Alternative Reference Rates Committee (ARRC)
Minutes for the September 9 Meeting

The ARRC Chair welcomed everyone and thanked them for their continued active participation during
these unprecedented times and encouraged everyone to continue their engagement andinteraction
during the virtual meetings. An update on the timeline for ISDA’s IBOR Fallbacks Protocol was provided
and ARRCmembers were asked to encourage market participantsto adhere to the Protocol before it
takes effect, and for those dealers and market participants with significant derivatives exposures todo
so during the two-week escrow period ahead of the official launch date in order to promote adoption on
as timely a basis as possible. The ARRC Chair then informed members that two tabletop discussions
were being scheduled, one for nonfinancial corporatesand another for buyside operational experts. To
wrap up administrative items, Brunswick provided anupdate on their work and highlighted the
resources available in SOFR Starter Kit, a set of factsheets to inform the public about the transition away
from U.S. dollar LIBOR to SOFR.

The co-Chairs of the Regulatory working group provided an update on recent work completed by the
working group including an overview of the recent CFTC announcement which provides additional relief
to swap dealers related to the industry-wide initiative to transition from LIBOR-referenced swaps.

Members of the Legal working group provided a comparison of the proposed EU and UK legislation to
the NY State Legislation (Attachment 1). An update on the status of the proposed New York legislation
followed along with a discussion of potential next steps for outreach.

The Co-Chairs of the Market Structure and Paced Transition working group provided an update on the
addendum to their recommendation which provides additional guidance for the switch by LCH and CME
from EFFR to SOFR for discounting and price alignment, which is planned for October. The addendum
was subsequently published.

The ARRC Chair then asked members who have recused themselves from the Spread Adjustment RFP
work to drop off the line. The group then discussed the Spread Adjustment RFP, which had been
published on September 2, 2020.

Following that discussion, the ARRCchair asked members who have recused themselves from the Term
Rate RFP work to drop off. A discussion followed around the RFP criteria and the scope of use of a
potential termrate. The term rate RFP was subsequently published.

The next ARRCmeeting is scheduled to be held October 215t via Webex.


https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC_Press_Release_SOFR_Starter_Kit.pdf
https://www.cftc.gov/PressRoom/PressReleases/8228-20
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC-swaptions-recommendations.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/20200902-ARRC-RFP-Spread-Adjustment-Publication-FINAL
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/SOFR_Term_Rates_RFP.pdf
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Attachment 1

CADWALADER ' BT LE

LIBOR transition and legacy contracts:
a comparison of NY, UK and EU legislative
proposals

Septernber 8, 2020

Proposed New York State Legislation

The ARRC s propasal Tor MY Stale legslatan would apply 10 conlracls governed by New York law

The legislation would ba nggarad by ane of the following public statements

= Acstalement by IBA, the FCAOr another offical with auhanty aver ICE that ICE has oeased of will cease
ta publish LIBOR

= Astaterment by the FCAThat LIBOR is na longer represantalive

:-.'If'l':ganl'r Conracts Canlainmng onfly LIBOR-based fallbacks or no fallbacks at all, ihe EEI'S-&'.-JI' wiold diract
instead tha use of the replacement benchmark + spread recommended by tha ARRG

Far egacy conracts that enabie a party 10 use dsoreian in sekecling a falback rate

= tha lagslaion would oeale 2 safe karbor for that party if it chooses the ARRC recommended benchmark
+ spiaad

The legislation would overmide any contraciual requiremant 1o conduct a poll ko determine LIBOR

Paries to contracts govamad by the legistation woukl ba profibited from treating a LUBOR cassalian avant or tha
seleclion of he ARRC replacement benchmark + spread as a breach, Torce: majeure evert, of alher excuse af
performance

The legialation waiuld have no aMect on conracts that specify non-LIBOR-based Talbacks (&g, the prime rate)
caniracls whane a party with deoretan alecls 1o use a raplacemeant alher fan e ARRC recommeandad
benchmark + spread, of In cases where al pamas o the confract eledt io opl o
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Proposed UK Amendments to the UK Benchmarks

Regulation

= OnJune 23 2020, the UK govemment announced plans 1o amend the orshored’
Benchmark Reguations regarding critical Bene henaks, inchuding LIBOR. that will ba
appicablz o UK superdsed entbes post-Sred

Tha Gowewred  fhansiove  Uifen
legisiale fo amend and sieng!
aiativny fefulalary Fameisd, rathar than
diractly o imposs legal changes on LIBOR-
redErEncing confracts thal ars govermed by
LIRS s

= The approach does notfollow the NY or EU statutory replacessent model

= This new Lk Francial Sernces Bill wal empower the UK Financial Conduct Suthoriy
[FLAY

o Torequire UBOR's adminisirabor (BA} bo aker &2 methodology in cakulaling
LIBOR, whera thena has ben 8 siglement that LIBOR s na longer

UK Treasury Wiittan Statement, Juma 23
regrese mative. and 2020

o Pemikihe continued use of LIBOR Tor & narmos calegory of Tough kegacy’
conmiracks

