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COMMERCIAL BANKING

LIBOR’SEND IS ‘CERTAIN’

Welcometo our Newsletter. Thisis our fifteenth edition and itprovides an update on the transition away from the London Interbank
Offered Rate (LIBOR) and other Interbank Offered Rates (IBORs). The key topics for this month are:

o FCA ANNOUNCES CESSATION DATES

e |SDA CONFIRMS A CESSATION EVENT

e SUPPORT FOR STERLING TRANSITION

e MORE ON THE FCA’S PROPOSED POWERS

¢ ARRC RESPONDS TO FCA’S ANNOUNCEMENT

e A CLOSERLOOK: HELP FOR STERLING SYNDICATED LOANS

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

FCA ANNOUNCES CESSATION DATES

Thelong-awaited formal announcement fromthe Financial Conduct Authority (FCA) on LIBOR cessation was made on 5 March 2021. It
confirmed thatall LIBOR settings will either cease or may become unrepresentative at a specific pointinthe future. The dates referenced
were:

e immediately after 31 December 2021, in the case of all sterling, euro, Swiss franc and Japanese yen settings, and the 1-week
and 2-month US dollar settings; and

e immediately after 30 June 2023, in the case ofthe remaining USdollar settings.

As part of the Bank of England’s (BoE) reporting of the announcement. FCA CEO Nikhl Rati confirmed that there is now “certainty on
when the LIBOR panels will end”. Meanwhile, BOE Governor Andrew Bailey warned “with limited time remaining, my messageto firms is
clear —act nowand complete your transition by the end of 2021”.

Further details of the FCA announcementcan be found here.

ISDA CONFIRMS A CESSATION EVENT

Thelnternational Swaps and Derivatives Association (ISDA) confirmed thatthe formal FCAannouncement constituted an index cessation
event for all LIBOR settings on 5 March 2021. This means that the spread adjustments (also referred to as the 5-Year Historic Median
or 5YHM) published by Bloomberg are now fixed for all sterling, euro, Swiss franc, USdollar and Japanese yen LIBOR settings. Afull list
of these spread adjustments is available here.

ISDA also provided supporting guidance on how fallbacks specified in the terms of the ISDA 2020 IBOR Fallbacks Protocol, the IBOR
Fallbacks Supplementand the 2006 ISDA Definitions Benchmarks Annex to the ISDA Benchmarks Supplementapply in relation to the
FCA announcement, together with an article describingthe change and its wider implications for the derivatives markets.
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https://www.fca.org.uk/news/press-releases/announcements-end-libor
https://www.fca.org.uk/publication/documents/future-cessation-loss-representativeness-libor-benchmarks.pdf
https://www.isda.org/2021/03/05/isda-statement-on-uk-fca-libor-announcement
https://assets.bbhub.io/professional/sites/10/IBOR-Fallbacks-LIBOR-Cessation_Announcement_20210305.pdf
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.isda.org%2Fa%2FKPZTE%2FISDA-Guidance-on-the-UK-FCA-Announcement-on-the-LIBOR-Benchmarks.pdf&data=04%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7Ce120740be8a24ec0811208d8e323ff37%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637509091185677751%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=Wgc8%2BlIZU4vIyIV2CzgDPGOwNs4qZNZN1%2FQSUa7pylU%3D&reserved=0
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.isda.org%2F2021%2F03%2F05%2Flibor-cessation-and-the-impact-on-fallbacks%2F%3F_zs%3DVV8xL1%26_zl%3Dar0C6&data=04%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7Ce120740be8a24ec0811208d8e323ff37%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637509091185677751%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=77cdyEIfp2ufjEGXmVEFQgxHBj7%2FaO6m%2FlBXx3XhSIE%3D&reserved=0

SUPPORT FOR STERLING TRANSITION

It isnowclear that sterling LIBOR will no longer be representative and not be available immediately after 31 December. Nevertheless,
the Bank of England Working Group on Sterling Risk-Free Reference Rates (BoE WG) has set a more immediate interim mile-
stone of 1 April, by which to stop using sterling LIBOR in new lending and linear derivatives (e.g. swaps) that mature after the
end of 2021.

To provide further assistance to all market participants to achievethese, and other, interimdeadlines ahead of cessation, the BoE WG
published several papers in February. For the derivatives market, there is a paper entitled the “Path to ending new use of GBP LIBOR-
liked derivatives”. Our “Acloserlook” section below provides more detail on the guidance thatwas published for the loan markets.

MORE ON THE FCA’S PROPOSED POWERS

As well as announcing the dates of LIBOR cessation, the FCA issued a statement of policy on how itintends to exercise some of its
proposed new powers under the benchmark regulation to be granted in the upcoming Financial Services Bill.

The FCA will consulton therequirementfor the continued publication ofa small number of LIBOR settings, including 1, 3 and 6-month
sterling LIBOR, on a non-representative, ‘synthetic’basis. This is because they recognise thatthere are some existing LIBOR contracts
which are particularly difficult to amend, often known as ‘tough legacy’. Thisis however, notaway for market participants to transition to
risk-freerates; the FCA is very clear thatthe permitted use of any synthetic LIBOR rate is expected to be limited.

