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COMMERCIAL BANKING

BIG STRIDES TOWARD TRANSITION

Welcometo our Newsletter. Thisis our twentieth edition providing an update on the transition away fromthe London Interbank Offered
Rate (LIBOR) and other Interbank Offered Rates (IBORs). There are a number ofimportanttopics this month, which include:

e REMEMBER, REMEMBER THE END OF SEPTEMBER

e GBP LIBORICE SWAP CESSATION

e CROSS CURRENCY SWITCH OVER

e CLEARED DERIVATIVE FEES

e USDLEGISLATION & CASH FALLBACKS

e EONIA TRANSITION

e A CLOSERLOOK: TERMRISK FREE RATES UPDATE

Please contactyour Relationship Teamif youhave any questions or queries on the contents.

REMEMBER, REMEMBER THE END OF SEPTEMBER

Industry and regulators worldwide continued to make substantial headway towards the transition away from LIBOR over the past month.
Work in GBP markets has primarily focused on completing active conversion ofthe remaining legacy GBP LIBOR contracts that ex pire
after end-2021in line with the Bank of England (BoE) initiated Working Group on Sterling Risk-Free Reference Rates (BOE WG) end of
September 2021 milestone. Placed well ahead of GBP LIBOR’s cessation atthe end ofthis year, the milestone aims to avoid the risk of
any transition bottlenecks atyear-end.

Edwin Schooling Latter, Direct of Markets and Wholesale Policy at the FCA, commented in July 2021 that meeting this milestone “will
help avoid risks of getting caughtin a pre-Christmas rush —where we could seeasqueeze in IT, legal or other resources, or would simply
have too little time to adjustto unexpected hurdles.”

To bolster efforts to meet this milestone, the BOE WG published further guidelines to supportactive transition in the GBP loan marketin
July 2021. Likewise, the Loan Market Association (LMA) published a note providing practical guidance on the document amendment
process from legacy LIBOR syndicated loans to risk-free reference rates (RFRs) in early August 2021. This follows release of a real
estate finance facility agreementforinvestment property transactionsin the syndicated loan market earlier in July 2021.

GBP LIBOR ICE SWAP CESSATION

Progressin GBP has notbeen confined to the loan markets. On 4 August 2021, ICE Benchmark Administration (IBA) announced it will
cease the publication of GBP LIBOR ICE Swap Rates for all tenors immediately after publication on 31 December 2021. In support of
the announcement, the International Swaps and Derivatives Association (ISDA) issued a guidance note for counterparties of over-the
counter (OTC) derivatives that are affected by the announcement.

In the run up to the announcement, ISDA has been working on developing ICE Swap Rate Fallbacks and on 23 July 2021 announced
the results of a consultation on their implementation for GBP LIBOR ICE Swap Rate and USD LIBOR ICE Swap Rate. In line with the
results of the consultation, on 6 August 2021 ISDA published Supplement 82 to the 2006 ISDA Definitions covering the addition of
fallbacks to “GBP-ISDA-Swap Rate”. This means that transactions whichincorporate the 2006 ISDA Definitions and are entered into on
or after August 6, 2021 will incorporate the new triggers and fallbacks for the GBP LIBOR ICE Swap Rate. ISDA are to publish template
language to incorporate these new fallback provisions into legacy transactions in due course.
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https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/roadmap.pdf?la=en&hash=71F1BCB1B2D3BC158429CBD11FF7DC8A441A96DB
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/active-transition-of-legacy-gbp-libor-loan-contracts.pdf?la=en&hash=6026AFE8714DCA7F6C153804A7AB078A92847A36
https://www.lma.eu.com/documents-guidelines/documents#issues--guidance141
https://www.lma.eu.com/documents-guidelines/documents
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fir.theice.com%2Fpress%2Fnews-details%2F2021%2FICE-Benchmark-Administration-Publishes-Feedback-Statement-on-the-Consultation-on-the-Potential-Cessation-of-ICE-Swap-Rate-based-on-GBP-LIBOR%2Fdefault.aspx&data=04%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7Cd51d9d64713345495af308d95e3efb59%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637644446857110300%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=Gbfa%2FBZXMHyXGMqscVKQAXAa5KhgPmGfKlKEDQiBEnw%3D&reserved=0
http://assets.isda.org/media/bc3f3bc5/07b46a14-pdf/
http://assets.isda.org/media/bc3f3bc5/07b46a14-pdf/
https://www.isda.org/a/1fMgE/Supplement-82-to-the-2006-ISDA-Definitions-GBP-ICE-Swap-Rate-Fallbacks.pdf
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As an aside, ISDA also distributed its Transition to Risk-free Rates Review in August 2021, which analyses thetrading volume of OTC
and exchange-traded interestrate derivatives, thatreference selected alternative RFRs.

