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VIA ELECTRONIC SUBMISSION 

Chief Counsel’s Office 
Attention:  Comment Processing 
Office of the Comptroller of the Currency 
400 7th Street SW, Suite 3E-218 
Washington, DC 20219 
Docket ID OCC-2025-0006 
 
Ann Misback, Secretary 
Board of Governors of the Federal Reserve 
System 
20th Street and Constitution Avenue NW 
Washington, DC 20551 
Docket No. R-1867 and RIN 7100-AG96 
 

Jennifer M. Jones, Deputy Executive 
Secretary 
Attention: Comments/Legal OES (RIN 
3064-AG11) 
Federal Deposit Insurance Corporation,  
550 17th Street NW  
Washington, DC 20429

Re: Regulatory Capital Rule: Modifications to the Enhanced Supplementary Leverage 
Ratio Standards for U.S. Global Systemically Important Bank Holding Companies 
and Their Subsidiary Depository Institutions; Total Loss-Absorbing Capacity and 
Long-Term Debt Requirements for U.S. Global Systemically Important Bank 
Holding Companies 

Ladies and Gentlemen: 

The Financial Services Forum (the “Forum”)1 appreciates this opportunity to submit this letter to 
the Office of the Comptroller of the Currency (“OCC”), the Federal Reserve Board (the “FRB”) 
and the Federal Deposit Insurance Corporation (“FDIC,” and together with the OCC and FRB, 
the “Agencies”) on their proposed rule (the “Proposal”) to revise the calibration of the enhanced 
supplementary leverage ratio (“eSLR”) buffer and make conforming changes to the FRB’s total 
loss absorbing capacity (“TLAC”) and long-term debt (“LTD”) rules.2   

 
1  The Financial Services Forum is an economic policy and advocacy organization whose members are the eight 

largest and most diversified financial institutions headquartered in the United States.  Forum member 
institutions are a leading source of lending and investment in the United States and serve millions of 
consumers, businesses, investors and communities throughout the country.  The Forum promotes policies that 
support savings and investment, deep and liquid capital markets, a competitive global marketplace and a sound 
financial system.   

2  Regulatory Capital Rule: Modifications to the Enhanced Supplementary Leverage Ratio Standards for U.S. 
Global Systemically Important Bank Holding Companies and Their Subsidiary Depository Institutions; Total 
Loss-Absorbing Capacity and Long-Term Debt Requirements for U.S. Global Systemically Important Bank 
Holding Companies, 90 Fed. Reg. 30780 (July 10, 2025). 
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The Proposal is of significant importance to our member institutions, the eight U.S. global 
systemically important bank holding companies (“GSIBs”), who are exclusively subject to eSLR 
requirements, and for some of whom the eSLR frequently serves as a binding capital constraint.   

We appreciate the Agencies’ efforts to enhance the U.S. capital framework through the Proposal 
and welcome it as a useful step in the Agencies’ previewed amendments to the broader 
regulatory capital framework.  As discussed in Sections III and the Appendix to this letter, many 
aspects of the capital and bank regulatory framework broadly are in need of substantial 
improvement, and the Proposal is but one component of the comprehensive effort that will be 
required to adequately reform the framework.  That said, efforts on other capital and regulatory 
priorities should not delay finalization of a rule based on the Proposal.  In this respect, we 
believe the Agencies should adopt a final rule based on the Proposal that is effective January 1, 
2026.  

* * * 

In this letter, we wish to highlight the following key observations and recommendations: 

• We support the Proposal’s recalibration of the eSLR buffer.  The recalibration would 
make it more likely that the eSLR would serve as a backstop as originally intended, rather 
than as a frequently binding constraint, and increase the capacity of U.S. GSIBs to serve 
their clients and the broader economy across a range of low-risk activities. 
 

• The FRB should consider additional changes to the TLAC and LTD framework.  
We support the proposed conforming changes to the TLAC and LTD framework, but also 
suggest the FRB further revise and ultimately eliminate the LTD requirement through 
future rulemaking. 
 

• The Agencies should, in future rulemakings, consider a broader range of reforms to 
the bank regulatory and capital framework to improve Treasury market 
intermediation and make the capital rule more durable. 

