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COMMERCIAL BANKING

THEPUZZLE COMES TOGETHER

Welcome to our Newsletter. This is our twelfth edition, and it provides an update on the transition away from the London Interbank
Offered Rate (LIBOR) and other Interbank Offered Rates (IBORs). With the end of 2021 fast approaching, these newsletters aim to
raise awareness of key developments on an ongoing basis. This will be our last newsletter until January 2021. We wish you a happy
holiday season. The key topics for this month are:

¢ FURTHER PROGRESS MADE

o IBA ANNOUNCEMENT

¢ |LMA UPDATE ON PRE-CESSATION

e LEGISLATION & TOUGH LEGACY

o OTHER SUNDRIES

e A CLOSERLOOK: ISDA FALLBACKS SUPPLEMENT AND PROTOCOL

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

FURTHER PROGRESS MADE

The pasttwo months have seen some key milestones passed on the road towards IBOR transition. Back in July, in a speech to an
International Swaps and Derivatives Association (ISDA) Symposium, Edwin Schooling Latter, the Finanical Conduct Authority's (FCA)
Director of Markets, raised the possibility thatthere could be announcement of LIBOR non-representativeness and/or cessation by year
end.We have now seen the publication of ISDA’s IBOR Fallbacks Supplementand Protocol on 23 October beginning to catalyse prep-
arations for LIBOR’s end. International bodies such as the Financial Stability Board, in its October release of the Global Transition
Roadmap, are providing information directly to inform those with exposure to LIBOR benchmarks on the steps they should be taking
between now and the end of 2021. Most recently, the FCA published a consultation on their proposed new powers in relation to a
“Synthetic LIBOR” and the LIBOR administrator, ICE Benchmark Administration (IBA) signalledthatconsultations on LIBOR cessation
will be published in the near future. The various pieces ofthe transition puzzle are now quickly comingtogether.

IBA ANNOUNCEMENT

ICE Benchmark Administrator (IBA) has announced that it will consultin the near future on its intention to cease publication after 31
December 2021 on LIBOR settings for key tenors of GBP, EUR, CHF, and JPY. Regarding the notable absentee, USD LIBOR, IBA
advised thatdiscussions with the FCA, and other official sector bodies and the panel banks are continuing with regards to its future and
further announcements will be made when these discussions conclude. The IBA stressed that this does notoffer any certainty or guar-
antee that it will be able to publish any USD LIBOR settings after 31 December.

Most importantly, the IBA was careful to highlight this was not an announcement that it will either continue or cease the publication of
any of the LIBOR settings after 31 December 2021. Such an event would have implications for certain financial contracts. Instead, the
IBA made clear it expects to make separate announcements inthis regard following the outcome ofthe consultations, and subje ctto any
rights ofthe FCA to compel IBA to continue publication.
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https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.fsb.org%2F2020%2F10%2Fglobal-transition-roadmap-for-libor%2F&data=04%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C4bb5449007d54fc556ab08d886e9419a%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637407684100325186%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=EgIzM9dpLsHKnBw9z6f1Qk3UPmB1verI22AnJa2AHWY%3D&reserved=0
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fir.theice.com%2Fpress%2Fnews-details%2F2020%2FICE-Benchmark-Administration-to-Consult-On-Its-Intention-to-Cease-the-Publication-of-GBP-EUR-CHF-and-JPY-LIBOR%2Fdefault.aspx&data=04%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C7c2ff04a0c35482fa56e08d88ba002fb%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637412866750121907%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=PSEhhju%2BRrnPTIHmcfkCN1xF%2FkxMBUQSR0PR%2BT2FIO0%3D&reserved=0

LMA UPDATE ON PRE-CESSATION

The Loan Market Association (LMA), in anticipation ofthe ISDA publication, released notes on arevised Replacementof Screen Clause
and Pre-cessation Trigger for loan agreements. As the title suggests, the notes provide a template for a new trigger to fallbacks based
on a determination of “non-representativeness” made by the FCA. These notes may be included in loan documentation, particularly
where there are related derivative transactions using the sametrigger.

The LMA in October also published an updated version of their listofthe near risk-free rate (RFR) referencing loans. Thelistis based on
publically available information and seeks to raise awareness of the emerging market in RFR-referencing loans by providing information
on theconventions used.

MORE REFRENCE MATERIALS

Further market support has been provided by the Bank of England (BoE) Working Group on Sterling Risk-Free rates (RFR WG) who
published their RFR and Term Rates Guide;the documentprovides asummary of freely available independent RFR calculators on the
market and the key attributes of Beta versions of Term SONIA Reference Rates (TSRRs) that are currently being published by independ-
ent benchmark administrators. This information is intended to be of assistance to both market participants and vendors especially in
consideration of whether any amendments may be required to their systems.

LEGISLATION & TOUGH LEGACY

Further work is also being conducted on the subject of ‘Tough Legacy’: those contracts which for a variety reasons itis notpossible to
transition away fromLIBOR. In the UK, the Government laid the Financial Services Bill before Parliament providing detail onthe powers
to be granted to the FCA to requirea change to be made to the methodology ofacritical benchmark, such as LIBOR, ifitis deemed t©
no longer be representative. The Bill outlines how the representativeness of critical benchmarks will be assessed for this purpose and
how the new powers can be used to help manage any wind-down period. The presentation of this bill follows the UK Governments
23 June statement ofintentthat it intended to legislate to facilitate LIBOR transition for ‘tough legacy’ contracts in response to the RFR
WG Tough Legacy report published on 29 May. In a latest move, the FCA published a consultation on 18 November covering some of
the new powers thatthey expectto be granted nextyear; responses are due by 18" January.

