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

1. ARRC members discussed the ongoing public consultations on recommended fallback contract
language for floating rate notes and syndicated business loans. The ARRC agreed that
Committee members and working group participants should be encouraged to respond to the
consultations. The ARRC Chair noted that working groups would incorporate feedback received
and deliver a set of recommended fallback contract language at an upcoming ARRC meeting.’

2. The Chairs of the Securitizations and Business Loans/CLOs working groups noted that
consultations on fallback contract language for securitizations and bilateral loans would be
shared with the ARRC soon. The ARRC Chair noted that working groups should coordinate to
achieve alignment with each other in their consultations for recommended fallback contract
language.

3. The co-Chairs of the Regulatory Issues working group noted that following the previously issued
regulatory letter, the group would work on providing the CFTC and the Market Risk Advisory
Committee with suggestions on the specific types of regulatory relief that would help the
transition away from LIBOR. The co-Chairs proposed working with the Market Structure and
Paced Transition working groups to develop a template of likely methods that market
participants would use to close out positions from LIBOR to SOFR in order to identify specific
forms of action that would need relief.

4. The co-Chairs of the Term Rate working group discussed efforts to develop a forward-looking
SOFR term rate and presented a working draft of a proof of concept that had been developed by
the working group.” ARRC members discussed the approach and noted that there may be other
approaches for developing this kind of term rate. The co-Chairs noted that, for informational
purposes, the ARRC is exploring the periodic publication of an indicative forward-looking term
rate from this model on the ARRC website. The co-Chairs noted that this indicative rate would
help market participants become familiar with how a forward-looking SOFR term rate might
behave, but emphasized that this type of indicative rate should not be used in transactions or
contracts given its informal nature. The ARRC Chair noted that for the ARRC to ultimately
recommend a forward-looking SOFR term rate that could be used as a benchmark in contracts,
activity in SOFR derivatives would need to increase significantly and that the rate would need to
comply with 10SCO Principles for Financial Benchmarks.

5. ARRC members discussed ways to further develop liquidity in SOFR derivatives. Some members
noted that volumes and open interest are increasing in SOFR futures and that further increases
would attract greater participation; however, it was noted that there were likely limits to this
growth unless use of SOFR in cash markets continued to grow. There was a discussion of the

' The ARRC subsequently announced that in response to requests from market participants, the comment period
for public feedback on its LIBOR fallback contract language consultations for floating rate notes and syndicated
business loans would be extended until November 26, 2018.

? Once the working draft is finalized, these materials will be posted on the ARRC website.


https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2018/ARRC-July-16-2018-titleviiletter
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2018/ARRC-Nov-6-2018-announcement.pdf

conditions needed in order to promote regular issuance programs of SOFR floating rate notes. It
was also noted that while the forward-looking SOFR term rate would be valuable to small and
mid-sized borrowers in the corporate loan market, some larger and more sophisticated
borrowers could readily adopt to loans based on SOFR. Some members suggested that market
participants needed further education about SOFR, noting for example that some market
participants are not aware that there is historical repo rate data going back to 1998. Some
members also noted that liquidity would build once technology and systems issues are
addressed and after there is clarity on the fallback language consultations and FASB accounting
standards (which were subsequently released).

ARRC members considered whether there are potential options to seek legislative relief from
the New York State Legislature in order to mitigate risks related to legacy contracts for cash
products in the event of a LIBOR cessation. Participants noted that while the ARRC is working
toward recommending fallback contract language for new contracts, it may not be possible to
amend certain legacy contracts to account for the permanent cessation of LIBOR and in that
context provide economically appropriate fallbacks that would minimize value transfer if
triggered. As a result, it was noted that while exploring potential legislative options would be
challenging, it could be sensible to consider such options.


https://www.newyorkfed.org/markets/opolicy/operating_policy_180309
https://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176171492980&acceptedDisclaimer=true
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