I. We support the Proposal’s recalibration of the eSLR buffer.  

A. Overview. 

We support the Proposal’s approach of replacing the current eSLR buffer with a buffer that is 
equal to 50% of a U.S. GSIB’s method 1 surcharge.  As the Proposal recognizes, the frequently 
binding nature of the current eSLR buffer, which is equal to 2% of a GSIB’s total leverage 
exposure, disincentivizes GSIBs from participating in low-risk activities, including U.S. 
Treasury market intermediation and holding customer deposits, and more broadly decreases the 
capacity of U.S. GSIBs to serve their clients and the American economy across a range of low-
risk activities.  In this regard, we appreciate that the proposed recalibration does not establish 
regulatory preferences for specific low-risk assets or activities, but rather seeks to make the 
eSLR less binding overall, consistent with the purpose of leverage-based requirements.   
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The Proposal would better align the U.S. implementation of the eSLR with the Basel Committee 
on Banking Supervision framework (the “Basel Framework”) as adopted by other key 
jurisdictions.3  Further, as the Proposal recognizes, because the FRB’s method 1 score is 
generally lower than the method 2 score, using the method 1 surcharge is more appropriate in the 
context of the eSLR serving as a backstop for capital requirements, instead of a frequently 
binding constraint.   

We also support the proposed revisions to the form of the eSLR standard for the depository 
institution subsidiaries of GSIBs, which would replace the current requirement that subjects 
insured depository institution subsidiaries of GSIBs to a 6% eSLR standard to be considered 
well-capitalized under the prompt corrective action framework.  Conforming the depository 
institution eSLR form with that of the holding company will allow U.S. GSIBs to more 
effectively manage capital across their organizations.  We appreciate that in proposing this 
approach, the Agencies have incorporated feedback that we provided on the FRB and OCC’s 
2018 proposal to reform eSLR requirements.4   

With all that said, we believe the final rule should acknowledge that the Agencies may exclude 
specific assets and activities from the supplementary leverage ratio (“SLR”) denominator during 
exceptional macroeconomic circumstances, e.g., U.S. Treasury securities held by broker-dealer 
subsidiaries of bank holding companies (“BHCs”) similar to Alternative 1 in the Proposal.  
Similarly, the Agencies should reaffirm that the Basel Framework provides them with the 
flexibility to temporarily exempt central bank reserves from the denominator of the SLR, in line 
with the Agencies’ actions during Covid.  The final rule should provide that the Agencies would 
be able to take such actions as would be appropriate based on the nature of the macroeconomic 
condition. 

Finally, to assure that, notwithstanding unintended consequences stemming from future increases 
in the method 1 surcharge, the revised eSLR buffer remains a backstop and not a frequently 
binding constraint, the final rule should provide that the eSLR buffer for U.S. GSIBs and their 
depository institution subsidiaries will equal the lower of 50% of a U.S. GSIB’s method 1 
surcharge and 2% (equal to the current eSLR buffer for U.S. GSIBs).   

B. Impact on Treasury Market Intermediation. 

As mentioned above, we appreciate that the Proposal does not give preference to specific low-
risk activities, including Treasury market intermediation.  However, given Treasury market 
intermediation is a motivating concern informing the Proposal, we think it is valuable to note that 

 
3  Although the Proposal’s form of eSLR buffer is consistent with that of the Basel Committee, the FRB’s 

method 1 calculation differs from that of the Basel Framework.  If the FRB undertakes to revise the GSIB 
surcharge, it should align its method 1 calculation with the international standard. 

4  Letter of the Forum re:  Regulatory Capital Rules: Regulatory Capital, Enhanced Supplementary Leverage 
Ratio Standards for U.S. Global Systemically Important Bank Holding Companies and Certain of Their 
Subsidiary Insured Depository Institutions; Total Loss-Absorbing Capacity Requirements for U.S. Global 
Systemically Important Bank Holding Companies at 8 (June 25, 2018), available here  (“[t]he eSLR 
requirement for [insured depository institutions] should be a buffer, not part of the [prompt corrective action] 
framework.”). 

https://fsforum.com/a/forum_eslr_comment_letter_e29ef321b6/forum_eslr_comment_letter_e29ef321b6.pdf
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a number of data-based research papers have documented that a binding SLR negatively impacts 
intermediation in the U.S. Treasury market by constraining the activities of bank dealers.   

