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LIBOR TRANSITION READY?

4 How Libor Works
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A Bumpier Ride
Libor is less volatile than its dollar replacement
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LIBOR WON'T GO AWAY THAT FAST




FIVE CONTENDERS TO REPLACE LIBOR

Secured Overnight Fund Rate. Administrator :

Federal Reserve Bank of New York

Sterling Overnight Index Average Uncollateralized.
Administrator : Bank of England

Tokyo Overnight Average Rate, Uncollateralized
near Risk Free Rate. Administrator: Bank of Japan

Swiss Average Overnight Rate. Collateralized.

Administrator: SIX Exchange

Euro Short Term Rate. Administrator: European
Central Bank




TIMELINE

Considering the magnitude of the tail risk if LIBOR were to disappear, it is prudent to prepare for SOFR. How to prepare
is a hard work that should start now.
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Alternative Reference Rates Committee (ARRC) is a group of private-market participants convened by the Federal
Reserve Board and the New York Fed to help ensure a successful transition from U.S. dollar (USD) LIBOR to a more robust

reference rate.



KEY DIFFERENCE BETWEEN LIBOR AND SOFR

SOFR is still an overnight rate, the market needs to model a term-structure (yield curve) with different maturities to
reflect expectations about where interest rates will be in the future

LIBOR SOFR

Secured Rate
Unsecured rate
Vari o
arious maturitjes Overnight
Built-in credit Component
Imited credit risk
Partially transaction baseq
Only 500 miljj . .
Y 500 millions Transactlon-based ~750Bn
underlying transactions

transactions (3m Libor)




SELECTED IN JUNE 2017 AND PUBLISHED IN APRIL
2018, SOFR MARKET IS STILL IN ANASCENT STATE.

$41bn+

of SOFR floating rate
notes issued to date

Federal Home Loan Fannie Mae $11bn Freddie Mac $5.1bn
Bank $11.6bn = La8bn on 7/26/2018 « $1bn on 11/8/2018
- $4bn on 11/15/2018 = I5bn on 10/30/2018 « $2bn on 12/19/2018
= $3.6bn on 12/6/2018 « §552mn on 01/09/2019
= $4bn on 12/21/2018 « $1.195bn on 01/10/2019

« $340mn on 01/11/2019

lssuances as of lanuary 11, 2019
Source: Bloomberg, CME Source: J.P Morgan



LIBOR REFERENCE INDEX FOR SIGNIFICANT

AMOUNT OF TRANSACTIONS

The problem with LIBOR
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THERE WILL BE EXISTING POSITIONS THAT
REFERENCED LIBOR BEYOND 2021

Exhibit 3: Breakdown of USD LIBOR Notional

L Sl TR T ST ] Outstanding Not Maturing by 2022 (ex Derivs.)
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WHAT’S YOUR LIBOR SPIRIT ANIMAL?

Congratulations! You are ahead
of the pack, and on your way
to building a strong LIBOR

1. When asked who is leading your LIBOR transition program, you say:

(A) “[Name]isthe lead and has (B) "Wehavemany leads from (C) “Maybesomeone from rates. transition program. Your firm is
pulled together an enterprise each of our businesses Or legal. | dont know” committed to supporting the
working group:v and functions” transition and is well informed.

Thereisstill a lot to be done,
s0 keep up the forward

2. Your firm is proceeding under the assumption that: momentum while watching out
forindustry developments and
(A) LIBORdiscontinuationis a p) LIBOR'slongevity is uncertain, (C) LIBORwill continue. unknownunknowns
certainty; we have defined a but we will wait and see Why would we assume
base-case set of outcomes, but will what happens anything else? #3on Mostly B: Turtle
monitor and adapt accordingly &4 Slow and steady
Moving in the right direction,
3. You're drafting a contract for a new LIBOR-based issuance. Your template: there is still a bit of hesitance
in committing to the transition
@ Includes disclosures on g) May or may notconsider @ Is the same as usual - use given the number of
discontinuance of LIBOR and discontinuance for LIBOR LIBOR and if it's unavailable ”“Cc'w'”tb'es- Hff"“m“ tizna
new fallback language with and/or new fallback language use Prime, last available LIBOR ::;I: ::;tjr;r :;ﬁg:;icus
trigger, alternative reference or poll a number of banks onto stay in good shape
rate, and spread methodology for the transition

4. LIBOR is permanently discontinued today and you need to quantify the impact to your firm. You:

@ Run a report that shows @ Build on a static report of © Launch an urgent firm-wide
notional exposure to LIBOR, LIBOR-dependent products exercise to pull data and Head in the sand
and potential risk and value and processes start crunching; this might
impact across various scenarios take a while

