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I. Overview of Basel III in the United States 
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Stylized Structure of a U.S. GSIB  
and Associated U.S. Banking Regulators 

DRAFT 

U.S. 

GSIB 

Broker-

Dealer 

Subsidiary 

Other 

Subsidiaries 

Bank 

Subsidiary 

Top-level parent, a bank holding company (BHC), is 

itself not a bank and cannot take deposits.  BHCs 

are subject to prudential supervision on a 

consolidated basis by the Federal Reserve Board. 

Each bank or savings association  subsidiary 

(together, depository institutions) is subject to federal 

prudential regulation by one of three primary 

regulators (see table below). Depository institutions 

are uniquely permitted to take deposits. 

Regulator Jurisdiction Composition 

Office of the Comptroller of 

the Currency (OCC) 

National Banks The primary bank subsidiaries of most U.S. 

GSIBs are national banks. There remain, 

however, over 1,000 smaller national banks. 

Federal Reserve Board 

(FRB) 

State-Chartered Member* 

Banks and BHCs 

Mix of small and large banks and umbrella 

supervisor for BHCs.  GS, BNY Mellon and 

State Street are state-chartered member banks. 

Federal Deposit Insurance 

Corporation (FDIC) 

State-Chartered Non-

Member* Banks 

Vast majority of community banks 

* “Member bank” refers 

to membership in the 

Federal Reserve 

System. 

Go to USBasel3.com/EPS for Davis Polk materials on enhanced prudential standards applicable to 

large foreign banking organizations and their intermediate holding companies (IHCs). 

http://www.usbasel3.com/
http://www.usbasel3.com/tool
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 American Express 

 Capital One 

 HSBC North America 

 MUFG Americas 

 Northern Trust * 

 PNC 

 TD Bank U.S. 

 U.S Bancorp * 

U.S.  

GSIBs 

Advanced 
Approaches Banking 

Organizations 

Non-Advanced Approaches 
Banking Organizations 

Structure of U.S. Banking System under U.S. Basel III 

 

A market risk banking organization is one that:   

 has aggregate trading assets and trading liabilities of ≥ 10% of 

total assets or ≥ $1 billion; or 

 is required by its primary federal banking regulator to calculate 

RWAs for market risk because of the level of its market risk. 
* Qualified advanced approaches banking organizations:  Of the 16 

advanced approaches banking organizations, eight have exited their 

parallel run as of Q1 2015. 

Advanced approaches banking organizations 

must undergo a parallel run period during 

which their advanced approaches models are 

subject to regulatory evaluation.  Advanced 

approaches capital ratios are calculated 

throughout the parallel run period, but are only 

effective upon regulatory approval. * 

An advanced approaches banking organization is one 

that:   

 has ≥ $250 billion in total consolidated assets; 

 has ≥ $10 billion of on-balance sheet foreign exposures; or  

 chooses, with approval by its primary federal banking 

regulator, to use the advanced approaches to calculate 

RWAs. 

 Bank of America 

 Bank of New York Mellon * 

 Citigroup * 

 Goldman Sachs * 

 JPMorgan Chase * 

 Morgan Stanley * 

 State Street * 

 Wells Fargo 

http://www.usbasel3.com/
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Tiered 
Structure 
of U.S. 
Banking 
Regulation 
Regulatory 
requirements  
by asset size 
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· Enhanced 

supplementary 

Liquidity

· Full, tougher version of the Basel III liquidity coverage ratio

Capital 

· Pillar 3 quarterly public disclosures

Liquidity

· Qualitative liquidity framework, including cash flow 

projection, liquidity stress test & liquidity buffer requirementsStress Testing/Capital Planning

· Annual CCAR capital planning; annual 

supervisory and semi-annual company-run 

Dodd-Frank stress testing

Credit Exposure

· Exposure to any single unaffiliated counterparty capped 

at 25% of capital and surplus

Capital

· Basel III supplementary leverage ratio

Living Wills

   ●Submit resolution plans annually

Risk Management

   ●Establish risk committee and appoint chief risk officer with

       extensive risk management responsibilities

Deposit Insurance

   ●Subject to Large Bank Risk Assessment Regime

Capital

· Phase out existing TruPS from regulatory capital base (for banking 

organizations > $15 billion) under the Collins Amendment

Stress Testing

· Conduct annual company-run Dodd-Frank stress tests and 

report results to Federal and public

Consumer Protection

· Subject to CFPB examination

Durbin Amendment

   ●Interchange fee capped at ~ $0.22

Risk Management

   ●Establish risk committee if publicly traded

US Basel III Capital Requirements

· Higher minimum capital ratios and new capital conservation buffer Volcker Rule  

   ●Prohibition on proprietary trading

Title VII (Derivatives Reforms)

· Comply with new swaps regulatory regime, including registration, clearing (subject to exception for 

banking organizations < $10 billion), execution, documentation and reporting requirements

$250 BILLION 
     BHCS

$50 - $250 BILLION 
    BHCS

 $10 - $50 BILLION 
     BHCS

ALL 
   BHCS

●Prohibition on investing in, sponsoring or maintaining certain

    relationships with covered funds

     ●The Volcker Rule requires a compliance program at all levels.

· Narrower eligibility criteria for capital instruments with particular focus on tangible common equity

· New standardized approach for risk-weighted asset calculations

· Advanced approaches for risk-weighted assets calculations 

(subject to Collins Amendment capital floor)

· Pillar 3 quarterly public disclosures under the advanced approaches

leverage ratio and 

G-SIB surcharge buffer 

Volcker Metrics 

Reporting

Enhanced Volcker 

Compliance

Enhanced Volcker 

Compliance

Show Your Work
Volcker Compliance

Volcker 
Compliance

Increasing 

Regulatory 

Requirements 

by Size

G-SIBS

· Minimum TLAC, short-term 

· Countercyclical buffer

wholesale funding measures and other 

heightened prudential standards are being 

developed

· Modified, light version of the Basel III liquidity coverage ratio

Many details omitted from this pyramid.
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Liquidity 

Requirements 

Basic Elements of the U.S. Basel III Framework 

Capital Requirements 

Net Stable Funding 

Ratio* 

Liquidity Coverage 

Ratio 

Risk-Based Capital Leverage-Based Capital 

Minimum 

Requirements 

Capital 

Buffers 

Supplementary 

Leverage Ratio 

eSLR Buffer 

U.S. Leverage Ratio 

* Future Rulemakings:  The U.S. banking agencies have not yet proposed 

requirements implementing the Basel Committee’s Net Stable Funding Ratio 

Pillar 3 

Disclosures 

The U.S. banking 

agencies have 

implemented many* of 

the capital and liquidity 

requirements of the 

Basel Committee’s 

international Basel III 

framework. Together, 

these U.S. 

requirements are 

known as “U.S. Basel 

III.” 

The U.S. Basel III framework 

does not include certain  

quantitative and qualitative 

prudential requirements that 

are or may become effective 

for U.S. banking 

organizations, such as the 

Total Loss-Absorbing 

Capacity requirement. 

Pillar 3 disclosure 

requirements, while part of 

U.S. Basel III, are outside the 

scope of this memorandum. 

http://www.usbasel3.com/
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Risk-Based Capital Requirements (as % of RWA) 

Overview of the U.S. Basel III Capital Requirements 

Minimum Risk-based Capital Ratios 

 

Additional Tier 1 

Tier 2 
Minimum 

8% total 

capital 

Minimum 

6% Tier 1 

capital 

Minimum 

4.5% 

CET1 

Applies to all U.S. 

banking organizations 

Capital Buffers Subject to Buffer Framework for restricting capital distributions 

and discretionary bonus payments 

U.S. GSIB Surcharge 

CET1 

Capital conservation buffer 

CET1 

Countercyclical buffer 

CET1 

Applies only to U.S. 

Advanced Approaches 

banking organizations 

Applies only to 

U.S. GSIBs 

Proposed 

1.0% - 4.5% 

0% - 2.5% 

if deployed 

Applies to all U.S. 

banking organizations 
> 2.5% U.S. Supplementary Leverage Ratios  

 

 

 

 

 

U.S. Leverage Ratio 
 

Tier 1  

Capital 

Applies to all 

U.S. banking 

organizations 

* Denominator is an on-balance sheet measure, 

adjusted for deductions from Tier 1 capital 

Avg. Total 

Consolidated 

Assets* 

4% 

Minimum 

Tier 1  

Capital 
Applies only to 

U.S. GSIBs 

Total 

Leverage 

Exposure** 

eSLR 

> 2%  

Buffer 

** Denominator is a comprehensive exposure measure, 

reflecting both on- and off-balance sheet exposures 

Tier 1  

Capital 

Applies only to 

U.S. Advanced 

Approaches 

banking 

organizations 

Total 

Leverage 

Exposure** 

SLR 3%  

Minimum 

÷ 

÷ 

÷ 

7 

 Common Equity Tier 1  
Phase-In: All minimum ratios 

and buffer requirements are 

shown on a fully phased-in 

basis.  

Leverage-Based Capital Requirements  
(as % of exposure measure)  

DRAFT 
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 The U.S. LCR requires a banking organization’s stock of unencumbered high-quality liquid assets 

(HQLAs) to be at least 100% of its total net cash outflows over a 30-day stress period. 

 

 

 

 

 

 

 

 

 

 

 The U.S. LCR is a distinct liquidity requirement, separate from the qualitative liquidity risk management, 

internal liquidity stress testing, and liquidity buffer requirements applicable to large U.S. BHCs under the 

Enhanced Prudential Standards Rule. 

Overview of U.S. LCR Requirements  

High-Quality Liquid Assets 

Total Net Cash Outflows 
≥ 100% 

• The total net cash outflow amount reflects standardized liquidity 

stress assumptions via prescribed cash outflow and inflow rates. 

• Timeframe:  Total net cash outflows are determined on the basis of 

a 30-day liquidity stress period. 

• Netting:  Total net cash outflows are calculated net of cash inflows, 

subject to a limit of 75% of gross cash outflows. 

Reservation of Authority:  A 

banking organization’s primary 

federal regulator may require it to 

hold an amount of HQLAs greater 

than the 100% fully phased-in 

minimum required by the U.S. 

LCR, or to take any other measure 

to improve its liquidity risk profile, 

if the regulator determines that the 

banking organization’s liquidity 

requirements as calculated under 

the U.S. LCR are not 

commensurate with its liquidity 

risks.   

http://www.usbasel3.com/
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II. Risk-Based Capital Requirements 
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Liquidity 

Requirements 

Risk-Based Capital Requirements in the U.S. Basel III 
Capital Framework 

Capital Requirements 

Net Stable Funding 

Ratio* 

Liquidity Coverage 

Ratio 

Risk-Based Capital 

Minimum 

Requirements 

Capital 

Buffers 

Supplementary 

Leverage Ratio 

eSLR Buffer 

U.S. Leverage Ratio 

Pillar 3 

Disclosures 

Leverage-Based Capital 

http://www.usbasel3.com/
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Organization of Part II: Risk-Based Capital Requirements 

 Part II.A: General Provisions 

 Risk-based capital ratio requirements – See pages [__] to [__]. 

 Enforcement mechanisms – See pages [__] to [__] . 

 Timing and transition provisions – See pages [__] to [__] . 

 Part II.B: Capital Definitions (Numerator Calculation) 

 Risk-based capital ratio requirements – See page [__]. 

 Enforcement mechanisms – See pages [__] to [__]. 

 Timing and transition provisions – See pages [__] to [__]. 

 Part II.C: Risk-weighted Assets (Denominator Calculation) 

 General components of RWA under the standardized and advanced approaches – See pages [__] to [__]. 

 Categories and risk weights under the standardized approach – See pages [__] to [__]. 

 Capital treatment of OTC derivatives under the standardized approach – See pages [__] to [__]. 

 Collateral treatment under the standardized approach – See pages [__] to [__]. 

 Cleared transactions under the standardized approach – See pages [__] to [__]. 

 

http://www.usbasel3.com/
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Snapshot of Differences between U.S. Basel III and the 
International Basel III Standard 

Topic U.S. Basel III Capital Rule International Basel III Standard 

Scope of 

Application 

 Applies to all U.S. banking organizations except very small BHCs 

(<$500 million) and non-covered SLHCs 

 Designed for internationally active banking 

organizations 

Leverage Ratio  For all banking organizations, a minimum 4% U.S. leverage ratio, 

which does not take into account off-balance sheet exposures 

 For advanced approaches banking organizations only, a 3% 

minimum supplementary leverage ratio, which does take into 

account off-balance sheet exposures with add-ons for U.S. GSIBs 

(>2% at holding company level and 3% at bank level) 

 No comparable leverage ratio taking into account 

only on-balance sheet exposures 

 Minimum 3% Basel III leverage ratio, which takes 

into account off-balance sheet exposures.  

Designed for all internationally active banking 

organizations 

Capital Floor  Advanced approaches banking organizations are subject to a 

permanent Collins Amendment capital floor based on the 

standardized approach 

 As a result, the standardized approach is expected to be the 

binding RWA constraint for many advanced approaches banking 

organizations 

 Does not yet set a capital floor based on the 

standardized approach 

 Basel Committee proposed a capital floor based 

on the standardized approach in December 2014 

External Credit 

Ratings 

 Dodd-Frank prohibits references to external credit ratings in federal 

regulations 

 U.S. Basel III uses non-ratings based alternatives 

 Standardized approach currently relies 

extensively on external credit ratings 

 Basel Committee proposed revisions to the 

standardized approach in December 2014 that 

would reduce reliance 

Phase-out of 

Grandfathered Tier 

1 Instruments 

 Permanent grandfathering for smaller banking organizations (<$15 

billion as of 2010), full phase-out from Tier 1 capital for other 

banking organizations by January 1, 2016 

 Generally, a 9-year phase-out period beginning in 

2013 

http://www.usbasel3.com/
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Snapshot of Differences between U.S. Basel III and the 

International Basel III Standard (cont.) 

Topic U.S. Basel III Capital Rule International Basel III Standard 

Additional Tier 1 

Capital Eligibility 

Criteria 

 Only instruments classified as equity under U.S. 

GAAP may qualify as Additional Tier 1 capital 

 This would generally prevent contingent capital 

instruments, which are generally classified as 

liabilities, from qualifying as Additional Tier 1 capital 

 Instruments classified as liabilities for accounting purposes 

can be included in Additional Tier 1 capital if they have a 

principal loss absorption feature 

Derivatives  Standardized approach does not permit banking 

organizations to use the internal models methodology 

(IMM) 

 Standardized approach permits banking organizations to use 

IMM, subject to supervisory approval 

Securities 

Financing 

Transactions 

 Standardized approach does not permit banking 

organizations to use simple value-at-risk (VaR) 

approach 

 Standardized approach permits banking organizations to use 

simple VaR approach, subject to supervisory approval 

Securitization  Dodd-Frank prohibits references to external credit 

ratings in federal regulations 

 U.S. Basel III removes ratings-based approach from 

hierarchy of approaches for calculating RWAs for 

securitization  

 Currently, banking organizations are permitted to use the 

ratings-based approach 

 Basel Committee has proposed significant changes to the 

securitization framework 

Operational Risk  No specific operational risk capital charge for  

non-advanced approaches banking organizations 

 Advanced approaches banking organizations are 

subject to operational risk charge based on internal 

models (subject to supervisory approval) 

 Contains 3 methods for calculating operational risk capital 

charge: (1) the Basic Indicator Approach; (2) the Standardized 

Approach; and (3) the Advanced Measurement Approaches 

(AMA) 

http://www.usbasel3.com/
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A. General Provisions 
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Organization of Part II.A: General Risk-Based Capital 
Provisions 

 Introduction – Overview of the structure and use of risk-based capital ratios under the U.S. Basel III 

Capital Rule. See pages [__] to [__]. 

 Risk-based capital ratio requirements – Specified thresholds for the Minimum Required Ratios and  

Capital Buffers, and effect of the Collins Amendment capital floor.  See page [__]. 

 Enforcement mechanisms – Prompt corrective action framework and the capital buffer framework, 

establishing consequences for falling below the specified thresholds. See pages [__] to [__]. 

 Timing and transition provisions, including all remaining phase-in periods applicable to U.S. GSIBs. 

See pages [__] to [__]. 

http://www.usbasel3.com/
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Use of Risk-based Capital Ratios 

Minimum Requirements for CET1, Tier 1, and Total Capital 

Capital Buffers that, if unmet, restrict ability to make capital 

distributions and discretionary bonus payments 

 

 

 

0 

RWA Calculation – Denominator 

Basic RWA Components: Credit Risk, Market Risk (for market 

risk banking organizations), and Operational Risk (for qualified 

advanced approaches banking organizations) 

Credit Risk: Standardized approach and advanced approaches 

Market Risk: Standardized measure and advanced measure 

Operational Risk: Only for advanced approaches banking 

organizations 

Basic Calculation and Use of Risk-Based Capital Ratios 
under U.S. Basel III 

Regulatory Capital Calculation – Numerator  

Identify eligible capital instruments as CET1, Additional Tier 1, 

and Tier 2 

Apply deductions to derecognize certain GAAP items (e.g., 

goodwill and intangibles) 

Make adjustments (+/-) to “filter out” certain GAAP treatments 

(e.g., some components of AOCI) 

Risk-Based Capital Ratio (%) = 
Regulatory Capital 

Risk-Weighted Assets 

Collins Amendment Capital Floor:  For advanced 

approaches banking organizations (including all 8 U.S. GSIBs), 

upon qualification to use the advanced approaches, must 

calculate its risk-based capital ratios under both the advanced 

approaches and the standardized approach.  The banking 

organization must then use the lower of each capital ratio 

calculated under the two approaches for purposes of both the 

minimum requirements and the capital buffers. 

http://www.usbasel3.com/
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U.S. Basel III Capital Rule: Rule Structure and Scope of 
Application 

Subpart of U.S. Basel 

III Capital Rule 
Description of Subpart Applies to 

Subpart A General provisions and definitions All banking organizations 

Subpart B Minimum capital ratios and capital buffers All banking organizations 

Subpart C Definition of capital, including regulatory 

adjustments and deductions 

All banking organizations 

Subpart D Standardized approach for calculating risk-

weighted assets (RWAs) 

All banking organizations, operating as the capital 

floor for advanced approaches banking organizations 

Subpart E Advanced approaches for calculating RWAs Advanced approaches banking organizations only 

Subpart F RWAs for market risk Market risk banking organizations only 

Subpart G Transition provisions All banking organizations 

An advanced approaches banking organization is one that:   

 has ≥ $250 billion in total consolidated assets; 

 has ≥ $10 billion of on-balance sheet foreign exposures; or  

 chooses, with approval by its primary federal banking 

regulator, to use the advanced approaches to calculate 

RWAs. 

A market risk banking organization is one that:   

 has aggregate trading assets and trading liabilities 

of ≥ 10% of total assets or ≥ $1 billion; or 

 is required by its primary federal banking regulator 

to calculate RWAs for market risk because of the 

level of its market risk. 

* All U.S. GSIBs are both advanced approaches banking organizations and market risk banking organizations. 

http://www.usbasel3.com/
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Risk-Based Capital Requirements: Minimums, Buffers 
and the Collins Amendment 

Effect:  To determine the banking 

organization’s risk-based capital ratios 

(including for purposes of the capital 

buffers): 

• Calculate each risk-based capital 

ratio under both the advanced 

approaches and the 

standardized approach; and 

• Use the lower of each capital 

ratio calculated under the two 

approaches to determine 

compliance. 

Minimum Requirements and Capital Buffers 

* The U.S. GSIB surcharge was proposed in 

December 2014 and has not yet been 

finalized. 

4.5% CET1 risk-based capital ratio 

6% Tier 1 risk-based capital ratio 

8% Total risk-based capital ratio 

Minimum 

Requirements 

>2.5% Capital conservation buffer 

0% - 2.5% Countercyclical buffer 

1% - 4.5% U.S. GSIB surcharge * 

Capital 

Buffers 

Collins Amendment Capital Floor 

A
d

v
a

n
c
e

d
 A

p
p

ro
a

c
h

e
s
 

S
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n
d

a
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e
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p
p
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a

c
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Scope: Applies to “qualified” advanced approaches 

banking organizations that received authorization to 

exit their parallel run.** 

Scope: Applies to all banking organizations, except for the 

countercyclical buffer (advanced approaches banking 

organizations only) and GSIB surcharge (U.S. GSIBs only). 

** During its parallel run, a non-qualified advanced approaches banking organization must 

calculate RWAs using the advanced approaches for the purpose of its confidential regulatory 

reporting only. 

http://www.usbasel3.com/
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Jan 2014 Jul 2014 Jan 2015 Jul 2015 Jan 2016 Jul 2016 Jan 2017 Jul 2017 Jan 2018

Parallel Run Period for Advanced Approaches Banking 
Organizations 

During its parallel run, a non-qualified advanced approaches banking organization must:  

 From January 1, 2014, calculate RWAs using the Basel III advanced approaches for purposes of confidential reporting to its primary 

federal banking regulator; 

 Between January 1, 2014 and December 31, 2014, calculate RWAs using the Basel I approach for purposes of determining 

compliance with capital requirements in the U.S. Basel III final rule; and 

 From January 1, 2015, calculate RWAs using the Basel III standardized approach for purposes of determining compliance with 

capital requirements in the U.S. Basel III final rule. 

Upon completing its parallel run, a qualified advanced approaches banking organization must:  

 From January 1, 2014, apply the Collins Amendment by:  

 calculating risk-based capital ratios using both standardized approach RWAs and advanced approaches RWAs; and  

 determining compliance (with both the minimum capital requirements and capital buffers) using the lower of each capital ratio 

calculated under the two approaches; and 

 For purposes of calculating RWAs under the two approaches: 

 From January 1, 2014, calculate advanced approaches RWAs using the Basel III advanced approaches;  

 Between January 1, 2014 and December 31, 2014, calculate standardized RWAs using the Basel I approach; and 

 From January 1, 2015, calculate standardized RWAs using the Basel III standardized approach. 

Basel I Approach Basel III Standardized Approach 

Basel III Advanced Approaches 

http://www.usbasel3.com/
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Prompt Corrective Action: Enforcement Mechanism for 
Minimum Ratios for IDIs 

 Bank Level: Insured depository institutions (IDIs) are subject to a remediation framework known as prompt corrective 

action (PCA). Effective January 1, 2015, the U.S. Basel III Capital Rule revised the capital thresholds for the different 

PCA categories for IDIs. 

 

 

 

 

 

 

 

 

 

 

 

 Holdco Level: Under the Dodd-Frank Act, in order to elect to become a financial holding company and 

therefore engage in a wider scope of activities, a BHC and all of its depository institution subsidiaries must be 

well-capitalized and well-managed.  The final U.S. Basel III Capital Rule does not establish the standards for 

determining whether a BHC is well-capitalized. 

 

PCA  

Capitalization  

Category 

Risk-Based Capital Ratio Thresholds Leverage-based Capital Ratios Thresholds  

Total capital 

(unchanged) 
Tier 1 capital CET1 

U.S. Leverage 

Ratio  

Supplementary Leverage Ratio  

(1/1/2018 effective date) 

Advanced 

Approaches 

IDIs 

IDI subsidiaries 

of U.S. GSIBs 

Well-capitalized ≥ 10% ≥ 8% ≥ 6.5% ≥ 5% N/A ≥ 6% 

Adequately Capitalized  ≥ 8% ≥ 6% ≥ 4.5% ≥ 4% ≥ 3% ≥ 3% 

Undercapitalized < 8% < 6% < 4.5% < 4% < 3% < 3% 

Significantly 

Undercapitalized 

< 6% < 4% < 3% < 3% N/A N/A 

Critically 

Undercapitalized 

Tangible equity (defined as Tier 1 capital plus non-Tier 1 perpetual preferred stock) to total assets ≤ 2%. 

http://www.usbasel3.com/
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Capital Buffer Framework: Overview of Capital Buffers 

 U.S. Basel III includes a set of variable capital buffers that sit on top of the minimum risk-based capital 

requirements.  The total buffer requirement varies by banking organization and across time. 

 The capital buffer framework is distinct from the prompt corrective action framework. A banking 

organization must maintain its effective buffer measure above its total buffer requirement to avoid 

graduated limitations on capital distributions and discretionary bonus payments. 

 Capital buffers are also separate from the FSB’s proposed Total Loss-Absorbing Capacity requirement.  

 For U.S. GSIBs, the total buffer requirement will ultimately consist of three components:  

Buffer Component 

Required Buffer 

Level  

(as % of RWA) 

Subject Banking 

Organizations 

U.S. GSIB surcharge 
Form 1% to 4.5% 

(as proposed*) 
U.S. GSIBs 

Countercyclical buffer 
From 0% to 2.5%  

(if deployed**) 

Advanced approaches 

banking organizations 

Capital conservation buffer >2.5% 
All banking 

organizations 

* The U.S. GSIB surcharge was proposed in December 2014 and has not yet been finalized. 

** The countercyclical buffer is deployed at the discretion of the U.S. banking regulators. 

http://www.usbasel3.com/
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RWA Approaches 

Capital Buffer Framework: Calculation of the Effective 

Buffer Measure 

CET1 risk-based  

capital ratio 
Tier 1 risk-based 

capital ratio 

Total risk-based  

capital ratio 

Minus 

CET1 capital 

buffer measure 

Tier 1 capital 

buffer measure 

Total capital  

buffer measure 

Effective Buffer Measure 

* Under the Collins 

Amendment, a qualified 

advanced approaches 

banking organization must 

use the lower of each capital 

ratio calculated under the 

standardized approach and 

the advanced approaches to 

calculate each of its buffer 

measures. 

{ lowest of } 

Equals 

Equals 

4.5% minimum CET1 

Equals 

Minus 

Equals 

Minus 

6% minimum Tier 1 8% minimum Total 

Advanced Approaches* 

Standardized Approach* 

Although a banking organization’s effective buffer measure can only be met with CET1 capital, it must be 

calculated relative to each risk-based capital ratio. 

http://www.usbasel3.com/
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Capital Buffer Framework: Enforcement Mechanism for 
Capital Buffers 

 A banking organization’s effective buffer measure must exceed its total buffer requirement to avoid: 

 Limitations on capital distributions (e.g., repurchases of capital instruments or dividend or interest 

payments on capital instruments); and 

 Limitations on discretionary bonus payments to executive officers such as CEO, president, CFO, 

CIO, CLO and heads of major lines of business. 

