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4–783
SUBPART A—GENERAL PROVISIONS

SECTION 252.1—Authority and Purpose

(a) Authority. This part is issued by the Board
of Governors of the Federal Reserve System
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(the Board) under sections 162, 165, 167, and
168 of Title I of the Dodd-Frank Wall Street
Reform and Consumer Protection Act (the
Dodd-Frank Act) (Pub. L. 111-203, 124 Stat.
1376, 1423-1432, 12 U.S.C. 5362, 5365,
5367, and 5368); section 9 of the Federal
Reserve Act (12 U.S.C. 321-338a); section
5(b) of the Bank Holding Company Act (12
U.S.C. 1844(b)); sections 8 and 39 of the
Federal Deposit Insurance Act (12 U.S.C.
1818(b) and 1831p-1); the International Bank-
ing Act (12 U.S.C. 3101 et seq.); the Foreign
Bank Supervision Enhancement Act (12
U.S.C. 3101 note); and 12 U.S.C. 3904, 3906-
3909, and 4808.

(b) Purpose. This part implements certain
provisions of section 165 of the Dodd-Frank
Act (12 U.S.C. 5365), which require the
Board to establish enhanced prudential stan-
dards for certain bank holding companies, for-
eign banking organizations, nonbank financial
companies supervised by the Board, and cer-
tain other companies.

4–783.1
SECTION 252.2—Definitions

Unless otherwise specified, the following defi-
nitions apply for purposes of this part:
Affiliate has the same meaning as in section
2(k) of the Bank Holding Company Act (12
U.S.C. 1841(k)) and 12 CFR 225.2(a).

Applicable accounting standards means
GAAP, international financial reporting stan-
dards, or such other accounting standards that
a company uses in the ordinary course of its
business in preparing its consolidated financial
statements.

Average combined U.S. assets means the aver-
age of combined U.S. assets for the four most
recent calendar quarters or, if the banking or-
ganization has not reported combined U.S. as-
sets for each of the four most recent calendar
quarters, the combined U.S. assets for the
most recent calendar quarter or average of the
most recent calendar quarters, as applicable.

Average cross-jurisdictional activity means the
average of cross-jurisdictional activity for the
four most recent calendar quarters or, if the

banking organization has not reported cross-
jurisdictional activity for each of the four
most recent calendar quarters, the cross-
jurisdictional activity for the most recent cal-
endar quarter or average of the most recent
calendar quarters, as applicable.

Average off-balance sheet exposure means the
average of off-balance sheet exposure for the
four most recent calendar quarters or, if the
banking organization has not reported total ex-
posure and total consolidated assets or com-
bined U.S. assets, as applicable, for each of
the four most recent calendar quarters, the
off-balance sheet exposure for the most recent
calendar quarter or average of the most recent
calendar quarters, as applicable.

Average total consolidated assets means the
average of total consolidated assets for the
four most recent calendar quarters or, if the
banking organization has not reported total
consolidated assets for each of the four most
recent calendar quarters, the total consolidated
assets for the most recent calendar quarter or
average of the most recent calendar quarters,
as applicable.

Average total nonbank assets means the aver-
age of total nonbank assets for the four most
recent calendar quarters or, if the banking or-
ganization has not reported or calculated total
nonbank assets for each of the four most re-
cent calendar quarters, the total nonbank as-
sets for the most recent calendar quarter or
average of the most recent calendar quarters,
as applicable.

Average U.S. non-branch assets means the av-
erage of U.S. non-branch assets for the four
most recent calendar quarters or, if the bank-
ing organization has not reported the total
consolidated assets of its top-tier U.S. subsid-
iaries for each of the four most recent calen-
dar quarters, the U.S. non-branch assets for
the most recent calendar quarter or average of
the most recent calendar quarters, as appli-
cable.

Average weighted short-term wholesale fund-
ing means the average of weighted short-term
wholesale funding for each of the four most
recent calendar quarters or, if the banking or-
ganization has not reported weighted short-
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term wholesale funding for each of the four
most recent calendar quarters, the weighted
short-term wholesale funding for the most re-
cent calendar quarter or average of the most
recent calendar quarters, as applicable.

Bank holding company has the same meaning
as in section 2(a) of the Bank Holding Com-
pany Act (12 U.S.C. 1841(a)) and 12 CFR
225.2(c).

Banking organization means:
(1) A bank holding company that is a U.S.
bank holding company;
(2) A U.S. intermediate holding company;
or
(3) A foreign banking organization.

Board means the Board of Governors of the
Federal Reserve System.

Category II bank holding company means a
U.S. bank holding company identified as a
Category II banking organization pursuant to
section 252.5.

Category II foreign banking organization
means a foreign banking organization identi-
fied as a Category II banking organization
pursuant to section 252.5.

Category II U.S. intermediate holding com-
pany means a U.S. intermediate holding com-
pany identified as a Category II banking orga-
nization pursuant to section 252.5.

Category III bank holding company means a
U.S. bank holding company identified as a
Category III banking organization pursuant to
section 252.5.

Category III foreign banking organization
means a foreign banking organization identi-
fied as a Category III banking organization
pursuant to section 252.5.

Category III U.S. intermediate holding com-
pany means a U.S. intermediate holding com-
pany identified as a Category III banking or-
ganization pursuant to section 252.5.

Category IV bank holding company means a
U.S. bank holding company identified as a
Category IV banking organization pursuant to
section 252.5.

Category IV foreign banking organization

means a foreign banking organization identi-
fied as a Category IV banking organization
pursuant to section 252.5.

Category IV U.S. intermediate holding com-
pany means a U.S. intermediate holding com-
pany identified as a Category IV banking or-
ganization pursuant to section 252.5.

Combined U.S. assets means the sum of the
consolidated assets of each top-tier U.S. sub-
sidiary of the foreign banking organization
(excluding any section 2(h)(2) company, if ap-
plicable) and the total assets of each U.S.
branch and U.S. agency of the foreign bank-
ing organization, as reported by the foreign
banking organization on the FR Y-15 or FR
Y-7Q.

Combined U.S. operations means:
(1) The U.S. branches and agencies of the
foreign banking organization; and
(2) The U.S. subsidiaries of the foreign
banking organization (excluding any section
2(h)(2) company, if applicable) and subsid-
iaries of such U.S. subsidiaries.

Company means a corporation, partnership,
limited liability company, depository institu-
tion, business trust, special purpose entity, as-
sociation, or similar organization.

Control has the same meaning as in section
2(a) of the Bank Holding Company Act (12
U.S.C. 1841(a)), and the terms controlled and
controlling shall be construed consistently
with the term control.

Council means the Financial Stability Over-
sight Council established by section 111 of the
Dodd-Frank Act (12 U.S.C. 5321).

Credit enhancement means a qualified finan-
cial contract of the type set forth in section
210(c)(8)(D)(ii)(XII), (iii)(X), (iv)(V), (v)(VI),
or (vi)(VI) of Title II of the Dodd-Frank Act
(12 U.S.C. 5390(c)(8)(D)(ii)(XII), (iii)(X),
(iv)(V), (v)(VI), or (vi)(VI)) or a credit en-
hancement that the Federal Deposit Insurance
Corporation determines by regulation is a
qualified financial contract pursuant to section
210(c)(8)(D)(i) of Title II of the Act (12
U.S.C. 5390(c)(8)(D)(i)).

Cross-jurisdictional activity. The cross-
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jurisdictional activity of a banking organiza-
tion is equal to the cross-jurisdictional activity
of the banking organization as reported on the
FR Y-15.

Depository institution has the same meaning
as in section 3 of the Federal Deposit Insur-
ance Act (12 U.S.C. 1813(c)).

DPC branch subsidiary means any subsidiary
of a U.S. branch or a U.S. agency acquired, or
formed to hold assets acquired, in the ordinary
course of business and for the sole purpose of
securing or collecting debt previously con-
tracted in good faith by that branch or agency.

Foreign banking organization has the same
meaning as in 12 CFR 211.21(o), provided
that if the top-tier foreign banking organiza-
tion is incorporated in or organized under the
laws of any State, the foreign banking organi-
zation shall not be treated as a foreign bank-
ing organization for purposes of this part.

FR Y-7 means the Annual Report of Foreign
Banking Organizations reporting form.

FR Y-7Q means the Capital and Asset Report
for Foreign Banking Organizations reporting
form.

FR Y-9C means the Consolidated Financial
Statements for Holding Companies reporting
form.

FR Y-9LP means the Parent Company Only
Financial Statements of Large Holding Com-
panies.

FR Y-15 means the Systemic Risk Report.

Global methodology means the assessment
methodology and the higher loss absorbency
requirement for global systemically important
banks issued by the Basel Committee on
Banking Supervision, as updated from time to
time.

Global systemically important banking organi-
zation means a global systemically important
bank, as such term is defined in the global
methodology.

Global systemically important BHC means a
bank holding company identified as a global
systemically important BHC pursuant to 12
CFR 217.402.

Global systemically important foreign banking
organization means a top-tier foreign banking
organization that is identified as a global sys-
temically important foreign banking organiza-
tion under section 252.147(b)(4) or section
252.153(b)(4) of this part.

GAAP means generally accepted accounting
principles as used in the United States.

Home country, with respect to a foreign bank-
ing organization, means the country in which
the foreign banking organization is chartered
or incorporated.

Home country resolution authority, with re-
spect to a foreign banking organization, means
the governmental entity or entities that under
the laws of the foreign banking organization’s
home county has responsibility for the resolu-
tion of the top-tier foreign banking organiza-
tion.

Home-country supervisor, with respect to a
foreign banking organization, means the gov-
ernmental entity or entities that under the laws
of the foreign banking organization’s home
county has responsibility for the supervision
and regulation of the top-tier foreign banking
organization.

Nonbank financial company supervised by the
Board means a company that the Council has
determined under section 113 of the Dodd-
Frank Act (12 U.S.C. 5323) shall be super-
vised by the Board and for which such deter-
mination is still in effect.

Non-U.S. affiliate means any affiliate of a for-
eign banking organization that is incorporated
or organized in a country other than the
United States.

Off-balance sheet exposure.
(1) The off-balance sheet exposure of a
U.S. bank holding company or U.S. inter-
mediate holding company is equal to:

(i) The total exposure of such banking
organization, as reported by the banking
organization on the FR Y-15; minus
(ii) The total consolidated assets of such
banking organization for the same calen-
dar quarter.

(2) The off-balance sheet exposure of a for-
eign banking organization is equal to:
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(i) The total exposure of the combined
U.S. operations of the foreign banking
organization, as reported by the foreign
banking organization on the FR Y-15; mi-
nus
(ii) The combined U.S. assets of the for-
eign banking organization for the same
calendar quarter.

Publicly traded means an instrument that is
traded on:

(1) Any exchange registered with the U.S.
Securities and Exchange Commission as a
national securities exchange under section 6
of the Securities Exchange Act of 1934 (15
U.S.C. 78f); or
(2) Any non-U.S.-based securities exchange
that:

(i) Is registered with, or approved by, a
non-U.S. national securities regulatory
authority; and
(ii) Provides a liquid, two-way market
for the instrument in question, meaning
that there are enough independent bona
fide offers to buy and sell so that a sales
price reasonably related to the last sales
price or current bona fide competitive bid
and offer quotations can be determined
promptly and a trade can be settled at
such price within a reasonable time pe-
riod conforming with trade custom.

(3) A company can rely on its determina-
tion that a particular non-U.S.-based securi-
ties exchange provides a liquid two-way
market unless the Board determines that the
exchange does not provide a liquid two-way
market.

Section 2(h)(2) company has the same mean-
ing as in section 2(h)(2) of the Bank Holding
Company Act (12 U.S.C. 1841(h)(2)).

State means any state, commonwealth, terri-
tory, or possession of the United States, the
District of Columbia, the Commonwealth of
Puerto Rico, the Commonwealth of the North-
ern Mariana Islands, American Samoa, Guam,
or the United States Virgin Islands.

State member bank has the same meaning as
in 12 CFR 208.2(g).

Subsidiary has the same meaning as in section

3 of the Federal Deposit Insurance Act (12
U.S.C. 1813).

Top-tier foreign banking organization, with re-
spect to a foreign bank, means the top-tier
foreign banking organization or, alternatively,
a subsidiary of the top-tier foreign banking
organization designated by the Board.

Total consolidated assets.
(1) Total consolidated assets of a U.S. bank
holding company or a U.S. intermediate
holding company is equal to the total con-
solidated assets of such banking organiza-
tion calculated based on the average of the
balances as of the close of business for
each day for the calendar quarter or an av-
erage of the balances as of the close of
business on each Wednesday during the cal-
endar quarter, as reported on the FR Y-9C.
(2) Total consolidated assets of a foreign
banking organization is equal to the total
consolidated assets of the foreign banking
organization, as reported on the FR Y-7Q.
(3) Total consolidated assets of a state
member bank is equal to the total consoli-
dated assets as reported by a state member
bank on its Consolidated Report of Condi-
tion and Income (Call Report).

Total nonbank assets.
(1) Total nonbank assets of a U.S. bank
holding company or U.S. intermediate hold-
ing company is equal to the total nonbank
assets of such banking organization, as re-
ported on the FR Y-9LP.
(2) Total nonbank assets of a foreign bank-
ing organization is equal to:

(i) The sum of the total nonbank assets
of any U.S. intermediate holding com-
pany, if any, as reported on the FR
Y-9LP; plus
(ii) The assets of the foreign banking or-
ganization’s nonbank U.S. subsidiaries
excluding the U.S. intermediate holding
company, if any; plus
(iii) The sum of the foreign banking or-
ganization’s equity investments in uncon-
solidated U.S. subsidiaries, excluding eq-
uity investments in any section 2(h)(2)
company; minus
(iv) The assets of any section 2(h)(2)
company.
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U.S. agency has the same meaning as the term
‘‘agency’’ in section 211.21(b) of this chapter.

U.S. bank holding company means a bank
holding company that is:

(1) Incorporated in or organized under the
laws of the United States or any State; and
(2) Not a consolidated subsidiary of a bank
holding company that is incorporated in or
organized under the laws of the United
States or any State.

U.S. branch has the same meaning as the term
‘‘branch’’ in section 211.21(e) of this chapter.

U.S. branches and agencies means the U.S.
branches and U.S. agencies of a foreign bank-
ing organization.

U.S. government agency means an agency or
instrumentality of the United States whose ob-
ligations are fully and explicitly guaranteed as
to the timely payment of principal and interest
by the full faith and credit of the United
States.

U.S. government-sponsored enterprise means
an entity originally established or chartered by
the U.S. government to serve public purposes
specified by the U.S. Congress, but whose
obligations are not explicitly guaranteed by
the full faith and credit of the United States.

U.S. intermediate holding company means a
top-tier U.S. company that is required to be
established pursuant to section 252.147 or sec-
tion 252.153.

U.S. non-branch assets. U.S. non-branch as-
sets are equal to the sum of the consolidated
assets of each top-tier U.S. subsidiary of the
foreign banking organization (excluding any
section 2(h)(2) company and DPC branch sub-
sidiary, if applicable) as reported on the FR
Y-7Q. In calculating U.S. non-branch assets, a
foreign banking organization must reduce its
U.S. non-branch assets by the amount corre-
sponding to balances and transactions between
a top-tier U.S. subsidiary and any other top-
tier U.S. subsidiary (excluding any 2(h)(2)
company or DPC branch subsidiary) to the
extent such items are not already eliminated in
consolidation.

U.S. subsidiary means any subsidiary that is

incorporated in or organized under the laws of
the United States or any State, common-
wealth, territory, or possession of the United
States, the Commonwealth of Puerto Rico, the
Commonwealth of the North Mariana Islands,
American Samoa, Guam, or the United States
Virgin Islands.

Weighted short-term wholesale funding is
equal to the weighted short-term wholesale
funding of a banking organization, as reported
on the FR Y-15.

4–783.2
SECTION 252.3—Reservation of
Authority

(a) In general. Nothing in this part limits the
authority of the Board under any provision of
law or regulation to impose on any company
additional enhanced prudential standards, in-
cluding, but not limited to, additional risk-
based or leverage capital or liquidity require-
ments, leverage limits, limits on exposures to
single counterparties, risk-management re-
quirements, stress tests, or other requirements
or restrictions the Board deems necessary to
carry out the purposes of this part or Title I of
the Dodd-Frank Act, or to take supervisory or
enforcement action, including action to ad-
dress unsafe and unsound practices or condi-
tions, or violations of law or regulation.

(b) Modifications or extensions of this part.
The Board may extend or accelerate any com-
pliance date of this part if the Board deter-
mines that such extension or acceleration is
appropriate. In determining whether an exten-
sion or acceleration is appropriate, the Board
will consider the effect of the modification on
financial stability, the period of time for
which the modification would be necessary to
facilitate compliance with this part, and the
actions the company is taking to come into
compliance with this part.

(c) Reservation of authority for certain for-
eign banking organizations. The Board may
permit a foreign banking organization to com-
ply with the requirements of this part through
a subsidiary. In making this determination, the
Board shall consider:

(1) The ownership structure of the foreign
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banking organization, including whether the
foreign banking organization is owned or
controlled by a foreign government;
(2) Whether the action would be consistent
with the purposes of this part; and
(3) Any other factors that the Board deter-
mines are relevant.

4–783.3
SECTION 252.4—Nonbank Financial
Companies Supervised by the Board

(a) U.S. nonbank financial companies super-
vised by the Board. The Board will establish
enhanced prudential standards for a nonbank
financial company supervised by the Board
that is incorporated in or organized under the
laws of the United States or any State (U.S.
nonbank financial company) by rule or order.
In establishing such standards, the Board will
consider the factors set forth in sections
165(a)(2) and (b)(3) of the Dodd-Frank Act,
including:

(1) The nature, scope, size, scale, concen-
tration, interconnectedness, and mix of the
activities of the U.S. nonbank financial
company;
(2) The degree to which the U.S. nonbank
financial company is already regulated by
one or more primary financial regulatory
agencies; and
(3) Any other risk-related factor that the
Board determines is appropriate.

(b) Foreign nonbank financial companies su-
pervised by the Board. The Board will estab-
lish enhanced prudential standards for a
nonbank financial company supervised by the
Board that is organized or incorporated in a
country other than the United States (foreign
nonbank financial company) by rule or order.
In establishing such standards, the Board will
consider the factors set forth in sections
165(a)(2), (b)(2), and (b)(3) of the Dodd-
Frank Act, including:

(1) The nature, scope, size, scale, concen-
tration, interconnectedness, and mix of the
activities of the foreign nonbank financial
company;
(2) The extent to which the foreign
nonbank financial company is subject to
prudential standards on a consolidated basis

in its home country that are administered
and enforced by a comparable foreign su-
pervisory authority; and
(3) Any other risk-related factor that the
Board determines is appropriate.

4–783.4
SECTION 252.5—Categorization of
Banking Organizations

(a) General.
(1) A U.S. bank holding company with av-
erage total consolidated assets of $100 bil-
lion or more must determine its category
among the four categories described in
paragraphs (b) through (e) of this section at
least quarterly.
(2) A U.S. intermediate holding company
with average total consolidated assets of
$100 billion or more must determine its
category among the three categories de-
scribed in paragraphs (c) through (e) of this
section at least quarterly.
(3) A foreign banking organization with av-
erage total consolidated assets of $100 bil-
lion or more and average combined U.S.
assets of $100 billion or more must deter-
mine its category among the three catego-
ries described in paragraphs (c) through (e)
of this section at least quarterly.

(b) Global systemically important BHC. A
banking organization is a global systemically
important BHC if it is identified as a global
systemically important BHC pursuant to 12
CFR 217.402.

(c) Category II.
(1) A banking organization is a Category II
banking organization if the banking organi-
zation:

(i) Has:
(A) (1) For a U.S. bank holding com-

pany or a U.S. intermediate holding
company, $700 billion or more in
average total consolidated assets;
(2) For a foreign banking organiza-
tion, $700 billion or more in average
combined U.S. assets; or

(B) (1) $75 billion or more in average
cross-jurisdictional activity; and
(2) (i) For a U.S. bank holding com-
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pany or a U.S. intermediate hold-
ing company, $100 billion or
more in average total consolidated
assets; or
(ii) For a foreign banking organi-
zation, $100 billion or more in
average combined U.S. assets; and

(ii) Is not a global systemically important
BHC.

(2) After meeting the criteria in paragraph
(c)(1) of this section, a banking organiza-
tion continues to be a Category II banking
organization until the banking organization:

(i) Has:
(A) (1) For a U.S. bank holding com-

pany or a U.S. intermediate holding
company, less than $700 billion in
total consolidated assets for each of
the four most recent calendar quar-
ters; or
(2) For a foreign banking organiza-
tion, less than $700 billion in com-
bined U.S. assets for each of the
four most recent calendar quarters;
and

(B) Less than $75 billion in cross-
jurisdictional activity for each of the
four most recent calendar quarters;

(ii) Has:
(A) For a U.S. bank holding company
or a U.S. intermediate holding com-
pany, less than $100 billion in total
consolidated assets for each of the four
most recent calendar quarters;
(B) For a foreign banking organiza-
tion, less than $100 billion in com-
bined U.S. assets for each of the four
most recent calendar quarters; or

(iii) Meets the criteria in paragraph (b) to
be a global systemically important BHC.

(d) Category III.
(1) A banking organization is a Category
III banking organization if the banking or-
ganization:

(i) Has:
(A) (1) For a U.S. bank holding com-

pany or a U.S. intermediate holding
company, $250 billion or more in
average total consolidated assets; or
(2) For a foreign banking organiza-

tion, $250 billion or more in average
combined U.S. assets; or

(B) (1)(i) For a U.S. bank holding
company or a U.S. intermediate
holding company, $100 billion or
more in average total consolidated
assets; or
(ii) For a foreign banking organi-
zation, $100 billion or more in
average combined U.S. assets; and

(2) At least:
(i) $75 billion in average total
nonbank assets;
(ii) $75 billion in average
weighted short-term wholesale
funding; or
(iii) $75 billion in average off-
balance sheet exposure;

(ii) Is not a global systemically important
BHC; and
(iii) Is not a Category II banking organi-
zation.

(2) After meeting the criteria in paragraph
(d)(1) of this section, a banking organiza-
tion continues to be a Category III banking
organization until the banking organization:

(i) Has:
(A) (1) For a U.S. bank holding com-

pany or a U.S. intermediate holding
company, less than $250 billion in
total consolidated assets for each of
the four most recent calendar quar-
ters; or
(2) For a foreign banking organiza-
tion, less than $250 billion in com-
bined U.S. assets for each of the
four most recent calendar quarters;

(B) Less than $75 billion in total
nonbank assets for each of the four
most recent calendar quarters;
(C) Less than $75 billion in weighted
short-term wholesale funding for each
of the four most recent calendar quar-
ters; and
(D) Less than $75 billion in off-
balance sheet exposure for each of the
four most recent calendar quarters; or

(ii) Has:
(A) For a U.S. bank holding company
or a U.S. intermediate holding com-
pany, less than $100 billion in total
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consolidated assets for each of the four
most recent calendar quarters; or
(B) For a foreign banking organiza-
tion, less than $100 billion in com-
bined U.S. assets for each of the four
most recent calendar quarters;

(iii) Meets the criteria in paragraph (b)
of this section to be a global systemically
important BHC; or
(iv) Meets the criteria in paragraph (c)(1)
of this section to be a Category II bank-
ing organization.

(e) Category IV.
(1) A banking organization is a Category
IV banking organization if the banking or-
ganization:

(i) Is not global systemically important
BHC;
(ii) Is not a Category II banking organi-
zation;
(iii) Is not a Category III banking organi-
zation; and
(iv) Has:

(A) For a U.S. bank holding company
or a U.S. intermediate holding com-
pany, average total consolidated assets
of $100 billion or more; or
(B) For a foreign banking organiza-
tion, average combined U.S. assets of
$100 billion or more.

(2) After meeting the criteria in paragraph
(e)(1), a banking organization continues to
be a Category IV banking organization until
the banking organization:

(i) Has:
(A) For a U.S. bank holding company
or a U.S. intermediate holding com-
pany, less than $100 billion in total
consolidated assets for each of the four
most recent calendar quarters;
(B) For a foreign banking organiza-
tion, less than $100 billion in com-
bined U.S. assets for each of the four
most recent calendar quarters;

(ii) Meets the criteria in paragraph (b) of
this section to be a global systemically
important BHC;
(iii) Meets the criteria in paragraph (c)(1)
of this section to be a Category II bank-
ing organization; or
(iv) Meets the criteria in paragraph (d)(1)

of this section to be a Category III bank-
ing organization.

4–784
SUBPART B—COMPANY-RUN
STRESS TEST REQUIREMENTS FOR
STATE MEMBER BANKS WITH
TOTAL CONSOLIDATED ASSETS
OVER $250 BILLION

SECTION 252.10—[Reserved]

4–784.1
SECTION 252.11—Authority and
Purpose

(a) Authority. 12 U.S.C. 321-338a, 1818,
1831p-1, 3906-3909, 5365.

(b) Purpose. This subpart implements section
165(i)(2) of the Dodd-Frank Act (12 U.S.C.
5365(i)(2)), which requires state member
banks with total consolidated assets of greater
than $250 billion to conduct stress tests. This
subpart also establishes definitions of stress
tests and related terms, methodologies for
conducting stress tests, and reporting and dis-
closure requirements.

4–784.2
SECTION 252.12—Definitions

For purposes of this subpart, the following
definitions apply:

Advanced approaches means the regulatory
capital requirements at 12 CFR 217, subpart
E, as applicable, and any successor regulation.

Asset threshold means average total consoli-
dated assets of greater than $250 billion.

Baseline scenario means a set of conditions
that affect the U.S. economy or the financial
condition of a state member bank, and that
reflect the consensus views of the economic
and financial outlook.

Capital action has the same meaning as in 12
CFR 225.8(d)).

Covered company subsidiary means a state
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member bank that is a subsidiary of a covered
company as defined in subpart F of this part.

Planning horizon means the period of at least
nine consecutive quarters, beginning on the
first day of a stress test cycle over which the
relevant projections extend.

Pre-provision net revenue means the sum of
net interest income and noninterest income
less expenses before adjusting for loss provi-
sions.

Provision for credit losses means:
(1) With respect to a state member bank
that has adopted the current expected credit
losses methodology under GAAP, the provi-
sion for credit losses, as would be reported
by the state member bank on the Call Re-
port in the current stress test cycle; and
(2) With respect to a state member bank
that has not adopted the current expected
credit losses methodology under GAAP, the
provision for loan and lease losses as would
be reported by the state member bank on
the Call Report in the current stress test
cycle.

Regulatory capital ratio means a capital ratio
for which the Board has established minimum
requirements for the state member bank by
regulation or order, including, as applicable,
the state member bank’s regulatory capital ra-
tios calculated under 12 CFR part 217 and the
deductions required under 12 CFR 248.12; ex-
cept that the state member bank shall not use
the advanced approaches to calculate its regu-
latory capital ratios.

Scenarios are those sets of conditions that af-
fect the U.S. economy or the financial condi-
tion of a state member bank that the Board
determines are appropriate for use in the
company-run stress tests, including, but not
limited to baseline and severely adverse sce-
narios.

Severely adverse scenario means a set of con-
ditions that affect the U.S. economy or the
financial condition of a state member bank
and that overall are significantly more severe
than those associated with the baseline sce-
nario and may include trading or other addi-
tional components.

Stress test means a process to assess the po-
tential impact of scenarios on the consolidated
earnings, losses, and capital of a state member
bank over the planning horizon, taking into
account the current condition, risks, exposures,
strategies, and activities.

Stress test cycle means the period beginning
on January 1 of a calendar year and ending on
December 31 of that year.

Subsidiary has the same meaning as in 12
CFR 225.2(o).

4–784.3
SECTION 252.13—Applicability

(a) Scope.
(1) Applicability. Except as provided in
paragraph (b) of this section, this subpart
applies to any state member bank with av-
erage total consolidated assets of greater
than $250 billion.
(2) Ongoing applicability. A state member
bank (including any successor company)
that is subject to any requirement in this
subpart shall remain subject to any such
requirement unless and until its total con-
solidated assets fall below $250 billion for
each of four consecutive quarters, effective
on the as-of date of the fourth consecutive
Call Report.

(b) Transition period.
(1) A state member bank that exceeds the
asset threshold for the first time on or be-
fore September 30 of a calendar year must
comply with the requirements of this sub-
part beginning on January 1 of the second
calendar year after the state member bank
becomes subject to this subpart, unless that
time is extended by the Board in writing.
(2) A state member bank that exceeds the
asset threshold for the first time after Sep-
tember 30 of a calendar year must comply
with the requirements of this subpart begin-
ning on January 1 of the third year after the
state member bank becomes subject to this
subpart, unless that time is extended by the
Board in writing.
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4–784.4
SECTION 252.14—Stress Test

(a) In general.
(1) A state member bank must conduct a
stress test as required under this subpart.
(2) Frequency.

(i) General. Except as provided in para-
graph (a)(2)(ii) of this section, a state
member bank must conduct a stress test
according to the frequency in table 1 to
section 252.14(a)(2)(i).

Table 1 to section 252.14(a)(2)(i)

If the state member bank is a Then the stress test must be conducted

Subsidiary of a global systemically important BHC Annually, by April 5 of each calendar year, based on
data as of December 31 of the preceding calendar
year, unless the time or the as-of date is extended by
the Board in writing.

Subsidiary of a Category II bank holding company Annually, by April 5 of each calendar year, based on
data as of December 31 of the preceding calendar
year, unless the time or the as-of date is extended by
the Board in writing.

Subsidiary of a Category II U.S. intermediate holding
company

Annually, by April 5 of each calendar year, based on
data as of December 31 of the preceding calendar
year, unless the time or the as-of date is extended by
the Board in writing.

Not a subsidiary of a:
(A) Global systemically important BHC;
(B) Category II bank holding company; or

(C) Category II U.S. intermediate holding company

Biennially, by April 5 of each calendar year ending
in an even number, based on data as of December 31
of the preceding calendar year, unless the time or the
as-of date is extended by the Board in writing.

(ii) Change in frequency. The Board may
require a state member bank to conduct a
stress test on a more or less frequent
basis than would be required under para-
graph (a)(2)(i) of this section based on
the company’s financial condition, size,
complexity, risk profile, scope of opera-
tions, or activities, or risks to the U.S.
economy.

(3) Notice and response.
(i) Notification of change in frequency. If
the Board requires a state member bank
to change the frequency of the stress test
under paragraph (a)(2)(ii) of this section,
the Board will notify the state member
bank in writing and provide a discussion
of the basis for its determination.
(ii) Request for reconsideration and
Board response. Within 14 calendar days
of receipt of a notification under para-
graph (a)(3)(i) of this section, a state
member bank may request in writing that
the Board reconsider the requirement to
conduct a stress test on a more or less
frequent basis than would be required un-
der paragraph (a)(2)(i) of this section. A

state member bank’s request for reconsid-
eration must include an explanation as to
why the request for reconsideration
should be granted. The Board will re-
spond in writing within 14 calendar days
of receipt of the company’s request.

(b) Scenarios provided by the Board.
(1) In general. In conducting a stress test
under this section, a state member bank
must, at a minimum, use the scenarios pro-
vided by the Board. Except as provided in
paragraphs (b)(2) and (3) of this section,
the Board will provide a description of the
scenarios no later than February 15 of each
calendar year.
(2) Additional components.

(i) The Board may require a state mem-
ber bank with significant trading activity,
as determined by the Board and specified
in the Capital Assessments and Stress
Testing report (FR Y-14), to include a
trading and counterparty component in its
severely adverse scenario in the stress
test required by this section. The Board
may also require a state member bank
that is subject to 12 CFR part 217, sub-
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part F or that is a subsidiary of a bank
holding company that is subject to sec-
tion section 252.54(b)(2)(i) to include a
trading and counterparty component in
the state member bank’s severely adverse
scenario in the stress test required by this
section. The data used in this component
must be as of a date between October 1
of the previous calendar year and March
1 of the calendar year in which the stress
test is performed, and the Board will
communicate the as-of date and a de-
scription of the component to the com-
pany no later than March 1 of that calen-
dar year.
(ii) The Board may require a state mem-
ber bank to include one or more addi-
tional components in its severely adverse
scenario in the stress test required by this
section based on the state member bank’s
financial condition, size, complexity, risk
profile, scope of operations, or activities,
or risks to the U.S. economy.

(3) Additional scenarios. The Board may
require a state member bank to include one
or more additional scenarios in the stress
test required by this section based on the
state member bank’s financial condition,
size, complexity, risk profile, scope of op-
erations, or activities, or risks to the U.S.
economy.
(4) Notice and response.

(i) Notification of additional component
or scenario. If the Board requires a state
member bank to include one or more ad-
ditional components in its severely ad-
verse scenario under paragraph (b)(2) of
this section or to use one or more addi-
tional scenarios under paragraph (b)(3) of
this section, the Board will notify the
company in writing by December 31 and
include a discussion of the basis for its
determination.
(ii) Request for reconsideration and
Board response. Within 14 calendar days
of receipt of a notification under para-
graph (b)(4)(i) of this section, the state
member bank may request in writing that
the Board reconsider the requirement that
the company include the additional com-
ponent(s) or additional scenario(s), in-
cluding an explanation as to why the re-

quest for reconsideration should be
granted. The Board will respond in writ-
ing within 14 calendar days of receipt of
the company’s request.
(iii) Description of component. The
Board will provide the state member
bank with a description of any additional
component(s) or additional scenario(s) by
March 1.

4–784.5
SECTION 252.15—Methodologies and
Practices

(a) Potential impact on capital. In conducting
a stress test under section 252.14, for each
quarter of the planning horizon, a state mem-
ber bank must estimate the following for each
scenario required to be used:

(1) Losses, pre-provision net revenue, pro-
vision for credit losses, and net income; and
(2) The potential impact on the regulatory
capital levels and ratios applicable to the
covered bank, and any other capital ratios
specified by the Board, incorporating the
effects of any capital action over the plan-
ning horizon and maintenance of an allow-
ance for loan losses or adjusted allowance
for credit losses, as appropriate, for credit
exposures throughout the planning horizon.

(b) Controls and oversight of stress testing
processes.

(1) In general. The senior management of a
state member bank must establish and
maintain a system of controls, oversight,
and documentation, including policies and
procedures, that are designed to ensure that
its stress testing processes are effective in
meeting the requirements in this subpart.
These policies and procedures must, at a
minimum, describe the company’s stress
testing practices and methodologies, and
processes for validating and updating the
company’s stress test practices and method-
ologies consistent with applicable laws and
regulations.
(2) Oversight of stress testing processes.
The board of directors, or a committee
thereof, of a state member bank must re-
view and approve the policies and proce-
dures of the stress testing processes as fre-
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quently as economic conditions or the
condition of the company may warrant, but
no less than each year that a stress test is
conducted. The board of directors and se-
nior management of the state member bank
must receive a summary of the results of
the stress test conducted under this section.
(3) Role of stress testing results. The board
of directors and senior management of a
state member bank must consider the results
of the stress test in the normal course of
business, including but not limited to, the
state member bank’s capital planning, as-
sessment of capital adequacy, and risk man-
agement practices.

4–784.6
SECTION 252.16—Reports of Stress
Test Results

(a) Reports to the Board of stress test results.
(1) General. A state member bank must re-
port the results of the stress test to the
Board in the manner and form prescribed
by the Board, in accordance with para-
graphs (a)(2) of this section.
(2) Timing. For each stress test cycle in
which a stress test is conducted:

(i) A state member bank that is a cov-
ered company subsidiary must report the
results of the stress test to the Board by
April 5, unless that time is extended by
the Board in writing; and
(ii) A state member bank that is not a
covered company subsidiary must report
the results of the stress test to the Board
by July 31, unless that time is extended
by the Board in writing.

(b) Contents of reports. The report required
under paragraph (a) of this section must in-
clude the following information for the base-
line scenario, severely adverse scenario, and
any other scenario required under section
252.14(b)(3):

(1) A description of the types of risks being
included in the stress test;
(2) A summary description of the method-
ologies used in the stress test; and
(3) For each quarter of the planning hori-
zon, estimates of aggregate losses, pre-

provision net revenue, provision for credit
losses, net income, and regulatory capital
ratios;
(4) An explanation of the most significant
causes for the changes in regulatory capital
ratios; and
(5) Any other information required by the
Board.

(c) Confidential treatment of information sub-
mitted. The confidentiality of information sub-
mitted to the Board under this subpart and
related materials shall be determined in accor-
dance with applicable exemptions underthe
Freedom of Information Act (5 U.S.C. 552(b))
and the Board’s Rules Regarding Availability
of Information (12 CFR part 261).

4–784.7
SECTION 252.17—Disclosure of Stress
Test Results

(a) Public disclosure of results.
(1) General. A state member bank must
publicly disclose a summary of the results
of the stress test required under this sub-
part.
(2) Timing. For each stress test cycle in
which a stress test is conducted:

(i) A state member bank that is a cov-
ered company subsidiary must publicly
disclose a summary of the results of the
stress test within 15 calendar days after
the Board discloses the results of its su-
pervisory stress test of the covered com-
pany pursuant to section 252.46(b), un-
less that time is extended by the Board in
writing; and
(ii) A state member bank that is not a
covered company subsidiary must pub-
licly disclose a summary of the results of
the stress test in the period beginning on
October 15 and ending on October 31,
unless that time is extended by the Board
in writing.

(3) Disclosure method. The summary re-
quired under this section may be disclosed
on the website of a state member bank, or
in any other forum that is reasonably acces-
sible to the public.

(b) Summary of results.
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(1) State member banks that are subsidiar-
ies of bank holding companies. A state
member bank that is a subsidiary of a bank
holding company satisfies the public disclo-
sure requirements under this subpart if the
bank holding company publicly discloses
summary results of its stress test pursuant
to this section or section 252.58, unless the
Board determines that the disclosures at the
holding company level do not adequately
capture the potential impact of the scenarios
on the capital of the state member bank and
requires the state member bank to make
public disclosures.
(2) State member banks that are not subsid-
iaries of bank holding companies. A state
member bank that is not a subsidiary of a
bank holding company or that is required to
make disclosures under paragraph (b)(1) of
this section must publicly disclose, at a
minimum, the following information regard-
ing the severely adverse scenario:

(i) A description of the types of risks
being included in the stress test;
(ii) A summary description of the meth-
odologies used in the stress test;
(iii) Estimates of—

(A) Aggregate losses;
(B) Pre-provision net revenue;
(C) Provision for credit losses;
(D) Net income; and
(E) Pro forma regulatory capital ratios
and any other capital ratios specified
by the Board; and

(iv) An explanation of the most signifi-
cant causes for the changes in regulatory
capital ratios.

(c) Content of results.
(1) The disclosure of aggregate losses, pre-
provision net revenue, provision for
creditlosses, and net income that is required
under paragraph (b) of this section must be
on a cumulative basis over the planning
horizon.
(2) The disclosure of pro forma regulatory
capital ratios and any other capital ratios
specified by the Board that is required un-
der paragraph (b) of this section must in-
clude the beginning value, ending value and
minimum value of each ratio over the plan-
ning horizon.

4–785
SUBPART C—RISK-COMMITTEE
REQUIREMENT FOR BANK
HOLDING COMPANIES WITH TOTAL
CONSOLIDATED ASSETS OF $50
BILLION OR MORE AND LESS
THAN $100 BILLION

SECTION 252.20—[Reserved]

4–785.1
SECTION 252.21—Applicability

(a) General applicability. A bank holding
company must comply with the risk-
committee requirements set forth in this sub-
part beginning on the first day of the ninth
quarter following the date on which its aver-
age total consolidated assets equal or exceed
$50 billion.

(b) Cessation of requirements. A bank holding
company will remain subject to the require-
ments of this subpart until the earlier of the
date on which:

(1) Its total consolidated assets are below
$50 billion for each of four consecutive cal-
endar quarters; and
(2) It becomes subject to the requirements
of subpart D of this part.

4–785.2
SECTION 252.22—Risk-Committee
Requirement for Bank Holding
Companies with Total Consolidated
Assets of $50 Billion or More

(a) Risk committee.
(1) General. A bank holding company sub-
ject to this subpart must maintain a risk
committee that approves and periodically
reviews the risk-management policies of the
bank holding company’s global operations
and oversees the operation of the bank
holding company’s global risk-management
framework.
(2) Risk-management framework. The bank
holding company’s global risk-management
framework must be commensurate with its
structure, risk profile, complexity, activities,
and size, and must include:
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(i) Policies and procedures establishing
risk-management governance, risk-
management procedures, and risk-control
infrastructure for its global operations;
and
(ii) Processes and systems for imple-
menting and monitoring compliance with
such policies and procedures, including:

(A) Processes and systems for identi-
fying and reporting risks and risk-
management deficiencies, including re-
garding emerging risks, and ensuring
effective and timely implementation of
actions to address emerging risks and
risk-management deficiencies for its
global operations;
(B) Processes and systems for estab-
lishing managerial and employee re-
sponsibility for risk management;
(C) Processes and systems for ensur-
ing the independence of the risk-
management function; and
(D) Processes and systems to integrate
risk management and associated con-
trols with management goals and its
compensation structure for its global
operations.

(3) Corporate governance requirements.
The risk committee must:

(i) Have a formal, written charter that is
approved by the bank holding company’s
board of directors;
(ii) Be an independent committee of the
board of directors that has, as its sole and
exclusive function, responsibility for the
risk-management policies of the bank
holding company’s global operations and
oversight of the operation of the bank
holding company’s global risk-
management framework;
(iii) Report directly to the bank holding
company’s board of directors;
(iv) Receive and review regular reports
on a not less than a quarterly basis from
the bank holding company’s chief risk
officer provided pursuant to paragraph
(b)(3)(ii) of this section; and
(v) Meet at least quarterly, or more fre-
quently as needed, and fully document
and maintain records of its proceedings,
including risk-management decisions.

(4) Minimum member requirements. The
risk committee must:

(i) Include at least one member having
experience in identifying, assessing, and
managing risk exposures of large, com-
plex financial firms; and
(ii) Be chaired by a director who:

(A) Is not an officer or employee of
the bank holding company and has not
been an officer or employee of the
bank holding company during the pre-
vious three years;
(B) Is not a member of the immediate
family, as defined in 12 CFR
225.41(b)(3), of a person who is, or
has been within the last three years, an
executive officer of the bank holding
company, as defined in 12 CFR
215.2(e)(1); and
(C) (1) Is an independent director un-

der Item 407 of the Securities and
Exchange Commission’s Regulation
S-K (17 CFR 229.407(a)), if the
bank holding company has an out-
standing class of securities traded on
an exchange registered with the U.S.
Securities and Exchange Commis-
sion as a national securities ex-
change under section 6 of the Secu-
rities Exchange Act of 1934 (15
U.S.C. 78f) (national securities ex-
change); or
(2) Would qualify as an independent
director under the listing standards
of a national securities exchange, as
demonstrated to the satisfaction of
the Board, if the bank holding com-
pany does not have an outstanding
class of securities traded on a na-
tional securities exchange.

(b) Chief risk officer.
(1) General. A bank holding company sub-
ject to this subpart must appoint a chief risk
officer with experience in identifying, as-
sessing, and managing risk exposures of
large, complex financial firms.
(2) Responsibilities.

(i) The chief risk officer is responsible
for overseeing:

(A) The establishment of risk limits on
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an enterprise-wide basis and the moni-
toring of compliance with such limits;
(B) The implementation of and ongo-
ing compliance with the policies and
procedures set forth in paragraph
(a)(2)(i) of this section and the devel-
opment and implementation of the pro-
cesses and systems set forth in para-
graph (a)(2)(ii) of this section; and
(C) The management of risks and risk
controls within the parameters of the
company’s risk-control framework, and
monitoring and testing of the compa-
ny’s risk controls.

(ii) The chief risk officer is responsible
for reporting risk-management deficien-
cies and emerging risks to the risk com-
mittee and resolving risk-management de-
ficiencies in a timely manner.

(3) Corporate governance requirements.
(i) The bank holding company must en-
sure that the compensation and other in-
centives provided to the chief risk officer
are consistent with providing an objective
assessment of the risks taken by the bank
holding company; and
(ii) The chief risk officer must report di-
rectly to both the risk committee and
chief executive officer of the company.

4–786
SUBPART D—ENHANCED
PRUDENTIAL STANDARDS FOR
BANK HOLDING COMPANIES WITH
TOTAL CONSOLIDATED ASSETS OF
$100 BILLION OR MORE

SECTION 252.30—Scope

This subpart applies to bank holding compa-
nies with average total consolidated assets of
$100 billion or more.

4–786.1
SECTION 252.31—Applicability

(a) Applicability.
(1) Initial applicability. Subject to para-
graph (c) of this section, a bank holding
company must comply with the risk-
management and risk-committee require-

ments set forth in section 252.33 and the
liquidity risk-management and liquidity
stress test requirements set forth in sections
252.34 and 252.35 no later than the first
day of the fifth quarter following the date
on which its average total consolidated as-
sets equal or exceed $100 billion.
(2) Changes in requirements following a
change in category. A bank holding com-
pany with average total consolidated assets
of $100 billion or more that changes from
one category of banking organization de-
scribed in section 252.5(b) through (e) to
another of such categories must comply
with the requirements applicable to the new
category no later than on the first day of
the second quarter following the change in
the bank holding company’s category.

(b) Cessation of requirements. Except as pro-
vided in paragraph (c) of this section, a bank
holding company is subject to the risk-
management and risk committee requirements
set forth in section 252.33 and the liquidity
risk-management and liquidity stress test re-
quirements set forth in sections 252.34 and
252.35 until its total consolidated assets are
below $100 billion for each of four consecu-
tive calendar quarters.

(c) Applicability for bank holding companies
that are subsidiaries of foreign banking orga-
nizations. If a bank holding company that has
average total consolidated assets of $100 bil-
lion or more is controlled by a foreign bank-
ing organization, the U.S. intermediate holding
company established or designated by the for-
eign banking organization must comply with
the risk-management and risk committee re-
quirements set forth in section 252.153(e)(3)
and the liquidity risk-management and liquid-
ity stress test requirements set forth in section
252.153(e)(4).

4–786.2
SECTION 252.32—Risk-Based and
Leverage Capital and Stress Test
Requirements

A bank holding company subject to this sub-
part must comply with, and hold capital com-
mensurate with the requirements of, any regu-
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lations adopted by the Board relating to
capital planning and stress tests, in accordance
with the applicability provisions set forth
therein.

4–786.3
SECTION 252.33—Risk-Management
and Risk-Committee Requirements

(a) Risk committee.
(1) General. A bank holding company sub-
ject to this subpart must maintain a risk
committee that approves and periodically
reviews the risk-management policies of the
bank holding company’s global operations
and oversees the operation of the bank
holding company’s global risk-management
framework. The risk committee’s responsi-
bilities include liquidity risk-management as
set forth in section 252.34(b).
(2) Risk-management framework. The bank
holding company’s global risk-management
framework must be commensurate with its
structure, risk profile, complexity, activities,
and size and must include:

(i) Policies and procedures establishing
risk-management governance, risk-
management procedures, and risk-control
infrastructure for its global operations;
and
(ii) Processes and systems for imple-
menting and monitoring compliance with
such policies and procedures, including:

(A) Processes and systems for identi-
fying and reporting risks and risk-
management deficiencies, including re-
garding emerging risks, and ensuring
effective and timely implementation of
actions to address emerging risks and
risk-management deficiencies for its
global operations;
(B) Processes and systems for estab-
lishing managerial and employee re-
sponsibility for risk management;
(C) Processes and systems for ensur-
ing the independence of the risk-
management function; and
(D) Processes and systems to integrate
risk management and associated con-
trols with management goals and its

compensation structure for its global
operations.

(3) Corporate governance requirements.
The risk committee must:

(i) Have a formal, written charter that is
approved by the bank holding company’s
board of directors;
(ii) Be an independent committee of the
board of directors that has, as its sole and
exclusive function, responsibility for the
risk-management policies of the bank
holding company’s global operations and
oversight of the operation of the bank
holding company’s global risk-
management framework;
(iii) Report directly to the bank holding
company’s board of directors;
(iv) Receive and review regular reports
on not less than a quarterly basis from
the bank holding company’s chief risk
officer provided pursuant to paragraph
(b)(3)(ii) of this section; and
(v) Meet at least quarterly, or more fre-
quently as needed, and fully document
and maintain records of its proceedings,
including risk-management decisions.

(4) Minimum member requirements. The
risk committee must:

(i) Include at least one member having
experience in identifying, assessing, and
managing risk exposures of large, com-
plex financial firms; and
(ii) Be chaired by a director who:

(A) Is not an officer or employee of
the bank holding company and has not
been an officer or employee of the
bank holding company during the pre-
vious three years;
(B) Is not a member of the immediate
family, as defined in section
225.41(b)(3) of the Board’s Regulation
Y (12 CFR 225.41(b)(3)), of a person
who is, or has been within the last
three years, an executive officer of the
bank holding company, as defined in
section 215.2(e)(1) of the Board’s
Regulation O (12 CFR 215.2(e)(1));
and
(C) (1) Is an independent director un-

der Item 407 of the Securities and
Exchange Commission’s Regulation
S-K (17 CFR 229.407(a)), if the
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bank holding company has an out-
standing class of securities traded on
an exchange registered with the U.S.
Securities and Exchange Commis-
sion as a national securities ex-
change under section 6 of the Secu-
rities Exchange Act of 1934 (15
U.S.C. 78f) (national securities ex-
change); or
(2) Would qualify as an independent
director under the listing standards
of a national securities exchange, as
demonstrated to the satisfaction of
the Board, if the bank holding com-
pany does not have an outstanding
class of securities traded on a na-
tional securities exchange.

(b) Chief risk officer.
(1) General. A bank holding company sub-
ject to this subpart must appoint a chief risk
officer with experience in identifying, as-
sessing, and managing risk exposures of
large, complex financial firms.
(2) Responsibilities.

(i) The chief risk officer is responsible
for overseeing:

(A) The establishment of risk limits on
an enterprise-wide basis and the moni-
toring of compliance with such limits;
(B) The implementation of and ongo-
ing compliance with the policies and
procedures set forth in paragraph
(a)(2)(i) of this section and the devel-
opment and implementation of the pro-
cesses and systems set forth in para-
graph (a)(2)(ii) of this section; and
(C) The management of risks and risk
controls within the parameters of the
company’s risk control framework, and
monitoring and testing of the compa-
ny’s risk controls.

(ii) The chief risk officer is responsible
for reporting risk-management deficien-
cies and emerging risks to the risk com-
mittee and resolving risk-management de-
ficiencies in a timely manner.

(3) Corporate governance requirements.
(i) The bank holding company must en-
sure that the compensation and other in-
centives provided to the chief risk officer
are consistent with providing an objective

assessment of the risks taken by the bank
holding company; and
(ii) The chief risk officer must report di-
rectly to both the risk committee and
chief executive officer of the company.

4–786.4
SECTION 252.34—Liquidity
Risk-Management Requirements

(a) Responsibilities of the board of directors.
(1) Liquidity risk tolerance. The board of
directors of a bank holding company that is
subject to this subpart must:

(i) Approve the acceptable level of li-
quidity risk that the bank holding com-
pany may assume in connection with its
operating strategies (liquidity risk toler-
ance) at least annually, taking into ac-
count the bank holding company’s capital
structure, risk profile, complexity, activi-
ties, and size; and
(ii) Receive and review at least semian-
nually information provided by senior
management to determine whether the
bank holding company is operating in ac-
cordance with its established liquidity
risk tolerance.

(2) Liquidity risk-management strategies,
policies, and procedures. The board of di-
rectors must approve and periodically re-
view the liquidity risk-management strate-
gies, policies, and procedures established by
senior management pursuant to paragraph
(c)(1) of this section.

(b) Responsibilities of the risk committee. The
risk committee (or a designated subcommittee
of such committee composed of members of
the board of directors) must approve the con-
tingency funding plan described in paragraph
(f) of this section at least annually, and must
approve any material revisions to the plan
prior to the implementation of such revisions.

(c) Responsibilities of senior management.
(1) Liquidity risk.

(i) Senior management of a bank holding
company subject to this subpart must es-
tablish and implement strategies, policies,
and procedures designed to effectively
manage the risk that the bank holding
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company’s financial condition or safety
and soundness would be adversely af-
fected by its inability or the market’s per-
ception of its inability to meet its cash
and collateral obligations (liquidity risk).
The board of directors must approve the
strategies, policies, and procedures pursu-
ant to paragraph (a)(2) of this section.
(ii) Senior management must oversee the
development and implementation of li-
quidity risk measurement and reporting
systems, including those required by this
section and section 252.35.
(iii) Senior management must determine
at least quarterly whether the bank hold-
ing company is operating in accordance
with such policies and procedures and
whether the bank holding company is in
compliance with this section and section
252.35 (or more often, if changes in mar-
ket conditions or the liquidity position,
risk profile, or financial condition war-
rant), and establish procedures regarding
the preparation of such information.

(2) Liquidity risk tolerance. Senior manage-
ment must report to the board of directors
or the risk committee regarding the bank
holding company’s liquidity risk profile and
liquidity risk tolerance at least quarterly (or
more often, if changes in market conditions
or the liquidity position, risk profile, or fi-
nancial condition of the company warrant).
(3) Business lines or products.

(i) Senior management must approve
new products and business lines and
evaluate the liquidity costs, benefits, and
risks of each new business line and each
new product that could have a significant
effect on the company’s liquidity risk
profile. The approval is required before
the company implements the business
line or offers the product. In determining
whether to approve the new business line
or product, senior management must con-
sider whether the liquidity risk of the
new business line or product (under both
current and stressed conditions) is within
the company’s established liquidity risk
tolerance.
(ii) Senior management must review at
least annually significant business lines
and products to determine whether any

line or product creates or has created any
unanticipated liquidity risk, and to deter-
mine whether the liquidity risk of each
strategy or product is within the compa-
ny’s established liquidity risk tolerance.

(4) Cash-flow projections. Senior manage-
ment must review the cash-flow projections
produced under paragraph (e) of this section
at least quarterly (or more often, if changes
in market conditions or the liquidity posi-
tion, risk profile, or financial condition of
the bank holding company warrant) to en-
sure that the liquidity risk is within the
established liquidity risk tolerance.
(5) Liquidity risk limits. Senior manage-
ment must establish liquidity risk limits as
set forth in paragraph (g) of this section
and review the company’s compliance with
those limits at least quarterly (or more of-
ten, if changes in market conditions or the
liquidity position, risk profile, or financial
condition of the company warrant).
(6) Liquidity stress testing. Senior manage-
ment must:

(i) Approve the liquidity stress testing
practices, methodologies, and assump-
tions required in section 252.35(a) at
least quarterly, and whenever the bank
holding company materially revises its li-
quidity stress testing practices, method-
ologies or assumptions;
(ii) Review the liquidity stress testing re-
sults produced under section 252.35(a) at
least quarterly;
(iii) Review the independent review of
the liquidity stress tests under section
252.34(d) periodically; and
(iv) Approve the size and composition of
the liquidity buffer established under sec-
tion 252.35(b) at least quarterly.

(d) Independent review function.
(1) A bank holding company subject to this
subpart must establish and maintain a re-
view function that is independent of man-
agement functions that execute funding to
evaluate its liquidity risk management.
(2) The independent review function must:

(i) Regularly, but no less frequently than
annually, review and evaluate the ad-
equacy and effectiveness of the compa-
ny’s liquidity risk-management processes,
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including its liquidity stress test processes
and assumptions;
(ii) Assess whether the company’s liquid-
ity risk-management function complies
with applicable laws and regulations, and
sound business practices; and
(iii) Report material liquidity risk-
management issues to the board of direc-
tors or the risk committee in writing for
corrective action, to the extent permitted
by applicable law.

(e) Cash-flow projections.
(1) A bank holding company subject to this
subpart must produce comprehensive cash-
flow projections that project cash flows
arising from assets, liabilities, and off-
balance sheet exposures over, at a mini-
mum, short- and long-term time horizons.
The bank holding company must update
short-term cash-flow projections daily and
must update longer-term cash-flow projec-
tions at least monthly.
(2) The bank holding company must estab-
lish a methodology for making cash-flow
projections that results in projections that:

(i) Include cash flows arising from con-
tractual maturities, intercompany transac-
tions, new business, funding renewals,
customer options, and other potential
events that may impact liquidity;
(ii) Include reasonable assumptions re-
garding the future behavior of assets, li-
abilities, and off-balance sheet exposures;
(iii) Identify and quantify discrete and
cumulative cash flow mismatches over
these time periods; and
(iv) Include sufficient detail to reflect the
capital structure, risk profile, complexity,
currency exposure, activities, and size of
the bank holding company and include
analyses by business line, currency, or
legal entity as appropriate.

(3) The bank holding company must ad-
equately document its methodology for
making cash flow projections and the in-
cluded assumptions and submit such docu-
mentation to the risk committee.

(f) Contingency funding plan.
(1) General. A bank holding company sub-
ject to this subpart must establish and main-
tain a contingency funding plan that sets

out the company’s strategies for addressing
liquidity needs during liquidity stress
events. The contingency funding plan must
be commensurate with the company’s capi-
tal structure, risk profile, complexity, activi-
ties, size, and established liquidity risk tol-
erance. The company must update the
contingency funding plan at least annually,
and when changes to market and idiosyn-
cratic conditions warrant.
(2) Components of the contingency funding
plan.

(i) Quantitative assessment. The contin-
gency funding plan must:

(A) Identify liquidity stress events that
could have a significant impact on the
bank holding company’s liquidity;
(B) Assess the level and nature of the
impact on the bank holding company’s
liquidity that may occur during identi-
fied liquidity stress events;
(C) Identify the circumstances in
which the bank holding company
would implement its action plan de-
scribed in paragraph (f)(2)(ii)(A) of
this section, which circumstances must
include failure to meet any minimum
liquidity requirement imposed by the
Board;
(D) Assess available funding sources
and needs during the identified liquid-
ity stress events;
(E) Identify alternative funding sources
that may be used during the identified
liquidity stress events; and
(F) Incorporate information generated
by the liquidity stress testing required
under section 252.35(a).

(ii) Liquidity event management process.
The contingency funding plan must in-
clude an event management process that
sets out the bank holding company’s pro-
cedures for managing liquidity during
identified liquidity stress events. The li-
quidity event management process must:

(A) Include an action plan that clearly
describes the strategies the company
will use to respond to liquidity short-
falls for identified liquidity stress
events, including the methods that the
company will use to access alternative
funding sources;
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(B) Identify a liquidity stress event
management team that would execute
the action plan described in paragraph
(f)(2)(ii)(A) of this section;
(C) Specify the process, responsibili-
ties, and triggers for invoking the con-
tingency funding plan, describe the
decision-making process during the
identified liquidity stress events, and
describe the process for executing con-
tingency measures identified in the ac-
tion plan; and
(D) Provide a mechanism that ensures
effective reporting and communication
within the bank holding company and
with outside parties, including the
Board and other relevant supervisors,
counterparties, and other stakeholders.

