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derivative contract that is not a credit 
derivative is the EAD of the derivative 
as calculated in § 3.132. 

§ 3.132 Counterparty credit risk of 
repo-style transactions, eligible 
margin loans, and OTC derivative 
contracts. 

(a) Methodologies for collateral recogni-
tion. (1) Instead of an LGD estimation 
methodology, a national bank or Fed-
eral savings association may use the 
following methodologies to recognize 
the benefits of financial collateral in 
mitigating the counterparty credit risk 
of repo-style transactions, eligible 
margin loans, collateralized OTC deriv-
ative contracts and single product net-
ting sets of such transactions, and to 
recognize the benefits of any collateral 
in mitigating the counterparty credit 
risk of repo-style transactions that are 
included in a national bank’s or Fed-
eral savings association’s VaR-based 
measure under subpart F of this part: 

(i) The collateral haircut approach 
set forth in paragraph (b)(2) of this sec-
tion; 

(ii) The internal models methodology 
set forth in paragraph (d) of this sec-
tion; and 

(iii) For single product netting sets 
of repo-style transactions and eligible 
margin loans, the simple VaR method-
ology set forth in paragraph (b)(3) of 
this section. 

(2) A national bank or Federal sav-
ings association may use any combina-
tion of the three methodologies for col-
lateral recognition; however, it must 
use the same methodology for trans-
actions in the same category. 

(3) A national bank or Federal sav-
ings association must use the method-
ology in paragraph (c) of this section, 
or with prior written approval of the 
OCC, the internal model methodology 
in paragraph (d) of this section, to cal-
culate EAD for an OTC derivative con-
tract or a set of OTC derivative con-
tracts subject to a qualifying master 
netting agreement. To estimate EAD 
for qualifying cross-product master 
netting agreements, a national bank or 
Federal savings association may only 
use the internal models methodology 
in paragraph (d) of this section. 

(4) A national bank or Federal sav-
ings association must also use the 

methodology in paragraph (e) of this 
section to calculate the risk-weighted 
asset amounts for CVA for OTC deriva-
tives. 

(b) EAD for eligible margin loans and 
repo-style transactions—(1) General. A 
national bank or Federal savings asso-
ciation may recognize the credit risk 
mitigation benefits of financial collat-
eral that secures an eligible margin 
loan, repo-style transaction, or single- 
product netting set of such trans-
actions by factoring the collateral into 
its LGD estimates for the exposure. Al-
ternatively, a national bank or Federal 
savings association may estimate an 
unsecured LGD for the exposure, as 
well as for any repo-style transaction 
that is included in the national bank’s 
or Federal savings association’s VaR- 
based measure under subpart F of this 
part, and determine the EAD of the ex-
posure using: 

(i) The collateral haircut approach 
described in paragraph (b)(2) of this 
section; 

(ii) For netting sets only, the simple 
VaR methodology described in para-
graph (b)(3) of this section; or 

(iii) The internal models method-
ology described in paragraph (d) of this 
section. 

(2) Collateral haircut approach—(i) 
EAD equation. A national bank or Fed-
eral savings association may determine 
EAD for an eligible margin loan, repo- 
style transaction, or netting set by set-
ting EAD equal to max 

{0, [(SE ¥ SC) + S(Es × Hs) + S(Efx × 
Hfx)]}, 

where: 
(A) SE equals the value of the expo-

sure (the sum of the current fair values 
of all instruments, gold, and cash the 
national bank or Federal savings asso-
ciation has lent, sold subject to repur-
chase, or posted as collateral to the 
counterparty under the transaction (or 
netting set)); 

(B) SC equals the value of the collat-
eral (the sum of the current fair values 
of all instruments, gold, and cash the 
national bank or Federal savings asso-
ciation has borrowed, purchased sub-
ject to resale, or taken as collateral 
from the counterparty under the trans-
action (or netting set)); 
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(C) Es equals the absolute value of 
the net position in a given instrument 
or in gold (where the net position in a 
given instrument or in gold equals the 
sum of the current fair values of the in-
strument or gold the national bank or 
Federal savings association has lent, 
sold subject to repurchase, or posted as 
collateral to the counterparty minus 
the sum of the current fair values of 
that same instrument or gold the na-
tional bank or Federal savings associa-
tion has borrowed, purchased subject 
to resale, or taken as collateral from 
the counterparty); 

(D) Hs equals the market price vola-
tility haircut appropriate to the in-
strument or gold referenced in Es; 

(E) Efx equals the absolute value of 
the net position of instruments and 
cash in a currency that is different 
from the settlement currency (where 
the net position in a given currency 
equals the sum of the current fair val-
ues of any instruments or cash in the 

currency the national bank or Federal 
savings association has lent, sold sub-
ject to repurchase, or posted as collat-
eral to the counterparty minus the 
sum of the current fair values of any 
instruments or cash in the currency 
the national bank or Federal savings 
association has borrowed, purchased 
subject to resale, or taken as collateral 
from the counterparty); and 

(F) Hfx equals the haircut appropriate 
to the mismatch between the currency 
referenced in Efx and the settlement 
currency. 

(ii) Standard supervisory haircuts. (A) 
Under the standard supervisory hair-
cuts approach: 

(1) A national bank or Federal sav-
ings association must use the haircuts 
for market price volatility (Hs) in 
Table 1 to § 3.132, as adjusted in certain 
circumstances as provided in para-
graphs (b)(2)(ii)(A)(3) and (4) of this sec-
tion; 

TABLE 1 TO § 3.132—STANDARD SUPERVISORY MARKET PRICE VOLATILITY HAIRCUTS 1 

Residual maturity 

Haircut (in percent) assigned based on: 
Investment 

grade 
securitization 

exposures 
(in percent) 

Sovereign issuers risk 
weight under this section 2 

(in percent) 

Non-sovereign issuers risk 
weight under this section 

(in percent) 

Zero 20 or 50 100 20 50 100 

Less than or equal to 1 
year ........................... 0.5 1.0 15.0 1.0 2.0 4.0 4.0 

Greater than 1 year 
and less than or 
equal to 5 years ....... 2.0 3.0 15.0 4.0 6.0 8.0 12.0 

Greater than 5 years .... 4.0 6.0 15.0 8.0 12.0 16.0 24.0 

Main index equities (including convertible bonds) and gold ................ 15.0 

Other publicly traded equities (including convertible bonds) ............... 25.0 

Mutual funds ......................................................................................... Highest haircut applicable to any security in which the 
fund can invest. ROW RUL=’s●’≤ 

Cash collateral held ............................................................................. Zero 

Other exposure types ........................................................................... 25.0 

1 The market price volatility haircuts in Table 1 to § 3.132 are based on a 10 business-day holding period. 
2 Includes a foreign PSE that receives a zero percent risk weight. 

(2) For currency mismatches, a na-
tional bank or Federal savings associa-
tion must use a haircut for foreign ex-
change rate volatility (Hfx) of 8 per-
cent, as adjusted in certain cir-
cumstances as provided in paragraphs 
(b)(2)(ii)(A)(3) and (4) of this section. 

(3) For repo-style transactions, a na-
tional bank or Federal savings associa-
tion may multiply the supervisory 

haircuts provided in paragraphs 
(b)(2)(ii)(A)(1) and (2) of this section by 
the square root of 1⁄2 (which equals 
0.707107). 

