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In February 2018, the European Central Bank (ECB), the Financial Services and Markets Authority
(FSMA), the European Securities and Markets Authority (ESMA) and the European Commission
established thewvorking group on euro riskree rates the working group)*. Theworking group was

tasked with (i) identifyingriskfree rates(RFRsyvhich ould serve ashe basis for an alternative to

the current benchmarks used in a variety of financial instruments and contracts in the eurdigrea
identifying best pratices for contractual robustnessnd (iii) developgng adoption plansg and, if
necessary, a transition plapfor legacy contractavhichreferene existing benchmarks.

A part of theworkinggroupQa Y | i 1 idénfify and recommed term structure and spread
adjustment methodologies based on the euro shorS NI  NJ i ese e\ldemwea)as suitable
EURIBORllback provisiongor each financial product by taking into accountasage ofcriteria set
out in the document and in addition, by consideringthe needs ofend uses. During this
productby-product assessment, theworking group explored the feasibility of the various
methodologies from an operational, accounting am@luation standpoint. These alteative

€ { dased term structure and spread adjustment methodologoesild function as robust and
resilient EURIBORIIback provisionsWhilethere are no plans to discontinueURIBOR, the fallback
measureswould cover a scenario in which the benchmavr&re to ceasepermanently and would
alsomake it possible fomarket participants talign withthe International Organization of Securities
Commissions (I0OSCO) principles for financial benchnzartsomply with Article 28(2) of the EU
Benchmarks RegulatidBMR).

The aim of his public consultation papés tosurvey market participantsorganisations representing
market participants and other interested stakeholderswith regard to the most appropriate
EURIBOR fallbapkovisionsfor cash productsThe paperccovess.
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https://www.ecb.europa.eu/press/pr/date/2017/html/ecb.pr170921_1.en.html
https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/2017_11_29_terms_of_reference.pdf
https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/Composition_working_group_on_euro_risk_free_rates.pdf
https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/Composition_working_group_on_euro_risk_free_rates.pdf
https://www.ecb.europa.eu/press/pr/date/2018/html/ecb.pr180913.en.html
https://www.ecb.europa.eu/stats/financial_markets_and_interest_rates/money_market/html/index.en.html
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1) (a)e { dbased term structure methodology

The working group considered two types ofe { ¢based term structure methodolog as a
componentof EURIBORilIbackmeasures
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https://www.ecb.europa.eu/pub/pdf/annex/ecb.sp190314_annex_recommendation.en.pdf
https://www.ecb.europa.eu/pub/pdf/annex/ecb.sp190314_annex_recommendation.en.pdf
https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/20190829/2019-08-29_WG_on_euro_RFR_meeting_Item_3_Update_by_Subgroup_2_on_term_rates_methodologies.pdf
http://assets.isda.org/media/3062e7b4/08268161-pdf/
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Finally, theworking group is seekng feedback from market participantas towhich methodologyg

forward-looking or backwardlooking lookback period; would be most appropriatefor building a

€ { dased term structure that could function asEBURIBORallback provisionfor benchmarking
purposesfor investment funds

1) (b)Spread adjustment methodology

Theworkinggroup considers that bpddingad LINS I R | R 2 dz& (i ¥&etiermisfuctirk S ¢ { ¢
methodology market participants would establish a EURIBOR fallback that is economically
equivalent,allowing a valueneutral transitionto the extent possiblef EURIBOR ceatto exist.The

advantage of usinthe historical mean/median spread adjustment methodoldgyhat it is easy to
understand It will also beconsistent withthe spread adjustment methodology that will be included

in ISDAderivatives referencing EURIBOR and withSD and GR&enominated cash products
referencing LIBQRThis will facilitateease ofhedging and alignment between jurisdictions/across

asset classe§he working group therefore considers the historic mean/radian spread adjustment

to be the most appropriate methodologyfor calculaing a spread adjustment to be included in a
EURIBOR fallback measure.

2) Market conventions tobe used in the calculation of the compounded term rate based on the

e{cw

For those cash productsr whichit is proposinghe use of a backwartboking term structurethe
working group recommendghat market participants use the compounded average methodology
asdescribed in thepublic consultation on the publication by the ECB of compounded term rates
dzaAy3a (GKS e{c¢cw

With regard tomarket conventions in this consultation papethe working group is seekng market

feedbackas towhether there isany appetite for usng a spread adjustment and/can alkin rate to

(at leas) facilitate a EURIBOR fallback measure cdngistf (i) O2 YLJ2 dzy RSR ,es{ ¢ w NJ
proposed and (ii) a spread adjustment.

In addition, the working group recommends using the compounded average methodolaigiyout
includinga floor (e.gazero floorjoni KS R A f &utapplgng ingdad,adyfoor only to the
sum of the compounded term ratihe spread adjustment.


https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200724~6aab0ffe50.en.html
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200724~6aab0ffe50.en.html

Third, theworking group discussedwo ways ofdeterminingloan interestg either considering or
not considering,the principal outstanding to be a part of the compounded ratecalculation
(compounding the rateor compounding the balange As a methodology, dsed onits simpler
calculation andits consistency with the derivatige market, the working group €commends
compounding the rate.

Finally,in respect of the backwartboking lookback perioderm structure methodology, there are
generally two ways of applying a compounded rate in a conttabesediffer in respect of the way
0KS RIFAf & e { idepandihghivheth& &ardokiseraRon shift is applied or ndhe shift
methodology is seen as a more natural measure of interest over the period and would be consistent
with the convention adopted for the publication of the indices across jurisdict@msby ISDAThe
working group therefore recommends use of the backwaldoking lookback period with an
observation shift noting that the lag approach is a viable and robust alternative for market
participants wishing to use that approach.q. to ensureconsistencywith the U® and GBPloan
markets).

If the feedback receivedn the aspectsincluded inthis consultation paperpoints to market
consensus, this W support the final recommendations from thevorking group. However the
working groupwould like todraw the attention of all market participantto the factthat application

of the g 2 NJ A Yy 3 reédiNBedraiiddswill be on a voluntary basi\ll market participans will
need tocome totheir own independent decisioas towhether any suggested recommendations are
adopted and used in their respective contraatsd, if so, to what extent

Responses to this consultation should be sentdororfr@ech.europa.elby 15 January 202117:00

CET The ECB provides the secretariat for thgorking group and is publishing the public
consultation document in this capacityThe ECB does ndiowever, accept any responsibility or

liability for the contents of the document, and the fact that th€H provides the secretariat for the

working group should not be taken as implying in any way that it shares the views expressed in the
document.The ECB and the European Commission will evaluate all the responses and prepare an
anonymised summary of the$®eRo6 I O1 ® ¢ KA & &dzYYlFNEB gAff oO®ill LdJdzof A
be considered by thavorkinggroup at its meeting on 18 February 20Final recommendations on

the EURIBOR fallback measures are expesttedly thereafter.


mailto:eurorfr@ecb.europa.eu

Disclaimer

This publicconsultation is not intended to provideperational, valuation, legal, regulatory or othi
advice and should not be construed or relied on in any manneswh The information(of a legal,
factual or any other natureincluded in the public consultatiohas not been independently verifiec
It is not comprehensive and may change. Tiembers of theworkinggroup disclaim any obligatior
or undertaking to update of, correct, keep current or otherwise revise the content of this p
consultation. The workig group does not assume any responsibility for any use to which
document may be put, including any use of this document in connection with a privately nego
transaction.

This public consultationdiscussesa variety of optiongrelating to the intN2 R dzO (i A 2-fase@
fallback clauses fanew contracts and financial instruments referenclBgRIBOR. Recipients of tl
public consultation are responsible for making their own assessments as to the suitability
various options discussed in tliwcument. Recipients must continue to operate in an independ
and competitive manner and they should not use the content of this document to coordinate
activities in breach of applicable law.

Themembers of theworkinggroup, andany of their respetive directors, officers, advisers, affiliate
or representatives, shall not be deemed to have made any representation, warranty or underti
express or implied, as to, and no reliance should be placed on, the truthfulness, fairness, ac
completeness or correctness of the information and opinions contained in this document.
members of theworkinggroup, andany oftheir respective directors, officers, advisers, affiliates ¢
representatives expressly disclaim any and all liability, whethrector indirect, express or impliec
contractual, tortious, statutory or otherwise, in connection with the accuracy, completeness
correctness of the information, for any of the opinions or factual information contained herein
any errors, omissia® or misstatements contained in this documearid otherwise for any direct,
indirect or consequential loss, damages, costs or prejudices whatsoever arising from the use
document.

The members of theworking group may provide to any third party (inedling, but not limited to,
authorities, clients, associations or counterparties) opinions or advice elifférom the content of
this document



2 . F O13INRdzyRE 202SO0AOS

2.1 . O1 3ANZR dzy R

In 2013 I0SCO published a set pfinciple$ that administrators offinancial benchmarks should
comply with Among other thingsthe data used to construct benchmark determination should be
sufficient to accurately and reliably represent tiierest measured by theenchmark Datashould
be:
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By that time, the G2Ghad alsomandated theFSBwith conducting aglobal review of the main

benchmarks and plans for their reform, in ordere¢asure thatthese were coherent and coordinated
to the extent possibleTo that endthe FSB establishetie Official Sector Steering Group (OSSG)

Inits 2014report 6Reforming major interest ratbenchmarks!® the FSBecommended:
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In September 2017 thECBthe FSMAESMAand the European Comssion announced the launch
of the workinggroup oneuro riskfree rates?

Theworking group was taskedf with (i) identifyingrisk-free rateswhich ould serve aghe basis for
an alternative to the current benchmarks used in a variety of financial instruments and contracts in
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https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2016.171.01.0001.01.ENG&toc=OJ:L:2016:171:TOC
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2016.171.01.0001.01.ENG&toc=OJ:L:2016:171:TOC
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD415.pdf
http://www.fsb.org/2014/07/r_140722/
https://www.fsb.org/wp-content/uploads/P181219.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2016.171.01.0001.01.ENG&toc=OJ:L:2016:171:TOC
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2016.171.01.0001.01.ENG&toc=OJ:L:2016:171:TOC
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2016.171.01.0001.01.ENG&toc=OJ:L:2016:171:TOC
https://www.ecb.europa.eu/press/pr/date/2017/html/ecb.pr170921_1.en.html
https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/2017_11_29_terms_of_reference.pdf

the euro area,(ii) identifying best practices for contractual robustnessd (ii) develogng adoption
plans ¢ and, if necessary¢ a transition plan for legacy contractehich referene existing
benchmarks.

EURIBORs the commonly used term rate for euro denominated financial contraEldRIBOR
reflects the rate at which wholesale funds in eurnde obtained by credit istitutions in EU and
EFTA countries in the unsecured money markedseeks tomeasueo  y1 aQ O2adia 27
unsecured money markets. In 201BURIBORvas declared a critical benchmark by tEeropean
Commission Its administrator the Euro Money Markets InstituteEMMI) has conducted iepth
reformsin recentyearsin orderto meet the BMRrequirements by strengthening its govermae
framework and developing a hybrid methodology in order to ground the calculati&U&IBORo

the extent possible, iruro money market transactions.

In July 2019the supervisor ofEURIBORhe FSMA granted authorisatio® to EMMI for EURIBOR
under the BMR.This authorisationprovides confirmation that EMMI and theEURIBORybrid
methodology meet the requirementiid down inthe BMR and thaEURIBOIRRay continue to be
used in new and legacy contracts

However, contracts and financial instrunmts which referene EURIBORheed to incorporate
workable fallback provisions. T& would reduce potential uncertainties in the event any
disruption to EURIBOR the future and would be in line with the 10SQ®inciples for financial
benchmark®. For spervised entitiesas well asfinancial instruments and contracts that fall within
the scope of the BMR, introducing robust fallbaarkvisionswould also contribute to meeting the
requirements laid down iirticle 28(2)of the BMR

A part ofthe working ¢N2 dzinKhdateis to identify and recommed term structure and spread
adjustment methodologies based on tlie{ RWRThese coulderve as suitablE URIBORallback
provisionsfor each financial product by takintdpe needs ofend uses into account During this
productby-product assessment, theworking group explored the feasibility of the various
methodologies from anoperational, accounting and valuation standpointhese alternative

€ { dased term structure and spread adjustmemtethodologiescould function as robust and
resilient EURIBORilIbackprovisions Whilethere are no plans to discontinueURIBORhe fallback
measuresvould cover a scenario in which the benchmedasedpermarently, andwould alsomake

it possible formarket participantsto align withthe I0SCO principles for financial benchmarks and
comply withArticle 28(2) of theBMR.

Finally, it should beoted that on 24 July 2020, the European Commission publistsgéroposal for

a Regulation of the European Parliament and of the Cowameénding the BMR as regards the
exemption of certain third country foreign exchange benchmarks and the designation of
replacement benchmarks for certain benchmarks in cess#tidinis expected that the EC Proposal
will be the subject of interinstitutionlanegotiations between the European Parliament, the Council
and the Commission during November/December 2020.

14

u»

Z (n)f*rl » B

{a! LINBXH aNBfl SIFHI&KSEWR aSa (12aa R Tl d KISRYADA0A fividet @S yGikvved NJ|
h{/h LINAYOALN Sa F2Wdzr& yh ymo®t 0SSy OKYIl NJ &

L2akt F2NJ I wS3dzA FdAz2y 2F (KSROWANRWEST dst It i
SESYLIWiA2y 2F OSNIIAY GKANR O2dzyiNE F2NB
il Ay O0SYyOKYl NhawhzZeOBaahbdbrzy

15

16

nwRZ2 W
>
wZ

O(C:\-—r PN


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32016R1368&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32016R1368&from=EN
https://ec.europa.eu/finance/docs/law/200724-benchmarks-review-proposal_en.pdf
https://ec.europa.eu/finance/docs/law/200724-benchmarks-review-proposal_en.pdf
https://www.fsma.be/en/news/fsma-authorises-emmi-administrator-euribor-benchmark
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD415.pdf

According to the proposed legislation, the European Commission would be empowered to designate
a statutory rate to replace references to a critior otherwise systemically relevant benchmark that

will no longer be published at a given moment in the future. In particular, the empowerment would
ensure that statutory or mandated replacement rates published outside of the European Union
could apply ¢ all financial contracts, financial instruments and performance measurements tools
entered into or used by a supervised entity subject to the BM&llbacksare not already stipulated
However,this statutory solution would be asolution of last resortand should not be interpreted

by market participants as replacing due compliance wilticle 28(2) of the BMR

The legislative proposal, if endorsed by the European Parliament and Counmdil, require that, in
exercising the new powers, the European @uaigsion take into account the recommendations of
the riskfree rate working groups convened by the public authorities of the relevant currency areas
covered by the benchmark in cessatids the designation powers are premised on relevant working
groups onrisk-free rates recommenitig a replacement rate, applicable spread adjustment to avoid
unwanted value transfer and conforming contract changes, the European Commission invited the
working group oreuro riskfree rates to addresthese aspects in their fal recommendation¥.

2.2 ho 2SOl S&AO2 LIS

Throughthis public consultationthe working group invitesfeedback frommarket participantswith
regard tothe most appropriateEURIBORallback provisionsfor cashproducts while taking into
account theneeds ofend users The aimis toensue there would bea smooth transitionfIEURIBOR
were discontinued

¢ KS SdzNE w @hicEwas réec®mneefidediby thevorkinggroup in September 2018 forms
the starting point for ceating a EURIBORIIback provisionTKS e { ¢w NB Tt SOda GKS
unsecured overnight borrowing costs of banks located in the eurc'area

The next step for thavorking group will be to identify the most appropriateEURIBORallback
methodology based onl{ I -basediterm structure methodology for each financial product that
has beenassessed against a list of key critedad (i) a spread adjustment methodologysedto
minimise potential value transfers once the fallba has beentriggered. The working group
acknowledgeshe EURIBORilIback measurefor derivatives products that ISDA included(1) the
2006 ISDA Definitiod% for new transactions and2) the IBOR Fallback®rotocol for legacy
contracts if market participanthoose toadhereto it?:.

TheworkinggroupO2 y 8 A RSNB R (i éhaseditarn 3$dcturd Methodolggas componers
of the EURIBORilIbackprovisions
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https://www.ecb.europa.eu/paym/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/20200910/2020_09_10_WG_on_euro_RFR_teleconference_Minutes.pdf
https://www.ecb.europa.eu/press/pr/date/2018/html/ecb.pr180913.en.html
https://www.ecb.europa.eu/stats/financial_markets_and_interest_rates/money_market/html/index.en.html
http://assets.isda.org/media/3062e7b4/23aa1658-pdf/
http://assets.isda.org/media/3062e7b4/23aa1658-pdf/
http://assets.isda.org/media/3062e7b4/08268161-pdf/
http://assets.isda.org/media/34b2ba47/c5347611-pdf/

1) B NB# RR [UASNY & #RHz0 K dzNB5 202 dzf R YES K@ REBB @ARKSRI KBy wmn
al NOK H n@qN|GRP #7KS

2) o O &ft NRGASNT & #NHzO0 K dzNB 20 2 dzt RS 0rS2 RLIISERSAYS R R dzNRA Y
G2 Ny N BA) YSSGAYyI 290 ! dZAdzald HAamp

Theforward-looking term structure considered in this pubtiensultation is basedne { ©wernight
Index Swapsdlg committed quotebased methodologyhat was publiclyexaminedby the working
group in 2019° 27, This methodologynay become available once th®1S market based on the new
€ { Gswufficientlydeveloped® to support the production of a robust benchmark bge orseveral
administratoi(s) that is compliant with the BMRndis accepted by the markefThe main features of
the forwardlooking term structureare describedn Chaptel3.