(iii) Monitoring. The contingency fund-
ing plan must include procedures for
monitoring emerging liquidity stress
events. The procedures must identify
early warning indicators that are tailored
to the company’s capital structure, risk
profile, complexity, activities, and size.
(iv) Testing. The bank holding company
must periodically test:

(A) The components of the contin-
gency funding plan to assess the plan’s
reliability during liquidity stress
events;
(B) The operational elements of the
contingency funding plan, including
operational simulations to test commu-
nications, coordination, and decision-
making by relevant management; and
(C) The methods the bank holding
company will use to access alternative
funding sources to determine whether
these funding sources will be readily
available when needed.

(g) Liquidity risk limits.
(1) General. A bank holding company must
monitor sources of liquidity risk and estab-
lish limits on liquidity risk that are consis-
tent with the company’s established liquid-
ity risk tolerance and that reflect the
company’s capital structure, risk profile,
complexity, activities, and size.
(2) Liquidity risk limits established by a
global systemically important BHC, Cat-

egory II bank holding company, or Cat-
egory III bank holding company. If the
bank holding company is a global systemi-
cally important BHC, Category II bank
holding company, or Category III bank
holding company, liquidity risk limits estab-
lished under paragraph (g)(1) of this section
must include limits on:

(i) Concentrations in sources of funding
by instrument type, single counterparty,
counterparty type, secured and unsecured
funding, and as applicable, other forms of
liquidity risk;
(ii) The amount of liabilities that mature
within various time horizons; and
(iii) Off-balance sheet exposures and
other exposures that could create funding
needs during liquidity stress events.

(h) Collateral, legal entity, and intraday li-
quidity risk monitoring. A bank holding com-
pany subject to this subpart must establish and
maintain procedures for monitoring liquidity
risk as set forth in this paragraph.

(1) Collateral. The bank holding company
must establish and maintain policies and
procedures to monitor assets that have been,
or are available to be, pledged as collateral
in connection with transactions to which it
or its affiliates are counterparties. These
policies and procedures must provide that
the bank holding company:

(i) Calculates all of its collateral posi-
tions according to the frequency specified
in paragraph (h)(1)(i)(A) or (B) of this
section, or as directed by the Board,
specifying the value of pledged assets
relative to the amount of security re-
quired under the relevant contracts and
the value of unencumbered assets avail-
able to be pledged;

(A) If the bank holding company is
not a Category IV bank holding com-
pany, on at least a weekly basis; or
(B) If the bank holding company is a
Category IV bank holding company, on
at least a monthly basis;

(ii) Monitors the levels of unencumbered
assets available to be pledged by legal
entity, jurisdiction, and currency expo-
sure;
(iii) Monitors shifts in the bank holding
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company’s funding patterns, such as
shifts between intraday, overnight, and
term pledging of collateral; and
(iv) Tracks operational and timing re-
quirements associated with accessing col-
lateral at its physical location (for ex-
ample, the custodian or securities
settlement system that holds the collat-
eral).

(2) Legal entities, currencies, and business
lines. The bank holding company must es-
tablish and maintain procedures for moni-
toring and controlling liquidity risk expo-
sures and funding needs within and across
significant legal entities, currencies, and
business lines, taking into account legal and
regulatory restrictions on the transfer of li-
quidity between legal entities.
(3) Intraday exposures. The bank holding
company must establish and maintain pro-
cedures for monitoring intraday liquidity
risk exposures that are consistent with the
bank holding company’s capital structure,
risk profile, complexity, activities, and size.
If the bank holding company is a global
systemically important BHC, Category II
bank holding company, or a Category III
bank holding company, these procedures
must address how the management of the
bank holding company will:

(i) Monitor and measure expected daily
gross liquidity inflows and outflows;
(ii) Manage and transfer collateral to ob-
tain intraday credit;
(iii) Identify and prioritize time-specific
obligations so that the bank holding com-
pany can meet these obligations as ex-
pected and settle less critical obligations
as soon as possible;
(iv) Manage the issuance of credit to
customers where necessary; and
(v) Consider the amounts of collateral
and liquidity needed to meet payment
systems obligations when assessing the
bank holding company’s overall liquidity
needs.

4–786.5
SECTION 252.35—Liquidity Stress
Testing and Buffer Requirements

(a) Liquidity stress testing requirement.
(1) General. A bank holding company sub-
ject to this subpart must conduct stress tests
to assess the potential impact of the liquid-
ity stress scenarios set forth in paragraph
(a)(3) of this section on its cash flows, li-
quidity position, profitability, and solvency,
taking into account its current liquidity con-
dition, risks, exposures, strategies, and ac-
tivities.

(i) The bank holding company must take
into consideration its balance sheet expo-
sures, off-balance sheet exposures, size,
risk profile, complexity, business lines,
organizational structure, and other charac-
teristics of the bank holding company
that affect its liquidity risk profile in con-
ducting its stress test.
(ii) In conducting a liquidity stress test
using the scenarios described in para-
graphs (a)(3)(i) and (iii) of this section,
the bank holding company must address
the potential direct adverse impact of as-
sociated market disruptions on the bank
holding company and incorporate the po-
tential actions of other market partici-
pants experiencing liquidity stresses un-
der the market disruptions that would
adversely affect the bank holding com-
pany.

(2) Frequency. The bank holding company
must perform the liquidity stress tests re-
quired under paragraph (a)(1) of this section
according to the frequency specified in
paragraph (a)(2)(i) or (ii), or as directed by
the Board:

(i) If the bank holding company is not a
Category IV bank holding company, at
least monthly; or
(ii) If the bank holding company is a
Category IV bank holding company, at
least quarterly.

(3) Stress scenarios.
(i) Each liquidity stress test conducted
under paragraph (a)(1) of this section
must include, at a minimum:

(A) A scenario reflecting adverse mar-
ket conditions;
(B) A scenario reflecting an idiosyn-
cratic stress event for the bank holding
company; and
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(C) A scenario reflecting combined
market and idiosyncratic stresses.

(ii) The bank holding company must in-
corporate additional liquidity stress sce-
narios into its liquidity stress test, as ap-
propriate, based on its financial
condition, size, complexity, risk profile,
scope of operations, or activities. The
Board may require the bank holding
company to vary the underlying assump-
tions and stress scenarios.

(4) Planning horizon. Each stress test con-
ducted under paragraph (a)(1) of this sec-
tion must include an overnight planning ho-
rizon, a 30-day planning horizon, a 90-day
planning horizon, a one-year planning hori-
zon, and any other planning horizons that
are relevant to the bank holding company’s
liquidity risk profile. For purposes of this
section, a ‘‘planning horizon’’ is the period
over which the relevant stressed projections
extend. The bank holding company must
use the results of the stress test over the
30-day planning horizon to calculate the
size of the liquidity buffer under paragraph
(b) of this section.
(5) Requirements for assets used as cash-
flow sources in a stress test.

(i) To the extent an asset is used as a
cash flow source to offset projected fund-
ing needs during the planning horizon in
a liquidity stress test, the fair market
value of the asset must be discounted to
reflect any credit risk and market volatil-
ity of the asset.
(ii) Assets used as cash-flow sources dur-
ing a planning horizon must be diversi-
fied by collateral, counterparty, borrowing
capacity, and other factors associated
with the liquidity risk of the assets.
(iii) A line of credit does not qualify as a
cash flow source for purposes of a stress
test with a planning horizon of 30 days
or less. A line of credit may qualify as a
cash flow source for purposes of a stress
test with a planning horizon that exceeds
30 days.

(6) Tailoring. Stress testing must be tai-
lored to, and provide sufficient detail to re-
flect, a bank holding company’s capital
structure, risk profile, complexity, activities,
and size.

(7) Governance.
(i) Policies and procedures. A bank hold-
ing company subject to this subpart must
establish and maintain policies and proce-
dures governing its liquidity stress testing
practices, methodologies, and assump-
tions that provide for the incorporation of
the results of liquidity stress tests in fu-
ture stress testing and for the enhance-
ment of stress testing practices over time.
(ii) Controls and oversight. A bank hold-
ing company subject to this subpart must
establish and maintain a system of con-
trols and oversight that is designed to
ensure that its liquidity stress testing pro-
cesses are effective in meeting the re-
quirements of this section. The controls
and oversight must ensure that each li-
quidity stress test appropriately incorpo-
rates conservative assumptions with re-
spect to the stress scenario in paragraph
(a)(3) of this section and other elements
of the stress test process, taking into con-
sideration the bank holding company’s
capital structure, risk profile, complexity,
activities, size, business lines, legal entity
or jurisdiction, and other relevant factors.
The assumptions must be approved by
the chief risk officer and be subject to
the independent review under section
252.34(d) of this subpart.
(iii) Management information systems.
The bank holding company must main-
tain management information systems
and data processes sufficient to enable it
to effectively and reliably collect, sort,
and aggregate data and other information
related to liquidity stress testing.

(8) Notice and response. If the Board deter-
mines that a bank holding company must
conduct liquidity stress tests according to a
frequency other than the frequency provided
in paragraphs (a)(2)(i) and (ii) of this sec-
tion, the Board will notify the bank holding
company before the change in frequency
takes effect, and describe the basis for its
determination. Within 14 calendar days of
receipt of a notification under this para-
graph, the bank holding company may re-
quest in writing that the Board reconsider
the requirement. The Board will respond in
writing to the company’s request for recon-
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sideration prior to requiring the company
conduct liquidity stress tests according to a
frequency other than the frequency provided
in paragraphs (a)(2)(i) and (ii) of this sec-
tion.

(b) Liquidity buffer requirement.
(1) A bank holding company subject to this
subpart must maintain a liquidity buffer that
is sufficient to meet the projected net
stressed cash-flow need over the 30-day
planning horizon of a liquidity stress test
conducted in accordance with paragraph (a)
of this section under each scenario set forth
in paragraph (a)(3)(i) through (iii) of this
section.
(2) Net stressed cash-flow need. The net
stressed cash-flow need for a bank holding
company is the difference between the
amount of its cash-flow need and the
amount of its cash flow sources over the
30-day planning horizon.
(3) Asset requirements. The liquidity buffer
must consist of highly liquid assets that are
unencumbered, as defined in paragraph
(b)(3)(ii) of this section:

(i) Highly liquid asset. A highly liquid
asset includes:

(A) Cash;
(B) Assets that meet the criteria for
high quality liquid assets as defined in
12 CFR 249.20; or
(C) Any other asset that the bank
holding company demonstrates to the
satisfaction of the Board:

(1) Has low credit risk and low
market risk;
(2) Is traded in an active secondary
two-way market that has committed
market makers and independent
bona fide offers to buy and sell so
that a price reasonably related to the
last sales price or current bona fide
competitive bid and offer quotations
can be determined within one day
and settled at that price within a rea-
sonable time period conforming with
trade custom; and
(3) Is a type of asset that investors
historically have purchased in peri-
ods of financial market distress dur-

ing which market liquidity has been
impaired.

(ii) Unencumbered. An asset is unencum-
bered if it:

(A) Is free of legal, regulatory, con-
tractual, or other restrictions on the
ability of such company promptly to
liquidate, sell or transfer the asset; and
(B) Is either:

(1) Not pledged or used to secure or
provide credit enhancement to any
transaction; or
(2) Pledged to a central bank or a
U.S. government-sponsored enter-
prise, to the extent potential credit
secured by the asset is not currently
extended by such central bank or
U.S. government-sponsored enter-
prise or any of its consolidated sub-
sidiaries.

(iii) Calculating the amount of a highly
liquid asset. In calculating the amount of
a highly liquid asset included in the li-
quidity buffer, the bank holding company
must discount the fair market value of
the asset to reflect any credit risk and
market price volatility of the asset.
(iv) Operational requirements. With re-
spect to the liquidity buffer, the bank
holding company must:

(A) Establish and implement policies
and procedures that require highly liq-
uid assets comprising the liquidity buf-
fer to be under the control of the man-
agement function in the bank holding
company that is charged with manag-
ing liquidity risk; and
(B) Demonstrate the capability to
monetize a highly liquid asset under
each scenario required under section
252.35(a)(3).

(v) Diversification. The liquidity buffer
must not contain significant concentra-
tions of highly liquid assets by issuer,
business sector, region, or other factor re-
lated to the bank holding company’s risk,
except with respect to cash and securities
issued or guaranteed by the United
States, a U.S. government agency, or a
U.S. government-sponsored enterprise.
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4–787
SUBPART E—SUPERVISORY STRESS
TEST REQUIREMENTS FOR
CERTAIN U.S. BANKING
ORGANIZATIONS WITH $100
BILLION OR MORE IN TOTAL
CONSOLIDATED ASSETS AND
NONBANK FINANCIAL COMPANIES
SUPERVISED BY THE BOARD*

SECTION 252.40—[Reserved]

4–787.1
SECTION 252.41—Authority and
Purpose

(a) Authority. 12 U.S.C. 321-338a, 1818,
1831p-1, 1844(b), 1844(c), 5361, 5365, 5366,
sec. 401(e), Pub. L. 115-174, 132 Stat. 1296.

(b) Purpose. This subpart implements section
165 of the Dodd-Frank Act (12 U.S.C. 5365)
and section 401(e) of the Economic Growth,
Regulatory Relief, and Consumer Protection
Act, which requires the Board to conduct an-
nual analyses of nonbank financial companies
supervised by the Board and bank holding
companies with $100 billion or more in total
consolidated assets to evaluate whether such
companies have the capital, on a total consoli-
dated basis, necessary to absorb losses as a
result of adverse economic conditions.

4–787.2
SECTION 252.42—Definitions

For purposes of this subpart E, the following
definitions apply:

Advanced approaches means the risk-weighted
assets calculation methodologies at 12 CFR
part 217, subpart E [at 3–2200 et seq.], as
applicable, and any successor regulation.

Baseline scenario means a set of conditions
that affect the U.S. economy or the financial
condition of a covered company and that re-

flect the consensus views of the economic and
financial outlook.

Covered company means:
(1) A U.S. bank holding company with av-
erage total consolidated assets of $100 bil-
lion or more;
(2) A U.S. intermediate holding company
subject to this section pursuant to section
252.153; and
(3) A nonbank financial company super-
vised by the Board.

Foreign banking organization has the same
meaning as in 12 CFR 211.21(o).

Pre-provision net revenue means the sum of
net interest income and noninterest income
less expenses before adjusting for loss provi-
sions.

Planning horizon means the period of at least
nine consecutive quarters, beginning on the
first day of a stress test cycle over which the
relevant projections extend.

Provision for credit losses means:
(1) With respect to a covered company that
has adopted the current expected credit
losses methodology under GAAP, the provi-
sion for credit losses, as would be reported
by the covered company on the FR Y-9C in
the current stress test cycle; and,
(2) With respect to a covered company that
has not adopted the current expected credit
losses methodology under GAAP, the provi-
sion for loan and lease losses as would be
reported by the covered company on the FR
Y-9C in the current stress test cycle.

Regulatory capital ratio means a capital ratio
for which the Board has established minimum
requirements for the company by regulation or
order, including, as applicable, the company’s
regulatory capital ratios calculated under 12
CFR part 217 and the deductions required un-
der 12 CFR 248.12; except that the company
shall not use the advanced approaches to cal-
culate its regulatory capital ratios.

Scenarios are those sets of conditions that af-
fect the U.S. economy or the financial condi-
tion of a covered company that the Board
determines are appropriate for use in the su-

* For guidance on supervisory assessment of capital plan-
ning and positions: see 3–1506.311 (for LISCC firms and
large and complex firms) and 3–1506.312 (for large and
noncomplex firms).
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pervisory stress tests, including, but not lim-
ited to, baseline and severely adverse sce-
narios.

Severely adverse scenario means a set of con-
ditions that affect the U.S. economy or the
financial condition of a covered company and
that overall are significantly more severe than
those associated with the baseline scenario
and may include trading or other additional
components.

Stress test cycle means the period beginning
on January 1 of a calendar year and ending on
December 31 of that year.

Subsidiary has the same meaning as in 12
CFR 225.2.

4–787.3
SECTION 252.43—Applicability

(a) Scope.
(1) Applicability. Except as provided in
paragraph (b) of this section, this subpart
applies to any covered company, which in-
cludes:

(i) Any U.S. bank holding company with
average total consolidated assets of $100
billion or more;
(ii) Any U.S. intermediate holding com-
pany subject to this section pursuant to
section 252.153; and
(iii) Any nonbank financial company su-
pervised by the Board that is made sub-
ject to this section pursuant to a rule or
order of the Board.

(2) Ongoing applicability. A bank holding
company or U.S. intermediate holding com-
pany (including any successor company)
that is subject to any requirement in this
subpart shall remain subject to any such
requirement unless and until its total con-
solidated assets fall below $100 billion for
each of four consecutive quarters.

(b) Transitional arrangements.
(1) A bank holding company that becomes
a covered company on or before September
30 of a calendar year must comply with the
requirements of this subpart beginning on
January 1 of the second calendar year after
the bank holding company becomes a cov-

ered company, unless that time is extended
by the Board in writing.
(2) A bank holding company that becomes
a covered company after September 30 of a
calendar year must comply with the require-
ments of this subpart beginning on January
1 of the third calendar year after the bank
holding company becomes a covered com-
pany, unless that time is extended by the
Board in writing.

4–787.4
SECTION 252.44—Analysis Conducted
by the Board

(a) In general.
(1) The Board will conduct an analysis of
each covered company’s capital, on a total
consolidated basis, taking into account all
relevant exposures and activities of that
covered company, to evaluate the ability of
the covered company to absorb losses in
specified economic and financial conditions.
(2) The analysis will include an assessment
of the projected losses, net income, and pro
forma capital levels and regulatory capital
ratios and other capital ratios for the cov-
ered company and use such analytical tech-
niques that the Board determines are appro-
priate to identify, measure, and monitor
risks of the covered company that may af-
fect the financial stability of the United
States.
(3) In conducting the analysis, the Board
will not incorporate changes to a firm’s
business plan that are likely to have a mate-
rial impact on the covered company’s capi-
tal adequacy and funding profile in its pro-
jections of losses, net income, pro forma
capital levels, and capital ratios.

(b) Economic and financial scenarios related
to the Board’s analysis. The Board will con-
duct its analysis using a minimum of two
different scenarios, including a baseline sce-
nario and a severely adverse scenario. The
Board will notify covered companies of the
scenarios that the Board will apply to conduct
the analysis for each stress test cycle to which
the covered company is subject by no later
than February 15 of that year, except with
respect to trading or any other components of
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the scenarios and any additional scenarios that
the Board will apply to conduct the analysis,
which will be communicated by no later than
March 1 of that year.

(c) In conducting a stress test under this sec-
tion, the Board will make the following as-
sumptions regarding a covered company’s
capital actions over the planning horizon:

(1) The covered company will not pay any
dividends on any instruments that qualify as
common equity tier 1 capital;
(2) The covered company will make pay-
ments on instruments that qualify as addi-
tional tier 1 capital or tier 2 capital equal to
the stated dividend, interest, or principal
due on such instrument;

(3) The covered company will not make a
redemption or repurchase of any capital in-
strument that is eligible for inclusion in the
numerator of a regulatory capital ratio; and
(4) The covered company will not make
any issuances of common stock or preferred
stock.

(d) Frequency of analysis conducted by the
Board.

(1) General. Except as provided in para-
graph (d)(2) of this section, the Board will
conduct its analysis of a covered company
according to the frequency in Table 1 to
section 252.44(d)(1).

Table 1 to section 252.44(d)(1)

If the covered company is a Then the Board will conduct its analysis

Global systemically important BHC Annually.

Category II bank holding company Annually.

Category II U.S. intermediate holding company Annually.

Category III bank holding company Annually.

Category III U.S. intermediate holding company Annually.

Category IV bank holding company Biennially, occurring in each year ending in an even
number.

Category IV U.S. intermediate holding company Biennially, occurring in each year ending in an even
number.

Nonbank financial company supervised by the
Board

Annually.

(2) Change in frequency.
(i) The Board may conduct a stress test
of a covered company on a more or less
frequent basis than would be required un-
der paragraph (d)(1) of this section based
on the company’s financial condition,
size, complexity, risk profile, scope of
operations, or activities, or risks to the
U.S. economy.
(ii) A Category IV bank holding com-
pany or Category IV U.S. intermediate
holding company may elect to have the
Board conduct a stress test with respect
to the company in a year ending in an
odd number by providing notice to the
Board and the appropriate Federal Re-
serve Bank by January 15 of that year.

Notwithstanding the previous sentence,
such a company may elect to have the
Board conduct a stress test with respect
to the company in the year 2021 by pro-
viding notice to the Board and the appro-
priate Federal Reserve Bank by April 5,
2021.

(3) Notice and response.
(i) Notification of change in frequency. If
the Board determines to change the fre-
quency of the stress test under paragraph
(d)(2)(i) of this section, the Board will
notify the company in writing and pro-
vide a discussion of the basis for its de-
termination.
(ii) Request for reconsideration and
Board response. Within 14 calendar days
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of receipt of a notification under para-
graph (d)(3)(i) of this section, a covered
company may request in writing that the
Board reconsider the requirement to con-
duct a stress test on a more or less fre-
quent basis than would be required under
paragraph (d)(1) of this section. A cov-
ered company’s request for reconsidera-
tion must include an explanation as to
why the request for reconsideration
should be granted. The Board will re-
spond in writing within 14 calendar days
of receipt of the company’s request.

4–787.5
SECTION 252.45—Data and Information
Required to be Submitted in Support of
the Board’s Analyses

(a) Regular submissions. Each covered com-
pany must submit to the Board such data, on
a consolidated basis, that the Board deter-
mines is necessary in order for the Board to
derive the relevant pro forma estimates of the
covered company over the planning horizon
under the scenarios described in section
252.44(b).

(b) Additional submissions required by the
Board. The Board may require a covered
company to submit any other information on a
consolidated basis that the Board deems nec-
essary in order to:

(1) Ensure that the Board has sufficient in-
formation to conduct its analysis under this
subpart; and
(2) Project a company’s pre-provision net
revenue, losses, provision for credit losses,
and net income; and pro forma capital lev-
els, regulatory capital ratios, and any other
capital ratio specified by the Board under
the scenarios described in section 252.44(b).

(c) Confidential treatment of information sub-
mitted. The confidentiality of information sub-
mitted to the Board under this subpart and
related materials shall be determined in accor-
dance with the Freedom of Information Act (5
U.S.C. 552(b)) and the Board’s Rules Regard-
ing Availability of Information (12 CFR part
261).

4–787.6
SECTION 252.46—Review of the
Board’s Analysis; Publication of
Summary Results

(a) Review of results. Based on the results of
the analysis conducted under this subpart, the
Board will conduct an evaluation to determine
whether the covered company has the capital,
on a total consolidated basis, necessary to ab-
sorb losses and continue its operation by
maintaining ready access to funding, meeting
its obligations to creditors and other
counterparties, and continuing to serve as a
credit intermediary under baseline, adverse
and severely adverse scenarios, and any addi-
tional scenarios.

(b) Publication of results by the Board.
(1) The Board will publicly disclose a sum-
mary of the results of the Board’s analyses
of a covered company by June 30 of the
calendar year in which the stress test was
conducted pursuant to section 252.44.
(2) The Board will notify companies of the
date on which it expects to publicly dis-
close a summary of the Board’s analyses
pursuant to paragraph (b)(1) of this section
at least 14 calendar days prior to the ex-
pected disclosure date.

4–787.7
SECTION 252.47—Corporate Use of
Stress Test Results

(a) In general. The board of directors and
senior management of each covered company
must consider the results of the analysis con-
ducted by the Board under this subpart, as
appropriate:

(1) As part of the covered company’s capi-
tal plan and capital planning process, in-
cluding when making changes to the cov-
ered company’s capital structure (including
the level and composition of capital);
(2) When assessing the covered company’s
exposures, concentrations, and risk posi-
tions; and
(3) In the development or implementation
of any plans of the covered company for
recovery or resolution.

(b) Resolution plan updates. Each covered
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company must update its resolution plan as
the Board determines appropriate, based on
the results of the Board’s analyses of the cov-
ered company under this subpart.

4–788
SUBPART F—COMPANY-RUN
STRESS TEST REQUIREMENTS FOR
CERTAIN U.S. BANK HOLDING
COMPANIES AND NONBANK
FINANCIAL COMPANIES
SUPERVISED BY THE BOARD*

SECTION 252.50—[Reserved]

4–788.1
SECTION 252.51—Authority and
Purpose

(a) Authority. 12 U.S.C. 321-338a, 1818,
1831p-1, 1844(b), 1844(c), 5361, 5365, 5366.

(b) Purpose. This subpart establishes the re-
quirement for a covered company to conduct
stress tests. This subpart also establishes defi-
nitions of stress test and related terms, meth-
odologies for conducting stress tests, and re-
porting and disclosure requirements.

4–788.2
SECTION 252.52—Definitions

For purposes of this subpart, the following
definitions apply:

Advanced approaches means the risk-weighted
assets calculation methodologies at 12 CFR
part 217, subpart E [at 3–2200 et seq.], as
applicable, and any successor regulation.

Baseline scenario means a set of conditions
that affect the U.S. economy or the financial
condition of a covered company and that re-
flect the consensus views of the economic and
financial outlook.

Capital action has the same meaning as in 12
CFR 225.8(d).

Covered company means:
(1) A global systemically important BHC;
(2) A Category II bank holding company;
(3) A Category III bank holding company;
(4) A Category II U.S. intermediate holding
company subject to this section pursuant to
section 252.153;
(5) A Category III U.S. intermediate hold-
ing company subject to this section pursu-
ant to section 252.153; and
(6) A nonbank financial company super-
vised by the Board that is made subject to
this section pursuant to a rule or order of
the Board.

Foreign banking organization has the same
meaning as in 12 CFR 211.21(o).

Planning horizon means the period of at least
nine consecutive quarters, beginning on the
first day of a stress test cycle over which the
relevant projections extend.

Pre-provision net revenue means the sum of
net interest income and noninterest income
less expenses before adjusting for loss provi-
sions.

Provision for credit losses means:
(1) With respect to a covered company that
has adopted the current expected credit
losses methodology under GAAP, the provi-
sion for credit losses, as would be reported
by the covered company on the FR Y-9C in
the current stress test cycle; and
(2) With respect to a covered company that
has not adopted the current expected credit
losses methodology under GAAP, the provi-
sion for loan and lease losses as would be
reported by the covered company on the FR
Y-9C in the current stress test cycle.

Regulatory capital ratio means a capital ratio
for which the Board has established minimum
requirements for the company by regulation or
order, including, as applicable, the company’s
regulatory capital ratios calculated under 12
CFR part 217 and the deductions required un-
der 12 CFR 248.12; except that the company
shall not use the advanced approaches to cal-
culate its regulatory capital ratios.

Scenarios are those sets of conditions that af-
fect the U.S. economy or the financial condi-

* For guidance on supervisory assessment of capital plan-
ning and positions: see 3–1506.311 (for LISCC firms and
large and complex firms) and 3–1506.312 (for large and
noncomplex firms).
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tion of a covered company that the Board
determines are appropriate for use in the
company-run stress tests, including, but not
limited to, baseline and severely adverse sce-
narios.

Severely adverse scenario means a set of con-
ditions that affect the U.S. economy or the
financial condition of a covered company and
that overall are significantly more severe than
those associated with the baseline scenario
and may include trading or other additional
components.

Stress test means a process to assess the po-
tential impact of scenarios on the consolidated
earnings, losses, and capital of a covered com-
pany over the planning horizon, taking into
account its current condition, risks, exposures,
strategies, and activities.

Stress test cycle means the period beginning
on January 1 of a calendar year and ending on
December 31 of that year.

Subsidiary has the same meaning as in 12
CFR 225.2.

4–788.3
SECTION 252.53—Applicability

(a) Scope.
(1) Applicability. Except as provided in
paragraphs (a)(3) and (b) of this section,
this subpart applies to any covered com-
pany, which includes:

(i) Any global systemically important
BHC;
(ii) Any Category II bank holding com-
pany;
(iii) Any Category III bank holding com-
pany;
(iv) Any Category II U.S. intermediate
holding company subject to this section
pursuant to section 252.153;
(v) Any Category III U.S. intermediate
holding company subject to this section
pursuant to section 252.153; and
(vi) Any nonbank financial company su-
pervised by the Board that is made sub-
ject to this section pursuant to a rule or
order of the Board.

(2) Ongoing applicability.

(i) A bank holding company (including
any successor company) that is subject to
any requirement in this subpart shall re-
main subject to any such requirement un-
less and until the bank holding company:

(A) Is not a global systemically impor-
tant BHC;
(B) Is not a Category II bank holding
company; and
(C) Is not a Category III bank holding
company.

(ii) A U.S. intermediate holding company
(including any successor company) that is
subject to any requirement in this subpart
shall remain subject to any such require-
ment unless and until the U.S. intermedi-
ate holding company:

(A) Is not a Category II U.S. interme-
diate holding company; and
(B) Is not a Category III U.S. interme-
diate holding company.

(3) Insurance bank holding companies.
Notwithstanding any other provision of this
paragraph (a), this subpart does not apply to
a covered company that is a bank holding
company that is subject to part 217, subpart
J, of this chapter.

(b) Transitional arrangements.
(1) A company that becomes a covered
company on or before September 30 of a
calendar year must comply with the require-
ments of this subpart beginning on January
1 of the second calendar year after the
company becomes a covered company, un-
less that time is extended by the Board in
writing.
(2) A company that becomes a covered
company after September 30 of a calendar
year must comply with the requirements of
this subpart beginning on January 1 of the
third calendar year after the company be-
comes a covered company, unless that time
is extended by the Board in writing.

4–788.4
SECTION 252.54—Stress Test

(a) Stress test.
(1) In general. A covered company must
conduct a stress test as required under this
subpart.
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(2) Frequency.
(i) General. Except as provided in para-
graph (a)(2)(ii) of this section, a covered

company must conduct a stress test ac-
cording to the frequency in Table 1 to
section 252.54(a)(2)(i).

Table 1 to section 252.54(a)(2)(i)

If the covered company is a Then the stress test must be conducted

Global systemically important BHC Annually, by April 5 of each calendar year based
on data as of December 31 of the preceding
calendar year, unless the time or the as-of date is
extended by the Board in writing.

Category II bank holding company Annually, by April 5 of each calendar year based
on data as of December 31 of the preceding
calendar year, unless the time or the as-of date is
extended by the Board in writing.

Category II U.S. intermediate holding company Annually, by April 5 of each calendar year based
on data as of December 31 of the preceding
calendar year, unless the time or the as-of date is
extended by the Board in writing.

Category III bank holding company Biennially, by April 5 of each calendar year ending
in an even number, based on data as of December
31 of the preceding calendar year, unless the time
or the as-of date is extended by the Board in
writing.

Category III U.S. intermediate holding company Biennially, by April 5 of each calendar year ending
in an even number, based on data as of December
31 of the preceding calendar year, unless the time
or the as-of date is extended by the Board in
writing.

Nonbank financial company supervised by the
Board

Periodically, as determined by rule or order.

(ii) Change in frequency. The Board may
require a covered company to conduct a
stress test on a more or less frequent
basis than would be required under para-
graph (a)(2)(i) of this section based on
the company’s financial condition, size,
complexity, risk profile, scope of opera-
tions, or activities, or risks to the U.S.
economy.

(3) Notice and response.
(i) Notification of change in frequency. If
the Board requires a covered company to
change the frequency of the stress test
under paragraph (a)(2)(ii) of this section,
the Board will notify the company in
writing and provide a discussion of the
basis for its determination.
(ii) Request for reconsideration and
Board response. Within 14 calendar days
of receipt of a notification under para-
graph (a)(3)(i) of this section, a covered
company may request in writing that the
Board reconsider the requirement to con-
duct a stress test on a more or less fre-

quent basis than would be required under
paragraph (a)(2)(i) of this section. A cov-
ered company’s request for reconsidera-
tion must include an explanation as to
why the request for reconsideration
should be granted. The Board will re-
spond in writing within 14 calendar days
of receipt of the company’s request.

(b) Scenarios provided by the Board.
(1) In general. In conducting a stress test
under this section, a covered company
must, at a minimum, use the scenarios pro-
vided by the Board. Except as provided in
paragraphs (b)(2) and (3) of this section,
the Board will provide a description of the
scenarios to each covered company no later
than February 15 of the calendar year in
which the stress test is performed pursuant
to this section.
(2) Additional components.

(i) The Board may require a covered
company with significant trading activity
to include a trading and counterparty
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component in its severely adverse sce-
nario in the stress test required by this
section. The data used in this component
must be as of a date selected by the
Board between October 1 of the previous
calendar year and March 1 of the calen-
dar year in which the stress test is per-
formed pursuant to this section, and the
Board will communicate the as-of date
and a description of the component to the
company no later than March 1 of the
calendar year in which the stress test is
performed pursuant to this section. A
covered company has significant trading
activity if it has:

(A) Aggregate trading assets and li-
abilities of $50 billion or more, or ag-
gregate trading assets and liabilities
equal to 10 percent or more of total
consolidated assets;
(B) Is not a Category IV bank holding
company.

(ii) The Board may require a covered
company to include one or more addi-
tional components in its severely adverse
scenario in the stress test required by this
section based on the company’s financial
condition, size, complexity, risk profile,
scope of operations, or activities, or risks
to the U.S. economy.

(3) Additional scenarios. The Board may
require a covered company to use one or
more additional scenarios in the stress test
required by this section based on the com-
pany’s financial condition, size, complexity,
risk profile, scope of operations, or activi-
ties, or risks to the U.S. economy.
(4) Notice and response.

(i) Notification of additional component.
If the Board requires a covered company
to include one or more additional compo-
nents in its adverse and severely adverse
scenarios under paragraph (b)(2) of this
section or to use one or more additional
scenarios under paragraph (b)(3) of this
section, the Board will notify the com-
pany in writing. The Board will provide
such notification no later than December
31 of the preceding calendar year. The
notification will include a general de-
scription of the additional component(s)
or additional scenario(s) and the basis for

requiring the company to include the ad-
ditional component(s) or additional sce-
nario(s).
(ii) Request for reconsideration and
Board response. Within 14 calendar days
of receipt of a notification under this
paragraph, the covered company may re-
quest in writing that the Board reconsider
the requirement that the company include
the additional component(s) or additional
scenario(s), including an explanation as
to why the request for reconsideration
should be granted. The Board will re-
spond in writing within 14 calendar days
of receipt of the company’s request.
(iii) Description of component. The
Board will provide the covered company
with a description of any additional com-
ponent(s) or additional scenario(s) by
March 1 of the calendar year in which
the stress test is performed pursuant to
this section.

SECTION 252.55—[Reserved]

4–788.6
SECTION 252.56—Methodologies and
Practices

(a) Potential impact on capital. In conducting
a stress test under section 252.54, for each
quarter of the planning horizon, a covered
company must estimate the following for each
scenario required to be used:

(1) Losses, pre-provision net revenue, pro-
vision for credit losses, and net income; and
(2) The potential impact on the regulatory
capital levels and ratios applicable to the
covered bank, and any other capital ratios
specified by the Board, and in doing so
must:

(i) Incorporate the effects of any capital
action over the planning horizon and
maintenance of an allowance for loan
losses or adjusted allowance for credit
losses, as appropriate, for credit expo-
sures throughout the planning horizon;
and
(ii) Exclude the impacts of changes to a
firm’s business plan that are likely to
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have a material impact on the covered
company’s capital adequacy and funding
profile.

(b) Assumptions regarding capital actions. In
conducting a stress test under section 252.54,
a covered company is required to make the
following assumptions regarding its capital ac-
tions over the planning horizon:

(1) The covered company will not pay any
dividends on any instruments that qualify as
common equity tier 1 capital;
(2) The covered company will make pay-
ments on instruments that qualify as addi-
tional tier 1 capital or tier 2 capital equal to
the stated dividend, interest, or principal
due on such instrument;
(3) The covered company will not make a
redemption or repurchase of any capital in-
strument that is eligible for inclusion in the
numerator of a regulatory capital ratio; and
(4) The covered company will not make
any issuances of common stock or preferred
stock.

(c) Controls and oversight of stress testing
processes.

(1) In general. The senior management of a
covered company must establish and main-
tain a system of controls, oversight, and
documentation, including policies and pro-
cedures, that are designed to ensure that its
stress testing processes are effective in
meeting the requirements in this subpart.
These policies and procedures must, at a
minimum, describe the covered company’s
stress testing practices and methodologies,
and processes for validating and updating
the company’s stress test practices and
methodologies consistent with applicable
laws and regulations.
(2) Oversight of stress testing processes.
The board of directors, or a committee
thereof, of a covered company must review
and approve the policies and procedures of
the stress testing processes as frequently as
economic conditions or the condition of the
covered company may warrant, but no less
than each year a stress test is conducted.
The board of directors and senior manage-
ment of the covered company must receive
a summary of the results of any stress test
conducted under this subpart.

(3) Role of stress testing results. The board
of directors and senior management of each
covered company must consider the results
of the analysis it conducts under this sub-
part, as appropriate:

(i) As part of the covered company’s
capital plan and capital planning process,
including when making changes to the
covered company’s capital structure (in-
cluding the level and composition of
capital);
(ii) When assessing the covered compa-
ny’s exposures, concentrations, and risk
positions; and
(iii) In the development or implementa-
tion of any plans of the covered company
for recovery or resolution.

4–788.7
SECTION 252.57—Reports of Stress
Test Results

(a) Reports to the Board of stress test results.
A covered company must report the results of
the stress test required under section 252.54 to
the Board in the manner and form prescribed
by the Board. Such results must be submitted
by April 5 of the calendar year in which the
stress test is conducted pursuant to section
252.54, unless that time is extended by the
Board in writing.

(b) Confidential treatment of information sub-
mitted. The confidentiality of information sub-
mitted to the Board under this subpart and
related materials shall be determined in accor-
dance with applicable exemptions under the
Freedom of Information Act (5 U.S.C. 552(b))
and the Board’s Rules Regarding Availability
of Information (12 CFR part 261).

4–788.8
SECTION 252.58—Disclosure of Stress
Test Results

(a) Public disclosure of results.
(1) In general. A covered company must
publicly disclose a summary of the results
of the stress test required under section
252.54 within the period that is 15 calendar
days after the Board publicly discloses the
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results of its supervisory stress test of the
covered company pursuant to section
252.46(b), unless that time is extended by
the Board in writing.
(2) Disclosure method. The summary re-
quired under this section may be disclosed
on the Web site of a covered company, or
in any other forum that is reasonably acces-
sible to the public.

(b) Summary of results. The summary results
must, at a minimum, contain the following
information regarding the severely adverse
scenario:

(1) A description of the types of risks in-
cluded in the stress test;
(2) A general description of the methodolo-
gies used in the stress test, including those
employed to estimate losses, revenues, pro-
vision for credit losses, and changes in
capital positions over the planning horizon.
(3) Estimates of—

(i) Pre-provision net revenue and other
revenue;
(ii) Provision for credit losses, realized
losses or gains on available-for-sale and
held-to-maturity securities, trading and
counterparty losses or gains;
(iii) Net income before taxes;
(iv) Loan losses (dollar amount and as a
percentage of average portfolio balance)
in the aggregate and by subportfolio, in-
cluding: Domestic closed-end first-lien
mortgages; domestic junior lien mort-
gages and home equity lines of credit;
commercial and industrial loans; commer-
cial real estate loans; credit card expo-
sures; other consumer loans; and all other
loans; and
(v) Pro forma regulatory capital ratios
and any other capital ratios specified by
the Board;

(4) An explanation of the most significant
causes for the changes in regulatory capital
ratios; and
(5) With respect to any depository institu-
tion subsidiary that is subject to stress test-
ing requirements pursuant to 12 U.S.C.
5365(i)(2), as implemented by subpart B of
this part, 12 CFR part 46 (OCC), or 12
CFR part 325, subpart C (FDIC), changes
over the planning horizon in regulatory

capital ratios and any other capital ratios
specified by the Board and an explanation
of the most significant causes for the
changes in regulatory capital ratios.

(c) Content of results.
(1) The following disclosures required un-
der paragraph (b) of this section must be on
a cumulative basis over the planning hori-
zon:

(i) Pre-provision net revenue and other
revenue;
(ii) Provision for credit losses, realized
losses/gains on available-for-sale and
held-to-maturity securities, trading and
counterparty losses, and other losses or
gain;
(iii) Net income before taxes; and
(iv) Loan losses in the aggregate and by
subportfolio.

(2) The disclosure of pro forma regulatory
capital ratios and any other capital ratios
specified by the Board that is required un-
der paragraph (b) of this section must in-
clude the beginning value, ending value,
and minimum value of each ratio over the
planning horizon.

4–788.883
SUBPART G—EXTERNAL
LONG-TERM DEBT REQUIREMENT,
EXTERNAL TOTAL
LOSS-ABSORBING CAPACITY
REQUIREMENT AND BUFFER, AND
RESTRICTIONS ON CORPORATE
PRACTICES FOR U.S. GLOBAL
SYSTEMICALLY IMPORTANT
BANKING ORGANIZATIONS

SECTION 252.60—Applicability

(a) General applicability. This subpart applies
to any U.S. bank holding company that is
identified as a global systemically important
BHC.

(b) Initial applicability. A global systemically
important BHC shall be subject to the require-
ments of this subpart beginning on the later
of:

(1) January 1, 2019; or
(2) 1095 days (three years) after the date
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on which the company becomes a global
systemically important BHC.

4–788.884
SECTION 252.61—Definitions

For purposes of this subpart:

Additional tier 1 capital has the same mean-
ing as in 12 CFR 217.20(c).

Common equity tier 1 capital has the same
meaning as in 12 CFR 217.20(b).

Common equity tier 1 capital ratio has the
same meaning as in 12 CFR 217.10(b)(1) and
12 CFR 217.10(c), as applicable.

Common equity tier 1 minority interest has the
same meaning as in 12 CFR 217.2.

Default right.
(1) Means any:

(i) Right of a party, whether contractual
or otherwise (including rights incorpo-
rated by reference to any other contract,
agreement or document, and rights af-
forded by statute, civil code, regulation
and common law), to liquidate, terminate,
cancel, rescind, or accelerate the agree-
ment or transactions thereunder, set off or
net amounts owing in respect thereto (ex-
cept rights related to same-day payment
netting), exercise remedies in respect of
collateral or other credit support or prop-
erty related thereto (including the pur-
chase and sale of property), demand pay-
ment or delivery thereunder or in respect
thereof (other than a right or operation of
a contractual provision arising solely
from a change in the value of collateral
or margin or a change in the amount of
an economic exposure), suspend, delay or
defer payment or performance thereunder,
modify the obligations of a party thereun-
der or any similar rights; and
(ii) Right or contractual provision that al-
ters the amount of collateral or margin
that must be provided with respect to an
exposure thereunder, including by altering
any initial amount, threshold amount,

variation margin, minimum transfer
amount, the margin value of collateral or
any similar amount, that entitles a party
to demand the return of any collateral or
margin transferred by it to the other party
or a custodian or that modifies a transfer-
ee’s right to reuse collateral or margin (if
such right previously existed), or any
similar rights, in each case, other than a
right or operation of a contractual provi-
sion arising solely from a change in the
value of collateral or margin or a change
in the amount of an economic exposure;
and

(2) Does not include any right under a con-
tract that allows a party to terminate the
contract on demand or at its option at a
specified time, or from time to time, with-
out the need to show cause.

Discretionary bonus payment has the same
meaning as under 12 CFR 217.2.

Distribution has the same meaning as under
12 CFR 217.2.

Global systemically important BHC has the
same meaning as in 12 CFR 217.2.

Eligible debt security means, with respect to a
global systemically important BHC:

(1) A debt instrument that:
(i) Is paid in, and issued by the global
systemically important BHC;
(ii) Is not secured, not guaranteed by the
global systemically important BHC or a
subsidiary of the global systemically im-
portant BHC, and is not subject to any
other arrangement that legally or eco-
nomically enhances the seniority of the
instrument;
(iii) Has a maturity of greater than or
equal to 365 days (one year) from the
date of issuance;
(iv) Is governed by the laws of the
United States or any State thereof;
(v) Does not provide the holder of the
instrument a contractual right to acceler-
ate payment of principal or interest on
the instrument, except a right that is exer-
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cisable on one or more dates that are
specified in the instrument or in the event
of:

(A) A receivership, insolvency, liqui-
dation, or similar proceeding of the
global systemically important BHC; or
(B) A failure of the global systemi-
cally important BHC to pay principal
or interest on the instrument when due
and payable that continues for 30 days
or more;

(vi) Does not have a credit-sensitive fea-
ture, such as an interest rate that is reset
periodically based in whole or in part on
the global systemically important BHC’s
credit quality, but may have an interest
rate that is adjusted periodically indepen-
dent of the global systemically important
BHC’s credit quality, in relation to gen-
eral market interest rates or similar ad-
justments;
(vii) Is not a structured note; and
(viii) Does not provide that the instru-
ment may be converted into or ex-
changed for equity of the global systemi-
cally important BHC; and

(2) A debt instrument issued prior to De-
cember 31, 2016 that:

(i) Is paid in, and issued by the global
systemically important BHC;
(ii) Is not secured, not guaranteed by the
global systemically important BHC or a
subsidiary of the global systemically im-
portant BHC, and is not subject to any
other arrangement that legally or eco-
nomically enhances the seniority of the
instrument;
(iii) Has a maturity of greater than or
equal to 365 days (one year) from the
date of issuance;
(iv) Does not have a credit-sensitive fea-
ture, such as an interest rate that is reset
periodically based in whole or in part on
the global systemically important BHC’s
credit quality, but may have an interest
rate that is adjusted periodically indepen-
dent of the global systemically important
BHC’s credit quality, in relation to gen-
eral market interest rates or similar ad-
justments;
(v) Is not a structured note; and
(vi) Does not provide that the instrument

may be converted into or exchanged for
equity of the global systemically impor-
tant BHC.

External TLAC risk-weighted buffer means,
with respect to a global systemically important
BHC, the sum of 2.5 percent, any applicable
countercyclical capital buffer under 12 CFR
217.11(b) (expressed as a percentage), and the
global systemically important BHC’s method
1 capital surcharge.

GAAP means generally accepted accounting
principles as used in the United States.

GSIB surcharge has the same meaning as in
12 CFR 217.2.

Method 1 capital surcharge means, with re-
spect to a global systemically important BHC,
the most recent method 1 capital surcharge
(expressed as a percentage) the global sys-
temically important BHC was required to cal-
culate pursuant to subpart H of Regulation Q
(12 CFR 217.400 through 217.406).

Outstanding eligible external long-term debt
amount is defined in section 252.62(b).

Person has the same meaning as in 12 CFR
225.2.

Qualified financial contract has the same
meaning as in section 210(c)(8)(D) of Title II
of the Dodd-Frank Wall Street Reform and
Consumer Protection Act (12 U.S.C.
5390(c)(8)(D)).

Structured note means a debt instrument that:
(1) Has a principal amount, redemption
amount, or stated maturity that is subject to
reduction based on the performance of any
asset, entity, index, or embedded derivative
or similar embedded feature;
(2) Has an embedded derivative or similar
embedded feature that is linked to one or
more equity securities, commodities, assets,
or entities;
(3) Does not specify a minimum principal
amount that becomes due upon acceleration
or early termination; or
(4) Is not classified as debt under GAAP,
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provided that an instrument is not a struc-
tured note solely because it is one or both
of the following:

(i) An instrument that is not denominated
in U.S. dollars; or
(ii) An instrument where interest pay-
ments are based on an interest rate index.

Supplementary leverage ratio has the same
meaning as in 12 CFR 217.10(c)(4).

Tier 1 minority interest has the same meaning
as in 12 CFR 217.2.

Tier 2 capital has the same meaning as in 12
CFR 217.20(d).

Total leverage exposure has the same meaning
as in 12 CFR 217.10(c)(4)(ii).

Total risk-weighted assets means the greater of
total risk-weighted assets as calculated under
12 CFR part 217, subpart D (the standardized
approach) or 12 CFR part 217, subpart E (the
internal ratings-based and advanced measure-
ment approaches).

4–788.885
SECTION 252.62—External Long-Term
Debt Requirement

(a) External long-term debt requirement. Ex-
cept as provided under paragraph (c) of this
section, a global systemically important BHC
must maintain an outstanding eligible external
long-term debt amount that is no less than the
amount equal to the greater of:

(1) The global systemically important
BHC’s total risk-weighted assets multiplied
by the sum of 6 percent plus the global
systemically important BHC’s GSIB sur-
charge (expressed as a percentage); and
(2) 4.5 percent of the global systemically
important BHC’s total leverage exposure.

(b) Outstanding eligible external long-term
debt amount.

(1) A global systemically important BHC’s
outstanding eligible external long-term debt
amount is the sum of:

(i) One hundred (100) percent of the
amount due to be paid of unpaid princi-

pal of the outstanding eligible debt secu-
rities issued by the global systemically
important BHC in greater than or equal
to 730 days (two years);
(ii) Fifty (50) percent of the amount due
to be paid of unpaid principal of the out-
standing eligible debt securities issued by
the global systemically important BHC in
greater than or equal to 365 days (one
year) and less than 730 days (two years);
and
(iii) Zero (0) percent of the amount due
to be paid of unpaid principal of the out-
standing eligible debt securities issued by
the global systemically important BHC in
less than 365 days (one year).

(2) For purposes of paragraph (b)(1) of this
section, the date on which principal is due
to be paid on an outstanding eligible debt
security is calculated from the earlier of:

(i) The date on which payment of princi-
pal is required under the terms governing
the instrument, without respect to any
right of the holder to accelerate payment
of principal; and
(ii) The date the holder of the instrument
first has the contractual right to request
or require payment of the amount of
principal, provided that, with respect to a
right that is exercisable on one or more
dates that are specified in the instrument
only on the occurrence of an event (other
than an event of a receivership, insol-
vency, liquidation, or similar proceeding
of the global systemically important
BHC, or a failure of the global systemi-
cally important BHC to pay principal or
interest on the instrument when due), the
date for the outstanding eligible debt se-
curity under this paragraph (b)(2)(ii) will
be calculated as if the event has oc-
curred.

(3) After notice and response proceedings
consistent with 12 CFR part 263, subpart E,
the Board may order a global systemically
important BHC to exclude from its out-
standing eligible long-term debt amount any
debt security with one or more features that
would significantly impair the ability of
such debt security to take losses.

(c) Redemption and repurchase. A global sys-
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temically important BHC may not redeem or
repurchase any outstanding eligible debt secu-
rity without the prior approval of the Board if,
immediately after the redemption or repur-
chase, the global systemically important BHC
would not meet its external long-term debt
requirement under paragraph (a) of this sec-
tion, or its external total loss-absorbing capac-
ity requirement under section 252.63(a).

4–788.886
SECTION 252.63—External Total
Loss-Absorbing Capacity Requirement
and Buffer

(a) External total loss-absorbing capacity re-
quirement. A global systemically important
BHC must maintain an outstanding external
total loss-absorbing capacity amount that is no
less than the amount equal to the greater of:

(1) 18 percent of the global systemically
important BHC’s total risk-weighted assets;
and
(2) 7.5 percent of the global systemically
important BHC’s total leverage exposure.

(b) Outstanding external total loss-absorbing
capacity amount. A global systemically impor-
tant BHC’s outstanding external total loss-
absorbing capacity amount is the sum of:

(1) The global systemically important
BHC’s common equity tier 1 capital (ex-
cluding any common equity tier 1 minority
interest);
(2) The global systemically important
BHC’s additional tier 1 capital (excluding
any tier 1 minority interest); and
(3) The global systemically important
BHC’s outstanding eligible external long-
term debt amount plus 50 percent of the
amount due to be paid of unpaid principal
of outstanding eligible debt securities issued
by the global systemically important BHC
in, as calculated in section 252.62(b)(2),
greater than or equal to 365 days (one year)
but less than 730 days (two years).

(c) External TLAC buffer.
(1) Composition of the external TLAC risk-
weighted buffer. The external TLAC risk-
weighted buffer is composed solely of com-
mon equity tier 1 capital.

(2) Definitions. For purposes of this para-
graph, the following definitions apply:

(i) Eligible retained income. The eligible
retained income of a global systemically
important BHC is the greater of:

(A) The global systemically important
BHC’s net income, calculated in accor-
dance with the instructions to the FR
Y-9C, for the four calendar quarters
preceding the current calendar quarter,
net of any distributions and associated
tax effects not already reflected in net
income; and
(B) The average of the global systemi-
cally important BHC’s net income, cal-
culated in accordance with the instruc-
tions to the FR Y-9C, for the four
calendar quarters preceding the current
calendar quarter.

(ii) Maximum external TLAC risk-
weighted payout ratio. The maximum ex-
ternal TLAC risk-weighted payout ratio is
the percentage of eligible retained income
that a global systemically important BHC
can pay out in the form of distributions
and discretionary bonus payments during
the current calendar quarter. The maxi-
mum external TLAC risk-weighted pay-
out ratio is based on the global systemi-
cally important BHC’s external TLAC
risk-weighted buffer level, calculated as
of the last day of the previous calendar
quarter, as set forth in Table 1 to section
252.63.
(iii) Maximum external TLAC risk-
weighted payout amount. A global sys-
temically important BHC’s maximum ex-
ternal TLAC risk-weighted payout
amount for the current calendar quarter is
equal to the global systemically important
BHC’s eligible retained income, multi-
plied by the applicable maximum exter-
nal TLAC risk-weighted payout ratio, as
set forth in Table 1 to section 252.63.
(iv) Maximum external TLAC leverage
payout ratio. The maximum external
TLAC leverage payout ratio is the per-
centage of eligible retained income that a
global systemically important BHC can
pay out in the form of distributions and
discretionary bonus payments during the
current calendar quarter. The maximum
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external TLAC leverage payout ratio is
based on the global systemically impor-
tant BHC’s external TLAC leverage buf-
fer level, calculated as of the last day of
the previous calendar quarter, as set forth
in Table 2 to section 252.63.
(v) Maximum external TLAC leverage
payout amount. A global systemically im-
portant BHC’s maximum external TLAC
leverage payout amount for the current
calendar quarter is equal to the global
systemically important BHC’s eligible re-
tained income, multiplied by the appli-
cable maximum TLAC leverage payout
ratio, as set forth in Table 2 to section
252.63.

(3) Calculation of the external TLAC risk-
weighted buffer level.

(i) A global systemically important
BHC’s external TLAC risk-weighted buf-
fer level is equal to the global systemi-
cally important BHC’s common equity
tier 1 capital ratio (expressed as a per-
centage) minus the greater of zero and
the following amount:

(A) 18 percent; minus
(B) The ratio (expressed as a percent-
age) of the global systemically impor-
tant BHC’s additional tier 1 capital
(excluding any tier 1 minority interest)
to its total risk-weighted assets; and
minus
(C) The ratio (expressed as a percent-
age) of the global systemically impor-
tant BHC’s outstanding eligible exter-
nal long-term debt amount plus 50
percent of the amount of unpaid princi-
pal of outstanding eligible debt securi-
ties issued by the global systemically
important BHC due to be paid in, as
calculated in section 252.62(b)(2),
greater than or equal to 365 days (one
year) but less than 730 days (two
years) to total risk-weighted assets.

(ii) Notwithstanding paragraph (c)(3)(i)
of this section, if the ratio (expressed as
a percentage) of a global systemically
important BHC’s external total loss-
absorbing capacity amount as calculated
under paragraph (b) of this section to its
risk-weighted assets is less than or equal
to 18 percent, the global systemically im-

portant BHC’s external TLAC risk-
weighted buffer level is zero.

(4) Limits on distributions and discretion-
ary bonus payments.

(i) A global systemically important BHC
shall not make distributions or discretion-
ary bonus payments or create an obliga-
tion to make such distributions or pay-
ments during the current calendar quarter
that, in the aggregate, exceed the maxi-
mum external TLAC risk-weighted pay-
out amount or the maximum external
TLAC leverage payout amount.
(ii) A global systemically important BHC
with an external TLAC risk-weighted
buffer level that is greater than the exter-
nal TLAC risk-weighted buffer and an
external TLAC leverage buffer that is
greater than 2.0 percent, in accordance
with paragraph (c)(5) of this section, is
not subject to a maximum external TLAC
risk-weighted payout amount or a maxi-
mum external TLAC leverage payout
amount.
(iii) Except as provided in paragraph
(c)(4)(iv) of this section, a global sys-
temically important BHC may not make
distributions or discretionary bonus pay-
ments during the current calendar quarter
if the global systemically important
BHC’s:

(A) Eligible retained income is nega-
tive; and
(B) External TLAC risk-weighted buf-
fer level was less than the external
TLAC risk-weighted buffer as of the
end of the previous calendar quarter or
external TLAC leverage buffer level
was less than 2.0 percent as of the end
of the previous calendar quarter.

(iv) Notwithstanding the limitations in
paragraphs (c)(4)(i) through (iii) of this
section, the Board may permit a global
systemically important BHC to make a
distribution or discretionary bonus pay-
ment upon a request of the global sys-
temically important BHC, if the Board
determines that the distribution or discre-
tionary bonus payment would not be con-
trary to the purposes of this section, or to
the safety and soundness of the global
systemically important BHC. In making
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such a determination, the Board will con-
sider the nature and extent of the request
and the particular circumstances giving
rise to the request.
(v) (A) A global systemically important

BHC is subject to the lowest of the
maximum payout amounts as deter-
mined under 12 CFR 217.11(a)(2), the
maximum external TLAC risk-
weighted payout amount as determined
under this paragraph, and the maxi-
mum external TLAC leverage payout
amount as determined under this para-
graph.
(B) Additional limitations on distribu-
tions may apply to a global systemi-
cally important BHC under 12 CFR
225.4, 225.8, and 263.202.

(5) External TLAC leverage buffer.
(i) General. A global systemically impor-
tant BHC is subject to the lower of the
maximum external TLAC risk-weighted
payout amount as determined under para-
graph (c)(2)(iii) of this section and the
maximum external TLAC leverage pay-
out amount as determined under para-
graph (c)(2)(v) of this section.
(ii) Composition of the external TLAC le-
verage buffer. The external TLAC lever-
age buffer is composed solely of tier 1
capital.
(iii) Calculation of the external TLAC le-
verage buffer level.

(A) A global systemically important
BHC’s external TLAC leverage buffer
level is equal to the global systemi-
cally important BHC’s supplementary
leverage ratio (expressed as a percent-
age) minus the greater of zero and the
following amount:

(1) 7.5 percent; minus
(2) The ratio (expressed as a per-
centage) of the global systemically
important BHC’s outstanding eligible
external long-term debt amount plus
50 percent of the amount of unpaid
principal of outstanding eligible debt
securities issued by the global sys-
temically important BHC due to be
paid in in, as calculated in section
252.62(b)(2), greater than or equal
to 365 days (one year) but less than
730 days (two years) to total lever-
age exposure.

(B) Notwithstanding paragraph
(c)(5)(iii) of this section, if the ratio
(expressed as a percentage) of a global
systemically important BHC’s external
total loss-absorbing capacity amount as
calculated under paragraph (b) of this
section to its total leverage exposure is
less than or equal to 7.5 percent, the
global systemically important BHC’s
external TLAC leverage buffer level is
zero.