(4) A national bank or Federal sav-
ings association must adjust the super-
visory haircuts upward on the basis of 
a holding period longer than ten busi-
ness days (for eligible margin loans) or 
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five business days (for repo-style trans-
actions) where the following conditions 
apply. If the number of trades in a net-
ting set exceeds 5,000 at any time dur-
ing a quarter, a national bank or Fed-
eral savings association must adjust 
the supervisory haircuts upward on the 
basis of a holding period of twenty 
business days for the following quarter 
(except when a national bank or Fed-
eral savings association is calculating 
EAD for a cleared transaction under 
§ 3.133). If a netting set contains one or 
more trades involving illiquid collat-
eral or an OTC derivative that cannot 
be easily replaced, a national bank or 
Federal savings association must ad-

just the supervisory haircuts upward 
on the basis of a holding period of 
twenty business days. If over the two 
previous quarters more than two mar-
gin disputes on a netting set have oc-
curred that lasted more than the hold-
ing period, then the national bank or 
Federal savings association must ad-
just the supervisory haircuts upward 
for that netting set on the basis of a 
holding period that is at least two 
times the minimum holding period for 
that netting set. A national bank or 
Federal savings association must ad-
just the standard supervisory haircuts 
upward using the following formula: 

(i) TM equals a holding period of 
longer than 10 business days for eligi-
ble margin loans and derivative con-
tracts or longer than 5 business days 
for repo-style transactions; 

(ii) Hs equals the standard super-
visory haircut; and 

(iii) Ts equals 10 business days for eli-
gible margin loans and derivative con-
tracts or 5 business days for repo-style 
transactions. 

(5) If the instrument a national bank 
or Federal savings association has lent, 
sold subject to repurchase, or posted as 
collateral does not meet the definition 
of financial collateral, the national 
bank or Federal savings association 
must use a 25.0 percent haircut for 
market price volatility (Hs). 

(iii) Own internal estimates for hair-
cuts. With the prior written approval of 
the OCC, a national bank or Federal 
savings association may calculate hair-
cuts (Hs and Hfx) using its own internal 

estimates of the volatilities of market 
prices and foreign exchange rates. 

(A) To receive OCC approval to use 
its own internal estimates, a national 
bank or Federal savings association 
must satisfy the following minimum 
quantitative standards: 

(1) A national bank or Federal sav-
ings association must use a 99th per-
centile one-tailed confidence interval. 

(2) The minimum holding period for a 
repo-style transaction is five business 
days and for an eligible margin loan is 
ten business days except for trans-
actions or netting sets for which para-
graph (b)(2)(iii)(A)(3) of this section ap-
plies. When a national bank or Federal 
savings association calculates an own- 
estimates haircut on a TN-day holding 
period, which is different from the min-
imum holding period for the trans-
action type, the applicable haircut 
(HM) is calculated using the following 
square root of time formula: 
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(i) TM equals 5 for repo-style trans-
actions and 10 for eligible margin 
loans; 

(ii) TN equals the holding period used 
by the national bank or Federal sav-
ings association to derive HN; and 

(iii) HN equals the haircut based on 
the holding period TN 

(3) If the number of trades in a net-
ting set exceeds 5,000 at any time dur-
ing a quarter, a national bank or Fed-
eral savings association must calculate 
the haircut using a minimum holding 
period of twenty business days for the 
following quarter (except when a na-
tional bank or Federal savings associa-
tion is calculating EAD for a cleared 
transaction under § 3.133). If a netting 
set contains one or more trades involv-
ing illiquid collateral or an OTC deriv-
ative that cannot be easily replaced, a 
national bank or Federal savings asso-
ciation must calculate the haircut 
using a minimum holding period of 
twenty business days. If over the two 
previous quarters more than two mar-
gin disputes on a netting set have oc-
curred that lasted more than the hold-
ing period, then the national bank or 
Federal savings association must cal-
culate the haircut for transactions in 
that netting set on the basis of a hold-
ing period that is at least two times 
the minimum holding period for that 
netting set. 

(4) A national bank or Federal sav-
ings association is required to cal-
culate its own internal estimates with 
inputs calibrated to historical data 
from a continuous 12-month period 
that reflects a period of significant fi-
nancial stress appropriate to the secu-
rity or category of securities. 

(5) A national bank or Federal sav-
ings association must have policies and 
procedures that describe how it deter-
mines the period of significant finan-
cial stress used to calculate the na-
tional bank’s or Federal savings asso-
ciation’s own internal estimates for 
haircuts under this section and must 
be able to provide empirical support for 
the period used. The national bank or 
Federal savings association must ob-
tain the prior approval of the OCC for, 
and notify the OCC if the national 
bank or Federal savings association 
makes any material changes to, these 
policies and procedures. 

(6) Nothing in this section prevents 
the OCC from requiring a national 
bank or Federal savings association to 
use a different period of significant fi-
nancial stress in the calculation of own 
internal estimates for haircuts. 

(7) A national bank or Federal sav-
ings association must update its data 
sets and calculate haircuts no less fre-
quently than quarterly and must also 
reassess data sets and haircuts when-
ever market prices change materially. 

(B) With respect to debt securities 
that are investment grade, a national 
bank or Federal savings association 
may calculate haircuts for categories 
of securities. For a category of securi-
ties, the national bank or Federal sav-
ings association must calculate the 
haircut on the basis of internal vola-
tility estimates for securities in that 
category that are representative of the 
securities in that category that the na-
tional bank or Federal savings associa-
tion has lent, sold subject to repur-
chase, posted as collateral, borrowed, 
purchased subject to resale, or taken as 
collateral. In determining relevant cat-
egories, the national bank or Federal 
savings association must at a min-
imum take into account: 

(1) The type of issuer of the security; 
(2) The credit quality of the security; 
(3) The maturity of the security; and 
(4) The interest rate sensitivity of 

the security. 
(C) With respect to debt securities 

that are not investment grade and eq-
uity securities, a national bank or Fed-
eral savings association must calculate 
a separate haircut for each individual 
security. 

(D) Where an exposure or collateral 
(whether in the form of cash or securi-
ties) is denominated in a currency that 
differs from the settlement currency, 
the national bank or Federal savings 
association must calculate a separate 
currency mismatch haircut for its net 
position in each mismatched currency 
based on estimated volatilities of for-
eign exchange rates between the mis-
matched currency and the settlement 
currency. 

(E) A national bank’s or Federal sav-
ings association’s own estimates of 
market price and foreign exchange rate 
volatilities may not take into account 
the correlations among securities and 
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foreign exchange rates on either the 
exposure or collateral side of a trans-
action (or netting set) or the correla-
tions among securities and foreign ex-
change rates between the exposure and 
collateral sides of the transaction (or 
netting set). 

(3) Simple VaR methodology. With the 
prior written approval of the OCC, a 
national bank or Federal savings asso-
ciation may estimate EAD for a net-
ting set using a VaR model that meets 
the requirements in paragraph 
(b)(3)(iii) of this section. In such event, 
the national bank or Federal savings 
association must set EAD equal to max 
{0, [(SE ¥ SC) + PFE]}, where: 

(i) SE equals the value of the expo-
sure (the sum of the current fair values 
of all instruments, gold, and cash the 
national bank or Federal savings asso-
ciation has lent, sold subject to repur-
chase, or posted as collateral to the 
counterparty under the netting set); 

(ii) SC equals the value of the collat-
eral (the sum of the current fair values 
of all instruments, gold, and cash the 
national bank or Federal savings asso-
ciation has borrowed, purchased sub-
ject to resale, or taken as collateral 
from the counterparty under the net-
ting set); and 

(iii) PFE (potential future exposure) 
equals the national bank’s or Federal 
savings association’s empirically based 
best estimate of the 99th percentile, 
one-tailed confidence interval for an 
increase in the value of (SE ¥ SC) over 
a five-business-day holding period for 
repo-style transactions, or over a ten- 
business-day holding period for eligible 
margin loans except for netting sets for 
which paragraph (b)(3)(iv) of this sec-
tion applies using a minimum one-year 
historical observation period of price 
data representing the instruments that 
the national bank or Federal savings 
association has lent, sold subject to re-
purchase, posted as collateral, bor-
rowed, purchased subject to resale, or 
taken as collateral. The national bank 
or Federal savings association must 
validate its VaR model by establishing 
and maintaining a rigorous and regular 
backtesting regime. 

