger
language that would work across asset classes and reflect the basis risk that is unique to
securitizations, with the need to manage both assets and liabilities. The co-Chairs noted plans
to further accelerate the progress the working group had made.


https://www.fca.org.uk/news/speeches/interest-rate-benchmark-reform-transition-world-without-libor

5. ISDA reminded everyone that while it did not object to including references to the fallbacks
ISDA expects to implement or certain aspects of those fallbacks (e.g., the spread), ISDA cannot
make any representations regarding whether the fallbacks it implements in its standard
documentation for derivatives would be appropriate for non-derivatives. ISDA encouraged
market participants to consider and analyze the details of the fallbacks ISDA expects to
implement for derivatives and determine independently whether they would be appropriate

for non-derivatives.

6. The next ARRC meeting is scheduled to take place on September 20, 2018 from 3:00-5:00 p.m.
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