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| List of Subjects in 12 CFR Part 252-and12-CER Chapter H

Administrative practice and procedure, Banks, Banking, Federal Reserve System,
Holding companies, Reporting and recordkeeping requirements, Securities.

Authority and Issuance

of Governors of the Federal Reserve System further amends part 252-te12-CER-chapter
H, as amended on March 11, 2014, at 79 FR 13498, effective April 15, 2014, as follows:
PART 252—ENHANCED PRUDENTIAL STANDARDS (REGULATION YY)

‘ For the reasons stated in the SHPPEEMENTARY INFORMATONpreamble, the Board

| 1. The authority citation for part 252 shall-is revised to read as follows: Authority: 12
U.S.C. 321-338a, 481-486, 1467a, 1818, 1828, 1831n, 18310, 1831p-I,

1831w, 1835, 1844(b), 3101 et seq., 3101 note, 3904, 3906-3909, 4808, 5362, 5365,
5367, and 5368.

2. Part 252Subpart A is amendedadded to read as follows:

PART 252 —ENHANCED PRUDENHALSTANDARDS (REGUEATHONYY)

Subpart A—General Provisions.
§Sec.

252.1 Authority and purpose.
§-252.2 General-Definitions.
§-252.3 Reservation of authority.

§-252.4 Nonbank financial companies supervised by the Board.

Subpart A—General Provisions.
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§ 252.1 Authority and purpose.

(a) Authority. This part is issued by the Board of Governors of the Federal Reserve
System (the Board) under sections 162, 165, 167, and 168 of Title I of the Dodd-Frank
Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act) (Pub. L. No.
111-203, 124

Stat. 1376, 1423-1432, 12 U.S.C. 5362, 5365, 5367, and 5368); section 9 of the Federal
Reserve Act (12 U.S.C. 321-338a); section 5(b) of the Bank Holding Company Act (12
U.S.C. 1844(b)); section 10(g) of the Home Owners’ Loan Act, as amended (12 U.S.C.
1467a(g)); sections 8 and 39 of the Federal Deposit Insurance Act (12 U.S.C. 1818(b)
and 1831p-1); the International Banking Act (12 U.S.C. 3101 et seq.); the Foreign Bank
Supervision Enhancement Act (12 U.S.C. 3101 note); and 12 U.S.C. 3904, 3906-3909,
and 4808.

(b) Purpose. This part implements certain provisions of section 165 of the Dodd-Frank
Act (12 U.S.C. 5365), which require the Board to establish enhanced prudential standards
for bank holding companies and foreign banking organizations with total consolidated
assets of $50 billion or more, nonbank financial companies supervised by the Board, and
certain other companies. § 252.2 Definitions.

Unless otherwise specified, the following definitions apply for purposes of this part:

(a) Affiliate has the same meaning as in section 2(k) of the Bank Holding Company Act
(12 U.S.C. 1841(k)) and section 225.2(a) of the Board’s Regulation Y (12 CFR 225.2(a)).

(b) Applicable accounting standards means U.S. generally accepted accounting
principles, international financial reporting standards, or such other accounting standards
that a company uses in the ordinary course of its business in preparing its consolidated
financial statements.

(c) Bank holding company has the same meaning as in section 2(a) of the Bank Holding
Company Act (12 U.S.C. 1841(a)) and section 225.2(c) of the Board’s Regulation Y (12
CFR 225.2(c)).

(d) Board means the Board of Governors of the Federal Reserve System.
(e) Combined U.S. operations of a foreign banking organization means:
(1) Its U.S. branches and agencies, if any; and

(2)(1) If the foreign banking organization has established a U.S. intermediate holding
company, the U.S. intermediate holding company and the subsidiaries of such U.S.
intermediate holding company; or

(1) If the foreign banking organization has not established a U.S. intermediate holding
company, the U.S. subsidiaries of the foreign banking organization (excluding any
section 2(h)(2) company, if applicable), and subsidiaries of such U.S. subsidiaries.
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(f) Company means a corporation, partnership, limited liability company, depository
institution, business trust, special purpose entity, association, or similar organization.

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

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

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

(j) Foreign banking organization has the same meaning as in section 211.21(0) of the
Board’s Regulation K (12 CFR 211.21(0)), provided that if the top-tier foreign banking
organization is incorporated in or organized under the laws of any State, the foreign
banking organization shall not be treated as a foreign banking organization for purposes
of this part.

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

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

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

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

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

(p) Publicly traded means an instrument that is traded on:

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

(2) Any non-U.S.-based securities exchange that:

(1) Is registered with, or approved by, a non-U.S. national securities regulatory authority;
and
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(i1) Provides a liquid, two-way market for the instrument in question, meaning that there
are enough independent bona fide offers to buy and sell so that a sales price reasonably
related to the last sales price or current bona fide competitive bid and offer quotations can
be determined promptly and a trade can be settled at such price within a reasonable time
period conforming with trade custom.

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

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

(r) State means any state, commonwealth, territory, or possession of the United States,
the District of Columbia, the Commonwealth of Puerto Rico, the Commonwealth of the
Northern Mariana Islands, American Samoa, Guam, or the United States Virgin Islands.

(s) Subsidiary has the same meaning as in section 3 of the Federal Deposit Insurance Act
(12 U.S.C. 1813).

(t) U.S. agency has the same meaning as the term “agency” in section 211.21(b) of the
Board’s regulation K (12 CFR 211.21(b)).

(u) U.S. branch has the same meaning as the term “branch” in section 211.21(e) of the
Board’s Regulation K (12 CFR 211.21(e)).

(v) U.S. branches and agencies means the U.S. branches and U.S. agencies of a foreign
banking organization.

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

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

(y) U.S. intermediate holding company means the top-tier U.S. company that is required
to be established pursuant to § 252.153.

(z) U.S. subsidiary means any subsidiary that is incorporated in or organized under the
laws of the United States or in any State, commonwealth, territory, or possession of the
United States, the Commonwealth of Puerto Rico, the Commonwealth of the North
Mariana Islands, the American Samoa, Guam, or the United States Virgin Islands.

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

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

§ 252.4 Nonbank financial companies supervised by the Board.

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

(1) The nature, scope, size, scale, concentration, interconnectedness, and mix of the
activities of the U.S. nonbank financial company;

(2) The degree to which the U.S. nonbank financial company is already regulated by one
or more primary financial regulatory agencies; and

(3) Any other risk-related factor that the Board determines is appropriate.

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

(1) The nature, scope, size, scale, concentration, interconnectedness, and mix of the
activities of the foreign nonbank financial company;

(2) The extent to which the foreign nonbank financial company is subject to prudential
standards on a consolidated basis in its home country that are administered and enforced
by a comparable foreign supervisory authority; and

(3) Any other risk-related factor that the Board determines is appropriate. * * * * *
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Subparts Applicable to U.S. Bank Holding Companies

3. Subpart C is added to read as follows:

Subpart C—Risk Committee Requirement for Publicly Traded Bank Holding
Companies with Total Consolidated Assets Equal to or Greater than $10 Billion and
less than $50 Billion.

Sec.
252.20 [Reserved].
252.21 Applicability.

252.22 Risk committee requirement for publicly traded bank holding companies with
total consolidated assets of $10 billion or more.

Subpart C—Risk Committee Requirement for Publicly Traded Bank Holding
Companies with Total Consolidated Assets of $10 Billion or Greater and Less than
$50 Billion.

§ 252.20 [Reserved].
§ 252.21 Applicability.

(a) General applicability. Subject to the initial applicability provisions of paragraph (c) of
this section, a bank holding company with any class of stock that is publicly traded must
comply with the risk-committee requirements set forth in this subpart beginning on the
first day of the ninth quarter following the later of the date on which its total consolidated
assets equal or exceed $10 billion and the date on which any class of its stock becomes
publicly traded.

(b) Total consolidated assets. Total consolidated assets of a bank holding company for
purposes of this subpart are equal to its consolidated assets, calculated based on the
average of the bank holding company’s total consolidated assets in the four most recent
quarters as reported quarterly on its FR Y-9C. If the bank holding company has not filed
the FR Y-9C for each of the four most recent consecutive quarters, total consolidated
assets means the average of its total consolidated assets, as reported on the FR Y-9C, for
the most recent quarter or consecutive quarters, as applicable. Total consolidated assets
are measured on the as-of date of the most recent FR Y-9C used in the calculation of the
average.

(c) Initial applicability provisions. A bank holding company that, as of June 30, 2014, has
total consolidated assets of $10 billion or more and has a class of stock that is publicly
traded must comply with the requirements of this subpart beginning on July 1, 2015.
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(d) Cessation of requirements. A bank holding company will remain subject to the
requirements of this subpart until the earlier of the date on which:

(1) Its reported total consolidated assets on the FR Y-9C are below $10 billion for each of
four consecutive calendar quarters;

(2) It becomes subject to the requirements of subpart D of this part; and
(3) It ceases to have a class of stock that is publicly traded.

§ 252.22 Risk committee requirement for publicly traded bank holding companies
with total consolidated assets of $10 billion or more.

(a) Risk committee. A bank holding company with any class of stock that is publicly
traded and total consolidated assets of $10 billion or more must maintain a risk
committee that approves and periodically reviews the risk-management policies of its
global operations and oversees the operation of its global risk-management framework.

(b) Risk-management framework. The bank holding company’s global risk-management
framework must be commensurate with its structure, risk profile, complexity, activities,
and size and must include:

(1) Policies and procedures establishing risk-management governance, risk-management
procedures, and risk-control infrastructure for its global operations; and

(2) Processes and systems for implementing and monitoring compliance with such
policies and procedures, including:

(1) Processes and systems for identifying and reporting risks and risk-management
deficiencies, including regarding emerging risks, and ensuring effective and timely
implementation of actions to address emerging risks and risk-management deficiencies
for its global operations;

(i1) Processes and systems for establishing managerial and employee responsibility for
risk management;

(ii1) Processes and systems for ensuring the independence of the risk-management
function; and

(iv) Processes and systems to integrate risk management and associated controls with
management goals and its compensation structure for its global operations.

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

(1) Have a formal, written charter that is approved by the bank holding company’s board
of directors.
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(2) Meet at least quarterly, and otherwise as needed, and fully document and maintain
records of its proceedings, including risk-management decisions.

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

(1) Include at least one member having experience in identifying, assessing, and
managing risk exposures of large, complex firms; and

(2) Be chaired by a director who:

(1) Is not an officer or employee of the bank holding company and has not been an officer
or employee of the bank holding company during the previous three years;

(i1) Is not a member of the immediate family, as defined in section 225.41(b)(3) of the
Board’s Regulation Y (12 CFR 225.41(b)(3)), of a person who is, or has been within the
last three years, an executive officer of the bank holding company, as defined in section
215.2(e)(1) of the Board’s Regulation O (12 CFR 215.2(e)(1)); and

(ii1)(A) Is an independent director under Item 407 of the Securities and Exchange
Commission’s Regulation S-K (17 CFR 229.407(a)), if the bank holding company has an
outstanding class of securities traded on an exchange registered with the U.S. Securities
and Exchange Commission as a national securities exchange under section 6 of the
Securities Exchange Act of 1934 (15 U.S.C. 78f) (national securities exchange); or

(B) Would qualify as an independent director under the listing standards of a national
securities exchange, as demonstrated to the satisfaction of the Board, if the bank holding
company does not have an outstanding class of securities traded on a national securities
exchange.

4. Subpart D is added to read as follows:

Subpart D—Enhanced Prudential Standards for Bank Holding Companies with
Total Consolidated Assets of $50 Billion or More.

Sec.

252.30 Scope.
252.31 Applicability.

252.32 Risk-based and leverage capital and stress test requirements.

252.33 Risk-management and risk committee requirements.

252.34 Liquidity risk-management requirements.

252.35 Liquidity stress testing and buffer requirements.
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Subpart D—Enhanced Prudential Standards for Bank Holding Companies with
Total Consolidated Assets of $50 Billion or More.

§ 252.30 Scope.

This subpart applies to bank holding companies with total consolidated assets of $50
billion or more. Total consolidated assets of a bank holding company are equal to the
consolidated assets of the bank holding company, as calculated in accordance with §
252.31(b).

§ 252.31 Applicability.

(a) General applicability. Subject to the initial applicability provisions of paragraphs (c)
and (e) of this section, a bank holding company must comply with the risk-management
and risk-committee requirements set forth in § 252.33 and the liquidity risk-management
and liquidity stress test requirements set forth in §§§ 252.34 and-§ 252.35 beginning on
the first day of the fifth quarter following the date on which its total consolidated assets
equal or exceed $50 billion.

(b) Total consolidated assets. Total consolidated assets of a bank holding company for
purposes of this subpart are equal to its consolidated assets, calculated based on the
average of the bank holding company’s total consolidated assets in the four most recent
quarters as reported quarterly on the FR Y-9C. If the bank holding company has not filed
the FR Y-9C for each of the four most recent consecutive quarters, total consolidated
assets means the average of its total consolidated assets, as reported on the FR Y-9C, for
the most recent quarter or consecutive quarters, as applicable. Total consolidated assets
are measured on the as-of date of the most recent FR Y-9C used in the calculation of the
average.

(c) Initial applicability. A bank holding company that, as of June 30, 2014, has total
consolidated assets of $50 billion or more, as calculated according to paragraph (b) of
this section, must comply with the risk-management and risk-committee requirements set
forth in § 252.33 and the liquidity risk-management and liquidity stress test requirements
set forth in §§§ 252.34 and-§ 252.35, beginning on January 1, 2015.

(d) Cessation of requirements. Except as provided in paragraph (e) of this section, a bank
holding company is subject to the risk-management and risk committee requirements set
forth in § 252.33 and the liquidity risk-management and liquidity stress test requirements
set forth in §§§ 252.34 and-§ 252.35 until its reported total consolidated assets on the FR
Y-9C are below $50 billion for each of four consecutive calendar quarters.

(e) Applicability for bank holding companies that are subsidiaries of foreign banking
organizations. In the event that a bank holding company that has total consolidated assets
of $50 billion or more is controlled by a foreign banking organization, such bank holding
company is subject to the risk-management and risk committee requirements set forth in
§ 252.33 and the liquidity risk-management and liquidity stress test requirements set forth
in §§§ 252.34 and -§-252.35 beginning on January 1, 2015 and ending on June 30, 2016.
Beginning on July 1, 2016, the U.S. intermediate holding company established or
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designated by the foreign banking organization must comply with the risk-management
and risk committee requirements set forth in § 252.153(e)(3) and the liquidity risk-
management and liquidity stress test requirements set forth in § 252.153(e)(4).

§ 252.32 Risk-based and leverage capital and stress test requirements.

A bank holding company with total consolidated assets of $50 billion or more must
comply with, and hold capital commensurate with the requirements of, any regulations
adopted by the Board relating to capital planning and stress tests, in accordance with the
applicability provisions set forth therein.

§ 252.33 Risk-management and risk committee requirements.

(a) Risk committee—(1) General. A bank holding company with total consolidated assets
of $50 billion or more must maintain a risk committee that approves and periodically
reviews the risk-management policies of the bank holding company’s global operations
and oversees the operation of the bank holding company’s global risk-management
framework. The risk committee’s responsibilities include liquidity risk-management as
set forth in § 252.34(b).

(2) Risk-management framework. The bank holding company’s global risk-management
framework must be commensurate with its structure, risk profile, complexity, activities,
and size and must include:

(1) Policies and procedures establishing risk-management governance, risk-management
procedures, and risk-control infrastructure for its global operations; and

(i1) Processes and systems for implementing and monitoring compliance with such
policies and procedures, including:

(A) Processes and systems for identifying and reporting risks and risk-management
deficiencies, including regarding emerging risks, and ensuring effective and timely
implementation of actions to address emerging risks and risk-management deficiencies
for its global operations;

(B) Processes and systems for establishing managerial and employee responsibility for
risk management;

(C) Processes and systems for ensuring the independence of the risk-management
function; and

(D) Processes and systems to integrate risk management and associated controls with
management goals and its compensation structure for its global operations.

