
‭➔‬ ‭What happened?‬‭On September 10th, Fed Vice Chair for‬‭Supervision (VCS) Barr gave a‬‭speech‬‭outlining the‬‭banking‬
‭agencies’ revisions to the‬‭July 2023 Basel III endgame‬‭proposal‬‭. He confirmed that he “intends to recommend”‬‭a‬
‭re-proposal of Basel III endgame and estimated that modifications would reduce the capital impact of the reforms from the‬
‭estimated 19% increase in Common Equity Tier 1 (CET1) capital for global systemically important banks (G-SIBs) to 9%.‬
‭He indicated that non-G-SIBs would be exempted from many aspects of the original proposal, leaving them with an‬
‭estimated 3-5% increase in capital requirements‬‭.‬

‭➔‬ ‭What is expected to change in the Basel III endgame re-proposal?‬‭Barr outlined a number of changes he‬‭intends to‬
‭recommend for each aspect of the re-proposal:‬

‭◆‬ ‭Credit risk‬

‭●‬ ‭Reducing the proposed risk-weighting for loans secured by residential real estate and loans to retail customers‬
‭●‬ ‭Lowering the capital requirements for unused credit card limits and charge cards with no pre-set credit limits‬
‭●‬ ‭Extending the reduced risk weight for low-risk corporate exposures to regulated entities that are investment‬

‭grade and not publicly traded such as pension funds, certain mutual funds, and foreign equivalents‬
‭●‬ ‭Removing the proposed minimum haircut floors for securities financing transactions (SFTs)‬
‭●‬ ‭Significantly lowering the risk weight for tax credit equity funding structures‬

‭◆‬ ‭Operational risk‬

‭●‬ ‭Remove the original proposal’s inclusion of a bank’s operational loss history to the calibration of its operational‬
‭risk capital requirement‬

‭●‬ ‭Calculate fee income on a net income basis for its contribution to the operational risk capital charge‬
‭●‬ ‭Reduce operational risk capital requirements for investment management activities to reflect the smaller‬

‭historical operational losses for these activities relative to income‬

‭◆‬ ‭Market risk‬

‭●‬ ‭Adding a multiyear implementation period for the profit and loss attribution tests for the use of internal market‬
‭risk models‬

‭●‬ ‭Reducing the capital required for the client-facing portion of a client-cleared derivative‬

‭◆‬ ‭Relief for non-G-SIBs‬

‭●‬ ‭No longer requiring new market risk or credit valuation adjustment (CVA) frameworks for banks with assets‬
‭between $250 and $700 billion that are not G-SIBs or internationally active if they do not meet the minimum‬
‭thresholds for markets activity‬

‭●‬ ‭Not requiring banks with between $100 and $250 billion in assets to adopt Basel III endgame’s new credit risk‬
‭and operational risk frameworks‬
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‭●‬ ‭Retaining the existing definition of capital for banks with between $100 and $700 billion in assets except for the‬
‭new requirement to reflect unrealized losses and gains on certain securities and other aspects of accumulated‬
‭other comprehensive income (AOCI)‬

‭➔‬ ‭What else did Barr discuss?‬‭In addition to discussing‬‭the Basel III endgame proposal, Barr covered the following topics‬
‭in his speech and the follow-up Q&A:‬

‭◆‬ ‭G-SIB surcharge.‬‭Along with Basel III endgame, the agencies are expected to re-propose changes to their‬‭G-SIB‬
‭surcharge modification proposal‬‭. Barr said he would recommend that this re-proposal not include the originally‬
‭proposed changes associated with client clearing and would be modified to account for effects from inflation and‬
‭economic growth in the measurement of a G-SIB's systemic risk profile.‬

‭◆‬ ‭Stress testing.‬‭Barr closed his speech by saying the‬‭Fed is carefully looking at the way the risk-based capital‬
‭requirements interact with stress testing.‬

