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1 This appendix is based on a framework de-
veloped jointly by supervisory authorities 
from the countries represented on the Basle 
Committee on Banking Supervision and en-
dorsed by the Group of Ten Central Bank 
Governors. The framework is described in a 

Continued 

(2) Capital and reserve requirements. Not-
withstanding the risk-based capital treat-
ment outlined in section 2(c)(4) and any 
other subsection (other than subsection (i)) 
of this section 4, with respect to a transfer of 
a small business loan or a lease of personal 
property with recourse that is a sale under 
generally accepted accounting principles, a 
qualified bank may elect to apply the fol-
lowing treatment: 

(i) The bank establishes and maintains a 
non-capital reserve under generally accepted 
accounting principles sufficient to meet the 
reasonable estimated liability of the bank 
under the recourse arrangement; and 

(ii) For purposes of calculating the bank’s 
risk-based capital ratio, the bank includes 
only the face amount of its recourse in its 
risk-weighted assets. 

(3) Limit on aggregate amount of recourse. 
The total outstanding amount of recourse re-
tained by a qualified bank with respect to 
transfers of small business loans and leases 
of personal property and included in the 
risk-weighted assets of the bank as described 
in section 4(i)(2) of this appendix A may not 
exceed 15 percent of the bank’s total capital 
after adjustments and deductions, unless the 
OCC specifies a greater amount by order. 

(4) Bank that ceases to be qualified or that ex-
ceeds aggregate limit. If a bank ceases to be a 
qualified bank or exceeds the aggregate limit 
in section 4(i)(3) of this appendix A, the bank 
may continue to apply the capital treatment 
described in section 4(i)(2) of this appendix A 
to transfers of small business loans and 
leases of personal property that occurred 
when the bank was qualified and did not ex-
ceed the limit. 

(5) Prompt Corrective Action not affected. (i) 
A bank shall compute its capital without re-
gard to this section 4(i) for purposes of 
prompt corrective action (12 U.S.C. 1831o and 
12 CFR part 6) unless the bank is an ade-
quately or well capitalized bank (without ap-
plying the capital treatment described in 
this section 4(i)) and, after applying the cap-
ital treatment described in this section 4(i), 
the bank would be well capitalized. 

(ii) A bank shall compute its capital with-
out regard to this section 4(i) for purposes of 
12 U.S.C. 1831o(g) regardless of the bank’s 
capital level. 

Section 5. Implementation, Transition Rules, 
and Target Ratios 

(a) December 31, 1990 to December 30, 1992. 
During this time period: 

(1) All national banks are expected to 
maintain a minimum ratio of total capital 
(after deductions) to risk-weighted assets of 
7.25%. 

(i) Fifty percent of this 7.25% must be 
made up of Tier 1 capital; however, up to 10% 
of Tier 1 capital can be comprised of Tier 2 
capital elements, before any deductions for 
goodwill. The amount of Tier 2 elements in-

cluded in Tier 1 will not be subject to the 
sublimits on the amount of such elements in 
Tier 2 capital, with the exception of the al-
lowance for loan and lease losses. 

(ii) Goodwill that national banks have been 
allowed to count as capital as a result of the 
transition rules contained in 12 CFR 3.3 is 
grandfathered until December 31, 1992, but 
will be deducted from Tier 1 capital after 
that date. 

(2) The allowance for loan and lease losses 
can be included in total capital up to a max-
imum of 1.5% of a bank’s risk-weighted as-
sets, including the portion that can be bor-
rowed to make up Tier 1. 

(3) Tier 2 capital elements that are not 
used as part of Tier 1 capital will qualify as 
part of a national bank’s total capital base 
up to a maximum of 100% of the bank’s Tier 
1 capital. 

(4) In addition to the standards established 
by these risk-based capital guidelines, all na-
tional banks must maintain a minimum cap-
ital-to-total assets ratio in accordance with 
the provisions of 12 CFR part 3. 

(b) On December 31, 1992. (1) All national 
banks are expected to maintain a minimum 
ratio of total capital (after deductions) to 
risk-weighted assets of 8.0%. 

(2) Tier 2 capital elements qualify as part 
of a national bank’s total capital base up to 
a maximum of 100% of that bank’s Tier 1 
capital. 