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

(1) Have a formal, written charter that is approved by the bank holding company’s board
of directors;
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(i1) Be an independent committee of the board of directors that has, as its sole and
exclusive function, responsibility for the risk-management policies of the bank holding
company’s global operations and oversight of the operation of the bank holding
company’s global risk-management framework;

(ii1) Report directly to the bank holding company’s board of directors;

(iv) Receive and review regular reports on not less than a quarterly basis from the bank
holding company’s chief risk officer provided pursuant to paragraph (b)(3)(ii) of this
section; and

(v) Meet at least quarterly, or more frequently as needed, and fully document and
maintain records of its proceedings, including risk-management decisions.

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

(1) Include at least one member having experience in identifying, assessing, and
managing risk exposures of large, complex financial firms; and

(i1) Be chaired by a director who:

(A) Is not an officer or employee of the bank holding company and has not been an
officer or employee of the bank holding company during the previous three years;

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

(C)(1) Is an independent director under Item 407 of the Securities and Exchange
Commission’s Regulation S-K (17 CFR 229.407(a)), if the bank holding company has an
outstanding class of securities traded on an exchange registered with the U.S. Securities
and Exchange Commission as a national securities exchange under section 6 of the
Securities Exchange Act of 1934 (15 U.S.C. 78f) (national securities exchange); or

(2) Would qualify as an independent director under the listing standards of a national
securities exchange, as demonstrated to the satisfaction of the Board, if the bank holding
company does not have an outstanding class of securities traded on a national securities
exchange.

(b) Chief risk officer—(1) General. A bank holding company with total consolidated
assets of $50 billion or more must appoint a chief risk officer with experience in
identifying, assessing, and managing risk exposures of large, complex financial firms.

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

(A) The establishment of risk limits on an enterprise-wide basis and the monitoring of
compliance with such limits;

USBasel3.com 11


http://www.usbasel3.com/

Davis Polk

(B) The implementation of and ongoing compliance with the policies and procedures set
forth in paragraph (a)(2)(1) of this section and the development and implementation of the
processes and systems set forth in paragraph (a)(2)(ii) of this section; and

(C) The management of risks and risk controls within the parameters of the company’s
risk control framework, and monitoring and testing of the company’s risk controls.

(i1) The chief risk officer is responsible for reporting risk-management deficiencies and
emerging risks to the risk committee and resolving risk-management deficiencies in a
timely manner.

(3) Corporate governance requirements. (i) The bank holding company must ensure that
the compensation and other incentives provided to the chief risk officer are consistent
with providing an objective assessment of the risks taken by the bank holding company;
and

(i1) The chief risk officer must report directly to both the risk committee and chief
executive officer of the company.

§ 252.34 Liquidity risk-management requirements.

(a) Responsibilities of the board of directors—(1) Liquidity risk tolerance. The board of
directors of a bank holding company with total consolidated assets of $50 billion or more
must:

(1) Approve the acceptable level of liquidity risk that the bank holding company may
assume in connection with its operating strategies (liquidity risk tolerance) at least
annually, taking into account the bank holding company’s capital structure, risk profile,
complexity, activities, and size; and

(i1) Receive and review at least semi-annually information provided by senior
management to determine whether the bank holding company is operating in accordance
with its established liquidity risk tolerance.

(2) Liquidity risk-management strategies, policies, and procedures. The board of directors
must approve and periodically review the liquidity risk-management strategies, policies,
and procedures established by senior management pursuant to paragraph (c)(1) of this
section.

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

(c) Responsibilities of senior management—(1) Liquidity risk. (i) Senior management of

a bank holding company with total consolidated assets of $50 billion or more must
establish and implement strategies, policies, and procedures designed to effectively
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manage the risk that the bank holding company’s financial condition or safety and
soundness would be adversely affected by its inability or the market’s perception of its
inability to meet its cash and collateral obligations (liquidity risk). The board of directors
must approve the strategies, policies, and procedures pursuant to paragraph (a)(2) of this
section.

(i1) Senior management must oversee the development and implementation of liquidity
risk measurement and reporting systems, including those required by this section and §
252.35.

(ii1) Senior management must determine at least quarterly whether the bank holding
company is operating in accordance with such policies and procedures and whether the
bank holding company is in compliance with this section and § 252.35 (or more often, if
changes in market conditions or the liquidity position, risk profile, or financial condition
warrant), and establish procedures regarding the preparation of such information.

(2) Liquidity risk tolerance. Senior management must report to the board of directors or
the risk committee regarding the bank holding company’s liquidity risk profile and
liquidity risk tolerance at least quarterly (or more often, if changes in market conditions
or the liquidity position, risk profile, or financial condition of the company warrant).

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

(i1) Senior management must review at least annually significant business lines and

products to determine whether any line or product creates or has created any
unanticipated liquidity risk, and to determine whether the liquidity risk of each strategy or
product is within the company’s established liquidity risk tolerance.

(4) Cash-flow projections. Senior management must review the cash-flow projections
produced under paragraph (e) of this section at least quarterly (or more often, if changes
in market conditions or the liquidity position, risk profile, or financial condition of the
bank holding company warrant) to ensure that the liquidity risk is within the established
liquidity risk tolerance.

(5) Liquidity risk limits. Senior management must establish liquidity risk limits as set
forth in paragraph (g) of this section and review the company’s compliance with those
limits at least quarterly (or more often, if changes in market conditions or the liquidity
position, risk profile, or financial condition of the company warrant).

(6) Liquidity stress testing. Senior management must:
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(1) Approve the liquidity stress testing practices, methodologies, and assumptions
required in § 252.35(a) at least quarterly, and whenever the bank holding company
materially revises its liquidity stress testing practices, methodologies or assumptions;

(i1) Review the liquidity stress testing results produced under § 252.35(a) at least
quarterly;

(i11) Review the independent review of the liquidity stress tests under § 252.34(d)
periodically; and

(iv) Approve the size and composition of the liquidity buffer established under §
252.35(b) at least quarterly.

(d) Independent review function. (1) A bank holding company with total consolidated
assets of $50 billion or more must establish and maintain a review function that is
independent of management functions that execute funding to evaluate its liquidity risk
management.

(2) The independent review function must:

(1) Regularly, but no less frequently than annually, review and evaluate the adequacy and
effectiveness of the company’s liquidity risk management processes, including its
liquidity stress test processes and assumptions;

(i1) Assess whether the company’s liquidity risk-management function complies with
applicable laws, regulations, supervisory guidance, and sound business practices; and

(ii1) Report material liquidity risk management issues to the board of directors or the risk
committee in writing for corrective action, to the extent permitted by applicable law.

(e) Cash-flow projections. (1) A bank holding company with total consolidated assets of
$50 billion or more must produce comprehensive cash-flow projections that project cash
flows arising from assets, liabilities, and off-balance sheet exposures over, at a minimum,
short- and long-term time horizons. The bank holding company must update short-term
cash-flow projections daily and must update longer-term cash-flow projections at least
monthly.

(2) The bank holding company must establish a methodology for making cash-flow
projections that results in projections that:

(1) Include cash flows arising from contractual maturities, intercompany transactions, new
business, funding renewals, customer options, and other potential events that may impact
liquidity;

(i1) Include reasonable assumptions regarding the future behavior of assets, liabilities, and
off-balance sheet exposures;
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(ii1) Identify and quantify discrete and cumulative cash flow mismatches over these time
periods; and

(iv) Include sufficient detail to reflect the capital structure, risk profile, complexity,
currency exposure, activities, and size of the bank holding company and include analyses
by business line, currency, or legal entity as appropriate.

(3) The bank holding company must adequately document its methodology for making
cash flow projections and the included assumptions and submit such documentation to
the risk committee.

(f) Contingency funding plan. (1) A bank holding company with total consolidated assets
of $50 billion or more must establish and maintain a contingency funding plan that sets
out the company’s strategies for addressing liquidity needs during liquidity stress events.
The contingency funding plan must be commensurate with the company’s capital
structure, risk profile, complexity, activities, size, and established liquidity risk tolerance.
The company must update the contingency funding plan at least annually, and when
changes to market and idiosyncratic conditions warrant.

(2) Components of the contingency funding plan—(i) Quantitative assessment. The
contingency funding plan must:

(A) Identify liquidity stress events that could have a significant impact on the bank
holding company’s liquidity;

(B) Assess the level and nature of the impact on the bank holding company’s liquidity
that may occur during identified liquidity stress events;

(C) Identify the circumstances in which the bank holding company would implement its
action plan described in paragraph (f)(2)(ii)(A) of this section, which circumstances must
include failure to meet any minimum liquidity requirement imposed by the Board;

(D) Assess available funding sources and needs during the identified liquidity stress
events;

(E) Identify alternative funding sources that may be used during the identified liquidity
stress events; and

(F) Incorporate information generated by the liquidity stress testing required under §
252.35(a) of this subpart.

(i1) Liquidity event management process. The contingency funding plan must include an
event management process that sets out the bank holding company’s procedures for
managing liquidity during identified liquidity stress events. The liquidity event
management process must:
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(A) Include an action plan that clearly describes the strategies the company will use to
respond to liquidity shortfalls for identified liquidity stress events, including the methods
that the company will use to access alternative funding sources;

(B) Identify a liquidity stress event management team that would execute the action plan
described in paragraph (f)(2)(ii)(A) of this section;

(C) Specify the process, responsibilities, and triggers for invoking the contingency
funding plan, describe the decision-making process during the identified liquidity stress
events, and describe the process for executing contingency measures identified in the
action plan; and

(D) Provide a mechanism that ensures effective reporting and communication within the
bank holding company and with outside parties, including the Board and other relevant
supervisors, counterparties, and other stakeholders.

(ii1) Monitoring. The contingency funding plan must include procedures for monitoring
emerging liquidity stress events. The procedures must identify early warning indicators
that are tailored to the company’s capital structure, risk profile, complexity, activities,
and size.

(iv) Testing. The bank holding company must periodically test:

(A) The components of the contingency funding plan to assess the plan’s reliability
during liquidity stress events;

(B) The operational elements of the contingency funding plan, including operational
simulations to test communications, coordination, and decision-making by relevant
management; and

(C) The methods the bank holding company will use to access alternative funding sources
to determine whether these funding sources will be readily available when needed.

(g) Liquidity risk limits—(1) General. A bank holding company with total consolidated
assets of $50 billion or more must monitor sources of liquidity risk and establish limits on
liquidity risk, including limits on:

(1) Concentrations in sources of funding by instrument type, single counterparty,
counterparty type, secured and unsecured funding, and as applicable, other forms of
liquidity risk;

(i1) The amount of liabilities that mature within various time horizons; and

(ii1) Oftf-balance sheet exposures and other exposures that could create funding needs
during liquidity stress events.
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(2) Size of limits. Each limit established pursuant to paragraph (g)(1) of this section must
be consistent with the company’s established liquidity risk tolerance and must reflect the
company’s capital structure, risk profile, complexity, activities, and size.

(h) Collateral, legal entity, and intraday liquidity risk monitoring. A bank holding
company with total consolidated assets of $50 billion or more must establish and
maintain procedures for monitoring liquidity risk as set forth in this paragraph.

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

(1) Calculates all of its collateral positions on a weekly basis (or more frequently, as
directed by the Board), specifying the value of pledged assets relative to the amount of
security required under the relevant contracts and the value of unencumbered assets
available to be pledged;

(i1) Monitors the levels of unencumbered assets available to be pledged by legal entity,
jurisdiction, and currency exposure;

(ii1) Monitors shifts in the bank holding company’s funding patterns, such as shifts
between intraday, overnight, and term pledging of collateral; and

(iv) Tracks operational and timing requirements associated with accessing collateral at its
physical location (for example, the custodian or securities settlement system that holds
the collateral).

(2) Legal entities, currencies and business lines. The bank holding company must
establish and maintain procedures for monitoring and controlling liquidity risk exposures
and funding needs within and across significant legal entities, currencies, and business
lines, taking into account legal and regulatory restrictions on the transfer of liquidity
between legal entities.

(3) Intraday exposures. The bank holding company must establish and maintain

procedures for monitoring intraday liquidity risk exposure. These procedures must
address how the management of the bank holding company will:

(1) Monitor and measure expected daily gross liquidity inflows and outflows;
(i1) Manage and transfer collateral to obtain intraday credit;

(i11) Identify and prioritize time-specific obligations so that the bank holding company
can meet these obligations as expected and settle less critical obligations as soon as
possible;

(iv) Manage the issuance of credit to customers where necessary; and
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(v) Consider the amounts of collateral and liquidity needed to meet payment systems
obligations when assessing the bank holding company’s overall liquidity needs.

§ 252.35 Liquidity stress testing and buffer requirements.

(a) Liquidity stress testing requirement—(1) General. A bank holding company with total
consolidated assets of $50 billion or more must conduct stress tests to assess the potential
impact of the liquidity stress scenarios set forth in paragraph (a)(3) on its cash flows,
liquidity position, profitability, and solvency, taking into account its current liquidity
condition, risks, exposures, strategies, and activities.

(1) The bank holding company must take into consideration its balance sheet exposures,
off-balance sheet exposures, size, risk profile, complexity, business lines, organizational
structure, and other characteristics of the bank holding company that affect its liquidity
risk profile in conducting its stress test.

(i1) In conducting a liquidity stress test using the scenarios described in paragraphs
(a)(3)(1) and (ii1) of this section, the bank holding company must address the potential
direct adverse impact of associated market disruptions on the bank holding company and
incorporate the potential actions of other market participants experiencing liquidity
stresses under the market disruptions that would adversely affect the bank holding
company.

(2) Frequency. The liquidity stress tests required under paragraph (a)(1) of this section
must be performed at least monthly. The Board may require the bank holding company to
perform stress testing more frequently.

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

(A) A scenario reflecting adverse market conditions;-G+-;

(B) A scenario reflecting an idiosyncratic stress event for the bank holding companys;; and

GiD)

(C) A scenario reflecting combined market and idiosyncratic stresses.

(i1) The bank holding company must incorporate additional liquidity stress scenarios into
its liquidity stress test, as appropriate, based on its financial condition, size, complexity,
risk profile, scope of operations, or activities. The Board may require the bank holding
company to vary the underlying assumptions and stress scenarios.

(4) Planning horizon. Each stress test conducted under paragraph (a)(1) of this section
must include an overnight planning horizon, a 30-day planning horizon, a 90-day
planning horizon, a one-year planning horizon, and any other planning horizons that are
relevant to the bank holding company’s liquidity risk profile. For purposes of this section,
a “planning horizon” is the period over which the relevant stressed projections extend.
The bank holding company must use the results of the stress test over the 30-day
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planning horizon to calculate the size of the liquidity buffer under paragraph (b) of this
section.

(5) Requirements for assets used as cash-flow sources in a stress test. (i) To the extent an
asset is used as a cash flow source to offset projected funding needs during the planning
horizon in a liquidity stress test, the fair market value of the asset must be discounted to
reflect any credit risk and market volatility of the asset.

(i1) Assets used as cash-flow sources during a planning horizon must be diversified by
collateral, counterparty, borrowing capacity, and other factors associated with the
liquidity risk of the assets.

(ii1) A line of credit does not qualify as a cash flow source for purposes of a stress test
with a planning horizon of 30 days or less. A line of credit may qualify as a cash flow
source for purposes of a stress test with a planning horizon that exceeds 30 days.

