Alternative Reference Rates Committee (ARRC)

Minutes for the March 23, 2022 Meeting

The ARRC Chair welcomed participants to the virtual meeting and provided a brief update on
Brunswick’s 6-month engagement fees for participating member organizations.

The Legal Working Group then provided a high-level summary of the “Adjustable Interest Rate
(LIBOR) Act” that was recently enacted as part of the Consolidated Appropriations Act, 2022.
The legislation provides a critically targeted solution for U.S. dollar (USD) LIBOR financial
contracts that mature after the impending cessation of LIBOR in mid-2023 and have no
effective means to replace LIBOR upon its cessation. The new federal LIBOR law takes an
approach similar to legislation that was initially proposed by the ARRC in 2020 and was passed
by New York and several other states. The federal legislation establishes a uniform process on a
nationwide basis and makes further state-by-state action unnecessary. The legislation directs
the Federal Reserve Board to promulgate regulations to carry out this legislation no later than
180 days following the legislation’s enactment. ARRC members welcomed the federal LIBOR
legislation as it will minimize legal and operational risks and adverse economic impacts
associated with the transition of tough legacy contracts. The ARRC and Legal Working Group
Chairs thanked members for all of their efforts and contributions towards achieving this
milestone.

Next, Federal Reserve staff provided an overview of the USD LIBOR transition using the charts
provided in the March 23 Meeting Readout, noting that the data suggest most markets
continue to make 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
swaps accounting for around 80 percent of interest rate risk traded in the outright linear swaps
market. In exchange-traded derivatives, average daily SOFR futures volumes increased by 50
percent month-over-month in February. In addition to the data, anecdotal feedback also
continues to suggest 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.
Respondents’ assessments were consistent with the January 2022 survey results. The survey
responses continued to note the overall encouraging growth in SOFR-based cash and derivative
products. Some also focused on specific segments of the market where further progress is
needed in transitioning from LIBOR, in particular exchange-traded products, and a few also
noted continued use by some of the ICE USD LIBOR Swap Rate in constant maturity swaps
(CMS).

The Operations/Infrastructure Working Group Chairs provided an update on its ongoing work,
including the initiative to have a centralized and harmonized communication process for
transition changes to floating rate securities. The group is working on the notifications process
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and the range of data elements to be included in that process. Separately, the working group
co-chairs highlighted feedback received from a survey of the group’s members on identifying
key areas of focus from an operational perspective. Areas of feedback included communication
of benchmark changes, information availability, coordination between parties involved, and
concern over the pace/scale of the transition required to be completed within a limited time
frame.

The Market Structure and Paced Transition Working Group presented a draft proposal for
potential ARRC recommendations for fallbacks for contracts linked to USD LIBOR ICE Swap
Rates (USD LIBOR ISR) to support the transition of USD LIBOR swaptions and USD LIBOR CMS-
linked derivatives and debt instruments upon the cessation of LIBOR after June 30, 2023. The
proposal draws upon a white paper that the ARRC published in March 2021, which describes a
formula to calculate a fallback from the USD LIBOR ISR to a spread-adjusted SOFR Swap Rate.
ARRC members were requested to provide feedback on the proposal.

Term Rate Task Force provided an update on its work around the consideration of a
recommendation of 1-year Term SOFR by the ARRC. Similar to its process before formally
recommending 1-, 3-, and 6-month CME Term SOFR in mid-2021, the ARRC is conducting its
evaluation of 1-year Term SOFR in a manner consistent with the principles and indicators it has
established.

The ARRC Chair ended the meeting by directing members to review and finalize the March 23
Meeting Readout. The ARRC Chair then thanked everyone and reminded everyone of the next
ARRC meeting to be held May 18t via WebEx.
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*This meeting was held via WebEx; asterisk indicates participation by dial-in.
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Appendix A
ARRC Sentiment Survey - Responses Overview

For discussion purposes only

Overall:

The LIBOR Transition is
progressing:

a. Smooth

b. Generally smooth, working

March 2022

Responses (18 responses)

N (o)
through some obstacles d- 27.8%
c. Significant obstacles 5 72.2%
= C: 0.0%

Derivatives:

The LIBOR Transition is
progressing:

a. Smooth

b. Generally smooth, working
through some obstacles a. 52.9%

c. Significant obstacles b: 41.2%
C: 5.9%

March 2022
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ARRC Sentiment Survey - Responses Overview

Business Loans:

The LIBOR Transition is
progressing:

a. Smooth

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

c. Significant obstacles b: 80.0%
: 0.0%

March 2022
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(15 responses)

Consumer Loans:

The LIBOR Transition is
progressing:

a. Smooth

b. Generally smooth, working
through some obstacles : 76.9%

c. Significant obstacles b: 23.1%
: 0.0%

March 2022

Responses (13 responses)
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Floating Rates Notes:
The LIBOR Transition is

progressing:

a. Smooth

b. Generally smooth,
working through some : 78.6%
obstacles : 21.4%
c. Significant obstacles : 0.0%

March 2022
Responses

(14 responses)

Securitizations:

The LIBOR Transition is
progressing:

a. Smooth

b. Generally smooth, working
through some obstacles : 14.3%

c. Significant obstacles : 78.6%
: 7.1%

March 2022

Responses (14 responses)




For discussion purposes only

ARRC Sentiment Survey - Responses Overview

Key Messages:

e 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. Nearly all respondents kept their
assessments little changed from prior survey responses.

Areas Highlighted by Respondents:
* Remain very similar to areas highlighted in the January 2022 survey results. Areas of focus include:
* Securitizations — limited securitizations referencing SOFR, expected to increase
e ABS market reliance on LIBOR
* Constant maturity swaps referencing LIBOR
e Continued CMS-linked issuance; less awareness for remediation need of legacy CMS products
* Remediation of legacy contracts
» Slow progress; feasibility/cost/operational considerations
* Emerging Market/Developing Market cross-currency swaps
e Client requests for LIBOR cross-currency swaps
* Limited liquidity in certain SOFR cross-currency swaps
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