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1 General benchmark rate questions

1.1 What are benchmark rates?

Interestrate benchmarks - alsoknownas reference rates orjust benchmark rates - areregularly
updated interestrates thatare publicly accessible. They are a useful basis for all kinds of financial
contracts suchas mortgages, bank overdrafts, and other more complex financialtransactions.

Major referenceinterest rates playa pivotal rolein the global financial system. They are widelyused
in contracts for derivatives, loans andsecurities. They are also used by market participants to value
financial instruments and by investment funds as benchmarks for assessingtheir performance, e.g.
equity and other indices. As benchmark rates provide anaccurate reflection of relevant factors and
have a governance framework whichensures their integrity, their use reduces negotiation costs,
enhances transparency and improves market liquidity. This means that benchmarkrates play a key
rolein thefinancial system, the banking system and the economyoverall.

Benchmarkrates are calculated by anindependent body, most often to reflect the cost of borrowing
money in a given market. For example, they mightreflecthow much it costs for banks to borrow
from each other. Alternativel ythey might reflect how much it costs banks to obtainfunds from other
sources, such as pension funds, insurance companies and money market funds.

1.2 Why are benchmark rates important?

They are widely used across our economy

Benchmarkrates are widelyusedby individualsand organisations throughout the economic system.
For example, banks use them when lending to individuals or corporate clients.

A bank mightagreetolend moneytoa company atanagreed interestratethatissetata particular
benchmarkrate plus 2% —meaning that the company would pay interest of 2% more than the
currentbenchmark rate. So, the cost of theloan goes up if the benchmark rate goes up, and it goes
down ifthebenchmark ratedrops. In this case, the benchmark canbe a relativelysimple, reliable,
independentreference for all parties involved inthe transaction.

Companies, banks and other organisations also use benchmarkrates to value items on their balance
sheets —in other words these rates makeiteasier foranaccountant to work outhow much
organisations (more specifically the financialassets that they own) are ultimately worth.

Benchmarkrates arealsoused in more complex financial transactions, such as theissuance of
securities with variable rates, options, forward contracts and swaps. Forinstance, an interestrate
swapis,inbroadterms, a transaction involving two parties where each party paysinterestto the
other, ata fixed or floating rate. The two most common cases being where one party paysinterest at
a floatingrateandthe other ata fixed rate, or where both pay a floating rate on two different
indices. In swaps like these, the benchmarkrate maydetermineatleastoneof theinterestflows
being exchanged. This creates transparencyfor all parties involved, brings some standardisation to
the agreementand, as a result, makes it easier forall parties to negotiate.
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Other uses of benchmarkrates include (butare not limited to): calculating overdraft penalties on
cashaccounts, calculating interest on someretail deposits, and the agreement of interest on retail
mortgages and loans.

Benchmark rates helpcentral banks to do their job

Benchmarkrates can also inform the work done by central banks. The ECB, for example, canrefer to
benchmarkrates in its work to keep prices stablein theeuro area. If a benchmark rate properly
reflects therates atwhichbanks lend and borrow, it can help the ECB better understand the
functioning of financial markets and the availability of money in the euro area. This can inform
monetary policydecisions:if youknow how easyitis forbanks to access money, you canestimate
howreadilythose same banks will be able to pass thatmoney on inthe form of loans to businesses
and people. And all of this ultimately feeds into price levels.

Also, knowing the current benchmark rates enables the ECB to monitor the practical impact of
monetary policydecisions. If the ECB decides to raise or lower interest rates, for example, it can
track the effects of this by looking at changes in benchmark rates for the euro.

1.3 Why are benchmark rates undergoing reforms and what
exactly does this entail?

Benchmarkrates are useful aslongas they are considered reliable and unbiased —ideally they
should be calculated in atransparent manner, and the rates should be easily and publicly available. If
a contractis based on a reliable benchmark rate, neither party caninfluencethe agreed rate of
interest. This meansthata dependable benchmark rate canensurethatthevalue of a contract
remainsimpartialandindisputable.

Given the economicimportance of benchmark rates, itis critical that their reliabilityis ensured by
clear governance and transparent methodologies.

With thisinmind, European benchmark rates are currently undergoing significant reforms. Much of
this reform processis driven by theintroduction of the EU Benchmarks Regulation (BMR), whichwas
publishedin 2016 and cameintoforcein January 2018.

In 2017 the ECB decided to developan overnight risk-free rate. This development process resulted in
the creation of theeuro short-termrate (€STR), a new benchmark ratethat has become available
since 2 October2019.

1.4 What are the most widely used European benchmark rates?
EONIA

This isthe currentovernight benchmark rate for the euro. The private sector working group on euro
risk-free rates has recommendedthat market participants gradually replace EONIAwiththe new
euro short-termrate (€STR) which started on 2 October2019.
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Until 2 October 2019, EONIAwas calculated by the ECB on behalf of the European Money Markets
Institute (EMMI), a not-for-profit organisation based in Brussels which administers EONIA. It has
traditionally been calculated as a weighted average of theinterest rates on overnight unsecured
lending between banks. EMMI recently modified the calculation methodology of EONIAfollowing the
recommendation of the working group, and after broad public consultation.

Since2 October 2019, thedate on which the €STR became available, EONIAis determined as the
€STR plus afixed spread of 8.5bps. This change in EONIA’s methodology shall facilitate the market’s
transitionawayfrom EONIAto the €STR. EMMI announced " that it will provide EONIAunderthe
recalibrated methodology up until 3 January 2022, the date on which EONIAwill be discontinued.
This dateshouldactasanincentive for the marketto fully adoptthe €STR as EONIA’s replacement.

EURIBOR

EURIBOR s an unsecured market benchmarkrate calculated for several maturities (one week, and
one, three, six and twelve months). Itis administered by the European Money Markets Institute
(EMMI). In order to bring the benchmarkintocompliance with the EU Benchmark Regulation (BMR),
EMMII has clarified the underlying interest of EURIBOR as the rateat which banksintheEUandin
the European Free Trade Association (EFTA) countries could obtainwholesale fundsin eurointhe
unsecured money market. EMMI is gradually implementing a new calculation methodology for
EURIBOR —the so called “hybridmethodology”. This calculation method is supported by transactions
to the greatestextent possible andrelies on other related market pricing sources when necessary.
On 3 July 2019 EMMI was granted the authorisation and administration of EURIBOR by the Belgian
Financial Services and Markets Authority (FSMA) under Article 34 (critical benchmarkadministrator)
of the EU Benchmarks regulation (EU BMR).

1

https://www.emmi-benchmarks.eu/assets/files/D0194C-2019%20EONIA_consultation_feedback_pr
ess_release.pdf
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2 Questions on the euro short-term rate
(€STR)

2.1 What is the €STR?

The €STRis a new overnight rate produced by the ECB thatwill replace EONIA. Itis a rate which
reflects the wholesale euro unsecured overnight borrowing costs of euro area banks. Therateis
published foreach TARGET2 business day based on transactions conducted and settled on the
previous day (reporting date T) with a maturity date of T+1 and which are deemed to be executed at
arm’s lengthandthereby reflect market rates in anunbiased way.

The ECBis the administrator of the €STR and has overall res ponsibility for providingtherate.

