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(1) 

EXAMINING THE REGULATORY REGIME FOR 
REGIONAL BANKS 

THURSDAY, MARCH 19, 2015 

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS, 

Washington, DC. 
The Committee met at 10:01 a.m., in room SD–538, Dirksen Sen-

ate Office Building, Hon. Richard C. Shelby, Chairman of the Com-
mittee, presiding. 

OPENING STATEMENT OF CHAIRMAN RICHARD C. SHELBY 

Chairman SHELBY. The hearing will come to order. 
This week and next, the Committee will examine the impact of 

the existing regulatory framework on regional banks. Today, we 
will hear from regulators on the current regulatory construct and 
whether it should be imposed on these institutions. 

Regional banks fulfill a critical role in their communities. They 
represent what we all recognize as traditional banking. They, for 
the most part, take deposits so that they can provide residential, 
small business, and commercial loans. This is the fuel that drives 
local and regional economic growth. 

Unfortunately, these banks have been placed in a regulatory 
framework designed for large institutions because of an arbitrary 
asset threshold established by the Dodd-Frank Wall Street Reform 
and Consumer Protection Act. The title of the Act says ‘‘Wall 
Street,’’ but today, we are talking about banks that call Bir-
mingham, Alabama, and Cincinnati, Ohio, home. The Dodd-Frank 
framework subjects all banks with assets of $50 billion or more to 
enhanced prudential standards, which carry heightened capital re-
quirements, leverage, liquidity, concentration limits, short-term 
debt limits, enhanced disclosures, risk management, and resolution 
planning. Five years after this new regulatory framework was con-
ceived, I believe it is appropriate today to revisit its suitability for 
these particular institutions. 

Many experts have expressed concern about an arbitrary $50 bil-
lion threshold as an automatic cut-off for systemic risk. I share 
their concerns. It has been said that regulators should not apply 
macroprudential rules to those institutions that do not pose 
macroprudential risk. I could not agree more. 

I have also been a proponent of prudent regulation and strong 
capital requirements. I believe we must, however, consider the eco-
nomic impact of subjecting banks that are not truly systemically 
risky to enhanced prudential regulation. I think we also must ask 
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whether the existing regulatory framework is the best use of the 
regulatory resources. 

Today, I would like to hear from the witnesses whether the $50 
billion threshold is the appropriate and most accurate way to deter-
mine systemic risk in our banking sector. For example, a recent 
paper by the Office of Financial Research examines broad indica-
tors used by global bank regulators to determine when a bank is 
systemically important. In fact, global bank regulators do not focus 
strictly on asset size. Rather, they take a broader view of the 
bank’s total exposures that captures activities beyond assets. 

The Office of Financial Research report takes into account the 
bank’s size, interconnectedness, complexity, among other factors, 
and applies this criteria to regional banks in the U.S. The results 
of this analysis show that regional banks generally pose a small 
fraction of the risk to the financial system compared to the largest 
banks. The report states that the data set, quote, ‘‘is a significant 
step in quantifying specific aspects of systemic importance.’’ 

What this analysis reveals is in stark contrast with the in or out 
approach mandated by the $50 billion threshold. Some supporters 
of this automatic in or out approach to systemic risk argue that the 
regulators can tailor requirements based on the institution’s size. 
I believe what this argument fails to take into account is that the 
law that established this regulatory framework is very prescriptive 
on how the regulators can tailor their regulations. 

For example, under the current system, a $51 billion bank must 
receive disparate treatment from regulators compared to a $49 bil-
lion bank. This statute, I believe, effectively ties regulators’ hands 
from taking into account a holistic view similar to that employed 
by the Office of Financial Research in its analysis on systemic risk. 

A regulatory system that is too constrictive is not a system that 
will allow our banks to thrive or our consumers and businesses to 
have access to affordable credit. Moreover, a system that directs 
regulators’ resources away from issues of systemic importance 
raises questions of whether regulators are adequately focused on 
protecting the economy and American taxpayers from the next cri-
sis. 

When the Ranking Member and I first met to discuss the agenda 
of the 114th Congress, I thought we shared a common interest that 
the SIFI threshold was one of a number of topics on which we 
should focus. Today, we will begin that effort. 

Senator Brown. 

STATEMENT OF SENATOR SHERROD BROWN 

Senator BROWN. Thank you, Chairman Shelby, and thank you to 
the witnesses today and thank you all for your public service over 
the years. 

I appreciate the Chairman calling this hearing to examine the 
regulation of regional banks. It is an important topic. We held a 
hearing last July on a similar topic. Unfortunately, it seemed to 
raise more questions than it provided answers. I hope these next 
two hearings, this week with the regulators and next week with 
banks, will help us to advance the conversation as we work to en-
sure that prudential regulations for regional banks, for midsize 
banks, are crafted appropriately. 
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This is a topic that is important to me because I have seen the 
effects on a community when a regional bank takes excessive risks. 
National City Corporation was a super-regional bank founded in 
Cleveland in 1845. It weathered all the bank panics of the 19th 
century and the Great Depression of the 20th, but it no longer ex-
ists today. In 2007, National City was the ninth largest U.S. com-
mercial bank, having $140 billion in assets. Less than a year later, 
it had been sold to PNC in Pittsburgh with the assistance of $7 bil-
lion in taxpayer dollars. 

National City’s downfall is a case study in management mistakes 
and regulatory failures. The OCC, for example, allowed the bank 
to buy back $3 billion of its own stock in early 2007, months before 
its failure. A Federal Reserve witness before my subcommittee in 
2011 called the events at National City, quote, ‘‘a collective failure 
of imagination by the banks and by the regulators.’’ 

Even near-failures have costs. Though National City did not 
technically fail, 4,000 people lost their jobs, many of them in my 
hometown in Cleveland. National City’s management and our regu-
lators failed those workers and communities across my State and 
across a number of States. 

Congress responded to this and the failures of other institutions 
by passing Dodd-Frank and directing agencies to institute stand-
ards like capital and liquidity and risk management and stress 
testing to lower the likelihood and the costs of large bank holding 
company failures. 

In 2010, American Banker wrote that many of the powers in 
Title I of Dodd-Frank were not new. They were put there as a di-
rective from Congress to the regulators to use their authorities in 
ways that have teeth. That is why one bank lobbyist said, ‘‘When 
the President signed the financial reform law, that was halftime. 
The legislators left the field. Now, it is time for the regulators to 
take over. We want to see that we do not over-regulate here,’’ un-
quote. 

I agree, we should not over-regulate. So did the authors of Dodd- 
Frank. We often hear that a $50 billion bank should not be treated 
the same way as JPMorgan Chase. I agree on that, too. Dodd- 
Frank did not go as far as I would have liked in some respects, but 
in other respects, it struck a pretty good balance. It called for 
heightened rules for large bank holding companies but directed 
regulators not to take a one-size-fits-all approach. These rules were 
not meant to cover just the too-big-to-fail banks nor just the sys-
temically important banks. They were meant to cover institutions 
like National City. 

That is why enhanced prudential standards increase in strin-
gency as institutions grow larger. Regulators have proposed or im-
plemented different rules that apply to banks with $50 billion or 
more in assets, rules that apply to banks with 250 or more in as-
sets, and rules that apply to banks with 700 or more in assets, the 
way it should be. Further, the law allows regulators—and this is 
key, I believe—the flexibility to lift the thresholds for some of these 
standards. 

I hope that in the process of these hearings and our discussions 
we explore the benefits and the burdens of specific regulations and 
whether issues are being caused by the law or its implementing 
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regulations. Enhanced prudential standards are important, not just 
to respond to the last crisis, but also to prevent the next one. The 
failure of a single large institution can create systemic risk, but so 
can multiple failures of similar small or medium-size institutions. 

The term ‘‘too big to fail’’ originated from the failure of the $40 
billion bank Continental Illinois in 1984. In today’s dollars, it 
would have been a $90 billion bank. 

I look forward to hearing our witnesses are using their authority 
to tailor their regulations to the institutions and activities that 
present the most risk while not becoming complacent and taking 
their eyes off of all potential sources of risk. Our imaginations have 
failed us more than once when it comes to anticipating problems. 
We should make sure we do not let it happen again. 

Thank you, Mr. Chairman. 
Chairman SHELBY. Thank you. 
Without objection, I would like to enter into the record now the 

Office of Financial Research Brief 15-01 and the OFR Table of Sys-
temic Importance Indicators. 

Our witnesses today include Governor Daniel Tarullo, a member 
of the Board of Governors of the Federal Reserve System, who is 
no stranger to this Committee; Comptroller Thomas Curry of the 
Office of the Comptroller of the Currency, who is no stranger, ei-
ther; and also Martin Gruenberg of the Federal Deposit Insurance 
Corporation, who was a longtime staffer here. Welcome, gentlemen. 

Governor, we will start with you. 

STATEMENT OF DANIEL K. TARULLO, GOVERNOR, BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

Mr. TARULLO. Thank you very much, Mr. Chairman, Senator 
Brown, and other Members of the Committee. 

In response to your request for comments on possible adjust-
ments to statutory thresholds for mandatory application of certain 
forms of prudential regulation, let me begin with three comments. 

First, Dodd-Frank’s creation of different tiers of prudential regu-
lation was a very important step forward in dealing with the prob-
lem of too-big-to-fail and larger institutions. The approach of re-
quiring enhanced prudential standards for larger, significant insti-
tutions is an important method of promoting financial stability, as-
suring the availability of credit for American businesses and house-
holds, and countering moral hazard, while taking into account the 
relative costs and benefits of different forms of regulation to banks 
of different sizes and scope of activities. 

Second, it is worth considering whether the threshold as applied 
to smaller institutions within this range might be adjusted in light 
of experience to date. As I have said before, it may be sensible to 
exempt community banks completely from certain regulatory re-
quirements where this would reduce compliance costs with little or 
no cost to safety or soundness. It is also worth thinking about some 
adjustment to the $50 billion threshold in Section 165, a point to 
which I will return in a moment. 

Third, any possible change in these thresholds should be limited 
to specifying the universe of banks for which it is mandatory that 
certain regulations apply. It is critical that the three banking agen-
cies in front of you today retain discretion to require prudential 
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measures, including things such as more capital or liquidity, for 
specific firms or groups of firms when necessary to ensure the safe-
ty and soundness of those institutions. 

Coming back now to the issue of the $50 billion threshold, let me 
first note that we have implemented the enhanced prudential 
standards requirements in accordance with the Section 165 cri-
terion of increasing stringency depending on the systemic impor-
tance of the banks as determined through application of the rel-
evant statutory factors. In essence, we have created three cat-
egories for firms in that group, that universe of banks of $50 billion 
or more. So, there is already a good bit of tiering as we have taken 
advantage of the flexibility granted to us. 

Now, one might debate whether even the less restrictive forms 
of those standards as applied to a $50 billion institution should be 
mandatory or just left to supervisory discretion. But, I would say, 
in trying to be responsive to the questions the Committee is asking, 
that the issue is most clearly joined with respect to supervisory 
stress testing. The incremental supervisory costs for us of doing 
this entire universe of banks are significant. The resource demands 
on the institutions are substantial. The marginal benefits for safety 
and soundness for that group of $50 to $100 billion institutions 
seem rather limited. And, finally, our ability to tailor to these 
smaller institutions is more constrained in the context of a super-
visory stress test with the three required scenarios than in those 
other enhanced prudential standards areas I was referring to a mo-
ment ago. 

That is, even though we do vary some of the qualitative expecta-
tions we have for the smaller banks in the stress test, the basic ap-
plication of supervisory scenarios, comparable loss functions, and 
other elements of the test create a baseline of a considerable 
amount of detail and resource expenditure for the affected banks. 
So, I think this is an example of where things are less susceptible 
to significant tiering and, thus, the decision at its root tends to be 
a bit more of a binary one, that is, the bank is either in or it is 
out. 

Thank you for your attention, and I would be pleased to answer 
any questions you might have. 

Chairman SHELBY. Thank you. 
Mr. Curry. 

STATEMENT OF THOMAS J. CURRY, COMPTROLLER, OFFICE 
OF THE COMPTROLLER OF THE CURRENCY 

Mr. CURRY. Chairman Shelby, Ranking Member Brown, and 
Members of the Committee, thank you for the opportunity to dis-
cuss the OCC’s experience with Section 165 of the Dodd-Frank Act 
and our approach to tailoring our regulatory and supervisory expec-
tations to the size and complexity of the individual institutions we 
supervise. 

Because the focus of Section 165 as it applies to the banking sec-
tor is on bank holding companies, almost all of the authorities 
under this section are assigned to the Federal Reserve System. The 
only area in which the OCC has direct rulemaking authority in-
volves the mandated company-run stress tests for banks with con-
solidated assets of more than $10 billion. 

VerDate Nov 24 2008 15:04 Jan 15, 2016 Jkt 046629 PO 00000 Frm 00009 Fmt 6633 Sfmt 6633 L:\HEARINGS 2015\03-19 EXAMINING THE REGULATORY REGIME FOR REGIONAL BAN



6 

To the extent permitted by the statute, we tailored our require-
ments to distinguish between those that apply to banks with assets 
between $10 and $50 billion in assets and those with assets in ex-
cess of $50 billion. Otherwise, the OCC’s role in Section 165 is lim-
ited to a consultive one on matters affecting national banks. 

However, national banks typically comprise a substantial major-
ity of the assets held by bank holding companies with consolidated 
assets of $50 billion or more, and the national bank is typically the 
dominant legal entity within each company. Consequently, I would 
like to focus my remarks on how we use our existing supervisory 
tools that are similar to the provisions of Section 165 in our pru-
dential oversight of national banks and Federal savings associa-
tions. 

It is very important that the OCC retain the ability to tailor and 
apply our supervisory and regulatory requirements to reflect the 
complexity and risk of individual banks. As my written testimony 
describes, we have taken a number of initiatives to ensure that 
banks that pose heightened risk to the financial system are subject 
to much higher requirements than those with lower risk profiles. 
While a bank’s asset size is often a starting point in our assess-
ment of appropriate standards, it is rarely, if ever, the sole deter-
minant. 

For example, while most banks in our midsized portfolio fall into 
the $8 billion to $50 billion range, this portfolio also includes sev-
eral banks that exceed $50 billion in assets. These banks have 
business models, corporate structures, and risk profiles that are 
very different from other institutions in our large bank portfolio, 
which typically have national or global operations, complex cor-
porate structures, or extensive exposures in the wholesale funding 
and capital markets. This flexible approach, which considers both 
size and risk profiles, allows us to transition and adjust the inten-
sity of our supervision and our supervisory expectations as a bank’s 
profile changes. 

Our approach of tailoring requirements to different types of insti-
tutions can also be seen in our implementation of capital, liquidity, 
and risk management standards for the banks we supervise. While 
our standards are separate from the enhanced prudential stand-
ards that the Federal Reserve issues under Section 165, we believe 
they are consistent with the statute’s intent and provisions. 

For example, the interagency capital requirements applicable to 
national banks, including those related to market and operational 
risks, and the enhanced leverage ratio requirements, generally only 
apply to the largest banks that have significant trading activities 
and complex operations. The capital rules, however, also allow the 
OCC to require additional capital based on an individual bank’s cir-
cumstances, regardless of its size. This ability to require an indi-
vidual bank to maintain capital levels above regulatory minimums 
is especially important when we encounter banks that have signifi-
cant concentrations in certain loan products or market segments, 
and we regularly exercise this discretion. 

For our largest banks, generally those over $50 billion in assets, 
we have also developed a set of heightened standards for risk man-
agement and corporate governance that reflect the greater size, 
complexity, and risk that these institutions represent. For example, 
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these standards focus on the need for an engaged board of directors 
that is capable of providing an independent perspective and a cred-
ible challenge to management. The standards also address the need 
for a robust audit function and a compensation structure that does 
not encourage excessive risk taking. 

Finally, let me reiterate that there are very considerable dif-
ferences not just between community banks and large institutions, 
but among the large banks themselves. Our approach recognizes 
the differences in size, complexity, and risk among the large banks 
and thrifts we supervise and it ensures that the appropriate degree 
of supervisory rigor is targeted to each institution. 

Thank you, and I look forward to answering your questions. 
Chairman SHELBY. Thank you. 
Mr. Gruenberg. 

STATEMENT OF MARTIN J. GRUENBERG, CHAIRMAN, 
FEDERAL DEPOSIT INSURANCE CORPORATION 

Mr. GRUENBERG. Chairman Shelby, Ranking Member Brown, 
and Members of the Committee, I appreciate the opportunity to 
testify on the regulatory regime for regional banks. 

Section 165 of the Dodd-Frank Act requires enhanced prudential 
standards for bank holding companies with total consolidated as-
sets equal to or greater than $50 billion, while providing regulatory 
discretion to tailor standards to the size and complexity of the com-
panies. The companies that meet the $50 billion threshold rep-
resent a significant portion of the U.S. banking industry and also 
represent a diverse set of business models. 

As part of its research on community banks, the FDIC developed 
criteria to identify community banks. Based on that criteria, 93 
percent of all FDIC-insured institutions with 13 percent of FDIC- 
insured institution assets currently meet the criteria of a commu-
nity bank. This includes over 6,000 institutions, of which nearly 
5,700 have assets under a billion dollars. By contrast, regional 
banks are much larger in asset size than a typical community bank 
and typically have expanded branch operations and lending prod-
ucts serving several metropolitan areas and may do business across 
several States. In addition, the Deposit Insurance Fund would face 
a substantial loss from the failure of even one of these institutions. 

Section 165 provides the FDIC with explicit responsibilities in 
two substantive areas related to prudential standards: resolution 
plans and stress testing. In both areas, the FDIC has tailored re-
quirements to fit the complexity of the affected institutions. 

Resolution plans, or living wills, are an important tool for facili-
tating the orderly failure of these firms under the bankruptcy code. 
In 2011, the FDIC and the Federal Reserve jointly issued a final 
rule implementing the resolution plan requirements for bank hold-
ing companies with assets equal to or greater than $50 billion in 
consolidated assets. The agencies used their statutory discretion to 
develop a joint resolution planning rule which recognizes the dif-
ferences among institutions and scales the regulatory requirements 
and potential burdens to the size and complexity of the institutions 
subject to the rule. 

For their initial submissions, bank holding companies with less 
than $100 billion in total nonbank assets and 85 percent or more 
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of their assets in an insured depository institution were generally 
permitted to submit tailored resolution plans that simplify the task 
of creating a living will. Nearly all the U.S. institutions in this cat-
egory filed tailored plans. The joint rule also allows the agencies 
to modify the frequency and timing of required resolution plans, 
which we have done. 

The Dodd-Frank Act also requires the Federal banking agencies 
to issue regulations requiring financial companies with more than 
$10 billion in total consolidated assets to conduct annual stress 
tests. The FDIC’s stress testing rules, like those of the other agen-
cies, are tailored to the size of the institutions, consistent with the 
expectations under Section 165 for progressive application of the 
requirements. Under the agencies’ implementing regulations, orga-
nizations in the $10 to $50 billion asset size range have more time 
to conduct the tests and are subject to less extensive information 
requirements as compared to larger institutions. 

Section 165 establishes the principle that regulatory standards 
should be more stringent for the largest institutions. Certainly, de-
grees of size, risk, and complexity exist among the banking organi-
zations subject to 165, but all are large institutions. Some of the 
specializations and more extensive operations of regional banks re-
quire elevated risk controls, risk mitigation, corporate governance, 
and internal expertise than what is expected from community 
banks. 

That being said, it is appropriate to take into account the dif-
ferences in the size and complexity of large banking organizations 
when forming regulatory standards. The agencies have made ap-
propriate use of the flexibility built into section 165 thus far, and 
where issues have been raised by industry, we have tried to be re-
sponsive. 

However, we do recognize that more could be done. For example, 
the statutory language governing stress testing is more detailed 
and prescriptive than the statutory language on other prudential 
standards, leaving the regulators with less discretion to tailor the 
stress testing process. The FDIC would welcome the opportunity to 
work with the Committee on language that would permit greater 
flexibility in the stress testing process. 

The FDIC also remains open to further discussion on how best 
to tailor various enhanced prudential standards and other regula-
tions and supervisory actions to best address risk profiles pre-
sented by large institutions, including regional banks. 

Mr. Chairman, thank you, and I would be happy to answer any 
questions. 

Chairman SHELBY. I thank all of you. 
I want to ask this question—a couple of questions to begin with 

to all of you, and I would like a yes or no answer to these ques-
tions. We are going to have a lot of questions. 

Should a bank that is systemically risky be regulated like a bank 
that is, one? 

Two, are there any nonsystemically risky banks currently being 
regulated as if they were systemically risky because of the statu-
tory $50 billion threshold? 

Governor, we will start with you. 
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Mr. TARULLO. Senator, could I ask you to clarify just a bit the 
two questions. Is the systemic importance issue—— 

Chairman SHELBY. Let me just ask the question again. Should 
a bank that is not systemically risky be regulated like a bank that 
is? 

Mr. TARULLO. I know you want yes or no, and I am going to 
begin by saying no, but I just do want to point out that there are 
varieties of systemic riskiness or importance. 

