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DON’T DELAY

Welcome to our Newsletter. This is our nineteenth edition providing an update on the transition away from the London Interbank
Offered Rate (LIBOR) and other Interbank Offered Rates (IBORs). There are a number of importanttopics this month, whichinclude:
e SEPTEMBER STERLING DEADLINE LOOMS
e FSB REPORT & GLOBAL COORDINATION
e |ISDA SUMS IT UP
e EURO ACTIVITY
e A CLOSERLOOK: SYNTHETICLIBOR

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

SEPTEMBER STERLING DEADLINE LOOMS

Both the Prudential Regulatory Authority (PRA) and the Financial Conduct Authority (FCA) expect market participants to “complete active
conversionofall legacy GBP LIBOR contracts expiring after end-2021, where viable and, if not viable ensure robust fallbacks are ad o pted
where possible”... by the end of September 2021. This supports the Working Group on Sterling Risk-Free Reference Rates (BoE WG)
milestone.

In other words, UK regulator expectations around transition are well in advance of GBP LIBOR’s cessation atthe end ofthis year and for
good reason. Edwin Schooling Latter, Director of Markets and Wholesale Policy atthe FCAwas clear in a July 2021 speech, that meeting
the milestone “will help avoid risks of getting caughtin a pre-Christmas rush — where we could see a squeeze in IT, legal or other
resources, or would simply havetoo little time to adjustto unexpected hurdles.”

In a July 2021 publication the BOEWG, outlined several benefits of actively transitioning LIBOR-linked contracts by the end-September
milestone. Theseincluded avoiding issues arising from: 1) resource constraints; 2) potential withdrawal of market liquidity in GBP LIBOR;
and 3) internal governance required for active transition.

Firms contemplating relying upon fallbacks at cessation need to be certain they are truly robust, both in terms of smoothly switching to a
new rate, and operational preparedness. Likewise, they should understand the costs ofrelying on fallbacks versus active transition. An
April 2021 statement from the BoE WG sets out some further considerations to take into account when choosing whether to rely on
fallbacks in derivatives markets rather than to actively transition.

Lookingahead, howto address toughlegacy contracts and the potential availability of ‘synthetic GBP and JPY LIBOR for use, alongside
developments for USD LIBOR, are likely to be the key emerging “hot” topicsin coming months. Thereis still much uncertainty notjust
about how synthetic LIBOR will work, but also permitted use cases and for howlong this rate can be used. Not surprisingly the FCAhas
encouraged market participants notto delay their plans by waiting for a potential ‘synthetic’ solution.

Last month, this newsletter took a broad look atthe ‘Tough Legacy’landscape (click here toread) as itstood atthe time. In this newsletter,
the A Closer Look section focuses on syntheticLIBOR and the latest consultations.

Meanwhile, the additional complexities involved with juggling exposures in GBP LIBOR and other benchmarks dueto cease at the end
of 2021, with others that aren’t due to cease until the middle of 2023, only adds weight to the argument that borrowers, lenders and
advisors should be engaging well ahead of the end of September 2021. Multicurrency exposures are not seen by regulators as an
impedimentto achievingthe end of September 2021 milestone.
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https://www.fca.org.uk/news/speeches/libor-6-months-to-go
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.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/active-transition-of-legacy-gbp-libor-contracts.pdf?la=en&hash=5C57DDC7087BE34D4F92A6E2D973DC6FF9A4E60E
https://www.lloydsbank.com/assets/resource-centre/downloads/ibor-transition-newsletter-june-edition-18-2021.pdf

FSB REPORT & GLOBAL COORDINATION

The Financial Stability Board’s (FSB) Progress Reportto the G20 on LIBOR transition issues, published on 6 July 2021 illustrates that
the need to accelerate transition activityis atruly global issue and notlocalised to the UK and sterling markets. The core messageis that
there should be no remaining doubts as to the urgency of the need to transition away from LIBOR by the end of 2021 and encourages
authorities to setglobally consistent expectations and milestones that firms will rapidly cease any new use of LIBOR, regardless of where
thosetrades are booked orin which currency they are denominated.

Nothing over the past month exemplifies global coordination and consistency better than the Bank of England (BoE) and FCA joint
announcementon 16 June 2021 supporting the USregulator led ‘SOFR First'initiative, a programme aimed at switching derivative trading
conventions away from LIBOR and on to Secured Overnight Financing Rate (SOFR) from 26 July 2021. This followed the formal launch
of the initiative on 8 June 2021. The Commodity Futures Trading Commission (CFTC) formally adopted the initiative on 13 July 2021,
extending its applicationto cross currency swaps, non-linear derivatives, and exchange traded derivatives.