(3) In addition to the standards established 
by these risk-based capital guidelines, all na-
tional banks must maintain a minimum cap-
ital-to-total assets ratio in accordance with 
the provisions of 12 CFR part 3. 

[54 FR 4177, Jan. 27, 1989] 

EDITORIAL NOTE: For FEDERAL REGISTER ci-
tations affecting Appendix A to part 3 of 
title 12, see the List of CFR Sections Af-
fected, which appears in the Finding Aids 
section of the printed volume and on GPO 
Access. 

APPENDIX B TO PART 3—RISK-BASED 
CAPITAL GUIDELINES; MARKET RISK 
ADJUSTMENT 

Section 1. Purpose, Applicability, Scope, and 
Effective Date 

(a) Purpose. The purpose of this appendix is 
to ensure that banks with significant expo-
sure to market risk maintain adequate cap-
ital to support that exposure.1 This appendix 
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Basle Committee paper entitled ‘‘Amend-
ment to the Capital Accord to Incorporate 
Market Risk,’’ January 1996. 

2 Trading activity means the gross sum of 
trading assets and liabilities as reported in 
the bank’s most recent quarterly Consoli-
dated Report of Condition and Income (Call 
Report). 

3 Total assets means quarter-end total as-
sets as reported in the bank’s most recent 
Call Report. 

4 A bank that voluntarily complies with 
the final rule prior to January 1, 1998, must 
comply with all of its provisions. 

5 Subject to supervisory review, a bank 
may exclude structural positions in foreign 
currencies from its covered positions. 

6 The term trading account is defined in 
the instructions to the Call Report. 

7 Foreign exchange position outside the 
trading account and all over-the-counter de-
rivative positions, whether or not in the 
trading account, must be included in ad-
justed risk-weighted assets as determined in 
appendix A of this part 3. 

supplements and adjusts the risk-based cap-
ital ratio calculations under appendix A of 
this part with respect to those banks. 

(b) Applicability. (1) This appendix applies 
to any national bank whose trading activ-
ity 2 (on a worldwide consolidated basis) 
equals: 

(i) 10 percent or more of total assets; 3 or 
(ii) $1 billion or more. 
(2) The OCC may apply this appendix to 

any national bank if the OCC deems it nec-
essary or appropriate for safe and sound 
banking practices. 

(3) The OCC may exclude a national bank 
otherwise meeting the criteria of paragraph 
(b)(1) of this section from coverage under 
this appendix if it determines the bank 
meets such criteria as a consequence of ac-
counting, operational, or similar consider-
ations, and the OCC deems it consistent with 
safe and sound banking practices. 

(c) Scope. The capital requirements of this 
appendix support market risk associated 
with a bank’s covered positions. 

(d) Effective date. This appendix is effective 
as of January 1, 1997. Compliance is not man-
datory until January 1, 1998. Subject to su-
pervisory approval, a bank may opt to com-
ply with this appendix as early as January 1, 
1997.4 

Section 2. Definitions 

For purposes of this appendix, the fol-
lowing definitions apply: 

(a) Covered positions means all positions in 
a bank’s trading account, and all foreign ex-
change 5 and commodity positions, whether 
or not in the trading account.6 Positions in-
clude on-balance-sheet assets and liabilities 
and off-balance-sheet items. Securities sub-
ject to repurchase and lending agreements 
are included as if they are still owned by the 
lender. Asset backed commercial paper li-
quidity facilities, in form or in substance, in 
a bank’s trading account are excluded from 
covered positions, and instead, are subject to 

the risk-based capital requirements as pro-
vided in appendix A of this part. 

(b) Market risk means the risk of loss re-
sulting from movements in market prices. 
Market risk consists of general market risk 
and specific risk components. 

(1) General market risk means changes in 
the market value of covered positions result-
ing from broad market movements, such as 
changes in the general level of interest rates, 
equity prices, foreign exchange rates, or 
commodity prices. 

(2) Specific risk means changes in the mar-
ket value of specific positions due to factors 
other than broad market movements and in-
cludes default and event risk as well as idio-
syncratic variations. 

(c) Tier 1 and Tier 2 capital are the same as 
defined in appendix A of this part. 