Chairman SHELBY. I understand. You can elaborate. 
Mr. TARULLO. OK. 
Chairman SHELBY. What about are there any nonsystemically 

risky banks currently being regulated as if they were systemically 
risky because of the statutory $50 billion threshold? 

Mr. TARULLO. I would say, to a degree, yes, in the stress testing 
area. 

Chairman SHELBY. Yes, basically. 
Mr. Curry. 
Mr. CURRY. I would answer no to the first question, and poten-

tially yes to the second. 
Chairman SHELBY. OK. 
Mr. Gruenberg. 
Mr. GRUENBERG. Can you repeat the question, because I want to 

be careful—— 
Chairman SHELBY. Yes, I will. Should a bank that is not system-

ically risky be regulated like a bank that is? That is question one. 
Yes or no? 

Mr. GRUENBERG. No. 
Chairman SHELBY. Are any nonsystemically risky banks cur-

rently, to your knowledge, being regulated as if they were system-
ically risky because of the $50 billion threshold? 

Mr. GRUENBERG. As a general matter, from my standpoint, no, 
Mr. Chairman. 

Chairman SHELBY. OK. Another question for all of you. We do 
not get this opportunity every day. I mentioned in my opening 
statement a recent report by the Office of Financial Research that 
examines broad indicators to determine whether a bank is system-
ically important. Do you have any concerns with the methodology 
described by the OFR report to measure systemic risk, and do you 
believe that the automatic $50 billion threshold is superior to ana-
lytic methodology described in the OFR report to measure systemic 
risk? Governor. 

Mr. TARULLO. Thank you, Mr. Chairman. Here is where this 
issue of systemic importance comes in—— 

Chairman SHELBY. Sure. 
Mr. TARULLO. ——and there are two ways you can think about 

it. One is systemic importance in the sense that high stress or fail-
ure of that particular firm might itself lead to a financial crisis. So, 
that is the sort of systemic risk, too-big-to-fail concern that we are 
thinking about—— 

Chairman SHELBY. Absolutely. 
Mr. TARULLO. ——from 6, 7 years ago. 
The second form of systemic importance is, if you just reverse the 

syntax, importance to the financial system, and that is where just 
the sheer size of an institution, the fact that it has a big footprint 

VerDate Nov 24 2008 15:04 Jan 15, 2016 Jkt 046629 PO 00000 Frm 00013 Fmt 6633 Sfmt 6633 L:\HEARINGS 2015\03-19 EXAMINING THE REGULATORY REGIME FOR REGIONAL BAN



10 

across the country, the fact that its credit intermediation is impor-
tant for American businesses and households, gives it an impor-
tance that, for example, does not attach to a community bank. So, 
that is where it is important to take account of those differences. 

Now, the OFR report is, to a considerable extent, focused on the 
institutions at the very top of the scale, what we have in our 
LISCC, Largest Institution Supervision Coordinating Committee 
portfolio at the Fed, and the institutions which internationally 
have been identified as of global systemic importance. 

Now, there, as I think you all know, we do distinguish, first off, 
by segregating that group of eight and have special requirements 
applicable to them, and second, even among those eight, we vary 
the requirements, for example, in our proposal on capital sur-
charges. So, depending on size, complexity, interconnectedness, and 
substitutability, the proposed surcharge may be greater or lesser 
even among those eight banks. 

So, although one will have a different set of views, maybe, on ex-
actly what the right set of criteria are, and a lot of academics and 
people internationally, people at the Fed, OFR, have tried to give 
their own precise formulas, I think all of those people are engaged 
in the same exercise, which is to say, let us identify the systemic 
importance of those institutions whose failure would really put the 
whole system at risk. 

Chairman SHELBY. Governor, again, do you disagree with the 
methodology in the OFR report to measure systemic risk? 

Mr. TARULLO. We might have some questions about the method-
ology. I know you know this, Mr. Chairman, because you have 
heard me on this for 10 years now, but I am very focused on the 
vulnerabilities created by short-term wholesale funding at large 
capital market institutions, and I, at least my understanding of the 
OFR report is it does not weight that as heavily as I would. But, 
as I said earlier, I think we are engaged in the same broader exer-
cise. 

Chairman SHELBY. Governor, as part of the Financial Stability 
Board and the Basel Committee for Banking Supervision, the Fed-
eral Reserve participated in devising what we call a multifactor ap-
proach for assessing the systemic risk for financial institutions. 
You are very familiar with this. Could you briefly explain here this 
multifactor approach, and do you believe that this approach is a 
valid way to determine systemic risk? 

Mr. TARULLO. Yes. I have already alluded to it, but let me be a 
bit more specific. 

Chairman SHELBY. Yes. 
Mr. TARULLO. What the Basel Committee did, and the Fed par-

ticipated very heavily in this, was to try to construct a set of indi-
cators, which, as I say, addressed issues like size, interconnected-
ness, the degree of cross-border activity—— 

Chairman SHELBY. Uh-huh. 
Mr. TARULLO. ——and then to assign some weights to those fac-

tors. Then we took a broad range of large internationally active 
banks and ran their characteristics through that template—— 

Chairman SHELBY. Uh-huh. 
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Mr. TARULLO. ——to come up with a ranking of institutions that 
might be considered of global systemic importance. That was the 
basic exercise. 

But, again, I just want to emphasize, that effort was oriented to-
ward the institutions whose failure in and of themselves might cre-
ate a domino effect and have a financial crisis as a result. So, we 
were trying to do that assessment for the very significant addi-
tional regulations that are associated with those very largest insti-
tutions. 

Chairman SHELBY. Governor, you are familiar with Secretary 
Lew’s testimony before the House Financial Services Committee, I 
assume, on Tuesday. He said that he is not convinced legislation, 
quote, ‘‘is required right now to raise the $50 billion threshold until 
we determine administrative flexibility is inadequate.’’ 

My question to you, does either the FSOC or the Federal Reserve 
currently have administrative flexibility to raise the $50 billion 
threshold with respect to prudential standards in Section 165? It 
is my understanding that is statutory. 

Mr. TARULLO. That is statutory, and the FSOC has authority to 
raise some but not others. 

Chairman SHELBY. Not that. 
Mr. TARULLO. And not stress testing, right. 
Chairman SHELBY. Thank you. 
Senator Brown. 
Senator BROWN. This chart to the witnesses’ right, and all my 

colleagues should have a copy at their desks, highlights significant 
tailoring of enhanced prudential standards by the regulators for 
bank holding companies above $50 billion in total assets. This is 
an easier yes or on question than the two directed from the Chair. 
Just to each of you, if you would just say yes or no, does this look 
accurate to you? 

Mr. TARULLO. No, it does not, Senator. 
Senator BROWN. Why is that? 
Mr. TARULLO. Well, there are at least two reasons I see, looking 

at it quickly. I do not quite know where the $700 billion category 
came from. We have breaks for statutory and supervisory reasons 
at 1, 10, 50, 250, and then the LISCC portfolio, but this other one, 
they may have inferred it from some other things, but it is not one 
of our categories. Also, I do not see single counterparty credit limits 
up there, either. There may be others. 

Senator BROWN. Mr. Curry. 
Mr. CURRY. I think, generally, it is correct, Senator. I believe the 

$700 billion figure may reflect the cut-off in the enhanced supple-
mental leverage ratio. 

Senator BROWN. Mr. Gruenberg. 
Mr. GRUENBERG. Senator, since the enhanced prudential stand-

ards are, in significant measure, a bank holding company set of 
standards under the Fed, I think I would probably defer to Gov-
ernor Tarullo on the evaluation of this particular chart. 

Senator BROWN. OK. Let us get back to that. Let me go in a 
slightly different direction. 

Governor Tarullo and Chairman Gruenberg observed the statute 
allows for tailoring. You have said that. But, there are practical 
challenges to tailoring stress tests. Governor Tarullo said the su-
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pervisory benefits of stress testing for banks around $50 or $60 or 
$70 billion are relatively modest. Chairman Gruenberg alluded to 
this when he discussed capital and liquidity, but Section 165 also 
includes some standards that are central to preserving safety and 
soundness and financial stability. 

And, questions for all of you, again, start with you, Governor 
Tarullo. How concerned should we be by proposals that would limit 
your agency’s longstanding authority to preserve safety and sound-
ness and financial stability of all bank holding companies, regard-
less of size? And, let us go down, starting with you. 

Mr. TARULLO. Very concerned, Senator. That is why I included 
that as one of my introductory points, that it has been a long-
standing practice of the three agencies in front of you, as validated 
by Congress, let me see, 32 years ago, that the Federal banking 
agencies have discretion to apply specifically stronger expectations 
for particularly banks or a group of banks that pose safety and 
soundness risk. Any constraint upon that would be highly problem-
atic. 

Senator BROWN. Mr. Curry. 
Mr. CURRY. I would agree with Governor Tarullo. The items that 

are in Section 165 really are tools, longstanding tools, established 
tools that the supervisors have used. So, any direct or, by implica-
tion, limitation on our ability to use those tools on a selective basis 
would be problematic. 

Senator BROWN. Mr. Gruenberg. 
Mr. GRUENBERG. Senator, I agree with the points made by Gov-

ernor Tarullo and Comptroller Curry, and it goes to, to me, an im-
portant issue, as to what the purpose of these enhanced prudential 
standards are. As I read them, they basically preserve the under-
lying prudential authorities that the agencies have had and are ba-
sically saying to the agencies, for institutions over a certain size, 
they may present particular risk to the financial system. They are 
basically telling the regulators to pay attention and, if necessary, 
impose more stringent standards. I think that is the purpose and 
that is, in significant measure, the value. But, I think the premise 
was that the underlying prudential authorities that we had would 
be preserved, and I think that is probably for us the threshold 
issue here. 

Senator BROWN. Thank you. 
One financial sector analyst’s note about this hearing said that 

raising the $50 billion threshold, and I quote, ‘‘would open the door 
to more freedom for banks to distribute capital to shareholders in 
the form of buy-backs and dividends and would pave the way to 
more M&A activity as banks worry less about crossing the $50 bil-
lion threshold designation.’’ 

Should we be giving a priority, then, to dividends and buy-backs 
and consolidation at the expense of financial stability? And, I will 
start with Mr. Gruenberg this time. 

Mr. GRUENBERG. No, Senator. 
Senator BROWN. Mr. Curry. 
Mr. CURRY. No. 
Mr. TARULLO. So, Senator, obviously not. I mean, that is not 

what motivates it. I think what should motivate it is the question 
of how much safety and soundness benefit do we get out of this 
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particular approach, which is the stress testing. I think that as you 
saw by looking at the stress test results this year, in fact the small-
er regional banks are very well capitalized. So, it is really just a 
question of the expenditure of resources and how much safety and 
soundness benefit you get for that. 

Senator BROWN. Mr. Gruenberg, one more question, if I could. 
The failure of the $30 billion thrift IndyMac, a traditional lender 
under $50 billion in assets, cost the FDIC fund about $12 billion. 
What did their failure mean for the market and for the DIF and 
which enhanced prudential regulations would help mitigate those 
effects in the future for a bank that size? 

Mr. GRUENBERG. It is a good question, Senator. As you know, 
IndyMac was the most costly failure during this recent crisis to the 
Deposit Insurance Fund, and, I think, may have been the most 
costly failure the Fund has ever experienced for a single institu-
tion. And, it presented significant resolution challenges, because, 
frankly, the institution was in such bad shape that there was no 
available acquirer for it. We had to establish a bridge company to 
manage it over a period of several months to have an orderly wind- 
down, which is one of the reasons for the cost of the failure. 

And, it certainly had consequences. It was a California institu-
tion, and it had consequences for the community and region in 
which it operated. It is fair to say, given the fragile financial envi-
ronment generally at the time, it may have had broader impacts 
in terms of perceptions about the vulnerability of the mortgage 
market. 

The point is that an institution even of that size could have, cer-
tainly, significant consequences for the Deposit Insurance Fund 
and considerations for the financial system more broadly. Among 
the provisions of Dodd-Frank, of the enhanced prudential stand-
ards, the stress test is the one provision that would have applied, 
and in retrospect, had they had stress testing as well as a risk com-
mittee for the institution, I would argue that a stress test for that 
institution and a risk committee would not have had value for that 
institution. 

Senator BROWN. Thank you. 
Chairman SHELBY. Senator Heller. 
Senator HELLER. Mr. Chairman, thank you, and thanks for hold-

ing this hearing on regional banks. 
I also want to thank the banking agencies for being here, also, 

for taking time and listening to our concerns. 
Before I get started with my questions, I would like to find out 

where that chart came from. Maybe I would ask the Ranking Mem-
ber—— 

Chairman SHELBY. The source of it. 
Senator HELLER. ——what is the source of this chart? 
Chairman SHELBY. Senator Brown, I think he is directing this 

question to you. 
Senator BROWN. I am sorry. Yes. It came from Better Markets. 
Chairman SHELBY. From what, now? 
Senator BROWN. Better Markets. 
Chairman SHELBY. It does not have where it came from. 
Senator BROWN. I apologize for it not showing that. 
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Senator HELLER. I mean, it is unusual to have a chart that is 
passed around that has no validity. 

Senator BROWN. Well, it has got lots of validity. I apologize 
for—— 

Senator HELLER. Well, the banking agencies themselves said it 
had no validity to it. 

Senator BROWN. Well, they had—we had talked to the Fed about 
this and we—— 

Senator HELLER. I just hope it is not the practice of this—— 
Senator BROWN. Well, I—— 
Senator HELLER. ——this Committee to pass around charts that 

have no validity—— 
Senator BROWN. ——do not think it has—— 
Senator HELLER. ——nor does it have any source connected to it. 
Chairman SHELBY. It is not the practice of the Committee. We 

generally—I have never known anything that did not have a source 
on it. 

Senator BROWN. OK. I apologize for not putting the source on it. 
It was—there were some slight problems with it, but not major 
problems with it. I apologize for that. 

Senator HELLER. All right. 
Governor, can you explain to me, based on current standards, the 

difference in the risk of a $49 billion bank and a $50 billion bank? 
Why is a $49 billion bank less risky than a $50 billion bank? 

Mr. TARULLO. Well, Senator, obviously, the risk of a particular 
institution is going to depend substantially on the underwriting 
practices and quality of capital of that particular institution. I 
think if you are getting at the question of why a threshold at $50 
billion, I mean, to a considerable extent lines do have to be drawn. 
And, so, with respect to, as Comptroller Curry was explaining, the 
supervisory portfolios that we all have, we do have these asset 
thresholds to make sure that we are not requiring community 
banks to do more than makes sense for them to do with their lim-
ited portfolios. 

And, so, you draw a line at some point that seems sensible, but 
there is not always in supervisory practice a radical difference. 
There is a gradation of differences in what the expectations are. 
There are some things that do vary when you cut across a line that 
has been established in the statutory sense, like $50 billion. But, 
let me just say—— 

Senator HELLER. Governor, let me ask you a question—— 
Mr. TARULLO. Yes. 
Senator HELLER. ——because I do not have a lot of time. You 

floated the idea of raising that to $100 billion. 
Mr. TARULLO. Mm-hmm. 
Senator HELLER. Do you endorse that? 
Mr. TARULLO. I endorse it in the sense that with stress testing, 

in particular, I think that is the one area where the administrative 
flexibility we have got seems not to allow us to do something that 
we think is a win-win on all sides. 

Senator HELLER. Do you think risk matters or size? Which mat-
ters more, measuring risk or the size of the capital—— 

Mr. TARULLO. Well, the two interact with one another, obviously, 
because the riskiness associated—the larger the institution, a given 
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quantum of riskiness associated with that institution’s portfolio 
will translate into a greater or lesser impact on the community and 
on the country. So, you really have to take the two things together. 

Senator HELLER. You mentioned in your testimony that there 
was a lot of cost in these stress tests, a lot of stress to the agencies, 
obviously, quite a bit for the banks themselves. Is there a better 
way? Is there a better way that the Feds could be more trans-
parent, perhaps communicate better to these regional banks as to 
what your expectations are? 

Mr. TARULLO. Oh, I think we have got a substantial back and 
forth with the community banks—excuse me, the regional banks. 
We have frequent meetings at the supervisory level before, during, 
and after the stress tests. With respect to this group, the $50 to 
$100 billion group, we have met with them on several occasions 
and will again once the supervisory letters go out to try to, to the 
degree we can, to tailor things to make the expectations a little 
clearer. So, sure, there is always more that can be done. 

Senator HELLER. Just one more follow-up question, or just one 
last question. Do you think it is necessary to have a new living will 
every year if there are no material changes in a bank’s organiza-
tion? 

Mr. TARULLO. Well, you do not necessarily have to have a new 
one every year, and as Chairman Gruenberg was noting, we do 
have a gradated set of requirements. I think for the largest institu-
tions, it is almost inevitable that there are going to be changes that 
one wants to take into account on an annual basis, just the same 
way we update stress tests and we update other things. 

Senator HELLER. Governor, thank you. 
Mr. Chairman, thank you. 
Chairman SHELBY. Senator Warren. 
Senator WARREN. Thank you, Mr. Chairman. Thank you all for 

being here. 
I agree with Ranking Member Brown, that while certain regional 

banks may pose different risks than the too big to fail banks, that 
Dodd-Frank already gives the Fed a great deal of discretion to tai-
lor its regulation and supervision to account for these differences. 
Where there is discretion, I do not think Congress should take 
away that discretion from the Fed and simply exempt certain large 
regional banks from increased Fed scrutiny. That is a recipe for 
missing the buildup of excessive risk in the financial system and 
it reflects the kind of ‘‘let the banks run free’’ mindset that created 
the last financial crisis. I just do not want to go there again. 

Now, we have heard a lot today about ways to roll back Dodd- 
Frank, but surely there are areas where we need to strengthen 
Dodd-Frank to address new concerns or to address old problems 
that were previously overlooked. 

Governor Tarullo, are there specific steps that you think Con-
gress should take to strengthen or complement Dodd-Frank? 

Mr. TARULLO. Well, Senator, there are certainly discrete areas 
that would be worthy of consideration. Let me mention one, which 
probably many of you read about in connection with the commod-
ities issues that have been looked at by this Committee. 

You know, there is a provision, Section 4(o), of the Bank Holding 
Company Act which exempts two institutions, essentially, from the 
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restrictions on commodities activities that are generally applicable 
to bank holding companies. This resulted from an anticipatory 
grandfathering clause in the Gramm-Leach-Bliley Act. It basically 
said, if any institution becomes a bank holding company at some 
point in the future, they can continue to engage in all the commod-
ities activities they have been engaging in, and as all of you know, 
two such entities did become bank holding companies as a result 
of the crisis. 

So, right now, those two firms are, by statute, allowed to engage 
in the extraction and transportation of potentially highly combus-
tible materials with substantial risks associated with them. I think 
it would be very much worth considering treating those two firms 
the way we treat all other bank holding companies. 

Another thing that certainly occurred to me when I was back 
teaching banking law was that the structure of civil money pen-
alties that we have right now puts dollar limits on those civil 
money penalties that are basically on a daily basis, you know, for 
each day that you can find the violation, and there are two issues 
there. 

One, the caps had to be set by the Congress with smaller banks 
in mind, obviously. So, the caps, particularly that middle tier cap, 
is really quite low. I think it is $37,000 a day for certain forms of 
safety and soundness problems where there was a recklessness as-
sociated with it. And, as you can imagine, that does not allow for 
the kind of penalty that would have an impact on a much larger 
institution. So, that is one issue. 

A second related issue is it is not quite clear to me why a thing 
should be calibrated on the number of days that the violation was 
in place as opposed to the relative seriousness of it. 

So, Senator, if the Committee was thinking in terms of discrete 
changes on all sides, I think it would be worth revisiting that so 
that our civil money penalty authority is effective for very large in-
stitutions. 

Senator WARREN. Thank you very much, Governor Tarullo. I 
hope that the Chairman will be looking into concerns about the 
banks taking on more risks by speculating in commodities like alu-
minum and gold and oil, and also about increasing civil money pen-
alty caps as two more ways to try to reduce risk in the system. 

Since the day Dodd-Frank was enacted, banks have been looking 
for ways to chip away at it, roll it back. But, if anything, the last 
5 years have shown that we need to strengthen our financial re-
forms. The too big to fail banks have grown bigger than ever and 
banks take on new kinds of risks every day. Just last summer, the 
Fed and the FDIC declared that if any one of 11 banks started to 
falter, they would require a taxpayer bailout to avoid bringing 
down the entire financial system. If Congress thinks enough time 
has passed to reopen Dodd-Frank, then we should consider ways to 
protect taxpayers and the economy, not grant give-aways that fur-
ther tilt the playing field toward the bigger banks and make our 
financial system less safe. 

Thank you, Mr. Chairman. 
Chairman SHELBY. Thank you. 
Senator Rounds. 
Senator ROUNDS. Thank you, Mr. Chairman. 
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I do not think there is a single community in the United States 
today that can consider themselves to have an opportunity to grow 
unless they have access to capital, to be able to borrow money, to 
be able to magnify what they could otherwise do with the resources 
at hand. We have got about 300 towns, small towns, in South Da-
kota. On a day-to-day basis, they are impacted by the availability 
of their small town banks to be able to loan money. 