The €STRis exclusively based on borrowing transactions in euro conducted with financial
counterparties thatbanks reportinaccordance with the MMSR (Money Market Statistical Reporting)
regulation. Itis calculated using overnight unsecured fixed-rate deposit transactions over € 1 million.

In 2018 the private-sector workinggroupon euro risk-free rates recommended replacing EONIA with
the €STR, takinginto account feedbackfrom the market. This working group is now supporting the
market with the transition to the €STR.

2.2 What makes the €STR robust?

The €STRis designed to reflect how mucha bank must paywhen borrowing money overnight from
various financial counterparties without providing collateral (this is sometimes referred to as
‘unsecured’). These counterparties can include banks, money market funds, investment or pension
funds andother financial actors, including central banks.

This meansithasa wider scopethanEONIA used to have, which onlylooked attrades between
banks. Furthermore, incontrastto EONIA, the data on real transactions used by the ECB to calculate
the €STRare provided by a larger number of banks (currently 50 financialinstitutions vs. 28 for
EONIA, with 20 to 40 bn in transactions, compared with around 4 bn for EONIA). This increased
scopeincreases its robustness, and hel ps to make the €STR a dependable reflection of the priceat
which moneyis being borrowed on an unsecured basis across the euro area.

2.3 When did publication of the €STR start?

The ECB started publishing the €STR on 2 October 2019, reflecting trading activity on 1 October
2019.Theratewill be published on every TARGET2 business day at 8:00 CET. If errors are detected
following standard publication that affect the published €STR by more than 2 basis points, the €STR
is revisedandrepublishedon thesameday at9:00CET.
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2.4 Why is the €STR only published the next day? What are the
constraints preventing earlier publication of the rate?

The €STRis based exclusively on transaction-by-transaction data reported in accordance withthe
MMSR Regulation. The MMSR Regulation s pecifies that data must be transmitted once per dayto
the ECB between 18:00 CETon thetradedateand 07:00 CET on thefirst TARGET2 settlement day
after thetrade date. The complete datasetis therefore onlyavailable for the computation of the
€STR after 07:00 CET on the following TARGET2 day.

2.5 What measures are being taken by the ECB to ensure the
timely publication of the rate and to ensure that certain trades, which
may potentially be erroneous, do not influence the €STR?

In order to ensuretimely publication, the publication process is highlyautomated, using algorithms
to automatically filter out trades that deviate from usual patterns. Suchtrades, however, can be
re-integrated upon confirmation by the reporting banks.

2.6 How is the €STR identified? Does it have an ISIN?

The identifiers for the euro short-termrateare:
ISIN: EUOOOA2X2A25
German WKN: A2X2A2

FISN: ECB/EUR EURO SHORT-TERM RATE IR

2.7 Why is the €STR based on unsecured market transactions,
while the secured market may have provided a broader base?

The ECB decided to develop an unsecured rate, instead of a secured rate, for a number of reasons.
First,the€STRisintended to complement and serve as an alternative to existing critical benchmark
rates such as the euro overnightindex average (EONIA), which reflect the unsecured money market.
Inthis respect, the €STR should have features that would make it comparable to these rates. Second,
the European repomarket has a number of unique characteristics related to:

e the motivationforenteringinto a trade

o the difficulty of differentiating between general collateraland s pecial collateral if the aimis primarily

to measure the price of cash, and

e the type of collateral, which would affect the formation of the finalrate of a re po transaction.

Page | 8



For example, the price of a repocanvary considerably depending on the availability and use of
collateral andthe creditrating of theissuers of the collateral. Furthermore, the share of general
collateral versus special collateral and the degree of “specialness” varysignificantly over time, which
reflects the respective countries’ issuance cyclein the absence of a homogeneous European
collateral marketandtheinfluence of certain reporting dates, such as year-end reporting. As a
result,itwouldbevery challenging to developa rate that couldbe expected to have broad euro area
coverage while providing meaningful, consistent prices in the underlying transactions at the same
time. Moreover, when comparing similar notions based on secured transactions to determine the
price of overnight cash (only general collateral trades, with the same overnighttenor as the €STR),
money market statistical reporting (MMSR) data show thatthe daily average overnight general
collateral repo volumein 2017 (excluding “specials”), as traded by the 52 reporting agents, would
haveamounted to around €60 billion. Thisis higherthan, but not fundamentally different from, the
volumes capturedin the unsecured market by the €STR, although pricing remains subject to
significant fluctuations on reportingdates.

Finally, therearealready a number of existing repobenchmarks, whichthe ECB welcomes as the
availability of more benchmarks will allow users to choose the most suitable one for their needs.

2.8 What is the main reason for extending the scope of the €STR
beyond the interbank market?

The broaderscope of the€STRis intended to respond to the developments of the wholesale market
inrecentyears. More specifically, the share of theinterbank marketin the wholesale market became
smallerowingto a reassessment of counterparty risks, changing regulations and liquidity conditions.
However, banks devel oped significant money market activity with other entities, suchas money
market funds, insurance companies and other financial corporations. Forthatreason, all of these
counterparties play animportant roleinthe wholesale funding mix of banks and are therefore
considered relevant for determining wholesale borrowing costs.

Nevertheless, andas mentioned in thefirst public consultationon devel oping a eurounsecured
overnightinterestrate, other counterparty sectors, such as governments and non-financial
corporations, will not be taken into accountinthe €STRin order to reduce the influence of possible
idiosyncraticfactors on thefinal rate.

2.9 Isn’t there a risk that, with a broad scope, the €STR may not
be able to adequately capture changes in market rates, especially if the
€STR is based on transactions executed with entities outside the euro
area and with no access to the Eurosystem monetary policy operations?

The broad scope of the €STR guarantees thattherateis a fairreflection of the overnight borrowing
costfor banksinthe wholesale market, in which notonlybanks butalsoa number of other different
entities interact. Some of these entities maynot have access to the Eurosystem monetary policy
operations (because they are non-banks or arelocated outside the euro area), whichmeans that the
rates of the Eurosystem facilities will not strictlyserve as a lower or upper boundfor the rate of their
transactions. As a result, suchtransactions may be conducted at a rate bel ow the deposit facility rate
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or abovethe marginal lending facility rate. The €STR will capture this market reality. Forexample, in
conditions of abundant excess liquidity, the €STR would be expected to be bel ow the deposit facility
rate. The position of therateinrelation to the Eurosystem policyrates, however, does not mean
thatthe ratewill be unableto respondto changesinthe policy rates. In fact, sincethe €STR reflects a
liguid market with multiple participants - and, therefore, competitive pricing - these prices are
expected to follow the direction of the policy rates.

2.10 Why are transactions with non-euro area counterparties not
excluded from the calculation of the €STR?

The €STRis intended to be a borrowingrate, whichmeansthatitis morerepresentativeif it captures
trades with all significant counterparties in the wholesale market, including international
counterparties. Furthermore, excluding transactions with non-euro area counterparties would not
be sufficientto ensurethattheonly eligible transactions are those conducted with counterparties
thathaveaccess to the Eurosystemfacilities. If that were the intention, thescope of the ECB rate
would haveto bereduced to only theinterbankmarket, where counterparties are banks with access
to the ECB facilities. This, however, would resultina lack of dataand, consequently, thefinalrate
might notbe considered robust.