For example, a 2024 research paper by Federal Reserve Bank of Boston economists found that 
the SLR had significant negative impacts on the ability of large dealer banks to intermediate the 
U.S. Treasury market.5  Specifically, the paper found that in response to a more restrictive SLR, 
dealers reduced their Treasury holdings, leading to a reduction in trading, an increase in the cost 
of buying and selling U.S. Treasuries, and a weaker response to Treasury auctions.  In particular, 
the authors state that “[f]rom a regulatory perspective, it is important to understand that 
regulatory constraints that target broad bank-level exposure can impair bank-affiliated dealers’ 
intermediation capacity, which is crucial for Treasury market liquidity.”6  Moreover, a paper by 
economists, including at the Federal Reserve Bank of New York, found that when U.S. Treasury 
dealers face capacity constraints, such as those occurring from an increasingly binding SLR, the 
liquidity of the U.S. Treasury market deteriorates, Treasury markets become more volatile and 
trading in the U.S. Treasury market becomes more costly.7  Finally, a paper by FRB economists 
found that banks respond to balance sheet shocks by reducing their exposure to U.S. Treasuries, 
with the SLR uniquely constraining a bank’s ability to intermediate the Treasury market.8          

It is important to recognize that the costs imposed by the SLR are proportional to the extent to 
which the SLR serves as a binding constraint on capital allocation.  Accordingly, during less 
stressful and calmer periods, the SLR may not play an outsized role in influencing Treasury 
market intermediation.  In the event of economic shocks and a period of stress, however, the 
SLR can quickly become binding for several banking organizations and negatively impact 
Treasury market functioning.  As a result, reform of the SLR is important precisely because it 
will reduce the risk that regulatory constraints bind during stress and actively contribute to 
turbulence in Treasury markets when Treasury market liquidity is most valuable.     

C. Impact on Banking System Capital. 

Finally, as the Proposal recognizes, recalibrating eSLR requirements would result in an 
insignificant reduction in holding company capital requirements.  More recent data shows that 
the impact on holding company capital requirements would be even smaller than that suggested 
by the Proposal’s analysis.   

The Proposal also asserts that it would lead to reductions in capital held at the bank subsidiaries 
of U.S. GSIBs, which some have suggested would represent a material weakening of capital 
requirements.  This view conflates BHC institution-level capital requirements with narrower, 
bank-subsidiary capital requirements.  Capital maintained at the BHC level serves to support all 

 
5  Falk Bräuning & Hillary Stein, The Effect of Primary Dealer Constraints on Intermediation in the Treasury 

Market, Federal Reserve Bank of Boston (2024), available here. 
6  Bräuning & Stein at 35. 
7  Darell Duffie et al., Dealer Capacity and U.S. Treasury Market Functionality, Federal Reserve Bank of New 

York (Aug. 2023), available here. 
8  Giovanni Favara et al., Leverage Regulations and Treasury Market Participation: Evidence from Credit Line 

