Alternative Reference Rates Committee (ARRC)

Minutes for the February 16, 2022 Meeting

The ARRC Chair welcomed participants to the virtual meeting which began with the annual
review of the ARRC’s Antitrust Guidelines and Terms of Reference. The ARRC’s antitrust counsel
reminded members that they are required to observe the ARRC’s Antitrust Guidelines, and
summarized the core principles that guide the work of the ARRC and its various working groups.
Federal Reserve Bank of New York staff then reminded members of their obligations under the
ARRC’s Terms of Reference, and reviewed a new revision being made to the Terms of Reference
to clarify members’ responsibilities with respect to materials that will be published on the
ARRC’s website. ARRC members reaffirmed adherence to the Antitrust Guidelines and ratified
the revised Terms of Reference.

Next, representatives from the Financial Conduct Authority (FCA) and Bank of England (BoE)
provided an update on the work of the UK’s Working Group on Sterling Risk-Free Reference
Rates. The FCA and BoE indicated that the transition in sterling markets went smoothly, with
the market having confidence in the conversion from sterling LIBOR to SONIA. They noted that
the market’s de-risking activity, via re-negotiation and compression of LIBOR swaps ahead of
year-end, was an important step in the sterling market conversions occurring successfully.
Beyond year-end, they noted a further pick-up in SONIA derivatives and that high levels of
conversions/fallbacks had resulted in limited use of synthetic GBP LIBOR to less than 2 percent
of legacy contracts. They also noted that term SONIA rates continued to be little used outside
of its role as a fallback for these legacy contracts products.

Federal Reserve staff then provided an overview of the USD LIBOR transition using the charts
provided in the February 16 Meeting Readout, noting that the data suggest that most markets
have made a significant shift in their activity away from USD LIBOR to SOFR. In particular, SOFR
over-the-counter (OTC) derivative volumes sharply accelerated in 2022 to date, with SOFR swap
risk representing more risk traded than LIBOR. In exchange-traded derivatives, although SOFR
futures volumes and open interest have also increased notably since December 2021, less
progress was seen overall in shifting activity from Eurodollar options to SOFR options. Within
cash products, the data illustrated a clear shift from LIBOR to SOFR, with the majority of
syndicated loans issued in January referencing SOFR. In addition to the data, anecdotal
feedback also suggests significant progress in the shift from LIBOR to SOFR. Staff provided an
overview of the results of the most recent sentiment survey of ARRC members (see Appendix A
for summary slides). Survey respondents characterized the LIBOR transition overall as
progressing smoothly or generally smoothly, with none reporting significant obstacles, and with
an upgrade in views on progress in business loans relative to the December 2021 survey.

The Operations/Infrastructure Working Group then provided an update on its ongoing work.
They outlined progress related to use of corporate action notifications to communicate rate
changes from LIBOR to SOFR. The group has worked with issuers, agents, and vendors in
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identifying a range of data elements that should be included in potential notifications conveying
the shift of those securities from LIBOR to SOFR. Separately, the working group co-chairs noted
that they were conducting a survey of its members to continue identifying key areas of focus
from an operational perspective.

The ARRC Chair then facilitated a group discussion on the ARRC’s 2022 objectives, which reflect
the ARRC’s efforts to continue supporting the transition away from LIBOR by preparing markets
for its 2023 cessation and encouraging the voluntary use of SOFR as a more robust and resilient
alternative. To that end, ARRC members discussed areas of work addressing both new and
legacy contracts which they view as most critical this year, and finalized ARRC’s objectives for
2022.

Next, the Legal Working Group provided an update on the status of proposed federal
legislation. It was noted that the bill H.R. 4616, the Adjustable Interest Rate (LIBOR) Act passed
by the House of Representatives in December 2021, and that similar legislation was currently
with the Senate Committee on Banking, Housing, and Urban Affairs. The working group
indicated that the Senate committee members continue to be actively engaged in reviewing the
bill. The discussion on federal legislation was followed by an update on state legislation. An
increasing number of states are in varying stages of considering a LIBOR legislation similar to
the legislation passed by New York and Alabama in 2021.