2.11 Why are only money market deposits used for the calculation
of the €STR, while there may be significant turnover in other
instruments, e.g. call accounts and issuance of short term paper?

The selectionof eligibleinstruments for the €STR was presented in thefirst ECB public consultation
on developing anunsecuredovernightinterestrate;itwasarguedthatonly moneymarket deposits
should be used forthe computation of the €STR, because deposits are standardised products with
easilyunderstandable pricing rules that ensure the consistencyof the rate. As shown in the second
ECB publicconsultation, thereis sufficient data on deposit transactions to produce a reliable daily
benchmarkinterestrate.

Callaccounts as captured by the MMSR have been analysed from three perspectives:

e contributionto data sufficiency

e |evel of standardisation (homogeneous product type with pricing and understanding of the rate)
e rate behaviour (level andvolatilityinline with market conditions)

With regard to data sufficiency, including call accounts would have increased the volume underlying
the computationoftheratebyaround€10billionon average, whichmay have supportedtheir
inclusion. However, call accounts would have improved neither the country representativeness of
the rate nor the concentration, given that call accounts are used invery few jurisdictions, Germany
being oneexample.

With regard to thelevel of standardisation, including call accounts wouldreduce the clarity of the
envisaged scope (deposits)andmake therate morevulnerable to idiosyncrasies as discussedin the

Page | 10



first public consultation. Indeed, the definition of call accounts is quite vague owing to the various
non-harmonised legal frameworks in the euro area for this financial product. The definition includes
savings accounts, whicharealso definedin arelatively broad mannerin the MMSR Reporting
Instructions.

With regard to rate behaviour, the rates of call accounts as captured by the MMSR appear quite
“sticky”. Data suggests thatincluding call accounts would have been likely to reduce the
responsiveness of the €STR to ECB policy rate changes. This observationwas even clearer at
individualreporting agent level. Rates often remained at exactlythe samelevels for extended
periods of time, suggesting the rates were not renegotiated inthe market, as otherwise there would
havebeen daily fluctuations.

Finally, short-term paperas reported under the MMSR was alsoanalysed. However, the very limited
volumes captured by the MMSR and the quite volatile rate behaviour were seen as reasons not to
include short-term paperin the computation of the €STR at this stage. The regular methodological
reviews whichwill be performed by the ECB will assess the scope of MMSR transactions supporting
the €STR, and analyse whether methodological changes are required should market conditions
change.

2.12 Which banks are reporting under MMSR?

The banks reporting MMSR data on whichthe €STRis basedarelisted on the ECB’s website.

2.13 Are the current 50 MMSR banks sufficient to ensure that the
€STR is representative?

The money market statistical reporting(MMSR) sample currently covers the 50 largest banksinthe
euroarea interms of balancesheet size at the time of selection. The 50 reportingbanks are spread
across ten euro area countries (Belgium, Germany, Ireland, Greece, Spain, France, Italy, Netherlands,
Austriaand Finland).

With regard to the possibleimpact of an expansionof the reporting population, the analysis on data
sufficiency conducted in the context of the second ECB public consultation and earlier evidence from
the ECB’s Euro Money Market Surveys suggest thatthe unsecured money markettends to bea
concentrated market, asalsoshown in the first ECB public consultation.

2.14 What is the status of the MMSR reporting banks, and will the
launch of the €STR lead to any changes in their obligations?

The legal status of thereporting banks as MMSRreporting agents will not change following the
release of the €STR. The €STR will be based exclusively on the statisticalinformation on transactions
reported to the ECB or the NCBs (National Central Banks) under the MMSR.

The reporting banks will continue to have obligations pursuant to the MMSR Regulationandthe
overall ECB statistical framework. Amendments to the MMSR Regulation will followthe established
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rules and procedures and, whererequired, will be announced publicly well in advance and will
involve consultation with the European Commission.

2.15 The data sufficiency policy seems quite strict: should frequent
contingency situations linked to data insufficiency be expected?

The thresholds ensure thatthe €STR will always be published on the basis of data provided by a
sufficient number of banks, althoughnone of those banks wouldhave a too large influence on the
final rate.

The pre-€STR shows thatthere would have been very few cases of datainsufficiency inrecentyears.

2.16 What happens if the contingency situation is repeated?

Any changein market dynamics thatleads to deterioration inmarket liquidity would need to be
considered ina regularor ad-hoc reassessment of the methodology of therate.

2.17 Have you considered a volume-based trigger for applying the
contingency formula?

A volume-based trigger was considered but ultimately not deemed desirable. As explained inthe
second ECB public consultation, day-to-day fluctuations involume can be considered part of how
markets function. Such changes could relate to calendar effects or local holidaysinthe various euro
area countries. MMSR data show that, even on days with reduced volumes, those volumes are
generated by a fairlylarge number of reporting banks with no additional concentration of activity;
therefore, a rate calculation based on lower volumes couldbe seen as robust and unbiased.

2.18 The €STR is computed using 25% trimming — isn’t this too high
and doesn’t this reduce the representativeness of the rate since half of
the transactions are taken out of the computation?

Inthesecond ECB public consultation, a number of respondents expressed concern thatthe
proposedtrimming value of 25% would betoo high andcouldundermine therate’s
representativeness. However, the trimming value does not affect theraterepresentativeness, andin
factimproves the stability and resilience of the €STR.

Regarding the representativeness, the trimmed mean—like the arithmetic mean andthe median—is
a measure of the central tendency of the distribution of rates, and existing MMSR data confirmthat
the characteristics of the distribution of rates are suchthatthe trimmed meanisanappropriate
measure of this central tendency.

Moreover, trimmingis used to reduce theimpact of significant outliers on the computation of the
€STR; the threshold of 25% was found inthe Second publicconsultationto be closeto optimalin
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reducing the day-to-day variability of the rate while ensuring a broad calculation basis. The
differenceinthetrimmed mean between trimmingat25%andat10%is very limited, amountingto
onlyaround0.1 basis points on average, while the 25% trimming shows | ess day-to-day volatility

and, consequently, is the choice for the €STR.
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3 Transition issues

3.1 Will the underlying interest of the reformed benchmarks
change, and are any amendments required to legacy EONIAand
EURIBOR contracts?

According to theiradministrator, the recalibrated EONIAand EURIBOR undertheirnew
methodologies willcontinue to measure the same underlyinginterestas the former EONIAand
EURIBOR calculated under their respective |legacy methodologies. Therefore, even if elements of the
benchmarkarefurther developed or amended, thisinitself should notrequirea changeinlegacy
contracts using EONIAand/or EURIBOR since the underlyinginterestis the same.

However, in relation to EONIA, the foregoingwill onlyapply until the lastdaywhen EONIAwillbe
calculated (i.e., 3 January 2022). Therefore, |egacy EONIA contracts that expire after 2021 will have
to beamended beforethatdate for anotherreason, namely to include fallbackrates or to replace
EONIAas the primary rate.

Legacy EONIA contracts should also be reviewed to check thatagreements accuratelyreflect the
changein publication time of EONIA after 2 October 2019 (from the eveningof day Tto the morning
of T+1), as agreed between the parties.

Inanycase, Article 28(2) of the BMR requires all supervised entities using benchmarks to have
robustfallback provisions forall their contracts concluded after 1 January 2018, and prior to January
2018 where practicable andon a best-effort basis. Legacy contracts might need to be amended
accordingly’.

