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Overview of the proposal 

The new standards for systemically important financial institutions (SIFIs) introduce a 
single counterparty exposure (concentration) limit. 

Key highlights  

• SIFI standards. On Tuesday, December 20, 2011, the Federal Reserve Board (FRB) 
issued a proposal to implement Sections 165 and 166 of the Dodd-Frank Act (Dodd-
Frank or the Act). These provisions and the proposal would impose a “package of 
enhanced prudential standards” on two classes of Systemically Important Financial 
Institutions (SIFIs) – bank holding companies (BHCs) with total consolidated assets of 
$50 billion or more and nonbank financial companies (NBFCs) that the Financial 
Stability Oversight Council (Council) has designated for supervision by the FRB 
(together, “covered companies” and each a “covered company”). The proposals have 
since been published in the Federal Register of January 5, 2012 and the comment period 
ends on April 30, 2012. 

• FS Reg Brief. A PwC FS Reg Brief issued in late December reviewed at a high level the 
full menu of proposed SIFI standards; namely, (i) risk-based capital and leverage;  
(ii) liquidity; (iii) single-counterparty credit limits; (iv) overall risk management and risk 
committees; (v) stress tests; (vi) a debt-to-equity limit for covered companies that the 
Council has determined pose a grave threat to financial stability; and (vii) rules to 
implement early remediation requirements.  
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• Two-Tier Limit. This Closer Look focuses on perhaps the most significant proposed 
SIFI standard in the package – Single Counterparty Credit Limits. The FRB’s proposal 
introduces a two-tier limit, with a more stringent limit applied to the largest covered 
companies. The proposal establishes a 10% limit for aggregate net credit exposures 
between major covered companies and major counterparties (defined as major covered 
companies and foreign banks with US operations that have global assets of $500 billion 
or more). For other non-major covered companies, the limit for any counterparty would 
be aggregate net credit exposure not to exceed 25% of capital. 

• Application of the Limit. A covered company’s credit exposure to a counterparty 
would have to be calculated on a consolidated basis to include exposures to subsidiaries 
of the covered company. The definition of a counterparty includes a natural person (and 
their immediate family), a company and all of its subsidiaries and Governments (federal, 
state and foreign) calculated to include collectively agencies, instrumentalities and 
political subdivisions. 

• Definition of capital. Capital stock and surplus is defined as the sum of (i) total 
regulatory capital, and (ii) balance of allowance for loan and lease losses (ALLL) not 
included in Tier 2 capital. This measure of capital is consistent with other existing Fed 
and Office of the Comptroller of the Currency (OCC) regulations. 

• Definition of exposure. Credit exposures are broadly defined as “credit transactions” 
with counterparties, which include (i) extensions of credit, including loans, deposits, and 
lines of credit; (ii) repos and reverse repos with a counterparty; (iii) securities lending or 
borrowing, with a counterparty; (iv) credit exposure in derivative transactions with the 
counterparty; (v) investments in securities issued by the counterparty; (vi) credit 
exposure to a counterparty in connection with a credit derivative or equity derivative 
transaction between the covered company and a third party, the reference asset of which 
is an obligation or equity security of the counterparty; and (vii) a guarantee, acceptance, 
or letter of credit issued on behalf of a counterparty. In addition, collateral issued by a 
counterparty used to reduce other exposures needs to be considered. 
Covered companies can reduce their credit exposure to a counterparty for purposes of 
the limit by obtaining credit risk mitigants such as collateral, guarantees and credit 
derivative hedges. Derivatives exposures can also be reduced through a qualifying master 
netting agreement. The proposal describes the types of collateral, guarantees, and 
derivative hedges that are eligible under the rule and provides valuation rules for 
reflecting such credit risk mitigants. 

• Infrastructure requirements. The usage of Basel II standardized approaches for 
derivatives exposures and collateral haircuts will generate the need for incremental 
infrastructure investments as the standardized proposed rules depart from current 
practice. As exposure is defined on a net basis, smaller banks might need to develop or 
upgrade a credit portfolio management functions to coordinate hedging activities for 
large exposures. 
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Our perspective 

Depending on how the final rule responds to concerns of industry and others, it is possible 
that the proposed limit could reduce credit availability, especially for the largest financial 
firms and some States and municipalities and foreign governments, could increase the cost 
of derivatives transactions with counterparties that don’t have master netting agreements 
and could impact the cost and availability of securities lending and borrowing activities. 

How would the new concentration limits impact banks’ business activities?  

Based on current exposure measurement practices, we would not expect the proposed 
limits to reduce credit capacity for SIFIs. However, given proposed exposure calculation 
assumptions, certain institutions and markets will likely be constrained. 

Lending between US large SIFIs would be constrained to a total of $424 billion, potentially 
creating the need to divert business to non-US SIFIs that will not be subject to the rule (e.g., 
borrowing deficits might be covered by foreign banks). 

Lending capacity of pure-play investment banks will be more impacted than diversified 
financials due to relatively lower capital levels and intensity of financial services exposures. 

Custodian banks, although not subject to the 10% limit applicable to large SIFIs, will be 
subject to stricter capacity constraints given their relatively low levels of capital and 
inclusion of securities lending exposures. 

How conservative are the proposed exposure definitions?  