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

(7) Governance—(i) Policies and procedures. A bank holding company with total
consolidated assets of $50 billion or more must establish and maintain policies and
procedures governing its liquidity stress testing practices, methodologies, and
assumptions that provide for the incorporation of the results of liquidity stress tests in
future stress testing and for the enhancement of stress testing practices over time.

(i1) Controls and oversight. A bank holding company with total consolidated assets of $50
billion or more must establish and maintain a system of controls and oversight that is
designed to ensure that its liquidity stress testing processes are effective in meeting the
requirements of this section. The controls and oversight must ensure that each liquidity
stress test appropriately incorporates conservative assumptions with respect to the stress
scenario in paragraph (a)(3) of this section and other elements of the stress test process,
taking into consideration the bank holding company’s capital structure, risk profile,
complexity, activities, size, business lines, legal entity or jurisdiction, and other relevant
factors. The assumptions must be approved by the-H-S- chief risk officer and be subject to
the independent review under § 252.34(d) of this subpart.

(i11) Management information systems. The bank holding company must maintain
management information systems and data processes sufficient to enable it to effectively
and reliably collect, sort, and aggregate data and other information related to liquidity
stress testing.

(b) Liquidity buffer requirement. (1) A bank holding company with total consolidated
assets of $50 billion or more must maintain a liquidity buffer that is sufficient to meet the
projected net stressed cash-flow need over the 30-day planning horizon of a liquidity
stress test conducted in accordance with paragraph (a) of this section under each scenario
set forth in paragraph (a)(3)(i) through (iii) of this section.
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(2) Net stressed cash-flow need. The net stressed cash-flow need for a bank holding
company is the difference between the amount of its cash-flow need and the amount of its
cash flow sources over the 30-day planning horizon.

(3) Asset requirements. The liquidity buffer must consist of highly liquid assets that are
unencumbered, as defined in paragraph (b)(3)(ii) of this section:

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

(A) Cash;

(B) Securities issued or guaranteed by the United States, a U.S. government agency, or a
U.S. government-sponsored enterprise; or

(C) Any other asset that the bank holding company demonstrates to the satisfaction of the
Board:

(1) Has low credit risk and low market risk;

(2) Is traded in an active secondary two-way market that has committed market makers
and independent bona fide offers to buy and sell so that a price reasonably related to the
last sales price or current bona fide competitive bid and offer quotations can be
determined within one day and settled at that price within a reasonable time period
conforming with trade custom; and

(3) Is a type of asset that investors historically have purchased in periods of financial
market distress during which market liquidity has been impaired.

(i1) Unencumbered. An asset is unencumbered if it:

(A) Is free of legal, regulatory, contractual, or other restrictions on the ability of such
company promptly to liquidate, sell or transfer the asset; and

(B) Is either:
(1) Not pledged or used to secure or provide credit enhancement to any transaction; or

(2) Pledged to a central bank or a U.S. government-sponsored enterprise, to the extent
potential credit secured by the asset is not currently extended by such central bank or
U.S. government-sponsored enterprise or any of its consolidated subsidiaries.

(i11) Calculating the amount of a highly liquid asset. In calculating the amount of a highly
liquid asset included in the liquidity buffer, the bank holding company must discount the
fair market value of the asset to reflect any credit risk and market price volatility of the
asset.

(iv) Diversification. The liquidity buffer must not contain significant concentrations of
highly liquid assets by issuer, business sector, region, or other factor related to the bank
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holding company’s risk, except with respect to cash and securities issued or guaranteed
by the United States, a U.S. government agency, or a U.S. government-sponsored
enterprise.
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Subparts Applicable to Foreign Banking Organizations

5. Subpart L is added to read as follows:

Subpart L—Company-Run Stress Test Requirements for Foreign Banking
Organizations and Foreign Savings and Loan Holding Companies with Total
Consolidated Assets Over $10 Billion and less than $50 Billion.

Sec. 252.120 Definitions.
252.121 Applicability.

252.122 Capital stress testing requirements.

Subpart L—Company-Run Stress Test Requirements for Foreign Banking Organizations
and Foreign Savings and Loan Holding Companies with Total Consolidated Assets Over
$10 Billion but less than $50 billion.

§ 252.120 Definitions.
For purposes of this subpart, the following definitions apply:

(a) Eligible asset means any asset of the U.S. branch or U.S. agency held in the United
States that is recorded on the general ledger of a U.S. branch or U.S. agency of the
foreign banking organization (reduced by the amount of any specifically allocated
reserves held in the United States and recorded on the general ledger of the U.S. branch
or U.S. agency in connection with such assets), subject to the following exclusions and,
for purposes of this definition, as modified by the rules of valuation set forth in paragraph
(ba)(2) of this section.

(1) The following assets do not qualify as eligible assets:
(1) Equity securities;

(i1) Any assets classified as loss at the preceding examination by a regulatory agency,
outside accountant, or the bank’s internal loan review staff;

(ii1) Accrued income on assets classified loss, doubtful, substandard or value impaired, at
the preceding examination by a regulatory agency, outside accountant, or the bank’s
internal loan review staff;

(iv) Any amounts due from the home office, other offices and affiliates, including income
accrued but uncollected on such amounts;

(v) The balance from time to time of any other asset or asset category disallowed at the
preceding examination or by direction of the Board for any other reason until the
underlying reasons for the disallowance have been removed;
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(vi) Prepaid expenses and unamortized costs, furniture and fixtures and leasehold
improvements; and

(vii) Any other asset that the Board determines should not qualify as an eligible asset.
(2) The following rules of valuation apply:

(1) A marketable debt security is valued at its principal amount or market value,
whichever is lower;

(i1) An asset classified doubtful or substandard at the preceding examination by a
regulatory agency, outside accountant, or the bank’s internal loan review staff, is valued
at 50 percent and 80 percent, respectively;

(i11) With respect to an asset classified value impaired, the amount representing the
allocated transfer risk reserve that would be required for such exposure at a domestically
chartered bank is valued at 0 and the residual exposure is valued at 80 percent; and

(iv) Real estate located in the United States and carried on the accounting records as an
asset are valued at net book value or appraised value, whichever is less.

(b) Foreign savings and loan holding company means a savings and loan holding
company as defined in section 10 of the Home Owners’ Loan Act (12 U.S.C. 1467a(a))
that is incorporated or organized under the laws of a country other than the United States.

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

(1) Amounts due to and other liabilities to other offices, agencies, branches and affiliates
of such foreign banking organization, including its head office, including unremitted
profits; and

(2) Reserves for possible loan losses and other contingencies.

(d) Pre-provision net revenue means revenue less expenses before adjusting for total loan
loss provisions.

(e) Stress test cycle has the same meaning as in subpart F of this part.

(f) Total loan loss provisions means the amount needed to make reserves adequate to
absorb estimated credit losses, based upon management’s evaluation of the loans and
leases that the company has the intent and ability to hold for the foreseeable future or
until maturity or payoff, as determined under applicable accounting standards.

§ 252.121 Applicability.

USBasel3.com 23


http://www.usbasel3.com/

Davis Polk

(a) Applicability for foreign banking organizations with total consolidated assets of more
than $10 billion but less than $50 billion—(1) General applicability. Subject to the initial
applicability provisions of paragraph (a)(3) of this section, a foreign banking organization
must comply with the stress test requirements set forth in this section beginning on the
first day of the ninth quarter following the date on which its total consolidated assets
exceed $10 billion.

(2) Total consolidated assets. For purposes of this subpart, total consolidated assets of a
foreign banking organization are equal to the average of the total assets for the two most
recent periods as reported by the foreign banking organization on the FR Y-7. Total
consolidated assets are measured on the as-of date of the most recent FR Y-7 used in the
calculation of the average.

(3) Initial applicability. A foreign banking organization that, as of June 30, 2015, has total
consolidated assets of $10 billion or more must comply with the requirements of this
subpart beginning on July 1, 2016.

(4) Cessation of requirements. A foreign banking organization will remain subject to the
requirements of this subpart until the earlier of the date on which:

(1) Its reported total consolidated assets on the FR Y-7 are below $10 billion for each of
four consecutive calendar quarters; and

(i1) It becomes subject to the requirements of subpart N or subpart O of this subpart, as
applicable.

(b) Applicability for foreign savings and loan holding companies with total consolidated
assets of more than $10 billion—(1) General. A foreign savings and loan holding
company must comply with the stress test requirements set forth in this section beginning
on the first day of the ninth quarter following the date on which its total consolidated
assets exceed $10 billion.

(2) Total consolidated assets. Total consolidated assets of a foreign savings and loan
holding company for purposes of this subpart are equal to the average of total assets for
the four most recent consecutive quarters as reported by the foreign savings and loan
holding company on its applicable regulatory report. If the foreign savings and loan
holding company has not filed four regulatory reports, total consolidated assets are equal
to the average of total assets as reported for the most recent period or consecutive
periods. Total consolidated assets are measured on the as-of date of the most recent
regulatory reporting form used in the calculation of the average.

(3) Cessation of requirements. A foreign savings and loan holding company will remain
subject to requirements of this subpart until the date on which the foreign savings and
loan holding company’s total consolidated assets on its applicable regulatory report are
below $10 billion for each of four consecutive calendar quarters.

§ 252.122 Capital stress testing requirements.
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(a) In general. (1) A foreign banking organization with total consolidated assets of more
than $10 billion but less than $50 billion and a foreign savings and loan holding company
with total consolidated assets of more than $10 billion must:

(1) Be subject on a consolidated basis to a capital stress testing regime by its home-
country supervisor that meets the requirements of paragraph (a)(2) of this section; and

(i1) Conduct such stress tests or be subject to a supervisory stress test and meet any
minimum standards set by its home-country supervisor with respect to the stress tests.

(2) The capital stress testing regime of a foreign banking organization or foreign savings
and loan holding company’s home-country supervisor must include:

(1) An annual supervisory capital stress test conducted by the relevant home-country
supervisor or an annual evaluation and review by the home-country supervisor of an
internal capital adequacy stress test conducted by the foreign banking organization; and

(i1) Requirements for governance and controls of stress testing practices by relevant
management and the board of directors (or equivalent thereof).

(b) Additional standards. (1) Unless the Board otherwise determines in writing, a foreign
banking organization or a foreign savings and loan holding company that does not meet
each of the requirements in paragraph (a)(1) and (2) of this section must:

(1) Maintain eligible assets in its U.S. branches and agencies that, on a daily basis, are not
less than 105 percent of the average value over each day of the previous calendar quarter
of the total liabilities of all branches and agencies operated by the foreign banking
organization in the United States;

(i1) Conduct an annual stress test of its U.S. subsidiaries to determine whether those
subsidiaries have the capital necessary to absorb losses as a result of adverse economic
conditions; and

(ii1) Report on an annual basis a summary of the results of the stress test to the Board that
includes a description of the types of risks included in the stress test, a description of the
conditions or scenarios used in the stress test, a summary description of the
methodologies used in the stress test, estimates of aggregate losses, pre-provision net
revenue, total loan loss provisions, net income before taxes and pro forma regulatory
capital ratios required to be computed by the home-country supervisor of the foreign
banking organization or foreign savings and loan holding company and any other relevant
capital ratios, and an explanation of the most significant causes for any changes in
regulatory capital ratios.

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

6. Subpart M is added to read as follows:
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Subpart M—Risk Committee Requirement for Publicly Traded Foreign Banking
Organizations with Total Consolidated Assets equal to or greater than $10 Billion
and less than $50 Billion.

Sec.

252.130 [Reserved].

252.131 Applicability.

252.132 Risk-committee requirements for foreign banking organizations with total
consolidated assets of $10 billion or more but less than $50 billion.

Subpart M—Risk Committee Requirement for Publicly Traded Foreign Banking
Organizations with Total Consolidated Assets of at Least $10 Billion but Less than
$50 Billion.

§ 252.130 [Reserved].

§ 252.131 Applicability.

(a) General applicability. Subject to the initial applicability provisions of paragraph (c) of
this section, a foreign banking organization with total consolidated assets of at least $10
billion but less than $50 billion and any class of stock (or similar interest) that is publicly
traded must comply with the risk-committee requirements set forth in this subpart
beginning on the first day of the ninth quarter following the later of the date on which its
total consolidated assets equal or exceed $10 billion and the date on which any class of its
stock (or similar interest) becomes publicly traded.

(b) Total consolidated assets. For purposes of this subpart, total consolidated assets of a
foreign banking organization for purposes of this subpart are equal to the average of the
total assets for the two most recent periods as reported by the foreign banking
organization on the FR Y-7. Total consolidated assets are measured on the as-of date of
the most recent FR Y-7 used in the calculation of the average.

(c) Initial applicability. A foreign banking organization that, as of June 30, 2015, has total
consolidated assets of $10 billion or more and has a class of stock (or similar interest)
that is publicly traded must comply with the risk-committee requirements of this section
beginning on July 1, 2016.

(d) Cessation of requirements. A foreign banking organization will remain subject to the
risk-committee requirements of this section until the earlier of the date on which: (i) its
reported total consolidated assets on the FR Y-7 are below $10 billion for each of four
consecutive calendar quarters; (ii) it becomes subject to the requirements of subpart N of
this part; and (iii) it ceases to have a class of stock (or similar interest) that is publicly
traded. § 252.132 Risk-committee requirements for foreign banking organizations with
total consolidated assets of $10 billion or more but less than $50 billion.
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(a) U.S. risk committee certification. A foreign banking organization with a class of stock
(or similar interest) that is publicly traded and total consolidated assets of at least $10
billion but less than $50 billion, must, on an annual basis, certify to the Board that it
maintains a committee of its global board of directors (or equivalent thereof), on a
standalone basis or as part of its enterprise-wide risk committee (or equivalent thereof)
that:

(1) Oversees the risk management policies of the combined U.S. operations of the foreign
banking organization; and

(2) Includes at least one member having experience in identifying, assessing, and
managing risk exposures of large, complex firms.

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

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

(d) Noncompliance with this section. If a foreign banking organization does not satisfy
the requirements of this section, the Board may impose requirements, conditions, or
restrictions relating to the activities or business operations of the combined U.S.
operations of the foreign banking organization. The Board will coordinate with any
relevant State or Federal regulator in the implementation of such requirements,
conditions, or restrictions. If the Board determines to impose one or more requirements,
conditions, or restrictions under this paragraph, the Board will notify the company before
it applies any requirement, condition or restriction, and describe the basis for imposing
such requirement, condition, or restriction. Within 14 calendar days of receipt of a
notification under this paragraph, the company may request in writing that the Board
reconsider the requirement, condition, or restriction. The Board will respond in writing to
the company’s request for reconsideration prior to applying the requirement, condition, or
restriction.

7. Subpart N is added to read as follows:

Subpart N—Enhanced Prudential Standards for Foreign Banking Organizations
with Total Consolidated Assets of $50 Billion or More But Combined U.S. Assets of
Less than $50 Billion.

Sec.

252.140 Scope.

252.141 [Reserved].
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252.142 Applicability.

252.143 Risk-based and leverage capital requirements for foreign banking organizations
with total consolidated assets of $50 billion or more but combined U.S. assets of less than
$50 billion.

252.144 Risk-management and risk committee requirements for foreign banking
organizations with total consolidated assets of $50 billion or more but combined U.S.
assets of

less than $50 billion.

252.145 Liquidity risk-management requirements for foreign banking organizations with
total consolidated assets of $50 billion or more but combined U.S. assets of less than $50
billion.

252.146 Capital stress testing requirements for foreign banking organizations with total
consolidated assets of $50 billion or more but combined U.S. assets of less than $50
billion.