(d) Tier 3 capital is subordinated debt that 
is unsecured; is fully paid up; has an original 
maturity of at least two years; is not re-
deemable before maturity without prior ap-
proval by the OCC; includes a lock-in clause 
precluding payment of either interest or 
principal (even at maturity) if the payment 
would cause the issuing bank’s risk-based 
capital ratio to fall or remain below the min-
imum required under appendix A of this part; 
and does not contain and is not covered by 
any covenants, terms, or restrictions that 
are inconsistent with safe and sound banking 
practices. 

(e) Value-at-risk (VAR) means the estimate 
of the maximum amount that the value of 
covered positions could decline during a 
fixed holding period within a stated con-
fidence level, measured in accordance with 
section 4 of this appendix. 

Section 3. Adjustments to the Risk-Based 
Capital Ratio Calculations 

(a) Risk-based capital ratio denominator. A 
bank subject to this appendix shall calculate 
its risk-based capital ratio denominator as 
follows: 

(1) Adjusted risk-weighted assets. (i) Covered 
positions. Calculate adjusted risk-weighted 
assets, which equal risk-weighted assets (as 
determined in accordance with appendix A of 
this part), excluding the risk-weighted 
amount of all covered positions (except for-
eign exchange positions outside the trading 
account and over-the-counter derivatives po-
sitions).7 

(ii) Securities borrowing transactions. In cal-
culating adjusted risk-weighted assets, a 
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8 A bank may not allocate Tier 3 capital to 
support credit risk (as calculated under ap-
pendix A). 

9 Excess Tier 1 capital means Tier 1 capital 
that has not been allocated in paragraphs 
(b)(1) and (b)(2) of this section. Excess Tier 2 
capital means Tier 2 capital that has not 
been allocated in paragraph (b)(1) and (b)(2) 
of this section, subject to the restrictions in 
paragraph (b)(3) of this section. 

bank also may exclude a receivable that re-
sults from the bank’s posting of cash collat-
eral in a securities borrowing transaction to 
the extent that the receivable is 
collateralized by the market value of the 
borrowed securities and subject to the fol-
lowing conditions: 

(A) The borrowed securities must be in-
cludable in the trading account and must be 
liquid and readily marketable; 

(B) The borrowed securities must be 
marked to market daily; 

(C) The receivable must be subject to a 
daily margining requirement; and 

(D) (1) The transaction is a securities con-
tract for the purposes of section 555 of the 
Bankruptcy Code (11 U.S.C. 555), a qualified 
financial contract for the purposes of section 
11(e)(8) of the Federal Deposit Insurance Act 
(12 U.S.C. 1821(e)(8)), or a netting contract 
between or among financial institutions for 
the purposes of sections 401–407 of the Fed-
eral Deposit Insurance Corporation Improve-
ment Act of 1991 (12 U.S.C. 4401–4407), or the 
Board’s Regulation EE (12 CFR Part 231); or 

(2) If the transaction does not meet the cri-
teria set forth in paragraph (a)(1)(ii)(D)(1) of 
this section, then either: 

(i) The bank has conducted sufficient legal 
review to reach a well-founded conclusion 
that: 

(A) The securities borrowing agreement ex-
ecuted in connection with the transaction 
provides the bank the right to accelerate, 
terminate, and close-out on a net basis all 
transactions under the agreement and to liq-
uidate or set off collateral promptly upon an 
event of counterparty default, including in a 
bankruptcy, insolvency, or other similar pro-
ceeding of the counterparty; and 

(B) Under applicable law of the relevant ju-
risdiction, its rights under the agreement 
are legal, valid, binding, and enforceable and 
any exercise of rights under the agreement 
will not be stayed or avoided; or 

(ii) The transaction is either overnight or 
unconditionally cancelable at any time by 
the bank, and the bank has conducted suffi-
cient legal review to reach a well-founded 
conclusion that: 

(A) The securities borrowing agreement ex-
ecuted in connection with the transaction 
provides the bank the right to accelerate, 
terminate, and close-out on a net basis all 
transactions under the agreement and to liq-
uidate or set off collateral promptly upon an 
event of counterparty default; and 

(B) Under the law governing the agree-
ment, its rights under the agreement are 
legal, valid, binding, and enforceable. 

(2) Measure for market risk. Calculate the 
measure for market risk, which equals the 
sum of the VAR-based capital charge, the 
specific risk add-on (if any), and the capital 
charge for de minimis exposure (if any). 