Table 1 to section 252.63—Calculation of maximum external TLAC risk-weighted payout
amount

External TLAC risk-weighted buffer level 1 Maximum external TLAC
risk-weighted payout ratio (as

a percentage of eligible
retained income)

Greater than the external TLAC risk-weighted buffer No payout ratio limitation
applies

Less than or equal to the external TLAC risk-weighted buffer, and
greater than 75 percent of the external TLAC risk-weighted buffer

60 percent

Less than or equal to 75 percent of the external TLAC risk-weighted
buffer, and greater than 50 percent of the external TLAC risk-weighted
buffer

40 percent

Less than or equal to 50 percent of the external TLAC risk-weighted
buffer, and greater than 25 percent of the external TLAC risk-weighted
buffer

20 percent

Less than or equal to 25 percent of the external TLAC risk-weighted
buffer

0 percent
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Table 2 to section 252.63—Calculation of maximum external TLAC leverage payout amount

External TLAC leverage buffer level Maximum external TLAC
leverage payout ratio (as a

percentage of eligible retained
income)

Greater than 2.0 percent No payout ratio limitation
applies

Less than or equal to 2.0 percent, and greater than 1.5 percent 60 percent

Less than or equal to 1.5 percent, and greater than 1.0 percent 40 percent

Less than or equal to 1.0 percent, and greater than 0.5 percent 20 percent

Less than or equal to 0.5 percent 0 percent

4–788.887
SECTION 252.64—Restrictions on
Corporate Practices of U.S. Global
Systemically Important Banking
Organizations

(a) Prohibited corporate practices. A global
systemically important BHC may not directly:

(1) Issue any debt instrument with an origi-
nal maturity of less than 365 days (one
year), including short term deposits and de-
mand deposits, to any person, unless the
person is a subsidiary of the global systemi-
cally important BHC;
(2) Issue any instrument, or enter into any
related contract, with respect to which the
holder of the instrument has a contractual
right to offset debt owed by the holder or
its affiliates to a subsidiary of the global
systemically important BHC against the
amount, or a portion of the amount, owed
by the global systemically important BHC
under the instrument;
(3) Enter into a qualified financial contract
that is not a credit enhancement with a per-
son that is not a subsidiary of the global
systemically important BHC;
(4) Enter into an agreement in which the
global systemically important BHC guaran-
tees a liability of a subsidiary of the global
systemically important BHC if such liability
permits the exercise of a default right that
is related, directly or indirectly, to the
global systemically important BHC becom-
ing subject to a receivership, insolvency,
liquidation, resolution, or similar proceeding
other than a receivership proceeding under
Title II of the Dodd-Frank Wall Street Re-
form and Consumer Protection Act (12

U.S.C. 5381 through 5394) unless the li-
ability is subject to requirements of the
Board restricting such default rights or sub-
ject to any similar requirements of another
U.S. federal banking agency; or
(5) Enter into, or otherwise begin to benefit
from, any agreement that provides for its
liabilities to be guaranteed by any of its
subsidiaries.

(b) Limit on unrelated liabilities.
(1) The aggregate amount, on an unconsoli-
dated basis, of unrelated liabilities of a
global systemically important BHC owed to
persons that are not affiliates of the global
systemically important BHC may not ex-
ceed 5 percent of the systemically important
BHC’s external total loss-absorbing capacity
amount, as calculated under section
252.63(b).
(2) For purposes of paragraph (b)(1) of this
section, an unrelated liability is any non-
contingent liability of the global systemi-
cally important BHC owed to a person that
is not an affiliate of the global systemically
important BHC other than:

(i) The instruments that are used to sat-
isfy the global systemically important
BHC’s external total loss-absorbing ca-
pacity amount, as calculated under sec-
tion 252.63(b);
(ii) Any dividend or other liability aris-
ing from the instruments that are used to
satisfy the global systemically important
BHC’s external total loss-absorbing ca-
pacity amount, as calculated under sec-
tion 252.63(b);
(iii) An eligible debt security that does
not provide the holder of the instrument
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with a currently exercisable right to re-
quire immediate payment of the total or
remaining principal amount; and
(iv) A secured liability, to the extent that
it is secured, or a liability that otherwise
represents a claim that would be senior to
eligible debt securities in Title II of the
Dodd-Frank Wall Street Reform and Con-
sumer Protection Act (12 U.S.C. 5390(b))
and the Bankruptcy Code (11 U.S.C.
507).

(c) A covered BHC is not subject to para-
graph (b) of this section if all of the eligible
debt securities issued by the covered BHC
would represent the most subordinated debt
claim in a receivership, insolvency, liquida-
tion, or similar proceeding of the covered
BHC.

4–788.888
SECTION 252.65—Disclosure
Requirements

(a) A global systemically important BHC
must publicly disclose a description of the
financial consequences to unsecured
debtholders of the global systemically impor-
tant BHC entering into a resolution proceed-
ing in which the global systemically important
BHC is the only entity that would be subject
to the resolution proceeding.

(b) A global systemically important BHC
must provide the disclosure required by para-
graph (a) of this section:

(1) In the offering documents for all of its
eligible debt securities; and
(2) Either:

(i) On the global systemically important
BHC’s Web site; or
(ii) In more than one public financial re-
port or other public regulatory reports,
provided that the global systemically im-
portant BHC publicly provides a sum-
mary table specifically indicating the lo-
cation(s) of this disclosure.

4–789.1
SUBPART H—SINGLE-
COUNTERPARTY CREDIT LIMITS

SECTION 252.70—Applicability and
General Provisions

(a) In general.
(1) This subpart establishes single
counterparty credit limits for a covered
company.
(2) For purposes of this subpart:

(i) Covered company means:
(A) A global systemically important
BHC;
(B) A Category II bank holding com-
pany; and
(C) A Category III bank holding com-
pany;

(ii) Major covered company means any
covered company that is a global sys-
temically important BHC.

(b) Credit exposure limits.
(1) Section 252.72 establishes credit expo-
sure limits for a covered company and a
major covered company.
(2) A covered company is required to cal-
culate its aggregate net credit exposure,
gross credit exposure, and net credit expo-
sure to a counterparty using the methods in
this subpart.

(c) Applicability of this subpart.
(1) (i) A company that is a covered com-
pany as of October 5, 2018, must comply
with the requirements of this subpart, in-
cluding but not limited to section 252.72,
beginning on July 1, 2020, unless that time
is extended by the Board in writing. (ii)
Notwithstanding paragraph (c)(1)(i) of this
section, a company that is a major covered
company as of October 5, 2018, must com-
ply with the requirements of this subpart,
including but not limited to section 252.72,
beginning on January 1, 2020, unless that
time is extended by the Board in writing.
(2) A covered company that becomes sub-
ject to this subpart after October 5, 2018
must comply with the requirements of this
subpart beginning on the first day of the
ninth calendar quarter after it becomes a
covered company, unless that time is accel-
erated or extended by the Board in writing.

(d) Cessation of requirements.
(1) Any company that becomes a covered
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company will remain subject to the require-
ments of this subpart unless and until:

(i) The covered company is not a global
systemically important BHC;
(ii) The covered company is not a Cat-
egory II bank holding company; and
(iii) The covered company is not a Cat-
egory III bank holding company.

(2) A covered company that has ceased to
be a major covered company for purposes
of section 252.72(b) is no longer subject to
the requirements of section 252.72(b) begin-
ning on the first day of the calendar quarter
following the reporting date on which it
ceased to be a major covered company;
provided that the covered company remains
subject to the requirements of this subpart,
unless it ceases to be a covered company
pursuant to paragraph (d)(1) of this section.

4–789.11
SECTION 252.71—Definitions

Unless defined in this section, terms that are
set forth in section 252.2 of this part and used
in this subpart have the definitions assigned in
section 252.2. For purposes of this subpart:

(a) Adjusted market value means:
(1) With respect to the value of cash, secu-
rities, or other eligible collateral transferred
by the covered company to a counterparty,
the sum of:

(i) The market value of the cash, securi-
ties, or other eligible collateral; and
(ii) The product of the market value of
the securities or other eligible collateral
multiplied by the applicable collateral
haircut in Table 1 to section 217.132 of
the Board’s Regulation Q (12 CFR
217.132); and

(2) With respect to cash, securities, or other
eligible collateral received by the covered
company from a counterparty:

(i) The market value of the cash, securi-
ties, or other eligible collateral; minus
(ii) The market value of the securities or
other eligible collateral multiplied by the
applicable collateral haircut in Table 1 to
section 217.132 of the Board’s Regula-
tion Q (12 CFR 217.132).

(3) Prior to calculating the adjusted market

value pursuant to paragraphs (a)(1) and (2)
of this section, with regard to a transaction
that meets the definition of ‘‘repo-style
transaction’’ in section 217.2 of the Board’s
Regulation Q (12 CFR 217.2), the covered
company would first multiply the applicable
collateral haircuts in Table 1 to section
217.132 of the Board’s Regulation Q (12
CFR 217.132) by the square root of 1⁄2 .

(b) Affiliate means, with respect to a com-
pany:

(1) Any subsidiary of the company and any
other company that is consolidated with the
company under applicable accounting stan-
dards; or
(2) For a company that is not subject to
principles or standards referenced in para-
graph (b)(1) of this section, any subsidiary
of the company and any other company that
would be consolidated with the company, if
consolidation would have occurred if such
principles or standards had applied.

(c) Aggregate net credit exposure means the
sum of all net credit exposures of a covered
company and all of its subsidiaries to a single
counterparty as calculated under this subpart.

(d) Bank-eligible investments means invest-
ment securities that a national bank is permit-
ted to purchase, sell, deal in, underwrite, and
hold under 12 U.S.C. 24 (Seventh) and 12
CFR part 1.

(e) Counterparty means, with respect to a
credit transaction:

(1) With respect to a natural person, the
natural person, and, if the credit exposure
of the covered company to such natural per-
son exceeds 5 percent of the covered com-
pany’s tier 1 capital, the natural person and
members of the person’s immediate family
collectively;
(2) With respect to any company that is not
a subsidiary of the covered company, the
company and its affiliates collectively;
(3) With respect to a State, the State and
all of its agencies, instrumentalities, and po-
litical subdivisions (including any munici-
palities) collectively;
(4) With respect to a foreign sovereign en-
tity that is not assigned a zero percent risk
weight under the standardized approach in
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the Board’s Regulation Q (12 CFR part
217, subpart D), the foreign sovereign en-
tity and all of its agencies and instrumen-
talities (but not including any political sub-
division) collectively; and
(5) With respect to a political subdivision
of a foreign sovereign entity such as a state,
province, or municipality, any political sub-
division of the foreign sovereign entity and
all of such political subdivision’s agencies
and instrumentalities, collectively.1

(f) Covered company is defined in section
252.70(a)(2)(i) of this subpart.

(g) Credit derivative has the same meaning as
in section 217.2 of the Board’s Regulation Q
(12 CFR 217.2).

(h) Credit transaction means, with respect to
a counterparty:

(1) Any extension of credit to the
counterparty, including loans, deposits, and
lines of credit, but excluding uncommitted
lines of credit;
(2) Any repurchase agreement or reverse
repurchase agreement with the counterparty;
(3) Any securities lending or securities bor-
rowing transaction with the counterparty;
(4) Any guarantee, acceptance, or letter of
credit (including any endorsement, con-
firmed letter of credit, or standby letter of
credit) issued on behalf of the counterparty;
(5) Any purchase of securities issued by or
other investment in the counterparty;
(6) Any credit exposure to the counterparty
in connection with a derivative transaction
between the covered company and the
counterparty;
(7) Any credit exposure to the counterparty
in connection with a credit derivative or
equity derivative between the covered com-
pany and a third party, the reference asset
of which is an obligation or equity security
of, or equity investment in, the
counterparty; and
(8) Any transaction that is the functional
equivalent of the above, and any other simi-
lar transaction that the Board, by regulation

or order, determines to be a credit transac-
tion for purposes of this subpart.

(i) Depository institution has the same mean-
ing as in section 3 of the Federal Deposit
Insurance Act (12 U.S.C. 1813(c)).

(j) Derivative transaction means any transac-
tion that is a contract, agreement, swap, war-
rant, note, or option that is based, in whole or
in part, on the value of, any interest in, or any
quantitative measure or the occurrence of any
event relating to, one or more commodities,
securities, currencies, interest or other rates,
indices, or other assets.

(k) Eligible collateral means collateral in
which, notwithstanding the prior security in-
terest of any custodial agent, the covered
company has a perfected, first priority security
interest (or the legal equivalent thereof, if out-
side of the United States), with the exception
of cash on deposit, and is in the form of:

(1) Cash on deposit with the covered com-
pany or a subsidiary of the covered com-
pany (including cash in foreign currency or
U.S. dollars held for the covered company
by a custodian or trustee, whether inside or
outside of the United States);
(2) Debt securities (other than mortgage- or
asset-backed securities and resecuritization
securities, unless those securities are issued
by a U.S. government-sponsored enterprise)
that are bank-eligible investments and that
are investment grade, except for any debt
securities issued by the covered company or
any subsidiary of the covered company;
(3) Equity securities that are publicly
traded, except for any equity securities is-
sued by the covered company or any sub-
sidiary of the covered company;
(4) Convertible bonds that are publicly
traded, except for any convertible bonds is-
sued by the covered company or any sub-
sidiary of the covered company; or
(5) Gold bullion.

(l) Eligible credit derivative means a single-
name credit derivative or a standard, non-
tranched index credit derivative, provided that:

(1) The contract meets the requirements of
an eligible guarantee and has been con-
firmed by the protection purchaser and the
protection provider;

1 In addition, under section 252.76, under certain circum-
stances, a covered company is required to aggregate its net
credit exposure to one or more counterparties for all pur-
poses under this subpart.
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(2) Any assignment of the contract has
been confirmed by all relevant parties;
(3) If the credit derivative is a credit de-
fault swap, the contract includes the follow-
ing credit events:

(i) Failure to pay any amount due under
the terms of the reference exposure, sub-
ject to any applicable minimal payment
threshold that is consistent with standard
market practice and with a grace period
that is closely in line with the grace pe-
riod of the reference exposure; and
(ii) Receivership, insolvency, liquidation,
conservatorship, or inability of the refer-
ence exposure issuer to pay its debts, or
its failure or admission in writing of its
inability generally to pay its debts as they
become due, and similar events;

(4) The terms and conditions dictating the
manner in which the contract is to be
settled are incorporated into the contract;
(5) If the contract allows for cash settle-
ment, the contract incorporates a robust
valuation process to estimate loss reliably
and specifies a reasonable period for obtain-
ing post-credit event valuations of the refer-
ence exposure;
(6) If the contract requires the protection
purchaser to transfer an exposure to the
protection provider at settlement, the terms
of at least one of the exposures that is
permitted to be transferred under the con-
tract provide that any required consent to
transfer may not be unreasonably withheld;
and
(7) If the credit derivative is a credit de-
fault swap, the contract clearly identifies
the parties responsible for determining
whether a credit event has occurred, speci-
fies that this determination is not the sole
responsibility of the protection provider,
and gives the protection purchaser the right
to notify the protection provider of the oc-
currence of a credit event.

(m) Eligible equity derivative means an equity
derivative, provided that:

(1) The derivative contract has been con-
firmed by all relevant parties;
(2) Any assignment of the derivative con-
tract has been confirmed by all relevant
parties; and

(3) The terms and conditions dictating the
manner in which the derivative contract is
to be settled are incorporated into the con-
tract.

(n) Eligible guarantee has the same meaning
as in section 217.2 of the Board’s Regulation
Q (12 CFR 217.2).

(o) Eligible guarantor has the same meaning
as in section 217.2 of the Board’s Regulation
Q (12 CFR 217.2).

(p) Equity derivative has the same meaning as
‘‘equity derivative contract’’ in section 217.2
of the Board’s Regulation Q (12 CFR 217.2).

(q) Exempt counterparty means an entity that
is identified as exempt from the requirements
of this subpart under section 252.77, or that is
otherwise excluded from this subpart, includ-
ing any sovereign entity assigned a zero per-
cent risk weight under the standardized ap-
proach in the Board’s Regulation Q (12 CFR
part 217, subpart D).

(r) Financial entity means:
(1) (i) A bank holding company or an af-

filiate thereof; a savings and loan holding
company as defined in section 10(n) of
the Home Owners’ Loan Act (12 U.S.C.
1467a(n)); a U.S. intermediate holding
company established or designated for
purposes of compliance with this part; or
a nonbank financial company supervised
by the Board;
(ii) A depository institution as defined in
section 3(c) of the Federal Deposit Insur-
ance Act (12 U.S.C. 1813(c)); an organi-
zation that is organized under the laws of
a foreign country and that engages di-
rectly in the business of banking outside
the United States; a federal credit union
or state credit union as defined in section
2 of the Federal Credit Union Act (12
U.S.C. 1752(1) and (6)); a national asso-
ciation, state member bank, or state non-
member bank that is not a depository in-
stitution; an institution that functions
solely in a trust or fiduciary capacity as
described in section 2(c)(2)(D) of the
Bank Holding Company Act (12 U.S.C.
1841(c)(2)(D)); an industrial loan com-
pany, an industrial bank, or other similar
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institution described in section 2(c)(2)(H)
of the Bank Holding Company Act (12
U.S.C. 1841(c)(2)(H));
(iii) An entity that is state-licensed or
registered as:

(A) A credit or lending entity, includ-
ing a finance company; money lender;
installment lender; consumer lender or
lending company; mortgage lender,
broker, or bank; motor vehicle title
pledge lender; payday or deferred de-
posit lender; premium finance com-
pany; commercial finance or lending
company; or commercial mortgage
company; except entities registered or
licensed solely on account of financing
the entity’s direct sales of goods or
services to customers;
(B) A money services business, includ-
ing a check casher; money transmitter;
currency dealer or exchange; or money
order or traveler’s check issuer;

(iv) Any person registered with the Com-
modity Futures Trading Commission as a
swap dealer or major swap participant
pursuant to the Commodity Exchange Act
of 1936 (7 U.S.C. 1 et seq.), or an entity
that is registered with the U.S. Securities
and Exchange Commission as a security-
based swap dealer or a major security-
based swap participant pursuant to the
Securities Exchange Act of 1934 (15
U.S.C. 78a et seq.);
(v) A securities holding company as de-
fined in section 618 of the Dodd-Frank
Wall Street Reform and Consumer Pro-
tection Act (12 U.S.C. 1850a); a broker
or dealer as defined in sections 3(a)(4)
and 3(a)(5) of the Securities Exchange
Act of 1934 (15 U.S.C. 78c(a)(4)-(5)); an
investment adviser as defined in section
202(a) of the Investment Advisers Act of
1940 (15 U.S.C. 80b-2(a)); an investment
company registered with the U.S. Securi-
ties and Exchange Commission under the
Investment Company Act of 1940 (15
U.S.C. 80a-1 et seq.); or a company that
has elected to be regulated as a business
development company pursuant to section
54(a) of the Investment Company Act of
1940 (15 U.S.C. 80a-53(a));
(vi) A private fund as defined in section

202(a) of the Investment Advisers Act of
1940 (15 U.S.C. 80b-2(a)); an entity that
would be an investment company under
section 3 of the Investment Company Act
of 1940 (15 U.S.C. 80a-3) but for section
3(c)(5)(C); or an entity that is deemed
not to be an investment company under
section 3 of the Investment Company Act
of 1940 pursuant to Investment Company
Act Rule 3a-7 (17 CFR 270.3a-7) of the
U.S. Securities and Exchange Commis-
sion;
(vii) A commodity pool, a commodity
pool operator, or a commodity trading
advisor as defined, respectively, in sec-
tions 1a(10), 1a(11), and 1a(12) of the
Commodity Exchange Act of 1936 (7
U.S.C. 1a(10), 1a(11), and 1a(12)); a
floor broker, a floor trader, or introducing
broker as defined, respectively, in sec-
tions 1a(22), 1a(23) and 1a(31) of the
Commodity Exchange Act of 1936 (7
U.S.C. 1a(22), 1a(23), and 1a(31)); or a
futures commission merchant as defined
in section 1a(28) of the Commodity Ex-
change Act of 1936 (7 U.S.C. 1a(28));
(viii) An employee benefit plan as de-
fined in paragraphs (3) and (32) of sec-
tion 3 of the Employee Retirement In-
come Security Act of 1974 (29 U.S.C.
1002);
(ix) An entity that is organized as an in-
surance company, primarily engaged in
writing insurance or reinsuring risks un-
derwritten by insurance companies, or is
subject to supervision as such by a State
insurance regulator or foreign insurance
regulator;
(x) Any designated financial market util-
ity, as defined in section 803 of the
Dodd-Frank Wall Street Reform and Con-
sumer Protection Act (12 U.S.C. 5462);
and
(xi) An entity that would be a financial
entity described in paragraphs (r)(1)(i)
through (x) of this section, if it were
organized under the laws of the United
States or any State thereof; and

(2) Provided that, for purposes of this sub-
part, ‘‘financial entity’’ does not include any
counterparty that is a foreign sovereign en-
tity or multilateral development bank.
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(s) Foreign sovereign entity means a sover-
eign entity other than the United States gov-
ernment and the entity’s agencies, depart-
ments, ministries, and central bank
collectively.

(t) Gross credit exposure means, with respect
to any credit transaction, the credit exposure
of the covered company before adjusting, pur-
suant to section 252.74, for the effect of any
eligible collateral, eligible guarantee, eligible
credit derivative, eligible equity derivative,
other eligible hedge, and any unused portion
of certain extensions of credit.

(u) Immediate family means the spouse of an
individual, the individual’s minor children,
and any of the individual’s children (including
adults) residing in the individual’s home.

(v) Intraday credit exposure means credit ex-
posure of a covered company to a
counterparty that by its terms is to be repaid,
sold, or terminated by the end of its business
day in the United States.

(w) Investment grade has the same meaning
as in section 217.2 of the Board’s Regulation
Q (12 CFR 217.2).

(x) Major counterparty means any
counterparty that is or includes:

(1) A major covered company;
(2) A top-tier foreign banking organization
that meets the requirements of section
252.172(c)(3) through (5); or
(3) Any nonbank financial company super-
vised by the Board.

(y) Major covered company is defined in sec-
tion 252.70(a)(2)(ii) of this subpart.

(z) Multilateral development bank has the
same meaning as in section 217.2 of the
Board’s Regulation Q (12 CFR 217.2).

(aa) Net credit exposure means, with respect
to any credit transaction, the gross credit ex-
posure of a covered company and all of its
subsidiaries calculated under section 252.73,
as adjusted in accordance with section 252.74.

(bb) Qualifying central counterparty has the
same meaning as in section 217.2 of the
Board’s Regulation Q (12 CFR 217.2).

(cc) Qualifying master netting agreement has

the same meaning as in section 217.2 of the
Board’s Regulation Q (12 CFR 217.2).

(dd) Securities financing transaction means
any repurchase agreement, reverse repurchase
agreement, securities borrowing transaction, or
securities lending transaction.

(ee) Short sale means any sale of a security
which the seller does not own or any sale
which is consummated by the delivery of a
security borrowed by, or for the account of,
the seller.

(ff) Sovereign entity means a central national
government (including the U.S. government)
or an agency, department, ministry, or central
bank, but not including any political subdivi-
sion such as a state, province, or municipality.

(gg) Subsidiary. A company is a subsidiary of
another company if:

(1) The company is consolidated by the
other company under applicable accounting
standards; or
(2) For a company that is not subject to
principles or standards referenced in para-
graph (gg)(1) of this definition, consolida-
tion would have occurred if such principles
or standards had applied.

(hh) Tier 1 capital means common equity tier
1 capital and additional tier 1 capital, as de-
fined in the Board’s Regulation Q (12 CFR
part 217) and as reported by the bank holding
company on the most recent FR Y-9C report
on a consolidated basis.

(ii) Total consolidated assets. A company’s
total consolidated assets are determined based
on:

(1) The average of the bank holding com-
pany’s total consolidated assets in the four
most recent consecutive quarters as reported
quarterly on the FR Y-9C; or
(2) If the bank holding company has not
filed an FR Y-9C for each of the four most
recent consecutive quarters, the average of
the bank holding company’s total consoli-
dated assets, as reported on the company’s
FR Y-9C, for the most recent quarter or
consecutive quarters, as applicable.
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4–789.111
SECTION 252.72—Credit Exposure
Limits

(a) General limit on aggregate net credit ex-
posure. No covered company may have an
aggregate net credit exposure to any
counterparty that exceeds 25 percent of the
tier 1 capital of the covered company.

(b) Limit on aggregate net credit exposure of
major covered companies to major
counterparties. No major covered company
may have aggregate net credit exposure to any
major counterparty that exceeds 15 percent of
the tier 1 capital of the major covered com-
pany.

4–789.112
SECTION 252.73—Gross Credit
Exposure

(a) Calculation of gross credit exposure. The
amount of gross credit exposure of a covered
company to a counterparty with respect to a
credit transaction is, in the case of:

(1) A deposit of the covered company held
by the counterparty, loan by a covered com-
pany to the counterparty, and lease in which
the covered company is the lessor and the
counterparty is the lessee, equal to the
amount owed by the counterparty to the
covered company under the transaction.
(2) A debt security or debt investment held
by the covered company that is issued by
the counterparty, equal to:

(i) The market value of the securities, for
trading and available-for-sale securities;
and
(ii) The amortized purchase price of the
securities or investments, for securities or
investments held to maturity.

(3) An equity security held by the covered
company that is issued by the counterparty,
equity investment in a counterparty, and
other direct investments in a counterparty,
equal to the market value.
(4) A securities financing transaction must
be valued using any of the methods that the
covered company is authorized to use under

the Board’s Regulation Q (12 CFR part
217, subparts D and E) to value such trans-
actions:

(i) (A) As calculated for each transaction,
in the case of a securities financing
transaction between the covered com-
pany and the counterparty that is not
subject to a bilateral netting agreement
or does not meet the definition of
‘‘repo-style transaction’’ in section
217.2 of the Board’s Regulation Q (12
CFR 217.2); or
(B) As calculated for a netting set, in
the case of a securities financing trans-
action between the covered company
and the counterparty that is subject to
a bilateral netting agreement with that
counterparty and meets the definition
of ‘‘repo-style transaction’’ in section
217.2 of the Board’s Regulation Q (12
CFR 217.2);

(ii) For purposes of paragraph (a)(4)(i) of
this section, the covered company must:

(A) Assign a value of zero to any se-
curity received from the counterparty
that does not meet the definition of
‘‘eligible collateral’’ in section
252.71(k); and
(B) Include the value of securities that
are eligible collateral received by the
covered company from the
counterparty (including any exempt
counterparty), calculated in accordance
with paragraphs (a)(4)(i) through (iv)
of this section, when calculating its
gross credit exposure to the issuer of
those securities;

(iii) Notwithstanding paragraphs (a)(4)(i)
and (ii) of this section and with respect
to each credit transaction, a covered com-
pany’s gross credit exposure to a collat-
eral issuer under this paragraph (a)(4) is
limited to the covered company’s gross
credit exposure to the counterparty on the
credit transaction; and
(iv) In cases where the covered company
receives eligible collateral from a
counterparty in addition to the cash or
securities received from that counterparty,
the counterparty may reduce its gross
credit exposure to that counterparty in ac-
cordance with section 252.74(b).
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(5) A committed credit line extended by a
covered company to a counterparty, equal to
the face amount of the committed credit
line.
(6) A guarantee or letter of credit issued by
a covered company on behalf of a
counterparty, equal to the maximum poten-
tial loss to the covered company on the
transaction.
(7) A derivative transaction must be valued
using any of the methods that the covered
company is authorized to use under the
Board’s Regulation Q (12 CFR part 217,
subparts D and E) to value such transac-
tions:

(i) (A) As calculated for each transaction,
in the case of a derivative transaction
between the covered company and the
counterparty, including an equity de-
rivative but excluding a credit deriva-
tive described in paragraph (a)(8) of
this section, that is not subject to a
qualifying master netting agreement; or
(B) As calculated for a netting set, in
the case of a derivative transaction be-
tween the covered company and the
counterparty, including an equity de-
rivative but excluding a credit deriva-
tive described in paragraph (a)(8) of
this section, that is subject to a quali-
fying master netting agreement.

(ii) In cases where a covered company is
required to recognize an exposure to an
eligible guarantor pursuant to section
252.74(d), the covered company must ex-
clude the relevant derivative transaction
when calculating its gross exposure to the
original counterparty under this section.

(8) A credit derivative between the covered
company and a third party where the cov-
ered company is the protection provider and
the reference asset is an obligation or debt
security of the counterparty, equal to the
maximum potential loss to the covered
company on the transaction.

(b) Investments in and exposures to securiti-
zation vehicles, investment funds, and other
special purpose vehicles that are not subsid-
iaries. Notwithstanding paragraph (a) of this
section, a covered company must calculate
pursuant to section 252.75 its gross credit ex-

posure due to any investment in the debt or
equity of, and any credit derivative or equity
derivative between the covered company and
a third party where the covered company is
the protection provider and the reference asset
is an obligation or equity security of, or eq-
uity investment in, a securitization vehicle, in-
vestment fund, and other special purpose ve-
hicle that is not a subsidiary of the covered
company.

(c) Attribution rule. Notwithstanding any
other requirement in this subpart, a covered
company must treat any transaction with any
natural person or entity as a credit transaction
with another party, to the extent that the pro-
ceeds of the transaction are used for the ben-
efit of, or transferred to, the other party.

4–789.113
SECTION 252.74—Net Credit Exposure

(a) In general. For purposes of this subpart, a
covered company must calculate its net credit
exposure to a counterparty by adjusting its
gross credit exposure to that counterparty in
accordance with the rules set forth in this
section.

(b) Eligible collateral.
(1) In computing its net credit exposure to
a counterparty for any credit transaction
other than a securities financing transaction,
a covered company must reduce its gross
credit exposure on the transaction by the
adjusted market value of any eligible collat-
eral.
(2) A covered company that reduces its
gross credit exposure to a counterparty as
required under paragraph (b)(1) of this sec-
tion must include the adjusted market value
of the eligible collateral, when calculating
its gross credit exposure to the collateral
issuer.
(3) Notwithstanding paragraph (b)(2) of this
section, a covered company’s gross credit
exposure to a collateral issuer under this
paragraph (b) is limited to:

(i) Its gross credit exposure to the
counterparty on the credit transaction, or
(ii) In the case of an exempt
counterparty, the gross credit exposure
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that would have been attributable to that
exempt counterparty on the credit trans-
action if valued in accordance with sec-
tion 252.73(a).

(c) Eligible guarantees.
(1) In calculating net credit exposure to a
counterparty for any credit transaction, a
covered company must reduce its gross
credit exposure to the counterparty by the
amount of any eligible guarantee from an
eligible guarantor that covers the transac-
tion.
(2) A covered company that reduces its
gross credit exposure to a counterparty as
required under paragraph (c)(1) of this sec-
tion must include the amount of eligible
guarantees when calculating its gross credit
exposure to the eligible guarantor.
(3) Notwithstanding paragraph (c)(2) of this
section, a covered company’s gross credit
exposure to an eligible guarantor with re-
spect to an eligible guarantee under this
paragraph (c) is limited to:

(i) Its gross credit exposure to the
counterparty on the credit transaction
prior to recognition of the eligible guar-
antee, or
(ii) In the case of an exempt
counterparty, the gross credit exposure
that would have been attributable to that
exempt counterparty on the credit trans-
action prior to recognition of the eligible
guarantee if valued in accordance with
section 252.73(a).

(d) Eligible credit and equity derivatives.
(1) In calculating net credit exposure to a
counterparty for a credit transaction under
this section, a covered company must re-
duce its gross credit exposure to the
counterparty by:

(i) In the case of any eligible credit de-
rivative from an eligible guarantor, the
notional amount of the eligible credit de-
rivative; or
(ii) In the case of any eligible equity de-
rivative from an eligible guarantor, the
gross credit exposure amount to the
counterparty (calculated in accordance
with section 252.73(a)(7)).

(2) (i) A covered company that reduces its
gross credit exposure to a counterparty as

provided under paragraph (d)(1) of this
section must include, when calculating its
net credit exposure to the eligible guaran-
tor, including in instances where the un-
derlying credit transaction would not be
subject to the credit limits of section
252.72 (for example, due to an exempt
counterparty), either

(A) In the case of any eligible credit
derivative from an eligible guarantor,
the notional amount of the eligible
credit derivative; or
(B) In the case of any eligible equity
derivative from an eligible guarantor,
the gross credit exposure amount to the
counterparty (calculated in accordance
with section 252.73(a)(7)).

(ii) Notwithstanding paragraph (d)(2)(i)
of this section, in cases where the eli-
gible credit derivative or eligible equity
derivative is used to hedge covered posi-
tions that are subject to the Board’s mar-
ket risk rule (12 CFR part 217, subpart
F) and the counterparty on the hedged
transaction is not a financial entity, the
amount of credit exposure that a com-
pany must recognize to the eligible guar-
antor is the amount that would be calcu-
lated pursuant to section 252.73(a).

(3) Notwithstanding paragraph (d)(2) of this
section, a covered company’s gross credit
exposure to an eligible guarantor with re-
spect to an eligible credit derivative or an
eligible equity derivative under this para-
graph (d) is limited to:

(i) Its gross credit exposure to the
counterparty on the credit transaction
prior to recognition of the eligible credit
derivative or the eligible equity deriva-
tive, or
(ii) In the case of an exempt
counterparty, the gross credit exposure
that would have been attributable to that
exempt counterparty on the credit trans-
action prior to recognition of the eligible
credit derivative or the eligible equity de-
rivative if valued in accordance with sec-
tion 252.73(a).

(e) Other eligible hedges. In calculating net
credit exposure to a counterparty for a credit
transaction under this section, a covered com-
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pany may reduce its gross credit exposure to
the counterparty by the face amount of a short
sale of the counterparty’s debt security or eq-
uity security, provided that:

(1) The instrument in which the covered
company has a short position is junior to,
or pari passu with, the instrument in which
the covered company has the long position;
and
(2) The instrument in which the covered
company has a short position and the in-
strument in which the covered company has
the long position are either both treated as
trading or available-for-sale exposures or
both treated as held-to-maturity exposures.

(f) Unused portion of certain extensions of
credit.

(1) In computing its net credit exposure to
a counterparty for a committed credit line
or revolving credit facility under this sec-
tion, a covered company may reduce its
gross credit exposure by the amount of the
unused portion of the credit extension to the
extent that the covered company does not
have any legal obligation to advance addi-
tional funds under the extension of credit
and the used portion of the credit extension
has been fully secured by eligible collateral.
(2) To the extent that the used portion of a
credit extension has been secured by eli-
gible collateral, the covered company may
reduce its gross credit exposure by the ad-
justed market value of any eligible collat-
eral received from the counterparty, even if
the used portion has not been fully secured
by eligible collateral.
(3) To qualify for the reduction in net
credit exposure under this paragraph, the
credit contract must specify that any used
portion of the credit extension must be fully
secured by the adjusted market value of any
eligible collateral.

(g) Credit transactions involving exempt
counterparties.

(1) A covered company’s credit transactions
with an exempt counterparty are not subject
to the requirements of this subpart, includ-
ing but not limited to section 252.72.
(2) Notwithstanding paragraph (g)(1) of this
section, in cases where a covered company
has a credit transaction with an exempt

counterparty and the covered company has
obtained eligible collateral from that exempt
counterparty or an eligible guarantee or eli-
gible credit or equity derivative from an
eligible guarantor, the covered company
must include (for purposes of this subpart)
such exposure to the issuer of such eligible
collateral or the eligible guarantor, as calcu-
lated in accordance with the rules set forth
in this section, when calculating its gross
credit exposure to that issuer of eligible col-
lateral or eligible guarantor.

(h) Currency mismatch adjustments. For pur-
poses of calculating its net credit exposure to
a counterparty under this section, a covered
company must apply, as applicable:

(1) When reducing its gross credit exposure
to a counterparty resulting from any credit
transaction due to any eligible collateral and
calculating its gross credit exposure to an
issuer of eligible collateral, pursuant to
paragraph (b) of this section, the currency
mismatch adjustment approach of section
217.37(c)(3)(ii) of the Board’s Regulation Q
(12 CFR 217.37(c)(3)(ii)); and
(2) When reducing its gross credit exposure
to a counterparty resulting from any credit
transaction due to any eligible guarantee,
eligible equity derivative, or eligible credit
derivative from an eligible guarantor and
calculating its gross credit exposure to an
eligible guarantor, pursuant to paragraphs
(c) and (d) of this section, the currency
mismatch adjustment approach of section
217.36(f) of the Board’s Regulation Q (12
CFR 217.36(f)).

(i) Maturity mismatch adjustments. For pur-
poses of calculating its net credit exposure to
a counterparty under this section, a covered
company must apply, as applicable, the matu-
rity mismatch adjustment approach of section
217.36(d) of the Board’s Regulation Q (12
CFR 217.36(d)):

(1) When reducing its gross credit exposure
to a counterparty resulting from any credit
transaction due to any eligible collateral or
any eligible guarantees, eligible equity de-
rivatives, or eligible credit derivatives from
an eligible guarantor, pursuant to para-
graphs (b) through (d) of this section, and
(2) In calculating its gross credit exposure
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to an issuer of eligible collateral, pursuant
to paragraph (b) of this section, or to an
eligible guarantor, pursuant to paragraphs
(c) and (d) of this section; provided that
(3) The eligible collateral, eligible guaran-
tee, eligible equity derivative, or eligible
credit derivative subject to paragraph (i)(1)
of this section:

(i) Has a shorter maturity than the credit
transaction;
(ii) Has an original maturity equal to or
greater than one year;
(iii) Has a residual maturity of not less
than three months; and
(iv) The adjustment approach is other-
wise applicable.

4–789.114
SECTION 252.75—Investments in and
Exposures to Securitization Vehicles,
Investment Funds, and Other Special
Purpose Vehicles That Are Not
Subsidiaries of the Covered Company

(a) In general.
(1) For purposes of this section, the follow-
ing definitions apply:

(i) SPV means a securitization vehicle,
investment fund, or other special purpose
vehicle that is not a subsidiary of the
covered company.
(ii) SPV exposure means an investment
in the debt or equity of an SPV, or a
credit derivative or equity derivative be-
tween the covered company and a third
party where the covered company is the
protection provider and the reference as-
set is an obligation or equity security of,
or equity investment in, an SPV.

(2) (i) A covered company must determine
whether the amount of its gross credit
exposure to an issuer of assets in an SPV,
due to an SPV exposure, is equal to or
greater than 0.25 percent of the covered
company’s tier 1 capital using one of the
following two methods:

(A) The sum of all of the issuer’s as-
sets (with each asset valued in accor-
dance with section 252.73(a)) in the
SPV; or
(B) The application of the look-

through approach described in para-
graph (b) of this section.

(ii) With respect to the determination re-
quired under paragraph (a)(2)(i) of this
section, a covered company must use the
same method to calculate gross credit ex-
posure to each issuer of assets in a par-
ticular SPV.
(iii) In making a determination under
paragraph (a)(2)(i) of this section, the
covered company must consider only the
credit exposure to the issuer arising from
the covered company’s SPV exposure.
(iv) For purposes of this paragraph
(a)(2), a covered company that is unable
to identify each issuer of assets in an
SPV must attribute to a single unknown
counterparty the amount of its gross
credit exposure to all unidentified issuers
and calculate such gross credit exposure
using one method in either paragraph
(a)(2)(i)(A) or (a)(2)(i)(B) of this section.

(3) (i) If a covered company determines
pursuant to paragraph (a)(2) of this sec-
tion that the amount of its gross credit
exposure to an issuer of assets in an SPV
is less than 0.25 percent of the covered
company’s tier 1 capital, the amount of
the covered company’s gross credit expo-
sure to that issuer may be attributed to
either that issuer of assets or the SPV:

(A) If attributed to the issuer of assets,
the issuer of assets must be identified
as a counterparty, and the gross credit
exposure calculated under paragraph
(a)(2)(i)(A) of this section to that is-
suer of assets must be aggregated with
any other gross credit exposures (val-
ued in accordance with section 252.73)
to that same counterparty; and
(B) If attributed to the SPV, the cov-
ered company’s gross credit exposure
is equal to the covered company’s SPV
exposure, valued in accordance with
section 252.73(a).

(ii) If a covered company determines
pursuant to paragraph (a)(2) of this sec-
tion that the amount of its gross credit
exposure to an issuer of assets in an SPV
is equal to or greater than 0.25 percent of
the covered company’s tier 1 capital or
the covered company is unable to deter-
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mine that the amount of the gross credit
exposure is less than 0.25 percent of the
covered company’s tier 1 capital:

(A) The covered company must calcu-
late the amount of its gross credit ex-
posure to the issuer of assets in the
SPV using the look-through approach
in paragraph (b) of this section;
(B) The issuer of assets in the SPV
must be identified as a counterparty,
and the gross credit exposure calcu-
lated in accordance with paragraph (b)
must be aggregated with any other
gross credit exposures (valued in ac-
cordance with section 252.73) to that
same counterparty; and
(C) When applying the look-through
approach in paragraph (b) of this sec-
tion, a covered company that is unable
to identify each issuer of assets in an
SPV must attribute to a single un-
known counterparty the amount of its
gross credit exposure, calculated in ac-
cordance with paragraph (b) of this
section, to all unidentified issuers.

(iii) For purposes of this section, a cov-
ered company must aggregate all gross
credit exposures to unknown
counterparties for all SPVs as if the ex-
posures related to a single unknown
counterparty; this single unknown
counterparty is subject to the limits of
section 252.72 as if it were a single
counterparty.

(b) Look-through approach. A covered com-
pany that is required to calculate the amount
of its gross credit exposure with respect to an
issuer of assets in accordance with this para-
graph (b) must calculate the amount as fol-
lows:

(1) Where all investors in the SPV rank
pari passu, the amount of the gross credit
exposure to the issuer of assets is equal to
the covered company’s pro rata share of the
SPV multiplied by the value of the underly-
ing asset in the SPV, valued in accordance
with section 252.73(a); and
(2) Where all investors in the SPV do not
rank pari passu, the amount of the gross
credit exposure to the issuer of assets is
equal to:

(i) The pro rata share of the covered
company’s investment in the tranche of
the SPV; multiplied by
(ii) The lesser of:

(A) The market value of the tranche in
which the covered company has in-
vested, except in the case of a debt
security that is held to maturity, in
which case the tranche must be valued
at the amortized purchase price of the
securities; and
(B) The value of each underlying asset
attributed to the issuer in the SPV,
each as calculated pursuant to section
252.73(a).

(c) Exposures to third parties.
(1) Notwithstanding any other requirement
in this section, a covered company must
recognize, for purposes of this subpart, a
gross credit exposure to each third party
that has a contractual obligation to provide
credit or liquidity support to an SPV whose
failure or material financial distress would
cause a loss in the value of the covered
company’s SPV exposure.
(2) The amount of any gross credit expo-
sure that is required to be recognized to a
third party under paragraph (c)(1) of this
section is equal to the covered company’s
SPV exposure, up to the maximum contrac-
tual obligation of that third party to the
SPV, valued in accordance with section
252.73(a). (This gross credit exposure is in
addition to the covered company’s gross
credit exposure to the SPV or the issuers of
assets of the SPV, calculated in accordance
with paragraphs (a) and (b) of this section.)
(3) A covered company must aggregate the
gross credit exposure to a third party recog-
nized in accordance with paragraphs (c)(1)
and (2) of this section with its other gross
credit exposures to that third party (that are
unrelated to the SPV) for purposes of com-
pliance with the limits of section 252.72.

4–789.115
SECTION 252.76—Aggregation of
Exposures to More Than One
Counterparty Due to Economic
Interdependence or Control Relationships
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(a) In general.
(1) If a covered company has an aggregate
net credit exposure to any counterparty that
exceeds 5 percent of its tier 1 capital, the
covered company must assess its relation-
ship with the counterparty under paragraph
(b)(2) of this section to determine whether
the counterparty is economically interdepen-
dent with one or more other counterparties
of the covered company and under para-
graph (c)(1) of this section to determine
whether the counterparty is connected by a
control relationship with one or more other
counterparties.
(2) If, pursuant to an assessment required
under paragraph (a)(1) of this section, the
covered company determines that one or
more of the factors of paragraph (b)(2) or
(c)(1) of this section are met with respect to
one or more counterparties, or the Board
determines pursuant to paragraph (d) of this
section that one or more other
counterparties of a covered company are
economically interdependent or that one or
more other counterparties of a covered
company are connected by a control rela-
tionship, the covered company must aggre-
gate its net credit exposure to the
counterparties for all purposes under this
subpart, including, but not limited to, sec-
tion 252.72.
(3) In connection with any request pursuant
to paragraph (b)(3) or (c)(2) of this section,
the Board may require the covered com-
pany to provide additional information.

(b) Aggregation of exposures to more than
one counterparty due to economic interdepen-
dence.

(1) For purposes of this paragraph, two
counterparties are economically interdepen-
dent if the failure, default, insolvency, or
material financial distress of one
counterparty would cause the failure, de-
fault, insolvency, or material financial dis-
tress of the other counterparty, taking into
account the factors in paragraph (b)(2) of
this section.
(2) A covered company must assess
whether the financial distress of one
counterparty (counterparty A) would prevent
the ability of the other counterparty

(counterparty B) to fully and timely repay
counterparty B’s liabilities and whether the
insolvency or default of counterparty A is
likely to be associated with the insolvency
or default of counterparty B and, therefore,
these counterparties are economically inter-
dependent, by evaluating the following:

(i) Whether 50 percent or more of one
counterparty’s gross revenue is derived
from, or gross expenditures are directed
to, transactions with the other
counterparty;
(ii) Whether counterparty A has fully or
partly guaranteed the credit exposure of
counterparty B, or is liable by other
means, in an amount that is 50 percent or
more of the covered company’s net credit
exposure to counterparty A;
(iii) Whether 25 percent or more of one
counterparty’s production or output is
sold to the other counterparty, which can-
not easily be replaced by other custom-
ers;
(iv) Whether the expected source of
funds to repay the loans of both
counterparties is the same and neither
counterparty has another independent
source of income from which the loans
may be serviced and fully repaid;2 and
(v) Whether two or more counterparties
rely on the same source for the majority
of their funding and, in the event of the
common provider’s default, an alternative
provider cannot be found.

(3) (i) Notwithstanding paragraph (b)(2) of
this section, if a covered company deter-
mines that one or more of the factors in
paragraph (b)(2) is met, the covered com-
pany may request in writing a determina-
tion from the Board that those
counterparties are not economically inter-
dependent and that the covered company
is not required to aggregate those
counterparties.
(ii) Upon a request by a covered com-
pany pursuant to paragraph (b)(3) of this
section, the Board may grant temporary
relief to the covered company and not
require the covered company to aggregate

2 An employer will not be treated as a source of repay-
ment under this paragraph because of wages and salaries
paid to an employee.
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one counterparty with another
counterparty provided that the
counterparty could promptly modify its
business relationships, such as by reduc-
ing its reliance on the other counterparty,
to address any economic interdependence
concerns, and provided that such relief is
in the public interest and is consistent
with the purpose of this subpart and 12
U.S.C. 5365(e).

(c) Aggregation of exposures to more than
one counterparty due to certain control rela-
tionships.

(1) For purposes of this subpart, one
counterparty (counterparty A) is deemed to
control the other counterparty (counterparty
B) if:

(i) Counterparty A owns, controls, or
holds with the power to vote 25 percent
or more of any class of voting securities
of counterparty B; or
(ii) Counterparty A controls in any man-
ner the election of a majority of the di-
rectors, trustees, or general partners (or
individuals exercising similar functions)
of counterparty B.

(2) (i) Notwithstanding paragraph (c)(1) of
this section, if a covered company deter-
mines that one or more of the factors in
paragraph (c)(1) is met, the covered com-
pany may request in writing a determina-
tion from the Board that counterparty A
does not control counterparty B and that
the covered company is not required to
aggregate those counterparties.
(ii) Upon a request by a covered com-
pany pursuant to paragraph (c)(2) of this
section, the Board may grant temporary
relief to the covered company and not
require the covered company to aggregate
counterparty A with counterparty B pro-
vided that, taking into account the spe-
cific facts and circumstances, such indicia
of control does not result in the entities
being connected by control relationships
for purposes of this subpart, and provided
that such relief is in the public interest
and is consistent with the purpose of this
subpart and 12 U.S.C. 5365(e).

(d) Board determinations for aggregation of
counterparties due to economic interdepen-

dence or control relationships. The Board may
determine, after notice to the covered com-
pany and opportunity for hearing, that one or
more counterparties of a covered company
are:

(1) Economically interdependent for pur-
poses of this subpart, considering the fac-
tors in paragraph (b)(2) of this section, as
well as any other indicia of economic inter-
dependence that the Board determines in its
discretion to be relevant; or
(2) Connected by control relationships for
purposes of this subpart, considering the
factors in paragraph (c)(1) of this section
and whether counterparty A:

(i) Controls the power to vote 25 percent
or more of any class of voting securities
of Counterparty B pursuant to a voting
agreement;
(ii) Has significant influence on the ap-
pointment or dismissal of counterparty
B’s administrative, management, or gov-
erning body, or the fact that a majority of
members of such body have been ap-
pointed solely as a result of the exercise
of counterparty A’s voting rights; or
(iii) Has the power to exercise a control-
ling influence over the management or
policies of counterparty B.

(e) Board determinations for aggregation of
counterparties to prevent evasion. Notwith-
standing paragraphs (b) and (c) of this section,
a covered company must aggregate its expo-
sures to a counterparty with the covered com-
pany’s exposures to another counterparty if
the Board determines in writing after notice
and opportunity for hearing, that the expo-
sures to the two counterparties must be aggre-
gated to prevent evasions of the purposes of
this subpart, including, but not limited to sec-
tion 252.76 and 12 U.S.C. 5365(e).

4–789.116
SECTION 252.77—Exemptions

(a) Exempted exposure categories. The fol-
lowing categories of credit transactions are ex-
empt from the limits on credit exposure under
this subpart:

(1) Any direct claim on, and the portion of
a claim that is directly and fully guaranteed
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as to principal and interest by, the Federal
National Mortgage Association and the Fed-
eral Home Loan Mortgage Corporation,
only while operating under the
conservatorship or receivership of the Fed-
eral Housing Finance Agency, and any addi-
tional obligation issued by a U.S.
government-sponsored entity as determined
by the Board;
(2) Intraday credit exposure to a
counterparty;
(3) Any trade exposure to a qualifying cen-
tral counterparty related to the covered
company’s clearing activity, including po-
tential future exposure arising from transac-
tions cleared by the qualifying central
counterparty and prefunded default fund
contributions;
(4) Any credit transaction with the Bank
for International Settlements, the Interna-
tional Monetary Fund, the International
Bank for Reconstruction and Development,
the International Finance Corporation, the
International Development Association, the
Multilateral Investment Guarantee Agency,
or the International Centre for Settlement of
Investment Disputes;
(5) Any credit transaction with the Euro-
pean Commission or the European Central
Bank; and
(6) Any transaction that the Board exempts
if the Board finds that such exemption is in
the public interest and is consistent with the
purpose of this subpart.

(b) Exemption for Federal Home Loan Banks.
For purposes of this subpart, a covered com-
pany does not include any Federal Home
Loan Bank.

(c) Additional exemptions by the Board. The
Board may, by regulation or order, exempt
transactions, in whole or in part, from the
definition of the term ‘‘credit exposure,’’ if the
Board finds that the exemption is in the pub-
lic interest and is consistent with the purpose
of 12 U.S.C. 5365(e).

4–789.117
SECTION 252.78—Compliance

(a) Scope of compliance.

(1) Using all available data, including any
data required to be maintained or reported
to the Federal Reserve under this subpart, a
covered company must comply with the re-
quirements of this subpart on a daily basis
at the end of each business day.
(2) A covered company must report its
compliance to the Federal Reserve as of the
end of the quarter, unless the Board deter-
mines and notifies that company in writing
that more frequent reporting is required.
(3) In reporting its compliance, a covered
company must calculate and include in its
gross credit exposure to an issuer of eligible
collateral or eligible guarantor the amounts
of eligible collateral, eligible guarantees,
eligible equity derivatives, and eligible
credit derivatives that were provided to the
covered company in connection with credit
transactions with exempt counterparties,
valued in accordance with and as required
by section 252.74(b) through (d) and (g).

(b) Qualifying master netting agreement. With
respect to any qualifying master netting agree-
ment, a covered company must establish and
maintain procedures that meet or exceed the
requirements of section 217.3(d) of the
Board’s Regulation Q (12 CFR 217.3(d)) to
monitor possible changes in relevant law and
to ensure that the agreement continues to sat-
isfy these requirements.

(c) Noncompliance.
(1) Except as otherwise provided in this
section, if a covered company is not in
compliance with this subpart with respect to
a counterparty solely due to the circum-
stances listed in paragraphs (c)(2)(i) through
(v) of this section, the covered company
will not be subject to enforcement actions
for a period of 90 days (or, with prior no-
tice to the company, such shorter or longer
period determined by the Board, in its sole
discretion, to be appropriate to preserve the
safety and soundness of the covered com-
pany or U.S. financial stability), if the cov-
ered company uses reasonable efforts to re-
turn to compliance with this subpart during
this period. The covered company may not
engage in any additional credit transactions
with such a counterparty in contravention of
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this rule during the period of noncompli-
ance, except as provided in paragraph
(c)(2).
(2) A covered company may request a spe-
cial temporary credit exposure limit exemp-
tion from the Board. The Board may grant
approval for such exemption in cases where
the Board determines that such credit trans-
actions are necessary or appropriate to pre-
serve the safety and soundness of the cov-
ered company or U.S. financial stability. In
acting on a request for an exemption, the
Board will consider the following:

(i) A decrease in the covered company’s
capital stock and surplus;
(ii) The merger of the covered company
with another covered company;
(iii) A merger of two counterparties; or
(iv) An unforeseen and abrupt change in
the status of a counterparty as a result of
which the covered company’s credit ex-
posure to the counterparty becomes lim-
ited by the requirements of this section;
or
(v) Any other factor(s) the Board deter-
mines, in its discretion, is appropriate.

(d) Other measures. The Board may impose
supervisory oversight and additional reporting
measures that it determines are appropriate to
monitor compliance with this subpart. Covered
companies must furnish, in the manner and
form prescribed by the Board, such informa-
tion to monitor compliance with this subpart
and the limits therein as the Board may re-
quire.

4–789.2
SUBPART I—REQUIREMENTS FOR
QUALIFIED FINANCIAL
CONTRACTS OF GLOBAL
SYSTEMICALLY IMPORTANT
BANKING ORGANIZATIONS

SECTION 252.81—Definitions

For purposes of this subpart:

Central counterparty (CCP) has the same
meaning as in section 217.2 of the Board’s
Regulation Q (12 CFR 217.2).

Chapter 11 proceeding means a proceeding
under Chapter 11 of Title 11, United States
Code (11 U.S.C. 1101-74).

Consolidated affiliate means an affiliate of an-
other company that

(1) Either consolidates the other company,
or is consolidated by the other company, on
financial statements prepared in accordance
with U.S. Generally Accepted Accounting
Principles, the International Financial Re-
porting Standards, or other similar stan-
dards;
(2) Is, along with the other company, con-
solidated with a third company on a finan-
cial statement prepared in accordance with
principles or standards referenced in para-
graph (1) of this definition; or
(3) For a company that is not subject to
principles or standards referenced in para-
graph (1), if consolidation as described in
paragraph (1) or (2) of this definition would
have occurred if such principles or stan-
dards had applied.

Default right
(1) Means, with respect to a QFC, any:

(i) Right of a party, whether contractual
or otherwise (including, without limita-
tion, rights incorporated by reference to
any other contract, agreement, or docu-
ment, and rights afforded by statute, civil
code, regulation, and common law), to
liquidate, terminate, cancel, rescind, or
accelerate such agreement or transactions
thereunder, set off or net amounts owing
in respect thereto (except rights related to
same-day payment netting), exercise rem-
edies in respect of collateral or other
credit support or property related thereto
(including the purchase and sale of prop-
erty), demand payment or delivery there-
under or in respect thereof (other than a
right or operation of a contractual provi-
sion arising solely from a change in the
value of collateral or margin or a change
in the amount of an economic exposure),
suspend, delay, or defer payment or per-
formance thereunder, or modify the obli-
gations of a party thereunder, or any
similar rights; and
(ii) Right or contractual provision that al-
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ters the amount of collateral or margin
that must be provided with respect to an
exposure thereunder, including by altering
any initial amount, threshold amount,
variation margin, minimum transfer
amount, the margin value of collateral, or
any similar amount, that entitles a party
to demand the return of any collateral or
margin transferred by it to the other party
or a custodian or that modifies a transfer-
ee’s right to reuse collateral or margin (if
such right previously existed), or any
similar rights, in each case, other than a
right or operation of a contractual provi-
sion arising solely from a change in the
value of collateral or margin or a change
in the amount of an economic exposure;

(2) With respect to section 252.84, does not
include any right under a contract that al-
lows a party to terminate the contract on
demand or at its option at a specified time,
or from time to time, without the need to
show cause.

Excluded bank:
(1) Means a national bank, a Federal sav-
ings association, a Federal branch, a Federal
agency, or an FSI that is exempted from the
scope of this subpart pursuant to paragraph
(b)(2) or (b)(3) of section 252.82;
(2) Does not include any entity described
in paragraph (1) of this definition that is
owned pursuant to section 3(a)(A)(ii) of the
Bank Holding Company Act (12 U.S.C.
1842(a)(A)(ii)); is owned by a depository
institution in satisfaction of debt previously
contracted in good faith; is a portfolio con-
cern, as defined under 13 CFR 107.50, that
is controlled by a small business investment
company, as defined in section 103(3) of
the Small Business Investment Act of 1958
(15 U.S.C. 662); is owned pursuant to para-
graph (11) of section 5136 of the Revised
Statutes of the United States (12 U.S.C.
24); or is a DPC branch subsidiary.

FDI Act proceeding means a proceeding in
which the Federal Deposit Insurance Corpora-
tion is appointed as conservator or receiver
under section 11 of the Federal Deposit Insur-
ance Act (12 U.S.C. 1821).

FDI Act stay period means, in connection
with an FDI Act proceeding, the period of
time during which a party to a QFC with a
party that is subject to an FDI Act proceeding
may not exercise any right that the party that
is not subject to an FDI Act proceeding has to
terminate, liquidate, or net such QFC, in ac-
cordance with section 11(e) of the Federal De-
posit Insurance Act (12 U.S.C. 1821(e)) and
any implementing regulations.