 As a banking organization’s effective buffer measure dips further below its total buffer requirement, it 

will be subject to increasingly stringent limitations on capital distributions and bonus payments: 

 

 

 

 

 

 

 No exemption for S-corporation banking organizations (i.e., shareholders may face pass-through 

taxation without payment of full dividend; this corporate form is only used by small BHCs). 

 

Effective Buffer Measure  

as % of Total Buffer Requirement 

Maximum payout ratio  

as % of eligible retained income 

Buffer > 100% No limit imposed under capital conservation buffer framework 

100% ≥ Buffer > 75% Up to 60% of eligible retained income 

75% ≥ Buffer > 50% Up to 40% of eligible retained income 

50% ≥ Buffer > 25% Up to 20% of eligible retained income 

25% ≥ Buffer No capital distributions or discretionary bonus payments allowed 

http://www.usbasel3.com/
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Capital Buffer Framework: Enforcement Mechanism for 

Capital Buffers (cont.) 

 Maximum Payout Amount: For banking organizations subject to the capital buffer framework, the maximum 

dollar amount that a banking organization is permitted to pay out in the form of capital distributions and 

discretionary bonus payments during the current calendar quarter is: 

 

 

 One-Quarter Lag: The calculation of the maximum payout amount is made as of the last day of the previous 

calendar quarter and any resulting restrictions apply during the current calendar quarter.  

 Intra-Quarter Shortfalls: Compliance with the capital conservation buffer throughout the current quarter is 

determined prior to any capital distribution or discretionary bonus payment during the quarter.  

 Accordingly, a banking organization with a buffer > 100% of the total buffer requirement (i.e., >2.5% + any applicable 

countercyclical buffer or GSIB surcharge) is not subject to any restrictions on capital distributions or discretionary bonus 

payments even if such distribution or payment would result in a capital buffer shortfall in the current calendar quarter.  

 However, to remain free of restrictions for any subsequent quarter, the banking organization must restore the buffer to >2.5% 

prior to any capital distribution or discretionary bonus payment in any subsequent quarter. 

 Capital Restructuring:  The capital buffer framework generally does not restrict banking organizations from 

restructuring or refinancing a capital instrument.  A redemption or repurchase of a capital instrument is not 

considered a capital distribution if the banking organization fully replaces that instrument by issuing another 

eligible capital instrument of the same or better quality (i.e., more subordinate) and such issuance is 

completed within the same calendar quarter that the redemption or repurchase is announced. 

Maximum payout amount  =  maximum payout ratio  x  eligible retained income 
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All dates refer to January 1, except where noted 

Phase-in for minimum risk-based capital ratios 

Basel I 2014 2015 

CET1 N/A 4.0% 4.5% 

Tier 1 capital 4.0% 5.5% 6.0% 

Total capital 8.0% 8.0% 8.0% 

Phase-in for capital buffers (showing only >2.5% capital conservation buffer) 

2016 2017 2018 2019 

Buffer (CET1) 0.625% 1.25% 1.875% 2.5% 

Buffer + Minimum CET1 5.125% 5.75% 6.375% 7.0% 

Buffer + Minimum Total Capital 8.625% 9.25% 9.875% 10.5% 

Phase-out of non-qualifying instruments issued before May 19, 2010 

by advanced approaches depository institution holding companies 

% includable in Additional Tier 1 or Tier 2 capital* 
2014 2015 2016 

50% 25% 0% 

Phase-out of non-qualifying instruments issued before September 12, 2010 by advanced approaches depository institutions 

% includable in Additional Tier 1 or Tier 2 capital* 
2014 2015 2016 2017 2018 2019 2020 2021 2022 

80% 70% 60% 50% 40% 30% 20% 10% 0% 

Treatment of non-qualifying instruments (including TruPS) issued before May 19, 2010  by  

advanced approaches depository institution holding companies that are phased out of Tier 1 capital 

2016 2017 2018 2019 2020 2021 2022 

% includable in Tier 2 capital* 60% 50% 40% 30% 20% 10% 0% 

All dates refer to January 1, except where noted 

* Percentage includable in Additional Tier 1 capital and Tier 2 capital is based on the aggregate outstanding principal amounts of such non-qualifying Tier 1 and Tier 2 

capital instruments, respectively, as of the effective date of the final U.S. Basel III Capital Rule. 

General phase-in period for new regulatory deductions and adjustments regime 

2014 2015 2016 2017 2018 

20% 40% 60% 80% 100% 

Phase-out of existing AOCI capital adjustments 

2014 2015 2016 2017 2018 

80% 60% 40% 20% 0% 

% of unrealized gains on AFS equity securities includable in Tier 2 capital 

2014 2015 2016 2017 2018 

36% 27% 18% 9% 0% 

2013 2015 2016 2017 2018 2019 2020 2021 2022 2014 

DRAFT 
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II. Risk-based Capital Requirements 
B. Capital Definitions 
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Organization of Part II.B: Capital Definitions 

 Elements of Capital – Eligible capital instruments and other elements of each capital tier under the 

U.S. Basel III Capital Rule. See page [__]. 

 Minority Interests – Treatment of minority interests under the U.S. Basel III Capital Rule.  See pages 

[__] to [__]. 

 Deductions and Adjustments –  Description of the deductions and adjustments that focus regulatory 

capital on tangible common equity. . See pages [__] to [__]. 

 Investments in Entities – Flowcharts and tables describing the capital treatment of a banking 

organization’s investments in entities. See pages [__] to [__]. 
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Capital Elements: Eligible Capital Instruments and Other 
Elements (for U.S. BHCs ≥ $15 Billion) 

Common Equity Tier 1 Capital 

Common Stock and related surplus 

Retained earnings and AOCI 

Qualifying Minority Interests* (issued by 

consolidated depository institution or foreign bank 

subsidiaries) 

Subject to deductions & adjustments 

Additional Tier 1 Capital 
Non-Cumulative Perpetual Preferred Stock 

Qualifying Minority Interests* 

Tier 2 Capital 

Subordinated Debt 

Qualifying Minority Interests* 

Loss reserves 

Cumulative Perpetual Preferred Stock ** 

Trust Preferred Securities ** 

** Temporarily Grandfathered Capital Instruments: For advanced 

approaches banking organizations, instruments issued before May 

19, 2010 that: 

• had qualified as Tier 1 under U.S. Basel I; but  

• do not qualify as capital instruments under U.S. Basel III  

will be phased out of regulatory capital altogether by January 1, 

2022.  See page [__]. 

Deductions and Adjustments: The measurement of regulatory 

capital (especially of CET1) is subject to deductions and adjustments 

that focus regulatory capital on tangible common equity. See pages 

[__] to [__]. 

* Minority Interests: Minority interests are generally recognized in 

the capital tier corresponding to its categorization as if it had been 

directly issued by the banking organization.  However, the capital 

recognition of minority interest is subject to qualitative and 

quantitative limitations. See pages [__] to [__]. 

Loss Absorbency Disclosure: For advanced approaches banking 

organizations, issuances of Additional Tier 1 and Tier 2 capital 

instruments must include a disclosure that the holders of the 

instrument may be fully subordinated to interests held by the U.S. 

government in the event of an insolvency proceeding. 
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Limited Recognition of Minority Interests 

 Minority interests are capital instruments issued by a 

consolidated subsidiary of a banking organization to 

third-party investors. 

 U.S. Basel III places quantitative and qualitative limits on 

the ability of a banking organization to count minority 

interests towards its consolidated regulatory capital. 

 Qualitative Limit:  The capital instrument giving rise to 

the minority interest must, if it were issued by the banking 

organization directly, meet all of the eligibility criteria for 

the relevant tier of capital. 

 Under the minority interest rules, only CET1 issued by 

a U.S. depository institution or foreign bank 

subsidiary to third-party investors can count towards 

the parent banking organization’s consolidated CET1 

capital. 

Third-party 

Investors 

Banking 

Organization 

Consolidated 

Subsidiary 

Recognition 

of minority 

interest 
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Limited Recognition of Minority Interests (cont.) 

 Quantitative Limit:  The amount of a 

subsidiary’s surplus capital that is 

attributable to third-party investors cannot 

count towards the parent banking 

organization’s consolidated regulatory capital.  

 Surplus = amount by which subsidiary’s 

actual capital exceeds the subsidiary’s 

minimum capital requirements + total 

buffer requirement (or equivalent 

standards established by the subsidiary’s 

home country supervisor). 

 If a subsidiary is not subject to capital 

adequacy standards “similar” to those of 

the parent banking organization, the 

parent banking organization must 

assume that the capital adequacy 

standards of the parent banking 

organization apply to the subsidiary. 

Minimum 

capital 

required + 

total buffer 

requirement 

Surplus 

Consolidated Subsidiary’s Actual Capital 

Cannot count towards 

parent banking 

organization’s 

regulatory capital 

Can count towards 

parent banking 

organization’s 

regulatory capital 

Minimum 

capital required 

+ total buffer 

requirement 

attributable to 

third-party 

investors 

Surplus 

attributable 

to third-party 

investors 
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Limited Recognition of Minority Interests (cont.) 

 Under the U.S. Basel III minority interest rules, only CET1 issued by a U.S. depository institution or foreign 

bank subsidiary to third-party investors can count towards the parent banking organization’s consolidated 

CET1 (subject to quantitative limit). 

 CET1 issued by any other type of consolidated subsidiary to third-party investors cannot count towards the 

parent banking organization’s consolidated CET1, but can count towards the parent’s consolidated Additional 

Tier 1 capital (subject to quantitative limit). 

Minority interest can count towards 

parent banking organization’s 

consolidated CET1 

Minority interest can count towards 

parent banking organization’s 

consolidated CET1 

Minority interest cannot count towards 

parent banking organization’s 

consolidated CET1 

Third-party 

Investors 

Banking 

Organization 

U.S. Depository 

Institution 

Subsidiary 

✓ 
Recognition of 

minority interest 

as CET1 

Third-party 

Investors 

Banking 

Organization 

Foreign Bank 

Subsidiary 

✓ 
Recognition of 

minority interest 

as CET1 

Third-party 

Investors 

Banking 

Organization 

BHC or Other 

Subsidiary 

 
Recognition of 

minority interest 

as CET1 
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Regulatory Deductions from and Adjustments to Capital 
 

 Deductions: Banking organizations must deduct the following items from capital (generally from CET1): 

 Goodwill and other intangibles, other than mortgage servicing assets (MSAs), net of associated deferred tax 

liabilities (DTLs); 

 Deferred tax assets (DTAs) that arise from operating loss and tax credit carryforwards, net of associated DTLs;  

 Any gain-on-sale associated with a securitization exposure;  

 Defined benefit pension fund net assets, net of associated DTLs;* 

 Excess expected credit losses (for qualified advanced approaches banking organizations only); and 

 Investments in the regulatory capital instruments of unconsolidated financial institutions, which are generally 

deducted from the capital tier corresponding to the terms of the instrument in which the banking organization has 

invested (i.e., the corresponding deductions approach).  See also pages [__] to [__]. 

 Limited Recognition (Threshold Deduction Approach): U.S. Basel III provides for limited recognition in CET1 of the 

following  items, subject to a 10% individual threshold and a 15% aggregate threshold based on a banking organization’s 

CET1 (after applying certain regulatory adjustments and deductions): 

 DTAs arising from temporary differences that could not be realized through net operating loss carrybacks, net of 

any related valuation allowances and net of DTLs; 

 MSAs net of associated DTLs; and  

 Significant investments in unconsolidated financial institutions in the form of common stock, net of associated 

DTLs. See also pages [__] to [__]. 

 
* IDIs are not required to deduct defined benefit pension fund net assets. 
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Regulatory Deductions from and Adjustments to Capital 
(cont.) 

 Adjustments: Banking organizations must make certain adjustments that increase or decrease capital. 

 AOCI Filter: Certain banking organizations must derecognize certain amounts included in accumulated other 

comprehensive income (AOCI). See page [__]. 

 AOCI is included as a listed element of CET1; absent the AOCI Filter, all items of AOCI are included in 

regulatory capital.  Under U.S. GAAP, AOCI includes unrealized mark-to-market gains and losses on 

available-for-sale (AFS) securities. 

 Historically, the U.S. banking regulators required the use of an AOCI Filter to remove the effect of items of 

AOCI, including unrealized gains and losses on AFS debt securities and certain amounts related to cash-

flow hedges. 

 For advanced approaches banking organizations (whether or not qualified) and non-advanced approaches 

banking organizations that fail to make a timely opt-out election, this AOCI Filter is limited such that 

unrealized gains and losses on AFS securities are not filtered out via the adjustments process (i.e., 

recognition of AOCI in capital).   

 Insurance Underwriting: A BHC with an insurance underwriting subsidiary must reduce its capital (50% from Tier 

1 and 50% from Tier 2) by an amount equal to the regulatory capital requirement for insurance underwriting risk 

established by insurance regulators. 
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A non-advanced approaches banking organization that makes a timely AOCI opt-out election must adjust its CET1 as follows: 

Tier 2 capital:  A banking organization that makes an AOCI opt-out election may incorporate up to 45% of any net unrealized 

gains on AFS preferred stock classified as an equity security under GAAP and equity exposures into its Tier 2 capital 

+ Additions to CET1: - Subtractions from CET1: 

Any net unrealized losses on AFS securities Any net unrealized gains on AFS securities 

Any unrealized loss on AFS preferred stock classified as an equity 

security under GAAP and equity exposures 

Any accumulated net loss on cash-flow hedges Any accumulated net gain on cash-flow hedges 

Any amounts recorded in AOCI attributed to defined benefit postretirement 

plans resulting from the initial and subsequent application of the relevant 

GAAP standards that pertain to such plans 

Any net unrealized losses on held-to-maturity securities that 

are included in AOCI 

Any net unrealized gains on held-to-maturity securities that are included in 

AOCI 

An advanced approaches banking organization (and a non-advanced approaches banking organization that does not opt-

out) must adjust its CET1 as follows, net of associated deferred tax effects:   

 

 

 

 

+ Additions to CET1: - Subtractions from CET1: 

Any accumulated net loss on cash flow hedges included in 

AOCI that relate to the hedging of items that are not 

recognized at fair value on the balance sheet 

Any accumulated net gain on cash flow hedges included in AOCI that 

relate to the hedging of items that are not recognized at fair value on the 

balance sheet 

AOCI Filter: Advanced Approaches vs. Non-Advanced 
Approaches 
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Flowchart:  Capital Treatment of Investments in Entities 

Is the target entity a consolidated subsidiary of the 

banking organization for regulatory purposes? 
Yes 

No 

Is the target entity a financial institution? 

Yes 

Is the investment an investment in the capital of 

the unconsolidated financial institution? 

Is the investment an equity exposure? 

Is the investment in a Volcker Rule covered 

fund that would be subject to special capital 

treatment under the Volcker Rule? 

Yes 

Capital Treatment: The Volcker Rule provides for deductions 

of Tier 1 capital for investments in covered funds. However, 

the U.S. Basel III Capital Rule does not yet address how its 

provisions will interact with this Volcker Rule treatment.  See 

page [__]. 
No 

Capital Treatment:  U.S. Basel III applies to a banking 

organization on a consolidated basis.  A consolidated 

subsidiary’s assets and exposures are treated as the banking 

organization’s own assets and exposures, and are generally 

subject to the same capital treatment.   

Capital Treatment:  Apply 

the capital treatment for 

equity exposures.  Apply 

the capital treatment for 

equity exposures to 

investment funds, if 

applicable.  

No 

Capital Treatment:  Apply 

100% risk weight for 

corporate exposures under 

the standardized approach.  

Treat as wholesale 

exposure under the 

advanced approaches, if 

applicable. 

No Yes 

No 

Please refer to flowchart on the next page for the 

U.S. Basel III capital treatment of investments in 

the capital of unconsolidated financial institutions.  

Yes 

Terms in bold are defined in pages [__] to [__].  Flowchart assumes U.S. Basel III rules are fully phased in. 
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Flowchart:  Capital Treatment of Investments in the Capital 
of Unconsolidated Financial Institutions 

Significant investment = banking organization owns  

> 10% of common stock of target 

Is the investment in the capital of the unconsolidated financial institution a significant investment? 

Capital Treatment:  

Amount is fully 

deducted from banking 

organization’s 

regulatory capital using 

the corresponding 

deduction approach.  

Is the aggregate amount of the banking organization’s 

non-significant investments in the capital of 

unconsolidated financial institutions > 10% of the banking 

organization’s CET1 (after applying certain regulatory 

adjustments and deductions)? 

Capital Treatment:   

Amount is risk 

weighted in the 

usual manner. 

Capital Treatment:  Amount above 

10% is deducted from the banking 

organization’s regulatory capital using 

the corresponding deduction 

approach.  Amount equal to or below 

10% is not deducted and is risk 

weighted in the usual manner. 

Yes No 

Non-significant investment = banking organization owns 

≤ 10% of common stock of target 

Investments in the form of 

common stock 

Other investments not in the 

form of common stock 

Capital Treatment:  Apply the 

threshold deduction approach – 

amount exceeding individual 

threshold (10% of adjusted CET1) or 

aggregate threshold (15% of 

adjusted CET1) is deducted from 

banking organization’s CET1.  

Amount not deducted is risk 

weighted at 250%. 

Terms in bold are defined in pages [_] to [_].  Flowchart assumes U.S. Basel III rules are fully phased in. 
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Capital Treatment of Investments in Entities:   
Key Definitions 

Term Definition 

Capital of an unconsolidated 

financial institution 

 An investment in the capital of an unconsolidated financial institution means a net long 

position: 

 in an instrument that is recognized as capital for regulatory purposes by the 

primary supervisor of an unconsolidated regulated financial institution; or  

 in an instrument that is part of the GAAP equity of an unconsolidated unregulated 

financial institution. 

 An investment in the capital of an unconsolidated financial institution includes direct, 

indirect, and synthetic exposures to such instruments, but excludes underwriting positions 

held by the banking organization for 5 business days or less.  

 Indirect exposure means an exposure that arises from the banking organization’s 

investment in an investment fund which holds investment in the capital of an 

unconsolidated financial institution. 

Corresponding deduction 

approach  

 Under the corresponding deduction approach, a banking organization must make 

deductions from the component of capital (i.e., CET1, Tier 1, Tier 2) for which the 

underlying instrument would qualify if it were issued by the banking organization itself.  

Equity exposure  An equity exposure includes, among other things, a security or instrument (whether voting 

or non-voting) that represents a direct or an indirect ownership interest in, and is a residual 

claim on, the assets and income of an unconsolidated company, provided that the 

ownership interest is not a securitization exposure.  
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Capital Treatment of Investments in Entities:   
Key Definitions (cont.) 

Term Definition 

Financial institutions  BHC, SLHC, nonbank SIFI, depository institution, foreign bank, credit union, industrial loan company, industrial bank, 

insurance company, securities holding company, SEC-registered broker-dealer, futures commission merchant, swap 

dealer, security-based swap dealer, designated financial market utility 

 Any non-U.S. entity that is supervised and regulated in a manner similar to the entities described above 

 Any other company of which the banking organization owns (A) an investment in GAAP equity instruments of the 

company with an adjusted carrying value or exposure amount ≥ $10 million; or (B) >10% of the company’s issued and 

outstanding common shares (or similar equity interest), which is “predominantly engaged” (85% or more of consolidated 

annual gross revenues or consolidated total assets for either of two most recent calendar quarters) in any of the following 

activities: 

 Lending money, securities or other financial instruments, including servicing loans; 

 Insuring, guaranteeing, indemnifying against loss, harm, damage, illness, disability, or death, or issuing 

annuities; 

 Underwriting, dealing in, making a market in, or investing as principal in securities or other financial instruments; 

or 

 Asset management activities (not including investment or financial advisory activities). 

 Any other company that the banking organization’s primary federal banking regulator determines is a financial institution 

based on activities similar in scope, nature or operation to the entities described above 

Exclusions 

 GSEs, small business investment companies, community development financial institutions, entities the investment in 

which would qualify as a community development investment, employee benefit plans 

 Entities registered with the SEC under the Investment Company Act of 1940 or foreign equivalents 

 Investment or financial advisers (whether they provide discretionary or non-discretionary advisory services) 

FINANCIAL 

INSTITUTION 
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Capital Treatment of Investments in Entities:   
Key Definitions (cont.) 

Term Definition 

Investment fund  A company (corporation, partnership, LLC, business trust, SPE, association or similar organization):  

(1) where all or substantially all of the assets of the company are financial assets; and  

(2) that has no material liabilities 

Threshold deduction 

approach  

 The threshold deduction treatment provides for limited recognition as CET1 of the following 3 items, 

subject to a 10% individual limit and a 15% aggregate limit based on the banking organization’s CET1 

capital (after applying certain regulatory adjustments):   

 DTAs arising from temporary differences that could not be realized through net operating loss 

carrybacks, net of any related valuation allowances and net of DTLs; 

 MSAs net of associated DTLs; and  

 Significant investments in unconsolidated financial institutions in the form of common stock, net 

of associated DTLs. 

 If an item exceeds the 10% individual limit, the excess is fully deducted from CET1.  If the 3 items 

combined (excluding amounts deducted after applying the individual 10% limit) exceeds the 15% 

aggregate limit, the excess is deducted from CET1. 

 The amount of the 3 items not deducted from CET1 is risk weighted at 250%. 

 DTAs that arise from temporary differences that a banking organization may realize through net 

operating loss carrybacks are not subject to the deduction thresholds and are subject to a 100% risk 

weight. 
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Capital Treatment of Investments in Entities:   
Key Definitions (cont.) 

Term Definition 

Volcker Rule 

covered fund 

 Subject to exceptions and a conformance period, the Volcker Rule prohibits banking entities from, among other 

things, investing in or sponsoring “covered funds.”  

 The Volcker Rule includes a broad definition of “covered fund” that captures hedge funds, private equity funds, 

commodity pools, other similar funds and many other special purpose vehicles. 

 Capital treatment under Volcker Rule:  Under the Volcker Rule, the aggregate value of a banking entity’s 

ownership interests in all covered funds acquired or retained under the asset management, asset-backed 

securities issuer, or underwriting and market making exemptions must be deducted from a banking entity’s Tier 1 

capital. 

 The investments or holdings are valued at the greater of historical cost (plus earnings) and fair market value.  

 Uncertain interaction with U.S. Basel III Capital Rules:   

 In the U.S. Basel III proposals, the U.S. banking agencies stated that any investment in a covered fund that is 

subject to special capital treatment under final Volcker Rule regulations would not also be subject to special 

capital treatment under U.S. Basel III.  However, this position was not restated in the final U.S. Basel III Capital 

Rule. 

 While the U.S. Basel III proposals expressly included Volcker Rule covered funds in the definition of financial 

institution, the final U.S. Basel III Capital Rule removes that reference. Certain covered funds, however, may 

still satisfy the “predominantly engaged” prong of the definition of “financial institution.” 

 The preamble to the Volcker Rule states that the “Federal Banking agencies intend to review the interaction 

between the requirements of [the Volcker Rule] and the requirements of the regulatory capital rule and expect 

to propose steps to reconcile the two rules.” 

 Unclear whether Volcker Rule deduction from Tier 1 capital reduces Tier 1 capital for U.S. Basel III purposes. 

Davis Polk Volcker Rule materials are available at VolckerRule.com. 
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II. Risk-Based Capital Requirements 
C. Risk-Weighted Assets: Credit Risk 
under the Standardized Approach 
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Introduction and Roadmap for Part II.C: Risk-weighted 
assets for credit risk under the standardized approach 

 Under the Collins Amendment (see page [__]) qualified advanced approaches 

banking organizations must calculate RWAs under both the standardized approach 

and the advanced approaches. 

 Under the advanced approaches, RWAs consist of the following components: 

 RWAs for credit risk exposures,* generally calculated using internal models; 

 RWAs for market risk exposures**; 

 RWAs for operational risk; and 

 A deduction for excess eligible credit reserves not included in Tier 2 capital. 

 Under the standardized approach, RWAs for credit risk are generally calculated 

based on prescribed risk-weights assigned to various categories of assets and 

exposures.*** The following pages explain the mechanics of this approach. 

 Pages [__]  to [__] provide the relevant risk weights for each type of asset 

and exposure. 

 Pages [__]  to [__] discuss the capital treatment of OTC derivatives. 

 Pages [__]  to [__] explain how collateral is taken into account. 

 Pages [__]  to [__] discuss the capital treatment of cleared transactions. 

 

*** Unlike international 

Basel standards, U.S. rules 

do not map risk weights to 

external credit ratings. 

* Includes RWA for OTC 

derivatives exposures using 

internal credit valuation 

adjustment (CVA) models.  

** Applicable for market risk 

banking organizations only. 

http://www.usbasel3.com/


DRAFT 

43 © 2015 Davis Polk and Wardwell LLP 

Advanced Approaches RWAs Standardized Approach RWAs 

Banking 

Book 

RWA Components: Standardized Approach vs. Advanced 
Approaches 

General Credit Risk 

internal risk parameters (EAD/LGD/PD) 

Securitization Exposures  

hierarchy, including full SFA model 

Equity Exposures 

internal models approach, if qualified 

Operational Risk Add-on 

Market Risk, if applicable 

advanced U.S. Basel 2.5 approach 

Market Risk, if applicable 

standardized U.S. Basel 2.5 approach 

No Operational Risk Add-on 

Equity Exposures 

simple risk-weight approach 

Securitization Exposures  

SSFA model or gross-up approach 

General Credit Risk  

prescriptive weights; categories-based 

Cleared 

Transactions  

Unsettled 

Transactions 

Credit Valuation Adjustment Add-on 

simplified and advanced CVA approaches 
No Credit Valuation Adjustment Add-on 

1
.0

6
 S

c
a
li
n

g
 F

a
c
to

r 

Trading 

Book 

Cleared 

Transactions  

Unsettled 

Transactions 

On-Balance Sheet 

Exposures 

Counterparty Risk 

CEM 

On-Balance Sheet 

Exposures 

Counterparty Risk 

CEM or IMM 

http://www.usbasel3.com/


DRAFT 

44 © 2015 Davis Polk and Wardwell LLP 

Operational Risk and Market Risk 

 Operational Risk – Qualified advanced approaches banking organizations must include in their total 

RWA amount a capital charge for operational risk, calculated using internally generated models. 

 Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, 

people, and systems or from external events, including legal risk but excluding strategic and 

reputational risk.  

 Market Risk Rule – A market risk banking organization must supplement its total RWA amount by 

adding an amount calculated under the market risk capital rules to reflect the risk of its trading, foreign 

exchange and commodity positions.  

