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(y) Major covered company is defined
in §252.70(a)(2)(ii) of this subpart.

(z) Multilateral development bank has
the same meaning as in §217.2 of the
Board’s Regulation Q (12 CFR 217.2).

(aa) Net credit exposure means, with
respect to any credit transaction, the
gross credit exposure of a covered com-
pany and all of its subsidiaries cal-
culated under §252.73, as adjusted in ac-
cordance with §252.74.

(bb) Qualifying central counterparty
has the same meaning as in §217.2 of
the Board’s Regulation Q (12 CFR
217.2).

(ce) Qualifying master mnetting agree-
ment has the same meaning as in §217.2
of the Board’s Regulation Q (12 CFR
217.2).

(dd) Securities financing transaction
means any repurchase agreement, re-
verse repurchase agreement, securities
borrowing transaction, or securities
lending transaction.

(ee) Short sale means any sale of a se-
curity which the seller does not own or
any sale which is consummated by the
delivery of a security borrowed by, or
for the account of, the seller.

(ff) Sovereign entity means a central
national government (including the
U.S. government) or an agency, depart-
ment, ministry, or central bank, but
not including any political subdivision
such as a state, province, or munici-
pality.

(gg) Subsidiary. A company is a sub-
sidiary of another company if:

(1) The company is consolidated by
the other company under applicable ac-
counting standards; or

(2) For a company that is not subject
to principles or standards referenced in
paragraph (gg)(1) of this definition,
consolidation would have occurred if
such principles or standards had ap-
plied.

(hh) Tier 1 capital means common eq-
uity tier 1 capital and additional tier 1
capital, as defined in the Board’s Regu-
lation Q (12 CFR part 217) and as re-
ported by the bank holding company
on the most recent FR Y-9C report on
a consolidated basis.

(ii) Total consolidated assets. A com-
pany’s total consolidated assets are de-
termined based on:

(1) The average of the bank holding
company’s total consolidated assets in
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the four most recent consecutive quar-
ters as reported quarterly on the FR Y-
9C; or

(2) If the bank holding company has
not filed an FR Y-9C for each of the
four most recent consecutive quarters,
the average of the bank holding com-
pany’s total consolidated assets, as re-
ported on the company’s FR Y-9C, for
the most recent quarter or consecutive
quarters, as applicable.

§252.72 Credit exposure limits.

(a) General limit on aggregate net credit
erposure. No covered company may
have an aggregate net credit exposure
to any counterparty that exceeds 25
percent of the tier 1 capital of the cov-
ered company.

(b) Limit on aggregate net credit expo-
sure of major covered companies to major
counterparties. No major covered com-
pany may have aggregate net credit ex-
posure to any major counterparty that
exceeds 15 percent of the tier 1 capital
of the major covered company.

§252.73 Gross credit exposure.

(a) Calculation of gross credit exposure.
The amount of gross credit exposure of
a covered company to a counterparty
with respect to a credit transaction is,
in the case of:

(1) A deposit of the covered company
held by the counterparty, loan by a
covered company to the counterparty,
and lease in which the covered com-
pany is the lessor and the counterparty
is the lessee, equal to the amount owed
by the counterparty to the covered
company under the transaction.

(2) A debt security or debt invest-
ment held by the covered company
that is issued by the counterparty,
equal to:

(i) The market value of the securi-
ties, for trading and available-for-sale
securities; and

(ii) The amortized purchase price of
the securities or investments, for secu-
rities or investments held to maturity.

(3) An equity security held by the
covered company that is issued by the
counterparty, equity investment in a
counterparty, and other direct invest-
ments in a counterparty, equal to the
market value.
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(4) A securities financing transaction
must be valued using any of the meth-
ods that the covered company is au-
thorized to use under the Board’s Regu-
lation Q (12 CFR part 217, subparts D
and E) to value such transactions:

(i)(A) As calculated for each trans-
action, in the case of a securities fi-
nancing transaction between the cov-
ered company and the counterparty
that is not subject to a bilateral net-
ting agreement or does not meet the
definition of ‘‘repo-style transaction”
in §217.2 of the Board’s Regulation Q
(12 CFR 217.2); or

(B) As calculated for a netting set, in
the case of a securities financing trans-
action between the covered company
and the counterparty that is subject to
a bilateral netting agreement with
that counterparty and meets the defi-
nition of ‘‘repo-style transaction’ in
§217.2 of the Board’s Regulation Q (12
CFR 217.2);

(ii) For purposes of paragraph (a)(4)(i)
of this section, the covered company
must:

(A) Assign a value of zero to any se-
curity received from the counterparty
that does not meet the definition of
‘‘eligible collateral’ in §252.71(k); and

(B) Include the value of securities
that are eligible collateral received by
the covered company from the
counterparty (including any exempt
counterparty), calculated in accord-
ance with paragraphs (a)(4)(i) through
(iv) of this section, when calculating
its gross credit exposure to the issuer
of those securities;

(iii) Notwithstanding paragraphs
(a)(4)(1) and (ii) of this section and with
respect to each credit transaction, a
covered company’s gross credit expo-
sure to a collateral issuer under this
paragraph (a)(4) is limited to the cov-
ered company’s gross credit exposure
to the counterparty on the credit
transaction; and

(iv) In cases where the covered com-
pany receives eligible collateral from a
counterparty in addition to the cash or
securities received from that
counterparty, the counterparty may
reduce its gross credit exposure to that
counterparty in accordance with
§252.74(b).