Financial counterparty means a person that is:
(1) (i) A bank holding company or an af-

filiate thereof; a savings and loan holding
company as defined in section 10(n) of
the Home Owners’ Loan Act (12 U.S.C.
1467a(n)); a U.S. intermediate holding
company that is established or designated
for purposes of compliance with this part;
or a nonbank financial company super-
vised by the Board;
(ii) A depository institution as defined in
section 3(c) of the Federal Deposit Insur-
ance Act (12 U.S.C. 1813(c)); an organi-
zation that is organized under the laws of
a foreign country and that engages di-
rectly in the business of banking outside
the United States; a Federal credit union
or State credit union as defined in section
2 of the Federal Credit Union Act (12
U.S.C. 1752(1) & (6)); an institution that
functions solely in a trust or fiduciary
capacity as described in section
2(c)(2)(D) of the Bank Holding Company
Act (12 U.S.C. 1841(c)(2)(D)); an indus-
trial loan company, an industrial bank, or
other similar institution described in sec-
tion 2(c)(2)(H) of the Bank Holding
Company Act (12 U.S.C. 1841(c)(2)(H));
(iii) An entity that is state-licensed or
registered as:

(A) A credit or lending entity, includ-
ing a finance company; money lender;
installment lender; consumer lender or
lending company; mortgage lender,
broker, or bank; motor vehicle title
pledge lender; payday or deferred de-
posit lender; premium finance com-
pany; commercial finance or lending
company; or commercial mortgage
company; except entities registered or
licensed solely on account of financing
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the entity’s direct sales of goods or
services to customers;
(B) A money services business, includ-
ing a check casher; money transmitter;
currency dealer or exchange; or money
order or traveler’s check issuer;

(iv) A regulated entity as defined in sec-
tion 1303(20) of the Federal Housing En-
terprises Financial Safety and Soundness
Act of 1992, as amended (12 U.S.C.
4502(20)) or any entity for which the
Federal Housing Finance Agency or its
successor is the primary federal regulator;
(v) Any institution chartered in accor-
dance with the Farm Credit Act of 1971,
as amended, 12 U.S.C. 2002 et seq., that
is regulated by the Farm Credit Adminis-
tration;
(vi) Any entity registered with the Com-
modity Futures Trading Commission as a
swap dealer or major swap participant
pursuant to the Commodity Exchange Act
of 1936 (7 U.S.C. 1 et seq.), or an entity
that is registered with the U.S. Securities
and Exchange Commission as a security-
based swap dealer or a major security-
based swap participant pursuant to the
Securities Exchange Act of 1934 (15
U.S.C. 78a et seq.);
(vii) A securities holding company, with
the meaning specified in section 618 of
the Dodd-Frank Wall Street Reform and
Consumer Protection Act (12 U.S.C.
1850a); a broker or dealer as defined in
sections 3(a)(4) and 3(a)(5) of the Securi-
ties Exchange Act of 1934 (15 U.S.C.
78c(a)(4)-(5)); an investment adviser as
defined in section 202(a) of the Invest-
ment Advisers Act of 1940 (15 U.S.C.
80b-2(a)); an investment company regis-
tered with the U.S. Securities and Ex-
change Commission under the Investment
Company Act of 1940 (15 U.S.C. 80a-1
et seq.); or a company that has elected to
be regulated as a business development
company pursuant to section 54(a) of the
Investment Company Act of 1940 (15
U.S.C. 80a-53(a));
(viii) A private fund as defined in section
202(a) of the Investment Advisers Act of
1940 (15 U.S.C. 80b-2(a)); an entity that
would be an investment company under

section 3 of the Investment Company Act
of 1940 (15 U.S.C. 80a-3) but for section
3(c)(5)(C); or an entity that is deemed
not to be an investment company under
section 3 of the Investment Company Act
of 1940 pursuant to Investment Company
Act Rule 3a-7 (17 CFR 270.3a-7) of the
U.S. Securities and Exchange Commis-
sion;
(ix) A commodity pool, a commodity
pool operator, or a commodity trading
advisor as defined, respectively, in sec-
tions 1a(10), 1a(11), and 1a(12) of the
Commodity Exchange Act of 1936 (7
U.S.C. 1a(10), 1a(11), and 1a(12)); a
floor broker, a floor trader, or introducing
broker as defined, respectively, in sec-
tions 1a(22), 1a(23) and 1a(31) of the
Commodity Exchange Act of 1936 (7
U.S.C. 1a(22), 1a(23), and 1a(31)); or a
futures commission merchant as defined
in section 1a(28) of the Commodity Ex-
change Act of 1936 (7 U.S.C. 1a(28));
(x) An employee benefit plan as defined
in paragraphs (3) and (32) of section 3 of
the Employee Retirement Income and Se-
curity Act of 1974 (29 U.S.C. 1002);
(xi) An entity that is organized as an in-
surance company, primarily engaged in
writing insurance or reinsuring risks un-
derwritten by insurance companies, or is
subject to supervision as such by a State
insurance regulator or foreign insurance
regulator; or
(xii) An entity that would be a financial
counterparty described in paragraphs
(1)(i)-(xi) of this definition, if the entity
were organized under the laws of the
United States or any state thereof.

(2) The term ‘‘financial counterparty’’ does
not include any counterparty that is:

(i) A sovereign entity;
(ii) A multilateral development bank; or
(iii) The Bank for International Settle-
ments.

Financial market utility (FMU) means any
person, regardless of the jurisdiction in which
the person is located or organized, that man-
ages or operates a multilateral system for the
purpose of transferring, clearing, or settling
payments, securities, or other financial trans-
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actions among financial institutions or be-
tween financial institutions and the person, but
does not include:

(1) Designated contract markets, registered
futures associations, swap data repositories,
and swap execution facilities registered un-
der the Commodity Exchange Act (7 U.S.C.
1 et seq.), or national securities exchanges,
national securities associations, alternative
trading systems, security-based swap data
repositories, and swap execution facilities
registered under the Securities Exchange
Act of 1934 (15 U.S.C. 78a et seq.), solely
by reason of their providing facilities for
comparison of data respecting the terms of
settlement of securities or futures transac-
tions effected on such exchange or by
means of any electronic system operated or
controlled by such entities, provided that
the exclusions in this clause apply only
with respect to the activities that require the
entity to be so registered; or
(2) Any broker, dealer, transfer agent, or
investment company, or any futures com-
mission merchant, introducing broker, com-
modity trading advisor, or commodity pool
operator, solely by reason of functions per-
formed by such institution as part of bro-
kerage, dealing, transfer agency, or invest-
ment company activities, or solely by
reason of acting on behalf of a FMU or a
participant therein in connection with the
furnishing by the FMU of services to its
participants or the use of services of the
FMU by its participants, provided that ser-
vices performed by such institution do not
constitute critical risk management or pro-
cessing functions of the FMU.

FSI means a state savings association or state
nonmember bank (as the terms are defined in
section 3 of the Federal Deposit Insurance
Act, 12 U.S.C. 1813).

Investment advisory contract means any con-
tract or agreement whereby a person agrees to
act as investment adviser to or to manage any
investment or trading account of another per-
son.

Master agreement means a QFC of the type
set forth in sections 210(c)(8)(D)(ii)(XI),

(iii)(IX), (iv)(IV), (v)(V), or (vi)(V) of Title II
of the Dodd-Frank Wall Street Reform and
Consumer Protection Act (12 U.S.C.
5390(c)(8)(D)(ii)(XI), (iii)(IX), (iv)(IV),
(v)(V), or (vi)(V)) or a master agreement that
the Federal Deposit Insurance Corporation de-
termines by regulation is a QFC pursuant to
section 210(c)(8)(D)(i) of Title II of the act
(12 U.S.C. 5390(c)(8)(D)(i)).

Person has the same meaning as in 12 CFR
225.2.

Qualified financial contract (QFC) has the
same meaning as in section 210(c)(8)(D) of
Title II of the Dodd-Frank Wall Street Reform
and Consumer Protection Act (12 U.S.C.
5390(c)(8)(D)).

Retail customer or counterparty has the same
meaning as in section 249.3 of the Board’s
Regulation WW (12 CFR 249.3).

Small financial institution means a company
that:

(1) Is organized as a bank, as defined in
section 3(a) of the Federal Deposit Insur-
ance Act, the deposits of which are insured
by the Federal Deposit Insurance Corpora-
tion; a savings association, as defined in
section 3(b) of the Federal Deposit Insur-
ance Act, the deposits of which are insured
by the Federal Deposit Insurance Corpora-
tion; a farm credit system institution char-
tered under the Farm Credit Act of 1971; or
an insured Federal credit union or State-
chartered credit union under the Federal
Credit Union Act; and
(2) Has total assets of $10,000,000,000 or
less on the last day of the company’s most
recent fiscal year.

U.S. special resolution regimes means the
Federal Deposit Insurance Act (12 U.S.C.
1811-1835a) and regulations promulgated
thereunder and Title II of the Dodd-Frank
Wall Street Reform and Consumer Protection
Act (12 U.S.C. 5381-5394) and regulations
promulgated thereunder.
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4–789.22
SECTION 252.82—Applicability

(a) General requirement. A covered entity
must ensure that each covered QFC conforms
to the requirements of sections 252.83 and
252.84.

(b) Covered entities. For purposes of this sub-
part, a covered entity is:

(1) A bank holding company that is identi-
fied as a global systemically important
BHC pursuant to 12 CFR 217.402;
(2) A subsidiary of a company identified in
paragraph (b)(1) of this section other than a
subsidiary that is:

(i) A national bank, a Federal savings as-
sociation, a Federal branch, a Federal
agency, an FSI;
(ii) A company owned pursuant to sec-
tion 3(a)(A)(ii), 4(c)(2), 4(k)(4)(H), or
4(k)(4)(I) of the Bank Holding Company
Act (12 U.S.C. 1842(a)(A)(ii),
1843(c)(2), 1843(k)(4)(H), 1843(k)(4)(I));
(iii) A company owned by a depository
institution in satisfaction of debt previ-
ously contracted in good faith;
(iv) A portfolio concern, as defined un-
der 13 CFR 107.50, that is controlled by
a small business investment company, as
defined in section 103(3) of the Small
Business Investment Act of 1958 (15
U.S.C. 662); or
(v) A company the business of which is
to make investments that are designed
primarily to promote the public welfare,
of the type permitted under paragraph
(11) of section 5136 of the Revised Stat-
utes of the United States (12 U.S.C. 24),
including the welfare of low- and
moderate-income communities or families
(such as providing housing, services, or
jobs)); or

(3) A U.S. subsidiary, U.S. branch, or U.S.
agency of a global systemically important
foreign banking organization other than a
U.S. subsidiary, U.S. branch, or U.S.
agency that is:

(i) A national bank, a Federal savings as-
sociation, a Federal branch, a Federal
agency, an FSI;
(ii) A company owned pursuant to sec-
tion 3(a)(A)(ii), 4(c)(2), 4(k)(4)(H), or

4(k)(4)(I) of the Bank Holding Company
Act (12 U.S.C. 1842(a)(A)(ii),
1843(c)(2), 1843(k)(4)(H), 1843(k)(4)(I));
(iii) A company owned by a depository
institution in satisfaction of debt previ-
ously contracted in good faith;
(iv) A portfolio concern, as defined un-
der 13 CFR 107.50, that is controlled by
a small business investment company, as
defined in section 103(3) of the Small
Business Investment Act of 1958 (15
U.S.C. 662);
(v) A company the business of which is
to make investments that are designed
primarily to promote the public welfare,
of the type permitted under paragraph
(11) of section 5136 of the Revised Stat-
utes of the United States (12 U.S.C. 24),
including the welfare of low- and
moderate-income communities or families
(such as providing housing, services, or
jobs);
(vi) A section 2(h)(2) company; or

(vii) A DPC branch subsidiary.

(c) Covered QFCs. For purposes of this sub-
part, a covered QFC is:

(1) With respect to a covered entity that is
a covered entity on November 13, 2017, an
in-scope QFC that the covered entity:

(i) Enters, executes, or otherwise be-
comes a party to on or after January 1,
2019; or
(ii) Entered, executed, or otherwise be-
came a party to before January 1, 2019,
if the covered entity or any affiliate that
is a covered entity or excluded bank also
enters, executes, or otherwise becomes a
party to a QFC with the same person or
a consolidated affiliate of the same per-
son on or after January 1, 2019.

(2) With respect to a covered entity that
becomes a covered entity after November
13, 2017, an in-scope QFC that the covered
entity:

(i) Enters, executes or otherwise becomes
a party to on or after the later of the date
the covered entity first becomes a cov-
ered entity and January 1, 2019; or
(ii) Entered, executed, or otherwise be-
came a party to before the date identified
in paragraph (c)(2)(i) of this section with
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respect to the covered entity, if the cov-
ered entity or any affiliate that is a cov-
ered entity or excluded bank also enters,
executes, or otherwise becomes a party to
a QFC with the same person or consoli-
dated affiliate of the same person on or
after the date identified in paragraph
(c)(2)(i) with respect to the covered en-
tity.

(d) In-scope QFCs. An in-scope QFC is a
QFC that explicitly:

(1) Restricts the transfer of a QFC (or any
interest or obligation in or under, or any
property securing, the QFC) from a covered
entity; or
(2) Provides one or more default rights
with respect to a QFC that may be exer-
cised against a covered entity.

(e) Rules of construction. For purposes of this
subpart:

(1) A covered entity does not become a
party to a QFC solely by acting as agent
with respect to the QFC; and
(2) The exercise of a default right with re-
spect to a covered QFC includes the auto-
matic or deemed exercise of the default
right pursuant to the terms of the QFC or
other arrangement.

(f) Initial applicability of requirements for
covered QFCs.

(1) With respect to each of its covered
QFCs, a covered entity that is a covered
entity on November 13, 2017 must conform
the covered QFC to the requirements of this
subpart by:

(i) January 1, 2019, if each party to the
covered QFC is a covered entity or an
excluded bank;
(ii) July 1, 2019, if each party to the
covered QFC (other than the covered en-
tity) is a financial counterparty that is not
a covered entity or excluded bank; or
(iii) January 1, 2020, if a party to the
covered QFC (other than the covered en-
tity) is not described in paragraph
(f)(1)(i) or (f)(1)(ii) of this section or if,
notwithstanding paragraph (f)(1)(ii), a
party to the covered QFC (other than the
covered entity) is a small financial insti-
tution.

(2) With respect to each of its covered
QFCs, a covered entity that is not a covered
entity on November 13, 2017 must conform
the covered QFC to the requirements of this
subpart by:

(i) The first day of the calendar quarter
immediately following 1 year after the
date the covered entity first becomes a
covered entity, if each party to the cov-
ered QFC is a covered entity or an ex-
cluded bank;
(ii) The first day of the calendar quarter
immediately following 18 months from
the date the covered entity first becomes
a covered entity if each party to the cov-
ered QFC (other than the covered entity)
is a financial counterparty that is not a
covered entity or excluded bank; or
(iii) The first day of the calendar quarter
immediately following 2 years from the
date the covered entity first becomes a
covered entity if a party to the covered
QFC (other than the covered entity) is
not described in paragraph (f)(2)(i) or
(f)(2)(ii) of this section or if, notwith-
standing paragraph (f)(2)(ii), a party to
the covered QFC (other than the covered
entity) is a small financial institution.

4–789.221
SECTION 252.83—U.S. Special
Resolution Regimes

(a) Covered QFCs not required to be con-
formed.

(1) Notwithstanding section 252.82, a cov-
ered entity is not required to conform a
covered QFC to the requirements of this
section if:

(i) The covered QFC designates, in the
manner described in paragraph (a)(2) of
this section, the U.S. special resolution
regimes as part of the law governing the
QFC; and
(ii) Each party to the covered QFC, other
than the covered entity, is:

(A) An individual that is domiciled in
the United States, including any State;
(B) A company that is incorporated in
or organized under the laws of the
United States or any State;
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(C) A company the principal place of
business of which is located in the
United States, including any State; or
(D) A U.S. branch or U.S. agency.

(2) A covered QFC designates the U.S.
special resolution regimes as part of the law
governing the QFC if the covered QFC:

(i) Explicitly provides that the covered
QFC is governed by the laws of the
United States or a state of the United
States; and
(ii) Does not explicitly provide that one
or both of the U.S. special resolution re-
gimes, or a broader set of laws that in-
cludes a U.S. special resolution regime,
is excluded from the laws governing the
covered QFC.

(b) Provisions required. A covered QFC must
explicitly provide that:

(1) In the event the covered entity becomes
subject to a proceeding under a U.S. special
resolution regime, the transfer of the cov-
ered QFC (and any interest and obligation
in or under, and any property securing, the
covered QFC) from the covered entity will
be effective to the same extent as the trans-
fer would be effective under the U.S. spe-
cial resolution regime if the covered QFC
(and any interest and obligation in or under,
and any property securing, the covered
QFC) were governed by the laws of the
United States or a state of the United
States; and
(2) In the event the covered entity or an
affiliate of the covered entity becomes sub-
ject to a proceeding under a U.S. special
resolution regime, default rights with re-
spect to the covered QFC that may be exer-
cised against the covered entity are permit-
ted to be exercised to no greater extent than
the default rights could be exercised under
the U.S. special resolution regime if the
covered QFC were governed by the laws of
the United States or a state of the United
States.

(c) Relevance of creditor protection provi-
sions. The requirements of this section apply
notwithstanding paragraphs (d), (f), and (h) of
section 252.84.

4–789.222
SECTION 252.84—Insolvency
Proceedings

(a) Covered QFCs not required to be con-
formed. Notwithstanding section 252.82, a
covered entity is not required to conform a
covered QFC to the requirements of this sec-
tion if the covered QFC:

(1) Does not explicitly provide any default
right with respect to the covered QFC that
is related, directly or indirectly, to an affili-
ate of the direct party becoming subject to
a receivership, insolvency, liquidation, reso-
lution, or similar proceeding; and
(2) Does not explicitly prohibit the transfer
of a covered affiliate credit enhancement,
any interest or obligation in or under the
covered affiliate credit enhancement, or any
property securing the covered affiliate credit
enhancement to a transferee upon or follow-
ing an affiliate of the direct party becoming
subject to a receivership, insolvency, liqui-
dation, resolution, or similar proceeding or
would prohibit such a transfer only if the
transfer would result in the supported party
being the beneficiary of the credit enhance-
ment in violation of any law applicable to
the supported party.

(b) General prohibitions.
(1) A covered QFC may not permit the ex-
ercise of any default right with respect to
the covered QFC that is related, directly or
indirectly, to an affiliate of the direct party
becoming subject to a receivership, insol-
vency, liquidation, resolution, or similar
proceeding.
(2) A covered QFC may not prohibit the
transfer of a covered affiliate credit en-
hancement, any interest or obligation in or
under the covered affiliate credit enhance-
ment, or any property securing the covered
affiliate credit enhancement to a transferee
upon or following an affiliate of the direct
party becoming subject to a receivership,
insolvency, liquidation, resolution, or simi-
lar proceeding unless the transfer would re-
sult in the supported party being the benefi-
ciary of the credit enhancement in violation
of any law applicable to the supported
party.
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(c) Definitions relevant to the general prohibi-
tions.

(1) Direct party. Direct party means a cov-
ered entity or excluded bank that is a party
to the direct QFC.
(2) Direct QFC. Direct QFC means a QFC
that is not a credit enhancement, provided
that, for a QFC that is a master agreement
that includes an affiliate credit enhancement
as a supplement to the master agreement,
the direct QFC does not include the affiliate
credit enhancement.
(3) Affiliate credit enhancement. Affiliate
credit enhancement means a credit enhance-
ment that is provided by an affiliate of a
party to the direct QFC that the credit en-
hancement supports.

(d) General creditor protections. Notwith-
standing paragraph (b) of this section, a cov-
ered direct QFC and covered affiliate credit
enhancement that supports the covered direct
QFC may permit the exercise of a default
right with respect to the covered QFC that
arises as a result of:

(1) The direct party becoming subject to a
receivership, insolvency, liquidation, resolu-
tion, or similar proceeding;
(2) The direct party not satisfying a pay-
ment or delivery obligation pursuant to the
covered QFC or another contract between
the same parties that gives rise to a default
right in the covered QFC; or
(3) The covered affiliate support provider
or transferee not satisfying a payment or
delivery obligation pursuant to a covered
affiliate credit enhancement that supports
the covered direct QFC.

(e) Definitions relevant to the general creditor
protections.

(1) Covered direct QFC. Covered direct
QFC means a direct QFC to which a cov-
ered entity or excluded bank is a party.
(2) Covered affiliate credit enhancement.
Covered affiliate credit enhancement means
an affiliate credit enhancement in which a
covered entity or excluded bank is the obli-
gor of the credit enhancement.
(3) Covered affiliate support provider. Cov-
ered affiliate support provider means, with
respect to a covered affiliate credit enhance-
ment, the affiliate of the direct party that is

obligated under the covered affiliate credit
enhancement and is not a transferee.
(4) Supported party. Supported party
means, with respect to a covered affiliate
credit enhancement and the direct QFC that
the covered affiliate credit enhancement
supports, a party that is a beneficiary of the
covered affiliate support provider’s obliga-
tion(s) under the covered affiliate credit en-
hancement.

(f) Additional creditor protections for sup-
ported QFCs. Notwithstanding paragraph (b)
of this section, with respect to a covered di-
rect QFC that is supported by a covered affili-
ate credit enhancement, the covered direct
QFC and the covered affiliate credit enhance-
ment may permit the exercise of a default
right after the stay period that is related, di-
rectly or indirectly, to the covered affiliate
support provider becoming subject to a receiv-
ership, insolvency, liquidation, resolution, or
similar proceeding if:

(1) The covered affiliate support provider
that remains obligated under the covered
affiliate credit enhancement becomes sub-
ject to a receivership, insolvency, liquida-
tion, resolution, or similar proceeding, other
than a Chapter 11 proceeding;
(2) Subject to paragraph (h) of this section,
the transferee, if any, becomes subject to a
receivership, insolvency, liquidation, resolu-
tion, or similar proceeding;
(3) The covered affiliate support provider
does not remain, and a transferee does not
become, obligated to the same, or substan-
tially similar, extent as the covered affiliate
support provider was obligated immediately
prior to entering the receivership, insol-
vency, liquidation, resolution, or similar
proceeding with respect to:

(i) The covered affiliate credit enhance-
ment;
(ii) All other covered affiliate credit en-
hancements provided by the covered af-
filiate support provider in support of
other covered direct QFCs between the
direct party and the supported party un-
der the covered affiliate credit enhance-
ment referenced in paragraph (f)(3)(i) of
this section; and
(iii) All covered affiliate credit enhance-
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ments provided by the covered affiliate
support provider in support of covered
direct QFCs between the direct party and
affiliates of the supported party refer-
enced in paragraph (f)(3)(ii) of this sec-
tion; or

(4) In the case of a transfer of the covered
affiliate credit enhancement to a transferee,

(i) All of the ownership interests of the
direct party directly or indirectly held by
the covered affiliate support provider are
not transferred to the transferee; or
(ii) Reasonable assurance has not been
provided that all or substantially all of
the assets of the covered affiliate support
provider (or net proceeds therefrom), ex-
cluding any assets reserved for the pay-
ment of costs and expenses of adminis-
tration in the receivership, insolvency,
liquidation, resolution, or similar pro-
ceeding, will be transferred or sold to the
transferee in a timely manner.

(g) Definitions relevant to the additional
creditor protections for supported QFCs.

(1) Stay period. Stay period means, with
respect to a receivership, insolvency, liqui-
dation, resolution, or similar proceeding, the
period of time beginning on the commence-
ment of the proceeding and ending at the
later of 5:00 p.m. (eastern time) on the
business day following the date of the com-
mencement of the proceeding and 48 hours
after the commencement of the proceeding.
(2) Business day. Business day means a
day on which commercial banks in the ju-
risdiction the proceeding is commenced are
open for general business (including deal-
ings in foreign exchange and foreign cur-
rency deposits).
(3) Transferee. Transferee means a person
to whom a covered affiliate credit enhance-
ment is transferred upon the covered affili-
ate support provider entering a receivership,
insolvency, liquidation, resolution, or simi-
lar proceeding or thereafter as part of the
resolution, restructuring, or reorganization
involving the covered affiliate support pro-
vider.

(h) Creditor protections related to FDI Act
proceedings. Notwithstanding paragraphs (b),
(d), and (f) of this section, with respect to a

covered direct QFC that is supported by a
covered affiliate credit enhancement, the cov-
ered direct QFC and the covered affiliate
credit enhancement may permit the exercise of
a default right that is related, directly or indi-
rectly, to the covered affiliate support provider
becoming subject to FDI Act proceedings:

(1) After the FDI Act stay period, if the
covered affiliate credit enhancement is not
transferred pursuant to 12 U.S.C.
1821(e)(9)-(e)(10) and any regulations pro-
mulgated thereunder; or
(2) During the FDI Act stay period, if the
default right may only be exercised so as to
permit the supported party under the cov-
ered affiliate credit enhancement to suspend
performance with respect to the supported
party’s obligations under the covered direct
QFC to the same extent as the supported
party would be entitled to do if the covered
direct QFC were with the covered affiliate
support provider and were treated in the
same manner as the covered affiliate credit
enhancement.

(i) Prohibited terminations. A covered QFC
must require, after an affiliate of the direct
party has become subject to a receivership,
insolvency, liquidation, resolution, or similar
proceeding:

(1) The party seeking to exercise a default
right to bear the burden of proof that the
exercise is permitted under the covered
QFC; and
(2) Clear and convincing evidence or a
similar or higher burden of proof to exer-
cise a default right.

4–789.223
SECTION 252.85—Approval of
Enhanced Creditor Protection Conditions

(a) Protocol compliance.
(1) Unless the Board determines otherwise
based on the specific facts and circum-
stances, a covered QFC is deemed to com-
ply with this subpart if it is amended by the
universal protocol or the U.S. protocol.
(2) A covered QFC will be deemed to be
amended by the universal protocol for pur-
poses of paragraph (a)(1) of this section
notwithstanding the covered QFC being
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amended by one or more Country Annexes,
as the term is defined in the universal pro-
tocol.
(3) For purposes of paragraphs (a)(1) and
(2) of this section:

(i) The universal protocol means the
ISDA 2015 Universal Resolution Stay
Protocol, including the Securities Financ-
ing Transaction Annex and Other Agree-
ments Annex, published by the Interna-
tional Swaps and Derivatives Association,
Inc., as of May 3, 2016, and minor or
technical amendments thereto;
(ii) The U.S. protocol means a protocol
that is the same as the universal protocol
other than as provided in paragraphs
(a)(3)(ii)(A)-(F) of this section.

(A) The provisions of section 1 of the
attachment to the universal protocol
may be limited in their application to
covered entities and excluded banks
and may be limited with respect to
resolutions under the Identified Re-
gimes, as those regimes are identified
by the universal protocol;
(B) The provisions of section 2 of the
attachment to the universal protocol
may be limited in their application to
covered entities and excluded banks;
(C) The provisions of section
4(b)(i)(A) of the attachment to the uni-
versal protocol must not apply with re-
spect to U.S. special resolution re-
gimes;
(D) The provisions of section 4(b) of
the attachment to the universal proto-
col may only be effective to the extent
that the covered QFCs affected by an
adherent’s election thereunder would
continue to meet the requirements of
this subpart;
(E) The provisions of section 2(k) of
the attachment to the universal proto-
col must not apply; and
(F) The U.S. protocol may include mi-
nor and technical differences from the
universal protocol and differences nec-
essary to conform the U.S. protocol to
the differences described in paragraphs
(a)(3)(ii)(A)-(E) of this section;

(iii) Amended by the universal protocol
or the U.S. protocol, with respect to cov-

ered QFCs between adherents to the pro-
tocol, includes amendments through in-
corporation of the terms of the protocol
(by reference or otherwise) into the cov-
ered QFC; and
(iv) The attachment to the universal pro-
tocol means the attachment that the uni-
versal protocol identifies as ‘‘ATTACH-
MENT to the ISDA 2015 UNIVERSAL
RESOLUTION STAY PROTOCOL.’’

(b) Proposal of enhanced creditor protection
conditions.

(1) A covered entity may request that the
Board approve as compliant with the re-
quirements of sections 252.83 and 252.84
proposed provisions of one or more forms
of covered QFCs, or proposed amendments
to one or more forms of covered QFCs,
with enhanced creditor protection condi-
tions.
(2) Enhanced creditor protection conditions
means a set of limited exemptions to the
requirements of section 252.84(b) that is
different than that of paragraphs (d), (f),
and (h) of section 252.84.
(3) A covered entity making a request un-
der paragraph (b)(1) of this section must
provide:

(i) An analysis of the proposal that ad-
dresses each consideration in paragraph
(d) of this section;
(ii) A written legal opinion verifying that
proposed provisions or amendments
would be valid and enforceable under ap-
plicable law of the relevant jurisdictions,
including, in the case of proposed
amendments, the validity and enforceabil-
ity of the proposal to amend the covered
QFCs; and
(iii) Any other relevant information that
the Board requests.

(c) Board approval. The Board may approve,
subject to any conditions or commitments the
Board may set, a proposal by a covered entity
under paragraph (b) of this section if the pro-
posal, as compared to a covered QFC that
contains only the limited exemptions in para-
graphs of (d), (f), and (h) of section 252.84 or
that is amended as provided under paragraph
(a) of this section, would prevent or mitigate
risks to the financial stability of the United
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States that could arise from the failure of a
global systemically important BHC, a global
systemically important foreign banking organi-
zation, or the subsidiaries of either and would
protect the safety and soundness of bank hold-
ing companies and state member banks to at
least the same extent.

(d) Considerations. In reviewing a proposal
under this section, the Board may consider all
facts and circumstances related to the pro-
posal, including:

(1) Whether, and the extent to which, the
proposal would reduce the resiliency of
such covered entities during distress or in-
crease the impact on U.S. financial stability
were one or more of the covered entities to
fail;
(2) Whether, and the extent to which, the
proposal would materially decrease the abil-
ity of a covered entity, or an affiliate of a
covered entity, to be resolved in a rapid and
orderly manner in the event of the financial
distress or failure of the entity that is re-
quired to submit a resolution plan;
(3) Whether, and the extent to which, the
set of conditions or the mechanism in
which they are applied facilitates, on an
industry-wide basis, contractual modifica-
tions to remove impediments to resolution
and increase market certainty, transparency,
and equitable treatment with respect to the
default rights of non-defaulting parties to a
covered QFC;
(4) Whether, and the extent to which, the
proposal applies to existing and future
transactions;
(5) Whether, and the extent to which, the
proposal would apply to multiple forms of
QFCs or multiple covered entities;
(6) Whether the proposal would permit a
party to a covered QFC that is within the
scope of the proposal to adhere to the pro-
posal with respect to only one or a subset
of covered entities;
(7) With respect to a supported party, the
degree of assurance the proposal provides
to the supported party that the material pay-
ment and delivery obligations of the cov-
ered affiliate credit enhancement and the
covered direct QFC it supports will con-
tinue to be performed after the covered af-

filiate support provider enters a receiver-
ship, insolvency, liquidation, resolution, or
similar proceeding;
(8) The presence, nature, and extent of any
provisions that require a covered affiliate
support provider or transferee to meet con-
ditions other than material payment or de-
livery obligations to its creditors;
(9) The extent to which the supported par-
ty’s overall credit risk to the direct party
may increase if the enhanced creditor pro-
tection conditions are not met and the like-
lihood that the supported party’s credit risk
to the direct party would decrease or remain
the same if the enhanced creditor protection
conditions are met; and
(10) Whether the proposal provides the
counterparty with additional default rights
or other rights.

4–789.224
SECTION 252.86—Foreign Bank
Multi-Branch Master Agreements

(a) Treatment of foreign bank multi-branch
master agreements. With respect to a U.S.
branch or U.S. agency of a global systemi-
cally important foreign banking organization,
a foreign bank multi-branch master agreement
that is a covered QFC solely because the mas-
ter agreement permits agreements or transac-
tions that are QFCs to be entered into at one
or more U.S. branches or U.S. agencies of the
global systemically important foreign banking
organization will be considered a covered
QFC for purposes of this subpart only with
respect to such agreements or transactions
booked at such U.S. branches and U.S. agen-
cies.

(b) Definition of foreign bank multi-branch
master agreements. A foreign bank multi-
branch master agreement means a master
agreement that permits a U.S. branch or U.S.
agency and another place of business of a
foreign bank that is outside the United States
to enter transactions under the agreement.
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4–789.225
SECTION 252.87—Identification of
Global Systemically Important Foreign
Banking Organizations

(a) For purposes of this subpart, a top-tier
foreign banking organization that is or con-
trols a covered company (as defined at 12
CFR 243.2(f)) is a global systemically impor-
tant foreign banking organization if any of the
following conditions is met:

(1) The top-tier foreign banking organiza-
tion determines, pursuant to paragraph (c)
of this section, that the top-tier foreign
banking organization has the characteristics
of a global systemically important banking
organization under the global methodology;
or
(2) The Board, using information available
to the Board, determines:

(i) That the top-tier foreign banking or-
ganization would be a global systemically
important banking organization under the
global methodology;
(ii) That the top-tier foreign banking or-
ganization, if it were subject to the
Board’s Regulation Q (part 217 of this
chapter), would be identified as a global
systemically important BHC under sec-
tion 217.402 of the Board’s Regulation
Q; or
(iii) That any U.S. intermediate holding
company controlled by the top-tier for-
eign banking organization, if the U.S. in-
termediate holding company is or were
subject to section 217.402 of the Board’s
Regulation Q, is or would be identified
as a global systemically important BHC.

(b) Each top-tier foreign banking organization
that determines pursuant to paragraph (c) of
this section that it has the characteristics of a
global systemically important banking organi-
zation under the global methodology must no-
tify the Board of the determination by January
1 of each calendar year.

(c) A top-tier foreign banking organization
that is or controls a covered company (as de-
fined at 12 CFR 243.2(f)) and prepares or
reports for any purpose the indicator amounts
necessary to determine whether the top-tier
foreign banking organization is a global sys-

temically important banking organization un-
der the global methodology must use the data
to determine whether the top-tier foreign
banking organization has the characteristics of
a global systemically important banking orga-
nization under the global methodology.

(d) Each top-tier foreign banking organization
that controls a U.S. intermediate holding com-
pany and that meets the requirements of sec-
tion 252.153(b)(5) and (6) also meets the re-
quirements of paragraphs (b) and (c) of this
section.

4–789.226
SECTION 252.88—Exclusion of Certain
QFCs

(a) Exclusion of QFCs with FMUs. Notwith-
standing section 252.82, a covered entity is
not required to conform to the requirements of
this subpart a covered QFC to which:

(1) A CCP is party; or
(2) Each party (other than the covered en-
tity) is an FMU.

(b) Exclusion of certain excluded bank QFCs.
If a covered QFC is also a covered QFC
under parts 47 or 382 of this title that an
affiliate of the covered entity is also required
to conform pursuant to parts 47 or 382 of this
title and the covered entity is:

(1) The affiliate credit enhancement pro-
vider with respect to the covered QFC, then
the covered entity is required to conform
the credit enhancement to the requirements
of this subpart but is not required to con-
form the direct QFC to the requirements of
this subpart; or
(2) The direct party to which the excluded
bank is the affiliate credit enhancement pro-
vider, then the covered entity is required to
conform the direct QFC to the requirements
of this subpart but is not required to con-
form the credit enhancement to the require-
ments of this subpart.

(c) Exclusion of certain contracts. Notwith-
standing section 252.82, a covered entity is
not required to conform the following types of
contracts or agreements to the requirements of
this subpart:

(1) An investment advisory contract that:
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(i) Is with a retail customer or
counterparty;
(ii) Does not explicitly restrict the trans-
fer of the contract (or any QFC entered
pursuant thereto or governed thereby, or
any interest or obligation in or under, or
any property securing, any such QFC or
the contract) from the covered entity ex-
cept as necessary to comply with section
205(a)(2) of the Investment Advisers Act
of 1940 (15 U.S.C. 80b-5(a)(2)); and
(iii) Does not explicitly provide a default
right with respect to the contract or any
QFC entered pursuant thereto or gov-
erned thereby.

(2) A warrant that:
(i) Evidences a right to subscribe to or
otherwise acquire a security of the cov-
ered entity or an affiliate of the covered
entity; and
(ii) Was issued prior to November 13,
2017.

(d) Exemption by order. The Board may ex-
empt by order one or more covered entities
from conforming one or more contracts or
types of contracts to one or more of the re-
quirements of this subpart after considering:

(1) The potential impact of the exemption
on the ability of the covered entity(ies), or
affiliates of the covered entity(ies), to be
resolved in a rapid and orderly manner in
the event of the financial distress or failure
of the entity that is required to submit a
resolution plan;
(2) The burden the exemption would re-
lieve; and
(3) Any other factor the Board deems rel-
evant.

SUBPARTS J–L [RESERVED]

4–790.2
SUBPART M—RISK-COMMITTEE
REQUIREMENT FOR FOREIGN
BANKING ORGANIZATIONS WITH
TOTAL CONSOLIDATED ASSETS OF
AT LEAST $50 BILLION BUT LESS
THAN $100 BILLION

SECTION 252.130—[Reserved]

4–790.22
SECTION 252.131—Applicability

(a) General applicability. A foreign banking
organization with average total consolidated
assets of at least $50 billion but less than
$100 billion must comply with the risk-
committee requirements set forth in this sub-
part beginning on the first day of the ninth
quarter following the date on which its aver-
age total consolidated assets equal or exceed
$50 billion.

(b) Cessation of requirements. A foreign
banking organization will remain subject to
the risk-committee requirements of this sec-
tion until the earlier of the date on which:

(1) Its total consolidated assets are below
$50 billion for each of four consecutive cal-
endar quarters; and
(2) It becomes subject to the requirements
of subpart N or subpart O of this part.

4–790.221
SECTION 252.132—Risk-Committee
Requirements for Foreign Banking
Organizations with Total Consolidated
Assets of $50 Billion or More but Less
than $100 Billion

(a) U.S. risk committee certification. A for-
eign banking organization subject to this sub-
part, must, on an annual basis, certify to the
Board that it maintains a committee of its
global board of directors (or equivalent
thereof), on a standalone basis or as part of its
enterprise-wide risk committee (or equivalent
thereof) that:

(1) Oversees the risk-management policies
of the combined U.S. operations of the for-
eign banking organization; and
(2) Includes at least one member having
experience in identifying, assessing, and
managing risk exposures of large, complex
firms.

(b) Timing of certification. The certification
required under paragraph (a) of this section
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must be filed on an annual basis with the
Board concurrently with the FR Y-7.

(c) Responsibilities of the foreign banking or-
ganization. The foreign banking organization
must take appropriate measures to ensure that
its combined U.S. operations implement the
risk-management policies overseen by the
U.S. risk committee described in paragraph (a)
of this section, and its combined U.S. opera-
tions provide sufficient information to the
U.S. risk committee to enable the U.S. risk
committee to carry out the responsibilities of
this subpart.

(d) Noncompliance with this section. If a for-
eign banking organization does not satisfy the
requirements of this section, the Board may
impose requirements, conditions, or restric-
tions relating to the activities or business op-
erations of the combined U.S. operations of
the foreign banking organization. The Board
will coordinate with any relevant State or Fed-
eral regulator in the implementation of such
requirements, conditions, or restrictions. If the
Board determines to impose one or more re-
quirements, conditions, or restrictions under
this paragraph, the Board will notify the orga-
nization before it applies any requirement,
condition or restriction, and describe the basis
for imposing such requirement, condition, or
restriction. Within 14 calendar days of receipt
of a notification under this paragraph, the
company may request in writing that the
Board reconsider the requirement, condition,
or restriction. The Board will respond in writ-
ing to the organization’s request for reconsid-
eration prior to applying the requirement, con-
dition, or restriction.

4–790.3
SUBPART N—ENHANCED
PRUDENTIAL STANDARDS FOR
FOREIGN BANKING
ORGANIZATIONS WITH TOTAL
CONSOLIDATED ASSETS OF $100
BILLION OR MORE AND COMBINED
U.S. ASSETS OF LESS THAN $100
BILLION

SECTION 252.140—Scope

This subpart applies to foreign banking orga-

nizations with average total consolidated as-
sets of $100 billion or more, but average com-
bined U.S. assets of less than $100 billion.

SECTION 252.141—[Reserved]

4–790.331
SECTION 252.142—Applicability

(a) General applicability. A foreign banking
organization with average total consolidated
assets of $100 billion or more and average
combined U.S. assets of less than $100 billion
must:

(1) Comply with the capital stress testing,
risk-management and risk-committee re-
quirements set forth in this subpart begin-
ning no later than on the first day of the
ninth quarter the date on which its average
total consolidated assets equal or exceed
$100 billion; and
(2) Comply with the risk-based and lever-
age capital requirements and liquidity risk-
management requirements set forth in this
subpart beginning no later than on the first
day of the ninth quarter following the date
on which its total consolidated assets equal
or exceed $250 billion; and
(3) Comply with the U.S. intermediate
holding company requirement set forth in
section 252.147 beginning no later than on
the first day of the ninth quarter following
the date on which its average U.S. non-
branch assets equal or exceed $50 billion.

(b) Cessation of requirements.
(1) Enhanced prudential standards appli-
cable to the foreign banking organization.

(i) A foreign banking organization will
remain subject to the requirements set
forth in sections 252.144 and 252.146 un-
til its total consolidated assets are below
$100 billion for each of four consecutive
calendar quarters, or it becomes subject
to the requirements of subpart O of this
part.
(ii) A foreign banking organization will
remain subject to the requirements set
forth in sections 252.143 and 252.145 un-
til its total consolidated assets are below
$250 billion for each of four consecutive
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calendar quarters, or it becomes subject
to the requirements of subpart O of this
part.

(2) Intermediate holding company require-
ment. A foreign banking organization will
remain subject to the U.S. intermediate
holding company requirement set forth in
section 252.147 until the sum of the total
consolidated assets of the top-tier U.S. sub-
sidiaries of the foreign banking organization
(excluding any section 2(h)(2) company and
DPC branch subsidiary) is below $50 bil-
lion for each of four consecutive calendar
quarters, or it becomes subject to the U.S.
intermediate holding company requirements
of subpart O of this part.

4–790.332
SECTION 252.143—Risk-Based and
Leverage Capital Requirements for
Foreign Banking Organizations with
Total Consolidated Assets of $250
Billion or More and Combined U.S.
Assets of Less than $100 Billion

(a) General requirements.
(1) A foreign banking organization subject
to this subpart and with average total con-
solidated assets of $250 billion or more
must certify to the Board that it meets capi-
tal adequacy standards on a consolidated
basis established by its home-country super-
visor that are consistent with the regulatory
capital framework published by the Basel
Committee on Banking Supervision, as
amended from time to time (Basel Capital
Framework).
(2) In the event that a home-country super-
visor has not established capital adequacy
standards that are consistent with the Basel
Capital Framework, the foreign banking or-
ganization must demonstrate to the satisfac-
tion of the Board that it would meet or
exceed capital adequacy standards on a con-
solidated basis that are consistent with the
Basel Capital Framework were it subject to
such standards.

(b) Reporting. A foreign banking organization
subject to this subpart and with average total
consolidated assets of $250 billion or more
must provide to the Board reports relating to

its compliance with the capital adequacy mea-
sures described in paragraph (a) of this section
concurrently with filing the FR Y-7Q.

(c) Noncompliance with the Basel Capital
Framework. If a foreign banking organization
does not satisfy the requirements of this sec-
tion, the Board may impose requirements,
conditions, or restrictions, including risk-based
or leverage capital requirements, relating to
the activities or business operations of the
U.S. operations of the organization. The Board
will coordinate with any relevant State or Fed-
eral regulator in the implementation of such
requirements, conditions, or restrictions. If the
Board determines to impose one or more re-
quirements, conditions, or restrictions under
this paragraph, the Board will notify the orga-
nization before it applies any requirement,
condition or restriction, and describe the basis
for imposing such requirement, condition, or
restriction. Within 14 calendar days of receipt
of a notification under this paragraph, the or-
ganization may request in writing that the
Board reconsider the requirement, condition,
or restriction. The Board will respond in writ-
ing to the organization’s request for reconsid-
eration prior to applying the requirement, con-
dition, or restriction.

4–790.333
SECTION 252.144—Risk-Management
and Risk-Committee Requirements for
Foreign Banking Organizations with
Total Consolidated Assets of $100
Billion or More but Combined U.S.
Assets of Less than $100 Billion

(a) Risk-management and risk-committee re-
quirements for foreign banking organizations
with combined U.S. assets of less than $50
billion.

(1) U.S. risk committee certification. A for-
eign banking organization with average
combined U.S. assets of less than $50 bil-
lion must, on an annual basis, certify to the
Board that it maintains a committee of its
global board of directors (or equivalent
thereof), on a standalone basis or as part of
its enterprise-wide risk committee (or
equivalent thereof) that:

(i) Oversees the risk-management poli-
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cies of the combined U.S. operations of
the foreign banking organization; and
(ii) Includes at least one member having
experience in identifying, assessing, and
managing risk exposures of large, com-
plex firms.

(2) Timing of certification. The certification
required under paragraph (a) of this section
must be filed on an annual basis with the
Board concurrently with the FR Y-7.

(b) Risk-management and risk-committee re-
quirements for foreign banking organizations
with combined U.S. assets of $50 billion or
more but less than $100 billion.

(1) U.S. risk committee.
(i) General. A foreign banking organiza-
tion subject to this this subpart and with
average combined U.S. assets of $50 bil-
lion or more must maintain a U.S. risk
committee that approves and periodically
reviews the risk-management policies of
the combined U.S. operations of the for-
eign banking organization and oversees
the risk-management framework of such
combined U.S. operations.
(ii) Risk-management framework. The
foreign banking organization’s risk-
management framework for its combined
U.S. operations must be commensurate
with the structure, risk profile, complex-
ity, activities, and size of its combined
U.S. operations and consistent with its
enterprise-wide risk management policies.
The framework must include:

(A) Policies and procedures establish-
ing risk-management governance, risk-
management procedures, and risk-
control infrastructure for the combined
U.S. operations of the foreign banking
organization; and
(B) Processes and systems for imple-
menting and monitoring compliance
with such policies and procedures, in-
cluding:

(1) Processes and systems for iden-
tifying and reporting risks and risk-
management deficiencies, including
regarding emerging risks, on a com-
bined U.S. operations basis and en-
suring effective and timely imple-
mentation of actions to address

emerging risks and risk-management
deficiencies;
(2) Processes and systems for estab-
lishing managerial and employee re-
sponsibility for risk management of
the combined U.S. operations;
(3) Processes and systems for ensur-
ing the independence of the risk-
management function of the com-
bined U.S. operations; and
(4) Processes and systems to inte-
grate risk management and associ-
ated controls with management goals
and the compensation structure of
the combined U.S. operations.

(iii) Placement of the U.S. risk commit-
tee.

(A) A foreign banking organization
that conducts its operations in the
United States solely through a U.S. in-
termediate holding company must
maintain its U.S. risk committee as a
committee of the board of directors of
its U.S. intermediate holding company
(or equivalent thereof).
(B) A foreign banking organization
that conducts its operations through
U.S. branches or U.S. agencies (in ad-
dition to through its U.S. intermediate
holding company, if any) may maintain
its U.S. risk committee either:

(1) As a committee of the global
board of directors (or equivalent
thereof), on a standalone basis or as
a joint committee with its enterprise-
wide risk committee (or equivalent
thereof); or
(2) As a committee of the board of
directors of its U.S. intermediate
holding company (or equivalent
thereof), on a standalone basis or as
a joint committee with the risk com-
mittee of its U.S. intermediate hold-
ing company required pursuant to
section 252.147(e)(3).

(iv) Corporate governance requirements.
The U.S. risk committee must meet at
least quarterly and otherwise as needed,
and must fully document and maintain
records of its proceedings, including risk-
management decisions.
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(v) Minimum member requirements. The
U.S. risk committee must:

(A) Include at least one member hav-
ing experience in identifying, assess-
ing, and managing risk exposures of
large, complex financial firms; and
(B) Have at least one member who:

(1) Is not an officer or employee of
the foreign banking organization or
its affiliates and has not been an of-
ficer or employee of the foreign
banking organization or its affiliates
during the previous three years; and
(2) Is not a member of the immedi-
ate family, as defined in 12 CFR
225.41(b)(3), of a person who is, or
has been within the last three years,
an executive officer, as defined in
12 CFR 215.2(e)(1) of the foreign
banking organization or its affiliates.

(2) [Reserved]

(c) U.S. chief risk officer.
(1) General. A foreign banking organiza-
tion with average combined U.S. assets of
$50 billion or more but less than $100 bil-
lion or its U.S. intermediate holding com-
pany, if any, must appoint a U.S. chief risk
officer with experience in identifying, as-
sessing, and managing risk exposures of
large, complex financial firms.
(2) Responsibilities.

(i) The U.S. chief risk officer is respon-
sible for overseeing:

(A) The measurement, aggregation,
and monitoring of risks undertaken by
the combined U.S. operations;
(B) The implementation of and ongo-
ing compliance with the policies and
procedures for the foreign banking or-
ganization’s combined U.S. operations
set forth in paragraph (b)(1)(ii)(A) of
this section and the development and
implementation of processes and sys-
tems set forth in paragraph
(b)(1)(ii)(B) of this section; and
(C) The management of risks and risk
controls within the parameters of the
risk-control framework for the com-
bined U.S. operations, and the monitor-
ing and testing of such risk controls.

(ii) The U.S. chief risk officer is respon-

sible for reporting risks and risk-
management deficiencies of the combined
U.S. operations, and resolving such risk-
management deficiencies in a timely
manner.

(3) Corporate governance and reporting.
The U.S. chief risk officer must:

(i) Receive compensation and other in-
centives consistent with providing an ob-
jective assessment of the risks taken by
the combined U.S. operations of the for-
eign banking organization;
(ii) Be employed by and located in the
U.S. branch, U.S. agency, U.S. intermedi-
ate holding company, if any, or another
U.S. subsidiary;
(iii) Report directly to the U.S. risk com-
mittee and the global chief risk officer or
equivalent management official (or offi-
cials) of the foreign banking organization
who is responsible for overseeing, on an
enterprise-wide basis, the implementation
of and compliance with policies and pro-
cedures relating to risk-management gov-
ernance, practices, and risk controls of
the foreign banking organization unless
the Board approves an alternative report-
ing structure based on circumstances spe-
cific to the foreign banking organization;
(iv) Regularly provide information to the
U.S. risk committee, global chief risk of-
ficer, and the Board regarding the nature
of and changes to material risks under-
taken by the foreign banking organiza-
tion’s combined U.S. operations, includ-
ing risk-management deficiencies and
emerging risks, and how such risks relate
to the global operations of the foreign
banking organization; and
(v) Meet regularly and as needed with
the Board to assess compliance with the
requirements of this section.

(d) Responsibilities of the foreign banking or-
ganization. The foreign banking organization
must take appropriate measures to ensure that
its combined U.S. operations implement the
risk-management policies overseen by the
U.S. risk committee described in paragraph (a)
or (b) of this section, and its combined U.S.
operations provide sufficient information to
the U.S. risk committee to enable the U.S.
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risk committee to carry out the responsibilities
of this subpart.

(e) Noncompliance with this section. If a for-
eign banking organization does not satisfy the
requirements of this section, the Board may
impose requirements, conditions, or restric-
tions relating to the activities or business op-
erations of the combined U.S. operations of
the foreign banking organization. The Board
will coordinate with any relevant State or Fed-
eral regulator in the implementation of such
requirements, conditions, or restrictions. If the
Board determines to impose one or more re-
quirements, conditions, or restrictions under
this paragraph, the Board will notify the orga-
nization before it applies any requirement,
condition, or restriction, and describe the basis
for imposing such requirement, condition, or
restriction. Within 14 calendar days of receipt
of a notification under this paragraph, the or-
ganization may request in writing that the
Board reconsider the requirement, condition,
or restriction. The Board will respond in writ-
ing to the organization’s request for reconsid-
eration prior to applying the requirement, con-
dition, or restriction.

4–790.334
SECTION 252.145—Liquidity
Risk-Management Requirements for
Foreign Banking Organizations with
Total Consolidated Assets of $250
Billion or More and Combined U.S.
Assets of Less than $100 Billion

(a) A foreign banking organization subject to
this subpart with average total consolidated
assets of $250 billion or more must report to
the Board on an annual basis the results of an
internal liquidity stress test for either the con-
solidated operations of the foreign banking or-
ganization or the combined U.S. operations of
the foreign banking organization. Such liquid-
ity stress test must be conducted consistent
with the Basel Committee principles for li-
quidity risk management and must incorporate
30-day, 90-day, and one-year stress-test hori-
zons. The ‘‘Basel Committee principles for li-
quidity risk management’’ means the docu-
ment titled ‘‘Principles for Sound Liquidity
Risk Management and Supervision’’ (Septem-

ber 2008) as published by the Basel Commit-
tee on Banking Supervision, as supplemented
and revised from time to time.

(b) A foreign banking organization that does
not comply with paragraph (a) of this section
must limit the net aggregate amount owed by
the foreign banking organization’s non-U.S.
offices and its non-U.S. affiliates to the com-
bined U.S. operations to 25 percent or less of
the third party liabilities of its combined U.S.
operations, on a daily basis.

4–790.335
SECTION 252.146—Capital Stress
Testing Requirements for Foreign
Banking Organizations with Total
Consolidated Assets of $100 Billion or
More and Combined U.S. Assets of Less
than $100 Billion

(a) Definitions. For purposes of this section,
the following definitions apply:

(1) Eligible asset means any asset of the
U.S. branch or U.S. agency held in the
United States that is recorded on the gen-
eral ledger of a U.S. branch or U.S. agency
of the foreign banking organization (re-
duced by the amount of any specifically
allocated reserves held in the United States
and recorded on the general ledger of the
U.S. branch or U.S. agency in connection
with such assets), subject to the following
exclusions and, for purposes of this defini-
tion, as modified by the rules of valuation
set forth in paragraph (a)(1)(ii) of this sec-
tion.

(i) The following assets do not qualify as
eligible assets:

(A) Equity securities;
(B) Any assets classified as loss at the
preceding examination by a regulatory
agency, outside accountant, or the
bank’s internal loan review staff;
(C) Accrued income on assets classi-
fied loss, doubtful, substandard or
value impaired, at the preceding ex-
amination by a regulatory agency, out-
side accountant, or the bank’s internal
loan review staff;
(D) Any amounts due from the home
office, other offices and affiliates, in-
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cluding income accrued but uncollected
on such amounts;
(E) The balance from time to time of
any other asset or asset category disal-
lowed at the preceding examination or
by direction of the Board for any other
reason until the underlying reasons for
the disallowance have been removed;
(F) Prepaid expenses and unamortized
costs, furniture and fixtures and lease-
hold improvements; and
(G) Any other asset that the Board de-
termines should not qualify as an eli-
gible asset.

(ii) The following rules of valuation ap-
ply:

(A) A marketable debt security is val-
ued at its principal amount or market
value, whichever is lower;
(B) An asset classified doubtful or
substandard at the preceding examina-
tion by a regulatory agency, outside
accountant, or the bank’s internal loan
review staff, is valued at 50 percent
and 80 percent, respectively;
(C) With respect to an asset classified
value impaired, the amount represent-
ing the allocated transfer risk reserve
that would be required for such expo-
sure at a domestically chartered bank
is valued at 0 and the residual expo-
sure is valued at 80 percent; and
(D) Real estate located in the United
States and carried on the accounting
records as an asset are valued at net
book value or appraised value, which-
ever is less.

(2) Liabilities of all U.S. branches and
agencies of a foreign banking organization
means all liabilities of all U.S. branches and
agencies of the foreign banking organiza-
tion, including acceptances and any other
liabilities (including contingent liabilities),
but excluding:

(i) Amounts due to and other liabilities
to other offices, agencies, branches and
affiliates of such foreign banking organi-
zation, including its head office, includ-
ing unremitted profits; and
(ii) Reserves for possible loan losses and
other contingencies.

(3) Pre-provision net revenue means rev-

enue less expenses before adjusting for total
loan loss provisions.
(4) Stress test cycle has the same meaning
as in subpart F of this part.
(5) Total loan loss provisions means the
amount needed to make reserves adequate
to absorb estimated credit losses, based
upon management’s evaluation of the loans
and leases that the company has the intent
and ability to hold for the foreseeable future
or until maturity or payoff, as determined
under applicable accounting standards.

(b) In general.
(1) A foreign banking organization subject
to this subpart must:

(i) Be subject on a consolidated basis to
a capital stress testing regime by its
home-country supervisor that meets the
requirements of paragraph (b)(2) of this
section; and
(ii) Conduct such stress tests or be sub-
ject to a supervisory stress test and meet
any minimum standards set by its home-
country supervisor with respect to the
stress tests.

(2) The capital stress testing regime of a
foreign banking organization’s home-
country supervisor must include:

(i) A supervisory capital stress test con-
ducted by the foreign banking organiza-
tion’s home-country supervisor or an
evaluation and review by the foreign
banking organization’s home-country su-
pervisor of an internal capital adequacy
stress test conducted by the foreign bank-
ing organization, according to the fre-
quency specified in the following para-
graph (b)(2)(i)(A) or (B) of this section:

(A) If the foreign banking organization
has average total consolidated assets of
$250 billion or more, on at least an
annual basis; or
(B) If the foreign banking organization
has average total consolidated assets of
less than $250 billion, at least bienni-
ally; and

(ii) Requirements for governance and
controls of stress testing practices by rel-
evant management and the board of di-
rectors (or equivalent thereof) of the for-
eign banking organization;
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(c) Additional standards.
(1) Unless the Board otherwise determines
in writing, a foreign banking organization
that does not meet each of the requirements
in paragraphs (b)(1) and (2) of this section
must:

(i) Maintain eligible assets in its U.S.
branches and agencies that, on a daily
basis, are not less than 105 percent of the
average value over each day of the previ-
ous calendar quarter of the total liabilities
of all branches and agencies operated by
the foreign banking organization in the
United States;
(ii) Conduct a stress test of its U.S. sub-
sidiaries to determine whether those sub-
sidiaries have the capital necessary to ab-
sorb losses as a result of adverse
economic conditions, according to the
frequency specified in paragraph
(c)(1)(ii)(A) or (B) of this section:

(A) If the foreign banking organization
has average total consolidated assets of
$250 billion or more, on at least an
annual basis; or
(B) If the foreign banking organization
has average total consolidated assets of
less than $250 billion, at least bienni-
ally; and

(iii) Report a summary of the results of
the stress test to the Board that includes
a description of the types of risks in-
cluded in the stress test, a description of
the conditions or scenarios used in the
stress test, a summary description of the
methodologies used in the stress test, es-
timates of aggregate losses, pre-provision
net revenue, total loan loss provisions,
net income before taxes and pro forma
regulatory capital ratios required to be
computed by the home-country supervi-
sor of the foreign banking organization
and any other relevant capital ratios, and
an explanation of the most significant
causes for any changes in regulatory
capital ratios.

(2) An enterprise-wide stress test that is ap-
proved by the Board may meet the stress
test requirement of paragraph (c)(1)(ii) of
this section.

4–790.336
SECTION 252.147—U.S. Intermediate
Holding Company Requirement for
Foreign Banking Organizations with
Combined U.S. Assets of Less than $100
Billion and U.S. Non-Branch Assets of
$50 Billion or More

(a) Requirement to form a U.S. intermediate
holding company.

