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1. Regulators on the Hill: Powell and Goldsmith Romero

-> What happened? Fed Chair Jerome Powell testified before the Senate Banking Committee and House Financial
Services Committee on July 9th and 10th, respectively. Separately, several nominees to agency positions, including
Christy Goldsmith Romero to lead the FDIC, testified before the Senate Banking Committee on July 11th.

-> What was said? Both hearings covered several similar subjects:

4 Basel lll endgame. Powell said the agencies have made "quite a bit of progress" and are close to making a decision
on next steps for the proposal. He clarified that he and several other Fed Board members are in favor of a
re-proposal but still need to agree with the OCC and FDIC. In the HFSC hearing, he clarified that the Fed is looking
at a “partial re-proposal” but declined to provide specifics. Powell suggested that a re-proposal would be issued
alongside the Fed’s quantitative impact study with comment periods for both, likely for 60 days. When asked about
his prediction on timing for a final rule, he estimated the beginning of next year. Regarding the capital impact of Basel
Il endgame, he said there is no precise answer on the appropriate level of capital in the banking system but that he
is aiming to arrive at a rule that is “comparable” to the Basel Il implementation of other large economies.

Goldsmith-Romero said that “re-proposal is always on the table” for a proposal that receives a high volume of
negative comments. She added that she would need to review the changes to the proposal once confirmed and is
not in a rush as she wants to get it right and consider unintended consequences.

4 Other outstanding rulemakings. Powell confirmed that the Fed is focused on Basel Il endgame and will complete
the next set of actions on that front before moving onto other priorities, including finalizing the long-term debt
proposal and proposing new liquidity requirements as previewed by Vice Chair for Supervision (VCS) Michael Barr.

4 Supervision. When asked about changes to the Fed’s approach to supervision following last year’s bank failures
and ensuing criticism of the supervision of those banks, Powell said VCS Barr is leading a “big project” to see where
the Fed can make supervision faster and more forceful where appropriate.

4 Supreme Court decision on Chevron deference. Powell was asked to address the recent Supreme Court decision
overturning Chevron deference. He said the Fed is still reviewing the impact of the decision but is committed to
“reading the letter of the law and following it.” Both Powell and Goldsmith Romero were asked about whether the
2018 regulatory relief law that raised the threshold for enhanced requirements from $50 billion to $250 billion is
applicable to future rulemakings out of the Fed and FDIC, including the long-term debt proposal. Both responded
affirmatively.

¢ Executive compensation. The Fed has not yet joined the other agencies in re-proposing the executive
compensation rule required by Dodd-Frank. Powell previously expressed skepticism of the necessity of the rule and
clarified this week that he believes Dodd-Frank calls for either rulemaking or guidance, and the Fed published
executive compensation guidance in 2010.


https://www.banking.senate.gov/hearings/07/01/2024/the-semiannual-monetary-policy-report-to-the-congress
https://financialservices.house.gov/calendar/eventsingle.aspx?EventID=409311
https://financialservices.house.gov/calendar/eventsingle.aspx?EventID=409311
https://www.banking.senate.gov/hearings/07/01/2024/nomination-hearing
https://www.pwc.com/us/en/industries/financial-services/library/our-take/05-31-24.html
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An end in sight for Basel lll endgame? In these hearings, Powell continued his trend of being the most outspoken
representative of the three agencies responsible for Basel lll endgame. He was definitive in his view that a re-proposal is
necessary but it remains unclear whether the OCC and FDIC agree - or whether the FDIC'’s answer will need to wait for
Christy Goldsmith Romero to be confirmed and have a chance to review the negotiations. She likely has enough support
to make it out of the Senate Banking Committee to be confirmed by a full Senate vote despite criticism of her lack of
experience in bank supervision, but the legislative calendar could push her arrival to the FDIC into the fall. Powell’'s
comments on a partial re-proposal indicate that the agencies may directly finalize certain less-controversial elements of
the Basel Il endgame proposal, such as its extension of the requirement to reflect the impact of unrealized losses on
capital through accumulated other comprehensive income (AOCI) to all banks with over $100 billion in assets. Although it
now appears likely that a re-proposal will aim to address industry criticism, including by aligning more closely with
implementations in other jurisdictions, the fate of a re-proposal will depend on the substance and impact of the changes. If
the industry is still highly critical of the formulation, Powell’s estimate of a 60-day comment period and finalization early
next year means that the fate of Basel Ill endgame could be impacted by any potential leadership changes at the
agencies following the election. Otherwise, a re-proposal later this year and an unchallenged early 2025 finalization could
mean implementation beginning in early 2026.

Other rules in limbo. Powell’s confirmation that Basel Il endgame is the Fed'’s top rulemaking priority means that the
industry will need to wait even longer for answers on the final long-term debt rule and new liquidity requirements. Although
the long-term debt proposal was relatively uncontroversial compared to Basel Il endgame, the questions on the impact of
the Supreme Court decision indicate that there could be challenges to any rulemaking that extends requirements to banks
with under $250 billion in assets. On executive compensation, Powell’s response showed that he is still highly skeptical of
the necessity of a rulemaking and is not any closer to joining the other agencies in moving forward on a re-proposal. With
non-Basel Il endgame rulemaking effectively on hold, banks will continue to feel the most significant near-term impact to
their regulatory change management through modifications to supervision implemented following the bank failures of 2023
and any prospective changes resulting from VCS Barr’s ongoing project.