In order to assess the backwaildoking term structures, thavorking group took note of the eight

possible options described in the user guide published byR8Bin June 201%. After taking into

account various criteria applicabl®r euro-denominated finagial products, theworking group

views three backwardooking term structures based oa 02 Y LJ2 dzy RA y 3 agfdasibleK S € { ¢
payment delay,Jookback period and last reset. The main features of the backiearking term

structures are detailed in Chapter 4
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https://www.ecb.europa.eu/pub/pdf/annex/ecb.sp190314_annex_recommendation.en.pdf
https://www.ecb.europa.eu/pub/pdf/annex/ecb.sp190314_annex_recommendation.en.pdf
https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/20190829/2019-08-29_WG_on_euro_RFR_meeting_Item_3_Update_by_Subgroup_2_on_term_rates_methodologies.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.consultation_details_201812.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.consultation_details_201812.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.summaryofresponses01_201902.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.summaryofresponses01_201902.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_transferofliquidityfromEONIA_scashandderivativesmarketstotheeuroshorttermrate~c62c9819a5.en.pdf
https://www.fsb.org/2019/06/overnight-risk-free-rates-a-users-guide/
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_riskmanagementimplicationstransitioneoniaeurostrfallbackseuribor~156067d893.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_riskmanagementimplicationstransitioneoniaeurostrfallbackseuribor~156067d893.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_financialaccountingimplicationstransitioneoniaeurostrfallbackseuribor~6e1bb63340.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_financialaccountingimplicationstransitioneoniaeurostrfallbackseuribor~6e1bb63340.en.pdf

In Chapter 6, thavorking group seels marketfeedback on the spread methodologly be applied to
the EURIBORallbackmeasures and which should bancluded in EURIBARked contractdn order
to minimisepotential value transfeiif the EURIBORillbackrate is triggered

In Chapter 7, thevorkinggroup invites andassesses feedback on therket conventions to be used
tocalculael KS O2 YLIJ2 dzy RSR i SNX)Y wsihgitHe dompounilédiAveragé (1 KS € { ¢
methodology as described in the EC&Ublic consultatiorand inthe summary of responses to this

public consultation

In conjunction with this public consultation on EURIBOR fallback rateswaikeing group also
launched a public consultation dAURIBOR fallback trigger everifhisis proposing a generic set of
fallback trigger events that market participants could consider iolyin their contracts andn
financial instruments referencing EURIBOR. Both consultations are launched in parallel to allow
market participants to have a comprehensive view of the two essential elements applying to fallback
measures, i.e. the EURIBORbfack trigger event and the EURIBOR fallback rate.

It is essential for the working group to obtaieefilback from market participantso it canascertain

whether the analysis performed and the EURIBOR fallback meagieesified enjoy general

support. The ECB and the European Commission will evaluate all responsewitirgtepare an
Fy2ye@YAaSR adzYYINE 2F (GKS FTSSRolI O1® ¢ KAAawilkdzyYl N
be reviewedby the working group at its meetingon 18 February2021.Final reommendations on

EURIBOR fallback measures are expesheditly thereafter

While not legally binding, theg 2 NJ Ay 3 reddwdndedd@ains could support a more
homogeneous and consistent development of robust fallback measuresEfdRIBO#Nnked
contractsacross market participants and segments. The widespread adoption of uniform fallback
measuresas well as thegreaterdza S 2 F G KS € { EURIBORilbickK Seastresiasrdss T 2 NJ
cash and derivativemarket productsis expected to enhance the workdibi of these fallbacks in

the event ofEURIBORessation.

Theworking group therefore strongly encourageinterested stakeholdergo respond to this public
consultation, and would appreciatefeedback from as broad a range oéspondentsas possible,
includingusers ofEURIBOMnked products from different sectors and categories.


https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200724~6aab0ffe50.en.html
https://www.ecb.europa.eu/pub/pdf/other/ecb.summaryresponsespublicconsultationcompoundedtermrateseuroSTR2020~79eab79a0d.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.summaryresponsespublicconsultationcompoundedtermrateseuroSTR2020~79eab79a0d.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.pubcon_EURIBORfallbacktriggerevents.202011~e3e84e2b02.en.pdf
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advancemethodology, forwardooking ratesmake cash flow forecasting easier as the next interest
payment is known at the start of the interest periothismay beimportant for some products and

clients as Chapter 5explair® ! f Alj dzZA R € { ¢ W th&® PAdesisuffidiedtpice Y I NJ S
information in a reliable and transparemhanneris a preequisite for producingforward-looking

term rates.

On 14 March 201%sa part of itssearch forsuitable EURIBOR fallbgmiovisions the workinggroup
suggestedhat an OIS tradable quotes I 8 SR YSG K2 R2f 238 O2 dzf RoasedS dza SF
forward-looking term structure. Thevorking group had analysed four possible forwalabking
approachesd dzA f RA y 3 2y -baded derivatiiesaNdkets (DI wndufes marketsthat

could be used taderive a term rate?, and its recommendationtook into account the feedback

received in response to its second public consultafion

The OIS quotebased methodology uses committed tradable quotes to construct a tetewaich

represens future market expectatioas for the overnighte { ¢ wd ¢ KA a YSiK2R2f 238
mid-LINA OS F2NJ e{¢w hL{ ljd2GSa 2060l Ay SRmukiMBdM NI 3 dz
trading facilities MMTF3). In the case of tradable giote, the individual dealer showing this quote

must bewilling andable to transact at this specific pricir the specific volumgat exactly this point

in time®%. The benchmark could be a poimttime fixing (for example at 11:00 CEE, is the case for
EURIBOR) with a short predefined period for colhetthe quotes. To ensurthe integrity of sucha

rate, the administrator(s) would apply protection measuregich would includaising randomised
snapshots during a given data collection window, and cwmtidg liquidity checks. The OIS
guotes-based method relies on several technical assumptions, specifically: (i) dealers providing
liquidity in tradable quotes for specific tenors should construct a global order book with sufficiently

high market depth (i.equoted volumes)and (i) tight bid/offers in all market conditions are needed

in order to minimise the risk of undue impacts adncrease the robustness of the term rate.
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https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_transferofliquidityfromEONIA_scashandderivativesmarketstotheeuroshorttermrate~c62c9819a5.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.consultation_details_201812.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.consultation_details_201812.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.consultation_details_201812.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.consultation_details_201812.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.summaryofresponses01_201902.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.summaryofresponses01_201902.en.pdf

The Working Group also acknowledgedhat this forwardlooking term structure methodology
would necessitate:
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In addition to this, the forwardooking methodology would also necessitate (i) at least one
authorised administator beingable to produce such ratefij) a sufficiently diversifiedistribution of
counterparties in order tabtain arepresentative and notbiased rate and (iii) authorisation by its
supervisor.

¢KS Odz2NNBy (G STR)ISxaiket te@ain® Mode$tkHewever, KS t AljdzZARAGE 2 F
market is expected to deepdollowingthe CCP&iscounting switch from EONIA¢&{ ¢ w 2y HT W
2020 and is expected to increagewardsthe same level of liquidity observed in the current EONIA

OIS marketntil such time aE£ONA cease to existon 3 January 2023t shouldbe noted that since

EONIA has changed its underlying methodolempecone I G N» O] SNJ N5 bgs, tte ¥ e { ¢
fAljdZARAGE GNIYaFSNI FNBY GKS 9hblL! hadkdn placeiNg SaG
reality, with the two markets beoming fungible fromboth a risk anda liquidity point of view.

However, he high level of concentration in the current OIS market remains a conaatha more

diversified distribution of counterparties would enhance thelevelopment of a representative
forward-looking term rate.Other conditions relating to market data availabiligg well aspotential
agreements with the MTR&ith regard tosourdngthese dataremain the responsibility of the future
administrator(s).

Five administratord’ have expressednA y il SNBa G Ay LINE @ldoRrigyedn rate/in € { ¢ w
the future. Following thepublication of acall for expressions of inter€$t in October 201%he

working group received feedback andhethodology proposals from five interested benchmark
administrators EMMI, FTSE Russell, ICE Berark Administration, Refinitiv and IHS Markitar
presentationsand proposalsre available on thevorkinggroupQa ¢ 80 &A G S

In July 2020, theworking group on euro risk-free rates received an updat€ from the
abovementioned administrators on their plans, allowing market participants to better assess
whether these ratesnight be feasible andif so, under wtat conditions andwith what possible time
horizon. Giventhe O dzNNXB y i  f-hasedl trafis@ctions{ theworking group will reassess the
situation towards the end of 2020.
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https://www.ecb.europa.eu/pub/pdf/annex/ecb.sp190314_annex_recommendation.en.pdf
https://www.ecb.europa.eu/pub/pdf/annex/ecb.sp190314_annex_recommendation.en.pdf
https://www.lch.com/services/swapclear/volumes/rfr-volumes
https://www.ecb.europa.eu/paym/pdf/consultations/WG_on_euro_RFR_Call_to_benchmark_administrators_for_expressions_of_interest_in_producing_a_EUROSTR-based_forward-looking_term_structure.pdf
https://www.ecb.europa.eu/paym/pdf/consultations/WG_on_euro_RFR_Call_to_benchmark_administrators_for_expressions_of_interest_in_producing_a_EUROSTR-based_forward-looking_term_structure.pdf
https://www.ecb.europa.eu/paym/interest_rate_benchmarks/WG_euro_risk-free_rates/html/index.en.html
https://www.ecb.europa.eu/paym/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/20200702/Item_2_1_Update_administrators_forward_looking_%20term_rates_EuroSTR.pdf

For reasons ofompetition law, it is important to mention that theorkinggroup will not be able to
choose or recommend a particular benchrk administrator for these forwartboking term rate4'.
Instead,any preferred administrator and forwaddoking term ratewill be chosen bybenchmark
users
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https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/20191016/2019_10_16_WG_on_euro_RFR_meeting_Minutes.pdf
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4.1 LYUNRRdAzOUA2Y

The following sectiorgives an overview dthe various backwardooking methodologies currently

under consideration.a dzOK 2F (GKS &a2dz2NOS YIFGSNARAFE FT2N GKAaA
published in June 2013 In all cases, the methodologies are based on actual overnight RFR fixings
and do not ircorporate forward-looking expectatioa In all the various methodologiesp@t from

last recent) these overnight fixings are compoundectalculate an average rate. It is important to

note that the working group has assumed thahe use of simple averaging rather than compound
averagingwould not be appropriate as it ignores the fundamental principle toé time value of

money. Althoughthis difference may nobe significantin a lowrate environmentit could become

material in avolatile orhigherrate environment.

The methodologiemaybe grouped intahree main types: (1jn arrears (2) in advanceand (3) a
hybrid combination ofn advanceandin arrears

CAIdNB wmth22f Oyal BBNY &GNHzOGdNBE YSiK2R2t 23454

Backwardlooking term structure

methodologies

In arrears In advance Hybrid
Section 4.2 Section 4.3 Section 4.4
Plain/base Payment Lockout Lookback Lastreset Last Principal Interest
case delay period recent adjustmentff rollover
Sec.4.2.1 Sec.4.2.2] Sec.4.23|] Sec.4.24 Sec. 4.3.1 Sec. 4.3.2 Sec4.4.1 Sec.4.4.2

For each methodology there are two (or three in the case of the hybrid methodology) different
periods to considerasshownin the diagram belowThe observation periods the period in which

the overnight riskfree rates areobserved andactually realised while the interest periodis the
specific period over which the money is actually borrowed or lent.
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https://www.fsb.org/wp-content/uploads/P040619-1.pdf
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. . Period used to calculate the
Observation period
‘ i average RFR

Period used to calculate the

I adjustment payment
_ Period for which an interest

| JLCESIE instalment is paid

| éPayment known

| | | > A éPayment date

-3M tOday +3M éAdjusted payment da

Based on the colour coding above diagram is shown below for each methodology.
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In the base case, the observation period is identical to the interest period. The notional is paid at the
start of the period and is repaid, together with the last interest payment, on the last day of the
contract period. A plainn arrearsstructure reflects the movement in interest rates over the full
interest period, and payment is made on the day that it wouldunally be due.

| 26 SOSNE 3IAGBSYy GKS Lzt AOFGA2Yy GAYAYy3 2F (KS ¢
requiring payment on the same day that the final payment amount is known, which creates a
number of challenges in terms operational cash flow mnagement .
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-3M today +3M
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In contrast to the base case, the interest payments are delayed by a certain number of days,and are
therefore, due the same numbenof days after the end of an interest period. The idea is to provide
more time for operational cash flow management. In the last interest period, the interest payment is
due after the repayment of the notional, which leads to a mismatch of cash flows aydb®
difficult to handle fromboth an operational and credit risk perspective.

My



CA3Idz2NE no RABYRYW RSt @

1-5 days of delay of interest
[ [ payment
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lockout period is applied for the remaining days of the interest period. As a result, the compounded
e{¢w Oy 0 SwunbérdfdngstbéfareSte erd dhe interest period. This option has been

used by some USD floating rametes (FRNs) referencing the Secured Overnight Financing Rate
(SOFRyvith a lockout period of typically four days. A consequence of the lockout period is that the
calculation of theinterest rate might beseen adess transparent for clients and more coneplted

for product providers to implementn addition the option involves interest rate risk that is difficult
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In contrast to the base case, the observation period for the interest rate calculation starts and ends a
certain number of days prior to the interest period. As a result, the interest payment can be
calculated prior to the end of the interest period. Thigtion is used by ISDAiis 2006 Definitions
andIBOR Fallbacksdocol, where ISDAas includedeURIBORillbacks based on theompounded

setting in arrearsate with a twaday loolback period®. In addition, tke option is predominantly
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used for FRNSs ferencing the Sterling Overnight Index Average (SONIA) with-ddiyéookback
period, and there has also been SONIA loan activity using this opti@ogilon involves slightly
increased interest rate risk due to changes in the yield curve over thiendef the product,
althoughthere are ways to hedge this risgknecessary
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The last reset methodology uses the same basic calculation as the base case/payment
delay/lookback methodologies, whethe observation and interest periods are of the same duration
and the averageRFRs calculated for the whole observati period. The fundamental differende

the case ofthe last reset methodology is that the observation period referenced is the period
immediatelypreceding the interest period. The exact interest rat¢hisrefore known at the start of

the interest period althoughit references rates observed in the matlfrom the previous period. As

the rate is known at the start of the interest period, the interest payment datelsaat the end of

the interest period.However, his option involves interest rate risk that is difficult to hedge due to
potential changesto the € { ¢dwring the current interest period compared witthe previous
observationperiod.
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In this option, a single { ®wman averaged { ¢owalow number of dayss applied for the entire
interest period. &en the short observation period, the interest payment is already known in
advance ands due on the last day of the interest period. In this option, the interest rate risk cannot
be hedgedusingexisting instruments.
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This option combines a first payment (instalment payment) known at the beginning of the interest
period with an adjustment payment known at the end. The calculation of the instalment payment
may be based onO 2 Y LJ2 dzy’ R SIRingetHe ¢figt observation period which is the period
immediatelypreceding the interest periadThecalculation of theadjustment payment ibased on

the differential between the instalment payment and t@2 Y LJ2 dzy’ R $llRing ehe interest
period andis paid at the end of the interest period by either party (ian additional paymenmade

by the client or a repaymentnade by the product provider). As a resuly, part of the interest
payment isalreadyknown at the start of the periodend users wouldhowever, find this option very
difficult to understand given that they would be informed of an interest payment projection at the
beginning of the interest period and the final payment at the end of the interest period. In addition,
the option is difficlt to hedge and is alsoperationally and computationally complex
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This option also combines a first payment (instalment payment) known at the beginning of the
interest period with an adjustment ganent known at the enaf the interest period The difference
from the previous option is that the adjustment payment is delagetdcan be made a few days later

or at the end of the next periodEnd users would, however, find this option very difficudt t
understand given that they would be informed of an interest payment projection at the beginning of
the interest period and the final payment at the end of the interest period. In addition, the option is
difficult to hedge and is alsaperationally and canputationally complex
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Theworkinggroup considered the viability of all the above backwdndking methodologies based
on operational and computational ease, client acceptance, hedesisge and period congruerféy
On the basis ahese criteria several methodologies wemeemednon-viable andwvere therefore
discarded fom anyfurther analysis bsuitable EURIBOR fallback measyfesthe reasondelow.
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https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/20190829/2019-08-29_WG_on_euro_RFR_meeting_Item_3_Update_by_Subgroup_2_on_term_rates_methodologies.pdf
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Althoughthe last reset(seeSection4.3.1) methodology has the clear disadvantage of inconsistency
between the observation period arttie interest period,it wasdecidedit should still bencludedon

the shortlist of potential backwartboking term structure methodologiegjven that it ishe only
backwardlooking option retainedor whichthe rate is knowrat the beginningf the interest

period.

