Alternative Reference Rates Committee (ARRC)
Minutes for the June 18, 2018 Meeting

Federal Reserve staff summarized discussions of the Paced Transition working group around
different approaches to calculating price alignment interest (PAl) and discounting for cleared
SOFR products. Federal Reserve staff noted that while working group participants expressed
varying demand for using SOFR PAI and discounting on cleared SOFR products, either approach
would be workable within the parameters set by the Paced Transition Plan and that central
counterparties would appropriately make their own business decisions about which approach
best meets the demands of their customers. LCH and CME discussed feedback they had
received from their respective market outreach efforts on this topic and their operational
capability to accommodate the approaches they were considering. LCH noted that it would
soon begin clearing SOFR-linked products in the prevailing federal funds PAl and discounting
environment. Subsequent to the meeting, CME announced that it would offer clearing of SOFR
products using SOFR PAIl and discounting. The ARRC Chair noted that the ARRC was already
ahead of the timeline laid out in the Paced Transition Plan and that the ARRC should continue
to seek ways to move more quickly than envisioned in the Plan, provided that such steps did
not introduce operational risks.

ARRC members discussed a draft of a letter to regulators in the U.S. that was drafted by the
Regulatory Issues working group in order to highlight issues related to Title VIl of the Dodd
Frank Act that could arise when existing derivative contracts are amended to include new
fallback rates or references to alternative benchmark rates. The co-Chairs of the Regulatory
Issues working group summarized the main topics of the letter and requested that ARRC
members provide feedback before the letter is sent to regulators. The ARRC Chair noted that
the purpose of the letter is to make policymakers aware of regulations that require guidance or
clarification to support adoption of alternative reference rates. The regulatory letter was

released subsequent to the meeting.

The co-Chairs of the Outreach and Communications working group highlighted the need to
more effectively inform the public about the ARRC’s work and noted that the working group
was drafting a press release to accompany the publication of the guiding principles for the
development of fallback language for new financial contracts for cash products. The press
release and guiding principles were subsequently released.

ARRC members discussed potential changes to contract language that could account for
“zombie” USD LIBOR, a scenario in which LIBOR continues to be published but with fewer
submitters. A number of ARRC and working group members expressed concern that in this
scenario, they might be forced to continue to reference USD LIBOR in legacy contracts even if
its quality was degraded and there was a widespread consensus that USD LIBOR was no longer
appropriate for use. The ARRC Chair suggested that the ARRC should aim to recommend
workable language that could be voluntarily adopted into financial contracts to address such a
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scenario in a comprehensive way. Several members noted the importance of consistency
across cash product types, both in considering the events that would trigger a move from USD
LIBOR in contract language and in the selection of a successor rate. Chairs of the various cash
products working groups briefly summarized discussions that took place within their working
groups about potential contract language, discussing the benefits and drawbacks of
“hardwired” fallbacks versus more flexible or hybrid approaches to fallback language. It was
agreed that more work needed to be done on the various approaches to fallback language.

The Chair requested that ARRC members provide feedback on whether the Committee should
recommend a term rate. The ARRC agreed that it would recommend specific term rates if those
rates meet ARRC defined guidelines and are also consistent with I0OSCO benchmark principles.

Federal Reserve staff reminded the ARRC that a public roundtable is scheduled to take place on
July 19, 2018.

The next ARRC meeting is scheduled to take place on July 24, 2018, from 3:00-5:00 PM.
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