The proposal takes a comprehensive view of credit exposure to a counterparty and includes 
lending, guarantees, repos and reverse repos, derivatives, securities lending and borrowing 
transactions, and securities issued. It also defines exposure on a net basis, allowing for 
credit risk mitigants such as collateral, guarantees, master netting agreements for 
derivatives and credit derivative hedges. This definition is generally in line with industry 
practices. It does not include intraday, settlement, or money market fund exposures. 

While exposures to the US government and its agencies are excluded from limits, exposures 
to foreign sovereigns, including central banks, and state/local governments are included. 

The usage of Total Capital represents a less stringent definition of capital when compared to 
Tier 1 Common Capital. 

What is the impact on infrastructure and cost of compliance?  

The usage of Basel II standardized approaches for derivatives exposures and collateral 
haircuts will generate the need for incremental infrastructure investments, as current 
practice will depart from standardized proposed rules. Other calculation rules will create 
additional management information system burdens. 

As exposure is defined on a net basis, there are incentives for smaller banks to develop or 
upgrade credit portfolio management functions to hedge large exposures. 

Credit concentration limits change the banking industry landscape with respect to SIFIs’ 
ability to lend and borrow, as measured by total lending and borrowing capacity. 
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Zone 1: Large SIFIs to large SIFIs 

Lending between US large SIFIs is constrained to a total of $424 billion, potentially 
creating the need to revisit existing counterparty limits and diverting business to non-US 
SIFIs that will not be subject to the rule (e.g., borrowing deficits might be covered by 
foreign banks). 

Pure-play investment banks are more impacted than diversified financials due relatively 
lower capital levels. 

Zone 2: Lending for custodian banks 

Due to the relatively low capital base and the inclusion of securities lending, limits in dollar 
terms are more restrictive for custodian banks.  

The average lending capacity of custodian banks ($3 billion) is lower than that of large 
SIFIs ($13 billion) or regional banks ($5 billion).  

Zone 3: Borrowing of small SIFIs  

The borrowing capacity of small SIFIs is quite extensive — particularly if coming from large 
SIFIs, and not constrained by these new regulations. 
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We anticipate limited capacity in lending/borrowing markets between large SIFIs, as well 
as constrained lending capacity for custodian banks. The proposed rules will impact banks’ 
business activities and markets in a number of ways. 

Lending 

The impact of the new SIFI standards on the interbank credit market is uncertain. Lending 
to large SIFIs from large SIFIs will be restricted. The proposal would also limit placements 
and deposits at large SIFIs, which may reduce market liquidity. 

Repo markets  

The exclusion of private label mortgage-backed securities and asset-backed securities 
(MBS/ABS) as eligible collateral will have limited impact to repo markets, as only 5% of the 
tri-party repo market relies on private label MBS/ABS collateral. Tri-party repo market 
collateral allocations might create infrastructure challenges. 

Securities lending  

The high level of haircuts proposed (particularly for equities) and the lack of portfolio 
diversification benefits when calculating exposure are factors that might change the 
dynamics of the securities lending market. Approximately 40% of securities on loan are 
equities and 37% are lent versus non-cash collateral (see Appendix A for agency securities 
lending market). These are segments of the market that are penalized by the proposed 
rules. 
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Derivatives 

The proposed SIFI rules will have some impact on the over-the-counter (OTC) derivatives 
market as exposure calculations will deviate from advanced models currently being used. 
Most of the derivatives activity is concentrated in the large SIFI segment (see Appendix B), 
where total derivatives exposure to all counterparties averages 300% of total capital per 
bank. Derivatives exposure calculated under the Current Exposure Method (CEM) outlined 
in the proposal is expected to be between two and six times higher than the exposure 
calculated with internal models currently used by most SIFIs. 

The proposed rules will also have some impact in the cleared derivatives market, as 
contributions to a guaranty fund will be treated as credit exposure to the central 
counterparty and initial and variation margin posted to a counterparty will be treated as a 
credit exposure in derivative unless held in a segregated account. 

Fixed income and equity markets  

Limits could reduce the ability of SIFIs to hold, and thus reduce the demand for, securities 
issued by US banks, US states, foreign sovereigns, and foreign central banks. 

Scope of application 

Credit concentration limits will be applied to BHCs with total consolidated assets of $5o 
billion or more and to non-financial companies designated by the Financial Stability 
Oversight Council (FSOC). Since none have been designated, the proposal is largely a 
placeholder for such entities. 

Nonbank financial companies (NBFCs) have to be specifically designated by the FSOC by a 
super-majority vote of the members. No designations are expected until later in 2012. 

There are a number of firms that could be designated, but our current read of the situation 
is that the FSOC will be fairly conservative in designating NBFCs, probably designating no 
more than two to four initially. 

Comments are solicited related to further evaluation criteria and unintended consequences 
created in nonbank covered companies. 

Credit concentration limits are applied at the consolidated level of the BHC. 

Key requirements  

• Concentration limits include all credit exposures of the covered company and all its 
subsidiaries. 

• Subsidiaries are defined in terms of “control” of a company through one of three criteria: 
(i) direct or indirect ownership or control of 25% or more of a class of voting securities of 
a company, (ii) direct or indirect ownership or control of 25% the company’s total equity, 
or (iii) consolidation for financial reporting purposes. 

• Advised or sponsored funds are not considered subsidiaries unless controlled under the 
criteria above. 

• Proposed concentration limits are broader and complementary to existing limits applied 
to bank subsidiaries (single-name investments and single-borrower lending not to 
exceed 10% and 15% of total capital, respectively).  
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Considerations and risks  

• The definition of control departs from the typical regulatory control definition of 50% 
plus ownership, thus potentially creating the burden to track credit exposures of firms or 
joint ventures where participation exceeds 25%. 