‭◆‬ ‭Other rulemaking.‬‭Barr confirmed that the Fed is still‬‭developing new liquidity requirements tied to uninsured‬
‭deposit levels and discount window preparedness, as he first described in‬‭speech‬‭earlier this year. He‬‭also said‬
‭proposed long-term debt requirements are expected to be finalized “relatively soon.”‬

‭➔‬ ‭What’s Next?‬‭Along with the re-proposals, the Fed is expected to also release the results of a quantitative impact study‬
‭(QIS) that will include estimated impact to foreign banking organizations (FBOs) as indicated in the Q&A. Each agency‬
‭must approve and publish the re-proposals, which will then likely be open for comment for 60 days. Barr suggested that‬
‭Basel III endgame would have phased implementation dates beginning a year after finalization. The FDIC has a board‬
‭meeting‬‭scheduled for September 17th but the agenda does not currently include these re-proposals.‬

‭Many industry comments appear to be addressed but the devil is in the details.‬‭Signs have been pointing‬‭to a‬
‭re-proposal with “broad and material changes” for some time but Barr’s speech confirms that the agencies have taken a‬
‭substantial portion of the industry’s feedback into account. Banks with between‬‭$100 to $250 billion‬‭in assets will be‬
‭relieved to be largely exempted from the rule, with the exception of the removal of the AOCI opt out in the definition of‬
‭capital and, for some, the market risk component. For the larger banks,‬‭it not only appears that the re-proposal is expected‬
‭to align much more closely with implementations in other jurisdictions, removing aspects of the original proposal that “gold‬
‭plated” those requirements and would have resulted in U.S. banks having to meet a higher standard than their foreign‬
‭peers, some of the changes may even provide relief relative to the Basel framework. For example, additional relief for‬
‭credit card exposures where the borrower uses a small portion of the limit goes beyond what is included in the Basel‬
‭framework. Moreover, Barr suggests that the operational risk calculation may not only eliminate the internal loss multiplier,‬
‭as the EU and UK did, but also introduce netting to fee income to better align this component with the net interest income‬
‭and trading components. Although many of these changes appear likely to reduce some of the expected capital increase‬
‭from Basel III endgame, t‬‭he industry may need to wait for the re-proposal and QIS to fully understand the revised impact to‬
‭their capital requirements and calculation processes.‬

‭The relief does not extend to all and‬‭the industry will likely have more feedback.‬‭The expected relief is less‬
‭substantial for larger firms with material sales and trading businesses, including some of the G-SIBs, that may still face an‬
‭estimated 9% increase to CET1 capital largely driven by the proposal’s market risk components. The impacted banks are‬
‭likely to continue to make a case that not scaling back the capital impact of these requirements, particularly where they‬
‭overlap with risks accounted for in the Fed’s stress tests, will drive activity to non-banks. As the banks once again‬
‭remained well above their capital minimums in this year’s stress tests and Barr acknowledged that the Fed is looking at the‬
‭complementary nature of these regimes, the agencies may be receptive to additional well-reasoned feedback on this front.‬
‭Ultimately, even with material changes reflecting past industry comments, the re-proposal will likely not go unchallenged‬
‭and the anticipated 60 day comment period will likely see a flood of further feedback‬‭.‬

‭For more on impacts from the original Basel III endgame proposal that are now expected to be addressed in the‬
‭re-proposal, see:‬

‭●‬ ‭Basel III endgame: Assessing the bigger picture‬
‭●‬ ‭Outsized operational risk impact‬
‭●‬ ‭Minimum haircut floor for SFTs‬
‭●‬ ‭Changes for cards‬
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‭➔‬ ‭What happened?‬‭On August 31st, the California State‬‭Legislature approved amendments to the climate disclosure laws‬
‭originally signed into law in October 2023: Senate Bill (SB) 253, the‬‭Climate Corporate Data Accountability‬‭Act‬‭and SB‬
‭261,‬‭Greenhouse gases: climate-related financial risk‬‭.‬