(i) VAR-based capital charge. The VAR- 
based capital charge equals the higher of: 

(A) The previous day’s VAR measure; or 
(B) The average of the daily VAR measures 

for each of the preceding 60 business days 
multiplied by three, except as provided in 
section 4(e) of this appendix; 

(ii) Specific risk add-on. The specific risk 
add-on is calculated in accordance with sec-
tion 5 of this appendix; and 

(iii) Capital charge for de minimis exposure. 
The capital charge for de minimis exposure 
is calculated in accordance with section 4(a) 
of this appendix. 

(3) Market risk equivalent assets. Calculate 
market risk equivalent assets by multi-
plying the measure for market risk (as cal-
culated in paragraph (a)(2) of this section) by 
12.5. 

(4) Denominator calculation. Add market 
risk equivalent assets (as calculated in para-
graph (a)(3) of this section) to adjusted risk- 
weighted assets (as calculated in paragraph 
(a)(1) of this section). The resulting sum is 
the bank’s risk-based capital ratio denomi-
nator. 

(b) Risk-based capital ratio numerator. A 
bank subject to this appendix shall calculate 
its risk-based capital ratio numerator by al-
locating capital as follows: 

(1) Credit risk allocation. Allocate Tier 1 and 
Tier 2 capital equal to 8.0 percent of adjusted 
risk-weighted assets (as calculated in para-
graph (a)(1) of this section).8 

(2) Market risk allocation. Allocate Tier 1, 
Tier 2, and Tier 3 capital equal to the meas-
ure for market risk as calculated in para-
graph (a)(2) of this section. The sum of Tier 
2 and Tier 3 capital allocated for market risk 
must not exceed 250 percent of Tier 1 capital 
allocated for market risk. (This requirement 
means that Tier 1 capital allocated in this 
paragraph (b)(2) must equal at least 28.6 per-
cent of the measure for market risk.) 

(3) Restrictions. (i) The sum of Tier 2 capital 
(both allocated and excess) and Tier 3 capital 
(allocated in paragraph (b)(2) of this section) 
may not exceed 100 percent of Tier 1 capital 
(both allocated and excess).9 

(ii) Term subordinated debt (and inter-
mediate-term preferred stock and related 
surplus) included in Tier 2 capital (both allo-
cated and excess) may not exceed 50 percent 
of Tier 1 capital (both allocated and excess). 

(4) Numerator calculation. Add Tier 1 capital 
(both allocated and excess), Tier 2 capital 
(both allocated and excess), and Tier 3 cap-
ital (allocated under paragraph (b)(2) of this 
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10 A bank’s internal model may use any 
generally accepted measurement techniques, 
such as variance-covariance models, histor-
ical simulations, or Monte Carlo simula-
tions. However, the level of sophistication 
and accuracy of a bank’s internal model 
must be commensurate with the nature and 
size of its covered positions. A bank that 
modifies its existing modeling procedures to 
comply with the requirements of this appen-
dix for risk-based capital purposes should, 
nonetheless, continue to use the internal 
model it considers most appropriate in eval-
uating risks for other purposes. 

11 Stress tests provide information about 
the impact of adverse market events on a 
bank’s covered positions. Backtests provide 
information about the accuracy of an inter-
nal model by comparing a bank’s daily VAR 
measures to its corresponding daily trading 
profits and losses. 

12 For material exposures in the major cur-
rencies and markets, modeling techniques 
must capture spread risk and must incor-
porate enough segments of the yield curve— 
at least six—to capture differences in vola-

tility and less than perfect correlation of 
rates along the yield curve. 

13 Actual net trading profits and losses 
typically include such things as realized and 
unrealized gains and losses on portfolio posi-
tions as well as fee income and commissions 
associated with trading activities. 

section). The resulting sum is the bank’s 
risk-based capital ratio numerator. 

Section 4. Internal Models 

(a) General. For risk-based capital pur-
poses, a bank subject to this appendix must 
use its internal model to measure its daily 
VAR, in accordance with the requirements of 
this section.10 The OCC may permit a bank 
to use alternative techniques to measure the 
market risk of de minimis exposures so long 
as the techniques adequately measure associ-
ated market risk. 

(b) Qualitative requirements. A bank subject 
to this appendix must have a risk manage-
ment system that meets the following min-
imum qualitative requirements: 

(1) The bank must have a risk control unit 
that reports directly to senior management 
and is independent from business trading 
units. 