In similar vein, on 1 July 2021 the National Working Group on Swiss Franc Reference Rates (CHF WG) agreed details of a similar
initiative for ‘Swiss Average Rate Overnight’ (SARON). From 1 September 2021 at the latest, all market participants (investors and
issuers) are to switch to using the SARON swap curve as the only pricing reference, and from 1 July 2021 only SARON-based derivatives
can be used for new transactions, excluding transactions thatreduce or hedge LIBOR exposures. The CHF WG also expressed support
for 21 September 2021, approved by the CFTC, as a likely start date to switch conventions of cross-currency swaps in all five LIBOR
currencies to RFRs.

There have been other, less obvious areas of international coordination, for example the work to dissuade market participants from
adopting ‘credit-sensitive’ rates, which are considered by global regulators as being inferior to risk-free rates. Edwin Schooling Latter,
urged just such caution in his 5 July 2021 speech and noted that “any regulated UK market participants looking to use these so-called
‘creditsensitive’'rates in UK-based business should consider therisks carefully, and raise with their FCA supervisors before doing so.”
The US Securities and Exchange Commission (SEC) expressed similar sentiments on 11 June 2021, and the Federal Housing Finance
Agency (FHFA) also provided supervisory guidance on 1 July 2021. These statements were welcomed by the US Alternative Reference
Rates Committee (ARRC).

Meanwhile, although a number of key US dollar settings are continuing until end-June 2023, this is only to supportthe rundown oflegacy
contracts and US regulators continue to sign postthe requirementto end all new use of USD LIBOR by the end of 2021. This topic was
thefocus ofthe comments from U.S regulators to banks atthe Financial Stability Oversight Councilofthe US Departmentofthe Treasury,
which also strongly discouraged the use of ‘credit sensitive’rates.

ISDA SUMS IT UP

Scott O’'Malia, the International Swaps and Derivatives Association (ISDA) CEO, summed up the current regulatory mood regarding
transition in a15 July 2021 articlein two words: “hurry up”. However, he also struck an optimistic tone on the achievements to date. He
pointed to the fact that more than 14,300 entities across nearly 90 jurisdictions had adhered to the ISDA Protocol, which allows firms to
incorporate the fallbacks into existing non-cleared derivatives entered into prior to 25" January 2021, and reminded readers that the
protocolremains openforadherence.

O’Malia also mentioned that 11.7% of total cleared over-the-counter and exchange-traded interest rates were linked to risk free rates
(RFRs) in June 2021, up from 4.9% in June 2020, atrend that paves the way for the use of alternative rates instead of LIBOR from the
start of nextyear.

EURO ACTIVITY

LIBOR transition has similarly been a key area of focusin the EU over the past month, despite the fact that the Euro Interbank Offered
Rate (EURIBOR) is notplanned to cease for the foreseeable future. On 24 June 2021 the European Commission, the European Securities
and Markets Authority (ESMA), the European Central Bank in its banking supervisory capacity (ECB Banking Supervision) and the
European Banking Authority (EBA) issued ajoint statement encouraging market participants to use the time remaining until the cessation,
orloss ofrepresentativenessof LIBOR settings, to substantially reduce their exposure to these rates in particular by no longer using any
LIBOR settings as references in new contracts. They also highlighted and echoed the sentiments expressed by the FCA thatany synthetic
rates or statutory fallback rates should only be used when absolutely necessary to transition contracts, rather than relying on such rates
as solutions to LIBOR transition.
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https://www.fsb.org/2021/07/progress-report-to-the-g20-on-libor-transition-issues-recent-developments-supervisory-issues-and-next-steps/
https://www.bankofengland.co.uk/news/2021/june/fca-boe-encourage-market-participants-in-a-switch-to-sofr-26-july
https://www.cftc.gov/PressRoom/PressReleases/8409-21
https://www.snb.ch/n/mmr/reference/minutes_20210701/source/minutes_20210701.n.pdf
https://www.fca.org.uk/news/speeches/libor-6-months-to-go
https://www.sec.gov/news/speech/gensler-speech-london-city-week-062321
https://www.fhfa.gov/SupervisionRegulation/LIBORTransition/Documents/Alternative-Reference-Rate-Selection-Risk-Management-712021.pdf
https://home.treasury.gov/system/files/261/FSOC_Readout_6-11-21.pdf
https://www.isda.org/2021/07/15/the-libor-end-game/?_zs=VV8xL1&_zl=B0vM6
https://www.esma.europa.eu/sites/default/files/library/joint_public_statement_usd_libor.pdf

Aside from LIBOR transition, focus in the EU has centered on preparations for the discontinuation ofthe Euro Overnightindex Average
(EONIA) in favour of Euro Short-Term Rate (€STR) from 3 January 2022. In that regard, the Chair ofthe Working Group on Euro Risk-
Free Rates (EU RFR WG) sent a |etter to the European Commission on 15 July 2021 requesting supportwith regards to transition via
the designation of a statutory replacementrate for EONIA as partof a comprehensive solution for cash and derivative products.