Theworkinggroup therefore concluded that the optionsthich may beconsidered potentially viable
for specific asset classasdwhichshould besubject to this public consultation are thipayment
delay(Section4.2.2),the lookbackperiod (See sectiond.2.4) and thdast reset(Section 4.3.1)
methodologies. This is generally consistent vifth practical examples already seen in the market
and theconclusions of RFR working groups in other jurisdictidbablel below provides a summary
of the conclusions of thevorkinggroup for each individual methodology.
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Operational Computational | Hedging|  Client Period Examples of | Conclusion
Methodology ease/cash .
ease/mechanics ease | acceptance| congruency usage
flow mgmt.

. Significant Simple and Limited CIEESELI 1L
HElozes Goes operational transparent hedgin Low Consistent some '
(Section 4.2.1) P . par eaging derivatives

complexity calculation issues
markets
Payment delay Some Simple and L|m|t9d High _f(_)r . OIS derivative
. operational transparent hedging specific Consistent .
(Section 4.2.2) . . . market
complexity calculation issues asset classe:
R Slightly higher Relevant
Lockout period Slgnlfl_cant complexity and hedging Small SOFR FRN
. operational . Low :
(Section 4.2.3) . lower issues mismatch market
complexity
transparency expected
Derivattives
Lookback Some Simple and  Hedging ':'%1;?(: Small SONIA FRN
period (Section| operational transparent ease P ; h  SONIA loans, .
4.2.4) complexity calculation  expected asset mismatc
- classes/user: SARON loans
markets
. High for Proposed
Last reset Operationally t?;r:gleagr:tj he'c\jloin specific Inconsistent solution by
(Section 4.3.1) | straigtforward par ging asset other WGs for .
calculation  possibility
classes/user: mortgages
Last recent | Operationally Simple and No_ .
X - transparent  hedging Low Inconsistent Not observed .
(Section 4.3.2) | straigtforward . P
calculation  possibility
Becomes
More complex Relevant CETEIEE
Principal Significant P ) . with the
. . and less hedging Potentially . . .
adjustment operational . incoporation Not observed
- . transparent issues low
(Section 4.4.1)| complexity . of the
calculation  expected .
adjustment
rate
Becomes
consistent
Significant More complex Relev_ant . with the
Interest rollover . and less hedging Potentially . .
- operational . incoporation Not observed
(Section 4.4.2) complexit transparent issues low of the '
plexity calculation  expected .
adjustment
rate
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As described in Chapter 3 afthapter4, Figure 2 below showthe methodologiesdentified by the
working groupto derive € { ¢based term structures that could be used as EURIBOR fallback
measures.
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Methodologies

Backward-looking

Payment
Lookback
delay
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As Chapter3 explains forward-looking term structure methodologies would be based on the
RSNA QDI GABSa YI NJ S @flechidy mBKeBeypéciaiods ofl KSevatufion of the
e{¢w RdzZNAYy3I (KS dzLJO 2avidwgultl behkylotviS i iBeisiart M iheiifteresiBareRh 2 R
period.

As Chapter 4explains backwardlooking term structure methodologies are based on simple
mathematical alculations éthe value of past realised daily fixings of the overniBRFover a given
period of time. Strictly speakinghese are not new methodologieand are in facagreed c&ulation
methods thatcould be&eomeavailable andcould beusedwith immediate effect. Theworking group
analysed thgpayment delay the lookbackperiod and thelast resetmethodologiest consideredto

be potentially viable for specific asset classesd its conclusions are subject to this public
consultation. The gyment delay and lookback pericate known at the end of the interest rate
period, whereas the last resetknown at the start of the interest rate period.

Followinga list of key criteria, Chapter 5 analyses the suitability and appropriateness of these
potentially viable term structure methodologies as EURIBOR fallbacks for different types of



products®: corporate lending, mortgagesconsumer and SMHBoans current accounts debt
securities, securisations and derivatives It also includes some sectspecific analysidor trade
finance export and emerging markefsnanceand investment fundsas well assome modeispecific
analysis for the transfer pricing models.

The analysis of the term structure methodologies to be used as EURIBOR fedlitleadkkes into
account two major developments whicbould influence the selection of the most appropriate
choice: (i) the EURIBOR fallbaakes developed by ISDA for derivative products in 8@)6 ISDA
Definitiong® and IBOR Fallbacksdocol”, and (ii) theguidance of public authorities, as expressed
by the FSB.

(i) TheResults of the ISDA Supplemental Consultation on Spread and Terntreljus, including

Final Parameters thereof, for Fallbacks in Derivatives Referencing EUR LIBOR and EURIBOR, as well as
other less widely used IBORK 2 ¢ O NRBIF R YI NJ S & dzLJLJ2 N be®ygphetl L { 5! Q

to EURIBOR and EUR LIBOR derivafivesworking group acknowledgeshe EURIBOR fallback
measures for derivatives products that ISDA included in (1)20@6 ISDA Definitionfor new
transactions and (2) theIBOR Fallbacksdocol for legacy contractsif market participantschoose
to adhere to it Thesewill therefore not form pat of this public consultation.

(ii) The FSB highlighted in ifsily 2018 report on interest benchmark refothmat the transition to
risk-free rates will only reduce current vulnerabilities if it addresses the core weakness of theBORs
the lack of deep and liquid underlying markets. To the extent that overnight RFRs are more strongly
rooted in transactions than alternate measures, they represent the most robugitions available

to the market.

At the same time, the FSB haguedthat the greater robustness of overnight RFRsams they are
a betterchoice ofreference ratewhen market participants do not need forwaiddoking term rates.

Finally, it should alste noted that in order to mitigate any potential value transférEURIBOR
fallback provisionsare triggered, a spread adjustment should be addedates calculatedusing
these term structure methodologieg\n andysis of sucta spread adjustment is included in Chapter
6.
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In order to support the analysis conducted in thishapter to identify the most appropriate
€ { dased term structure methodology to be used agdRIBORallback, the working group has
identified a list of selection criteriaThese criteriaseek to represent the most common and
important aspects to be consideredy EURIBOR users when assessirg functionality and
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https://www.isda.org/a/MioTE/Statement-Regarding-Results-of-December-2019-Supplemental-Consultation.pdf
https://www.isda.org/a/MioTE/Statement-Regarding-Results-of-December-2019-Supplemental-Consultation.pdf
https://www.isda.org/a/MioTE/Statement-Regarding-Results-of-December-2019-Supplemental-Consultation.pdf
https://www.fsb.org/wp-content/uploads/P120718.pdf
http://assets.isda.org/media/3062e7b4/23aa1658-pdf/
http://assets.isda.org/media/3062e7b4/23aa1658-pdf/
http://assets.isda.org/media/3062e7b4/08268161-pdf/
http://assets.isda.org/media/34b2ba47/c5347611-pdf/

FSI aAoAf-hadedl tenTstruetremethodologies that could function as EURIBOR fallback
rates. The different methodologiemight satisfy these criteria to different degreeand the weight
of eachmay also varydepending orthe market sectorpusiress modehnd product category

The working group emphasiseghat this list of criteriais not intended to be exhaustiveand other
criteria could become important under different circumstanessl for specificnarketsectors.

Criteria usedn the analyss

l
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Backward-looking
Assessment Forward-
looking Payment | Lookback
. Last reset
delay period

Robustness/availability . . .
Operational ease .
Client acceptance

Professional market players ’ ’ ’ ’

Corporates ’ .

SME/consumers ’ . ’
Hedging ease and hedge accounting impacts . . .
Other accounting impacts . ‘ .
Risk management impacts .
Consistency with other jurisdictions/asset classgs .

Colour code

Feasible ()
Feasible with some minor changes/drawbacks
Feasible with some relevant changes/drawback$
Questionable feasibility o

TheaboveS @ f dzI (i A-Bagedté@ri stracfure methodologiesn the basis ofhe selection
criteria is explored further below.
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Theworking group noted that the issuemight affect some EU Member Statesopotential solutions
should be sought within eaatountry affected and addressed at the local level. For example, national
authorities in thecountries affected could provide legal certaintyy clarfying the application of
national legislation or, if necessary, ni@gamendments to provisions in existing national legislation.
It was alsonoted that, in the context of the syndicated loan market,etlissue was not purely
domestic in the sense that if thew applicableto the loan contract chosen by the parties does not
recognge and enforce compounding (due to public order rules against anatocism), this could have an
impact on all partiesnvolved even thosebased in a jurisdiction different froitihat in whichthe law

is applicable, given that syndicated loans are often international in natun@ havecounterparties
from multiple jurisdictionsin view ofthis wider impact, imaybe helpful for Euspean authorities to
conduct education and outreadhitiativeswith local authoritiesn respect othe transition.
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https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/20200702/2020_07_02_WG_on_euro_RFR_letter_to_IASB_IFRS9_IAS39_hedge_accounting_and_IFRS9_SPPI_testing.pdf
https://www.ecb.europa.eu/paym/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/20200910/2020_09_10_WG_on_euro_RFR_teleconference_Minutes.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_riskmanagementimplicationstransitioneoniaeurostrfallbackseuribor~156067d893.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_riskmanagementimplicationstransitioneoniaeurostrfallbackseuribor~156067d893.en.pdf

9! wLT¥hiwvt 61 O1 YSI adzNBa SEPIR (YRISGEAHR Y SETORFIf @ $ 1 K]
g2t aAtAGe NBE FHNRE Jpd IKS alow i Abaw NRER aEKS 02 NNB &
Fg2AR GKS NRal (KBA VYO i ESNNIVEE GAT hyw Tl f 852 YS
RAFTFSNBY (G TFAYIg2OA IAWIRIDR READHAEZASKSNAO &aSi 2F 9! w
GNRAIISNI S@SyiGa Ay F3HNABLI EA 308z2 8 R8RIIGPR YR ywE a8l AKX y |
KSR3IS APOR WA Oallaah il INKAGA EINBRANISISHIGHE 8 2 W SF R H2NB R O]
O2dzf R 0SdzxAyiAIb &8RS PEMNNILE G LI NI A O 4l iy&il-58 0 &k dzf R
a6l LJaA KIF ARBHSRS OGSt 2LISR | yR $A & ABEkEA 0 RIaNRId (KL G
62 dzORYS G | O2aido

CAYRTitas ABWENDEYEAKIDH2YVYEANY Y2 NR SN LNI ERESS 2 LIS
AAYLIE ATE GKS AYLESYSY(llIAgYyLRTAGESSBWRERIMBIBNI GIA &

. O1dI2ZMR Ay 3 GSNY admMHzOld dzNE YSGK2R2f 23

CKSBF Ol 4 RRAXEYSyYy  yRE2 I &Sy & YSue®@@®RRE 2341 Sa NBadz i
Ad l1yz2ey 0Oft2aS (2 (KS SYyRy2FNNBYRFISNBEATLRRABR
AYyGSNB®»(G ¢ KEMX2R NI GS OF t OdA I iSR olFaSR 2y (KSas$s
GSNX¥a 2FTROEABANKZRI 2T O2NIBEy 08 w2 hivK FSGEK2R2 2 3¢
1y26y +FiG GKS &Gl NG SOFdza § & S NS YESENBIR/FR06 Yy dzy G A
GKS SyR 2F Iy AyGiSNB&ad LISNR 2RI 20 KISA ENBRKE (NIAGS 3 (
NEO2y OAf S GKRISYR yIiNNSyE#HS RIdiSe YS & Y 2yFi GBS R o NS &
YSiK2R2MAZHEKKSNEBEF DEBE NRA &1 Y yladDKSNEER AMY RUISNE G A 2y |
NA B ¥ BA FAKYGG NIBDR dzOBYIRA 211 5Pk T2 NS OF @Ay 3 RATFTFAOMzZ GASE

T / NBRAMHiYyIN&A aQy26Ay3 G(KS SEFOG AyiSNBad Fyzdzyid iz
62 dZA R G NR R&BAS A2y € ONBRAG HBHAS { ANV ISR Llee WHYS NI
GKAA SNBYFFENYS G LI NI A OA LalayBRs  ® K-Daz® RINR B8 1 oyt | &
221 d8QY & iNIKRERENE RBAFSFE NA Y TA YINRIR dialpd DB § INA £ k { &
O2yadz¥ 8IREY | QINPAIROINWRY 2 7 REAISHRSNFARFR NR HiKSa
y2iArA2y Lt NBLI&aYSyld | y2Ry (G KE&SA M BT RNIIEE S Yl @ Y &
RS{iISANY & ¥Siir® 2 0B @R 1WSIi Sy dAl f a® dzNDS 2F ONBRA(

f hLISNI 0A@VAIKS NWaARY 6B2y0Z Ry TS RIGKESI @ SBREB NI 02 (K
GKSF 8 YSyYy (i yRSHRE] 6 OK 2 RSEBIBIA WRE B f 2 6 LIS NGAKEZRNLIS T
T 20N £ Odzt | (A 2 yF 20NFE (LATEAS (IGERBKS G #a LI NI ASYdzt | NI &
Al Aa YSOSAAY REY(IO2 YV ISIED IS MIBKY (I NRf & ©

T zFfdz GA2yWEI2BR TQIEOH @10 MyNRILHI eI Sy (2 NBSX | & 01 LIS NJF
0SNY aivNeur&2de® 23ASa | NA KRFNDFTLIRAZOLBHABARR 2
ARy SaaSydAalt NBldANBYSYyld F2alyd 2 RRALNEREO G & Ra d
AYI NI NG AKSy (i sEOSiEi2 ay3xS OF aK Ft 2 F2NBQradiy.
I NNBMSNEK 2 R2 f @ AMS A BSNFasNER f S84 LINBOAFAENWHKI Y
I ROIWBK2R2t 2380

2 (dzof A0 O2yadd i A2 dHET KES | 92 LA hay FNE dZIZ D6 o (2 @SB oS NITIS 5 H


https://www.ecb.europa.eu/pub/pdf/other/ecb.pubcon_EURIBORfallbacktriggerevents.202011~e3e84e2b02.en.pdf
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From a risk management perspective, the advantage of the fordaoking term structure
methodology is thatt is technicallyvery similar to EURIBOR, i.e. available at the start of the
interest rate peria and reflecting expected movements over that interest period
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https://www.fsb.org/wp-content/uploads/r_140722.pdf
https://www.fsb.org/2019/12/reforming-major-interest-rate-benchmarks-progress-report-2/
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https://www.newyorkfed.org/arrc
https://www.bankofengland.co.uk/markets/transition-to-sterling-risk-free-rates-from-libor
https://darwin.escb.eu/livelink/livelink?func=ll&objaction=overview&objid=301388720https://www.snb.ch/en/ifor/finmkt/fnmkt_benchm/id/finmkt_reformrates
https://darwin.escb.eu/livelink/livelink?func=ll&objaction=overview&objid=301388720https://www.snb.ch/en/ifor/finmkt/fnmkt_benchm/id/finmkt_reformrates
https://darwin.escb.eu/livelink/livelink?func=ll&objaction=overview&objid=301388720
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.summaryofresponses01_201902.en.pdf
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Based on the outcome of the various selection criterisslagwnin Table 2, and by consideringl)
the FSB guidancg?2) the EURIBOR fallback measutbst ISDA has included in thg006 ISDA
Definitionsand IBOR Fallbacksrd®ocol, and (3)the recommendations ofiskfree rates working
groups in other jurisdictionsthe working group acknowledges thafor more sophisticated and
globally operating market participantee mostappropriate EURIBOR fallbavleasure would béhe
backwardlooking lookback perioterm structure methodology

However the working group also acknowledgethat there may be some use casedor certain

products or for less sophisticated and locally operating market participantgere it is clealy
necesaryto know the interest ratén advance; sothe forwardlooking term structure methodology

would be better suitedto ensuringgreater client aceptane ¢ or where 02y aA a i Sy O0e g Al Ff
proposals for derivative products might be less relevé&iot. ths reason,in the following sectionthe

working group conducts a deeper analysid the main products, sectors and models that use
EURIBOR as a reference rateorderto identify possibleuse cases

For thoseuse casesn which a forwardlooking term structure methodology may be deemed

necessarythe working group recommend introduéng the forward-looking rateinto contracts viaa

owaterfall structure Thiswaterfall structure approach implies that angURIBORallback relying on
a forward-looking termstructure methodologywould also entail a backwasldokingterm structure

methodologyor another appropriate alternativeas a second layer of fallbackhe working group

believes tlis would mitigate the riskof the forward-looking methodologyot being available.

