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Systemic Risk in the News…

"Complete and globally consistent 
implementation of these measures will 
be essential for a safer and sounder 
banking system and will contribute to 
broader financial system stability "

“The financial industry's leadership is convinced that we 
must work closely in the period ahead with the policy 
makers to address core issues of systemic risk. This 
calls for sophisticated, not simplistic approaches. These 
issues need to be addressed on the basis of closebroader financial system stability,  

- Stefan Ingves, chairman of the Basel 
Committee on Banking Supervision, 
said in an e-mailed press statement, 

November 2011

issues need to be addressed on the basis of close 
international coordination with the goal of building a more 
robust international regulatory framework." 

- Mr. Charles Dallara, IIF Managing Director, May 2010
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Systemic risk overview – key requirements of the act
The Dodd-Frank Act – Title I – Financial Stability (selected excerpts)

Dodd-Frank Act –
Sections 102, 113, 165 Definition

Section  102
Bank Holding Company

The term ‘‘bank holding company’’ has the same meaning as in section 2 of the Bank Holding 
Company Act of 1956 (12 U.S.C. 1841). 

Section  102
U.S. Nonbank Financial  Company

The term ‘‘U.S. nonbank financial company’’ means a company… or a national securities exchange 
(or parent thereof), clearing agency (or parent thereof, unless the parent is a bank holding company), 
security-based swap execution facility, or security-based swap data repository registered with the 
Commission, or a board of trade designated as a contract market (or parent thereof), or a derivatives 
clearing organization (or parent thereof, unless the parent is a bank holding company), swap 
execution facility or a swap data repository registered with the Commodity Futures Trading 
Commission)...

Section 102
Foreign Nonbank Financial 
Company

The term ‘‘foreign nonbank financial company’’ means a company (other than a company that is, or is 
treated in the United States as, a bank holding company) that is—

(i)    incorporated or organized in a country other than the United States; and
(ii) predominantly engaged in including through a branch in the United States financial(ii)    predominantly engaged in, including through a branch in the United States, financial   

activities…

Section 113 
[U.S. and Foreign] Nonbank 
Financial Companies Supervised 

The Council, on a non-delegable basis and by a vote of not fewer than 2⁄3 of the voting members 
then serving, including an affirmative vote by the Chairperson, may determine that a [U.S. / foreign] 
nonbank financial company shall be supervised by the Board of Governors and shall be subject to 
prudential standards, in accordance with this title, if the Council determines that material financial 
di h [U S / f i ] b k fi i l h i l

p p
by the Board of Governors –
Determination

distress at the [U.S. / foreign] nonbank financial company, or the nature, scope, size, scale, 
concentration, interconnectedness, or mix of the activities of the  [U.S. / foreign] nonbank financial 
company, could pose a threat to the financial stability of the United States.

Section 165
Enhanced Supervision and 
Prudential Standards for Nonbank

In order to prevent or mitigate risks to the financial stability of the United States that could arise from 
the material financial distress or failure, or ongoing activities, of large, interconnected financial 
institutions the Board of Governors shall on its own or pursuant to recommendations by the Council

Copyright © 2011 Deloitte Development LLC. All rights reserved. 4

Prudential Standards for Nonbank 
Financial Companies supervised 
by the Board of Governors and 
Certain Bank Holding Companies

institutions, the Board of Governors shall, on its own or pursuant to recommendations by the Council 
under section 115, establish prudential standards for nonbank financial companies supervised by the 
Board of Governors and bank holding companies with total consolidated assets equal to or greater 
than $50,000,000,000.



Systemic risk overview – new systemic risk regulatory governance established
Financial Stability Oversight Council (‘FSOC’)

Th Fi i l St bilit O i ht C il (FSOC) i ibl f idi h i it i t thThe Financial Stability Oversight Council (FSOC) is responsible for providing comprehensive monitoring to ensure the 
stability of the nation's financial system. The Council is charged with identifying threats to the financial stability of the
United States; promoting market discipline; and responding to emerging risks to the stability of the United States financial 
system.  

Copyright © 2011 Deloitte Development LLC. All rights reserved. 5
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The Office of Financial Research (“OFR”)
The OFR plays a central role in the evaluation of systemic risk

Created within the Treasury Department, the purpose of the OFR is to support the FSOC in fulfilling the duties of 
the FSOC and to support member agencies.   