(iv) If the number of trades in a net-
ting set exceeds 5,000 at any time dur-
ing a quarter, a national bank or Fed-
eral savings association must use a 

twenty-business-day holding period for 
the following quarter (except when a 
national bank or Federal savings asso-
ciation is calculating EAD for a 
cleared transaction under § 3.133). If a 
netting set contains one or more trades 
involving illiquid collateral, a national 
bank or Federal savings association 
must use a twenty-business-day hold-
ing period. If over the two previous 
quarters more than two margin dis-
putes on a netting set have occurred 
that lasted more than the holding pe-
riod, then the national bank or Federal 
savings association must set its PFE 
for that netting set equal to an esti-
mate over a holding period that is at 
least two times the minimum holding 
period for that netting set. 

(c) EAD for OTC derivative contracts— 
(1) OTC derivative contracts not subject to 
a qualifying master netting agreement. A 
national bank or Federal savings asso-
ciation must determine the EAD for an 
OTC derivative contract that is not 
subject to a qualifying master netting 
agreement using the current exposure 
methodology in paragraph (c)(5) of this 
section or using the internal models 
methodology described in paragraph (d) 
of this section. 

(2) OTC derivative contracts subject to a 
qualifying master netting agreement. A 
national bank or Federal savings asso-
ciation must determine the EAD for 
multiple OTC derivative contracts that 
are subject to a qualifying master net-
ting agreement using the current expo-
sure methodology in paragraph (c)(6) of 
this section or using the internal mod-
els methodology described in para-
graph (d) of this section. 

(3) Credit derivatives. Notwithstanding 
paragraphs (c)(1) and (c)(2) of this sec-
tion: 

(i) A national bank or Federal sav-
ings association that purchases a cred-
it derivative that is recognized under 
§ 3.134 or § 3.135 as a credit risk 
mitigant for an exposure that is not a 
covered position under subpart F of 
this part is not required to calculate a 
separate counterparty credit risk cap-
ital requirement under this section so 
long as the national bank or Federal 
savings association does so consist-
ently for all such credit derivatives and 
either includes or excludes all such 
credit derivatives that are subject to a 
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master netting agreement from any 
measure used to determine 
counterparty credit risk exposure to 
all relevant counterparties for risk- 
based capital purposes. 

(ii) A national bank or Federal sav-
ings association that is the protection 
provider in a credit derivative must 
treat the credit derivative as a whole-
sale exposure to the reference obligor 
and is not required to calculate a 
counterparty credit risk capital re-
quirement for the credit derivative 
under this section, so long as it does so 
consistently for all such credit deriva-
tives and either includes all or excludes 
all such credit derivatives that are sub-
ject to a master netting agreement 
from any measure used to determine 
counterparty credit risk exposure to 
all relevant counterparties for risk- 
based capital purposes (unless the na-
tional bank or Federal savings associa-
tion is treating the credit derivative as 
a covered position under subpart F of 
this part, in which case the national 
bank or Federal savings association 
must calculate a supplemental 
counterparty credit risk capital re-
quirement under this section). 

(4) Equity derivatives. A national bank 
or Federal savings association must 
treat an equity derivative contract as 
an equity exposure and compute a risk- 
weighted asset amount for the equity 
derivative contract under §§ 3.151–3.155 
(unless the national bank or Federal 
savings association is treating the con-
tract as a covered position under sub-
part F of this part). In addition, if the 
national bank or Federal savings asso-
ciation is treating the contract as a 
covered position under subpart F of 
this part, and under certain other cir-
cumstances described in § 3.155, the na-
tional bank or Federal savings associa-
tion must also calculate a risk-based 
capital requirement for the 
counterparty credit risk of an equity 
derivative contract under this section. 

(5) Single OTC derivative contract. Ex-
cept as modified by paragraph (c)(7) of 
this section, the EAD for a single OTC 
derivative contract that is not subject 
to a qualifying master netting agree-
ment is equal to the sum of the na-
tional bank’s or Federal savings asso-
ciation’s current credit exposure and 
potential future credit exposure (PFE) 
on the derivative contract. 

(i) Current credit exposure. The cur-
rent credit exposure for a single OTC 
derivative contract is the greater of 
the mark-to-fair value of the deriva-
tive contract or zero; and 

(ii) PFE. The PFE for a single OTC 
derivative contract, including an OTC 
derivative contract with a negative 
mark-to-fair value, is calculated by 
multiplying the notional principal 
amount of the derivative contract by 
the appropriate conversion factor in 
Table 2 to § 3.132. For purposes of calcu-
lating either the PFE under paragraph 
(c)(5) of this section or the gross PFE 
under paragraph (c)(6) of this section 
for exchange rate contracts and other 
similar contracts in which the notional 
principal amount is equivalent to the 
cash flows, the notional principal 
amount is the net receipts to each 
party falling due on each value date in 
each currency. For any OTC derivative 
contract that does not fall within one 
of the specified categories in Table 2 to 
§ 3.132, the PFE must be calculated 
using the ‘‘other’’ conversion factors. A 
national bank or Federal savings asso-
ciation must use an OTC derivative 
contract’s effective notional principal 
amount (that is, its apparent or stated 
notional principal amount multiplied 
by any multiplier in the OTC deriva-
tive contract) rather than its apparent 
or stated notional principal amount in 
calculating PFE. PFE of the protection 
provider of a credit derivative is 
capped at the net present value of the 
amount of unpaid premiums. 

TABLE 2 TO § 3.132—CONVERSION FACTOR MATRIX FOR OTC DERIVATIVE CONTRACTS 1 

Remaining maturity 2 Interest rate 

Foreign 
exchange 
rate and 

gold 

Credit (in-
vestment- 
grade ref-

erence 
asset) 3 

Credit (non- 
investment- 

grade 
reference 

asset) 

Equity 

Precious 
metals 
(except 
gold) 

Other 

One year or less ........... 0.00 0.01 0.05 0.10 0.06 0.07 0.10 
Over one to five years .. 0.005 0.05 0.05 0.10 0.08 0.07 0.12 
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TABLE 2 TO § 3.132—CONVERSION FACTOR MATRIX FOR OTC DERIVATIVE CONTRACTS 1— 
Continued 

Remaining maturity 2 Interest rate 

Foreign 
exchange 
rate and 

gold 

Credit (in-
vestment- 
grade ref-

erence 
asset) 3 

Credit (non- 
investment- 

grade 
reference 

asset) 

Equity 

Precious 
metals 
(except 
gold) 

Other 

Over five years .............. 0.015 0.075 0.05 0.10 0.10 0.08 0.15 

1 For an OTC derivative contract with multiple exchanges of principal, the conversion factor is multiplied by the number of re-
maining payments in the derivative contract. 

2 For an OTC derivative contract that is structured such that on specified dates any outstanding exposure is settled and the 
terms are reset so that the fair value of the contract is zero, the remaining maturity equals the time until the next reset date. For 
an interest rate derivative contract with a remaining maturity of greater than one year that meets these criteria, the minimum con-
version factor is 0.005. 

3 A national bank or Federal savings association must use the column labeled ‘‘Credit (investment-grade reference asset)’’ for 
a credit derivative whose reference asset is an outstanding unsecured long-term debt security without credit enhancement that is 
investment grade. A national bank or Federal savings association must use the column labeled ‘‘Credit (non-investment-grade 
reference asset)’’ for all other credit derivatives. 