Subpart N—Enhanced Prudential Standards for Foreign Banking Organizations
with Total Consolidated Assets of $50 Billion or More But Combined U.S. Assets of
Less than $50 Billion.

§ 252.140 Scope.

This subpart applies to foreign banking organizations with total consolidated assets of
$50 billion or more, but combined U.S. assets of less than $50 billion. Total consolidated
assets of a foreign banking organization are equal to the consolidated assets of the foreign
banking organization, and combined U.S. assets of a foreign banking organization are
equal to the sum of the consolidated assets of each top-tier U.S. subsidiary of the foreign
banking organization (excluding any section 2(h)(2) company, if applicable) and the total
assets of each U.S. branch and U.S. agency of the foreign banking organization, each as
defined in section § 252.142(b).

§ 252.141 [Reserved].
§ 252.142 Applicability.

(a) General applicability. Subject to the initial applicability provisions in paragraph (c) of
this section, a foreign banking organization with total consolidated assets of $50 billion
or more and combined U.S. assets of less than $50 billion must comply with the capital
requirements, risk-management and risk committee requirements, liquidity risk-
management requirements, and the capital stress testing requirements set forth in this
subpart beginning on the

first day of the ninth quarter following the date on which its total consolidated assets
equal or exceed $50 billion.
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(b) Asset measures—(1) Total consolidated assets. Total consolidated assets of a foreign
banking organization are equal to the consolidated assets of the foreign banking
organization. For purposes of this subpart, “total consolidated assets” are calculated as
the average of the foreign banking organization’s total assets for the four most recent
consecutive quarters as reported by the foreign banking organization on the FR Y-7Q. If
the foreign banking organization has not filed the FR Y-7Q for the four most recent
consecutive quarters, the Board shall use an average of the foreign banking
organization’s total consolidated assets reported on its most recent two FR Y—7Qs. Total
consolidated assets are measured on the as-of date of the most recent FR Y-7Q used in
the calculation of the average.

(2) Combined U.S. assets. Combined U.S. assets of a foreign banking organization are
equal to the sum of the consolidated assets of each top-tier U.S. subsidiary of the foreign
banking organization (excluding any section 2(h)(2) company, if applicable) and the total
assets of each U.S. branch and U.S. agency of the foreign banking organization. For
purposes of this subpart, combined U.S. assets are calculated as the average of the total
combined assets of U.S. operations for the four most recent consecutive quarters as
reported by the foreign banking organization on the FR Y-7Q), or, if the foreign banking
organization has not reported this information on the FR Y-7Q for each of the four most
recent consecutive quarters, the average of the combined U.S. assets for the most recent
quarter or consecutive quarters as reported on the FR Y-7Q. Combined U.S. assets are
measured on the as-of date of the most recent FR Y-7Q used in the calculation of the
average.

(c) Initial applicability. A foreign banking organization that, as of June 30, 2015, has total
consolidated assets of $50 billion or more but combined U.S. assets of less than $50
billion must comply with the capital requirements, risk-management requirements,
liquidity requirements, and the capital stress test requirements set forth in this subpart
beginning on July 1, 2016.

(d) Cessation of requirements. A foreign banking organization will remain subject to the
requirements set forth in this subpart until its reported total assets on the FR Y-7Q are
below $50 billion for each of four consecutive calendar quarters, or it becomes subject to
the requirements of subpart O of this part. § 252.143 Risk-based and leverage capital
requirements for foreign banking organizations with total consolidated assets of $50
billion or more but combined U.S. assets of less than $50 billion.

(a) General requirements. (1) A foreign banking organization with total consolidated
assets of $50 billion or more and combined U.S. assets of less than $50 billion must
certify to the Board that it meets capital adequacy standards on a consolidated basis
established by its home-country supervisor that are consistent with the regulatory capital
framework published by the Basel Committee on Banking Supervision, as amended from
time to time (Basel Capital Framework).

(1) For purposes of this paragraph, home-country capital adequacy standards that are
consistent with the Basel Capital Framework include all minimum risk-based capital
ratios, any minimum leverage ratio, and all restrictions based on any applicable capital
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buffers set forth in “Basel III: A global regulatory framework for more resilient banks
and banking systems” (2010) (Basel III Accord), each as applicable and as implemented
in accordance with the Basel III Accord, including any transitional provisions set forth
therein.

(i1) [Reserved]

(2) In the event that a home-country supervisor has not established capital adequacy
standards that are consistent with the Basel Capital Framework, the foreign banking
organization must demonstrate to the satisfaction of the Board that it would meet or
exceed capital adequacy standards on a consolidated basis that are consistent with the
Basel Capital Framework were it subject to such standards.

(b) Reporting. A foreign banking organization with total consolidated assets of $50
billion or more and combined U.S. assets of less than $50 billion must provide to the
Board reports relating to its compliance with the capital adequacy measures described in
paragraph (a) of this section concurrently with filing the FR Y-7Q.

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

§ 252.144 Risk-management and risk committee requirements for foreign banking
organizations with total consolidated assets of $50 billion or more but combined
U.S. assets of less than $50 billion.

(a) U.S. risk committee certification. A foreign banking organization with total
consolidated assets of $50 billion or more and combined U.S. assets of less than $50
billion must, on an annual basis, certify to the Board that it maintains a committee of its
global board of directors (or equivalent thereof), on a standalone basis or as part of its
enterprise-wide risk committee (or equivalent thereof) that:

(1) Oversees the risk management policies of the combined U.S. operations of the foreign
banking organization; and

(2) Includes at least one member having experience in identifying, assessing, and
managing risk exposures of large, complex firms.
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(b) Timing of certification. The certification required under paragraph (a) of this section
must be filed on an annual basis with the Board concurrently with the FR Y-7.

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

(d) Noncompliance with this section. If a foreign banking organization does not satisfy
the requirements of this section, the Board may impose requirements, conditions, or
restrictions relating to the activities or business operations of the combined U.S.
operations of the foreign banking organization. The Board will coordinate with any
relevant State or Federal regulator in the implementation of such requirements,
conditions, or restrictions. If the Board determines to impose one or more requirements,
conditions, or restrictions under this paragraph, the Board will notify the company before
it applies any requirement, condition, or restriction, and describe the basis for imposing
such requirement, condition, or restriction. Within 14 calendar days of receipt of a
notification under this paragraph, the company may request in writing that the Board
reconsider the requirement, condition, or restriction. The Board will respond in writing to
the company’s request for reconsideration prior to applying the requirement, condition, or
restriction.

§ 252.145 Liquidity risk-management requirements for foreign banking
organizations with total consolidated assets of $50 billion or more but combined
U.S. assets of less than $50 billion.

(a) A foreign banking organization with total consolidated assets of $50 billion or more
and combined U.S. assets of less than $50 billion must report to the Board on an annual
basis the results of an internal liquidity stress test for either the consolidated operations of
the foreign banking organization or the combined U.S. operations of the foreign banking
organization. Such liquidity stress test must be conducted consistently with the Basel
Committee principles for liquidity risk management and must incorporate 30-day, 90-
day, and one-year stress-test horizons. The “Basel Committee principles for liquidity risk
management” means the document titled “Principles for Sound Liquidity Risk
Management and Supervision” (September 2008) as published by the Basel Committee
on Banking Supervision, as supplemented and revised from time to time.

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

§ 252.146 Capital stress testing requirements for foreign banking organizations with

total consolidated assets of $50 billion or more but combined U.S. assets of less than
$50 billion.
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(a) Definitions. For purposes of this section, the following definitions apply:

(1) Eligible asset means any asset of the U.S. branch or U.S. agency held in the United
States that is recorded on the general ledger of a U.S. branch or U.S. agency of the
foreign banking organization (reduced by the amount of any specifically allocated
reserves held in the United States and recorded on the general ledger of the U.S. branch
or U.S. agency in connection with such assets), subject to the following exclusions and,
for purposes of this definition, as modified by the rules of valuation set forth in paragraph
(a)(1)(i1) of this section.

(1) The following assets do not qualify as eligible assets:
(A) Equity securities;

(B) Any assets classified as loss at the preceding examination by a regulatory agency,
outside accountant, or the bank’s internal loan review staff;

(C) Accrued income on assets classified loss, doubtful, substandard or value impaired, at
the preceding examination by a regulatory agency, outside accountant, or the bank’s
internal loan review staff;

(D) Any amounts due from the home office, other offices and affiliates, including income
accrued but uncollected on such amounts;

(E) The balance from time to time of any other asset or asset category disallowed at the

preceding examination or by direction of the Board for any other reason until the
underlying reasons for the disallowance have been removed;

(F) Prepaid expenses and unamortized costs, furniture and fixtures and leasehold
improvements; and

(G) Any other asset that the Board determines should not qualify as an eligible asset.
(i1) The following rules of valuation apply:

(A) A marketable debt security is valued at its principal amount or market value,
whichever is lower;

(B) An asset classified doubtful or substandard at the preceding examination by a
regulatory agency, outside accountant, or the bank’s internal loan review staff, is valued
at 50 percent and 80 percent, respectively;

(C) With respect to an asset classified value impaired, the amount representing the
allocated transfer risk reserve that would be required for such exposure at a domestically
chartered bank is valued at 0 and the residual exposure is valued at 80 percent; and
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(D) Real estate located in the United States and carried on the accounting records as an
asset are valued at net book value or appraised value, whichever is less.

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

(1) Amounts due to and other liabilities to other offices, agencies, branches and affiliates
of such foreign banking organization, including its head office, including unremitted
profits; and

(i1) Reserves for possible loan losses and other contingencies.

(3) Pre-provision net revenue means revenue less expenses before adjusting for total loan
loss provisions.

(4) Stress test cycle has the same meaning as in subpart F of this part.

(5) Total loan loss provisions means the amount needed to make reserves adequate to
absorb estimated credit losses, based upon management’s evaluation of the loans and
leases that the company has the intent and ability to hold for the foreseeable future or
until maturity or payoff, as determined under applicable accounting standards.

(b) In general. (1) A foreign banking organization with total consolidated assets of more
than $50 billion and combined U.S. assets of less than $50 billion must:

(1) Be subject on a consolidated basis to a capital stress testing regime by its home-
country supervisor that meets the requirements of paragraph (b)(2) of this section; and

(i1) Conduct such stress tests or be subject to a supervisory stress test and meet any
minimum standards set by its home-country supervisor with respect to the stress tests.

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

(1) An annual supervisory capital stress test conducted by the foreign banking
organization’s home-country supervisor or an annual evaluation and review by the
foreign banking organization’s home-country supervisor of an internal capital adequacy
stress test conducted by the foreign banking organization; and

(i1) Requirements for governance and controls of stress testing practices by relevant
management and the board of directors (or equivalent thereof) of the foreign banking
organization;

(c) Additional standards. (1) Unless the Board otherwise determines in writing, a foreign
banking organization that does not meet each of the requirements in paragraphs (b)(1)
and (2) of this section must:
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(1) Maintain eligible assets in its U.S. branches and agencies that, on a daily basis, are not
less than 105 percent of the average value over each day of the previous calendar quarter
of the total liabilities of all branches and agencies operated by the foreign banking
organization in the United States;

(i1) Conduct an annual stress test of its U.S. subsidiaries to determine whether those
subsidiaries have the capital necessary to absorb losses as a result of adverse economic
conditions; and

(ii1) Report on an annual basis a summary of the results of the stress test to the Board that
includes a description of the types of risks included in the stress test, a description of the
conditions or scenarios used in the stress test, a summary description of the
methodologies used in the stress test, estimates of aggregate losses, pre-provision net
revenue, total loan loss provisions, net income before taxes and pro forma regulatory
capital ratios required to be computed by the home-country supervisor of the foreign
banking organization and any other relevant capital ratios, and an explanation of the most
significant causes for any changes in regulatory capital ratios.

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

8. Subpart O is added to read as follows:

Subpart O—Enhanced Prudential Standards for Foreign Banking Organizations
with Total Consolidated Assets of $50 Billion or More and Combined U.S. Assets of
$50 Billion or More.

Sec.

252.150 Scope.

252.151 [Reserved].

252.152 Applicability.

252.153 U.S. intermediate holding company requirement for foreign banking
organizations with U.S. non-branch assets of $50 billion or more.

252.154 Risk-based and leverage capital requirements for foreign banking organizations
with combined U.S. assets of $50 billion or more.

252.155 Risk-management and risk committee requirements for foreign banking
organizations with combined U.S. assets of $50 billion or more.

252.156 Liquidity risk-management requirements for foreign banking organizations with
combined U.S. assets of $50 billion or more.
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252.157 Liquidity stress testing and buffer requirements for foreign banking
organizations with combined U.S. assets of $50 billion or more.

252.158 Capital stress testing requirements for foreign banking organizations with
combined U.S. assets of $50 billion or more.

Subpart O—Enhanced Prudential Standards for Foreign Banking Organizations with

Total Consolidated Assets of $50 Billion or More And Combined U.S. Assets of $50
Billion or More.

§ 252.150 Scope.

(a) This subpart applies to foreign banking organizations with total consolidated assets of
$50 billion or more and combined U.S. assets of $50 billion or more. Foreign banking
organizations with combined U.S. assets of $50 billion or more and U.S. non-branch
assets of $50 billion or more are also subject to the U.S. intermediate holding company
requirement contained in § 252.153.

(b) Total consolidated assets of a foreign banking organization are equal to the
consolidated assets of the foreign banking organization. Combined U.S. assets of a
foreign banking organization are equal to the sum of the consolidated assets of each top-
tier U.S. subsidiary of the foreign banking organization (excluding any section 2(h)(2)
company, if applicable) and the total assets of each U.S. branch and U.S. agency of the
foreign banking organization. U.S. non-branch assets are equal to the sum of the
consolidated assets of each top-tier U.S. subsidiary of the foreign banking organization
(excluding any section 2(h)(2) company and DPC branch subsidiary, if applicable).

§ 252.151 [Reserved].
§ 252.152 Applicability.

(a) General applicability. Subject to the initial applicability provisions in paragraph (c) of
this section, a foreign banking organization must:

(1) Comply with the requirements of this subpart (other than the U.S. intermediate
holding company requirement set forth in § 252.153) beginning on the first day of the
ninth quarter following the date on which its combined U.S. assets equal or exceed $50
billion; and

(2) Comply with the U.S. intermediate holding company requirement set forth in §
252.153 beginning on the first day of the ninth quarter following the date on which its
U.S. non-branch assets equal or exceed $50 billion.

(b) Asset measures—(1) Combined U.S. assets. Combined U.S. assets of a foreign
banking organization are equal to the sum of the consolidated assets of each top-tier U.S.
subsidiary of the foreign banking organization (excluding any section 2(h)(2) company, if
applicable) and the total assets of each U.S. branch and U.S. agency of the foreign
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banking organization. For purposes of this subpart, “combined U.S. assets” are calculated
as the average of the total combined assets of U.S. operations for the four most recent
consecutive quarters as reported by the foreign banking organization on the FR Y-7Q, or,
if the foreign banking organization has not reported this information on the FR Y-7Q for
each of the four most recent consecutive quarters, the average of the combined U.S.
assets for the most recent quarter or consecutive quarters as reported on the FR Y-7Q.
Combined U.S. assets are measured on the as-of date of the most recent FR Y-7Q used in
the calculation of the average.

(2) U.S. non-branch assets. U.S. non-branch assets are equal to the sum of the
consolidated assets of each top-tier U.S. subsidiary of the foreign banking organization
(excluding any section 2(h)(2) company and DPC branch subsidiary, if applicable).