The OFR: 

• Will collect information on behalf of the FSOC

A stylized view of the OFR’s role in systemic risk oversight

FSOC (voting members shown)
• Will collect information on behalf of the FSOC

• Has authority to collect information and issue regulations

• The OFR has subpoena power to collect information

• Is empowered to collect information from all financial 
companies (defined broadly), not just those designated as 

SEC

CFPB

CFTC

FHFA

FRB

NCUA

Treasury

Insurance 
Rep

OCC

FDIC

OFR
Potential 

flow of info 

systemically important

• Is required to identify information already collected by member 
agencies and where possible to leverage this information in the 
analysis of systemic risk

Th OFR h th it hi h i b d th j t th

OFR OCC CCPs

Central Counterparty Clearing Facilities

to the OFR

• The OFR will develop tools for risk measurement and monitoring

• The ‘Research and Analysis Center’ within the OFR will evaluate 

The OFR has authority which is broader than just the 
standardization and collection of information:

DTCC OCC TriOptima Others

Trade Repositories

Execution Facilitiesy
and report on stress tests or other stability-related evaluations of 
financial entities overseen by the member agencies 

Exchanges SECs ECNs & Crossing 
platforms Others

Execution Facilities

Market 
SIFI SIFI SIFI SIFI SIFI Firm Firm Firm Firm Firm
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The Office of Financial Research (“OFR”) 
The primary operational centers and timelines
The Dodd Frank Wall Street Reform and Consumer Protection Act (Dodd Frank Act) established the OFR within theThe Dodd‐Frank Wall Street Reform and Consumer Protection Act (Dodd‐Frank Act) established the OFR within the 
Treasury Department to improve the quality of financial data available to policymakers and facilitate more robust and 
sophisticated analysis of the financial system. 
To execute these functions, the OFR has two primary operational centers, the Data Center and Research & Analysis 
Center

OFR

Research & Analysis
CenterData Center

Data Center: to standardize, validate, and maintain the 
data necessary to help regulators identify vulnerabilities 
in the system as a whole

Research & Analysis Center: to conduct, coordinate, and 
sponsor research to support and improve regulation of 
financial firms and markets

OFR will improve the quality of financial data and provide analytic support to the FSOC and its members by:
 Conducting financial analysis in support of the FSOC and its member agencies.
 Standardizing financial reporting requirements
 Developing a reference database

Dodd-Frank specifies several key timelines.  Many other timelines are less clear, however the key timelines give some high 
level guidance on expectations for OFR capability timing expectations.

 July 2012 and annually thereafter the OFR is required to report to congress on the state of systemic risk in the US financial

 Maximizing data efficiency and security
 Producing regular reports to Congress

Copyright © 2011 Deloitte Development LLC. All rights reserved. 7

July 2012 and annually thereafter the OFR is required to report to congress on the state of systemic risk in the US financial
system.  Additionally the OFR will report to Congress on an as needed basis if there is significant systemic risk in the US 
financial system



Key requirements
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I t d b SIFMA d D l itt 1 th t d ’ ti i t id tifi d k d i f t i i k I d t i t l

Key systemic risk requirements 
Understanding what drives systemic risk will provide context for the OFR requirements

• Market share - “Too big to fail”
• Linkage between institutions  - “Too interconnected to fail”
• Build up of systemic “hot spots”

In a study by SIFMA and Deloitte1, the study’s participants identified key drivers of systemic risk. In order to appropriately 
oversee the build up of systemic risk, measures for a number of these drivers should be issued in conjunction with each 
other to gain a more complete view. 

Size & 
Interconnect-

edness

LiquidityLeverage

• Excessive debt or use of borrowed funds 

• Highly leveraged positions bring about more 
risk – possibility of credit default, lenders 
distress, fire-sale externalities

• Ability to meet financial obligations
• Reasonable funding costs – credit lines, 

collateral needs, etc

Liquidity

Concentration
Crowded 

Leverage

Systemic • Exposures to single/specific 
counterparties products or sectors• Large number of financial 

C l ti
Herding 

ConcentrationTrades Risk counterparties, products, or sectorsg
institutions following similar 
strategies and executing similar 
trades

Correlation
g

Behaviour

Tight 
Coupling• Individuals within a group performing 

common activities without consideration 
for the longer term consequences

• Heavily correlated risk exposures 
• “Too many to fail” 
• Jointly systemic institutions

Copyright © 2011 Deloitte Development LLC. All rights reserved. 9

• Ripple effects in the marketplace with no opportunity to 
intervene 

• Highly leveraged positions, 
1 SIFMA Systemic Risk Information Study, June 2010. 



Key systemic risk requirements
Data requirements are set forth in the Dodd-Frank Act (at a high level)

Firms will need to provide data and analysis to the OFR directly or via an intermediary such as central repository or central counterparty

The OFR has a dual purpose of collecting data and providing analytical capability on systemically important 
firms,  i.e., banks > $50bn in assets and other financial organizations that might not fit the consolidated asset 
criteria (e.g., CCPs, exchanges, global custodians and non-bank financial companies)

 Sourcing data from systemically important firms; the OFR wills start sourcing existing data from regulators 
(e.g., SEC, CFTC) and subpoena data as appropriate

Conversion  Translating data collected from diverse sources to an agreed common standard to allow comparison of 
positions and risk exposures across products markets and counterparties

Firms will need to provide data and analysis to the OFR directly or via an intermediary such as central repository or central counterparty

un
ct

io
ns

Collection 

Analysis and 
Reporting

positions and risk exposures across products, markets, and counterparties 

 Providing the appropriate granular level of data and adhere to frequency of data reporting to the OFR

Actual data requirements from the OFR need to be further specified, alongside analytical capabilities and measurements to manage systemic risk