Drawdowns (Aug 4, 2022), available 

https://www.bostonfed.org/publications/research-department-working-paper/2024/the-effect-of-primary-dealer-constraints-on-intermediation-in-the-treasury-market.aspx
https://www.newyorkfed.org/medialibrary/media/research/staff_reports/sr1070.pdf?sc_lang=en
https://download.ssrn.com/2024/8/30/4175429.pdf?response-content-disposition=inline&X-Amz-Security-Token=IQoJb3JpZ2luX2VjEIb%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FwEaCXVzLWVhc3QtMSJIMEYCIQDBedxLneIYxV%2BMPheaeZb%2B8jEo9B1Lr9N4Av3zWzqlXgIhAMM%2B5O1d2TsKYzygYTamwXiRgzqPH7KeuDYZBcKGmwVdKsYFCK%2F%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FwEQBBoMMzA4NDc1MzAxMjU3IgwvTJ%2FMAH00FCXYz30qmgVDZtty%2BP6NQmUQJGOaEwyWMpjVIjH8muZgUg3t3eXZSkBuIkYaLh%2Bi9dogq8ugK0%2B%2BBcSQqsw3boC9HCUmFrYZf%2B%2FpX53LFbxUNCusk6NSGGUuZ%2BRPEn690WB3mO2lD93DCQMTtypx77ESX2bxpsHmmwCW35Olr5DAZfYucjUYZQPUtPNZTDVPhKCbhqIey8%2FfsDgbeozho5ysRucph%2B1jxa8CUd496jdOghLq6khwcswJcfTPRJFfaLOKjX3yx0QEkK%2BYoIWmPqH3xoPZXqJl5WBr2JzdEcGpWWVMnG4a3lO%2Bi14PbmEFwEl4INp8XvkxWNK1NUJBc15xjNvbHLEHDHqQ8dEKrYYqvGAT1BFLHBuKVM3RyeDlwrNdoSD%2FTvU3JmWm2XgRUqQow7JC8frDS%2BtmqwPGF0WFMo8Z7QAd4l0lubUtw3kD6Jnh0xz%2FPXihYUlhl5OLZmo5hZ5CXlcmpfE2f7fvpsXMChKrqixG70jHEswhiwarSvc9Tl9zgm4YYxlaseGVs%2BXjEqpKRrXyJPWVsnZnKbcNfC6ivf6wQOv5O8W7oaB%2FFIIGEeJv%2BjT0xQ0RcTA38khuWmUoibD%2BHp9atjB%2FF%2F8EIX6rS%2FJ9x%2FCJNSFKWJN6nZ4FYPtJyYjWx29Ceekp9ZiGykQPO3IJ1GbEoSncGLyFWrM7AJWzxmJmoJa7%2Bl%2FhXeuSGDJJaTIznoCWK8vJVVNKKC9DgdsRnwYUmvd6V6O2Uwd3w%2BK3xKfghUCZYf538K0QocKDAepjF4LRu5jtiLysj4caY9PS1S7oDb%2BW1NNd%2FHq8TgAsFY4mejGdvmc5W4zMGqo3RuszP7fPeP4wcIbApGhx1Mw1W7xmyzSpbqRe52EKV9D3%2BPxUSC0yQtCrMPsw%2F%2F2kxAY6sAExvSkJhsgLItmbiJfv0kFI84%2BNi3LUsONdB6WR%2BsLkC8hdIkEoyErn77C42cJBHRV9GxAjy%2FQxBcVqVIys51Q5Cqwx8hj%2BV3LfwjkxfhA8f6Dg1Mu6k3Tdzibg%2FFiLLCB6u%2Bi7jyHRCl2d8jIOrsNhXGxIlohT8Nydvk10uNP7jU9wrF8RvRruiMx2x7z4kfqKMF4CfZW%2FkyUL2xHYI1kSVEP6ULuWy1Bffo8yZkyWlg%3D%3D&X-Amz-Algorithm=AWS4-HMAC-SHA256&X-Amz-Date=20250729T224231Z&X-Amz-SignedHeaders=host&X-Amz-Expires=300&X-Amz-Credential=ASIAUPUUPRWEXCGN32MZ%2F20250729%2Fus-east-1%2Fs3%2Faws4_request&X-Amz-Signature=8a0f5740fb884bb177c8b3dab5bba63428303f0dcf60bd04786bc6c56af6c1cc&abstractId=4175429
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the assets maintained on the holding company’s balance sheet.  Moreover, the holding company 
is required to act as a “source of strength” to its bank subsidiaries.9  In the event that a bank 
subsidiary within a BHC sustains losses, capital maintained at the holding company level can be 
deployed to absorb unanticipated losses.  In this way, capital maintained by the holding company 
is inherently flexible and can be used to address losses throughout the entire banking 
organization. 

A narrow focus on bank subsidiary-level requirements also ignores the fact that holding 
company capital requirements are generally much more stringent than bank subsidiary level 
requirements.  The increased stringency of BHC requirements is a direct result of additional 
capital buffers that are applied at the holding company level, but not the bank subsidiary level.  
In the case of Forum members, BHC risk-based capital requirements average 12.6 percent of 
risk-weighted assets.  At the bank-subsidiary level, the corresponding capital requirement is 8.5 
percent.  Accordingly, Forum BHCs are required to maintain more than four percentage points in 
additional capital relative to the bank subsidiary-level requirements.  In dollar terms, this 
amounts to roughly an additional $400 billion in capital maintained at the holding company that 
can be used to support the bank subsidiary.10 