(1) Formation. A foreign banking organiza-
tion with average U.S. non-branch assets of
$50 billion or more must establish a U.S.
intermediate holding company, or designate
an existing subsidiary that meets the re-
quirements of paragraph (a)(2) of this sec-
tion, as its U.S. intermediate holding com-
pany.
(2) Structure. The U.S. intermediate hold-
ing company must be:

(i) Organized under the laws of the
United States, any one of the fifty states
of the United States, or the District of
Columbia; and
(ii) Be governed by a board of directors
or managers that is elected or appointed
by the owners and that operates in an
equivalent manner, and has equivalent
rights, powers, privileges, duties, and re-
sponsibilities, to a board of directors of a
company chartered as a corporation under
the laws of the United States, any one of
the fifty states of the United States, or
the District of Columbia.

(3) Notice. Within 30 days of establishing
or designating a U.S. intermediate holding
company under this section, a foreign bank-
ing organization must provide to the Board:

(i) A description of the U.S. intermediate
holding company, including its name, lo-
cation, corporate form, and organizational
structure;
(ii) A certification that the U.S. interme-
diate holding company meets the require-
ments of this section; and
(iii) Any other information that the
Board determines is appropriate.

(b) Holdings and regulation of the U.S. inter-
mediate holding company.

(1) General. Subject to paragraph (c) of
this section, a foreign banking organization
that is required to form a U.S. intermediate
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holding company under paragraph (a) of
this section must hold its entire ownership
interest in any U.S. subsidiary (excluding
each section 2(h)(2) company or DPC
branch subsidiary, if any) through its U.S.
intermediate holding company.
(2) Reporting. Each U.S. intermediate hold-
ing company shall submit information in
the manner and form prescribed by the
Board.
(3) Examinations and inspections. The
Board may examine or inspect any U.S.
intermediate holding company and each of
its subsidiaries and prepare a report of their
operations and activities.
(4) Global systemically important banking
organizations. For purposes of this part, a
top-tier foreign banking organization with
average U.S. non-branch assets that equal
or exceed $50 billion is a global systemi-
cally important foreign banking organization
if any of the following conditions are met:

(i) The top-tier foreign banking organiza-
tion determines, pursuant to paragraph
(b)(6) of this section, that the top-tier
foreign banking organization has the
characteristics of a global systemically
important banking organization under the
global methodology; or
(ii) The Board, using information avail-
able to the Board, determines:

(A) That the top-tier foreign banking
organization would be a global sys-
temically important banking organiza-
tion under the global methodology;
(B) That the top-tier foreign banking
organization, if it were subject to the
Board’s Regulation Q, would be identi-
fied as a global systemically important
BHC under 12 CFR 217.402; or
(C) That the U.S. intermediate holding
company, if it were subject to 12 CFR
217.402, would be identified as a
global systemically important BHC.

(5) Notice. Each top-tier foreign banking
organization that controls a U.S. intermedi-
ate holding company shall submit to the
Board by January 1 of each calendar year
through the U.S. intermediate holding com-
pany:

(i) Notice of whether the home-country
supervisor (or other appropriate home

country regulatory authority) of the top-
tier foreign banking organization of the
U.S. intermediate holding company has
adopted standards consistent with the
global methodology; and
(ii) Notice of whether the top-tier foreign
banking organization prepares or reports
the indicators used by the global method-
ology to identify a banking organization
as a global systemically important bank-
ing organization and, if it does, whether
the top-tier foreign banking organization
has determined that it has the characteris-
tics of a global systemically important
banking organization under the global
methodology pursuant to paragraph (b)(6)
of this section.

(6) Global systemically important banking
organization under the global methodology.
A top-tier foreign banking organization that
controls a U.S. intermediate holding com-
pany and prepares or reports for any pur-
pose the indicator amounts necessary to de-
termine whether the top-tier foreign banking
organization is a global systemically impor-
tant banking organization under the global
methodology must use the data to determine
whether the top-tier foreign banking organi-
zation has the characteristics of a global
systemically important banking organization
under the global methodology.

(c) Alternative organizational structure.
(1) General. Upon a written request by a
foreign banking organization, the Board
may permit the foreign banking organiza-
tion to: Establish or designate multiple U.S.
intermediate holding companies; not transfer
its ownership interests in certain subsidiar-
ies to a U.S. intermediate holding company;
or use an alternative organizational structure
to hold its combined U.S. operations.
(2) Factors. In making a determination un-
der paragraph (c)(1) of this section, the
Board may consider whether applicable law
would prohibit the foreign banking organi-
zation from owning or controlling one or
more of its U.S. subsidiaries through a
single U.S. intermediate holding company,
or whether circumstances otherwise warrant
an exception based on the foreign banking
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organization’s activities, scope of opera-
tions, structure, or similar considerations.
(3) Request.

(i) Contents. A request submitted under
this section must include an explanation
of why the request should be granted and
any other information required by the
Board.
(ii) Timing. The Board shall act on a re-
quest for an alternative organizational
structure within 90 days of receipt of a
complete request, unless the Board pro-
vides notice to the organization that it is
extending the period for action.

(4) Conditions. The Board may grant relief
under this section upon such conditions as
the Board deems appropriate, including, but
not limited to, requiring the U.S. operations
of the foreign banking organization to com-
ply with additional enhanced prudential
standards, or requiring the foreign banking
organization to enter into supervisory agree-
ments governing such alternative organiza-
tional structure.

(d) Modifications. The Board may modify the
application of any section of this subpart to a
foreign banking organization that is required
to form a U.S. intermediate holding company
or to such U.S. intermediate holding company
if appropriate to accommodate the organiza-
tional structure of the foreign banking organi-
zation or characteristics specific to such for-
eign banking organization and such
modification is appropriate and consistent with
the capital structure, size, complexity, risk
profile, scope of operations, or financial con-
dition of each U.S. intermediate holding com-
pany, safety and soundness, and the financial
stability mandate of section 165 of the Dodd-
Frank Act.

(e) Enhanced prudential standards for U.S.
intermediate holding companies.

(1) Capital requirements for a U.S. inter-
mediate holding company.

(i) (A) A U.S. intermediate holding com-
pany must comply with 12 CFR part
217, other than subpart E of 12 CFR
part 217, in the same manner as a
bank holding company.
(B) A U.S. intermediate holding com-

pany may choose to comply with sub-
part E of 12 CFR part 217.

(ii) A U.S. intermediate holding company
must comply with capital adequacy stan-
dards beginning on the date it is required
to established under this subpart, or if the
U.S. intermediate holding company is
subject to capital adequacy standards on
the date that the foreign banking organi-
zation becomes subject to section
252.142(a)(3), on the date that the for-
eign banking organization becomes sub-
ject to this subpart.

(2) Risk-management and risk-committee
requirements.

(i) General. A U.S. intermediate holding
company must establish and maintain a
risk committee that approves and periodi-
cally reviews the risk-management poli-
cies and oversees the risk-management
framework of the U.S. intermediate hold-
ing company. The risk committee must
be a committee of the board of directors
of the U.S. intermediate holding company
(or equivalent thereof). The risk commit-
tee may also serve as the U.S. risk com-
mittee for the combined U.S. operations
required pursuant to section 252.144(b).
(ii) Risk-management framework. The
U.S. intermediate holding company’s
risk-management framework must be
commensurate with the structure, risk
profile, complexity, activities, and size of
the U.S. intermediate holding company
and consistent with the risk management
policies for the combined U.S. operations
of the foreign banking organization. The
framework must include:

(A) Policies and procedures establish-
ing risk-management governance, risk-
management procedures, and risk-
control infrastructure for the U.S.
intermediate holding company; and
(B) Processes and systems for imple-
menting and monitoring compliance
with such policies and procedures, in-
cluding:

(1) Processes and systems for iden-
tifying and reporting risks and risk-
management deficiencies at the U.S.
intermediate holding company, in-
cluding regarding emerging risks and
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ensuring effective and timely imple-
mentation of actions to address
emerging risks and risk-management
deficiencies;
(2) Processes and systems for estab-
lishing managerial and employee re-
sponsibility for risk management of
the U.S. intermediate holding com-
pany;
(3) Processes and systems for ensur-
ing the independence of the risk-
management function of the U.S. in-
termediate holding company; and
(4) Processes and systems to inte-
grate risk management and associ-
ated controls with management goals
and the compensation structure of
the U.S. intermediate holding com-
pany.

(iii) Corporate governance requirements.
The risk committee of the U.S. interme-
diate holding company must meet at least
quarterly and otherwise as needed, and
must fully document and maintain re-
cords of its proceedings, including risk-
management decisions.
(iv) Minimum member requirements. The
risk committee must:

(A) Include at least one member hav-
ing experience in identifying, assess-
ing, and managing risk exposures of
large, complex financial firms; and
(B) Have at least one member who:

(1) Is not an officer or employee of
the foreign banking organization or
its affiliates and has not been an of-
ficer or employee of the foreign
banking organization or its affiliates
during the previous three years; and
(2) Is not a member of the immedi-
ate family, as defined in 12 CFR
225.41(b)(3), of a person who is, or
has been within the last three years,
an executive officer, as defined in
12 CFR 215.2(e)(1), of the foreign
banking organization or its affiliates.

(v) The U.S. intermediate holding com-
pany must take appropriate measures to
ensure that it implements the risk-
management policies for the U.S. inter-
mediate holding company and it provides
sufficient information to the U.S. risk

committee to enable the U.S. risk com-
mittee to carry out the responsibilities of
this subpart;
(vi) A U.S. intermediate holding com-
pany must comply with risk-committee
and risk-management requirements begin-
ning on the date that it is required to be
established or designated under this sub-
part or, if the U.S. intermediate holding
company is subject to risk-committee and
risk-management requirements on the
date that the foreign banking organization
becomes subject to section 252.147(a)(3),
on the date that the foreign banking orga-
nization becomes subject to this subpart.

4–790.4
SUBPART O—ENHANCED
PRUDENTIAL STANDARDS FOR
FOREIGN BANKING
ORGANIZATIONS WITH TOTAL
CONSOLIDATED ASSETS OF $100
BILLION OR MORE AND COMBINED
U.S. ASSETS OF $100 BILLION OR
MORE

SECTION 252.150—Scope

This subpart applies to foreign banking orga-
nizations with average total consolidated as-
sets of $100 billion or more and average com-
bined U.S. assets of $100 billion or more.

SECTION 252.151—[Reserved]

4–790.441
SECTION 252.152—Applicability

(a) General applicability.
(1) A foreign banking organization must:

(i) Comply with the requirements of this
subpart (other than the U.S. intermediate
holding company requirement set forth in
section 252.153) beginning on the first
day of the ninth quarter following the
date on which its average combined U.S.
assets equal or exceed $100 billion; and
(ii) Comply with the requirement to es-
tablish or designate a U.S. intermediate
holding company requirement set forth in
section 252.153(a) beginning on the first
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day of the ninth quarter following the
date on which its average U.S. non-
branch assets equal or exceed $50 billion
or, if the foreign banking organization
has established or designated a U.S. in-
termediate holding company pursuant to
section 252.147, beginning on the first
day following the date on which the for-
eign banking organization’s average com-
bined U.S. assets equal or exceed $100
billion.

(2) Changes in requirements following a
change in category. A foreign banking orga-
nization that changes from one category of
banking organization described in section
252.5(c) through (e) to another of such cat-
egories must comply with the requirements
applicable to the new category under this
subpart no later than on the first day of the
second quarter following the change in the
foreign banking organization’s category.

(b) Cessation of requirements.
(1) Enhanced prudential standards appli-
cable to the foreign banking organization.
Subject to paragraph (c)(2) of this section, a
foreign banking organization will remain
subject to the applicable requirements of
this subpart until its combined U.S. assets
are below $100 billion for each of four
consecutive calendar quarters.
(2) Intermediate holding company require-
ment. A foreign banking organization will
remain subject to the U.S. intermediate
holding company requirement set forth in
section 252.153 until the sum of the total
consolidated assets of the top-tier U.S. sub-
sidiaries of the foreign banking organization
(excluding any section 2(h)(2) company and
DPC branch subsidiary) is below $50 bil-
lion for each of four consecutive calendar
quarters, or until the foreign banking orga-
nization is subject to subpart N of this part
and is in compliance with the U.S. interme-
diate holding company requirements as set
forth in section 252.147.

4–790.442
SECTION 252.153—U.S. Intermediate
Holding Company Requirement for
Foreign Banking Organizations with
Combined U.S. Assets of $100 Billion or
More and U.S. Non-Branch Assets of
$50 Billion or More

(a) Requirement to form a U.S. intermediate
holding company.

(1) Formation. A foreign banking organiza-
tion with average U.S. non-branch assets of
$50 billion or more must establish a U.S.
intermediate holding company, or designate
an existing subsidiary that meets the re-
quirements of paragraph (a)(2) of this sec-
tion, as its U.S. intermediate holding com-
pany.
(2) Structure. The U.S. intermediate hold-
ing company must be:

(i) Organized under the laws of the
United States, any one of the fifty states
of the United States, or the District of
Columbia; and
(ii) Be governed by a board of directors
or managers that is elected or appointed
by the owners and that operates in an
equivalent manner, and has equivalent
rights, powers, privileges, duties, and re-
sponsibilities, to a board of directors of a
company chartered as a corporation under
the laws of the United States, any one of
the fifty states of the United States, or
the District of Columbia.

(3) Notice. Within 30 days of establishing
or designating a U.S. intermediate holding
company under this section, a foreign bank-
ing organization must provide to the Board:

(i) A description of the U.S. intermediate
holding company, including its name, lo-
cation, corporate form, and organizational
structure;
(ii) A certification that the U.S. interme-
diate holding company meets the require-
ments of this section; and
(iii) Any other information that the
Board determines is appropriate.

(b) Holdings and regulation of the U.S. inter-
mediate holding company.

(1) General. Subject to paragraph (c) of
this section, a foreign banking organization
that is required to form a U.S. intermediate
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holding company under paragraph (a) of
this section must hold its entire ownership
interest in any U.S. subsidiary (excluding
each section 2(h)(2) company or DPC
branch subsidiary, if any) through its U.S.
intermediate holding company.
(2) Reporting. Each U.S. intermediate hold-
ing company shall submit information in
the manner and form prescribed by the
Board.
(3) Examinations and inspections. The
Board may examine or inspect any U.S.
intermediate holding company and each of
its subsidiaries and prepare a report of their
operations and activities.
(4) For purposes of this part, a top-tier for-
eign banking organization with U.S. non-
branch assets that equal or exceed $50 bil-
lion is a global systemically important
foreign banking organization if any of the
following conditions are met:

(i) The top-tier foreign banking organiza-
tion determines, pursuant to paragraph
(b)(6) of this section, that the top-tier
foreign banking organization has the
characteristics of a global systemically
important banking organization under the
global methodology; or
(ii) The Board, using information avail-
able to the Board, determines:

(A) That the top-tier foreign banking
organization would be a global sys-
temically important banking organiza-
tion under the global methodology;
(B) That the top-tier foreign banking
organization, if it were subject to the
Board’s Regulation Q, would be identi-
fied as a global systemically important
BHC under 12 CFR 217.402 of the
Board’s Regulation Q; or
(C) That the U.S. intermediate holding
company, if it were subject to 12 CFR
217.402 of the Board’s Regulation Q,
would be identified as a global sys-
temically important BHC.

(5) Each top-tier foreign banking organiza-
tion that controls a U.S. intermediate hold-
ing company shall submit to the Board by
January 1 of each calendar year through the
U.S. intermediate holding company:

(i) Notice of whether the home country
supervisor (or other appropriate home

country regulatory authority) of the top-
tier foreign banking organization of the
U.S. intermediate holding company has
adopted standards consistent with the
global methodology; and
(ii) Notice of whether the top-tier foreign
banking organization prepares or reports
the indicators used by the global method-
ology to identify a banking organization
as a global systemically important bank-
ing organization and, if it does, whether
the top-tier foreign banking organization
has determined that it has the characteris-
tics of a global systemically important
banking organization under the global
methodology pursuant to paragraph (b)(6)
of this section.

(6) A top-tier foreign banking organization
that controls a U.S. intermediate holding
company and prepares or reports for any
purpose the indicator amounts necessary to
determine whether the top-tier foreign bank-
ing organization is a global systemically
important banking organization under the
global methodology must use the data to
determine whether the top-tier foreign bank-
ing organization has the characteristics of a
global systemically important banking orga-
nization under the global methodology.

(c) Alternative organizational structure.
(1) General. Upon a written request by a
foreign banking organization, the Board
may permit the foreign banking organiza-
tion to: Establish or designate multiple U.S.
intermediate holding companies; not transfer
its ownership interests in certain subsidiar-
ies to a U.S. intermediate holding company;
or use an alternative organizational structure
to hold its combined U.S. operations.
(2) Factors. In making a determination un-
der paragraph (c)(1) of this section, the
Board may consider whether applicable law
would prohibit the foreign banking organi-
zation from owning or controlling one or
more of its U.S. subsidiaries through a
single U.S. intermediate holding company,
or whether circumstances otherwise warrant
an exception based on the foreign banking
organization’s activities, scope of opera-
tions, structure, or other similar consider-
ations.

4–790.442 Regulation YY § 252.153

84



(3) Request.
(i) Contents. A request submitted under
this section must include an explanation
of why the request should be granted and
any other information required by the
Board.
(ii) Timing. The Board will act on a re-
quest for an alternative organizational
structure within 90 days of receipt of a
complete request, unless the Board pro-
vides notice to the organization that it is
extending the period for action.

(4) Conditions.
(i) The Board may grant relief under this
section upon such conditions as the
Board deems appropriate, including, but
not limited to, requiring the U.S. opera-
tions of the foreign banking organization
to comply with additional enhanced pru-
dential standards, or requiring the foreign
banking organization to enter into super-
visory agreements governing such alter-
native organizational structure.
(ii) If the Board permits a foreign bank-
ing organization to form two or more
U.S. intermediate holding companies un-
der this section, each U.S. intermediate
holding company must determine its cat-
egory pursuant to section 252.5 of this
part as though the U.S. intermediate
holding companies were a consolidated
company.

(d) Modifications. The Board may modify the
application of any section of this subpart to a
foreign banking organization that is required
to form a U.S. intermediate holding company
or to such U.S. intermediate holding company
if appropriate to accommodate the organiza-
tional structure of the foreign banking organi-
zation or characteristics specific to such for-
eign banking organization and such
modification is appropriate and consistent with
the capital structure, size, complexity, risk
profile, scope of operations, or financial con-
dition of each U.S. intermediate holding com-
pany, safety and soundness, and the mandate
of section 165 of the Dodd-Frank Act.

(e) Enhanced prudential standards for U.S.
intermediate holding companies.

(1) Capital requirements for a U.S. inter-
mediate holding company.

(i) (A) A U.S. intermediate holding com-
pany must comply with 12 CFR part
217, other than subpart E of 12 CFR
part 217, in the same manner as a
bank holding company.
(B) A U.S. intermediate holding com-
pany may choose to comply with sub-
part E of 12 CFR part 217.

(ii) A U.S. intermediate holding company
must comply with applicable capital ad-
equacy standards beginning on the date
that it is required to be established or
designated under this subpart or, if the
U.S. intermediate holding company is
subject to capital adequacy standards on
the date that the foreign banking organi-
zation becomes subject to paragraph
(a)(1)(ii) of this section, on the date that
the foreign banking organization becomes
subject to this subpart.

(2) Capital planning.
(i) A U.S. intermediate holding company
with total consolidated assets of $100 bil-
lion or more must comply with 12 CFR
225.8 in the same manner as a bank
holding company.
(ii) A U.S. intermediate holding company
with total consolidated assets of $100 bil-
lion or more must comply with 12 CFR
225.8 on the date prescribed in the transi-
tion provisions of 12 CFR 225.8.

(3) Risk-management and risk committee
requirements.

(i) General. A U.S. intermediate holding
company must establish and maintain a
risk committee that approves and periodi-
cally reviews the risk-management poli-
cies and oversees the risk-management
framework of the U.S. intermediate hold-
ing company. The risk committee must
be a committee of the board of directors
of the U.S. intermediate holding company
(or equivalent thereof). The risk commit-
tee may also serve as the U.S. risk com-
mittee for the combined U.S. operations
required pursuant to section 252.155(a).
(ii) Risk-management framework. The
U.S. intermediate holding company’s
risk-management framework must be
commensurate with the structure, risk
profile, complexity, activities, and size of
the U.S. intermediate holding company
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and consistent with the risk management
policies for the combined U.S. operations
of the foreign banking organization. The
framework must include:

(A) Policies and procedures establish-
ing risk-management governance, risk-
management procedures, and risk-
control infrastructure for the U.S.
intermediate holding company; and
(B) Processes and systems for imple-
menting and monitoring compliance
with such policies and procedures, in-
cluding:

(1) Processes and systems for iden-
tifying and reporting risks and risk-
management deficiencies at the U.S.
intermediate holding company, in-
cluding regarding emerging risks and
ensuring effective and timely imple-
mentation of actions to address
emerging risks and risk-management
deficiencies;
(2) Processes and systems for estab-
lishing managerial and employee re-
sponsibility for risk management of
the U.S. intermediate holding com-
pany;
(3) Processes and systems for ensur-
ing the independence of the risk-
management function of the U.S. in-
termediate holding company; and
(4) Processes and systems to inte-
grate risk management and associ-
ated controls with management goals
and the compensation structure of
the U.S. intermediate holding com-
pany.

(iii) Corporate governance requirements.
The risk committee of the U.S. interme-
diate holding company must meet at least
quarterly and otherwise as needed, and
must fully document and maintain re-
cords of its proceedings, including risk-
management decisions.
(iv) Minimum member requirements. The
risk committee must:

(A) Include at least one member hav-
ing experience in identifying, assess-
ing, and managing risk exposures of
large, complex financial firms; and
(B) Have at least one member who:

(1) Is not an officer or employee of

the foreign banking organization or
its affiliates and has not been an of-
ficer or employee of the foreign
banking organization or its affiliates
during the previous three years; and
(2) Is not a member of the immedi-
ate family, as defined in 12 CFR
225.41(b)(3), of a person who is, or
has been within the last three years,
an executive officer, as defined in
12 CFR 215.2(e)(1), of the foreign
banking organization or its affiliates.

(v) The U.S. intermediate holding com-
pany must take appropriate measures to
ensure that it implements the risk-
management policies for the U.S. inter-
mediate holding company and it provides
sufficient information to the U.S. risk
committee to enable the U.S. risk com-
mittee to carry out the responsibilities of
this subpart.
(vi) A U.S. intermediate holding com-
pany must comply with risk-committee
and risk-management requirements begin-
ning on the date that it is required to be
established or designated under this sub-
part or, if the U.S. intermediate holding
company is subject to risk-committee and
risk-management requirements on the
date that the foreign banking organization
becomes subject to section
252.153(a)(1)(ii), on the date that the for-
eign banking organization becomes sub-
ject to this subpart.

(4) Liquidity requirements.
(i) A U.S. intermediate holding company
must comply with the liquidity risk man-
agement requirements in section 252.156
and conduct liquidity stress tests and hold
a liquidity buffer pursuant to section
252.157.
(ii) A U.S. intermediate holding company
must comply with liquidity risk-
management, liquidity stress test, and li-
quidity buffer requirements beginning on
the date that it is required to be estab-
lished or designated under this subpart.

(5) Stress test requirements.
(i) (A) A U.S. intermediate holding com-

pany with total consolidated assets of
$100 billion or more must comply with
the requirements of subpart E of this
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part in the same manner as a bank
holding company;
(B) A U.S. intermediate holding com-
pany must comply with the require-
ments of subpart E beginning the later
of:

(1) The stress test cycle of the cal-
endar year after the calendar year in
which the U.S. intermediate holding
company becomes subject to regula-
tory capital requirements; or
(2) The transition period provided
under subpart E.

(ii) (A) A Category II U.S. intermediate
holding company or a Category III
U.S. intermediate holding company
must comply with the requirements of
subpart F of this part in the same man-
ner as a bank holding company;
(B) A Category II U.S. intermediate
holding company or Category III U.S.
intermediate holding company must
comply with the requirements of sub-
part F beginning the later of:

(1) The stress test cycle of the cal-
endar year after the calendar year in
which the U.S. intermediate holding
company becomes subject to regula-
tory capital requirements; or
(2) The transition period provided
under subpart F.

4–790.443
SECTION 252.154—Risk-Based and
Leverage Capital Requirements for
Foreign Banking Organizations with
Combined U.S. Assets of $100 Billion or
More

(a) General requirements.
(1) A foreign banking organization subject
to this subpart more must certify to the
Board that it meets capital adequacy stan-
dards on a consolidated basis that are estab-
lished by its home-country supervisor and
that are consistent with the regulatory capi-
tal framework published by the Basel Com-
mittee on Banking Supervision, as amended
from time to time (Basel Capital Frame-
work).

(i) For purposes of this paragraph, home-

country capital adequacy standards that
are consistent with the Basel Capital
Framework include all minimum risk-
based capital ratios, any minimum lever-
age ratio, and all restrictions based on
any applicable capital buffers set forth in
‘‘Basel III: A global regulatory frame-
work for more resilient banks and bank-
ing systems’’ (2010) (Basel III Accord),
each as applicable and as implemented in
accordance with the Basel III Accord, in-
cluding any transitional provisions set
forth therein.
(ii) [Reserved]

(2) In the event that a home-country super-
visor has not established capital adequacy
standards that are consistent with the Basel
Capital Framework, the foreign banking or-
ganization must demonstrate to the satisfac-
tion of the Board that it would meet or
exceed capital adequacy standards at the
consolidated level that are consistent with
the Basel Capital Framework were it sub-
ject to such standards.

(b) Reporting. A foreign banking organization
subject to this subpart must provide to the
Board reports relating to its compliance with
the capital adequacy measures described in
paragraph (a) of this section concurrently with
filing the FR Y-7Q.

(c) Noncompliance with the Basel Capital
Framework. If a foreign banking organization
does not satisfy the requirements of this sec-
tion, the Board may impose requirements,
conditions, or restrictions relating to the ac-
tivities or business operations of the U.S. op-
erations of the foreign banking organization.
The Board will coordinate with any relevant
State or Federal regulator in the implementa-
tion of such requirements, conditions, or re-
strictions. If the Board determines to impose
one or more requirements, conditions, or re-
strictions under this paragraph, the Board will
notify the organization before it applies any
requirement, condition, or restriction, and de-
scribe the basis for imposing such require-
ment, condition, or restriction. Within 14 cal-
endar days of receipt of a notification under
this paragraph, the organization may request
in writing that the Board reconsider the re-
quirement, condition, or restriction. The Board
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will respond in writing to the organization’s
request for reconsideration prior to applying
the requirement, condition, or restriction.

4–790.444
SECTION 252.155—Risk-Management
and Risk-Committee Requirements for
Foreign Banking Organizations with
Combined U.S. Assets of $100 Billion or
More

(a) U.S. risk committee.
(1) General. A foreign banking organiza-
tion subject to this subpart must maintain a
U.S. risk committee that approves and peri-
odically reviews the risk-management poli-
cies of the combined U.S. operations of the
foreign banking organization and oversees
the risk-management framework of such
combined U.S. operations. The U.S. risk
committee’s responsibilities include the li-
quidity risk-management responsibilities set
forth in section 252.156(a).
(2) Risk-management framework. The for-
eign banking organization’s risk-
management framework for its combined
U.S. operations must be commensurate with
the structure, risk profile, complexity, ac-
tivities, and size of its combined U.S. op-
erations and consistent with its enterprise-
wide risk-management policies. The
framework must include:

(i) Policies and procedures establishing
risk-management governance, risk-
management procedures, and risk-control
infrastructure for the combined U.S. op-
erations of the foreign banking organiza-
tion; and
(ii) Processes and systems for imple-
menting and monitoring compliance with
such policies and procedures, including:

(A) Processes and systems for identi-
fying and reporting risks and risk-
management deficiencies, including re-
garding emerging risks, on a combined
U.S. operations basis and ensuring ef-
fective and timely implementation of
actions to address emerging risks and
risk-management deficiencies;
(B) Processes and systems for estab-
lishing managerial and employee re-

sponsibility for risk management of the
combined U.S. operations;
(C) Processes and systems for ensur-
ing the independence of the risk-
management function of the combined
U.S. operations; and
(D) Processes and systems to integrate
risk management and associated con-
trols with management goals and the
compensation structure of the com-
bined U.S. operations.

(3) Placement of the U.S. risk committee.
(i) A foreign banking organization that
conducts its operations in the United
States solely through a U.S. intermediate
holding company must maintain its U.S.
risk committee as a committee of the
board of directors of its U.S. intermediate
holding company (or equivalent thereof).
(ii) A foreign banking organization that
conducts its operations through U.S.
branches or U.S. agencies (in addition to
through its U.S. intermediate holding
company, if any) may maintain its U.S.
risk committee either:

(A) As a committee of the global
board of directors (or equivalent
thereof), on a standalone basis or as a
joint committee with its enterprise-
wide risk committee (or equivalent
thereof); or
(B) As a committee of the board of
directors of its U.S. intermediate hold-
ing company (or equivalent thereof),
on a standalone basis or as a joint
committee with the risk committee of
its U.S. intermediate holding company
required pursuant to section
252.153(e)(3).

(4) Corporate governance requirements.
The U.S. risk committee must meet at least
quarterly and otherwise as needed, and
must fully document and maintain records
of its proceedings, including risk-
management decisions.
(5) Minimum member requirements. The
U.S. risk committee must:

(i) Include at least one member having
experience in identifying, assessing, and
managing risk exposures of large, com-
plex financial firms; and
(ii) Have at least one member who:
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(A) Is not an officer or employee of
the foreign banking organization or its
affiliates and has not been an officer or
employee of the foreign banking orga-
nization or its affiliates during the pre-
vious three years; and
(B) Is not a member of the immediate
family, as defined in section
225.41(b)(3) of the Board’s Regulation
Y (12 CFR 225.41(b)(3)), of a person
who is, or has been within the last
three years, an executive officer, as de-
fined in section 215.2(e)(1) of the
Board’s Regulation O (12 CFR
215.2(e)(1)) of the foreign banking or-
ganization or its affiliates.

(b) U.S. chief risk officer.
(1) General. A foreign banking organiza-
tion subject to this subpart or its U.S. inter-
mediate holding company, if any, must ap-
point a U.S. chief risk officer with
experience in identifying, assessing, and
managing risk exposures of large, complex
financial firms.
(2) Responsibilities.

(i) The U.S. chief risk officer is respon-
sible for overseeing:

(A) The measurement, aggregation,
and monitoring of risks undertaken by
the combined U.S. operations;
(B) The implementation of and ongo-
ing compliance with the policies and
procedures for the foreign banking or-
ganization’s combined U.S. operations
set forth in paragraph (a)(2)(i) of this
section and the development and
implementation of processes and sys-
tems set forth in paragraph (a)(2)(ii) of
this section; and
(C) The management of risks and risk
controls within the parameters of the
risk-control framework for the com-
bined U.S. operations, and the monitor-
ing and testing of such risk controls.

(ii) The U.S. chief risk officer is respon-
sible for reporting risks and risk-
management deficiencies of the combined
U.S. operations, and resolving such risk-
management deficiencies in a timely
manner.

(3) Corporate governance and reporting.

The U.S. chief risk officer must:
(i) Receive compensation and other in-
centives consistent with providing an ob-
jective assessment of the risks taken by
the combined U.S. operations of the for-
eign banking organization;
(ii) Be employed by and located in the
U.S. branch, U.S. agency, U.S. intermedi-
ate holding company, if any, or another
U.S. subsidiary;
(iii) Report directly to the U.S. risk com-
mittee and the global chief risk officer or
equivalent management official (or offi-
cials) of the foreign banking organization
who is responsible for overseeing, on an
enterprise-wide basis, the implementation
of and compliance with policies and pro-
cedures relating to risk-management gov-
ernance, practices, and risk controls of
the foreign banking organization, unless
the Board approves an alternative report-
ing structure based on circumstances spe-
cific to the foreign banking organization;
(iv) Regularly provide information to the
U.S. risk committee, global chief risk of-
ficer, and the Board regarding the nature
of and changes to material risks under-
taken by the foreign banking organiza-
tion’s combined U.S. operations, includ-
ing risk-management deficiencies and
emerging risks, and how such risks relate
to the global operations of the foreign
banking organization; and
(v) Meet regularly and as needed with
the Board to assess compliance with the
requirements of this section.

(4) Liquidity risk-management require-
ments. The U.S. chief risk officer must un-
dertake the liquidity risk-management re-
sponsibilities set forth in section
252.156(b).

(c) Responsibilities of the foreign banking or-
ganization. The foreign banking organization
must take appropriate measures to ensure that
its combined U.S. operations implement the
risk-management policies overseen by the
U.S. risk committee described in paragraph (a)
of this section, and its combined U.S. opera-
tions provide sufficient information to the
U.S. risk committee to enable the U.S. risk
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committee to carry out the responsibilities of
this subpart.

(d) Noncompliance with this section. If a for-
eign banking organization does not satisfy the
requirements of this section, the Board may
impose requirements, conditions, or restric-
tions relating to the activities or business op-
erations of the combined U.S. operations of
the foreign banking organization. The Board
will coordinate with any relevant State or Fed-
eral regulator in the implementation of such
requirements, conditions, or restrictions.

4–790.445
SECTION 252.156—Liquidity
Risk-Management Requirements for
Foreign Banking Organizations with
Combined U.S. Assets of $100 Billion or
More

(a) Responsibilities of the U.S. risk committee.
(1) The U.S. risk committee established by
a foreign banking organization pursuant to
section 252.155(a) (or a designated subcom-
mittee of such committee composed of
members of the board of directors (or
equivalent thereof)) of the U.S. intermediate
holding company or the foreign banking or-
ganization, as appropriate must:

(i) Approve at least annually the accept-
able level of liquidity risk that the for-
eign banking organization may assume in
connection with the operating strategies
for its combined U.S. operations (liquid-
ity risk tolerance), with concurrence from
the foreign banking organization’s board
of directors or its enterprise-wide risk
committee, taking into account the capital
structure, risk profile, complexity, activi-
ties, size of the foreign banking organiza-
tion and its combined U.S. operations
and the enterprise-wide liquidity risk tol-
erance of the foreign banking organiza-
tion; and
(ii) Receive and review information pro-
vided by the senior management of the
combined U.S. operations at least semi-
annually to determine whether the com-
bined U.S. operations are operating in ac-
cordance with the established liquidity
risk tolerance and to ensure that the li-

quidity risk tolerance for the combined
U.S. operations is consistent with the
enterprise-wide liquidity risk tolerance es-
tablished for the foreign banking organi-
zation.
(iii) Approve the contingency funding
plan for the combined U.S. operations
described in paragraph (e) of this section
at least annually and whenever the for-
eign banking organization revises its con-
tingency funding plan, and approve any
material revisions to the contingency
funding plan for the combined U.S. op-
erations prior to the implementation of
such revisions.

(b) Responsibilities of the U.S. chief risk offi-
cer.

(1) Liquidity risk. The U.S. chief risk offi-
cer of a foreign banking organization sub-
ject to this subpart must review the strate-
gies and policies and procedures established
by senior management of the U.S. opera-
tions for managing the risk that the finan-
cial condition or safety and soundness of
the foreign banking organization’s combined
U.S. operations would be adversely affected
by its inability or the market’s perception of
its inability to meet its cash and collateral
obligations (liquidity risk).
(2) Liquidity risk tolerance. The U.S. chief
risk officer of a foreign banking organiza-
tion subject to this subpart must review in-
formation provided by the senior manage-
ment of the U.S. operations to determine
whether the combined U.S. operations are
operating in accordance with the established
liquidity risk tolerance. The U.S. chief risk
officer must regularly, and, at least semi-
annually, report to the foreign banking orga-
nization’s U.S. risk committee and
enterprise-wide risk committee, or the
equivalent thereof (if any) (or a designated
subcommittee of such committee composed
of members of the relevant board of direc-
tors (or equivalent thereof)) on the liquidity
risk profile of the foreign banking organiza-
tion’s combined U.S. operations and
whether it is operating in accordance with
the established liquidity risk tolerance for
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the U.S. operations, and must establish pro-
cedures governing the content of such re-
ports.
(3) Business lines or products.

(i) The U.S. chief risk officer of a for-
eign banking organization subject to this
subpart must approve new products and
business lines and evaluate the liquidity
costs, benefits, and risks of each new
business line and each new product of-
fered, managed or sold through the for-
eign banking organization’s combined
U.S. operations that could have a signifi-
cant effect on the liquidity risk profile of
the U.S. operations of the foreign bank-
ing organization. The approval is required
before the foreign banking organization
implements the business line or offers the
product through its combined U.S. opera-
tions. In determining whether to approve
the new business line or product, the
U.S. chief risk officer must consider
whether the liquidity risk of the new
business line or product (under both cur-
rent and stressed conditions) is within the
foreign banking organization’s established
liquidity risk tolerance for its combined
U.S. operations.
(ii) The U.S. risk committee must review
at least annually significant business lines
and products offered, managed or sold
through the combined U.S. operations to
determine whether each business line or
product creates or has created any unan-
ticipated liquidity risk, and to determine
whether the liquidity risk of each strategy
or product is within the foreign banking
organization’s established liquidity risk
tolerance for its combined U.S. opera-
tions.

(4) Cash-flow projections. The U.S. chief
risk officer of a foreign banking organiza-
tion subject to this subpart must review the
cash-flow projections produced under para-
graph (d) of this section at least quarterly
(or more often, if changes in market condi-
tions or the liquidity position, risk profile,
or financial condition of the foreign bank-
ing organization or the U.S. operations war-
rant) to ensure that the liquidity risk of the
foreign banking organization’s combined

U.S. operations is within the established li-
quidity risk tolerance.
(5) Liquidity risk limits. The U.S. chief risk
officer of a foreign banking organization
subject to this subpart must establish liquid-
ity risk limits as set forth in paragraph (f)
of this section and review the foreign bank-
ing organization’s compliance with those
limits at least quarterly (or more often, if
changes in market conditions or the liquid-
ity position, risk profile, or financial condi-
tion of the U.S. operations of the foreign
banking organization warrant).
(6) Liquidity stress testing. The U.S. chief
risk officer of a foreign banking organiza-
tion subject to this subpart must:

(i) Approve the liquidity stress testing
practices, methodologies, and assump-
tions required in section 252.157(a) at
least quarterly, and whenever the foreign
banking organization materially revises
its liquidity stress testing practices, meth-
odologies or assumptions;
(ii) Review the liquidity stress testing re-
sults produced under section 252.157(a)
of this subpart at least quarterly; and
(iii) Approve the size and composition of
the liquidity buffer established under sec-
tion 252.157(c) of this subpart at least
quarterly.

(c) Independent review function.
(1) A foreign banking organization subject
to this subpart must establish and maintain
a review function, which is independent of
the management functions that execute
funding for its combined U.S. operations, to
evaluate the liquidity risk management for
its combined U.S. operations.
(2) The independent review function must:

(i) Regularly, but no less frequently than
annually, review and evaluate the ad-
equacy and effectiveness of the foreign
banking organization’s liquidity risk-
management processes within the com-
bined U.S. operations, including its li-
quidity stress test processes and
assumptions;
(ii) Assess whether the foreign banking
organization’s liquidity risk-management
function of its combined U.S. operations
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complies with applicable laws and regu-
lations, and sound business practices; and
(iii) Report material liquidity risk-
management issues to the U.S. risk com-
mittee and the enterprise-wide risk com-
mittee in writing for corrective action, to
the extent permitted by applicable law.

(d) Cash-flow projections.
(1) A foreign banking organization subject
to this subpart must produce comprehensive
cash-flow projections for its combined U.S.
operations that project cash flows arising
from assets, liabilities, and off-balance sheet
exposures over, at a minimum, short- and
long-term time horizons. The foreign bank-
ing organization must update short-term
cash-flow projections daily and must update
longer-term cash-flow projections at least
monthly.
(2) The foreign banking organization must
establish a methodology for making cash-
flow projections for its combined U.S. op-
erations that results in projections which:

(i) Include cash flows arising from con-
tractual maturities, intercompany transac-
tions, new business, funding renewals,
customer options, and other potential
events that may impact liquidity;
(ii) Include reasonable assumptions re-
garding the future behavior of assets, li-
abilities, and off-balance sheet exposures;
(iii) Identify and quantify discrete and
cumulative cash-flow mismatches over
these time periods; and
(iv) Include sufficient detail to reflect the
capital structure, risk profile, complexity,
currency exposure, activities, and size of
the foreign banking organization and its
combined U.S. operations, and include
analyses by business line, currency, or
legal entity as appropriate.

(e) Contingency funding plan.
(1) A foreign banking organization subject
to this subpart must establish and maintain
a contingency funding plan for its combined
U.S. operations that sets out the foreign
banking organization’s strategies for ad-
dressing liquidity needs during liquidity
stress events. The contingency funding plan
must be commensurate with the capital
structure, risk profile, complexity, activities,

size, and the established liquidity risk toler-
ance for the combined U.S. operations. The
foreign banking organization must update
the contingency funding plan for its com-
bined U.S. operations at least annually, and
when changes to market and idiosyncratic
conditions warrant.
(2) Components of the contingency funding
plan.

(i) Quantitative assessment. The contin-
gency funding plan for the combined
U.S. operations must:

(A) Identify liquidity stress events that
could have a significant impact on the
liquidity of the foreign banking organi-
zation or its combined U.S. operations;
(B) Assess the level and nature of the
impact on the liquidity of the foreign
banking organization and its combined
U.S. operations that may occur during
identified liquidity stress events;
(C) Identify the circumstances in
which the foreign banking organization
would implement its action plan de-
scribed in paragraph (e)(2)(ii)(A) of
this section, which circumstances must
include failure to meet any minimum
liquidity requirement imposed by the
Board on the foreign banking organiza-
tion’s combined U.S. operations;
(D) Assess available funding sources
and needs during the identified liquid-
ity stress events;
(E) Identify alternative funding sources
that may be used during the identified
liquidity stress events; and
(F) Incorporate information generated
by the liquidity stress testing required
under section 252.157(a) of this sub-
part.

(ii) Liquidity event management process.
The contingency funding plan for the
combined U.S. operations must include
an event management process that sets
out the foreign banking organization’s
procedures for managing liquidity during
identified liquidity stress events for the
combined U.S. operations. The liquidity
event management process must:

(A) Include an action plan that clearly
describes the strategies that the foreign
banking organization will use to re-
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spond to liquidity shortfalls in its com-
bined U.S. operations for identified li-
quidity stress events, including the
methods that the organization or the
combined U.S. operations will use to
access alternative funding sources;
(B) Identify a liquidity stress event
management team that would execute
the action plan in paragraph (e)(2)(i) of
this section for the combined U.S. op-
erations;
(C) Specify the process, responsibili-
ties, and triggers for invoking the con-
tingency funding plan, describe the
decision-making process during the
identified liquidity stress events, and
describe the process for executing con-
tingency measures identified in the ac-
tion plan; and
(D) Provide a mechanism that ensures
effective reporting and communication
within the combined U.S. operations of
the foreign banking organization and
with outside parties, including the
Board and other relevant supervisors,
counterparties, and other stakeholders.

(iii) Monitoring. The contingency fund-
ing plan for the combined U.S. opera-
tions must include procedures for moni-
toring emerging liquidity stress events.
The procedures must identify early warn-
ing indicators that are tailored to the
capital structure, risk profile, complexity,
activities, and size of the foreign banking
organization and its combined U.S. op-
erations.
(iv) Testing. A foreign banking organiza-
tion must periodically test:

(A) The components of the contin-
gency funding plan to assess the plan’s
reliability during liquidity stress
events;
(B) The operational elements of the
contingency funding plan, including
operational simulations to test commu-
nications, coordination, and decision-
making by relevant management; and
(C) The methods it will use to access
alternative funding sources for its com-
bined U.S. operations to determine
whether these funding sources will be
readily available when needed.

(f) Liquidity risk limits.
(1) General. A foreign banking organiza-
tion must monitor sources of liquidity risk
and establish limits on liquidity risk that are
consistent with the organization’s estab-
lished liquidity risk tolerance and that re-
flect the organization’s capital structure, risk
profile, complexity, activities, and size.
(2) Liquidity risk limits established by a
Category II foreign banking organization or
Category III foreign banking organization.
If the foreign banking organization is not a
Category IV foreign banking organization,
liquidity risk limits established under para-
graph (f)(1) of this section must include
limits on:

(i) Concentrations in sources of funding
by instrument type, single counterparty,
counterparty type, secured and unsecured
funding, and as applicable, other forms of
liquidity risk;
(ii) The amount of liabilities that mature
within various time horizons; and
(iii) Off-balance sheet exposures and
other exposures that could create funding
needs during liquidity stress events.

(g) Collateral, legal entity, and intraday li-
quidity risk monitoring. A foreign banking or-
ganization subject to this subpart or more
must establish and maintain procedures for
monitoring liquidity risk as set forth in this
paragraph (g).

(1) Collateral. The foreign banking organi-
zation must establish and maintain policies
and procedures to monitor assets that have
been, or are available to be, pledged as
collateral in connection with transactions to
which entities in its U.S. operations are
counterparties. These policies and proce-
dures must provide that the foreign banking
organization:

(i) Calculates all of the collateral posi-
tions for its combined U.S. operations ac-
cording to the frequency specified in
paragraph (g)(1)(i)(A) or (B) of this sec-
tion or as directed by the Board, specify-
ing the value of pledged assets relative to
the amount of security required under the
relevant contracts and the value of unen-
cumbered assets available to be pledged:

(A) If the foreign banking organization
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is not a Category IV foreign banking
organization, on at least a weekly ba-
sis; or
(B) If the foreign banking organization
is a Category IV foreign banking orga-
nization, on at least a monthly basis;

(ii) Monitors the levels of unencumbered
assets available to be pledged by legal
entity, jurisdiction, and currency expo-
sure;
(iii) Monitors shifts in the foreign bank-
ing organization’s funding patterns, in-
cluding shifts between intraday, over-
night, and term pledging of collateral;
and
(iv) Tracks operational and timing re-
quirements associated with accessing col-
lateral at its physical location (for ex-
ample, the custodian or securities
settlement system that holds the collat-
eral).

(2) Legal entities, currencies and business
lines. The foreign banking organization
must establish and maintain procedures for
monitoring and controlling liquidity risk ex-
posures and funding needs of its combined
U.S. operations, within and across signifi-
cant legal entities, currencies, and business
lines and taking into account legal and
regulatory restrictions on the transfer of li-
quidity between legal entities.
(3) Intraday exposure. The foreign banking
organization must establish and maintain
procedures for monitoring intraday liquidity
risk exposure for its combined U.S. opera-
tions that are consistent with the capital
structure, risk profile, complexity, activities,
and size of the foreign banking organization
and its combined U.S. operations. If the
foreign banking organization is not a Cat-
egory IV banking organization these proce-
dures must address how the management of
the combined U.S. operations will:

(i) Monitor and measure expected gross
daily inflows and outflows;
(ii) Manage and transfer collateral to ob-
tain intraday credit;
(iii) Identify and prioritize time-specific
obligations so that the foreign banking
organizations can meet these obligations
as expected and settle less critical obliga-
tions as soon as possible;

(iv) Manage the issuance of credit to
customers where necessary; and
(v) Consider the amounts of collateral
and liquidity needed to meet payment
systems obligations when assessing the
overall liquidity needs of the combined
U.S. operations.

4–790.446
SECTION 252.157—Liquidity Stress
Testing and Buffer Requirements for
Foreign Banking Organizations with
Combined U.S. Assets of $100 Billion or
More

(a) Liquidity stress testing requirement.
(1) General.

(i) A foreign banking organization sub-
ject to this subpart must conduct stress
tests to separately assess the potential im-
pact of liquidity stress scenarios on the
cash flows, liquidity position, profitabil-
ity, and solvency of:

(A) Its combined U.S. operations as a
whole;
(B) Its U.S. branches and agencies on
an aggregate basis; and
(C) Its U.S. intermediate holding com-
pany, if any.

(ii) Each liquidity stress test required un-
der this paragraph (a)(1) must use the
stress scenarios described in paragraph
(a)(3) of this section and take into ac-
count the current liquidity condition,
risks, exposures, strategies, and activities
of the combined U.S. operations.
(iii) The liquidity stress tests required
under this paragraph (a)(1) must take into
consideration the balance sheet expo-
sures, off-balance sheet exposures, size,
risk profile, complexity, business lines,
organizational structure and other charac-
teristics of the foreign banking organiza-
tion and its combined U.S. operations
that affect the liquidity risk profile of the
combined U.S. operations.
(iv) In conducting a liquidity stress test
using the scenarios described in para-
graphs (a)(3)(i) and (iii) of this section,
the foreign banking organization must ad-
dress the potential direct adverse impact
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of associated market disruptions on the
foreign banking organization’s combined
U.S. operations and the related indirect
effect such impact could have on the
combined U.S. operations of the foreign
banking organization and incorporate the
potential actions of other market partici-
pants experiencing liquidity stresses un-
der the market disruptions that would ad-
versely affect the foreign banking
organization or its combined U.S. opera-
tions.

(2) Frequency. The foreign banking organi-
zation must perform the liquidity stress tests
required under paragraph (a)(1) of this sec-
tion according to the frequency specified in
paragraph (a)(2)(i) or (ii) of this section or
as directed by the Board:

(i) If the foreign banking organization is
not a Category IV foreign banking orga-
nization, at least monthly; or
(ii) If the foreign banking organization is
a Category IV foreign banking organiza-
tion, at least quarterly.

(3) Stress scenarios.
(i) Each liquidity stress test conducted
under paragraph (a)(1) of this section
must include, at a minimum:

(A) A scenario reflecting adverse mar-
ket conditions;
(B) A scenario reflecting an idiosyn-
cratic stress event for the U.S.
branches/agencies and the U.S. inter-
mediate holding company, if any; and
(C) A scenario reflecting combined
market and idiosyncratic stresses.

(ii) The foreign banking organization
must incorporate additional liquidity
stress scenarios into its liquidity stress
test as appropriate based on the financial
condition, size, complexity, risk profile,
scope of operations, or activities of the
combined U.S. operations, the U.S.
branches and agencies, and the U.S. in-
termediate holding company, as appli-
cable. The Board may require the foreign
banking organization to vary the underly-
ing assumptions and stress scenarios.

(4) Planning horizon. Each stress test con-
ducted under paragraph (a)(1) of this sec-
tion must include an overnight planning ho-
rizon, a 30-day planning horizon, a 90-day

planning horizon, a 1-year planning hori-
zon, and any other planning horizons that
are relevant to the liquidity risk profile of
the combined U.S. operations, the U.S.
branches and agencies, and the U.S. inter-
mediate holding company, if any. For pur-
poses of this section, a ‘‘planning horizon’’
is the period over which the relevant
stressed projections extend. The foreign
banking organization must use the results of
the stress test over the 30-day planning ho-
rizon to calculate the size of the liquidity
buffers under paragraph (c) of this section.
(5) Requirements for assets used as cash-
flow sources in a stress test.

(i) To the extent an asset is used as a
cash flow source to offset projected fund-
ing needs during the planning horizon in
a liquidity stress test, the fair market
value of the asset must be discounted to
reflect any credit risk and market volatil-
ity of the asset.
(ii) Assets used as cash-flow sources dur-
ing the planning horizon must be diversi-
fied by collateral, counterparty, borrowing
capacity, or other factors associated with
the liquidity risk of the assets.
(iii) A line of credit does not qualify as a
cash flow source for purposes of a stress
test with a planning horizon of 30 days
or less. A line of credit may qualify as a
cash flow source for purposes of a stress
test with a planning horizon that exceeds
30 days.

(6) Tailoring. Stress testing must be tai-
lored to, and provide sufficient detail to re-
flect, the capital structure, risk profile, com-
plexity, activities, and size of the combined
U.S. operations of the foreign banking orga-
nization and, as appropriate, the foreign
banking organization as a whole.
(7) Governance.

(i) Stress test function. A foreign banking
organization subject to this subpart,
within its combined U.S. operations and
its enterprise-wide risk management,
must establish and maintain policies and
procedures governing its liquidity stress
testing practices, methodologies, and as-
sumptions that provide for the incorpora-
tion of the results of liquidity stress tests
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in future stress testing and for the en-
hancement of stress testing practices over
time.
(ii) Controls and oversight. The foreign
banking organization must establish and
maintain a system of controls and over-
sight that is designed to ensure that its
liquidity stress testing processes are ef-
fective in meeting the requirements of
this section. The controls and oversight
must ensure that each liquidity stress test
appropriately incorporates conservative
assumptions with respect to the stress
scenario in paragraph (a)(3) of this sec-
tion and other elements of the stress-test
process, taking into consideration the
capital structure, risk profile, complexity,
activities, size, and other relevant factors
of the combined U.S. operations. These
assumptions must be approved by U.S.
chief risk officer and subject to indepen-
dent review consistent with the standards
set out in section 252.156(c).
(iii) Management information systems.
The foreign banking organization must
maintain management information sys-
tems and data processes sufficient to en-
able it to effectively and reliably collect,
sort, and aggregate data and other infor-
mation related to the liquidity stress test-
ing of its combined U.S. operations.

(8) Notice and response. If the Board deter-
mines that a foreign banking organization
must conduct liquidity stress tests according
to a frequency other than the frequency pro-
vided in paragraphs (a)(2)(i) and (ii) of this
section, the Board will notify the foreign
banking organization before the change in
frequency takes effect, and describe the ba-
sis for its determination. Within 14 calendar
days of receipt of a notification under this
paragraph, the foreign banking organization
may request in writing that the Board re-
consider the requirement. The Board will
respond in writing to the organization’s re-
quest for reconsideration prior to requiring
the foreign banking organization to conduct
liquidity stress tests according to a fre-
quency other than the frequency provided in
paragraphs (a)(2)(i) and (ii) of this section.

(b) Reporting of liquidity stress tests required

by home-country regulators. A foreign bank-
ing organization subject to this subpart must
make available to the Board, in a timely man-
ner, the results of any liquidity internal stress
tests and establishment of liquidity buffers re-
quired by regulators in its home jurisdiction.
The report required under this paragraph must
include the results of its liquidity stress test
and liquidity buffer, if required by the laws or
regulations implemented in the home jurisdic-
tion, or expected under supervisory guidance.

(c) Liquidity buffer requirement.
(1) General. A foreign banking organiza-
tion subject to this subpart must maintain a
liquidity buffer for its U.S. intermediate
holding company, if any, calculated in ac-
cordance with paragraph (c)(2) of this sec-
tion, and a separate liquidity buffer for its
U.S. branches and agencies, if any, calcu-
lated in accordance with paragraph (c)(3) of
this section.
(2) Calculation of U.S. intermediate hold-
ing company buffer requirement.

(i) The liquidity buffer for the U.S. inter-
mediate holding company must be suffi-
cient to meet the projected net stressed
cash-flow need over the 30-day planning
horizon of a liquidity stress test con-
ducted in accordance with paragraph (a)
of this section under each scenario set
forth in paragraphs (a)(3)(i) through (iii)
of this section.
(ii) Net stressed cash-flow need. The net
stressed cash-flow need for the U.S. in-
termediate holding company is equal to
the sum of its net external stressed cash-
flow need (calculated pursuant to para-
graph (c)(2)(iii) of this section) and its
net internal stressed cash-flow need (cal-
culated pursuant to paragraph (c)(2)(iv)
of this section) over the 30-day planning
horizon.
(iii) Net external stressed cash-flow need
calculation. The net external stressed
cash-flow need for a U.S. intermediate
holding company equals the difference
between:

(A) The projected amount of cash-flow
needs that results from transactions be-
tween the U.S. intermediate holding
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company and entities that are not its
affiliates; and
(B) The projected amount of cash-flow
sources that results from transactions
between the U.S. intermediate holding
company and entities that are not its
affiliates.

(iv) Net internal stressed cash-flow need
calculation.

(A) General. The net internal stressed
cash-flow need for the U.S. intermedi-
ate holding company equals the greater
of:

(1) The greatest daily cumulative
net intragroup cash-flow need over
the 30-day planning horizon as cal-
culated under paragraph (c)(2)(iv)(B)
of this section; and
(2) Zero.

(B) Daily cumulative net intragroup
cash-flow need calculation. The daily
cumulative net intragroup cash-flow
need for the U.S. intermediate holding
company for purposes of paragraph
(c)(2)(iv)(A) of this section is calcu-
lated as follows:

(1) Daily cumulative net intragroup
cash-flow need. For any given day
in the stress-test horizon, the daily
cumulative net intragroup cash-flow
need is a daily cumulative net
intragroup cash flow that is greater
than zero.
(2) Daily cumulative net intragroup
cash flow. For any given day of the
planning horizon, the daily cumula-
tive net intragroup cash flow equals
the sum of the net intragroup cash
flow calculated for that day and the
net intragroup cash flow calculated
for each previous day of the stress-
test horizon, as calculated in accor-
dance with paragraph (c)(2)(iv)(C)
of this section.

(C) Net intragroup cash flow. For any
given day of the stress-test horizon, the
net intragroup cash flow equals the dif-
ference between:

(1) The amount of cash-flow needs
resulting from transactions between
the U.S. intermediate holding com-
pany and its affiliates (including any

U.S. branch or U.S. agency) for that
day of the planning horizon; and
(2) The amount of cash-flow
sources resulting from transactions
between the U.S. intermediate hold-
ing company and its affiliates (in-
cluding any U.S. branch or U.S.
agency) for that day of the planning
horizon.

(D) Amounts secured by highly liquid
assets. For the purposes of calculating
net intragroup cash flow under this
paragraph, the amounts of intragroup
cash-flow needs and intragroup cash-
flow sources that are secured by highly
liquid assets (as defined in paragraph
(c)(7) of this section) must be excluded
from the calculation.

(3) Calculation of U.S. branch and agency
liquidity buffer requirement.

(i) The liquidity buffer for the foreign
banking organization’s U.S. branches and
agencies must be sufficient to meet the
projected net stressed cash-flow need of
the U.S. branches and agencies over the
first 14 days of a stress test with a 30-
day planning horizon, conducted in ac-
cordance with paragraph (a) of this sec-
tion under the scenarios described in
paragraphs (a)(3)(i) through (iii) of this
section.
(ii) Net stressed cash-flow need. The net
stressed cash-flow need of the U.S.
branches and agencies of a foreign bank-
ing organization is equal to the sum of its
net external stressed cash-flow need (cal-
culated pursuant to paragraph (c)(3)(iii)
of this section) and net internal stressed
cash-flow need (calculated pursuant to
paragraph (c)(3)(iv) of this section) over
the first 14 days of the 30-day planning
horizon.
(iii) Net external stressed cash-flow need
calculation.

(A) The net external stressed cash-
flow need of the U.S. branches and
agencies equals the difference between:

(1) The projected amount of cash-
flow needs that results from transac-
tions between the U.S. branches and
agencies and entities other than the
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foreign bank’s non-U.S. offices and
its U.S. and non-U.S. affiliates; and
(2) The projected amount of cash-
flow sources that results from trans-
actions between the U.S. branches
and agencies and entities other than
the foreign bank’s non-U.S. offices
and its U.S. and non-U.S. affiliates.

(iv) Net internal stressed cash-flow need
calculation.

