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Interest Rate Benchmarks
Risk Disclosure for RFR and Term RFR Facilities

The following is provided for general information only and is not exhaustive. You should conduct your own
independent research and analysis regarding the risks involved in conjunction with your legal, tax,

accountancy and other advisers. HSBC cannot provide any advice or recommendation.

Why are we sending this to you?

You are considering a product based on a “Risk
Free Rate” also known as “Near Risk-Free Rates”
(RFRs). We want to give you some information
about certain risks related to RFRs and also the
Term versions of RFRs known as “Term RFRs".

Please refer to our website and HSBC’s Client
Guides and Factsheets for information on the
background to the development of RFRs and how
they are calculated.

Risk Free Rates
The RFR interest rate benchmarks for the LIBOR
currencies are set out in the table below:

Currency RFR Benchmark
uUsD SOFR

GBP SONIA

JPY TONA

EUR €STR

CHF SARON

Daily RFRs are backward looking overnight rates
based on market transactions and reflect the
average of the interest rates that certain financial
institutions pay to borrow overnight on an
unsecured basis from  wholesale  market
participants (eg.SONIA) or the average rate paid on
secured overnight repurchase or “repo”
transactions (eg. SOFR).

RFRs do not include or imply any credit or term
premium. However, RFRs are not truly free of risk.
RFRs can rise or fall as a result of changing
economic conditions and central bank policy
decisions.

Daily RFRs
Where your facility references a daily RFR it is

important to note:
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e interest can only be determined at the end of an
interest period based on the series of overnight
rates over that interest period. It is not possible
to know the exact amount of interest payable
for an interest period in advance;

e a lookback or lag mechanism is typically used
to be able to calculate interest that will be due
a few days in advance of the interest payment
date;

e trade facilities using daily RFRs in arrears do not
generally use a lookback or lag with the result
that the exact amount of interest due may only
be known on the due date of the interest
payment, when (in most cases) it would be
debited from the relevant account;

e daily rates may fluctuate and the interest
amount due is based on the daily rates over the
relevant interest period.

Term RFRs

Where your facility references a Term RFR it is
important to note:

e these are constructed from derivative
contracts (typically swaps or futures) on the
overnight RFR, representing future rate
expectations of the overnight RFR,;

e the quality and stability of term RFR’s is
therefore a function of derivative market
liquidity and so are different to the overnight
RFRs and pose additional risks in their use,
representativeness and potentially their
availability;

e if these derivative markets on which term
RFRs are typically based are not consistently
as large as overnight wholesale lending
markets, those term RFR’s may not be as
robust as daily RFRs;
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Term RFRs might be affected by a spike in
derivative prices on the particular day the rate
is taken with this rate being fixed and used to
calculate interest for each day in the interest
period. When using overnight RFRs on the
other hand, daily rates are determined for
each day during the interest period meaning
any one-day spike in rates could have a
significantly smaller impact on interest
calculated;

The performance of Term RFRs have not yet
been (stress) tested in a period of market
stress and therefore their behaviour in these
circumstances is unknown at present;

e There is a risk that Term RFRs may not be
available or allowed for all your required
borrowing currencies and this should be
considered if convention alignment across

currencies is important to you.

RFRs generally
e the manner

of adoption, calculation and
application of RFRs in loan facilities and/or
trade facilities may differ compared with the
application, calculation and adoption of RFRs in

other markets, such as the bond and derivatives

markets;

e using a RFR where interest is calculated using
one calculation methodology (e.g. RFR
compounded in arrears), could mean that

amounts payable are lower or higher than using
an alternative interest rate benchmark or a RFR
calculated using a different methodology (e.qg.
forward looking term RFR);

e if you have a multi-currency facility with us or a
combination of products, you may find that
they use different interest rate benchmarks for
calculating interest and the methodologies and
conventions for each will differ. You should
consider the impact this may have on you from
an operational perspective;

e interest rate calculation conventions for RFR
and Term RFR will likely require your internal
treasury, accounting and payment systems to
be enhanced in order for you to manage the
servicing of these products in an accurate,
efficient and timely manner;
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e future changes to market practice or
conventions relating to the use of RFRs in loan
and/or trade facilities could potentially be
adverse to your interests, require you to make
changes to the documentation you have
executed with us or to other administrative and
operational changes you have already made.
These further changes could result in you

incurring additional costs.

Fallbacks

Your RFR facility may include fallbacks to apply
should the rate be temporarily unavailable or
become permanently unavailable, such as if the
rate is withdrawn from publication in the future.

The operation of these fallback provisions might
result in changes to the amounts payable under
your facility which might be lower or higher than
would have been payable had the original rate
applied and might operate in a different way to the
original rate.

Hedging Considerations

It is important that you ensure that any hedging
product appropriately and effectively hedges the
facility and that the
requirements any particular accounting
treatment are satisfied. A misalignment of rates,
methodologies or fallbacks may

exposure under your

for
result in an
inappropriate or ineffective hedge.

Furthermore, in the event of a restructuring or
termination of any associated hedging product(s)
you have with HSBC or another hedging provider, a
payment may be due from you to HSBC or that
hedging provider. Such payment may be
significant.

It is not certain that hedging products based on
forward looking RFRs will be available. HSBC does
not currently offer any term RFR hedging products.

What should you do if you have any questions?
We strongly recommend you seek guidance from
your usual professional advisers if you have any
questions.

Further information is available at:
www.business.hsbc.com/ibor
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http://www.business.hsbc.com/ibor

Disclaimer

This document is for information purposes only
and is not (i) an invitation or inducement from
HSBC Bank Canada or any of its affiliates
(“HSBC”) to engage in any financing or
investment activity or a commitment or offer to
provide financing or other services.

The recipient is responsible for making its own
independent investigation and appraisal of the risks,
benefits and suitability of the rates and products
referred to in this document. This document shall
not be regarded as creating an advisory or other
relationship between HSBC and the recipient. HSBC
is not responsible for providing the recipient with
general financial, strategic, legal, tax, financial
modelling, regulatory, investment, accountancy,
audit or other advice, and the recipient should make
its own arrangements accordingly.

No representation or warranty or undertaking,
express or implied, is given by or on behalf of HSBC
or its directors, officers, employees, or agents or any
other person as to, and no reliance should be placed
on, the accuracy or completeness of the information
contained herein.

The information and opinions contained herein are
provided as at the date of this document and are
subject to change. Contact HSBC for current
information.

This document is not intended for distribution to, or
use by, any person or entity in any jurisdiction or
country where such distribution would be contrary to
law or regulation.

This document is issued by HSBC Bank Canada.
Head Office: 885 West Georgia Street, Vancouver,
BC, V6C 3E8.
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