(1) For purposes of this subpart, U.S. non-branch assets of a foreign banking organization
are calculated as the average of the sum of the total consolidated assets of the top-tier
U.S. subsidiaries of the foreign banking organization (excluding any section 2(h)(2)
company and DPC branch subsidiary) for the four most recent consecutive quarters, as
reported to the Board on the FR Y-7Q, or, if the foreign banking organization has not
reported this information on the FR Y-7Q for each of the four most recent consecutive
quarters, the average for the most recent quarter or consecutive quarters as reported on
the FR Y-7Q.

(i1) In calculating U.S. non-branch assets, a foreign banking organization must reduce its

U.S. non-branch assets calculated under this paragraph by the amount corresponding to
balances and transactions between a top-tier U.S. subsidiary and any other top-tier U.S.
subsidiary (excluding any 2(h)(2) company or DPC branch subsidiary) to the extent such
items are not already eliminated in consolidation.

(ii1) U.S. non-branch assets are measured on the as-of date of the most recent FR Y-7Q
used in the calculation of the average.

(c) Initial applicability. (1) A foreign banking organization that, as of June 30, 2015, has
combined U.S. assets of $50 billion or more must comply with the requirements of this
subpart, as applicable, beginning on July 1, 2016.

(2) A foreign banking organization that, as of June 30, 2015, has U.S. non-branch assets
of $50 billion or more must comply with the requirements of this subpart beginning on
July 1, 2016. In addition, the foreign banking organization must:

(1) By July 1, 2016, establish a U.S. intermediate holding company and transfer its entire
ownership interest in any bank holding company subsidiary (if not designated as its U.S.
intermediate holding company), any insured depository institution subsidiary, and U.S.
subsidiaries holding at least 90 percent of its U.S. non-branch assets not owned by such
subsidiary bank holding company or insured depository institution subsidiary, if any, as
such assets are measured as of June 30, 2015, to the U.S. intermediate holding company;
and
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(i1) By July 1, 2017, hold its ownership interest in all U.S. subsidiaries (other than section
2(h)(2) companies and DPC branch subsidiaries) through its U.S. intermediate holding
company.

(d) Cessation of requirements—(1) Enhanced prudential standards applicable to the
foreign banking organization. Subject to paragraph (d)(2) of this section, a foreign
banking organization will remain subject to the applicable requirements of this subpart
until its reported combined U.S. assets on the FR Y-7Q are below $50 billion for each of
four consecutive calendar quarters.

(2) Intermediate holding company requirement. A foreign banking organization will
remain subject to the U.S. intermediate holding company requirement set forth in §
252.153 until the sum of the total consolidated assets of the top-tier U.S. subsidiaries of
the foreign banking organization (excluding any section 2(h)(2) company and DPC
branch subsidiary) is below $50 billion for each of four consecutive calendar quarters.

§ 252.153 U.S. intermediate holding company requirement for foreign banking
organizations with U.S. non-branch assets of $50 billion or more.

(a) Requirement to form a U.S. intermediate holding company. (1) A foreign banking
organization with U.S. non-branch assets of $50 billion or more must establish a U.S.
intermediate holding company, or designate an existing subsidiary that meets the
requirements of paragraph (a)(2) of this section, as its U.S. intermediate holding
company.

(2) The U.S. intermediate holding company must be:

(1) Organized under the laws of the United States, any one of the fifty states of the United
States, or the District of Columbia; and

(i1) Be governed by a board of directors or managers that is elected or appointed by the
owners and that operates in an equivalent manner, and has equivalent rights, powers,
privileges, duties, and responsibilities, to a board of directors of a company chartered as a
corporation under the laws of the United States, any one of the fifty states of the United
States, or the District of Columbia.

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

(1) A description of the U.S. intermediate holding company, including its name, location,
corporate form, and organizational structure;

(i1) A certification that the U.S. intermediate holding company meets the requirements of
this subpart; and

(ii1) Any other information that the Board determines is appropriate.
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(b) Holdings and regulation of the U.S. intermediate holding company—(1) General.
Subject to paragraph (c) of this section, a foreign banking organization that is required to
form a U.S. intermediate holding company under paragraph (a) of this section must hold
its entire ownership interest in any U.S. subsidiary (excluding each section 2(h)(2)
company or DPC branch subsidiary, if any) through its U.S. intermediate holding
company.

(2) Reporting. Each U.S. intermediate holding company shall submit information in the
manner and form prescribed by the Board.

(3) Examinations and inspections. The Board may examine or inspect any U.S.
intermediate holding company and each of its subsidiaries and prepare a report of their
operations and activities.

(c) Alternative organizational structure—(1) General. Upon a written request by a foreign
banking organization, the Board may permit the foreign banking organization: to
establish or designate multiple U.S. intermediate holding companies; use an alternative
organizational structure to hold its combined U.S. operations; or not transfer its
ownership interests in certain subsidiaries to its U.S. intermediate holding company.

(2) Factors. In making a determination under paragraph (c)(1) of this section, the Board
may consider whether applicable law would prohibit the foreign banking organization
from owning or controlling one or more of its U.S. subsidiaries through a single U.S.
intermediate holding company, or whether circumstances otherwise warrant an exception
based on the foreign banking organization’s activities, scope of operations, structure, or
similar considerations.

(3) Request. A request under this section to establish or designate multiple U.S.
intermediate holding companies must be submitted to the Board 180 days before the
foreign banking organization must form a U.S. intermediate holding company. A request
not to transfer any ownership interest in a subsidiary must be submitted to the Board
either 180 days before the foreign banking organization acquires the ownership interest in
such U.S. subsidiary, or in a shorter period of time if permitted by the Board. The request
must include a description of why the request should be granted and any other
information the Board may require.

(4) Conditions. (i) The Board may grant relief under this section upon such conditions as
the Board deems appropriate, including, but not limited to, requiring the U.S. operations
of the relevant foreign banking organization to comply with additional enhanced
prudential standards, or requiring such foreign banking organization to enter into
supervisory agreements governing such alternative organizational structure.

(1) If the Board permits a foreign banking organization to form two or more U.S.
intermediate holding companies under this section and one or more of those U.S.
intermediate holding companies does not meet an asset threshold governing applicability
of any section of this subpart, such U.S. intermediate holding company shall be required
to comply with those subparts as though it met or exceeded the applicable thresholds.
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(ii1) The Board may modify the application of any section of this subpart to a foreign
banking organization that is required to form a U.S. intermediate holding company or to
such U.S. intermediate holding company if appropriate to accommodate the
organizational structure of the foreign banking organization or characteristics specific to
such foreign banking organization and such modification is appropriate and consistent
with the capital structure, size, complexity, risk profile, scope of operations, or financial
condition of each U.S. intermediate holding company, safety and soundness, and the
financial stability mandate of section 165 of the Dodd-Frank Act.

(d) Implementation plan—(1) General. A foreign banking organization must, by January
1, 2015, submit an implementation plan to the Board, if the sum of the total consolidated

assets of the U.S. subsidiaries of the foreign banking organization, in aggregate, exceed
$50

billion as of June 30, 2014 (excluding any section 2(h)(2) company and DPC branch
subsidiary and reduced by amounts corresponding to balances and transactions between a
top-tier U.S. subsidiary and any other top-tier U.S. subsidiary (excluding any 2(h)(2)
company or DPC branch subsidiary) to the extent such items are not already eliminated in
consolidation). The Board may accelerate or extend the date by which the
implementation plan must be filed.

(2) Mandatory elements of implementation plan. An implementation plan must contain:

(1) A list of all U.S. subsidiaries controlled by the foreign banking organization setting
forth the ownership interest in each subsidiary and an organizational chart showing the
ownership hierarchy;

(i1) For each U.S. subsidiary that is a section 2(h)(2) company or a DPC branch
subsidiary, the name, asset size, and a description of why the U.S. subsidiary qualifies as
a section 2(h)(2) or a DPC branch subsidiary;

(ii1) For each U.S. subsidiary for which the foreign banking organization expects to
request an exemption from the requirement to transfer all or a portion of its ownership
interest in the subsidiary to the U.S. intermediate holding company, the name, asset size,
and a description of the reasons why the foreign banking organization intends to request
that the Board grant it an exemption from the U.S. intermediate holding company
requirement;

(iv) A projected timeline for the transfer by the foreign banking organization of its
ownership interest in U.S. subsidiaries to the U.S. intermediate holding company, and
quarterly pro forma financial statements for the U.S. intermediate holding company,
including pro forma regulatory capital ratios, for the period from December 31, 2015 to
January 1, 2018;

(v) A projected timeline for, and description of, all planned capital actions or strategies
for capital accretion that will facilitate the U.S. intermediate holding company’s
compliance with the risk-based and leverage capital requirements set forth in paragraph
(e)(2) of this section;
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(vi) A description of the risk-management practices of the combined U.S. operations of
the foreign banking organization and a description of how the foreign banking
organization and U.S. intermediate holding company will come into compliance with §
252.155; and

(vii) A description of the current liquidity stress testing practices of the U.S. operations of
the foreign banking organization and a description of how the foreign banking
organization and U.S. intermediate holding company will come into compliance with §§
252.156 and 252.157.

(3) If a foreign banking organization plans to reduce its U.S. non-branch assets below $50
billion for four consecutive quarters prior to July 1, 2016, the foreign banking
organization may submit a plan that describes how it intends to reduce its U.S. non-
branch assets below $50 billion and any other information the Board determines is
appropriate, instead of the information described in paragraph (d)(2) of this section.

(4) The Board may require a foreign banking organization that meets or exceeds the
threshold for application of this section after June 30, 2014 to submit an implementation
plan containing the information described in paragraph (d)(2) of this section if the Board
determines that an implementation plan is appropriate.

(e) Enhanced prudential standards for U.S. intermediate holding companies—(1)
Applicability—(i) Ongoing application. Subject to the initial applicability provisions in
paragraph (e)(1)(i1) of this section, a U.S. intermediate holding company must comply
with the capital, risk management, and liquidity requirements set forth in paragraphs
(e)(2) through (4) of this section beginning on the date it is required to be established, and
must comply with the stress test requirements set forth in paragraph (e)(5) beginning with
the stress test cycle the calendar year following that in which it becomes subject to
regulatory capital requirements.

(1) Initial applicability—(A) General. A U.S. intermediate holding company required to
be established by July 1, 2016 must comply with the risk-based capital and capital plan
requirements, risk management, and liquidity requirements set forth in paragraphs (e)(2)
through (4) of this section beginning on July 1, 2016.

(B) Transition provisions for leverage. (1) A U.S. intermediate holding company required
to be established by July 1, 2016 must comply with the leverage capital requirements set
forth in paragraph (e)(2)(i) of this section beginning on January 1, 2018, provided that
each subsidiary bank holding company and insured depository institution controlled by
the foreign banking organization immediately prior to the establishment or designation of
the U.S. intermediate holding company, and each bank holding company and insured
depository institution acquired by the foreign banking organization after establishment of
the intermediate holding company, is subject to leverage capital requirements under 12
CFR part 217 until December 31, 2017.

USBasel3.com 40


http://www.usbasel3.com/

Davis Polk

(2) The Board may accelerate the application of the leverage ratio to a U.S. intermediate
holding company if it determines that the foreign banking organization has taken actions
to evade the application of this subpart.

(C) Transition provisions for stress testing. (1) A U.S. intermediate holding company
required to be established by July 1, 2016 must comply with the stress test requirements
set forth in paragraph (e)(5) of this section beginning on October 1, 2017, provided that
each subsidiary bank holding company and insured depository institution controlled by
the foreign banking organization immediately prior to the establishment or designation of
the U.S. intermediate holding company, and each bank holding company and insured
depository institution acquired by the foreign banking organization after establishment of
the intermediate holding company, must comply with the stress test requirements in
subparts B, E, or F of this subpart, as applicable, until September 30, 2017.

(2) The Board may accelerate the application of the stress testing requirements to a U.S.
intermediate holding company if it determines that the foreign banking organization has
taken actions to evade the application of this subpart.

(2) Capital requirements for a U.S. intermediate holding company—(i) Risk-based capital
and leverage requirements. (A) A U.S. intermediate holding company must calculate and
meet all applicable capital adequacy standards set forth in 12 CFR part 217 and any
successor regulation, other than subpart E of 12 CFR part 217 and any successor
regulation, and comply with all restrictions associated with applicable capital buffers, in
the same manner as a bank holding company.

(B) A U.S. intermediate holding company may choose to comply with subpart E of 12
CFR part 217.

(C) Notwithstanding 12 CFR 217.100(b), if a bank holding company is a subsidiary of a
foreign banking organization that is subject to this section and the bank holding company
is subject to subpart E of 12 CFR part 217, the bank holding company, with the Board’s
prior written approval, may elect not to comply with subpart E of 12 CFR 217.

(i1) Capital planning. A U.S. intermediate holding company must comply with section
225.8 of Regulation Y and any successor regulation in the same manner as a bank
holding company.

(3) Risk management and risk committee requirements—(i) General. A U.S.

intermediate holding company must establish and maintain a risk committee that
approves and periodically reviews the risk management policies and oversees the risk-
management framework of the U.S. intermediate holding company. The risk committee
must be a committee of the board of directors of the U.S. intermediate holding company
(or equivalent thereof). The risk committee may also serve as the U.S. risk committee for
the combined U.S. operations required pursuant to § 252.155(a).

(i1) Risk-management framework. The U.S. intermediate holding company’s risk-
management framework must be commensurate with the structure, risk profile,
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complexity, activities, and size of the U.S. intermediate holding company and consistent
with the risk management policies for the combined U.S. operations of the foreign
banking organization. The framework must include:

(A) Policies and procedures establishing risk-management governance, risk-management
procedures, and risk-control infrastructure for the U.S. intermediate holding company;
and

(B) Processes and systems for implementing and monitoring compliance with such
policies and procedures, including:

(1) Processes and systems for identifying and reporting risks and risk-management
deficiencies at the U.S. intermediate holding company, including regarding emerging
risks and ensuring effective and timely implementation of actions to address emerging
risks and risk-management deficiencies;

(2) Processes and systems for establishing managerial and employee responsibility for
risk management of the U.S. intermediate holding company;

(3) Processes and systems for ensuring the independence of the risk-management
function of the U.S. intermediate holding company; and

(4) Processes and systems to integrate risk management and associated controls with
management goals and the compensation structure of the U.S. intermediate holding
company.

(ii1) Corporate governance requirements. The risk committee of the U.S. intermediate
holding company must meet at least quarterly and otherwise as needed, and must fully
document and maintain records of its proceedings, including risk-management decisions.

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

(A) Include at least one member having experience in identifying, assessing, and
managing risk exposures of large, complex financial firms; and

(B) Have at least one member who:

(1) Is not an officer or employee of the foreign banking organization or its affiliates and
has not been an officer or employee of the foreign banking organization or its affiliates
during the previous three years; and

(2) Is not a member of the immediate family, as defined in section 225.41(b)(3) of the
Board’s Regulation Y (12 CFR 225.41(b)(3)), of a person who is, or has been within the
last three years, an executive officer, as defined in section 215.2(e)(1) of the Board’s
Regulation O (12 CFR 215.2(e)(1)) of the foreign banking organization or its affiliates.

(v) The U.S. intermediate holding company must take appropriate measures to ensure that
it implements the risk management policies for the U.S. intermediate holding company
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and it provides sufficient information to the U.S. risk committee to enable the U.S. risk
committee to carry out the responsibilities of this subpart.

(4) Liquidity requirements. A U.S. intermediate holding company must comply with the
liquidity risk-management requirements in § 252.156 and conduct liquidity stress tests
and hold a liquidity buffer pursuant to § 252.157.