3.2 Why wasn’t there a simple switchfrom EONIA to the €STR?

Whileboth EONIA (beforeits recalibration) andthe €STR rely on transactions from the overnight
unsecured money market segment, there are differences in their methodologies and the data used
for their calculation, and they do not typically have the same numerical value. Therefore, anydirect
or puresuccessionof EONIA by the €STR wouldhaveresulted ina changein valuation of transactions
and contracts tied to the overnight rate. However, the correlation and difference between the two
benchmarks has been relativelystable since the start of 2017; thisis why, to ensure a smooth
transition, the calculation method of EONIA has changed as of 02/10/2019, and became a
recalibrated EONIA consisting of the €STR plus a fixed spread.

3.3 How will the switch from EONIA to the €STR happen?

The switchfrom EONIAto the €STR will take placeintwo steps:

2 See: https://www.es ma.europa.eu/sites /default/files/library/esma70-145-114_gas_on_bmr.pdf
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First, the methodology for EONIA was recalibrated to become “dependent” on the €STR. This means
thatsince 02/10/2019 (the date of the first €STR publication), the EONIA methodology changed from
being based on the contributions of a panel of banks to become equal to €STR plus a fixed spread of
8.5 basis points. This change inmethodology was necessaryas its administratorannounced® that,
under thelegacy calculation method, compliance with the EU BMR by January 2020 could not be
guaranteed.

Second, the market will transitionfrom this “€STR-dependent EONIA” to the €STR, some time on or
beforeJanuary 3,2022, whichis the date of EONIA discontinuation by its administrator.

3.4 What will happen if market participants don’t adjust to the
change to EONIA’s changed publication time which started on Oct 2nd
2019°

Depending on the market participants’ s pecific situation, this can e.g.leadto theusage of a wrong
EONIAT+1 interestrate, possible problemsin your IT system environmentand create a situation of
non-fulfilment of market participants’ s pecific regulatoryguidelines in your country. Immediate
actionistherefore necessary. For further informationsee Reportby the working groupon euro
risk-freerates on theimpact of the transitionfrom EONIAto the €STR on cashand derivatives
products.

3.5 What are the practical consequences of the EONIA
recalibration?

Despitethelaunchofthe €STR, EONIAwill continueto exist duringa transitionperiodundera new
methodology thattiesitdirectlyto the €STR, so that EONIA can be used in existing contracts fora
limited period (until December 2021) to allow for a smoothtransitionfrom EONIAto the €STR.

Since2 October 2019 EONIAis calculated by applying a fixed spread of 8.5 basis points to the €STR.
As a consequence, EONIA, like the €STR, then refers to transactions that occurred on the previous
business day.

The fixed spread of 8.5 basis points was calculated by the ECB on the basis of a methodology
recommended by the working group on eurorisk-freerates based onitsbroad supportduring
consultation,andaccepted by EMMI. Itis based on a simple average of the EONIA-pre-€STRs pread
between 17 April 2018and 16 April2019, with a 15% trimming mechanism. For simplicity, the
recalibration date was setto thefirstday of the €STR publication. All reasons motivating this
transitionpath aresetouton the ECB website (see Report on the transition from EONIAto the euro
shorttermrate). As a consequence of its dependence on the €STR, the publicationtime of EONIA
moved from “T” (19.00 CET, reflecting the transactions of theday T) to “T+1” (publication on T+1 at
or shortly after9.15am CET, i.e. the day after the transactions took place).

* https://www.emmi-benchmarks.eu/EURIBOR-eonia-org/eonia-review.html

Page | 15


https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurorfr_impacttransitioneoniaeurostrcashderivativesproducts%7Ed917dffb84.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurorfr_impacttransitioneoniaeurostrcashderivativesproducts%7Ed917dffb84.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurorfr_impacttransitioneoniaeurostrcashderivativesproducts%7Ed917dffb84.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.eoniatransitionreport201812.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.eoniatransitionreport201812.en.pdf
https://www.emmi-benchmarks.eu/EURIBOR-eonia-org/eonia-review.html

Monday Tuesday Wednesday

30 September 2019 1 October 2019 2 October 2019
Day before move Day of move Day after move
Tm-1 Twm T
EONIA is calculated under the EONIA is calculated under the
current methodology. recalibrated methodology.
Published at or shortly after No EONIA rate Published at or shortly after
7:00 p.m. CET is published 9:15a.m. CET
EONIA published on day Tm1 EONIA published on day Tw::
reflects the market on day Tm-1. reflects the market on day Twm.
3.6 Isthere any recommendation as to what history to use for

charting the new €STR rate effective October 2,2019? Can the pre-€STR
be used for this?

The pre-€STR was calculated using the same methods as defined for the €STR and was based on data
including all revisions in terms of cancellations, corrections and amendments submitted by reporting
agents atthetimeof calculating therate. Theregularreleases also includedrevisions to previously
published data. In addition to the data, thereleases included charts illustrating key features of the
pre-€STRrate.

3.7 How should the industry cope with the late availability of the
rate and the ensuing potential problems in same-day settlements of
€STR-based contracts?

Market participants may approachthe T+1 publicationof €STRand EONIA (since 2 Oct2019) in the
following ways:

1) Agree withcounterparties to use the latest available rate. Thiswould be the rate publishedon T
applicable to transactions that occurred on T-1. Usingthe latest availablerate mayalso be stated as
usinga 1-daylag ora 1-daylookback.

2) Introduce a 1-day payment delay. Tra nsactions could be settled ona T+2 basis. For money market
participants, thiswould entail a one-day difference between notionalandinterest payment dates.
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3.8 Why isn’t the recalibrated EONIA (€STR + fixed spread)
maintained after 31/12/20217

The sole purpose of havinga recalibrated EONIAthatis linked to the €STR s to facilitate a full
transitionto the €STR. Maintaining therecalibrated EONIA beyond that point would defeat this

purpose.

3.9 Will there be any valuation change caused by the transition to
the €STR and how do you expect financial institutions to capture it?

The valuation of various financial instruments depends on EONIAasitis used as a benchmark for
various financial products andas the collateral rate in bothcentrallycleared and bilaterally
collateralized derivatives. Furthermore, derivatives referencing EONIA (e.g. EUR overnightindex
swaps) are commonly used to derive the discounting curve for valuation purposes. The €STR will
replace EONIAfor these purposes during the transition. In order to complete the transition, financial
institutions arerequired to adapt their framework of interest rate curves, so thatthe €STR andthe
€STR (discounting) curve willreplace EONIAandthe EONIA (discounting) curve.

Whilst compensation mechanisms are anticipated inthetransitionfrom EONIAto €STR, financial
institutions should considertherisk of price and valuationchanges throughout this transitionand
the corresponding effects on financial accounting.

The fixed spread between EONIArecalibrated and the €STR will help to simplify the compensation
mechanisms when transitioning from EONIArecalibrated to the €STR.

3.10 How could discounting be aligned to avoid valuation
differences such as collateral differences?

Regarding thetransition period until EONIAis discontinued on 3 January 2022, the workinggroup
recommends that central counterparty clearing houses (CCPs) align their discounting switch dates as
much as possible to transition froman EONIA discounting regime to a €STR discountingregime, and
setthe discounting switch date as early as possible, preferablytowards the end of the second
quarter of 2020.