• Although advised/sponsored funds are not included under the proposed rule, the Fed 
asks rather pointedly whether the definition of subsidiary should include advised or 
sponsored money-market mutual funds due to implicit support considerations. 

• There is potential for double counting exposure in cases where more than one 
counterparty is determined to have “control” over the same entity under the proposed 
definition.  

Applicable counterparties 

Credit concentration limits will be applied at the consolidated level of the counterparty.  

Key requirements  

• The limits are based on aggregate exposure to a counterparty. For a company, it includes 
all of its subsidiaries. For US federal and state and foreign sovereign entities, it includes 
the respective government and all of its agencies, instrumentalities, and subdivisions 
collectively. 

• Exposures to the US government and its agencies, including Fannie Mae and Freddie 
Mac, are exempt from the limits. 

• There is no similar exemption for exposures to state or local government, foreign 
sovereigns, or central banks. Similarly, obligations of Home Loan Banks and Farm Credit 
System are not explicitly mentioned as exempt. 

Considerations and risks  

• Inclusion of exposures to political subdivisions within a state (e.g., aggregate exposure to 
California) includes all exposures to its political subdivisions. Foreign, sovereign, and 
central banks can create credit capacity issues in a number of firms. The Proposal asks 
whether exposure to foreign state-owned companies and banks should be aggregated as 
part of the exposure to foreign sovereigns.   

Limit level 

 A two-tier credit limit structure is proposed, with 25% of total capital as the general rule 
and a 10% more stringent limit applied to the large SIFIs.  

Key requirements  

• In addition to the 25% limit, the rule establishes a stricter 10% limit for exposures 
between major covered companies, defined as US BHCs and foreign banks with US 
operations that have total consolidated assets in excess of $500 billion. 

Considerations and risks  

• The $500 billion criteria applied to determine large SIFIs as part of the more stringent 
credit concentration limits departs from the criteria used to determine G-SIBs (global 
systemically important banks). As a result, there are banks that are part of the G-SIBs list 
that are not part of the large SIFI list. 
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• Size of credit limits is directly tied to total capital without considering business banking 
model differences. As a result, this approach creates deficits and excesses in credit 
lending/borrowing capacity of banks depending on whether they are large SIFIs, 
custodian banks, or regional banks. 

• Some SIFIs may have to add a buffer to the 10% or 25% limits as exposure is not always 
known in real time and can be volatile. This would result in effective limits that are more 
restrictive than the ones proposed. 

Definition of capital 

A limit based on Total Capital represents a less stringent definition of capital versus Tier 1 
common. 

Key requirements  

• Capital stock and surplus is defined as the sum of (i) total regulatory capital, and (ii) 
balance of ALLL not included in Tier 2 capital. This measure of capital is consistent with 
other existing Fed and OCC regulations. 

• The inclusion of an excess allowance in the credit concentration limit increases credit 
capacity by 7%. 

 Considerations and risks  

• The Fed asks whether the focus should be on Tier 1 common equity as a measure for 
determining the limit, given the increasing usage of Tier 1 as the supervisory metric used 
for Basel III and stress testing purposes. If Tier 1 common is used, the credit capacity 
among large SIFIs (10% limit) will be reduced 57% and the credit capacity across SIFIs 
(25% limit) will be reduced by 35%. 
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Definition of exposure 

Gross exposure can be reduced through collateral, guarantees, or hedges, but exposure to a 
collateral issuer or protection provider is also subject to the limit. 

Key requirements  

The proposal provides specific rules to calculate gross and net exposure. 
 1. Extensions of credit  

+ 2. Repos and reverse repos  

+ 3. Securities lending and securities borrowing  

+ 4. Guarantees, acceptances, and letters of credit 

+ 5. Investments in securities 

+ 6. Derivatives exposure  

= GROSS EXPOSURE  

 1. Eligible collateral  

- 2. Unused credit lines  

- 3. Eligible guarantees  

- 4. Eligible equity and credit derivatives  

- 5. Other eligible hedges  

- 6. Effect of bilateral agreements  

= NET EXPOSURE 

Considerations and risks  

Gross exposure 

• The limit excludes intraday and settlement exposures but includes investments held in 
trading and investment portfolios. 

• The add-on approach for potential exposure of OTC derivatives is in line with the Basel 
standardized approach but not with internal models, posing “use test” issues. 

• Collateral haircut levels are in line with the Basel standardized approach, but for equities 
and corporate bonds are higher than existing market practice. The haircut approach 
differs from that adopted by the UK’s Financial Services Authority, which contains 
granular credit quality and liquidity horizons (see Appendix E). 

Net exposure 

• When a covered company uses collateral to reduce net credit exposure, it must include 
the value of collateral in its calculation of gross exposure to the issuer of the collateral 
(substitution rule). The same rule would apply for other protection providers under 
guarantees, and derivatives. 

• Lack of portfolio diversification effects of collateral provided by single counterparties. 

• Exclusion of private label MBS/ABS as eligible collateral.  
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• The credit portfolio management units (in non-large SIFIs) that coordinate hedging 
activities for large exposures will gain importance given eligible adjustment from the 
application of credit default swaps or equity hedges. However, this shifts exposure to 
protection providers. 

