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(m) Guarantees and credit derivatives 
other than nth-to-default credit deriva-
tives—(1) Protection provider. For a guar-
antee or credit derivative (other than 
an nth-to-default credit derivative) pro-
vided by a national bank or Federal 
savings association that covers the full 
amount or a pro rata share of a 
securitization exposure’s principal and 
interest, the national bank or Federal 
savings association must risk weight 
the guarantee or credit derivative as if 
it holds the portion of the reference ex-
posure covered by the guarantee or 
credit derivative. 

(2) Protection purchaser. (i) A national 
bank or Federal savings association 
that purchases an OTC credit deriva-
tive (other than an nth-to-default credit 
derivative) that is recognized under 
§ 3.145 as a credit risk mitigant (includ-
ing via recognized collateral) is not re-
quired to compute a separate 
counterparty credit risk capital re-
quirement under § 3.131 in accordance 
with § 3.132(c)(3). 

(ii) If a national bank or Federal sav-
ings association cannot, or chooses not 
to, recognize a purchased credit deriva-
tive as a credit risk mitigant under 
§ 3.145, the national bank or Federal 
savings association must determine the 
exposure amount of the credit deriva-
tive under § 3.132(c). 

(A) If the national bank or Federal 
savings association purchases credit 
protection from a counterparty that is 
not a securitization SPE, the national 
bank or Federal savings association 
must determine the risk weight for the 
exposure according § 3.131. 

(B) If the national bank or Federal 
savings association purchases the cred-
it protection from a counterparty that 
is a securitization SPE, the national 
bank or Federal savings association 
must determine the risk weight for the 
exposure according to this section, in-
cluding paragraph (a)(5) of this section 
for a credit derivative that has a first 
priority claim on the cash flows from 

the underlying exposures of the 
securitization SPE (notwithstanding 
amounts due under interest rate or 
currency derivative contracts, fees due, 
or other similar payments. 

[78 FR 62157, 62273, 62274, Oct. 11, 2013] 

§ 3.143 Supervisory formula approach 
(SFA). 

(a) Eligibility requirements. A national 
bank or Federal savings association 
must use the SFA to determine its 
risk-weighted asset amount for a 
securitization exposure if the national 
bank or Federal savings association 
can calculate on an ongoing basis each 
of the SFA parameters in paragraph (e) 
of this section. 

(b) Mechanics. The risk-weighted 
asset amount for a securitization expo-
sure equals its SFA risk-based capital 
requirement as calculated under para-
graph (c) and (d) of this section, multi-
plied by 12.5. 

(c) The SFA risk-based capital require-
ment. (1) If KIRB is greater than or equal 
to L + T, an exposure’s SFA risk-based 
capital requirement equals the expo-
sure amount. 

(2) If KIRB is less than or equal to L, 
an exposure’s SFA risk-based capital 
requirement is UE multiplied by TP 
multiplied by the greater of: 

(i) F · T (where F is 0.016 for all 
securitization exposures); or 

(ii) S[L + T]¥S[L]. 
(3) If KIRB is greater than L and less 

than L + T, the national bank or Fed-
eral savings association must apply a 
1,250 percent risk weight to an amount 
equal to UE · TP (KIRB¥L), and the ex-
posure’s SFA risk-based capital re-
quirement is UE multiplied by TP mul-
tiplied by the greater of: 

(i) F · (T¥(KIRB¥L)) (where F is 0.016 
for all other securitization exposures); 
or 

(ii) S[L + T]¥S[KIRB]. 
(d) The supervisory formula: 
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(e) SFA parameters. For purposes of 
the calculations in paragraphs (c) and 
(d) of this section: 

(1) Amount of the underlying exposures 
(UE). UE is the EAD of any underlying 
exposures that are wholesale and retail 
exposures (including the amount of any 
funded spread accounts, cash collateral 
accounts, and other similar funded 
credit enhancements) plus the amount 
of any underlying exposures that are 
securitization exposures (as defined in 
§ 3.142(e)) plus the adjusted carrying 
value of any underlying exposures that 

are equity exposures (as defined in 
§ 3.151(b)). 

(2) Tranche percentage (TP). TP is the 
ratio of the amount of the national 
bank’s or Federal savings association’s 
securitization exposure to the amount 
of the tranche that contains the 
securitization exposure. 

(3) Capital requirement on underlying 
exposures (KIRB). (i) KIRB is the ratio of: 

(A) The sum of the risk-based capital 
requirements for the underlying expo-
sures plus the expected credit losses of 

VerDate Mar<15>2010 17:52 Mar 17, 2014 Jkt 232035 PO 00000 Frm 00168 Fmt 8010 Sfmt 8010 Q:\12\12V1.TXT ofr150 PsN: PC150 E
R

11
O

C
13

.0
49

<
/G

P
H

>



159 

Comptroller of the Currency, Treasury § 3.143 

the underlying exposures (as deter-
mined under this subpart E as if the 
underlying exposures were directly 
held by the national bank or Federal 
savings association); to 

(B) UE. 
(ii) The calculation of KIRB must re-

flect the effects of any credit risk 
mitigant applied to the underlying ex-
posures (either to an individual under-
lying exposure, to a group of under-
lying exposures, or to all of the under-
lying exposures). 