If you look at what has happened since Dodd-Frank, there is a 
continued concern expressed in many rural communities about the 
additional cost of compliance, and that cost of compliance, while it 
has been laid out because of a failure, I am not so sure that the 
failure has occurred in the banks that serve many of our small and 
regional communities. And, yet, we still talk about the need to 
identify a particular $50 billion number as the right number. 

I am just curious, when you take a look at it, and in this par-
ticular case, Governor, I would like to start with you, there is clear-
ly a need to consider the impact to the economy with the avail-
ability of credit versus the need to protect the financial system that 
we have in place today. What is the impact—and you see this, you 
have discussed it regularly—how is the growth in our economy 
going based upon the ability of communities throughout the United 
States to access credit, and is it being impacted by the reduction 
in the availability of credit based upon the need for more capital 
at the bank level? 

Mr. TARULLO. Senator, it is obviously always a difficult matter 
to disentangle all the causes of a particular phenomenon, but I 
would say that at this juncture, the areas in which credit inter-
mediation has seemed a bit sluggish probably have as much to do 
with demand for credit, meaning the relative amount of growth in 
the economy, growth in wages, which produces consumer demand, 
and the lingering effects of the crisis and the Great Recession, 
which caused many households and businesses to have to repair 
their own balance sheets where they had a lot of debt. 

I think, actually, the efforts that the three agencies in front of 
you have made to boost the capital of all of our banks will, over 
time, provide a much sounder basis for providing that credit inter-
mediation because they are going to be strong and stable institu-
tions. 

Marty was referring earlier to an institution that got itself in so 
much trouble that it was not able to provide that credit intermedi-
ation long before the FDIC had to shut it down. They had already 
reduced their activities. So, I think in that sense, we are headed 
in the right direction. 

The compliance cost issue that you note is a real one, though, for 
the community banks, in particular. That is why I advocated that 
the Congress adjust some of the limits on us in raising our small 
bank holding company exception, and I was delighted that you 
acted as quickly as you did in doing so. And, we will continue to 
look for ways to reduce compliance burden on smaller institutions 
that, again, just is not worth it for the safety and soundness bene-
fits. I think we are all looking to try to do that. 

Senator ROUNDS. Gentlemen. 
Mr. CURRY. Let me just elaborate on the cost and trying to elimi-

nate some unnecessary burden on community banks. That has real-
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ly been a focus of the three agencies, particularly in the EGRPRA 
context that we are currently engaged in, where we are actually re-
viewing rules and regulations and statutes to see whether there is 
an undue or unnecessary burden, particularly on the community 
bank sector. 

From a supervisory standpoint, we are constantly looking at our 
community bank division at the OCC, and how we can do a better 
job in supervising and being less intrusive and creating additional 
direct and indirect burden reductions for small community banks, 
particularly in rural areas. 

We are also looking at how can we offer a means of reducing the 
costs for necessary regulatory burden. The OCC issued a white 
paper on the opportunities for collaboration. We think that may be 
particularly helpful for smaller institutions that can share a com-
pliance officer, share some of those costs that necessary regulation 
may be imposing upon them. 

Senator ROUNDS. Sir. 
Mr. GRUENBERG. Senator, briefly, two points. One, the FDIC 

issues a quarterly banking profile every 3 months on the condition 
of the industry. The industry has been gradually improving now for 
several years and community banks’ performance in particular has 
been improving. The banking industry, generally, and community 
banks in particular have made efforts over these last several years 
to strengthen their capital and liquidity. We actually believe that 
they are well-positioned to take advantage of expanding credit de-
mand and credit opportunities. Hopefully, if we get some increased 
lift from the economy, our banks should be well-positioned to re-
spond to that. 

On the community bank side, though, I think there is, as has 
been mentioned by my colleagues, particular reason to take a look 
at regulatory burden and ways we can simplify and reduce costs for 
community banks to better enable them to respond to the credit de-
mands from their communities. We are undertaking this EGRPRA 
process, which is really a comprehensive review of this. I do think 
there are going to be a number of ways that we are going to be 
able to come forward to suggest reducing regulatory costs, particu-
larly for smaller institutions. 

Senator ROUNDS. Thank you. 
Mr. Chairman, I know my time has expired. I would just make 

the point that as we talk about the regulations involved in these 
banks and where they go, the one thing that seems to be lacking 
is a discussion about the impact, the economic impact on the entire 
economy, the whole thing, with whether or not when these banks 
can provide the necessary capital to businesses and individuals 
across the entire program of rural and urban areas. I think that 
should be an integral part of any discussion that we have about the 
regulation on these institutions. 

Chairman SHELBY. The Senator is absolutely right. This is going 
to be part of the discussion and should be part of your concern, all 
three regulators, the impact on the economy, everything. 

Senator Scott. 
Senator SCOTT. Thank you, Mr. Chairman. 
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Good morning to the panel. Thank you for taking the time to 
have this conversation. Mr. Chairman, thank you for holding this 
hearing, very important hearing—— 

Chairman SHELBY. I apologize for skipping you, Senator Menen-
dez. 

Senator SCOTT. ——about the adequacy of the current asset 
threshold for considering a bank to be a systemically important fi-
nancial institution. 

For me, as I translate it into what I think is important for my 
constituents back at home in South Carolina, this is really about 
the cost and the availability of small loans and consumer credit at 
home in South Carolina. Many of my constituents are served by a 
number of regional banks because they can travel throughout the 
State or the region and have access to banking services and ATMs. 
So, it is really a simple process for most of my constituents. 

A regional bank, for my constituents, is a community bank with 
simple operations that simply expanded its footprint. We are not 
talking about the Wall Street banks. We are talking about banks 
that serve South Carolina that did not—did not—contribute to the 
financial crisis. 

We have heard a lot of conversation today already about the $50 
billion threshold, whether it is necessary and if it by itself is impor-
tant for us to consider using that. I think Senator Heller asked a 
question about $49 billion versus $50 billion, what is the difference 
in the business operations, and your question had a lot to do with 
complexity and interconnectivity, it sounded like to me. 

I personally would consider no asset threshold and designation 
on a case by case basis in a process that uses objective risk data 
and gives a bank clear notice of what it can do to choose or not 
to choose to be a SIFI. If objective criteria were used, I think many 
banks would amend their behavior to avoid SIFI-land, so to speak. 
They would be able to choose whether to become less risky on their 
own or allow the regulators to make that decision. 

Governor Tarullo, I appreciate the Fed’s efforts to date to tailor 
supervision, but I think they are no substitute for raising the $50 
billion threshold. Some supervision stress testing, in particular, has 
certain fixed compliance costs at a bank. The big banks can weath-
er these costs more easily than smaller regional banks that serve 
my constituents, as I have described earlier. So, these fixed compli-
ance costs become like a regressive tax to my folks in South Caro-
lina. You referred to the cost as considerable challenge in your tes-
timony, and that regressive tax is passed right on to everyday 
South Carolinians. 

In light of this outcome, do you believe that the $50 billion asset 
threshold for prudential standards and stress testing is too low, 
and my second question is, has the Fed done any cost-benefit anal-
ysis on the stress test requirement for banks right around that $50 
billion bubble, as Senator Heller talked about earlier? 

Mr. TARULLO. Senator, what I have been trying to suggest is that 
with respect to those banks around that size, it is what I described 
as a win-win situation because this is not a case in which we have 
to tradeoff some safety and soundness benefits against compliance 
costs. I think this is a case in which, for a $50 or $60 or $70 billion 
bank, our normal supervisory processes, the capital requirements 
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that we have all put in place, the examinations that one of our 
three agencies does, will provide adequate protection for that kind 
of institution. So, that is where I think the nub of the issue is. 

I do want to say, I certainly agree with you on the issue of rel-
ative amount of burden for smaller and regional banks, and I 
would just supplement that by saying that, again, we do want all 
banks to be safe and sound, because when the economy turns down 
and the balance sheets of all banks look worse, as they always do, 
because they have to reserve more, some loans go into nonper-
forming status, we want to make sure that every one of those 
banks is in a position to continue to lend to the businesses and the 
households that are still going to need credit. And that is why we 
want them to have these buffers, to protect the Deposit Insurance 
Fund, but also to make sure that they are viable institutions. 

The bigger they get, just sheerly in asset terms—when you have 
a $300, $350, $400 billion bank, think how many States that bank’s 
operations cover, how many households and businesses are depend-
ent on that bank being able to provide the credit. So, that is the 
other thing to keep in mind, but it does not detract from any of the 
points that you made. 

Senator SCOTT. I think you make a very good point there, sir. I 
will tell you, though, that having been in business for myself for 
a long time, about 15 years, the fact of the matter is that the mar-
ket changes. The business cycles change. The threat and the chal-
lenges to a business changes. And, so, the business itself should go 
through the process of, as we call in this hearing, the living wills— 
should go through the process of understanding and appreciating 
it, the risk that they have to their consumers, as well. 

I think the question that we are really talking about has more 
to do with SIFIs. So, it is, in fact, economically on the Nation as 
a whole, and what those thresholds should be. 

I do appreciate the fact that you and I both see the fact that 
smaller banks that have very consistent profiles of risk—the ques-
tion that I would have for you is, if those banks—should those 
banks go through an annual testing, or should they be every other 
year? Would you recommend it or suggest that if the banking busi-
ness model does not change, that the costly annual reporting 
should be the same or not? 

Mr. TARULLO. Well, there may be a couple of different issues 
there. In terms of the stress testing, if one is going to be in the 
stress testing, it does make sense to do it annually. The systems 
have to be in place year-round no matter what. The cost is spread 
over the course of the year. Resolution plans, some other things, 
may be susceptible to going biannual rather than annual. But, I 
think on the stress testing itself, as I said, it is probably more of 
a binary decision. You are either in or you are out. 

Senator SCOTT. Thank you. 
Chairman SHELBY. Thank you. 
Senator Menendez. 
Senator MENENDEZ. Thank you, Mr. Chairman. 
You know, from my perspective, regional and midsized banks are 

different from the smallest community banks and credit unions, 
and the largest, as well, most complex financial companies. During 
the crisis, we saw how institutions like Countrywide, Washington 
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Mutual, IndyMac, that were outside the largest view, but not con-
sidered small, could impose stress on the financial system and costs 
on taxpayers. At the same time, midsized and regional banks gen-
erally have different structures, activities, risk profiles from the 
largest institutions. 

So, I recognize, as someone who sat here during that whole pe-
riod of time and was part of the Wall Street reform legislation, that 
no legislation is perfect, and the Wall Street Reform Act is no ex-
ception. As stockholders and our regulators gain experience with 
the rules, I think we can and should look for ways to improve the 
law. We should be open to calibration, however, in both directions, 
areas where protections may need to be strengthened and areas 
where the law may need careful tailoring to reduce costs of compli-
ance and unintended consequences. 

As the Committee considers whether to make changes to the 
Wall Street reform law, a law that many on this Committee fought 
and bled for, I hope we can strike the right balance between reduc-
ing compliance costs without undermining regulatory objectives. 
That would give business sufficient freedom to operate, but at the 
same time ensure strong protections for taxpayers, consumers, and 
investors. 

And, as our economy continues to recover and parties get 
through the initial costs of complying with the new rules, I also 
hope we can distinguish between the impacts of new regulations as 
opposed to other external factors that may be affecting access to 
credit or business performance. For me, that is the framework in 
which I come to these hearings and these issues with. 

So, with that as my objectives in mind, I have a few questions 
for our witnesses, who I appreciate both your service and your tes-
timony here today. 

Let me ask the three of you, you discussed in your testimony 
some of the steps your agencies have taken to tailor regulation and 
supervision for banks and bank holding companies within the en-
hanced prudential standards regime based on the different types of 
risks and challenges they present. And, while it is true that a bank 
does not have to engage in derivatives or complicated trading oper-
ations to create risk for taxpayers on the financial system—making 
bad loans can be enough, obviously—the appropriate supervisory 
tools may be different if a bank has a relatively simple organiza-
tional structure and transparent activities. 

Can you discuss how your agencies take into account factors such 
as organizational structure and activities when making decisions 
about how to tailor your regulatory and supervisory standards. 

Mr. CURRY. I think we do, and the particular area that I would 
like to focus on is what our expectations are for risk management. 
There, we are taking a very tailored approach to that individual in-
stitution. We are looking at their ability to identify the level of 
risks inherent in their business lines, what types of mechanisms do 
they have in place to detect and to address those issues and to ba-
sically have a strong, independent, credible risk management func-
tion that is buttressed by an equally strong audit function and 
strong corporate governance. That is a highly tailored view, basi-
cally focusing in on the structure of the institution, and by its very 
nature is tailored. 
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Mr. TARULLO. Yes, Senator. I would endorse what Tom just said, 
and let me just add that I think this is probably true for all three 
of our agencies. I know it is true in ours, which is to say when you 
think about what supervisory portfolio a bank belongs in, the asset 
amount is the starting point, but if you see a smaller institution 
that is engaged in derivatives activities to a substantial degree, we 
will change the kind of supervision that we do with that institution 
and hold them to different kinds of risk management standards. 

But, by the same token, we do not want to say, OK, so all banks 
at $50 billion have to meet these supervisory expectations, because, 
in many instances, the risk is just not present in any significant 
degree. 

The point all three of us were making in our testimony, is that 
in our regulation, by definition, something we do, we put in place, 
those are the rules people have to abide by. Our supervision, which 
is the important supplement to that regulation, is where I think we 
all exercise a lot of discretion in the kinds of expectations based on 
not just group but individual firm profiles, as well. 

Senator MENENDEZ. So, when we have a, well, I will call it pri-
vate panel, I think it is next week, they would say that they feel 
that they are—— 

Mr. TARULLO. Oh, I suspect—— 
Senator MENENDEZ. ——supervised in a way that is tailored in 

accordance with their realities of their organization and their func-
tions? 

Mr. TARULLO. I suspect a large number of bankers will think 
that we all pay a bit too much attention to them, but I think that 
is what you all want us to do, actually, is to be paying attention. 
I think when they can identify areas in which efficiencies can be 
gained through the supervisory process, not undermining our su-
pervisory and regulatory ends of safety and soundness, I think we 
are certainly very receptive to those, and that is what we will con-
tinue to do. 

Senator MENENDEZ. Well, let me ask—— 
Mr. TARULLO. I cannot guarantee you that banks are going to 

come and say they think we are just fine. 
[Laughter.] 
Senator MENENDEZ. I did not expect that, either. 
Let me, if I may, Mr. Chairman, just follow up in a different— 

a follow-on question. As the Committee considers proposals to 
change financial stability measures, it is important, in my view, to 
distinguish between those that are aimed to reduce costs or prevent 
unintended consequences, which I would be inclined to support, 
and those that would create opportunities to evade or roll back fun-
damental protections. 

Very clearly, not every proposal, I think, will be pure in its mo-
tives, but there are areas where improvement is possible without 
undermining core regulatory objectives or effectiveness. For exam-
ple, are there ways to harmonize reporting requirements or stream-
line reporting based on the type of activities an institution is en-
gaged in? 

Mr. TARULLO. There are, and we are thinking about some of 
them, part of them through the FFIEC, the Council that all three 
of us belong to, some of them we are doing with bank holding com-
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panies reporting to the Fed. The only thing I will point out there, 
Senator, is that there sometimes is a bit of a tradeoff, which is to 
say if we get more information, that sometimes allows us to have 
fewer examinations. And, if the bank is giving us regular informa-
tion in a broad swath of areas, our supervisors can sit in a par-
ticular Reserve Bank and do an assessment which does not require 
them to go out, do the onsite, which takes up a lot more of the 
bank’s resources. So, sometimes the net supervisory burden can be 
reduced a little bit paradoxically through providing more informa-
tion. 

Having said that, we are looking for ways to streamline all the 
reporting. 

Senator MENENDEZ. Mr. Gruenberg. 
Mr. GRUENBERG. Senator, there has been a particular focus 

through the FFIEC on the call reports and ways we may be able 
to identify to reduce reporting burden while still providing the in-
formation necessary to carry out supervision. I think there may be 
other opportunities. 

Just to come back to your previous question on the resolution 
plans or living wills, we have really made an effort, particularly for 
those institutions under $100 billion, are to focus 165 plans on the 
nonbank, the holding company operations. For those under $100 
billion, it is really the bank that is the principal activity of the in-
stitution. We have provided tailored plans for that universe of in-
stitutions that really simplifies the reporting and planning obliga-
tion, and almost all the institutions under $100 billion have taken 
advantage of that tailored plan opportunity. 

Senator MENENDEZ. Thank you, Mr. Chair. Thank you for your 
answers. I just hope you will remain open to looking at all of those 
possibilities, because I think there is a desire by many of us to see 
that happen. 

Thank you, Mr. Chairman. 
Chairman SHELBY. I am going to recognize Senator Cotton, and 

then Senator Cotton, I believe that Senator Scott would want you 
to yield to him for a quick question. 

Senator SCOTT. Just a quick question. 
Chairman SHELBY. I will recognize you, and then it is up to you 

to yield, if you so choose. 
Senator COTTON. I would be happy to yield to Senator Scott. 
Senator SCOTT. No pressure. Thank you, sir. 
Governor Tarullo, just one final thought and question for you. It 

is possible that a regional bank with $51 billion in assets could 
offer traditional simple banking services abroad as a service to its 
U.S. customers who travel. I would like your thoughts, please, as 
to whether the $10 billion in foreign exposure threshold for ad-
vance approaches regulation should remain a strict asset size test 
or whether it, too, should be based on factors that better predict 
systemic risk. 

Mr. TARULLO. If you have a $50 billion bank that has $10 billion 
in international activity, that does not look like an oversized com-
munity bank. That is going to be a different kind of banking insti-
tution. My sense is that the $10 billion in foreign activity has 
worked pretty well in identifying a relatively small number of insti-
tutions that do pose different kinds of risks than a bank with a 
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similar size balance sheet, almost all of whose activities are domes-
tic. 

Senator SCOTT. Thank you. Thank you, sir. 
Chairman SHELBY. Senator Cotton. 
Senator COTTON. Thank you. 
I will note that since Senator Scott and I share an apartment 

building and my wife is due with our first child in 5 weeks, I am 
going to take that as a return favor for one night of babysitting. 

[Laughter.] 
Senator SCOTT. For the sake of your child, I would say no. 
Senator COTTON. That is a fair point. 
[Laughter.] 
Senator COTTON. So, thank you, Mr. Chairman, thank you, gen-

tlemen, for appearing before us today. 
When you consider the automatic SIFI threshold as a somewhat 

arbitrary number, but we have to draw arbitrary numbers in the 
law all the time, at $50 billion, you could imagine that it is also 
going to be diminishing in a way that monetary thresholds do but 
nonmonetaries do not because of inflation or expanding economy. 
The same could also be the case for other Dodd-Frank thresholds. 
And, I would just like to go down the line, if we could, and ask if 
you would support indexing thresholds in Dodd-Frank to inflation, 
to real GDP growth, or to any other kind of economic measure. 

Mr. TARULLO. It is probably worth considering, Senator, but as 
the very last clause of your question suggested, it may not be as 
straightforward a matter to think what you would index it to. You 
know, would you index it to inflation, to GDP, to the total size of 
institutions, to concentration. So, I think it is worth thinking 
about, but my instinct is that inflation probably would not be the 
right thing to index it to. 

Senator COTTON. Do you have an instinct on what would be? 
Mr. TARULLO. If there were one, it would be GDP, but I would 

want to think about that a little bit more. 
Senator COTTON. OK. Mr. Curry. 
Mr. CURRY. I think indexing has some opportunities, as Governor 

Tarullo mentioned. But, again, I think the theme in our testimony 
is that we think that the asset threshold is one consideration in de-
termining whether or not an institution is systemically significant 
or of heightened supervisory concern. There is a balance, I think, 
between the activities that the bank is engaged in and other factors 
that have to be considered, as well. 

Mr. GRUENBERG. Senator, I think, conceptually, it is worth think-
ing about, and in some sense is hard to argue against, although the 
methodology may raise issues. On the other side of that, the clarity 
of having a clear threshold without adjusting it, in particular if 
there are sensitivities—because when you have a threshold, there 
are always going to be institutions on both sides of it. Having a 
clear threshold is clear and transparent and understood and may 
have some value. 

I do think the key issue goes to providing some flexibility for the 
agencies, if you are going to set a threshold, to differentiate among 
firms that may be above the threshold, because wherever the 
threshold is, there are clearly going to be distinctions. Even if addi-
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tional scrutiny is warranted, you want an ability to distinguish 
among the institutions to apply the appropriate standards. 

Senator COTTON. OK. Governor Tarullo, I was not here in Sep-
tember. I was in the House, on the Financial Services Committee. 
But, in your opening statement to this Committee last September, 
you had said, quote, ‘‘There could also be some benefit from some 
statutory changes. One would be to raise the current $50 billion 
asset threshold that determines which banks are in the systemic 
category,’’ end quote. Just 2 days ago, in front of my old colleagues 
on the House Financial Services Committee, Secretary Lew said 
that he opposes raising that threshold. 

Did Secretary Lew or any other administration official take issue 
with your statement in front of the Financial Services Committee 
last fall? 

Mr. TARULLO. Not directly to me, no, and I have not read the 
transcript of what Secretary Lew said. I read the press accounts of 
it. I think he was pointing to the discretion, the administrative 
flexibility that we do have. What I have been particularly focused 
on is the stress testing threshold. 