CROSS CURRENCY SWITCH OVER

Another area of focus for the official sector has been the cross-currency swap market. On 21 July 2021 the Alternative Reference Rates
Committee (ARRC) in the US published an endorsement of the Market Risk Advisory Committee (MRAC) recommendation that
interdealer trading conventions for cross-currency basis swaps between USD, JPY, GBP, and CHF move to the relevant RFR on 21
September 2021. This move in trading conventions is the second phase in the MRAC’s recommended SOFR First initiative and has
received the supportofother official sector working groups.

On the same day as the ARRC announcement, the BoE and the Financial Conduct Authority (FCA) issued ajoint statementencouraging
liquidity providers in the LIBOR cross-currency swaps marketto also adoptthe new quoting conventions.

CLEARED DERIVATIVE FEES

Ahead of LIBOR cessation, a number of central clearing counterparties have announced plans to promote active transition away from
LIBOR before cessation. In order to help encourage an active transition approach rather than reliance upon its own conversion, the
London Clearing House (LCH) confirmed on 26 July 2021, those who rely on the latter will be charged a fee. For those with cleared
derivative exposure, please refer to the plans ofthe major clearing houses LCH, CME, and EUREX.

USD LEGISLATION & CASH FALLBACKS

US Federal Reserve Chairman Jerome Powell weighed in with his views of RFRs and the need for Federal tough legacy legislation in
his semi-annual reportto Congress beforethe House Financial Services and Senate Banking Committees on 14 and 15 July 2021. He
noted thatuse of Secured Overnight Financing Rate (SOFR) should be voluntary and supported the use of other benchmarks, but added
that itwould be appropriateto include SOFR in federal legislation to address outstanding tough legacy contracts. In addition, he said that
the Federal Reserve “do notlike to ‘bless’ individual rates, but would say that market participants have the freedomto choo setherates
they want.”

Meanwhile,on 11 August 2021, Refintiv announced thelaunch ofits prototype USD LIBOR cash fallbacks rates - one for consumer cash
products and the other for institutional cash products. The move was welcomed by the ARRC Chairman Tom Wipfwho described the
launch as, “an importantstep in the transition away from USD LIBOR for borrowers and lenders in the cash markets,” providing “robust
fallback rates that all market participants canrely on...”. Thelaunch follows Refintiv’s selection as the publisher of the ARRC’s Spread
Adjustment Rates for Cash Products in March 2021.

EONIA TRANSITION

Events in Europe have largely been centred on Euro Overnight Index Average (EONIA) transition. The Working Group on Euro Risk-
Free Rates (EU RFR WG) issued a statement on 26 July 2021 with a recommendation forinterdealer brokers to switch their swap trading
conventions from EONIA to the Euro short-termrate (€ESTR) from Monday 18 October 2021. The statement also supports the initiative
between official sector working groups, mentioned above, foracommon start date of 21 September 2021 to switch the quoting convention
for cross-currency swaps involving non-Euro currencies. For cross-currency swaps with a EUR denominated leg, the EU RFR WG will
continue to monitor the development of marketliquidity and the demand from end users.