(A) General. The net internal stressed
cash-flow need of the U.S. branches
and agencies of the foreign banking
organization equals the greater of:

(1) The greatest daily cumulative
net intragroup cash-flow need over
the first 14 days of the 30-day plan-
ning horizon, as calculated under
paragraph (c)(3)(iv)(B) of this sec-
tion; and
(2) Zero.

(B) Daily cumulative net intragroup
cash-flow need calculation. The daily
cumulative net intragroup cash-flow
need of the U.S. branches and agencies
of a foreign banking organization for
purposes of paragraph (c)(3)(iv) of this
section is calculated as follows:

(1) Daily cumulative net intragroup
cash-flow need. For any given day
of the stress-test horizon, the daily
cumulative net intragroup cash-flow
need of the U.S. branches and agen-
cies means a daily cumulative net
intragroup cash flow that is greater
than zero.
(2) Daily cumulative net intragroup
cash flow. For any given day of the
planning horizon, the daily cumula-
tive net intragroup cash flow of the
U.S. branches and agencies equals
the sum of the net intragroup cash
flow calculated for that day and the
net intragroup cash flow calculated
for each previous day of the plan-
ning horizon, each as calculated in
accordance with this paragraph
(c)(3)(iv)(C) of this section.

(C) Net intragroup cash flow. For any
given day of the planning horizon, the
net intragroup cash flow must equal
the difference between:

(1) The amount of projected cash-
flow needs resulting from transac-
tions between a U.S. branch or U.S.
agency and the foreign bank’s non-
U.S. offices and its affiliates; and
(2) The amount of projected cash-
flow sources resulting from transac-
tions between a U.S. branch or U.S.
agency and the foreign bank’s non-
U.S. offices and its affiliates.

(D) Amounts secured by highly liquid
assets. For the purposes of calculating
net intragroup cash flow of the U.S.
branches and agencies under this para-
graph, the amounts of intragroup cash-
flow needs and intragroup cash-flow
sources that are secured by highly liq-
uid assets (as defined in paragraph
(c)(7) of this section) must be excluded
from the calculation.

(4) Location of liquidity buffer.
(i) U.S. intermediate holding companies.
A U.S. intermediate holding company
must maintain in accounts in the United
States the highly liquid assets comprising
the liquidity buffer required under this
section. To the extent that the assets con-
sist of cash, the cash may not be held in
an account located at a U.S. branch or
U.S. agency of the affiliated foreign
banking organization or other affiliate
that is not controlled by the U.S. interme-
diate holding company.
(ii) U.S. branches and agencies. The
U.S. branches and agencies of a foreign
banking organization must maintain in
accounts in the United States the highly
liquid assets comprising the liquidity buf-
fer required under this section. To the
extent that the assets consist of cash, the
cash may not be held in an account lo-
cated at the foreign banking organiza-
tion’s U.S. intermediate holding company
or other affiliate.

(7) Asset requirements. The liquidity buffer
required in this section for the U.S. inter-
mediate holding company or the U.S.
branches and agencies must consist of
highly liquid assets that are unencumbered,
as set forth below:

(i) Highly liquid assets. The asset must
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be a highly liquid asset. For these pur-
poses, a highly liquid asset includes:

(A) Cash;
(B) Assets that meet the criteria for
high quality liquid assets as defined in
12 CFR 249.20; or
(C) Any other asset that the foreign
banking organization demonstrates to
the satisfaction of the Board:

(1) Has low credit risk and low
market risk;
(2) Is traded in an active secondary
two-way market that has committed
market makers and independent
bona fide offers to buy and sell so
that a price reasonably related to the
last sales price or current bona fide
competitive bid and offer quotations
can be determined within one day
and settled at that price within a rea-
sonable time period conforming with
trade custom; and
(3) Is a type of asset that investors
historically have purchased in peri-
ods of financial market distress dur-
ing which market liquidity has been
impaired.

(ii) Unencumbered. The asset must be
unencumbered. For these purposes, an as-
set is unencumbered if it:

(A) Is free of legal, regulatory, con-
tractual or other restrictions on the
ability of such company promptly to
liquidate, sell or transfer the asset; and
(B) Is either:

(1) Not pledged or used to secure or
provide credit enhancement to any
transaction; or
(2) Pledged to a central bank or a
U.S. government-sponsored enter-
prise, to the extent potential credit
secured by the asset is not currently
extended by such central bank or
U.S. government-sponsored enter-
prise or any of its consolidated sub-
sidiaries.

(iii) Calculating the amount of a highly
liquid asset. In calculating the amount of
a highly liquid asset included in the li-
quidity buffer, the foreign banking orga-
nization must discount the fair market

value of the asset to reflect any credit
risk and market price volatility of the
asset.
(iv) Operational requirements. With re-
spect to the liquidity buffer, the foreign
banking organization must:

(A) Establish and implement policies
and procedures that require highly liq-
uid assets comprising the liquidity buf-
fer to be under the control of the man-
agement function in the foreign
banking organization that is charged
with managing liquidity risk of its
combined U.S. operations; and
(B) Demonstrate the capability to
monetize a highly liquid asset under
each scenario required under section
252.157(a)(3).

(v) Diversification. The liquidity buffer
must not contain significant concentra-
tions of highly liquid assets by issuer,
business sector, region, or other factor re-
lated to the foreign banking organiza-
tion’s risk, except with respect to cash
and securities issued or guaranteed by the
United States, a U.S. government agency,
or a U.S. government sponsored enter-
prise.

4–790.447
SECTION 252.158—Capital Stress
Testing Requirements for Foreign
Banking Organizations with Combined
U.S. Assets of $100 Billion or More

(a) Definitions. For purposes of this section,
the following definitions apply:

(1) Eligible asset means any asset of the
U.S. branch or U.S. agency held in the
United States that is recorded on the gen-
eral ledger of a U.S. branch or U.S. agency
of the foreign banking organization (re-
duced by the amount of any specifically
allocated reserves held in the United States
and recorded on the general ledger of the
U.S. branch or U.S. agency in connection
with such assets), subject to the following
exclusions, and, for purposes of this defini-
tion, as modified by the rules of valuation
set forth in paragraph (a)(1)(ii) of this sec-
tion.
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(i) The following assets do not qualify as
eligible assets:

(A) Equity securities;
(B) Any assets classified as loss at the
preceding examination by a regulatory
agency, outside accountant, or the
bank’s internal loan review staff;
(C) Accrued income on assets classi-
fied loss, doubtful, substandard or
value impaired, at the preceding ex-
amination by a regulatory agency, out-
side accountant, or the bank’s internal
loan review staff;
(D) Any amounts due from the home
office, other offices and affiliates, in-
cluding income accrued but uncollected
on such amounts;
(E) The balance from time to time of
any other asset or asset category disal-
lowed at the preceding examination or
by direction of the Board for any other
reason until the underlying reasons for
the disallowance have been removed;
(F) Prepaid expenses and unamortized
costs, furniture and fixtures and lease-
hold improvements; and
(G) Any other asset that the Board de-
termines should not qualify as an eli-
gible asset.

(ii) The following rules of valuation ap-
ply:

(A) A marketable debt security is val-
ued at its principal amount or market
value, whichever is lower;
(B) An asset classified doubtful or
substandard at the preceding examina-
tion by a regulatory agency, outside
accountant, or the bank’s internal loan
review staff, is valued at 50 percent
and 80 percent, respectively;
(C) With respect to an asset classified
value impaired, the amount represent-
ing the allocated transfer risk reserve
that would be required for such expo-
sure at a domestically chartered bank
is valued at 0 and the residual expo-
sure is valued at 80 percent; and
(D) Real estate located in the United
States and carried on the accounting
records as an asset are valued at net
book value or appraised value, which-
ever is less.

(2) Liabilities of all U.S. branches and
agencies of a foreign banking organization
means all liabilities of all U.S. branches and
agencies of the foreign banking organiza-
tion, including acceptances and any other
liabilities (including contingent liabilities),
but excluding:

(i) Amounts due to and other liabilities
to other offices, agencies, branches and
affiliates of such foreign banking organi-
zation, including its head office, includ-
ing unremitted profits; and
(ii) Reserves for possible loan losses and
other contingencies.

(3) Pre-provision net revenue means rev-
enue less expenses before adjusting for total
loan loss provisions.
(4) Stress test cycle has the same meaning
as in subpart F of this part.
(5) Total loan loss provisions means the
amount needed to make reserves adequate
to absorb estimated credit losses, based
upon management’s evaluation of the loans
and leases that the company has the intent
and ability to hold for the foreseeable future
or until maturity or payoff, as determined
under applicable accounting standards.

(b) In general.
(1) A foreign banking organization subject
to this subpart and that has a U.S. branch
or U.S. agency must:

(i) Be subject on a consolidated basis to
a capital stress testing regime by its
home-country supervisor that meets the
requirements of paragraph (b)(2) of this
section;
(ii) Conduct such stress tests or be sub-
ject to a supervisory stress test and meet
any minimum standards set by its home-
country supervisor with respect to the
stress tests; and
(iii) Provide to the Board the information
required under paragraph (c) of this sec-
tion.

(2) The capital stress testing regime of a
foreign banking organization’s home-
country supervisor must include:

(i) A supervisory capital stress test con-
ducted by the foreign banking organiza-
tion’s home-country supervisor or an
evaluation and review by the foreign
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banking organization’s home-country su-
pervisor of an internal capital adequacy
stress test conducted by the foreign bank-
ing organization, according to the fre-
quency specified in paragraph (b)(2)(A)
or (B):

(A) If the foreign banking organization
is not a Category IV foreign banking
organization, at least annually; or
(B) If the foreign banking organization
is a Category IV foreign banking orga-
nization, at least biennially; and

(ii) Requirements for governance and
controls of stress testing practices by rel-
evant management and the board of di-
rectors (or equivalent thereof) of the for-
eign banking organization;

(c) Information requirements.
(1) In general. A foreign banking organiza-
tion subject to this subpart must report to
the Board by January 5 of each calendar
year, unless such date is extended by the
Board, summary information about its
stress-testing activities and results, including
the following quantitative and qualitative
information:

(i) A description of the types of risks
included in the stress test;
(ii) A description of the conditions or
scenarios used in the stress test;
(iii) A summary description of the meth-
odologies used in the stress test;
(iv) Estimates of:

(A) Aggregate losses;
(B) Pre-provision net revenue;
(C) Total loan loss provisions;
(D) Net income before taxes; and
(E) Pro forma regulatory capital ratios
required to be computed by the home-
country supervisor of the foreign bank-
ing organization and any other relevant
capital ratios; and

(v) An explanation of the most signifi-
cant causes for any changes in regulatory
capital ratios.

(2) Additional information required for for-
eign banking organizations in a net due
from position. If, on a net basis, the U.S.
branches and agencies of a foreign banking
organization subject to this subpart provide
funding to the foreign banking organiza-

tion’s non-U.S. offices and non-U.S. affili-
ates, calculated as the average daily posi-
tion over a stress test cycle for a given
year, the foreign banking organization must
report the following information to the
Board by January 5 of each calendar year,
unless such date is extended by the Board:

(i) A detailed description of the method-
ologies used in the stress test, including
those employed to estimate losses, rev-
enues, and changes in capital positions;
(ii) Estimates of realized losses or gains
on available-for-sale and held-to-maturity
securities, trading and counterparty
losses, if applicable; and loan losses (dol-
lar amount and as a percentage of aver-
age portfolio balance) in the aggregate
and by material sub-portfolio; and
(iii) Any additional information that the
Board requests.

(d) Imposition of additional standards for
capital stress tests.

(1) Unless the Board otherwise determines
in writing, a foreign banking organization
that does not meet each of the requirements
in paragraph (b)(1) and (2) of this section
must:

(i) Maintain eligible assets in its U.S.
branches and agencies that, on a daily
basis, are not less than 108 percent of the
average value over each day of the previ-
ous calendar quarter of the total liabilities
of all U.S. branches and agencies of the
foreign banking organization; and
(ii) To the extent that a foreign banking
organization has not established a U.S.
intermediate holding company, conduct
an annual stress test of its U.S. subsidiar-
ies to determine whether those subsidiar-
ies have the capital necessary to absorb
losses as a result of adverse economic
conditions; and report to the Board on an
annual basis a summary of the results of
the stress test that includes the informa-
tion required under paragraph (b)(1) of
this section and any other information
specified by the Board.

(2) An enterprise-wide stress test that is ap-
proved by the Board may meet the stress
test requirement of paragraph (d)(1)(ii) of
this section.
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(3) Intragroup funding restrictions or li-
quidity requirements for U.S. operations. If
a foreign banking organization does not
meet each of the requirements in paragraphs
(b)(1) and (2) of this section, the Board
may require the U.S. branches and agencies
of the foreign banking organization and, if
the foreign banking organization has not es-
tablished a U.S. intermediate holding com-
pany, any U.S. subsidiary of the foreign
banking organization, to maintain a liquidity
buffer or be subject to intragroup funding
restrictions.

(e) Notice and response. If the Board deter-
mines to impose one or more conditions under
paragraph (d)(3) of this section, the Board
will notify the company before it applies the
condition, and describe the basis for imposing
the condition. Within 14 calendar days of re-
ceipt of a notification under this paragraph,
the company may request in writing that the
Board reconsider the requirement. The Board
will respond in writing to the company’s re-
quest for reconsideration prior to applying the
condition.

4–790.5
SUBPART P—COVERED IHC
LONG-TERM DEBT REQUIREMENT,
COVERED IHC TOTAL
LOSS-ABSORBING CAPACITY
REQUIREMENT AND BUFFER, AND
RESTRICTIONS ON CORPORATE
PRACTICES FOR INTERMEDIATE
HOLDING COMPANIES OF GLOBAL
SYSTEMICALLY IMPORTANT
FOREIGN BANKING
ORGANIZATIONS

SECTION 252.160—Applicability

(a) General applicability. This subpart applies
to a U.S. intermediate holding company that is
required to be established pursuant to section
252.153 and is controlled by a global systemi-
cally important foreign banking organization
(covered IHC).

(b) Initial applicability. A covered IHC is
subject to the requirements of sections
252.162, 252.163, 252.165, 252.166, and
252.167 beginning on the later of:

(1) January 1, 2019; and
(2) 1,095 days (three years) after the later
of the date on which:

(i) The U.S. non-branch assets of the
global systemically important foreign
banking organization that controls the
Covered IHC equaled or exceeded $50
billion; and
(ii) The foreign banking organization that
controls the Covered IHC became a
global systemically important foreign
banking organization.

(c) Applicability of section 252.164. Section
252.164 applies to a global systemically im-
portant foreign banking organization with U.S.
non-branch assets that equal or exceed $50
billion.

4–790.551
SECTION 252.161—Definitions

For purposes of this subpart:

Additional tier 1 capital has the same mean-
ing as in 12 CFR 217.20(c).

Average total consolidated assets means the
denominator of the leverage ratio as described
in 12 CFR 217.10(b)(4).

Common equity tier 1 capital has the same
meaning as in 12 CFR 217.20(b).

Common equity tier 1 capital ratio has the
same meaning as in 12 CFR 217.10(b)(1) and
12 CFR 217.10(c), as applicable.

Common equity tier 1 minority interest has the
same meaning as in 12 CFR 217.2.

Covered IHC is defined in section 252.160.
Covered IHC TLAC buffer means, with re-
spect to a covered IHC, the sum of 2.5 per-
cent and any applicable countercyclical capital
buffer under 12 CFR 217.11(b) (expressed as
a percentage).

Covered IHC total loss-absorbing capacity
amount is defined in section 252.165(c).

Default right.
(1) Means any:
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(i) Right of a party, whether contractual
or otherwise (including rights incorpo-
rated by reference to any other contract,
agreement or document, and rights af-
forded by statute, civil code, regulation
and common law), to liquidate, terminate,
cancel, rescind, or accelerate such agree-
ment or transactions thereunder, set off or
net amounts owing in respect thereto (ex-
cept rights related to same-day payment
netting), exercise remedies in respect of
collateral or other credit support or prop-
erty related thereto (including the pur-
chase and sale of property), demand pay-
ment or delivery thereunder or in respect
thereof (other than a right or operation of
a contractual provision arising solely
from a change in the value of collateral
or margin or a change in the amount of
an economic exposure), suspend, delay or
defer payment or performance thereunder,
modify the obligations of a party thereun-
der or any similar rights; and
(ii) Right or contractual provision that al-
ters the amount of collateral or margin
that must be provided with respect to an
exposure thereunder, including by altering
any initial amount, threshold amount,
variation margin, minimum transfer
amount, the margin value of collateral or
any similar amount, that entitles a party
to demand the return of any collateral
ormargin transferred by it to the other
party or a custodian or that modifies a
transferee’s right to reuse collateral or
margin (if such right previously existed),
or any similar rights, in each case, other
than a right or operation of a contractual
provision arising solely from a change in
the value of collateral or margin or a
change in the amount of an economic
exposure; and

(2) Does not include any right under a con-
tract that allows a party to terminate the
contract on demand or at its option at a
specified time, or from time to time, with-
out the need to show cause.

Discretionary bonus payment has the same
meaning as under 12 CFR 217.2.

Distribution has the same meaning as under
12 CFR 217.2.

Eligible external debt security means:
(1) A debt instrument that:

(i) Is paid in, and issued by the covered
IHC to, and remains held by, a person
that does not directly or indirectly control
the covered IHC and is not a wholly
owned subsidiary;
(ii) Is not secured, not guaranteed by the
covered IHC or a subsidiary of the cov-
ered IHC, and is not subject to any other
arrangement that legally or economically
enhances the seniority of the instrument;
(iii) Has a maturity of greater than or
equal to 365 days (one year) from the
date of issuance;
(iv) Is governed by the laws of the
United States or any State thereof;
(v) Does not provide the holder of the
instrument a contractual right to acceler-
ate payment of principal or interest on
the instrument, except a right that is exer-
cisable on one or more dates that are
specified in the instrument or in the event
of:

(A) A receivership, insolvency, liqui-
dation, or similar proceeding of the
covered IHC; or
(B) A failure of the covered IHC to
pay principal or interest on the instru-
ment when due and payable that con-
tinues for 30 days or more;

(vi) Does not have a credit-sensitive fea-
ture, such as an interest rate that is reset
periodically based in whole or in part on
the covered IHC’s credit quality, but may
have an interest rate that is adjusted peri-
odically independent of the covered
IHC’s credit quality, in relation to general
market interest rates or similar adjust-
ments;
(vii) Is not a structured note; and
(viii) Does not provide that the instru-
ment may be converted into or ex-
changed for equity of the covered IHC;
and

(2) A debt instrument issued prior to De-
cember 31, 2016 that:

(i) Is paid in, and issued by the covered
IHC to, and remains held by, a person
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that does not directly or indirectly control
the covered IHC and is not a wholly
owned subsidiary;
(ii) Is not secured, not guaranteed by the
covered IHC or a subsidiary of the cov-
ered IHC, and not subject to any other
arrangement that legally or economically
enhances the ;
(iii) Has a maturity of greater than or
equal to 365 days (one year) from the
date of issuance;
(iv) Does not have a credit-sensitive fea-
ture, such as an interest rate that is reset
periodically based in whole or in part on
the covered IHC’s credit quality, but may
have an interest rate that is adjusted peri-
odically independent of the covered
IHC’s credit quality, in relation to general
market interest rates or similar adjust-
ments;
(v) Is not a structured note; and
(vi) Does not provide that the instrument
may be converted into or exchanged for
equity of the covered IHC.

Eligible covered IHC debt security with re-
spect to a non-resolution covered IHC means
eligible internal debt securities issued by the
nonresolution covered IHC, and with respect
to a resolution covered IHC means eligible
internal debt securities and eligible external
debt securities issued by the resolution cov-
ered IHC.

Eligible internal debt security means a debt
instrument that:

(i) Is paid in, and issued by the covered
IHC;
(ii) Is not secured, not guaranteed by the
covered IHC or a subsidiary of the cov-
ered IHC, and is not subject to any other
arrangement that legally or economically
enhances the seniority of the instrument;
(iii) Has a maturity of greater than or
equal to 365 days (one year) from the
date of issuance;
(iv) Is governed by the laws of the
United States or any State thereof;
(v) Does not provide the holder of the
instrument a contractual right to acceler-
ate payment of principal or interest on
the instrument, except a right that is exer-

cisable on one or more dates that are
specified in the instrument or in the event
of:

(A) A receivership, insolvency, liqui-
dation, or similar proceeding of the
covered IHC; or
(B) A failure of the covered IHC to
pay principal or interest on the instru-
ment when due and payable that con-
tinues for 30 days or more;

(vi) Is not a structured note;
(vii) Is issued to and remains held by a
company that is incorporated or orga-
nized outside of the United States, and
directly or indirectly controls the covered
IHC or is a wholly owned subsidiary;
and
(viii) Has a contractual provision that is
approved by the Board that provides for
the immediate conversion or exchange of
the instrument into common equity tier 1
of the covered IHC upon issuance by the
Board of an internal debt conversion or-
der.

GAAP means generally accepted accounting
principles as used in the United States.

Internal debt conversion order means an order
by the Board to immediately convert to, or
exchange for, common equity tier 1 capital an
amount of eligible internal debt securities of
the covered IHC specified by the Board in its
discretion, as described in section 252.163.

Non-resolution covered IHC means a covered
IHC identified as or determined to be a non-
resolution covered IHC pursuant to section
252.164.

Outstanding eligible covered IHC long-term
debt amount is defined in section 252.162(b).

Person has the same meaning as in 12 CFR
225.2.

Qualified financial contract has the same
meaning as in section 210(c)(8)(D) of Title II
of the Dodd-Frank Wall Street Reform and
Consumer Protection Act (12 U.S.C.
5390(c)(8)(D)).
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Resolution covered IHC means a covered IHC
identified as or determined to be a resolution
covered IHC pursuant to section 252.164.

Standardized total risk-weighted assets has the
same meaning as in 12 CFR 217.2.

Structured note means a debt instrument that:
(1) Has a principal amount, redemption
amount, or stated maturity that is subject to
reduction based on the performance of any
asset, entity, index, or embedded derivative
or similar embedded feature;
(2) Has an embedded derivative or other
similar embedded feature that is linked to
one or more equity securities, commodities,
assets, or entities;
(3) Does not specify a minimum principal
amount that becomes due and payable upon
acceleration or early termination; or
(4) Is not classified as debt under GAAP,
provided that an instrument is not a struc-
tured note solely because it is one or both
of the following:

(i) A non-dollar-denominated instrument,
or
(ii) An instrument whose interest pay-
ments are based on an interest rate index.

Supplementary leverage ratio has the same
meaning as in 12 CFR 217.10(c)(4).
Tier 1 minority interest has the same meaning
as in 12 CFR 217.2.

Tier 2 capital has the same meaning as in 12
CFR 217.20(d).

Total leverage exposure has the same meaning
as in 12 CFR 217.10(c)(4)(ii).

Total risk-weighted assets, with respect to a
covered IHC, is equal to the covered IHC’s
standardized total risk-weighted assets.

U.S. non-branch assets has the same meaning
as in 12 CFR 252.152(b)(2).

Wholly owned subsidiary means an entity, all
of the outstanding ownership interests of
which are owned directly or indirectly by a
global systemically important foreign banking
organization that directly or indirectly controls

a covered IHC, except that up to 0.5 percent
of the entity’s outstanding ownership interests
may be held by a third party if the ownership
interest is acquired or retained by the third
party for the purpose of establishing corporate
separateness or addressing bankruptcy, insol-
vency, or similar concerns.

4–790.552
SECTION 252.162—Covered IHC
Long-Term Debt Requirement

(a) Covered IHC long-term debt requirement.
A covered IHC must have an outstanding eli-
gible covered IHC long-term debt amount that
is no less than the amount equal to the great-
est of:

(1) 6 percent of the covered IHC’s total
risk-weighted assets;
(2) If the covered IHC is required to main-
tain a minimum supplementary leverage ra-
tio, 2.5 percent of the covered IHC’s total
leverage exposure; and
(3) 3.5 percent of the covered IHC’s aver-
age total consolidated assets.

(b) Outstanding eligible covered IHC long-
term debt amount.

(1) A Covered IHC’s outstanding eligible
Covered IHC long-term debt amount is the
sum of:

(i) One hundred (100) percent of the
amount due to be paid of unpaid princi-
pal of the outstanding eligible Covered
IHC debt securities issued by the Cov-
ered IHC in greater than or equal to 730
days (two years); and
(ii) Fifty (50) percent of the amount due
to be paid of unpaid principal of the out-
standing eligible Covered IHC debt secu-
rities issued by the Covered IHC in
greater than or equal to 365 days (one
year) and less than 730 days (two years);
and
(iii) Zero (0) percent of the amount due
to be paid of unpaid principal of the out-
standing eligible Covered IHC debt secu-
rities issued by the Covered IHC in less
than 365 days (one year).

(2) For purposes of paragraph (b)(1) of this
section, the date on which principal is due
to be paid on an outstanding eligible cov-
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ered IHC debt security is calculated from
the earlier of:

(i) The date on which payment of princi-
pal is required under the terms governing
the instrument, without respect to any
right of the holder to accelerate payment
of principal; and
(ii) The date the holder of the instrument
first has the contractual right to request
or require payment of the amount of
principal, provided that, with respect to a
right that is exercisable on one or more
dates that are specified in the instrument
only on the occurrence of an event (other
than an event of a receivership, insol-
vency, liquidation, or similar proceeding
of the covered IHC, or a failure of the
covered IHC to pay principal or interest
on the instrument when due), the date for
the outstanding eligible covered IHC debt
security under this paragraph (b)(2)(ii)
will be calculated as if the event has
occurred.

(3) After notice and response proceedings
consistent with 12 CFR part 263, subpart E,
the Board may order a covered IHC to ex-
clude from its outstanding eligible covered
IHC long-term debt amount any debt secu-
rity with one or more features that would
significantly impair the ability of such debt
security to take losses.

(c) Redemption and repurchase. Without the
prior approval of the Board, a covered IHC
may not redeem or repurchase any outstanding
eligible covered IHC debt security if, immedi-
ately after the redemption or repurchase, the
covered IHC would not have an outstanding
eligible covered IHC long-term debt amount
that is sufficient to meet its covered IHC
long-term debt requirement under paragraph
(a) of this section.

4–790.553
SECTION 252.163—Internal Debt
Conversion Order

(a) The Board may issue an internal debt con-
version order if:

(1) The Board has determined that the cov-
ered IHC is in default or danger of default;
and

(2) Any of the following circumstances ap-
ply:

(i) A foreign banking organization that
directly or indirectly controls the covered
IHC or any subsidiary of the top-tier for-
eign banking organization has been
placed into resolution proceedings (in-
cluding the application of statutory reso-
lution powers) in its home country;
(ii) The home country supervisor of the
top-tier foreign banking organization has
consented or not promptly objected after
notification by the Board to the conver-
sion or exchange of the eligible internal
debt securities of the covered IHC; or
(iii) The Board has made a written rec-
ommendation to the Secretary of the
Treasury pursuant to 12 U.S.C. 5383(a)
regarding the covered IHC.

(b) For purposes of paragraph (a) of this sec-
tion, the Board will consider:

(1) A covered IHC in default or danger of
default if

(i) A case has been, or likely will
promptly be, commenced with respect to
the covered IHC under the Bankruptcy
Code (11 U.S.C. 101 et seq.);
(ii) The covered IHC has incurred, or is
likely to incur, losses that will deplete all
or substantially all of its capital, and
there is no reasonable prospect for the
covered IHC to avoid such depletion;
(iii) The assets of the covered IHC are,
or are likely to be, less than its obliga-
tions to creditors and others; or
(iv) The covered IHC is, or is likely to
be, unable to pay its obligations (other
than those subject to a bona fide dispute)
in the normal course of business; and

(2) An objection by the home country su-
pervisor to the conversion or exchange of
the eligible internal debt securities to be
prompt if the Board receives the objection
no later than 24 hours after the Board re-
quests such consent or non-objection from
the home country supervisor.
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4–790.554
SECTION 252.164—Identification as a
Resolution Covered IHC or a
Non-Resolution Covered IHC

(a) Initial certification. The top-tier global
systemically important foreign banking organi-
zation with U.S. non-branch assets that equal
or exceed $50 billion must certify to the
Board on the later of June 30, 2017, or one
year prior to the date on which a covered IHC
becomes subject to the requirements of this
subpart pursuant to section 252.160(b)
whether the planned resolution strategy of the
top-tier foreign banking organization involves
the covered IHC or the subsidiaries of the
covered IHC entering resolution, receivership,
insolvency, or similar proceedings in the
United States.

(b) Certification update. The top-tier global
systemically important foreign banking organi-
zation with U.S. non-branch assets that equal
or exceed $50 billion must provide an updated
certification to the Board upon a change in
the resolution strategy described in the certifi-
cation provided pursuant to paragraph (a) of
this section.

(c) Identification of a resolution covered IHC.
A covered IHC is a resolution covered IHC if
the most recent certification provided pursuant
to paragraphs (a) and (b) of this section indi-
cates that the top-tier foreign banking organi-
zation’s planned resolution strategy involves
the covered IHC or the subsidiaries of the
covered IHC entering resolution, receivership,
insolvency, or similar proceedings in the
United States.

(d) Identification of a non-resolution covered
IHC. A covered IHC is a nonresolution cov-
ered IHC if the most recent certification pro-
vided pursuant to paragraphs (a) and (b) of
this section indicates that the top-tier foreign
banking organization’s planned resolution
strategy involves neither the covered IHC nor
the subsidiaries of the covered IHC entering
resolution, receivership, insolvency, or similar
proceedings in the United States.

(e) Board determination. The Board may de-
termine in its discretion that a non-resolution
covered IHC identified pursuant to paragraph

(d) of this section is a resolution covered IHC,
or that a resolution covered IHC identified
pursuant to paragraph (c) of this section is a
non-resolution covered IHC.

(f) Transition.
(1) A covered IHC identified as a resolu-
tion covered IHC pursuant to paragraph (b)
of this section or determined by the Board
to be a resolution covered IHC pursuant to
paragraph (e) of this section must comply
with the requirements in this subpart appli-
cable to a resolution covered IHC within
365 days (one year) after such identification
or determination, unless such time period is
extended by the Board in its discretion.
(2) A covered IHC identified as a
nonresolution covered IHC pursuant to
paragraph (b) of this section or determined
by the Board to be a nonresolution covered
IHC pursuant to paragraph (e) of this sec-
tion must comply with the requirements in
this subpart applicable to a non-resolution
covered IHC 365 days (one year) after such
identification or determination, unless such
time period is extended by the Board in its
discretion.

4–790.555
SECTION 252.165—Covered IHC Total
Loss-Absorbing Capacity Requirement
and Buffer

(a) Covered IHC total loss-absorbing capacity
requirement for a resolution covered IHC. A
resolution covered IHC must have an out-
standing covered IHC total loss-absorbing ca-
pacity amount that is no less than the amount
equal to the greatest of:

(1) 18 percent of the resolution covered
IHC’s total risk-weighted assets;
(2) If the Board requires the resolution cov-
ered IHC to maintain a minimum supple-
mentary leverage ratio, 6.75 percent of the
resolution covered IHC’s total leverage ex-
posure; and
(3) Nine (9) percent of the resolution cov-
ered IHC’s average total consolidated as-
sets.

(b) Covered IHC total loss-absorbing capacity
requirement for a nonresolution covered IHC.
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A nonresolution covered IHC must have an
outstanding covered IHC total loss-absorbing
capacity amount that is no less than the
amount equal to the greatest of:

(1) 16 percent of the non-resolution cov-
ered IHC’s total risk-weighted assets;
(2) If the Board requires the nonresolution
covered IHC to maintain a minimum
supplementary leverage ratio, 6 percent of
the non-resolution covered IHC’s total le-
verage exposure; and
(3) Eight (8) percent of the nonresolution
covered IHC’s average total consolidated
assets.

(c) Covered IHC total loss-absorbing capacity
amount.

(1) A non-resolution covered IHC’s covered
IHC total loss-absorbing capacity amount is
equal to the sum of:

(i) The covered IHC’s common equity
tier 1 capital (excluding any common eq-
uity tier 1 minority interest) held by a
company that is incorporated or orga-
nized outside of the United States and
that directly or indirectly controls the
covered IHC;
(ii) The covered IHC’s additional tier 1
capital (excluding any tier 1 minority in-
terest) held by a company that is incorpo-
rated or organized outside of the United
States and that directly or indirectly con-
trols the covered IHC; and
(iii) The covered IHC’s outstanding eli-
gible covered IHC long-term debt
amount, plus 50 percent of the amount of
unpaid principal of outstanding eligible
covered IHC debt securities issued by the
covered IHC due to be paid in greater
than or equal to 365 days (one year) but
less than 730 days (two years).

(2) A resolution covered IHC’s covered
IHC total loss-absorbing capacity amount is
equal to the sum of:

(i) The covered IHC’s common equity
tier 1 capital (excluding any common eq-
uity tier 1 minority interest);
(ii) The covered IHC’s additional tier 1
capital (excluding any tier 1 minority in-
terest); and
(iii) The covered IHC’s outstanding eli-
gible covered IHC long-term debt

amount, plus 50 percent of the amount of
unpaid principal of outstanding eligible
covered IHC debt securities issued by the
covered IHC due to be paid in greater
than or equal to 365 days (one year) but
less than 730 days (two years).

(d) Covered IHC TLAC buffer.
(1) Composition of the covered IHC TLAC
buffer. The covered IHC TLAC buffer is
composed solely of common equity tier 1
capital.
(2) Definitions. For purposes of this para-
graph, the following definitions apply:

(i) Eligible retained income. The eligible
retained income of a covered IHC is the
greater of:

(A) The covered IHC’s net income,
calculated in accordance with the in-
structions to the FR Y-9C, for the four
calendar quarters preceding the current
calendar quarter, net of any distribu-
tions and associated tax effects not al-
ready reflected in net income; and
(B) The average of the covered IHC’s
net income, calculated in accordance
with the instructions to the FR Y-9C,
for the four calendar quarters preced-
ing the current calendar quarter.

(ii) Maximum covered IHC TLAC payout
ratio. The maximum covered IHC TLAC
payout ratio is the percentage of eligible
retained income that a covered IHC can
pay out in the form of distributions and
discretionary bonus payments during the
current calendar quarter. The maximum
covered IHC TLAC payout ratio is based
on the covered IHC’s covered IHC
TLAC buffer level, calculated as of the
last day of the previous calendar quarter,
as set forth in Table 1 to section 252.165.
(iii) Maximum covered IHC TLAC pay-
out amount. A covered IHC’s maximum
covered IHC TLAC payout amount for
the current calendar quarter is equal to
the covered IHC’s eligible retained in-
come, multiplied by the applicable maxi-
mum covered IHC TLAC payout ratio, as
set forth in Table 1 to section 252.165.

(3) Calculation of the covered IHC TLAC
buffer level.

(i) A covered IHC’s covered IHC TLAC
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buffer level is equal to the covered IHC’s
common equity tier 1 capital ratio (ex-
pressed as a percentage) minus the
greater of zero and the following amount:

(A) 16 percent for a non-resolution
covered IHC, and 18 percent for a
resolution covered IHC; minus
(B) (1) For a non-resolution covered

IHC, the ratio (expressed as a per-
centage) of the covered IHC’s addi-
tional tier 1 capital (excluding any
tier 1 minority interest) held by a
company that is incorporated or or-
ganized outside of the United States
and that directly or indirectly con-
trols the covered IHC to the covered
IHC’s total risk-weighted assets;
(2) For a resolution covered IHC,
the ratio (expressed as a percentage
of the covered IHC’s additional tier
1 capital (excluding any tier 1 mi-
nority interest) to the covered IHC’s
total-risk weighted assets; and minus

(C) The ratio (expressed as a percent-
age) of the Covered IHC’s outstanding
eligible Covered IHC long-term debt
amount plus 50 percent of the amount
of unpaid principal of outstanding eli-
gible Covered IHC debt securities is-
sued by the Covered IHC due to be
paid in, as calculated in section
252.162(b)(2), greater than or equal to
365 days (one year) but less than 730
days (two years) to total risk-weighted
assets.

(ii) (A) Notwithstanding paragraph
(d)(3)(i) of this section, with respect to
a resolution covered IHC, if the ratio
(expressed as a percentage) of the
resolution covered IHC’s covered IHC
total loss-absorbing capacity amount,
as calculated under section 252.165(a),
to the resolution covered IHC’s risk-
weighted assets is less than or equal
to, 18 percent, the covered IHC’s cov-
ered IHC TLAC buffer level is zero.
(B) Notwithstanding paragraph
(d)(3)(i) of this section, with respect to
a non-resolution covered IHC, if the
ratio (expressed as a percentage) of the
non-resolution covered IHC’s covered
IHC total loss-absorbing capacity

amount, as calculated under section
252.165(b), to the covered IHC’s risk-
weighted assets is less than or equal to
16 percent, the non-resolution covered
IHC’s covered IHC TLAC buffer level
is zero.

(4) Limits on distributions and discretion-
ary bonus payments.

(i) A covered IHC shall not make distri-
butions or discretionary bonus payments
or create an obligation to make such dis-
tributions or payments during the current
calendar quarter that, in the aggregate,
exceed the maximum covered IHC TLAC
payout amount.
(ii) A covered IHC with a covered IHC
TLAC buffer level that is greater than the
covered IHC TLAC buffer is not subject
to a maximum covered IHC TLAC pay-
out amount.
(iii) Except as provided in paragraph
(d)(4)(iv) of this section, a covered IHC
may not make distributions or discretion-
ary bonus payments during the current
calendar quarter if the covered IHC’s:

(A) Eligible retained income is nega-
tive; and
(B) Covered IHC TLAC buffer level
was less than the covered IHC TLAC
buffer as of the end of the previous
calendar quarter.

(iv) Notwithstanding the limitations in
paragraphs (d)(4)(i) through (iii) of this
section, the Board may permit a covered
IHC to make a distribution or discretion-
ary bonus payment upon a request of the
covered IHC, if the Board determines
that the distribution or discretionary bo-
nus payment would not be contrary to the
purposes of this section, or to the safety
and soundness of the covered IHC. In
making such a determination, the Board
will consider the nature and extent of the
request and the particular circumstances
giving rise to the request.
(v) (A) A covered IHC is subject to the

lowest of the maximum payout
amounts as determined under 12 CFR
217.11(a)(2) and the maximum covered
IHC TLAC payout amount as deter-
mined under this paragraph.
(B) Additional limitations on distribu-
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tions may apply to a covered IHC un-
der 12 CFR 225.4, 225.8, and 263.202.

Table 1 to section 252.165—Calculation of maximum covered IHC TLAC payout amount

Covered IHC TLAC buffer level Maximum covered IHC
TLAC payout ratio (as a

percentage of eligible
retained income)

Greater than the covered IHC TLAC buffer No payout ratio limitation
applies

Less than or equal to the covered IHC TLAC buffer, and greater than 75
percent of the covered IHC TLAC buffer

60 percent

Less than or equal to 75 percent of the covered IHC TLAC buffer, and
greater than 50 percent of the covered IHC TLAC buffer

40 percent

Less than or equal to 50 percent of the covered IHC TLAC buffer, and
greater than 25 percent of the covered IHC TLAC buffer

20 percent

Less than or equal to 25 percent of the covered IHC TLAC buffer 0 percent

4–790.556
SECTION 252.166—Restrictions on
Corporate Practices of Intermediate
Holding Companies of Global
Systemically Important Foreign Banking
Organizations

(a) Prohibited corporate practices. A covered
IHC may not directly:

(1) Issue any debt instrument with an origi-
nal maturity of less than 365 days (one
year), including short term deposits and de-
mand deposits, to any person, unless the
person is an affiliate of the covered IHC;
(2) Issue any instrument, or enter into any
related contract, with respect to which the
holder of the instrument has a contractual
right to offset debt owed by the holder or
its affiliates to the covered IHC or a subsid-
iary of the covered IHC against the amount,
or a portion of the amount, owed by the
covered IHC under the instrument;
(3) Enter into a qualified financial contract
that is not a credit enhancement with a per-
son that is not an affiliate of the covered
IHC;
(4) Enter into an agreement in which the
covered IHC guarantees a liability of an
affiliate of the covered IHC if such liability
permits the exercise of a default right that
is related, directly or indirectly, to the cov-
ered IHC becoming subject to a receiver-
ship, insolvency, liquidation, resolution, or
similar proceeding other than a receivership
proceeding under Title II of the Dodd-Frank

Wall Street Reform and Consumer Protec-
tion Act (12 U.S.C. 5381 through 5394)
unless the liability is subject to require-
ments of the Board restricting such default
rights or subject to any similar requirements
of another U.S. federal banking agency; or
(5) Enter into, or otherwise benefit from,
any agreement that provides for its liabili-
ties to be guaranteed by any of its subsid-
iaries.

(b) Limit on unrelated liabilities.
(1) The aggregate amount, on an unconsoli-
dated basis, of unrelated liabilities of a cov-
ered IHC may not exceed 5 percent of the
covered IHC’s covered IHC total loss-
absorbing capacity amount, as calculated
under section 252.165(c).
(2) For purposes of paragraph (b)(1) of this
section, an unrelated liability includes:

(i) With respect to a non-resolution cov-
ered IHC, any non-contingent liability of
the non-resolution covered IHC owed to
a person that is not an affiliate of the
non-resolution covered IHC other than
those liabilities specified in paragraph
(b)(3) of this section, and
(ii) With respect to a resolution covered
IHC, any non-contingent liability of the
resolution covered IHC owed to a person
that is not a subsidiary of the resolution
covered IHC other than those liabilities
specified in paragraph (b)(3) of this sec-
tion.

(3) (i) The instruments that are used to sat-
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isfy the covered IHC’s covered IHC total
loss-absorbing capacity amount, as calcu-
lated under section 252.165(a);

(ii) Any dividend or other liability aris-
ing from the instruments that are used to
satisfy the covered IHC’s covered IHC
total loss-absorbing capacity amount, as
calculated under section 252.165(c)(2);
(iii) An eligible covered IHC debt secu-
rity that does not provide the holder of
the instrument with a currently exercis-
able right to require immediate payment
of the total or remaining principal
amount; and
(iv) A secured liability, to the extent that
it is secured, or a liability that otherwise
represents a claim that would be senior to
eligible covered IHC debt securities in
Title II of the Dodd-Frank Wall Street
Reform and Consumer Protection Act (12
U.S.C. 5390(b)) and the Bankruptcy
Code (11 U.S.C. 507).

(c) A covered IHC is not subject to paragraph
(b) of this section if all of the eligible covered
IHC debt securities issued by the covered IHC
would represent the most subordinated debt
claim in a receivership, insolvency, liquida-
tion, or similar proceeding of the covered
IHC.

4–790.557
SECTION 252.167—Disclosure
Requirements for Resolution Covered
IHCs

(a) A resolution covered IHC that has any
outstanding eligible external debt securities
must publicly disclose a description of the
financial consequences to unsecured
debtholders of the resolution covered IHC en-
tering into a resolution proceeding in which
the resolution covered IHC is the only entity
in the United States that would be subject to
the resolution proceeding.

(b) A resolution covered IHC must provide
the disclosure required by paragraph (a) of
this section:

(1) In the offering documents for all of its
eligible external debt securities; and
(2) Either:

(i) On the resolution covered IHC’s Web
site; or
(ii) In more than one public financial re-
port or other public regulatory reports,
provided that the resolution covered IHC
publicly provides a summary table spe-
cifically indicating the location(s) of this
disclosure.

4–790.6
SUBPART Q—SINGLE-
COUNTERPARTY CREDIT LIMITS

SECTION 252.170—Applicability and
General Provisions

(a) In general.
(1) This subpart establishes single
counterparty credit limits for a covered for-
eign entity.
(2) For purposes of this subpart:

(i) Covered foreign entity means:
(A) A Category II foreign banking or-
ganization;
(B) A Category III foreign banking or-
ganization;
(C) A foreign banking organization
with total consolidated assets that
equal or exceed $250 billion;
(D) A Category II U.S. intermediate
holding company; and
(E) A Category III U.S. intermediate
holding company.

(ii) Major foreign banking organization
means a foreign banking organization that
is a covered foreign entity and meets the
requirements of section 252.172(c)(3)
through (5).

(b) Credit exposure limits.
(1) Section 252.172 establishes credit expo-
sure limits for covered foreign entities and
major foreign banking organizations.
(2) A covered foreign entity is required to
calculate its aggregate net credit exposure,
gross credit exposure, and net credit expo-
sure to a counterparty using the methods in
this subpart.

(c) Applicability of this subpart.
(1) Foreign banking organizations.

(i) A foreign banking organization that is
a covered foreign entity as of October 5,
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2018, must comply with the requirements
of this subpart, including but not limited
to section 252.172, beginning on January
1, 2022, unless that time is extended by
the Board in writing.
(ii) Notwithstanding paragraph (c)(1)(i)
of this section, a foreign banking organi-
zation that is a major foreign banking
organization as of October 5, 2018, must
comply with the requirements of this sub-
part, including but not limited to section
252.172, beginning on July 1, 2021, un-
less that time is extended by the Board in
writing.

(2) U.S. intermediate holding companies.
(i) A U.S. intermediate holding company
that is a covered foreign entity as of Oc-
tober 5, 2018, must comply with the re-
quirements of this subpart, including but
not limited to section 252.172, beginning
on July 1, 2020, unless that time is ex-
tended by the Board in writing.
(ii) [Reserved]
(iii) A U.S. intermediate holding com-
pany that becomes a covered foreign en-
tity subject to this subpart after October
5, 2018, must comply with the require-
ments of this subpart beginning on the
first day of the ninth calendar quarter
after it becomes a covered foreign entity,
unless that time is accelerated or ex-
tended by the Board in writing.

(d) Cessation of requirements.
(1) Foreign banking organizations.

(i) Any foreign banking organization that
becomes a covered foreign entity will re-
main subject to the requirements of this
subpart unless and until:

(A) The covered foreign entity is not a
Category II foreign banking organiza-
tion;
(B) The covered foreign entity is not a
Category III foreign banking organiza-
tion; and
(C) Its total consolidated assets fall
below $250 billion for each of four
consecutive quarters, as reported on the
covered foreign entity’s FR Y-7Q, ef-
fective on the as-of date of the fourth
consecutive FR Y-7Q.

(ii) A foreign banking organization that

is a covered foreign entity and that has
ceased to be a major foreign banking or-
ganization for purposes of section
252.172(c) is no longer subject to the
requirements of section 252.172(c) begin-
ning on the first day of the calendar
quarter following the reporting date on
which it ceased to be a major foreign
banking organization; provided that the
foreign banking organization remains
subject to the requirements of this sub-
part, unless it ceases to be a foreign
banking organization that is a covered
foreign entity pursuant to paragraph
(d)(1)(i) of this section.

(2) U.S. intermediate holding companies.
(i) Any U.S. intermediate holding com-
pany that becomes a covered foreign en-
tity will remain subject to the require-
ments of this subpart unless and until:

(A) The covered foreign entity is not a
Category II U.S. intermediate holding
company; or
(B) The covered foreign entity is not a
Category III U.S. intermediate holding
company.

4–790.66
SECTION 252.171—Definitions

Unless defined in this section, terms that are
set forth in section 252.2 of this part and used
in this subpart have the definitions assigned in
section 252.2. For purposes of this subpart:

(a) Adjusted market value means:
(1) With respect to the value of cash, secu-
rities, or other eligible collateral transferred
by the covered foreign entity to a
counterparty, the sum of:

(i) The market value of the cash, securi-
ties, or other eligible collateral; and
(ii) The product of the market value of
the securities or other eligible collateral
multiplied by the applicable collateral
haircut in Table 1 to section 217.132 of
the Board’s Regulation Q (12 CFR
217.132); and

(2) With respect to cash, securities, or other
eligible collateral received by the covered
foreign entity from a counterparty:
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(i) The market value of the cash, securi-
ties, or other eligible collateral; minus
(ii) The market value of the securities or
other eligible collateral multiplied by the
applicable collateral haircut in Table 1 to
section 217.132 of the Board’s Regula-
tion Q (12 CFR 217.132).

(3) Prior to calculating the adjusted market
value pursuant to paragraphs (1) and (2) of
this section, with regard to a transaction
that meets the definition of ‘‘repo-style
transaction’’ in section 217.2 of the Board’s
Regulation Q (12 CFR 217.2), the covered
foreign entity would first multiply the appli-
cable collateral haircuts in Table 1 to sec-
tion 217.132 of the Board’s Regulation Q
(12 CFR 217.132) by the square root of1⁄2 .

(b) Affiliate means, with respect to a com-
pany:

(1) Any subsidiary of the company and any
other company that is consolidated with the
company under applicable accounting stan-
dards; or
(2) For a company that is not subject to
principles or standards referenced in para-
graph (b)(1) of this section, any subsidiary
of the company and any other company that
would be consolidated with the company, if
consolidation would have occurred if such
principles or standards had applied.

(c) Aggregate net credit exposure means the
sum of all net credit exposures of a covered
foreign entity and all of its subsidiaries to a
single counterparty as calculated under this
subpart.

(d) Bank-eligible investments means invest-
ment securities that a national bank is permit-
ted to purchase, sell, deal in, underwrite, and
hold under 12 U.S.C. 24 (Seventh) and 12
CFR part 1.

(e) Capital stock and surplus means, with re-
spect to a U.S. intermediate holding company,
the sum of the following amounts in each
case as reported by the U.S. intermediate
holding company on the most recent FR Y-9C
on a consolidated basis:

(1) The tier 1 capital and tier 2 capital of
the U.S. intermediate holding company, as
calculated under the capital adequacy guide-
lines applicable to that U.S. intermediate

holding company under subpart O of the
Board’s Regulation YY (12 CFR part 252,
subpart O); and
(2) The excess allowance for loan and lease
losses of the U.S. intermediate holding
company not included in its tier 2 capital,
as calculated under the capital adequacy
guidelines applicable to that U.S. intermedi-
ate holding company under subpart O of the
Board’s Regulation YY (12 CFR part 252,
subpart O).

(f) Counterparty means with respect to a
credit transaction:

(1) With respect to a natural person:
(i) The natural person;
(ii) Except as provided in paragraph
(f)(1)(iii) of this section, if the credit ex-
posure of the covered foreign entity to
such natural person exceeds 5 percent of
tier 1 capital, the natural person and
members of the person’s immediate fam-
ily collectively; and
(iii) Until January 1, 2021, with respect
to a U.S. intermediate holding company
that is a covered foreign entity and that
has less than $250 billion in total con-
solidated assets as of December 31, 2019,
if the credit exposure of the U.S. inter-
mediate holding company to such natural
person exceeds 5 percent of its capital
stock and surplus, the natural person and
member of the person’s immediately fam-
ily collectively.

(2) With respect to any company that is not
an affiliate of the covered foreign entity, the
company and its affiliates collectively;
(3) With respect to a State, the State and
all of its agencies, instrumentalities, and po-
litical subdivisions (including any munici-
palities) collectively;
(4) With respect to a foreign sovereign en-
tity that is not assigned a zero percent risk
weight under the standardized approach in
the Board’s Regulation Q (12 CFR part
217, subpart D), other than the home coun-
try foreign sovereign entity of a foreign
banking organization, the foreign sovereign
entity and all of its agencies and instrumen-
talities (but not including any political sub-
division), collectively; and
(5) With respect to a political subdivision
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of a foreign sovereign entity such as a state,
province, or municipality, any political sub-
division of the foreign sovereign entity and
all of such political subdivision’s agencies
and instrumentalities, collectively.3

(g) Covered foreign entity is defined in sec-
tion 252.170(a)(2)(i) of this subpart.

(h) Credit derivative has the same meaning as
in section 217.2 of the Board’s Regulation Q
(12 CFR 217.2).

(i) Credit transaction means, with respect to a
counterparty:

(1) Any extension of credit to the
counterparty, including loans, deposits, and
lines of credit, but excluding uncommitted
lines of credit;
(2) Any repurchase agreement or reverse
repurchase agreement with the counterparty;
(3) Any securities lending or securities bor-
rowing transaction with the counterparty;
(4) Any guarantee, acceptance, or letter of
credit (including any endorsement, con-
firmed letter of credit, or standby letter of
credit) issued on behalf of the counterparty;
(5) Any purchase of securities issued by or
other investment in the counterparty;
(6) Any credit exposure to the counterparty
in connection with a derivative transaction
between the covered foreign entity and the
counterparty;
(7) Any credit exposure to the counterparty
in connection with a credit derivative or
equity derivative between the covered for-
eign entity and a third party, the reference
asset of which is an obligation or equity
security of, or equity investment in, the
counterparty; and
(8) Any transaction that is the functional
equivalent of the above, and any other simi-
lar transaction that the Board, by regulation,
determines to be a credit transaction for
purposes of this subpart.

(j) Depository institution has the same mean-
ing as in section 3 of the Federal Deposit
Insurance Act (12 U.S.C. 1813(c)).

(k) Derivative transaction means any transac-
tion that is a contract, agreement, swap, war-
rant, note, or option that is based, in whole or
in part, on the value of, any interest in, or any
quantitative measure or the occurrence of any
event relating to, one or more commodities,
securities, currencies, interest or other rates,
indices, or other assets.

(l) Eligible collateral means collateral in
which, notwithstanding the prior security in-
terest of any custodial agent, the covered for-
eign entity has a perfected, first priority secu-
rity interest (or the legal equivalent thereof, if
outside of the United States), with the excep-
tion of cash on deposit, and is in the form of:

(1) Cash on deposit with the covered for-
eign entity or an affiliate of the covered
foreign entity (including cash in foreign
currency or U.S. dollars held for the cov-
ered foreign entity by a custodian or
trustee, whether inside or outside of the
United States);
(2) Debt securities (other than mortgage- or
asset-backed securities and resecuritization
securities, unless those securities are issued
by a U.S. government-sponsored enterprise)
that are bank-eligible investments and that
are investment grade, except for any debt
securities issued by the covered foreign en-
tity or any affiliate of the covered foreign
entity;
(3) Equity securities that are publicly
traded, except for any equity securities is-
sued by the covered foreign entity or any
affiliate of the covered foreign entity;
(4) Convertible bonds that are publicly
traded, except for any convertible bonds is-
sued by the covered foreign entity or any
affiliate of the covered foreign entity; or

(5) Gold bullion.

(m) Eligible credit derivative means a single-
name credit derivative or a standard, non-
tranched index credit derivative, provided that:

(1) The contract meets the requirements of
an eligible guarantee and has been con-
firmed by the protection purchaser and the
protection provider;
(2) Any assignment of the contract has
been confirmed by all relevant parties;
(3) If the credit derivative is a credit de-

3 In addition, under section 252.176, under certain cir-
cumstances, a covered foreign entity is required to aggre-
gate its net credit exposure to one or more counterparties
for all purposes under this subpart.
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fault swap, the contract includes the follow-
ing credit events:

(i) Failure to pay any amount due under
the terms of the reference exposure, sub-
ject to any applicable minimal payment
threshold that is consistent with standard
market practice and with a grace period
that is closely in line with the grace pe-
riod of the reference exposure; and
(ii) Receivership, insolvency, liquidation,
conservatorship, or inability of the refer-
ence exposure issuer to pay its debts, or
its failure or admission in writing of its
inability generally to pay its debts as they
become due, and similar events;

(4) The terms and conditions dictating the
manner in which the contract is to be
settled are incorporated into the contract;
(5) If the contract allows for cash settle-
ment, the contract incorporates a robust
valuation process to estimate loss reliably
and specifies a reasonable period for obtain-
ing post-credit event valuations of the refer-
ence exposure;
(6) If the contract requires the protection
purchaser to transfer an exposure to the
protection provider at settlement, the terms
of at least one of the exposures that is
permitted to be transferred under the con-
tract provide that any required consent to
transfer may not be unreasonably withheld;
and
(7) If the credit derivative is a credit de-
fault swap, the contract clearly identifies
the parties responsible for determining
whether a credit event has occurred, speci-
fies that this determination is not the sole
responsibility of the protection provider,
and gives the protection purchaser the right
to notify the protection provider of the oc-
currence of a credit event.

(n) Eligible equity derivative means an equity
derivative, provided that:

(1) The derivative contract has been con-
firmed by all relevant parties;
(2) Any assignment of the derivative con-
tract has been confirmed by all relevant
parties; and
(3) The terms and conditions dictating the

manner in which the derivative contract is
to be settled are incorporated into the con-
tract.

(o) Eligible guarantee has the same meaning
as in section 217.2 of the Board’s Regulation
Q (12 CFR 217.2).

(p) Eligible guarantor has the same meaning
as in section 217.2 of the Board’s Regulation
Q (12 CFR 217.2), but does not include the
foreign banking organization or any entity that
is an affiliate of either the U.S. intermediate
holding company or of any part of the foreign
banking organization’s combined U.S. opera-
tions.

(q) Equity derivative has the same meaning as
‘‘equity derivative contract’’ in section 217.2
of the Board’s Regulation Q (12 CFR 217.2).

(r) Exempt counterparty means an entity that
is identified as exempt from the requirements
of this subpart under section 252.177, or that
is otherwise excluded from this subpart, in-
cluding any sovereign entity assigned a zero
percent risk weight under the standardized ap-
proach in the Board’s Regulation Q (12 CFR
part 217, subpart D).