‭➔‬ ‭What amendments were passed?‬‭The amendments are largely‬‭administrative in nature. One adds a subsidiary‬
‭reporting exemption similar to the provision already included in SB 261. Under this provision, a subsidiary that meets the‬
‭criteria for reporting on its own would not be required to report its greenhouse gas (GHG) emissions separately if its‬
‭parent prepares a consolidated report that meets all of the reporting requirements of SB 253.‬

‭Although the governor of California had proposed a two-year extension of the timing for certain disclosures, no such‬
‭extension was included in the final amendments.  However, the bill does extend the deadline for the California Air‬
‭Resources Board (CARB) to develop and adopt regulations implementing SB 253 from January 1st, 2025 to July 1st.‬

‭➔‬ ‭What do the laws require and when?‬
‭◆‬ ‭SB 253‬‭requires reporting on GHG emissions starting‬‭in 2026, and independent third-party assurance over a‬

‭company’s GHG emissions reporting, starting with limited assurance (a review) and moving to reasonable assurance‬
‭(an audit) in subsequent periods. SB 253 currently requires scope 3 to be reported 180 days after the due date for‬
‭scope 1 and scope 2 emissions,‬‭1‬ ‭although that timing‬‭is not specified in the law. Companies are still required to‬
‭initially report their scope 3 (‬‭i.e., indirect emissions‬‭such as financed emissions)‬‭emissions in 2027.‬

‭◆‬ ‭SB 261‬‭requires additional disclosures related to‬‭the measures a company has adopted to reduce and adapt to the‬
‭disclosed climate-related financial risks. The disclosures under SB 261 include metrics related to GHGs but the‬
‭nature of the disclosures and assurance requirements differ. SB 261 requires a company to make its report publicly‬
‭available on its website by January 1, 2026 and biennially thereafter.‬

‭➔‬ ‭What’s next?‬‭The amendments will become law unless‬‭vetoed by California Governor Newsom on or before September‬
‭30th, 2024. No further delays can be proposed until the 2025 legislative session.‬

‭California still moving full steam ahead on climate disclosures.‬‭With the SEC’s‬‭climate risk disclosures‬‭still on hold,‬
‭the California sustainability laws remain the primary source of climate disclosure requirements in the U.S. With the‬
‭legislature formally declining to delay the regulations, impacted companies, which include both public and private‬
‭companies that meet certain revenue thresholds and "do business" in California, should not wait for CARB’s implementing‬
‭regulations to assess what they may need to report and prepare the necessary data. Larger companies will likely be‬
‭familiar with global climate disclosure standards but may not be ready to meet the standard of‬‭mandatory requirements‬
‭that face public and investor scrutiny as well as potential legal liability.‬

‭Companies that have already begun to voluntarily disclose or comply with international disclosure regimes may need to‬
‭assess where the California requirements align and diverge in order to leverage systems, processes, and resources most‬
‭efficiently. Those without an existing climate disclosure strategy should develop one to account for both the California‬
‭requirements as well as the EU Corporate Sustainability Reporting Directive (CSRD), if applicable. Companies should‬
‭then (1) define key elements and reporting needs, (2) establish a process to collect relevant internal and external data, (3)‬
‭expand risk, controls and governance to climate data collection and reporting, (4) identify opportunities for‬
‭tech-enablement in order to prepare to publish investor-grade climate disclosures that can withstand third-party‬
‭assurance.‬

‭For more, see our:‬‭In brief: California advances amendments‬‭to sustainability reporting laws‬‭and‬‭In the loop:‬‭California’s‬
‭not waiting for the SEC’s climate disclosure rules‬

‭1‬ ‭Scope 1 emissions are defined as “direc‬‭t GHG emissions‬‭that occur from sources owned or controlled by the company,” and Scope‬
‭2 emissions are defined as “emissions primarily resulting from the generation of electricity purchased and consumed by the‬
‭company.”‬
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‭I‬