Senator COTTON. When he says, not directly to you, indirectly 
to—— 

Mr. TARULLO. Well, he is saying—— 
Senator COTTON. ——anyone on your team, or—— 
Mr. TARULLO. No. Whatever he may be saying publicly, yes. That 

is—— 
Senator COTTON. OK. Thank you. I will yield back the balance 

of my time. 
Chairman SHELBY. Governor Tarullo, conceptually, would you 

support the redrawing of the threshold lines, but with the discre-
tion remaining with the regulator to decide whether a particular 
institution is systemic or not? In other words, you would keep that 
power. 

Mr. TARULLO. Again, Senator, so long as we have the under-
standing that systemic is broader than just the failure of that insti-
tution bringing down the financial system. 

Chairman SHELBY. Oh, yes. 
Mr. TARULLO. I think that is when the thinking of the threshold 

makes some sense. The two qualifications, again, are, one, and I 
think you just said this, that our discretion should under no cir-
cumstances be removed to do more, and second, this has not come 
up in the hearing today, but just so that we remind ourselves of 
what is important for the Congress to do. 

What the Congress has done following each financial crisis that 
we have had in the country, whether it was Latin American debt 
crisis in the early 1980s—— 

Chairman SHELBY. Sure. 
Mr. TARULLO. ——late 1980s, S&Ls, Congress has stepped in and 

tried to adjust the behavior of the regulators and, in some sense, 
made some things mandatory. Prompt corrective action—and you 
were there, Senator to help with that—prompt corrective action 
made sure that we all had to take action when capital fell below 
a certain standard because of what happened in the S&L crisis. 

In Dodd-Frank, what the Congress said was there are some 
areas where we think the regulators should be required to take ac-
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tion. That is, they want to take some discretion out of our hands 
and say, you must have this kind of regulation. I think that is a 
sound idea. The only issue, to me, is really around those midsized 
regionals with the stress testing. 

Chairman SHELBY. Mr. Curry, in September of last year, you 
were quoted in an American Banker article as saying, quote, and 
I am going to read it to you, ‘‘Fifty billion dollars was a demarca-
tion at the time, but it does not necessarily mean you are engaged 
in that activity that the rules are trying to target. The better ap-
proach is to use an asset figure as a first screen and give discretion 
to the supervisors based on the risk in their business plan and op-
erations. It is just too easy to say, this is the cut-off. I am a little 
leery of just a bright line.’’ Do you stand by your words? 

Mr. CURRY. Yes, Senator. 
Chairman SHELBY. Thank you. 
Mr. CURRY. I do think that is the approach that we have consist-

ently applied at the OCC. Thank you. 
Chairman SHELBY. Well, I do not think anybody up here has 

even, I hope, not even alluded to weakening your power to regu-
late. You have got to do that. We are just trying to give some relief 
where we think maybe it is—you could still intervene in a dan-
gerous situation. And, if you do your job, you will. You will know, 
would you not, Governor? If you do your job as a regulator, you are 
going to know what banks are doing. 

Mr. TARULLO. I hope so. 
Chairman SHELBY. Yes. Do you agree with that, Mr. Curry? 
Mr. CURRY. Yes. 
Chairman SHELBY. Senator Warren mentioned a minute ago that 

two banks were grandfathered in in the legislation. Of course, that 
is politics. We know that. And, they are still in the commodities 
business. Does that—could that pose a risk to the—systemic risk 
to the banking system? Governor. 

Mr. TARULLO. So, I think it is—— 
Chairman SHELBY. Could it? 
Mr. TARULLO. You need to understand what Section 4(o) permits. 
Chairman SHELBY. Uh-huh. 
Mr. TARULLO. What Section 4(o) permits is not just, for example, 

taking title to physical commodities, the part of trading—— 
Chairman SHELBY. Sure. 
Mr. TARULLO. It would allow the banks, for example, to own oil 

tankers, to own copper mines, to own extractive industries them-
selves. And, I think the issue here for you and for us is that with 
some of these activities, which certainly seem substantially to 
breach the wall between banking and commerce, they are the sort 
of things that are very hard to get a risk management handle 
on—— 

Chairman SHELBY. Oh, yes. 
Mr. TARULLO. ——as a banking regulator. When you are talking 

about oil spills or you are talking about collapses of mines, it is 
very different from—— 

Chairman SHELBY. You would have to regulate commerce, in a 
way. 

Mr. TARULLO. That has been my concern, Senator. 
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Chairman SHELBY. Uh-huh. But, you only have two banks that 
can do that. 

Mr. TARULLO. That is correct. 
Chairman SHELBY. And the others, no matter how big or how 

powerful or how well run, they could not do that. 
Mr. TARULLO. That is correct. 
Chairman SHELBY. OK. Senator Brown, do you have any more 

questions? 
Senator BROWN. Thank you. A couple more questions. Thank 

you, Mr. Chairman. 
Thank you for your comments about the commodities. We did a 

couple of hearings about that last year. I appreciate the Fed’s en-
gagement in that, and those were done some years ago, and those 
two institutions became bank holding companies, which changed 
all that. But, the comment you made about risk, oil tankers and 
others, to the safety and soundness—I mean, to the financial sta-
bility of the system is really important, so thank you for that com-
ment. 

Comptroller Curry, a question for you. We have talked both pri-
vately and publicly about the culture and environment of the banks 
and how banks pretty clearly over the years paid less attention to 
risk than they do now, partly because of regulators, partly because 
we maybe have a more independent OCC now, partly because of 
your insistence in discussions with them about a risk officer. We 
hear complaints, though, from banks about the time that their 
management and their board members dedicate to compliance 
issues and risk management. As we have discussed institutions 
tend not to like business lines that do not bring in revenue, under-
standably. 

Talk to us for a moment about the value to institutions and to 
the public of having more management and board time spent on 
risk management. 

Mr. CURRY. Thank you for raising the subject, Senator. We think 
it is critical in terms of having an internal framework that identi-
fies risks and takes appropriate steps to mitigate those risks. We 
also think it implicates corporate governance. You need to have a 
board that is capable and willing to interject and to challenge man-
agement. So, we pay close attention to the dynamic between the 
board and operating management to make sure that there is a 
healthy risk culture. 

Another area that we have emphasized is improving the stature 
of the Chief Risk Officer of an organization and their ability to help 
guide the decision making at the organization. 

At the OCC, we have promulgated heightened standards that 
apply to the largest banks in our portfolio that mandates an appro-
priately robust risk management system for those institutions. 
And, it also has enforcement mechanisms tied into it so that it has 
teeth. 

In terms of culture, it is really important, and this is something 
we look at in the context of risk management, is making sure that 
management of the organization establishes and enforces standards 
of conduct, that the failure to do so can result in significant finan-
cial and reputational losses to the institution. 
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Senator BROWN. Thank you. And, stature, the risk officer’s stat-
ure, I assume, implies everything from compensation to seat at the 
table, the background with a company, to all the things that make 
that person one among equals in decision making at the highest 
levels of all kinds of banks, correct? 

Mr. CURRY. Exactly, and that is what we are looking at from a 
corporate governance standpoint. 

Senator BROWN. Thank you. 
Governor Tarullo, I have been concerned about banks’ ability to 

calculate their own internal risk weights and use that to game 
their capital ratios. It is a bit like a professor letting her students 
grade their own tests. Last week, you released the latest round of 
bank stress tests. Once again, the largest banks’ internal loss pro-
jections were significantly rosier than the Fed’s calculations. The 
industry complains this makes the tests a black box, of sorts. It 
seems they want the Fed to provide them with the answer key for 
the stress test. 

Talk about the value of the Fed’s projections. Why should we 
continue to rely on the independent evaluations? 

Mr. TARULLO. OK. So, a couple of things there, Senator. First, I 
like the conclusion, which is you should continue to rely on our 
evaluations, because the evaluations we do are, first off, consistent. 
Second, they include an appropriate conservativism, I think, which 
is thinking on behalf of the country about what could happen under 
unlikely but still plausible adverse scenarios. 

I think some of the reasons why you see those gaps between our 
assessment and some of the other banks vary, and some of those 
reasons are some cause for concern and others are less cause for 
concern. If you see the gap and it is because, for example, as you 
know, we do not allow the assumption in our stress test that banks 
would stop paying dividends and stop making share repurchases 
even during a stress period. That experience that we all went 
through in 2007 and 2008 was one that we all took to heart, and 
so when we do our very conservative assumptions, we assume that 
the banks will do what some of them did in 2007 and 2008, which 
is continue to distribute capital. 

In their own idiosyncratic stress testing, banks sometimes do not 
do that, and it would be, believe me, a sensible thing for the bank 
to do, to cut back on its capital distribution. So, if that is a reason 
for variance, that is not of great concern to us because we put it 
in the supervisory test, but they have got to test for other purposes. 

When we see problems that result from the inability of a bank 
to understand its own risks, to aggregate the data, that is when we 
are concerned and that is why we will come forth with supervisory 
action. 

So, the reason why you want to look at our tests is because, obvi-
ously, we do not have an interest in shifting the loss parameters 
to help a particular bank’s balance sheet, because we do it in a way 
that is comparable for everybody. We review it and we subject what 
we are doing to the review of outside experts. We try to improve 
it every year, and I believe it really has become a critical super-
visory instrument for us, for the bank’s own self-assessment, for 
the ability of outside analysts and investors to understand banks, 
and ultimately for all of you to keep watch on us. 
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Senator BROWN. Thank you. 
If I could have one more question, Mr. Chairman. 
Chairman SHELBY. Go ahead. 
Senator BROWN. And, each of you give brief answers to this, if 

you would. Some have suggested the advanced approach regime is 
out of date and should only apply to the global, systemically impor-
tant banks. Do you all continue to support the current advanced 
approaches regime? Mr. Gruenberg, start with you, a brief answer, 
and just go right to left. 

Mr. GRUENBERG. Yes, Senator. 
Senator BROWN. Yes. OK. 
Mr. Curry. 
Mr. CURRY. Yes. 
Mr. TARULLO. I do, Senator. 
Senator BROWN. OK. Thanks. Thank you. 
Chairman SHELBY. Senator Rounds. 
Senator ROUNDS. Mr. Chairman, thank you. 
I have got to go back into this a little bit. Very seldom do we 

have an opportunity to have a group like this in front of us and 
not at least delve a little bit into the causal effects that we see in 
the economy today. I think some of the numbers that I had seen 
over a period of years was that since 2009, there has been an in-
crease in employment in the financial services area of about 
300,000 individuals throughout the United States, which would 
seem to be a positive thing, and which normally would suggest eco-
nomic growth, and yet the vast majority of those 300,000, if my 
numbers are correct, were in the areas of compliance, which most 
individuals would suggest is not an indication of economic growth 
but one of costs directly back into the financial services sector. 

If my numbers are correct, and if I am wrong, I would have you 
correct me, but if those numbers are correct, it seems to me that 
we add a burden within the financial services industry, we add an 
additional cost to all of those businesses and individuals that would 
need those services, because they are going to get passed on. 

But, second of all, and there is a second part that it seems that 
we sometimes do not look at, and that is the regulatory impact on 
the economy itself. Governor, I am curious, because the Federal Re-
serve clearly has recognized that even after a time in which we had 
a significant slowdown in the economy, our expectation would be 
that there would be an increased period of economic activity, and 
yet over the last 4 or 5, 6 years, the Fed has continued to maintain 
a very inexpensive money policy, seemingly because there is the 
need to make this economy start to move. 

Any possibility that the cause and effect of this is the Dodd- 
Frank Act and the impact that it has had on the availability of cap-
ital because of the regulatory environment that financial institu-
tions find themselves in today? 

Mr. TARULLO. So, Senator, let me just begin by saying that you 
did not really ask a question about monetary policy, but we are 
still in our blackout period, so I am not going to comment on the 
monetary policy. 

Senator ROUNDS. OK. 
Mr. TARULLO. Happy to comment on the regulatory issue, and let 

me begin with the compliance point. And, here again, I want to 
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really draw a distinction between compliance function at a commu-
nity bank and compliance function at those largest institutions, 
and I am going to do it, if you will bear with me a bit, with an 
anecdote. 

Back in 2009 at the height of the crisis, when we were con-
ducting the first set of stress tests, we sent out in February a re-
quest for data to, at that time, the 19 largest financial institutions 
in the country. Some of those institutions more or less immediately 
were able to get back to us and say, here is the data, and it proved 
to be pretty accurate. Most took a while and then eventually gave 
us something that was more or less accurate. And, some of them, 
after a number of days, were still unable to put together an accu-
rate picture of what their risks actually were. 

The lesson I drew from that is that the inattention to risk man-
agement, which is the most important compliance function for the 
safety and soundness of institutions, had led to a situation in 
which the banks did not really know their own risks, much less 
allow us to do the job that Chairman Shelby just indicated we need 
to do, which is to go in and make sure we understand those risks. 

I understand that there has been a big run-up in the number of 
people devoted to compliance at these institutions, at the big insti-
tutions, and I do not know whether the precise numbers are what 
we need, but I do know we needed a lot more attention to that. 

Now, on the other end of the spectrum, I am concerned when I 
hear stories like the following, which is a community banker—I 
think he was about a $2 billion bank—and he said, ‘‘You know, we 
thought we would merge. We did merge with a bank just about our 
size. We thought that in doing so we would get some benefits of 
some modest economies of scale, serving a slightly bigger area 
while retaining the same business model.’’ And, then, he sort of 
shook his head and he said, ‘‘So, our examiner comes in and says 
to us, ‘Well, you are twice as big now. You should add a second 
compliance officer.’ ’’ That was what he was trying to avoid, and I 
have a lot of sympathy for that. I do have a lot of sympathy for 
that. 

Tom mentioned the EGRPRA process. I think that is where our 
efforts are really focused, because the size of the portfolios of those 
community banks are sufficiently small that they cannot amortize 
those costs very well. But, this is, again, where I really do want 
to draw a distinction between the most complex institutions with 
heavy capital market activities, on the one hand, and the small 
bank, as Senator Scott was saying, in Columbia or Charleston or 
Orangeburg, that has a very limited base of assets. 

Senator ROUNDS. I think in many cases, on the smaller banks, 
they feel as if their examiners are looking at them saying a lot of 
the things are coming downstream to them that are being applied 
to the larger banks. 

Mr. TARULLO. The trickle down? The supervisory trickle-down ef-
fect? 

Senator ROUNDS. I had a similar discussion with a small town 
banker who literally said, ‘‘Look, I cannot do home loans anymore. 
I just cannot do the compliance.’’ And, when you start to see that 
in small communities in places like South Dakota, these are not 
the folks that were involved in any of the problems to begin with, 
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and yet they are the ones that are feeling the impact of this regu-
latory activity. 

Thank you, sir. Thank you. 
Chairman SHELBY. I am looking at the systemic importance indi-

cators reported by large U.S. bank holding companies, $5 billion or 
more, and if you look at the methodology in the OFR report—this 
is part of it, we have referred to it—to measure systemic risk, the 
table here shows those two banks that we were talking about that 
were grandfathered in as being significantly more systemically 
risky than the regional banks to our system. Do you think that the 
methodology that the OFR report works here? Do you have a com-
ment? 

Mr. TARULLO. Senator, here, I would say the Basel Committee 
methodology, the Fed methodology for our SIFI surcharge, and the 
OFR methodology would all agree with that proposition. 

Chairman SHELBY. OK. Thank you. 
Do you disagree with that? 
Mr. CURRY. No. 
Mr. GRUENBERG. No, Mr. Chairman. 
Chairman SHELBY. Thank you. I think we all basically agree 

here, we want banks that are healthy, that are strong, capitalized, 
well regulated, well managed, because without that, the economy, 
as Senator Rounds alluded to, it is all tied into our economy, the 
ability to access capital. Everybody—you, as regulators, know this. 
So, let us hope we can work together and try to give some relief 
here. Although Dodd-Frank was legislation, no legislation is per-
fect. Even Senator Menendez referred to that. Maybe we can work 
together. I hope so. 

This concludes the hearing. 
[Whereupon, at 11:39 a.m., the hearing was adjourned.] 
[Prepared statements, responses to written questions, and addi-

tional material supplied for the record follow:] 
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Chairman Shelby, Ranking Member Brown, and other Members of the Committee, 
I appreciate the opportunity to testify on the threshold in section 165 of the Dodd- 
Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) for appli-
cation of enhanced prudential standards to bank holding companies. In my testi-
mony this morning I will try to provide, from a regulator’s perspective, some context 
for the Committee’s consideration of this subject by explaining how the Federal Re-
serve has differentially implemented prudential regulations based on the size, scope, 
and range of activities of banking organizations, as well as how we have organized 
our supervisory portfolios. In both our supervisory and regulatory practices, we are 
pursuing a tiered approach to prudential oversight. 
Regulatory Differentiation in the Dodd-Frank Act 

Traditionally, statutes creating prudential regulatory requirements or authorities 
generally took what might be termed a unitary approach. That is, the statutes sim-
ply made a particular requirement or authority applicable to banks or banking orga-
nizations generally, with few clear distinctions based on the characteristics of the 
regulated entities. The Federal banking agencies did adopt some regulations with 
requirements that applied only to larger institutions. And, as I will describe a bit 
later, through supervisory practice they administered some statutory requirements 
differently based on the size of banks and the scope of their activities. But the start-
ing point was a more or less similar set of statutory requirements. 

The Dodd-Frank Act explicitly broke with this traditional approach by creating 
prudential requirements that vary with the size or systemic importance of banking 
organizations. Of particular importance is the Dodd-Frank Act emphasis on finan-
cial stability, both in markets generally and with respect to the largest financial 
firms, which had been associated with market perceptions that they were too big 
to fail. The law created some new authorities for financial regulators and instructed 
regulators to use authorities they already had to put in place regulations to contain 
systemic risk. As to regulations applicable to individual firms, the Dodd-Frank Act 
creates thresholds for various prudential regulations at asset sizes of $1 billion, $10 
billion, and $50 billion. Of special note is that section 165 of the Dodd-Frank Act 
requires the Federal Reserve to establish enhanced prudential standards for bank 
holding companies with total assets of $50 billion or more and other financial firms 
designated as systemically important by the Financial Stability Oversight Council. 
Among other areas, these standards include capital, liquidity, risk management, 
resolution planning, and single-counterparty credit limits. Of particular significance 
is the section 165 requirement that these enhanced standards increase in stringency 
depending on the size, interconnectedness, role in credit intermediation, and other 
factors specified in the law. In addition to these enhanced, graduated standards, sec-
tion 165 requires that firms with greater than $50 billion in assets be subject to 
annual supervisory stress tests. 

The Federal Reserve has implemented the section 165 requirement of graduated 
stringency for enhanced prudential standards by creating what are, in effect, three 
categories within the universe of banking organizations with $50 billion or more in 
assets. As required by statute, all firms within this universe are subject to basic en-
hanced standards. Firms with assets of between $50 billion and $250 billion are 
subject only to these basic enhanced standards. Firms with at least $250 billion in 
assets or $10 billion in on-balance-sheet foreign assets are also subject to more 
stringent requirements, including the advanced approaches risk-based capital re-
quirements, the supplementary leverage ratio, the countercyclical capital buffer, and 
the fullscope liquidity coverage ratio. 

Finally, the eight U.S. bank holding companies that have been designated as glob-
al systemically important banking organizations will be subject to an additional set 
of regulatory requirements. An enhanced supplementary leverage ratio, equally ap-
plicable to all eight firms, has already been adopted. We are also working on two 
requirements that will vary in stringency even among these eight firms, based on 
their relative systemic importance. One is the set of risk-based capital surcharges 
for which we issued a notice of proposed rulemaking late last year. The other, on 
which we anticipate issuing a notice of proposed rulemaking in the coming months, 
is a long-term debt requirement designed to support effective orderly resolution 
processes. 

In sum, the stringency of the Federal Reserve’s prudential regulations increases 
in proportion to the systemic importance of the banking organizations. With this 
tiered approach to regulation, the Federal Reserve aims not only to achieve the 

VerDate Nov 24 2008 15:04 Jan 15, 2016 Jkt 046629 PO 00000 Frm 00036 Fmt 6621 Sfmt 6621 L:\HEARINGS 2015\03-19 EXAMINING THE REGULATORY REGIME FOR REGIONAL BAN



33 

1 For more information on the LISCC, see http://federalreserve.gov/bankinforeg/large-institu-
tion-supervision.htm. 

Dodd-Frank Act goal of mitigating risks to U.S. financial stability, but to do so in 
a manner that limits regulatory costs and the expenditure of supervisory resources 
where not needed to promote safety, soundness, and financial stability. 
Tiered Regulatory and Supervisory Experience 

The Federal Reserve also takes a tiered approach to supervision. We organize the 
firms we supervise into portfolios based predominately, although not exclusively, on 
asset size. We have four such groups: (1) community banking organizations, which 
are generally those with $10 billion or less in total assets; (2) regional banking orga-
nizations, which have total assets between $10 billion and $50 billion; (3) large 
banking organizations, which have total assets over $50 billion but are not among 
the largest and most complex banking organizations; and (4) firms overseen by the 
Large Institution Supervision Coordinating Committee (LISCC), which are the larg-
est and most complex banking organizations. 1 

As with tiered regulation, our tiered supervision is intended to take into account 
differences in business models, risks, relative regulatory burdens, and other salient 
considerations. Where specific regulatory goals for the different portfolios vary, the 
supervisory programs reflect those differences. And even where the goals are similar 
across portfolios, supervisory programs should nevertheless take account of the dif-
ferences among the firms in the four portfolios. In general, we shape our supervisory 
expectations for each portfolio by considering the increase in safety and soundness 
that we are likely to achieve through a specific practice or requirement, in light of 
the regulatory costs for the banking organizations in the portfolio and the impact 
that the stress or failure of those institutions would likely have on credit intermedi-
ation, the deposit insurance fund, and financial stability. 