(2) The bank’s internal risk measurement 
model must be integrated into the daily 
management process. 

(3) The bank’s policies and procedures 
must identify, and the bank must conduct, 
appropriate stress tests and backtests.11 The 
bank’s policies and procedures must identify 
the procedures to follow in response to the 
results of such tests. 

(4) The bank must conduct independent re-
views of its risk measurement and risk man-
agement systems at least annually. 

(c) Market risk factors. The bank’s internal 
model must use risk factors sufficient to 
measure the market risk inherent in all cov-
ered positions. The risk factors must address 
interest rate risk,12 equity price risk, foreign 

exchange rate risk, and commodity price 
risk. 

(d) Quantitative requirements. For regu-
latory capital purposes, VAR measures must 
meet the following quantitative require-
ments: 

(1) The VAR measures must be calculated 
on a daily basis using a 99 percent, one-tailed 
confidence level with a price shock equiva-
lent to a ten-business day movement in rates 
and prices. In order to calculate VAR meas-
ures based on a ten-day price shock, the 
bank may either calculate ten-day figures 
directly or convert VAR figures based on 
holding periods other than ten days to the 
equivalent of a ten-day holding period (for 
instance, by multiplying a one-day VAR 
measure by the square root of ten). 

(2) The VAR measures must be based on an 
historical observation period (or effective ob-
servation period for a bank using a 
weighting scheme or other similar method) 
of at least one year. The bank must update 
data sets at least once every three months or 
more frequently as market conditions war-
rant. 

(3) The VAR measures must include the 
risks arising from the non-linear price char-
acteristics of options positions and the sensi-
tivity of the market value of the positions to 
changes in the volatility of the underlying 
rates or prices. A bank with a large or com-
plex options portfolio must measure the vol-
atility of options positions by different ma-
turities. 

(4) The VAR measures may incorporate 
empirical correlations within and across risk 
categories, provided that the bank’s process 
for measuring correlations is sound. In the 
event that the VAR measures do not incor-
porate empirical correlations across risk 
categories, then the bank must add the sepa-
rate VAR measures for the four major risk 
categories to determine its aggregate VAR 
measure. 

(e) Backtesting. (1) Beginning one year after 
a bank starts to comply with this appendix, 
a bank must conduct backtesting by com-
paring each of its most recent 250 business 
days’ actual net trading profit or loss 13 with 
the corresponding daily VAR measures gen-
erated for internal risk measurement pur-
poses and calibrated to a one-day holding pe-
riod and a 99 percent, one-tailed confidence 
level. 

(2) Once each quarter, the bank must iden-
tify the number of exceptions, that is, the 
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number of business days for which the mag-
nitude of the actual daily net trading loss, if 
any, exceeds the corresponding daily VAR 
measure. 

(3) A bank must use the multiplication fac-
tor indicated in Table 1 of this appendix in 
determining its capital charge for market 
risk under section 3(a)(2)(i)(B) of this appen-
dix until it obtains the next quarter’s 
backtesting results, unless the OCC deter-
mines that a different adjustment or other 
action is appropriate. 

TABLE 1—MULTIPLICATION FACTOR BASED ON 
RESULTS OF BACKTESTING 

Number of exceptions Multiplica-
tion factor 

4 or fewer ............................................................ 3.00 
5 ........................................................................... 3.40 
6 ........................................................................... 3.50 
7 ........................................................................... 3.65 
8 ........................................................................... 3.75 
9 ........................................................................... 3.85 
10 or more ........................................................... 4.00 

Section 5. Specific Risk 

(a) Specific risk surcharge. For purposes of 
section 3(a)(2)(ii) of this appendix, a bank 
shall calculate its specific risk surcharge as 
follows: 

(1) Internal models that incorporate specific 
risk. (i) No specific risk surcharge required for 
qualifying internal models. A bank that incor-
porates specific risk in its internal model 
has no specific risk surcharge for purposes of 
section 3(a)(2)(ii) of this appendix if the bank 
demonstrates to the OCC that its internal 
model adequately measures all aspects of 
specific risk, including default and event 
risk, of covered debt and equity positions. In 
evaluating a bank’s internal model the OCC 
will take into account the extent to which 
the internal model: 

(A) Explains the historical price variation 
in the trading portfolio; and 

(B) Captures concentrations. 
(ii) Specific risk surcharge for modeled spe-

cific risk that fails to adequately measure de-
fault or event risk. A bank that incorporates 
specific risk in its internal model but fails to 
demonstrate that its internal model ade-
quately measures all aspects of specific risk, 
including default and event risk, as provided 
by this section 5(a)(1), must calculate its spe-
cific risk surcharge in accordance with one 
of the following methods: 

(A) If the bank’s internal model separates 
the VAR measure into a specific risk portion 
and a general market risk portion, then the 
specific risk surcharge equals the previous 
day’s specific risk portion. 