• Treatment of portfolio/proxy hedges. 

Highlights of proposed gross exposure calculation methodology 

Extensions of credit. Face amounts owed by counterparty from loans, deposits, and 
committed lines of credit.  

Repo and reverse repos. For repos, exposure is calculated as the market value of 
securities transferred by the covered company to the counterparty plus this amount 
multiplied by the collateral haircut.  

For reverse repos, exposure is calculated as the amount of cash transferred by the covered 
company to the counterparty.  

Securities lending and securities borrowing. For securities borrowing, exposure is 
defined as the amount of cash collateral plus the market value of securities collateral 
transferred by the covered company to the counterparty.  

For securities lending, exposure is calculated as the market value of securities lent by the 
covered company to the counterparty plus an add-on calculated as the market value of the 
securities lent multiplied by the collateral haircut.  

Guarantees, acceptances, and letters of credit. Lesser of face amount or maximum 
potential loss to the covered company. 

Investments in securities. For debt securities in trading account and available-for-sale 
securities, the greater of market value or amortized purchase price; for held-to-maturity 
securities, the amortized purchase price. For equity securities, the greater of the purchase 
price or market value. 

Derivatives exposure. For derivatives transactions not subject to netting agreements, 
exposure is measured by the sum of (i) the current exposure of the derivatives contract 
equal to the current exposure (greater of mark-to-market value of the contract or zero) and 
(ii) the potential future exposure, calculated by multiplying the notional principal amount 
of the derivatives contract by the appropriate conversion factor (in the proposal). 

For derivatives transactions subject to qualifying master netting agreements, the exposure 
at default amount calculated under Fed BHC Capital rules 12 CFR part 225, Appendix G, § 
32(c)(6). This rule allows the netting of positive and negative exposures (MTM+PFE) 
calculated using the Basel II standardized formula if there is a qualifying netting agreement 
in place.  

For credit and equity derivatives, exposure is calculated as the lesser of the face amount of 
the transaction or the maximum potential loss to the covered company on the transaction. 

For cleared derivatives, contributions to a guaranty fund are treated as credit exposure to 
the central counterparty. Initial and variation margin posted to a counterparty is treated as 
a credit exposure unless it is held in a segregated account. 
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Collateral haircut table  
Sovereign entities  

 Residual maturity Haircut without currency mismatch1  

OECD country risk 
classification2 0-1 

≤ 1 year  0.005 

>1 year, ≤ 5 years  0.02 

>5 years  0.04 

OECD country risk 
classification 2-3 

≤ 1 year  0.01 

>1 year, ≤ 5 years  0.03 

>5 years  0.06 
Corporate and municipal bonds that are Bank Eligible Investments  

 
Residual maturity  
for debt securities  Haircut without currency mismatch  

All  ≤ 1 year 0.02 

All  >1 year, ≤ 5 years 0.06 

All  >5 years 0.12 
Other eligible collateral  
Main index3 equities  
(including convertible bonds)  0.15  

Other publicly traded equities  
(including convertible bonds)  

0.25  

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

Cash collateral held  0 

Derivatives add-on table  

Remaining 
maturity4  

Interest 
rate  FX rate 

Credit* (bank-
eligible investment 
reference obligor)5 

Credit** (non-
bank-eligible 
reference 
obligor)  Equity  

Precious 
metals 
(except 
gold)  Other  

≤ 1 year 0.00  0.01  0.05  0.10  0.06  0.07  0.10 

>1 year, ≤ 5 years  0.005  0.05  0.05  0.10  0.08  0.07  0.12  

>5 years 0.015  0.075  0.05  0.10  0.10  0.08  0.15  

                                                             
1 In cases where the currency denomination of the collateral differs from the currency denomination of the 
credit transaction, an additional 8% haircut will apply. 
2 OECD country risk classification means the country risk classification as defined in Article 25 of the OECD’s 
February 2011 Arrangement on Officially Supported Export Credits. 
3 Main index means the Standard & Poor’s 500 Index, the FTSE All-World Index, and any other index for 
which the covered company can demonstrate to the satisfaction of the Fed that the equities represented in 
the index have comparable liquidity, depth of market, and size of bid-ask spreads as equities in the Standard 
& Poor’s 500 Index and FTSE All-World Index. 
4 For an OTC derivative contract that is structured such that on specified dates any outstanding exposure is 
settled and the terms are reset so that the market value of the contract is zero, the remaining maturity equals 
the time until the next reset date. For an interest rate derivative contract with a remaining maturity of greater 
than one year that meets these criteria, the minimum conversion factor is 0.005. 
5 A company must use the column labelled “Credit (bank-eligible investment reference obligor)” for a credit 
derivative whose reference obligor has an outstanding unsecured debt security that is a bank-eligible 
investment. A company must use the column labelled “Credit (non-bank-eligible investment reference 
obligor)” for all other credit derivatives. 
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Highlights of the proposed net exposure calculation methodology 

Eligible collateral. Gross credit exposure can be reduced by the “adjusted market value” 
of eligible collateral after applying proposed haircuts. The gross credit exposure to the 
collateral issuer cannot exceed the uncollateralized exposure to the counterparty. The 
covered company is required to track the value of the collateral during the duration of the 
transaction. 
Eligible collateral includes cash, debt securities (including agency MBS and ABS but 
excluding private label MBS and ABS), equity securities, and convertible bonds.  