Concerning the switch from EONIAto the €STR discounting regime, the working group on euro
risk-free rates has publisheda report (Report by the working groupon euro risk-free rates on the
impactof thetransition from EONIAto the €STR on cash and derivatives products) recommending a
big-bang approach for CCPs as far as possible (switch dates should bevery closeif notthe same) first,
and thenrolloutto thebilateral marketin a phased approach.

3.11 What is the relationship between clean discounting and the
remuneration of collateral under a CSA? In the course of the transition,
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canyou be in a situation where you would remunerate your collateral
with EONIA and your derivative would be valued with the €STR?

Collateral remuneration throughinitialandvariation margin calls for cleared derivatives and through
CSAs is mostly incash, calculated using EONIA. The working group encourages market participants to
makeall reasonable efforts to transition froman EONIA discounting regimeto a €STR clean
discounting regime for both legacyand new trades with all their counterparties.

Regarding the transition period until EONIAis discontinued on 3 January 2022, the workinggroup
recommends that central counterparty clearing houses (CCPs) align their discounting switch dates as
much as possible to transition from an EONIA discounting regime to a €STR cleandiscounting regime,
andsetthediscounting switchdateas early as possible, preferablytowards the end of the second
quarter of 2020. For bilateral credit support annexes (CSAs), a phased approach is recommended to
cater for individual discounting/compensation considerations. Market participants are encouraged
to startthis process as early as possible. The working grouprecognises the need to communicate
these changesin an effective manner in order to achieve a successful transition.

Page | 18



4 Questions on fallback rates

4.1 What is a fallback provision?

A fallback provision ina legal contract determines what benchmarkrate parties will use in the event
thatthe initiallyagreed uponbenchmark rateis notavailable. Without a fallbackto another
benchmarkrate, parties to a contract which references a certain benchmark rate might find
themselves in dispute over action taken inresponse to the unavailability of the designated
benchmarkrate.

4.2 What are the key elements of a fallback provision?

e Trigger Event—the event giving rise to the application of the fallback provision, or the future date
from which the fallback will a pply;

e  Fallback Rate —the new reference rate which will applyinthat event;

e Spread adjustment—if the new fallback rate differs fromthe original reference rate, then it maybe
necessaryto include a spread adjustment to minimise any transfer of value fromone party to the
other.

4.3 Why are fallback rates important?

Fallback rates serve asinsurance against the temporaryor permanent cessation of a benchmark rate.
Inline withthe Benchmarks Regulation (BMR), the working group recommends market participants
to incorporate fallback provisionsin all new contracts referencing EURIBOR. Legacy contracts
referencing EURIBOR entered intoafter 1 January 2018 and falling under EU Benchmarks Regulation
should be covered by robust written plans. In legacy contracts without appropriate fallback
provisions, EURIBOR fallback provisions should be introduced or existing provisions enhanced when
they are nextamended or updated. Continuing to enter into contracts referencing EONIA or
EURIBOR without morerobust fallback provisions may increase theriskfor the financial system[].
Moreinformation:
https://www.ecb.europa.eu/pub/pdf/other/ecb.sg3guidingprinciples201901.en.pdf

4.4 What fallback rate will be used for the €STR?

The WG has assessedfallbackarrangements for products referencing €STR. Based on this
assessment, the WG recommends that market participants consider several elements: the measures
thatmightbetaken by the ECB as partof the regularreview of the €STR methodol ogy, the policies
and procedures to be followed inthe event of discontinuation of €STR, and the fallback guidelines
providedbythe WGinthe EONIAto €STR Legal Action Plan. Accordingly, the first-level fallback
should beto a rate (inclusive of spread or adjustment) designated by a relevant nominating body; if
nosuch rateis designated, the second-level fallback should be to the EDFR plus the European
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DepositFacility Rate (EDFR)/€STR spread (instead of the EDFR/EONIAspread usedin the EONIA
fallback provisions).The WG believes that this combination of measures will give sufficient supportin
the eventof a fallback contingency scenario forthe €STR.

Moreinformation:

https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_eurostrfallbackarrangements~86a6efeb4
6.en.pdf

4.5 What is the fallback rate for EONIA?

e The WG recommends using€STR plus the Spread (the difference betweenthe €STRand EONIA based
on the methodology recommended by the WG and calculated by the ECB; the value of this Spreadis
8.5bp) asthe EONIAfallback rate forallproducts and purposes. Working group recommended,
wheneverfeasible and appropriate, nolonger entering into new contracts referencing EONIA as from
2 October2019.

e |n existing contracts referencing EONIA and maturingafter December 2021, market participants
shouldreplace EONIA as the primaryrate as soon as possible orembed robust fallback clauses.

e Fornew contracts that still reference EONIAand mature after December 2021, orfall underthe EU

Benchmarks Regulation (BMR), robust fallback provisions s hould be included.

4.6 What will the fallback rate for EURIBOR be?

All supervised entities in the EU, other than administrators, are required to produce and maintain
robustwritten plans setting outthe actions thatthey wouldtakein the eventthata benchmark they
areusing materially changes or ceases to be available. Supervised entities are required to reflect
such plansinthe contractual relationshipwith all clients in all contracts entered into after 1 January
2018 and, where practicable, on a best-effort basis, incontracts entered into priorto 1 January 2018.

The WG is currentlyassessing possible fallback rates for EURIBOR and mechanisms for their
incorporation. More precisely, the WG has worked on fallback rates for EURIBOR, to which a credit
spread (notincluded intherateitself) wouldhaveto beadded to represent liquidityrisk.

On the production of fallback rates for EURIBOR: first, itis worth noting that they shoulduse €STR as
a basis,andcan be constructed inroughlytwo ways: either on forward-looking basis, i.e. based on
the future €STR derivatives market (hence capturinginterest rate expectations), or using
backward-looking (basically compounding) methodologies. The WG already published its preferred
methodology as regards forward-looking methodologies, suggestingthat EURIBOR fallbacks maybe
based on the committed quote-based methodologies of the future €STR OIS market, once this one
will be established. The WG is now analysing backward-looking methodologies to determineits
preferred methodology, as well as various methodologies to capture a credit spreadthat might be
embedded in such EURIBOR fallbacks if deemed necessary. Once these methodological preferences
areclarified, the WG will discuss the use cases of such fallbacks and determine which financial
products they would be best suited for, taking into accountinternational developments and
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consistency across products, to the extent that this is feasible. The WG will then makea
recommendation to market participants as to which EURIBOR fallbacks should be used.

Regarding thelegal mechanisms forintegrating these fallbacks into EURIBOR contracts, both new
and legacy,the WGis alsoworking on a EURIBOR legal action planto guide market participantsin
their contractamendments.

4.7 What is the fallback language/provision? How relevant s it for
ensuring a smooth transition?

In this context, “fallback language” refers to the legal provisionsina contractthatapply if the
product's underlying referencerateis discontinued or becomes unavailable. The FSB’s Official Sector
Steering Group (OSSG) has recommended that market participants both understand their
contractual fallback arrangements and ensure thatthose arrangements are robust enough to
prevent potentiallyserious market disruptionsin an index cessation event. Because EURIBORis a
widely used referencerate, its permanent cessation without viable fallback language incontracts
would cause considerable disruption to financial markets. It would alsoimpair the normal
functioning of a variety of markets, including business and consumer lending.