(B) If the bank’s internal model does not 
separate the VAR measure into a specific 
risk portion and a general market risk por-
tion, then the specific risk surcharge equals 

the sum of the previous day’s VAR measure 
for subportfolios of covered debt and equity 
positions. 

(2) Specific risk surcharge for specific risk not 
modeled. If a bank does not model specific 
risk in accordance with section 5(a)(1) of this 
appendix, then the bank shall calculate its 
specific risk surcharge using the standard 
specific risk capital charge in accordance 
with section 5(c) of this appendix. 

(b) Covered debt and equity positions. If a 
model includes the specific risk of covered 
debt positions but not covered equity posi-
tions (or vice versa), then the bank may re-
duce its specific risk charge for the included 
positions under section 5(a)(1)(ii) of this ap-
pendix. The specific risk charge for the posi-
tions not included equals the standard spe-
cific risk capital charge under paragraph (c) 
of this section. 

(c) Standard specific risk capital charge. The 
standard specific risk capital charge equals 
the sum of the components for covered debt 
and equity positions as follows: 

(1) Covered debt positions. (i) For purposes 
of this section 5, covered debt positions 
means fixed-rate or floating-rate debt instru-
ments located in the trading account and in-
struments located in the trading account 
with values that react primarily to changes 
in interest rates, including certain non-con-
vertible preferred stock, convertible bonds, 
and instruments subject to repurchase and 
lending agreements. Also included are de-
rivatives (including written and purchased 
options) for which the underlying instru-
ment is a covered debt instrument that is 
subject to a non-zero specific risk capital 
charge. 

(A) For covered debt positions that are de-
rivatives, a bank must risk-weight (as de-
scribed in paragraph (c)(1)(iii) of this sec-
tion) the market value of the effective no-
tional amount of the underlying debt instru-
ment or index portfolio. Swaps must be in-
cluded as the notional position in the under-
lying debt instrument or index portfolio, 
with a receiving side treated as a long posi-
tion and a paying side treated as a short po-
sition; and 

(B) For covered debt positions that are op-
tions, whether long or short, a bank must 
risk-weight (as described in paragraph 
(c)(1)(iii) of this section) the market value of 
the effective notional amount of the under-
lying debt instrument or index multiplied by 
the option’s delta. 

(ii) A bank may net long and short covered 
debt positions (including derivatives) in 
identical debt issues or indices. 

(iii) A bank must multiply the absolute 
value of the current market value of each 
net long or short covered debt position by 
the appropriate specific risk weighting fac-
tor indicated in Table 2 of this appendix. The 
specific risk capital charge component for 
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14 A bank may also net positions in deposi-
tory receipts against an opposite position in 
the underlying equity or identical equity in 
different markets, provided that the bank in-
cludes the costs of conversion. 

15 A portfolio is liquid and well-diversified 
if: (1) It is characterized by a limited sensi-
tivity to price changes of any single equity 
issue or closely related group of equity 
issues held in the portfolio; (2) the volatility 
of the portfolio’s value is not dominated by 
the volatility of any individual equity issue 
or by equity issues from any single industry 
or economic sector; (3) it contains a large 
number of individual equity positions, with 
no single position representing a substantial 
portion of the portfolio’s total market value; 
and (4) it consists mainly of issues traded on 
organized exchanges or in well-established 
over-the-counter markets. 

covered debt positions is the sum of the 
weighted values. 

TABLE 2—SPECIFIC RISK WEIGHTING FACTORS 
FOR COVERED DEBT POSITIONS 

Category Remaining maturity 
(contractual) 

Weighting 
factor (in 
percent) 

Government 1 .............. N/A ................................ 0.00 
Qualifying 2 ................. 6 months or less ........... 0.25 

Over 6 months to 24 
months.