Unused credit lines. Gross credit exposure can be reduced by the amount of the unused 
portion, provided the covered company does not have a legal obligation to advance funds 
until the counterparty provides qualifying collateral for an amount equal to or greater than 
the unused amount. 

Eligible guarantees. Gross credit exposures reduced by the amount of any eligible 
guarantee from an eligible protection provider, provided that the guarantees are included in 
the gross credit exposure to the eligible protection provider. The exposure to the eligible 
protection provider cannot exceed the exposure to the counterparty before the application 
of the guarantee. 

Eligible equity and credit derivatives. Gross credit exposures is reduced by the 
notional amount of any eligible credit or equity derivative hedge that references the 
counterparty if the covered company obtains the derivative from an eligible protection 
provider. The exposure to the eligible protection provider cannot exceed the unhedged 
exposure to the counterparty. 

Other eligible hedges. Gross credit exposure may be reduced by the face amount of a 
short sale of the counterparty’s debt or equity security. 

Effect of bilateral agreements. In calculating credit exposure to a counterparty, a 
covered company may net the gross credit exposure amounts of (i)  its repo and reverse 
repo transactions with a counterparty and (ii) its securities lending and borrowing 
transactions with a counterparty in each case where the transactions are subject to a 
bilateral netting agreement with that counterparty. The proposal does not define a bilateral 
netting agreement (unlike the case with a master netting agreement. 
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Examples for securities lending business: Agency 

Cash collateral 
A BHC acts as an agent for a mutual fund 
and lends equity securities valued at $100 to 
a broker dealer. The broker provides $105 in 
cash collateral.6 

Broker dealer 
• BHC gross exposure = $100 + $15 = $115 
• BHC net exposure = $115 - $105 = $10 

Non-cash collateral eligible: Equity 
A BHC acts as an agent for a mutual fund 
and lends equity securities valued at $100 to 
a broker dealer. The broker provides $105 in 
equity collateral.  

Broker dealer 
• BHC gross exposure = $100 + $15 = $115 
• BHC net exposure = $115 - $105*85% = $25.75 

Equity issuer  
• BHC gross exposure = $97.75 

Non-cash collateral eligible: Fixed 
income 
A BHC acts as an agent for a mutual fund 
and lends equity securities valued at $100 to 
a broker dealer. The broker provides $102 in 
five-year sovereign bond collateral (OECD 
country 0-1).  

Broker dealer 
• BHC gross exposure = $100 + $15 = $115 
• BHC net exposure = $115 - $102*96% = $17.08 

Foreign sovereign  
• BHC gross exposure = $97.92 

Non-cash collateral not eligible 
A BHC acts as an agent for a mutual fund 
and lends equity securities valued at $100 to 
a broker dealer. The broker provides $105 in 
private label ABS.  

 

Broker dealer 
• BHC gross exposure = $100 + $15 = $115 
• BHC net exposure = $115 - 0 = $115 

Examples for securities lending business: Principal 

Cash collateral 
A BHC acts as a principal for a mutual fund. 
The BHC borrows $100 in equity securities 
and sends cash collateral of $105 to the 
mutual fund. The BHC lends equity 
securities valued at $100 to a broker dealer. 
The broker provides $105 in cash collateral. 

Mutual fund  
• BHC gross exposure = $105 = $105 
• BHC net exposure = $105 -100*85% = $20  

Broker dealer 
• BHC gross exposure = $100 + $15 = $115 
• BHC net exposure = $115 - $105 = $10 

Non-cash collateral  
A BHC acts as a principal for a mutual fund. 
The BHC borrows $100 in equity securities 
and sends cash collateral of $105 to the 
mutual fund. The BHC lends equity 
securities valued at $100 to a broker dealer. 
The broker provides $105 in equity 
collateral.  

 

Mutual fund 
• BHC gross exposure = $105 = $105 
• BHC net exposure = $105 - 100*85% = $20 

Broker dealer 
• BHC gross exposure = $100 + $15 = $115 
• BHC net exposure = $115 - $105*85% = $25.75 

Equity issuer  
• BHC gross exposure = $97.75 

                                                             
6 Note: If cash collateral is invested in other securities, it is uncertain under the rules whether cash collateral 
gets 100% full credit.  
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Examples for repo 

Fixed income 
BHC acts as a borrower to a broker dealer. 
The BHC borrows $100 in cash from the 
broker dealer and provides $102 of >5 years 
OECD government bond securities (country 
0-1) to the borrower as collateral.  

Broker dealer 
• BHC gross exposure = $102+102*4%=106.08  
• BHC net exposure = $106.08 -$100= $6.08 

Equity 
BHC acts as a borrower to a broker dealer. 
The BHC borrows $100 in cash from the 
broker dealer and provides $110 of equity 
securities to the borrower as collateral.  

Broker dealer 
• BHC gross exposure = $110+110*15%=126.5  
• BHC net exposure = $126.5-$100= $26.5 

 
Examples for reverse repo 

Fixed income 
BHC acts as a lender to a broker dealer. The 
BHC lends $100 in cash to the broker dealer 
and receives $102 of >5 years OECD 
government bond securities (country 0-1) 
from the broker dealer as collateral. 

Broker dealer 
• BHC gross exposure = $100 
• BHC net exposure = $100 -$102*96%= $2.08 

Foreign sovereign 
• BHC gross exposure = $97.92 

Equity 
BHC acts as a lender to a broker dealer. The 
BHC lends $100 in cash to the broker dealer 
and receives $105 in equity securities from 
the broker dealer as collateral.  