(6) Multiple OTC derivative contracts 
subject to a qualifying master netting 
agreement. Except as modified by para-
graph (c)(7) of this section, the EAD for 
multiple OTC derivative contracts sub-
ject to a qualifying master netting 
agreement is equal to the sum of the 
net current credit exposure and the ad-
justed sum of the PFE exposure for all 
OTC derivative contracts subject to the 
qualifying master netting agreement. 

(i) Net current credit exposure. The net 
current credit exposure is the greater 
of: 

(A) The net sum of all positive and 
negative fair values of the individual 
OTC derivative contracts subject to the 
qualifying master netting agreement; 
or 

(B) Zero; and 
(ii) Adjusted sum of the PFE. The ad-

justed sum of the PFE, Anet, is cal-
culated as 

Anet = (0.4 × Agross) + (0.6 × NGR × Agross), 

where: 
(A) Agross = the gross PFE (that is, the 

sum of the PFE amounts (as deter-
mined under paragraph (c)(5)(ii) of this 
section) for each individual derivative 
contract subject to the qualifying mas-
ter netting agreement); and 

(B) NGR = the net to gross ratio (that 
is, the ratio of the net current credit 
exposure to the gross current credit ex-
posure). In calculating the NGR, the 
gross current credit exposure equals 
the sum of the positive current credit 
exposures (as determined under para-
graph (c)(6)(i) of this section) of all in-
dividual derivative contracts subject to 

the qualifying master netting agree-
ment. 

(7) Collateralized OTC derivative con-
tracts. A national bank or Federal sav-
ings association may recognize the 
credit risk mitigation benefits of finan-
cial collateral that secures an OTC de-
rivative contract or single-product net-
ting set of OTC derivatives by fac-
toring the collateral into its LGD esti-
mates for the contract or netting set. 
Alternatively, a national bank or Fed-
eral savings association may recognize 
the credit risk mitigation benefits of 
financial collateral that secures such a 
contract or netting set that is marked- 
to-market on a daily basis and subject 
to a daily margin maintenance require-
ment by estimating an unsecured LGD 
for the contract or netting set and ad-
justing the EAD calculated under para-
graph (c)(5) or (c)(6) of this section 
using the collateral haircut approach 
in paragraph (b)(2) of this section. The 
national bank or Federal savings asso-
ciation must substitute the EAD cal-
culated under paragraph (c)(5) or (c)(6) 
of this section for èE in the equation in 
paragraph (b)(2)(i) of this section and 
must use a ten-business day minimum 
holding period (TM = 10) unless a longer 
holding period is required by paragraph 
(b)(2)(iii)(A)(3) of this section. 

(8) Clearing member national bank’s or 
Federal savings association’s EAD. A 
clearing member national bank’s or 
Federal savings association’s EAD for 
an OTC derivative contract or netting 
set of OTC derivative contracts where 
the national bank or Federal savings 
association is either acting as a finan-
cial intermediary and enters into an 
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offsetting transaction with a QCCP or 
where the national bank or Federal 
savings association provides a guar-
antee to the QCCP on the performance 
of the client equals the exposure 
amount calculated according to para-
graph (c)(5) or (6) of this section multi-

plied by the scaling factor 0.71. If the 
national bank or Federal savings asso-
ciation determines that a longer period 
is appropriate, it must use a larger 
scaling factor to adjust for a longer 
holding period as follows: 

where 

H = the holding period greater than five 
days. Additionally, the OCC may require 
the national bank or Federal savings as-
sociation to set a longer holding period if 
the OCC determines that a longer period 
is appropriate due to the nature, struc-
ture, or characteristics of the trans-
action or is commensurate with the risks 
associated with the transaction. 

(d) Internal models methodology. (1)(i) 
With prior written approval from the 
OCC, a national bank or Federal sav-
ings association may use the internal 
models methodology in this paragraph 
(d) to determine EAD for counterparty 
credit risk for derivative contracts 
(collateralized or uncollateralized) and 
single-product netting sets thereof, for 
eligible margin loans and single-prod-
uct netting sets thereof, and for repo- 
style transactions and single-product 
netting sets thereof. 

(ii) A national bank or Federal sav-
ings association that uses the internal 
models methodology for a particular 
transaction type (derivative contracts, 
eligible margin loans, or repo-style 
transactions) must use the internal 
models methodology for all trans-
actions of that transaction type. A na-
tional bank or Federal savings associa-
tion may choose to use the internal 
models methodology for one or two of 
these three types of exposures and not 
the other types. 

(iii) A national bank or Federal sav-
ings association may also use the in-
ternal models methodology for deriva-
tive contracts, eligible margin loans, 
and repo-style transactions subject to 
a qualifying cross-product netting 
agreement if: 

(A) The national bank or Federal sav-
ings association effectively integrates 
the risk mitigating effects of cross- 
product netting into its risk manage-
ment and other information tech-
nology systems; and 

(B) The national bank or Federal sav-
ings association obtains the prior writ-
ten approval of the OCC. 

(iv) A national bank or Federal sav-
ings association that uses the internal 
models methodology for a transaction 
type must receive approval from the 
OCC to cease using the methodology 
for that transaction type or to make a 
material change to its internal model. 

(2) Risk-weighted assets using IMM. 
Under the IMM, a national bank or 
Federal savings association uses an in-
ternal model to estimate the expected 
exposure (EE) for a netting set and 
then calculates EAD based on that EE. 
A national bank or Federal savings as-
sociation must calculate two EEs and 
two EADs (one stressed and one 
unstressed) for each netting set as fol-
lows: 

(i) EADunstressed is calculated using an 
EE estimate based on the most recent 
data meeting the requirements of para-
graph (d)(3)(vii) of this section; 

(ii) EADstressed is calculated using an 
EE estimate based on a historical pe-
riod that includes a period of stress to 
the credit default spreads of the na-
tional bank’s or Federal savings asso-
ciation’s counterparties according to 
paragraph (d)(3)(viii) of this section; 

(iii) The national bank or Federal 
savings association must use its inter-
nal model’s probability distribution for 
changes in the fair value of a netting 
set that are attributable to changes in 
market variables to determine EE; and 
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(iv) Under the internal models meth-
odology, EAD = Max (0, a x effective 
EPE ¥ CVA), or, subject to the prior 
written approval of OCC as provided in 
paragraph (d)(10) of this section, a 
more conservative measure of EAD. 

(A) CVA equals the credit valuation 
adjustment that the national bank or 
Federal savings association has recog-
nized in its balance sheet valuation of 

any OTC derivative contracts in the 
netting set. For purposes of this para-
graph (d), CVA does not include any ad-
justments to common equity tier 1 cap-
ital attributable to changes in the fair 
value of the national bank’s or Federal 
savings association’s liabilities that 
are due to changes in its own credit 
risk since the inception of the trans-
action with the counterparty. 

(C) a = 1.4 except as provided in para-
graph (d)(5) of this section, or when the 
OCC has determined that the national 
bank or Federal savings association 
must set a higher based on the national 
bank’s or Federal savings association’s 
specific characteristics of counterparty 
credit risk or model performance. 

(v) A national bank or Federal sav-
ings association may include financial 
collateral currently posted by the 
counterparty as collateral (but may 
not include other forms of collateral) 
when calculating EE. 

(vi) If a national bank or Federal sav-
ings association hedges some or all of 
the counterparty credit risk associated 
with a netting set using an eligible 
credit derivative, the national bank or 
Federal savings association may take 
the reduction in exposure to the 
counterparty into account when esti-
mating EE. If the national bank or 
Federal savings association recognizes 
this reduction in exposure to the 

counterparty in its estimate of EE, it 
must also use its internal model to es-
timate a separate EAD for the national 
bank’s or Federal savings association’s 
exposure to the protection provider of 
the credit derivative. 

