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§3.211

and that the basket of stocks is com-
prised of stocks representing at least
90.0 percent of the capitalization of the
index. A main index refers to the
Standard & Poor’s 500 Index, the FTSE
All-World Index, and any other index
for which the national bank or Federal
savings association can demonstrate to
the satisfaction of the OCC that the eq-
uities represented in the index have li-
quidity, depth of market, and size of
bid-ask spreads comparable to equities
in the Standard & Poor’s 500 Index and
FTSE All-World Index.

(f) Due diligence requirements for
securitication positions. (1) A national
bank or Federal savings association
must demonstrate to the satisfaction
of the OCC a comprehensive under-
standing of the features of a
securitization position that would ma-
terially affect the performance of the
position by conducting and docu-
menting the analysis set forth in para-
graph (f)(2) of this section. The na-
tional bank’s or Federal savings asso-
ciation’s analysis must be commensu-
rate with the complexity of the
securitization position and the materi-
ality of the position in relation to cap-
ital.

(2) A national bank or Federal sav-
ings association must demonstrate its
comprehensive understanding for each
securitization position by:

(i) Conducting an analysis of the risk
characteristics of a securitization posi-
tion prior to acquiring the position and
document such analysis within three
business days after acquiring position,
considering:

(A) Structural features of the
securitization that would materially
impact the performance of the posi-
tion, for example, the contractual cash
flow waterfall, waterfall-related trig-
gers, credit enhancements, liquidity
enhancements, fair value triggers, the
performance of organizations that serv-
ice the position, and deal-specific defi-
nitions of default;

(B) Relevant information regarding
the performance of the underlying
credit exposure(s), for example, the
percentage of loans 30, 60, and 90 days
past due; default rates; prepayment
rates; loans in foreclosure; property
types; occupancy; average credit score
or other measures of creditworthiness;
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average loan-to-value ratio; and indus-
try and geographic diversification data
on the underlying exposure(s);

(C) Relevant market data of the
securitization, for example, bid-ask
spreads, most recent sales price and
historical price volatility, trading vol-
ume, implied market rating, and size,
depth and concentration level of the
market for the securitization; and

(D) For resecuritization positions,
performance information on the under-
lying securitization exposures, for ex-
ample, the issuer name and credit qual-
ity, and the characteristics and per-
formance of the exposures underlying
the securitization exposures.

(ii) On an on-going basis (no less fre-
quently than quarterly), evaluating,
reviewing, and updating as appropriate
the analysis required under paragraph
(f)(1) of this section for each
securitization position.

[78 FR 62157, 62273, Oct. 11, 2013, as amended
at 84 FR 35258, July 22, 2019; 85 FR 4405, Jan.
24, 2020]

§3.211 Simplified supervisory formula
approach (SSFA).

(a) General requirements. To use the
SSFA to determine the specific risk-
weighting factor for a securitization
position, a national bank or Federal
savings association must have data
that enables it to assign accurately the
parameters described in paragraph (b)
of this section. Data used to assign the
parameters described in paragraph (b)
of this section must be the most cur-
rently available data; if the contracts
governing the underlying exposures of
the securitization require payments on
a monthly or quarterly basis, the data
used to assign the parameters de-
scribed in paragraph (b) of this section
must be no more than 91 calendar days
old. A national bank or Federal savings
association that does not have the ap-
propriate data to assign the param-
eters described in paragraph (b) of this
section must assign a specific risk-
weighting factor of 100 percent to the
position.

(b) SSFA parameters. To calculate the
specific risk-weighting factor for a
securitization position using the SSFA,
a national bank or Federal savings as-
sociation must have accurate informa-
tion on the five inputs to the SSFA
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calculation described in paragraphs
(b)(1) through (b)(5) of this section.

(1) Kg is the weighted-average (with
unpaid principal used as the weight for
each exposure) total capital require-
ment of the underlying exposures cal-
culated using subpart D. Kg is ex-
pressed as a decimal value between
zero and one (that is, an average risk
weight of 100 percent represents a value
of Kg equal to 0.08).

(2) Parameter W is expressed as a
decimal value between zero and one.
Parameter W is the ratio of the sum of
the dollar amounts of any underlying
exposures of the securitization that
meet any of the criteria as set forth in
paragraphs (b)(2)(i) through (vi) of this
section to the balance, measured in
dollars, of underlying exposures:

(i) Ninety days or more past due;

(i1) Subject to a bankruptcy or insol-
vency proceeding;

(iii) In the process of foreclosure;

(iv) Held as real estate owned;

(v) Has contractually deferred pay-
ments for 90 days or more, other than
principal or interest payments deferred
on:

(A) Federally-guaranteed student
loans, in accordance with the terms of
those guarantee programs; or

(B) Consumer loans, including non-
federally-guaranteed student loans,
provided that such payments are de-
ferred pursuant to provisions included
in the contract at the time funds are
disbursed that provide for period(s) of
deferral that are not initiated based on
changes in the creditworthiness of the
borrower; or

(vi) Is in default.

