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CSAR is arobust replacement for Libor, says CRISIL

Underlines how banks can execute transition programmes

Analysis by CRISIL GR&A shows that the Adjusted Risk Free Rate (RFR) calculated using the Compounded Setting
in Arrears Rate (CSAR) is statistically the most robust fallback alternative to the London Interbank Offered Rate
(Libor), because it is the closest to reflecting Libor market conditions (please refer to charts in appendix).

(You can read CRISIL GR&A’s whitepaper at https://www.crisil.com/en/home/our-analysis/reports/2019/02/libor-
transition.html)

Kshitij Bhatia, Director, CRISIL GR&A, said: “Although CSAR will significantly change interest-rate coupon
payments and related operations, and may not completely retain the present value of transactions due to the
timing of fixings, this method has several advantages over alternatives for Libor-based derivative trades.”

In July 2017, the UK'’s Financial Conduct Authority (FCA) announced it will not be asking banks to submit Libor quotes
from 2021, although banks may continue publishing their alternative reference rates (ARRS) using other methods.

A year later the FCA, along with other regulators globally, emphasised the need for banks to prepare for the transition.
This has led to much discussion in the global banking industry and led to the formation of working groups across
geographical jurisdictions, to identify ARRs based on actual transactions to replace Libor.

Such groups have focussed largely on ARRs to help market participants prepare for a smooth transition. These are
based on the overnight cost of borrowing secured or unsecured debt, and are typically based on some risk-free rate.

CRISIL GR&A expects the ARR-based financial instruments to pick up trading volume in 2019 and beyond, along
with Central Counterparties (CCPs), to come up with term rates.

V Srinivasan, President, CRISIL GR&A, said: “There is an urgent need for the finance industry to finalise a
fallback for cash products similar to derivatives products. Most cash products are hedged using derivatives
transactions. The CSAR setting may be a good alternative for maintaining hedge effectiveness.”

CRISIL GR&A believes banks must identify and evaluate front-to-back processes, ranging from trade capture to risk
management, when transitioning to ARRs for existing and new trades with Libor dependencies. This will involve
detailed analysis to showcase Libor exposure, at both currency-level and maturity-level, across bank desks.

Banks will also need to increase efforts required for bilateral and multilateral trade compression. This will make the
transition programme operationally efficient and reduce the risks in transition to ARRs.

While banks are making efforts under the European Union’s Markets in Financial Instruments Directive Il (MIFID II),
speeding up the process can reduce the challenges posed by the transition. Banks can then share their final transition
plans with consumers and regulators to build confidence in their preparedness.
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Libor has been the primary global benchmark for short-term interest rates for more than 30 years. It covers an
estimated $350 trillion contracts for loans, swaps and derivatives, and is calculated using estimated cost of borrowing
quotes from panel banks.

Libor is calculated based on the judgment of banks rather than actual transactions. That, along with evidence of
misuse of the Libor system uncovered in 2012, has led to the banking industry moving to a more structural approach
to fix benchmark rates based on actual transactions.

Appendix

Back-testing analysis of ISDA’s suggested fallback methodologies

CSAR with spread methodology is closest to Libor
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*The Spot Overnight Approach coincides closely with Convexity Adjusted Approach for this period.

SOFR 3M: Measures of deviation from Libor 3M USD across Adjusted RFR methodologies
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All 4 measures of deviation from Libor favour CSAR as having the lowest deviation
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About CRISIL Limited
CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

It is India’s foremost provider of ratings, data, research, analytics and solutions, with a strong track record of growth, culture of innovation
and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics and data to the
capital and commodity markets worldwide. For more information, visit www.crisil.com

Connect with us: LINKEDIN | TWITTER | YOUTUBE | FACEBOOK

About CRISIL Global Research & Analytics

CRISIL Global Research & Analytics (GR&A) is the world's largest and top-ranked provider of high-end research, risk and analytics
services. We are the world's largest provider of equity and fixed-income research support to banks and buy-side firms. We are also the
foremost provider of end-to-end risk and analytics services that include quantitative support, front and middle office support, and regulatory
and business process change management support to trading, risk management, regulatory and CFO functions at world's leading financial
institutions. We also provide extensive support to banks in financial crime and compliance analytics. We are leaders in research support,
and risk and analytics support, providing it to more than 75 global banks, 50 buy-side firms covering hedge funds, private equity, and
asset management firms. Our research support enables coverage of over 3,300 stocks and 3,400 corporates and financial institutions
globally. We support more than 15 bank holding companies in their regulatory requirements and submissions. We operate from 7 research
centers in Argentina, China, India, and Poland, and across several time zones and languages.

CRISIL Privacy

CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your request and service
your account and to provide you with additional information from CRISIL. For further information on CRISIL's privacy policy please visit
www.crisil.com.

Disclaimer

This Press Release is transmitted to you for the sole purpose of dissemination through your newspaper / magazine / agency. The Press release
may be used by you in full or in part without changing the meaning or context thereof but with due credit to CRISIL. However, CRISIL alone has
the sole right of distribution of its Press Releases for consideration or otherwise through any media including websites, portals etc.

CRISIL has taken due care and caution in preparing this Press Release. Information has been obtained by CRISIL from sources which it considers
reliable. However, CRISIL does not guarantee the accuracy, adequacy or completeness of information on which this Press Release is based and
is not responsible for any errors or omissions or for the results obtained from the use of this Press Release. CRISIL, especially states that it has
no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this Press Release.
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