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padening the Iens

Broadening the lens, allowing for additional attention to the front book and
the potential impacts brought on by the emergence of a dynamic credit spread
adjustment (CSA) in the aftermath of the IBA Extension Consultation.

The extension of LIBOR's cessation date was
aimed at supporting the remediation effort of
legacy contracts by allowing for legacy LIBOR
assets to either mature naturally or refinance
over the additional 18 months. It is important
that organizations do not stop current contract
remediation efforts, but should continue and
reassess LIBOR exposure post June 30, 2023.

A number of core activities need to take place to
create a strategy and plan for contract remediation,
including but not limited to consideration for the
timing and consequences of contract conversion,
accounting and tax implications, and continuity
planning for client amendment rejections. The

key contract remediation principles include:
Consider the Financials, Define the Policy,
Equip the Business, and Manage the Process.

Historically, contract remediation proved to be the largest body of work
tied to the LIBOR transition given the benchmarks rooted in existing
financial instrument framework. As such, firms had placed an increased
focus on all activities required before kicking-off such an endeavor.

However, in light of the IBA Extension Consultation, this process
is now increasingly important for the front book. It is uncertain
when a market consensus on dynamic CSA will be reached or when
term SOFR wiill become available, which may cause extended delays
in SOFR market development. KPMG professionals suggest that there
is also discussion amongst corporations, promoted by G-SIBs, to

look into a hybrid SOFR option. Currently no third party platforms are
providing this alternative, but some large G-SIBs may request to make
this option available. Thus, adding another element of uncertainty to
the front book. It is important that relationship managers to execution
teams are provided with the training materials and resources to

have conversations regarding front book impacts with clients.

Firms need to allow for additional attention to the front book and the
potential impacts brought on by the emergence of a dynamic CSA in
the aftermath of the IBA Extension Consultation.
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¢ Please click the tabs below to explore further about contract remediation preparation.

support the identification of

Key Principles Key Activities How KPMG can help
Key Acitivites Category Activity
Contract remediation activities R .. Initial Planning & Conduct initial workshops by LoB to confirm the project approach, governance and oversight
¥ Kick-off Kick-off and reporting

treatment (e.g., decision)
paths to existing & future
contracts, including how
they should be remediated.
Effective activities are those
that consider the timing and
consequences of contract
conversion, implications

Define Contract
Remediation Strategy

Conduct a series of workshops by LoB to develop an overall remediation strategy to address:

Single step refinance, or two step hardwire followed by conversion

Dynamic CSA, term SOFR, or hybrid SOFR options

Pacing or staging conversion over time continuously by segment, or other consideration
Prioritizing and balancing financial impacts to the parties

Guidance on the development of underwriting refresh during remediation

Tax treatment, contract fees and renewals pass through

Legal considerations

Conduct Risk
Assessment

to accounting processes,

and the establishment of O conduct ik

Develop a Framework designed to cover key litigation and conduct risk regulatory requirements
and considerations

will allow you to better Development

) . Assessment
escalation channels for client . — ; ;
amendment challenges e = - Value Transfer Analysis Financial Analysis to capture LIBOR replacement impact on:
. all Financia - . . .
Through their installation Analysis e |ndividual contracts moving from LIBOR to other SOFR alternatives, or fixed
an activity framework SU(':h e Client overall contract portfolio, legal entity and group
. . Policy Requirements Convene a series of workshops to address requirements for a variety of standards and
his on lin low » i o e i :
as this one outlines belo 9; Policy guidelines to be developed that will inform the negotiation parameters and guardrails for RM

discretion, or escalation

place your enterprise to Renegotiation
mitigate the risk of client Playbook
disruption, adverse margin

impacts and legal costs.

Based on the results of the Remediation Strategy, client and contract level Commercial Analysis,
and policy requirements, development of a customizable Playbook allowing RMs to tailor
negotiation to:

e Bank preference - client business model and cash-flow impacts
e Likely posture of client in negotiation and depth of relationship
e |nitial and alternative fall back strategy

e Application of concessions within policy

Relationship Manager

T .
B Education (RM) Education

Educate RMs on LIBOR replacement, negotiation, your policy and client implications of the
LIBOR to SOFR conversion

Client Education

Educate client on LIBOR replacement, timing, implications of LIBOR to SOFR conversion and
consequence to interest rate and cash flow
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