 

Broker dealer 
• BHC gross exposure = $100 
• BHC net exposure = $100 -$105*85%= $10.75 

Equity issuer 
• BHC gross exposure = $89.25 

Infrastructure 

MIS and legal infrastructure investments will be substantial since the proposal will bring 
new standards that are not currently addressed in existing bank infrastructure. 

Credit MIS  
Credit exposure reporting requirements will be coordinated with the new proposed credit 
concentration limits and as a result we anticipate that the regulator will enforce exposure 
reports following the proposed rules.  

Areas that particularly will bring significant infrastructure and MIS burden include: 
• Collateral and guarantees tracking. If collateral/guarantees are used to reduce gross 

exposures, banks will have to include the value of the collateral/guarantee when 
calculating gross exposure to the issuer of the collateral/guarantee. This would be 
particularly challenging in business activities where collateral changes frequently. 

• Tracking of issuer risk of securities in trading portfolios. 

• Tracking of purchase price and amortized cost of securities for credit exposure 
measurement purposes, particularly for certain positions in the trading book. 
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• Application of proposed collateral haircuts and derivative add-ons will require a parallel 
calculation to the one within internal models currently used to monitor credit exposures 
at large institutions. 

• Unused lines are integrated in exposure calculations through EAD factors. 

• Application of new collateral haircuts. 

• Inclusion of eligible hedges in the calculation, particularly for trading positions including 
equity derivatives and short positions. 

• Daily aggregation, calculation and reporting of exposures and compliance with limits. 

• Updating and tracking of consolidation hierarchies for aggregation of exposure to a 
single counterparty as defined in the proposal. 

• Allocation of exposure of one entity to multiple counterparties that have “control” over it. 

• Monitoring of middle market credit lending activities that will not likely be affected by 
the limit. 

Legal  

• Potential need to review legal contracts to ensure proper master netting agreements are 
in place to maximize netting of credit exposures on derivatives and ensure proper 
bilateral netting agreements are in place to reduce exposure on repos/reverse repos and 
securities lending and borrowing. 

Compliance  

• Calculations must be performed on a daily basis at the end of the business day. 

• Firms will be required to submit a monthly compliance report. 

• Provides a 90-day cure period under certain non-compliance circumstances. 
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Appendix A: Agency securities lending market 

 

The Survey reflects data provided by the following institutions:  
• Bank of New York Mellon Corp 
• Blackrock 
• Brown Brothers Harriman & Co 
• Citibank NA 
• Comerica Bank 
• Frost Bank 
• Goldman Sachs Agency Lending 
• J.P. Morgan 
• M&I Global Securities Lending 
• Northern Trust Company 
• State Street Bank & Trust Co 
• Union Bank, N.A. 
• US Bank National Association 
• Vanguard Group 
• ClearLend  
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Appendix B: Credit equivalent exposures for the top 25 
commercial banks and trust companies in derivatives 
 

 
 
Notes: 

• Total credit exposure is defined as the credit equivalent amount from derivative contracts (RC-R line 
54), which is the sum of netted current credit exposure and PFE. 

• The total credit exposure to capital ratio is calculated using risk-based capital (Tier 1 plus Tier 2 
capital).  

• Currently, the call report does not differentiate credit derivatives by contract type. Credit derivatives 
have been included in the sum of total derivatives here. 

• Numbers may not add due to rounding. 
• Beginning in 2Q09, the methodology to calculate the credit risk exposure to capital ratio for the 

aggregated categories (Top 25, Other, and Overall Total) was adjusted to a summing methodology. 
  

 
Source: OCC’s Quarterly Report on Bank Trading and Derivatives Activities Second Quarter 2011.  
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Appendix C: Net derivatives current credit exposure of commercial 
banks by counterparty type 
 
Net current 
credit 
exposure by 
counterparty 
type as a% of 
total NCCE  

Banks & 
securities 
firms  

Monoline 
financial 
firms  

Hedge 
funds  

Sovereign 
governments  

Corp and all 
other 
counterparties  Total  

Top five 
commercial 
banks  

61%  0%  2%  4%  33%  100
%  

Total 
commercial 
banks  

58%  0%  2%  4%  36%  100
%  

 
The distribution of net current credit exposure in the banking system is concentrated in banks/securities firms 
(58%) and corporations (36%).  
The concentration in banks and securities as counterparties for derivatives is even higher for the top five 
commercial banks – JP Morgan Chase Bank NA, Citibank, Bank of America, Goldman Sachs and Morgan 
Stanley. 
 
Source: OCC’s Quarterly Report on Bank Trading and Derivatives Activities Second Quarter 2011  
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Appendix D: Interbank loans for commercial banks in the United 
States 
 
Asset 
account 
(seasonally 
adjusted, in 
$ billions)  

Nov 
2010  

May 
2011  

Jun 
2011  

Jul  
2011 

Aug 
2011  

Sep 
2011  

Oct 
2011  

Nov 
2011  

Dec 7, 
2011  

Dec 14, 
2011  

Dec 21, 
2011  

Dec 28, 
2011  

Interbank 
loans  29.0  26.8  37.1  11.7  12.3  12.0  11.5  10.1  10.0  9.9  10.8  11.0  

Fed funds and 
reverse repos 
with banks  

184.7  137.2  144.7  120.6  127.0  119.6  114.7  110.1  109.8  110.7  106.8  108.4  

Loans to 
commercial 
banks  

155.6  110.4  107.5  108.9  114.6  107.6  103.2  100.0  99.7  100.8  96.0  97.4  

 
Note: Data includes the following types of institutions in the 50 states and the District of Columbia: 
domestically chartered commercial banks, US branches and agencies of foreign banks, and Edge Act and 
agreement corporations (foreign-related institutions). Data excludes international banking facilities.  
 