Finally, it is worth considering how banking organizations manage their capital levels when 
considering holding company and bank-subsidiary capital requirements.  Forum members 
maintain excess capital over and above required capital at both the bank level and the holding 
company level, serving as a buffer that institutions can use to adjust to unanticipated economic 
shocks.  However, Forum members hold multiples of excess capital at the bank-subsidiary level 
as compared to the BHC-level.  In the event that bank subsidiary requirements decline as a result 
of the Proposal, bank subsidiary excess capital may be re-allocated elsewhere in the banking 
organization, but will largely remain within the banking organization to comply with more 
stringent holding company requirements.  The FRB staff memo outlining the impact of the 
Proposal made this point clearly by stating that “[a]lthough tier 1 capital requirements at 
depository institution subsidiaries would decline in aggregate by $210 billion, almost all of this 
capital would need to be retained within the consolidated holding company, due to holding 
company capital requirements, and would not become available for distribution to 
shareholders.”11  Accordingly, when assessing banking organization capital adequacy, it is 
necessary to consider the entire range of capital requirements to which a banking organization is 
subject rather than narrowly defined, legal entity-level requirements.      

As this discussion demonstrates, GSIBs will remain robustly capitalized while being able to 
more effectively allocate capital within their organizations.  In turn, this flexibility will bolster 
U.S. GSIBs’ ability to intermediate financial markets and lend through the business cycle.   

 
9  12 U.S.C. 1831o–1. 
10  These data represent a four-quarter average ending December 31, 2024. 
11  FRB, Draft notice of proposed rulemaking to modify the enhanced supplementary leverage ratio standards 

(June 17, 2025), available here. 

https://www.federalreserve.gov/aboutthefed/boardmeetings/files/leverage-ratio-memo-20250625.pdf
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II. In future rulemakings, the FRB should consider additional changes to the TLAC 
and LTD framework. 

We support the Proposal’s conforming amendments to the TLAC and LTD framework to replace 
the TLAC rule’s current leverage-based buffer with the Proposal’s revised eSLR buffer and 
modify the LTD rule’s minimum leverage-based external LTD requirement to total leverage 
exposure multiplied by the sum of the proposed eSLR buffer and 2.5%.  Adopting these changes 
would promote internal consistency of the U.S. capital framework and avoid outdated standards 
from affecting U.S. GSIBs’ capital and other prudential requirements. 

However, in future rulemakings, the FRB should consider additional changes to further enhance 
the TLAC and LTD frameworks.  In response to Question 14, the FRB should not extend the 
requirement that LTD principal that is due to be paid in more than one year, but less than two 
years, be subject to a 50% “haircut” to TLAC ratio requirements.  If the Agencies introduce a 
new haircut for purposes of the TLAC calculation, firms may consider having an additional call 
option two years prior to the maturity of the instrument.  This additional optionality might be 
difficult to price due to uncertainty as to whether the issuer would exercise the call with two 
years until maturity, one year until maturity, or not at all.  This uncertainty could lead to 
materially higher costs for issuers without any apparent benefits.  In fact, the FRB should remove 
the 50% haircut in the LTD requirement.  As we have previously explained, the FRB has not 
provided any evidence that U.S. GSIBs are, or would be, overly reliant on such debt.12  Further, 
because there is already a 100% haircut on debt due within one year, no eligible LTD has a 
maturity of less than one year and all eligible LTD would be available to absorb losses in the first 
year of a BHC’s financial distress, providing sufficient time for the BHC to recover or to be 
placed in resolution proceedings.13  The absence of such evidence and the availability of debt 
due in more than one year, but less than two years in a resolution scenario supports eliminating 
the 50% haircut.   

More fundamentally, the FRB should consider eliminating the standalone LTD requirement 
altogether as there is no evidence that implies a causal relationship between the amount of LTD 
and the resolvability of large financial organizations, or that suggests that LTD otherwise 
functions differently than TLAC more generally in an insolvency.  Instead, firms should be 
permitted to determine the composition of their TLAC requirement based on their ongoing 
funding needs and specific resolution strategies.  To our view, it is counterintuitive to require 
banking organizations to hold minimum required levels of LTD, which can only absorb losses in 
a resolution proceeding and so only function as gone-concern capital.  By contrast, equity may 

 
12  Letter of the Forum re:  Long-Term Debt Requirements for Large Bank Holding Companies, Certain 

Intermediate Holding Companies of Foreign Banking Organizations, and Large Insured Depository Institutions 
at 6 (Jan. 16, 2024), available here. 