Finally, on top of theecommended term structurenethodologiesused to calculate the EURIBOR
fallback rate as proposed by thevorking group in Chapter 5, a spread should be added in order to
mitigate possible value transfaf the EURIBOR fallbapkovision wereactivated.An analysis othis
spread adjustment is inctled in Chapter 6.
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EURBOR is used extensively by corporates as the interest rate benchmark for(bmdinsyndicated
and bilateral) Intereston corporate loans is typically made up of a benchmark rate (traditionally
one, three or sixmonth EURIBORplus a margin (a fixed spread o &URIBORhich depends on the
creditworthiness of the borrower).

The structure of EURIB@®Rforwardlooking termrate) drives a number of features of the corporate
lending market, including those which provide flexibility to borrowé&dRIBORallbacksshouldbe
assessed in terms of their impact othe month-end processes, operations, systems and
documentationof lenders and borrowers.



The loan market icludesa wide range of lenders and borrowers, from the most complex global
banking groups andhe largest multinational corporates, to the smallest local lenders and
businesses. As a result, a esieefits-all solutionmay not be possible, and some parts of the loan
market may require alternative fallback rates toode applicable tomost of the corporate loan
market. In this sectiojthe analysionly refers to the solution proposed for the majorjthy value pf
loansto corporateswhile some particular casesi.e. mortgages, consumeloansand SME loans,
trade finance export finance and emerging market finangere analysed further irfgection 5.3.2
(éMortgages consumerloans and SMHoang), Section5.3.4 (¢Trade financé) and Section5.3.5
(6Exportand emerging marketdinance products).

Would using the backwardlooking lookback periodY S K2 R2f 2 3&  {i-Based tginf R |
structurebe appropriate as a EURIBOR fallback for corporate lending and bilatarel?

This isthe preferred option for many loans given that (i) although it isimmrrearsmethodology, it
would allow time forthe calculation of paymentdpr billing, and for borrowers/lenders to challenge
any calculations in advance payments (ii) the lookbackperiod methodologyis helpful in the loan
market where there is a need to calculate interest accruing during an interest péeigdfor
prepaymens or calculations related to secondary tradinigecause it provides certaintyif a given
number of days at any point in the interest perioii) it may be easier to adopt from a systems
perspective than other methodgiven that loan system providers have started wogkwith this
method for LIBOR transitign(iv) the methodis consistent with fallback arrangements in derivatives
documentationbased on ISDAvhich would then facilitate hedging eagalthoughthere may be a
small mismatch in terms of the length of the lookback pe)iahd (v)the approachis consistent
with cash praucts inmost other jurisdictionsin the absence o& forwardlooking term rate (e.g.
SONIA syndicated loarSONIA and SARON bilateral loans and SONIA FRNS).

The approach does, howevdace a number othallenges which will need to be worked through to
makeit a workable option: (i) thebservation period is not identical to the interest perjad) the
operational implications in respectf prepayments and secondary tradingedto be addressed (iii)
systems need to bapdated and integrated to accomrdate this methodg this may take time and
may also require users tensure they araising the latest version of the system; and (iv) there may
be some legal questions associated with compounding in certain civil law jurisdi¢sie@Section
5.2.1 under criterior8 6 @lient acceptancd.

In addition, the backwardlooking lookback periodterm structure methodology may not behe
number onealternativefor certain users infland segments 9the loan market, namely:
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In terms of international consistencig,should benoted that in respect ofreplacing USD LIBOR in the
US LIBOR syndicated and business loans markets, the #eRRGblished its recommendations
regardng the use ofmore robust fallback language for newiginated LIBOR syndicated lo&hsnd
business loarf8 For these, the ARRC includess the first level of a waterfall structurethe
forward-looking term SOFR plus a spread adjustment. A backlsaking methodology is included

as the second step of the wexfall, in casethe forward-lookingterm SOFHs not available Although

the ARRC intends to select a forwdodking term SOFR for use as a fallback rate in cash products
that originally referenced LIBORyssumingits members canagree that an 10SC@omgiant
benchmark exists and meethe appropriate criteria set by the ARRC, it is not certain that such a
benchmark will be produced prior to the discontinuation of LIBOR addition, because standard
derivatives are not expected to reference a forwdodking term rate, the ARRMtes that those

loan market participants who execute hedges may prefer to rentbedorward-looking erm SOFR
and, instead fall backon compounded SOFR orderi 2 | £ A 3y ¢ A ddkefihitiprs foa & d |
derivatives.

Other backwardooking methodologies do not present major advantages for loans

The backwardlooking last resetterm structure methodology wouldmake it possible toknow
interest payments at the start of the interest peripdoroviding payment certainty to small
borrowers,althoughthe option offersfew advantagedor loans gart from that. The approach raises
a number of issues, includirthe fact that the observation periodvould not be reflective of the
interest period As a resultit would not capture interest rate changes during the interest persod
its acceptabilityto market participants is questionabl@ther issues includthe factthat (i) t is not
clear how easyit would be for systems to accommodateettapproach (ii) there would also be
difficulties with hedgingas explained in Chaptér.2.1under criterion4 6 ldedging ease and hedge
accounting impacts;0(iii) it is hconsistent with fallback arrangements irther jurisdictions for
corporateloans and (V) it is nconsistent with other wholesale products

The backwardlooking payment delayterm structure methodology, despite beingan in arrears
methodology, would allow time for the calculation of payments,for billing, and for
borrowers/lenders to challenge any calculations in advance of payméhts observation period
would match the interest perioénd the approach would be in line with how theuro derivatives
market currently woks. However, the approach raises a number of concerns from a loans
perspective: (if interest and principal paymentsre separated, this would effectively double the
work of the facility agen{on a syndicated deal) dhe lender (on a bilateral degl)ii) from a risk
perspective, a delay to the payment of interest adds to the lendemsdit risk in respect ofthe
borrower; (iii) there are potential accounting and regulatory issues which would need to be
considered, e.gwhether thedelayed interest wald be recognisel as accrued owhether it would
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https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/Updated-Final-Recommended-Language-June-30-2020.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/Updated-Final-Recommended-Bilateral-Business-Loans-Fallback-Language-August-27-2020.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC_2020_Objectives.pdf

be recognise asa credit ri&; and (iv) banges to loan documentation would also teguired(e.g.to
ensure that the borroweis not seen as being in default if intereistpaid with a delay. In addition,

the method has not been suggested for corporate loans in any other jurisdiction and has not been
suggested for other wholesale cash products. As a rel#t,not one of the preferred options for
loans.

Assumingits future availability, theforward-looking methodologymight be appropriate for those
users in(and segments 9fthe loan market for which the backwatdoking lookback period
methodology might not be as suitablas noted above andcoveredin Section 5.3.2 (dMortgages
consumerloans and SMHoang), Section5.3.4 (dTrade financé) and Section5.3.5 (6Export and
emerging marketdinance products).
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Retail mortgages,consumerloans and SMibans sharesimilar characteristicsBorrowers of these
products are usuallyunsophisticated parties for wlom the correspondinginterest payments
representa significantpart of their overall financesThe contractsre normallybilateral, difficult and

expensiveto amend, and havelong maturities (i.e. they maybe viewed astough legacycontractg,

and are regulated byconsumer protection legislatiorthat varies by country. In addition, te

significanceof using EURIBOR foretail and SME clients across tleiro areashould not be
underestimated Althoughits use is not uniform¢ Spain, Italy, AustrigPortugaland Finland haaa

much greater share of floating rate mortgageshese products represera significantexposurein

almost alleuro areacountries.

Wouldusingthe backwardf 22 {1 Ay 3 f 22710 Ol LISNX 2asedtBrinkKk2 R2f 238
structurebe appropriate as a EURIBOR fallback for mortgages, consumer loaisviiddans?

Therearea number offactorsthat should ke taken into account when considering the most
appropriate fallbaclprovisionfor these productsand whichmight favour the use of am advance
methodology instead adinin arrearsmethodology However,based on the information gathered by
the workinggroup, no impedimentshave beeridentifiedto usingin arrearsmethodologies in the
majority of casesand specific analysis should be conductethatlocal level

Notice period for the borrower in advancef payments being made

Legislation and standard market practice on this topic vary acrossutearea

In Francefor any agreements entered into with a consumer, the index or reference rate used must
be éclear, accessible, objective and verifigh{@rticle L31346 of the Consumer Code for mortgage
loans to individuals and neprofessional PMs). Consumers must be abléctearly understand the
extent of their commitmend. The borrower must be informed of changes to thdex before thee

are effective(Article L31346 on mortgage loans to consumers and Article L312f the Consumer
Code for consumer loans)ccording toArticle L31346 of the Consumer Code related to real estate
loans to individuals and neprofessional PMsin the event of a change the borrowing rate, the
lender provides this information to the borrower on paper or on another durable medium, before
GKS OKFy3aS (1184 STFSOGPE ¢KAA AYTF2NNIGAZ2Y aidl
force of the new borrowing ratesawell as, where applicable, any chang¢he number or

frequency of thanstalments.



In Spain there are several mandatdegalprovisions (ey 16/2011, de 24 de junio, de contratos de
crédito al consumo and Ord&HA/2899/2011, de 28 de octubre, de transparencia y proteccion del
cliente de servicios bancarjagquiringthat the consumer debtor should be awapéthe rate in
advance of the payment dayn particular for mortgage loans the lender must inform theroower

of any changeo the payment rate at least 15 days before the change takes effect.

In Italy, fixing in arrears is feasible provided the client receives sufficient prior nofittee amount
of the instalment to be paid on the due dat&here is no law imposing a minimum notice period
However, according to standard market practice, reasonableiecmis 10/15 working days before the
payment date.

In the Netherlands/Belgium there is no specific legislation the notice period However,
indicationsreceivedfrom consumer groups in the region highlight the benéditthe borrower of
knowing the rateat the start of the period.

There is also no specific legislation in Austsiich prohibits applying in arrearsfixing in loan
contracts with consumers. Nevertheless, consumer protection laws set very high transparency
standards so banks face severe legl challenges when applyingh arrears fixing. The strict
requirements that the judicature derives from the transparency requirement of § 6 (3) K8ghi®e
contracts with consumers to describe all factors affecting the price transparently and in easily
understandable languagét is highlydoubtful that this condition can be met witin arrearsfixing,
especiallyin the case otontracts with annuity paymentshe market standard in Astria), as such
payments communicated at the beginning and made within a running interest period would only be
provisional and would ultimately have to be corrected/balanced using the indicator values
determined at the end of the interest perioddome uncertaties remain, as there is no catav

from the Austrian Supreme Coupertainingto this matter.

In Germany banks are obliged by law to calculate and indicate anceete interest rate in the
contractual information at théeginningof the interest peria (CaseECJ @290/19).For consumers
there are strict transparency requirements and the methodology usenlishadequately reflect the
refinancing situation of the bank. No specific legislation or case law exigisregard to thein
arrearsfixing ofthe interest rate. Therefore it i§ comparable to the situation in Austrialegally
uncertain whether thein arrearsfixing offuture interest payments (after starting with a concrete
rate) is feasible (e.qccording todeterminable and transparent crités). Theissueof notice period
then becomessecondaryg there is no definition of a minimum notice period by laaithoughthe
period mustbe dreasonablé.

The criticalissueremainshow to determine a sufficient period of notider the end user this is of
greater importance in the case ofortgage productswhich aregenerally consideretb be the most
critical monthly outgoing for a retail customekccording to thdogic underpnningthe management

of monthly financesa reasonablenotice period would be one month in advance of the payment
being madeThis argument is also relevant for any SVt whichmanagdng short-term cash flows is
fundamental andbecomeseven more relevart in relation tothe fallback forEURIBOReferencing
contracts where any change to the notice period should not be deenwdbe detrimental to the
borrower.

Fromthe above it followslogicallythat the backwardlookinglast resetor the forward-lookingterm
structure methodologes would be more suitable as fallbackprovisiors for EURIBOIReferencing
contracts, although (i) there are somesignificant challenges related to the use ofthe



backwardlooking last resetterm structure methodoloyg that need to be taken into accoun{see

below) and (ii) the possibilitghould be consideredf communicaingin advance the knowpart of

the overall rateapplied to the loar{and, therefore, the main part of the total payment amountThis
would faciltate cash flow managemerty end usersfian in arrearsbackwvard-looking methodology
is beingconsidered.

Financing and credit risk

For SME, knowing the rate in advance is fundamental for invoice discounting/factoring, especially if
it is without recourse ffro soluto). Theamountdisbursed is equal to theet present valueNP\) of

the invoice so wthout arate determinedin advancet would not be possible to calculatine NPV

with any degree otertainty. If a backwardookingin arrearsmethodologywere used an additional
payment at maturity would need to be introduceiinpacting operational processes and potentially
increasing credit riskThis additional payment could either be a credit or a deldpending on the
difference between the proxy rate at inception and the actual rate at maturity.

¢ KS O tindlegstaindiRgof the methodology

Forany benchmark rate used by less sophisticabedrowers in the wider economy, it is important

to have somedegreeof understandingof what the rate represents and how it is calculated. This
becomes even more important when considering the history of these specific borrowing rates. Here
the backwardooking last resetor lookback period approaches may be easier to conceptually
understand than the calculationmethod pertaining to a forward-looking term structure
methodology.

Compounding

The methodologyusedto determine the RFR rate could be legally challengedhe case ofetail
products andmay beconsideredto be an unfair term pursuant toCouncilDirective 93/13EEC The
risk should be limited if the rate is produced by a trusted independent source such a€Busikg a
methodology that is a market standard and represents the time value of money for a contraegpay
the interestdue at a predefined and not dailyperiodicity.

Challengegaced bythe backwardlooking last resetterm structure methodology

As outlned above, knowing theate in advancepffers significant advantages to both the borrower
andthe lenderfor thesetypes of products. There are, however, several challenges related to the use
of the backwardookinglast resetterm structure methodologyas explainedelow.
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It should benoted that the use of forwardlooking rates for loans would be somewhat inconsistient
certain jurisdictions where the anticipated demise of LIBOR igady leading some loan market
participants to adapt to the use of backwalabking methodologiesHowever, even in these
jurisdictionsusecasedamay be envisagefbr forward-looking rates
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Based on theaboveanalysis, thewvorking group recommends that foretail mortgages,consumer
loans and SMHibans theforward-lookingterm structure methodology would be the most suitable
EURIBOR fallback measureitasnhance consumer acceptance, followocal) market practice and
limits (local) legal challenges. Twerkinggroup believes that without aforward-lookingrate option
there could bea significant increase in credit, conduct and operational risks, system, coxls
potential legal challengesnd costs.

At the same timejn recommending theforward-lookingterm structure methodology thevorking

group is mindful of the potential risk that such methodology is notyet available and that the
underlying market may not represent a deep and liguicirket. Theworking group therefore

recommend introdudng the forwardlookingterm rate asthe first layerof a waterfall structure in
which a backwardookinglast resetterm structure methodologyfor tenorsof up to three months)

or, alternatively, a backwardookinglookback perioderm structure methodologyfunctions asan

alternative tothe forward-lookingterm structuremethodology
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https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/Updated-Final-Recommended-Bilateral-Business-Loans-Fallback-Language-August-27-2020.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/Updated-Final-Recommended-Bilateral-Business-Loans-Fallback-Language-August-27-2020.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/use-cases-of-benchmark-rates-compounded-in-arrears-term-rate-and-further-alternatives.pdf
https://www.ecb.europa.eu/paym/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/20200910/2020_09_10_WG_on_euro_RFR_teleconference_Minutes.pdf
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This section focuses on current accounts using EURIBORerest calculatios. EURIBOR is
sometimes used in current accounts with retail clients amdre frequently with small businesses

and corporates. However, there are different practices across banks and across countries throughout
the euroarea varying alsan terms of(1) the frequency of (and thresholds for) adjusting the rate,

and (2)the timing of interest rate paymerst Consistency across countries within the eusceais
therefore difficult to assess anthustbe determined on an individual basis by the user.

Would using the backwardlooking lookback periodY S K2 R2f 2 3&  (-Based tinf R |
structure be appropriate as a EURIBOR fallback for current accounts?

One feature of a current account is that the date varies from day to daimplying that accrued
interest cannot becalculateduntil the end of the interest rate period even when the interest rate is
known at the beginning dhe interest rate period, if EURIBGRused

Taking into accounthe factthat the forward-looking methodology would also allow the rate to be
known at the beginning of the interest period, using this methodology would make cash flow
forecasting easierThe choice of the forwartboking rate would lead to negligibleegal and
operational impactscomparedwith any other option However, comparedvith all other use cases,

the forwardlooking ratemaybe consideredo be preferable but not necessary for current accounts.

The backwardlooking payment delay methodology would allow time forthe calculation of
payments, for billing, and for borrowers/lenders to challenge any calculations in advance of
payments In addition it would reflect the time value of moneyas the observation period would
match the inteest period The economic equivalence and the fact thbackwardlooking
methodologiesare transpaent and easily understandable especiallywhen published by a public
entity ¢ facilitates customer acceptance, niagthem ahighlyappropriate alternative.