4.8 What are the European regulatory requirements in relation to
EURIBOR fallback provisions?

In Europe, the BMR, applicablesince 1 January2018, introduces a regime for benchmark
administrators and other parties that ensures benchmarks' accuracy and integrity. Among other
objectives, it seeks to protect consumers andinvestors through greater transparencyandadequate
rights of redress; for example, itrequires a number of actionsin the event of changes to, or the
cessationof, a benchmark.

For supervisedentities* and financial instruments® and financial contracts® thatfall within the
scopeofthe BMR, introducing robust fallbacks would contribute to meeting the requirements laid
down inthe BMR. Supervisedentities are advised to consider any further or specificguidance
providedby theirsupervisor or competent authority.

* Listedin Article 3 (17) of BMR; they include all firms that provide investment services, | oans
(including mortgages), insurance or asset management products in the EU.

> As defined in MIFID Annex |

® Loan agreements per Directives 2008/48/EC and 2014/17/EU.
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Under Article 28(2)” of the BMR, in force since 1 January 2018, supervised entities are requiredto
produce andmaintain robust written plans settingoutthe actions they wouldtakein the eventthat
a benchmark they are usingmateriallychanges orceases to be provided, andto reflect those plans
and any fallbacks designated in such plansinthe contractual relationship withclients.

The ESMA considers thata supervised entity shouldbe ableto prove, to its national competent
authority (NCA) thatithas communicated its written plan to clients (link to ESMA Q&A), as well as
the detailed course of action, communication channels, arrangement foractions, and contingencies.

Apartfromthe Europeanregulations described above, market participants might need to take
account of local regulatory requirementsin euroarea countries.

4.9 What are the WG's recommendations on Euribor fallback
provisions?

e The WG recommends that market participants incorporate fallback provisionsin all new contracts
referencing EURIBOR.

e Legacycontracts referencing EURIBOR entered into after 1January 2018 and fallingunder the BMR
shouldbe covered byrobust written plans.

e Inlegacycontracts without appropriate fallback provisions, EURIBOR fallback provisions should be
introduced orexisting provisions enhanced when they are next amended or updated; certain
products may require s pecific approval/ consent process. [although EURIBOR isnt used muchinthe
bond market, this would not work for the bond market as legacy contracts do nottend tobe
amended or updated, unless for a specific purpose, whentheycanbe amended by way of consent
solicitation]. Note: a s pecific analysisproduct by product is being prepared by SG3 and SG5
subgroups. We could include the next statement by now: For certain products as bonds, | egacy
contracts only can be amended by way of content solicitation.

e Where nospecific fallback provisionis recommended, the WG is recommendinga generic EURIBOR

fallback provision.

Two simultaneous public consultations are envisaged for Q2 2020: the first on the EURIBOR fallback
methodologies, the methodologies forthe credit s pread adjustment and the related market
conventions; thesecondcovering the “legal action plan” for embedding these fallbacks in EURIBOR
contracts andthetrigger events. The final methodological and |egal recommendations are expected
aroundJune2020.

” EU BMR Article 28(2): “Supervised entities other than an administrator as referred to in paragraph
1 that use a benchmark shall produce and maintain robust written plans setting out theactions that
they would take in the event thata benchmark materially changes or ceases to be provided. Where
feasible and appropriate, such plans shall nominate one or several alternative benchmarks thatcould
be referenced to substitute the benchmarks no longer provided, indicating why such benchmarks
would be suitable alternatives. The supervised entities shall, upon request, provide the relevant
competent authority with those plans and any updates and shall reflect them in the contractual
relationship with clients.”
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4.10 According to the WG recommendations, what characteristics
should be taken into account to develop EURIBOR fallback provisions?

e  EURIBOR fallback provisions should cover both permanent and temporary cessation trigger events.
Theyshouldspecify the date from which the fallback rate will apply after one or more of the trigger

events has occurred.

e  EURIBOR fallback provisions should comply with the BMR, where applicable, and withany other
applicable national or European law. The WG will conduct an analysis and make recommendations on

the most appropriate EURIBOR fallback rates for s pecific asset classesand/or financial product types.

e EURIBOR fallback provisions should contemplate adjustments to address differences between the
value of EURIBOR and the value ofthe fallback rate. The fallback rate may differ economically from
thatusedfor EURIBORandan adjustment would therefore be necessary to address potential
differencesbetween EURIBOR and the fallbackrate.

4.11 What is the generic EURIBOR fallback provision proposed by
the WG?

While market participants are waiting for s pecific recommendations on fallback provisions to be
published by the WG, a generic EURIBOR fallback provision, as detailed bel ow, may be considered
for inclusion in contracts®:

“Unless otherwise agreed by the parties, the EURIBOR replacement rate will be therate
(inclusive of any spreads or adjustments) formally recommended by

(i) the working group on eurorisk-free rates established by the European Central Bank
(ECB), the Financial Services and Markets Authority (FSMA), the European Securities and
Markets Authority (ESMA) andthe European Commission, or

(ii) the European Money Market Institute, as the administrator of EURIBOR, or

(iii) the competent authority responsible under Regulation (EU) 2016/1011 for supervising
the European Money Market Institute, as the administrator of the EURIBOR, or

(iv) the national competent authority designated by each Member State under Regulation
(EU) 2016/1011, or

(v) the European CentralBank.”

The selection of a replacement benchmark rate by a nominating bodyshould, to the extent feasible,
be objective andclearlydefined. This would reduce the risk of legal challenges.

® See High level recommendations for EURIBORfallbacks, November 2019:
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_highlevelrecommendatioseuriborfallback
s~abcbcab268.en.pdf

Page | 23


https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_highlevelrecommendatioseuriborfallbacks%7Eabc6ca6268.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.wgeurofr_highlevelrecommendatioseuriborfallbacks%7Eabc6ca6268.en.pdf

4.12 Which risk management and accounting considerations in
connection with EURIBOR fallback provisions should you be aware of?

The WG emphasises that users andsupervised entities should consider riskmanagementand
accounting implications when they incorporate fallback |anguage forassets and currencies.

For further implications and background information, see WG euro RFR reports on risk management
and accounting.

Regarding hedging andinconsistencies infallbackprovisions between product classes, the WG
highlights the risk managementimplications of incorporating different fallbacklanguage for different
assetclassesand currencies.

Inconsistencies could ariseinrelation to:
1) fallback rate definitions
2) triggersandtiming ofthe fallback transition

Timinginconsistency canaddto the discrepancy between different fallback rate definitions,
increasingpotential risks to hedging, hedge accounting and asset and liability management.

Market participants are recommended to minimise variabilityin fallbacks between different product
classes (including derivatives) as this would reduce technical implementation challenges as well as
risk managementandaccounting complexity.

The accountingimpact of €STR-based fallbacks for EURIBORis twofold:

(1) Insertingfallbackclauses into existing contracts could trigger IFRSrequirements. If the
modificationwere considered substantial, it would probably be necessary to derecognise the
pre-existing financial instrument and recognise the modified financial i nstrument.