13  Letter of the Forum, et al. re:  Notice of Proposed Rulemaking on External TLAC, Long-Term Debt, Clean 
Holding Company and Other Requirements Applicable to U.S. G-SIBs at Annex 1 – 21 (Feb. 19, 2016) 
(“TLAC Letter”), available here. 

https://fsforum.com/a/media/fsf---ltd-proposal-comment-letter.pdf
https://www.federalreserve.gov/secrs/2016/april/20160422/r-1523/r-1523_032816_130250_545759023734_1.pdf
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function as both going-concern and gone-concern capital.14  Finally, a standalone LTD 
requirement is inconsistent with international standards.   

For the avoidance of doubt, we are not suggesting that the FRB require banking organizations to 
satisfy the entirety of their TLAC requirement with equity.  Rather, we are suggesting that 
banking organizations be able to freely exchange between debt and equity instruments to meet 
their TLAC requirements based on the characteristics of their firms.  Banking organizations, and 
the market, are better placed to perform the cost-benefit analysis required to determine the 
appropriate amounts of debt and equity that would support the organization in stress conditions.   

III. The Agencies should consider specific additional reforms, in future rulemakings, to 
improve Treasury market intermediation. 

The Proposal is a welcome measure in reducing frictional costs of Treasury market 
intermediation, but we believe that the Agencies can take additional steps in future proposed 
rulemakings to promote well-functioning Treasury markets as noted in the discussion below.  
This discussion is not intended to comprehensively identify all aspects of the bank regulatory 
framework in need of improvement to enhance Treasury market intermediation and we 
emphasize that consideration of these suggestions should not delay the Agencies in adopting a 
rule consistent with the Proposal.   

The Agencies should consider reforms to the Tier 1 leverage ratio.  A regularly binding 
leverage capital requirement can disincentivize banks from engaging in Treasury market 
intermediation and other low-risk, low return activities.  This extends to the Tier 1 leverage ratio, 
which is the binding leverage requirement for certain firms, particularly those with liability 
driven balance sheets or those that hold large amounts of highly liquid assets, such as central 
bank reserves and U.S. Treasuries.  Addressing the bindingness of Tier 1 leverage ratio 
requirements would therefore complement the Agencies’ efforts to address the bindingness of the 
eSLR buffer.  Accordingly, the Agencies may wish to consider, in future rulemakings, the effects 
of the Tier 1 leverage ratio on the ability of banks to engage in Treasury market intermediation 
and other low-risk, low-return activities, and work to address this issue. 

The FRB should consider the impact of the GSIB surcharge on the Treasury market.  As 
the Proposal recognizes, holdings of U.S. Treasuries enter into the method 1 and method 2 GSIB 
surcharge calculations.  Indeed, holding, financing and intermediating U.S. Treasuries affects 
several components of a firm’s GSIB score and surcharge in ways that may disincentivize GSIB 
participation in the U.S. Treasury market.  Accordingly, the FRB may wish to consider the 
impact of the GSIB surcharge on Treasury market functioning.  If the FRB wishes to encourage 
Treasury market intermediation, it should consider proposing, in future rulemakings, 
improvements to the GSIB surcharge that promote Treasury market participation and 
functioning, along with other enhancements necessary to the GSIB surcharge framework.   

The Agencies’ capital rules should recognize the risk-mitigation effects of cross-product 
netting arrangements.  The standardized approach results in an over-calibration of risk-

 
14  TLAC Letter at 9–10. 
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weighted assets because it does not allow banking organizations to recognize the risk-mitigation 
effects of qualifying cross-product master netting agreements.  On this issue, we echo the 
recommendations made in the letter of the International Swaps and Derivatives Association, Inc., 
the Securities Industry and Financial Markets Association and the Futures Industry Association 
on the Proposal.   

* * *  
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We would appreciate the opportunity to provide additional input for the Agencies’ consideration 
and would welcome the opportunity to meet to discuss our recommendations further.  If you 
have any questions, please contact Sean Campbell of the Financial Services Forum by phone at 
(202) 821-2574 or by email at scampbell@fsforum.com. 