2. OCC proposes expanded recovery planning guidance

= What happened? On June 24th, the OCC issued a notice of proposed rulemaking to revise its recovery planning

guidelines for certain large insured national banks, federal savings associations, and federal branches.

- What would change? The proposal would:

¢ Expand recovery planning guidelines to apply to institutions with over $100 billion in assets, down from the current
threshold of $250 billion (which was raised from $50 billion in 2018);

& Change the definition of “average total consolidated assets” to the “total assets” line in an institution’s call report;

4 Add an expectation for institutions to test their overall recovery plan and the underlying elements across severe
financial and non-financial stress scenarios; and

& Appropriately cover the impact of non-financial risks (e.g., operational and strategic risk) in recovery planning.

= What’s next? The OCC will accept comments until August 2nd, 2024. Covered institutions would have a year to comply

with finalized guidelines and 18 months to comply with testing requirements.


https://www.govinfo.gov/content/pkg/FR-2024-07-03/pdf/2024-13960.pdf
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Another brick in the wall to mitigate disruptive bank failures. As Acting Comptroller Michael Hsu previewed in a
speech in May, this proposal is part of the OCC’s response to last year’s bank failures as each of the banks that failed was
below the current $250 billion threshold for recovery planning. The reduced asset threshold would recapture a number of
institutions that would need to refresh past plans to account for numerous changes to their businesses and market
dynamics in the last six years. However, many of the elements of the recovery plans described in the guidance, including
testing, are already expected to be included in banks’ contingency funding and contingency capital plans. While the
guidelines do not explicitly define how the recovery plans should relate to existing plans, covered financial institutions
should consider taking a holistic approach when assessing these new guidelines, including how it fits with contingency and
resolution plans. Covered institutions may seek clarity on this in comments or even encourage the OCC to consider
replacing existing contingency funding and capital planning guidance with a more clear and comprehensive recovery
planning framework. A streamlined framework could help drive banks to better integrate financial models, scenario
analysis, and simulated “tabletop” exercises to ensure plans are operationally ready.

These notable developments hit our radar recently:

¢ FinCEN proposes AML/CFT rule. On June 28th, the Treasury Department’s Financial Crimes Enforcement
Network (FinCEN) proposed a rule to strengthen and modernize financial institutions’ anti-money laundering and
counter terrorist financing (AML/CFT) programs. The proposal would more explicitly require financial institutions to
establish, implement and maintain AML/CFT programs and incorporate government-wide AML/CFT priorities in
their risk-based programs. Comments must be received by September 1st, 2024.

* Hsu speaks on financial fraud. On July 10th, the Acting Comptroller Michael Hsu spoke on ways banks can assist
their customers in avoiding fraud and scams. He highlighted how artificial intelligence and other new technologies
have enabled more sophisticated and frequent occurrences of such.Hsu also encouraged financial institutions to
continue educating clients and implement strong controls, fraud monitoring, customer notification and resolution.

* CFTC dissent over regulatory agenda. On July 9th, CFTC) Commissioner Summer Mersinger issued a dissenting
statement regarding the Commission's Spring 2024 requlatory agenda. Her objection centered around the omission
of the CFTC’s uncleared swap margin rules, which were proposed in July 2023.

» Comments on digital assets. On July 10th, the CFTC Chair Rostin Behnam testified before the U.S. Senate
Committee on Agriculture, Nutrition and Forestry during a hearing on the_oversight of digital commodities. Also on
July 10th, the SEC’s Division of Enforcement Director Gurbir Grewal spoke on the current turmoil in the crypto
markets.



https://www.occ.gov/news-issuances/speeches/2024/pub-speech-2024-54.pdf
https://www.federalregister.gov/documents/2024/07/03/2024-14414/anti-money-laundering-and-countering-the-financing-of-terrorism-programs
https://www.occ.treas.gov/news-issuances/news-releases/2024/nr-occ-2024-75.html
https://www.cftc.gov/PressRoom/SpeechesTestimony/mersingerstatement070924
https://www.cftc.gov/PressRoom/SpeechesTestimony/mersingerstatement070924
https://www.reginfo.gov/public/do/eAgendaMain?operation=OPERATION_GET_AGENCY_RULE_LIST&currentPub=true&agencyCode=&showStage=active&agencyCd=3038&csrf_token=E4DB7DDBE55AE9EE9B067392D80A897418635D36691C18326C0CCE47998925C48231532B1C62011A91CA1D15E455FC865836
https://www.pwc.com/us/en/industries/financial-services/library/our-take/07-28-23.html
https://www.agriculture.senate.gov/imo/media/doc/9f9f3f18-c42a-db77-4f85-9c2f1e9a005d/Testimony_Behnam_07.10.2024.pdf
https://www.agriculture.senate.gov/hearings/oversight-of-digital-commodities
https://www.sec.gov/newsroom/speeches-statements/grewal-remarks-age-crypto-070224?utm_medium=email&utm_source=govdelivery
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