Alternative Reference Rates Committee (ARRC)
Minutes for the February 28, 2019 Meeting

The meeting began with several updates. LCH discussed its recent announcement that, after
consulting with its clearing members, it intends to update its approach to the ARRC’s Paced
Transition Plan by moving in one step to adopt SOFR PAIl and discounting for both new and
legacy trades. This is expected to take place by the end of 2020, sooner than currently
embedded in the Paced Transition Plan, and LCH intends to offer a method for compensating for
any valuation impacts associated with the move.

The Chair of the Consumer Products working group described the organization of the group’s
work over the next six months, noting that four subgroups had been formed to: (1) determine
whether there are models of use of compounded SOFR that can satisfy the needs of consumers,
lenders, and investors and that can be implemented by servicers; (2) consider fallback language
for new consumer products and potential approaches to legacy products referencing U.S. dollar
(USD) LIBOR, again carefully considering the needs of consumers; (3) identify any other smaller
potential consumer exposures to USD LIBOR besides the larger exposures already identified in
adjustable rate mortgages and some legacy student loans; and (4) plan for outreach and
education to consumers.

The International Swaps and Derivatives Association (ISDA) noted it would soon release a
supplemental consultation for public feedback on the term and spread adjustments in fallbacks
for derivatives that reference U.S. dollar LIBOR and certain other IBORs. ISDA noted that it
would also seek feedback on market attitudes toward additional “pre-cessation” triggers for
derivatives fallbacks.

Federal Reserve staff noted that the Market Structure working group’s Cross-Currency Swaps
subgroup would soon provide the ARRC with a document detailing a potential approach to
minimizing operational issues associated with the use of overnight risk-free rates in interdealer
cross-currency swap transactions.

Federal Reserve staff highlighted that, as stated in the January FOMC meeting minutes, the
Federal Reserve Bank of New York plans on publishing averages of the SOFR rate and would seek
public feedback on the methodology.

Separately, Federal Reserve staff noted that staff at the Board of Governors would soon publish
a paper detailing a potential methodology for calculating indicative forward-looking SOFR term
rates. Federal Reserve staff noted the data produced as part of this paper is not appropriate for
use in reference rates, is not I0OSCO-compliant, and only aims to demonstrate some of the basic
properties as to how an eventual forward-looking SOFR term rate might behave. Accordingly
market participants should not use this type of indicative data for trading purposes or in
financial contracts.

ARRC members discussed the fundamental concern that if market participants delay their LIBOR
transition efforts until production of a robust, I0SCO-compliant forward-looking SOFR term rate
begins, sufficient liquidity may not develop in SOFR-linked derivatives markets to produce such a
rate in the first place. The ARRC Chair noted that members should communicate to market
participants the importance of proceeding with transition plans to overnight SOFR and the
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drawbacks associated with delaying the former while waiting for a forward-looking SOFR term
rate to develop that is IOSCO compliant given that this may not occur ahead of 2021. The ARRC
Chair also noted that those who are able to utilize a compounded SOFR rate begin doing so to
further build market liquidity.

In response to the ICE Benchmark Administration (IBA)’s public proposal for a U.S. Dollar ICE
Bank Yield Index, David Bowman commented on certain aspects of the proposed index. IBA
subsequently requested the opportunity to provide further comments to the ARRC and was
invited to present at the ARRC’s April meeting. Slides from both presentations will be released
with the minutes of the April meeting.

The Co-Chairs of the Outreach and Communications working group noted that recent media
coverage indicates growing interest in reference rate reform. The co-Chairs highlighted the
launch of the ARRC’s new website, which would help to better educate market participants
about the transition away from LIBOR. The co-Chairs also noted that podcasts and speaking
engagements by ARRC members as well as the recent introduction of office hours could help
inform the public about the work of the ARRC and other developments related to the transition
away from LIBOR.

Federal Reserve staff discussed work that aims to educate the public about how an overnight
reference rate can be used in cash products, presenting a draft slide deck to the group
(Attachment 1). In particular, Federal Reserve staff noted that the presentation would help
clarify the differences between simple and compounded averages of SOFR, differences between
“in Arrears” and “in Advance” structures as well as possible hybrid models. Federal Reserve staff
suggested that ARRC members should review the presentation and provide any feedback or
comments that would be useful in helping the ARRC to educate market participants as to how
they might use SOFR in cash products.

Working group chairs informed the ARRC about plans to submit fallback contract language for
floating rate notes and syndicated loans to the Committee for its final review. Chairs also
summarized public feedback received on the recently completed consultations on fallback
contract language for bilateral business loans and securitizations. It was noted that for bilateral
business loans, slightly more respondents preferred an amendment approach for fallback
language although there was also substantial support for a hardwired approach; as a result, the
co-Chair of the Business Loans working group noted that more work needs to be done on both
approaches. For securitizations, it was noted that a majority of respondents favored fallback
language that included all four pre-cessation triggers and a large majority expressed that if the
ARRC recommends a forward-looking SOFR term rate, that rate should be the primary fallback.

The Co-Chairs of the Legal working group noted that Cadwalader developed a draft plan
detailing the work necessary for exploring potential legislative relief for legacy securitizations
and floating rate notes. The co-Chairs noted that the working group would review the draft plan.

The ARRC Chair provided an overview of the Committee’s priorities for 2019. In particular, the
ARRC Chair noted the importance of clearly identifying the use cases for compounded SOFR and
the need to work closely with the official sector and consumer representatives to help
consumers understand how such a rate could be used in consumer loans.

Federal Reserve staff provided an overview of the process for the Committee to select a new
Chair at an upcoming meeting, per the ARRC’s Terms of Reference.
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