So, for example, there are heightened expectations with regard to corporate gov-
ernance for large banking organizations that are not applied to regional or commu-
nity banking organizations. Among other areas, the Federal Reserve expects the 
boards of directors of these larger firms to set direction and oversight for revenue 
and profit generation, risk management, and control functions; to ensure that senior 
management has the expertise and level of involvement required to manage core 
business lines, critical operations, banking offices, and other material entities; and 
to maintain a corporate culture that emphasizes the importance of compliance with 
laws, regulation, and consumer protection. While strong corporate governance is im-
portant at all banking organizations, it is vital at large banking organizations, given 
that their systems and operations are typically much broader and more complex 
than those of the smaller-scale and more localized regional and community banking 
organizations. 

While asset size is the principal determinant of the general supervisory program 
for a banking organization, other factors are taken into account as appropriate. For 
example, if a regional banking organization were to become involved in activities 
typically undertaken only by larger banking organizations, we might add to that 
firm’s supervision an expectation or practice drawn from the large banking organi-
zation portfolio. Moreover, in determining which banking organizations belong in 
the LISCC portfolio, the Federal Reserve has focused on the risks to the financial 
system posed by individual firms—size has not been the dispositive factor. For ex-
ample, three large banking organizations are not in that portfolio, even though they 
have larger balance sheets than the processing- and custody-focused bank holding 
companies that are in the LISCC portfolio. The stress or failure of these large, es-
sentially regional banking organizations could have a serious effect on credit inter-
mediation across a significant part of the country and, in some situations of general-
ized stress, might have consequences for the financial system as a whole. However, 
we judge that the functions of the two processing- and custody-focused LISCC firms 
implicate systemic concerns to a greater extent than the substantial balance sheets 
of the larger regionals. 
The Role of Statutory Thresholds 

As I hope by now is apparent, the Federal Reserve has done considerable work 
to tailor our supervision of banking organizations by reference to their size, business 
model, and systemic importance. Similarly, using the statutory discretion granted 
us, and frequently in cooperation with other regulatory agencies, we have also tai-
lored the application of certain statutory requirements to different groups of banks. 
The question of statutory thresholds is thus a fairly narrow one: Does a threshold 
specify a cut-off point that is appropriate for mandatory application of a particular 
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regulatory requirement, taking into account whatever discretion is given to the im-
plementing regulatory agencies? 

In answering this question, it is first worth noting the case for establishing such 
statutory thresholds. In the past, Congress has at times not simply given the bank-
ing agencies authority to engage in a particular form of prudential regulation, but 
has required that they do so. Capital regulation and prompt correction action are 
two examples. Not coincidentally, I think, congressional action followed banking cri-
ses that revealed possible shortcomings in the regulatory and supervisory structures 
that had existed preceding the crisis. In requiring certain kinds of prudential regu-
lation, Congress was in effect protecting against memories of those problems fading 
and the consequent possibility of supervisory relaxation, which might allow for a re-
currence of similar banking problems in the future. 

The creation of mandatory thresholds for certain enhanced prudential standards 
is an important advance in the traditional congressional role of specifying a set of 
mandatory regulations. This statutory structure recognizes the substantially diver-
gent risks presented to the economy and the financial system by the potential stress 
or failure of banking organizations of different sizes and with different activities, 
while preserving considerable discretion for the banking agencies in implementing 
those regulations. Here again, statutory enactment of mandatory measures for 
banking organizations of a certain size or systemic importance serves as a form of 
safeguard against the erosion of prudential oversight that could occur were predomi-
nant reliance to be placed on the details of firm-specific supervision, which are 
sometimes hard for the public to discern. Removal or change of such thresholds, as 
with generally applicable prudential requirements, will thus require congressional 
action and an occasion for considered public debate on the merits of such change. 

Experience to date, however, suggests that there are some statutory thresholds 
that might bear reexamination. One pertains to the applicability of some Dodd- 
Frank Act provisions to community banks. For example, the Volcker rule and the 
incentive compensation requirements of section 956 of the Dodd-Frank Act are di-
rected at concerns generally present only with larger institutions, but the Volcker 
rule by its terms applies to all banking organizations, and the incentive compensa-
tion provisions apply by their terms to all banking organizations with $1 billion or 
more in assets. The banking agencies have done their best to tailor the application 
of these rules to smaller banks and, indeed, to make clear the limited extent to 
which they should affect those banks. However, some compliance effort on these 
rules is still needed at community banks. Raising the asset threshold for these two 
requirements to $10 billion would eliminate this compliance burden, the cost of 
which is probably not worth whatever incremental prudential benefits might be 
gained at these small banks. Even in the relatively unusual circumstance in which 
a practice at a smaller bank might raise safety and soundness concerns, the super-
visory process would remain available to rectify any problems. 

The second threshold that is worth discussing is the $50 billion level established 
by section 165 of the Dodd-Frank Act. As noted earlier, the import of this threshold 
is to require enhanced prudential standards and supervisory stress testing for bank-
ing organizations whose assets exceed that amount. As also noted, the Federal Re-
serve has tailored those standards in accordance with the increasing stringency re-
quirement of section 165, so that they are more flexible for institutions closer to the 
$50 billion threshold and most demanding for the eight firms of global systemic im-
portance. It has been somewhat more difficult to customize supervisory stress test-
ing. While some elements of the test, such as the market shock and single- 
counterparty default scenarios, are applied only to larger firms, the basic require-
ments for the aggregation and reporting of data conforming to our supervisory 
model and for firms to run our scenarios through their own models do entail sub-
stantial expenditures of out-of-pocket and human resources. This can be a consider-
able challenge for a $60 billion or $70 billion bank. On the other side of the ledger, 
while we do derive some supervisory benefits from inclusion of these banks toward 
the lower end of the range in the supervisory stress tests, those benefits are rel-
atively modest, and we believe we could probably realize them through other super-
visory means. 

These are the factors that lay behind my suggestion last year that it might be 
worth thinking about the level of this threshold, which I understand to be a purpose 
of today’s hearing. That said, I want to emphasize a few points. First, consideration 
of potential increases in the threshold for mandatory prudential measures should 
not remove the discretion of the banking agencies to require additional measures— 
including such things as more capital or liquidity—for specific firms or groups of 
firms in appropriate circumstances. That is, while it is sensible to limit mandatory 
measures for classes of firms where most banks in that class are unlikely to present 
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a particular kind of risk, it would be very ill-advised to preclude supervisors from 
requiring such measures of firms where that risk may become more of a concern. 

Second, any consideration of raising the threshold to take account of the factors 
I mentioned earlier should not extend to removal of the application of enhanced 
standards and other rules to the largest banking organizations. As senators and reg-
ulators have discussed many times before in this Committee, the tasks of combating 
the reality and the perception of too big to fail, and of vulnerabilities in broader fi-
nancial markets, are crucial and ongoing. 
Conclusion 

The innovation in the Dodd-Frank Act that requires tiered regulation is central 
to our shared goals of protecting financial stability and ensuring the availability of 
credit. Smaller banks do not pose risks to financial stability, though they can suffer 
collateral damage when stress builds throughout the financial system. And, while 
enhanced prudential standards are important to ensure that larger banks can con-
tinue to provide credit even in periods of stress, some of those same enhancements 
could actually inhibit credit extension by rendering the reasonable business models 
of middle-sized and smaller banks unprofitable. The Federal Reserve will continue 
to use statutory authorities to calibrate our regulation and supervision to the risks 
posed by the different classes of banks, avoiding a one-size-fits-all approach. We 
and, I believe, many others are committed to the dual goals of protecting systemic 
stability and fostering the efficient intermediation of credit by the overwhelming 
majority of American banks that do not pose systemic or far-reaching risks. 

Thank you. I would be pleased to take any questions you may have. 

PREPARED STATEMENT OF THOMAS J. CURRY 
COMPTROLLER, OFFICE OF THE COMPTROLLER OF THE CURRENCY 

MARCH 19, 2015 

Introduction 
Chairman Shelby, Ranking Member Brown, and Members of the Committee, 

thank you for the opportunity to discuss the Office of the Comptroller of the Cur-
rency’s (OCC) experience with, and views on, section 165 of the Dodd-Frank Act and 
the OCC’s approach to tailoring our regulatory and supervisory expectations, espe-
cially with respect to regional banks, which include banks in the OCC’s midsize pro-
gram and many of those in our large bank program. Because the focus of section 
165, as it applies to the banking sector, is on bank holding companies, almost all 
of the authorities under this section are assigned to the Board of Governors of the 
Federal Reserve System (Federal Reserve). The OCC’s only direct rulemaking au-
thority under section 165 is with respect to the company-run stress test require-
ments under section 165(i)(2). Otherwise, the OCC’s role in section 165 is limited 
to a consultative one on matters affecting national banks. Nonetheless, the provi-
sions of section 165 are extremely important to the OCC and our supervisory pro-
grams as national banks typically comprise a substantial majority of the assets held 
by bank holding companies with consolidated assets of $50 billion or more. Indeed, 
the national bank is typically the dominant legal entity within each company. Con-
sequently, the provisions of section 165 have a significant effect on national banks 
and our supervisory oversight of those institutions. 

My testimony today provides a brief overview of the key provisions of section 165 
as they apply to bank holding companies. I then describe how the OCC’s supervisory 
and regulatory tools complement and support the objectives of these provisions. As 
I will discuss, the OCC believes that the supervisory areas addressed in section 165 
for which the Federal Reserve is required to develop prudential standards are fun-
damental to safe and sound banking and are essential elements of our ongoing su-
pervision of national banks and Federal savings should reflect the complexity and 
risk of a bank’s activities. This is why the OCC has tailored its supervisory pro-
grams into three distinct portfolios—community banks, midsize banks, and large 
banks. It is also why the OCC seeks to tailor the application of our supervisory 
standards and expectations to the size and complexity of each individual bank. In 
some areas, such as capital standards, we do this by setting explicit regulatory mini-
mums that apply to all banks. We then augment these minimums with additional 
requirements for the largest banks that reflect the complexity and risk of their oper-
ations and their interconnections with the broader financial market. In other areas, 
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such as corporate governance, while our approach is more qualitative, we have high-
er expectations and apply higher standards as the complexity, risk, and scale of 
banks’ operations increase. The OCC believes this flexibility to tailor supervisory 
and regulatory requirements to reflect our assessment of the risk of individual 
banks promotes an effective and efficient supervisory regime while minimizing 
undue burden. 

As the Committee considers and evaluates the effectiveness of section 165 and the 
banks that are affected by its provisions, I would stress two points. First, I believe 
it is essential for the OCC to retain the ability to tailor and apply our supervisory 
and regulatory requirements to reflect the complexity and risk of individual banks. 
We believe our risk-based supervisory approach is consistent with the tailored appli-
cation that Congress provided for in section 165. While a bank’s asset size is often 
a starting point in our assessment of appropriate standards, it is rarely, if ever, the 
sole determinant. For this reason, we would be concerned with any proposal that 
would inhibit our ability to apply specific regulatory or supervisory tools to an indi-
vidual bank or group of banks. We need access to these tools should we, through 
our supervision, determine that they are needed to address a bank or a group of 
banks’ risk. Second, although the OCC in our role as the primary supervisor of na-
tional banks. We would be happy to work with the Committee should the Committee 
determine that changes are needed to make the application of section 165 more ef-
fective and efficient. 
Overview of Key Section 165 Standards and Requirements for Bank Hold-

ing Companies 
Section 165(a) of the Dodd-Frank Act authorizes the Federal Reserve on its own 

or pursuant to recommendations from the Financial Stability Oversight Council 
(FSOC) to establish certain heightened prudential standards for bank holding com-
panies with total consolidated assets equal to or greater than $50 billion. Standards 
are required for five areas: (1) leverage and risk-based capital; (2) liquidity; (3) over-
all risk management; (4) resolution plan and credit exposures; and (5) concentration 
limits. The Federal Reserve is given discretionary authority to establish standards 
for: (1) contingent capital; (2) enhanced public disclosures; (3) short-term debt limits; 
and (4) any other prudential standards that the Federal Reserve, on its own or pur-
suant to a recommendation by the FSOC, determines are appropriate. 

Section 165 directs that the standards should be more stringent than those re-
quired for bank holding companies that do not present similar risks to the financial 
stability of the United States (and thus, are not covered by section 165), and that 
the standards should increase in stringency, based on various qualitative risk fac-
tors. It also permits the standards to be tailored to individual or groups of banking 
organizations based on their capital structure, riskiness, complexity, financial activi-
ties, size, and any other risk-related factors that the Federal Reserve deems appro-
priate. Finally, section 165 permits the Federal Reserve, pursuant to a standards 
related to the discretionary standards, listed above, and for the resolution plans and 
credit exposure reports. 

Section 165 has two provisions that use a lower asset threshold than is used for 
the other prudential standards. These are the stress testing requirements in section 
165(i) and the risk committee requirements in section 165(h). Under section 165(i), 
all banks and other financial companies (not just bank holding companies) with as-
sets above $10 billion are required annually to conduct and publicly report the re-
sults of stress tests using scenarios developed by their primary Federal financial 
regulator. Section 165(h) requires publicly traded bank holding companies with as-
sets of $10 billion or more to establish risk committees. 
The Complementary Nature of Section 165 and the OCC’s Supervisory Ap-

proach 
A key principle underlying section 165 is that the rigor of capital, liquidity, and 

risk management standards and the intensity of supervisory oversight should in-
crease with, and be reflective of, the risk and complexity of a banking organization’s 
structure and activities. This principle also underlies the OCC’s risk-based super-
visory approach and programs, and it is one that we fully support. 

As noted earlier, we begin the application of this principle by structuring our 
bank supervisory activities into three distinct portfolios—community banks, midsize 
banks, and large banks—to reflect the inherent differences in these banks’ business 
models, risk profiles, and complexity. In this respect, while asset size is important 
and is generally the starting point in determining to which portfolio an individual 
bank is assigned, it is not the sole determinant. Thus, for example, while most 
banks in our midsize portfolio fall into the $8 to $50 billion range, model, corporate 
structure, and risk profile that are distinctly different from the banks in our large 
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1 See September 9, 2014, testimony of Comptroller of the Currency Thomas J. Curry before 
the Committee on Banking, Housing, and Urban Affairs available at: http://www.occ.gov/news- 
issuances/congressionaltestimony/2014/pub-test-2014-122-written.pdf for a fuller description of 
these enhancements. 

2 See OCC Bulletin 2010-13 available at http://www.occ.gov/news-issuances/bulletins/2010/ 
bulletin-2010-13.html. 

3 Generally, these are banks with $250 billion or more in total consolidated assets or $10 bil-
lion or more in onbalance-sheet foreign exposure and any consolidated bank or savings associa-
tion subsidiary of one of these companies that, at the bank level, has total consolidated assets 
of $10 billion or more. 

bank portfolio, which typically have national or global operations, complex corporate 
structures, extensive activities and exposures in the wholesale funding and capital 
markets, or are part of a larger, complex financial conglomerate. This flexible ap-
proach, which considers both size and risk profiles, allows us to transition and ad-
just the intensity of our supervision and our supervisory expectations as a bank’s 
profile changes. 

Our midsize bank program is an example of how we tailor and transition our su-
pervisory expectations as a bank’s size and complexity increase. As noted above, the 
banks in this program range in size and, at the low end, may overlap with some 
banks that are in our community bank portfolio, and at the high end, overlap with 
banks that are in our large bank portfolio. Banks in our midsize portfolio are gen-
erally those that through growth and mergers have acquired a regional or 
multistate footprint, yet do not present the same level of complexity and inter-
connectedness as banks in our large bank program. A major focus of midsize super-
vision is ensuring that as the scale of each bank’s operations and activities in-
creases, so does its risk management and control systems. Banks in this program 
have a dedicated examiner-in-charge and a team of specialists for each core risk 
function that provide ongoing monitoring and continuity in our supervision of each 
bank. The individual examination program for each bank is tailored and may, de-
pending on the complexity and risks of the particular area, draw examiners and 
blend examination procedures from both our community bank and large bank pro-
grams. 

As I noted earlier, section 165 requires the development of prudential standards 
in various areas, including capital, liquidity, risk management, and concentrations. 
The OCC has, areas that we expect national banks and Federal savings associations 
to meet. This combination is reflected, for example, in our approach to assessing 
capital adequacy. Through regulation, we have established explicit, minimum cap-
ital requirements that all banks must meet. There are additional, explicit require-
ments related to market and operational risks that generally apply only to the larg-
est banks that have significant trading activities and complex operations. Our cap-
ital rules, however, also allow us to require additional capital based on factors that 
are not explicitly covered by our quantitative capital rules, including for example, 
exposures to interest rate risk and credit concentrations. Our supervisory guidance 
on interest rate risk, concentrations, and capital planning set forth factors that ex-
aminers will consider when determining whether additional capital may be needed. 
The ability to require an individual bank to maintain capital levels above regulatory 
minimums is especially important when we encounter banks, regardless of size, that 
may have significant concentrations in certain loan products or market segments. 

In the aftermath of the financial crisis, we, along with our U.S. and international 
supervisory colleagues, have been revising the standards for many of the areas spec-
ified in section 165 to strengthen those that apply to the most complex banking or-
ganizations and to better align them with risk in the system. With respect to lever-
age and risk-based capital requirements, the OCC, along with the Federal Reserve 
and the Federal Deposit Insurance Corporation (FDIC), has implemented a number 
of enhancements that improve the quality and quantity of capital and impose addi-
tional, more stringent leverage ratio requirements for large, internationally active 
banks, with even higher levels required for the largest, most systemically important 
banks. 1 With respect to liquidity, in 2010, the OCC and other banking agencies 
issued an interagency policy statement on funding and liquidity risk management. 2 
Consistent with our risk-based approach to supervision, the policy applies to all 
banks, but specifies that the processes and systems used by banks will vary, based 
on their size and complexity. In 2013, we, the Federal Reserve, and the FDIC aug-
mented these qualitative expectations with explicit, quantitative liquidity require-
ments for large, internationally active banks. 3 These requirements, known as the 
Liquidity Coverage Ratio (LCR), set minimums for the level of high-qualityliquid- 
assets that a bank must maintain to cover its projected net cash outflows over a 
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4 See OCC Bulletin 2014-51 available at http://www.occ.gov/news-issuances/bulletins/2014/ 
bulletin-2014-51.html. 

5 See September 9, 2014, testimony noted above. 

30-day period. 4 The Federal Reserve separately adopted a modified LCR require-
ment for bank holding companies and savings and loan holding companies without 
significant insurance or commercial operations that, in each case, have $50 billion 
or more in total consolidated assets but are not internationally active. 

As I discussed in an appearance before this Committee in September, 5 the OCC 
also has taken action to apply heightened risk management and corporate govern-
ance standards to large institutions. These standards address: comprehensive and 
effective risk management; the need for an engaged board of directors that exercises 
independent judgment; the need for a robust audit function; the importance of talent 
development, recruitment, and succession planning; and a compensation structure 
that does not encourage inappropriate risk taking. We issued the final standards as 
a new appendix to Part 30 of our regulations. Part 30 codifies an enforcement proc-
ess set out in the Federal Deposit Insurance Act that authorizes the OCC to pre-
scribe operational and managerial standards and is a valuable part of our regu-
latory toolbox. Under Part 30, if an insured bank fails to satisfy a standard, the 
OCC may require it to submit a compliance plan detailing how it will correct the 
deficiencies and how long it will take. Rather than prescribing a ‘‘one-size-fits-all’’ 
remedy, this approach allows us and the bank to implement actions that are appro-
priate to the bank’s unique circumstances. The approach, however, does not dimin-
ish our ability to take more forceful action: we can issue an enforceable order if the 
bank fails to submit an acceptable compliance plan or fails in any material way to 
implement an OCC-approved plan. 

We believe the expectations for a strong risk management culture, effective lines 
of defense against excessive or imprudent risk taking, and an engaged board of di-
rectors as set forth in our heightened standards are essential for all large banks 
with significant operations and size. We also recognize, however, that systems and 
processes that a bank may need to implement, such as culture and risk controls, 
will vary according to the size and complexity of the bank. Thus, our expectations 
for how the largest banks implement these standards are substantially more de-
manding than our expectations for banks with less extensive operations. This dif-
ference in expectations is reflected in the phased-in compliance dates we established 
such that the guidelines were effective immediately for the largest banks but are 
being phased-in for the other banks covered by our standards with lesser risk pro-
files. While our heightened standards generally apply to all insured national banks 
and Federal savings associations with consolidated assets equal to or greater than 
$50 billion, our rule provides us with the flexibility to determine that compliance 
with the standards is not required if a bank’s operations are no longer highly are 
consistent with and complement the objectives of section 165, and they illustrate 
how we are able through our supervisory processes to apply, tailor, and adjust our 
standards to risks inherent in individual banks. 