(3) Parameter A is the attachment
point for the position, which represents
the threshold at which credit losses
will first be allocated to the position.
Except as provided in
§3.210(b)(2)(vii)(D) for nt-to-default
credit derivatives, parameter A equals
the ratio of the current dollar amount
of underlying exposures that are subor-
dinated to the position of the national
bank or Federal savings association to
the current dollar amount of under-
lying exposures. Any reserve account
funded by the accumulated cash flows
from the underlying exposures that is
subordinated to the position that con-
tains the national bank’s or Federal
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savings association’s securitization ex-
posure may be included in the calcula-
tion of parameter A to the extent that
cash is present in the account. Param-
eter A is expressed as a decimal value
between zero and one.

(4) Parameter D is the detachment
point for the position, which represents
the threshold at which credit losses of
principal allocated to the position
would result in a total loss of principal.
Except as provided in
§3.210(b)(2)(vii)(D) for nt-to-default
credit derivatives, parameter D equals
parameter A plus the ratio of the cur-
rent dollar amount of the
securitization positions that are pari
passu with the position (that is, have
equal seniority with respect to credit
risk) to the current dollar amount of
the underlying exposures. Parameter D
is expressed as a decimal value between
zero and one.

(5) A supervisory calibration param-
eter, p, is equal to 0.5 for securitization
positions that are not resecuritization
positions and equal to 1.5 for
resecuritization positions.

(c) Mechanics of the SSFA. Kg and W
are used to calculate Ka, the aug-
mented value of Kg, which reflects the
observed credit quality of the under-
lying exposures. K, is defined in para-
graph (d) of this section. The values of
parameters A and D, relative to K de-
termine the specific risk-weighting fac-
tor assigned to a position as described
in this paragraph (c¢) and paragraph (d)
of this section. The specific risk-
weighting factor assigned to a
securitization position, or portion of a
position, as appropriate, is the larger
of the specific risk-weighting factor de-
termined in accordance with this para-
graph (c), paragraph (d) of this section,
and a specific risk-weighting factor of
1.6 percent.

(1) When the detachment point, pa-
rameter D, for a securitization position
is less than or equal to Ka, the position
must be assigned a specific risk-
weighting factor of 100 percent.

(2) When the attachment point, pa-
rameter A, for a securitization position
is greater than or equal to K, the na-
tional bank or Federal savings associa-
tion must calculate the specific risk-
weighting factor in accordance with
paragraph (d) of this section.
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(3) When A is less than K, and D is
greater than K,, the specific risk-
weighting factor is a weighted-average
of 1.00 and Kssga calculated under para-
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graphs (¢)(3)(1) and (¢)(3)(ii) of this sec-
tion. For the purpose of this calcula-
tion:

(i) The weight assigned to 1.00 equals

D-K,

(i) The weight assigned to Kgspa equals D — A . The specific risk-weighting factor is

equal to:

srwF =100 -[ (

Kg:j)-1,oo]+ [(D

Di jA) - Kssra ]

(d) SSFA equation. (1) The [BANK] must define the following parameters:

Ke=(-W)EK;+(05-W)

1
p- K

u=D0D-— KA

! = max(4 — K;,0)

e = 2.71828 | the base of the natural logarithms.

(2) Then the [BANK] must calculate Kssga according to the following formula:

ead-u _ eﬂ»l

Ksspa = atu-1 (u _l)

(3) The specific risk-weighting factor for the position (expressed as a percent) is

equal to Kssra % 100.

§3.212 Market risk disclosures.

(a) Scope. A national bank or Federal
savings association must comply with
this section unless it is a consolidated
subsidiary of a bank holding company
or a depository institution that is sub-
ject to these requirements or of a non-
U.S. banking organization that is sub-
ject to comparable public disclosure re-
quirements in its home jurisdiction. A
national bank or Federal savings asso-
ciation must make timely public dis-
closures each calendar quarter. If a sig-
nificant change occurs, such that the

most recent reporting amounts are no
longer reflective of the national bank’s
or Federal savings association’s capital
adequacy and risk profile, then a brief
discussion of this change and its likely
impact must be provided as soon as
practicable thereafter. Qualitative dis-
closures that typically do not change
each quarter may be disclosed annu-
ally, provided any significant changes
are disclosed in the interim. If a na-
tional bank or Federal savings associa-
tion believes that disclosure of specific
commercial or financial information
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