‭On our radar‬

‭These notable developments hit our radar recently:‬

‭•‬ ‭FDIC to meet on proposed rulemaking and bank merger policy.‬‭On September 17th, the FDIC board of‬
‭directors will‬‭meet‬‭to discuss a notice of proposed‬‭rulemaking on custodial deposit accounts with transaction‬
‭features and a final statement of policy on bank merger transactions.‬

‭•‬ ‭Agencies extend the comment period for RFI on bank-fintech arrangements.‬‭On September 13, the federal‬
‭bank regulatory agencies‬‭announced‬‭that they will‬‭be extending the comment period on a request for information on‬
‭bank-fintech arrangements involving banking products and services to October 30, 2024. Comments were originally‬
‭due by September 30th.‬

‭•‬ ‭Governor Bowman speaks on the future of stress testing and the stress capital buffer framework.‬‭On‬
‭September 10th, Fed Governor Michelle Bowman gave a‬‭speech‬‭on the future of stress testing and the stress‬
‭capital buffer framework. She outlined concerns regarding (1) volatility in year-over-year results, (2) linking stress‬
‭testing outcomes with capital through the stress capital buffer, (3) transparency, and (4) the overlap with other‬
‭capital requirements like the market risk changes under Basel III endgame proposal. She also suggested several‬
‭potential policy changes to address these concerns, such as averaging results over multiple years, constraining‬
‭variability in annual stress test scenario design, providing more detailed descriptions of the Fed’s models, and‬
‭extending the compliance time frame for adjusting to new stress capital buffers.‬

‭•‬ ‭SEC to finalize market structure reforms.‬‭On September‬‭18th, the SEC will‬‭meet‬‭to finalize market structure‬
‭reforms that were originally proposed in December 2022, including amending the minimum pricing increments for‬
‭the quoting of certain stocks, reducing access fee caps, and enhancing the transparency of order pricing.‬

‭•‬ ‭CFTC approves Part 40 final rule.‬‭On September 12th,‬‭the CFTC‬‭approved‬‭a final rule to amend Part 40 of‬‭the‬
‭CFTC’s regulations which implement Section 5c(c) of the Commodity Exchange Act and govern how registered‬
‭entities submit self-certifications, and requests for approval, of their rules, rule amendments, and new products for‬
‭trading and clearing, as well as the CFTC’s review and processing of such submissions. The amendments are‬
‭intended to clarify, simplify and enhance the utility of the Part 40 regulations for registered entities, market‬
‭participants and the CFTC. The final rule will be effective 30 days after publication in the federal register.‬

‭•‬ ‭CFTC approves final compliance exemptions for commodity pools and commodity trading advisors.‬‭On‬
‭September 12th, the CFTC approved a final‬‭rule‬‭that‬‭amends the CFTC regulation that provides exemptions from‬
‭certain compliance requirements for commodity pool operators (CPOs) regarding commodity pool offerings to‬
‭qualified eligible persons (QEPs) and for commodity trading advisors (CTAs) regarding trading programs advising‬
‭QEPs. The final rule increases the monetary thresholds that certain persons may use to qualify as QEPs; codifies‬
‭exemptive letters allowing CPOs of funds of funds to choose to distribute monthly account statements within 45‬
‭days of the month-end; includes technical amendments designed to improve its efficiency and usefulness for‬
‭intermediaries and their prospective and actual QEP pool participants and advisory clients, as well as the general‬
‭public. The final rule will be effective 60 days after publication in the Federal Register. CPOs and CTAs must comply‬
‭with the final rule by six months after publication in the Federal Register.‬
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‭➔‬ ‭On June 28th, the Treasury Department’s Financial Crimes Enforcement Network (FinCEN) proposed a‬‭rule‬‭that‬
‭would expand certain requirements related to anti-money laundering, counter terrorist financing (AML/CFT) and fraud‬
‭to registered investment advisors (RIAs) and exempt reporting advisers (ERAs).‬
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