The only provision of section 165 for which the OCC has direct rulemaking au-
thority is section 165(i)(2) with respect to the annual company-run stress testing re-
quirements. As previously noted, this provision mandates that all banks with con-
solidated assets of more than $10 billion must conduct stress tests using at least 
three sets of economic conditions. The OCC issued its final rule to implement sec-
tion 165(i)(2) in October 2012. The rule, which is consistent with and comparable 
to the stress test rules issued by the other Federal banking agencies, establishes 
methods for conducting stress tests and requires that the tests be based on at least 
three different economic scenarios (baseline, adverse, and severely adverse). The 
rule also requires banks to report test results in the manner specified by the OCC 
and publish a summary of their results. 

In drafting the rule to implement this provision of the Dodd-Frank Act, the OCC, 
FDIC, and Federal Reserve worked to tailor the requirements as appropriate for the 
smaller, less complex firms. Thus, banks with consolidated assets of between $10 
and $50 billion are only required to conduct the stress test once per year (versus 
the two submissions per year required for bank holding companies with consolidated 
assets in excess of $50 billion). They also do not have to develop their own stress 
testing scenarios, nor are they subject to a supervisory stress test. The rule provided 
a delayed implementation date for banks with between $10 and $50 billion in as-
sets, thereby giving them time to prepare for their first stress test submission. The 
rule also extended the annual due date for submission of stress test results three 
months beyond the submission date required for banks with consolidated assets in 
excess of $50 billion, thereby providing the smaller banks more time in which to 
conduct their stress tests and report the results. Additionally, we developed a sub-
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6 See OCC Bulletin 2012-14, available at: http://www.occ.gov/news-issuances/bulletins/ 
2012/bulletin-2012-14.html. 

7 See OCC Bulletin 2012-33, available at: http://www.occ.gov/news-issuances/bulletins/ 
2012/bulletin-2012-33.html. 

stantially abbreviated data reporting template for these smaller banks, thereby re-
ducing the amount and granularity of data the institutions are required to provide 
to the agencies. The abbreviated data reporting templates have a further benefit of 
permitting these banks to publish simpler, less detailed public disclosures relative 
to the requirements for the $50 billion and over banks. The rule also delayed for 
a year the initial public disclosure for banks with less than $50 billion in assets. 
In addition, to reduce burden and avoid duplicative regulatory requirements, the 
OCC’s rule permits disclosure of the summary of the stress test results by the par-
ent bank holding company of a covered institution if the parent holding company 
satisfactorily complies with the disclosure requirements under the Federal Reserve’s 
company-run stress test rule. 

As the OCC noted in its final rule, the annual stress tests required by the Dodd- 
Frank Act are only one component of the broader stress testing activities that the 
OCC expects of banks. The OCC’s more general and qualitative expectations are set 
forth in the 2012 interagency guidance on ‘‘Stress Testing for Banking Organiza-
tions with More Than $10 Billion in Total Consolidated Assets.’’ 6 That guidance em-
phasizes that stress tests should be an integral part of a bank’s risk management 
and capital planning framework and tailored to a bank’s exposures, activities, and 
risks. It also sets out the broad principles that we expect banks to adhere to when 
conducting their stress tests. We have tailored separate guidance and tools for com-
munity banks to use to assess the impact of various stress scenarios on concentra-
tions within their loan portfolios. 7 
Conclusion 

The OCC is committed to a supervisory approach that appropriately tailors super-
visory expectations and requirements to the scale, complexity, and risks of indi-
vidual and groups of banks. We have structured our supervisory programs in a man-
ner that allows us to adjust effectively and efficiently the intensity of our super-
visory oversight as a bank’s risk profile changes. We have used our regulatory tools 
and authorities to enhance and apply more rigorous capital, liquidity, and risk man-
agement requirements to large banks whose size, scope of operations, complexity, 
and interconnections with other financial institutions pose more risk to financial 
stability. While the OCC has taken most of these actions outside of Dodd-Frank sec-
tion 165 authorities, we believe our actions and supervisory approach are consistent 
with and complement the objectives of section 165. As the primary supervisor of the 
Nation’s largest banks, the OCC has a vital interest in ensuring a robust regime 
of prudential standards for these institutions and retaining the tools we have to ef-
fect such a regime. 

PREPARED STATEMENT OF MARTIN J. GRUENBERG 
CHAIRMAN, FEDERAL DEPOSIT INSURANCE CORPORATION 

MARCH 19, 2015 

Chairman Shelby, Ranking Member Brown, and Members of the Committee, I ap-
preciate the opportunity to testify on the regulatory regime for regional banks. My 
testimony will begin with a profile of the large companies subject to the enhanced 
prudential standards requirements of the Dodd-Frank Wall Street Reform and Con-
sumer Protection Act (Dodd-Frank Act). I then will describe how regulators have im-
plemented the enhanced standards requirements. Finally, I will review various con-
siderations important to any discussion of proposals to change these requirements. 
Profile of Large Companies Subject to Section 165 

Section 165 of the Dodd-Frank Act requires the Board of Governors of the Federal 
Reserve System (Federal Reserve) to establish enhanced prudential standards for 
certain groups of institutions. The Act defines these institutions to include bank 
holding companies with total consolidated assets equal to or greater than $50 billion 
and nonbank financial companies that the Financial Stability Oversight Council 
(Council) has designated for Federal Reserve supervision. 

The companies that meet the $50 billion threshold for enhanced prudential stand-
ards represent a significant portion of the U.S. banking industry. As of December 
31, 2014, 37 companies with combined assets of $15.7 trillion reported total assets 
greater than $50 billion. They owned a total of 72 FDIC-insured subsidiary banks 
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and savings institutions, with combined assets of $11.3 trillion, or 73 percent of 
total FDIC-insured institution assets. 

The 37 companies represent a diverse set of business models. The four largest 
companies, holding combined assets of $8.2 trillion, are universal banks that engage 
in commercial banking, investment banking, and other financial services. Another 
20 companies holding $3.3 trillion in assets are diversified commercial banks that 
essentially take deposits and make loans. The remaining 13 companies, with a com-
bined total of $4.2 trillion in assets, do not engage predominantly in traditional com-
mercial banking activities. These companies include two investment banks, four cus-
todial banks, two credit-card banks, one online bank, and four specialty institutions. 
The 37 institutions include eight U.S.-owned institutions that are designated as 
global systemically important banks by the Financial Stability Board. They include 
the four universal banks, two investment banks, and two custodial banks. 

By way of contrast, the FDIC’s Community Banking Study of December 2012 
profiled institutions that provide traditional, relationship-based banking services. 
The FDIC developed criteria for the Study to identify community banks that in-
cluded more than a strict asset size threshold. These criteria included a ratio of 
loans-to-assets of at least 33 percent, a ratio of core deposits-to-assets of at least 
50 percent, and a maximum of 75 offices operating in no more than two large metro-
politan statistical areas and in no more than three States. Based on criteria devel-
oped in the Study, 93 percent of all FDIC-insured institutions with 13 percent of 
FDIC-insured institution assets currently meet the criteria of a community bank. 
This represents 6,037 institutions, 5,676 of which have assets under $1 billion. The 
average community bank holds $342 million in assets, has a total of six offices, and 
operates in one State and one large metropolitan area. 

The FDIC does not have a similar set of criteria to identify regional banks. Re-
gional banks may be thought of as institutions that are much larger in asset size 
than a typical community bank and that tend to focus on more traditional activities 
and lending products. These institutions typically have expanded branch operations 
and lending products that may serve several metropolitan areas and they may do 
business across several States. Regional banks are less complex than the very larg-
est banks, which may have operations and revenue sources beyond traditional lend-
ing products. 

The 20 holding companies identified as diversified commercial banks—the subset 
of the 37 institutions with total assets over $50 billion noted earlier—have a tradi-
tional banking business model that involves taking deposits and making loans, and 
they derive the majority of their income from their lending activities. Operationally, 
however, the 20 diversified commercial banks are much more complex than tradi-
tional community banks. They operate in a much larger geographic region, and have 
a much larger footprint within their geographic region. 

Of the 20 holding companies: 
• Seven have total assets from $50 billion to $100 billion. They have an average 

of nearly 700 offices, and operate in 12 States and 22 large metropolitan areas. 
• Nine have assets from $100 billion to $250 billion. They have an average of 

nearly 1,200 offices, and operate in 12 States and 24 large metropolitan areas. 
• Four have total assets from $250 billion to $500 billion. They have an average 

of nearly 1,800 offices, and operate in 18 States and 24 large metropolitan 
areas. 

The operational complexity of these 20 diversified commercial bank holding com-
panies presents challenges that community banks do not. Supervisory tools and reg-
ulations need to match the complexity of these large $50 billion plus organizations. 
Any particular institution at the lower to middle part of the grouping may be a dom-
inant player within a particular geographic or market segment and as such may re-
quire greater regulatory attention. If there would be a failure, the resolution of any 
one of these organizations may present challenges. In addition, the failure of more 
than one of these institutions during a period of severe financial stress could 
present challenges to financial stability. 
Implementation of Enhanced Prudential Standards 

Section 165 provides the FDIC with explicit responsibilities in two substantive 
areas related to prudential supervision: resolution plans and stress testing. In both 
areas, the FDIC has tailored requirements to fit the complexity of the affected insti-
tutions. 
Resolution Planning 

Resolution plans, or living wills, are an important tool for protecting the economy 
and preventing future taxpayer bailouts. Requiring these plans ensures that firms 
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establish, in advance, how they could be resolved in an orderly way under the Bank-
ruptcy Code in the event of material financial distress or failure. The plans also pro-
vide important information to regulators, so they can better prepare for failure to 
protect markets and taxpayers. 

In 2011, the FDIC and the Federal Reserve jointly issued a final rule imple-
menting the resolution plan requirements of Section 165(d) of the Dodd-Frank Act 
(the 165(d) rule) for bank holding companies. The FDIC also issued a separate rule 
that requires all insured depository institutions (IDIs) with greater than $50 billion 
in assets to submit resolution plans to the FDIC for their orderly resolution through 
the FDIC’s traditional resolution powers under the Federal Deposit Insurance Act 
(FDI Act). The 165(d) rule and the IDI resolution plan rule are designed to work 
in tandem by covering the full range of business lines, legal entities, and capital- 
structure combinations within a large financial firm. 

Bank holding companies with $50 billion or more in total consolidated assets and 
nonbank financial companies regulated by the Federal Reserve are subject to the 
requirement to prepare resolution plans. However, the FDIC and the Federal Re-
serve used our statutory discretion to develop a joint resolution planning rule which 
recognizes the differences among institutions and scales the regulatory require-
ments and potential burdens to the size and complexity of the institutions subject 
to that rule. The joint rule also allows the agencies to modify the frequency and tim-
ing of required resolution plans. 

Our resolution plan regulations also are structured so that both firms and regu-
lators are focused on the areas of greatest risk. Smaller, simpler, and less complex 
institutions have much smaller and simpler resolution plans than more systemic in-
stitutions, with complex structures, multiple business lines, and large numbers of 
legal entities. 

In implementing the requirement for resolution plans, the FDIC and the Federal 
Reserve instituted a staggered schedule for plan submissions to reflect differing risk 
profiles. The first group of companies required to file plans on or before July 1, 
2012, included bank holding companies with $250 billion or more in nonbank assets. 
This group comprised 11 institutions—seven U.S. bank holding companies and four 
foreign banking organizations. These institutions generally ranked among the larg-
est institutions in the United States, although some equally large institutions with 
smaller amounts of nonbank assets, did not file in this group. 

The second group was comprised of bank holding companies with $100 billion or 
more, but less than $250 billion, in total nonbank assets. These firms submitted 
their initial resolution plans on or before July 1, 2013. The remaining companies, 
those subject to the rule with less than $100 billion in total nonbank assets, sub-
mitted their initial plans on or before December 31, 2013. 

Grouping the firms by their holdings of nonbank assets provided the agencies 
with an initial proxy for firm complexity. By delaying the submission of plans for 
those with fewer nonbank assets, less complex firms were given more time to pre-
pare. The FDIC and the Federal Reserve also were able to focus on those firms that 
are more likely to pose serious adverse effects to the U.S. financial system should 
they need to be resolved under the Bankruptcy Code. Based on their groupings and 
measured by asset size as of December 2011, no U.S. bank holding company (BHC) 
with less than $200 billion in total consolidated assets was required to file with ei-
ther the first or second group of filers. 

For their initial submissions, bank holding companies with less than $100 billion 
in total nonbank assets and 85 percent or more of their assets in an insured deposi-
tory institution also were generally permitted to submit tailored resolution plans. 
Tailored resolution plans simplify the task of creating a living will by aligning it 
with the FDIC’s IDI resolution plan requirement and focusing on the firm’s nonbank 
operations. Since the initial filings, the FDIC and Federal Reserve have further rec-
ognized differences among institutions with less than $100 billion in nonbank assets 
and nearly all U.S. institutions in this category filed tailored plans. 

Though smaller firms are less systemic, appropriately tailored resolution plans or 
other enhanced prudential supervision requirements for these firms provide impor-
tant benefits. Any particular institution at the lower to middle part of the grouping 
may be a dominant player within a particular geographic or market segment, and 
its failure would likely have a sizeable impact for those markets. The Deposit Insur-
ance Fund also would face a substantial loss from the failure of even one of these 
firms. Finally, the size of these firms presents an obstacle in arranging the sale to 
another firm as only other larger firms would be likely acquirers. Therefore, the 
FDIC and Federal Reserve should continue to receive and review resolution plans 
in order to ensure that a rapid and orderly resolution of these companies through 
bankruptcy could occur in a way that protects taxpayers and the economy. 
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1 This group consists of banking organizations with total assets of at least $250 billion or for-
eign exposures of at least $10 billion. 

Stress Testing 
Section 165(i)(2) of the Dodd-Frank Act requires the Federal banking agencies to 

issue regulations requiring financial companies with more than $10 billion in total 
consolidated assets to conduct annual stress tests. The statutory language governing 
stress testing is more detailed and prescriptive than the language covering other 
prudential standards, leaving the regulators with less discretion to tailor the stress 
testing process. The Act requires IDIs and BHCs with assets greater than $10 bil-
lion to conduct an annual company-run stress test, while BHCs with assets greater 
than $50 billion must conduct semiannual, company-run stress tests and also are 
subject to stress tests conducted by the Federal Reserve. The company-run tests 
must include three scenarios and the institutions must publish a summary of the 
results. 

In October 2012, the FDIC, OCC, and the Federal Reserve issued substantially 
similar regulations to implement the company-run stress test requirements. The 
FDIC’s stress testing rules, like those of the other agencies, are tailored to the size 
of the institutions consistent with the expectations under section 165 for progressive 
application of the requirements. Under the agencies’ implementing regulations, or-
ganizations in the $10 billion to $50 billion asset size range have more time to con-
duct the tests and are subject to less extensive informational requirements, as com-
pared to larger institutions. Currently, 107 IDIs are subject to the banking agencies’ 
stress testing rules, with the FDIC serving as primary Federal regulator for 28 of 
these IDIs. 

Stress testing requirements are an important risk-assessment supervisory tool. 
The stress tests conducted under the Dodd-Frank Act provide forward-looking infor-
mation to supervisors to assist in their overall assessments of a covered bank’s cap-
ital adequacy and to aid in identifying downside risks and the potential impact of 
adverse outcomes on the covered bank. Further, these stress tests are expected to 
support ongoing improvement in a covered bank’s internal assessments of capital 
adequacy and overall capital planning. 
Other Regulatory Standards Affecting Regional Banks 

Many of the standards required under section 165 address issues that are within 
the longstanding regulatory and supervisory purview of the Federal banking agen-
cies. For example, with respect to banking organizations, the agencies have pre-
existing authority to establish regulatory capital requirements, liquidity standards, 
risk-management standards, and concentration limits, to mandate disclosures and 
regular reports, and to conduct stress tests or require banking organizations to do 
so. These are important safety and soundness authorities that the agencies have ex-
ercised by regulation and supervision in the normal course and outside the context 
of section 165. 

The FDIC’s capital rules are issued pursuant to its general safety and soundness 
authority and the FDI Act. In many cases, FDIC capital regulations and those of 
other Federal banking agencies are consistent with standards developed by the 
Basel Committee on Banking Supervision. For example, recent comprehensive revi-
sions to the agencies’ capital rules and the liquidity coverage ratio rule incorporated 
aspects of the Basel III accord, which was developed separate and independent from, 
and mostly before, the Dodd-Frank Act was finalized. 

These capital and liquidity rules play an important role in promoting the safety 
and soundness of the banking industry, including regional and larger banks. The 
agencies’ capital rules are entirely consistent with the statutory goal in section 165 
of progressively strengthening standards for the largest institutions. As a baseline, 
a set of generally applicable capital rules apply to all institutions. A defined group 1 
of large or internationally active banking organizations are subject to more exten-
sive U.S. application of Basel capital and liquidity standards. In addition, eight 
Global Systemically Important Banks (G–SIBs) are subject to enhanced supple-
mental leverage capital requirements. 
Policy Considerations 

Section 165 establishes the principle that regulatory standards should be more 
stringent for the largest institutions. This idea is rooted in the experience of the fi-
nancial crisis, where the largest financial institutions proved most vulnerable to 
sudden market-based stress, with effects that included significant disruption of the 
real economy. The thresholds in the enhanced prudential standards legislative 
framework state Congress’s expectation for the asset levels at which enhanced regu-
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latory standards should start to apply, while providing for regulatory flexibility to 
set the details of how those standards should progress in stringency. 

In our judgment, the concept of enhanced regulatory standards for the largest in-
stitutions is sound, and is consistent with our longstanding approach to bank super-
vision. Certainly, degrees of size, risk, and complexity exist among the banking or-
ganizations subject to section 165, but all are large institutions. Some of the spe-
cializations and more extensive operations of regional banks require elevated risk 
controls, risk mitigations, corporate governance, and internal expertise than what 
is expected from community banks. We should be cautious about making changes 
to the statutory framework of heightened prudential standards that would result in 
a lowering of expectations for the risk management of large banks. 

That being said, it is appropriate to take into account differences in the size and 
complexity of banking organizations when formulating regulatory standards. The 
Federal banking agencies have taken into account such differences in a number of 
contexts separate and apart from section 165. Examples include asset thresholds for 
the interagency capital rules, trading book thresholds for the application of the mar-
ket risk rule, and proposed notional derivatives thresholds for margin requirements. 
These examples and other size thresholds illustrate that precedents exist apart from 
section 165 for the application of different and heightened regulatory standards to 
larger institutions, and that different size thresholds may be appropriate for dif-
ferent types of requirements. Finally, many of the rules that apply to more complex 
capital market activities do not apply, as a practical matter, to the types of tradi-
tional lending activities that many regional banks conduct. 
Conclusion 

Section 165 provides for significant flexibility in implementation of its require-
ments. The agencies have made appropriate use of this flexibility thus far, and 
where issues have been raised by industry, we believe that we have been responsive. 
The FDIC remains open to further discussion on how best to tailor various enhanced 
prudential standards and other regulations and supervisory actions to best address 
risk profiles presented by large institutions, including regional banks. 
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RESPONSES TO WRITTEN QUESTIONS OF SENATOR BROWN 
FROM DANIEL K. TARULLO 

Q.1. Governor Tarullo, we talked about the Federal Reserve’s 
tiering of enhanced prudential standards, however, there seemed to 
be some disagreement about how the tiering works. 

Please explain: Each enhanced prudential standard that applies 
to bank holding companies with $50 billion in total assets. 
A.1. In February 2014, the Federal Reserve adopted a final rule 
implementing enhanced prudential standards under section 165 of 
the Dodd-Frank Wall Street Reform and Consumer Protection Act 
(Dodd-Frank Act) for bank holding companies and foreign banking 
organizations, each with $50 billion or more in total consolidated 
assets (Regulation YY). For bank holding companies with total con-
solidated assets of $50 billion or more, Regulation YY incorporated 
as enhanced prudential standards the previously issued capital 
planning and stress-testing requirements, and imposed enhanced 
liquidity requirements, enhanced risk-management requirements, 
and a debt-to-equity limit for those companies that the Financial 
Stability Oversight Council (Council) has determined pose a grave 
threat to the financial stability of the United States. 

For a foreign banking organization with total consolidated assets 
of $50 billion or more, Regulation YY implemented enhanced risk- 
based and leverage capital requirements, liquidity requirements, 
risk-management requirements, stress testing requirements, and 
the debt-to-equity limit for those companies that the Council has 
determined pose a grave threat to the financial stability of the 
United States. In addition, it required foreign banking organiza-
tions with U.S. non-branch assets, as defined in Regulation YY, of 
$50 billion or more to form a U.S. intermediate holding company 
and imposed enhanced risk-based and leverage capital require-
ments, liquidity requirements, risk-management requirements, and 
capital-planning and stress-testing requirements on the U.S. inter-
mediate holding company. 