Behind the scenes, there has been some reshuffling atthe EU RFR WG and there are likely to be more changes to come. ESMA, inits
new capacity as Secretariat of the EU RFR WG announced on 29 June 2021 that James von Moltke has been appointed to Chair the
group, taking over from Tanate Phutrakul. This follows the conclusion of the EUR RFR WG’s initial mandate in May 2021, which had
culminated in a number of recommendations on euro areabenchmark transition and reform.

On 12 July 2021, ESMA issued a call for expression ofinterestfor financial firms to join the EU RFR WG. Priority will be given to firms
thathave diverse business activities and are able to committime and resources, while also having demonstrated their support for interest
rate benchmarks in the past. The deadline for applications is 30 July 2021.

A CLOSERLOOK: SYNTHETICLIBOR

Last month, this A Closer Look section examined the subject of Tough Legacy’ across a number of jurisdictions and several key
dates to look outfor in the future (click here to read). Since then, in late June 2021 the FCA published aconsultation containing its
proposal on howitwill use its Article 23D (2) Benchmarks Regulation (BMR) powers to require a synthetic LIBOR to be calculated
for GBP and JPY LIBOR. The consultation closes on 27 August 2021 with the FCA intending to issue a further consultation on
precisely which (tough) legacy contracts will be permitted to use these synthetic LIBOR rates and to confirmtheir final decisionsas
soon as practicablein Q4.

The consultation document providesdetails of whatthe FCA is proposing. The February 2021 edition ofthis newsletter (click here to
read) covered what had been outlined initially in terms of a ‘synthetic LIBOR’, namely that: 1) the rate could include a fixed spread

likethe ISDA spread adjustment (5YHM) and 2) that the range of currencies and settings would be limited to the more widely used
currencies and tenors.

The consultationreveals thatthe FCA is contemplating synthetic LIBOR for only the 1-month, 3-month, and 6-month settingsof GBP
and JPY LIBOR. Forthe calculation of each setting, the FCA is planningto usethe respective matching term risk free rate plus the
5YHM spread adjustment already published by ISDA for the referenced currency and tenor. The term risk free rate to be used for
GBP LIBOR is Term SONIA and for JPY LIBOR, the Tokyo Term Risk Free Rate (TORF). Given mostofthekey USD LIBOR settings
are notdue to cease or become non-representative until after end-June 2023, they will be addressed at a later date...if necessary.

Interms ofhowlong synthetic LIBOR will last, the FCA has said that itwill be for “as shorta time as possible”; and under its powers,
itisrequired to review its policy every two years. Moreover, the FCA can only compel ICE Benchmark Administration (IBA) to publish
on a non-representative basis for maximum period of 12 months ata time and they will need to review their decision accordingly. For
JPY LIBOR, the FCA has advised thatit intends to compel publication only until the end -2022.
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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
https://www.esma.europa.eu/press-news/esma-news/esma-announces-appointment-james-von-moltke-chairman-euro-risk-free-rates
https://www.esma.europa.eu/sites/default/files/library/esma81-391-70_call_for_expression_of_interest_wg_on_euro_risk-free_rates.pdf
https://www.lloydsbank.com/assets/resource-centre/downloads/ibor-transition-newsletter-june-edition-18-2021.pdf
https://www.fca.org.uk/publications/consultation-papers/cp21-19-proposed-decision-article-23d-bmr-6-sterling-yen-libor-settings
https://www.fca.org.uk/publication/consultation/cp21-19.pdf
https://www.lloydsbank.com/assets/resource-centre/downloads/ibor-transition-newsletter-february-edition-14-2021.pdf
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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 notberelied on in connection with or be construed as a contractor commitmentand shall notformth e basis of
or be relied on in connection with any transaction, contract or communication whatsoever; (2) is for information purpo ses only and is not
intended to formand should notformthe basis ofany investmentdecision; (3) is notand may notbe treated as investmentresearch, a
recommendation, an opinion or advice ofany kind (including without limitation legal, compliance, fin ancial, 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, you agree to 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 completenessoftheinformation or opinions herein. In particular, no Bank of Scotland Personis, and
noneshould 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 engage in
transactions inamanner inconsistentwith any statementor opinion inthis communication; (ii) may trade as principal in sec urities 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 contentis subject to change without notice. Information and opinions
herein have notbeen independently verified or reviewed, and Bank of Scotland is notobliged to update or correct this 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), damag es, or for any
liability to athird party however arising inrelation to thiscommunication (including without limitation in relati on to 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 ofthis communication or any subsequenttransaction.

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 thatmay 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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