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COMMERCIAL BANKING

PAVING THEWAY TOWARDS TRANSITION

Welcometo our new look Newsletter. This is our tenth edition, and it provides an update on the transition away from LIBOR and other
Interbank Offered Rates (IBORs). With the end of 2021 fast approaching, these newsletters aim to raise awareness of key develop-
ments on an ongoing basis. The key topics for this month are:

e NEW CONVENTIONS FOR SONIA LOANS

e UPDATED ARRC RECOMMENDATIONS

o CFTCLENDS SUPPORT

e |ISDA COMPLETES WORK ON IBOR REFORM

e A CLOSERLOOK: THE TRANSITION TIMELINE

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

NEW CONVENTIONS FOR SONIA LOANS

New recommendations in September are paving the way towards transition and achieving the interim milestones being set by regulators
and industry. The Bank of England-initiated Working Group on Sterling Risk Free Reference Rates (BoE WG) has released recommen-
dations on conventions to usein new sterling loans using Sterling Overnight Index Average (SONIA) compounded in arrears. The core
recommendation is to use SONIA compounded over the interest period with a five day lookback which is in line with the approach
recommended by the Alternative Reference Rates Committee (ARRC) for US dollar loan markets.

Other points fromthe BoE WG address the necessity (when applicable) forafloor on each d aily interest rate before compounding, and
in the eventof early repaymentthat accrued interest should be paid at the same time as the repaymentof principal. To help guide users

the BOE WG also released a set of supporting slides and a series of worked examples.

In addition, for existing business referencing GBP LIBOR, the BoE WG has recommended the use of the historical five-year median
adjustment methodology when calculating the credit adjustment spread to apply to SONIA when updating fallback provisions. The BoE
WG also published papers to supportfirms in the active transition of legacy loan products and conversion of existing bonds.

UPDATED ARRC RECOMMENDATIONS

In late August the ARRC released updated recommended contractual fallback language for new bilateral US dollar LIBOR business
loans, adjusting the language thatwas released in May 2019. This complements the recentrevisions made to the recommended fallback
language for new syndicated US dollar LIBOR business loans which are supported by a technical reference document covering the
various conventions such as look back and observation shiftthathave been considered by the ARRC.