(5) Stress test requirements. A U.S. intermediate holding company must comply with the
requirements of subparts E and F of this part and any successor regulation in the same
manner as a bank holding company. § 252.154 Risk-based and leverage capital
requirements for foreign banking organizations with combined U.S. assets of $50 billion
or more.

(a) General requirements. (1) A foreign banking organization with combined U.S. assets
of $50 billion or more must certify to the Board that it meets capital adequacy standards
on a consolidated basis established by its home-country supervisor that are consistent
with the regulatory capital framework published by the Basel Committee on Banking
Supervision, as amended from time to time (Basel Capital Framework).

(1) For purposes of this paragraph, home-country capital adequacy standards that are
consistent with the Basel Capital Framework include all minimum risk-based capital
ratios, any minimum leverage ratio, and all restrictions based on any applicable capital
buffers set forth in “Basel III: A global regulatory framework for more resilient banks
and banking systems” (2010) (Basel III Accord), each as applicable and as implemented
in accordance with the Basel III Accord, including any transitional provisions set forth
therein.

(i1) [Reserved]

(2) In the event that a home-country supervisor has not established capital adequacy
standards that are consistent with the Basel Capital Framework, the foreign banking
organization must demonstrate to the satisfaction of the Board that it would meet or
exceed capital adequacy standards at the consolidated level that are consistent with the
Basel Capital Framework were it subject to such standards.

(b) Reporting. A foreign banking organization with combined U.S. assets of $50 billion
or more must provide to the Board reports relating to its compliance with the capital
adequacy measures described in paragraph (a) of this section concurrently with filing the
FR Y-7Q.

(c) Noncompliance with the Basel Capital Framework. If a foreign banking organization
does not satisfy the requirements of this section, the Board may impose requirements,
conditions, or restrictions relating to the activities or business operations of the U.S.
operations of the foreign banking organization. The Board will coordinate with any
relevant State or Federal regulator in the implementation of such requirements,
conditions, or restrictions. If the Board determines to impose one or more requirements,
conditions, or restrictions under this paragraph, the Board will notify the company before
it applies any requirement, condition or restriction, and describe the basis for imposing
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such requirement, condition, or restriction. Within 14 calendar days of receipt of a
notification under this paragraph, the company may request in writing that the Board
reconsider the requirement, condition, or restriction. The Board will respond in writing to
the company’s request for reconsideration prior to applying the requirement, condition, or
restriction. § 252.155 Risk-management and risk-committee requirements for foreign
banking organizations with combined U.S. assets of $50 billion.

(a) U.S. risk committee—(1) General. Each foreign banking organization with combined
U.S. assets of $50 billion or more must maintain a U.S. risk committee that approves and
periodically reviews the risk management policies of the combined U.S. operations of the
foreign banking organization and oversees the risk-management framework of such
combined U.S. operations. The U.S. risk committee’s responsibilities include the
liquidity risk-management responsibilities set forth in § 252.156(a).

(2) Risk-management framework. The foreign banking organization’s risk-management
framework for its combined U.S. operations must be commensurate with the structure,
risk profile, complexity, activities, and size of its combined U.S. operations and
consistent with its enterprise-wide risk management policies. The framework must
include:

(1) Policies and procedures establishing risk-management governance, risk-management
procedures, and risk-control infrastructure for the combined U.S. operations of the
foreign banking organization; and

(i1) Processes and systems for implementing and monitoring compliance with such
policies and procedures, including:

(A) Processes and systems for identifying and reporting risks and risk-management
deficiencies, including regarding emerging risks, on a combined U.S. operations basis
and ensuring effective and timely implementation of actions to address emerging risks
and risk-management deficiencies;

(B) Processes and systems for establishing managerial and employee responsibility for
risk management of the combined U.S. operations;

(C) Processes and systems for ensuring the independence of the risk-management
function of the combined U.S. operations; and

(D) Processes and systems to integrate risk management and associated controls with
management goals and the compensation structure of the combined U.S. operations.

(3) Placement of the U.S. risk committee. (i) A foreign banking organization that
conducts its operations in the United States solely through a U.S. intermediate holding
company must maintain its U.S. risk committee as a committee of the board of directors
of its U.S. intermediate holding company (or equivalent thereof).

(i1) A foreign banking organization that conducts its operations through U.S. branches or
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U.S. agencies (in addition to through its U.S. intermediate holding company, if any) may
maintain its U.S. risk committee either:

(A) As a committee of the global board of directors (or equivalent thereof), on a
standalone basis or as a joint committee with its enterprise-wide risk committee (or
equivalent thereof); or

(B) As a committee of the board of directors of its U.S. intermediate holding company (or
equivalent thereof), on a standalone basis or as a joint committee with the risk committee
of its U.S. intermediate holding company required pursuant to § 252.153(e)(3).

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

(5) Minimum member requirements. The U.S. risk committee must:

(1) Include at least one member having experience in identifying, assessing, and
managing risk exposures of large, complex financial firms; and

(i1) Have at least one member who:

(A) Is not an officer or employee of the foreign banking organization or its affiliates and
has not been an officer or employee of the foreign banking organization or its affiliates
during the previous three years; and

(B) Is not a member of the immediate family, as defined in seetion§ 225.41(b)(3) of the
Board’s Regulation Y (12 CFR 225.41(b)(3)), of a person who is, or has been within the
last three years, an executive officer, as defined in seetion§ 215.2(e)(1) of the Board’s
Regulation O (12 CFR 215.2(e)(1)) of the foreign banking organization or its affiliates.

(b) U.S. chief risk officer—(1) General. A foreign banking organization with combined
U.S. assets of $50 billion or more or its U.S. intermediate holding company, if any, must
appoint a U.S. chief risk officer with experience in identifying, assessing, and managing
risk exposures of large, complex financial firms.

(2) Responsibilities. (i) The U.S. chief risk officer is responsible for overseeing:

(A) The measurement, aggregation, and monitoring of risks undertaken by the combined
U.S. operations;

(B) The implementation of and ongoing compliance with the policies and procedures for
the foreign banking organization’s combined U.S. operations set forth in paragraph
(a)(2)(1) of this section and the development and implementation of processes and
systems set forth in paragraph (a)(2)(ii) of this section; and
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(C) The management of risks and risk controls within the parameters of the risk-control
framework for the combined U.S. operations, and the monitoring and testing of such risk
controls.

(i1) The U.S. chief risk officer is responsible for reporting risks and risk-management
deficiencies of the combined U.S. operations, and resolving such risk-management
deficiencies in a timely manner.

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

(1) Receive compensation and other incentives consistent with providing an objective
assessment of the risks taken by the combined U.S. operations of the foreign banking
organization;

(i1) Be employed by and located in the U.S. branch, U.S. agency, U.S. intermediate
holding company, if any, or another U.S. subsidiary;

(ii1) Report directly to the U.S. risk committee and the global chief risk officer or
equivalent management official (or officials) of the foreign banking organization who is
responsible for overseeing, on an enterprise-wide basis, the implementation of and
compliance with policies and procedures relating to risk-management governance,
practices, and risk controls of the foreign banking organization, unless the Board
approves an alternative reporting structure based on circumstances specific to the foreign
banking organization;

(iv) Regularly provide information to the U.S. risk committee, global chief risk officer,
and the Board regarding the nature of and changes to material risks undertaken by the
foreign banking organization’s combined U.S. operations, including risk-management
deficiencies and emerging risks, and how such risks relate to the global operations of the
foreign banking organization; and

(v) Meet regularly and as needed with the Board to assess compliance with the
requirements of this section.

(4) Liquidity risk-management requirements. The U.S. chief risk officer must undertake
the liquidity risk-management responsibilities set forth in § 252.156(b).

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

(d) Noncompliance with this section. If a foreign banking organization does not satisfy
the requirements of this section, the Board may impose requirements, conditions, or
restrictions relating to the activities or business operations of the combined U.S.
operations of the foreign banking organization. The Board will coordinate with any
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relevant State or Federal regulator in the implementation of such requirements,
conditions, or restrictions.

§ 252.156 Liquidity risk-management requirements for foreign banking
organizations with combined U.S. assets of $50 billion.

(a) Responsibilities of the U.S. risk committee. (1) The U.S. risk committee established
by a foreign banking organization pursuant to § 252.155(a) (or a designated
subcommittee of such committee composed of members of the board of directors (or
equivalent thereof) of the U.S. intermediate holding company or the foreign banking
organization, as appropriate) must:

(1) Approve at least annually the acceptable level of liquidity risk that the foreign banking
organization may assume in connection with the operating strategies for its combined
U.S. operations (liquidity risk tolerance), with concurrence from the foreign banking
organization’s board of directors or its enterprise-wide risk committee, taking into
account the capital structure, risk profile, complexity, activities, size of the foreign
banking organization and its combined U.S. operations and the enterprise-wide liquidity
risk tolerance of the foreign banking organization; and

(i1) Receive and review information provided by the senior management of the combined
U.S. operations at least semi-annually to determine whether the combined U.S.
operations are operating in accordance with the established liquidity risk tolerance and to
ensure that the liquidity risk tolerance for the combined U.S. operations is consistent with
the enterprise-wide liquidity risk tolerance established for the foreign banking
organization.

(ii1) Approve the contingency funding plan for the combined U.S. operations described in
paragraph (e) of this section at least annually and whenever the foreign banking
organization revises its contingency funding plan, and approve any material revisions to
the contingency funding plan for the combined U.S. operations prior to the
implementation of such revisions.

(b) Responsibilities of the U.S. chief risk officer—(1) Liquidity risk. The U.S. chief risk
officer of a foreign banking organization with combined U.S. assets of $50 billion or
more must review the strategies and policies and procedures established by senior
management of the U.S. operations for managing the risk that the financial condition or
safety and soundness of the foreign banking organization’s combined U.S. operations
would be adversely affected by its inability or the market’s perception of its inability to
meet its cash and collateral obligations (liquidity risk).

(2) Liquidity risk tolerance. The U.S. chief risk officer of a foreign banking organization
with combined U.S. assets of $50 billion or more must review information provided by
the senior management of the U.S. operations to determine whether the combined U.S.
operations are operating in accordance with the established liquidity risk tolerance. The
U.S. chief risk officer must regularly, and, at least semi-annually, report to the foreign
banking organization’s U.S. risk committee and enterprise-wide risk committee, or the
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equivalent thereof (if any) (or a designated subcommittee of such committee composed of
members of the relevant board of directors (or equivalent thereof)) on the liquidity risk
profile of the foreign banking organization’s combined U.S. operations and whether it is
operating in accordance with the established liquidity risk tolerance for the U.S.
operations, and must establish procedures governing the content of such reports.

(3) Business lines or products. (i) The U.S. chief risk officer of a foreign banking
organization with combined U.S. assets of $50 billion or more must approve new
products and business lines and evaluate the liquidity costs, benefits, and risks of each
new business line and each new product offered, managed or sold through the foreign
banking organization’s combined U.S. operations that could have a significant effect on
the liquidity risk profile of the U.S. operations of the foreign banking organization. The
approval is required before the foreign banking organization implements the business line
or offers the product through its combined U.S. operations. In determining whether to
approve the new business line or product, the U.S. chief risk officer must consider
whether the liquidity risk of the new business line or product (under both current and
stressed conditions) is within the foreign banking organization’s established liquidity risk
tolerance for its combined U.S. operations.

(i1) The U.S. risk committee must review at least annually significant business lines and
products offered, managed or sold through the combined U.S. operations to determine
whether each business line or product creates or has created any unanticipated liquidity
risk, and to determine whether the liquidity risk of each strategy or product is within the
foreign banking organization’s established liquidity risk tolerance for its combined U.S.
operations.

(4) Cash-flow projections. The U.S. chief risk officer of a foreign banking organization
with combined U.S. assets of $50 billion or more must review the cash-flow projections
produced under paragraph (d) of this section at least quarterly (or more often, if changes
in market conditions or the liquidity position, risk profile, or financial condition of the
foreign banking organization or the U.S. operations warrant) to ensure that the liquidity
risk of the foreign banking organization’s combined U.S. operations is within the
established liquidity risk tolerance.

(5) Liquidity risk limits. The U.S. chief risk officer of a foreign banking organization
with combined U.S. assets of $50 billion or more must establish liquidity risk limits as set
forth in paragraph (f) of this section and review the foreign banking organization’s
compliance with those limits at least quarterly (or more often, if changes in market
conditions or the liquidity position, risk profile, or financial condition of the U.S.
operations of the foreign banking organization warrant).

(6) Liquidity stress testing. The U.S. chief risk officer of a foreign banking organization
with combined U.S. assets of $50 billion or more must:

(1) Approve the liquidity stress testing practices, methodologies, and assumptions
required in § 252.157(a) at least quarterly, and whenever the foreign banking
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organization materially revises its liquidity stress testing practices, methodologies or
assumptions;

(i1) Review the liquidity stress testing results produced under § 252.157(a) of this subpart
at least quarterly; and

(ii1) Approve the size and composition of the liquidity buffer established under §
252.157(c) of this subpart at least quarterly.

(c) Independent review function. (1) A foreign banking organization with combined

U.S. assets of $50 billion or more must establish and maintain a review function that is
independent of the management functions that execute funding for its combined U.S.
operations to evaluate the liquidity risk management for its combined U.S. operations.

(2) The independent review function must:

(1) Regularly, but no less frequently than annually, review and evaluate the adequacy and
effectiveness of the foreign banking organization’s liquidity risk management processes
within the combined U.S. operations, including its liquidity stress test processes and
assumptions;

(i1) Assess whether the foreign banking organization’s liquidity risk management
function of its combined U.S. operations complies with applicable laws, regulations,
supervisory guidance, and sound business practices; and

(ii1) Report material liquidity risk management issues to the U.S. risk committee and the
enterprise-wide risk committee in writing for corrective action, to the extent permitted by
applicable law.

(d) Cash-flow projections. (1) A foreign banking organization with combined U.S. assets
of $50 billion or more must produce comprehensive cash-flow projections for its
combined U.S. operations that project cash flows arising from assets, liabilities, and off-
balance sheet exposures over, at a minimum, short- and long-term time horizons. The
foreign banking organization must update short-term cash-flow projections daily and
must update longer-term cash-flow projections at least monthly.

(2) The foreign banking organization must establish a methodology for making cash-flow
projections for its combined U.S. operations that results in projections which:

(1) Include cash flows arising from contractual maturities, intercompany transactions, new
business, funding renewals, customer options, and other potential events that may impact
liquidity;

(i1) Include reasonable assumptions regarding the future behavior of assets, liabilities, and
off-balance sheet exposures;
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(ii1) Identify and quantify discrete and cumulative cash-flow mismatches over these time
periods; and

(iv) Include sufficient detail to reflect the capital structure, risk profile, complexity,
currency exposure, activities, and size of the foreign banking organization and its
combined U.S. operations, and include analyses by business line, currency, or legal entity
as appropriate.

(e) Contingency funding plan. (1) A foreign banking organization with combined U.S.
assets of $50 billion or more must establish and maintain a contingency funding plan for
its combined U.S. operations that sets out the foreign banking organization’s strategies
for addressing liquidity needs during liquidity stress events. The contingency funding
plan must be commensurate with the capital structure, risk profile, complexity, activities,
size, and the established liquidity risk tolerance for the combined U.S. operations. The
foreign banking organization must update the contingency funding plan for its combined
U.S. operations at least annually, and when changes to market and idiosyncratic
conditions warrant.