Following this, on 3 August 2021, the European Commission (EC) released adraft Implementing Act (I1A) for a statutory replacementrate
for EONIA. The IA, which is open for comments until 31 August 2021, reflects the EC view that it would be appropriate to designate a
statutory replacementfor EONIAto be used in all legacy contracts that either do not contain fallback provisionsor have fallback provisions
that are notsuitable. A formal |etter from the EU RFR WG on 15 July 2021 had specifically requested that the statutory replacement of
EONIA be based on €STR. The EC aims to adopt the IA by the end of September/ beginning of October 2021 so where required the
designated rate can replace contractual references to EONIA in the EU when it ceases to be published on 3 January 2022.
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https://www.isda.org/2021/08/04/transition-to-rfrs-review-first-half-of-2021-and-the-second-quarter-of-2021/?_zs=VV8xL1&_zl=shFO6
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2021/ARRC_Press_Release_Endorsement_of_MRAC.pdf
https://www.fca.org.uk/news/statements/fca-bank-england-encourage-market-participants-switch-rfrs-libor-cross-currency-swaps-market-21-september
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.lch.com%2Fmembership%2Fltd-membership%2Fltd-member-updates%2Frates-reform-conversion-fees&data=04%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7Cd51d9d64713345495af308d95e3efb59%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637644446856254069%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=mRovEpSYL8IDCjoUMyo23%2B5Y8Q2WL71Tk%2BziExlzNh0%3D&reserved=0
https://www.lch.com/membership/ltd-membership/ltd-member-updates/supplementary-statement-lchs-solution-outstanding
https://www.cmegroup.com/trading/interest-rates/files/cleared-swaps-considerations-for-ibor-fallbacks-and-conversion-plan.pdf
https://www.eurex.com/ec-en/find/circulars/clearing-circular-2569796
https://www.federalreserve.gov/newsevents/testimony/powell20210714a.htm
https://www.refinitiv.com/en/media-center/press-releases/2021/august/refinitiv-launches-usd-ibor-cash-fallbacks-prototype-to-facilitate-industry-transition-from-usd-libor
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2021/20210811-arrc-release-refinitiv-prototype-rate-launch
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2021/20210317-press-release-Spread-Adjustment-Vendor-Refinitiv.pdf
https://www.esma.europa.eu/sites/default/files/library/esma81-391-73_eur_rfr_wg_statements_on_estr_first_and_ccs.pdf
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/13120-Interest-rates-Statutory-replacement-rate-for-the-EONIA-benchmark_en
https://www.esma.europa.eu/sites/default/files/library/esma81-391-71_letter_from_rfrwg_chair_to_ec_on_transition_from_eonia_to_eustr.pdf
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A CLOSERLOOK: TERMRISK FREE RATES UPDATE

The April 2021 edition ofthis newsletter tookan in-depthlook atterm RFRs. Over the pastmonth, some ofthe outstanding questions
regarding term RFRs have been answered.

In the case of SOFR, in July the ARRC published conventions and use cases for how best to employ term rates to successfully
transition away from USD LIBOR noting thatthey will be especially helpful for the business loans market — particularly multi-lender
facilities, middle marketloans, and trade finance loans. Aweek after providing these confirmations, the ARRC formally recommended
the CME Group'’s forward-looking SOFR Term Rates together with a supporting factsheet.

The use cases envisaged for SOFR Term Rates are much wider than that those for the Sterling OvernightIndex Average (SONIA)
Term Rates. Thefinalised standard onuse of Term SONIA references rates published by the FICC Markets Standard Board (FMSB)
on 29 July 2021 expects the use of Term SONIA in lending products to be limited either to trade and working capital products or
Islamic finance products. For derivatives, Term SONIA usage is only anticipated for use with cash products which reference Term
SONIA or to hedge ‘tough legacy products that reference a synthetic LIBOR. The FSMB standard applies to sterling fixed income
and wholesale lending markets, including sterling legs of multicurrency products.

e Cris Kinrade
" IBOR Transition Programme

Ai\ Bank of Scotland Commercial Banking
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https://business.bankofscotland.co.uk/content/dam/bos/pdf/ibor-transition-newsletter-april-edition-16-2021.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2021/Term_SOFR_Avgs_Conventions.pdf
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.newyorkfed.org%2Fmedialibrary%2FMicrosites%2Farrc%2Ffiles%2F2021%2FARRC_Press_Release_Term_Rate_Scope_and_Conventions.pdf&data=04%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7Cd51d9d64713345495af308d95e3efb59%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637644446856293893%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=ufHdYgTNMQEYmAARkrkXER%2FAJtGma3JUIHPpJc%2BVbPA%3D&reserved=0
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2021/ARRC_Press_Release_Term_SOFR.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2021/ARRC_Infographic_Term_SOFR.pdf
https://fmsb.com/fmsb-publishes-final-standard-on-the-use-of-term-sonia-reference-rates/
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DISCLAIMER