 A market risk banking organization is one that  

 has aggregate trading assets and trading liabilities of ≥ 10% of total assets or ≥ $1 billion; or  

 is required by its primary federal banking regulator to calculate RWAs for market risk because 

of the level of its market risk. 

 As a general rule, to avoid overlap, a market risk banking organization does not need to include 

assets held for trading purposes when calculating its RWAs for the purpose of the other risk-based 

capital rules. 
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U.S. Basel III Standardized Risk Weights for Credit Risk 
 

Type of Exposure U.S. Basel III Standardized Approach 

Cash 0% 

Exposures to, and portions of 

exposures that are directly and 

unconditionally guaranteed by, 

the U.S. government, its 

agencies and the Federal 

Reserve 

 

0% 

 This category includes the portion of a deposit or other exposure insured or otherwise 

unconditionally guaranteed by the FDIC or the National Credit Union Administration. 

Portions of exposures that are 

conditionally guaranteed by the 

U.S. government, its agencies 

and the Federal Reserve 

 

20% 

 This category includes the portion of an exposure that is conditionally guaranteed by the FDIC 

or National Credit Union Administration. 

Exposures to certain 

supranational entities and 

multilateral development banks 

(MDBs) 

 

0% 

 

Davis Polk’s interactive risk weights 

tool is available at USBasel3.com/tool 
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U.S. Basel III Standardized Risk Weights for Credit Risk 
(cont.)  

Type of Exposure U.S. Basel III Standardized Approach 

Exposures to foreign 

governments and their 

central banks 

Risk weight depends on the sovereign’s OECD Country Risk Classification (CRC) 

 

 

 

 

 

 

 

Exposures to U.S. 

government-sponsored 

entities (GSEs) 

 

20% 

Exposures to U.S. 

public sector entities 

(PSEs), including U.S. 

states and 

municipalities 

 20% for general obligations 

 50% for revenue obligations 

OECD and CRC Category Risk Weight 

Sovereign 

CRC 

0-1 0% 

2 20% 

3 50% 

4-6 100% 

7 150% 

 OECD Member with No CRC 0% 

 Non-OECD Member with No CRC 100% 

 Sovereign Default 150% 
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U.S. Basel III Standardized Risk Weights for Credit Risk 
(cont.)  

Type of Exposure U.S. Basel III Standardized Approach 

Exposures to foreign 

PSEs 

Risk weight depends on the home country’s CRC 

 Risk Weight for General Obligations 

Sovereign 

CRC 

0-1 20% 

2 50% 

3 100% 

4-7 150% 

 OECD Member with No CRC 20% 

 Non-OECD Member with No CRC 100% 

 Sovereign Default 150% 

 Risk Weight for Revenue Obligations 

Sovereign 

CRC 

0-1 50% 

2-3 100% 

4-7 150% 

 OECD Member with No CRC 50% 

 Non-OECD Member with No CRC 100% 

 Sovereign Default 150% 
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U.S. Basel III Standardized Risk Weights for Credit Risk 
(cont.)  

Type of Exposure U.S. Basel III Standardized Approach 

Exposures to U.S. 

depository institutions 

and credit unions 

20% 

Exposures to foreign 

banks 

Risk weight depends on the home country’s CRC 

  

 

 

 

 

 

 

Exposures to qualifying 

securities firms 

100% 

Corporate exposures 100% 

  Risk Weight 

Sovereign 

CRC 

0-1 20% 

2 50% 

3 100% 

4-7 150% 

 OECD Member with No CRC 20% 

 Non-OECD Member with No CRC 100% 

 Sovereign Default 150% 

Davis Polk’s interactive risk weights 
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U.S. Basel III Standardized Risk Weights for Credit Risk 
(cont.)  

Type of Exposure U.S. Basel III Standardized Approach 

Retail exposures 

 

100% 

Residential mortgage 

exposures 

 50% for a first-lien residential mortgage exposure that is: 

 secured by a property that is either owner-occupied or rented;  

 made in accordance with prudent underwriting standards;  

 not 90 days or more past due or carried in nonaccrual status; and  

 not restructured or modified unless modified or restructured solely pursuant to the U.S. 

Treasury’s Home Affordable Mortgage Program. 
 

 100% for all other residential mortgage exposures 

 

High-volatility 

commercial real estate 

(HVCRE) loans 

150% 

 The definition of HVCRE only captures a specific subset of acquisition, development and construction 

loans; not all commercial real estate loans 

Davis Polk’s interactive risk weights 

tool is available at USBasel3.com/tool 
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U.S. Basel III Standardized Risk Weights for Credit Risk 
(cont.)  

Type of Exposure U.S. Basel III Standardized Approach 

Past due 

exposures 

150% risk weight applies to the portion of an exposure that is not guaranteed or secured and that is not a 

sovereign exposure or a residential mortgage exposure if it is 90 days or more past due or on nonaccrual. 

OTC derivatives  Current Exposure Method (CEM):  Exposure amount for a derivative is the sum of the current credit 

exposure (greater of zero and mark-to-market value) and potential future exposure (effective notional amount 

multiplied by a credit conversion factor based on the type of derivative and the remaining maturity).  The CEM 

takes into account, to a limited extent, the effects of netting under qualifying master netting agreements. 

 The U.S. Basel III standardized approach does not permit using the internal models methodology (IMM) to 

calculate exposure amount of derivatives. 

Collateralized 

transactions, 

including 

derivatives and 

securities 

financing 

transactions 

 Simple approach:  With respect to the portion of a transaction that is secured by eligible collateral, substitute 

risk weight associated with collateral for risk weight associated with the counterparty, sometimes subject to a 

20% risk weight floor. 

 Collateral haircut approach:  In determining the exposure amount of a securities financing transaction 

(referred to in the bank capital rules as “repo-style transactions”), eligible margin loan or collateralized 

derivative transaction, a banking organization may take into account the market value of eligible collateral 

securing such transaction, subject to supervisory or own estimates of haircuts.   

 Collateral haircut approach also takes into account qualifying master netting agreements. 
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U.S. Basel III Standardized Risk Weights for Credit Risk 
(cont.)  

Type of Exposure U.S. Basel III Standardized Approach 

Cleared 

derivatives and 

securities 

financing 

transactions 

 Capital framework for cleared derivative and securities financing transactions that is broadly based on the 

Basel Committee’s July 2012 interim framework. 

 Provides preferential capital treatment for cleared transactions (as compared to requirements for non-cleared 

transactions) with qualifying central counterparties (CCPs):  2% or 4% risk weight for trade exposures to 

qualifying CCPs (QCCPs) 

 Requires a clearing member to calculate a capital charge for its default fund contributions to the CCP 

Securitization 

exposures 

 General 20% risk weight floor for securitization exposures 

 Gross-up approach:  RWA amount is calculated using the risk weight of the underlying assets amount of 

the position and the full amount of the assets supported by the position 

 Simplified Supervisory formula approach (SSFA):  SSFA takes into account, among other things, the risk 

weight applicable to the underlying exposures, the relative position of the securitization exposure in the 

structure and measures of delinquency and loss on the securitized assets.  Under the SSFA, certain junior 

tranches may be assigned a risk weight of 1,250%. 

 Due diligence requirement:  A banking organization is required to demonstrate, to the satisfaction of its 

primary federal banking regulator, a comprehensive understanding of the features of a securitization 

exposure that would materially affect its performance.  Failure to satisfy this requirement will result in a 

1,250% risk weight for the securitization exposure.  

Davis Polk’s interactive risk weights 

tool is available at USBasel3.com/tool 
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U.S. Basel III Standardized Risk Weights for Credit Risk 
(cont.)  

Type of Exposure U.S. Basel III Standardized Approach 

Equity exposures  0%:  Equity exposures to a sovereign, certain supranational entities or an MDB whose debt exposures 

are eligible for 0% risk weight 

 20%:  Equity exposures to a PSE 

 100%:  Equity exposures to community development investments and small business investment 

companies, effective portion of a hedge pair and non-significant equity investments 

 250%:  Significant investments in the capital of unconsolidated financial institutions that are not 

deducted from capital 

 300%:  Publicly-traded equity exposures, including the ineffective portion of a hedge pair 

 400%:  Non-publicly traded equity exposures 

 600%:  Equity exposures to certain investment firms that would otherwise meet the definition of 

“traditional securitization” and have greater than immaterial leverage 
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U.S. Basel III Standardized Risk Weights for Credit Risk 
(cont.)  

Type of Exposure U.S. Basel III Standardized Approach 

Equity exposures 

to investment 

funds 

 Full look-through approach:  Aggregate RWA amount of the exposures held by the fund (as if held directly 

by the banking organization) multiplied by the banking organization’s proportional ownership share of the 

fund 

 Simple modified look-through approach:  Multiply the banking organization’s exposure by the risk weight 

of the highest risk weight asset in the fund.  Derivatives held by the fund that are used for hedging and that 

do not constitute a material portion of the fund’s exposures may be excluded. 

 Alternative modified look-through approach: Assign risk weight on a pro rata basis according to the 

investment limits in the fund's prospectus.  If the sum of the investment limits in the fund's prospectus 

exceeds 100%, risk weights must be assigned in descending order. Derivatives held by the fund that are 

used for hedging and that do not constitute a material portion of the fund’s exposures may be excluded. 

 20% risk weight floor for equity exposures to investment funds 

Davis Polk’s interactive risk weights 

tool is available at USBasel3.com/tool 
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U.S. Basel III Standardized Risk Weights for Credit Risk 
(cont.) 

Type of Exposure U.S. Basel III Standardized Approach 

Unsettled transactions 

 
(excludes:  

(1) cleared transactions that are 

marked-to-market daily and 

subject to daily receipt and 

payment of variation margin;  

(2) repo-style transactions;  

(3) one-way cash payments on 

OTC derivative contracts; or  

(4) transactions with a contractual 

settlement period that is 

longer than the normal 

settlement period, which is 

defined as the lesser of 

market standard or 5 business 

days) 

 

Delivery-versus-payment (DvP) and payment-versus-payment (PvP) transactions 

 ≥ 5 business days past settlement date:    

RWA = positive current exposure x risk weight 

 

 

 

 

Non-DvP and non-PvP transactions 

 ≤ 5 business days past the settlement date:   

RWA = current fair value of deliverables owed x risk weight applicable to counterparty  

 > 5 business days past the settlement date:   

RWA = current fair value of deliverables owed x 1,250% risk weight  

Default risk weight for items 

not specifically assigned to a 

risk weight category 

100% 

Business days after settlement date Risk Weight 

From 5 to 15 100% 

From 16 to 30 625% 

From 31 to 45 937.5% 

46 or more 1,250% 

Davis Polk’s interactive risk weights 

tool is available at USBasel3.com/tool 

http://www.usbasel3.com/
http://www.usbasel3.com/tool


DRAFT 

55 © 2015 Davis Polk and Wardwell LLP 

U.S. Basel III Standardized Risk Weights for Credit Risk 
(cont.)  

Type of Exposure U.S. Basel III Standardized Approach 

Conversion factors for 

off-balance sheet items 

 0% for the unused portion of a commitment that is unconditionally cancellable by the banking 

organization 

 20% for the amount of a commitment with an original maturity of one year or less that is not 

unconditionally cancellable by the banking organization 

 20% for self-liquidating trade-related contingent items, with an original maturity of one year or less  

 50% for the amount of  a commitment with an original maturity of more than one year that is not 

unconditionally cancellable by the banking organization 

 50% for transaction-related contingent items (performance bonds, bid bonds, warranties, and standby 

letters of credit) 

 100% for guarantees, repurchase agreements, securities lending and borrowing transactions, credit-

enhancing representations and warranties that are not securitization exposures, financial standby letters 

of credit and forward agreements 

Davis Polk’s interactive risk weights 

tool is available at USBasel3.com/tool 
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Capital Treatment of OTC Derivatives:   
Current Exposure Method 

 Under the U.S. Basel III standardized approach, the RWA amount for a single OTC derivative transaction or a 

group of OTC derivative transactions subject to a qualifying master netting agreement (netting set) is generally: 

Exposure Amount  x  Risk Weight associated with counterparty 

 Exposure amount is generally determined using the current exposure method (CEM). 

Exposure Amount for a Single OTC Derivative Transaction under the CEM 

 
 
 

 Current credit exposure is the greater of (1) the mark-to-fair value of the OTC derivative and (2) zero 

 Potential future exposure (PFE) is calculated by multiplying the effective notional principal amount of the OTC 

derivative contract by the appropriate conversion factor below 

 

Exposure Amount = Current credit exposure + Potential future exposure 

Remaining 

maturity 

Interest 

rate 

Foreign 

exchange rate 

and gold 

Credit (investment 

grade reference 

asset) 

Credit (non-

investment grade 

reference asset) 

Equity Precious 

metals (except 

gold) 

Other 

1 year or less 0.00 0.01 0.05 0.10 0.06 0.07 0.10 

Over 1 to 5 

years 
0.005 0.05 0.05 0.10 0.08 0.07 0.12 

Over 5 years 0.015 0.075 0.05 0.10 0.10 0.08 0.15 
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Capital Treatment of OTC Derivatives:   
Current Exposure Method (cont.) 

Exposure amount for a netting set of OTC derivatives under the CEM 

 

 The net current credit exposure is the greater of (1) the net sum of all positive and negative mark-to-fair values 

of the individual derivative transactions subject to the qualifying master netting agreement and (2) zero. 

 The adjusted sum of the PFE amounts, Anet, is calculated using the following formula, which takes into account 

the effects of netting to a limited extent: 

 

 

 

 

 

 

 

Special Rules for Certain Types of OTC Derivatives 

 U.S. Basel III standardized approach contains special rules for determining the RWA amount of OTC credit 

derivatives and OTC equity derivatives. 

Exposure Amount = Net current credit exposure + Adjusted sum of PFE amounts 

Anet = (0.4 × Agross) + (0.6 × NGR × Agross) 

Agross = the gross PFE:  the sum of the PFE amounts (as determined by multiplying the effective 

notional principal amount of the derivative contract by the appropriate conversion factor) for each 

individual derivative contract subject to the qualifying master netting agreement. 

NGR = net to gross ratio:  the ratio of the net current credit exposure to the gross current credit 

exposure.  The gross current credit exposure equals the sum of the positive current credit exposures 

of all individual derivative contracts subject to the qualifying master netting agreement. 
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Recognizing Collateral:  Repo-style Transactions, 
Derivatives and Eligible Margin Loans 

 Under the U.S. Basel III standardized approach, a banking organization may, subject to certain enforceability 

and operational requirements, recognize the credit risk mitigation benefits of financial collateral using:   

 the simple approach for any type of exposure; or 

 the collateral haircut approach for repo-style transactions, collateralized derivative transactions, eligible 

margin loans, or single-product netting sets of such transactions. 

 Repo-style transaction:  a repurchase or reverse repurchase transaction or a securities borrowing or lending 

transaction (including a transaction in which the banking organization acts as agent for a customer and 

indemnifies the customer against loss) that is: 

 based solely on liquid and readily marketable securities, cash or gold; 

 marked-to-fair value daily and subject to daily margin maintenance requirements; and 

 satisfies certain conditions regarding the transaction’s legal status and enforceability. 

 Eligible margin loan:  an extension of credit in which:  

 the transaction is collateralized exclusively by liquid and readily marketable debt or equity securities or 

gold;  

 the collateral is marked-to-fair value daily, and the transaction is subject to daily margin maintenance 

requirements; and  

 the extension of credit is made under an agreement that provides the banking organization with certain 

rights upon the occurrence of an event of default. 
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Recognizing Collateral:  Definition of Financial Collateral 

Financial collateral means collateral: 

 in the form of: 

 cash on deposit with the banking organization (including cash held for the banking organization by a 

third-party custodian or trustee); 

 gold bullion; 

 long-term debt securities that are not resecuritization exposures and that are investment grade; 

 short-term debt instruments that are not resecuritization exposures and that are investment grade; 

 equity securities that are publicly traded; 

 convertible bonds that are publicly traded; or 

 money market fund shares and other mutual fund shares if a price for the shares is publicly quoted 

daily; and 

 in which the banking organization has a perfected, first-priority security interest or, outside of the United 

States, the legal equivalent thereof (with the exception of cash on deposit and notwithstanding the prior 

security interest of any custodial agent). 
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Recognizing Collateral:  Simple Approach 

 Under the simple approach, a banking organization may apply the risk weight associated with the collateral to 

the portion of an exposure that is secured by the fair value of financial collateral. 

 The banking organization must apply the risk weight otherwise applicable to the exposure to the 

uncollateralized portion of the exposure. 

 Generally, the risk weight applied to the collateralized portion is subject to a 20% floor.  However:  

 a 0% risk weight may be assigned to an OTC derivative that is marked-to-market on a daily basis and 

subject to a daily margin maintenance requirement, to the extent the contract is collateralized by cash on 

deposit 

 a 10% risk weight may be assigned to an OTC derivative that is marked-to-market daily and subject to a 

daily margin maintenance requirement, to the extent that the contract is collateralized by an exposure to a 

sovereign that qualifies for a 0% risk weight under the standardized approach 

 a 0% risk weight may be assigned to the collateralized portion of an exposure where the financial collateral 

is (1) cash on deposit; or (2) an exposure to a sovereign that qualifies for a 0% risk weight under the 

standardized approach and the banking organization has discounted the fair value of the collateral by 20%. 

 Qualification:  To qualify for the simple approach, the financial collateral must be: 

 subject to a collateral agreement for at least the life of the exposure; 

 revalued at least every six months; and 

 denominated in the same currency as the exposure (not applicable if the collateral is gold). 
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Recognizing Collateral:  Collateral Haircut Approach 

 Generally, under the collateral haircut approach, a banking organization determines the exposure 

amount using the following formula (applying standard supervisory haircuts or, with regulatory approval, 

its own estimates of haircuts) and multiplies the exposure amount by the risk weight associated with the 

counterparty or guarantor. 

 

 

 

Components of Collateral Haircut Approach Formula 

 In the case of repo-style transactions and eligible margin loans and netting sets thereof, ΣE = the value 

of the exposure, i.e., the sum of the current fair values of all instruments, gold, and cash the banking 

organization has lent, sold subject to repurchase, or posted as collateral to the counterparty under the 

transaction or netting set. 

 In the case of collateralized derivative transactions and netting sets thereof, ΣE = the exposure amount 

determined using the CEM (see pages [__] to [__]). 

 ΣC = the value of the collateral, i.e., the sum of the current fair values of all instruments, gold and cash 

the banking organization has borrowed, purchased subject to resale, or taken as collateral from the 

counterparty under the transaction or netting set. 

Exposure Amount = max {0, [(ΣE − ΣC) + Σ(Es × Hs) + Σ(Efx × Hfx)]} 
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Recognizing Collateral:  Collateral Haircut Approach (cont.) 

 

 

 

Components of Collateral Haircut Approach Formula (cont.) 

 Es = the absolute value of the net position in a given instrument or in gold.  The net position = the sum 

of the current fair values of the instrument or gold the banking organization has lent, sold subject to 

repurchase, or posted as collateral to the counterparty minus the sum of the current fair values of that 

same instrument or gold the banking organization has borrowed, purchased subject to resale, or taken 

as collateral from the counterparty. 

 Hs = the market price volatility haircut appropriate to the instrument or gold referenced in Es. 

 Efx = the absolute value of the net position of instruments and cash in a currency that is different from 

the settlement currency.  The net position = the sum of the current fair values of any instruments or cash 

in the currency the banking organization has lent, sold subject to repurchase, or posted as collateral to 

the counterparty minus the sum of the current fair values of any instruments or cash in the currency the 

banking organization has borrowed, purchased subject to resale, or taken as collateral from the 

counterparty. 

 Hfx = the haircut appropriate to the mismatch between the currency referenced in Efx and the 

settlement currency.  

Exposure Amount = max {0, [(ΣE − ΣC) + Σ(Es × Hs) + Σ(Efx × Hfx)]} 
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Recognizing Collateral:  Collateral Haircut Approach 
Standard Supervisory Haircuts 

Standard Supervisory Haircuts 

 Unless a banking organization has received prior approval from its primary federal banking regulator to 

use its own estimates of haircuts, it must use the standard supervisory haircuts subject to the 

adjustments described below. 

 For the standard supervisory market price volatility haircuts (Hs) for different types of instruments, 

see page [__]. 

 The standard supervisory foreign exchange rate volatility haircut (Hfx) is 8%. 

 Adjustments to Standard Supervisory Haircuts 

 The standard supervisory haircuts, Hs and Hfx, are based on an assumed 10-business-day 

minimum holding period for derivatives and eligible margin loans  

 For repo-style transactions, Hs and Hfx may be multiplied by the square root of ½ (~0.707107) to 

convert them to an assumed 5-business-day minimum holding period 

 If the number of trades in a netting set exceeds 5,000 at any time during a quarter, Hs and Hfx must 

be adjusted upward using a 20-business-day holding period for the following quarter (except for 

cleared transactions)  

 For indemnified agency securities lending, each transaction between an agent and a borrower 

= 1 trade (regardless of number of securities lenders or number of shares) 
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Recognizing Collateral:  Collateral Haircut Approach 
Standard Supervisory Haircuts (cont.) 

 Adjustments to Standard Supervisory Haircuts (cont.) 

 If a netting set contains one or more trades involving illiquid collateral or an OTC derivative that 

cannot be easily replaced, Hs and Hfx must be adjusted upward using a 20-business-day holding 

period  

 Alternatively, these can be excluded from the netting set and capital requirements for the 

excluded trades can be calculated separately 

 If over the 2 previous quarters more than 2 margin disputes on a netting set have occurred that 

lasted more than the assumed holding period, Hs and Hfx must be adjusted upward using a 

holding period that is at least twice the minimum holding period for that netting set. 

 Adjustments to standard supervisory haircuts based on the length of applicable holding periods are 

made using a square root of time formula. 
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Recognizing Collateral:  Collateral Haircut Approach 
Standard Supervisory Haircuts (cont.) 

Standard Supervisory Market Price Volatility Haircuts*  

Residual maturity Haircut (in percent) assigned based on: Investment 

grade 

securitization 
exposures 

Standardized risk weight for 
sovereign issuers 

Standardized risk weight for 
non-sovereign issuers 

0%  
risk weight 

20% or 

50%  
risk weight 

100% risk 
weight 

20%  

risk 
weight 

25%  

risk 
weight 

100% risk 
weight 

Less than or equal to 1 year 0.5 1.0 15.0 1.0 2.0 4.0 4.0 

Greater than 1 year and less 
than or equal to 5 years 

2.0 3.0 15.0 4.0 6.0 8.0 12.0 

Greater than 5 years 4.0 6.0 15.0 8.0 12.0 16.0 24.0 

Main index equities (including convertible bonds) and gold 15.0 

Other publicly traded equities (including convertible bonds) 25.0 

Mutual funds Highest haircut applicable to any security in which 
the fund can invest 

Cash collateral held Zero 

Other exposure types 25.0 

* The supervisory haircuts in this table are based on a 10-business-day holding period. 

http://www.usbasel3.com/


DRAFT 

66 © 2015 Davis Polk and Wardwell LLP 

Recognizing Collateral:  Collateral Haircut Approach 
Illustrative Examples 

 Repo 

 Bank enters into a repo in which it receives $100, transferring 7-year Treasury securities with a 

market value of $102 and an adjusted supervisory haircut of 2.83% (4% x 0.707107).   

 The exposure amount is ($102 – $100) + ($100 x 0%) + ($102 x 2.83%) = $4.88 

 Securities Lending (cash collateral transaction) 

 Bank lends $100 par value 7-year Treasury securities with a market value of $102 and receives 

$100 in cash collateral.  The adjusted supervisory haircut on the security is 2.83% (4% x 0.707107).   

 The exposure amount is ($102 – $100) + ($100 x 0%) + ($102 x 2.83%) = $4.88 

 Securities Lending (securities collateral transaction) 

 Bank lends a $100 par value 7-year Treasury security with a market value of $101 and receives a 3-

year corporate bond as collateral, with a $100 par value and a $102 market value.   

 The adjusted supervisory haircuts on the lent and borrowed securities are 2.83% (4% x 0.707107) 

and 5.66% (8% x 0.707107), respectively.   

 The exposure amount is ($101 – $102) + ($101 x 2.83%) + ($102 x 5.66%) = $7.63 
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Recognizing Collateral:  Collateral Haircut Approach 
Illustrative Examples (cont.) 

 Reverse Repo 

 Bank enters into a reverse repo in which it transfers $100 and receives 7-year Treasury securities 

with a market value of $102 and an adjusted supervisory haircut of 2.83% (4% x 0.707107).    

 The exposure amount is ($100 – $102) + ($100 x 0%) + ($102 x 2.83%) = $0.88 

 Securities Borrowing (cash collateral transaction) 

 Bank borrows $100 par value 7-year Treasury securities with a market value of $102.  Bank 

provides $100 in cash as collateral.  The adjusted supervisory haircut associated with the securities 

is 2.83% (4% x 0.707107).   

 The exposure amount is ($100 – $102) +($100 x 0%) + ($102 x 2.83%) = $0.88 

 Securities Borrowing (securities collateral transaction) 

 Bank borrows $100 par value 7-year Treasury securities with a market value of $101 and provides 

as collateral 3-year corporate bonds with a par value of $100 and a market value of $102.   

 The adjusted supervisory haircut on the borrowed security is 2.83% (4% x 0.707107) and the 

adjusted supervisory haircut on the security provided as collateral is 5.66% (8% x 0.707107).   

 The exposure amount is ($102 – $101) + ($101 x 2.83%) + ($102 x 5.66%) = $9.63 
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Capital Treatment of Cleared Transactions 

 U.S. Basel III contains a capital framework for centrally cleared derivative and securities financing 

transactions that is broadly based on the Basel Committee’s July 2012 interim framework. 