(2) Components of the contingency funding plan—(i) Quantitative assessment. The
contingency funding plan for the combined U.S. operations must:

(A) Identify liquidity stress events that could have a significant impact on the liquidity of
the foreign banking organization and its combined U.S. operations;

(B) Assess the level and nature of the impact on the liquidity of the foreign banking
organization and its combined U.S. operations that may occur during identified liquidity
stress events;

(C) Identify the circumstances in which the foreign banking organization would
implement its action plan described in paragraph (e)(2)(i1)(A) of this section, which
circumstances must include failure to meet any minimum liquidity requirement imposed
by the Board on the foreign banking organization’s U.S. operations;

(D) Assess available funding sources and needs during the identified liquidity stress
events;

(E) Identify alternative funding sources that may be used during the identified liquidity
stress events; and

(F) Incorporate information generated by the liquidity stress testing required under §
252.157(a) of this subpart.

(i1) Liquidity event management process. The contingency funding plan for the combined
U.S. operations must include an event management process that sets out the foreign
banking organization’s procedures for managing liquidity during identified liquidity
stress events for the combined U.S. operations. The liquidity event management process
must:
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(A) Include an action plan that clearly describes the strategies that the foreign banking
organization will use to respond to liquidity shortfalls in its combined U.S. operations for
identified liquidity stress events, including the methods that the company or the
combined U.S. operations will use to access alternative funding sources;

(B) Identify a liquidity stress event management team that would execute the action plan
in paragraph (e)(2)(i) of this section for the combined U.S. operations;

(C) Specify the process, responsibilities, and triggers for invoking the contingency
funding plan, describe the decision-making process during the identified liquidity stress
events, and describe the process for executing contingency measures identified in the
action plan; and

(D) Provide a mechanism that ensures effective reporting and communication within the
combined U.S. operations of the foreign banking organization and with outside parties,
including the Board and other relevant supervisors, counterparties, and other
stakeholders.

(ii1) Monitoring. The contingency funding plan for the combined U.S. operations must
include procedures for monitoring emerging liquidity stress events. The procedures must
identify early warning indicators that are tailored to the capital structure, risk profile,
complexity, activities, and size of the foreign banking organization and its combined U.S.
operations.

(iv) Testing. A foreign banking organization must periodically test:

(A) The components of the contingency funding plan to assess the plan’s reliability
during liquidity stress events;

(B) The operational elements of the contingency funding plan, including operational
simulations to test communications, coordination, and decision-making by relevant
management; and

(C) The methods it will use to access alternative funding sources for its combined U.S.
operations to determine whether these funding sources will be readily available when
needed.

(f) Liquidity risk limits—(1) General. A foreign banking organization with combined

U.S. assets of $50 billion or more must monitor sources of liquidity risk and establish
limits on liquidity risk for the combined U.S. operations, including limits on:

(1) Concentrations in sources of funding by instrument type, single counterparty,
counterparty type, secured and unsecured funding, and if applicable, other forms of
liquidity risk;

(i1) The amount of liabilities that mature within various time horizons; and
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(ii1) Off-balance sheet exposures and other exposures that could create funding needs
during liquidity stress events.

(2) Size of limits. Each limit established pursuant to paragraph (f)(1) of this section must
be consistent with the established liquidity risk tolerance for the combined U.S.
operations and reflect the capital structure, risk profile, complexity, activities, and size of
the combined U.S. operations.

(g) Collateral, legal entity, and intraday liquidity risk monitoring. A foreign banking
organization with combined U.S. assets of $50 billion or more must establish and
maintain procedures for monitoring liquidity risk as set forth in this paragraph.

(1) Collateral. The foreign banking organization must establish and maintain policies and
procedures to monitor assets that have been or are available to be pledged as collateral in
connection with transactions to which entities in its U.S. operations are counterparties.
These policies and procedures must provide that the foreign banking organization:

(1) Calculates all of the collateral positions for its combined U.S. operations on a weekly
basis (or more frequently, as directed by the Board), specifying the value of pledged
assets relative to the amount of security required under the relevant contracts and the
value of unencumbered assets available to be pledged,

(i1) Monitors the levels of unencumbered assets available to be pledged by legal entity,
jurisdiction, and currency exposure;

(i11) Monitors shifts in the foreign banking organization’s funding patterns, including
shifts between intraday, overnight, and term pledging of collateral; and

(iv) Tracks operational and timing requirements associated with accessing collateral at its
physical location (for example, the custodian or securities settlement system that holds
the collateral).

(2) Legal entities, currencies and business lines. The foreign banking organization must
establish and maintain procedures for monitoring and controlling liquidity risk exposures
and funding needs of its combined U.S. operations, within and across significant legal
entities, currencies, and business lines and taking into account legal and regulatory
restrictions on the transfer of liquidity between legal entities.

(3) Intraday exposure. The foreign banking organization must establish and maintain
procedures for monitoring intraday liquidity risk exposure for its combined U.S.
operations. These procedures must address how the management of the combined U.S.
operations will:

(1) Monitor and measure expected daily inflows and outflows;

(i1) Maintain, manage and transfer collateral to obtain intraday credit;
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(ii1) Identify and prioritize time-specific obligations so that the foreign banking
organizations can meet these obligations as expected and settle less critical obligations as
soon as possible;

(iv) Control the issuance of credit to customers where necessary; and

(v) Consider the amounts of collateral and liquidity needed to meet payment systems
obligations when assessing the overall liquidity needs of the combined U.S. operations. §
252.157 Liquidity stress testing and buffer requirements for foreign banking
organizations with combined U.S. assets of $50 billion.

(a) Liquidity stress testing requirement—(1) General. (i) A foreign banking organization
with combined U.S. assets of $50 billion or more must conduct stress tests to separately
assess the potential impact of liquidity stress scenarios on the cash flows, liquidity
position, profitability, and solvency of:

(A) Its combined U.S. operations as a whole;
(B) Its U.S. branches and agencies on an aggregate basis; and
(C) Its U.S. intermediate holding company, if any.

(i1) Each liquidity stress test required under this paragraph (a)(1) must use the stress
scenarios described in paragraph (a)(3) of this section and take into account the current
liquidity condition, risks, exposures, strategies, and activities of the U.S. operations.

(ii1) The liquidity stress tests required under this paragraph (a)(1) must take into
consideration the balance sheet exposures, off-balance sheet exposures, size, risk profile,
complexity, business lines, organizational structure and other characteristics of the
foreign banking organization and its combined U.S. operations that affect the liquidity
risk profile of the U.S. operations.

(iv) In conducting a liquidity stress test using the scenarios described in paragraphs
(a)(3)(1) and (iii) of this section, the bank holding company must address the potential
direct adverse impact of associated market disruptions on the foreign banking
organization’s combined U.S. operations and the related indirect effect such impact could
have on the combined U.S. operations of the foreign banking organization and
incorporate the potential actions of other market participants experiencing liquidity
stresses under the market disruptions that would adversely affect the foreign banking
organization or its combined U.S. operations.

(2) Frequency. The liquidity stress tests required under paragraph (a)(1) of this section
must be performed at least monthly. The Board may require the foreign banking
organization to perform stress testing more frequently than monthly.

(3) Stress scenarios. (i) Each liquidity stress test conducted under paragraph (a)(1) of this
section must include, at a minimum:-G
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(A) A scenario reflecting adverse market conditions;-(G+)

(B) A scenario reflecting an idiosyncratic stress event for the U.S. branches/agencies and
the U.S. intermediate holding company, if anys; and-G

(C) a scenario reflecting combined market and idiosyncratic stresses.

(i1) The foreign banking organization must incorporate additional liquidity stress
scenarios into its liquidity stress test as appropriate based on the financial condition, size,
complexity, risk profile, scope of operations, or activities of the combined U.S.
operations, the U.S. branches and agencies, and the U.S. intermediate holding company,
as applicable. The Board may require the foreign banking organization to vary the
underlying assumptions and stress scenarios.

(4) Planning horizon. Each stress test conducted under paragraph (a)(1) of this section
must include an overnight planning horizon, a 30-day planning horizon, a 90-day
planning horizon, a one-year planning horizon, and any other planning horizons that are
relevant to the liquidity risk profile of the combined U.S. operations, the U.S. branches
and agencies, and the U.S. intermediate holding company, if any. For purposes of this
section, a “planning horizon” is the period over which the relevant stressed projections
extend. The foreign banking organization must use the results of the stress test over the
30-day planning horizon to calculate the size of the liquidity buffers under paragraph (c)
of this section.

(5) Requirements for assets used as cash-flow sources in a stress test. (i) To the extent an
asset is used as a cash flow source to offset projected funding needs during the planning
horizon in a liquidity stress test, the fair market value of the asset must be discounted to
reflect any credit risk and market volatility of the asset.

(i1) Assets used as cash-flow sources during the planning horizon must be diversified by
collateral, counterparty, borrowing capacity, or other factors associated with the liquidity
risk of the assets.

(ii1) A line of credit does not qualify as a cash flow source for purposes of a stress test
with a planning horizon of 30 days or less. A line of credit may qualify as a cash flow
source for purposes of a stress test with a planning horizon that exceeds 30 days.

(6) Tailoring. Stress testing must be tailored to, and provide sufficient detail to reflect, the
capital structure, risk profile, complexity, activities, and size of the combined U.S.
operations of the foreign banking organization and, as appropriate, the foreign banking
organization as a whole.

(7) Governance—(1) Stress test function. A foreign banking organization with combined
U.S. assets of $50 billion or more, within its combined U.S. operations and its enterprise-
wide risk management, must establish and maintain policies and procedures governing its
liquidity stress testing practices, methodologies, and assumptions that provide for the
incorporation of the results of liquidity stress tests in future stress testing and for the
enhancement of stress testing practices over time.
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(i1) Controls and oversight. The foreign banking organization must establish and maintain
a system of controls and oversight that is designed to ensure that its liquidity stress
testing processes are effective in meeting the requirements of this section. The controls
and oversight must ensure that each liquidity stress test appropriately incorporates
conservative assumptions with respect to the stress scenario in paragraph (a)(3) of this
section and other elements of the stress-test process, taking into consideration the capital
structure, risk profile, complexity, activities, size, and other relevant factors of the U.S.
operations. These assumptions must be approved by U.S. chief risk officer and subject to
independent review consistent with the standards set out in § 252.156(c¢).

(i11) Management information systems. The foreign banking organization must maintain
management information systems and data processes sufficient to enable it to effectively
and reliably collect, sort, and aggregate data and other information related to the liquidity
stress testing of its combined U.S. operations.

(b) Reporting of liquidity stress tests required by home-country regulators. A foreign
banking organization with combined U.S. assets of $50 billion or more must make
available to the Board, in a timely manner, the results of any liquidity internal stress tests
and establishment of liquidity buffers required by regulators in its home jurisdiction. The
report required under this paragraph must include the results of its liquidity stress test and
liquidity buffer, if required by the laws or regulations implemented in the home
jurisdiction, or expected under supervisory guidance.

(c) Liquidity buffer requirement—(1) General. A foreign banking organization with
combined U.S. assets of $50 billion or more must maintain a liquidity buffer for its U.S.
intermediate holding company, if any, calculated in accordance with paragraph (c)(2) of
this section, and a separate liquidity buffer for its U.S. branches and agencies, if any,
calculated in accordance with paragraph (c)(3) of this section.

(2) Calculation of U.S. intermediate holding company buffer requirement. (i) The
liquidity buffer for the U.S. intermediate holding company must be sufficient to meet the
projected net stressed cash-flow need over the 30-day planning horizon of a liquidity
stress test conducted in accordance with paragraph (a) of this section under each scenario
set forth in paragraphs (a)(3)(i) through (iii}:) of this section.

(i1) Net stressed cash-flow need. The net stressed cash-flow need for the U.S.
intermediate holding company is equal to the sum of its net external stressed cash-flow
need (calculated pursuant to paragraph (c)(2)(iii) of this section) and its net internal
stressed cash-flow need (calculated pursuant to paragraph (c)(2)(iv) of this section) over
the 30-day planning horizon.

(ii1) Net external stressed cash-flow need calculation. The net external stressed cash-flow
need for a U.S. intermediate holding company equals the difference between:

(A) The projected amount of cash-flow needs that results from transactions between the
U.S. intermediate holding company and entities that are not its affiliates; and
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(B) The projected amount of cash-flow sources that results from transactions between the
U.S. intermediate holding company and entities that are not its affiliates.

(iv) Net internal stressed cash-flow need calculation—(A) General. The net internal
stressed cash-flow need for the U.S. intermediate holding company equals the greater of:

(1) The greatest daily cumulative net intragroup cash-flow need over the 30-day planning
horizon as calculated under paragraph (c)(2)(iv)(B) of this section; and

(2) Zero.

(B) Daily cumulative net intragroup cash-flow need calculation. The daily cumulative net
intragroup cash-flow need for the U.S. intermediate holding company for purposes of
paragraph (c)(2)(iv)(A) of this section is calculated as follows:

(1) Daily cumulative net intragroup cash-flow need. For any given day in the stress-test
horizon, the daily cumulative net intragroup cash-flow need is a daily cumulative net
intragroup cash flow that is greater than zero.

(2) Daily cumulative net intragroup cash flow. For any given day of the planning horizon,
the daily cumulative net intragroup cash flow equals the sum of the net intragroup cash
flow calculated for that day and the net intragroup cash flow calculated for each previous
day of the stress-test horizon, as calculated in accordance with paragraph (c)(2)(iv)(C) of
this section.

(C) Net intragroup cash flow. For any given day of the stress-test horizon, the net
intragroup cash flow equals the difference between:

(1) The amount of cash-flow needs resulting from transactions between the U.S.
intermediate holding company and its affiliates (including any U.S. branch or U.S.
agency) for that day of the planning horizon; and

(2) The amount of cash-flow sources resulting from transactions between the U.S.
intermediate holding company and its affiliates (including any U.S. branch or U.S.
agency) for that day of the planning horizon.

(D) Amounts secured by highly liquid assets. For the purposes of calculating net
intragroup cash flow under this paragraph, the amounts of intragroup cash-flow needs
and intragroup cash-flow sources that are secured by highly liquid assets (as defined in
paragraph (c)(7) of this section) must be excluded from the calculation.

(3) Calculation of U.S. branch and agency liquidity buffer requirement. (i) The liquidity
buffer for the foreign banking organization’s U.S. branches and agencies must be
sufficient to meet the projected net stressed cash-flow need of the U.S. branches and
agencies over the first 14 days of a stress test with a 30-day planning horizon, conducted
in accordance with paragraph (a) of this section under the scenarios described in

paragraphparagraphs (a)(3)(i) through (iii) of this section.
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(i1) Net stressed cash-flow need. The net stressed cash-flow need of the U.S. branches
and agencies of a foreign banking organization is equal to the sum of its net external
stressed cash-flow need (calculated pursuant to paragraph (c)(3)(iii) of this section) and
net internal stressed cash-flow need (calculated pursuant to paragraph (c)(3)(iv) of this
section) over the first 14 days of the 30-day planning horizon.

(ii1) Net external stressed cash-flow need calculation. (A) The net external stressed cash-
flow need of the U.S. branches and agencies equals the difference between:

(1) The projected amount of cash-flow needs that results from transactions between the
U.S. branches and agencies and entities other than the foreign bank’s non-U.S. offices
and its U.S. and non-U.S. affiliates; and

(2) The projected amount of cash-flow sources that results from transactions between the
U.S. branches and agencies and entities other than the foreign bank’s non-U.S. offices
and its U.S. and non-U.S. affiliates.

(iv) Net internal stressed cash-flow need calculation—(A) General. The net internal
stressed cash-flow need of the U.S. branches and agencies of the foreign banking
organization equals the greater of:

(1) The greatest daily cumulative net intragroup cash-flow need over the first 14 days of
the 30-day planning horizon, as calculated under paragraph (c)(3)(iv)(B) of this section;
and

(2) Zero.