(2) Triggering existingfallbacks could cause valuation shifts that would potentiallyhave a greater
impacton hedge accounting. The triggering of anexisting contractual fallbackclause should not be
considered a contractual modification, as the original contract already anticipated the possibility of a
replacement. Nevertheless, insome situations, applying sucha contractual clause could imply a
changeintheinstrument’s valueasaresult of theshiftfromthe old benchmark to the new one.

The WG believes that owingto the general goal of equivalence when (i)introducing afallbackratein
an existing contract, or (ii) shifting fromabenchmark rate to its fallbackrate, this change should be
considered a substantial modificationonly when such equivalenceis notachieved. However, this
view would haveto besupported by the IASB.

The WG recommends that those preparingfinancial statements should consider therisk of
inconsistency when developingfallback provision triggers. This should be taken into account when
amending existing contracts andsetting up new contracts. The WG highlights the risk of hedge
ineffectiveness and potential discontinuation of hedges in the event of (i) timing inconsistencies
arisingin fallback provisiontriggers, and (ii) incorporating different fallback trigger language for
hedged items and hedging instruments.
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The WG recommends that those preparingfinancial statements closelymonitorthe IASB projecton
IBOR reforms and any resultingamendments or clarifications to the standards.

4.13 What should market participants do to strengthen fallback
language in derivatives?

Market participants should consider following the guidance and recommendations by industry
organisations, suchasISDA, and therelevant private-sector working groups invarious jurisdictions.
For example, ISDAhas produceda BenchmarkSupplementto address the need for fallback
provisions asrequired inthe BMR, whichcanbeused. Furthermore, ISDAis working on introducing
fallbacks directly in their 2006 definitions and alsoon protocols to facilitate the i mplementation of
fallbacksinlegacy contracts. This work spans currencies and follows the guidance of the official
sector asrepresented by the FSB’s Official Sector Steering Group.

4.14 What are market associations doing on fallbacks?

Several market associations are working on fallback provisions. Below are some of the main market
associations involvedin this work. Market participants are advised to check the relevant websites for
more details.

ISDA: the International Swaps and Derivatives Association, Inc. (ISDA) is developing fallbacks for
derivatives referencing LIBOR, EURIBOR and other key interest rate benchmarks (the ISDAIBOR
fallbacks) to address the event of permanent cessation. In addition, ISDA has published the ISDA
Benchmarks Supplement, which market participants may incorporate into their documentationto
provide primaryfallbacks for derivatives inthe event of the cessationof an index; the WG considers
this to bea convenientwayto include fallback provisions. Supplementary consultations on EURIBOR
and pre-cessationtrigger events will be held by ISDAin the coming months.

LMA:Since November 2014, LMA facility documentation has included an optional "replacement of
screen rate" clause, which can be hel pful for the event of discontinuation of EURIBOR. This clause
qualifies the "All Lender matters" clause by providing thatif a Screen Rateis unavailable, any
amendment replacing that Screen Rate may be made with Majority Lender and Obligor consent. In
order to achieve more flexibility thanthe November 2014 clause allows, the LMA published a
Revised Replacement of Screen Rate Clause in May 2018 which permits amendments to be madeto
documents with Majority Lender and Obligor consentin a wider range of circumstances than the
November 2014 clause (i.e. notjustinthe case of an unavailability of a Screen Rate).

AFME: The Associationfor Financial Markets in Europe (AFME) published model wording for new
issues of securitization bonds to hel pfacilitate the transitionfrom IBORs to new risk-free rates. The
model wording provides an easier mechanism for the transition to an alternative rate when EURIBOR
is nolonger available. Itdoes notidentify a newratebutit offers asimpler procedure for movingto
such a rateonceitisidentified, by avoiding the need to undertake a consent solicitation.
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ICMA: ICMA has taken steps to raise awareness among its members of the need to consider fallbacks
to IBORs, and vanillabond market participants have developed alternative fallbacks which are now
included in mostbonddocumentation. Fallbacks for LIBOR floating rate notes summarises the
position. Thereis no ICMA “standard language” for vanilla bondfallbacks.

EBF: the EBF released a publicstatementon 30 September 2019, withsupporting statements from
the European Commissionand ESMA, to aid institutions inunderstanding how to prepare for the
forthcoming migrations.

The EBF will continue working to ensurethereis no disruptioninthetransitionsuchasto affect
markets and consumers.

AEB: Lastyear, the Spanish Banking Association (AEB) together with the Spanish Savings Bank
Association (CECA), both sponsors of the Spanish Master Agreement for Financial Transactions
(CMOF), started the necessary workto adapt the Spanish documentation to the European
BenchmarkRegulation, specifically to facilitate the transitionfrom the EONIAto the STRand to
include the necessary fallbacks for theinterest rate and currency benchmarks used. This work is

expected to be completed by Spring 2020
(https://www.aebanca.es/contrato-marco-de-operaciones-financieras/).

BDB: The Association of German Banks/Bundesverband deutscher Banken e.V. (BdB) has already
developed some templ ates addressing certain benchmarks/RFRs.

Pleaserefer to
https://bankenverband.de/service/rahmenvertraege-fuer-finanzgeschaefte/weitere-anhange-und-zu
satzvereinbarungen/

FBF: The French Banking Federation updated the FBF masteragreement for derivatives to be
compliantwiththe European Benchmarks Regulation. Work to update the definition of interest rates
and fallbacks will commencein 2020. This task is expected to be completed in 2020 and will be made
available to the members of the FBF on its extranetsite (https://extranet.fbf.fr).

4.15 What should market participants do to strengthen fallback
language in cash products?

With regard to fallbacks to EURIBOR, the WGisinthe process of producing a EURIBOR legal action
plan withrecommendations for strengtheningfallbacklanguage. Meanwhile, the WG has produced
guiding principles for fallbacks to EURIBOR which give some guidance to market participants in this
respect.
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https://bankenverband.de/service/rahmenvertraege-fuer-finanzgeschaefte/weitere-anhange-und-zusatzvereinbarungen/
https://bankenverband.de/service/rahmenvertraege-fuer-finanzgeschaefte/weitere-anhange-und-zusatzvereinbarungen/
http://www.fbf.fr/en/banking-issues/agreements/fbf-master-agreement-relating-to-transactions-on-forward-financial-instruments-(updated-on-february-5,-2020)
https://www.ecb.europa.eu/pub/pdf/other/ecb.sg3guidingprinciples201901.en.pdf

5 General questions about the working group
on euro risk-free rates and its governance

5.1 What exactly is the working group on euro risk-free rates and
what does it do?

The working groupon euro risk-free rates was established® to identifyand recommend risk-free
rates thatcouldserveasa basis foran alternative to the current benchmarks usedin a variety of
financial instruments and contractsinthe euro area, suchasthe euro overnightindex average
(EONIA) and the euro interbank offered rate (EURIBOR). Itis a private-sector working group; the ECB
provides the secretariatand attends as anobserver only. Similar private sector groups exist across
jurisdictions to guide market participants in the use of alternative rates and the transition, if
necessary.