CFTC LENDS SUPPORT

The Commodities Futures Trading Commission (CFTC) announced in late August that the Division of Swap Dealer and Intermediary
Oversight, the Division of Market Oversight, and the Division of Clearing and Risk have issued updated no-action letters providing relief
to swap dealers and other market participants when transitioning from swaps referencing LIBOR and other interbank offered rates to
reference alternative benchmarks.
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ps://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/statement-on-behalf-of-rfrwg-recommendations-for-sonia-loan-market-conventions.pdf?la=en&hash=074583D7080993CE84B6A381B554BEFD6594C076
ps://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/statement-on-behalf-of-rfrwg-recommendations-for-sonia-loan-market-conventions.pdf?la=en&hash=074583D7080993CE84B6A381B554BEFD6594C076
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/uk-loan-conventions-supporting-slides.pdf?la=en&hash=9190F626C8B4E58A1FD6AA6BB48AFCA830CAF56C
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/uk-loan-conventions-worked-examples.xlsx?la=en&hash=6F18B755963140DAA51A0487C1935206FBA0492C
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/recommendation-of-credit-adjustment-spread.pdf?la=en&hash=3F7198EBBE9866DC362B6F6BAF6BEE91F7C2AA58
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/active-transition-of-gbp-libor-referencing-loans.pdf?la=en&hash=83B3BF12C4BBBF308DD19C28CEDDC073B1C4413C
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.bankofengland.co.uk%2F-%2Fmedia%2Fboe%2Ffiles%2Fmarkets%2Fbenchmarks%2Frfr%2Factive-transition-of-gbp-libor-bonds.pdf%3Fla%3Den%26hash%3DC902AB25B2066663FA9283FEBE843F1E8DA9F379&data=02%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C9b55ee94d6eb42b1aad908d8559e4b41%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637353485723230848&sdata=xLz7vSW2NfKgTznxQcVfpGYG29eH1xFmegojM3JVfQU%3D&reserved=0
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.newyorkfed.org%2Fmedialibrary%2FMicrosites%2Farrc%2Ffiles%2F2020%2FUpdated-Final-Recommended-Bilateral-Business-Loans-Fallback-Language-August-27-2020.pdf&data=02%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C0091b99980624ad50b8308d854a0040e%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637352393518889671&sdata=vjJQ%2Fp%2FLnv4kPkYqkVxRxx54a%2FjAlgGtZL%2FXfWSS6K0%3D&reserved=0
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.newyorkfed.org%2Fmedialibrary%2FMicrosites%2Farrc%2Ffiles%2F2019%2FBilateral_Business_Loans_Fallback.pdf&data=02%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C0091b99980624ad50b8308d854a0040e%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637352393518899671&sdata=xz2uj2he4VRiYYcEEz3t9haKrJ2DuN1CF6lUfViOpAc%3D&reserved=0
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/Updated-Final-Recommended-Language-June-30-2020.pdf
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.newyorkfed.org%2Fmedialibrary%2FMicrosites%2Farrc%2Ffiles%2F2020%2FARRC-Syndicated-Loan-Conventions-Technical-Appendices.pdf&data=02%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C0091b99980624ad50b8308d854a0040e%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637352393518889671&sdata=aoPzZxY82hQXj41DGvw9%2F576UcPHs7qLNKdmCTUQ5nE%3D&reserved=0
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.cftc.gov%2FPressRoom%2FPressReleases%2F8228-20&data=02%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C0091b99980624ad50b8308d854a0040e%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637352393518909659&sdata=i0aoWjp2czHoe%2FaA%2FaJO3GYc5ZxRNsiKyn%2B0OMxQOIo%3D&reserved=0
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.cftc.gov%2Fcsl%2F20-23%2Fdownload&data=02%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C0091b99980624ad50b8308d854a0040e%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637352393518909659&sdata=NudLahBJ7i%2FkG%2Fui%2Bx7%2BQIwjh4EpQ4eo%2BCVwH%2Fz1Us4%3D&reserved=0
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.cftc.gov%2Fcsl%2F20-23%2Fdownload&data=02%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C0091b99980624ad50b8308d854a0040e%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637352393518909659&sdata=NudLahBJ7i%2FkG%2Fui%2Bx7%2BQIwjh4EpQ4eo%2BCVwH%2Fz1Us4%3D&reserved=0
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.cftc.gov%2Fcsl%2F20-24%2Fdownload&data=02%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C0091b99980624ad50b8308d854a0040e%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637352393518919660&sdata=vJgFkQsj6TXONjfH05QIu%2B81vd5McZp04m9GN2wcRGc%3D&reserved=0
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.cftc.gov%2Fcsl%2F20-25%2Fdownload&data=02%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C0091b99980624ad50b8308d854a0040e%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637352393518919660&sdata=WCX9IosahwPnEDcoyMEaui7MNeqUIJdD5sPYzrVrMOs%3D&reserved=0

This removes a potential regulatory obstacle to the adoption of the ISDA Protocols which update contracts to include robust fallback
procedures in the event that an IBOR ceases or becomes non-representative. This will also assist market participants as the clearing-
houses implement their planned transition of discount rates towards new reference rates, another vital step in moving the derivatves
markets away fromIBORs.

In supportofthis change, in early September the ARRC submitted a request to the US Internal Revenue Service and the US Treasury
asking for clarification onthe regulations being developed to reduce any tax uncertainty, and released an addendum to its recommenda-
tions on the voluntary exchange of cash compensation taking place between counterparties to legacy swaptions referencing US dollar
LIBOR to avoid an extended period of uncertainty and pre-empt potential disputes.

IASB COMPLETES WORK ON IBOR REFORM

At the end of August, the International Accounting Standards Board (IASB) finalised its response to the ongoing reform of IBORs and
other interestrate benchmarks by issuing apackage ofamendments to IFRS Standards. The amendments are aimed at helpingcompa-
niesto provide investors with useful information aboutthe effects of the reform on those companies’financial statements. More specifi-
cally, these amendments address issues that mightaffect financial reporting, including the effects of changes to contractual cash flows
orhedgingrelationships where an interestrate benchmark is replaced.

