AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

§217.133

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

§217.133 Cleared transactions.

(a) General requirements. (1) A Board-
regulated institution that is a clearing
member client must use the meth-
odologies described in paragraph (b) of
this section to calculate risk-weighted
assets for a cleared transaction.

(2) A Board-regulated institution
that is a clearing member must use the
methodologies described in paragraph
(c) of this section to calculate its risk-
weighted assets for cleared trans-
actions and paragraph (d) of this sec-
tion to calculate its risk-weighted as-
sets for its default fund contribution to
a CCP.

(b) Clearing member client Board-regu-
lated institutions—(1) Risk-weighted as-
sets for cleared transactions. (i) To deter-
mine the risk-weighted asset amount
for a cleared transaction, a Board-regu-
lated institution 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 Board-
regulated institution’s total risk-
weighted assets for cleared trans-
actions 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
§217.132(c) or (d), plus the fair value of
the collateral posted by the clearing
member client Board-regulated institu-
tion and held by the CCP or a clearing
member in a manner that is not bank-
ruptcy remote. When the Board-regu-
lated institution calculates EAD for
the cleared transaction using the
methodology in §217.132(d), EAD equals
EADunstresse(L
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(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
§217.132(b)(2), (b)(3), or (d), plus the fair
value of the collateral posted by the
clearing member client Board-regu-
lated institution and held by the CCP
or a clearing member in a manner that
is not bankruptcy remote. When the
Board-regulated institution calculates
EAD for the cleared transaction under
§217.132(d), EAD equals EADunsuessed.

(3) Cleared transaction risk weights. (i)
For a cleared transaction with a QCCP,
a clearing member client Board-regu-
lated institution must apply a risk
weight of:

(A) 2 percent if the collateral posted
by the Board-regulated institution to
the QCCP or clearing member is sub-
ject to an arrangement that prevents
any loss to the clearing member client
Board-regulated institution due to the
joint default or a concurrent insol-
vency, liquidation, or receivership pro-
ceeding of the clearing member and
any other clearing member clients of
the clearing member; and the clearing
member client Board-regulated institu-
tion has conducted sufficient legal re-
view to conclude with a well-founded
basis (and maintains sufficient written
documentation of that legal review)
that in the event of a legal challenge
(including one resulting from an event
of default or from liquidation, insol-
vency or receivership proceedings) the
relevant court and administrative au-
thorities would find the arrangements
to be legal, valid, binding and enforce-
able under the law of the relevant ju-
risdictions.

(B) 4 percent, if the requirements of
§217.132(b)(3)(1)(A) are not met.

(ii) For a cleared transaction with a
CCP that is not a QCCP, a clearing
member client Board-regulated institu-
tion must apply the risk weight appli-
cable to the CCP under §217.32.

(4) Collateral. (i) Notwithstanding any
other requirement of this section, col-
lateral posted by a clearing member
client Board-regulated institution that
is held by a custodian (in its capacity
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as custodian) in a manner that is bank-
ruptcy remote from the CCP, the cus-
todian, clearing member, and other
clearing member clients of the clearing
member, is not subject to a capital re-
quirement under this section.

(ii) A clearing member client Board-
regulated institution must calculate a
risk-weighted asset amount for any
collateral provided to a CCP, clearing
member or a custodian in connection
with a cleared transaction in accord-
ance with requirements under §217.131.

(c) Clearing member Board-regulated in-
stitution—(1) Risk-weighted assets for
cleared transactions. (1) To determine
the risk-weighted asset amount for a
cleared transaction, a clearing member
Board-regulated institution must mul-
tiply the trade exposure amount for
the cleared transaction, calculated in
accordance with paragraph (c)(2) of this
section by the risk weight appropriate
for the cleared transaction, determined
in accordance with paragraph (c)(3) of
this section.

(ii) A clearing member Board-regu-
lated institution’s total risk-weighted
assets for cleared transactions is the
sum of the risk-weighted asset
amounts for all of its cleared trans-
actions.