The payment delayoption would be a better fit for the features of current accountghan the
lookback periocbption as the balancen accouns can change every day artdey do not havea
predefined maturity.While payment delaycould be managed through just one interest payment
(e.g. a couple of days after the interest rate datile lookbackperiod option would require two
different payments,.e. one on the interestend date and an adjustmemaymenta couple of days
after if the balancechange betweenthe fixing date(e.g.five business daybefore the interest-end
date) andthe interestend date.Thelookbackperiod option would be more difficult andamplex to
implement and handle from an operational point\oéw.

5.3.4 ¢N} RS FAYlIyYyOS

Trade finance coverthe financial products that banks and companigseto facilitate domestic or
international trade and commerce. One of the financiastruments used in trade finance is
factoring’®, whereby a company is paid based on arpentage of its accounts receivablé&ade
financetransactions are typically small in value, short in teaad selfliquidating. For this kind of
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product, financings granted on a discounted interest basis, whetlieis extended on a recourse or
a non-recourse basis. In other words, interdstdeducted from the principal disbursed on the first
day of the financing perigdvhichis anessential conditioffior non-recourse transactions.

Would using the backwardlooking lookback periodmethodology to buR | -laged werm
structure be appropriate as a EURIBOR fallback for trade finance?

As most financing dedicated to tradeextended on a discounted interest basis, this typical trade
finance feature prevents the usage of benchmark rateewn in arrearsg the interestchargeable
must be known by the time the funds are disbursed. For this reaseither the lookback period
methodology nor the payment delaymethodology would be appropriatéor use as a EURIBOR
fallback fa this type of product.

Forwardlooking term ratessuchas EURIBORt the present timeare well adapted to this product

and banks and companies count on RfeRedforward-lookingterm rates to continue to facilitate
domestic and international trade and commerce with limited disruptiofhe forward-looking
methodology would be the preferred option if itese available because it is the onlytion that
combines compatibility with the specific business cycle of trade financing with the possibility for the
lender to source fundingt this rate and for the client to hedgeoif the assumption that a basis
swaps markets developed, as explained itSecton5.2m = dzy’ R S NJ HedghgieS8eNahcPhgdgen  d
I OO 2 dzy G A y)AThish cénalusdr alignwith the views shared byhe (i) working group on
sterling risk-free referenceratesin its Use Cases of Benchmark Rateblished in January 2020

and (ii) the International Chamber of Commerce (ICC¥ working groupon IBOR Demise and
Transitioning to New BenchmarRs

Theworking group onsterling risk-free referenceratesidentified trade andworking capital Gupply
chain financing, receivablesfinancing anddocumentarytrade) as one of the product exceptions
whereusinga backwardookingcompoundedin arrearsrate would not be appropriate

The ICC working group recommendation is that R@Red forwardooking term rates should be
available sufficiently early to avoid ay major disruption to the financing of domestic and
international trade. In additionin the case oLIBOR currencider which, unlike EURIBORarket
participantsmay be facing a perioduring which neithelLIBORor RFRbased forwardooking term
rates are available, the ICC workgroup is considerieqmporary alternatives to actual
forward-looking erm rates,includingthe following.
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https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/use-cases-of-benchmark-rates-compounded-in-arrears-term-rate-and-further-alternatives.pdf
https://iccwbo.org/
https://iccwbo.org/content/uploads/sites/3/2020/05/icc-recommendation-paper-on-term-reference-rate.pdf
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seekng market feedbaclas to whetherthe backwardlookinglast resetterm structure methodology

or any simpler adaptation af such aghat envisaged by the ICC workgrqumpight be considere@ds

a second layer of the EURIBOR fallback waterfall structlibés would, howeveronly be on a

temporary basis until a forwartboking rate becomes availabled ¢ 2 &ZORB I @ ISa A a N&A a
020K GKS XBIWEINRIKRES RANNEWSENFI yi G2 KSRIAB |G Y
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5.3.5 SELRWHE SHNHEA Y IFTXYNINBRHzO ( a

EURIBOR is used in estenominated export finance and emeéng markets transactionsThere are
different types of parties and products within these particular ardasludingbuyercredit loans,

loans guaranteed by export credit agenciéECAS), interest makeup schemes, forfaiting/supplier
credit’”” and projectfinance. Borrowersparty to these transactions are varied anday include
private companies, listed companiespecial purpose vehicleSPVsand sovereigns. In addition,
counterparties to such transactiomsayincludeexport credit agenciesEECA¥ multilateral agencies,
state-owned companies, government ministries and sovereigns. As a result, there are a number of
perspectives to consider ielation to selecting an appropriate fallbackte for such transactions.

Would using the backwardlooking lookback periodY S K2 R2f 2 3&  {i-Based tginf R |
structure be appropriate as a EURIBOR fallback for export finance/emerging markets?

The backwed-lookinglookback perioderm structure methodology may be the preferred option for
certain users in export finance angossibly emerging markets. Given that products such as
corporate and bilateral loans are frequently used in this area, the samadmrations that appt to

77 {8 {SOiGA2Yy podndn 2y GNIRS FAYylIyOS F2NI I RAaAOdA&AAZ2Y 2F F2N



these products apply here as well. However, it shoulahdted that for export finance and emerging

market deals, borrowersypically require more than 30 days to make payments of interest and
principal In additionforexportfiik y OS RSI f & L { 5! Q#&nofuged SNieguéntyNJ G S a
¢ bespoke agreements are used instead. This meansitlighot so important to beonsistent with

the ISDA approach unleti®e parties use an ISDA interest rate swap for hedging.

In thissector, there are borrowers that are sizeable and sophisticated organisations and operate in
developed marketsuch borrowers mayind it easierto adapt to backwardooking term structure
methodologies. However, this could be more challenging for otlmrdwers such as sovereigns
and/or state owned companigsor in emerging market jurisdictionsn addition to this, some
borrowers or guarantorgarty to these transactions may require local budgetary, central bank
and/or parliamentary approval to agree fallbackeasures,before interest payments can be
converted into hard currency and transferred to lenders outside the relevant jurisdiclibase
proces&smayrequire the exact amount of interest to be knovimadvanceand may take weeks to
complete. It is also often a requirement for public/sovereign borrowers (under local law) to
commence a payment procedure up tavanimum offour weeks before a paymeralls due (e.g. to
obtain all the required signatures and approval§CA's also need to consider any impact on their
budgeting procedurese(g.due to any move from a forwarlboking rate to a backwartboking rate
which would removeadvance notice ofhe rate and impact on internal mea®s and accounting
treatment).

In addition, when consideringgal consistencythere arevarious lawswvhich shouldbe considered
in the context of export finance and emerging market transactjoms the lender's country law, the
law of the contract and thé&aw in the borrower's country.

Thus, it should beecognised that export finance and emerging markets are not-sinefits-all
markets

An in advancemethodology could provide certainty in terms of cash flow management for clients
that use export finance and emerging markets products asetypically require more than 30 days

to make payments of interest and principal. Howevas explained in e&tion 5.32 under the
heading 6Challengedaced bythe backwardooking last reset term structure methodologythe
backwardlookinglast resetterm structure methodology raises a number of issussd would only
work for short interest periods (i.e. tenors tifree months or less) giveits disconnection with the
interest period it represents. The challenges explainegeition 5.32 applyequadly to the use of the
backwardlookinglast resetterm structure methodology in expband emerging markets finance.

Other currency working groupsuch aghe workinggroup onsterling risk-free referencerates, have
recognised that export finance and enging markets are parts of the market for which an available
forward-looking rate may be more suitabledowever,to the extent that a forwardooking rate
would be used for EURIB@&erencing export finance/emerging markets transactions, then a
second ste in the waterfall would also need to be consideréidshould also be considereshether
this could be the backwartbokinglast reset a central bank base rate (perhaps the central bank in
the jurisdiction of the ECA) or a fixed ratieshould benoted that usnga fixed rate could result in an
inefficient allocation of capitaliven that it could lock the borrower into acceptiag interest rate
risk whichthey may not be best placed to take and, in terms of emerging marketi$,should be
noted that the base rate of the relevant emerging marke@entral bank may not be a suitable
fallback.



Althoughthe backwardookinglookback perioderm structure methodologygouldbe usedin export

and emerging marketfinanae products forsizeable and sophisticated organisatiadhat operate in

developed markets for their less sophisticateccountemarties sovereigns and/or state owned
companies, or in emerging market jurisdictioitds necessaryo know the interest rate in advance
Theworking group therefore recommendsusinga forward-lookingterm structure methodologyln
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Euro-denominated FRNare usuallylinked to 3M or 6M EURIBOR as the reference rate, and will
need adequate fallbacka the event of the discontinuation of EURIBOR.

Would using the backwardlooking lookback periodY S K2 R2f 2 3&  (i-Based tginf R |
structure be appropriate as a EURIBOR fallbacldbt securities?

In terms of international consistencthe following pointsshould benoted.

1 90Sy (KZANKAWE KA 8 NMMBNETSNBMICGE AyAGALIffe &l g 02
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FR2LIGSR 2@3SNYA3IAKG {hbL! O2YLRdzyRSR AYy | NNBFNE 7F:
July 2018, the first FRN referencing compounded SONIA was launchediace then there have
been over 140 GBP FRN issuances referencing compounded, S@NIA total value of GBP 63
billion™. According to theworking groupQ ié@atermediate update roadmajor 2020621, GBP issuances
of LIBOPbased products maturing beyond 2021 aeheduled tocease by Q1 2024 According to
the 52 NJ AR Iiddenibnstrates that SONIA compounding in arrears has become the market
norm for GBPFRNSs For this reasonand also for legacy contracts, parties are encouraged to
transition to overnight SONIA compounded in arrears, where possible. However, a fdoskiug
term rate may be useful in calculating fair replacement rates for legaBPLIBORcontracts that
cannot easily be amended to overnight rates compounded in arrears, or for deals with a limited
period to maturity where it would not be cost effective transition from GBP LIBOR to SONIA
compounded in arrears.
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https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/use-cases-of-benchmark-rates-compounded-in-arrears-term-rate-and-further-alternatives.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/use-cases-of-benchmark-rates-compounded-in-arrears-term-rate-and-further-alternatives.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/newsletter/september-2020.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/rfr-working-group-roadmap.pdf
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Althoughthe ARRC intends to select a forwdodking term SOFR for use as a fallback rate in cash
products that originally referenced LIBGRsumingts members can agree than I0SC@ompliant
benchmark exists and meets appropriate criteria set by the ARRC, it is not certain that such a
benchmark will be produced prior to the discontinuation of LIBOR. In addition, because standard
derivatives are not expected to reference a forwdodking tem rate, issuers in the cash market who
execute hedges may prefer to removhe forward-looking €rm SOFR (and adjust all the
corresponding cross references in the fallback language) in ordall tzackon a @mpounded SOFR,
withtherateSELISOG SR G2 068 G(KS aryYyS NIXaGS GKIFG 06S02YS8a
for derivatives For these reasons the ARRC abd& A YLJ S 1KBOSWNLIA&Y RSR | JSNIF 3§
{hCcwa F2N Iy AyidSNBaG AASINRY2R RYNM A{Sdc v FI &l KIS F20%
& ( NHzBt(sleldb benoted that other confaming changes may also bequired at the time a
fallback is activatedn order tomaintain alignment with hedges
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TheFederal Reserve Bank of New York publishes a SOFRédndetke Bank of England publishes a

SONIA index. It is hoped that the availability of these indicedagilitate the standardisation and
simplification of the calculation methodised for FRNs, especially for cressrrency bonds

containing multiple IBORs. ¢buld alsoreduce operational risk by facilitatintpe reconciliation of

interest amounts between market counterparties and, thergpgtentially erhance the scalability of

the use of compounded RFR in debt 8duii A S&ad |1 26SPSNE Ay O2y {iNI ai
described abovefor these indiceghe weighting of the daily reaéd rates during the observation

period isobtainedwith referenceto the number ofbusiness days the observation period (known

astlS aGaakKATFO Dashid Sethbdogy dsiseen as a more natural measurement of the
interest over the periof. ForthisreasoB A ¥ | 02 Y LJ2 dagrR Bepublishedvby thg' RS E
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https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC_SOFR_Summer_Series_Event_SOFR_Explained.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2019/FRN_Fallback_Language.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2019/FRN_Fallback_Language.pdf
https://www.snb.ch/n/mmr/reference/SARON_FRN_20190702/source/SARON_FRN_20190702.n.pdf

ECB, the backwa#ddokinglookback perioderm structuremethodologycalculatedaccording tothe
observational shift convention could be used.

Forthe lookback perioderm structure methodology althoughthe rate fixedin arrearsis not known
until close to the end of an interest periddsuallyfive days before the end of the interest periqd)
cash flows are known sufficiently early in orderfix the couponrate, calculate and reconcile the
interest due and arrange payment dhe interest on the interest paym# date. It is, therefore, to
be expected that isk managementcould be conducted adequatelysing the lookback period
methodology.

Given that issued FRNs and investment portfolios containing FRNs are often hedged with ISD
derivatives, the use of the backwaldoking lookback periodterm structure methodology as a
EURIBOR fallback measure for a hedged FRN would come close to the EURIBOR fallback included in
the hedging instrument based on ISDA language, where the only subtle diffemencke found in

the number of days of the lookls& period. Therefore, from a hedging ease and hedge accounting
perspective, the use of the lookback period in FRNs would significantly limit the risk of hedge
ineffectiveness.

By contrast, other fallback methodologies seem less suitable fos FRN

Although interest payments would be known at the start of the interest perittdough the
backwardlookinglast resetterm structuremethodology,the methodologywould not be desirable in
the FRN mamt as (i)it would be overly complex to accommodatbe systems,(ii) it would
introduce obstacleso hedging,(iii) the rate produced would not be reflective of the interest period
to which it relates and (iv) it would be entirely inconsistent with the methodologies used in other
jurisdictions and products.

The e of the backwardlooking payment delayterm structure methodology may lead to risk
management impacts if the maturity of the FRN and the repayment of the nominal amount fall on
different dates This problem ould be prevented byincludingl y -R8- B2 2 O1 2 dzi ¢ LINRA 2 NJ
Although thisis common inthe derivatives market, thgpayment delay convention hasnly been

usedon a small number of occasis in the US dollar FRN market.

A€ { dasedforward-lookingterm structurewould introduce hedging easend hedgeaccounting
impacts as explained inSection5.2m >  dzy RS NJ Bdd@ing $aéhafdyhedge adcounting
AYLI.OGac¢

In addition, current FRN markets show general acceptaricke backwardlookinglookback period
methodologyby issuerand investors.

Based on these important market developments, client acceptance hedging easeahe working
group therefore concludesthat for EURIBORnked FRNs it is advisable to falback on a
backwardlookinglookback periodterm structure methodology

5.3.7 { S O &zNIERAY

Securitisation is an area of debt securities where as@etsbonds,mortgages or lending products)
are pooled togetherand transferred into a bankruptcy remote vehicle which then issues securities
backed bythose assets. Thmterest payments and principal repaymeot thesesecuritiesdepend

pp



on theinterest paymentsand principakrepayment from the underlying assets. As securitisation is an
area of debt securities it has many characteristicshareswith other forms of debt issuance,
although italso has its own uniqueharacterdue toits interrelationship with the underlying assets,
greater structural complexitythe higher number of parties involved and robust structural
governance, and in many cases its interrelationship with derivative hedges which are generally
used to mitigate interest rate and currency risks within the structubse to thsinterrelationship,
there will be risk management benefii§ these securitisationsuse the same EURIBO®&Iack
methodology aghat included inthe underlyingassetsand/or associated derivatives. Any difference
between the fallback approach of the securitisatiolotes and the underlyingassets and/or
derivatives would introduce basis risks to the structuvdsich would need to be considered and
potentially, mitigated, increasing the complexity afyabtentially, the cost of thetransition process

Would using the backwardlooking lookback periodY S K2 R2f 2 3&  (i-Based tginf R |
structure be appropriate as a EURIBOR fallback for securitisations?

Issuers of securgations will naturally wish to seek consistency witte fallback language included
in the underlying assets of the secusdiion, giventhat securitsations rely on the cash flow from
those underlying assets to support payments on the securities issued. In adeitiene derivatives
are used to mitigate interest rate and currency risks, issudghtralsobe mindful of the fallbak
language included in the hedging derivativbased onL { 5 20@63aDefinitions andBOR Fallbacks
Protocol Therefore, as issuenmmay incorporate any fallback solution, i$ important to coordinate
that fallback language with the fallback language mooated in the underlying assets and hedging
derivatives to the extent possible.