A CLOSERLOOK: THE TRANSITION TIMELINE

Over thelast few months there have been a number of updates to offcial sector timelines. Whilst LIBOR is still expected to cease at
the end of 2021, some of theinterimtimelines have changed. We summarise some of the key dates below:

BoE WG KEY GBP MILESTONES

e October 2020: lenders to be able to offer non-LIBOR alternatives to customers. New and re-financed LIBOR loan products
maturing after 2021 must include contractual arrangements to facilitate conversionto SONIA or other alternatives.

e January 2021: progressto be made on active conversion of cash products to reduce legacy volumes where possible.

e April 2021: supervised entities to cease issuance of new sterling LIBOR-linked linear derivatives and cash products that
mature after the end of 2021. Supervised entities are to complete an assessmentofall post-2021 maturing cash contracts
to identify those that can be actively converted.

e September 2021: workto assess and actively convert LIBOR-linked linear derivatives where viable to be completed. Su-
pervised entities should cease newissuance of sterling LIBOR-linked non-linear and cross-currency derivatives that mature

after 2021. Active conversion of cash products should be complete, and where this is not possible ensure robust fallbacks
area adopted.

ARRC KEY USD MILESTONES

e October 2020: new Business loans shouldinclude ARRC-recommended hardwired fallback language; vendors should be
ready to support SOFR.

e April 2021: dealers should change marketconvention for quoting derivatives from LIBOR to SOFR.

e July 2021: no new LIBOR business loans or derivative trades thatincrease LIBOR risk.

e End 2021: LIBOR expected to cease.
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https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fcdn.ifrs.org%2F-%2Fmedia%2Fproject%2Fibor-phase-2%2Fproject-summary-iborphase2-aug2020.pdf&data=02%7C01%7CCarl.Paraskevas%40lloydsbanking.com%7C0091b99980624ad50b8308d854a0040e%7C3ded2960214a46ff8cf4611f125e2398%7C0%7C0%7C637352393518839702&sdata=OWNmXKiUqgRrOiT%2FUXkLrfAPUKIHeUuE7CaoXLKdktU%3D&reserved=0

ISDA KEY DATES

e September 2020 (or later date after receiptofa positive Business Review Letter fromthe US DoJ and similar comfortfrom
other relevant competition law authorities): launch of amendments to the 2006 ISDA definitions and related protocol with 2-
4 weeks’ notice oflaunch date.

e Late 2020 (or 3-4 months after publication): effective date of amendments to the 2006 ISDA Definitionsand related proto-
col.

For further details on key regulatory and industry timelines please see the BoE WG updated roadmap, the ARRC best practices
guidelines and the ISDA website.

‘ Cris Kinrade
IBOR Transition Programme
Ae\ Bank of Scotland Commercial Banking

Live Broadcast: How prepared are you for IBOR Transition?

19th October 2:00pm - 3:00pm.

Hosted by broadcastjournalist Bridgid Nzekwu, join to hear our speakers discuss their own experiences and addresssome ofthe
challenges that businesses need to faceinto.

e Heather Pilley, Benchmarks Policy Manager, Financial Conduct Authority
e Natasha Vowles, Head of Treasury — Funding, Tesco
e lan Fox, Group IBOR Transition Director, Lioyds Bank Commercial Banking

e Gaj Mahadevan, Economics and Market Insight Strategist, Lloyds Bank Commercial Banking

Register your interest >

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 completenessofthe information 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.
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https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/rfr-working-group-roadmap.pdf?la=en&hash=92D95DFA056D7475CE395B64AA1F6A099DA6AC5D
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC-factsheet.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC-factsheet.pdf
https://www.isda.org/2020/05/11/benchmark-reform-and-transition-from-libor/

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), d amages, or for any
liability to athird party however arising inrelation to thiscommunication (including without limitationin relation to any projection, analysis,
assumption and opinion in this communication). In no circumstances will any Lloyds Bank Persons be responsible for any costs, taxes
or expenses incurred by any recipientin connection with any investigation of this 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 benchmarks in any one or more ofthe following capacities: as admin istrator, 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 Lloyds 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 EH1 1YZ. 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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