In contrast, the US, which has adifferentlegislative framework, is considering imposing adirectchangeto LIBOR referencing contracts.
A New York Senate Bill was introduced on 28 October substantially adopting the language from the proposed leqgislative solution pro-
duced by the Alternative Reference Rate Committee (ARRC) in March 2020. Thelegislationis expected to be taken up in the legislation
session thatbeginsin January 2021. Such an approach does not come without challenges, as the hard wired nature of the switch creates
the potential for ‘winners and losers’and mismatches within portfolios.

Elsewhere, the European Commision (EC) proposalsare currently moving throughthe EU legislative process and expected to enter into
‘trialogue negotiations’in mid-November: trialogue negotiations involve the EC, European Parliament, and the Council ofthe European
Union. Theproposals enablethe EC to select replacementbenchmarks for LIBOR or other widely used benchmarks when they cease.
The successor rate would be decided by the EC and apply upon certaintrigger events, including cessation and non-representativeness.

Fora more detailed information about Tough Legacy please see the A Closer Look section of our July 2020 newsl etter.

OTHER NEWS

Other notable news includes the London Clearing House’s (LCH) completion of the Secured Overnight Financing Rate (SOFR) discount-
ing switch. Tom Wipf, Chairman of the ARRC said: “The CCP discounting conversion is a huge milestone in the overall LIBOR transi-
tion. We expect this to be the catalyst for a step-change in trading volumes in SOFR derivatives, bringing a transition in the broader
market much closer.”

An often overlooked area is the European Central Bank (ECB) requirement for enhanced Euro Interbank Offered Rate (EURIBOR)
fallbacks to be putin place. These are needed despite the fact that EURIBOR will not cease at the end of 2021. In this regard, on 22
October, the Working Group on Euro Risk-Free Rates (EU RFR WG) signalled theimminent publication of two public EURIBOR consul-
tations which will cover the fallback trigger events and fallback rates for cash products based on €STR. The due date for responses will
be 8 January 2021.
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A CLOSERLOOK: ISDA FALLBACKS SUPPLEMENT AND PROTOCOL

On 23 October ISDA launched the IBOR Fallbacks Supplement and Fallbacks Protocol. Thisinitiative providesa critical safety net
for those market participants that still have exposureto IBORs in the eventof cessation. ISDAhas prepared this shortvideo to explain
what fallbacks are and howthey operate.

The Fallbacks Supplement amends ISDA’s standard definitions to incorporate robust fallbacks for interest rate derivatives linked to
certain IBORs and comes into effect on 25 January 2021. Fromthis date all new derivatives that reference the ISDA definitions will
automatically include these new fallbacks, irrespective of whether parties adhered to the Fallbacks Protocol.

The Fallbacks Protocol allows the Supplementto be applied to existing derivatives providing that both parties to a trade have
signed up to it.

ISDA has invited all market participants to adhere to the Protocol. Atits launch the Protocol had 257 adherents and this number has
more than trebled since. The initiative has received widespread supportfromregulators globally including the Bank of England who
confirmed their own adherence on the 23 October 2020.

Market participants can sign up to the Protocolviathe ISDA website. For non-ISDAmembers the adherence fee of US$500 is waived
until 25 January 2021. It will be possibleto sign up after thatdate on paymentof the fee.

Lloyds Bank plc, Bank of Scotland plc and Lloyds Bank Corporate Markets plc have adhered to the Protocol.
Alternatively, the fallback terms can be incorporated into existing derivatives contracts by means of a bi -lateral agreement.

It should be noted that active transition to an alternative reference rate before LIBOR cessation is preferred by both regulators and
industry. Andrew Bailey, Governor ofthe Bank of England has said that whilst signing-up to the ISDA Fallbacks Protocol isencouraged,
itis ‘nota substitute for continuing to move businessonto near risk-free rates’. We consider that ad hering to the Protocol will be useful,
particularly if active transition proves impossible for any reason.

If youneed further details on what is required or how the Protocol and fallbacks will operate then please get in touch with your usual
contact, or email isdaiborfallbacksprotocol@lloydsbanking.com.
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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 ofany kind (including without limitation legal, compliance, financial, accounting and/o r 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 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 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 detriment of 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 conflictof interestin relation to the matters referred to
in the communication. Bank of Scotland has internal systems, controls and procedures to ensure that conflicts ofinterest are 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 limitation in 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 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 ofavoiding tax penalties that may be imposed on such taxpayer.

Bank of Scotland Persons may participate in benchmarksin 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 pr ovided
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 Sc otland
plc. Registered Office: 25 Gresham Street, London EC2V 7HN. Registered in England and Wales no. 2065. Bank of Scotland plc. Reg-
istered Office: The Mound, Edinburgh EH11YZ. Registered in Scotland no. SC327000. Lloyds Bank Corporate Markets plc. Registe red
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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