Source: Federal Reserve System  
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Appendix E: Comparison of collateral haircuts in the proposed 
SIFI standards vs. UK prudential standards volatility adjustments 

 Sovereign entities and central banks 
 
SIFI standards  
 
Sovereign entities  

 Residual maturity Haircut without currency mismatch7* (%)  

OECD country risk 
classification8 0-1 

≤ 1 year  0.5  

>1 year, ≤ 5 years  2  

>5 years  4  

OECD country risk 
classification 2-3 

≤ 1 year  1 

>1 year, ≤ 5 years  3  

>5 years  6  

Source: Federal Reserve System, 12 CFR Part 252, Enhanced Prudential Standards and Early Remediation 
Requirements for Covered Companies 
* Conversion factor has been expressed in “%” for consistency with the BIPRU standards. 
 
BIPRU  
 
Central governments and central banks as described in BIPRU 5.4.2 R (2)9  
Credit quality step 
with which the 
credit assessment 
of the debt security 
is associated  

Residual  
maturity 

20-day  
liquidation 
period (%) 

10-day  
liquidation 
period (%) 

5-day  
liquidation 
period (%) 

1  

≤ 1 year  0.71 0.5 0.35 

>1 year, ≤ 5 years  2.83 2 1.41 

>5 years  5.66 4 2.83 

2-3  

≤ 1 year  1.41 1 0.71 

>1 year, ≤ 5 years  4.24 3 2.12 

>5 years  8.49 6 4.24 

4  

≤ 1 year  21.21 15 10.61 

>1 year, ≤ 5 years  21.21 15 10.61 

>5 years  21.21 15 10.61 

Source: FSA, Prudential Sourcebook for Banks, Building Societies and Investment Firms 
 

                                                             
7 In cases where the currency denomination of the collateral differs from the currency denomination of the 
credit transaction, an addition 8% haircut will apply. This compares to a range of 11.3% to 5.6% depending on 
the liquidation period used. 
8 OECD country risk classification means the country risk classification as defined in Article 25 of the OECD’s 
February 2011 Arrangement on Officially Supported Export Credits. 
9 For secured lending transactions, the liquidation period is 20 business days. For repurchase transactions 
and securities lending or borrowing transactions, the liquidation period is 5 business days. For other capital-
market-driven transactions, the liquidation period is 10 business days. 



A Closer Look at Dodd-Frank Wall Street Reform and Consumer Protection Act 

 www.pwcregulatory.com    21 

Corporates  
 
SIFI standards  
 
Corporate and municipal bonds that are bank-eligible investments  

 
Residual maturity 
for debt securities  Haircut without currency mismatch* (%)  

All  ≤ 1 year  2  

All  >1 year, ≤ 5 years  6  

All  >5 years  12  

Source: Federal Reserve System, 12 CFR Part 252: Enhanced Prudential Standards and Early Remediation 
Requirements for Covered Companies 
* Conversion factor has been expressed in “%” for consistency with the BIPRU standards. 
 
 
BIPRU  
 
Credit institutions and corporate as described in BIPRU 5.4.2 R (3) and (4) 3 
Credit quality step 
with which the 
credit assessment 
of the debt 
security 
is associated  

Residual  
maturity 

20-day  
liquidation 
period (%) 

10-day  
liquidation 
period (%) 

5-day  
liquidation 
period (%) 

1 

≤ 1 year  1.41  1  0.71  

>1 year, ≤ 5 years  5.66  4  2.83  

>5 years  11.31  8  5.66  

2-3 

≤ 1 year  2.83  2  1.41  

>1 year, ≤ 5 years  8.49  6  4.24  

>5 years  16.97  12  8.49  

4 

≤ 1 year  N/A  N/A  N/A  

>1 year, ≤ 5 years  N/A  N/A  N/A  

>5 years  N/A  N/A  N/A  
Source: Prudential Sourcebook for Banks, Building Societies and Investment Firms 
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Other eligible collateral 
 
SIFI standards  
 
Other eligible collateral* (%)  
Main index10 equities 
(including convertible 
bonds)  15  
Other publicly traded 
equities (including 
convertible bonds)  

25  

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

Cash collateral held  0  

Gold  N/A  

Source: Federal Reserve System, 12 CFR Part 252, Enhanced Prudential Standards and Early Remediation 
Requirements for Covered Companies 
* Conversion factor has been expressed in “%” for consistency with the BIPRU standards. 
 