1.00 

Over 24 months ............ 1.60 
Other 3 ........................ N/A ................................ 8.00 

1 The ‘‘government’’ category includes all debt instruments 
of central governments of OECD countries (as defined in ap-
pendix A of this part) including bonds, Treasury bills, and 
other short-term instruments, as well as local currency instru-
ments of non-OECD central governments to the extent the 
bank has liabilities booked in that currency. 

2 The ‘‘qualifying’’ category includes debt instruments of 
U.S. government-sponsored agencies (as defined in appendix 
A of this part), general obligation debt instruments issued by 
states and other political subdivisions of OECD countries, 
multilateral development banks (as defined in appendix A of 
this part), and debt instruments issued by U.S. depository in-
stitutions or OECD-banks (as defined in appendix A of this 
part) that do not qualify as capital of the issuing institution. 
This category also includes other debt instruments, including 
corporate debt and revenue instruments issued by states and 
other political subdivisions of OECD countries, that are: (1) 
Rated investment grade by at least two nationally recognized 
credit rating services; (2) rated investment grade by one na-
tionally recognized credit rating agency and not rated less 
than investment grade by any other credit rating agency; or 
(3) unrated, but deemed to be of comparable investment qual-
ity by the reporting bank and the issuer has instruments listed 
on a recognized stock exchange, subject to review by the 
OCC. 

3 The ‘‘other’’ category includes debt instruments that are 
not included in the government or qualifying categories. 

(2) Covered equity positions. (i) For purposes 
of this section 5, covered equity positions 
means equity instruments located in the 
trading account and instruments located in 
the trading account with values that react 
primarily to changes in equity prices, in-
cluding voting or non-voting common stock, 
certain convertible bonds, and commitments 
to buy or sell equity instruments. Also in-
cluded are derivatives (including written and 
purchased options) for which the underlying 
is a covered equity position. 

(A) For covered equity positions that are 
derivatives, a bank must risk weight (as de-
scribed in paragraph (c)(2)(iii) of this sec-
tion) the market value of the effective no-
tional amount of the underlying equity in-
strument or equity portfolio. Swaps must be 
included as the notional position in the un-
derlying equity instrument or index port-
folio, with a receiving side treated as a long 
position and a paying side treated as a short 
position; and 

(B) For covered equity positions that are 
options, whether long or short, a bank must 
risk weight (as described in paragraph 
(c)(2)(iii) of this section) the market value of 
the effective notional amount of the under-
lying equity instrument or index multiplied 
by the option’s delta. 

(ii) A bank may net long and short covered 
equity positions (including derivatives) in 
identical equity issues or equity indices in 
the same market.14 

(iii)(A) A bank must multiply the absolute 
value of the current market value of each 
net long or short covered equity position by 
a risk weighting factor of 8.0 percent, or by 
4.0 percent if the equity is held in a portfolio 
that is both liquid and well-diversified.15 For 
covered equity positions that are index con-
tracts comprising a well-diversified portfolio 
of equity instruments, the net long or short 
position is multiplied by a risk weighting 
factor of 2.0 percent. 

(B) For covered equity positions from the 
following futures-related arbitrage strate-
gies, a bank may apply a 2.0 percent risk 
weighting factor to one side (long or short) 
of each position with the opposite side ex-
empt from charge: 

(1) Long and short positions in exactly the 
same index at different dates or in different 
market centers; or 

(2) Long and short positions in index con-
tracts at the same date in different but simi-
lar indices. 

(C) For futures contracts on broadly-based 
indices that are matched by offsetting posi-
tions in a basket of stocks comprising the 
index, a bank may apply a 2.0 percent risk 
weighting factor to the futures and stock 
basket positions (long and short), provided 
that such trades are deliberately entered 
into and separately controlled, and that the 
basket of stocks comprises at least 90 per-
cent of the capitalization of the index. 

(iv) The specific risk capital charge compo-
nent for covered equity positions is the sum 
of the weighted values. 

Section 6. Reservation of Authority 

The OCC reserves the authority to modify 
the application of any of the provisions in 
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this appendix to any bank, upon reasonable 
justification. 