 The framework distinguishes between: 

 Qualifying CCPs (QCCPs) and non-qualifying CCPs 

 Banking organizations that are clients of a clearing member and banking organizations that are 

clearing members 

 Trade exposures to a CCP and a clearing member’s default fund contributions to a CCP 

 A relatively low risk weight (2% or 4%) is assigned to a banking organization’s trade exposures 

to a QCCP 

 However, a clearing member banking organization must also calculate a capital charge for its 

default fund contributions to a CCP using one of two methods 

 A derivative where a clearing member banking organization faces its client (generally treated as an 

OTC derivative) and an offsetting derivative where a clearing member banking organization faces the 

CCP (generally treated as a cleared transaction) 

CCP Clearing Member Client 
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Derivative Clearing Arrangement Capital Treatment 

Transaction between a clearing member banking organization 

and a QCCP for the banking organization’s own account 

 

 

 

❶ is a cleared transaction 

RWA = 2% x trade exposure amount 

Clearing member banking organization must also hold 

capital against its default fund contribution to the QCCP 

 

Clearing member banking organization enters into a 

transaction with its client and an offsetting transaction (as 

principal) with the QCCP 

 

❶ is a cleared transaction 

RWA = 2% x trade exposure amount 

❷ is an OTC derivative 

 Calculate standardized approach RWA using CEM 

subject to a scaling factor for holding period 

 Calculate advanced approaches RWA using IMM subject 

to a margin period of risk adjustment (if applicable) 

Clearing member banking organization must also hold 

capital against its default fund contribution to the QCCP 

 

Capital Treatment of Cleared Transactions: Examples 

QCCP 
Clearing Member 

Banking Organization 

QCCP 
Clearing Member 

Banking Organization 
Client 

1 

1 2 
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Capital Treatment of Cleared Transactions: Examples 
(cont.) 

Derivative Clearing Arrangement Capital Treatment 

Clearing member banking organization acts as agent and (1) 

guarantees client performance to the QCCP and, if applicable, 

also (2) guarantees QCCP performance to the client 

 

 

 

❶ is an OTC derivative 

 Calculate standardized approach RWA using CEM 

subject to a scaling factor for holding period 

 Calculate advanced approaches RWA using IMM subject 

to a margin period of risk adjustment (if applicable) 

❷ (if applicable) is a cleared transaction 

RWA = 2% x trade exposure amount 

 

Clearing member banking organization must also hold 

capital against its default fund contribution to the QCCP 

 

 

 

 

 

QCCP Client 

1 Clearing Member Banking Organization  

guarantees client performance to QCCP 

2 Clearing Member Banking Organization 

guarantees QCCP performance to client 
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Capital Treatment of Cleared Transactions: Examples 
(cont.) 

Derivative Clearing Arrangement Capital Treatment 

Client banking organization enters into transaction with a 

clearing member, which enters into an offsetting transaction 

(as principal) with a QCCP 

 

 

 

❶ is a cleared transaction 

RWA = risk weight x trade exposure amount 

 2% risk weight applies if certain arrangements are in 

place 

 otherwise a 4% risk weight applies 

 

 

Client banking organization enters into transaction with a 

QCCP.  Clearing member acts as agent and guarantees client 

performance to the QCCP 

 

 

 

❶ is a cleared transaction 

RWA = risk weight x trade exposure amount 

 2% risk weight applies if certain arrangements are in 

place 

 otherwise a 4% risk weight applies 

 

 

 

 

QCCP 
Client Banking 

Organization 

1 Clearing 

Member 

QCCP 
1 

Clearing member guarantees 

client performance to QCCP 

Client Banking 

Organization 
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III. Leverage-Based Capital Requirements 
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Liquidity 

Requirements 

Leverage-Based Capital Requirements in the U.S. Basel 
III Framework 

Capital Requirements 

Net Stable Funding 

Ratio* 

Liquidity Coverage 

Ratio 

Risk-Based Capital 

Minimum 

Requirements 

Capital 

Buffers 

Pillar 3 

Disclosures 

Leverage-Based Capital 

Supplementary 

Leverage Ratio 

eSLR Buffer 

U.S. Leverage Ratio 
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Roadmap for Part III: Leverage-Based Capital Requirements  

Click here to return to table of contents 

 U.S. Leverage Ratio – U.S. banking organizations have long been subject to a leverage capital 

requirement based on the ratio of a banking organization’s Tier 1 capital to its average total consolidated 

on-balance sheet assets as reported in its regulatory report minus amounts deducted from Tier 1 capital.  

 All U.S. banking organizations and IHCs are subject to a minimum 4% U.S. leverage ratio.  An IDI 

must maintain a U.S. leverage ratio of at least 5% to be considered well-capitalized. See page [__] 

for a visual overview of the U.S. Leverage Ratio. 

 Supplementary Leverage Ratio (“SLR”) – The SLR represents the U.S. banking agencies’ 

implementation of the Basel III Leverage Ratio.  

 Advanced approaches firms must maintain a minimum SLR of 3%. See page [__] for a visual 

overview of the SLR.  

 eSLR Standards – The 8 U.S. bank holding companies that have been identified by the Financial Stability 

Board as global systemically important banks (“U.S. GSIBs”) and their IDI subsidiaries are subject to 

enhanced SLR standards (“eSLR”) that will effectively require them to maintain an SLR in excess of 5%. 

See  pages [__] through [__] for an overview of the eSLR.  

 Total Leverage Exposure – The denominator for the SLR takes into account on-balance sheet assets, 

derivative exposures, repo-style exposures and other off-balance sheet exposures. See pages [___] 

through [___] for additional information on calculating Total Leverage Exposure.  

 

http://www.usbasel3.com/


DRAFT 

75 © 2015 Davis Polk and Wardwell LLP 

As defined in U.S. Basel III and consisting of CET1 and 

Additional Tier 1 capital, subject to adjustments, deductions 

and transitional arrangements. 

Tier 1 Capital 

Avg. Total Consolidated Assets 
U.S. Leverage 

Ratio (%) 
= 

Takes into account only on-balance sheet assets as 

reported on the banking organization’s regulatory 

report (e.g., Call Report or FR Y-9C), and is adjusted 

for amounts deducted from Tier 1 Capital. 

 All U.S. banking organizations and 

IHCs are subject to a minimum 4% 

U.S. leverage ratio.  

 An IDI must maintain a U.S. leverage 

ratio of at least 5% to be considered 

well-capitalized. 

Visual Overview of the U.S. Leverage Ratio 
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As defined in U.S. Basel III and consisting of CET1 and 

Additional Tier 1 capital, subject to adjustments, deductions 

and transitional arrangements. 

Tier 1 Capital 

Total Leverage Exposure 
SLR (%) = 

Takes into account both on-balance sheet assets 

and off-balance sheet exposures* such as OTC 

derivatives, cleared derivatives, repo-style 

transactions and other off-balance sheet exposures.   

*When calculating Total Leverage Exposure, firms must add the average of their on-balance sheet 

assets calculated as of each day of the reporting quarter to the average of their off-balance sheet 

exposures calculated as of the last day of each of the most recent three months. 

SLR v. U.S. Leverage Ratio: The SLR 

takes into account both on-balance sheet 

and certain off-balance sheet assets and 

exposures, whereas the U.S. Leverage 

Ratio only measures a banking 

organization’s on-balance sheet leverage.  

 Advanced approaches firms are 

subject to a minimum SLR of 3%. 

 U.S. GSIBs and their IDI subsidiaries 

are subject to the eSLR. 

Visual Overview of the SLR 
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 The eSLR currently defines U.S. GSIB to include any U.S. top-tier BHC with at least $700 billion in total consolidated 

assets or at least $10 trillion in assets under custody and its IDI subsidiaries  

 The U.S. GSIB Surcharge Proposal would redefine U.S. GSIB based on the global systemic indicator weightings 

approach, consistent with the international Basel III standard. 

 Both the current and proposed definitions capture the same 8 U.S. GSIBs and their IDI subsidiaries. 

3% 

min. 

3% 

Sur-

charge 

Each IDI subsidiary 

must maintain a 6% 

SLR to be considered 

well-capitalized under 

the prompt corrective 

action framework 

U.S. 

GSIB 

IDI 

Subsidiary 

Other 

Subsidiary 

IDI 

Subsidiary 

3% 

min. 

>2% 

buffer 

A U.S. GSIB must 

maintain a >5% SLR, on a 

consolidated basis, to 

avoid restrictions on 

capital distributions and 

discretionary bonus 

payments to executive 

officers 

Overview of the eSLR 
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eSLR:  Failure by a U.S. GSIB to Maintain >5% SLR 

 A U.S. GSIB that does not maintain an SLR of greater than 5%, i.e., a buffer of more than 2% on top of 

the 3% minimum, will be subject to increasingly stringent restrictions on its ability to make capital 

distributions and discretionary bonus payments to executive officers. 

 

SLR Buffer  
Allowed Capital Distributions and  

Discretionary Bonus Payments  

Buffer > 2.0% No limit imposed by the U.S. GSIB leverage surcharge 

2.0% ≥ Buffer > 1.5% Up to 60% of eligible retained income 

1.5% ≥ Buffer > 1.0% Up to 40% of eligible retained income 

1.0% ≥ Buffer >0.5% Up to 20% of eligible retained income 

0.5% ≥ Buffer No capital distributions or discretionary bonus payments allowed 
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SLR and eSLR Implementation Timeline 

September 2014:  U.S. 

banking agencies finalize 

revisions to the 

denominator of the SLR 

April 2014:  U.S. banking 

agencies finalize eSLR and 

propose revisions to the 

denominator of the SLR 

Basel Committee to make any 

final adjustments to the Basel 

III Leverage Ratio by 2017 

January 1, 2018:  

Compliance date for 

SLR and eSLR 

Jan. 2014 July 2014 Jan. 2015 July 2015 Jan. 2016 July 2016 Jan. 2017 July 2017 Jan. 2018 July 2018 
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On-balance Sheet Assets 

 

Derivative Exposures 

 

Repo-Style Transaction Exposures 

 

Other Off-Balance Sheet Exposures 

Total 

Leverage 

Exposure 

1 

2 

3 

4 

(beginning on 

page [__]) 

(beginning on 

page [__]) 

(beginning on page [__]) 

(beginning on page [__]) 

SLR Denominator:   
Components of Total Leverage Exposure 
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1. On-balance Sheet Assets 

A banking organization must include in its Total Leverage Exposure: 

 Balance sheet carrying value of all of its on-balance sheet assets 

PLUS (+) 

 Value of securities sold under a repurchase transaction or a securities lending transaction 

that qualifies for sales treatment under U.S. GAAP 

LESS (-) 

 Amounts deducted from Tier 1 capital under U.S. Basel III  

LESS (-) 

 Value of securities received in security-for-security repo-style transactions, where the 

banking organization acts as a securities lender and includes the securities received in its 

on-balance sheet assets but has not sold or re-hypothecated the securities received 
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2. Derivative Exposures:  Overview 

A banking organization must include in its Total Leverage Exposure: 

 A.  Potential future exposure (“PFE”) for each derivative contract or each single-product 

netting set of derivative contracts, subject to certain exceptions and adjustments 

PLUS (+) 

 B.  Certain cash collateral received from or posted to a counterparty (i.e., reversal of the 

U.S. GAAP offset option), unless such cash collateral is all or part of variation margin that 

satisfies certain conditions 

PLUS (+) 

 C.  Effective notional principal amount of a credit derivative, or other similar instrument, 

through which the banking organization provides credit protection, which may be reduced 

by purchased credit protection that satisfies certain requirements 

PLUS (+) 

 D.  Exposures arising from certain central clearing arrangements 
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2A. PFE of Derivative Exposures:  Single Derivative Not 
Subject to a Qualifying Master Netting Agreement 

 

 

 

 

 

 

 

 

PFE  = effective notional principal amount  x  add-on factor 

PFE Add-on Factors 

Remaining 

maturity 

Interest 

rate 

Foreign 

exchange 

rate and gold 

Credit 

(investment grade 

reference asset) 

Credit (non-

investment grade 

reference asset) 

Equity Precious 

metals 

(except gold) 

Other 

1 year or less 0.00 0.01 0.05 0.10 0.06 0.07 0.10 

Over 1 to 5 

years 
0.005 0.05 0.05 0.10 0.08 0.07 0.12 

Over 5 years 0.015 0.075 0.05 0.10 0.10 0.08 0.15 

 A banking organization may exclude from PFE calculations a forward agreement treated as a 

derivative contract that is part of a repurchase or reverse repurchase or a securities borrowing or 

lending transaction that qualifies for sales treatment under U.S. GAAP. 
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2A. PFE of Derivative Exposures:  Netting Set of Derivatives 
Subject to a Qualifying Master Netting Agreement 

 

 

 Agross = the gross PFE:  the sum of the PFE amounts (as determined by multiplying the 

effective notional principal amount of the derivative contract by the appropriate add-on 

factor) for each individual derivative contract subject to the qualifying master netting 

agreement. 

 NGR = net to gross ratio:  the ratio of the net current credit exposure to the gross current 

credit exposure.  The gross current credit exposure equals the sum of the positive current 

credit exposures of all individual derivative contracts subject to the qualifying master 

netting agreement. 

 Cross-product netting may not be used to determine Total Leverage Exposure 

 

PFE  = (0.4 × Agross) + (0.6 × NGR × Agross) 

http://www.usbasel3.com/


DRAFT 

85 © 2015 Davis Polk and Wardwell LLP 

2A. PFE of Derivative Exposures:  Definition of Qualifying 
Master Netting Agreement 

 A qualifying master netting agreement means a written, legally enforceable agreement provided that:  

 The agreement creates a single legal obligation for all individual transactions covered by the agreement 

upon an event of default, including upon an event of receivership, insolvency, liquidation, or similar 

proceeding, of the counterparty. 

 The agreement provides the banking organization the right to accelerate, terminate, and close-out on a 

net basis all transactions under the agreement and to liquidate or set-off collateral promptly upon an 

event of default, including upon an event of receivership, insolvency, liquidation, or similar proceeding, of 

the counterparty, provided that, in any such case, any exercise of rights under the agreement will not be 

stayed or avoided under applicable law in the relevant jurisdictions, other than in receivership, 

conservatorship, resolution under the Federal Deposit Insurance Act, Title II of the Dodd-Frank Act, or 

under any similar insolvency law applicable to government sponsored enterprises (“GSEs”). 

 The agreement does not contain a walkaway clause (that is, a provision that permits a non-defaulting 

counterparty to make a lower payment than it otherwise would make under the agreement, or no 

payment at all, to a defaulter or the estate of a defaulter, even if the defaulter or the estate of the 

defaulter is a net creditor under the agreement). 

 In order to recognize an agreement as a qualifying master netting agreement, a banking organization 

must comply with the operational requirements for counterparty credit risk with respect to that agreement, 

including conducting a sufficient legal review of the agreement. 
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2A. PFE of Derivative Exposures:  CEM and SA-CCR 

 The current U.S. approach for determining PFE is based on the current exposure method 

(“CEM”). 

 SA-CCR:  The Basel Committee has adopted a standardized, non-internal-model-based 

method for calculating counterparty credit risk exposures associated with derivatives 

(“SA-CCR”).  The SA-CCR will replace the CEM in the risk-based capital framework.   

 The U.S. banking agencies stated that they will consider the extent to which any 

changes should be made to the calculation of Total Leverage Exposure once the 

Basel Committee has reached an agreement on whether and how to incorporate the 

SA-CCR into the Basel III Leverage Ratio. 
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 U.S. GAAP offset option:  For the purpose of determining the carrying value of derivative contracts, U.S. GAAP 

provide a banking organization the option to reduce any positive mark-to-fair value of a derivative contract by the 

amount of any cash collateral received from the counterparty, provided the relevant GAAP criteria for offsetting are met 

(“U.S. GAAP offset option”).  Similarly, under the GAAP offset option, a banking organization has the option to offset 

the negative mark-to-fair value of a derivative contract with a counterparty by the amount of any cash collateral posted 

to the counterparty. 

 Requirement to reverse the U.S. GAAP offset option under certain circumstances:  If a banking organization 

applies the U.S. GAAP offset option to determine the carrying value of its derivative contracts, the banking organization 

must reverse the effect of the U.S. GAAP offset option for purposes of determining Total Leverage Exposure, unless 

the cash collateral recognized to reduce the mark-to-fair value is cash variation margin that satisfies all of the conditions 

on pages [__] to [__].  In other words: 

 If a banking organization reduces the positive mark-to-fair value of a derivative contract with a counterparty as 

permitted under the U.S. GAAP offset option, but the cash collateral received does not meet the conditions for 

cash variation margin, the banking organization must include the positive mark-to-fair value of the derivative 

contract gross of any cash collateral in its Total Leverage Exposure. 

 Similarly, if a banking organization offsets the net negative mark-to-fair value of derivative contracts with a 

counterparty by the amount of any cash collateral posted to the counterparty, and does not include that cash 

collateral posted to the counterparty in its on-balance sheet assets, as permitted under the U.S. GAAP offset 

option, but the cash collateral posted does not meet the conditions for cash variation margin, the banking 

organization must include such cash collateral in its Total Leverage Exposure. 

2B. Treatment of Collateral:  U.S. GAAP Offset Option and 
Its Reversal Under Certain Circumstances  
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 1.  For derivative contracts that are not cleared through a qualifying central counterparty (“QCCP”), the cash 

collateral received by the recipient counterparty is not segregated (by law, regulation or an agreement with the 

counterparty). 

 Unless segregation is required by law, regulation or any agreement with the counterparty, a banking 

organization that posts cash variation margin to a counterparty may assume that its counterparty has not 

segregated the cash variation margin it has received for purposes of meeting this criterion. 

 2.  Variation margin is calculated and transferred on a daily basis based on the mark-to-fair value of the 

derivative contract. 

 3.  The variation margin transferred under the derivative contract or the governing rules for a cleared 

transaction is the full amount that is necessary to fully extinguish the net current credit exposure to the 

counterparty of the derivative contracts, subject to the threshold and minimum transfer amounts applicable to 

the counterparty under the terms of the derivative contract or the governing rules for a cleared transaction. 

 The U.S. banking agencies have stated that temporary differences between the amount of variation 

margin provided and the current mark-to-fair value should not invalidate recognition of the variation 

margin already received.  Accordingly, a morning margin call based on the mark from the end of the 

previous day should be considered to satisfy this criterion.    

 

2B. Treatment of Collateral:  Conditions for Cash Variation 
Margin 
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 4.  The variation margin is in the form of cash in the same currency as the currency of settlement set forth in 

the derivative contract. 

 “Currency of settlement” means any currency for settlement specified in the governing qualifying master 

netting agreement and the credit support annex to the qualifying master netting agreement, or in the 

governing rules for a cleared transaction. 

 5.  The derivative contract and the variation margin are governed by a qualifying master netting agreement 

between the legal entities that are the counterparties to the derivative contract or by the governing rules for a 

cleared transaction, and the qualifying master netting agreement or the governing rules for a cleared 

transaction must explicitly stipulate that the counterparties agree to settle any payment obligations on a net 

basis, taking into account any variation margin received or provided under the contract if a credit event 

involving either counterparty occurs. 

 6.  The variation margin is used to reduce the current credit exposure of the derivative contract and not the 

PFE. 

 7.  For the purpose of the calculation of the NGR, the variation margin may not reduce the net current credit 

exposure or the gross current credit exposure.   

2B. Treatment of Collateral:  Conditions for Cash Variation 
Margin (cont.) 
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 A banking organization must include in its Total Leverage Exposure the effective notional 

principal amount of a credit derivative, or other similar instrument, through which the 

banking organization provides credit protection. 

 Effective notional principal amount = the apparent or stated notional principal amount 

multiplied by any multiplier in the derivative contract. 

 Reductions:  A banking organization may reduce the effective notional principal amount of 

a credit derivative: 

 By the amount of any reduction in the mark-to-fair value of the credit derivative if the 

reduction is recognized in CET1. 

 By the effective notional principal amount of a purchased credit derivative or other 

similar instrument that satisfies all of the conditions on pages [__] to [__]. 

2C. Sold Credit Protection 
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 The remaining maturity of the purchased credit derivative is equal to or greater than the remaining 

maturity of the sold credit derivative. 

 With respect to a credit derivative that references a single exposure, the reference exposure of the 

purchased credit derivative is to the same legal entity and ranks pari passu with, or is junior to, the 

reference exposure of the sold credit derivative. 

 With respect to a credit derivative that references multiple exposures, the reference exposures of the 

purchased credit derivative are to the same legal entities and rank pari passu with the reference 

exposures of the sold credit derivative, and the level of seniority of the purchased credit derivative 

ranks pari passu to the level of seniority of the sold credit derivative. 

 Where a banking organization has purchased and sold credit protection on overlapping portions of 

the same reference index, but the purchased credit protection does not cover the entirety of the 

portion of the index or securitization on which the banking organization has sold credit protection, 

the banking organization may offset the sold credit protection by the overlapping portion of 

purchased credit protection.  

 E.g., if a banking organization has sold credit protection on the 3-7% tranche(s) of an index and 

purchased credit protection on the 5-10% tranche(s) of the same index, it may offset the 5-7% 

portion of the sold credit protection, assuming all of the other relevant criteria are met.   

2C. Sold Credit Protection:  Conditions for Taking Into 
Account Purchased Credit Protection  
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 A banking organization that has reduced the effective notional amount of a sold credit derivative in 

accordance with U.S. rules must also reduce the effective notional principal amount of a purchased 

credit derivative used to offset the sold credit derivative, by the amount of any increase in the mark-to-

fair value of the purchased credit derivative that is recognized in CET1.   

 Where a banking organization purchases credit protection through a total return swap and records the 

net payments received on a sold credit derivative in net income, but does not record offsetting 

deterioration in the mark-to-fair value of the sold credit derivative (either through reductions in fair 

value or by additions to reserves), the banking organization may not use the purchased credit 

protection to offset the effective notional principal amount of the sold credit derivative.   

2C. Sold Credit Protection:  Conditions for Taking Into 
Account Purchased Credit Protection (cont.) 
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 The exposure measure of sold credit protection may be overstated by the inclusion in 

Total Leverage Exposure of both (1) PFE representing counterparty credit exposure and 

(2) effective notional amount representing reference entity exposure.   

 Accordingly, a banking organization may choose to exclude the PFE of all credit 

derivatives or other similar instruments through which it provides credit protection when 

calculating the PFE, provided that it does not adjust the NGR. 

 A banking organization that chooses to exclude the PFE of credit derivatives or other 

similar instruments through which it provides credit protection must do so consistently 

over time for the calculation of the PFE for all such instruments.   

2C. Sold Credit Protection:  Adjustments to PFE to Avoid 
Double Counting 
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 The effective notional principal amounts of sold credit protection that are cleared for 

clearing member clients through CCPs are not included in a clearing member banking 

organization’s Total Leverage Exposure.  

 The clearing member banking organization would include such a derivative transaction, 

or other similar instrument, related to the sold credit protection in its Total Leverage 

Exposure in the same manner as other cleared derivative transactions. 

 E.g., if the clearing member banking organization guarantees the performance of a 

clearing member client with respect to a cleared transaction, the clearing member 

banking organization should treat the exposure to the clearing member client as a 

derivative contract.   

2C. Sold Credit Protection:  Client Clearing  
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Client Clearing Arrangement Illustrative Example 

CM Guarantees CCP’s Performance to Client  

A CM that guarantees the performance of a CCP with respect 

to a transaction cleared on behalf of a Client must treat its 

exposure to the CCP as a derivative contract for purposes of 

determining its Total Leverage Exposure. 

 

 

Include both derivative ❶ and derivative ❷  

in Total Leverage Exposure 

CM Does Not Guarantee CCP’s Performance to Client 

A CM that does not guarantee the performance of a CCP with 

respect to a transaction cleared on behalf of a Client may 

exclude its exposure to the CCP for purposes of determining 

its Total Leverage Exposure. 

 

 

 

 

Include only derivative ❶  

in Total Leverage Exposure 

The following treatments apply when a clearing member banking organization (“CM”) offers derivatives 

clearing services to a clearing member client (“Client”) with respect to a CCP: 

1 2 
CCP CM Client 

CCP CM Client 
1 2 

CM Guarantees Client’s Performance to CCP 

CM Does Not Guarantee  

Client’s Performance to CCP 

2D. Cleared Derivative Exposures 
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Client Clearing Arrangement Illustrative Example 

CM Guarantees Client’s Performance to CCP 

A CM that guarantees the performance of a Client with 

respect to a cleared transaction must treat its exposure to the 

Client as a derivative contract for purposes of determining its 

Total Leverage Exposure. 

 

 

 
 

 

Include guarantee ❶ in Total Leverage 

Exposure as a derivative transaction  

with the Client 

CM and Client Are Consolidated Subsidiaries of a 

Banking Organization 

A banking organization may exclude from Total Leverage 

Exposure a CM’s exposure to a Client for a derivative 

contract, if the CM and Client are affiliates and consolidated 

for financial reporting purposes on the banking organization’s 

balance sheet.  

 

 

 

 

Exclude derivative ❶  

from Total Leverage Exposure 

CCP Client 

CM Guarantees Client’s Performance to CCP 

1 

CCP CM Client 
1 2 

CM and Client Are Consolidated Subsidiaries of a 

Banking Organization 

2D. Cleared Derivative Exposures (cont.) 
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3. Repo-Style Transaction Exposures:  Overview 

A banking organization must include in its Total Leverage Exposure: 

 A.  Gross value of receivables associated with the repo-style transactions less any on-balance sheet 

receivables amount associated with these transactions (i.e., reversal of the U.S. GAAP offset for repo-

style transactions), unless certain conditions are satisfied 

PLUS (+) 

 B.  Measure for counterparty credit risk of a repo-style transaction or a netting set of repo-style 

transactions, including where the banking organization acts as an agent for a repo-style transaction and 

indemnifies the customer with respect to the performance of the customer’s counterparty in an amount 

limited to the difference between the fair value of the security or cash its customer has lent and the fair 

value of the collateral the borrower has provided  

PLUS (+) 

 C.  If a banking organization acting as an agent for a repo-style transaction provides a guarantee to a 

customer of the security or cash its customer has lent or borrowed with respect to the performance of the 

customer’s counterparty and the guarantee exceeds the difference between the fair value of the security 

or cash its customer has lent and the fair value of the collateral the borrower has provided, the amount of 

excess 
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 U.S. GAAP offset for repo-style transactions:  For purposes of determining the on-balance sheet 

carrying value of a repo-style transaction, U.S. GAAP permits a banking organization to offset the 

gross values of receivables due from a counterparty under reverse repurchase agreements by the 

amount of the payments due to the same counterparty (that is, amounts recognized as payables to the 

same counterparty under repurchase agreements), provided the relevant accounting criteria are met 

(“U.S. GAAP offset for repo-style transactions”). 