(3) Prior approval relating to EAD cal-
culation. To obtain OCC approval to 
calculate the distributions of exposures 
upon which the EAD calculation is 
based, the national bank or Federal 
savings association must demonstrate 
to the satisfaction of the OCC that it 
has been using for at least one year an 
internal model that broadly meets the 
following minimum standards, with 
which the national bank or Federal 
savings association must maintain 
compliance: 

(i) The model must have the systems 
capability to estimate the expected ex-
posure to the counterparty on a daily 
basis (but is not expected to estimate 
or report expected exposure on a daily 
basis); 
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(ii) The model must estimate ex-
pected exposure at enough future dates 
to reflect accurately all the future cash 
flows of contracts in the netting set; 

(iii) The model must account for the 
possible non-normality of the exposure 
distribution, where appropriate; 

(iv) The national bank or Federal 
savings association must measure, 
monitor, and control current 
counterparty exposure and the expo-
sure to the counterparty over the 
whole life of all contracts in the net-
ting set; 

(v) The national bank or Federal sav-
ings association must be able to meas-
ure and manage current exposures 
gross and net of collateral held, where 
appropriate. The national bank or Fed-
eral savings association must estimate 
expected exposures for OTC derivative 
contracts both with and without the ef-
fect of collateral agreements; 

(vi) The national bank or Federal 
savings association must have proce-
dures to identify, monitor, and control 
wrong-way risk throughout the life of 
an exposure. The procedures must in-
clude stress testing and scenario anal-
ysis; 

(vii) The model must use current 
market data to compute current expo-
sures. The national bank or Federal 
savings association must estimate 
model parameters using historical data 
from the most recent three-year period 
and update the data quarterly or more 
frequently if market conditions war-
rant. The national bank or Federal sav-
ings association should consider using 
model parameters based on forward- 
looking measures, where appropriate; 

(viii) When estimating model param-
eters based on a stress period, the na-
tional bank or Federal savings associa-
tion must use at least three years of 
historical data that include a period of 
stress to the credit default spreads of 
the national bank’s or Federal savings 
association’s counterparties. The na-
tional bank or Federal savings associa-
tion must review the data set and up-
date the data as necessary, particu-
larly for any material changes in its 

counterparties. The national bank or 
Federal savings association must dem-
onstrate, at least quarterly, and main-
tain documentation of such demonstra-
tion, that the stress period coincides 
with increased CDS or other credit 
spreads of the national bank’s or Fed-
eral savings association’s counterpar-
ties. The national bank or Federal sav-
ings association must have procedures 
to evaluate the effectiveness of its 
stress calibration that include a proc-
ess for using benchmark portfolios that 
are vulnerable to the same risk factors 
as the national bank’s or Federal sav-
ings association’s portfolio. The OCC 
may require the national bank or Fed-
eral savings association to modify its 
stress calibration to better reflect ac-
tual historic losses of the portfolio; 

(ix) A national bank or Federal sav-
ings association must subject its inter-
nal model to an initial validation and 
annual model review process. The 
model review should consider whether 
the inputs and risk factors, as well as 
the model outputs, are appropriate. As 
part of the model review process, the 
national bank or Federal savings asso-
ciation must have a backtesting pro-
gram for its model that includes a 
process by which unacceptable model 
performance will be determined and 
remedied; 

(x) A national bank or Federal sav-
ings association must have policies for 
the measurement, management and 
control of collateral and margin 
amounts; and 

(xi) A national bank or Federal sav-
ings association must have a com-
prehensive stress testing program that 
captures all credit exposures to 
counterparties, and incorporates stress 
testing of principal market risk factors 
and creditworthiness of counterparties. 

(4) Calculating the maturity of expo-
sures. (i) If the remaining maturity of 
the exposure or the longest-dated con-
tract in the netting set is greater than 
one year, the national bank or Federal 
savings association must set M for the 
exposure or netting set equal to the 
lower of five years or M(EPE), where: 
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(ii) If the remaining maturity of the 
exposure or the longest-dated contract 
in the netting set is one year or less, 
the national bank or Federal savings 
association must set M for the expo-
sure or netting set equal to one year, 
except as provided in § 3.131(d)(7). 

(iii) Alternatively, a national bank or 
Federal savings association that uses 
an internal model to calculate a one- 
sided credit valuation adjustment may 
use the effective credit duration esti-
mated by the model as M(EPE) in place 
of the formula in paragraph (d)(4)(i) of 
this section. 

(5) Effects of collateral agreements on 
EAD. A national bank or Federal sav-
ings association may capture the effect 
on EAD of a collateral agreement that 
requires receipt of collateral when ex-
posure to the counterparty increases, 
but may not capture the effect on EAD 
of a collateral agreement that requires 
receipt of collateral when counterparty 
credit quality deteriorates. Two meth-
ods are available to capture the effect 
of a collateral agreement, as set forth 
in paragraphs (d)(5)(i) and (ii) of this 
section: 

(i) With prior written approval from 
the OCC, a national bank or Federal 
savings association may include the ef-
fect of a collateral agreement within 
its internal model used to calculate 
EAD. The national bank or Federal 
savings association may set EAD equal 
to the expected exposure at the end of 
the margin period of risk. The margin 
period of risk means, with respect to a 
netting set subject to a collateral 
agreement, the time period from the 
most recent exchange of collateral 
with a counterparty until the next re-

quired exchange of collateral, plus the 
period of time required to sell and real-
ize the proceeds of the least liquid col-
lateral that can be delivered under the 
terms of the collateral agreement and, 
where applicable, the period of time re-
quired to re-hedge the resulting mar-
ket risk upon the default of the 
counterparty. The minimum margin 
period of risk is set according to para-
graph (d)(5)(iii) of this section; or 

(ii) As an alternative to paragraph 
(d)(5)(i) of this section, a national bank 
or Federal savings association that can 
model EPE without collateral agree-
ments but cannot achieve the higher 
level of modeling sophistication to 
model EPE with collateral agreements 
can set effective EPE for a 
collateralized netting set equal to the 
lesser of: 

(A) An add-on that reflects the poten-
tial increase in exposure of the netting 
set over the margin period of risk, plus 
the larger of: 

(1) The current exposure of the net-
ting set reflecting all collateral held or 
posted by the national bank or Federal 
savings association excluding any col-
lateral called or in dispute; or 

(2) The largest net exposure including 
all collateral held or posted under the 
margin agreement that would not trig-
ger a collateral call. For purposes of 
this section, the add-on is computed as 
the expected increase in the netting 
set’s exposure over the margin period 
of risk (set in accordance with para-
graph (d)(5)(iii) of this section); or 

(B) Effective EPE without a collat-
eral agreement plus any collateral the 
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national bank or Federal savings asso-
ciation posts to the counterparty that 
exceeds the required margin amount. 

(iii) For purposes of this part, includ-
ing paragraphs (d)(5)(i) and (ii) of this 
section, the margin period of risk for a 
netting set subject to a collateral 
agreement is: 

(A) Five business days for repo-style 
transactions subject to daily remar-
gining and daily marking-to-market, 
and ten business days for other trans-
actions when liquid financial collateral 
is posted under a daily margin mainte-
nance requirement, or 

(B) Twenty business days if the num-
ber of trades in a netting set exceeds 
5,000 at any time during the previous 
quarter or contains one or more trades 
involving illiquid collateral or any de-
rivative contract that cannot be easily 
replaced (except if the national bank or 
Federal savings association is calcu-
lating EAD for a cleared transaction 
under § 3.133). If over the two previous 
quarters more than two margin dis-
putes on a netting set have occurred 
that lasted more than the margin pe-
riod of risk, then the national bank or 
Federal savings association must use a 
margin period of risk for that netting 
set that is at least two times the min-
imum margin period of risk for that 
netting set. If the periodicity of the re-
ceipt of collateral is N-days, the min-
imum margin period of risk is the min-
imum margin period of risk under this 
paragraph (d) plus N minus 1. This pe-
riod should be extended to cover any 
impediments to prompt re-hedging of 
any market risk. 