Respectfully submitted, 

 

Financial Services Forum 
 
  

mailto:scampbell@fsforum.com
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Appendix 

Broader Reforms to the Capital Framework 

In future rulemakings, the Agencies should more broadly pursue revisions to the capital 
framework that make it more durable across the business cycle, including in times of stress.  In 
this respect, we also reiterate the recommendations made in our letter on the Agencies’ Basel III 
proposal and the recommendations made by the International Swaps and Derivatives 
Association, Inc. and the Securities Industry and Financial Markets Association to the Agencies 
in their letter.15  The suggestions listed below are not intended to represent the industry’s top 
priorities for reforming the capital rules, nor are they intended to be comprehensive.  Moreover, 
consideration of these suggestions should not impede the Agencies’ efforts to finalize a rule 
based on the Proposal.   

The Agencies should exempt Value at Risk (“VaR”) backtesting exceptions during stress 
periods.  During the Covid pandemic, the Agencies provided relief to avoid outsize impacts to a 
banking organization’s capital requirements arising from a pandemic-related “sudden and 
significant repricing of global financial markets” resulting in an increased number of VaR model 
backtesting exceptions.16  Based on this experience, the Agencies should consider developing a 
mechanism to review and exempt backtesting exceptions in periods of stress if the breach was 
not a result of a model shortcoming.  These breaches tend to be procyclical, thus exacerbating 
stressed conditions.17   

The Agencies should provide a grace period for financial collateral ratings downgrades.  
The Agencies should consider providing a grace period for financial collateral that is 
downgraded to non-investment grade to allow for the collateral to continue to be recognized as 
collateral.  Similar to backtesting breaches, such downgrades tend to be procyclical.  
Alternatively, the Agencies should consider allowing banking organizations to use the collateral 
with a higher haircut to avoid cliff effects associated with downgrades.  

The Agencies should consider allowing banking organizations to recognize credit-linked 
notes (“CLN”) as credit risk mitigation tools.  CLN hedges proved invaluable during Covid 
era uncertainty and the FRB continues to recognize the value of CLNs and credit risk mitigation 
tools, although it requires banking organizations to submit ad hoc requests to recognize them 
accordingly.18  The Agencies should adopt a transparent approach to allow banking 
organizations to more broadly recognize the risk mitigation benefits for CLNs.  More broadly, a 

 
15  Letter of the Forum re:  Regulatory Capital Rule: Large Banking Organizations and Banking Organizations 

With Significant Trading Activity (Jan. 16, 2024), available here (“Forum Basel III Letter”); Letter of ISDA 
and SIFMA re:  Regulatory Capital Rule: Large Banking Organizations and Banking Organizations With 
Significant Trading Activity (Jan. 16, 2024) (“ISDA / SIFMA Letter”), available here.   

16  FRB, Coronavirus Disease 2019 (COVID-19), available here. 
17  See ISDA / SIFMA Letter at 60–61. 
18  FRB, Frequently Asked Questions about Regulation Q, available here. 

https://fsforum.com/a/media/fsf---b3e-comment-letter.pdf
https://www.federalreserve.gov/SECRS/2024/February/20240220/R-1813/R-1813_011724_156753_496678267479_1.pdf
https://www.federalreserve.gov/COVID-19-supervisory-regulatory-faqs.htm
https://www.federalreserve.gov/supervisionreg/legalinterpretations/reg-q-frequently-asked-questions.htm
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thoughtful approach to recognizing credit risk mitigation would help banking organizations 
manage their activity and support the economy during stress conditions.19   

Security lending activity under a pledge model should be excluded from risk-weighted 
assets.  The Agencies should consider excluding from a banking organization’s risk-weighted 
assets, securities pledged without title transfer in a securities lending transaction, where the bank 
does not have the ability to rehypothecate the securities.  Such securities loans do not result in 
any counterparty credit risk for the lending bank, and should not result in risk-based capital 
requirements.  Excluding such transactions would improve market liquidity during stress 
periods.20   

Trading book holdings of financial institutions should be excluded from the threshold 
deduction.  Excluding holdings of financial institutions in the trading book from the threshold 
deduction would be consistent with international implementations of the Basel Framework.  At 
the very least, the Agencies should consider excluding indirect holdings of financial institutions 
through indexes as the current approach can significantly reduce equity market liquidity in times 
of stress.21   

 

 
19  See Forum Basel III Letter at 82–83. 
20  See ISDA / SIFMA Letter at 100–101. 
21  See ISDA / SIFMA Letter at 135. 