 Requirement to reverse the U.S. GAAP offset for repo-style transactions under certain 

circumstances:  If a banking organization applies the U.S. GAAP offset for repo-style transactions, it 

must reverse the effect of the U.S. GAAP offset for repo-style transactions for purposes of determining 

Total Leverage Exposure, unless all of the conditions on pages [__] to [__] are satisfied.  In other 

words: 

 Where a banking organization acting as a principal (as opposed to as agent) has more than one 

repo-style transaction with the same counterparty and has offset the gross value of receivables 

due from a counterparty under reverse repurchase transactions by the gross value of payables 

under repurchase transactions due to the same counterparty, but the repo-style transactions do 

not meet the conditions for recognizing the U.S. GAAP offset for repo-style transactions, the 

banking organization must  include in its Total Leverage Exposure the gross value of receivables 

associated with the repo-style transactions less any on-balance sheet receivables amount 

associated with these repo-style transactions.   

3A. U.S. GAAP Offset for Repo-Style Transactions and Its 
Reversal Under Certain Circumstances  
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 1. The offsetting repo-style transactions have the same explicit final settlement date under their 

governing agreements. 

 The “same explicit final settlement date” requirement does not permit receivables or payables 

from undated or “open” repo-style transactions, which can be unwound unconditionally at any time 

by either counterparty, to be offset against payables or receivables from overnight transactions or 

against other “open” transactions.  

 2. The right to offset the amount owed to the counterparty with the amount owed by the counterparty is 

legally enforceable in the normal course of business and in the event of receivership, insolvency, 

liquidation, or similar proceeding. 

 3.  Under the agreements governing the repo-style transactions, the counterparties intend to settle net, 

settle simultaneously, or settle according to a process that is the functional equivalent of net 

settlement, (that is, the cash flows of the transactions are equivalent, in effect, to a single net amount 

on the settlement date), where both transactions are settled through the same settlement system, the 

settlement arrangements are supported by cash or intraday credit facilities intended to ensure that 

settlement of both transactions will occur by the end of the business day, and the settlement of the 

underlying securities does not interfere with the net cash settlement. 

3A. Conditions for Recognizing the U.S. GAAP Offset for 
Repo-Style Transactions 
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 Clarifications regarding criterion 3:  The U.S. banking agencies have clarified that criterion 3 requires that 

the settlement of the underlying securities be subject to a settlement mechanism that results in the functional 

equivalence of net settlement.  In other words, the cash flows of the transactions must be equivalent, in effect, 

to a single net amount on the settlement date.  

 To achieve such equivalence, all transactions must be settled through the same settlement system, and 

any settlement system used to settle the transactions must not require all securities to have successfully 

settled before settling any net cash obligations.  

 The settlement system’s procedures must provide that the failure of any single securities transaction in 

the settlement system should only delay the matching cash leg (payment) or create an obligation to the 

settlement system, supported by an associated credit facility.  

 The requirement that settlement of the underlying securities does not interfere with the net cash 

settlement is not intended to exclude any settlement mechanism, such as a delivery-versus-payment or 

other mechanism, if it meets these functional requirements.  

 If a settlement system’s procedures allow for all of the above, then criterion 3 would be met. If the failure 

of the securities leg of a transaction in such a system persists at the end of the settlement period, 

however, then this transaction and its matching cash leg must be split out from the netting set and treated 

gross for the purposes of total leverage exposure. 

3A. Conditions for Recognizing the U.S. GAAP Offset for 
Repo-Style Transactions (cont.) 
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 A banking organization must include a measure for counterparty credit risk measure in 

Total Leverage Exposure to capture the banking organization’s exposure to its 

counterparty in repo-style transactions.  

 To determine the measure for counterparty credit risk of a repo-style transaction, 

including a transaction in which a banking organization acts as an agent for a customer 

and indemnifies the customer against loss, the banking organization would subtract the 

fair value of the instruments, gold, and cash received from a counterparty from the fair 

value of any instruments, gold, and cash lent to the counterparty.  

 If a qualifying master netting agreement is in place, or the transactions are cleared, 

the banking organization can net the total fair value of instruments, gold, and cash 

lent to a counterparty against the total fair value of instruments, gold, and cash 

received from the same counterparty across all those transactions. 

 For repo-style transactions that are not subject to a qualifying master netting 

agreement or that are not cleared, the counterparty exposure measure would be 

calculated on a transaction-by-transaction basis.  

3B. Measure for Counterparty Credit Risk of Repo-Style 
Transactions:  Overview 
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If a qualifying master netting agreement is in place:  

Measure for counterparty credit risk = greater of (i) 0 and (ii) ΣEi – ΣCi 
 

If a qualifying master netting agreement is not in place:  

Measure for counterparty credit risk = greater of (i) 0 and (ii) Ei – Ci 

 ΣEi = total fair value of instruments, gold, or cash that the banking organization has lent, sold subject 

to repurchase or provided as collateral to a counterparty for all transactions included in the qualifying 

master netting agreement. 

 ΣCi = total fair value of the instruments, gold, or cash that the banking organization borrowed, 

purchased subject to resale or received as collateral from the counterparty for all transactions included 

in the qualifying master netting agreement. 

 If a qualifying master netting agreement is not in place, the measure for counterparty credit risk is 

calculated on a transaction by transaction basis, i.e., each transaction i is treated as its own netting 

set. 

3B. Measure for Counterparty Credit Risk of Repo-Style 
Transactions:  Formulas 
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 The measure for counterparty credit risk includes where a banking organization acts as an agent for a 

repo-style transaction and indemnifies the customer with respect to the performance of the customer’s 

counterparty in an amount limited to the difference between the fair value of the security or cash its 

customer has lent and the fair value of the collateral the borrower has provided. 

 Further Economic Exposure:  If a banking organization acting as an agent for a repo-style 

transaction provides a guarantee to a customer of the security or cash its customer has lent or 

borrowed with respect to the performance of the customer’s counterparty and the guarantee exceeds 

the difference between the fair value of the security or cash its customer has lent and the fair value of 

the collateral the borrower has provided, the amount of excess must be included in Total Leverage 

Exposure. 

 No Guarantee or Indemnity:  Where a banking organization acting as an agent for a repo-style 

transaction does not provide an indemnity or guarantee to any of the involved parties, the bank is not 

exposed to the repo-style transaction and should not include the repo-style transaction in its Total 

Leverage Exposure. 

3C. Banking Organization Acting as Agent for Repo-Style 
Transactions  
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4. Other Off-Balance Sheet (OBS) Exposures 

 A banking organization must include in its Total Leverage Exposure the credit equivalent 

amount of all of its off-balance sheet exposures determined using the applicable credit 

conversation factor (“CCF”) under the U.S. Basel III standardized approach, subject to a 

CCF floor of 10%. 

 Exclusions:  Repo-style transactions, repurchase or reverse repurchase or securities 

borrowing or lending transactions that qualify for sales treatment under U.S. GAAP and 

derivative transactions. 

Credit Equivalent Amount  =  Notional amount of OBS exposure x CCF 
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4. Other Off-Balance Sheet (OBS) Exposures (cont.) 

OBS Exposure CCF 

Commitments that are unconditionally cancelable by the banking organization 10% 

Commitments with original maturity of ≤ 1 year that are not unconditionally 

cancellable by the banking organization 
20% 

Self-liquidating trade-related contingent items that arise from the movement of 

goods with original maturity of ≤ 1 year 
20% 

Commitments with original maturity of > 1 year that are not unconditionally 

cancellable by the banking organization  
50% 

Transaction-related contingent items, including performance bonds, bid bonds, 

warranties and standby letters of credit 
50% 

Guarantees, credit-enhancing representations and warranties that are not 

securitization exposures, financial standby letters of credit and forward agreements 
100% 

http://www.usbasel3.com/


DRAFT 

106 © 2015 Davis Polk and Wardwell LLP 

DRAFT 

106 

IV. Quantitative Liquidity Requirements  
The Liquidity Coverage Ratio (LCR) 
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Liquidity Requirements in the U.S. Basel III Framework 

Capital Requirements 

Risk-Based Capital 

Minimum 

Requirements 

Capital 

Buffers 

Pillar 3 

Disclosures 

Supplementary 

Leverage Ratio 

eSLR Buffer 

U.S. Leverage Ratio 

Leverage-Based Capital 

Liquidity 

Requirements 

Net Stable Funding 

Ratio* 

Liquidity Coverage 

Ratio 

* Future Rulemakings:  The U.S. banking agencies have not yet proposed 

requirements implementing the Basel Committee’s Net Stable Funding Ratio 

http://www.usbasel3.com/


DRAFT 

108 © 2015 Davis Polk and Wardwell LLP 

 The U.S. LCR requires a banking organization’s stock of unencumbered high-quality liquid assets 

(HQLAs) to be at least 100% of its total net cash outflows over a 30-day stress period. 

 

 

 

 

 

 

 

 

 

 

 The U.S. LCR is a distinct liquidity requirement, separate from the qualitative liquidity risk management, 

internal liquidity stress testing, and liquidity buffer requirements applicable to large U.S. BHCs under the 

Enhanced Prudential Standards Rule. 

Overview of U.S. LCR Requirements  

High-Quality Liquid Assets 

Total Net Cash Outflows 
≥ 100% 

• The total net cash outflow amount reflects standardized liquidity 

stress assumptions via prescribed cash outflow and inflow rates. 

• Timeframe:  Total net cash outflows are determined on the basis of 

a 30-day liquidity stress period. 

• Netting:  Total net cash outflows are calculated net of cash inflows, 

subject to a limit of 75% of gross cash outflows. 

Reservation of Authority:  A 

banking organization’s primary 

federal regulator may require it to 

hold an amount of HQLAs greater 

than the 100% fully phased-in 

minimum required by the U.S. 

LCR, or to take any other measure 

to improve its liquidity risk profile, 

if the regulator determines that the 

banking organization’s liquidity 

requirements as calculated under 

the U.S. LCR are not 

commensurate with its liquidity 

risks.   
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Basel Committee’s LCR Standard vs. U.S. LCR Final Rule 

Topic Basel Committee’s LCR Standard (Jan. 2013) U.S. LCR Final Rule (Sept. 2014) 

Scope of 

Application 

 A single version of the LCR designed for all 

internationally active banking organizations 

 Two versions of the LCR: 

 Full version for advanced approaches banking 

organizations and certain of their U.S. bank 

subsidiaries 

 Modified version for large regional BHCs and 

SLHCs 

Definition 

of HQLAs 

 Includes securities issued or guaranteed by 

certain public sector entities (PSEs) in Level 

1 and Level 2A assets 

 Includes certain AA- or higher corporate debt 

securities and covered bonds in Level 2A 

assets subject to a 15% haircut 

 Includes certain residential mortgage-backed 

securities (RMBS) in Level 2B assets subject 

to a 25% haircut 

 Includes certain A+ to BBB- corporate debt 

securities in Level 2B assets subject to a 

50% haircut 

 

 HQLAs do not include:  

 Securities issued or guaranteed by PSEs (e.g., 

state, local authority or other governmental 

subdivision below the sovereign level) such as 

municipal securities 

 Covered bonds and other securities issued by 

financial institutions 

 RMBS 

 Corporate debt securities are not included in Level 2A 

assets 

 Certain corporate debt securities may qualify as Level 

2B assets subject to a 50% haircut 
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Basel Committee’s LCR Standard vs. U.S. LCR Final Rule 
(cont.) 

Topic Basel Committee’s LCR Standard (Jan. 2013) U.S. LCR Final Rule (Sept. 2014) 

Prescribed 

Cash Inflow 

and Outflow 

Rates 

 Prescriptive, quantitative cash inflow and outflow 

rates that all banking organizations must use to 

calculate their total net cash outflow amount over 

a 30-day liquidity stress period 

 Total net cash outflow amount is based on the 

total cumulative amount at the end of the 30-day 

liquidity stress period 

 

 For the full version of the LCR, total net cash outflow amount is 

based on outflows and inflows over a 30-day liquidity stress 

period, with a maturity mismatch add-on component based on 

difference between net cumulative peak day and net cumulative 

outflow amount on last day of 30-day period 

 Cash inflow and outflow categories use definitions and 

parameters that are different from the Basel Committee’s LCR 

framework – e.g., special treatment for brokered deposits; no 

special treatment for trade finance obligations 

 Prescribed cash inflow and outflow rates are broadly similar to 

the Basel Committee’s LCR framework in a number of 

categories 

External 

Credit 

Ratings 

 Relies on external credit ratings to define certain 

HQLAs  

 Dodd-Frank prohibits references to external credit ratings in 

federal regulations 

 Definition of HQLAs does not include references to external 

credit ratings 

LCR Falling 

Below 100% 

 A banking organization should notify its regulator 

immediately if its LCR has fallen, or is expected 

to fall, below 100% 

 A banking organization may dip into its stock of 

HQLAs such that its LCR falls below 100% during 

periods of idiosyncratic or systemic stress 

 A banking organization must notify its appropriate federal 

banking regulator on any business day when its LCR is < 100% 

 If its LCR is < 100% for three consecutive business days, the 

banking organization must submit a liquidity compliance plan 
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Roadmap for Part IV: LCR Requirements  

 Part IV.A:  General Provisions of the U.S. LCR Rule 

 Summary of the U.S. LCR – See pages [__] to [__].  

 Scope of Application – See pages [__] to [__]. 

 Timing Issues – See pages [__] to [__]. 

 Enforcement of the Required Ratio – See page [__]. 

 Part IV.B:  Numerator of the LCR:  HQLAs – See pages [__] to [__]. 

 Calculation of the HQLA Amount – See pages [__] to [__].  

 HQLA Criteria and Limitations – See pages [__] to [__].  

 Key Definitions Related to HQLAs – See pages [__] to [__].  

 Identifying and Categorizing HQLAs – See pages [__] to [__].  

 Part IV.C:  Denominator of the LCR:  Total Net Cash Outflow Amount – See pages [__] to [__]. 

 Calculation of the Total Net Cash Outflow Amount – See pages [__] to [__].  

 Determining Maturity of Instruments and Transactions – See pages [__] to [__].  

 Prescribed Inflow and Outflow Rates – See pages [__] to [__].  
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IV. Quantitative Liquidity Requirements 
A. General Provisions of the U.S. LCR Rule 
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Summary of the U.S. LCR:   
What Assets Count as HQLAs? 

 The U.S. LCR divides HQLAs into Level 1, Level 2A, and Level 2B assets categories. 

* Davis Polk’s interactive U.S. Basel III standardized approach risk weights tool is available at USBasel3.com. 

Level 1 Assets (not subject to haircut) 

• Excess reserves held at a Federal Reserve Bank;  

• Withdrawable reserves held at a foreign central bank;  

• Securities issued or guaranteed by the U.S. Treasury; 

• Securities issued or guaranteed by a U.S. government 

agency whose obligations are explicitly guaranteed by the 

full faith and credit of the U.S. government; and  

• Certain securities that are claims on or guaranteed by a 

sovereign entity, a central bank, and other international 

entities that are assigned a 0% risk weight under the U.S. 

Basel III standardized approach capital rules.* 

• This category generally includes all OECD 

sovereign debt unless it has defaulted or was 

restructured in the previous 5 years. 

Level 2A Assets (subject to 15% haircut) 

• Claims on or guaranteed by a U.S. government-

sponsored enterprise (GSE) such as Fannie Mae 

and Freddie Mac; and 

• Claims on or guaranteed by a sovereign entity or 

a multilateral development bank (MDB) that is 

assigned a 20% risk weight under the U.S. Basel 

III standardized approach capital rules. 

Level 2B Assets (subject to 50% haircut) 

• Certain corporate debt securities issued by non-

financial companies; and  

• Certain publicly traded common equities issued 

by non-financial companies that are included in 

the Russell 1000 Index or a foreign equivalent 

index for shares held in foreign jurisdictions. 
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Summary of the U.S. LCR:  Standardized Liquidity Stress 
Assumptions for Determining Total Net Cash Outflows 

 The total net cash outflow amount, the LCR denominator, uses prescribed cash outflow and inflow rates.  

Underlying these rates are standardized assumptions applicable to all subject banking organizations, including 

the following:  

 A partial loss of unsecured wholesale funding capacity;  

 A partial loss of secured, short-term financing with certain collateral and counterparties;  

 A partial loss of retail deposits and brokered deposits from retail customers; 

 Losses from derivative positions and the collateral supporting those positions;  

 Unscheduled draws on committed credit and liquidity facilities that a banking organization 

has provided to its clients;  

 The potential need for a banking organization to buy back debt or to honor non-

contractual obligations in order to mitigate reputational and other risks; and  

 Other shocks that affect outflows linked to structured financing transactions, mortgages, 

central bank borrowings, and customer short positions.  

Loss of 

funding 

sources 

Increased 

funding 

needs 
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Scope of Application: 
Overview 

Subject to full LCR Subject to modified LCR Not subject to U.S. LCR 

 Advanced approaches banking 

organization:  A U.S. banking 

organization with ≥ $250 billion in total 

consolidated assets or ≥ $10 billion in on-

balance sheet foreign exposure* 

 An advanced approaches banking 

organization’s consolidated U.S. 

depository institution subsidiary that has 

≥ $10 billion in total consolidated assets 

 Any other banking organization that 

becomes subject to the U.S. LCR 

framework because its primary federal 

banking regulator determines it is 

appropriate based on the banking 

organization’s size, level of complexity, 

risk profile, scope of operations, U.S. or 

non-U.S. affiliations, or risk to the 

financial system 

 U.S. bank holding companies (BHCs) 

and savings and loan holding 

companies (SLHCs) with ≥ $50 billion in 

total consolidated assets that are not: 

 Grandfathered unitary SLHCs 

deriving ≥ 50% of total assets or total 

revenues from activities not financial 

in nature; 

 Insurance underwriting companies; 

or 

 Holding ≥ 25% of total assets (other 

than credit risk insurance assets) in 

insurance underwriting subsidiaries.   

 U.S. LCR does not apply to U.S. 

depository institution subsidiaries of the 

above-mentioned BHCs and SLHCs 

 A U.S. BHC or SLHC with < $50 billion in 

total consolidated assets  

 A U.S. depository institution that is not  

an advanced approaches banking 

organization or a ≥ $10 billion 

consolidated subsidiary of the 

organization 

 A banking organization that has opted 

into the U.S. advanced approaches 

capital rules 

 A bridge financial company or its 

subsidiary, a new depository institution, or 

a bridge depository institution, as those 

terms are used in the resolution context  

 A foreign banking organization (FBO) or 

U.S. intermediate holding company (IHC) 

not otherwise subject to the U.S. LCR 

* The U.S. advanced approaches capital rules contain the same applicability thresholds. 

Nonbank SIFIs: The final rule does not apply to nonbank financial companies designated as systemically 

important by the Financial Stability Oversight Council or their consolidated depository institution subsidiaries. 

The Federal Reserve will establish any LCR requirement for such companies by separate rule or order. 
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Scope of Application: 
Advanced Approaches Banking Organizations 

 Both an advanced approaches banking organization and its ≥ $10 billion 

consolidated* U.S. bank subsidiary are subject to the full version of the LCR 

Each ≥ $10 billion U.S. bank 

subsidiary of an advanced 

approaches banking 

organization is subject to the 

full LCR on a consolidated 

basis 

Financial 

Company 

Broker-

Dealer 

≥ $10 Billion 

U.S. Bank 

Subsidiary 

An advanced approaches 

banking organization is 

subject to the full LCR on a 

consolidated basis 

Advanced Approaches 

Banking Organization 

* For purposes of the final rule, consolidated means consolidated on the balance sheet under U.S. GAAP. 
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Scope of Application: 
≥ $50 Billion (Non-Advanced Approaches) U.S. BHC  

Financial 

Company 

Broker-

Dealer 

U.S. Bank 

Subsidiary 

A ≥ $50 billion U.S. 

BHC that is not an 

advanced approaches 

banking organization 

is subject to the 

modified LCR on a 

consolidated basis 

≥ $50 Billion  

U.S. BHC 
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Scope of Application: 
Foreign Banking Organizations in the United States 

 The U.S. LCR rule does not yet apply to FBOs (or to their IHC subsidiaries required to be formed under 

Regulation YY) that are not otherwise subject to the rule. 

 For example, for an FBO with a U.S. BHC subsidiary with ≥ $50 billion in total assets, the U.S. BHC subsidiary would 

be subject to at least the modified LCR. 

 The Federal Reserve anticipates issuing a future rulemaking to implement a U.S. LCR-based 

requirement for the U.S. operations of all or a subset of FBOs with ≥ $50 billion in combined U.S. assets.  

 The Federal Reserve has not indicated whether such future rulemaking would apply to the U.S. branches and agencies 

of FBOs. 

U.S. Branch and 

Agency Network 

FBO 

U.S. Broker-

Dealer 
U.S. Bank  

Foreign  

Commercial 

Subsidiary 

U.S. 

Commercial 

Subsidiary  

≥ $50 billon 

IHC 

Likely to be subject to a U.S. 

LCR-based requirement U.S. 

Financial 

Company  
Unclear whether U.S. 

branches/agencies will be subject 

to a U.S. LCR-based requirement 

http://www.usbasel3.com/


DRAFT 

119 © 2015 Davis Polk and Wardwell LLP 

Timing Issues: 
Compliance Timeline  

 Banking organizations must maintain a minimum LCR of 100% by January 1, 2017, subject to a 

phase-in period beginning January 1, 2015 for advanced approaches banking organizations. 

 This is two years ahead of the Basel Committee’s compliance timeline and one year ahead of the 

EU’s CRD IV compliance timeline. 

Jan. 1, 2015 Jan. 1, 2016 Jan. 1, 2017 Jan. 1, 2018 Jan. 1, 2019 

Full U.S. LCR 80% 90% 100% 100% 100% 

Modified U.S. LCR ─ 90% 100% 100% 100% 

EU CRD IV 60% 70% 80% 100% 100% 

Basel Committee’s 

LCR Framework  

(Jan. 2013) 

60% 70% 80% 90% 100% 
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Timing Issues: 
Frequency and Timing of Calculation 

 Full LCR:  A banking organization subject to the full LCR as of September 30, 2014 must calculate its LCR 

beginning January 1, 2015 on a daily or monthly basis, depending on asset threshold.  

 Modified LCR:  A banking organization subject to the modified LCR as of September 30, 2014 must calculate 

its LCR beginning January 1, 2016 on a monthly basis. 

Frequency of LCR Calculation 

2015 2016 

Jan. 1 – June 30  July 1 – Dec. 31 Jan. 1 – June 30  From July 1  

F
u

ll
 L

C
R

 

BHC or SLHC with ≥ $700 billion in total 

consolidated assets or ≥ $10 trillion in 

assets under custody* 

Any consolidated depository institution 

subsidiary of such a BHC or SLHC with ≥ 

$10 billion in total consolidated assets* 

Last business day 

of the calendar 

month 

Each business day Each business day Each business day 

Any other banking organization subject to 

the full LCR 

Last business day 

of the calendar 

month 

Last business day of 

the calendar month 

Last business day of 

the calendar month 
Each business day 

M
o

d
if

ie

d
 L

C
R

 

Any banking organization subject to the 

modified LCR 
─ ─ 

Last business day of 

the calendar month 

Last business day of 

the calendar month 

* Like the thresholds for the U.S. enhanced supplementary leverage ratio standards, these 

asset thresholds are designed to capture the 8 U.S. global systemically important banks (G-

SIBs) and certain of their depository institution subsidiaries. 
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Timing Issues: 
Frequency and Timing of Calculation (cont.) 

 There is a transition period to the daily LCR calculation for banking organizations that become subject 

to the full LCR anytime after September 30, 2014:  

 Monthly from April 1 to December 31 of the first year of compliance, and 

 Daily starting January 1 of the following year. 

 A banking organization must calculate its LCR at the same time on each calculation day. 

 A banking organization must select a calculation time by written notice to its primary federal 

banking regulator.  

 The elected calculation time may not be changed without prior written approval from its primary 

federal banking regulator. 

 On each calculation date, a banking organization’s LCR equals:  

  

 

 

 

 

HQLA amount as of the calculation date 

Total net cash outflow amount as of the calculation date 
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Enforcement Mechanism:   
Falling Below 100% LCR During Periods of Stress 

122 

 A banking organization must generally maintain, on a consolidated basis, an LCR of ≥ 100% (once 

the LCR is fully phased in). 

 However, the Agencies recognize that under certain circumstances, it may be necessary for a 

banking organization’s LCR to briefly fall below 100% to fund unanticipated liquidity needs. 

 Notification Requirement:  A banking organization must notify its primary federal banking 

regulator on any business day when its LCR is < 100%.   

 Liquidity Compliance Plan:  Banking organizations that must calculate LCR on a monthly basis 

must promptly consult with the supervisory agency to determine whether the banking organization 

must provide to the agency a plan for achieving compliance with the minimum LCR and all other 

requirements of the Final Rule, if: 

 the banking organization’s LCR is below the required minimum for any calculation date that is 

the last business day of the applicable calendar month; or 

 the agency has determined that the banking organization is otherwise materially 

noncompliant  with the requirements of the Final Rule.  
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IV. Quantitative Liquidity Requirements 
B. Numerator of LCR:  HLQAs 
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Level 1 asset amount  

 

Level 2A asset amount 

 

Level 2B asset amount 

Calculation of the HQLA Amount:  Overview of the LCR 
Numerator 

The amount of a banking organization’s HQLAs is calculated using the following formula: 

HQLA 

Amount 
the greater of 

unadjusted excess 

HQLA amount 

and 

adjusted excess HQLA 

amount 

 Level 1 asset amount = fair value under U.S. 

GAAP as of the calculation date minus the 

reserve balance requirement under section 

204.5 of the Federal Reserve’s Regulation 

D. 

 Level 2A asset amount = 85% of fair value 

under U.S. GAAP as of the calculation date 

(to give effect to the 15% haircut). 

 Level 2B asset amount = 50% of fair value 

under U.S. GAAP as of the calculation date 

(to give effect to the 50% haircut). 

A banking organization may include qualifying 

assets in each HQLA category as of a 

calculation date, irrespective of an asset’s 

residual maturity. 

 This portion of the formula gives effect to the 15% cap on the amount of Level 2B 

assets and the 40% cap on the total amount of Level 2 assets that can count 

towards a banking organization’s HQLAs. 

 Unadjusted excess HQLA amount is the amount of HQLAs that exceeds the 

Level 2 and Level 2B asset caps as of the calculation date without unwinding 

any transactions.  

 Adjusted excess HQLA amount is the amount of HQLAs that exceeds the 

Level 2 and Level 2B asset caps at the end of a 30-day stress period after 

unwinding all secured funding transactions, secured lending transactions, asset 

exchanges and collateralized derivatives transactions that mature within a 30-day 

stress period if eligible HQLAs are exchanged.    