(C) Five business days for an OTC de-
rivative contract or netting set of OTC 
derivative contracts where the na-
tional bank or Federal savings associa-
tion is either acting as a financial 
intermediary and enters into an offset-
ting transaction with a CCP or where 
the national bank or Federal savings 
association provides a guarantee to the 
CCP on the performance of the client. 
A national bank or Federal savings as-
sociation must use a longer holding pe-
riod if the national bank or Federal 
savings association determines that a 
longer period is appropriate. Addition-
ally, the OCC may require the national 
bank or Federal savings association to 
set a longer holding period if the OCC 

determines that a longer period is ap-
propriate due to the nature, structure, 
or characteristics of the transaction or 
is commensurate with the risks associ-
ated with the transaction. 

(6) Own estimate of alpha. With prior 
written approval of the OCC, a national 
bank or Federal savings association 
may calculate alpha as the ratio of eco-
nomic capital from a full simulation of 
counterparty exposure across counter-
parties that incorporates a joint sim-
ulation of market and credit risk fac-
tors (numerator) and economic capital 
based on EPE (denominator), subject to 
a floor of 1.2. For purposes of this cal-
culation, economic capital is the unex-
pected losses for all counterparty cred-
it risks measured at a 99.9 percent con-
fidence level over a one-year horizon. 
To receive approval, the national bank 
or Federal savings association must 
meet the following minimum standards 
to the satisfaction of the OCC: 

(i) The national bank’s or Federal 
savings association’s own estimate of 
alpha must capture in the numerator 
the effects of: 

(A) The material sources of 
stochastic dependency of distributions 
of fair values of transactions or port-
folios of transactions across counter-
parties; 

(B) Volatilities and correlations of 
market risk factors used in the joint 
simulation, which must be related to 
the credit risk factor used in the sim-
ulation to reflect potential increases in 
volatility or correlation in an eco-
nomic downturn, where appropriate; 
and 

(C) The granularity of exposures 
(that is, the effect of a concentration 
in the proportion of each counter-
party’s exposure that is driven by a 
particular risk factor). 

(ii) The national bank or Federal sav-
ings association must assess the poten-
tial model uncertainty in its estimates 
of alpha. 

(iii) The national bank or Federal 
savings association must calculate the 
numerator and denominator of alpha in 
a consistent fashion with respect to 
modeling methodology, parameter 
specifications, and portfolio composi-
tion. 

(iv) The national bank or Federal 
savings association must review and 
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adjust as appropriate its estimates of 
the numerator and denominator of 
alpha on at least a quarterly basis and 
more frequently when the composition 
of the portfolio varies over time. 

(7) Risk-based capital requirements for 
transactions with specific wrong-way risk. 
A national bank or Federal savings as-
sociation must determine if a repo- 
style transaction, eligible margin loan, 
bond option, or equity derivative con-
tract or purchased credit derivative to 
which the national bank or Federal 
savings association applies the internal 
models methodology under this para-
graph (d) has specific wrong-way risk. 
If a transaction has specific wrong-way 
risk, the national bank or Federal sav-
ings association must treat the trans-
action as its own netting set and ex-
clude it from the model described in 
§ 3.132(d)(2) and instead calculate the 
risk-based capital requirement for the 
transaction as follows: 

(i) For an equity derivative contract, 
by multiplying: 

(A) K, calculated using the appro-
priate risk-based capital formula speci-
fied in Table 1 of § 3.131 using the PD of 
the counterparty and LGD equal to 100 
percent, by 

(B) The maximum amount the na-
tional bank or Federal savings associa-
tion could lose on the equity deriva-
tive. 

(ii) For a purchased credit derivative 
by multiplying: 

(A) K, calculated using the appro-
priate risk-based capital formula speci-
fied in Table 1 of § 3.131 using the PD of 
the counterparty and LGD equal to 100 
percent, by 

(B) The fair value of the reference 
asset of the credit derivative. 

(iii) For a bond option, by multi-
plying: 

(A) K, calculated using the appro-
priate risk-based capital formula speci-
fied in Table 1 of § 3.131 using the PD of 
the counterparty and LGD equal to 100 
percent, by 

(B) The smaller of the notional 
amount of the underlying reference 
asset and the maximum potential loss 
under the bond option contract. 

(iv) For a repo-style transaction or 
eligible margin loan by multiplying: 

(A) K, calculated using the appro-
priate risk-based capital formula speci-

fied in Table 1 of § 3.131 using the PD of 
the counterparty and LGD equal to 100 
percent, by 

(B) The EAD of the transaction de-
termined according to the EAD equa-
tion in § 3.131(b)(2), substituting the es-
timated value of the collateral assum-
ing a default of the counterparty for 
the value of the collateral in Sc of the 
equation. 

(8) Risk-weighted asset amount for IMM 
exposures with specific wrong-way risk. 
The aggregate risk-weighted asset 
amount for IMM exposures with spe-
cific wrong-way risk is the sum of a na-
tional bank’s or Federal savings asso-
ciation’s risk-based capital require-
ment for purchased credit derivatives 
that are not bond options with specific 
wrong-way risk as calculated under 
paragraph (d)(7)(ii) of this section, a 
national bank’s or Federal savings as-
sociation’s risk-based capital require-
ment for equity derivatives with spe-
cific wrong-way risk as calculated 
under paragraph (d)(7)(i) of this sec-
tion, a national bank’s or Federal sav-
ings association’s risk-based capital re-
quirement for bond options with spe-
cific wrong-way risk as calculated 
under paragraph (d)(7)(iii) of this sec-
tion, and a national bank’s or Federal 
savings association’s risk-based capital 
requirement for repo-style transactions 
and eligible margin loans with specific 
wrong-way risk as calculated under 
paragraph (d)(7)(iv) of this section, 
multiplied by 12.5. 

(9) Risk-weighted assets for IMM expo-
sures. (i) The national bank or Federal 
savings association must insert the as-
signed risk parameters for each 
counterparty and netting set into the 
appropriate formula specified in Table 
1 of § 3.131 and multiply the output of 
the formula by the EADunstressed of the 
netting set to obtain the unstressed 
capital requirement for each netting 
set. A national bank or Federal savings 
association that uses an advanced CVA 
approach that captures migrations in 
credit spreads under paragraph (e)(3) of 
this section must set the maturity ad-
justment (b) in the formula equal to 
zero. The sum of the unstressed capital 
requirement calculated for each net-
ting set equals Kunstressed. 
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(ii) The national bank or Federal sav-
ings association must insert the as-
signed risk parameters for each whole-
sale obligor and netting set into the 
appropriate formula specified in Table 
1 of § 3.131 and multiply the output of 
the formula by the EADstressed of the 
netting set to obtain the stressed cap-
ital requirement for each netting set. A 
national bank or Federal savings asso-
ciation that uses an advanced CVA ap-
proach that captures migrations in 
credit spreads under paragraph (e)(3) of 
this section must set the maturity ad-
justment (b) in the formula equal to 
zero. The sum of the stressed capital 
requirement calculated for each net-
ting set equals Kstressed. 

(iii) The national bank’s or Federal 
savings association’s dollar risk-based 
capital requirement under the internal 
models methodology equals the larger 
of Kunstressed and Kstressed. A national 
bank’s or Federal savings association’s 
risk-weighted assets amount for IMM 
exposures is equal to the capital re-
quirement multiplied by 12.5, plus risk- 
weighted assets for IMM exposures 
with specific wrong-way risk in para-
graph (d)(8) of this section and those in 
paragraph (d)(10) of this section. 