 
BIPRU  
 
Other eligible collateral 11 

 
20-day liquidation 

period (%) 
10-day liquidation 

period (%) 
5-day liquidation 

period (%) 
Main index equities/main 
index convertible bonds  

21.21  15  10.61  

Other equities/convertible 
bonds traded on a 
recognized investment 
exchange or designated 
investment exchange  

35.36  25  17.68  

Mutual funds  N/A  N/A  N/A  

Cash collateral held  0  0  0  

Gold 21.21  15  10.61  

Source: Prudential sourcebook for Banks, Building Societies and Investment Firms 
 
  

                                                             
10 Main index means the Standard & Poor’s 500 Index, the FTSE All-World Index, and any other index for 
which the covered company can demonstrate to the satisfaction of the Fed that the equities represented in 
the index have comparable liquidity, depth of market, and size of bid-ask spreads as equities in the Standard 
& Poor’s 500 Index and FTSE All-World Index. 
11 For secured lending transactions, the liquidation period is 20 business days. For repurchase transactions 
and securities lending or borrowing transactions, the liquidation period is 5 business days. For other capital-
market-driven transactions, the liquidation period is 10 business days. 
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Appendix F: Tri‐party repo statistics as of April 9, 2010 
 
Composition and concentration of tri‐party repo collateral  
 

Asset group 
Collateral value 

($ billions) 
Share of 

total 
Concentration 

by top 3 dealers 
ABS (Investment and non-investment grade) 41.7 2.4% 45% 
Agency CMOs 112.7 6.6% 46% 
Agency debentures (including strips) 179.5 10.5% 33% 
Agency MBS 584.9 34.2% 45% 
CMOs private label investment grade 25.2 1.5% 48% 
CMOs private label non-investment grade 18.9 1.1% 47% 
Corporates investment grade 79.6 4.7% 39% 
Corporates non-investment grade 34.7 2.0% 54% 
Equities 73.3 4.3% 59% 
Money markets 27.4 1.6% 74% 
US Treasuries excluding strips 474.4 27.7% 39% 
US Treasury strips 38.7 2.3% 46% 
Other 19.5 1.1%  
Total 1,710.5 100% 38% 
 
 
Distribution of investor haircuts in tri‐party repo  
  Haircuts 

Asset group 
Collateral value 

($ billions) 
10th 

percentile Median 
90th 

percentile 
ABS (IG and non-IG) 41.7 0%  5%  
Agency CMOs 112.7 2%  3% 5% 
Agency debentures (including strips) 179.5 2% 2% 5% 
Agency MBS 584.9 2% 2% 4% 
CMOs private label investment grade 25.2 2% 5% 7% 
CMOs private label non-investment grade 18.9 0% 8% 8% 
Corporates investment grade 79.6 2% 5% 8% 
Corporates non-investment grade 34.7 5% 8% 15% 
Equities 73.3 5% 8% 20% 
Money markets 27.4 2% 3% 5% 
US Treasuries excluding strips 474.4 2% 2% 2% 
US Treasury strips 38.7 2% 2% 2% 
Other 19.5    
Total 1,710.5    
 
Source: Federal Reserve Bank of New York, Tri-Party Repo Infrastructure Reform (May 17, 2010) 
  



 

 

Additional information  

If you would like additional information on single counterparty exposure limits, please contact: 

Dan Ryan 
646 471 8488 
daniel.ryan@us.pwc.com 

Fernando de la Mora 
646 471 5257 
fernando.de.la.mora@us.pwc.com 

Alejandro Johnston 
646 471 7517 
alejandro.johnston@us.pwc. com 

If you would like additional information on Dodd-Frank, the Volcker Rule or about PwC’s 
Financial Services Regulatory Practice, please contact: 

Dan Ryan 
FS Regulatory Practice 
Chairman 
646 471 8488 
daniel.ryan@us.pwc.com 

John Garvey 
FS Advisory Practice Leader 
646 471 2422 
john.garvey@us.pwc.com 

Bob Sullivan 
Global Banking Practice 
Leader 
646 471 8388 
robert.p.sullivan@us.pwc.com 

PwC’s Financial Services Regulatory Practice Leaders 
Kenneth Albertazzi 
617 530 6237 
kenneth.albertazzi@us.pwc.com 
 
David Albright 
703 918 1364 
david.albright@us.pwc.com 
 
Thomas Biolsi 
646 471 2056 
thomas.biolsi@us.pwc.com 
 
Manny Bulone 
646 471 5131 
emanuel.bulone@us.pwc.com 
 
Anthony Conte 
646 471 2898 
anthony.conte@us.pwc.com 
 
J. Erik Garr 
703 918 3639 
j.erik.garr@us.pwc.com 
 
Alison Hoover 
703 918 3966 
alison.hoover@us.pwc.com 

Jeff Lavine 
703 918 1379 
jeff.lavine@us.pwc.com 
 
Michael Malone 
617 530 4131 
michael.malone@us.pwc.com 
 
Richard Neiman 
646 471 3823 
richard.neiman@us.pwc.com 
 
Robert Nisi 
415 498 7169 
robert.nisi@us.pwc.com 
 
Ric Pace 
703 918 1385 
ric.pace@us.pwc.com 
 
Richard Paulson 
646 471 2519 
richard.paulson@us.pwc.com 
 
Lori Richards 
703 610 7513 
lori.richards@us.pwc.com 

Douglas Roeder 
703 918 3492 
douglas.w.roeder@us.pwc.com 
 
David Sapin 
646 471 8481 
david.sapin@us.pwc.com 
 
Coryann Stefansson 
703 918 1621 
coryann.stefansson@us.pwc.com 
 
Tom Sullivan 
860 241 7209 
thomas.sullivan@us.pwc.com 
 
Ellen Walsh 
646 471 7274 
ellen.walsh@us.pwc.com 
 
Dan Weiss 
703 918 1431 
dan.weiss@us.pwc.com 
 
Gary Welsh 
703 918 1432 
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