This communication, its contents and any related communication (“this communication”) was prepared by Bank of Scotland (for the
purposes of this notice “Bank of Scotland” means Lloyds Banking Group plc, its subsidiaries and any of its group companies). This
communication (1) shall notbe relied on in connection with or be construed as a contractor commitmentand shall notformthe basis of
or be relied on in connection with any transaction, contractor communication whatsoever; (2) is forinformation purposes only and is not
intended to formand should notformthe basis of any investmentdecision; (3) is notand may notbe treated as investmentresearch, a
recommendation, an opinion or advice of any kind (including without limitation legal, compliance, financial, accounting and/or taxation);
(4) is subjectto the copyrightof Bank of Scotland; (5) is based on current public information and is in summary formand, therefore, may
notbe complete; and (6) may only be accessed by recipients lawfully entitled to do so. By receiving thiscommunication, youagreeto its
contents and requirements.

Bank of Scotland has exercised reasonable carein its preparation, butno representation or warranty is made by Bank of Scotland, and
its or their directors, officers, employees, associates and agents (together the “Bank of Scotland Persons”) as to the accuracy, suitability,
fairness, adequacy, correctness or completenessofthe information or opinions herein. In particular, no Bank of Scotland Personis, and
none should be considered to be, giving an accounting opinion or advice and you should conductyour own independent enquiries and
obtain independent professional advice. Any transaction which you may enter into with Bank of Scotland will be on the basis that you
have made your own independent evaluations, withoutreliance on Bank of Scotland, and based on your own knowledge and experience
and any professional advice which you may have soughtin relation to all aspects of the transaction including without limitation legal,
compliance, financial, accounting and/or taxation advice. Youwill notuse this communication to the detrimentof any Bank of Scotland
Persons.

No Bank of Scotland Person is acting as a fiduciary in relation to you. Bank of Scotland Persons and their clients (i) may en gage in
transactions inamannerinconsistentwith any statementor opinion inthis communication; (ii) may trade as principal in securitie s and/or
assets and/or derivatives and/or any other financial products. Information may be available to Bank of Scotland Persons which is not
reflected in this communication. Bank of Scotland may have a perceived or actual conflictofinterestin relation to the matters referred to
in the communication. Bank of Scotland has internal systems, controls and procedures to ensure that conflicts ofinterestare identified
and appropriately managed.

This communication is current at the date of publication and the content is subject to change without notice. Information and opinions
herein have notbeen independently verified or reviewed, and Bank of Scotland is notobliged to update or correctthis communication.
This communication may contain forward-looking statements or refer to future events or results not within the control of Lloyds Bank
Persons. No representation or warranty is made as to the correctness of any forward-looking statement or whether any such event or
result will occur. To the fullest extent permitted by applicable law and regulation, no Lloyds Bank Person accepts any respon sibility for
and shall have no liability for any loss (including without limitation direct, indirect, consequential and loss of profit), damages, or for any
liability to athird party however arising inrelation to thiscommunication (including without limitationin relationto any projection, analysis,
assumption and opinion in this communication). In no circumstances will any LIoyds Bank Persons be responsible for any costs, taxes
or expenses incurred by any recipientin connection with any investigation of this communication or any subsequenttransacti on.

No Bank of Scotland Person provides legal, compliance, financial, tax, professional, regulatory or accounting advice. Accordingly, any
statements contained in this communication on tax matters were neither written nor intended to be used, and cannot be used by any
taxpayer, for the purpose of avoiding tax penalties that may be imposed on such taxpayer.

Bank of Scotland Persons may participate in benchmarks in any one or more ofthe following capacities: as administrator, submitter or
user. Benchmarks may be referenced by Bank of Scotland Persons for internal purposes or products, services or transactions provided
to orengaged in with you. More informationis found in the Benchmark Transparency Statementon our website.

Bank of Scotland is a trading name of Lloyds Bank plc, Bank of Scotland plc and Lloyds Bank Corporate Markets plc. Bank of Scotland
plc. Registered Office: 25 Gresham Street, London EC2V 7HN. Registered in England and Wales no. 2065. Bank of Scotland plc.
Registered Office: The Mound, Edinburgh EH1 1YZ. Registered in Scotland no. SC327000. Lloyds Bank Corporate Markets plc.
Registered office 25 Gresham Street, London EC2V 7HN. Registered in England and Wales no. 10399850. Authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority under registration numbers
119278, 169628 and 763256 respectively.

Please seek independent financial and legal advice if you have any questions about any of the issues raised in this
communication
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