For those securitations that will include underlying assets where thevorking group has

identified the backwardlooking lookback periodterm structure methodology as a stable

EURIBOR fallback measure (e.g. syndicated loans, business loans and debt secuini¢iés)usion

of a similar EURIBOR fallback measuserecommended Although this would imply that the bond

holder will onlybe informed ofthe interest payments at the end of the interest period, the use of

the backwardliooking lookbaclperiod termstructure methodology would enhandbe transparency

of the securitisationstructure and would limit the needb mitigate any inherent basis risks when

holding suctasecuritgation.9 @Sy (i K 20K HzI5T & NERHBETSNBWIGE Ay AGAL
adl ¢ 02y RE ARAQL dZROSY I a3 S O deNR WS\ yaiANA L 2 B S R LATS2 1914 A N
G§SNY NNBBX FOSYSy (i ~NE NBAHEGRASRLAIHASY O aSa 2F 0 SYOKYIl NJ
GKFGD.0WKFSNJ S KFa RSY2yaidNlrofeée R2LISR 20SNYA3IKEG {h
AadaadzZ yOS 2 @S MbweéverSa fdrwadldbking ®imNdtte may be useful in calculating fair
replacement rates for legacy LIBOR contracts that cannot easily bendmd to overnight rates
compounded in arrears, or for deals with a limited period to maturity where it would not be cost effective

to transition from GBP LIBOR to SONIA compounded in arrears.

For those securitisations that will include underlying assetshaeve the working group has
identified the forward-looking term structure methodology as the most suitable EURIBOR fallback
measure (e.g. mortgages and SME loans), therking group believes it would be appropriateto
include the same waterfall structure asa EURIBOR fallback measur@iventhe forward-looking
nature of botha9 ! wL . h w |-badedfdrware-fpaking term structurethe operational impacts
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https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/use-cases-of-benchmark-rates-compounded-in-arrears-term-rate-and-further-alternatives.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/use-cases-of-benchmark-rates-compounded-in-arrears-term-rate-and-further-alternatives.pdf

of such a fallback would be minimals cash flowscan be calculated at the start of each interest

period. Using the same EURIBOR fallback measure in the satiortiand its underlying assets

would, furthermore, enhancethe transparency of the securitisation structure. It shoutdwever,be

noted that theKSRIAY I RSNA Gl GA@Sa o6l aSR 2y L{5!Qa 9! wL
risk. However, as Section5.1.2 shows under criterion 40 Hedging ease and hedge accounting
impactg ,(this risk could be mitigatedsingbasis swapsg, it should benoted that this basis swap

market would be singlesided and wuld come at a costThe ARRC has recommendesing a
forward-looking term structure methodology dke first layer of the waterfall structure for the USD

LIBOR fallback measure in secsatiions as maket participants indicatehey prefer consistency

with the fallback language included in the underlying as¥ets

For the backwardooking payment delayterm structure methodology, thevorking group believes

that havinginterest settlement a few days aftehe end of theinterest periodsand separately from

the amortisation orepayment ofnotional amountswould require major IT system changes as this
approach is not used in the bond tre securitisation market. It wouldgenerally be inconsistent

with the needto havereasonable advance notice of the rates for the purposes of processing often
complex transactioncash flowsand waterfalls, and therefor¢he operational practicalitywould be

very low. It would also not allowccrued interest to be calculated for secondary transactions. This
method is not used in other jurisdictions for securitisation andéserallyonly considered to be
viable for simple products with necomplexcash flowstructures such ad-1G senior.

The advantage of the backwatdoking last resetterm structure methodologyis that it is
operationally simpleas payments are determimgein advance of the coupon periodithough itstill
requires an IT system that can compound overnight rates. Howergéng the last resetmethod
mears that bondholders receive a rate of interest that is calculated over the previous interest
period, which creates issueén terms ofholding these bondsin secondary tradingas well asin
hedging via the derivatives market, where the introduction of thiss-alignment of interest creates
convexity costs. This may also introdwsignificant basiso transactions where other components
(e.g. loansramot be amendedaccording toa substantially similar methodology, which would have
consequences for the rating analysis apdtentially, could significantly increase execution costs.
The working grougloes not,therefore, consider this methodo be viable.

5.3.8 5SNAJI G§ABSaA

TheResults of the ISDA Supplemental Consultation on Spread and Term Adjustments, including Final
Parameters thereof, for Fallbacks in Derivats Referencing EUR LIBOR and EURIBOR, as well as
other less widely used IBOAsK2 ¢ O NRBF R YI NJ] S{ & dzLJLJ2 Ndovisogs ) L { 5! ¢
be applied to EURIBOR and EUR LIBOR derivatives:
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https://www.isda.org/a/MioTE/Statement-Regarding-Results-of-December-2019-Supplemental-Consultation.pdf
https://www.isda.org/a/MioTE/Statement-Regarding-Results-of-December-2019-Supplemental-Consultation.pdf
https://www.isda.org/a/MioTE/Statement-Regarding-Results-of-December-2019-Supplemental-Consultation.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2019/Securitization_Fallback_Language.pdf

Theworking group acknowledgethe EURIBOR fallback measures for derivatives products that ISDA
included in (1) th006 ISDA Defin@nsfor new transactionsand (2) thelIBOR Fallbackgdtocolfor
legacy contractsif market participantschoose to adhere to 8. Thesewill not, therefore, form part

of this public consultation.

For the vast majority of derivativelr which a EURIBORoating rate option is referenced, the
proposed fallback provisions facilitate the continuation of the derivative following cessation of
EURIBORuith little to no economic impact.

However, there i small set of products for which additional amendments may be requirbdse
may broadly be categoriseds

1 LWMRRdzOG& F2NJ sKAOK (KS Flriftol Ol LINRBGAaAAZYA YAIKG
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Products for which the fallback provisionsight have a material economic impact
The most obvious example is an option on EURIBOR (EURIBOR cap and floor).

A typical transaction involves the counterparty buying or selling the right to receive or pay the
difference between the EURIBOR fixing for an agreed maturity and the contract strikeafoor

rate). The EURIBOR fixing will occur at the beginningeofdference period; it is at this point that

the payoff is calculated for payment at the end of the period. Once the payoff is known for that
specific interest period, the cap(let)/floor(let) no longer has any time value, i.e. the cap(let)/floor(let)
vega the sensitivity to interest rate volatility) is zero.

LT GKS 9!'wL.hw FlLtfol Ol VYISokidgtmkackperiddSriR stitigturel { 5! Q2
methodology applies and idriggered, the fallback rate W not be known until the end of the

reference period. The cap/floor woulds a consequencegtain its time value through to the end of

the reference periodit should benotedthat i KS G AYS @I f dzS 62dxf R RAYAYAZ
although it would still be retained for appreciably longerath prior to the triggeing of sucha

fallback. In other wordsf this EURIBOR fallbaakplies ands triggered, the cap(let)/floor(let) vega

would generallyno longer be zero, especially at the beginning of the interest periadd would

converge tovardszero as the caplet/floorlet reacludts maturity date.

It is important tonote that the same result woulthe obtainedfor any new caps or floors written on
the basis ofi K S -lsagedl backwardookinglookback perioderm structure methodology.

ProductsF 2 NJ ¢ KAOK L{5! Qa FlLfftolO]l YSI&ad2NB YAIK(I NIBIj

This categonyincludesproducts that in general show a mismatch between the tenor length of the
accrual interest period and the tenor length/lengths of the underlying reference rate#. Just to
give a fewmajor examples (this list is not limited), theorking group refers mainly to derivatives
with the following four features:
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http://assets.isda.org/media/34b2ba47/c5347611-pdf/
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Many medium and large financial and ninancial groups of companies opt to finance the group via

a central entity in orderto increase efficiency anévoid structural subordination issues. The
distribution of the funds from the financing entity to the operative/ftlwdnsuming entities requires

a consistent pricing approach (transfer pricing methodology) which deals with interest rates, liquidity
costs, credit costs, margins etc. On the one hand this approskbuld be compliant with the
relevant national and international tax regulation (e@ECDransfer pricing guidelineg, while on

the other it should supporthe efficient allocation of capitaind funding within the organisation.
While methods may differ substantially between groups of companies, benchmark interestrates
commonly usedhs the basis for determingthe transfer price.

Although financial institutionsadopt either 9 h b L ! kas¢ddbrmEURIBORasedtransfer pricing
methodologiesmost nonfinancial companies refer t8URIBORSs the mainpoint of reference for
their EUR transfer pricing. Even if thransfer price is only used for intercompany contracts, it is
advisable to define fallbackneasures to apply following angermanent discontinuation of the
EURIBORor the following reasons:
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http://assets.isda.org/media/4ff1a000/b6e5395e-pdf/

Would using the backwardlooking lookback periodY S K2 R2f 2 3&  (-Based tinf R |
structurebe appropriate as a EURIBOR fallback for transfer pricing models?

Generally,the forward-looking term structure methodologyis preferred as a permanent fallback
asit enables companies to maintain existing system setups and procegsasmajor concen for
many market participants.

Suchin advancefixing ¢ comparablewith the EURIBORetermination¢ is an important feature for
most non-financial companiesas iteliminatespotential accountingand handlingssues which could
arise from backwardooking approaches at critical reporting dates (suclhasquarter end/financial
year end) In particularjt takesinto accountthe increasingrend towards faster closing of the books.
Of course, this option requireshe availability of aforward-looking term rate andq¢ as a
pre-condition for thatc liquid and reliableDISderivatives marketsto underpinthat forward-looking
term rate.

Until a forward-looking term structure methodology becomes available there could be three
alternative approacheslepending on the preferences and requiremenfghe respective company
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5.3.10 LYy@SaildyYSyid TFdzyRa

Oneimportant groupof benchmark uers are asset managers. They apply benchmarks to passively
managed funds and exchange traded funds (E€Regth benchmarks as a target for indéirked

fundsch @ ¢Sttt Fa (2 GKS S@lftdadiazy 2F Iy OGABS YI
is measured against a selected index or a set of indidsset managers,sabenchmark userare not

usually involved in the productionof, calculationof and contribution tothe data on which
benchmarks are based. Their roletlierefore mostly limited to the use of a benchmark, for which



they are required to pay high and multiple feeand are subject to extensive regulatory
requirements.

As entities supervised under the BMR alternative investment fund managers (AIFMs) and
undertakings forcollective investment intransferablesecurities (UCITE management companies

that use a benchmark are required to produce and maintain robust written plans setting out the
action they would t&e f a benchmarkwere to changematerially or cease to be provided. Where
feasible and appropriate, such plans should nominate one or several alternative benchmiacks
could be referenced to substitute the benchmarks no longer provided, indicating suah
benchmarks would be suitable alternatives. The supervised entities are obliged to provide, upon
request, the relevant competent authority with ¢ése plansand any updatesand are obliged to
reflect these plandgn their contractual relationshipwith clients.

EURIBOR is used by investment funds across all kinds of asset classes and financial instruments,
includingswaps, swaptions, other nonlinear derivatives, bonds, loans and asset backed securities.
However,EURIBOR is also usky investment fundsas a benchmark focalculatingperformance

fees and asa discounting curve for certain productdVith regard tothe use of interest rates in
investment funds,the European Fund and Asset Management Associatiqrarticipating as a
non-voting member in theavorkinggroup ¢ provided its input as to the footprint of such rates in the
asset management industry on the basisaofempirical analysis and data gathered via an internal
surveyof its membershipplease see the relevant extract of the report by therkinggroup on the

GNI yairidAazy 7T NP ¥YBasedon this inférrdal mappin@omey market and fixed income
funds are the mainEONIAusers for benchmarking purposes, while the most commonly used
instruments referencing EONIA af®N, repurchase agreements, interest rate derivatives and loan
agreements.The ongoing effort to identify fallback rates for those contracts linked to EURIB®R is
particularrelevarce and importarceto asset managersiiterms of their contracts with investors and
compliance with thdBMR

So farfallback rates for EURIB@Bem tovary across financial instruments and remain tempotiary
nature. Adopting astable and permanent approach woudthsurethat the fallback claussare more
robust andwould providefurther transparencyto investors. It is important to design fallback clauses
that are already robust, in order tshow the market isfully preparedin case EURIBOR
discontinued(unlikethe situationfor other LIBORs Theworkinggroup aimsto support the market

in this respect via this public consultation. If market consensus is reashsed onthe feedback
received, this would suppori K S ¢ 2 NJ Afyid recBrii@eddafios] facilitating a stable and
permanent approach.

Under the BMR and the definitionsfor benchmark use, any use of EURIBOR for measuring the
performance of an investment fund, tracking its return, defining asset allocation or computing
performance fees creates regulatory mgeements for the manager of the fundThese include
ensuring a continuity plan is in place in case EURIBOR ceases to eRemtgeanaterially. t should

be noted, however,that the selection of a fallback rate is requiratieneverthis is feasible

The industry would appreciate further guidance from Europeamational authoritiesas to how
fallbacks are implemented in contracts particularly in fund level documentatiom and the
requirements for EURIBOR fallbacks for fund/portfolio level benchmarks.
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https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.eoniatransitionreport201812.en.pdf

Would using the backwardlooking lookback periodY S K2 R2f 2 3&  (-Based tinf R |
structurebe appropriate as a EURIBOR fallbackfenchmarking purposes farvestment funds?

For any new rate to be relevant froam asset manag&® perspective ishouldbe as representative

as possible of the activity and the markedised funding costs in the market segment it covéms.
addition, ensuringthere isclarity andconcrete information regairidg the key features of the rate is

of paramount importance fousers. In this rgpect it remains critical that there isransparencyin
relation to the underlying methodology used in each step of the calculation of the fallback
benchmark. Asset managers will neledhavea clear understandingfdoth elementsin order to be

able to communicate a fallback rate as the best option to investemdg meet their own regulatory
requirementsin relation to how a rate is used for the purposes of the investment fund. Moreover, it
is important that the fallback rate is easy itmplement, broadly recognised by market participants
and freely accessibl@r at leastaccessible at a reasonable cpst

In terms of onsistency between the fallback rate used for investments traded by investment funds

and that used as a fund benchmarkff the performance calculatigngven the significantreviews

that a move towards a fallback rateowld require off dzy Ra Q | OO02dzy iAy3 aeadasSy
consistent as possibleould be mostuseful. In this respect, if a backwal@bking term structue
methodology vere applied this would require amendmesto pre-contractual documentation, e.g.

the prospectus specifying the performance femd further assessmentd the operational feasibility

of implementing different methodologies and the potentiegal risks to clients.

Deviating methodologies for asset classes would create operational difficulties, so asset class
discrepancies within jurisdictions should be kept to a minimum to facilitate implementation. It
should, howeverpe borne in mind thatas methodologies across jurisdictiondll probably differ,

there areusecasesn whichhaving the same methodology is not an imperatig#houghit remains
relevant for structured products.

In terms of backwardlooking compoundedin arrearsrates, the lookbackperiod term structure
methodologywould be preferable as it issedby ISDA for derivatives, whicbudd be an advantage
in terms ofensuring consistencyHowever it would beimportant for the lag specified between the
observation period and the interest rate periodto be as short as possible. For example, in
multicurrency loan markets the delay between the two periods cdedd toarbitrage opportunities
for borrowers to the detriment of lenders. Short lags are also better for daliing theperformance
fee involving a benchmark.

In principle a forward-lookingterms structure would alsseemto be an obvious choicggiven that
EURIBOR is also forwdobking. However, this could be inconsistent with the approach ISDA is
recommendirg for the derivatives markethrough their 2006 ISDA Definitiorsnd IBOR Fallbacks
Protocol As mentioned above&onsistency across asset classes remains adasideration

5.3.11 | 2y Of dza A 2y a

Based on the analysis conducted in Secti@)the workinggroup has identifiech number ofuse

cases that might require ®rward-lookingterm structure methodology to be introduced on the first

level of the waterfall fallback, while includimghackwardlooking term structure methodology on

the second level of th waterfall structuren casethe forwardlooking term structure methodologig

not availablewhenthe EURIBOR fallback measistriggeredd ¢ KS dza S Ol aSa | NB¢
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As explained irBection5.3, the working group acknowledges thafior these specific use cases for
products there is a clear ecessity to know the interest rate in advance or appiya different
methodology.

Finally, as detailed iSection 5.4.11, thevorkinggroup is seekng feedback from market participants
as towhich methodology forward-looking or backwardlooking lookbackperiod ¢ would be most
appropriatefor buildingl € -paged term structure that could functioifor investment fundsas a
EURIBORillbackmeasurefor benchmarking purposes.