(2) Trade exposure amount. A clearing
member Board-regulated institution
must calculate its trade exposure
amount for a cleared transaction as
follows:

(i) For a cleared transaction that is a
derivative contract or a netting set of
derivative contracts, trade exposure
amount equals the EAD calculated
using the methodology used to cal-
culate EAD for OTC derivative con-
tracts set forth in §217.132(c) or
§217.132(d), plus the fair value of the
collateral posted by the clearing mem-
ber Board-regulated institution and
held by the CCP in a manner that is
not bankruptcy remote. When the
clearing member Board-regulated insti-
tution calculates EAD for the cleared
transaction using the methodology in
§217.132(d), EAD equals EADunsuressed.

(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 calculated
under §§217.132(b)(2), (b)(3), or (d), plus
the fair value of the collateral posted
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by the clearing member Board-regu-
lated institution and held by the CCP
in a manner that is not bankruptcy re-
mote. When the clearing member
Board-regulated institution calculates
EAD for the cleared transaction under
§217.132(d), EAD equals EADunslressed.

(38) Cleared transaction risk weights. (i)
A clearing member Board-regulated in-
stitution must apply a risk weight of 2
percent to the trade exposure amount
for a cleared transaction with a QCCP.

(ii) For a cleared transaction with a
CCP that is not a QCCP, a clearing
member Board-regulated institution
must apply the risk weight applicable
to the CCP according to §217.32.

(4) Collateral. (i) Notwithstanding any
other requirement of this section, col-
lateral posted by a clearing member
Board-regulated institution that is
held by a custodian in a manner that is
bankruptcy remote from the CCP is
not subject to a capital requirement
under this section.

(ii) A clearing member Board-regu-
lated institution must calculate a risk-
weighted asset amount for any collat-
eral provided to a CCP, clearing mem-
ber or a custodian in connection with a
cleared transaction in accordance with
requirements under §217.131

(d) Default fund contributions—(1) Gen-
eral requirement. A clearing member
Board-regulated institution must de-
termine the risk-weighted asset
amount for a default fund contribution
to a CCP at least quarterly, or more
frequently if, in the opinion of the
Board-regulated institution or the
Board, there is a material change in
the financial condition of the CCP.

(2) Risk-weighted asset amount for de-
fault fund contributions to non-qualifying
CCPs. A clearing member Board-regu-
lated institution’s risk-weighted asset
amount for default fund contributions
to CCPs that are not QCCPs equals the
sum of such default fund contributions
multiplied by 1,250 percent or an
amount determined by the Board,
based on factors such as size, structure
and membership characteristics of the
CCP and riskiness of its transactions,
in cases where such default fund con-
tributions may be unlimited.

(3) Risk-weighted asset amount for de-
fault fund contributions to QCCPs. A
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clearing member Board-regulated insti-
tution’s risk-weighted asset amount
for default fund contributions to
QCCPs equals the sum of its capital re-
quirement, Kcym for each QCCP, as cal-
culated under the methodology set

K ccp

clearing member i

Where

(A) EBRM; = the EAD for each trans-
action cleared through the QCCP by
clearing member i, calculated using
the methodology used to calculate
EAD for OTC derivative contracts set
forth in §217.132(c)(5) and §217.132.(c)(6)
or the methodology used to calculate
EAD for repo-style transactions set
forth in §217.132(b)(2) for repo-style
transactions, provided that:

(I) For purposes of this section, when
calculating the EAD, the Board-regu-
lated institution may replace the for-
mula provided in §217.132(c)(6)(ii) with
the following formula: Anet = (0.15 x
Agross) T (0.85 X NGR X Agross); and

(2) For option derivative contracts
that are cleared transactions, the PFE
described in §217.132(c)(5) must be ad-
justed by multiplying the notional
principal amount of the derivative con-
tract by the appropriate conversion
factor in Table 2 to §217.132 and the ab-
solute value of the option’s delta, that
is, the ratio of the change in the value
of the derivative contract to the cor-
responding change in the price of the
underlying asset.

(3) For repo-style transactions, when
applying §217.132(b)(2), the Board-regu-
lated institution must use the method-
ology in §217.132(b)(2)(ii).

