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|. Background — Transition from IBOR to
alternative RFRs

K. Schwedler -3- HGB-FA — 6ffentliche Sitzungsunterlage 41_03a



IBOR definition
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Reform driver ,—

DRSC

Liquidity

W
P rerorm | 4

P N

Systemic Risk

Panel bank
reluctance
1oNpuUoISIW
0] sabieyd

Source: ISDA et al., IBOR Global Benchmark Survey — 2018 Transition Roadmap, February 2018
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Roadmap and key players
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Alternative RFRs ,—
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SONIA (Reformed Sterling Overnight Index Average): Rate
type: unsecured, Rate Administrator: Bank of England, Go live date: 23/04/2018

SOFR (Secured Overnight Financing Rate): Rate type: secured,
Rate Administrator: Federal Reserve Bank of New York, Go live date: 03/04/2018

ESTER (Euro Short Term Rate): Rate type: unsecured, Rate
X% Administrator: European Central Bank, Go live date: by October 2019

SARON (Swiss Average Rate Overnight): Rate type: secured, Rate
Administrator: Swiss National Bank and SIX Swiss Exchange, Go live date: 25/08/2009

TONA (Tokyo Overnight Average Rate): Rate type: unsecured, Rate
Administrator: Bank of Japan, Go live date: 01/11/1997
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ll. Impact — IBOR uses and market footprint
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IBOR uses ,—
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Source: ISDA et al., IBOR Global Benchmark Survey — 2018 Transition Roadmap, Febuary 2018
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Selected derivatives linked to reference rates

Notional Notional
outstanding | Volume linked outstanding Volume linked
volume of to IBOR volume of to IBOR
oT1C! ETD*
USD $171 TN 65% $32.9TN 92%
EUR $186TN High’ $9.8TN 100%
GBP $46TN 62% $3.5TN 98.5%
CHF $6.1TN 98-100% $0.2TN 100%
JPY $24.3TN 58.3% $0.4TN 100%

Source: MPG Final Report currency Market Footprint overviews.

! OTC category consists of Interest Rate (IR) swaps. FRA’s. IR options and cross currency swaps products.
* ETD category consists of both IR options and IR futures products. ° no percentage breakdown available in

source data.
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Selected credit products linked to reference rates ,—
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. % of % of %% of % of % of
PR_;);)I}ECT USD LI- | EUR |[EURI | GBP LI- | CHF | LI- JPY LI-
BOR BOR BOR BOR BOR

Syndicated Loans [$3.4 TN|  97%|$0.5 TN|  90%|$0.1 TN| 100%|$0.1 TN|50-70%|<$0.1 TN| high'
Business Loans  |$2.9 TN|30-50%|$5.8 TN|  60%|$3.3 TN|  68%|$0.2 TN|40-60%| $0.3 TN| 20%
TN

Commercial $3.6 TIN|30-50% — 60%%0.3 low'|$0.2 TN|15-25% — —

Mortgages
Retail Mortgages |$9.6 TN 15%|$5.1 TN|  28%|$1.7 TN| 1-2%]|5$0.7 TN|10-20% — —

Consumer Loans [$2.9 TN low!($1.9 TN low'|$0.3 low! — — — —

Source: MPG Fmal Report currency Market Footprint overviews.

! 10 breakdown available within the source data.
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Market footprint ,—

MPG-Report
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benchmark for than 300 TN more than 150 most widely
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derivate referring represent currencies
contracts. IBOR. approximately (followed by
— EURIBOR is 80 % of the the 6-month
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used interest market
rate bench- exposure.
mark for EU
contracts.

Source: MPG on Reforming Interest Rate Benchmarks, Final Report, March 2014
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lll. Transition Challenge(s) — Accounting
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Overview of transition challenges
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Market adoption of alternative RFRs

Infrastructure

Regulatory

Tax

Legal

Liquidity

Valuation and risk management

Governance and controls

Source: ISDA et al., IBOR Global Benchmark Survey — 2018 Transition Roadmap, Febuary 2018
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Contract amendments — Differences between IBOR and RFRs
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IBORs include a bank credit risk Alternative benchmark RFRs are
premium while alternative benchmark primarily overnight rates whereas the
RFR are nearly risk-free. relevant IBORs are available in
different tenors.
N 4 >
IBORSs are expected to be higher than the alternative RFRs

>
Replacement rate will be RFR + X

D 4

4 ) 4
Historical mean/ Spot-spread
Forward approach median approach gppropach

Consensus has not yet been reached on how contracts will be amended and whether
or not there will be value transfers on transition.

Source: IASB, Agenda-Paper — IBOR Reform and the Effects on Financial Reporting, December 2018
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IASB (research) project ,—
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O Research: Jun-Dec 2018

Prioritise issues
—>| leading up to IBOR
reform

@ Begin standard setting: Dec 2018

Second phase will

_ _ focus on issues on
O Next milestone: ED in H1/2019 transition to RERS
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Accounting issues leading up to IBOR reform ,—
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Issues leading up to

transition to RFRs

\ 4

v v

Highly probable
requirement
IFRS 9:6.3.3/
IAS 39:88(c)

Prospective Eligible risk
assessments criteria
IFRS 9:6.4.1(c)(i) IFRS 9:B6.3.8/
IAS 39:88(b) IAS 39:AG99F
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Accounting issues on transition to RFRs ,—
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Issues on transition to

RFRs

A\ 4 v \ 4

Modification vs.
derecognition Hedge accounting Others
IFRS 9/ IAS 39

[ 1

Changes in the hedged item New RFR designated as a
or hedged risk non-contractual component
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Other impacts ,—

DRSC

Accounting impact is not limited solely to financial instruments

IBOR rates are often key component of used discount rate, e.g.
» IFRS 2, IFRS 3, IFRS 5, IFRS 15, IFRS 16, IFRS 17, IAS 19, IAS
36, IAS 16, IAS 37, IAS 40,...

a

Replacement of IBOR will effect the accounting from any change to
the terms of the contract, e.g. a change in the contractual interest
rate on which lease payments are indexed would change the cash
flows and require an adjustment to the amounts recognised under

IFRS 16.

\ 4

S

Source: IASB, Agenda-Paper — IBOR Reform and the Effects on Financial Reporting, December 2018 and
Deloitte, Thinking Allowed — IBOR replacement, December 2018
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V. Discussion
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