Retail Export and
mortgages/ Trade emerging Investments
Corporate Current X Debt - -
Products X consumer finance markets - Securitisations | Transfer pricing model funds
lending accounts N securities .
loans/ products finance (benchmarking)
SME loans products
Fallback BWL FWL BWL FWL FWL BWL Depending on For For most FWL?
methodology lookback payment lookback the underlying corporates financials: BWL lookback?
recommended delay assets and some
for the first level financials:
of the waterfall BWL
FwL lookback
Fallback N/A BWL last N/A BWL BWL N/A Depending on BWL N/A BWL lookback
methodology reset up to lastreset | Last reset the underlying last reset
recommended 3M or BWL upto 3m assets
for the second lookback
level of the
waterfall
(if needed)
Spread Historical mean/median methodology
adjustment

For all other financial products, aléoview ofthe FSB guidance arnlde EURIBOR fallback measures
that ISDA has included in tI2906 ISDA Definitiorend IBOR Fallbacksdocol, the working group
suggestghat the most appropriate/robust EURIBOR fattkaneasure would ba backwardlooking
lookbackperiodterm structure methodology.
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Criteria usedn the analysis of EURIBOR fallbacks rates (Seetion 5.2)
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Question 1 Canyouidentify anyadditional criteriathat shouldbe taken into accountPYes/NoNo
opinion)

Please elaborate on the reasofts your answer.

Question 2 Do you agree with the analysis conductedattion 5.2.1 and the conclusions of the
workinggroup presented irBection 5.2.2with regardto it KS S @  dzI (i -baBed teinF
structure methodologieson the basis ofhe selection criteria? (Yes/No/No opinion)

Please elaborate on the reasofms your answer.

Use cases analysis (s€ection 5.3)

. Export
Retail
and
mortgages/ Trade . Investments
Corporate Current ) emerging Debt - -
Products . consumer finance ” Securitisations Transfer pricing model funds
lending accounts markets securities )
loans/ products X (benchmarking)
finance
SME loans
products
Fallback BWL FwL BWL FWL FWL BWL Depending For For most FWL?
methodology lookback payment lookback on the corporates | financials: | g1 ookback?
recommended delay underlying and some
for the first assets financials:
level ofthe
waterfall BWL
IRBL lookback

Fallback N/A BWL last N/A BWL BWL N/A Depending BWL N/A BWL lookback
methodology reset up to last Last c;n t:u_a e
recommended 3M or BWL e reset up underlying
for the second lookback to 3M assets
level of the
waterfall
(if needed)
Spread Historical mean/median methodology
adjustment

Question 3 Corporate lendingSection 5.3.1)

Do you agree with thavorkinggroupQ éonclusion thathe backwardlookinglookbackperiod
methodologywould bethe most appropriate methodologfpr buildingl: € -baéed term
structure that could function as a fallbatde most, by valueg of the corporate lendindinked to
EURIBOR®Xes/No/No opinion)

If not, what alternative methodology would you proposgdrwardlookingBackwardlooking
payment delajBackwardlookinglast resetAnother alternativeg

Please elaborate on the reasoftg your answer, also taking into accouhe possible interactions
betweenasset classes and related instruments.

Question 4 Mortgages, consumeloansand SME loan§Section 5.3.2)



4.1.Do you agree with thevorkinggroupQ éonclusiorthat a forward-lookingmethodologywould
be the most appropriate methodologyor buildingl € -pades term structure that could
function as a fallbackor retail mortgages, consumer loans and SME |diarked to EURIBOR
(Yes/No/No opinion)

If not, what alternative methodology would you propos@ackwardookingpayment delay
Backwardlookinglookback periotBackwardlookinglast resetAnother alternative

Please elaborate on the reasofts your answer, also taking into account possible interactions
betweenasset classes and related instruments.

4.2.1f yourreply toQuestion 4.1wasaffirmative, would you agree with the propos#d includea
term structure built using éorward-lookingmethodologyon the first level of thewaterfall
structureand, on the seconddvel of the waterfall structure, to includes a backstopn casea
forward-lookingterm structure methodologys not available either:

a) I GSN)Y &l dkHzKeEEND | 6 R & i3 Y 88 & 8 Re dz i IRy 0 K
0Sy2 NKOW SNYB G§AOSE &
b) I G SN¥Y adi dHAKEBND| 6 2R PP I E KA EGRK2 2t 238
(a/b/Neither)

If neither, what alternativewould you propose for the second level of the waterfall?
(Backwardookingpayment delayAnother alternative)

Please elaborate on the reasofts your answer, also taking into account possible interactions
betweenasset classes and related instruments.

4.3. Would youexpect your institution to have to cope with aimpedimentsin the case o&rate
cdculatedusingthe backwardlookinglookback periodnethodology forretail mortgages, consume
loans and SME loafgYes/No/No opinion)

Please indicate/hetheryou are (representing) a lender or a borroweer{der/borrower)

Please elaborate on the reasofts your answerand, f your reply was affirmative, please specify
what those impedimentsould be andwhether/how theseimpediments could baddressed

4.4. Would you expect your institution tbave tocope withany impediments in the case afate
calculatedusingthe backwardlookinglast resetmethodology foretail mortgages, consumer loan:
and SME loar?(Yes/No/No opinion)

Please indicata/hetheryou ae (representing) a lender or a borrowekefder/borrower)

Please elaborate on the reasofts your answerand, f your reply was affirmative, please specify
what those impedimentsould be and whether/how these impediments could baddressed

Question5: Current accountsSection 5.3.3)

Do you agree that the backwatdokingpayment delaynethodologywould be the most
appropriate methodologyor buildingl: € -baéea term structure that could function as a fallbac

cp



for EURIBORY current accountsinked to EURIBORYes/No/No opinion)

If not, what alternative methodology would you propos@drwardlooking Backwardooking
lookback perioBackwardlookinglast resetAnother alternative)

Question 6 Trade finance $ection 5.3.4)

6.1. Do youagreewith the workinggroupQ éonclusiorthat aforward-lookingmethodologywould
be the most appropriate methodolodger buildingl € -baded term structure that could function
as aEURIBORillbackfor trade finance®Yes/No/No opinion)

If not, what alterngive methodology would you proposéBackwardookingpayment delay
Backwardlookinglookback periotBackwardlookinglast reset/ Please specify another alternajive

Please elaborate on the reasofts your answer, also taking into account possible interactions
betweenasset classes and related instruments.

6.2.1f your reply toQuestion 6.1 was affirmativeyould you agree with the propos#d include: (ija
term structure builtusinga forward-lookingmethodologyon the first level of the waterfall
structureand (ii)a term structure built usinthe backwardlookinglast res¢ methodologyon the
second level of the waterfall structuaes a backstopn casea forward-lookingterm structure
methodologyis not availabl® (Yes/No/No opinion)

If not, what alternative methodology would you propose for the second level of the waterfall?
(Backwardookingpayment delayBackwardlookinglookbad period Another alternative

Please elaborate on the reasofts your answers, also taking into account possible interactions
betweenasset classes and related instruments.

Question 7 Export and emerging marketfinance productySection 5.3.5)

7.1.Do you agree with thevorkinggroup@ conclusion that forward-lookingmethodologywould
be the most appropriate methodolodpr buildingl € -pbaded term structure that could function
as a fallback for thenajority of EURIBO#Rnked products used for export and emerging markets
financeproducts? (Yes/No/No opinion)

If not, what alternative methodology would you propos®&a¢kwardlooking lookback periad
Backwardlookingpayment delajBackwardlookinglast resetAnother alternative

Please elaborate on the reasofts your answer, also taking into account possible interactions
betweenasset classes and related instruments.

7.2.Do you agree with thevorkinggroup® conclusion thafor someexport and emerging markets
financeproducts¢ thoseinvolvingsophisticated counterpartieand developedmarketsc anin
arrearsmethodology might be preferable and, in that caséazkwardlookinglookback period
methodologywould be the most appropriate methodolodgr buildingl: € -baéed term
structure that could function aa EURIBORillback for such export and emerging markgtence
products? (Yes/No/No opinion)

If not, what alternative methodology would you proposgdrwardlooking Backwardooking
payment delajBackwardlookinglast resetAnother alternative



Please elaborate on the reasofts your answer, also taking into account possible interactions
betweenasset classes and related instruments.

7.3.1f your reply to Question 7.1 was affirmativeafid/or your response t@uestion 7.2 was
negative), would you agree with the proposal to incl{fe term structure builusinga
forward-lookingmethodologyon the first level of the waterfall structure an{d) a term structure
built usingthe backwardlookinglast resetmethodology (up tahree-month tenorg on the second
level of the waterfall structur@as a backstopn casea forwardlooking term structue methodology
is not availabl@ (Yes/No/No opinion)

If not, what alternative methodology would you propose for the second level of the waterfall?
(Backwardookingpayment delajBackwardlookinglookbackperiod Another alternative

Please elaborate on threasondor your answers, also taking into account possible interactions
betweenasset classes and related instruments.

Question8: Debt securitieSection 5.3.6)

Do you agree that the backwatdokinglookback periodvould be the most appropriate
methodologyfor buildingl: € -pagea term structure that could function as a fallback for
EURIBO{knked debt securitiesPYes/No/No opinion)

If not, what alternative methodology would you proposgdrwardlookingBackwardlooking
payment delayBackwardlookinglast resetAnother alternative

Please elaborate on the reasofws your answer, also taking into account possible interactions
betweenasset classes and related instruments.

Question9: Securitsations (Section 5.4.7)

9.1. Do you agree that for those secusdtions that will include underlying assdts whichthe
workinggroup has identified the backwasdokinglookback periodisthe most appropriate
methodologyfor buildingl: € -paded term structurehat could function as EURIBORilIback
(e.g. syndicated loans, business loans and debt securitieg)uithlve advisableto includethe
sameEURIBOR fallback measure?

If not, what alternative methodology would you propos@ackwardookingpayment
delayBackwardlookinglookbackBackwardlookinglast resetAnother alternative

Please elaborate on the reasons underlying your answer, also taking into account possible
interactions among asset classes and related instruments.

9.2. Do you agree that for those securitisations that will include underlying agsetghichthe
workinggroup has identified théorward-lookingmethodologyas the mostppropriate
methodologyfor buildingl: SkRbased term structure that could function aE&RIBORillback
(e.g. mortgages and SME loans), éduld be advisableto include the same waterfall structure as
EURIBOR fallback measure?

If not, what alternative methodology would you propos@ackwardookingpayment
delayBackwardlookinglookbackperiodBackwardlookinglast resetAnother alternative



Please elaborate on the reasofts your answer, also taking into account possible interactions
betweenasset classes and related instruments.

Question D: Transfer pricing modelgSection 5.39)

10.1. Do you agree with thewvorking groupQ &onclusios that a forward-looking methodology
would be the mostappropriate methodologyor building | € -baded term structure that coulc
function as EEURIBORillbackfor transfer pricing modelfor nonfinancial companie®(Yes/No/No
opinion)

If not, what alternative methodology would you propos@ackwardookingpayment
delayBackwardlookinglookbackBackwardlookinglast resetAnother alternativg

Please elaborate on the reasofts your answer, also taking into account possible interactions
betweenasset classes and related instruments.

10.2. Do you think that the backwarbbokinglookback periodvould be the most appropriate
methodologyfor buildingl: € -paged term structure that could function assdJRIBORillback for
transfer pricing modelfor financial companie3(Yes/No/No opinion)

If not, what alternative methodology would you propose? (Backwankingpayment
delayBackwardlookinglast resefAnother alternative

Please elaborate on the reasofws your answer, also taking into account possible interactions
betweenasset classes and related instruments.

10.3. If your reply toQuestion10.1 was affirmativéand/or your response t@Question10.2 was
negative) would yas agree with the proposal to inadle (i) a forward-lookingterm structure
methodologyon the first level of the waterfall structurand (ii) the backwardlookinglast reset
term structure methodologyn the second level of the waterfall structues a backstopn casea
forward-looking term structure methodologis not availabl® (Yes/No/No opinion)

If not, what alternative methodology would you propose for the second level of the waterfall?
(Backwardookingpayment delaBackwardlookinglookbackAnother alternative)

Please elaborate on the reasofws your answers, also taking into account possible interactions
betweenasset classes and related instruments.

Question 11 Investment funds(Section5.3.10)

11.1.Which methodology; forward-lookingor backwardlookinglookbackperiod¢ would be most
appropriatefor buildingl: € -paged term structure that could function as a EURIB{IBack
provision for benchmarking purposes forvestment funds?Forwardlooking/Backwardooking
lookbackperiod Another alternative)

Please elaborate on the reasofts your answers, also taking into account possible interactions
betweenasset classes and related instruments.

11.2.1f you indicated the forwardooking methodology in Questiahl.1, would yas agree with the
proposal to includ€i) aforward-lookingterm structure methodologyn the first level of the
waterfall structureand (ii) the backwardlookinglookbackperiodterm structure methodologyn



the second level of the waterfadtructure as a backston case a forwardooking term structure
methodology is not availablé (Yes/No/No opinion)

If not, what alternative methodology would you propose for the second level of the waterfall?
(Backwardookingpayment delayBackwardlooking last resetAnother alternative

Please elaborate on the reasofts your answers, also taking into account possible interactions
betweenasset classes and related instruments.

Question 12 Assetclasses and use cases

Are there any other asset classes or use cases that have not been covered by this consultatic
paper that you think should be considered by the working groifga/No/No opinioh

Ifi KS |y §e& Nasdefabodate on the reasofts your answerand whate { dbhasedterm
structure methodology you would recommerd a potential EURIBOR fallback measure.

c o
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6.1 LYUNRRdAzOUA2Y

In orderto construct a suitable EURIBOR fallback meadased on thee { ¢thatwould ensure a
smooth transition forEURIBO#nked contractsshouldEURIBOR cease to exist, it is importan(i)

considerthe economicdifference between EURIBOR aidkK S & St Shased term stiuctuve,
and (ii) to identify a methodologwhich can be usetb computethis difference in order to adjust
i KS -eaged verm structureto limit potential value transfes, thereby guaranteeingeconomic

equivalence between both reference ratdghe fallbackprovision isactivaied.
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Therefore, forl € -pased &llback measure to be economaity equivalent to EURIBOR the
greatest exteh possible,in order to limit potential value transfes at the time the fallbackis
triggered it isnecessaryo adda spread adjustment that reflects the valuead | y | Q &risk@idB R A
other premia embedded in EURIBOR.

This chapter discusses theorkinggr2 dzLy@wison possible spread adjustment methodologies and
consults on the recommended option.

In order to identifythe most suitable spread adjustment methodology, the windx group set the
following criteria:

T KS g1le (GKS &ALINBIR | Redzaxd8y i KERISHHBES F (| R dzs
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6.2 ¢eLSa 2F ALINBFR FRe2dzaldYSyd YS
The working group identified four types of spread adjusttn@ethodologies:
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1 GkBRG ALNBIR FR2dzaGYSYyld YSiK2R2t 23809

6.2.1 CKEYRYAO ALINBIR FR2dzaUOYSYld YSIK2R:z

The dynamic spread adjustménwould be based on the replication of the credit/liquidity risk in
another index,and can be computedbased onthe transaction data of unsecured shagrm bank
yield products collected fromthe markets including the primary and econdary market by
deducting thee { dasedterm structureyield from the yield of the transacti@in scopdor each
available maturityIf there isinsufficientinformation to comput all the tenors, the dynamispread
canthen be calculatedy interpohting and averaging the single data poirtscarding otliers.

y GKS2NBZX | ReylYAO &LINBI-based@mizistRictue® make RSR (2
economia@lly equivalent to EURIBORowever,n practiceit is not known whether a dynamic spread

would become available at the timeEURIBORallback measuresare triggered for the following
reasons:

a) FR&YFYAO ALINBIFR NBfASA 2g¢ i KISOBA XS dzyNBSOENES R &Y 3
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It is not, therefore, obviouswhether it is possible to creata new dynamic spreathat reflects the
term value ofa 0 | Yy tré€d# risk and liquidity butis different from the existing9 | wL . hwk € { ¢ w
spread.

Potential advantages of thelynamic spread adjustment methodology

T AG 2FTSEND SW26HMRAASG LI NGAOALN yia KSRIAYI ONBRAG
fALoAtAGE YIyYyITASYSyd LISNELISOGABS

9 NWikGrasS 2F I FlrtftolO1 a0Syl NAZEINKGK oyl S &A yAaAYy AQGN
O2dzf R 6S AYLX SYSYGSR 20SNJ GAYS

1 1EGKS ONBRA MINE A REORM GKES NI NG &b OUAS ¥ G B Z HNIBWNEBE O A 5
GKly 2yS RI& Ozdt R-PI® dMEXRD ySOIWINITRDS 2 NJ G Sy

1 o8 | GSNYIAYI RI FRINI NEND tyRyf DGWENRA RR T FGKS G2t dzv $

O2dzZ& R 0SOAYLIMRBERI Af& OFfOdzZ GA2Yy @
Potential disadvantages of thdynamicspread adjustment methodology

f L@|NANBA dzy RSNI & Ay K NEFRINDY & @ (e Rl 1RO S SEgRY A { | N,
S & FWB HOKS NI (KYRYSHLT h w

T KS FTRRAGAZ2Y I NLKNA IO RMBSOR YR (INEA TyKeEid SaFR OA Sy i

T XN AEFTROMA G G2 &2TdzZNDS GN¥yalk OGAzy RIEGL



T KSNBFRWBYAadGNYGA2Yy FyR RIFIGF F00Saa AaadsSao

L aSR 2y FKKKA NI AR HARK RA ANB I NRSRRIKB2®Ra VY S¥d w8
FYRYS 2 dikISG28Rys YAO 6A0Sd | TAEYBE R LONS I G W Lideids
FyR FLILX ASR®

6.2.2 C2NBIFNR &aLINBIR R2dzAGYSyld YSGK2R2f

Theforward spread adjustmenis calculated using observed market prices foe forward spread

0SG6SSy 9! wL . hbasedtefrRstrickirs in thé¢ rélevant tenor at the time the EURIBOR
fallback is triggered.