12 CFR Ch. Il (1-1-14 Edition)

forth in paragraph (d)(3)(i) of this sec-
tion (Method 1), multiplied by 1,250 per-
cent or paragraph (d)(3)(iv) of this sec-
tion (Method 2).

(i) Method 1. The hypothetical capital
requirement of a QCCP (Kccp) equals:

> max (EBRM ,~VM ,—~IM ,—~DF ;0)x RW x 0.08

(B) VM; = any collateral posted by
clearing member i to the QCCP that it
is entitled to receive from the QCCP
but has not yet received, and any col-
lateral that the QCCP has actually re-
ceived from clearing member i;

(C) IM; = the collateral posted as ini-
tial margin by clearing member i to
the QCCP;

(D) DF; = the funded portion of clear-
ing member i’s default fund contribu-
tion that will be applied to reduce the
QCCP’s loss upon a default by clearing
member i; and

(E) RW = 20 percent, except when the
Board has determined that a higher
risk weight is more appropriate based
on the specific characteristics of the
QCCP and its clearing members; and

(F) Where a QCCP has provided its
Kcep, a  Board-regulated institution
must rely on such disclosed figure in-
stead of calculating Kccp under this
paragraph (d), unless the Board-regu-
lated institution determines that a
more conservative figure is appropriate
based on the nature, structure, or char-
acteristics of the QCCP.

(ii) For a Board-regulated institution
that is a clearing member of a QCCP
with a default fund supported by fund-
ed commitments, Kcm equals:
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N DF; "
KCM, =(1+ﬂ.—j — Key

N-2) DF,,
cz'ﬂ'(KCCP-DF‘)-FcZ'DF(:M if DF <Kcep (@)
Kéy =16 (Keep = DFgep) ¢, ’(DF'_K('CP) if DFep < Keep < DF (i)
¢,-DF,, if Keep SDF.,  (iiD)
Where
A B = Ayery + Ayern
( ) zi ANeI,i

Subscripts 1 and 2 denote the clearing members with the two largest Ane values.
For purposes of this section, for cleared transactions that are derivatives, Ane is defined
using the definition set forth in §  .132(c)(6)(ii) and for cleared transactions that are
repo-style transactions, Ane is the EAD equation max {0, [(QE - YC) + Y (Es x Hy) +
Y(Efx]} from §  .132(b)(2(i)) using the methodology in §  .132(b)(2)(ii);

(B) N = the number of clearing members in the QCCP;

(C) DFccp=the QCCP’s own funds and other financial resources that would be
used to cover its losses before clearing members’ default fund contributions are used to
cover losses;

(D) DFcm= Funded default fund contributions from all clearing members and
any other clearing member contributed financial resources that are available to absorb
mutualized QCCP losses;

(E) DF = DFccp + DFcm (that is, the total funded default fund contribution);

(F) DF, = Average DF, = the average funded default fund contribution from an

individual clearing member;
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(G) DF,,= DF,

M
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-2.DF, = > DF, —2.DF, (that is, the funded default fund

contribution from surviving clearing members assuming that two average clearing

members have defaulted and their default fund contributions and initial margins have

been used to absorb the resulting losses);

(H) DF'= pr,, +DF,, =DF -2-DF,

(that is, the total funded default fund contributions from the QCCP and the

surviving clearing members that are available to mutualize losses, assuming that two

average clearing members have defaulted);

1.6%

| = May{— "
D ¢ ax{(DF'/KCCP )0.3

'0.16%}

(that is, a decreasing capital factor, between 1.6 percent and .16 percent, applied

to the excess funded default funds provided by clearing members);

(J) c2=100 percent; and

(K) p=1.2;

(iii) For a [BANK] that is a clearing member of a QCCP with a default fund supported

by unfunded commitments, Kcy equals:

DF, .

K oM, = Doy

DF,,,

Where:

(A) DF; = the Board-regulated insti-
tution’s unfunded commitment to the
default fund;

(B) DFcm = the total of all clearing
members’ unfunded commitments to
the default fund; and

(C) K*cy as defined in paragraph
(d)(3)(ii) of this section.