(s) Financial entity means:
(1) (i) A bank holding company or an af-

filiate thereof; a savings and loan holding
company as defined in section 10(n) of
the Home Owners’ Loan Act (12 U.S.C.
1467a(n)); a U.S. intermediate holding
company established or designated for
purposes of compliance with this part; or
a nonbank financial company supervised
by the Board;
(ii) A depository institution as defined in
section 3(c) of the Federal Deposit Insur-
ance Act (12 U.S.C. 1813(c)); an organi-
zation that is organized under the laws of
a foreign country and that engages di-
rectly in the business of banking outside
the United States; a federal credit union
or state credit union as defined in section
2 of the Federal Credit Union Act (12
U.S.C. 1752(1) and (6)); a national asso-
ciation, state member bank, or state non-
member bank that is not a depository in-
stitution; an institution that functions
solely in a trust or fiduciary capacity as
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described in section 2(c)(2)(D) of the
Bank Holding Company Act (12 U.S.C.
1841(c)(2)(D)); an industrial loan com-
pany, an industrial bank, or other similar
institution described in section 2(c)(2)(H)
of the Bank Holding Company Act (12
U.S.C. 1841(c)(2)(H));
(iii) An entity that is state-licensed or
registered as:

(A) A credit or lending entity, includ-
ing a finance company; money lender;
installment lender; consumer lender or
lending company; mortgage lender,
broker, or bank; motor vehicle title
pledge lender; payday or deferred de-
posit lender; premium finance com-
pany; commercial finance or lending
company; or commercial mortgage
company; except entities registered or
licensed solely on account of financing
the entity’s direct sales of goods or
services to customers;
(B) A money services business, includ-
ing a check casher; money transmitter;
currency dealer or exchange; or money
order or traveler’s check issuer;

(iv) Any person registered with the Com-
modity Futures Trading Commission as a
swap dealer or major swap participant
pursuant to the Commodity Exchange Act
of 1936 (7 U.S.C. 1 et seq.), or an entity
that is registered with the U.S. Securities
and Exchange Commission as a security-
based swap dealer or a major security-
based swap participant pursuant to the
Securities Exchange Act of 1934 (15
U.S.C. 78a et seq.);
(v) A securities holding company as de-
fined in section 618 of the Dodd-Frank
Wall Street Reform and Consumer Pro-
tection Act (12 U.S.C. 1850a); a broker
or dealer as defined in sections 3(a)(4)
and 3(a)(5) of the Securities Exchange
Act of 1934 (15 U.S.C. 78c(a)(4)-(5)); an
investment adviser as defined in section
202(a) of the Investment Advisers Act of
1940 (15 U.S.C. 80b-2(a)); an investment
company registered with the U.S. Securi-
ties and Exchange Commission under the
Investment Company Act of 1940 (15
U.S.C. 80a-1 et seq.); or a company that
has elected to be regulated as a business

development company pursuant to section
54(a) of the Investment Company Act of
1940 (15 U.S.C. 80a-53(a));
(vi) A private fund as defined in section
202(a) of the Investment Advisers Act of
1940 (15 U.S.C. 80b-2(a)); an entity that
would be an investment company under
section 3 of the Investment Company Act
of 1940 (15 U.S.C. 80a-3) but for section
3(c)(5)(C); or an entity that is deemed
not to be an investment company under
section 3 of the Investment Company Act
of 1940 pursuant to Investment Company
Act Rule 3a-7 (17 CFR 270.3a-7) of the
U.S. Securities and Exchange Commis-
sion;
(vii) A commodity pool, a commodity
pool operator, or a commodity trading
advisor as defined, respectively, in sec-
tions 1a(10), 1a(11), and 1a(12) of the
Commodity Exchange Act of 1936 (7
U.S.C. 1a(10), 1a(11), and 1a(12)); a
floor broker, a floor trader, or introducing
broker as defined, respectively, in sec-
tions 1a(22), 1a(23) and 1a(31) of the
Commodity Exchange Act of 1936 (7
U.S.C. 1a(22), 1a(23), and 1a(31)); or a
futures commission merchant as defined
in section 1a(28) of the Commodity Ex-
change Act of 1936 (7 U.S.C. 1a(28));
(viii) An employee benefit plan as de-
fined in paragraphs (3) and (32) of sec-
tion 3 of the Employee Retirement In-
come Security Act of 1974 (29 U.S.C.
1002);
(ix) An entity that is organized as an in-
surance company, primarily engaged in
writing insurance or reinsuring risks un-
derwritten by insurance companies, or is
subject to supervision as such by a State
insurance regulator or foreign insurance
regulator;
(x) Any designated financial market util-
ity, as defined in section 803 of the
Dodd-Frank Wall Street Reform and Con-
sumer Protection Act (12 U.S.C. 5462);
and
(xi) An entity that would be a financial
entity described in paragraphs (s)(1)(i)
through (x) of this section, if it were
organized under the laws of the United
States or any State thereof; and
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(2) Provided that, for purposes of this sub-
part, ‘‘financial entity’’ does not include any
counterparty that is a foreign sovereign en-
tity or multilateral development bank.

(t) Foreign sovereign entity means a sovereign
entity other than the United States government
and the entity’s agencies, departments, minis-
tries, and central bank.

(u) Gross credit exposure means, with respect
to any credit transaction, the credit exposure
of the covered foreign entity before adjusting,
pursuant to section 252.174, for the effect of
any qualifying master netting agreement, eli-
gible collateral, eligible guarantee, eligible
credit derivative, eligible equity derivative,
other eligible hedge, and any unused portion
of certain extensions of credit.

(v) Immediate family means the spouse of an
individual, the individual’s minor children,
and any of the individual’s children (including
adults) residing in the individual’s home.

(w) Intraday credit exposure means credit ex-
posure of a covered foreign entity to a
counterparty that by its terms is to be repaid,
sold, or terminated by the end of its business
day in the United States.

(x) Investment grade has the same meaning as
in section 217.2 of the Board’s Regulation Q
(12 CFR 217.2).

(y) Major counterparty means any
counterparty that is or includes:

(1) A U.S. bank holding company identi-
fied as a global systemically important
BHC pursuant to section 217.402 of the
Board’s Regulation Q (12 CFR 217.402);
(2) A top-tier foreign banking organization
that meets the requirements of section
252.172(c)(3) through (5); or
(3) Any nonbank financial company super-
vised by the Board.

(z) Major foreign banking organization is de-
fined in section 252.170(a)(2)(ii) of this sub-
part.

(aa) Multilateral development bank has the
same meaning as in section 217.2 of the
Board’s Regulation Q (12 CFR 217.2).

(bb) Net credit exposure means, with respect

to any credit transaction, the gross credit ex-
posure of a covered foreign entity and all of
its subsidiaries calculated under section
252.173, as adjusted in accordance with sec-
tion 252.174.

(cc) Qualifying central counterparty has the
same meaning as in section 217.2 of the
Board’s Regulation Q (12 CFR 217.2).

(dd) Qualifying master netting agreement has
the same meaning as in section 217.2 of the
Board’s Regulation Q (12 CFR 217.2).

(ee) Securities financing transaction means
any repurchase agreement, reverse repurchase
agreement, securities borrowing transaction, or
securities lending transaction.

(ff) Short sale means any sale of a security
which the seller does not own or any sale
which is consummated by the delivery of a
security borrowed by, or for the account of,
the seller.

(gg) Sovereign entity means a central national
government (including the U.S. government)
or an agency, department, ministry, or central
bank, but not including any political subdivi-
sion such as a state, province, or municipality.

(hh) Subsidiary. A company is a subsidiary of
another company if

(1) The company is consolidated by the
other company under applicable accounting
standards; or
(2) For a company that is not subject to
principles or standards referenced in para-
graph (ii)(1) of this definition, consolidation
would have occurred if such principles or
standards had applied.

(ii) Tier 1 capital means common equity tier
1 capital and additional tier 1 capital, as de-
fined in subpart O of the Board’s Regulation
YY (12 CFR part 252, subpart O).

(jj) Tier 2 capital means tier 2 capital as de-
fined in subpart O of the Board’s Regulation
YY (12 CFR part 252, subpart O).

(kk) Total consolidated assets.
(1) A foreign banking organization’s total
consolidated assets are determined based
on:

(i) The average of the foreign banking
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organization’s total consolidated assets in
the four most recent consecutive quarters
as reported quarterly on the FR Y-7Q; or
(ii) If the foreign banking organization
has not filed an FR Y-7Q for each of the
four most recent consecutive quarters, the
average of the foreign banking organiza-
tion’s total consolidated assets, as re-
ported on the foreign banking organiza-
tion’s FR Y-7Q, for the most recent
quarter or consecutive quarters, as appli-
cable; or
(iii) If the foreign banking organization
has not yet filed an FR Y-7Q, as deter-
mined under applicable accounting stan-
dards.

(2) A U.S. intermediate holding company’s
total consolidated assets are determined
based on:

(i) The average of the U.S. intermediate
holding company’s total consolidated as-
sets in the four most recent consecutive
quarters as reported quarterly on the FR
Y-9C; or
(ii) If the U.S. intermediate holding com-
pany has not filed an FR Y-9C for each
of the four most recent consecutive quar-
ters, the average of the U.S. intermediate
holding company’s total consolidated as-
sets, as reported on the company’s FR
Y-9C, for the most recent quarter or con-
secutive quarters, as applicable; or
(iii) If the U.S. intermediate holding
company has not yet filed an FR Y-9C,
as determined under applicable account-
ing standards.

4–790.661
SECTION 252.172—Credit Exposure
Limits

(a) Transition limit on aggregate credit expo-
sure for certain covered foreign entities.

(1) A U.S. intermediate holding company
that is a covered foreign entity and that has
less than $250 billion in total consolidated
assets as of December 31, 2019 is not re-
quired to comply with paragraph (b)(1) of
this section until January 1, 2021.
(2) Until January 1, 2021, no U.S. interme-
diate holding company that is a covered

foreign entity and that has less than $250
billion in total consolidated assets as of De-
cember 31, 2019 may have an aggregate net
credit exposure that exceeds 25 percent of
the consolidated capital stock and surplus of
the U.S. intermediate holding company.

(b) Limit on aggregate net credit exposure for
covered foreign entities.

(1) Except as provided in paragraph (a) of
this section, no U.S. intermediate holding
company that is a covered foreign entity
may have an aggregate net credit exposure
to any counterparty that exceeds 25 percent
of the tier 1 capital of the U.S. intermediate
holding company.
(2) No foreign banking organization that is
a covered foreign entity may permit its
combined U.S. operations to have aggregate
net credit exposure to any counterparty that
exceeds 25 percent of the tier 1 capital of
the foreign banking organization.

(c) Limit on aggregate net credit exposure of
major foreign banking organizations to major
counterparties.

(1) [Reserved]
(2) No major foreign banking organization
may permit its combined U.S. operations to
have aggregate net credit exposure to any
major counterparty that exceeds 15 percent
of the tier 1 capital of the major foreign
banking organization.
(3) For purposes of this subpart, a top-tier
foreign banking organization will be a ma-
jor counterparty if it meets one of the fol-
lowing conditions:

(i) The top-tier foreign banking organiza-
tion determines, pursuant to 12 CFR
252.153(b)(6), that the top-tier foreign
banking organization has the characteris-
tics of a global systemically important
banking organization under the global
methodology; or
(ii) The Board, using information avail-
able to the Board, determines:

(A) That the top-tier foreign banking
organization would be a global sys-
temically important banking organiza-
tion under the global methodology;
(B) That the top-tier foreign banking
organization, if it were subject to the
Board’s Regulation Q, would be identi-
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fied as a global systemically important
BHC under 12 CFR 217.402 of the
Board’s Regulation Q; or
(C) That the U.S. intermediate holding
company, if it were subject to 12 CFR
217.402 of the Board’s Regulation Q,
would be identified as a global sys-
temically important BHC.

(4) Each top-tier foreign banking organiza-
tion that controls a U.S. intermediate hold-
ing company must submit to the Board by
January 1 of each calendar year through the
U.S. intermediate holding company:

(A) Notice of whether the home coun-
try supervisor (or other appropriate
home country regulatory authority) of
the top-tier foreign banking organiza-
tion of the U.S. intermediate holding
company has adopted standards consis-
tent with the global methodology; and
(B) Notice of whether the top-tier for-
eign banking organization prepares or
reports the indicators used by the
global methodology to identify a bank-
ing organization as a global systemi-
cally important banking organization
and, if it does, whether the top-tier for-
eign banking organization has deter-
mined that it has the characteristics of
a global systemically important bank-
ing organization under the global meth-
odology pursuant to 12 CFR
252.153(b)(6).

(5) A top-tier foreign banking organiza-
tion that controls a U.S. intermediate
holding company and prepares or reports
for any purpose the indicator amounts
necessary to determine whether the top-
tier foreign banking organization is a
global systemically important banking or-
ganization under the global methodology
must use the data to determine whether
the top-tier foreign banking organization
has the characteristics of a global sys-
temically important banking organization
under the global methodology.

(d) Foreign banking organizations subject on
a consolidated basis to a large exposures or
single-counterparty credit limit regime by its
home-country supervisor.

(1) Notwithstanding paragraphs (a) through

(c) of this section, a foreign banking orga-
nization that is a covered foreign entity is
not required to comply with the require-
ments of this subpart with respect to limits
on the aggregate net credit exposure of its
combined U.S. operations if the foreign
banking organization certifies to the Board
that it meets large exposure standards on a
consolidated basis established by its home-
country supervisor that are consistent with
the large exposures framework published by
the Basel Committee on Banking Supervi-
sion (Basel Large Exposures Framework),
unless the Board determines in writing, af-
ter notice to the foreign banking organiza-
tion, that compliance with this subpart is
required.

(i) For purposes of this paragraph, home-
country large exposure standards that are
consistent with the Basel Large Expo-
sures Framework include single-
counterparty credit limits and any restric-
tions set forth in ‘‘Supervisory framework
for measuring and controlling large expo-
sures’’ (2014) (Basel LE Standard), as
implemented in accordance with the
Basel LE Standard.
(ii) [Reserved]

(2) A foreign banking organization that is a
covered foreign entity must provide to the
Board reports relating to its compliance
with the large exposure standards described
in paragraph (d)(1) of this section concur-
rently with filing the FR Y-7Q or any suc-
cessor report.

4–790.662
SECTION 252.173—Gross Credit
Exposure

(a) Calculation of gross credit exposure. The
amount of gross credit exposure of a covered
foreign entity to a counterparty with respect to
a credit transaction is, in the case of:

(1) A deposit of the covered foreign entity
held by the counterparty, loan by a covered
foreign entity to the counterparty, and lease
in which the covered foreign entity is the
lessor and the counterparty is the lessee,
equal to the amount owed by the
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counterparty to the covered foreign entity
under the transaction.
(2) A debt security or debt investment held
by the covered foreign entity that is issued
by the counterparty, equal to:

(i) The market value of the securities, for
trading and available-for-sale securities;
and
(ii) The amortized purchase price of the
securities or investments, for securities or
investments held to maturity.

(3) An equity security held by the covered
foreign entity that is issued by the
counterparty, equity investment in a
counterparty, and other direct investments in
a counterparty, equal to the market value.
(4) A securities financing transaction must
be valued using any of the methods that the
covered foreign entity is authorized to use
under the Board’s Regulation Q (12 CFR
part 217, subparts D and E) to value such
transactions:

(i) (A) As calculated for each transaction,
in the case of a securities financing
transaction between the covered for-
eign entity and the counterparty that is
not subject to a bilateral netting agree-
ment or does not meet the definition of
‘‘repo-style transaction’’ in section
217.2 of the Board’s Regulation Q (12
CFR 217.2); or
(B) As calculated for a netting set, in
the case of a securities financing trans-
action between the covered foreign en-
tity and the counterparty that is subject
to a bilateral netting agreement with
that counterparty and meets the defini-
tion of ‘‘repo-style transaction’’ in sec-
tion 217.2 of the Board’s Regulation Q
(12 CFR 217.2);

(ii) For purposes of paragraph (a)(4)(i) of
this section, the covered foreign entity
must:

(A) Assign a value of zero to any se-
curity received from the counterparty
that does not meet the definition of
‘‘eligible collateral’’ in section
252.171(l); and
(B) Include the value of securities that
are eligible collateral received by the
covered foreign entity from the
counterparty (including any exempt

counterparty), calculated in accordance
with paragraphs (a)(4)(i) through (iv)
of this section, when calculating its
gross credit exposure to the issuer of
those securities;

(iii) Notwithstanding paragraph (a)(4)(i)
and (ii) of this section and with respect
to each credit transaction, a covered for-
eign entity’s gross credit exposure to a
collateral issuer under this paragraph
(a)(4) is limited to the covered foreign
entity’s gross credit exposure to the
counterparty on the credit transaction;
(iv) In cases where the covered foreign
entity receives eligible collateral from a
counterparty in addition to the cash or
securities received from that counterparty,
the counterparty may reduce its gross
credit exposure to that counterparty in ac-
cordance with section 252.174(b).

(5) A committed credit line extended by a
covered foreign entity to a counterparty,
equal to the face amount of the committed
credit line.
(6) A guarantee or letter of credit issued by
a covered foreign entity on behalf of a
counterparty, equal to the maximum poten-
tial loss to the covered foreign entity on the
transaction.
(7) A derivative transaction must be valued
using any of the methods that the covered
foreign entity is authorized to use under the
Board’s Regulation Q (12 CFR part 217,
subparts D and E) to value such transac-
tions:

(i) (A) As calculated for each transaction,
in the case of a derivative transaction
between the covered foreign entity and
the counterparty, including an equity
derivative but excluding a credit de-
rivative described in paragraph (a)(8)
of this section, that is not subject to a
qualifying master netting agreement; or
(B) As calculated for a netting set, in
the case of a derivative transaction be-
tween the covered foreign entity and
the counterparty, including an equity
derivative but excluding a credit de-
rivative described in paragraph (a)(8)
of this section, that is subject to a
qualifying master netting agreement.

(ii) In cases where a covered foreign en-
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tity is required to recognize an exposure
to an eligible guarantor pursuant to sec-
tion 252.174(d), the covered foreign en-
tity must exclude the relevant derivative
transaction when calculating its gross ex-
posure to the original counterparty under
this section.

(8) A credit derivative between the covered
foreign entity and a third party where the
covered foreign entity is the protection pro-
vider and the reference asset is an obliga-
tion or debt security of the counterparty,
equal to the maximum potential loss to the
covered foreign entity on the transaction.

(b) Investments in and exposures to securiti-
zation vehicles, investment funds, and other
special purpose vehicles that are not affiliates.
Notwithstanding paragraph (a) of this section.

(1) A U.S. intermediate holding company
that is a covered foreign entity and that has
less than $250 billion in total consolidated
assets as of December 31, 2019 is not re-
quired to comply with paragraph (b)(3) of
this section until January 1, 2021.
(2) Until January 1, 2021, unless the Board
applies the requirements of section 252.175
to the transaction pursuant to section
252.175(d), a U.S. intermediate holding
company that is a covered foreign entity
and that has less than $250 billion in total
consolidated assets as of December 31,
2019 must:

(i) Calculate pursuant to paragraph (a) of
this section its gross credit exposure due
to any investment in the debt or equity
of, and any credit derivative or equity
derivative between the covered foreign
entity and a third party where the cov-
ered foreign entity is in the protection
provider and the reference asset is an ob-
ligation or equity security of, or equity
investment in, a securitization vehicle, in-
vestment fund, and other special purpose
vehicle that is not an affiliate of the cov-
ered foreign entity; and
(ii) Attribute that gross credit exposure
to the securitization vehicle, investment
fund, or other special purpose vehicle for
purposes of this subpart.

(3) Except as provided in paragraph (b)(1)
of this section, a covered foreign entity

must calculate pursuant to section 252.175
its gross credit exposure due to any invest-
ment in the debt or equity of, and any
credit derivative or equity derivative be-
tween the covered foreign entity and a third
party where the covered foreign entity is
the protection provider and the reference
asset is an obligation or equity security of,
or equity investment in, a securitization ve-
hicle, investment fund, and other special
purpose vehicle that is not an affiliate of
the covered foreign entity.

(c) Attribution rule. Notwithstanding para-
graph (a) of this section, a covered foreign
entity must treat any transaction with any
natural person or entity as a credit transaction
with another party, to the extent that the pro-
ceeds of the transaction are used for the ben-
efit of, or transferred to, the other party.

4–790.663
SECTION 252.174—Net Credit Exposure

(a) In general. For purposes of this subpart, a
covered foreign entity must calculate its net
credit exposure to a counterparty by adjusting
its gross credit exposure to that counterparty
in accordance with the rules set forth in this
section.

(b) Eligible collateral.
(1) In computing its net credit exposure to
a counterparty for any credit transaction
other than a securities financing transaction,
a covered foreign entity must reduce its
gross credit exposure on the transaction by
the adjusted market value of any eligible
collateral.
(2) A covered foreign entity that reduces its
gross credit exposure to a counterparty as
required under paragraph (b)(1) of this sec-
tion must include the adjusted market value
of the eligible collateral when calculating
its gross credit exposure to the collateral
issuer.
(3) Notwithstanding paragraph (b)(2) of this
section, a covered foreign entity’s gross
credit exposure to a collateral issuer under
this paragraph (b) is limited to:

(i) Its gross credit exposure to the
counterparty on the credit transaction, or
(ii) In the case of an exempt
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counterparty, the gross credit exposure
that would have been attributable to that
exempt counterparty on the credit trans-
action if valued in accordance with sec-
tion 252.173(a).

(c) Eligible guarantees.
(1) In calculating net credit exposure to a
counterparty for any credit transaction, a
covered foreign entity must reduce its gross
credit exposure to the counterparty by the
amount of any eligible guarantee from an
eligible guarantor that covers the transac-
tion.
(2) A covered foreign entity that reduces its
gross credit exposure to a counterparty as
required under paragraph (c)(1) of this sec-
tion must include the amount of eligible
guarantees when calculating its gross credit
exposure to the eligible guarantor.
(3) Notwithstanding paragraph (c)(2) of this
section, a covered foreign entity’s gross
credit exposure to an eligible guarantor with
respect to an eligible guarantee under this
paragraph (c) is limited to:

(i) Its gross credit exposure to the
counterparty on the credit transaction
prior to recognition of the eligible guar-
antee, or
(ii) In the case of an exempt
counterparty, the gross credit exposure
that would have been attributable to that
exempt counterparty on the credit trans-
action prior to recognition of the eligible
guarantee if valued in accordance with
section 252.173(a).

(d) Eligible credit and equity derivatives.
(1) In calculating net credit exposure to a
counterparty for a credit transaction under
this section, a covered foreign entity must
reduce its gross credit exposure to the
counterparty by:

(i) In the case of any eligible credit de-
rivative from an eligible guarantor, the
notional amount of the eligible credit de-
rivative; or
(ii) In the case of any eligible equity de-
rivative from an eligible guarantor, the
gross credit exposure amount to the
counterparty (calculated in accordance
with section 252.173(a)(7)).

(2) (i) A covered foreign entity that reduces

its gross credit exposure to a counterparty
as provided under paragraph (d)(1) of
this section must include, when calculat-
ing its net credit exposure to the eligible
guarantor, including in instances where
the underlying credit transaction would
not be subject to the credit limits of sec-
tion 252.172 (for example, due to an ex-
empt counterparty), either

(A) In the case of any eligible credit
derivative from an eligible guarantor,
the notional amount of the eligible
credit derivative; or
(B) In the case of any eligible equity
derivative from an eligible guarantor,
the gross credit exposure amount to the
counterparty (calculated in accordance
with section 252.173(a)(7)).

(ii) Notwithstanding paragraph (d)(2)(i)
of this section, in cases where the eli-
gible credit derivative or eligible equity
derivative is used to hedge covered posi-
tions that are subject to the Board’s mar-
ket risk rule (12 CFR part 217, subpart
F) and the counterparty on the hedged
transaction is not a financial entity, the
amount of credit exposure that a entity
must recognize to the eligible guarantor
is the amount that would be calculated
pursuant to section 252.173(a).

(3) Notwithstanding paragraph (d)(2) of this
section, a covered foreign entity’s gross
credit exposure to an eligible guarantor with
respect to an eligible credit derivative or an
eligible equity derivative under this para-
graph (d) is limited to:

(i) Its gross credit exposure to the
counterparty on the credit transaction
prior to recognition of the eligible credit
derivative or the eligible equity deriva-
tive, or
(ii) In the case of an exempt
counterparty, the gross credit exposure
that would have been attributable to that
exempt counterparty on the credit trans-
action prior to recognition of the eligible
credit derivative or the eligible equity de-
rivative if valued in accordance with sec-
tion 252.173(a).

(e) Other eligible hedges. In calculating net
credit exposure to a counterparty for a credit
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transaction under this section, a covered for-
eign entity may reduce its gross credit expo-
sure to the counterparty by the face amount of
a short sale of the counterparty’s debt security
or equity security, provided that:

(1) The instrument in which the covered
foreign entity has a short position is junior
to, or pari passu with, the instrument in
which the covered foreign entity has the
long position; and
(2) The instrument in which the covered
foreign entity has a short position and the
instrument in which the covered foreign en-
tity has the long position are either both
treated as trading or available-for-sale expo-
sures or both treated as held-to-maturity ex-
posures.

(f) Unused portion of certain extensions of
credit.

(1) In computing its net credit exposure to
a counterparty for a committed credit line
or revolving credit facility under this sec-
tion, a covered foreign entity may reduce
its gross credit exposure by the amount of
the unused portion of the credit extension to
the extent that the covered foreign entity
does not have any legal obligation to ad-
vance additional funds under the extension
of credit and the used portion of the credit
extension has been fully secured by eligible
collateral.
(2) To the extent that the used portion of a
credit extension has been secured by eli-
gible collateral, the covered foreign entity
may reduce its gross credit exposure by the
adjusted market value of any eligible collat-
eral received from the counterparty, even if
the used portion has not been fully secured
by eligible collateral.
(3) To qualify for the reduction in net
credit exposure under this paragraph, the
credit contract must specify that any used
portion of the credit extension must be fully
secured by the adjusted market value of any
eligible collateral.

(g) Credit transactions involving exempt
counterparties.

(1) A covered foreign entity’s credit trans-
actions with an exempt counterparty are not

subject to the requirements of this subpart,
including but not limited to section
252.172.
(2) Notwithstanding paragraph (g)(1) of this
section, in cases where a covered foreign
entity has a credit transaction with an ex-
empt counterparty and the covered foreign
entity has obtained eligible collateral from
that exempt counterparty or an eligible
guarantee or eligible credit or equity deriva-
tive from an eligible guarantor, the covered
foreign entity must include (for purposes of
this subpart) such exposure to the issuer of
such eligible collateral or the eligible guar-
antor, as calculated in accordance with the
rules set forth in this section, when calcu-
lating its gross credit exposure to that issuer
of eligible collateral or eligible guarantor.

(h) Currency mismatch adjustments. For pur-
poses of calculating its net credit exposure to
a counterparty under this section, a covered
foreign entity must apply, as applicable:

(1) When reducing its gross credit exposure
to a counterparty resulting from any credit
transaction due to any eligible collateral and
calculating its gross credit exposure to an
issuer of eligible collateral, pursuant to
paragraph (b) of this section, the currency
mismatch adjustment approach of section
217.37(c)(3)(ii) of the Board’s Regulation Q
(12 CFR 217.37(c)(3)(ii)); and
(2) When reducing its gross credit exposure
to a counterparty resulting from any credit
transaction due to any eligible guarantee,
eligible equity derivative, or eligible credit
derivative from an eligible guarantor and
calculating its gross credit exposure to an
eligible guarantor, pursuant to paragraphs
(c) and (d) of this section, the currency
mismatch adjustment approach of section
217.36(f) of the Board’s Regulation Q (12
CFR 217.36(f)).

(i) Maturity mismatch adjustments. For pur-
poses of calculating its net credit exposure to
a counterparty under this section, a covered
foreign entity must apply, as applicable, the
maturity mismatch adjustment approach of
section 217.36(d) of the Board’s Regulation Q
(12 CFR 217.36(d)):

(1) When reducing its gross credit exposure
to a counterparty resulting from any credit
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transaction due to any eligible collateral or
any eligible guarantees, eligible equity de-
rivatives, or eligible credit derivatives from
an eligible guarantor, pursuant to para-
graphs (b) through (d) of this section, and
(2) In calculating its gross credit exposure
to an issuer of eligible collateral, pursuant
to paragraph (b) of this section, or to an
eligible guarantor, pursuant to paragraphs
(c) and (d) of this section; provided that
(3) The eligible collateral, eligible guaran-
tee, eligible equity derivative, or eligible
credit derivative subject to paragraph (i)(1)
of this section:

(i) Has a shorter maturity than the credit
transaction;
(ii) Has an original maturity equal to or
greater than one year;
(iii) Has a residual maturity of not less
than three months; and
(iv) The adjustment approach is other-
wise applicable.

4–790.664
SECTION 252.175—Investments in and
Exposures to Securitization Vehicles,
Investment Funds, and Other Special
Purpose Vehicles That Are Not Affiliates
of the Covered Foreign Entity

(a) In general.
(1) This section applies to a covered for-
eign entity, except as provided in paragraph
(a)(1)(i) of this section.

(i) Until January 1, 2021, this section
does not apply to a U.S. intermediate
holding company that is a covered for-
eign entity with less than $250 billion in
total consolidated assets as of December
31, 2019, provided that:

(A) In order to avoid evasion of this
subpart, the Board may determine, af-
ter notice to the covered foreign entity
and opportunity for hearing, that a
U.S. intermediate holding company
with less than $250 billion in total
consolidated assets must apply either
the approach in this paragraph (a) or
the look-through approach in paragraph
(b) of this section, or must recognize
exposures to a third party that has a

contractual obligation to provide credit
or liquidity support to a securitization
vehicle, investment fund, or other spe-
cial purpose vehicle that is not an af-
filiate of the covered foreign entity, as
provided in paragraph (c) of this sec-
tion; and
(B) For purposes of paragraph
(a)(1)(i)(A) of this section, the Board,
in its discretion and as applicable, may
allow a covered foreign entity to mea-
sure its capital base using the covered
foreign entity’s capital stock and sur-
plus rather than its tier 1 capital.

(2) For purposes of this section, the follow-
ing definitions apply:

(i) SPV means a securitization vehicle,
investment fund, or other special purpose
vehicle that is not an affiliate of the cov-
ered foreign entity.
(ii) SPV exposure means an investment
in the debt or equity of an SPV or a
credit derivative or equity derivative be-
tween the covered foreign entity and a
third party where the covered foreign en-
tity is the protection provider and the ref-
erence asset is an obligation or equity
security of, or equity investment in, an
SPV.

(3) (i) A covered foreign entity must deter-
mine whether the amount of its gross
credit exposure to an issuer of assets in
an SPV, due to an SPV exposure, is
equal to or greater than 0.25 percent of
the covered foreign entity’s tier 1 capital
using one of the following two methods:

(A) The sum of all of the issuer’s as-
sets (with each asset valued in accor-
dance with section 252.173(a)) in the
SPV; or
(B) The application of the look-
through approach described in para-
graph (b) of this section.

(ii) With respect to the determination re-
quired under paragraph (a)(3)(i) of this
section, a covered foreign entity must use
the same method to calculate gross credit
exposure to each issuer of assets in a
particular SPV.
(iii) In making a determination under
paragraph (a)(3)(i) of this section, the
covered foreign entity must consider only
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the credit exposure to the issuer arising
from the covered foreign entity’s SPV ex-
posure.
(iv) For purposes of this paragraph
(a)(3), a covered foreign entity that is
unable to identify each issuer of assets in
an SPV must attribute to a single un-
known counterparty the amount of its
gross credit exposure to all unidentified
issuers and calculate such gross credit ex-
posure using one method in either para-
graph (a)(3)(i)(A) or (B) of this section.

(4) (i) If a covered foreign entity deter-
mines pursuant to paragraph (a)(3) of this
section that the amount of its gross credit
exposure to an issuer of assets in an SPV
is less than 0.25 percent of the covered
foreign entity’s tier 1 capital, the amount
of the covered foreign entity’s gross
credit exposure to that issuer may be at-
tributed to either that issuer of assets or
the SPV:

(A) If attributed to the issuer of assets,
the issuer of assets must be identified
as a counterparty, and the gross credit
exposure calculated under paragraph
(a)(3)(i)(A) of this section to that is-
suer of assets must be aggregated with
any other gross credit exposures (val-
ued in accordance with section
252.173) to that same counterparty;
and
(B) If attributed to the SPV, the cov-
ered foreign entity’s gross credit expo-
sure is equal to the covered foreign
entity’s SPV exposure, valued in accor-
dance with section 252.173(a).

(ii) If a covered foreign entity determines
pursuant to paragraph (a)(3) of this sec-
tion that the amount of its gross credit
exposure to an issuer of assets in an SPV
is equal to or greater than 0.25 percent of
the covered foreign entity’s tier 1 capital
or the covered foreign entity is unable to
determine that the amount of the gross
credit exposure is less than 0.25 percent
of the covered foreign entity’s tier 1 capi-
tal:

(A) The covered foreign entity must
calculate the amount of its gross credit
exposure to the issuer of assets in the

SPV using the look-through approach
in paragraph (b) of this section;
(B) The issuer of assets in the SPV
must be identified as a counterparty,
and the gross credit exposure calcu-
lated in accordance with paragraph (b)
must be aggregated with any other
gross credit exposures (valued in ac-
cordance with section 252.173) to that
same counterparty; and
(C) When applying the look-through
approach in paragraph (b) of this sec-
tion, a covered foreign entity that is
unable to identify each issuer of assets
in an SPV must attribute to a single
unknown counterparty the amount of
its gross credit exposure, calculated in
accordance with paragraph (b) of this
section, to all unidentified issuers.

(iii) For purposes of this section, a cov-
ered foreign entity must aggregate all
gross credit exposures to unknown
counterparties for all SPVs as if the ex-
posures related to a single unknown
counterparty; this single unknown
counterparty is subject to the limits of
section 252.172 as if it were a single
counterparty.

(b) Look-through approach. A covered foreign
entity that is required to calculate the amount
of its gross credit exposure with respect to an
issuer of assets in accordance with this para-
graph (b) must calculate the amount as fol-
lows:

(1) Where all investors in the SPV rank
pari passu, the amount of the gross credit
exposure to the issuer of assets is equal to
the covered foreign entity’s pro rata share
of the SPV multiplied by the value of the
underlying asset in the SPV, valued in ac-
cordance with section 252.173(a); and
(2) Where all investors in the SPV do not
rank pari passu, the amount of the gross
credit exposure to the issuer of assets is
equal to:

(i) The pro rata share of the covered for-
eign entity’s investment in the tranche of
the SPV; multiplied by
(ii) The lesser of:

(A) The market value of the tranche in
which the covered foreign entity has
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invested, except in the case of a debt
security that is held to maturity, in
which case the tranche must be valued
at the amortized purchase price of the
securities; and
(B) The value of each underlying asset
attributed to the issuer in the SPV,
each as calculated pursuant to section
252.173(a).

(c) Exposures to third parties.
(1) Notwithstanding any other requirement
in this section, a covered foreign entity
must recognize, for purposes of this sub-
part, a gross credit exposure to each third
party that has a contractual obligation to
provide credit or liquidity support to an
SPV whose failure or material financial dis-
tress would cause a loss in the value of the
covered foreign entity’s SPV exposure.
(2) The amount of any gross credit expo-
sure that is required to be recognized to a
third party under paragraph (c)(1) of this
section is equal to the covered foreign enti-
ty’s SPV exposure, up to the maximum
contractual obligation of that third party to
the SPV, valued in accordance with section
252.173(a). (This gross credit exposure is in
addition to the covered foreign entity’s
gross credit exposure to the SPV or the
issuers of assets of the SPV, calculated in
accordance with paragraphs (a) and (b) of
this section.)
(3) A covered foreign entity must aggregate
the gross credit exposure to a third party
recognized in accordance with paragraphs
(c)(1) and (2) of this section with its other
gross credit exposures to that third party
(that are unrelated to the SPV) for purposes
of compliance with the limits of section
252.172.

4–790.665
SECTION 252.176—Aggregation of
Exposures to More than One
Counterparty Due to Economic
Interdependence or Control Relationships

(a) In general.
(1) This section applies to a covered for-
eign entity except as provided in paragraph
(a)(1)(i) of this section.

(i) Until January 1, 2021, paragraphs
(a)(2) through (d) of this section do not
apply to a U.S. intermediate holding
company that is a covered foreign entity
with less than $250 billion in total con-
solidated assets as of December 31, 2019.
(ii) [Reserved]

(2) (i) If a covered foreign entity has an
aggregate net credit exposure to any
counterparty that exceeds 5 percent of its
tier 1 capital, the covered foreign entity
must assess its relationship with the
counterparty under paragraph (b)(2) of
this section to determine whether the
counterparty is economically interdepen-
dent with one or more other
counterparties of the covered foreign en-
tity and under paragraph (c)(1) of this
section to determine whether the
counterparty is connected by a control
relationship with one or more other
counterparties.
(ii) If, pursuant to an assessment required
under paragraph (a)(2)(i) of this section,
the covered foreign entity determines that
one or more of the factors of paragraph
(b)(2) or (c)(1) of this section are met
with respect to one or more
counterparties, or the Board determines
pursuant to paragraph (d) of this section
that one or more other counterparties of a
covered foreign entity are economically
interdependent or that one or more other
counterparties of a covered foreign entity
are connected by a control relationship,
the covered foreign entity must aggregate
its net credit exposure to the
counterparties for all purposes under this
subpart, including, but not limited to,
section 252.172.
(iii) In connection with any request pur-
suant to paragraph (b)(3) or (c)(2) of this
section, the Board may require the cov-
ered foreign entity to provide additional
information.

(b) Aggregation of exposures to more than
one counterparty due to economic interdepen-
dence.

(1) For purposes of this paragraph, two
counterparties are economically interdepen-
dent if the failure, default, insolvency, or
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material financial distress of one
counterparty would cause the failure, de-
fault, insolvency, or material financial dis-
tress of the other counterparty, taking into
account the factors in paragraph (b)(2) of
this section.
(2) A covered foreign entity must assess
whether the financial distress of one
counterparty (counterparty A) would prevent
the ability of the other counterparty
(counterparty B) to fully and timely repay
counterparty B’s liabilities and whether the
insolvency or default of counterparty A is
likely to be associated with the insolvency
or default of counterparty B and, therefore,
these counterparties are economically inter-
dependent, by evaluating the following:

(i) Whether 50 percent or more of one
counterparty’s gross revenue is derived
from, or gross expenditures are directed
to, transactions with the other
counterparty;
(ii) Whether counterparty A has fully or
partly guaranteed the credit exposure of
counterparty B, or is liable by other
means, in an amount that is 50 percent or
more of the covered foreign entity’s net
credit exposure to counterparty A;
(iii) Whether 25 percent or more of one
counterparty’s production or output is
sold to the other counterparty, which can-
not easily be replaced by other custom-
ers;
(iv) Whether the expected source of
funds to repay the loans of both
counterparties is the same and neither
counterparty has another independent
source of income from which the loans
may be serviced and fully repaid;4 and
(v) Whether two or more counterparties
rely on the same source for the majority
of their funding and, in the event of the
common provider’s default, an alternative
provider cannot be found.

(3) (i) Notwithstanding paragraph (b)(2) of
this section, if a covered foreign entity
determines that one or more of the fac-
tors in paragraph (b)(2) is met, the cov-
ered foreign entity may request in writing

a determination from the Board that those
counterparties are not economically inter-
dependent and that the covered foreign
entity is not required to aggregate those
counterparties.
(ii) Upon a request by a covered foreign
entity pursuant to paragraph (b)(3) of this
section, the Board may grant temporary
relief to the covered foreign entity and
not require the covered foreign entity to
aggregate one counterparty with another
counterparty provided that the
counterparty could promptly modify its
business relationships, such as by reduc-
ing its reliance on the other counterparty,
to address any economic interdependence
concerns, and provided that such relief is
in the public interest and is consistent
with the purpose of this subpart and 12
U.S.C. 5365(e).

(c) Aggregation of exposures to more than
one counterparty due to certain control rela-
tionships.

(1) For purposes of this subpart, one
counterparty (counterparty A) is deemed to
control the other counterparty (counterparty
B) if:

(i) Counterparty A owns, controls, or
holds with the power to vote 25 percent
or more of any class of voting securities
of counterparty B; or
(ii) Counterparty A controls in any man-
ner the election of a majority of the di-
rectors, trustees, or general partners (or
individuals exercising similar functions)
of counterparty B.

(2) (i) Notwithstanding paragraph (c)(1) of
this section, if a covered foreign entity de-
termines that one or more of the factors in
paragraph (c)(1) is met, the covered foreign
entity may request in writing a determina-
tion from the Board that counterparty A
does not control counterparty B and that the
covered foreign entity is not required to
aggregate those counterparties.

(ii) Upon a request by a covered foreign
entity pursuant to paragraph (c)(2) of this
section, the Board may grant temporary
relief to the covered foreign entity and
not require the covered foreign entity to
aggregate counterparty A with

4 An employer will not be treated as a source of repay-
ment under this paragraph because of wages and salaries
paid to an employee.
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counterparty B provided that, taking into
account the specific facts and circum-
stances, such indicia of control does not
result in the entities being connected by
control relationships for purposes of this
subpart, and provided that such relief is
in the public interest and is consistent
with the purpose of this subpart and 12
U.S.C. 5365(e).

(d) Board determinations for aggregation of
counterparties due to economic interdepen-
dence or control relationships. The Board may
determine, after notice to the covered foreign
entity and opportunity for hearing, that one or
more counterparties of a covered foreign en-
tity are:

(1) Economically interdependent for pur-
poses of this subpart, considering the fac-
tors in paragraph (b)(2) of this section, as
well as any other indicia of economic inter-
dependence that the Board determines in its
discretion to be relevant; or
(2) Connected by control relationships for
purpose of this subpart, considering the fac-
tors in paragraph (c)(1) of this section and
whether counterparty A:

(i) Controls the power to vote 25 percent
or more of any class of voting securities
of Counterparty B pursuant to a voting
agreement;
(ii) Has significant influence on the ap-
pointment or dismissal of counterparty
B’s administrative, management, or gov-
erning body, or the fact that a majority of
members of such body have been ap-
pointed solely as a result of the exercise
of counterparty A’s voting rights; or
(iii) Has the power to exercise a control-
ling influence over the management or
policies of counterparty B.

(e) Board determinations for aggregation of
counterparties to prevent evasion. Notwith-
standing paragraphs (b) and (c) of this section,
a covered foreign entity must aggregate its
exposures to a counterparty with the covered
foreign entity’s exposures to another
counterparty if the Board determines in writ-
ing after notice and opportunity for hearing,
that the exposures to the two counterparties
must be aggregated to prevent evasions of the

purposes of this subpart, including, but not
limited to section 252.176 and 12 U.S.C.
5365(e).

4–790.666
SECTION 252.177—Exemptions

(a) Exempted exposure categories. The fol-
lowing categories of credit transactions are ex-
empt from the limits on credit exposure under
this subpart:

(1) Any direct claim on, and the portion of
a claim that is directly and fully guaranteed
as to principal and interest by, the Federal
National Mortgage Association and the Fed-
eral Home Loan Mortgage Corporation,
only while operating under the
conservatorship or receivership of the Fed-
eral Housing Finance Agency, and any addi-
tional obligation issued by a U.S.
government-sponsored entity as determined
by the Board;
(2) Intraday credit exposure to a
counterparty;
(3) Any trade exposure to a qualifying cen-
tral counterparty related to the covered for-
eign entity’s clearing activity, including po-
tential future exposure arising from
transactions cleared by the qualifying cen-
tral counterparty and pre-funded default
fund contributions;
(4) Any credit transaction with the Bank
for International Settlements, the Interna-
tional Monetary Fund, the International
Bank for Reconstruction and Development,
the International Finance Corporation, the
International Development Association, the
Multilateral Investment Guarantee Agency,
or the International Centre for Settlement of
Investment Disputes;
(5) Any credit transaction with the Euro-
pean Commission or the European Central
Bank; and
(6) Any transaction that the Board exempts
if the Board finds that such exemption is in
the public interest and is consistent with the
purpose of this subpart.

(b) Additional exemptions by the Board. The
Board may, by regulation or order, exempt
transactions, in whole or in part, from the
definition of the term ‘‘credit exposure,’’ if the
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Board finds that the exemption is in the pub-
lic interest and is consistent with the purpose
of 12 U.S.C. 5365(e).

4–790.667
SECTION 252.178—Compliance

(a) Scope of compliance.
(1) Except as provided in paragraph (a)(2)
of this section, using all available data, in-
cluding any data required to be maintained
or reported to the Federal Reserve under
this subpart, a covered foreign entity must
comply with the requirements of this sub-
part on a daily basis at the end of each
business day.
(2) Until December 31, 2020, using all
available data, including any data required
to be maintained or reported to the Federal
Reserve under this subpart, a U.S. interme-
diate holding company that is a covered
foreign entity with less than $250 billion in
total consolidated assets as of December 31,
2019 must comply with the requirements of
this subpart on a quarterly basis, unless the
Board determines and notifies the entity in
writing that more frequent compliance is
required.
(3) A covered foreign entity must report its
compliance to the Federal Reserve as of the
end of the quarter, unless the Board deter-
mines and notifies that entity in writing that
more frequent reporting is required.
(4) In reporting its compliance, a covered
foreign entity must calculate and include in
its gross credit exposure to an issuer of
eligible collateral or eligible guarantor the
amounts of eligible collateral, eligible guar-
antees, eligible equity derivatives, and eli-
gible credit derivatives that were provided
to the covered foreign entity in connection
with credit transactions with exempt
counterparties, valued in accordance with
and as required by section 252.174(b)
through (d) and (g).

(b) Qualifying master netting agreement. With
respect to any qualifying master netting agree-
ment, a covered foreign entity must establish
and maintain procedures that meet or exceed
the requirements of section 217.3(d) of the
Board’s Regulation Q (12 CFR 217.3(d)) to

monitor possible changes in relevant law and
to ensure that the agreement continues to sat-
isfy these requirements.

(c) Noncompliance.
(1) Except as otherwise provided in this
section, if a covered foreign entity is not in
compliance with this subpart with respect to
a counterparty solely due to the circum-
stances listed in paragraphs (c)(2)(i) through
(v) of this section, the covered foreign en-
tity will not be subject to enforcement ac-
tions for a period of 90 days (or, with prior
notice to the foreign entity, such shorter or
longer period determined by the Board, in
its sole discretion, to be appropriate to pre-
serve the safety and soundness of the cov-
ered foreign entity or U.S. financial stabil-
ity), if the covered foreign entity uses
reasonable efforts to return to compliance
with this subpart during this period. The
covered foreign entity may not engage in
any additional credit transactions with such
a counterparty in contravention of this rule
during the period of noncompliance, except
as provided in paragraph (c)(2) of this sec-
tion.
(2) A covered foreign entity may request a
special temporary credit exposure limit ex-
emption from the Board. The Board may
grant approval for such exemption in cases
where the Board determines that such credit
transactions are necessary or appropriate to
preserve the safety and soundness of the
covered foreign entity or U.S. financial sta-
bility. In acting on a request for an exemp-
tion, the Board will consider the following:

(i) A decrease in the covered foreign en-
tity’s capital stock and surplus or tier 1
capital, as applicable;
(ii) The merger of the covered foreign
entity with another covered foreign en-
tity;
(iii) A merger of two counterparties; or
(iv) An unforeseen and abrupt change in
the status of a counterparty as a result of
which the covered foreign entity’s credit
exposure to the counterparty becomes
limited by the requirements of this sec-
tion; or
(v) Any other factor(s) the Board deter-
mines, in its discretion, is appropriate.

Regulation YY § 252.178 4–790.667

129



(d) Other measures. The Board may impose
supervisory oversight and additional reporting
measures that it determines are appropriate to
monitor compliance with this subpart. Covered
foreign entities must furnish, in the manner
and form prescribed by the Board, such infor-
mation to monitor compliance with this sub-
part and the limits therein as the Board may
require.

SUBPARTS R–T [RESERVED]

4–791
SUBPART U—DEBT-TO-EQUITY
LIMITS FOR U.S. BANK HOLDING
COMPANIES AND FOREIGN
BANKING ORGANIZATIONS

SECTION 252.220—Debt-to-Equity
Limits for U.S. Bank Holding
Companies

(a) Definitions.
(1) Debt-to-equity ratio means the ratio of
a company’s total liabilities to a company’s
total equity capital less goodwill.
(2) Debt and equity have the same meaning
as ‘‘total liabilities’’ and ‘‘total equity capi-
tal,’’ respectively, as reported by a bank
holding company on the FR Y-9C.

(b) Notice and maximum debt-to-equity ratio
requirement. The Council, or the Board on
behalf of the Council, will provide written
notice to a bank holding company to the ex-
tent that the Council makes a determination,
pursuant to section 165(j) of the Dodd-Frank
Act, that a bank holding company poses a
grave threat to the financial stability of the
United States and that the imposition of a
debt-to-equity requirement is necessary to
mitigate such risk. Beginning no later than
180 days after receiving written notice from
the Council or from the Board on behalf of
the Council, the bank holding company must
achieve and maintain a debt-to-equity ratio of
no more than 15-to-1.

(c) Extension. The Board may, upon request
by the bank holding company for which the
Council has made a determination pursuant to

section 165(j) of the Dodd-Frank Act, extend
the time period for compliance established un-
der paragraph (b) of this section for up to two
additional periods of 90 days each, if the
Board determines that the identified company
has made good faith efforts to comply with
the debt-to-equity ratio requirement and that
each extension would be in the public interest.
Requests for an extension must be received in
writing by the Board not less than 30 days
prior to the expiration of the existing time
period for compliance and must provide infor-
mation sufficient to demonstrate that the bank
holding company has made good faith efforts
to comply with the debt-to-equity ratio re-
quirement and that each extension would be in
the public interest.

(d) Termination. The debt-to-equity ratio re-
quirement in paragraph (b) of this section
shall cease to apply to a bank holding com-
pany as of the date it receives notice from the
Council of a determination that the bank hold-
ing company no longer poses a grave threat to
the financial stability of the United States and
that the imposition of a debt-to-equity require-
ment is no longer necessary.

4–791.1
SECTION 252.221—Debt-to-Equity
Limits for Foreign Banking
Organizations

(a) Definitions. For purposes of this subpart,
the following definitions apply:

(1) Debt and equity have the same meaning
as ‘‘total liabilities’’ and ‘‘total equity capi-
tal,’’ respectively, as reported by a U.S. in-
termediate holding company or U.S. subsid-
iary on the FR Y-9C, or other reporting
form prescribed by the Board.
(2) Debt-to-equity ratio means the ratio of
total liabilities to total equity capital less
goodwill.
(3) Eligible assets and liabilities of all U.S.
branches and agencies of a foreign bank
have the same meaning as in section
252.158(a).

(b) Notice and maximum debt-to-equity ratio
requirement. Beginning no later than 180 days
after receiving written notice from the Council
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or from the Board on behalf of the Council
that the Council has made a determination,
pursuant to section 165(j) of the Dodd-Frank
Act, that the foreign banking organization
poses a grave threat to the financial stability
of the United States and that the imposition of
a debt-to-equity requirement is necessary to
mitigate such risk:

(1) The U.S. intermediate holding company,
or if the foreign banking organization has
not established a U.S. intermediate holding
company, and any U.S. subsidiary (exclud-
ing any section 2(h)(2) company or DPC
branch subsidiary, if applicable), must
achieve and maintain a debt-to-equity ratio
of no more than 15-to-1; and
(2) The U.S. branches and agencies of the
foreign banking organization must maintain
eligible assets in its U.S. branches and
agencies that, on a daily basis, are not less
than 108 percent of the average value over
each day of the previous calendar quarter of
the total liabilities of all branches and agen-
cies operated by the foreign banking organi-
zation in the United States.

(c) Extension. The Board may, upon request
by a foreign banking organization for which
the Council has made a determination pursu-
ant to section 165(j) of the Dodd-Frank Act,
extend the time period for compliance estab-
lished under paragraph (b) of this section for
up to two additional periods of 90 days each,
if the Board determines that such company
has made good faith efforts to comply with
the debt to equity ratio requirement and that
each extension would be in the public interest.
Requests for an extension must be received in
writing by the Board not less than 30 days
prior to the expiration of the existing time
period for compliance and must provide infor-
mation sufficient to demonstrate that the for-
eign banking organization has made good
faith efforts to comply with the debt-to-equity
ratio requirement and that each extension
would be in the public interest.

(d) Termination. The requirements in para-
graph (b) of this section cease to apply to a
foreign banking organization as of the date it
receives notice from the Council of a determi-
nation that the company no longer poses a
grave threat to the financial stability of the

United States and that imposition of the re-
quirements in paragraph (b) of this section are
no longer necessary.

4–792
APPENDIX A—Policy Statement on the
Scenario Design Framework for Stress
Testing

1. Background

(a) The Board has imposed stress testing re-
quirements through its regulations (stress test
rules) implementing section 165(i) of the
Dodd-Frank Wall Street Reform and Con-
sumer Protection Act (Dodd-Frank Act or Act)
and section 401(e) of the Economic Growth,
Regulatory Relief, and Consumer Protection
Act, and through its capital plan rule (12 CFR
225.8). Under the stress test rules, the Board
conducts a supervisory stress test of each bank
holding company with total consolidated as-
sets of $100 billion or more, intermediate
holding company of a foreign banking organi-
zation with total consolidated assets of $100
billion or more, and nonbank financial com-
pany that the Financial Stability Oversight
Council has designated for supervision by the
Board (together, covered companies).1 In addi-
tion, under the stress test rules, certain firms
are also subject to company-run stress test
requirements.2 The Board will provide for at
least two different sets of conditions (each set,
a scenario), including baseline and severely
adverse scenarios for both supervisory and
company-run stress tests (macroeconomic sce-
narios).3

1 12 U.S.C. 5365(i)(1); 12 CFR part 252, subpart E.
2 12 U.S.C. 5365(i)(2); 12 CFR part 252, subparts B and

F.
3 The stress test rules define scenarios as those sets of

conditions that affect the United States economy or the
financial condition of a company that the Board determines
are appropriate for use in stress tests, including, but not
limited to, baseline and severely adverse scenarios. The
stress test rules define baseline scenario as a set of condi-
tions that affect the United States economy or the financial
condition of a company and that reflect the consensus
views of the economic and financial outlook. The stress test
rules define severely adverse scenario as a set of conditions
that affect the U.S. economy or the financial condition of a
company and that overall are significantly more severe than
those associated with the baseline scenario and may include
trading or other additional components.
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(b) The stress test rules provide that the
Board will notify covered companies by no
later than February 15 of each year of the
scenarios it will use to conduct its supervisory
stress tests and provide, also by no later than
February 15, covered companies and other fi-
nancial companies subject to the final rules
the set of scenarios they must use to conduct
their company-run stress tests. Under the
stress test rules, the Board may require certain
companies to use additional components in the
severely adverse scenario or additional sce-
narios. For example, the Board expects to re-
quire large banking organizations with signifi-
cant trading activities to include a trading and
counterparty component (market shock, de-
scribed in the following sections) in their se-
verely adverse scenario. The Board will pro-
vide any additional components or scenario by
no later than March 1 of each year.4 The
Board expects that the scenarios it will require
the companies to use will be the same as
those the Board will use to conduct its super-
visory stress tests (together, stress test sce-
narios).

(c) In addition, section 225.8 of the Board’s
Regulation Y (capital plan rule) requires cov-
ered companies to submit annual capital plans,
including stress test results, to the Board in
order to allow the Board to assess whether
they have robust, forward-looking capital
planning processes and have sufficient capital
to continue operations throughout times of
economic and financial stress.5

(d) Stress tests required under the stress test
rules and under the capital plan rule require
the Board and financial companies to calculate
pro-forma capital levels—rather than ‘‘cur-
rent’’ or actual levels—over a specified plan-
ning horizon under baseline and stressful sce-
narios. This approach integrates key lessons of
the 2007-2009 financial crisis into the Board’s
supervisory framework. During the financial
crisis, investor and counterparty confidence in
the capitalization of financial companies
eroded rapidly in the face of changes in the
current and expected economic and financial
conditions, and this loss in market confidence

imperiled companies’ ability to access fund-
ing, continue operations, serve as a credit in-
termediary, and meet obligations to creditors
and counterparties. Importantly, such a loss in
confidence occurred even when a financial in-
stitution’s capital ratios were in excess of
regulatory minimums. This is because the in-
stitution’s capital ratios were perceived as lag-
ging indicators of its financial condition, par-
ticularly when conditions were changing.

(e) The stress tests required under the stress
test rules and capital plan rule are a valuable
supervisory tool that provide a forward-
looking assessment of large financial compa-
nies’ capital adequacy under hypothetical eco-
nomic and financial market conditions.
Currently, these stress tests primarily focus on
credit risk and market risk—that is, risk of
mark-to-market losses associated with compa-
nies’ trading and counterparty positions—and
not on other types of risk, such as liquidity
risk. Pressures stemming from these sources
are considered in separate supervisory exer-
cises. No single supervisory tool, including
the stress tests, can provide an assessment of
a company’s ability to withstand every poten-
tial source of risk.

(f) Selecting appropriate scenarios is an espe-
cially significant consideration for stress tests
required under the capital plan rule, which ties
the review of a company’s performance under
stress scenarios to its ability to make capital
distributions. More severe scenarios, all other
things being equal, generally translate into
larger projected declines in banks’ capital.
Thus, a company would need more capital
today to meet its minimum capital require-
ments in more stressful scenarios and have the
ability to continue making capital distribu-
tions, such as common dividend payments.
This translation is far from mechanical, how-
ever; it will depend on factors that are spe-
cific to a given company, such as underwrit-
ing standards and the company’s business
model, which would also greatly affect pro-
jected revenue, losses, and capital.

2. Overview and Scope

(a) This policy statement provides more detail
on the characteristics of the stress test sce-

4 Id.
5 See 12 CFR 225.8.
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narios and explains the considerations and
procedures that underlie the approach for for-
mulating these scenarios. The considerations
and procedures described in this policy state-
ment apply to the Board’s stress testing frame-
work, including to the stress tests required
under 12 CFR part 252, subparts B, E, and F
as well as the Board’s capital plan rule (12
CFR 225.8).6

(b) Although the Board does not envision that
the broad approach used to develop scenarios
will change from year to year, the stress test
scenarios will reflect changes in the outlook
for economic and financial conditions and
changes to specific risks or vulnerabilities that
the Board, in consultation with the other fed-
eral banking agencies, determines should be
considered in the annual stress tests. The
stress test scenarios should not be regarded as
forecasts; rather, they are hypothetical paths of
economic variables that will be used to assess
the strength and resilience of the companies’
capital in various economic and financial en-
vironments.

(c) The remainder of this policy statement is
organized as follows. Section 3 provides a
broad description of the baseline and severely
adverse scenarios and describes the types of
variables that the Board expects to include in
the macroeconomic scenarios and the market
shock component of the stress test scenarios
applicable to companies with significant trad-
ing activity. Section 4 describes the Board’s
approach for developing the macroeconomic
scenarios, and section 5 describes the ap-
proach for the market shocks. Section 6 de-
scribes the relationship between the macroeco-
nomic scenario and the market shock
components. Section 7 provides a timeline for
the formulation and publication of the macro-
economic assumptions and market shocks.

3. Content of the Stress Test Scenarios

(a) The Board will publish a minimum of two
different scenarios, including baseline and se-
verely adverse conditions, for use in stress

tests required in the stress test rules.7 In gen-
eral, the Board anticipates that it will not is-
sue additional scenarios. Specific circum-
stances or vulnerabilities that in any given
year the Board determines require particular
vigilance to ensure the resilience of the bank-
ing sector will be captured in the severely
adverse scenario. A greater number of sce-
narios could be needed in some years—for
example, because the Board identifies a large
number of unrelated and uncorrelated but
nonetheless significant risks.

(b) While the Board generally expects to use
the same scenarios for all companies subject
to the final rule, it may require a subset of
companies—depending on a company’s finan-
cial condition, size, complexity, risk profile,
scope of operations, or activities, or risks to
the U.S. economy—to include additional sce-
nario components or additional scenarios that
are designed to capture different effects of
adverse events on revenue, losses, and capital.
One example of such components is the mar-
ket shock that applies only to companies with
significant trading activity. Additional compo-
nents or scenarios may also include other
stress factors that may not necessarily be di-
rectly correlated to macroeconomic or finan-
cial assumptions but nevertheless can materi-
ally affect companies’ risks, such as the
unexpected default of a major counterparty.

(c) Early in each stress testing cycle, the
Board plans to publish the macroeconomic
scenarios along with a brief narrative sum-
mary that provides a description of the eco-
nomic situation underlying the scenario and
explains how the scenarios have changed rela-
tive to the previous year. In addition, to assist
companies in projecting the paths of addi-
tional variables in a manner consistent with
the scenario, the narrative will also provide
descriptions of the general path of some addi-
tional variables. These descriptions will be
general—that is, they will describe develop-
ments for broad classes of variables rather
than for specific variables—and will specify
the intensity and direction of variable changes
but not numeric magnitudes. These descrip-

6 12 CFR 252.14(a), 12 CFR 252.44(a), 12 CFR
252.54(a).