5.2 How was/is the composition of the working group and the
subgroups determined?

The working groupon euro risk-free rates is made up of 21 creditinstitutions as voting members,
fiveinstitutions as non-votingmembers andtwo institutions as invitees. Firms that volunteered were
selected by the four publicinstitutions (ECB, European Commission, ESMAand FSMA) that have
observer statusinthe group. The selection was based on criteria suchas motivationand
commitment to dedicate timeandresources to the group, representativeness and geographical
distribution. Individual workinggroup representatives are appointed by their member firms.

The composition of the subgroups is more diverse and also captures asset managers, clearing
houses, trade and user associations, and corporate representatives. The selection is made based on
the applicants’ motivations and the specific expertise they canbring on the topic, andis made by the
subgroup’s leadinstitution, the ECB Secretariat, the working group’s leadinstitutionandthe other
publicinstitutions. Participation is balanced against the need to keep the subgroups ata manageable
size. Assignment to subgroups is mostly based on the applicant’s interest and expertise.

5.3 How does the working group take decisions?

Decisions and recommendations of the working group should be reached by consensus, if possible,
or otherwise by a two-thirds majority where necessary. Forvoting and decision-making, each of the
21 voting member has onevote. Observers are not eligible to vote.

9

https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/s
hared/pdf/2017_11_29 terms_of reference.pdf
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5.4 Can | still become a member of the working group or any of
the subgroups?

Yes, the subgroups arestill opento new members. You can follow the procedureindicated on the
ECB website (see box on the “Participationin the substructures of the workinggroup”) andreturn
your applicationformto the secretariat for the working group on eurorisk-freerates.

5.5 How do decisions or recommendations of the working group
translate into actions by the private sector? Are decisions of the working
group binding?

Decisions or recommendations by the working group are not binding for the private sector. Itisup to
financial market participants to prepare themselves for changes in benchmark rates and the working
groups recommendations are meant to hel pfinancial market participants in the transition.

5.6 What are the key deliverables of the working group?
EONIA - €STR

e The recommendation ofthe €STR as the euro risk-free rate, following a public consultation and a
formal vote: the €STR willreplace EONIA (in view of its non-compliance with the EU Benchmarks
Regulation) and serve as a basis for EURIBOR fallbacks.

e The recommendationofa transition path from EONIA to the €STR, followinga public consultation and
a formal vote, for the EONIA ad ministrator, EMMI, to consider the recalibration of EONIA’s

methodologyto the €STR plus a fixed spread until its discontinuation on 3 January 2022.

e The recent publication of recommendations, adopted after a public consultation, onthe changes to
legacyand new contracts referencing EONIA (EONIA legal action plan).

e Recommendations and guidance regarding the practical implementation of the switch from EONIA to
the €STR (IT impact, settlement issues, change in discounting regime, compensation mechanism, ...),
as wellasthe accounting impact ofthe transitionto the €STR.

EURIBOR

e The workinggroupis working onthe necessary fallbacks for EURIBORin line withthe BMR
requirements. So far, the working group has worked on forward-lookingfallback methodologies as a
possible approachto fallbacks based onthe future €STR derivative market.

e |nthe meantime, backward-looking methodologies, using the compounding of the realised €STR, are
alsobeing explored as potential approachesfor EURIBORfallbacks. The methodologies to capture a
creditspread will also be reviewed for embeddingin such fallbacks, if deemed necessary. The use

cases forthese fallbacks will be analysed in the months to come.
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5.7 What are the recommendations of the working group on euro
risk-free rates inthe EONIA to €STR legal action plan?

Whenever feasible andappropriate, market participants, should consider avoiding enteringinto new
contractsreferencing EONIAfrom 2 October 2019 onwards, particularly new contracts maturing
after 31 December 2021 as EONIA will cease to exist after that date. For existing contracts
referencing EONIAand maturing after December 2021, market participants should consider
replacing EONIAastheprimaryrateassoonas possible or embed robust fallback clauses. Inthose
cases where new contracts still reference EONIAand mature after December 2021, or fall withinthe
scope of the EU Benchmarks Regulation (BMR), market participants shouldinclude robust fallback
provisions. The workinggrouprecommends the €STR plus a fixed spread of 8.5 basis points as the
EONIAfallback rate.

Additionally, for the purpose of enhancing transparency, while not strictly necessary, new contracts
signed before October 2019ideally included a clarificationthatthe EONIA methodologywas
expected to changeasof 2 October 2019 andthatreferencesincontractsto EONIAshall be
construed asreferencesto EONIAas changed, unless otherwise agreed by the parties. Following the
public consultation on thelegal actionplanandthe feedbackreceived from the market, the working
group is also providingtwo templates for EONIA discontinuationfallback language fornew cash
products; market participants mayuse the wording and tailor it to takeinto account the terms and
conditions for eachparticularasset class and the legal requirements of eachgoverning lawand
relevant European jurisdiction.

Press release anddetail of the WG recommendation canbefound on the ECB website :

Press release
https://www.ecb.europa.eu/press/pr/date/2019/html/ecb.pr190716~0383b60ab0.en.html

Detail of recommendations -
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ech.eurostr_eonia_legal_action p
lan_20190716.en.pdf

For further information see the following documents:

e The workinggroup recommendations
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.eurostr_eonia_legal_action_pl
an_20190716.en.pdf

® The public consultation:
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.consultation_details_201905.e
n.pdf

e The summaryof responsesto the public consultation:
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.summaryofresponses01_20190
6.en.pdf
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https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.consultation_details_201905.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.summaryofresponses01_201906.en.pdf
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.summaryofresponses01_201906.en.pdf

6 Development of term rates and derivative
markets

6.1 Will the working group recommend term rates based on the
€STR which could serve as fallback to EURIBOR?

Fallback rates arerequiredfor EURIBOR-linked contracts, and since the €STR was chosenas theeuro
“risk-freerate”, itwill serveas abasisto buildthese “termrates” which will be used as EURIBOR
fallbacks (see section D).

The working group has already recommended a preferred forward-looking methodology using the
future €STR-based OIS firm quotes observed intrading venues to buildtermrates based on the €STR
as a fallback for EURIBOR linked contracts. The working group has yet to work on possible
backward-looking methodologies that could be used for some EURIBOR-linked products. The
working group will alsorecommend the most appropriate EURIBOR fallback methodologyfor each
financial product.

6.2 Have you considered €STR-based OIS fixings as term rates ?

When it comes to forward-looking methodologies, the working groupon euro risk-free rates has
recommended using €STR OIS firm quotes provided continuously on MTFs/Regulated Trading
Venues, but not €STR-based OIS fixings.

6.3 How are derivatives master agreements affected by this
reform?

With regard to OTC derivatives, the working groupon euro risk-free rates intends to recommend
that market participants consider using and/or amending, where necessary, existing master
agreements andstandard documentationto embed robust fallbacks innew contracts, suchas the
ISDABenchmarks Supplement developed by ISDA. Thereis alsothe ISDA Benchmarks Supplement
Protocol to apply its Supplement for legacytransactions,

For other Europeanlocal master agreements, the working group also encourages ISDAto consider
producing amendment templates for such legacy trades; otherwise, sponsors would be encouraged
to adoptalternative protocols produced by theindustry.

The working group wel comes statements and/or clarifications from competent Europeanand
Member States’ authorities, as appropriate, to clarify that the clarifications to be madein contracts
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and amendments to legacyagreements do notrequire the application of the marginandclearing
requirements and do nottrigger other additional regulatory/legal obligations.
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