Brunswick then provided a review of their work over the prior year and outlined their proposed
scope of work and fee structure for the coming year. Brunswick then exited the meeting and
the ARRC Chair followed up with a discussion of Brunswick’s proposal.

The ARRC Chair ended the meeting by directing members to review and finalize the February 16
Meeting Readout which is a new, timely product to report on the ARRC’s work at a high-level and
highlight transition data. The ARRC Chair then thanked everyone and reminded everyone of the
next ARRC meeting to be held March 23" via Webex.
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Appendix A o
ARRC Sentiment Su rvey - Responses Overview For discussion purposes only

Overall:

The LIBOR Transition is
progressing:

a. Smooth

b. Generally smooth, working

Jan 2022

Responses (19 responses)

° 0,
through some obstacles = 36.8%
c. Significant obstacles : 63.2%
- C: 0.0%

Derivatives:

The LIBOR Transition is
progressing:

a. Smooth

b. Generally smooth, working
through some obstacles a: 55.6%

c. Significant obstacles b: 38.9%
C: 5.6%

Jan 2022

Responses (18 responses)




For discussion purposes only

ARRC Sentiment Survey - Responses Overview

Business Loans:

The LIBOR Transition is
progressing:

a. Smooth

b. Generally smooth, working
through some obstacles : 29.4%

c. Significant obstacles b: 70.6%
: 0.0%

Jan 2022
Responses

(17 responses)

Consumer Loans:

The LIBOR Transition is
progressing:

a. Smooth

b. Generally smooth, working
through some obstacles 5 64.3%

c. Significant obstacles b: 28.6%
: 7.1%

Jan 2022

Responses (14 responses)




ARRC Sentiment Su rvey - Responses Overview For discussion purposes only

Floating Rates Notes:
The LIBOR Transition is

progressing:

a. Smooth

b. Generally smooth,
working through some : 66.7%
obstacles : 33.0%
c. Significant obstacles : 0.0%

Jan 2022
Responses

(15 responses)

Securitizations:

The LIBOR Transition is
progressing:

a. Smooth

b. Generally smooth, working
through some obstacles 3 20.0%

c. Significant obstacles b: 73.3%
: 6.7%

Jan 2022

Responses (15 responses)




ARRC Sentiment Survey - Responses Overview

For discussion purposes only

Key Messages:

Overall, continued positive momentum - 100% of respondents indicated the transition overall is progressing smoothly or generally
smoothly into 2022.

* No meaningful change in sentiment regarding most asset classes. One exception is business loans which registered an upgrade in
views (no respondents indicated significant obstacles).

Areas Highlighted by Respondents:

Liquidity for exchange-traded SOFR derivative products (such as SOFR options) progressing more slowly relative to over-the counter
SOFR derivative liguidity.

Working through market-neutral economics of new SOFR loans.

* Questions on whether to use CSA, CSA curve, or no adjustment.
Difficulty pricing fixed rate contracts without a clear forward curve and inconsistent use of pricing benchmarks.
Gauging interest or expressing concern about the level of interest in remediating legacy contracts.
Securitizations continuing to move slowly but areas of progress include CLOs.
Concerns around LIBOR usage and the need to educate counterparties in non-US/EU/UK jurisdictions.

Somehccincern about non-bank entities continuing to provide LIBOR loans (but with the view this will likely decline over the coming
months).

Concerns about implementation of ISDA 2-day observation shift for clients with hedges, compatibility with accounting systems,
potential differences in fixed/floating leg settlement dates, and the need for longer lookbacks for some.

Questions about the types of LIBOR loans that are permissible, such as fungible accordions and uncommitted loans.
Awaiting guidance on CCP approaches for the transition.
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