Althoughthe 2006 ISDA Definitions ahBOR Fallbackgd®ocol specif the spread to be applietbr
every future date ifozen at the point of the EURIBOR trigger event, wwogking group suggests
specifyng the spread just for the most liquid market data points, as explaingtérexamplebelow,
where the spread is defined fdive points. For future dates beyond the length of the curve, the
spread would remain statiand equal tathe spreadof the last date éthe curve.



Yield(%
o to = The first calibration date which is the]
EJUF\Z'BOR swap date from whichobservations of the
/ forward curves commencét is defined
10-year as the date 1Y prior to the

Syear Zﬁgg . discontinuation date.
creal

spread

€STR swap
curve

t, = The discontinuation dat& he first
day on whiccEURIBORIll not be
published

Next,there are the dates which define
which credit spread should be applied
after cessationWe define the following:

t,=t + 2 years
Maturity (Years) t;=1t + 5years

2 ° 10 t,=t + 10 years
( I\ | tg=t, + 20 years
Y Y ts= Potential Final ReplacemeBURIBOR
publication date (f+ 60Y?)
3yr 2yr Syr5yr
forward forward credit
credit spread spread
calculated calculated

Credit
spread
applied

Average 5ybyrforward
credit spread applied to
benchmark for interest
payment in this period

Average 3yr 2yr
forward credit
spread applied to
benchmark for
interest payment in
this period

Average 2yr forward
credit spread applied to
benchmark for interest
payment in this period

ty t, Term
(Years)

The replacemenEURIBORite for any given day after cessation will then be obtained by taking the relevantt®iiR rate
and adding the credit spread according to the following map

Fort, X t, #Use2Y average credit spread

Fort, X ti Use2Y3Y average credit spread
Forty XX G, #Use®Y5Y average credit spread
Fort,X (4 #JsellOY10Y average credit spread
ForteXX (4 Use0Y10Y average credit spread

The forward spread adjustment approach requires a forward EURIBOR curve and a forward
€ { dased term structure disaemt curve, both of which woulddeally, extend out to 3660 years

Potential advantages of thedaptedforward spread adjustment methodology
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Potential disadvantages of thadaptedforward spread adjustment methodology
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6.2.3 | A2 0 YBRYERA LY ALINBIR | RedadySyi

Thehistorical mean/median spread adjustmeoduld be based on the mean or median spot spread
between the EURBOR and thes { dasedterm structure calculated over a significant, static
lookback period €.g. five yearsor ten years) prior to the relevant announcement or publication
triggering theEURIBORillback provisions.

This spread adjustment could then be used from the end ofi@year transitional period after the
EURIBOR fallback takes effect. During thansitional period, the spread to be used would be
OF £ Odzf F i SR dzaAy 3 Ay SI NJ Ay (S NbIdd teimisBuftured spréasl S
at the time the fallbackakes effectife. 0 KS a LJ2 (i  9-based tetmwsuetyretspread on the
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Sy

last date that the relevant EURIBOR is published) and the spread that would apply after the end of

the transitional period.

The oneyear transitional period would mitigate agaiist ¢ Of AFF+ SFFSOG¢ I @
STFTFSOG AT GKS -baskd2aim Drictwre spreadkaktifaittime differs from the historical
mean/median. Thee will be a gradugbrogressiorduringthe oneyear transitional periodrom that
spot EUR . h w k-llaged term structure spread to the spread adjustment that will apply going
forward.

The historical mean/median approach requires historical SROfBOR fixings for each relevant
tenor and historical spot { dased term structurdixings, in eah caseover the relevant lookback
period.

Potential advantages of the historical mean/mediaspread adjustment methodology
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Potential disadvantages of the historical mean/mediapread adjustment methodology
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6.2.4 {LR20 aLINBlFIRSHR2BRAUYIY U

The spread adjustment could be based on spet spreachetweenEURBOR and the { ¢based
term structureon the day preceding the relevant announcement or publication triggering the
EURIBORillback provisions. A variation would be to use the average of the daily spot spread
betweenEURBOR and the { dbased term structur@ver a sgcified number of days(g.five
trading daysten trading days obne month). This approach is similar to the historic mean/median
approach albeitfor a very short time and ithout the transitional period.

The spotspread approach requires spdEURBORfixings for each relevant tenor and spot
€ { dbased term structurdixings.

The spotspread approach is not compatible with the cooymded setting in arrears rate.
Potential advantages of the spapreadadjustment methodology
T AKGlF &8 AYLXESYSYd TIYR dzy RSNRGF YR
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Potential disadvantages of the sp@preadadjustment methodology
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ISDAthe ARRE and theworkinggroup on sterling risk-free referencerates® haveall held detailed
consultations on the topicand have all revealed that respondents hava clear preference for a
five-year historical median spread adjustment methodolofyyith a oneyear transition period
specifically for US consumer productgyhile ISDA condied its consultation®n derivatives, the
consultations of theARRC anthe working group onsterling risk-free referenceratesalso covered
cash products For cash productsreferencing EURIBQRhe historical mean/median spread
adjustment methodologytherefore has the advantageof being consistent with the spread
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https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC_Spread_Adjustment_Methodology.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/summary-of-responses-on-consultation-credit-adjustment.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/summary-of-responses-on-consultation-credit-adjustment.pdf

adjustment methodology that will be included in ISB&ivativesreferencing EURIBOR and witsSD
and GBRlenominated cash productsreferencing LIBORThis will facilitate hedging ease and
alignment between jurisdictionandacross asset classes, as discuss&kaiion5.2.

In addition, addinghe historical mean/median spread adjustmeit2 i K-Based fegnvstructure
methodologywould ensurevalue neutral transitiorto the extent possiblegestablishing a EURIBOR
fallback that is economically equivalent.

Finally, the historic mean/mediaspreadadjustment methodology is easy to understandsa\
becauseahis methodology has beewidely adopted in other jurisdictions and across asset classes,
the workinggroup expecsit to be broadlyaccepted by market participants

6.4 vdzSaldA2ya 2y ALINBIFR FFR2dzalOYSYy

Question B: Please indicate whether you agree with the conclusion ofwbekinggroup that the
historical mean/median spread adjustmemiethodologyshould be the preferred approach for cash
products.(Yes/No/No opinion)
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Question #: Do youbelievethat having the same spread adjustment methodology for
EURIBO#Rnked cash products anather IBORlinkedcash productstfie ISDAfive-year historical
median recommended by the ARRC and bywibekinggroup onsterling risk-free referencerates) is:
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Pleasgyivethe reasondor your answer

Question B: Some cash products may fall back backwardlookingterm rates fixingn arrears
while others may fall bacsin a forward-lookingterm rate or a backwardooking term rate fixingn
advance
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7.1 [ 2YLIR2 dzy RSBSINSBE&MIt BS | OSNIF IS

The working group recommends using the compounded average methodalsglescribed in the
Llzot AO O2yadzZ G4FradA2y 2y GKS Lzt AOFGA2Yy. 68 GKS 9

The working groufbelievesthat any use of simple averaging rather than compound averagmgd
not be deemedappropriate as itvould ignore the fundamental principle of time value of money. It
would also be inconsistent with the standards used in euro money markets and the derdg
market. In addition, the basis between a simple average and compounded aveoadghe widerin
higher interest rate environments arfdr longer tenors.

Although this is not envisagedfor the euro area,market participantscould use simple average
rate* in addition to O2 Y LJ2 dzy RS R shquiél whis BiddrésS &pecific market needs. For
example, some market participants may considee calculation of a simple ratéo be more
straightforwardthan it is fora compounded rate (e.g. when there are changes in the outstanding
principal during the same interest rate period) and thiais simplicity outweighs the principle dlfie

time value of money. However, ghould benoted that these issuesotild be addressedby using a
non-cumulative compounded rafé

7.2 Ly Of dzZRAlY RS dazAN@BESRKS O2YLIR2 dzy RSR
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using the compounded average methodolpgg described irsedion 7.1. However, for legacy and
new contracts referencing EURIBOR, which will require a EURIBOR fallback measure based on a
backwardlooking term structure methodology as proposedGhapter 5, the inclusion of a spread
adjustment isrecommendedto ensurethat the fallback measure is economically equivalestd
alsoto avoid value transferin addition,market participantscould decide tacalculate compounded
€ { ¢rates that include acommercialmargin alongsidespread adjustmentsonsideringspecific
market needsHowever,asthe inclusion of a commercial margin is at the discretion of the individual
market participant, thavorkinggroup will not provide any recommendations in this regard.

The ECB has no intentiarfi providing either the spread adjustment oan allin rate consisting of (i)
c2 Y LJ2 dzy R Sd&tesand (i) avspread adjustmenihe workinggroup is thereforeseeking market
feedback in this consultatioas towhether there isany appetite for using the spread adjustment
and/or anall-in rate to atleast facilitate a EURIBOR fallback measure that consistscof{jounded
€ { ¢ates as proposed iBhapter 5 and (ii) a spread adjustment as proposedirapter 6
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https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200724~6aab0ffe50.en.html
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/statement-on-behalf-of-rfrwg-recommendations-for-sonia-loan-market-conventions.pdf?la=en&hash=074583D7080993CE84B6A381B554BEFD6594C076

Question B: Do you agree with th&orkinggroupQ éonclusion thait would be useful for market
participants tohaveaccess to a publication die spread adjustmernénd/or an altin ratethat
consists of (if2 Y LJ2 dzy’ R Sdteswithh anwbservation shifas proposed itthapter 5 and (i) a
spread adjustment as propoden Chapter 67

Please elaborate.

7.3 Cf22NRY3

The working group recommends using the compounded average methodgl@gy described in
Section7.1.1, without includingl ¥t 22 NJ 6 S®3d 1T SNP Bt apgyid) inskegd, G KS F
any flooronly tothe sum of the compounded term rate pltise spread adjustmentThis approach

seemsto be the most efficient from an operational/IT perspectivgiven that market prticipants

have now embedded pgential floors to EURIBOR in their system®s systemscan continue to
NEFSNBYOS GKS 02 YL} dafiesarRefloer folityshoNdAEWRIBOR Yedase ltolshidt. &

This methodologys aligned with the fallbaclormula used by ISDA on derivativesere the floor is

applied on the sum afhe compounded term rate pluthe spread adjustmenandwould, therefore,

enhance ease ofhedging. However benchmark administratorother than the ECBor market
participantscoud also decide taalculate compoundedates that include & f 22 NJ 2y G KS RI
value consideringspecific market needs.This hasbeen recognisedor the loan market by the

sterling working group onriskfree referencerates inits recommendations for SONIA loan rket
conventionsand the US ARRC ils SOFRI Arrear§)XConventions for Syndicated Loattowever

the working group believes that the ge of suchan alternative approach would beperationaly

complex andshould,therefore, be left tothe discretion of individual market participasitand for

specific market segments as syndicated loans

Question19: Do you agree with thevorkinggN.R2 datid@ that if a floorwere includedjt should be
onthesumofthee { ¢ w O2 Y LJ2 dzytReSiReadddjust@®en®Jt dza

Please elaborate.
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Compounding the rate and compounding the balance are two waysledérmining interest
depending on whetherthe principal outstandingis considered to be inhe compounded rate
calculationor not.

In compounding the rate interest is determined by applying KS O2 YLJ2 dzy RSke ¢ { ¢ w
principal outstanding. This method accurately compounds interest wherprincipal is unchanged

within an interest period or, ithe principal is paid out, when any accompanying interest is paid out

at the same timeThisis themethodusedo @ G KS 9/ . F2NJ AdG& LINRPLRASR O
index This formula ishat applied by ISDA on derivatives where the outstanding notional is constant


https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/statement-on-behalf-of-rfrwg-recommendations-for-sonia-loan-market-conventions.pdf?la=en&hash=074583D7080993CE84B6A381B554BEFD6594C076
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/statement-on-behalf-of-rfrwg-recommendations-for-sonia-loan-market-conventions.pdf?la=en&hash=074583D7080993CE84B6A381B554BEFD6594C076
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC_SOFR_Synd_Loan_Conventions.pdf

during the interest rate periodandcan also be applied on a daily basipast of a honcumulative
compounding calculatioff

By contrast in compounding the balancethe overnighte { ¢ w NI G S A dhe daityzf G A LI

outstanding principal and unpaid accrued interest (collectively the daily balance). Compounding is
only applicable on business days and soielespectof thee { ¢ w thé gidgin). This approach
accurately compounds interest when the loas subject tointra-period principal fluctuations
(whether through prepayments dhe sale of the loah

Based onits simpler calculation methodology anits consistency with the derivative market the
working group recommends theompounding the ratenethodology.Howeve, the working group
believesthe usage ofcompounding the balancéo be appropriate for certain specific market
segments

Question D: Do you agree thain general compounding the rate is theestcalculation
methodology?

Pleaseprovide youmreasoning
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In respect of the backwartboking lookback periodterm structure methodolog¥’, there are
generally two ways of applying a compounded rate in a contrébesediffer in the way the daily
e{ ¢wa | NBepéeringankmhedhBr an observation shift is applied or not.

PYRSNI GKS GaKATG | it ratd Knéthe@ldy She fatfeis Fekjuired yh Brdez T
to account for weekends and pubholidays) is shifted to the earlier observation periddhis is the
approach used by ISO#r derivatives and in the ECBadex and compounded rates.

' YRSNJ GKS aGaoAlK2dzi &Kh&dag oréchseiPatiotnKldl) thee relevarg | Yy 2 6y
observaton period lags the interest period by a fixed number of days (typifiatippusiness days),
althoughthe day weighting is not shifted.

For instancefor atwo-business day lookback period, the rate that would be used to calculate the
interest owed todaywould be hat oftwo days ago. Sdf todayis Friday, the inpuusedfor the
OF t Odzt t A2y ¢2dzft R 6S 2SRySaRIFeQa NI GSY

1 F dzZaAAy3 |y 206aSRFAINRCYSR I BZ 20KBy $BRITKGa NI S ¢
GSATIKIAKEBAAYOE CNARIE O20SNE GKNBS OFf SyRI NJF
az2yRI&o

% {SS{hwE! [2ty /2y@SyiAiz2ya IyR !'ww/ /@y@SyiAizya FT2Nl/ 2YLRc
7 ¢KAaA

AFYS® LG R2S3a fyATI INBEISOKSAKKSHRIEKS SYydANB 20aSNBIGA2Y

AdadS R2S4 YREYEYEX BEBPYIKENBH GRELFLISNAZR | YR GKS Ay
a

LJS



f N dzaAy3 |y 20aSNDPANLE WV SRKARI 2 SRyDHFE BDEGANT (S
2 RySaRlIe O20SNE 2dzEiiKySE¢¥86 OHASYREBI RIazdidsSo ¢f
PLILX @Ay 3 (KS aKMRBREARWINEF Rk eg X 2R 1106 O1 LISNA2R 4 A
GKS tF3 FLIWNRFOK gAff NBadzZd Ay az2yYS$S olairao
b2 i SKIFEINF A-d&a A ytSaat 2R 1ol O1 OFftOdzZ FiA2yS>S GKS RAT
20aSNBFGA2Y aKA R 2IOORENAGC HBNIFT{( AK22yE AR & @

The examplebelow showsthe impact of the observation shift versus tivapact of theobservation
lag in the calculdon of compounded rates, assumindige-day lookback period and considering the
period from 15 April to 15 May, which includes public holidays and a weekend.
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Theobservation lag approach weightise rateson the basis othe interest period itself, regrdless

of how long those ratebave beerdliveé. This means the Thursday-28 April input would reference
the Thursday 11 April rate andould be given a weighting of five. This is to cover the Easter
holidays, which included public holidays on Afril and 22 April and a weekend in the interest
period.

The shift method weights the ratesn the basis othe number of days they apply during the
observation period. This means the-28 April input would still reference the April 11 ratdthough

it would be given a weighting of just one as this rate was aiilye¢ for a single day. The 18 April
rate, which prevails for theperiod 18¢23 April would be given a weighting of five when it is
referenced five days later, during the rate frahe 29-30 Aprl period.

The shift methodology is seen as a more natural measure of interest over the period and would be
consistent with the convention adopted for the publication of the indices across jurisdictions,
including the euro area. Taking into account that ffreposed ECB index measures the cumulative

impact of compoundinghee { ¢w 2y | 3IAGSY RI&xX (GKS gSAIKGa I
correspond to the days where those rates were indeed applicabledjives).


