(5) A committed credit line extended
by a covered company to a
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counterparty, equal to the face amount
of the committed credit line.

(6) A guarantee or letter of credit
issued by a covered company on behalf
of a counterparty, equal to the max-
imum potential loss to the covered
company on the transaction.

(7) A derivative transaction must be
valued using any of the methods that
the covered company is authorized to
use under the Board’s Regulation Q (12
CFR part 217, subparts D and E) to
value such transactions:

(i)(A) As calculated for each trans-
action, in the case of a derivative
transaction between the covered com-
pany and the counterparty, including
an equity derivative but excluding a
credit derivative described in para-
graph (a)(8) of this section, that is not
subject to a qualifying master netting
agreement; or

(B) As calculated for a netting set, in
the case of a derivative transaction be-
tween the covered company and the
counterparty, including an equity de-
rivative but excluding a credit deriva-
tive described in paragraph (a)(8) of
this section, that is subject to a quali-
fying master netting agreement.

(ii) In cases where a covered company
is required to recognize an exposure to
an eligible guarantor pursuant to
§252.74(d), the covered company must
exclude the relevant derivative trans-
action when calculating its gross expo-
sure to the original counterparty under
this section.

(8) A credit derivative between the
covered company and a third party
where the covered company is the pro-
tection provider and the reference
asset is an obligation or debt security
of the counterparty, equal to the max-
imum potential loss to the covered
company on the transaction.

(b) Investments in and exposures to
securitication vehicles, investment funds,
and other special purpose vehicles that
are mnot subsidiaries. Notwithstanding
paragraph (a) of this section, a covered
company must calculate pursuant to
§252.75 its gross credit exposure due to
any investment in the debt or equity
of, and any credit derivative or equity
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derivative between the covered com-
pany and a third party where the cov-
ered company is the protection pro-
vider and the reference asset is an obli-
gation or equity security of, or equity
investment in, a securitization vehicle,
investment fund, and other special pur-
pose vehicle that is not a subsidiary of
the covered company.

(c) Attribution rule. Notwithstanding
any other requirement in this subpart,
a covered company must treat any
transaction with any natural person or
entity as a credit transaction with an-
other party, to the extent that the pro-
ceeds of the transaction are used for
the benefit of, or transferred to, the
other party.

§252.74 Net credit exposure.

(a) In general. For purposes of this
subpart, a covered company must cal-
culate its net credit exposure to a
counterparty by adjusting its gross
credit exposure to that counterparty in
accordance with the rules set forth in
this section.

(b) Eligible collateral. (1) In computing
its net credit exposure to a
counterparty for any credit trans-
action other than a securities financ-
ing transaction, a covered company
must reduce its gross credit exposure
on the transaction by the adjusted
market value of any eligible collateral.

(2) A covered company that reduces
its gross credit exposure to a
counterparty as required under para-
graph (b)(1) of this section must in-
clude the adjusted market value of the
eligible collateral, when calculating its
gross credit exposure to the collateral
issuer.

(3) Notwithstanding paragraph (b)(2)
of this section, a covered company’s
gross credit exposure to a collateral
issuer under this paragraph (b) is lim-
ited to:

(i) Its gross credit exposure to the
counterparty on the credit transaction,
or
(ii) In the case of an exempt
counterparty, the gross credit exposure
that would have been attributable to
that exempt counterparty on the credit
transaction if valued in accordance
with §252.73(a).

(c) Eligible guarantees. (1) In calcu-
lating net credit exposure to a
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counterparty for any credit trans-
action, a covered company must reduce
its gross credit exposure to the
counterparty by the amount of any eli-
gible guarantee from an eligible guar-
antor that covers the transaction.

(2) A covered company that reduces
its gross credit exposure to a
counterparty as required under para-
graph (c)(1) of this section must in-
clude the amount of eligible guaran-
tees when calculating its gross credit
exposure to the eligible guarantor.

(3) Notwithstanding paragraph (c)(2)
of this section, a covered company’s
gross credit exposure to an eligible
guarantor with respect to an eligible
guarantee under this paragraph (c) is
limited to:

(i) Its gross credit exposure to the
counterparty on the credit transaction
prior to recognition of the eligible
guarantee, or

(ii) In the case of an exempt
counterparty, the gross credit exposure
that would have been attributable to
that exempt counterparty on the credit
transaction prior to recognition of the
eligible guarantee if valued in accord-
ance with §252.73(a).

(d) Eligible credit and equity deriva-
tives. (1) In calculating net credit expo-
sure to a counterparty for a credit
transaction under this section, a cov-
ered company must reduce its gross
credit exposure to the counterparty by:

(i) In the case of any eligible credit
derivative from an eligible guarantor,
the notional amount of the eligible
credit derivative; or

(ii) In the case of any eligible equity
derivative from an eligible guarantor,
the gross credit exposure amount to
the counterparty (calculated in accord-
ance with §252.73(a)(7)).

(2)(1) A covered company that reduces
its gross credit exposure to a
counterparty as provided under para-
graph (d)(1) of this section must in-
clude, when calculating its net credit
exposure to the eligible guarantor, in-
cluding in instances where the under-
lying credit transaction would not be
subject to the credit limits of §252.72
(for example, due to an exempt
counterparty), either

(A) In the case of any eligible credit
derivative from an eligible guarantor,
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