 The calculation of the adjusted excess HQLA amount is designed to prevent a 

banking organization from configuring its HQLA portfolio by engaging in 

transactions that create the appearance of a significant amount of Level 1 assets 

at the beginning of a 30-day stress period, but that would unwind by the end of 

the period (e.g., borrowing a Level 1 asset secured by a Level 2 asset overnight). 
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Calculation of the HQLA Amount: Unadjusted and Adjusted 
Excess HQLA Amounts 

 Unadjusted excess HQLA amount = Level 2 cap excess amount + Level 2B cap 

excess amount 

 Level 2 cap excess amount = Max (Level 2A asset amount + Level 2B asset amount – 

0.6667 x Level 1 asset amount, 0) 

 Level 2B cap excess amount = Max (Level 2B asset amount – Level 2 cap excess amount 

– 0.1765 x (Level 1 asset amount + Level 2 asset amount), 0)  

 Adjusted excess HQLA amount = adjusted Level 2 cap excess amount + adjusted 

Level 2B cap excess amount 

 Adjusted Level 2 cap excess amount = Max (adjusted Level 2A asset amount + adjusted 

Level 2B asset amount – 0.6667 x adjusted Level 1 asset amount, 0)  

 Adjusted Level 2B cap excess amount = Max (adjusted Level 2B asset amount – adjusted 

Level 2 cap excess amount – 0.1765 x (adjusted Level 1 asset amount + adjusted Level 2A 

asset amount), 0)  

0.6667 (40/60) is the ratio of allowable Level 2 assets to Level 1 assets.  0.1765 (15/85) is 

the ratio of allowable Level 2B assets to the sum of Level 1 assets and Level 2A assets.  
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Calculation of the HQLA Amount: Unadjusted and Adjusted 
Excess HQLA Amounts (cont.) 

 Adjusted Level 1 asset amount =  

 fair value* of Level 1 assets that would be eligible HQLAs and would be held by a banking 

organization upon unwinding all secured funding transactions (other than collateralized 

deposits), secured lending transactions, asset exchanges, or collateralized derivative 

transactions that (1) mature within 30 calendar days of the calculation date and (2) result in 

the banking organization and the counterparty exchanging eligible HQLAs (HQLA 

Exchange Transactions), minus  

 the amount of the reserve balance requirement under § 204.5 of the Federal Reserve’s 

Regulation D (i.e., the amount that a depository institution must maintain in an account at a 

Federal Reserve Bank in order to satisfy the portion of the institution’s reserve requirement 

that is not met with vault cash). 

 

* Fair value under the final rule means fair value as determined under U.S. GAAP. 

Treatment of collateralized deposits: The final rule’s unwind calculation for the 

adjusted Level 1 asset amount does not include secured funding transactions that 

are collateralized deposits, such as deposits placed by states and municipalities 

and certain corporate trust deposits. 

 Collateralized deposits are still subject to an outflow assumption. 
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Calculation of the HQLA Amount: Unadjusted and Adjusted 
Excess HQLA Amounts (cont.) 

 Adjusted Level 2A asset amount = 85% of fair value of Level 2A assets that:  

 would be eligible HQLAs; and  

 would be held by a banking organization upon unwinding all HQLA Exchange 

Transactions that mature within 30 calendar days of the calculation date.  

 Adjusted Level 2B asset amount = 50% of fair value of Level 2B assets that:  

 would be eligible HQLAs; and  

 would be held by a banking organization upon unwinding all HQLA Exchange 

Transactions that mature within 30 calendar days of the calculation date. 
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HQLA Criteria and Limitations:  General Eligibility Criteria 
for HQLAs 

 Unencumbered:  A banking organization’s HQLAs must be unencumbered: 

 Free of legal, regulatory, contractual or other restrictions on the banking organization’s 

ability to monetize them; and 

 Not pledged, explicitly or implicitly, to secure or to provide credit enhancement to any 

transaction. 

 Exception:  Assets may be considered unencumbered if pledged to a central bank or a U.S. 

GSE where: 

• Potential credit secured by the assets is not currently extended to the banking 

organization or its consolidated subsidiaries;* and 

• The pledged assets are not required to support access to the payment services of a 

central bank. 

 
* This exception is intended to permit collateral covered by a 

blanket lien from a U.S. GSE to be included in HQLAs. 
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HQLA Criteria and Limitations:  General Eligibility Criteria 
for HQLAs (cont.) 

 SEC Rule 15c3-3 segregated accounts:  Funds held in such accounts are considered 

encumbered assets. 

 Transfer of HQLAs between entities:  If legal restrictions do not allow the transfer of HQLAs 

between entities (e.g., between subsidiary and holding company), only HQLAs equal to the 

amount of that legal entity’s net outflows should be included in the banking organization’s 

consolidated HQLAs. 

 Exception:  If the amount of HQLAs subject to transfer restrictions is less than the amount 

of the legal entity’s net outflows, the banking organization may include all of the legal entity’s 

HQLAs in its consolidated HQLAs. 

 Borrowed securities: Borrowed securities (including those acquired through reverse 

repurchase agreements) that have not been rehypothecated may be considered unencumbered 

if: 

 the banking organization has rehypothecation rights with respect to the securities, and 

 the securities are free of legal, regulatory, contractual, or other restrictions on the ability to 

monetize them and have not been pledged to secure or provide credit enhancement to any 

transaction, with certain exceptions. 
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HQLA Criteria and Limitations:  General Eligibility Criteria 
for HQLAs (cont.) 

 Client Assets:  HQLAs cannot include a client pool security held in a segregated account or an asset 

received from a secured funding transaction involving client pool securities held in a segregated 

account. 

 Client pool security is a security owned by a banking organization’s customer that is not an asset of 

the banking organization, regardless of the banking organization’s rehypothecation rights with 

respect to the security.  

 Certain Rehypothecated Assets:   

 HQLAs cannot include any asset that the banking organization received with rehypothecation rights 

if the counterparty that provided the asset or the asset’s beneficial owner has a contractual right to 

withdraw the asset without an obligation to pay more than de minimis remuneration at any time 

during 30 calendar days following the calculation date.   

• Exclusion extends to HQLAs resulting from transactions involving another asset received with 

such rehypothecation rights. 

 Generally, rehypothecated assets will be encumbered and therefore will not be includable in Eligible 

HQLAs, except if they are pledged to a central bank or U.S. GSE and meet the other requirements 

of the exception listed on page [_]. 

 Assets to Cover Operational Costs:  HQLAs cannot include assets specifically designated to cover 

operational costs such as wages or facility maintenance. 
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HQLA Criteria and Limitations:  Limitations on HQLAs in 
Consolidated Subsidiaries 

 HQLAs held by subsidiaries consolidated under U.S. GAAP are subject to limits on inclusion in the top-tier banking 

organization’s HQLAs, depending on: 

 Whether the subsidiary is a U.S. or non-U.S. entity; and 

 Its ability to transfer excess HQLAs (including proceeds from their monetization) to its top-tier parent company 

during times of stress without statutory, regulatory, contractual or supervisory restrictions (Restrictions).* 

 A banking organization is required to apply only those Restrictions that are in effect as of the calculation date. 

U.S. subsidiary subject to U.S. LCR 

✓ Can count 

towards 

parent’s 

HQLAs 

Amount of subsidiary’s net 

cash outflows calculated for 

its own minimum LCR 

requirement 

Additional HQLAs that can 

be transferred to parent 

without Restrictions 

Additional HQLAs 

“trapped” in subsidiary 

due to Restrictions 

 Cannot 

count towards 

parent’s 

HQLAs 

E
x
c
e

s
s
 H

Q
L

A
s
 

U.S. subsidiary not subject to U.S. LCR 

✓ Can count 

towards 

parent’s 

HQLAs 

Amount of subsidiary’s net 

cash outflows as of 30th day 

after calculation date, as 

calculated by the parent 

Additional HQLAs that can 

be transferred to parent 

without Restrictions 

Additional HQLAs 

“trapped” in subsidiary 

due to Restrictions 

 Cannot 

count towards 

parent’s 

HQLAs 

* Regulatory restrictions include Sections 23A and 23B of the Federal Reserve Act and 

Regulation W.  Supervisory restrictions include enforcement actions, written agreements, 

supervisory directives or requests.  
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HQLA Criteria and Limitations:  Limitations on HQLAs in 
Consolidated Subsidiaries (cont.) 

Non-U.S. Subsidiary 

✓ Can count 

towards 

parent’s 

HQLAs 

Amount of subsidiary’s net 

cash outflows as of 30th day 

after calculation date, as 

calculated by the parent 

Additional HQLAs that can 

be transferred to parent 

without Restrictions* 

Additional HQLAs 

“trapped” in subsidiary 

due to Restrictions* 

 Cannot 

count towards 

parent’s 

HQLAs 

* Restrictions include any non-U.S. LCR requirements that are more stringent than the U.S. LCR 

requirements, counterparty exposure limits, and other statutory, regulatory or supervisory limitations.   

HQLAs must meet the requirements of the U.S. 

LCR, not those of the subsidiary’s jurisdiction. 
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HQLA Criteria and Limitations:  Maintaining HQLAs in the 
United States 

 A banking organization is generally expected to maintain in the United States an amount 

and type of Eligible HQLAs that are sufficient to meet its total net cash outflows in the 

United States, as calculated under the final rule. 

 The (the Federal Reserve, OCC and FDIC, together the Agencies) will monitor this 

requirement through the supervisory process. 

 The Agencies stated that they do not believe it is appropriate for a banking organization 

to hold a disproportionate amount of HQLAs outside the United States because 

unforeseen impediments may prevent timely repatriation of liquidity during a crisis. 
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HQLA Criteria and Limitations: Operational Requirements 
for Eligible HQLAs 

 A banking organization must meet all of the following operational requirements for HQLAs 

to be included in its HQLA amount (Eligible HQLAs): 

 Operational Capability to Monetize. A banking organization must demonstrate the 

operational capability to monetize its HQLAs by: 

 Implementing and maintaining appropriate procedures and systems to monetize any 

HQLA at any time in accordance with relevant standard settlement periods and 

procedures; and 

 Periodically monetizing a sample of HQLAs that reasonably reflects the composition of 

its Eligible HQLA portfolio, including with respect to asset type, maturity and 

counterparty characteristics. 

 In this context, monetization means the receipt of funds from the outright sale of an 

asset or from the transfer of an asset pursuant to a repurchase agreement. 
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HQLA Criteria and Limitations: Operational Requirements 
for Eligible HQLAs 

 Clarifications by the Agencies about the monetization standard: 

 To the extent that a banking organization monetizes assets, such as U.S. Treasury securities, on a 

regular, frequent basis through business-as-usual activities, it may rely on evidence of sales during 

the ordinary course of business and repurchase transactions of those assets to demonstrate its 

monetization capability.  

• However, if a banking organization monetizes certain assets sporadically or less frequently, it 

must monetize those types of assets through specific steps that go beyond ordinary business 

activities in order to meet the operational capability requirement. 

 Overnight reverse repurchase agreements (which are secured lending transactions) and the 

anticipated exchange of assets for cash when the transaction matures are not sufficient to meet the 

monetization standard.  

• Banking organizations must: 

o Show that they are not rolling over overnight reverse repurchase agreements indefinitely and 

hold or use the cash received from the maturing transactions for a sustained period; or  

o Periodically monetize the underlying assets through outright sale or transfer pursuant to a 

repurchase agreement. 
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HQLA Criteria and Limitations: Operational Requirements 
for Eligible HQLAs (cont.) 

 Control by Liquidity Management. A banking organization must implement policies requiring control 

of HQLAs by the management function responsible for managing liquidity risk (e.g., Treasury). 

 The liquidity management function must evidence its control over HQLAs by either: 

• Segregating HQLAs from other assets with the sole intent to use HQLAs as a source of 

liquidity (no preferred method for showing segregation of assets); or  

• Demonstrating the ability to monetize HQLAs and making the proceeds available to the 

liquidity management function without conflicting with a business or risk management strategy 

of the banking organization. 

o An asset used to hedge a specific transaction cannot be included in HQLAs if the sale of 

the asset or its use in a repurchase transaction would conflict with another business or 

risk management strategy (e.g., exposes the banking organization to unhedged risk). 

o However, if an asset is used as a general macro hedge, it can still be included in the 

banking organization's Eligible HQLAs. 

 Termination of Specific Hedges. The outflow amount resulting from the termination of any specific 

transaction hedging Eligible HQLAs must be deducted from the fair value of the applicable Eligible 

HQLAs. 

 This would not apply to general macro hedges. 
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HQLA Criteria and Limitations: Operational Requirements 
for Eligible HQLAs (cont.) 

 Policies and Procedures.  A banking organization must implement and maintain policies 

and procedures that determine the composition of its Eligible HQLAs on each applicable 

calculation date by: 

 Identifying its Eligible HQLAs by legal entity, geographical location, currency, account, 

or other relevant identifying factors as of the calculation date; 

 Determining that Eligible HQLAs meet the operational requirements; and 

 Ensuring appropriate diversification of its Eligible HQLAs by asset type, counterparty, 

issuer, currency, borrowing capacity, or other factors associated with the liquidity risk 

of the assets. 

 Documented Methodology.  A banking organization must have a documented 

methodology that results in a consistent treatment for determining that its Eligible HQLAs 

meet the operational requirements. 
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HQLA Criteria and Limitations: Assets Excluded from 
HQLAs 

 Certain assets are excluded from counting as HQLAs, including: 

 Vault cash 

 Gold bullion 

 State and municipal securities 

• However, the staff memo to the Federal Reserve Board included a recommendation for the Board to develop a 

proposal for public comment to include highly liquid municipal securities as HQLAs. 

 Central bank restricted committed facility capacity  

• However, the Agencies stated they may propose at a future date to include such capacity as HQLAs.  

• The Basel Committee announced on January 12, 2014, an amendment to the Basel III Revised Liquidity 

Framework that included allowing capacity from restricted committed liquidity facilities of central banks as HQLAs.  

 Asset-backed securities 

 Covered bonds 

 Private-label mortgage-backed securities 

 Mortgage loans 

 Investment company shares (e.g., shares of mutual funds and money market funds) 

 ETFs 

 Collateral pledged to FHLBs that are not otherwise HQLAs 

 FHLB letters of credit 

 FHLB collateralized advance availability 
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Key Definitions Related to HQLAs 

Regulated financial company includes: 

 A BHC or SLHC 

 A company included in the organization chart of a BHC or SLHC on Form FR Y-6, as listed in the hierarchy report 

produced by the National Information Center website, provided that the top-tier BHC or SLHC is subject to the U.S. LCR 

 The Federal Reserve anticipates revising the reporting requirements used for this purpose in the near future. 

 A depository institution, foreign bank, credit union, industrial loan company, industrial bank or other similar institution 

described in Section 2 of the Bank Holding Company Act, national bank, state member bank or state non-member bank 

that is not a depository institution 

 An insurance company 

 A securities holding company, SEC-registered broker-dealer, futures commission merchant, swap dealer or security-based 

swap dealer 

 A designated financial market utility under Title VIII of the Dodd-Frank Act 

 Any company not domiciled in the U.S. that is similar in structure to, and supervised and regulated in a manner similar to, 

entities listed above, e.g., an FBO, foreign insurance company, foreign broker-dealer or foreign financial market utility 

Regulated financial company does not include: 

 U.S. GSEs 

 Central banks, Bank for International Settlements, International Monetary Fund, MDBs 

 Small business investment companies 

 Community Development Financial Institutions 
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Key Definitions Related to HQLAs (cont.) 

Collateralized deposit: 

 A deposit of a public sector entity held at the bank that is secured under applicable law by a lien on assets 

owned by the bank and that gives the depositor, as holder of the lien, priority over the assets in the event the 

bank enters into receivership, bankruptcy, insolvency, liquidation, resolution, or similar proceeding; or 

 A deposit of a fiduciary account held at the bank for which the bank is a fiduciary and sets aside assets owned 

by the bank as security under applicable banking regulations and that gives the depositor priority over the 

assets in the event bank enters into receivership, bankruptcy, insolvency, liquidation, resolution, or similar 

proceeding. 

Financial sector entity: an investment adviser, investment company, pension fund, non-regulated fund, 

regulated financial company, or identified company.  

Identified company: any company that a banking organization’s primary federal banking regulator has 

determined should be treated the same as a regulated financial company, investment company, non-regulated 

fund, pension fund or investment adviser, based on activities similar in scope, nature or operations to those 

entities. 

Investment company: a person or company registered with the SEC under the Investment Company Act of 

1940 or foreign equivalents of such persons or companies. 

Investment adviser: a company registered with the SEC as an investment adviser under the Investment 

Advisers Act of 1940 or foreign equivalents of such a company. 
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Key Definitions Related to HQLAs (cont.) 

 

Non-regulated fund: any hedge fund or private equity fund whose investment adviser is required to file 

SEC Form PF (Reporting Form for Investment Advisers to Private Funds and Certain Commodity Pool 

Operators and Commodity Trading Advisors), other than a small business investment company. 

 Consolidated subsidiaries of non-regulated funds are not included in the definition. 

 The treatment of a foreign hedge fund or private equity fund whose investment adviser is not required 

to file Form PF is unclear.  

Pension fund: an employee benefit plan as defined in paragraphs (3) and (32) of Section 3 of the 

Employee Retirement Income and Security Act of 1974 (ERISA), a “governmental plan” as defined in 

29 U.S.C. 1002(32) that complies with the tax deferral qualification requirements provided in the 

Internal Revenue Code, or any similar employee benefit plan established under the laws of a foreign 

jurisdiction. 
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Identifying and Categorizing HQLAs:   
Level 1 Assets 

Level 1 Assets  (No limit on proportion of HQLAs) Haircut 

Balances held at a Federal Reserve Bank other than: 

 Reserve balance requirement under Regulation D (portion of reserve requirement not met with vault cash).  

As a result, only excess reserves held at a Federal Reserve Bank may be included in Level 1 assets.  Vault 

cash, whether held in branches or ATMs, is excluded from Level 1 assets. 

 Balances that a depository institution maintains on behalf of another institution; and 

 Term deposits held on terms and conditions that:  (1) do not explicitly permit withdrawal upon demand prior to 

the expiration of the term and (2) do not permit them to be pledged as collateral for term or automatically-

renewing overnight advances from a Federal Reserve Bank.   0% 

Foreign withdrawable reserves (balances held by or on behalf of the banking organization at a foreign central 

bank that are not subject to restrictions on the banking organization’s ability to use the reserves). 

A security issued by, or unconditionally guaranteed as to the timely payment of principal and interest by, the U.S. 

Treasury. 

A security issued by, or unconditionally guaranteed as to the timely payment of principal and interest by, any 

other U.S. government agency whose obligations are fully and explicitly guaranteed by the full faith and credit of 

the U.S. government, provided that the security is liquid and readily marketable.  
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Identifying and Categorizing HQLAs:   
Level 1 Assets (cont.) 

Level 1 Assets  (No limit on proportion of HQLAs) Haircut 

A security issued by, or unconditionally guaranteed as to the timely payment of principal and interest by, any 

other U.S. government agency whose obligations are fully and explicitly guaranteed by the full faith and credit of 

the U.S. government, provided that the security is liquid and readily marketable.  
0% 

Liquid and readily marketable means that a security is traded (through outright sales or 

repurchase transactions) in an active secondary market with: 

 More than two committed market makers;  

 A large number of non-market maker participants on both the buying and selling sides of 

transactions;  

 Timely and observable market prices; and  

 A high trading volume. 

A banking organization should be able to demonstrate its security-by-security analysis (which 

may include time-series analyses about the specific security or comparative analysis of similar 

securities from the same issuer) that HQLAs meet the liquid and readily marketable standard. 
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Identifying and Categorizing HQLAs:   
Level 1 Assets (cont.) 

Level 1 Assets  (No limit on proportion of HQLAs) Haircut 

A security issued by, or unconditionally guaranteed as to the timely payment of principal and interest by, a sovereign 

entity, the Bank for International Settlements, the International Monetary Fund, the European Central Bank, European 

Community, or an MDB, that is: 

 Assigned a 0% risk weight under the U.S. Basel III standardized approach capital rules as of the calculation date;  

 This category generally includes all OECD sovereign debt unless it has defaulted or was restructured in the 

previous 5 years. 

 Liquid and readily marketable;  

 Issued or guaranteed by an entity whose obligations have a proven record as a reliable source of liquidity in 

repurchase or sales markets during stressed market conditions;* and 

 Not an obligation of a financial sector entity or its consolidated subsidiary. 

0% 

A security issued by, or unconditionally guaranteed as to the timely payment of principal and interest by, a sovereign 

entity that is not assigned a 0% risk weight under the U.S. Basel III standardized approach capital rules, if: 

 The sovereign entity issues the security in its own currency; 

 The security is liquid and readily marketable; and 

 The banking organization holds the security in order to meet its net cash outflows in the jurisdiction of the sovereign 

entity, as calculated under the U.S. LCR final rule. 

Sovereign entity means a central government or an agency, department, ministry, or central bank of a central government. 

* A banking organization could demonstrate a historical record that meets this criterion by reference to 

historical market prices during times of stress, such as the 2007-2009 financial crisis. 
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Identifying and Categorizing HQLAs:   
Level 2A Assets 

Level 2 Assets  (Capped at 40% of total HQLAs) Haircut 

Level 2A Assets 

A security issued by, or guaranteed as to the timely payment of principal and interest by, a U.S. GSE (i.e., Fannie Mae, 
Freddie Mac, Federal Home Loan Banks (FHLB), and the Farm Credit System) that is:  

 Liquid and readily marketable;  

 Investment grade under the OCC’s non-credit ratings based standard as of the calculation date;* and 

 Senior to preferred stock. 

15% 

A security issued by, or guaranteed as to the timely payment of principal and interest by, a sovereign entity or MDB that is: 

 Liquid and readily marketable;  

 Not included in Level 1 assets; 

 Assigned no higher than a 20% risk weight under the U.S. Basel III standardized approach capital rules as of the 
calculation date; 

 Issued or guaranteed by an entity whose obligations have a proven record as a reliable source of liquidity in repurchase 
or sales markets during stressed market conditions, as demonstrated by: 

 The market price of the security or equivalent securities of the issuer declining by ≤ 10% during a 30 calendar-day 
period of significant stress; or  

 The market haircut demanded by counterparties to secured lending and secured funding transactions that are 
collateralized by the security or equivalent securities of the issuer increasing by ≤ 10% during a 30 calendar-day 
period of significant stress; and 

 Not an obligation of a financial sector entity or its consolidated subsidiary. 

* Under the OCC’s standard, investment grade means the issuer of a security has an adequate capacity to 

meet financial commitments under the security for the projected life of the asset or exposure.  An issuer has 

an adequate capacity to meet financial commitments if the risk of default by the obligor is low and the full and 

timely repayment of principal and interest is expected. See 12 C.F.R §1.2(d) (Definition of “Investment 

Grade” as amended by Alternatives to the Use of External Credit Ratings in the Regulations of the OCC, 77 

Fed. Reg. 35,253 (June 13, 2012).  
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Identifying and Categorizing HQLAs:   
Level 2B Assets 

Level 2 Assets  (Capped at 40% of total HQLAs) Haircut 

Level 2B Assets (Capped at 15% of total HQLAs) 

A corporate debt security that is: 

 Liquid and readily marketable;  

 Investment grade under the OCC’s non-credit ratings based standard as of the calculation date; 

 Issued or guaranteed by an entity whose obligations have a proven record as a reliable source of liquidity in 

repurchase or sales markets during stressed market conditions, as demonstrated by:  

 The market price of the corporate debt security or equivalent securities of the issuer declining by  ≤ 20% 

during a 30 calendar-day period of significant stress; or  

 The market haircut demanded by counterparties to secured lending and secured funding transactions that 

are collateralized by corporate debt security or equivalent securities of the issuer increasing by ≤ 20% 

during a 30 calendar-day period of significant stress; and 

 Not an obligation of a financial sector entity or its consolidated subsidiary. 

50% 
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Identifying and Categorizing HQLAs:   
Level 2B Assets (cont.) 

Level 2 Assets  (Capped at 40% of total HQLAs) Haircut 

Level 2B Assets (Capped at 15% of total HQLAs) 

A publicly traded common equity share that is: 

 Liquid and readily marketable;  

 Included in: 

 The Russell 1000 Index; or 

 An index that a banking organization’s supervisor in a foreign jurisdiction recognizes for purposes of 

including equity shares in Level 2B assets under applicable regulatory policy, if the share is held in that 

foreign jurisdiction;  

 Issued in (1) U.S. dollars or (2) the currency of a jurisdiction where the banking organization operates and the 

banking organization holds the common equity share in order to cover its net cash outflows in that jurisdiction; 

 Example: A banking organization may hold a stock issued in Japanese yen as a level 2B asset only if the 

banking organization operates in Japan and the stock is available to support the organization’s yen-

denominated net cash outflows in Japan. 

Criteria continue on next page   

50% 

Publicly traded means, with respect to an equity security, that the equity security is traded on: 

 Any exchange registered with the SEC as a national securities exchange; or 

 Any non-U.S.-based securities exchange that (1) is registered with, or approved by, a national 

securities regulatory authority; and (2) provides a liquid, two-way market for the security in question. 
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Identifying and Categorizing HQLAs:   
Level 2B Assets (cont.) 

Level 2 Assets  (Capped at 40% of total HQLAs) Haircut 

Level 2B Assets (Capped at 15% of total HQLAs) 

(Cont.) 

 Issued by an entity whose publicly traded common equity shares have a proven record as a reliable source of 

liquidity in repurchase or sales markets during stressed market conditions, as demonstrated by: 

 The market price of the security or equivalent securities of the issuer declining by ≤ 40% during a 30 

calendar-day period of significant stress; or  

 The market haircut demanded by counterparties to securities borrowing and lending transactions that are 

collateralized by the publicly traded common equity shares or equivalent securities of the issuer increasing 

by ≤ 40%, during a 30-calendar day period of significant stress; 

 Not issued by a financial sector entity or by its consolidated subsidiary; 

 If held by a depository institution, is not acquired in satisfaction of a debt previously contracted (DPC); and 

 If held by a consolidated subsidiary of a depository institution, the depository institution can include the publicly 

traded common equity share in its Level 2B assets only if the share is held to cover net cash outflows of the 

depository institution’s consolidated subsidiary in which the publicly traded common equity share is held, as 

calculated by the banking organization under the U.S. LCR final rule. 