In addition to the enhanced prudential standards in Regulation 
YY, the Board has strengthened capital requirements applicable to 
all banking organizations through comprehensive revisions to its 
capital framework (revised capital framework). Further, the Reso-
lution Plans rule (Regulation QQ), adopted in October 2011, re-
quires bank holding companies with assets of $50 billion or more 
and nonbank financial firms designated by the Council for super-
vision by the Board to annually submit resolution plans to the 
Board and the Federal Deposit Insurance Corporation (FDIC). 

Finally, as part of the liquidity coverage ratio (LCR) rule (Regu-
lation WW), adopted in September 2014 as an enhanced prudential 
standard, the Board will apply a less stringent modified LCR re-
quirement to bank holding companies and certain savings and loan 
holding companies that have $50 billion or more in total assets, but 
less than $250 billion in total consolidated assets or $10 billion in 
on-balance-sheet foreign exposure. As described in (b) below, the 
Federal Reserve also will apply the more stringent LCR require-
ment to all banking organizations with $250 billion or more in total 
consolidated assets. In addition, the banking organizations subject 
to the less stringent modified LCR requirements are required to re-
port their LCR monthly rather than daily as required of those 
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1 IDI subsidiaries of covered bank holding companies must maintain at least a 6 percent sup-
plementary leverage ratio to be considered ‘‘well capitalized’’ under the banking agencies’ 
prompt corrective action framework. 

banking organizations with $250 billion or more in total consoli-
dated assets. 
Q.2. Each enhanced prudential standard that applies to bank hold-
ing companies with $250 billion in assets or $10 billion in foreign 
exposures; and 
A.2. Regulation WW also will apply to all banking organizations 
with $250 billion or more in total consolidated assets or $10 billion 
or more in on-balance sheet foreign exposure (advanced approaches 
banking organizations) and to these banking organizations’ sub-
sidiary depository institutions that have assets of $10 billion or 
more. 

Advanced approaches banking organizations are subject to 
heightened risk-based and leverage capital requirements under the 
Federal Reserve’s revised capital framework. For instance, these 
firms must reflect changes in accumulated other comprehensive in-
come in regulatory capital, and hold an additional buffer of capital 
if the Federal banking agencies determine that the economy is ex-
periencing excessive credit growth, as well as meet a minimum 
supplementary leverage ratio requirement of 3 percent. 
Q.3. Any other enhanced prudential standards that may apply, in-
cluding the thresholds upon which that applicability is based. 
A.3. The Board has adopted risk-based and leverage capital sur-
charges applicable to the largest, most systemically important U.S. 
bank holding companies globally systemically important financial 
banking organizations (G–SIBs). Effective January 1, 2016 (subject 
to transition arrangements), a bank holding company that is des-
ignated as a G–SIB is subject to a risk-based capital surcharge (G– 
SIB surcharge) above its minimum regulatory capital require-
ments. The amount of the G–SIB surcharge is calibrated to each 
firm’s overall systemic risk. In addition, effective January 1, 2018, 
a G–SIB must maintain a leverage buffer greater than 2 percent-
age points above the minimum supplementary leverage ratio re-
quirement of 3 percent, for a total of more than 5 percent (en-
hanced supplementary leverage ratio ). 1 Failure to maintain cap-
ital above the G–SIB surcharge or supplementary leverage ratio 
will result in restrictions on capital distributions and certain dis-
cretionary bonus payments. 
Q.4. Governor Tarullo, we talked about stress tests. 

In a submission for the record, one regional bank stated that the 
leverage a risk-based capital requirement under section 165(b) of 
the Dodd-Frank Act ‘‘is primarily manifested through higher risk- 
based capital standards and through the annual Comprehensive 
Capital Analysis and Review (CCAR).’’ We have heard from other 
regional banks that the Federal Reserve is using CCAR to satisfy 
165(b)’s enhanced risk-based capital and leverage standards. 

What is the legal authority for CCAR and which enhanced pru-
dential standard does CCAR satisfy? 
A.4. In the Comprehensive Capital Analysis and Review (CCAR), 
the Federal Reserve evaluates whether a bank holding company 
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2 Section 616(a) of the Dodd-Frank Act amended section 5(b) of the BHC Act (12 U.S.C. 
1844(b)) to specifically authorize the Board to issue regulations and orders relating to capital 
requirements for bank holding companies. 

3 See 12 CFR 225.8. 
4 See 12 CFR part 252, subpart E. 
5 See 12 CFR part 252. Regulation YY imposes risk-based capital and leverage requirements 

on U.S. intermediate holding companies of foreign banking organizations. These requirements 
are generally the same as those described above for bank holding companies. 

6 See 78 FR 62018 (October 11, 2013). 

has effective capital planning processes and sufficient capital to ab-
sorb losses during stressful conditions, while meeting obligations to 
creditors and counterparties and continuing to serve as credit 
intermediaries. The Federal Reserve derives its authority for CCAR 
from the Bank Holding Company Act (BHC Act) and the Inter-
national Lending Supervision Act. Specifically, section 5 of the 
BHC Act (12 U.S.C. 1844) authorizes the Board to issue regulations 
and orders, and to collect and require reports from bank holding 
companies. 2 Further, the Federal Reserve’s rulemaking authority 
to set regulatory capital requirements and standards for bank hold-
ing companies is found in sections 908 and 910 of the International 
Lending Supervision Act, as amended (12 U.S.C. 3907 and 3909). 

In addition, the Dodd-Frank Act expressly directed the Federal 
Reserve to impose enhanced prudential standards on large bank 
holding companies to prevent or mitigate risks to the financial sta-
bility of the United States. These standards must include enhanced 
risk-based and leverage capital requirements, among other require-
ments. The capital plan rule, which governs CCAR, serves as en-
hanced risk-based and leverage capital standards for large bank 
holding companies. 3 In addition, the Dodd-Frank Act mandates 
that the Federal Reserve conduct annual stress tests on large bank 
holding companies to determine whether large bank holding com-
panies have the capital needed to absorb losses in baseline, ad-
verse, and severely adverse economic conditions. These stress tests 
are integrated into the ongoing assessments of a bank holding com-
pany’s required capital and are an important component of the an-
nual assessment of capital plans. 4 
Q.5. How is the Federal Reserve satisfying the 165(b) enhanced 
risk-based capital and leverage standards? 
A.5. The Federal Reserve has strengthened the capital require-
ments applied to all banking organizations it supervises and, in 
keeping with the mandate established by section 165 for progres-
sively more stringent prudential standards to be applied to banks 
of greater systemic importance, the Federal Reserve has also estab-
lished several tiers of enhanced requirements. 5 In July 2013, the 
Federal Reserve issued a final rule to comprehensively revise the 
capital regulations applicable to banking organizations (revised 
capital framework). 6 The revised capital framework strengthens 
the definition of regulatory capital, generally increases the min-
imum risk-based capital requirements, modifies the methodologies 
for calculating risk-weighted assets, and imposes a minimum gen-
erally applicable leverage ratio requirement of 4 percent for all 
banking organizations. 

The Federal Reserve’s capital plan rule serves as an enhanced 
risk-based capital and leverage standard by helping to ensure that 
bank holding companies with assets above the threshold estab-
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7 A U.S. banking organization is subject to the advanced approaches rule if it has consolidated 
assets of at least $250 billion, if it has total consolidated on-balance sheet foreign exposures of 
at least $10 billion, if it elects to apply the advanced approaches rule, or it is a subsidiary of 
a depository institution, bank holding company, or savings and loan holding company that uses 
the advanced approaches to calculate risk-weighted assets. See 78 FR 62018, 62204 (October 11, 
2013); 78 FR 55340, 55523 (September 10, 2013); 79 FR 57725 (September 26, 2014). 

8 See 79 FR 24528 (May 1, 2014). In addition, all insured depository institution subsidiaries 
of such bank holding companies would be subject to an enhanced supplementary leverage ratio 
of 6 percent in order to be considered well-capitalized under the prompt corrective action frame-
work. 

9 See ‘‘Regulatory Capital Rules: Implementation of Risk-based Capital Surcharges for Global 
Systemically Important Bank Holding Companies’’, available at: www.federalreserve.gov/ 
newsevents/press/bcreg/bcreg20150720a1.pdf. 

lished by Congress in section 165 hold sufficient capital to meet ob-
ligations to creditors and other counterparties and serve as finan-
cial intermediaries during periods of stress. 

The revised capital framework imposes additional requirements 
on large, complex organizations that are internationally active and 
subject to the banking agencies’ advanced approaches risk-based 
capital rules. For instance, these firms must reflect changes in ac-
cumulated other comprehensive income in regulatory capital, hold 
an additional buffer of capital if the Federal banking agencies de-
termine that the economy is experiencing excessive credit growth, 
and meet a minimum supplementary leverage ratio requirement of 
3 percent. 7 This supplementary leverage ratio is developed to help 
reduce risk to U.S. financial stability and improve the resilience of 
the U.S. banking system by limiting the amount of leverage that 
a banking organization may incur. 

Finally, the Federal Reserve has adopted both a risk-based and 
leverage capital surcharge applicable to the largest, most system-
ically important U.S. bank holding companies (G–SIBs). A bank 
holding company that is designated as a G–SIB will be subject to 
enhanced supplementary leverage ratio standards through applica-
tion of a ‘‘leverage buffer’’ of 2 percent (in addition to the minimum 
supplementary leverage ratio of 3 percent). 8 In addition, the G– 
SIB will be subject to a risk-based capital surcharge that is cali-
brated to each firm’s overall systemic risk. 9 These enhanced risk- 
based and leverage capital standards are designed to help reduce 
the probability of failure of systemically important banking organi-
zations, thereby mitigating the risks to the financial stability of the 
United States posed by these organizations. 
Q.6. During the Committee hearing on March 24th, Deron Smithy, 
the Treasurer for Regions Bank, said: 

[A]t the $50 billion level, we are subject to enhanced 
standards, which, again, as I mentioned, includes stress 
tests, which frankly we think are a good idea. I will fully 
stipulate that pre-crisis the banking industry was in great-
er need of enhanced risk management practices and 
stronger internal modeling, stronger capital planning ac-
tivities. I think the stress test that emanated from the 
original SCAP and have evolved into CCAR are a good 
thing. As a matter of fact, we built our whole entire capital 
planning process and strategic planning process around 
the stress testing framework . . . Where it becomes more 
challenging or restrictive is, as part of the CCAR process, 
there is a stress test that the Fed conducts on banks, and 
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there is an outcome from that stress test in terms of 
losses. And at the end of the day, our capital levels that 
we must manage to, despite what we calculate internally, 
the binding constraint becomes what the Fed calculates for 
us. And so one of the challenges—there are certain asset 
classes and products where the Fed sees risk just inher-
ently higher than do the banks. 

Do you continue to believe that stress testing is not appropriate 
for regional banks? 
A.6. Rigorous stress testing helps to compensate for the somewhat 
backward-looking nature of conventional capital requirements by 
assessing on a forward-looking basis the losses that would be suf-
fered by a bank under stipulated adverse economic scenarios. In 
doing so, capital can be built and maintained at levels high enough 
for banks to withstand such losses and still remain viable financial 
intermediaries. The importance of this aim is reflected in Congress’ 
mandate, via the Dodd-Frank Wall Street Reform and Consumer 
Protection Act (Dodd-Frank Act), to require annual supervisory 
stress tests for bank holding companies (BHCs) with $50 billion or 
more in assets and to require company-run stress tests for institu-
tions with $10 billion or more in assets. These stress tests allow 
supervisors to assess whether firms have enough capital to weather 
a severe economic downturn and contribute to the Federal Re-
serve’s ability to make assessments of the resilience of the U.S. 
banking system under stress scenarios. 

As I stated in my testimony, it has been somewhat difficult to 
customize the supervisory stress tests that are required by the 
Dodd-Frank Act. While some elements of the test, such as the mar-
ket shock and single counterparty default scenarios, are applied 
only to larger firms, the basic requirements for the aggregation and 
reporting of data conforming to our supervisory model and for firms 
to run our scenarios through their own models entail substantial 
expenditures of out-of-pocket and human resources. This can be a 
considerable challenge for a $60 billion or $70 billion bank. On the 
other side of the ledger, while we do derive some supervisory bene-
fits from the inclusion of these banks toward the lower end of the 
range in the supervisory stress tests, those benefits are relatively 
modest, and we believe we could probably realize them through 
other supervisory means. This is why I have suggested that it may 
be appropriate to raise the threshold to $100 billion. 

Dodd-Frank Act stress testing is a complementary exercise to the 
Comprehensive Capital Analysis and Review (CCAR), an annual 
exercise by the Federal Reserve to assess whether bank holding 
companies with $50 billion or more in assets have rigorous, for-
ward-looking capital planning processes and sufficient capital to 
continue to operate through times of extreme economic and finan-
cial stress. Because we generally believe that smaller institutions 
would not impose sizable negative externalities on the U.S. finan-
cial system in the event of their stress or failure and that the regu-
latory costs to these institutions of complying with CCAR far out-
weigh any supervisory benefit that might result, we do not subject 
them to CCAR. We believe, however, that all banking organiza-
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tions, regardless of size, should have the capacity to analyze the po-
tential impact of adverse outcomes on their financial condition. 
Q.7. We discussed the importance of the Fed’s separate stress test-
ing evaluations. How do you respond to Mr. Smithy’s comments? 
A.7. As noted above, with the CCAR, the Federal Reserve evaluates 
whether BHCs with total consolidated assets greater than $50 bil-
lion have sufficient capital to continue operations throughout times 
of economic and financial market stress. To do so, the Federal Re-
serve uses its own independent, validated models, with detailed 
data provided by the banks, to project post-stress capital ratios 
that are applied consistently across all subject firms. By using the 
same set of scenarios, models, and assumptions, the supervisory 
stress test ensures the comparability of results across various 
firms. The results of supervisory stress tests and a BHC’s own 
stress tests may differ for a number of reasons, including modeling 
techniques, key assumptions, and accounting treatments. For ex-
ample, the Federal Reserve uses an expected loss framework for es-
timating loan losses, which pulls losses forward, while firms may 
produce accounting-based loss estimates, which tend to be more 
spread out over time. These differences can result in divergence in 
projected loan losses for the same portfolio. 

Qualitative assessments in CCAR do not consider differences in 
quantitative outcomes between supervisory stress tests and the 
banks’ own stress tests, but rather focus on the banks’ capital plan-
ning processes, including banks’ internal stress testing practices. 
We want to encourage firms to think innovatively about risk man-
agement and that can mean adopting different modeling ap-
proaches. We believe that looking at capital adequacy from mul-
tiple perspectives and under multiple models is useful for under-
standing vulnerabilities under a range of scenarios. 
Q.8. Should Members of the Committee be concerned by the March 
23 Wall Street Journal report that there is a $400 million discrep-
ancy between the loss estimates of the Federal Reserve and Zions 
Bank related to Zions’ CDO portfolio? If not, why not? 
A.8. As noted in response to Question 2, there are numerous rea-
sons why a bank’s own estimate of losses may vary from the esti-
mate generated in our supervisory stress tests. An assessment of 
the reasons for significant variations is part of our qualitative as-
sessment of a firm’s capital planning process. In any case, investors 
and the public know that the Federal Reserve’s estimates are based 
on models and assumptions applied consistently to all CCAR 
banks. 
Q.9. Governor Tarullo, you have said—both in speeches and your 
testimony—that it may be appropriate to lift the $50 billion thresh-
old for enhanced prudential standards generally, and particularly 
for stress tests. In addition to section 165, a number of other provi-
sions of Dodd-Frank use a $50 billion threshold. 

Would you also support lifting the $50 billion thresholds for the 
following provisions: 

a. Section 163 
b. Section 164 
c. Section 166 
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d. Section 210 
e. Section 726 
f. Section 763 
g. Section 765 

A.9. In the Dodd-Frank Act, Congress used the $50 billion thresh-
old for the mandatory application of a number of regulatory re-
quirements, including those cited above. Establishing such statu-
tory thresholds is a useful means of not merely giving banking 
agencies the authority to engage in a particular form of prudential 
regulation, but requiring that they do so. In that way, Congress 
was in effect guarding against memories of the problems the provi-
sions were meant to protect fading and the consequent possibility 
of supervisory relaxation, which might allow for a recurrence of 
similar banking problems in the future. 

The requirements for mandatory application of the provisions in 
sections 163, 164, 166, and 210 seem to me similar to those in sec-
tion 165. Thus I would be inclined to raise the threshold in these 
sections, with the important caveat—as with section 165—that 
Congress should be clear it is not restricting the authority of the 
Federal Reserve to use its discretion to apply additional require-
ments to any bank, as needed for prudential reasons. 

The thresholds in Title VII have a somewhat different purpose 
and effect, more relevant to the activities of market regulators, to 
whose judgment I would defer on the issue of raising these thresh-
olds. 
Q.10. At our Committee hearing on March 24th, one of the major-
ity witnesses, Oliver Ireland from Morrison & Foerster, testified: ‘‘I 
find the statutory language a little bit confusing myself, but one of 
the listed criteria or requirements in subsection (b) which is not ac-
cepted is resolution plans. And so it appears that they cannot lift 
the resolution plans if they are adhering to that statutory lan-
guage.’’ As I read the text of the Dodd-Frank Act, the Federal Re-
serve has the authority to lift the $50 billion threshold for resolu-
tion plans because they are contained in section 165(d). 

Does the Federal Reserve interpret the statute as providing the 
Federal Reserve the authority to lift the threshold for resolution 
plans, pursuant to a recommendation by the Financial Stability 
Oversight Council (FSOC)? 
A.10. Section 165(a)(2)(B) of the Dodd-Frank Act grants authority 
to raise the asset threshold for resolution plans, though only pursu-
ant to a recommendation from the Financial Stability Oversight 
Council. While Mr. Ireland is correct that the statutory language 
is potentially a little confusing, the Federal Reserve believes that 
the adjustments authorized in subsection (a)(2)(B) to the enhanced 
prudential standards established in subsections (c) through (g) also 
apply to those same enhanced prudential standards generally ref-
erenced in subsection (b) (i.e., contingent capital, resolution plans, 
concentration limits, enhanced public disclosures, and short term 
debt limits). 
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RESPONSES TO WRITTEN QUESTIONS OF SENATOR VITTER 
FROM DANIEL K. TARULLO 

Q.1. Mr. Tarullo in your written statement you suggested raising 
the asset threshold to $10 billion for regulating small banks under 
the Volcker rule and the incentive compensation requirements of 
Sec. 956 of the Dodd-Frank Act. 

What criteria led you to determine that $10 billion in assets is 
an appropriate line where the benefits of compliance are not ex-
ceeded by the costs of the regulations? 
A.1. Section 619 of the Dodd-Frank Wall Street Reform and Con-
sumer Protection Act (Dodd-Frank Act), which added a new section 
13 to the Bank Holding Company Act of 1956 (BHC Act), also 
known as the Volcker Rule, generally prohibits any banking entity 
from engaging in proprietary trading, and from acquiring or retain-
ing an ownership interest in, sponsoring, or having certain rela-
tionships with a covered fund, subject to certain exemptions. Under 
the terms of the statute, section 13 applies to any banking entity 
regardless of its size. As a result, section 13 and the final rules 
apply to community banks of all sizes. 

Section 956 of the Dodd-Frank Act requires the Federal Reserve, 
the Office of the Comptroller of the Currency, the Federal Deposit 
Insurance Corporation, the Securities and Exchange Commission, 
the National Credit Union Administration Board, and the Federal 
Housing Finance Agency (the Agencies) to jointly issue regulations 
or guidelines that would prohibit any types of incentive-based pay-
ment arrangement, or any feature of any such arrangement, that 
regulators determine encourage inappropriate risks by providing 
excessive compensation or that could lead to material financial loss 
to a covered financial institution. Under the terms of the statute, 
covered financial institutions with assets of less than $1 billion are 
exempt; larger institutions, including those with assets between $1 
billion and $10 billion, would be covered. 

The Federal Reserve makes substantial efforts to tailor its super-
visory practices in accordance with the size, business models, risks, 
and other salient considerations of the institutions supervised. Re-
quirements are the least stringent for smaller, local institutions 
and increase with factors including the size, complexity, and geo-
graphic reach of firms. In general, we shape our supervisory prac-
tices by considering the increase in safety and soundness that we 
are likely to achieve through a specific practice or requirement, in 
light of the regulatory costs for the banking organization at issue 
and the impact that the stress or failure of that organization would 
likely have on credit intermediation, the deposit insurance fund, 
and financial stability. 

In a number of instances in the Dodd-Frank Act where Congress 
showed an intent to distinguish between smaller and larger, more 
complex institutions, a $10 billion threshold was used. For exam-
ple, formal stress testing was required only for banks with total as-
sets of $10 billion or more. In addition, the Dodd-Frank Act re-
quired the Federal Reserve to issue regulations requiring that pub-
licly traded bank holding companies with more than $10 billion es-
tablish risk committees. Furthermore, banks with less than $10 bil-
lion in total assets were exempted from a number of the debit 
interchange restrictions. 
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1 See ‘‘The Volcker Rule: Community Bank Applicability’’ (Dec. 10, 2013), available at: http:// 
www.federalreserve.gov/newsevents/press/bcreg/bcreg20131210a4.pdf. 