= Coreadialion aboul the FLA'S rew powers is axpsschad later in the vear, This may Tocus on
= the prohabibon of LIRS use for nevw transachons
= ihe scope of the probibiion the scope of ‘lough legacy’ cortracts
= irteraction with MY and EU jegislative propesals for stabubory replacement rales
= 1he amended methodokogy fior this ‘synthebc’ LIBOR, £.g. the reevant RFR + 1504 spresd adustment; and
= the length of trme in which the FCA will permit use of ‘synthetic’ LUBOR
s The resukis that a LIBOR rabe may =il be avaiables for at beast some LBOR currencies and tenors, even afier end- 2021

= The FCA regandzihe proposal &= a resere oplion Tor tough legacy. £is stll requirng UK market participants 1o confinue with an active
and prosmpt rareiicn to akernaire retas Tor most producis

= The FCA have stabed that publication of 'synihetic’ LIBOR will not resione LIBOR's representativersss for BMR pumpesss
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Proposed Amendments to the EU Benchmarks

Regulation

On July 24, 2030, the Eurapean Commigsion (EC) pubkshed a draft legistation 1o amend e BMR in respect af
(i) the exemplion of cerain third couniry faraign exchange benchmarks and (i) the designabian of raplacamant
benchrmarks Tor cartain crifical bendhmarks in cessation {such as LIBOR)

The prapasal empowars the EC o dasipnate a statutony replacemant benchmark where
a benchmark wil ceass 1o be published, and

=  He cessation may resuk in signficant disnuption in the functioning of financial markets in the EU

The statlory replacement rata wil becoma affective upan the accumenca of ona af a number of ripger events
inclinding

a glalement of non-representalivensss from the regulator with responedbiiy for the berchmark admimisirabon, o

a glalement of cessation, or planed cessation of the benchmarnk, by the benchmark adminisiraton

Areplacement benchmark designated by the EC shall, by operation of law, replace al referances Lo the
benchrark that has ceased ba be published in BMR in-scope conlracls, insfuments and measurameants

In scapa confracts ara thase which invalve an EU supervised entity as counterparty and whara there isno
siitable’ fal-back provision

= The ECwill racommand ta EL Membar States that thay adopt the staliory replacement in national slahutes for
s in coniracts bebween nondlinandal counlerpanas

In chacsing e slabiary replacemnent rateds), the EC will take inkg accourt racommandations made by gk Tee
rata working groups for aach UBOR cumency (8.0 ARRC for USD LIBCR contracts, RFRWIG far GBEP LIBOR)
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NY/UK/EU Proposal Comparison Table

Y LK [ L1]
Farm of legilmion MY sigia leaiskation Arnandment oo Onghoned UK BMR Amendment 1o esigting BMR
Mechanise Contract relerences 1o LIBOR FCA power bo mandate achange tothe | Contract references to LIBOR
replaced by statulory meethodology of LIBOR 1o creste 3 replaced by stabtory
benchmark+apresd ynthatic” LIBOR Berchmark+spraad
Key Triggers ¢ honrepresentativeness Same Zame
finding
= Sialaments by regulabor of
B4, that LIBDR has ceased o
will CEsss
Seape of mpacted = WY law govemed conrachs = Diresch impacton tough legacy’ « UBOR financisl conracis,
SAPFIEE « USDHUBOR linked Tinancial conracts [defintion o e corfirmed) inginmenis ad frd
prociucts and contracts periommance measures
+ no fallback or only LIBOR. + Entered nto by EU
based falback (inchuding = penvised coumerparty
poling) o Mo Talhack or ro 'suitsble’
o CFl-in by partiees with ek
conirachual nghl o sel=ct a
falback rat=
Impacted IBORs USD UBOR only Potantialky al UBOR curmencies and Fotertialy &l LIBOR currenc s
fenars and Berer s
Replacessent rate Too be= determrined by the AREC To be= debermined by FCA To be detemmined by th= EC
spread {possibie algnment with ARRC
and oifer RFR working group
rates)
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NY/UK/EU Proposal Comparison Table (continued

WY | UK EU
Mandatary spphesticn Maw Yok bw-govemsd comtracts | « Mo mandabony usage. bt may | Applies 1o al legacy LIBOR
comairing ro fabscks or only irgsck any tough legacy’ coniracks anansd info by EL
LIB:OR: - bersed falbacks (inchuding contract that is nol amended superisad enbifies
poling), uniess coniract paries + Lk BMR restricts usein new esspeec tive of the goveming
hawve opled oul of the legislation contracts of non-complant {e.g. | kw of the contract
ron-regresenstve LIBOR)
Eerizhrmanks by LK supenised
entes
+ [Fotential mpact on contracks of
other entibes that reference the
B Neazy Faler
Timsiing Subgect bo WY Siate kegiskatie Fnancial Serdces Act wih Arnanded ELJ BMR 10 ba
prosess armending legilation o b2 passad | published in EL Oficial
by 04 2020 Journal by Descamber 2020
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This information is provided for illustrative and educational purposes only.
The views expressed in this presentation are solely those of the author and
do not necessarily represent those of the Federal Reserve, the Alternative
Reference Rates Committes or its members or ex officio members.
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