7 12 CFR 252.14(b), 12 CFR 252.44(b), 12 CFR
252.54(b).

Regulation YY Appendix A 4–792

133



tions should provide guidance that will be
useful to companies in specifying the paths of
the additional variables for their company-run
stress tests. Note that in practice it will not be
possible for the narrative to include descrip-
tions on all of the additional variables that
companies may need for their company-run
stress tests. In cases where scenarios are de-
signed to reflect particular risks and vulner-
abilities, the narrative will also explain the
underlying motivation for these features of the
scenario. The Board also plans to release a
broad description of the market shock compo-
nents.

3.1 Macroeconomic Scenarios

(a) The macroeconomic scenarios will consist
of the future paths of a set of economic and
financial variables.8 The economic and finan-
cial variables included in the scenarios will
likely comprise those included in the ‘‘2014
Supervisory Scenarios for Annual Stress Tests
Required under the Dodd-Frank Act Stress
Testing Rules and the Capital Plan Rule’’
(2013 supervisory scenarios). The domestic
U.S. variables provided for in the 2013 super-
visory scenarios included:

(i) Six measures of economic activity and
prices: Real and nominal gross domestic
product (GDP) growth, the unemployment
rate of the civilian non-institutional popula-
tion aged 16 and over, real and nominal
disposable personal income growth, and the
Consumer Price Index (CPI) inflation rate;
(ii) Four measures of developments in eq-
uity and property markets: The Core Logic
National House Price Index, the National
Council for Real Estate Investment Fiducia-
ries Commercial Real Estate Price Index,
the Dow Jones Total Stock Market Index,
and the Chicago Board Options Exchange
Market Volatility Index; and
(iii) Six measures of interest rates: The rate
on the 3-month Treasury bill, the yield on
the 5-year Treasury bond, the yield on the
10-year Treasury bond, the yield on a 10-
year BBB corporate security, the prime rate,
and the interest rate associated with a con-

forming, conventional, fixed-rate, 30-year
mortgage.

(b) The international variables provided for in
the 2014 supervisory scenarios included, for
the euro area, the United Kingdom, develop-
ing Asia, and Japan:

(i) Percent change in real GDP;
(ii) Percent change in the Consumer Price
Index or local equivalent; and
(iii) The U.S./foreign currency exchange
rate.9

(c) The economic variables included in the
scenarios influence key items affecting finan-
cial companies’ net income, including pre-
provision net revenue and credit losses on
loans and securities. Moreover, these variables
exhibit fairly typical trends in adverse eco-
nomic climates that can have unfavorable im-
plications for companies’ net income and,
thus, capital positions.

(d) The economic variables included in the
scenario may change over time. For example,
the Board may add variables to a scenario if
the international footprint of companies that
are subject to the stress testing rules changed
notably over time such that the variables al-
ready included in the scenario no longer suffi-
ciently capture the material risks of these
companies. Alternatively, historical relation-
ships between macroeconomic variables could
change over time such that one variable (e.g.,
disposable personal income growth) that pre-
viously provided a good proxy for another
(e.g., light vehicle sales) in modeling compa-
nies’ pre-provision net revenue or credit losses
ceases to do so, resulting in the need to create
a separate path, or alternative proxy, for the
other variable. However, recognizing the
amount of work required for companies to
incorporate the scenario variables into their
stress testing models, the Board expects to
eliminate variables from the scenarios only in
rare instances.

(e) The Board expects that the company may
not use all of the variables provided in the
scenario, if those variables are not appropriate
to the company’s line of business, or may add8 The future path of a variable refers to its specification

over a given time period. For example, the path of unem-
ployment can be described in percentage terms on a quar-
terly basis over the stress testing time horizon.

9 The Board may increase the range of countries or re-
gions included in future scenarios, as appropriate.
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additional variables, as appropriate. The Board
expects the companies to ensure that the paths
of such additional variables are consistent
with the scenarios the Board provided. For
example, the companies may use, as part of
their internal stress test models, local-level
variables, such as state-level unemployment
rates or city-level house prices. While the
Board does not plan to include local-level
macro variables in the stress test scenarios it
provides, it expects the companies to evaluate
the paths of local-level macro variables as
needed for their internal models, and ensure
internal consistency between these variables
and their aggregate, macroeconomic counter-
parts. The Board will provide the macroeco-
nomic scenario component of the stress test
scenarios for a period that spans a minimum
of 13 quarters. The scenario horizon reflects
the supervisory stress test approach that the
Board plans to use. Under the stress test rules,
the Board will assess the effect of different
scenarios on the consolidated capital of each
company over a forward-looking planning ho-
rizon of at least nine quarters.

3.2 Market Shock Component

(a) The market shock component of the se-
verely adverse scenario will only apply to
companies with significant trading activity and
their subsidiaries.10 The component consists of
large moves in market prices and rates that
would be expected to generate losses. Market
shocks differ from macroeconomic scenarios
in a number of ways, both in their design and
application. For instance, market shocks that
might typically be observed over an extended
period (e.g., 6 months) are assumed to be an
instantaneous event which immediately affects
the market value of the companies’ trading
assets and liabilities. In addition, under the
stress test rules, the as-of date for market
shocks will differ from the quarter-end, and

the Board will provide the as-of date for mar-
ket shocks no later than February 1 of each
year. Finally, as described in section 4, the
market shock includes a much larger set of
risk factors than the set of economic and fi-
nancial variables included in macroeconomic
scenarios. Broadly, these risk factors include
shocks to financial market variables that affect
asset prices, such as a credit spread or the
yield on a bond, and, in some cases, the value
of the position itself (e.g., the market value of
private equity positions).

(b) The Board envisions that the market
shocks will include shocks to a broad range of
risk factors that are similar in granularity to
those risk factors that trading companies use
internally to produce profit and loss estimates,
under stressful market scenarios, for all asset
classes that are considered trading assets, in-
cluding equities, credit, interest rates, foreign
exchange rates, and commodities. Examples of
risk factors include, but are not limited to:

(i) Equity indices of all developed markets,
and of developing and emerging market na-
tions to which companies with significant
trading activity may have exposure, along
with term structures of implied volatilities;
(ii) Cross-currency FX rates of all major
and many minor currencies, along term
structures of implied volatilities;
(iii) Term structures of government rates
(e.g., U.S. Treasuries), interbank rates (e.g.,
swap rates) and other key rates (e.g., com-
mercial paper) for all developed markets
and for developing and emerging market
nations to which companies may have ex-
posure;
(iv) Term structures of implied volatilities
that are key inputs to the pricing of interest
rate derivatives;
(v) Term structures of futures prices for en-
ergy products including crude oil (differen-
tiated by country of origin), natural gas, and
power;
(vi) Term structures of futures prices for
metals and agricultural commodities;
(vii) ‘‘Value-drivers’’ (credit spreads or in-
strument prices themselves) for credit-
sensitive product segments including: Cor-
porate bonds, credit default swaps, and
collateralized debt obligations by risk; non-

10 Currently, companies with significant trading activity
include any bank holding company or intermediate holding
company that (1) has aggregate trading assets and liabilities
of $50 billion or more, or aggregate trading assets and
liabilities equal to 10 percent or more of total consolidated
assets, and (2) is not a large and noncomplex firm. The
Board may also subject a state member bank subsidiary of
any such bank holding company to the market shock com-
ponent. The set of companies subject to the market shock
component could change over time as the size, scope, and
complexity of financial company’s trading activities evolve.
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agency residential mortgage-backed securi-
ties and commercial mortgage-backed secu-
rities by risk and vintage; sovereign debt;
and, municipal bonds; and
(viii) Shocks to the values of private equity
positions.

4. Approach for Formulating the
Macroeconomic Assumptions for Scenarios

(a) This section describes the Board’s ap-
proach for formulating macroeconomic as-
sumptions for each scenario. The methodolo-
gies for formulating this part of each scenario
differ by scenario, so these methodologies for
the baseline and severely adverse scenarios
are described separately in each of the follow-
ing subsections.

(b) In general, the baseline scenario will re-
flect the most recently available consensus
views of the macroeconomic outlook ex-
pressed by professional forecasters, govern-
ment agencies, and other public-sector organi-
zations as of the beginning of the stress-test
cycle. The severely adverse scenario will con-
sist of a set of economic and financial condi-
tions that reflect the conditions of post-war
U.S. recessions.

(c) Each of these scenarios is described fur-
ther in sections below as follows: Baseline
(subsection 4.1) and severely adverse (subsec-
tion 4.2).
4.1 Approach for Formulating Macroeconomic
Assumptions in the Baseline Scenario

(a) The stress test rules define the baseline
scenario as a set of conditions that affect the
U.S. economy or the financial condition of a
banking organization, and that reflect the con-
sensus views of the economic and financial
outlook. Projections under a baseline scenario
are used to evaluate how companies would
perform in more likely economic and financial
conditions. The baseline serves also as a point
of comparison to the severely adverse sce-
nario, giving some sense of how much of the
company’s capital decline could be ascribed to
the scenario as opposed to the company’s
capital adequacy under expected conditions.

(b) The baseline scenario will be developed
around a macroeconomic projection that cap-

tures the prevailing views of private-sector
forecasters (e.g. Blue Chip Consensus Fore-
casts and the Survey of Professional Forecast-
ers), government agencies, and other public-
sector organizations (e.g., the International
Monetary Fund and the Organization for Eco-
nomic Co-operation and Development) near
the beginning of the annual stress-test cycle.
The baseline scenario is designed to represent
a consensus expectation of certain economic
variables over the time period of the tests and
it is not the Board’s internal forecast for those
economic variables. For example, the baseline
path of short-term interest rates is constructed
from consensus forecasts and may differ from
that implied by the FOMC’s Summary of Eco-
nomic Projections.

(c) For some scenario variables—such as U.S.
real GDP growth, the unemployment rate, and
the consumer price index—there will be a
large number of different forecasts available to
project the paths of these variables in the
baseline scenario. For others, a more limited
number of forecasts will be available. If avail-
able forecasts diverge notably, the baseline
scenario will reflect an assessment of the fore-
cast that is deemed to be most plausible. In
setting the paths of variables in the baseline
scenario, particular care will be taken to en-
sure that, together, the paths present a coher-
ent and plausible outlook for the U.S. and
global economy, given the economic climate
in which they are formulated.
4.2 Approach for Formulating the Macroeco-
nomic Assumptions in the Severely Adverse
Scenario
The stress test rules define a severely adverse
scenario as a set of conditions that affect the
U.S. economy or the financial condition of a
financial company and that overall are signifi-
cantly more severe than those associated with
the baseline scenario. The financial company
will be required to publicly disclose a sum-
mary of the results of its stress test under the
severely adverse scenario, and the Board in-
tends to publicly disclose the results of its
analysis of the financial company under the
severely adverse scenario.
4.2.1 General Approach: The Recession Ap-
proach

(a) The Board intends to use a recession ap-
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proach to develop the severely adverse sce-
nario. In the recession approach, the Board
will specify the future paths of variables to
reflect conditions that characterize post-war
U.S. recessions, generating either a typical or
specific recreation of a post-war U.S. reces-
sion. The Board chose this approach because
it has observed that the conditions that typi-
cally occur in recessions—such as increasing
unemployment, declining asset prices, and
contracting loan demand—can put significant
stress on companies’ balance sheets. This
stress can occur through a variety of channels,
including higher loss provisions due to in-
creased delinquencies and defaults; losses on
trading positions through sharp moves in mar-
ket prices; and lower bank income through
reduced loan originations. For these reasons,
the Board believes that the paths of economic
and financial variables in the severely adverse
scenario should, at a minimum, resemble the
paths of those variables observed during a re-
cession.

(b) This approach requires consideration of
the type of recession to feature. All post-war
U.S. recessions have not been identical: Some
recessions have been associated with very el-
evated interest rates, some have been associ-
ated with sizable asset price declines, and
some have been relatively more global. The
most common features of recessions, however,
are increases in the unemployment rate and
contractions in aggregate incomes and eco-
nomic activity. For this and the following rea-
sons, the Board intends to use the unemploy-
ment rate as the primary basis for specifying
the severely adverse scenario. First, the unem-
ployment rate is likely the most representative
single summary indicator of adverse economic
conditions. Second, in comparison to GDP, la-
bor market data have traditionally featured
more prominently than GDP in the set of indi-
cators that the National Bureau of Economic
Research reviews to inform its recession
dates.11 Third and finally, the growth rate of
potential output can cause the size of the de-
cline in GDP to vary between recessions.
While changes in the unemployment rate can
also vary over time due to demographic fac-

tors, this seems to have more limited implica-
tions over time relative to changes in potential
output growth. The unemployment rate used
in the severely adverse scenario will reflect an
unemployment rate that has been observed in
severe post-war U.S. recessions, measuring se-
verity by the absolute level of and relative
increase in the unemployment rate.12

(c) The Board believes that the severely ad-
verse scenario should also reflect a housing
recession. The house prices path set in the
severely adverse scenario will reflect develop
ments that have been observed in post-war
U.S. housing recessions, measuring severity
by the absolute level of and relative decrease
in the house prices.

(d) The Board will specify the paths of most
other macroeconomic variables based on the
paths of unemployment, income, house prices,
and activity. Some of these other variables,
however, have taken wildly divergent paths in
previous recessions (e.g., foreign GDP), re-
quiring the Board to use its informed judg-
ment in selecting appropriate paths for these
variables. In general, the path for these other
variables will be based on their underlying
structure at the time that the scenario is de-
signed (e.g., economic or financial-system vul-
nerabilities in other countries).

(e) The Board considered alternative methods
for scenario design of the severely adverse
scenario, including a probabilistic approach.
The probabilistic approach constructs a base-
line forecast from a large-scale macroeco-
nomic model and identifies a scenario that
would have a specific probabilistic likelihood
given the baseline forecast. The Board be-
lieves that, at this time, the recession approach
is better suited for developing the severely
adverse scenario than a probabilistic approach
because it guarantees a recession of some

11 More recently, a monthly measure of GDP has been
added to the list of indicators.

12 Even though all recessions feature increases in the
unemployment rate and contractions in incomes and eco-
nomic activity, the size of this change has varied over
post-war U.S. recessions. Table 1 documents the variability
in the depth of post-war U.S. recessions. Some reces-
sions—labeled mild in Table 1—have been relatively mod-
est with GDP edging down just slightly and the unemploy-
ment rate moving up about a percentage point. Other
recessions—labeled severe in Table 1—have been much
harsher with GDP dropping 3¾ percent and the unemploy-
ment rate moving up a total of about 4 percentage points.
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specified severity. In contrast, the probabilistic
approach requires the choice of an extreme
tail outcome—relative to baseline—to charac-
terize the severely adverse scenario (e.g., a 5
percent or a 1 percent tail outcome). In prac-
tice, this choice is difficult as adverse eco-
nomic outcomes are typically thought of in
terms of how variables evolve in an absolute
sense rather than how far away they lie in the
probability space away from the baseline. In
this sense, a scenario featuring a recession
may be somewhat clearer and more straight-
forward to communicate. Finally, the probabi-
listic approach relies on estimates of uncer-
tainty around the baseline scenario and such
estimates are in practice model-dependent.

4.2.2 Setting the Unemployment Rate under
the Severely Adverse Scenario

(a) The Board anticipates that the severely ad-
verse scenario will feature an unemployment
rate that increases between 3 to 5 percentage
points from its initial level over the course of
6 to 8 calendar quarters.13 The initial level
will be set based on the conditions at the time
that the scenario is designed. However, if a 3
to 5 percentage point increase in the unem-
ployment rate does not raise the level of the
unemployment rate to at least 10 percent—the
average level to which it has increased in the
most recent three severe recessions—the path
of the unemployment rate in most cases will
be specified so as to raise the unemployment
rate to at least 10 percent.

(b) This methodology is intended to generate
scenarios that feature stressful outcomes but
do not induce greater procyclicality in the fi-
nancial system and macroeconomy. When the
economy is in the early stages of a recovery,
the unemployment rate in a baseline scenario
generally trends downward, resulting in a
larger difference between the path of the un-
employment rate in the severely adverse sce-
nario and the baseline scenario and a severely
adverse scenario that is relatively more in-
tense. Conversely, in a sustained strong expan-

sion—when the unemployment rate may be
below the level consistent with full employ-
ment—the unemployment in a baseline sce-
nario generally trends upward, resulting in a
smaller difference between the path of the un-
employment rate in the severely adverse sce-
nario and the baseline scenario and a severely
adverse scenario that is relatively less intense.
Historically, a 3 to 5 percentage point increase
in unemployment rate is reflective of stressful
conditions. As illustrated in Table 1, over the
last half-century, the U.S. economy has expe-
rienced four severe post-war recessions. In all
four of these recessions, the unemployment
rate increased 3 to 5 percentage points and in
the three most recent of these recessions, the
unemployment rate reached a level between 9
percent and 11 percent.

(c) Under this method, if the initial unem-
ployment rate was low—as it would be after a
sustained long expansion—the unemployment
rate in the scenario would increase to a level
as high as what has been seen in past severe
recessions. However, if the initial unemploy-
ment rate was already high—as would be the
case in the early stages of a recovery—the
unemployment rate would exhibit a change as
large as what has been seen in past severe
recessions.

(d) The Board believes that the typical in-
crease in the unemployment rate in the se-
verely adverse scenario will be about 4 per-
centage points. However, the Board will
calibrate the increase in unemployment based
on its views of the status of cyclical systemic
risk. The Board intends to set the unemploy-
ment rate at the higher end of the range if the
Board believes that cyclical systemic risks are
high (as it would be after a sustained long
expansion), and to the lower end of the range
if cyclical systemic risks are low (as it would
be in the earlier stages of a recovery). This
may result in a scenario that is slightly more
intense than normal if the Board believed that
cyclical systemic risks were increasing in a
period of robust expansion.14 Conversely, it

13 Six to eight quarters is the average number of quarters
for which a severe recession lasts plus the average number
of subsequent quarters over which the unemployment rate
continues to rise. The variable length of the timeframe
reflects the different paths to the peak unemployment rate
depending on the severity of the scenario.

14 Note, however, that the severity of the scenario would
not exceed an implausible level: Even at the upper end of
the range of unemployment-rate increases, the path of the
unemployment rate would still be consistent with severe
post-war U.S. recessions.
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will allow the Board to specify a scenario that
is slightly less intense than normal in an envi-
ronment where systemic risks appeared sub-
dued, such as in the early stages of an expan-
sion. Indeed, the Board expects that, in
general, it will adopt a change in the unem-
ployment rate of less than 4 percentage points
when the unemployment rate at the start of
the scenarios is elevated but the labor market
is judged to be strengthening and higher-than-
usual credit losses stemming from previously
elevated unemployment rates were either al-
ready realized—or are in the process of being
realized—and thus removed from banks’ bal-
ance sheets.15 However, even at the lower end
of the range of unemployment-rate increases,
the scenario will still feature an increase in
the unemployment rate similar to what has
been seen in about half of the severe reces-
sions of the last 50 years.

(e) As indicated previously, if a 3 to 5 per-
centage point increase in the unemployment
rate does not raise the level of the unemploy-
ment rate to 10 percent—the average level to
which it has increased in the most recent three
severe recessions—the path of the unemploy-
ment rate will be specified so as to raise the
unemployment rate to 10 percent. Setting
afloor for the unemployment rate at 10 per-
cent recognizes the fact that not only do cycli-
cal systemic risks build up at financial inter-
mediaries during robust expansions but that
these risks are also easily obscured by the
buoyant environment.

(f) In setting the increase in the unemploy-
ment rate, the Board will consider the extent
to which analysis by economists, supervisors,
and financial market experts finds cyclical
systemic risks to be elevated (but difficult to
be captured more precisely in one of the sce-
nario’s other variables). In addition, the
Board—in light of impending shocks to the
economy and financial system—will also take
into consideration the extent to which a sce-

nario of some increased severity might be
necessary for the results of the stress test and
the associated supervisory actions to sustain
confidence in financial institutions.

(g) While the approach to specifying the se-
verely adverse scenario is designed to avoid
adding sources of procyclicality to the finan-
cial system, it is not designed to explicitly
offset any existing procyclical tendencies in
the financial system. The purpose of the stress
test scenarios is to make sure that the compa-
nies are properly capitalized to withstand se-
vere economic and financial conditions, not to
serve as an explicit countercyclical offset to
the financial system.

(h) In developing the approach to the unem-
ployment rate, the Board also considered a
method that would increase the unemployment
rate to some fairly elevated fixed level over
the course of 6 to 8 quarters. This would
result in scenarios being more severe in robust
expansions (when the unemployment rate is
low) and less severe in the early stages of a
recovery (when the unemployment rate is
high) and so would not result in pro-
cyclicality. Depending on the initial level of
the unemployment rate, this approach could
lead to only a very modest increase in the
unemployment rate—or even a decline. As a
result, this approach—while not procyclical—
could result in scenarios not featuring stressful
macroeconomic outcomes.
4.2.3 Setting the Other Variables in the Se-
verely Adverse Scenario

(a) Generally, all other variables in the se-
verely adverse scenario will be specified to be
consistent with the increase in the unemploy-
ment rate. The approach for specifying the
paths of these variables in the scenario will be
a combination of (1) how economic models
suggest that these variables should evolve
given the path of the unemployment rate, (2)
how these variables have typically evolved in
past U.S. recessions, and (3) evaluation of
these and other factors.

(b) Economic models—such as medium-scale
macroeconomic models—should be able to
generate plausible paths consistent with the
unemployment rate for a number of scenario
variables, such as real GDP growth, CPI infla-

15 Evidence of a strengthening labor market could in-
clude a declining unemployment rate, steadily expanding
nonfarm payroll employment, or improving labor force par-
ticipation. Evidence that credit losses are being realized
could include elevated charge-offs on loans and leases,
loan-loss provisions in excess of gross charge-offs, or
losses being realized in securities portfolios that include
securities that are subject to credit risk.
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tion and short-term interest rates, which have
relatively stable (direct or indirect) relation-
ships with the unemployment rate (e.g.,
Okun’s Law, the Phillips Curve, and interest
rate feedback rules). For some other variables,
specifying their paths will require a case-by-
case consideration.

(c) Declining house prices, which are an im-
portant source of stress to a company’s bal-
ance sheet, are not a steadfast feature of re-
cessions, and the historical relationship of
house prices with the unemployment rate is
not strong. Simply adopting their typical path
in a severe recession would likely underesti-
mate risks stemming from the housing sector.
In specifying the path for nominal house
prices, the Board will consider the ratio of the
nominal house price index (HPI) to nominal,
per capita, disposable income (DPI). The
Board believes that the typical decline in the
HPI-DPI ratio will be at a minimum 25 per-
cent from its starting value, or enough to
bring the ratio down to its Great Recession
trough. As illustrated in Table 2, housing re-
cessions have on average featured HPI-DPI
ratio declines of about 25 percent and the
HPI-DPI ratio fell to its Great Recession
trough.16

(d) In addition, judgment is necessary in pro-
jecting the path of a scenario’s international
variables. Recessions that occur simultane-
ously across countries are an important source
of stress to the balance sheets of companies
with notable international exposures but are
not an invariable feature of the international
economy. As a result, simply adopting the
typical path of international variables in a se-
vere U.S. recession would likely underesti-
mate the risks stemming from the international
economy. Consequently, an approach that uses

both judgment and economic models informs
the path of international variables.
4.2.4 Adding Salient Risks to the Severely
Adverse Scenario

(a) The severely adverse scenario will be de-
veloped to reflect specific risks to the eco-
nomic and financial outlook that are especially
salient but will feature minimally in the sce-
nario if the Board were only to use ap-
proaches that looked to past recessions or re-
lied on historical relationships between
variables.

(b) There are some important instances when
it will be appropriate to augment the recession
approach with salient risks. For example, if an
asset price were especially elevated and thus
potentially vulnerable to an abrupt and poten-
tially destabilizing decline, it would be appro-
priate to include such a decline in the scenario
even if such a large drop were not typical in a
severe recession. Likewise, if economic devel-
opments abroad were particularly unfavorable,
assuming a weakening in international condi-
tions larger than what typically occurs in se-
vere U.S. recessions would likely also be ap-
propriate.

(c) Clearly, while the recession component of
the severely adverse scenario is within some
predictable range, the salient risk aspect of the
scenario is far less so, and therefore, needs an
annual assessment. Each year, the Board will
identify the risks to the financial system and
the domestic and international economic out-
looks that appear more elevated than usual,
using its internal analysis and supervisory in-
formation and in consultation with the Federal
Deposit Insurance Corporation (FDIC) and the
Office of the Comptroller of the Currency
(OCC). Using the same information, the
Board will then calibrate the paths of the
macroeconomic and financial variables in the
scenario to reflect these risks.

(d) Detecting risks that have the potential to
weaken the banking sector is particularly diffi-
cult when economic conditions are buoyant,
as a boom can obscure the weaknesses present
in the system. In sustained robust expansions,
therefore, the selection of salient risks to aug-
ment the scenario will err on the side of in-
cluding risks of uncertain significance.

16 The house-price retrenchments that occurred over the
periods 1980-1985, 1989-1996, 2006-2011 (as detailed in
Table 2) are referred to in this document as housing reces-
sions. The date-ranges of housing recessions are based on
the timing of house-price retrenchments. These dates were
also associated with sustained declines in real residential
investment, although, the precise timings of housing reces-
sions would likely be slightly different were they to be
classified based on real residential investment in addition to
house prices. The ratios described in Table 2 are calculated
based on nominal HPI and HPI-DPI ratios indexed to 100
in 2000:Q1.
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(e) The Board will factor in particular risks to
the domestic and international macroeconomic
outlook identified by its economists, bank su-
pervisors, and financial market experts and
make appropriate adjustments to the paths of
specific economic variables. These adjust-
ments will not be reflected in the general se-
verity of the recession and, thus, all macro-
economic variables; rather, the adjustments
will apply to a subset of variables to reflect
co-movements in these variables that are his-
torically less typical. The Board plans to dis-
cuss the motivation for the adjustments that it
makes to variables to highlight systemic risks
in the narrative describing the scenarios.17

5. Approach for Formulating the Market
Shock Component

(a) This section discusses the approach the
Board proposes to adopt for developing the
market shock component of the severely ad-
verse scenario appropriate for companies with
significant trading activities. The design and
specification of the market shock component
differs from that of the macroeconomic sce-
narios because profits and losses from trading
are measured in mark-to-market terms, while
revenues and losses from traditional banking
are generally measured using the accrual
method. As noted above, another critical dif-
ference is the time-evolution of the market
shock component. The market shock compo-
nent consists of an instantaneous ‘‘shock’’ to a
large number of risk factors that determine the
mark-to-market value of trading positions,
while the macroeconomic scenarios supply a
projected path of economic variables that af-
fect traditional banking activities over the en-
tire planning period.

(b) The development of the market shock
component that are detailed in this section are

as follows: Baseline (subsection 5.1) and se-
verely adverse (subsection 5.2).
5.1 Approach for Formulating the Market
Shock Component under the Baseline Scenario
By definition, market shocks are large, previ-
ously unanticipated moves in asset prices and
rates. Because asset prices should, broadly
speaking, reflect consensus opinions about the
future evolution of the economy, large price
movements, as envisioned in the market
shock, should not occur along the baseline
path. As a result, the market shock will not be
included in the baseline scenario.
5.2 Approach for Formulating the Market
Shock Component under the Severely Adverse
Scenario
This section addresses possible approaches to
designing the market shock component in the
severely adverse scenario, including important
considerations for scenario design, possible
approaches to designing scenarios, and a de-
velopment strategy for implementing the pre-
ferred approach.
5.2.1 Design Considerations for Market
Shocks

(a) The general market practice for stressing a
trading portfolio is to specify market shocks
either in terms of extreme moves in observ-
able, broad market indicatorsand risk factors
or directly as large changes to the mark-to-
market values of financial instruments. These
moves can be specified either in relative terms
or absolute terms. Supplying values of risk
factors after a ‘‘shock’’ is roughly equivalent
to the macroeconomic scenarios, which supply
values for a set of economic and financial
variables; however, trading stress testing dif-
fers from macroeconomic stress testing in sev-
eral critical ways.

(b) In the past, the Board used one of two
approaches to specify market shocks. During
SCAP and CCAR in 2011, the Board used a
very general approach to market shocks and
required companies to stress their trading po-
sitions using changes in market prices and
rates experienced during the second half of
2008, without specifying risk factor shocks.
This broad guidance resulted in inconsistency
across companies both in terms of the severity
and the application of shocks. In certain areas,
companies were permitted to use their own

17 The means of effecting an adjustment to the severely
adverse scenario to address salient systemic risks differs
from the means used to adjust the unemployment rate. For
example, in adjusting the scenario for an increased unem-
ployment rate, the Board would modify all variables such
that the future paths of the variables are similar to how
these variables have moved historically. In contrast, to ad-
dress salient risks, the Board may only modify a small
number of variables in the scenario and, as such, their
future paths in the scenario would be somewhat more
atypical, albeit not implausible, given existing risks.
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experience during the second half of 2008 to
define shocks. This resulted in significant
variation in shock severity across companies.

(c) To enhance the consistency and compara-
bility in market shocks for the stress tests in
2012 and 2013, the Board provided to each
trading company more than 35,000 specific
risk factor shocks, primarily based on market
moves in the second half of 2008. While the
number of risk factors used in companies’
pricing and stress-testing models still typically
exceed that provided in the Board’s scenarios,
the greater specificity resulted in more consis-
tency in the scenario across companies. The
benefit of the comprehensiveness of risk fac-
tor shocks is at least partly offset by the po-
tential difficulty in creating shocks that are
coherent and internally consistent, particularly
as the framework for developing market
shocks deviates from historical events.

(d) Also importantly, the ultimate losses asso-
ciated with a given market shock will depend
on a company’s trading positions, which can
make it difficult to rank order, ex ante, the
severity of the scenarios. In certain instances,
market shocks that include large market
moves may not be particularly stressful for a
given company. Aligning the market shock
with the macroeconomic scenario for consis-
tency may result in certain companies actually
benefiting from risk factor moves of larger
magnitude in the market scenario if the com-
panies are hedging against salient risks to
other parts of their business. Thus, the sever-
ity of market shocks must be calibrated to
take into account how a complex set of risks,
such as directional risks and basis risks, inter-
acts with each other, given the companies’
trading positions at the time of stress. For
instance, a large depreciation in a foreign cur-
rency would benefit companies with net short
positions in the currency while hurting those
with net long positions. In addition, longer
maturity positions may move differently from
shorter maturity positions, adding further com-
plexity.

(e) The instantaneous nature of market shocks
and the immediate recognition of mark-to-
market losses add another element to the de-
sign of market shocks, and to determining the

appropriate severity of shocks. For instance, in
previous stress tests, the Board assumed that
market moves that occurred over the six-
month period in late 2008 would occur instan-
taneously. The design of the market shocks
must factor in appropriate assumptions around
the period of time during which market events
will unfold and any associated market re-
sponses.
5.2.2 Approaches to Market Shock Design

(a) As an additional component of the se-
verely adverse scenario, the Board plans to
use a standardized set of market shocks that
apply to all companies with significant trading
activity. The market shocks could be based on
a single historical episode, multiple historical
periods, hypothetical (but plausible) events, or
some combination of historical episodes and
hypothetical events (hybrid approach). De-
pending on the type of hypothetical events, a
scenario based on such events may result in
changes in risk factors that were not previ-
ously observed. In the supervisory scenarios
for 2012 and 2013, the shocks were largely
based on relative moves in asset prices and
rates during the second half of 2008, but also
included some additional considerations to
factor in the widening of spreads for European
sovereigns and financial companies based on
actual observation during the latter part of
2011.

(b) For the market shock component in the
severely adverse scenario, the Board plans to
use the hybrid approach to develop shocks.
The hybrid approach allows the Board to
maintain certain core elements of consistency
in market shocks each year while providing
flexibility to add hypothetical elements based
on market conditions at the time of the stress
tests. In addition, this approach will help en-
sure internal consistency in the scenario be-
cause of its basis in historical episodes; how
ever, combining the historical episode and hy-
pothetical events may require small adjust-
ments to ensure mutual consistency of the
joint moves. In general, the hybrid approach
provides considerable flexibility in developing
scenarios that are relevant each year, and by
introducing variations in the scenario, the ap-
proach will also reduce the ability of compa-
nies with significant trading activity to modify
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or shift their portfolios to minimize expected
losses in the severely adverse market shock.

(c) The Board has considered a number of
alternative approaches for the design of mar-
ket shocks. For example, the Board explored
an option of providing tailored market shocks
for each trading company, using information
on the companies’ portfolio gathered through
ongoing supervision, or other means. By spe-
cifically targeting known or potential vulner-
abilities in a company’s trading position, the
tailored approach would be useful in assessing
each company’s capital adequacy as it relates
to the company’s idiosyncratic risk. However,
the Board does not believe this approach to be
well-suited for the stress tests required by
regulation. Consistency and comparability are
key features of annual supervisory stress tests
and annual company-run stress tests required
in the stress test rules. It would be difficult to
use the information on the companies’ portfo-
lios to design a common set of shocks that are
universally stressful for all covered compa-
nies. As a result, this approach would be bet-
ter suited to more customized, tailored stress
tests that are part of the company’s internal
capital planning process or to other supervi-
sory efforts outside of the stress tests con-
ducted under the capital rule and the stress
test rules.
5.2.3 Development of the Market Shock

(a) Consistent with the approach described
above, the market shock component for the
severely adverse scenario will incorporate key
elements of market developments during the
second half of 2008, but will also incorporate
observations from other periods or price and
rate movements in certain markets that the
Board deems to be plausible, though such
movements may not have been observed his-
torically. Over time, the Board also expects to
rely less on market events of the second half
of 2008 and more on hypothetical events or
other historical episodes to develop the market
shock.

(b) The developments in the credit markets
during the second half of 2008 were unprec-
edented, providing a reasonable basis for mar-
ket shocks in the severely adverse scenario.
During this period, key risk factors in virtu-

ally all asset classes experienced extremely
large shocks; the collective breadth and inten-
sity of the moves have no parallels in modern
financial history and, on that basis, it seems
likely that this episode will continue to be the
most relevant historical scenario, although ex-
perience during other historical episodes may
also guide the severity of the market shock
component of the severely adverse scenario.
Moreover, the risk factor moves during this
episode are directly consistent with the ‘‘re-
cession’’ approach that underlies the macro-
economic assumptions. However, market
shocks based only on historical events could
become stale and less relevant over time as
the company’s positions change, particularly if
more salient features are not added each year.

(c) While the market shocks based on the sec-
ond half of 2008 are of unparalleled magni-
tude, the shocks may become less relevant
over time as the companies’ trading positions
change. In addition, more recent events could
highlight the companies’ vulnerability to cer-
tain market events. For example, in 2011,
Eurozone credit spreads in the sovereign and
financial sectors surpassed those observed dur-
ing the second half of 2008, necessitating the
modification of the severely adverse market
shock in 2012 and 2013 to reflect a salient
source of stress to trading positions. As a re-
sult, it is important to incorporate both histori-
cal and hypothetical outcomes into market
shocks for the severely adverse scenario. For
the time being, the development of market
shocks in the severely adverse scenario will
begin with the risk factor movements in a
particular historical period, such as the second
half of 2008. The Board will then consider
hypothetical but plausible outcomes, based on
financial stability reports, supervisory informa-
tion, and internal and external assessments of
market risks and potential flash points. The
hypothetical outcomes could originate from
major geopolitical, economic, or financial
market events with potentially significant im-
pacts on market risk factors. The severity of
these hypothetical moves will likely be guided
by similar historical events, assumptions em-
bedded in the companies’ internal stress tests
or market participants, and other available in-
formation.
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(d) Once broad market scenarios are agreed
upon, specific risk factor groups will be tar-
geted as the source of the trading stress. For
example, a scenario involving the failure of a
large, interconnected globally active financial
institution could begin with a sharp increase
in credit default swap spreads and a precipi-
tous decline in asset prices across multiple
markets, as investors become more risk averse
and market liquidity evaporates. These broad
market movements will be extrapolated to the
granular level for all risk factors by examining
transmission channels and the historical rela-
tionships between variables, though in some
cases, the movement in particular risk factors
may be amplified based on theoretical rela-
tionships, market observations, or the saliency
to company trading books. If there is a dis-
agreement between the risk factor movements
in the historical event used in the scenario and
the hypothetical event, the Board will recon-
cile the differences by assessing a priori ex-
pectations based on financial and economic
theory and the importance of the risk factors
to the trading positions of the covered compa-
nies.

6. Consistency between the Macroeconomic
Scenarios and the Market Shock

(a) As discussed earlier, the market shock
comprises a set of movements in a very large
number of risk factors that are realized instan-
taneously. Among the risk factors specified in
the market shock are several variables also
specified in the macroeconomic scenarios,
such as short- and long-maturity interest rates
on Treasury and corporate debt, the level and
volatility of U.S. stock prices, and exchange
rates.

(b) The market shock component is an add-on
to the macroeconomic scenarios that is applied
to a subset of companies, with no assumed
effect on other aspects of the stress tests such
as balances, revenues, or other losses. As a
result, the market shock component may not
be always directionally consistent with the
macroeconomic scenario. Because the market
shock is designed, in part, to mimic the ef-
fects of a sudden market dislocation, while the
macroeconomic scenarios are designed to pro-

vide a description of the evolution of the real
economy over two or more years, assumed
economic conditions can move in significantly
different ways. In effect, the market shock can
simulate a market panic, during which finan-
cial asset prices move rapidly in unexpected
directions, and the macroeconomic assump-
tions can simulate the severe recession that
follows. Indeed, the pattern of a financial cri-
sis, characterized by a short period of wild
swings in asset prices followed by a pro-
longed period of moribund activity, and a sub-
sequent severe recession is familiar and plau-
sible.

(c) As discussed in section 4.2.4, the Board
may feature a particularly salient risk in the
macroeconomic assumptions for the severely
adverse scenario, such as a fall in an elevated
asset price. In such instances, the Board may
also seek to reflect the same risk in one of the
market shocks. For example, if the macroeco-
nomic scenario were to feature a substantial
decline in house prices, it may seem plausible
for the market shock to also feature a signifi-
cant decline in market values of any securities
that are closely tied to the housing sector or
residential mortgages.

7. Timeline for Scenario Publication

(a) The Board will provide a description of
the macroeconomic scenarios by no later than
February 15. During the period immediately
preceding the publication of the scenarios, the
Board will collect and consider information
from academics, professional forecasters, in-
ternational organizations, domestic and foreign
supervisors, and other private-sector analysts
that regularly conduct stress tests based on
U.S. and global economic and financial sce-
narios, including analysts at the covered com-
panies. In addition, the Board will consult
with the FDIC and the OCC on the salient
risks to be considered in the scenarios. The
Board expects to conduct this process in Octo-
ber and November of each year and to update
the scenarios, based on incoming macroeco-
nomic data releases and other information,
through the end of January.

(b) The Board expects to provide a broad
overview of the market shock component
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along with the macroeconomic scenarios. The
Board will publish the market shock templates
by no later than March 1 of each year, and
intends to publish the market shock earlier in

the stress test and capital plan cycles to allow
companies more time to conduct their stress
tests.

Table 1—Classification of U.S. Recessions

Peak Trough Severity Duration
(quarters)

Decline
in real
GDP

Change in
the

unemployment
rate

during the
recession

Total change
in the

unemployment
rate (incl.
after the

recession)

1957Q3 . . 1958Q2 . . Severe . . . . 4 (Medium) . . −3.6 3.2 3.2

1960Q2 . . 1961Q1 . . Moderate . . 4 (Medium) . . −1.0 1.6 1.8

1969Q4 . . 1970Q4 . . Moderate . . 5 (Medium) . . −0.2 2.2 2.4

1973Q4 . . 1975Q1 . . Severe . . . . 6 (Long) . . . . −3.1 3.4 4.1

1980Q1 . . 1980Q3 . . Moderate . . 3 (Short) . . . . −2.2 1.4 1.4

1981Q3 . . 1982Q4 . . Severe . . . . 6 (Long) . . . . −2.8 3.3 3.3

1990Q3 . . 1991Q1 . . Mild . . . . . . 3 (Short) . . . . −1.3 0.9 1.9

2001Q1 . . 2001Q4 . . Mild . . . . . . 4 (Medium) . . 0.2 1.3 2.0

2007Q4 . . 2009Q2 . . Severe . . . . 7 (Long) . . . . −4.3 4.5 5.1

Average . . . . . . . . . . . Severe . . . . 6 . . . . . . . . . . −3.5 3.7 3.9

Average . . . . . . . . . . . Moderate . . 4 . . . . . . . . . . −1.1 1.8 1.8

Average . . . . . . . . . . . Mild . . . . . . 3 . . . . . . . . . . −0.6 1.1 1.9

Source: Bureau of Economic Analysis, National Income and Product Accounts, Comprehensive
Revision on July 31, 2013.

Table 2—House Prices in Housing Recessions

Peak Trough Severity Duration
(quarters)

%-
change

in
NHPI

%-change
in HPI-DPI

HPI-DPI
trough level
(2000:Q1 =

100)

1980Q2 . . . 1985Q2 . . . Moderate . . . 20 (Long) . . . . 26.6 −15.9 102.1

1989Q4 . . . 1997Q1 . . . Moderate . . . 29 (Long) . . . . 10.5 −17.0 94.9

2005Q4 . . . 2012Q1 . . . Severe . . . . . 25 (Long) . . . . −29.6 −41.3 86.9

Average . . . . . . . . . . . . . . . . . . . . . . 24.7 . . . . . . . . . 2.5 −24.7 94.6

Source: CoreLogic, Bureau of Economic Analysis.
Note: The date-ranges of housing recessions listed in Table 2 are based on the timing of
house-price retrenchments.
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Statutory Authority for Regulation YY

FEDERAL RESERVE ACT

See section 9 at 1–054 et seq. and section 21
at 1–180 et seq.

HOME OWNERS’ LOAN ACT

See section 10(g) at 4–763.

FEDERAL DEPOSIT INSURANCE
ACT

See section 8 at 1–355 et seq., section 18 at
1–386 et seq., section 37 at 1–400.3 et seq.,
section 38 at 1–400.4 et seq., section 39 at
1-401 et seq., and section 46 at 1–401.73 et
seq.

4–793
SMALL BUSINESS LOAN
SECURITIZATION AND SECONDARY
MARKET ENHANCEMENT ACT

SECTION 208—Insured Depository
Institution Capital Requirements for
Transfers of Small Business Obligations

(a) Accounting principles. The accounting
principles applicable to the transfer of a small
business loan or a lease of personal property
with recourse contained in reports or state-
ments required to be filed with Federal bank-
ing agencies by a qualified insured depository
institution shall be consistent with generally
accepted accounting principles.

(b) Capital and reserve requirements. With
respect to the transfer of a small business loan
or lease of personal property with recourse
that is a sale under generally accepted ac-
counting principles, each qualified insured de-
pository institution shall—

(1) establish and maintain a reserve equal
to an amount sufficient to meet the reason-
able estimated liability of the institution un-
der the recourse arrangement; and
(2) include, for purposes of applicable capi-

tal standards and other capital measures,
only the amount of the retained recourse in
the risk-weighted assets of the institution.

(c) Qualified institutions criteria. An insured
depository institution is a qualified insured de-
pository institution for purposes of this section
if, without regard to the accounting principles
or capital requirements referred to in subsec-
tions (a) and (b) of this section, the institution
is—

(1) well capitalized; or
(2) with the approval, by regulation or or-
der, of the appropriate Federal banking
agency, adequately capitalized.

(d) Aggregate amount of recourse. The total
outstanding amount of recourse retained by a
qualified insured depository institution with
respect to transfers of small business loans
and leases of personal property under subsec-
tions (a) and (b) of this section shall not ex-
ceed—

(1) 15 percent of the risk-based capital of
the institution; or
(2) such greater amount, as established by
the appropriate Federal banking agency by
regulation or order.

(e) Institutions that cease to be qualified or
exceed aggregate limits. If an insured deposi-
tory institution ceases to be a qualified insured
depository institution or exceeds the limits un-
der subsection (d) of this section, this section
shall remain applicable to any transfers of
small business loans or leases of personal
property that occurred during the time that the
institution was qualified and did not exceed
such limit.

(f) Prompt corrective action not affected. The
capital of an insured depository institution
shall be computed without regard to this sec-
tion in determining whether the institution is
adequately capitalized, undercapitalized, sig-
nificantly undercapitalized, or critically under-
capitalized under section 1831o of this title.

(g) Regulations required. Not later than 180
days after September 23, 1994, each appropri-
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ate Federal banking agency shall promulgate
final regulations implementing this section.

(h) Alternative system permitted.
(1) In general. At the discretion of the ap-
propriate Federal banking agency, this sec-
tion shall not apply if the regulations of the
agency provide that the aggregate amount
of capital and reserves required with respect
to the transfer of small business loans and
leases of personal property with recourse
does not exceed the aggregate amount of
capital and reserves that would be required
under subsection (b) of this section.
(2) Existing transactions not affected. Not-
withstanding paragraph (1), this section
shall remain in effect with respect to trans-
fers of small business loans and leases of
personal property with recourse by qualified
insured depository institutions occurring be-
fore the effective date of regulations re-
ferred to in paragraph (1).

(i) Definitions. For purposes of this section—
(1) the term ‘‘adequately capitalized’’ has
the same meaning as in section 1831o(b) of
this title;
(2) the term ‘‘appropriate Federal banking
agency’’ has the same meaning as in section
1813 of this title;
(3) the term ‘‘capital standards’’ has the
same meaning as in section 1831o(c) of this
title;
(4) the term ‘‘Federal banking agencies’’
has the same meaning as in section 1813 of
this title;
(5) the term ‘‘insured depository institu-
tion’’ has the same meaning as in section
1813 of this title;
(6) the term ‘‘other capital measures’’ has
the meaning as in section 1831o(c) of this
title;
(7) the term ‘‘recourse’’ has the meaning
given to such term under generally accepted
accounting principles;
(8) the term ‘‘small business’’ means a
business that meets the criteria for a small
business concern established by the Small
Business Administration under section
632(a) of title 15; and
(9) the term ‘‘well capitalized’’ has the
same meaning as in section 1831o(b) of this
title.

[12 USC 1835. As added by act of Sept. 23, 1994 (108
Stat. 2201). This section was enacted as part of the Small
Business Loan Securitization and Secondary Market En-
hancement Act of 1994 and as part of the Riegle Commu-
nity Development and Regulatory Improvement Act of
1994, and not as part of the Federal Deposit Insurance Act
which comprises this chapter.]

BANK HOLDING COMPANY ACT

See section 5 at 4–083 et seq.

INTERNATIONAL BANKING ACT

See section 1 at 1–562 et seq.

DEPOSITORY INSTITUTIONS
DEREGULATION AND MONETARY
CONTROL ACT

See section 901 at 1–638.

INTERNATIONAL LENDING
SUPERVISION ACT

See section 905 at 3–672.15 et seq. and sec-
tions 907-910 at 3–672.25 et seq.

4–793.1
DODD-FRANK WALL STREET
REFORM AND CONSUMER
PROTECTION ACT

SECTION 161—Reports by and
Examinations of Nonbank Financial
Companies by the Board of Governors

(a) Reports.
(1) In general. The Board of Governors
may require each nonbank financial com-
pany supervised by the Board of Governors,
and any subsidiary thereof, to submit re-
ports under oath, to keep the Board of Gov-
ernors informed as to—

(A) the financial condition of the com-
pany or subsidiary, systems of the com-
pany or subsidiary for monitoring and
controlling financial, operating, and other
risks, and the extent to which the activi-
ties and operations of the company or
subsidiary pose a threat to the financial
stability of the United States; and
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(B) compliance by the company or sub-
sidiary with the requirements of this
subchapter.

(2) Use of existing reports and information.
In carrying out subsection (a), the Board of
Governors shall, to the fullest extent pos-
sible, use—

(A) reports and supervisory information
that a nonbank financial company or sub-
sidiary thereof has been required to pro-
vide to other Federal or State regulatory
agencies;
(B) information otherwise obtainable
from Federal or State regulatory agen-
cies;
(C) information that is otherwise required
to be reported publicly; and
(D) externally audited financial state-
ments of such company or subsidiary.

(3) Availability. Upon the request of the
Board of Governors, a nonbank financial
company supervised by the Board of Gov-
ernors, or a subsidiary thereof, shall
promptly provide to the Board of Governors
any information described in paragraph (2).

(b) Examinations.
(1) In general. Subject to paragraph (2), the
Board of Governors may examine any
nonbank financial company supervised by
the Board of Governors and any subsidiary
of such company, to inform the Board of
Governors of—

(A) the nature of the operations and fi-
nancial condition of the company and
such subsidiary;
(B) the financial, operational, and other
risks of the company or such subsidiary
that may pose a threat to the safety and
soundness of such company or subsidiary
or to the financial stability of the United
States;
(C) the systems for monitoring and con-
trolling such risks; and
(D) compliance by the company or such
subsidiary with the requirements of this
subchapter.

(2) Use of examination reports and infor-
mation. For purposes of this subsection, the
Board of Governors shall, to the fullest ex-
tent possible, rely on reports of examination
of any subsidiary depository institution or

functionally regulated subsidiary made by
the primary financial regulatory agency for
that subsidiary, and on information de-
scribed in subsection (a)(2).

(c) Coordination with primary financial regu-
latory agency. The Board of Governors
shall—

(1) provide reasonable notice to, and con-
sult with, the primary financial regulatory
agency for any subsidiary before requiring a
report or commencing an examination of
such subsidiary under this section; and
(2) avoid duplication of examination activi-
ties, reporting requirements, and requests
for information, to the fullest extent pos-
sible.

[12 USC 5361.]

4–793.2
SECTION 162—Enforcement

(a) In general. Except as provided in subsec-
tion (b), a nonbank financial company super-
vised by the Board of Governors and any
subsidiaries of such company (other than any
depository institution subsidiary) shall be sub-
ject to the provisions of subsections (b)
through (n) of section 1818 of this title, in the
same manner and to the same extent as if the
company were a bank holding company, as
provided in section 1818(b)(3) of this title.

(b) Enforcement authority for functionally
regulated subsidiaries.

(1) Referral. If the Board of Governors de-
termines that a condition, practice, or activ-
ity of a depository institution subsidiary or
functionally regulated subsidiary of a
nonbank financial company supervised by
the Board of Governors does not comply
with the regulations or orders prescribed by
the Board of Governors under this Act, or
otherwise poses a threat to the financial sta-
bility of the United States, the Board of
Governors may recommend, in writing, to
the primary financial regulatory agency for
the subsidiary that such agency initiate a
supervisory action or enforcement proceed-
ing. The recommendation shall be accompa-
nied by a written explanation of the con-
cerns giving rise to the recommendation.
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(2) Back-up authority of the Board of Gov-
ernors. If, during the 60-day period begin-
ning on the date on which the primary fi-
nancial regulatory agency receives a
recommendation under paragraph (1), the
primary financial regulatory agency does
not take supervisory or enforcement action
against a subsidiary that is acceptable to the
Board of Governors, the Board of Gover-
nors (upon a vote of its members) may take
the recommended supervisory or enforce-
ment action, as if the subsidiary were a
bank holding company subject to supervi-
sion by the Board of Governors.

[12 USC 5362.]

4–793.3
SECTION 165—Enhanced Supervision
and Prudential Standards for Nonbank
Financial Companies Supervised by the
Board of Governors and Certain Bank
Holding Companies

See section 165(a) and (d) at 4–782 et seq.
* * * * *

(i) Stress tests.
(1) By the Board of Governors.

(A) Annual tests required. The Board of
Governors, in coordination with the ap-
propriate primary financial regulatory
agencies and the Federal Insurance Of-
fice, shall conduct annual analyses in
which nonbank financial companies su-
pervised by the Board of Governors and
bank holding companies described in
subsection (a) are subject to evaluation of
whether such companies have the capital,
on a total consolidated basis, necessary to
absorb losses as a result of adverse eco-
nomic conditions.
(B) Test parameters and consequences.
The Board of Governors—

(i) shall provide for at least 3 different
sets of conditions under which the
evaluation required by this subsection
shall be conducted, including baseline,
adverse, and severely adverse;
(ii) may require the tests described in
subparagraph (A) at bank holding com-
panies and nonbank financial compa-

nies, in addition to those for which
annual tests are required under sub-
paragraph (A);
(iii) may develop and apply such other
analytic techniques as are necessary to
identify, measure, and monitor risks to
the financial stability of the United
States;
(iv) shall require the companies de-
scribed in subparagraph (A) to update
their resolution plans required under
subsection (d)(1), as the Board of Gov-
ernors determines appropriate, based
on the results of the analyses; and
(v) shall publish a summary of the re-
sults of the tests required under sub-
paragraph (A) or clause (ii) of this
subparagraph.

(2) By the company.
(A) Requirement. A nonbank financial
company supervised by the Board of
Governors and a bank holding company
described in subsection (a) shall conduct
semiannual stress tests. All other financial
companies that have total consolidated
assets of more than $10,000,000,000 and
are regulated by a primary Federal finan-
cial regulatory agency shall conduct an-
nual stress tests. The tests required under
this subparagraph shall be conducted in
accordance with the regulations pre-
scribed under subparagraph (C).
(B) Report. A company required to con-
duct stress tests under subparagraph (A)
shall submit a report to the Board of
Governors and to its primary financial
regulatory agency at such time, in such
form, and containing such information as
the primary financial regulatory agency
shall require.
(C) Regulations. Each Federal primary
financial regulatory agency, in coordina-
tion with the Board of Governors and the
Federal Insurance Office, shall issue con-
sistent and comparable regulations to
implement this paragraph that shall—

(i) define the term ‘‘stress test’’ for
purposes of this paragraph;
(ii) establish methodologies for the
conduct of stress tests required by this
paragraph that shall provide for at least
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3 different sets of conditions, including
baseline, adverse, and severely adverse;
(iii) establish the form and content of
the report required by subparagraph
(B); and
(iv) require companies subject to this
paragraph to publish a summary of the
results of the required stress tests.

[12 USC 5365(i).]

4–793.4
SECTION 167—Affiliations

(a) Affiliations. Nothing in this part shall be
construed to require a nonbank financial com-
pany supervised by the Board of Governors,
or a company that controls a nonbank finan-
cial company supervised by the Board of
Governors, to conform the activities thereof to
the requirements of section 1843 of this title.

(b) Requirement.
(1) In general.

(A) Board authority. If a nonbank finan-
cial company supervised by the Board of
Governors conducts activities other than
those that are determined to be financial
in nature or incidental thereto under sec-
tion 1843(k) of this title, the Board of
Governors may require such company to
establish and conduct all or a portion of
such activities that are determined to be
financial in nature or incidental thereto in
or through an intermediate holding com-
pany established pursuant to regulation of
the Board of Governors, not later than 90
days (or such longer period as the Board
of Governors may deem appropriate) af-
ter the date on which the nonbank finan-
cial company supervised by the Board of
Governors is notified of the determina-
tion of the Board of Governors under this
section.
(B) Necessary actions. Notwithstanding
subparagraph (A), the Board of Gover-
nors shall require a nonbank financial
company supervised by the Board of
Governors to establish an intermediate
holding company if the Board of Gover-
nors makes a determination that the es-

tablishment of such intermediate holding
company is necessary to—

(i) appropriately supervise activities
that are determined to be financial in
nature or incidental thereto; or
(ii) to* ensure that supervision by the
Board of Governors does not extend to
the commercial activities of such
nonbank financial company.

(2) Internal financial activities. For pur-
poses of this subsection, activities that are
determined to be financial in nature or inci-
dental thereto under section 1843(k) of this
title, as described in paragraph (1), shall not
include internal financial activities, includ-
ing internal treasury, investment, and em-
ployee benefit functions. With respect to
any internal financial activity engaged in
for the company or an affiliate and a non-
affiliate of such company during the year
prior to July 21, 2010, such company (or an
affiliate that is not an intermediate holding
company or subsidiary of an intermediate
holding company) may continue to engage
in such activity, as long as not less than 2⁄3
of the assets or 2⁄3 of the revenues gener-
ated from the activity are from or attribut-
able to such company or an affiliate, sub-
ject to review by the Board of Governors,
to determine whether engaging in such ac-
tivity presents undue risk to such company
or to the financial stability of the United
States.
(3) Source of strength. A company that di-
rectly or indirectly controls an intermediate
holding company established under this sec-
tion shall serve as a source of strength to
its subsidiary intermediate holding com-
pany.
(4) Parent company reports. The Board of
Governors may, from time to time, require
reports under oath from a company that
controls an intermediate holding company,
and from the appropriate officers or direc-
tors of such company, solely for purposes
of ensuring compliance with the provisions
of this section, including assessing the abil-
ity of the company to serve as a source of
strength to its subsidiary intermediate hold-

* So in original. The word ‘‘to’’ probably should not
appear.

4–793.3 Regulation YY (Statutory Authority)

150



ing company pursuant to paragraph (3) and
enforcing such compliance.
(5) Limited parent company enforcement.

(A) In general. In addition to any other
authority of the Board of Governors, the
Board of Governors may enforce compli-
ance with the provisions of this subsec-
tion that are applicable to any company
described in paragraph (1) that controls
an intermediate holding company under
section 8 of the Federal Deposit Insur-
ance Act, and such company shall be
subject to such section (solely for such
purposes) in the same manner and to the
same extent as if such company were a
bank holding company.
(B) Application of other act. Any viola-
tion of this subsection by any company
that controls an intermediate holding
company may also be treated as a viola-
tion of the Federal Deposit Insurance Act
for purposes of subparagraph (A).
(C) No effect on other authority. No pro-
vision of this paragraph shall be con-
strued as limiting any authority of the
Board of Governors or any other Federal
agency under any other provision of law.

(c) Regulations. The Board of Governors—
(1) shall promulgate regulations to establish
the criteria for determining whether to re-
quire a nonbank financial company super-
vised by the Board of Governors to estab-

lish an intermediate holding company under
subsection (b); and
(2) may promulgate regulations to establish
any restrictions or limitations on transac-
tions between an intermediate holding com-
pany or a nonbank financial company su-
pervised by the Board of Governors and its
affiliates, as necessary to prevent unsafe
and unsound practices in connection with
transactions between such company, or any
subsidiary thereof, and its parent company
or affiliates that are not subsidiaries of such
company, except that such regulations shall
not restrict or limit any transaction in con-
nection with the bona fide acquisition or
lease by an unaffiliated person of assets,
goods, or services.

[12 USC 5367.]

4–793.5
SECTION 168—Regulations

The Board of Governors shall have authority
to issue regulations to implement parts A and
C and the amendments made thereunder. Ex-
cept as otherwise specified in part A or C, not
later than 18 months after the effective date of
this Act, the Board of Governors shall issue
final regulations to implement parts A and C,
and the amendments made thereunder.

[12 USC 5368.]
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