Furthermore, the FCA has emphasised thatany synthetic LIBOR setting will notbe deemed to be representative and thereforeis notto
be used in new contracts. Itis intended for usein tough legacy contracts only. Afurther FCA consultation will take placein Q2 2021 to
determinewhich legacy contracts will be permitted to use synthetic LIBOR.

ARRC RESPONDS TO FCA’S ANNOUNCEMENT

The Alternative Reference Rates Committee (ARRC) in the US commended the announcements made by the FCA and the LIBOR
administrator ICE Benchmark Administration (IBA) (here) . In a separate statement, it confirmed thatin its opinion the announcements
constitute a “Benchmark Transition Event” with respectto all US dollar LIBOR settings pursuantto the ARRC recommendationsregarding
more robust fallback language for newissuances or originations of LIBOR floating rate notes, securitizations, syndicated bus inessloans,
and bilateral business loans.

A CLOSERLOOK: HELP FOR STERLING SYNDICATED LOANS

To help borrowers and lenders prepare the BoOE WG has published a Best Practice Guide for GBP Loans with a supporting Q&A.
These are valuable resources as they provide a one stop shop for reference materials for anyone dealing with new sterling loans,
and the transition of both bilateral and syndicated legacy lending.

Until recently, due to the complexity involved, progress on syndicated lending has been relatively slow. However the BOEWG papers
describe the considerable work that has now been doneto establish a set of market conventions for the sector. Reference is made
to two compounding interestconventions —the cumulative compound rate and the non-cumulative compounded rate — both derive
exactly the same interest values with the latter a feature of the syndicated market where daily calculations and allocations are required
as part ofthe agent’s settlement mechanics.

Thework has also focused upon minimising the potential for friction caused by differences in practices and systems capability across
syndicate members. So, in addition to agreementon interestconventions noted above, guidance is provided on the appropriate roles
to be played by borrower, agent, lead/co-ordinating banks.

The BoE WG is clear that it is the responsibility of all market participants (arrangers, lending banks, institutional lenders , borrowers
and sponsors) to work together on new SONIA (Sterling Overnight Index Average) based or alternative rate facilities to meet the
upcoming deadline. The deadline applies equally to all lendingin sterling, and includes the sterling componentofanew/refinanced
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https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/the-path-for-derivatives-transition-including-exceptions-for-risk-management-purposes.pdf?la=en&hash=B1100DCC64AF85D028B62B2A09301E36492B2545
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/the-path-for-derivatives-transition-including-exceptions-for-risk-management-purposes.pdf?la=en&hash=B1100DCC64AF85D028B62B2A09301E36492B2545
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.fca.org.uk%2Fmarkets%2Ftransition-libor%2Fbenchmarks-regulation-new-powers-policy-decision-making&data=04%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7Ce120740be8a24ec0811208d8e323ff37%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637509091185717731%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=%2B%2Fcz8KTljkMAu28V74q8p0AXWsyEEd6uBIufN%2BNkUik%3D&reserved=0
https://www.fca.org.uk/news/statements/fca-statement-planned-amendments-benchmarks-regulation
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.newyorkfed.org%2Fmedialibrary%2FMicrosites%2Farrc%2Ffiles%2F2021%2FARRC_Press_Release_Endgame.pdf&data=04%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7Ce120740be8a24ec0811208d8e323ff37%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637509091185747708%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=T6LF8pi%2FEsdztaoz6KAANXsd%2FXbJwzUyJTpC2G1kpWU%3D&reserved=0
https://www.theice.com/publicdocs/ICE_LIBOR_feedback_statement_on_consultation_on_potential_cessation.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2021/ARRC_Benchmark_Transition_Event_Statement.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/best-practice-guide-for-gbp-loans.pdf?la=en&hash=631B02B7B4D69F7CBCC9A42AD686F263D5422A75
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/gbp-loan-market-qanda-for-q1-2021-loans-milestone.pdf?la=en&hash=86ADE7C8B59EF03BE6C13B0BEC3C2365420B8B07

transition where the main drawn currency is not sterling, but where the client wishes to retain the option to draw in sterling or the
sterling leg ofan international loan syndicate.

In relation to any operational challenges, the FCA has said that institutions unable to provide risk-free reference rate products will
have to accept that they cannotparticipatein syndicates, rather than trying to hold back othersin the syndicate from moving away
from sterling LIBOR. The BoE WG has said the lending market should not be restrained by the progress of the slowest firms and
supervisors will take a keen interestand wish to be advised ofany new, written sterling LIBOR lending (including re-financing) after
the end of Q1 2021.

Finally, the BoE WG roadmap emphasises that all legacy sterling LIBOR contracts expiring after end 2021 need to be actively
converted or have robustfallbacks in place before the end of September this year.

®&!  Cris Kinrade
' IBOR Transition Programme
@& Bank of Scotland Commercial Ban king

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 withoutlimitation legal, compliance, fin ancial, accounting and/or taxation);
(4) is subjectto the copyrightofBank of Scotland; (5) is based on current public informationand 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 agreeto 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
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 engage in
transactions inamannerinconsistentwith 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 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 LIoyds 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
orexpensesincurred 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 that may be imposed on such taxpayer.
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https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/rfr-working-group-roadmap.pdf

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 forinternal 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 LIoyds 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. R eg-
istered Office: The Mound, Edinburgh EH11YZ. Registered in Scotland no. SC327000. Lloyds Bank Corporate Markets plc. Re gistered
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 communi-
cation
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