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(ii) Maintains the integrity, reli-
ability, and accuracy of the Board-reg-
ulated institution’s advanced systems; 
and 

(iii) Includes adequate governance 
and project management processes. 

(4) The Board-regulated institution 
must validate, on an ongoing basis, its 
advanced systems. The Board-regulated 
institution’s validation process must 
be independent of the advanced sys-
tems’ development, implementation, 
and operation, or the validation proc-
ess must be subjected to an inde-
pendent review of its adequacy and ef-
fectiveness. Validation must include: 

(i) An evaluation of the conceptual 
soundness of (including developmental 
evidence supporting) the advanced sys-
tems; 

(ii) An ongoing monitoring process 
that includes verification of processes 
and benchmarking; and 

(iii) An outcomes analysis process 
that includes backtesting. 

(5) The Board-regulated institution 
must have an internal audit function 
independent of business-line manage-
ment that at least annually assesses 
the effectiveness of the controls sup-
porting the Board-regulated institu-
tion’s advanced systems and reports its 
findings to the Board-regulated institu-
tion’s board of directors (or a com-
mittee thereof). 

(6) The Board-regulated institution 
must periodically stress test its ad-
vanced systems. The stress testing 
must include a consideration of how 
economic cycles, especially downturns, 
affect risk-based capital requirements 
(including migration across rating 
grades and segments and the credit 
risk mitigation benefits of double de-
fault treatment). 

(j) Documentation. The Board-regu-
lated institution must adequately doc-
ument all material aspects of its ad-
vanced systems. 

[Reg. Q, 78 FR 62157 and 62285, Oct. 11, 2013, as 
amended at 78 FR 62289, Oct. 11, 2013] 

§ 217.123 Ongoing qualification. 
(a) Changes to advanced systems. A 

Board-regulated institution must meet 
all the qualification requirements in 
§ 217.122 on an ongoing basis. A Board- 
regulated institution must notify the 
Board when the Board-regulated insti-

tution makes any change to an ad-
vanced system that would result in a 
material change in the Board-regulated 
institution’s advanced approaches total 
risk-weighted asset amount for an ex-
posure type or when the Board-regu-
lated institution makes any significant 
change to its modeling assumptions. 

(b) Failure to comply with qualification 
requirements. (1) If the Board deter-
mines that a Board-regulated institu-
tion that uses this subpart and that 
has conducted a satisfactory parallel 
run fails to comply with the qualifica-
tion requirements in § 217.122, the 
Board will notify the Board-regulated 
institution in writing of the Board-reg-
ulated institution’s failure to comply. 

(2) The Board-regulated institution 
must establish and submit a plan satis-
factory to the Board to return to com-
pliance with the qualification require-
ments. 

(3) In addition, if the Board deter-
mines that the Board-regulated insti-
tution’s advanced approaches total 
risk-weighted assets are not commen-
surate with the Board-regulated insti-
tution’s credit, market, operational, or 
other risks, the Board may require 
such a Board-regulated institution to 
calculate its advanced approaches total 
risk-weighted assets with any modi-
fications provided by the Board. 

§ 217.124 Merger and acquisition tran-
sitional arrangements. 

(a) Mergers and acquisitions of compa-
nies without advanced systems. If a 
Board-regulated institution merges 
with or acquires a company that does 
not calculate its risk-based capital re-
quirements using advanced systems, 
the Board-regulated institution may 
use subpart D of this part to determine 
the risk-weighted asset amounts for 
the merged or acquired company’s ex-
posures for up to 24 months after the 
calendar quarter during which the 
merger or acquisition consummates. 
The Board may extend this transition 
period for up to an additional 12 
months. Within 90 days of consum-
mating the merger or acquisition, the 
Board-regulated institution must sub-
mit to the Board an implementation 
plan for using its advanced systems for 
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