(10) Other measures of counterparty ex-
posure. (i) With prior written approval 
of the OCC, a national bank or Federal 
savings association may set EAD equal 
to a measure of counterparty credit 
risk exposure, such as peak EAD, that 
is more conservative than an alpha of 
1.4 (or higher under the terms of para-
graph (d)(7)(iv)(C) of this section) times 
the larger of EPEunstressed and EPEstressed 
for every counterparty whose EAD will 
be measured under the alternative 
measure of counterparty exposure. The 
national bank or Federal savings asso-
ciation must demonstrate the conserv-
atism of the measure of counterparty 
credit risk exposure used for EAD. 
With respect to paragraph (d)(10)(i) of 
this section: 

(A) For material portfolios of new 
OTC derivative products, the national 
bank or Federal savings association 
may assume that the current exposure 
methodology in paragraphs (c)(5) and 
(c)(6) of this section meets the conserv-
atism requirement of this section for a 
period not to exceed 180 days. 

(B) For immaterial portfolios of OTC 
derivative contracts, the national bank 
or Federal savings association gen-
erally may assume that the current ex-
posure methodology in paragraphs 
(c)(5) and (c)(6) of this section meets 
the conservatism requirement of this 
section. 

(ii) To calculate risk-weighted assets 
for purposes of the approach in para-
graph (d)(10)(i) of this section, the na-
tional bank or Federal savings associa-
tion must insert the assigned risk pa-
rameters for each counterparty and 
netting set into the appropriate for-
mula specified in Table 1 of § 3.131, mul-
tiply the output of the formula by the 
EAD for the exposure as specified 
above, and multiply by 12.5. 

(e) Credit valuation adjustment (CVA) 
risk-weighted assets—(1) In general. With 
respect to its OTC derivative contracts, 
a national bank or Federal savings as-
sociation must calculate a CVA risk- 
weighted asset amount for its portfolio 
of OTC derivative transactions that are 
subject to the CVA capital requirement 
using the simple CVA approach de-
scribed in paragraph (e)(5) of this sec-
tion or, with prior written approval of 
the OCC, the advanced CVA approach 
described in paragraph (e)(6) of this 
section. A national bank or Federal 
savings association that receives prior 
OCC approval to calculate its CVA 
risk-weighted asset amounts for a class 
of counterparties using the advanced 
CVA approach must continue to use 
that approach for that class of counter-
parties until it notifies the OCC in 
writing that the national bank or Fed-
eral savings association expects to 
begin calculating its CVA risk-weight-
ed asset amount using the simple CVA 
approach. Such notice must include an 
explanation of the national bank’s or 
Federal savings association’s rationale 
and the date upon which the national 
bank or Federal savings association 
will begin to calculate its CVA risk- 
weighted asset amount using the sim-
ple CVA approach. 

(2) Market risk national banks or Fed-
eral savings associations. Notwith-
standing the prior approval require-
ment in paragraph (e)(1) of this section, 
a market risk national bank or Federal 
savings association may calculate its 
CVA risk-weighted asset amount using 
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the advanced CVA approach if the na-
tional bank or Federal savings associa-
tion has OCC approval to: 

(i) Determine EAD for OTC deriva-
tive contracts using the internal mod-
els methodology described in para-
graph (d) of this section; and 

(ii) Determine its specific risk add-on 
for debt positions issued by the 
counterparty using a specific risk 
model described in § 3.207(b). 

(3) Recognition of hedges. (i) A na-
tional bank or Federal savings associa-
tion may recognize a single name CDS, 
single name contingent CDS, any other 
equivalent hedging instrument that 
references the counterparty directly, 
and index credit default swaps (CDSind) 
as a CVA hedge under paragraph 
(e)(5)(ii) of this section or paragraph 
(e)(6) of this section, provided that the 

position is managed as a CVA hedge in 
accordance with the national bank’s or 
Federal savings association’s hedging 
policies. 

(ii) A national bank or Federal sav-
ings association shall not recognize as 
a CVA hedge any tranched or nth-to-de-
fault credit derivative. 

(4) Total CVA risk-weighted assets. 
Total CVA risk-weighted assets is the 
CVA capital requirement, KCVA, cal-
culated for a national bank’s or Fed-
eral savings association’s entire port-
folio of OTC derivative counterparties 
that are subject to the CVA capital re-
quirement, multiplied by 12.5. 

(5) Simple CVA approach. (i) Under the 
simple CVA approach, the CVA capital 
requirement, KCVA, is calculated ac-
cording to the following formula: 

(A) wi = the weight applicable to 
counterparty i under Table 3 to § 3.132; 

(B) Mi = the EAD-weighted average of 
the effective maturity of each netting 
set with counterparty i (where each 
netting set’s effective maturity can be 
no less than one year.) 

(C) EADi
total = the sum of the EAD for 

all netting sets of OTC derivative con-
tracts with counterparty i calculated 
using the current exposure method-
ology described in paragraph (c) of this 
section or the internal models method-
ology described in paragraph (d) of this 
section. When the national bank or 
Federal savings association calculates 
EAD under paragraph (c) of this sec-
tion, such EAD may be adjusted for 
purposes of calculating EADi

total by mul-
tiplying EAD by (1-exp(¥0.05 × Mi))/ 
(0.05 × Mi), where ‘‘exp’’ is the expo-
nential function. When the national 
bank or Federal savings association 
calculates EAD under paragraph (d) of 
this section, EADi

total equals EADunstressed. 

(D) Mi
hedge = the notional weighted av-

erage maturity of the hedge instru-
ment. 

(E) Bi = the sum of the notional 
amounts of any purchased single name 
CDS referencing counterparty i that is 
used to hedge CVA risk to 
counterparty i multiplied by (1- 
exp(¥0.05 × Mi

hedge))/(0.05 × Mi
hedge). 

(F) Mind = the maturity of the CDSind 
or the notional weighted average matu-
rity of any CDSind purchased to hedge 
CVA risk of counterparty i. 

(G) Bind = the notional amount of one 
or more CDSind purchased to hedge CVA 
risk for counterparty i multiplied by 
(1-exp(¥0.05 × Mind))/(0.05 × Mind) 

(H) wind = the weight applicable to the 
CDSind based on the average weight of 
the underlying reference names that 
comprise the index under Table 3 to 
§ 3.132. 

(ii) The national bank or Federal sav-
ings association may treat the notional 
amount of the index attributable to a 
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counterparty as a single name hedge of 
counterparty i (Bi,) when calculating 
KCVA, and subtract the notional amount 
of Bi from the notional amount of the 
CDSind. A national bank or Federal sav-
ings association must treat the CDSind 
hedge with the notional amount re-
duced by Bi as a CVA hedge. 

TABLE 3 TO § 3.132—ASSIGNMENT OF 
COUNTERPARTY WEIGHT 

Internal PD 
(in percent) 

Weight wi 
(in percent) 

0.00–0.07 ....................................................... 0.70 
>0.070–0.15 ................................................... 0.80 
>0.15–0.40 ..................................................... 1.00 
>0.40–2.00 ..................................................... 2.00 
>2.00–6.00 ..................................................... 3.00 
>6.00 .............................................................. 10.00 

(6) Advanced CVA approach. (i) A na-
tional bank or Federal savings associa-
tion may use the VaR model that it 
uses to determine specific risk under 
§ 3.207(b) or another VaR model that 
meets the quantitative requirements of 
§ 3.205(b) and § 3.207(b)(1) to calculate its 
CVA capital requirement for a 
counterparty by modeling the impact 
of changes in the counterparties’ credit 

spreads, together with any recognized 
CVA hedges, on the CVA for the 
counterparties, subject to the following 
requirements: 

(A) The VaR model must incorporate 
only changes in the counterparties’ 
credit spreads, not changes in other 
risk factors. The VaR model does not 
need to capture jump-to-default risk; 

(B) A national bank or Federal sav-
ings association that qualifies to use 
the advanced CVA approach must in-
clude in that approach any immaterial 
OTC derivative portfolios for which it 
uses the current exposure methodology 
in paragraph (c) of this section accord-
ing to paragraph (e)(6)(viii) of this sec-
tion; and 

(C) A national bank or Federal sav-
ings association must have the systems 
capability to calculate the CVA capital 
requirement for a counterparty on a 
daily basis (but is not required to cal-
culate the CVA capital requirement on 
a daily basis). 