It's not too late! While LIBOR
transition has not been at the
top of the management agenda
for your firm, this is the time

to begin focusing. Getinvolved

5.1t’s 2019. Regulators ask for your plan to address the discontinuance of LIBOR and how you comply with

European Benchmark Regulation (as applicable). You: in industry discussions and
consider what you need to
Refresh your existing Pull together everyone who (C) What's European Eca RIS
s A support within the organization
response plan has worked on the transition Benchmark Regulation?

to get mobilized
in some capacity and start

® OLIVER WYMAN compiling activities




THE PATH FORWARD: STEPS TO CONSIDER FOR A LIBOR

TRANSITION PROGRAM

STEP 1: Mobilize a
cross-business unit
and geography
transition programme
with C-level
sponsorship

Step 0: Start the
planning now

STEP 2: Set out a
transition roadmap

STEP 3: Identify the
risks and implement

mitigants early

12



oMOBILIZATION : SAMPLE GOVERNANCE STRUCTURE

Mobilize a cross-business unit and
_— geography transition programme with C-
level sponsorship

d (ideally an Executive Committee member)

Develop work streams to facilitate impact
analysis and planning, develop Governance
and additional work streams to support
consistency of messaging and information
sharing across the enterprise.

usiness andfor region-specific sub-structures

Source: Deloitte center for regulatory
strategy



eSET OUT A TRANSITION ROADMAP
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© KEY RISKS AND POTENTIAL MITIGANTS

 Educate senior stakeholders on whny it is
essential to mabilise and fund a programme
v Engapge with industry working groups, central
banks and regulators
v Dotument plars and progress in relation to
transition as part of an engagement strabegy
[ i

continue to grow and lead to
systemic risk

o Fimancial exposures to LIBOR

v Establish a strategy and target for reducing
LIBOR exposiures

 Corsider how best to build demand for
RFR-linked products

v Put in place the capability bo monitor and
manage LIBOR exposures

l |

Information asymmetries,
inadequate disclosures and

conflicts of interest give rise to
comduct risk

v Establish aclear dient communication
sEr

¥ Mave asystem in place to distinguish betwesn
customers e g, less sophisticated custoomers

W Ensuwre disclosures are cdear, fair and mat
misleading

¥ Ensure customers understand the risks ar
outcomes they might face from transition

L i

Contractual continuity gives rise
to begal risk

unting implications may

¥ Analyse contractual language and affected
counter parties early

¥ Amend confracts to address permanent
discontinuation scenario

¥ Emsure commpliance with EU BMR

of hedge relationships

A
result in de-recopnition of
coniracts and/for discontimuation

o Identify irstruments that might be affected
by accounting issues

+ Consider whether repapering is nesded
and evaluate how existing hedges might be
affected by it

J W Ensure all staff and custorners are aware

staff leads to poor client outreach =

Lack of awareness of frontline

oULoDmes
 Implement an internal communications .
strategy Amendments to existing contracts
¥ Consider roll-cut of training programmes, may result in potential tax issues
leading practices and a “red-flag™ sysbem,
which highlights key issues employees should
consider before taking action or a process by
which to escalate certain issues

o Identify the instruments that might be
affected

v Review the nature of amendments to
existing contracts and review intra-group
amangements.

 Ensure all staff and customers are aware

Firms do not focus sufficiently
h from ECMILA and

on the
0 Euwribaor, rell as other global
reform efforts, in 2019 which

transioon

¥ Rimg-fence suffickent time and resource to
identify and make operational changes
¢ Inclisde broader impacts, and corsider wider
rules, Swch as margin requirernents and the
Furdamental Review of the Trading Baak, in
the initial impact scessment
= a time fior the 1 jJanuary 2020 deadline for EU

results in

¥ Mave a clear view an what is achievable in

BMR

Insufficient RFR liquidity makes it o Apply lestors learned from the transition of

difficult 0o build a curve and F'h EONIA, and possibly Euribar, ta the transition
af LIBOR
products ¥ Moanitar bendhmark reform efforts acrass
¥ Monitor liquidity on legacy LIBOR and new other jursdictions
RFR-linked products aoroes jurisdictions O

v Decidewhether to contribute to RAR liquidity
by Ezuing RFR-linked produects

v Assess whether a term rate is essential for all
parts of the market



CONCLUSION : ABUMPIER RIDE.......

CAUTION

BUMPY ROAD
AHEAD




THANK YOU! CARTAGENA. . .. IN THE FOOTSTEPS
OF GABRIEL GARCIA MARQUEZ