KCMi =

M.,

(D) For a Board-regulated institution
that is a clearing member of a QCCP
with a default fund supported by un-
funded commitments and that is un-
able to calculate Kcym using the meth-
odology described above in this para-
graph (d)(3)(iii), Kcm equals:

IM. "

: 'KCM
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Where:

(I) IM; = the Board-regulated institu-
tion’s initial margin posted to the
QCCP;

(2) IMcm = the total of initial margin
posted to the QCCP; and

(3) K*cm as defined above in this para-
graph (d)(3)(iii).

(iv) Method 2. A clearing member
Board-regulated institution’s risk-
weighted asset amount for its default
fund contribution to a QCCP, RWApg,
equals:

RWApr = Min {12.5 * DF; 0.18 * TE}

Where:

(A) TE = the Board-regulated institu-
tion’s trade exposure amount to the
QCCP calculated according to section
133(¢)(2);

(B) DF = the funded portion of the
Board-regulated institution’s default
fund contribution to the QCCP.

(v) Total risk-weighted assets for de-
fault fund contributions. Total risk-
weighted assets for default fund con-
tributions is the sum of a clearing
member Board-regulated institution’s
risk-weighted assets for all of its de-
fault fund contributions to all CCPs of
which the Board-regulated institution
is a clearing member.

§217.134 Guarantees and credit de-
rivatives: PD substitution and LGD
adjustment approaches.

(a) Scope. (1) This section applies to
wholesale exposures for which:

(i) Credit risk is fully covered by an
eligible guarantee or eligible credit de-
rivative; or

(ii) Credit risk is covered on a pro
rata basis (that is, on a basis in which
the Board-regulated institution and
the protection provider share losses
proportionately) by an eligible guar-
antee or eligible credit derivative.

(2) Wholesale exposures on which
there is a tranching of credit risk (re-
flecting at least two different levels of
seniority) are securitization exposures
subject to §217.141 through §217.145.

(3) A Board-regulated institution
may elect to recognize the credit risk
mitigation benefits of an eligible guar-
antee or eligible credit derivative cov-
ering an exposure described in para-
graph (a)(1) of this section by using the
PD substitution approach or the LGD
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adjustment approach in paragraph (c)
of this section or, if the transaction
qualifies, using the double default
treatment in §217.135. A Board-regu-
lated institution’s PD and LGD for the
hedged exposure may not be lower than
the PD and LGD floors described in
§217.131(d)(2) and (d)(3).

(4) If multiple eligible guarantees or
eligible credit derivatives cover a sin-
gle exposure described in paragraph
(a)(1) of this section, a Board-regulated
institution may treat the hedged expo-
sure as multiple separate exposures
each covered by a single eligible guar-
antee or eligible credit derivative and
may calculate a separate risk-based
capital requirement for each separate
exposure as described in paragraph
(a)(3) of this section.

(5) If a single eligible guarantee or el-
igible credit derivative covers multiple
hedged wholesale exposures described
in paragraph (a)(1) of this section, a
Board-regulated institution must treat
each hedged exposure as covered by a
separate eligible guarantee or eligible
credit derivative and must calculate a
separate risk-based capital require-
ment for each exposure as described in
paragraph (a)(3) of this section.

(6) A Board-regulated institution
must use the same risk parameters for
calculating ECL as it uses for calcu-
lating the risk-based capital require-
ment for the exposure.

(b) Rules of recognition. (1) A Board-
regulated institution may only recog-
nize the credit risk mitigation benefits
of eligible guarantees and eligible cred-
it derivatives.

(2) A Board-regulated institution
may only recognize the credit risk
mitigation benefits of an eligible credit
derivative to hedge an exposure that is
different from the credit derivative’s
reference exposure used for deter-
mining the derivative’s cash settle-
ment value, deliverable obligation, or
occurrence of a credit event if:

(i) The reference exposure ranks pari
passu (that is, equally) with or is junior
to the hedged exposure; and

(ii) The reference exposure and the
hedged exposure are exposures to the
same legal entity, and legally enforce-
able cross-default or cross-acceleration
clauses are in place to assure payments
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