(ii) Under the advanced CVA ap-
proach, the CVA capital requirement, 
KCVA, is calculated according to the fol-
lowing formulas: 

Where 
(A) ti = the time of the i-th revalu-

ation time bucket starting from t0 = 0. 
(B) tT = the longest contractual ma-

turity across the OTC derivative con-
tracts with the counterparty. 

(C) si = the CDS spread for the 
counterparty at tenor ti used to cal-
culate the CVA for the counterparty. If 

a CDS spread is not available, the na-
tional bank or Federal savings associa-
tion must use a proxy spread based on 
the credit quality, industry and region 
of the counterparty. 

(D) LGDMKT = the loss given default of 
the counterparty based on the spread 
of a publicly traded debt instrument of 
the counterparty, or, where a publicly 
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traded debt instrument spread is not 
available, a proxy spread based on the 
credit quality, industry, and region of 
the counterparty. Where no market in-
formation and no reliable proxy based 
on the credit quality, industry, and re-
gion of the counterparty are available 
to determine LGDMKT, a national bank 
or Federal savings association may use 
a conservative estimate when deter-
mining LGDMKT, subject to approval by 
the OCC. 

(E) EEi = the sum of the expected ex-
posures for all netting sets with the 
counterparty at revaluation time ti, 
calculated according to paragraphs 
(e)(6)(iv)(A) and (e)(6)(v)(A) of this sec-
tion. 

(F) Di = the risk-free discount factor 
at time ti, where D0 = 1. 

(G) Exp is the exponential function. 
(H) The subscript j refers either to a 

stressed or an unstressed calibration as 
described in paragraphs (e)(6)(iv) and 
(v) of this section. 

(iii) Notwithstanding paragraphs 
(e)(6)(i) and (e)(6)(ii) of this section, a 
national bank or Federal savings asso-
ciation must use the formulas in para-
graphs (e)(6)(iii)(A) or (e)(6)(iii)(B) of 
this section to calculate credit spread 
sensitivities if its VaR model is not 
based on full repricing. 

(A) If the VaR model is based on 
credit spread sensitivities for specific 
tenors, the national bank or Federal 
savings association must calculate 
each credit spread sensitivity accord-
ing to the following formula: 

(iv) To calculate the CVAUnstressed 
measure for purposes of paragraph 
(e)(6)(ii) of this section, the national 
bank or Federal savings association 
must: 

(A) Use the EEi calculated using the 
calibration of paragraph (d)(3)(vii) of 
this section, except as provided in 
§ 3.132(e)(6)(vi), and 

(B) Use the historical observation pe-
riod required under § 3.205(b)(2). 

(v) To calculate the CVAStressed meas-
ure for purposes of paragraph (e)(6)(ii) 

of this section, the national bank or 
Federal savings association must: 

(A) Use the EEi calculated using the 
stress calibration in paragraph 
(d)(3)(viii) of this section except as pro-
vided in paragraph (e)(6)(vi) of this sec-
tion. 

(B) Calibrate VaR model inputs to 
historical data from the most severe 
twelve-month stress period contained 
within the three-year stress period 
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used to calculate EEi. The OCC may re-
quire a national bank or Federal sav-
ings association to use a different pe-
riod of significant financial stress in 
the calculation of the CVAStressed meas-
ure. 

(vi) If a national bank or Federal sav-
ings association captures the effect of a 
collateral agreement on EAD using the 
method described in paragraph (d)(5)(ii) 
of this section, for purposes of para-
graph (e)(6)(ii) of this section, the na-
tional bank or Federal savings associa-
tion must calculate EEi using the 
method in paragraph (d)(5)(ii) of this 
section and keep that EE constant 
with the maturity equal to the max-
imum of: 

(A) Half of the longest maturity of a 
transaction in the netting set, and 

(B) The notional weighted average 
maturity of all transactions in the net-
ting set. 

(vii) For purposes of paragraph (e)(6) 
of this section, the national bank’s or 
Federal savings association’s VaR 
model must capture the basis between 
the spreads of any CDSind that is used 
as the hedging instrument and the 
hedged counterparty exposure over var-
ious time periods, including benign and 
stressed environments. If the VaR 
model does not capture that basis, the 
national bank or Federal savings asso-
ciation must reflect only 50 percent of 
the notional amount of the CDSind 
hedge in the VaR model. 

(viii) If a national bank or Federal 
savings association uses the current 
exposure methodology described in 
paragraphs (c)(5) and (c)(6) of this sec-
tion to calculate the EAD for any im-
material portfolios of OTC derivative 
contracts, the national bank or Federal 
savings association must use that EAD 
as a constant EE in the formula for the 
calculation of CVA with the maturity 
equal to the maximum of: 

(A) Half of the longest maturity of a 
transaction in the netting set, and 

(B) The notional weighted average 
maturity of all transactions in the net-
ting set. 

§ 3.133 Cleared transactions. 
(a) General requirements. (1) A na-

tional bank or Federal savings associa-
tion that is a clearing member client 
must use the methodologies described 

in paragraph (b) of this section to cal-
culate risk-weighted assets for a 
cleared transaction. 

(2) A national bank or Federal sav-
ings association that is a clearing 
member must use the methodologies 
described in paragraph (c) of this sec-
tion to calculate its risk-weighted as-
sets for cleared transactions and para-
graph (d) of this section to calculate its 
risk-weighted assets for its default 
fund contribution to a CCP. 

(b) Clearing member client national 
banks or Federal savings associations—(1) 
Risk-weighted assets for cleared trans-
actions. (i) To determine the risk- 
weighted asset amount for a cleared 
transaction, a national bank or Federal 
savings association that is a clearing 
member client must multiply the trade 
exposure amount for the cleared trans-
action, calculated in accordance with 
paragraph (b)(2) of this section, by the 
risk weight appropriate for the cleared 
transaction, determined in accordance 
with paragraph (b)(3) of this section. 

(ii) A clearing member client na-
tional bank’s or Federal savings asso-
ciation’s total risk-weighted assets for 
cleared transactions is the sum of the 
risk-weighted asset amounts for all of 
its cleared transactions. 

(2) Trade exposure amount. (i) For a 
cleared transaction that is a derivative 
contract or a netting set of derivative 
contracts, trade exposure amount 
equals the EAD for the derivative con-
tract or netting set of derivative con-
tracts calculated using the method-
ology used to calculate EAD for OTC 
derivative contracts set forth in 
§ 3.132(c) or (d), plus the fair value of 
the collateral posted by the clearing 
member client national bank or Fed-
eral savings association and held by 
the CCP or a clearing member in a 
manner that is not bankruptcy remote. 
When the national bank or Federal sav-
ings association calculates EAD for the 
cleared transaction using the method-
ology in § 3.132(d), EAD equals 
EADunstressed. 

(ii) For a cleared transaction that is 
a repo-style transaction or netting set 
of repo-style transactions, trade expo-
sure amount equals the EAD for the 
repo-style transaction calculated using 
the methodology set forth in 
§ 3.132(b)(2), (b)(3), or (d), plus the fair 
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