With respect to the Volcker Rule, the Agencies charged with im-
plementing that statutory provision endeavored to minimize the 
compliance burden on banking entities. As part of the imple-
menting rules, the Agencies reduced the compliance program and 
reporting requirements applicable to banking entities with $10 bil-
lion or less in total consolidated assets. This was based in part on 
information that indicated that banking entities of this size gen-
erally have little or no involvement in prohibited proprietary trad-
ing or investment activities in covered funds. 1 Exempting commu-
nity banks from section 13 would provide relief for thousands of 
community banks that face ongoing compliance costs incurred sim-
ply to confirm that their activities and investments are indeed ex-
empt from the statute. At the same time, an exemption at this 
level likely would not increase risk to the financial system. The 
vast majority of the activity and investment that section 13 of the 
BHC Act is intended to address takes place at the largest and most 
complex financial firms whose failure would have a significant ef-
fect on the stability of the U.S. financial system. Moreover, were 
an exemption granted, the Federal banking agencies could continue 
to use their existing prudential authority in the event that these 
small institutions engage in imprudent investment activities that 
raise safety and soundness concerns. 

Similarly, with respect to incentive compensation, the $10 billion 
threshold would reflect the fact that the types of incentive com-
pensation concerns intended to be addressed by section 956 apply 
almost exclusively to larger financial institutions. Community 
banking organizations are less likely to be significant users of in-
centive compensation arrangements and any incentive compensa-
tion issues at these organizations would be less likely to have ad-
verse effects on the broader financial system. While the Agencies 
expect to tailor application of section 956 to make clear the limited 
extent to which it should effect small institutions, it may be appro-
priate for Congress to consider exempting community banking or-
ganizations with less than $10 billion in total consolidated assets 
completely from the requirements of the rule. 
Q.2. Mr. Tarullo, in your written statement you concluded ‘‘while 
enhanced prudential standards are important to ensure that larger 
banks can continue to provide credit even in periods of stress, some 
of those same enhancements could actually inhibit credit extension 
by rending the reasonable business models of middle-sized and 
smaller banks unprofitable.’’ 

In light of this statement, do you believe these regulations on 
smaller community banks has led to the sharp consolidation in 
their number? Are these regulations in any way responsible for the 
slow-moving economic recovery the United States is experiencing 
since the financial crisis of 2008? 
A.2. Relevant data suggests that the economic reverberations of the 
financial crisis and recession were a major cause of the consolida-
tion that has taken place in recent years. Figure 1 displays the per-
cent decline in the number of community banks from the prior 
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2 The decline includes both failed banks and acquired banks. 

year. 2 The annual rate of community bank consolidation was gen-
erally trending lower before the financial crisis, but then began to 
increase during and after the crisis. 

However, even if the main drivers of consolidation have been the 
challenges of an adverse economic environment, we surely do not 
want to add to those challenges through the application of regula-
tions that are unnecessary to protect the safety and soundness of 
small banks, and in many cases, were developed in response to the 
quite different activities and risks at the larger banks. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR TOOMEY 
FROM DANIEL K. TARULLO 

Q.1. Regulators clearly already have some flexibility on how they 
apply the same regulatory principles to different kinds of institu-
tions. For example, the Liquidity Coverage Ratio (LCR) rule allows 
for ‘‘modified’’ applications to firms that are not complex enough to 
warrant full treatment. But even in the LCR, where regulators 
knew they had this flexibility, a line was drawn at $250 billion that 
seemed to take sheer size into account more than the actual busi-
ness activities firms were engaged in. In fact, banking regulators 
appear to have a sensible methodology in place to determine which 
firms are ‘‘globally systemically important banks.’’ 

Testimony by the Federal Reserve for this hearing acknowledged 
that banking regulators begin with the same ‘‘unitary approach’’ to 
supervising regional banks, regardless of their size. Why then, is 
this principle not followed when promulgating regulations? 
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A.1. In September 2014, the Federal Reserve adopted a final LCR 
rule which provides for different liquidity requirements based on 
the size and complexity of a banking organization. Under the LCR 
rule, large banking organizations—those with total consolidated as-
sets of $250 billion or more or total consolidated on-balance sheet 
foreign exposure of $10 billion or more, and their bank and thrift 
subsidiaries with total consolidated assets of $10 billion or more— 
are subject to the most stringent quantitative liquidity requirement 
and to daily calculation requirements. The Federal Reserve’s modi-
fied LCR rule applies less stringent requirements to certain deposi-
tory institution holding companies with total consolidated assets of 
at least $50 billion but less than $250 billion. The LCR is designed 
to promote the short-term resilience of the liquidity risk profile of 
large banking organizations and to improve the banking sector’s 
ability to absorb shocks during periods of significant stress. The 
LCR does not apply to community banking organizations. 

The Federal Reserve recognizes that, when setting an asset 
threshold in a regulation, relatively similar banking organizations 
on different sides of that threshold will be affected differently. 
Nonetheless, the Federal Reserve believes that the LCR rule’s asset 
thresholds appropriately address the liquidity risks that covered 
banking organizations could pose to the funding markets and the 
overall economy taking into account factors such as their size, com-
plexity, risk profile, and interconnectedness. In implementing inter-
nationally agreed upon regulatory standards in the United States, 
the Federal banking agencies have historically applied a consistent 
threshold for determining whether a U.S. banking organization 
should be subject to such standards based upon similar factors. The 
thresholds in the LCR rule are consistent with this approach. The 
Federal Reserve’s modified LCR’s $50 billion asset threshold is con-
sistent with the enhanced prudential standards required under sec-
tion 165 of the Dodd-Frank Wall Street and Consumer Protection 
Act. 

The LCR rule takes into account individual characteristics of a 
covered company in several ways. For example, the rule calibrates 
the net cash outflow requirement for an individual covered com-
pany based on the company’s balance sheet, off-balance sheet com-
mitments, business activities, and funding profile. Sources of fund-
ing that are considered less likely to be affected at a time of a li-
quidity stress are assigned significantly lower outflow rates. Con-
versely, the types of funding that are historically vulnerable to li-
quidity stress events are assigned higher outflow rates. The Fed-
eral Reserve expects that covered companies with less complex bal-
ance sheets and less risky funding profiles will have lower net cash 
outflows and will therefore require a lower amount of high quality 
liquid assets to meet the rule’s minimum standard. Furthermore, 
systemic risks that could impair the safety of banking organiza-
tions are also reflected in the rule, including provisions to address 
wrong-way risk, shocks to asset prices, and other industry-wide 
risks. Banking organizations that have greater interconnectedness 
to financial counterparties and have liquidity risks related to risky 
capital market instruments may have larger net cash outflows. 
Conversely, banking organizations that choose to rely on a more 
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traditional funding profile may limit or avoid such outflows under 
the rule. 

In promulgating the LCR rule, the Federal Reserve recognized 
that some financial institutions could face operational difficulties 
implementing the rule in the near term. To address these difficul-
ties, the LCR rule provides relief to non-G–SIB financial institu-
tions by differentiating among the transition periods for the LCR 
daily calculation requirement. Accordingly, the Federal Reserve 
provided an extended implementation schedule for calculation of 
the LCR on a daily basis. The Federal Reserve anticipates final-
izing liquidity reporting requirements for companies subject to the 
LCR rule in the near future. Banking organizations subject to the 
Federal Reserve’s modified LCR requirements will calculate the 
LCR on a monthly basis. 
Q.2. Wouldn’t it be better to apply ‘‘modified’’ treatment of the 
LCR, or other rules, to banks of similar operational activities or 
risk profiles, even if their sizes differ substantially? 
A.2. The Federal Reserve sought to calibrate the LCR requirement 
so that a banking organization holds an amount of highly liquid as-
sets commensurate with both the organization’s liquidity risk pro-
file and the wider impact of the organization facing a liquidity 
shortfall at a time of significant stress. For example, the LCR rule 
considers not only the resilience of the organization’s short-term 
funding but also the interconnectedness of the organization with 
the financial sector and its ability to continue lending to retail and 
corporate counterparties. The Federal Reserve fully expects firms 
with less complex, more resilient near-term funding profiles to 
have a lower requirement under the rule. Liquidity risk can also 
be a function of the scale of an organization’s funding profile. 
Banking organizations with historically more stable funding 
sources, such as certain types of deposits, may still face signifi-
cantly greater funding needs in a period of severe liquidity stress 
based on the overall volume and regional distribution of their fund-
ing sources. Larger banking institutions are typically more signifi-
cant contributors to the provision of credit in a regional economy. 
The Federal Reserve believes that the ability of an institution to 
continue to be able to provide credit in a period of significant stress 
should be a consideration in a banking organization’s wider liquid-
ity risk management practices. 
Q.3. Would you be open to setting a break-point for regulatory 
treatment where there seems to be a natural delineation in terms 
of the systemic risk arising from those firms? As an example, 
would you be open to reserving full treatment under the LCR for 
firms that have been designated as globally systemically important 
banks (G–SIBs)? 
A.3. The Federal Reserve issued the LCR rule consistent with its 
responsibility to promulgate, on a tailored basis, enhanced pruden-
tial standards for large, complex banking organizations. The LCR 
ensures that important aspects of the liquidity risk profile of large 
banking organizations are addressed in a prudent, consistent, and 
sophisticated manner. While the rule incorporates aspects of finan-
cial interconnectedness, the Federal Reserve believes that such 
prudent practices are important for the continued safety and 
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soundness of large banking institutions individually, beyond the 
wider impact of their failure on the financial system as a whole. 
The G–SIB designation takes into account size, interconnectedness, 
substitutability, complexity, and crossjurisdictional activities and is 
applied only to the largest, most complex institutions. The Federal 
Reserve’s regulations, including risk-based prudential regulations 
such as the LCR rule, recognize the need to apply higher standards 
to a wider set of large and internationally active banking organiza-
tions. 
Q.4. In July of 2013, the Treasury Borrowing Advisory Committee 
reported that new regulations stemming from Basel III and Dodd- 
Frank will likely result in constrained liquidity in the market. 
Even well-intentioned rules like the Supplementary Leverage Ratio 
(SLR) may constrain liquidity in markets as deep and understood 
as those for U.S. Treasury securities. 

What work have you done to take into account the views of the 
TBAC and other market participants? 
A.4. The Federal Reserve has a strong interest in market liquidity 
across a range of key financial markets, as conditions are relevant 
to the conduct of monetary policy and financial stability. Federal 
Reserve staff monitor a variety of markets on an ongoing basis to 
keep abreast of current liquidity conditions and emerging trends. 
Board members meet regularly with market participants, including 
the Treasury Borrowing Advisory Committee (TBAC), who provide 
their views on market liquidity conditions and trends. 

We have been listening to the concerns expressed about reduced 
bond market liquidity, and we are monitoring a wide range of indi-
cators of liquidity. Federal Reserve System staff worked with staff 
at the Department of the Treasury, the Securities and Exchange 
Commission, and the Commodities Futures Trading Commission to 
produce the report ‘‘The U.S. Treasury Market on October 15, 
2014’’ that analyzed reductions in market depth in the Treasury se-
curities and futures markets during a 12-minute event window 
that day. The report also highlights important changes in market 
structure in recent years, including the increased role of high-speed 
electronic trading and the reduced share of traditional bank-dealer 
activity in the interdealer market. We are committed to further 
studying liquidity in the Treasury markets, including monitoring of 
trading and risk management practices of market participants, as-
sessing available data, and strengthening monitoring efforts. Over-
all, many price-based and volume-based measures do not indicate 
a notable deterioration in liquidity, although average trade sizes 
have fallen. 

There are a number of reasons for why liquidity in markets may 
be changing. Currently there are fewer active trading participants 
and an increase in ‘‘buy and hold’’ investors. Broker-dealers may 
now be willing to buy and sell bonds at the request of their clients 
because of new regulatory requirements, as the question suggests, 
but also importantly because of changes to risk management prac-
tices that they have made on their own. Technological changes also 
may be affecting the provision of liquidity. Increased reporting re-
quirements have reduced trading costs, but also perhaps trading 
sizes. In Treasury markets, greater high-speed electronic trading 
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may be leading to fundamental changes in trading practices. Fed-
eral Reserve staff, along with other regulatory agencies, are study-
ing the potential role of these various factors. An important consid-
eration in any analysis is that some of the possible changes may 
be transitory, reflecting an adjustment to new regulations and 
technology, and a low interest rate environment. As a result, fully 
understanding the effects of these various factors on market liquid-
ity may take time so that a sufficient amount of data and experi-
ence can be brought to bear on the question. 
Q.5. What has been done specifically to address concerns regarding 
market liquidity in anticipation or as a result of new regulations? 
A.5. As noted above, Federal Reserve staff have been working with 
other agencies to monitor liquidity conditions across a range of key 
financial markets and are talking to market participants. As post- 
crisis reforms go into effect and begin to have perceptible impacts 
on financial markets, Federal Reserve staff will continue these 
monitoring efforts, including exploring the effects of financial re-
forms on market liquidity and financial stability. 
Q.6. Given the views and commentary of the TBAC and other mar-
ket participants, which rules have you considered revisiting? 
A.6. Given that many of the post-crisis reforms in question have ei-
ther recently been implemented or are still in the process of being 
implemented, the Federal Reserve is not actively considering any 
specific changes at this time. Changing rules shortly after their im-
plementation can create confusion and uncertainty in markets that 
may outweigh any benefits that the changes might produce. As 
market participants adjust to the reforms, the Federal Reserve will 
consider whether changes are necessary to improve the regulatory 
framework’s ability to achieve the goal of enhancing financial sta-
bility without unduly constraining market liquidity. 
Q.7. As the Federal Reserve contemplates an increase in interest 
rates, wouldn’t it be prudent systemic risk management to foster 
liquidity rather than hampering it? 
A.7. The Federal Reserve has a strong interest in fostering a level 
of robust market functioning while maintaining financial stability. 
Some degree of liquidity risk will always be present in securities 
markets. A key consideration for financial stability is whether the 
bearers of liquidity risk are sufficiently resilient to provide liquidity 
in most situations. The Federal Reserve is committed to designing 
and implementing policies consistent with the objectives of fos-
tering efficient markets and financial stability. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR TOOMEY 
FROM THOMAS J. CURRY 

Q.1. Regulators clearly already have some flexibility on how they 
apply the same regulatory principles to different kinds of institu-
tions. For example, the Liquidity Coverage Ratio (LCR) rule allows 
for ‘‘modified’’ applications to firms that are not complex enough to 
warrant full treatment. But even in the LCR, where regulators 
knew they had this flexibility, a line was drawn at $250 billion that 
seemed to take sheer size into account more than the actual busi-
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ness activities firms were engaged in. In fact, banking regulators 
appear to have a sensible methodology in place to determine which 
firms are ‘‘globally systemically important banks.’’ 

Testimony by the Federal Reserve for this hearing acknowledged 
that banking regulators begin with the same ‘‘unitary approach’’ to 
supervising regional banks, regardless of their size. Why then, is 
this principle not followed when promulgating regulations? 

Wouldn’t it be better to apply ‘‘modified’’ treatment of the LCR, 
or other rules, to banks of similar operational activities or risk pro-
files, even if their sizes differ substantially? 

Would you be open to setting a break-point for regulatory treat-
ment where there seems to be a natural delineation in terms of the 
systemic risk arising from those firms? As an example, would you 
be open to reserving full treatment under the LCR for firms that 
have been designated as globally systemically important banks (G– 
SIBs)? 
A.1. The OCC believes that the final LCR rule is calibrated appro-
priately so that it applies in a tailored fashion to the financial in-
stitutions with the most significant liquidity risk profiles. In Sep-
tember 2014, the agencies adopted a tailored LCR regime that in-
creases in stringency based on the asset size of a financial institu-
tion. Under the LCR rule, large financial institutions—those with 
total consolidated assets of $250 billion or more or total consoli-
dated on-balance sheet foreign exposure of $10 billion or more, and 
their bank and savings association subsidiaries with total consoli-
dated assets of $10 billion or more—are subject to the most strin-
gent liquidity buffer and daily reporting requirements. The Federal 
Reserve Board separately adopted a less stringent, modified LCR 
requirement for bank holding companies and savings and loan 
holding companies without significant insurance or commercial op-
erations that, in each case, have $50 billion or more in total con-
solidated assets but are not internationally active. Those holding 
companies are permitted to hold a lower amount of a liquidity buff-
er and report the LCR monthly, rather than daily. 

As the preamble to the final rule explains, the agencies believe 
that the LCR rules’ asset thresholds appropriately address the li-
quidity risks that covered financial institutions could pose to the 
funding markets and the overall economy taking into account their 
size, complexity, risk profile, and interconnectedness. The LCR 
rule’s $250 billion total consolidated asset and $10 billion foreign 
exposure thresholds also are consistent with the thresholds that 
trigger the more stringent capital requirements for larger financial 
institutions under the agencies’ capital rules. The tailored LCR 
asset thresholds appropriately address the liquidity risks that fi-
nancial institutions could pose to the funding markets and the 
overall economy. 

In promulgating the final LCR rule, the agencies recognized that 
some financial institutions, including regional financial institu-
tions, could face operational difficulties implementing the rule in 
the near term. To address these difficulties, the LCR final rule pro-
vides relief to non-G–SIB financial institutions by differentiating 
among the transition periods for the LCR daily calculation require-
ment. Accordingly, regional financial institutions subject to the 
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LCR rule were granted a delay by the agencies and do not have 
to calculate the LCR on a daily basis until July 1, 2016. 
Q.2. In July of 2013, the Treasury Borrowing Advisory Committee 
reported that new regulations stemming from Basel III and Dodd- 
Frank will likely result in constrained liquidity inthe market. Even 
well-intentioned rules like the Supplementary Leverage Ratio 
(SLR) may constrain liquidity in markets as deep and understood 
as those for U.S. Treasury securities. 

What work have you done to take into account the views of the 
TBAC and other market participants? 

What has been done specifically to address concerns regarding 
market liquidity in anticipation or as a result of new regulations? 

Given the views and commentary of the TBAC and other market 
participants, which rules have you considered revisiting? 

As the Federal Reserve contemplates an increase in interest 
rates, wouldn’t it be prudent systemic risk management to foster 
liquidity rather than hampering it? 
A.2. The OCC generally receives comments on proposed regulations 
from a variety of market participants, including U.S. and foreign 
firms and trade associations representing them, public officials (in-
cluding members of the U.S. Congress and State and local govern-
ment officials), public interest groups, private individuals, and 
other interested parties. The OCC carefully reviews all comments 
we receive to identify areas where changes would be appropriate, 
and we often modify or adjust a proposed rule in response to com-
menters’ concerns. For example, in the LCR final rule, based on the 
banking agencies’ consideration of requests by several commenters 
to the proposed rule, the agencies expanded the pool of publicly 
traded common equity shares that may be included as high quality 
liquid assets (HQLA). 

Many post-crisis regulations were developed to provide increased 
stability to the banking system and strengthen banking system 
risk management throughout the economic cycle, taking into ac-
count interest rates and other economic factors. The final LCR rule, 
in particular, requires banks to hold sufficient HQLA to cover out-
flows over a 30-day stress period, which reduces systemic risk by 
ensuring adequate liquidity at banking organizations. A bank’s 
stock of HQLA provides a means of meeting obligations during 
times of stress and is independent of the current interest rate envi-
ronment. It helps to strengthen a bank’s ability to meet its obliga-
tions during both rising and falling interest rate scenarios. Fur-
thermore, the final LCR rule requirement will enable a bank to 
continue to meet its liquidity needs during times of stress, thereby 
helping to reduce the depth and duration of the systemic stress. 

The OCC prepared an assessment of the economic impact of the 
liquidity rule and considered potential effects related to market li-
quidity and economic growth. Such effects are difficult to quantify 
before a regulation takes effect, but our assessment describes them 
qualitatively. The OCC’s ongoing supervision of national banks and 
Federal savings associations facilitates our ability to monitor mar-
ket liquidity, and will enable us to evaluate the effects on market 
liquidity of the LCR rule and other rules over time. 
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The OCC, along with the Federal Deposit Insurance Corporation 
and the Federal Reserve Board, are currently engaged in a review 
of their regulations, as required by the Economic Growth and Reg-
ulatory Paperwork Reduction Act of 1996 (EGRPRA). Specifically, 
the EGRPRA requires that, at least once every 10 years, the agen-
cies seek public comment on rules that are outdated or otherwise 
unnecessary. The agencies specifically request public comment on 
ways to reduce unnecessary burden associated with their regula-
tions. The agencies will solicit comment on all of our regulations 
issued in final form up to the date that we publish our last 
EGRPRA notice for public comment, including the LCR, SLR, and 
other Basel and Dodd-Frank regulations. 
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ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD 

SYSTEMIC IMPORTANCE INDICATORS FOR 33 U.S. BANK HOLDING 
COMPANIES: AN OVERVIEW OF RECENT DATA, SUBMITTED BY 
CHAIRMAN SHELBY 
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BCBS SYSTEMIC IMPORTANCE INDICATORS, SUBMITTED BY 
CHAIRMAN SHELBY 
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