50% 

Exchange-traded funds (ETFs) are excluded from Level 2B assets. 

http://www.usbasel3.com/


DRAFT 

149 © 2015 Davis Polk and Wardwell LLP 

DRAFT 

149 

IV. Quantitative Liquidity Requirements 
C. Denominator of LCR:  Total Net Cash 
Outflow Amount  
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Total Net 

Cash Outflow 

Amount 

Calculation of the Total Net Cash Outflow Amount:  
Overview of the LCR Denominator 

Total Net Cash Outflow Amount on a calculation date represents: 

 the amount of liquidity that a banking organization should expect to flow out of the consolidated organization over a 30-day 

stress period following the calculation date, 

 minus certain inflows that offset the outflows (capped at 75% of outflows), 

 plus an add-on to account for maturity mismatches from early inflows and late outflows,  

 using standardized quantitative assumptions about the effects of the stress on outflow and inflow rates for different 

instrument and transaction types,  

 while making the most conservative assumptions for determining maturity or transaction dates. 

Instruments with no maturity date are 

generally excluded from cash inflows 

(except for certain non-maturity “open” 

transactions that are not operational deposits 

with financial sector entities, among others) 

(Sum of cash outflow 

amounts under § 32) 

Cumulative Cash 

Outflows 

lesser of 

75% of 

cumulative 

cash 

outflows 

Capped Cumulative Cash Inflows 

and 

Maturity Mismatch 

Add-on 

(Net Cumulative Peak 

Day Maturity Outflow  

Net Day 30 Cumulative 

Maturity Outflow) 

Total expected cash inflows cannot exceed 75% of cumulative cash outflows. This cap effectively sets a floor on a banking organization’s 

HQLAs at 25% of its total expected cash outflows.  

(Sum of cash outflow 

amounts under § 33) 

Cumulative Cash 

Inflows 
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Calculation of the Total Net Cash Outflow Amount:   
Maturity Mismatch Add-on Overview 

 Maturity mismatches occur when a banking organization has substantial contractual inflows late in a 30-day stress period 

and substantial outflows early in the same period.  

 To account for maturity mismatches, U.S. LCR Rule includes a maturity mismatch add-on based on total net cash 

outflow on the peak day within a 30-day stress period—i.e., when the difference between cumulative outflows and 

inflows, through that day, would be greatest.  

Basel Committee’s LCR Framework U.S. LCR Final Rule 

Calculates total net cash outflows 

based on the total cumulative amount 

at the end of the 30-day liquidity 

stress period… 

…with no adjustment for maturity 

mismatches between inflows and 

outflows. 

Calculates total net cash outflows 

based on the total cumulative amount 

at the end of the 30-day liquidity 

stress period… 

…subject to a maturity mismatch add-

on to account for maturity mismatches 

between inflows and outflows. 

The final rule’s add-on approach 

replaced a “pure peak day” approach 

that had been originally proposed. 

The concept of addressing potential 

maturity mismatches by focusing on 

the largest daily cumulative net cash 

outflow also appeared in the Federal 

Reserve’s enhanced liquidity 

management standards for large 

FBOs. 
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Calculation of the Total Net Cash Outflow Amount:   
Maturity Mismatch Add-on Formula 

(Largest  daily difference in 

cumulative outflows and inflows with 

set maturity dates in the 30 calendar 

days following the calculation date) 

Net Cumulative Maturity Outflow  

on Peak Day 

Net Cumulative Maturity Outflow (for a particular day) 

must be 0 or greater 

Maturity 

Mismatch 

Add-on 
(Net cumulative outflow amount for 

outflows and inflows with set 

maturity dates on  the 30th calendar 

day following the calculation date) 

Net Cumulative Maturity Outflow 

on Day 30 

Sum of certain outflow amounts calculated under 

§ 32, maturing on or before the particular day 

Non-Maturity: Instruments or transactions with no maturity are excluded (except for certain “open maturity” unsecured wholesale, 

securities funding, and asset exchange transactions, for which maturity is determined under § 31(a)(4)). See page [__]. 

Outflow Amounts Included: § 32: 

(g): Brokered deposit outflow amount for retail customers or counterparties (page [__]) 

(h)(1), (2), (5): Unsecured wholesale funding outflow amounts, except for escrow amounts and 

unsecured wholesale funding that is an operational deposit (page [__]) 

(j) Secured funding and asset exchange outflow amount (page [__]) 

(k) Foreign central bank borrowing outflow amount (page [__]) 

(l) Certain other non-operational contractual outflow amounts not otherwise described (page [__]) 

Inflow Amounts Included: § 33: 

(c) Retail cash inflow amount (page [__]) 

(d) Unsecured wholesale cash inflow 

amount (page [__]) 

(e) Securities cash inflow amount (page 

[__]) 

(f) Securities lending and asset exchange 

cash inflow amount (page [__]) 

Included Outflows and Inflows. The Maturity Mismatch Add-On includes only the following types of outflows and inflows: 

Sum of certain inflow amounts calculated under 

§ 33, maturing on or before the particular day 

No cap on inflows 

(compared to 75% cap 

on inflows for the non-

add-on portion of total 

net cash outflow 

calculation) 
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Calculation of the Total Net Cash Outflow Amount:   
Maturity Mismatch Add-on Example 

  

Outflows Likely To Cause 

Maturity Mismatch 

(outflows under §§ 32(g), 

(h)(1), h(2), (h)(5), (j), (k), and 

(l) and that have a maturity 

date under § 31(a)(4)) 

Cumulative 

Outflows Likely 

To Cause 

Maturity 

Mismatch 

Inflows Likely To Cause 

Maturity Mismatch  

(inflows under §§ 33(c), (d), (e) 

and (f) and that have a maturity 

date under section 31) 

Cumulative 

Inflows Likely To 

Cause Maturity 

Mismatch 

Net Cumulative 

Maturity 

Outflows 

(floored at 0) 

Day 24 40 390 9 339 51 

Day 25 20 410 10 349 61 

Day 26 10 420 125 474 0 

Day 27 15 435 20 494 0 

Day 28 20 455 15 509 0 

Day 29 0 455 0 509 0 

Day 30 10 465 8 517 0 

Net Cumulative Peak Day Maturity Outflow: This is the largest net maturity 

outflow calculated for each of the 30 calendar days after the calculation date.   

Net Day 30 Cumulative Maturity Outflow: 

Net cumulative maturity outflow on day 30. 

Maturity Mismatch Add-on = Net Cumulative Peak Day Maturity Outflow (floored at 0) – Net Day 30 Cumulative Maturity Outflow (floored at 0)  

  = 61 – 0 = 61 
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Determining Maturity of Instruments and Transactions:  
Treatment of Options  

 In calculating outflows and inflows, a banking organization must make the most conservative assumptions for determining 

the maturity or transaction date for an instrument or transaction.  

 In calculating outflows (inflows), a banking organization must assume the earliest possible (latest possible) maturity or 

transaction date, taking into account any option that could accelerate (extend) the maturity or transaction date as follows: 

 

 

 

 

 

 

 

 

 

 

 

 

 If an option is subject to a contractually defined notice period, a banking organization must determine: 

 For outflows:  the earliest possible contractual maturity date regardless of notice period. 

 For inflows:  the latest possible contractual maturity date assuming the borrower uses entire notice period. 

Option to reduce maturity Option to extend maturity 

O
u

tf
lo

w
s
 

Option held by investor 

or funds provider 
Assume exercise of option at earliest possible date 

Assume no exercise of 

option Option held by banking 

organization 

Assume exercise of option at earliest possible date,  

except if either of the following is true, in which case the maturity  

is the original maturity date at issuance: 

A. Original maturity of the obligation is > 1 year and the option does not go 

into effect for a period of 180 days following the issuance of the instrument 

(i.e., longer-term callable bonds); OR 

B. The counterparty is a sovereign entity, a U.S. GSE, or a PSE 

In
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o

w
s
 

Option held by 

borrower  or banking 

organization 

Assume no exercise of option 

Assume exercise of option 

to extend maturity to latest 

possible date 
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Determining Maturity of Instruments and Transactions 
Notice Periods and Time Deposits 

 Notice Periods 

 Commenters requested recognition of contractual 30-day and longer notice periods in determining maturity or 

exclusion from outflow amounts 

 The Agencies clarified that notice periods are disregarded because reputational considerations may drive a 

banking organization to waive them. These concerns exist “for all types of counterparties, including wholesale 

and not just retail, and regardless of whether there are contractual provisions favoring the [banking organization].” 

 Time deposits and other funding contracts  

 Whether a time deposit or other funding contract is considered to have an “option” to withdraw before maturity 

(triggering the conservative assumption that the option is exercised) depends on the circumstances under which a 

withdrawal or acceleration can be made before maturity: 

 

 Circumstances Allowing Withdrawal  

or Acceleration 
Maturity 

Remote contingencies (i.e., death, incompetence, 

material adverse conditions) 
At applicable maturity date 

Notice or forfeiture of Interest 

Earliest possible maturity date in accordance with 

provisions for non-maturity transactions  

(see page [_]) 

http://www.usbasel3.com/


DRAFT 

156 © 2015 Davis Polk and Wardwell LLP 

Determining Maturity of Instruments and Transactions: 
Matched Transactions and Segregated Accounts 

 Matched Secured Lending and Asset Exchange Transactions 

 For certain secured lending transactions or asset exchange transactions (those subject to §§ 33(f)(1)(iii) through (vii) or 

§§ 33(f)(2)(ii) through (x)) with contractual maturity of ≤ 30 days that generate an inflow in the form of collateral (inflow-

generating asset exchange), and  

 the banking organization uses the received collateral in a secured funding transaction or asset exchange with contractual 

maturity of ≤ 30 days that results in outflow in form of collateral (outflow-generating asset exchange), then 

 the maturity date is the maturity date of whichever these two transactions is later. 

 This treatment is meant to prevent the recognition of an earlier inflow of collateral where the collateral needed to cover 

the transaction does not become available until a later-maturing secured lending transaction or asset exchange 

 Segregated Broker-Dealer Inflow Amounts (Resulting from release of assets under statutory or regulatory requirements for 

the protection of customer trading assets, such as SEC  Rule 15c3-3 – §33(g)) 

 The maturity is the date of the next scheduled calculation, in accordance with the banking organization’s normal 

frequency of recalculating such requirements. 

If Broker-Dealer Calculates Release 

of Segregated Account Balances: 
Timing of Inflow 

Daily First calendar day after the calculation date 

Weekly Next scheduled calculation date 
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Determining Maturity of Instruments and Transactions: 
Non-Maturity Transactions 

Type of Non-Maturity Transaction 

Maturity  

(except with respect to 

calculation of Maturity 

Mismatch Add-on) 

Maturity for Purposes 

of Calculating 

Maturity Mismatch 

Add-on 

O
u

tf
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w
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“Open” Maturity Outflows: Transactions that have no maturity, are not 

operational deposits, and are subject to any of the following provisions of § 32: 

 (h)(2): unsecured wholesale funding provided by financial sector entities or 

their consolidated subsidiaries 

 (h)(5): wholesale funding outflows not described in (h)(1)-(4) 

 (j): securities funding and asset exchange transactions 

First calendar day after the calculation date 

Foreign central bank borrowing outflows that have no maturity and are not 

operational deposits 

First calendar day after the 

calculation date Not included in 

calculation Any other cash outflow transaction that has no maturity date and is subject to § 

32 

Within 30 calendar days of 

the calculation date 
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fl

o
w

s
 

“Open” Maturity Inflows: Transactions that have no maturity, are not 

operational deposits, and are subject to any of the following provisions of § 33: 

 (d) unsecured wholesale cash inflow 

 (f) securities funding and asset exchange transactions 

First calendar day after the calculation date 

Any cash inflow transaction not described above that has no maturity date Not included in calculation 
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Prescribed Outflow and Inflow Rates 

Type of Outflow or Inflow Outflow Inflow 

O
u

tf
lo

w
s

 

 

Retail funding (regardless of maturity – i.e., whether matures ≤  30 days or > 30 days – or whether transaction 

is secured*)  § 32(a) 

(1) Stable retail deposits 3% 

(2) All other retail deposits, including (i) deposits partially insured by the FDIC or (ii) deposits insured by 

foreign deposit insurance. 

10% 

All deposits placed at the bank by a third party on behalf of a retail customer or counterparty that are not 

brokered deposits, where the retail customer or counterparty owns the account and where: 

 (3) the entire amount is covered by deposit insurance 20% 

 (4) less than the entire amount is covered by deposit insurance 40% 

(5) All funding from a retail customer or counterparty that is not 

(i)   a retail deposit  

(ii)  a brokered deposit provided by a retail customer or counterparty, or  

(iii) a debt instrument issued by the banking organization that is owned by a retail customer or counterparty 

40% 

In
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Retail cash inflow amount  § 33(c) 

Payments contractually payable to the banking organization from retail customers or counterparties. 50% 

 

 

Outflow and inflow amounts are calculated by multiplying the applicable 

outflow / inflow rate by balance of each type of obligation or funding. 

Pension fund deposits, if beneficiary can direct investments, are included in retail deposits placed by third parties. 
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Prescribed Outflow and Inflow Rates (cont.) 

Type of Outflow or Inflow 

Retail funding (regardless of maturity – i.e., 

whether matures ≤  30 days or > 30 days – or 

whether transaction is secured)  § 32(a) 

& Retail cash inflow amount  § 33(c) – Key Definitions 

 

 

Deposit: 

 as defined in the Federal Deposit Insurance Act, or 

 an equivalent liability of the banking organization in a foreign country. 

Retail deposit:  a demand or term deposit that is placed with the banking organization by a retail customer or counterparty, other 
than a brokered deposit. 

Retail customer or counterparty:  a customer or counterparty that is any of the following: 

 An individual (i.e., a natural person but not a sole proprietorship). 

 A business customer, only if and to the extent that (i) the banking organization manages its transactions with the business 
customer, including deposits, unsecured funding, and credit facility and liquidity facility transactions, in the same way it manages 
its transactions with individuals; (ii) transactions with the business customer have liquidity risk characteristics that are similar to 
comparable transactions with individuals; and (iii) the total aggregate funding raised from the business customer is < $1.5 million. 

 A living or testamentary trust that (i) is solely for the benefit of natural persons; (ii) does not have a corporate trustee; and (iii) 
terminates within 21 years and 10 months after the death of grantors or beneficiaries of the trust living on the effect date of the 
trust or within 25 years, if applicable under state law. 

Stable retail deposits: a retail deposit that is fully covered by FDIC deposit insurance* and (i) is held by the depositor in a 
transactional account or (ii) the depositor that holds the account has another established relationship with the banking organization 
such as another deposit account, a loan, bill payment services or any similar service or product provided to the depositor that the 
banking organization demonstrates to the satisfaction of its primary federal banking regulator would make deposit withdrawal highly 
unlikely during a liquidity stress event. 

* The U.S. LCR final rule does not recognize other deposit insurance schemes such as those in 

foreign jurisdictions.  Foreign insured retail deposits may be included in other retail deposits.   
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Type of Outflow or Inflow 

Structured transaction outflow amount   § 32(b)   

If a banking organization is a sponsor* of a structured transaction, where the issuing entity is not consolidated on the 

banking organization’s balance sheet under U.S. GAAP, the structured transaction outflow amount for each such structured 

transaction as of the calculation date is the greater of: 

 100% of the amount of all debt obligations of the issuing entity that mature ≤ 30 calendar days from such calculation 

date and all commitments made by the issuing entity to purchase assets within ≤ 30 calendar days from such calculation 

date; and 

 The maximum contractual amount of funding the banking organization may be required to provide to the issuing entity 

≤ 30 calendar days from such calculation date through a liquidity facility, a return or repurchase of assets from the 

issuing entity or other funding agreement. 

 

 

Structured transaction:  a secured transaction in which repayment of obligations and other exposures to the 

transaction is largely derived, directly or indirectly, from the cash flow generated by the pool of assets that secures the 

obligations and other exposures to the transaction. 

* The Agencies declined to define “sponsor” in the final rule because they believe the term to be generally understood within the marketplace. 

“Generally, the agencies consider covered companies to be sponsors when they have significant control or influence over the structuring, 

organization, or operation of a structured transaction.” 

Prescribed Outflow and Inflow Rates (cont.) 
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Type of Outflow or Inflow 

Net derivative cash outflow (inflow) amount  § 32(c), 33(b) – Key Definitions   

Derivative transaction:  a financial contract whose value is derived from the values of one or more underlying assets, 

reference rates, or indices of asset values or reference rates.   

 Derivative transactions include interest rate derivative contracts, exchange rate derivative contracts, equity derivative 

contracts, commodity derivative contracts, credit derivative contracts, forward contracts and any other instrument that 

poses similar counterparty credit risks.   

 Derivative transactions also include unsettled securities, commodities, and foreign currency exchange transactions with a 

contractual settlement or delivery lag that is longer than the lesser of the market standard for the particular instrument or 

five business days.   

 A derivative transaction does not include any identified banking product. 

Qualifying master netting agreement:  same meaning as in the U.S. Basel III final rule.   

 In order to recognize an agreement as a qualifying master netting agreement for purposes of the U.S. LCR Final Rule, a 

banking organization must comply with specified legal review standards. 

Prescribed Outflow and Inflow Rates (cont.) 
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Type of Outflow or Inflow 

Net derivative cash outflow (inflow) amount  §§ 32(c), 33(b)   

 

 

 

 

 

 

* Net derivative cash outflow should be calculated in accordance with existing 

valuation methodologies and expected contractual derivatives cash flows.  

(1) Net derivative cash outflow 

(inflow) for derivative transactions 

subject to a qualifying master 

netting agreement 

(2) Net derivative cash outflow (inflow) for foreign currency exchange 

derivative transactions (regardless of whether subject to a qualifying master 

netting agreement) that result in the full exchange of contractual cash principal 

payments in different currencies within the same business day. 

Net derivative cash 

outflow (inflow) for 

a given 

counterparty 

The net derivative cash outflow (inflow) amount as of the calculation date is 100% of the sum of the net derivative cash outflow (inflow) for each 

counterparty,* which does not include forward sales of mortgage loans or derivatives that are mortgage commitments under § 32(d) (33(a)(2)) 

Net derivative cash 

outflow (inflow) for a 

set of derivative 

transactions, for a 

given counterparty 

The amount, if > 0, of contractual payments and collateral 

that the banking organization will make or deliver to 

(receive from)  the counterparty ≤ 30 calendar days from 

the calculation date under derivative transactions. 

Gross Outflow (for a set of transactions) 

Contractual payments and collateral that the banking 

organization will receive from (make or deliver to) 

the counterparty ≤ 30 calendar days from the 

calculation date under derivative transactions.  

Gross Inflow (for a set of transactions) 

Treatment of derivative transactions not subject to qualifying master netting agreements and 

that are not same-day settling FX derivative transactions – see next page   

Prescribed Outflow and Inflow Rates (cont.) 
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Type of Outflow or Inflow 

Net derivative cash outflow (inflow) amount  § 32(c), 33(b)   

 The Agencies clarified that, under the LCR proposal, if derivative transactions are not subject to a qualifying master 

netting agreement, derivative cash outflows (inflows) for these transactions would be included in the net derivative cash 

outflow (inflow) amount, without any netting and subject to the LCR proposal’s cap on total inflows. Aside from adding 

special treatment for certain same-day settling FX transactions not subject to qualifying master netting agreements, neither 

the final rule text nor preamble indicated a change to this treatment.  

 

 Net derivative cash outflow (inflow) for a given counterparty should also include the following term: 

 

 

 

 

 

 

 

 

With respect to any derivative transactions with a counterparty that: 

 are not subject to qualifying master netting agreements and  

 are not foreign currency exchange derivative transactions that result in the full exchange 

of contractual cash principal payments in different currencies within the same business 

day, 

the amount (if > 0) of contractual payments and collateral that the banking organization will make or 

deliver to (receive from)  the counterparty ≤ 30 calendar days from the calculation date under such 

transactions.  

Prescribed Outflow and Inflow Rates (cont.) 
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Type of Outflow or Inflow Outflow Inflow 
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Mortgage commitment outflow amount  § 32(d)   

Amount of funds the banking organization has contractually committed for its own 

origination of retail mortgages that can be drawn upon ≤ 30 calendar days from the 

calculation date. 

10% 

 The Agencies clarified that the outflow amount is based upon the amount contractually committed for the banking 

organization's own originations for retail mortgages that can be drawn upon 30 calendar days or less from the 

calculation date, and not the entire unfunded amount of commitments that cannot be drawn within 30 calendar 

days. 

 The Agencies also clarified that mortgage commitment outflows may not be netted against such inflows as those 

related to Variable Interest Entity (VIE) liabilities (estimated cash inflows from linked assets in securitization trust), 

the forward sale of projected to-be-announced mortgage inflows, and GSE standby facilities. 

In
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 Excluded mortgage cash inflows § 33(a)(2) 

Amounts the banking organization expects, or is contractually entitled to receive, ≤ 30 

calendar days  from the calculation date due to forward sales of mortgage loans and any 
derivatives that are mortgage commitments subject to § 32(d). 

0% 

 

 

Retail mortgage:  a mortgage that is primarily secured by a first or subsequent lien on one-to-four family residential property. 

Prescribed Outflow and Inflow Rates (cont.) 
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Type of Outflow or Inflow 

Commitment outflow amount  § 32(e), Excluded credit or liquidity facility inflows § 33(a)(3) – Key Definitions 

 

 

Committed:  with respect to a credit facility or liquidity facility, under the terms of the legally binding written agreement governing the facility, 

(1) the banking organization may not refuse to extend credit or funding under the facility, or  

(2) the banking organization may refuse to extend credit under the facility (to the extent permitted under applicable law) only upon the 

satisfaction or occurrence of one or more specified conditions not including change in financial condition of the borrower, customary 

notice or administrative conditions. 

Credit facility:  a legally binding agreement to extend funds if requested at a future date, including a general working capital facility such as a 

revolving credit facility for general corporate or working capital purposes.  

 A credit facility does not include a legally binding written agreement to extend funds at a future date to a counterparty that is made for the 

purpose of refinancing the debt of the counterparty when it is unable to obtain a primary or anticipated source of funding.  

Liquidity facility:  a legally binding written agreement to extend funds at a future date to a counterparty that is made for the purpose* of 

refinancing the debt of the counterparty when it is unable to obtain a primary or anticipated source of funding.  A liquidity facility includes an 

agreement to provide liquidity support to asset-backed commercial paper by lending to, or purchasing assets from, any structure, program or 

conduit in the event that funds are required to repay maturing asset-backed commercial paper.  

 Liquidity facilities exclude facilities that are established solely for the purpose of general working capital, such as revolving credit facilities for 

general corporate or working capital purposes.  

 If a facility has features of both credit and liquidity facilities, it must be classified as a liquidity facility.  

Letter of Credit – the final rule clarifies that a letter of credit may be a credit facility or liquidity facility if it meets the relevant definition. Thus, 

banking organizations will need to review their letters of credit to determine whether they are commitments under the LCR. 

* The Agencies clarified the definition of liquidity facility in the final rule by eliminating the requirement 

that the liquidity facility be made “expressly” for the purpose of refinancing debt. The definition in the final 

rule is intended to include commitments that are used to refinance debt, regardless of whether there is 

an express contractual clause.  

Prescribed Outflow and Inflow Rates (cont.) 
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Type of Outflow or Inflow Outflow 
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Commitment outflow amount  § 32(e)(1)   

(i) Undrawn amount of committed credit and liquidity facilities extended by a banking organization that is a depository 

institution to an affiliated depository institution that is subject to U.S. LCR 
0% 

(ii) Undrawn amount of committed credit and liquidity facilities extended by the banking organization to retail 

customers or counterparties 
5% 

(iii) Undrawn amount of committed credit facilities extended by the banking organization to a wholesale customer or 

counterparty that is not a financial sector entity or its consolidated subsidiary, including an SPE (except SPEs covered 

by (viii) below) that is a consolidated subsidiary of such customer or counterparty 

10% 

(iv) Undrawn amount of committed liquidity facilities extended by the banking organization to a wholesale customer 

or counterparty that is not a financial sector entity or its consolidated subsidiary, including an SPE (except SPEs 

covered by (viii) below) that is a consolidated subsidiary of such customer or counterparty 

30% 

(v) Undrawn amount of committed credit and liquidity facilities extended by the banking organization to depository 

institutions, depository institution holding companies and foreign banks (excluding (i) above). 
50% 

(vi) Undrawn amount of committed credit facilities extended by the banking organization to a financial sector entity 

or its consolidated subsidiary, including an SPE (except SPEs covered by (vii) below) that is a consolidated subsidiary 

of a financial sector entity (excluding (i) and (v) above) 

40% 

 

 

Wholesale customer or counterparty:  a customer or counterparty that is not a retail customer or counterparty. 

Prescribed Outflow and Inflow Rates (cont.) 
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Type of Outflow or Inflow Outflow Inflow 
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Commitment outflow amount  § 32(e)(1)  (cont.)   

(vii) Undrawn amount of committed liquidity facilities extended to a financial sector entity or its 

consolidated subsidiary, including an SPE (except SPEs covered by (viii) below) that is a consolidated 

subsidiary of a financial sector entity, excluding (i) and (v) above and liquidity facilities included in  

§ 32(b)(2) for structured transactions. 

100% 

(viii) Undrawn amount of all committed credit and liquidity facilities extended to an SPE* that issues or 

has issued CP or securities (other than equity securities issued to a company of which the SPE is a 

consolidated subsidiary) to finance its purchases or operations, and excluding liquidity facilities included 

in § 32(b)(2) for structured transactions. 

100% 

(ix): Undrawn amount of all other committed credit or liquidity facilities extended by the banking 

organization. 
100% 
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Excluded credit or liquidity facility inflows  § 33(a)(3) 

The amount of any credit or liquidity facilities extended to the banking organization 0% 

Special purpose entity, or SPE:  a company organized for a specific purpose, the activities of which are significantly limited to 

those appropriate to accomplish a specific purpose, and the structure of which is intended to isolate the credit risk of the SPE. 

* The 100% outflow rate for unconsolidated SPEs applies to those types of SPEs that 

experienced stress during the financial crisis.  

Prescribed Outflow and Inflow Rates (cont.) 
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Type of Outflow or Inflow 

Commitment outflow amount  § 32(e)(1)  (cont.) 