[61 FR 47367, Sept. 6, 1996, as amended at 62 
FR 68067, Dec. 30, 1997; 65 FR 75858, Dec. 5, 
2000; 69 FR 44916, July 28, 2004; 71 FR 8936, 
Feb. 22, 2006] 

PART 4—ORGANIZATION AND 
FUNCTIONS, AVAILABILITY AND 
RELEASE OF INFORMATION, 
CONTRACTING OUTREACH PRO-
GRAM, POST-EMPLOYMENT RE-
STRICTIONS FOR SENIOR EXAM-
INERS 

Subpart A—Organization and Functions 

Sec. 
4.1 Purpose. 
4.2 Office of the Comptroller of the Cur-

rency. 
4.3 Comptroller of the Currency. 
4.4 Washington office. 
4.5 District and field offices. 
4.6 Frequency of examination of national 

banks. 
4.7 Frequency of examination of Federal 

agencies and branches. 

Subpart B—Availability of Information 
Under the Freedom of Information Act 

4.11 Purpose and scope. 
4.12 Information available under the FOIA. 
4.13 Publication in the FEDERAL REGISTER. 
4.14 Public inspection and copying. 
4.15 Specific requests for records. 
4.16 Predisclosure notice for confidential 

commercial information. 
4.17 Fees for services. 

Subpart C—Release of Non-Public OCC 
Information 

4.31 Purpose and scope. 
4.32 Definitions. 
4.33 Requirements for a request of records 

or testimony. 
4.34 Where to submit a request. 
4.35 Consideration of requests. 
4.36 Disclosure of non-public OCC informa-

tion. 
4.37 Persons and entities with access to OCC 

information; prohibition on dissemina-
tion. 

4.38 Restrictions on dissemination of re-
leased information. 

4.39 Notification of parties and procedures 
for sharing and using OCC records in liti-
gation. 

4.40 Fees for services. 

APPENDIX A TO SUBPART C—MODEL STIPULA-
TION FOR PROTECTIVE ORDER AND MODEL 
PROTECTIVE ORDER 

Subpart D—Minority-, Women-, and Indi-
viduals With Disabilities-Owned Busi-
ness Contracting Outreach Program; 
Contracting for Goods and Services 

4.61 Purpose. 
4.62 Definitions. 
4.63 Policy. 
4.64 Promotion. 
4.65 Certification. 
4.66 Oversight and monitoring. 

Subpart E—One-Year Restrictions on Post- 
Employment Activities of Senior Examiners 

4.72 Scope and purpose. 
4.73 Definitions. 
4.74 One-year post-employment restrictions. 
4.75 Effective date; waivers. 
4.76 Penalties. 

AUTHORITY: 12 U.S.C. 93a. Subpart A also 
issued under 5 U.S.C. 552; Subpart B also 
issued under 5 U.S.C. 552; E.O. 12600 (3 CFR 
1987 Comp., p. 235). Subpart C also issued 
under 5 U.S.C. 301, 552; 12 U.S.C. 161, 481, 482, 
484(a), 1442, 1817(a)(3), 1818(u) and (v), 
1820(d)(6), 1820(k), 1821(c), 1821(o), 1821(t), 
1831m, 1831p-1, 1831o, 1867, 1951 et seq., 2601 et 
seq., 2801 et seq., 2901 et seq., 3101 et seq., 3401 
et seq.; 15 U.S.C. 77uu(b), 78q(c)(3); 18 U.S.C. 
641, 1905, 1906; 29 U.S.C. 1204; 31 U.S.C. 9701; 42 
U.S.C. 3601; 44 U.S.C. 3506, 3510. Subpart D 
also issued under 12 U.S.C. 1833e. 

SOURCE: 60 FR 57322, Nov. 15, 1995, unless 
otherwise noted. 

Subpart A—Organization and 
Functions 

§ 4.1 Purpose. 
This subpart describes the organiza-

tion and functions of the Office of the 
Comptroller of the Currency (OCC), and 
provides the OCC’s principal addresses. 

§ 4.2 Office of the Comptroller of the 
Currency. 

The OCC supervises and regulates na-
tional banks and Federal branches and 
agencies of foreign banks by examining 
these institutions to determine compli-
ance with applicable laws and regula-
tions; approving or denying applica-
tions for new charters or for changes in 
corporate or banking structure; ap-
proving or denying activities; taking 
supervisory or enforcement actions; ap-
pointing receivers and conservators; 
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