(iii) All assets related to the 
securitization are treated as under-
lying exposures, including assets in a 
reserve account (such as a cash collat-
eral account). 

(4) Credit enhancement level (L). (i) L 
is the ratio of: 

(A) The amount of all securitization 
exposures subordinated to the tranche 
that contains the national bank’s or 
Federal savings association’s 
securitization exposure; to 

(B) UE. 
(ii) A national bank or Federal sav-

ings association must determine L be-
fore considering the effects of any 
tranche-specific credit enhancements. 

(iii) Any gain-on-sale or CEIO associ-
ated with the securitization may not 
be included in L. 

(iv) Any reserve account funded by 
accumulated cash flows from the un-

derlying exposures that is subordinated 
to the tranche that contains the na-
tional bank’s or Federal savings asso-
ciation’s securitization exposure may 
be included in the numerator and de-
nominator of L to the extent cash has 
accumulated in the account. Unfunded 
reserve accounts (that is, reserve ac-
counts that are to be funded from fu-
ture cash flows from the underlying ex-
posures) may not be included in the 
calculation of L. 

(v) In some cases, the purchase price 
of receivables will reflect a discount 
that provides credit enhancement (for 
example, first loss protection) for all or 
certain tranches of the securitization. 
When this arises, L should be cal-
culated inclusive of this discount if the 
discount provides credit enhancement 
for the securitization exposure. 

(5) Thickness of tranche (T). T is the 
ratio of: 

(i) The amount of the tranche that 
contains the national bank’s or Federal 
savings association’s securitization ex-
posure; to 

(ii) UE. 
(6) Effective number of exposures (N). 

(i) Unless the national bank or Federal 
savings association elects to use the 
formula provided in paragraph (f) of 
this section, 

where EADi represents the EAD associ-
ated with the ith instrument in the un-
derlying exposures. 

(ii) Multiple exposures to one obligor 
must be treated as a single underlying 
exposure. 

(iii) In the case of a resecuritization, 
the national bank or Federal savings 

association must treat each underlying 
exposure as a single underlying expo-
sure and must not look through to the 
originally securitized underlying expo-
sures. 

(7) Exposure-weighted average loss 
given default (EWALGD). EWALGD is 
calculated as: 
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where LGDi represents the average LGD as-
sociated with all exposures to the ith obli-
gor. In the case of a resecuritization, an LGD 
of 100 percent must be assumed for the un-
derlying exposures that are themselves 
securitization exposures. 

(f) Simplified method for computing N 
and EWALGD. (1) If all underlying ex-
posures of a securitization are retail 
exposures, a national bank or Federal 
savings association may apply the SFA 
using the following simplifications: 

(i) h = 0; and 
(ii) v = 0. 

(2) Under the conditions in 
§§ 3.143(f)(3) and (f)(4), a national bank 
or Federal savings association may em-
ploy a simplified method for calcu-
lating N and EWALGD. 

(3) If C1 is no more than 0.03, a na-
tional bank or Federal savings associa-
tion may set EWALGD = 0.50 if none of 
the underlying exposures is a 
securitization exposure, or may set 
EWALGD = 1 if one or more of the un-
derlying exposures is a securitization 
exposure, and may set N equal to the 
following amount: 

where: 
(i) Cm is the ratio of the sum of the 

amounts of the ‘m’ largest underlying 
exposures to UE; and 

(ii) The level of m is to be selected by 
the national bank or Federal savings 
association. 

(4) Alternatively, if only C1 is avail-
able and C1 is no more than 0.03, the 
national bank or Federal savings asso-
ciation may set EWALGD = 0.50 if none 
of the underlying exposures is a 
securitization exposure, or may set 
EWALGD = 1 if one or more of the un-
derlying exposures is a securitization 
exposure and may set N = 1/C1. 

§ 3.144 Simplified supervisory formula 
approach (SSFA). 

(a) General requirements for the SSFA. 
To use the SSFA to determine the risk 
weight for a securitization exposure, a 
national bank or Federal savings asso-
ciation must have data that enables it 
to assign accurately the parameters de-
scribed in paragraph (b) of this section. 
Data used to assign the parameters de-

scribed in paragraph (b) of this section 
must be the most currently available 
data; if the contracts governing the un-
derlying exposures of the securitization 
require payments on a monthly or 
quarterly basis, the data used to assign 
the parameters described in paragraph 
(b) of this section must be no more 
than 91 calendar days old. A national 
bank or Federal savings association 
that does not have the appropriate 
data to assign the parameters de-
scribed in paragraph (b) of this section 
must assign a risk weight of 1,250 per-
cent to the exposure. 

(b) SSFA parameters. To calculate the 
risk weight for a securitization expo-
sure using the SSFA, a national bank 
or Federal savings association must 
have accurate information on the fol-
lowing five inputs to the SSFA calcula-
tion: 

(1) KG is the weighted-average (with 
unpaid principal used as the weight for 
each exposure) total capital require-
ment of the underlying exposures cal-
culated using subpart D of this part. KG 
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