 

 

 

 

 

 

Determining the Undrawn Amount 

Undrawn amount:  entire unused amount that could be drawn upon within 30 calendar days of the calculation date under 
the governing agreement less the amount of Level 1 assets and Level 2A assets securing the facility. 

 

 

 

 

 

 

 Amount of Level 1 assets = fair value of  level 1 assets 

 Amount of Level 2A assets = 85% of fair value of level 2A 
assets 

Provided that: 

 The assets pledged upon a draw on the facility would 
be Eligible HQLAs; and 

 The assets have not been included in the banking 
organization’s Eligible HQLA 

 Notice periods for draws are not recognized. 

 The Agencies clarified that, if a commitment’s contractual terms provide for maturities > 30 days, or do not 

permit withdrawal but for the occurrence of a contractual milestone that cannot occur within 30 days, amounts 

of obligations with such maturities or subject to such milestone are not included in undrawn amount. 

 The Agencies also declined to provide any special treatment for commitments to CCPs and financial market 

utilities (FMUs). The rationale is that these commitments generally require HQLAs to be posted as collateral, 

and the undrawn amount is reduced by Level 1 and 2A HQLAs securing such a commitment. 

Prescribed Outflow and Inflow Rates (cont.) 
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Type of Outflow or Inflow Outflow 

Collateral outflow amount  § 32(f)   

(1) Changes in financial condition:   Additional amount of collateral the banking organization could be contractually 

required to pledge or to fund under the terms of any transaction as a result of a change in the banking organization’s 

financial condition. 

100% 

 The Agencies clarified that: 

 All contract clauses related to posting or funding of collateral as a result of change of financial condition should be reviewed, 

including credit rating downgrade triggers, but excluding general material adverse change (MAC) clauses. 

 All amounts of collateral that could be posted in accordance with downgrade trigger clauses in all applicable legal agreements 

should be included in collateral outflow amount 

 If multiple methods of meeting the requirement for additional collateral are available (e.g., providing more collateral of the 

same type or replacing existing collateral with higher-quality collateral), a banking organization may use the method for 

posting collateral that results in the lowest calculated outflow amount. 

(2) Derivative  collateral potential valuation changes:  Fair value of any collateral securing a derivative transaction 

pledged to a counterparty by the banking organization that is not a Level 1 asset.  
20% 

 The Agencies clarified that: 

 Only collateral securing derivative transactions should be assessed, and not collateral supporting other transactions, such as 
that securing secured funding transactions under § 32(j) 

 Consistent with other derivative netting provisions in the rule, banking organizations can apply the outflow rate to netted 

collateral, not the pre-netted gross amount, but only if the collateral can be netted under the same qualifying master 

netting agreement. 
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Type of Outflow or Inflow Outflow 

Collateral outflow amount  § 32(f) (cont.)   

(3) Potential derivative valuation changes:  The absolute value of the largest 30-consecutive calendar day 

cumulative net mark-to-market collateral outflow or inflow realized during the preceding 24 months resulting from 

derivative transaction valuation changes (i.e., 2-year look-back on variation margin changes). 

100% 

 The Agencies clarified that the look-back should only include variation margin, not initial margin. 

(4) Excess collateral:  Fair value of collateral that:  

 the banking organization could be required by contract to return to a counterparty because the collateral pledged 

to the banking organization exceeds the current collateral requirement of the counterparty under the governing 

contract;  

 is not segregated from the banking organization’s other assets such that it cannot be rehypothecated; and  

 is not already excluded as Eligible HQLA by the banking organization under § 22(b)(5) (exclusion for certain 

rehypothecated assets). 

100% 

(5) Contractually required collateral:  Fair value of collateral that the banking organization is contractually required 

to pledge to a counterparty and, as of the calculation date, the banking organization has not yet pledged. 
100% 
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                   Type of Outflow or Inflow 
 

 

Collateral outflow amount – Collateral substitution   § 32(f)(6)   

 

 

 

 

 

 

 

 

 

 

 

 

Fair value of collateral pledged by a counterparty  

that qualifies as Eligible HQLA and as: 

Level 1 assets Level 2A assets Level 2B assets  

The counterparty 

may replace, without 

the banking 

organization’s 

consent, the pledged 

collateral with: 

Level 1 assets Outflow rate:  0% Outflow rate:  0% Outflow rate:  0% 

Level 2A assets Outflow rate:  15% Outflow rate:  0% Outflow rate:  0% 

Level 2B assets  Outflow rate:  50% Outflow rate:  35% Outflow rate:  0% 

Non-HQLAs Outflow rate: 100% Outflow rate:  85% Outflow rate:  50% 

This outflow category assumes that, in a stress scenario, a banking organization’s counterparty would post the lowest-

quality collateral permissible under the governing contract. The outflow rate depends on the type of collateral posted by 

the counterparty and the type of collateral with which it could be substituted under the contract without the banking 

organization’s consent.  

The Agencies clarified that this section applies only to collateral that a counterparty has posted to the banking 

organization as of the calculation date, and does not apply to collateral a banking organization has posted to a 

counterparty, nor to any collateral that the banking organization could repost to a counterparty, after a collateral 

substitution has occurred.  
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Type of Outflow or Inflow 

Retail brokered deposit outflow amount  § 32(g)   

 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Brokered deposit:  any deposit held at the banking organization that is obtained, directly or indirectly, from or through the mediation or 

assistance of a deposit broker (as defined in Section 29 of the Federal Deposit Insurance Act), and includes a reciprocal brokered deposit and a 

brokered sweep deposit. 

Brokered sweep deposit:  a deposit held at the banking organization by a customer or counterparty through a contractual feature that 

automatically transfers to the banking organization from another regulated financial company at the close of each business day amounts 

identified under the agreement governing the account from which the amount is being transferred. 

Reciprocal brokered deposit:  a brokered deposit that a banking organization receives through a deposit placement network on a reciprocal 

basis, such that (1) for any deposit received, the banking organization (as agent for the depositors) places the same amount with other 

depository institutions through the network and (2) each member of the network sets the interest rate to be paid on the entire amount of funds it 

places with other network members. 

Outflow rates for retail brokered deposits 
Entire amount fully insured by the FDIC 

Yes No 

Reciprocal brokered deposits at the banking organization provided by a retail customer or 

counterparty  

10% 

§ 32(g)(5) 

25% 

§ 32(g)(6) 

Brokered sweep 

deposits at the 

banking organization 

provided by a retail 

customer or 

counterparty 

deposited in accordance with a contract between the 

retail customer or counterparty and the banking 

organization, its controlled* subsidiary or a company 

that is a controlled subsidiary of the banking 

organization’s top-tier parent company. 

Yes 
10% 

§ 32(g)(7) 

40% 

§ 32(g)(9) 
No 

25% 

§ 32(g)(8) 

* The outflow rates for retail brokered sweep deposits apply to subsidiaries and affiliates controlled 

for purposes of the Bank Holding Company Act, not just consolidated subsidiaries and affiliates. 
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Type of Outflow or Inflow Outflow 

Retail brokered deposit outflow amount  § 32(g)   

Other brokered deposits at the banking organization provided by a retail customer or counterparty (i.e., those not described in 

§§ 32(g)(5) through 32(g)(9), such as: 

 brokered deposits that are not reciprocal deposits or brokered sweep deposits; and 

 non-maturity brokered deposits that are in transactional accounts, including those placed through certain third-party 

marketers, affinity groups and internet deposit broker entities) 

and which: 

(1) mature ≤ 30 calendar days from the calculation date. 100% 

(2) mature > 30 calendar days from the calculation date. 10% 

(3) are held in a transactional account with no contractual maturity date and are fully insured by the FDIC. 20% 

(4) are held in a transactional account with no contractual maturity date and are not fully insured by the FDIC. 40% 

 

 

 The Agencies clarified that: 

 All retail brokered deposits, regardless of contractual provisions for withdrawal, are subject to the above outflow rates. 

 The LCR final rule does not alter the treatment of pass-through FDIC insurance for deposits. 

 Brokered deposits held by a fiduciary agent on behalf of a retail customer or counterpart are subject to the applicable outflow 

rate for retail brokered deposits. 

 Deposits held by a fiduciary on behalf of a retail customer or counterparty that are not brokered deposits are subject to the 20% 
and 40% outflow rates of §§ 32(a)(3) and (a)(4), as applicable. See page [_]. 
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Type of Outflow or Inflow Outflow Inflow 

O
u
tf

lo
w
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Unsecured wholesale funding outflow amount  § 32(h)   

(1)  Unsecured wholesale funding that is not an operational deposit and is not provided by a financial sector entity or 
consolidated subsidiary if: 

 (i) the amount is fully insured by the FDIC and the funding is not a brokered deposit. 20% 

 (ii) (A) the amount is not fully insured by the FDIC; or (B) the funding is a brokered deposit. 40% 

(2)  Unsecured wholesale funding that is not an operational deposit and is not included in § 32(h)(1) above, including (i) funding 
provided by a company that is a consolidated subsidiary of the same top-tier parent company of which the covered company is a 
consolidated subsidiary  and (ii) debt instruments issued by the banking organization, including such instruments owned by retail 
customers or counterparties. 

100% 

(3)  Operational deposits,* other than operational deposits held in escrow accounts, that are fully insured by the FDIC. 5% 

(4)  Operational deposits not included in § 32(h)(3) above, including all escrow accounts and operational deposits that are not 
fully insured by the FDIC. 

25% 

(5)  All other types of unsecured wholesale funding, including deposit balances maintained in connection with the provision of 
prime brokerage services. 

100% 

In
fl
o
w

s
 

Unsecured wholesale cash inflow amount  § 33(d) and excluded inflows from operational deposits § 33(a)(1)   

(1) Payments contractually payable to the banking organization from financial sector entities or their consolidated subsidiaries . 100% 

(2) Payments contractually payable to the banking organization from wholesale customers or counterparties that are not 

financial sector entities or their consolidated subsidiaries, provided that, with respect to revolving credit facilities, the amount of 

the existing loan is not included in the unsecured wholesale cash inflow amount and the remaining undrawn balance is included 

in the outflow amount under § 32(e)(1)  above (commitment outflow amounts). 

50% 

§ 33(a)(1): Amounts the banking organization holds in operational deposits at other regulated financial companies. 0% 

 

 

* Funds in excess of those required for the provision of operational services must be 

excluded from operational deposit balances and treated as a non-operational deposit. 
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 Definition of  Operational Deposit: 

 Unsecured wholesale funding or a collateralized deposit that is necessary for the banking organization to 

provide operational services (as defined on next page) as an independent third-party intermediary, agent or 

administrator to the wholesale customer or counterparty providing the unsecured wholesale funding or 

collateralized deposit. 

• Banking organization must also comply with operational requirements to recognize an operational deposit. 

• See definition of collateralized deposit on page [_]. 

 Prime brokerage deposits and operational services to non-regulated funds are excluded: A deposit 

cannot qualify as an operational deposit if it is provided in connection with  

• prime brokerage services to any customer or third party, or 

• operational services to a non-regulated fund (as defined on page [_]). 

 

 

Prime brokerage services: a package of services offered by the banking organization whereby 

 the banking organization, among other services, executes, clears, settles, and finances transactions entered 

into by the customer or a third-party entity on behalf of the customer (such as an executing broker), and  

 the banking organization has a right to use or rehypothecate assets provided by the customer, including in 

connection with the extension of margin and other similar financing of the customer, subject to applicable law, 

and includes operational services provided to a non-regulated fund. 
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 Definition of Operational Services: the following services, provided they are performed as part of cash 

management, clearing, or custody services: 

 Payment remittance; 

 Administration of payments and cash flows related to the safekeeping of investment assets, not 

including the purchase or sale of assets; 

 Payroll administration and control over the disbursement of funds; 

 Transmission, reconciliation, and confirmation of payment orders; 

 Daylight overdraft; 

 Determination of intra-day and final settlement positions; 

 Settlement of securities transactions; 

 Transfer of capital distributions and recurring contractual payments; 

 Customer subscriptions and redemptions; 

 Scheduled distribution of customer funds; 

 Escrow, funds transfer, stock transfer, and agency services, including payment and settlement 

services, payment of fees, taxes, and other expenses; and 

 Collection and aggregation of funds. 
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 Operational Deposits 

 Clarifications by the Agencies regarding the definition of operational services: 

• Administration of payments and cash flows, etc., is intended to cover collateral 

management payment processing. 

o Services solely involving the movement of money, not the transfer of collateral 

o Does not include any activity that would constitute prime brokerage services 

• Existing categories of services cover corporate trust services that should fall within 

the definition of operational services. 
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Operational Requirements:  In order to recognize a deposit as an operational deposit, a banking organization must 

comply with the following requirements:* 

 The related operational services must be performed pursuant to a legally binding written agreement; and 

 The termination of the agreement must be subject to a minimum 30-calendar day notice period; or 

 As a result of termination of the agreement or transfer of services to a third-party provider, the customer providing 

the deposit would incur significant contractual termination costs or switching costs (switching costs including 

significant technology, administrative, and legal service costs incurred in connection with the transfer of the 

operational services to a third-party provider). 

• The Agencies clarified that switching costs would not include routine costs of moving accounts. 

 The deposit must be held in an account designated as an operational account. 

 The Agencies clarified that one or more linked accounts may be designated as operational and that designation is 

intended to prevent intermingling of operational deposits with other deposits and facilitate identification of excess 

balances. 

 The customer must hold the deposit at the banking organization for the primary purpose of obtaining the operational 

services provided by the banking organization. 

 The deposit account must not be designed to create an economic incentive for the customer to maintain excess funds 

therein through increased revenue, reduction in fees, or other offered economic incentives. 

 The Agencies clarified that earnings credit rates (ECR), to offset expenses related to operational services, are 

acceptable as long as they do not incentivize excess deposits. 

(continued on next page ) 

 

 

 

* The Agencies stated that they intend to closely monitor the classification of operational 

deposits by banking organizations to ensure that the deposits meet these requirements. 
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Operational Requirements:  (continued from previous page) 

 The banking organization must demonstrate that the deposit is empirically linked to the 

operational services and that it has a methodology that takes into account the volatility of 

the average balance for identifying any excess amount, which must be excluded from 

the operational deposit amount. 

 The Agencies clarified that excess balances may be calculated on an aggregated 

basis (by customer, service or both), but analysis must be sufficiently granular to 

assess the risks of withdrawal and must be documented.  

 The deposit must not be provided in connection with the banking organization’s provision 

of prime brokerage services (defined on page [_]). 

 The deposit must not be for arrangements in which the banking organization (as 

correspondent) holds deposits owned by another depository institution (as respondent) 

and the respondent temporarily places excess funds in an overnight deposit with the 

banking organization. 
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Type of Outflow or Inflow Outflow 

Debt security buyback outflow amount  § 32(i)   

Debt securities issued by the banking organization that mature > 30 calendar days after the calculation date and 

for which the banking organization or a consolidated subsidiary of the banking organization is the primary market 

maker, and that are: 

(1) not structured securities 3% 

(2) structured securities 5% 

 

 

Structured security:  a security  

 whose cash flow characteristics depend upon one or more indices, or  

 that has embedded forwards, options, or other derivatives, or  

 where an investor’s investment return and the issuer’s payment obligations are contingent on, or 

highly sensitive to, changes in the value of underlying assets, indices, interest rates or cash flows. 
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Type of Outflow or Inflow Outflow 

Secured funding outflow amount * § 32(j)(1) – Key Definitions   

 

 

Secured funding transaction:  any funding transaction that 

 Is subject to a legally binding agreement as of the calculation date and  

 Gives rise to a cash obligation of the banking organization to a counterparty that is secured under applicable law by a 

lien on assets owned by the banking organization, which gives the counterparty, as holder of the lien, priority over the 

assets in the event the banking organization enters into receivership, bankruptcy, insolvency, liquidation, resolution or 

similar proceeding.   

Secured funding transactions include repurchase transactions, loans of collateral to the banking organization’s customers to 

effect short positions, other secured loans and borrowings from a Federal Reserve Bank. 

Customer short position:  a legally binding written agreement pursuant to which the customer must deliver to the banking 

organization a non-cash asset that the customer has already sold. 

Secured funding transaction and asset exchange outflow rates under § 32(j) and secured 

lending transaction and asset exchange inflow rates under § 33(f) apply only to transactions 

with wholesale counterparties. 
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Type of Outflow or Inflow Outflow 

Secured funding outflow amount  § 32(j)(1)   

Funds the banking organization must 

pay pursuant to secured funding 

transactions, to the extent that the 

funds are secured by: 

(1)(i)   Level 1 assets (but see (1)(iii) below)  0% 

(1)(ii)  Level 2A assets (but see (1)(iii) below)  15% 

(1)(iv) Level 2B assets  50% 

(1)(iii) Transactions with sovereigns, MDBs, and U.S. GSEs subject to a 20% risk weight under the U.S. 

Basel III standardized approach capital rules, to the extent secured by assets other than Level 1 or 

Level 2A assets 

 25% 

(1)(v) Funds received from secured funding transactions that are customer short positions where the 

customer short positions are covered by other customers’ collateral and the collateral consists of assets 

that are not HQLAs. 

 50% 

(1)(vi) Funds the banking organization must pay pursuant to secured funding transactions, to the extent 

that the funds are secured by assets that are not HQLAs, except as above 
 100% 

(2) If the outflow rate listed above is > outflow rate under § 32(h) for a wholesale unsecured transaction 

(that is not an operational deposit with the same wholesale counterparty) 

Unsecured wholesale transaction (that is not 

operational deposit) rate for that counterparty 

 Exceptions: 

(2)(i) Secured funding transactions secured by collateral received by the banking 

organization under a secured lending transaction asset exchange 

Applicable outflow rate above 

(2)(ii) Collateralized deposits that are operational deposits Applicable operational deposits outflow rate  

in § 32(h)(3) or (h)(4), if such outflow rate  

< applicable outflow rate above 

 

 

but see (2) below 
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Type of Outflow or Inflow 

Secured lending cash inflow amount  § 33(f)(1) 

* Under § 31(a)(3) of the final rule, the maturity date of the 

secured lending transaction cannot be earlier than the 

maturity date of the secured funding transaction. 

Collateral is HQLA Collateral is not HQLA 

Included in 

Eligible HQLAs 

Not included in  

Eligible HQLAs 

Secures a 

collateralized 

margin loan 

Does not 

secure a 

collateralized 

margin loan 

Held by 

banking 

organization 

and 

available for 

immediate 

return to the 

counterparty 

Yes (including where the asset is pledged to a central bank or 

U.S. GSE but does not currently secure extended credit and is 

not required to support central bank payment services – see 

page [_]) 

Level 1: 0% 

Level 2A: 15% 

Level 2B: 50% 

100% 

50% 100% 

No - Where the 

asset securing 

the secured 

lending 

transaction has 

been 

rehypothecated 

and used to 

secure 

any secured funding transaction or 

obligation, or delivered in an asset 

exchange, that will mature within 30 

calendar days of the calculation date* 

N/A† 

Level 1: 0% 

Level 2A: 15% 

Level 2B: 50% 

(or has been delivered into) any transaction 

or obligation which will not mature or 

expire within 30 calendar days or may 

extend beyond 30 calendar days of the 

calculation date) 

N/A†  0% 

† These transactions are not applicable because transactions that have been 

“rehypothecated and used to secure” a transaction would generally be encumbered 

and therefore not includable in Eligible HQLAs. See page [_]. 
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Type of Outflow or Inflow 

Secured lending cash inflow amount  § 33(f)(1) (cont.) 

Secured lending transaction:  any lending transaction that  

 Is subject to a legally binding agreement of the calculation date and  

 Gives rise to a cash obligation of a counterparty to the banking organization that is secured under applicable law by a 

lien on assets owned by the counterparty, which gives the banking organization, as holder of the lien, priority over the 

assets in the event the counterparty enters into receivership, bankruptcy, insolvency, liquidation, resolution, or similar 

proceeding.   

Secured lending transactions include reverse repurchase transactions and securities borrowing transactions.  

Secured lending cash inflow rates are designed to complement secured funding transaction outflow rates: 

 50% inflow rate on margin loans secured by assets that are not HQLAs reflects assumption that not all 

margin loans may pay down in a stress period. 

 Balances the 50% secured funding transaction outflow rate for customer short positions covered 

by other customers’ collateral that does not consist of HQLAs. 

 0% inflow rate for a secured lending transaction or asset exchange that matures within 30 days, where 

collateral is reused in a secured funding transaction that matures > 30 days, reflects assumption that 

secured lending transaction or asset exchange may need to be rolled over and will not produce inflow. 
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Outflow 

amount = 
fair value of the following types of assets that the 

banking organization must post to a 

counterparty pursuant to an asset exchange  
× 

the following 

applicable outflow 

rates 

Type of Outflow or Inflow 

Asset exchange outflow amount  § 32(j)(3)   

 

 

Asset exchange:  a transaction in which, as of the calculation date, the counterparties  have previously exchanged non-cash assets, and have each 

agreed to return such assets to each other at a future date.  Asset exchanges do not include secured funding and secured lending transactions. 

Any assets Level 1 assets Level 2A assets Level 2B assets  Not HQLAs 

Where the 

banking 

organization will 

receive these 

assets from the 

counterparty 

pursuant to the 

asset exchange: 

Level 1 assets 0% 0% 0% 0% 0%† 

Level 2A assets 15% 15% 0% 0% 0%† 

Level 2B assets  50% 50% 35% 0% 0%† 

Not HQLAs 100% 100% 85% 50% 0%† 

The outflow rate depends on 

whether the banking 

organization has or will have 

available the asset that it will 

be required to deliver and the 

type of assets being 

exchanged pursuant to the 

asset exchange between the 

banking organization and the 

counterparty. 

Banking organization has rehypothecated the assets underlying the asset exchange, 

and the assets will not be returned within 30 days of the calculation date 

Yes No 

† The Agencies noted that “[a]sset exchanges can give rise to a change in a covered company’s liquidity, such 

as where the [banking organization] is obligated to provide higher-quality assets in return for less liquid, lower-

quality assets.” Where the banking organization must provide assets that are of the lowest type (i.e., not 

HQLAs), there will be no outflows. 
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Type of Outflow or Inflow 

Asset exchange inflow amount  § 33(f)(2) 

Inflow 

amount = 
fair value of the following types of assets that the 

banking organization will receive from a 

counterparty pursuant to an asset exchange 
× 

the following 

applicable inflow 

rates 

 

 

Any assets Level 1 assets Level 2A assets Level 2B assets  Not HQLAs 

Where the 

banking 

organization 

must post these 

assets to a 

counterparty 

pursuant to the 

asset exchange: 

Level 1 assets 0% 0% 0% 0% 0%† 

Level 2A assets 0% 15% 0% 0% 0%† 

Level 2B assets  0% 50% 35% 0% 0%† 

Not HQLAs 0% 100% 85% 50% 0%† 

The inflow rate depends on 

whether the banking 

organization has or will have 

available the asset that it will 

be required to deliver and the 

type of assets being 

exchanged pursuant to the 

asset exchange between the 

banking organization and the 

counterparty. 

Banking organization has rehypothecated the assets underlying the asset exchange, 

and the assets will not be returned within 30 days of the calculation date 

Yes No * 

* Under § 31(a)(3) of the final rule, the maturity date of the asset exchange cannot be earlier 

than the maturity date of the transaction or obligation for which the collateral was reused. 

† The Agencies noted that “[a]sset exchanges can give rise to a change in a covered company’s liquidity, such as where the [banking organization] is 

obligated to provide higher-quality assets in return for less liquid, lower-quality assets.” Where the banking organization will receive assets that are of 

the lowest quality (i.e., not HQLAs), there will be no inflows no matter what type of assets are given to the counterparty. 
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Type of Outflow or Inflow Outflow Inflow 
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Foreign central bank borrowing outflow amount  § 32(k)   

Where the banking organization has borrowed from a foreign jurisdiction’s central bank, its foreign central bank 

borrowing outflow amount = amount based on the outflow rate that is assigned to borrowings from central banks in 

that jurisdiction’s LCR framework.   

 

If the foreign jurisdiction has not specified a central bank borrowing outflow amount based on a prescribed outflow rate 

in its LCR framework, the foreign central bank borrowing outflow amount must be calculated in accordance with 
secured funding outflow rate under § 32(j). 

Other contractual outflow amount  § 32(l) 

Operating expenses of the banking organization (such as rents, utilities, and other similar 

payments). 
0% 

Funding or amounts payable by the banking organization to counterparties under legally binding 

agreements that are not described above. 
100% 

In
fl
o
w

s
 Securities cash inflow amount  § 33(e) 

Contractual payments due to the banking organization on securities it owns that are not 

HQLAs. 
100% 
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Type of Outflow or Inflow Inflow 

Broker-dealer segregated account inflow amount § 33(g) 

Fair value of assets released from broker-dealer segregated accounts 

maintained in accordance with statutory or regulatory requirements for 

the protection of customer trading assets (e.g., SEC Rule 15c3-3). 

 This amount is calculated as follows: 

 fair value of the required balance as of the calculation date 

minus 

 fair value of customer reserve account as of 30 calendar days 

from the calculation date (assuming changes to customer cash 

and collateral positions in accordance with outflows / inflows 

specified in the final rule)  

 If the result > 0, the difference is the segregated account inflow 

amount. 
100% 

 If the result is ≤ 0, no assets would be released from segregated 

accounts. 
0% 
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Type of Inflow Inflow 

Other excluded cash inflows  § 33(a)(4)-(6) 

The amount of any asset included in the banking organization’s HQLAs and any amounts payable to the 

banking organization with respect to those assets. 
0% 

Any amounts payable to the banking organization from an obligation of a customer or counterparty that is a 

nonperforming asset as of the calculation date or that the banking organization has reason to expect will 

become a nonperforming exposure ≤ 30 calendar days from the calculation date. 

0% 

Amounts payable to the banking organization with respect to any transaction that has no contractual 

maturity date or that matures > 30 calendar days from the calculation date.  See page [_]. 
0% 

Other cash inflow amounts  § 33(h) 

Other cash inflow amounts that are not described above. 0% 

 

 

Nonperforming exposure:  an exposure that is > 90 days past due or nonaccrual. 

Exclusion for intragroup transactions (§§ 32(m), 33(i)).  In calculating its outflows and inflows, a banking organization 

should exclude: 

 Transactions between the banking organization and a consolidated subsidiary; and  

 Transactions between two consolidated subsidiaries of the banking organization. 
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