(B) Daily cumulative net intragroup cash-flow need calculation. The daily cumulative net
intragroup cash-flow need of the U.S. branches and agencies of a foreign banking
organization for purposes of paragraph (c)(3)(iv) of this section is calculated as follows:

(1) Daily cumulative net intragroup cash-flow need. For any given day of the stress-test
horizon, the daily cumulative net intragroup cash-flow need of the U.S. branches and
agencies means a daily cumulative net intragroup cash flow that is greater than zero.

(2) Daily cumulative net intragroup cash flow. For any given day of the planning horizon,
the daily cumulative net intragroup cash flow of the U.S. branches and agencies equals
the sum of the net intragroup cash flow calculated for that day and the net intragroup cash
flow calculated for each previous day of the planning horizon, each as calculated in
accordance with this paragraph (c)(3)(iv)(C) of this section.

(C) Net intragroup cash flow. For any given day of the planning horizon, the net
intragroup cash flow must equal the difference between:

(1) The amount of projected cash-flow needs resulting from transactions between a U.S.
branch or U.S. agency and the foreign bank’s non-U.S. offices and its affiliates; and
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(2) The amount of projected cash-flow sources resulting from transactions between a U.S.
branch or U.S. agency and the foreign bank’s non-U.S. offices and its affiliates.

(D) Amounts secured by highly liquid assets. For the purposes of calculating net
intragroup cash flow of the U.S. branches and agencies under this paragraph, the amounts
of intragroup cash-flow needs and intragroup cash-flow sources that are secured by
highly liquid assets (as defined in paragraph (c)(7) of this section) must be excluded from
the calculation.

(4) Location of liquidity buffer—(i) U.S. intermediate holding companies. A U.S.
intermediate holding company must maintain in accounts in the United States the highly
liquid assets comprising the liquidity buffer required under this section. To the extent that
the assets consist of cash, the cash may not be held in an account located at a U.S. branch
or U.S. agency of the affiliated foreign banking organization or other affiliate that is not
controlled by the U.S. intermediate holding company.

(i1) U.S. branches and agencies. The U.S. branches and agencies of a foreign banking
organization must maintain in accounts in the United States the highly liquid assets
comprising the liquidity buffer required under this section. To the extent that the assets
consist of cash, the cash may not be held in an account located at the foreign banking
organization’s U.S. intermediate holding company or other affiliate.

(7) Asset requirements. The liquidity buffer required in this section for the U.S.
intermediate holding company or the U.S. branches and agencies must consist of highly
liquid assets that are unencumbered, as set forth below:

(1) Highly liquid asset. The asset must be a highly liquid asset. For these purposes, a
highly liquid asset includes:

(A) Cash;

(B) Securities issued or guaranteed by the United States, a U.S. government agency, or a
U.S. government-sponsored enterprise; or

(C) Any other asset that the foreign banking organization demonstrates to the satisfaction
of the Board:

(1) Has low credit risk and low market risk;

(2) Is traded in an active secondary two-way market that has committed market makers
and independent bona fide offers to buy and sell so that a price reasonably related to the
last sales price or current bona fide competitive bid and offer quotations can be
determined within one day and settled at that price within a reasonable time period
conforming with trade custom; and

(3) Is a type of asset that investors historically have purchased in periods of financial
market distress during which market liquidity has been impaired.
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(i1) Unencumbered. The asset must be unencumbered. For these purposes, an asset is
unencumbered if it:

(A) Is free of legal, regulatory, contractual, or other restrictions on the ability of such
company promptly to liquidate, sell or transfer the asset; and

(B) Is either:
(1) Not pledged or used to secure or provide credit enhancement to any transaction; or

(2) Pledged to a central bank or a U.S. government-sponsored enterprise, to the extent
potential credit secured by the asset is not currently extended by such central bank or
U.S. government-sponsored enterprise or any of its consolidated subsidiaries.

(i11) Calculating the amount of a highly liquid asset. In calculating the amount of a highly
liquid asset included in the liquidity buffer, the bank holding company must discount the
fair market value of the asset to reflect any credit risk and market price volatility of the
asset.

(iv) Diversification. The liquidity buffer must not contain significant concentrations of
highly liquid assets by issuer, business sector, region, or other factor related to the foreign
banking organization’s risk, except with respect to cash and securities issued or
guaranteed by the United States, a U.S. government agency, or a U.S. government-
sponsored enterprise.

§ 252.158 Capital stress testing requirements for foreign banking organizations with
combined U.S. assets of $50 billion or more.

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

(1) Eligible asset means any asset of the U.S. branch or U.S. agency held in the United
States that is recorded on the general ledger of a U.S. branch or U.S. agency of the
foreign banking organization (reduced by the amount of any specifically allocated
reserves held in the United States and recorded on the general ledger of the U.S. branch
or U.S. agency in connection with such assets), subject to the following exclusions, and,
for purposes of this definition, as modified by the rules of valuation set forth in paragraph
(a)(1)(i1) of this section.

(1) The following assets do not qualify as eligible assets:
(A) Equity securities;

(B) Any assets classified as loss at the preceding examination by a regulatory agency,
outside accountant, or the bank’s internal loan review staff;

(C) Accrued income on assets classified loss, doubtful, substandard or value impaired, at
the preceding examination by a regulatory agency, outside accountant, or the bank’s
internal loan review staff;
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(D) Any amounts due from the home office, other offices and affiliates, including income
accrued but uncollected on such amounts;

(E) The balance from time to time of any other asset or asset category disallowed at the
preceding examination or by direction of the Board for any other reason until the
underlying reasons for the disallowance have been removed;

(F) Prepaid expenses and unamortized costs, furniture and fixtures and leasehold
improvements; and

(G) Any other asset that the Board determines should not qualify as an eligible asset.
(i1) The following rules of valuation apply:

(A) A marketable debt security is valued at its principal amount or market value,
whichever is lower;

(B) An asset classified doubtful or substandard at the preceding examination by a
regulatory agency, outside accountant, or the bank’s internal loan review staff, is valued
at 50 percent and 80 percent, respectively;

(C) With respect to an asset classified value impaired, the amount representing the
allocated transfer risk reserve that would be required for such exposure at a domestically
chartered bank is valued at 0 and the residual exposure is valued at 80 percent; and

(D) Real estate located in the United States and carried on the accounting records as an
asset are valued at net book value or appraised value, whichever is less.

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

(1) Amounts due to and other liabilities to other offices, agencies, branches and affiliates
of such foreign banking organization, including its head office, including unremitted
profits; and

(i1) Reserves for possible loan losses and other contingencies.

(3) Pre-provision net revenue means revenue less expenses before adjusting for total loan
loss provisions.

(4) Stress test cycle has the same meaning as in subpart F of this part.

(5) Total loan loss provisions means the amount needed to make reserves adequate to
absorb estimated credit losses, based upon management’s evaluation of the loans and
leases that the company has the intent and ability to hold for the foreseeable future or
until maturity or payoff, as determined under applicable accounting standards.
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(b) In general. (1) A foreign banking organization with combined U.S. assets of $50
billion or more and that has a U.S. branch or U.S. agency must:

(1) Be subject on a consolidated basis to a capital stress testing regime by its home-
country supervisor that meets the requirements of paragraph (b)(2) of this section;

(i1) Conduct such stress tests or be subject to a supervisory stress test and meet any
minimum standards set by its home-country supervisor with respect to the stress tests;
and

(ii1) Provide to the Board the information required under paragraph (c) of this section.

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

(1) An annual supervisory capital stress test conducted by the foreign banking
organization’s home-country supervisor or an annual evaluation and review by the
foreign banking organization’s home-country supervisor of an internal capital adequacy
stress test conducted by the foreign banking organization; and

(i1) Requirements for governance and controls of stress testing practices by relevant
management and the board of directors (or equivalent thereof) of the foreign banking
organization;

(¢) Information requirements—(1) In general. A foreign banking organization with
combined U.S. assets of $50 billion or more must report to the Board by January 5 of
each calendar year, unless such date is extended by the Board, summary information
about its stress-testing activities and results, including the following quantitative and
qualitative information:

(1) A description of the types of risks included in the stress test;

(i1) A description of the conditions or scenarios used in the stress test;
(ii1) A summary description of the methodologies used in the stress test;
(iv) Estimates of:

(A) Aggregate losses;

(B) Pre-provision net revenue;

(C) Total loan loss provisions;

(D) Net income before taxes; and

(E) Pro forma regulatory capital ratios required to be computed by the home-country
supervisor of the foreign banking organization and any other relevant capital ratios; and

USBasel3.com 61


http://www.usbasel3.com/

Davis Polk

(v) An explanation of the most significant causes for any changes in regulatory capital
ratios.

(2) Additional information required for foreign banking organizations in a net due from
position. If, on a net basis, the U.S. branches and agencies of a foreign banking
organization with combined U.S. assets of $50 billion or more provide funding to the
foreign banking organization’s non-U.S. offices and non-U.S. affiliates, calculated as the
average daily position over a stress test cycle for a given year, the foreign banking
organization must report the following information to the Board by January 5 of each
calendar year, unless such date is extended by the Board:

(1) A detailed description of the methodologies used in the stress test, including those
employed to estimate losses, revenues, and changes in capital positions;

(i1) Estimates of realized losses or gains on available-for-sale and held-to-maturity
securities, trading and counterparty losses, if applicable; and loan losses (dollar amount
and as a percentage of average portfolio balance) in the aggregate and by material sub-
portfolio; and

(i11) Any additional information that the Board requests.

(d) Imposition of additional standards for capital stress tests. (1) Unless the Board
otherwise determines in writing, a foreign banking organization that does not meet each
of the requirements in paragraph (b)(1) and (2) of this section must:

(1) Maintain eligible assets in its U.S. branches and agencies that, on a daily basis, are not
less than 108 percent of the average value over each day of the previous calendar quarter
of the total liabilities of all U.S. branches and agencies of the foreign banking
organization; and

(i1) To the extent that a foreign banking organization has not established a U.S.
intermediate holding company, conduct an annual stress test of its U.S. subsidiaries to
determine whether those subsidiaries have the capital necessary to absorb losses as a
result of adverse economic conditions; and report to the Board on an annual basis a
summary of the results of the stress test that includes the information required under
paragraph (b)(1) of this section and any other information specified by the Board.

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

(3) Intragroup funding restrictions or liquidity requirements for U.S. operations. If a
foreign banking organization does not meet each of the requirements in paragraphs (b)(1)
and (2) of this section, the Board may require the U.S. branches and agencies of the
foreign banking organization and, if the foreign banking organization has not established
a U.S. intermediate holding company, any U.S. subsidiary of the foreign banking
organization, to maintain a liquidity buffer or be subject to intragroup funding
restrictions.
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(e) Notice and response. If the Board determines to impose one or more conditions under
paragraph (d)(3) of this section, the Board will notify the company before it applies the
condition, and describe the basis for imposing the condition. Within 14 calendar days of
receipt of a notification under this paragraph, the company may request in writing that the
Board reconsider the requirement. The Board will respond in writing to the company’s
request for reconsideration prior to applying the condition.

9. Subpart P—Reserved}U is added to read as follows:

s e e
Subpart R |Reserved|
B e at
Subpart T [Reserved|

Subpart U—Debt-to-equity Limits for U.S. and Foreign Banking Organizations.

Sec.

252.220 Debt-to-equity limits for U.S. bank holding companies.

252.221 Debt-to-equity limits for foreign banking organizations.

Subpart U—Debt-to-Equity Limits for U.S. Bank Holding Companies and Foreign
Banking Organizations

§ 252.220 Debt-to-equity limits for U.S. bank holding companies.

(a) Definitions—(1) Debt-to-equity ratio means the ratio of a company’s total liabilities
to a company’s total equity capital less goodwill.

(2) Debt and equity have the same meaning as “total liabilities” and “total equity capital,”
respectively, as reported by a bank holding company on the FR Y-9C.

(b) Notice and maximum debt-to-equity ratio requirement. The Council, or the Board on
behalf of the Council, will provide written notice to a bank holding company to the extent
that the Council makes a determination, pursuant to section 165(j) of the Dodd-Frank
Act, that a bank holding company poses a grave threat to the financial stability of the
United States and that the imposition of a debt-to-equity requirement is necessary to
mitigate such risk. Beginning no later than 180 days after receiving written notice from
the Council or from the Board on behalf of the

Council, the bank holding company must achieve and maintain a debt-to-equity ratio of
no more than 15-to-1.

(c) Extension. The Board may, upon request by the bank holding company for which the
Council has made a determination pursuant to section 165(j) of the Dodd-Frank Act,
extend the time period for compliance established under paragraph (b) of this section for
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up to two additional periods of 90 days each, if the Board determines that the identified
company has made good faith efforts to comply with the debt-to-equity ratio requirement
and that each extension would be in the public interest. Requests for an extension must be
received in writing by the Board not less than 30 days prior to the expiration of the
existing time period for compliance and must provide information sufficient to
demonstrate that the bank holding company has made good faith efforts to comply with
the debt-to-equity ratio requirement and that each extension would be in the public
interest.

(d) Termination. The debt-to-equity ratio requirement in paragraph (b)_of this section
shall cease to apply to a bank holding company as of the date it receives notice from the
Council of a determination that the bank holding company no longer poses a grave threat
to the financial stability of the United States and that the imposition of a debt-to-equity
requirement is no longer necessary.

§ 252.221 Debt-to-equity limits for foreign banking organizations.
(a) Definitions. For purposes of this subpart, the following definitions apply:

(1) Debt and equity have the same meaning as “total liabilities” and “total equity capital,”
respectively, as reported by a U.S. intermediate holding company or U.S. subsidiary on
the FR Y-9C, or other reporting form prescribed by the Board.

(2) Debt-to-equity ratio means the ratio of total liabilities to total equity capital less
goodwill.

(3) Eligible assets and liabilities of all U.S. branches and agencies of a foreign bank have
the same meaning as in § 252.158(a).

(b) Notice and maximum debt-to-equity ratio requirement. Beginning no later than 180
days after receiving written notice from the Council or from the Board on behalf of the
Council that the Council has made a determination, pursuant to section 165(j) of the
Dodd-Frank Act, that the foreign banking organization poses a grave threat to the
financial stability of the United States and that the imposition of a debt-to-equity
requirement is necessary to mitigate such risk:

(1) The U.S. intermediate holding company, or if the foreign banking organization has
not established a U.S. intermediate holding company, and any U.S. subsidiary (excluding
any section 2(h)(2) company or DPC branch subsidiary, if applicable), must achieve and
maintain a debt-to-equity ratio of no more than 15-to-1; and

(2) The U.S. branches and agencies of the foreign banking organization must maintain
eligible assets in its U.S. branches and agencies that, on a daily basis, are not less than
108 percent of the average value over each day of the previous calendar quarter of the
total liabilities of all branches and agencies operated by the foreign banking organization
in the United States.
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(c) Extension. The Board may, upon request by a foreign banking organization for which
the Council has made a determination pursuant to section 165(j) of the Dodd-Frank Act,
extend the time period for compliance established under paragraph (b) of this section for
up to two additional periods of 90 days each, if the Board determines that such company
has made good faith efforts to comply with the debt to equity ratio requirement and that
each extension would be in the public interest. Requests for an extension must be
received in writing by the

Board not less than 30 days prior to the expiration of the existing time period for
compliance and must provide information sufficient to demonstrate that the foreign
banking organization has made good faith efforts to comply with the debt-to-equity ratio
requirement and that each extension would be in the public interest.

(d) Termination. The requirements in paragraph (b) of this section cease to apply to a
foreign banking organization as of the date it receives notice from the Council of a
determination that the company no longer poses a grave threat to the financial stability of
the United States and that imposition of the requirements in paragraph (b) of this section
are no longer necessary.
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