D
at

a 
f

em
en

ts

Reference  Instrument and entity reference data

Transactions 
& Positions

 Settled/unsettled contract data and 
accumulated risk exposure data

Factual

Sensitive

 Standards mandate, open standards, source 
tagging, global implementation/coordination

 Concerns over the confidentiality and ability of 
third parties to analyze/aggregate sensitive data

D
at

a 
re

qu
ire

Pricing
 Exposure and comparability of 

methodologies and derived data for 
thinly traded instruments

Economics  Macroeconomics data — employment, 
income production etc

Interpretative

Factual

 Concerns over the confidentiality and ability of 
third parties to analyze/aggregate proprietary 
data

 To be provided by existing official sources of 
i d t

Copyright © 2011 Deloitte Development LLC. All rights reserved. 10
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Key systemic risk requirements 
While the data is important, data alone will not suffice to address the needs of the OFR

Sourcing of Systemic Risk Inputs Data Management

In order to provide the data and information requested by the OFR, market participants will have to develop a 
plan to address key challenges in data aggregation, analytics, the underlying technology enablers and the wider 
organizational context. 

• Reference data (e.g. Legal Entity and Instrument 
data)

• Transaction data
• Position Data
• Pricing  (e.g. inputs, models and assumptions)

• Data Architecture
• Data Warehousing
• Data Security
• Reference Data 

&Standards Settings

• Data Availability & 
Recoverability

• Meta Data Management
• Record Management
• Data Quality

Manage              
systemic risk                 
data inputs

g ( g p , p )
• Macroeconomics

g
• Data Governance

y

Aggregate, analyze 
and report systemic 

Leverage existing             
data capabilities & 

The Wider Organization 
• Organizational structure — Governance
• Skills set — Data owners in collaboration with 

Infrastructure
• Modeling tools — scenario generation
• Stress testing tools

risk datacollaborate with 
regulators and industry

S s set ata o e s co abo at o t
complementary disciplines, e.g. economists, 
statisticians, technologists, behavioral scientists

• Leverage expertise—internal, universities, 
agencies, regulators, industry to foster thinking

• Legal — e.g. Licensing agreement for third party 

St ess test g too s
• Cloud computing — analytics processing capability with 

limited capital/IT expenditure
• Workflow and Rule engines — data aggregation for 

analysis and reporting
• Reporting tools — communicate findings in a secure

Build scalable 
infrastructure                 
to run reliable                
& repeatable  
Processes

Copyright © 2011 Deloitte Development LLC. All rights reserved. 11

data providers
Reporting tools communicate findings in a secure 
manner

• Messaging infrastructure
• Collaborative technologies

Processes



Key systemic risk requirements 
The importance, volume and sensitivity of data necessitates a robust data management framework

1. Data Architecture
• Ability to define how data is captured, processed, 

shared and retained/stored
• Align Data Architecture with existing corporate policies, 

standards and guidelines to facilitate consistency of 
data definitions across different sources

9. Data Quality
• Ability to ascertain whether data is accurate, 

consistent , reasonable and complete, which can be 
achieved by monitoring, analyzing and reporting on 
information across the organization. 

2. Data Warehousing
• A repository for storing data effectively so 

that it can be accessed and used efficiently            
to facilitate reporting and analysis.

8. Records Management
• Ability to identify, classify, archive, 

preserve, and destroy relevant records.

Data
Quality 

Records

Data 
Architecture

Data

3. Data Security
• Ability to keep data safe from corruption 

and access is suitably controlled. 

7. Meta Data Management
• Ability to define and store information about 

underlying data, e.g. an individual attribute, 
or a collection of data,  including hierarchies

• For instances, RWA calculation and reporting 
relies on a robust meta data management 
f k it i d t i t i ith

Data 
Management

Management

Meta Data 
Management

Data 
Warehousing

Data
Security

4. Reference Data
• Ability to maintain consistency of contextual 

data values across business

6. Data Availability & Recoverabilty
• Ability to make sure data is available when 

framework, as it is data intensive with 
product based rules over multiple portfolios 
and systems

Data
Governance

Data 
Availability & 
Recoverabilty

Reference 
Data & 

Standards 

data values across business 
lines/geographies/systems, i.e. “golden” data 
source

• Key reference data elements for the OFR are 
legal entity data (e.g. counterparty IDs and 
hierarchy data) and instrument data

• Aims at providing standards for collecting, 

5. Data Governance 
• Ability to clearly identify data owners, 

data users and data reviewers along with 
workflow/procedures for data integrity

b ty to a e su e data s a a ab e e
and where it's needed, i.e., store data as a 
back up and then test the back ups to make 
sure that they are valid. 

• This will include internal/external historic 
data used in risk models

Copyright © 2011 Deloitte Development LLC. All rights reserved. 12

p g g,
aggregating, matching, consolidating, and 
distributing data in a consistent manner



Key systemic risk requirements 
Our view: a potential business architecture for the OFR will likely include the following elements

O ti N Operations - New 
governmental office 
requires the stand 
up of key functions 
such as talent 
acquisition andacquisition and 
management,  
communication, 
and back office

 Foundational -
OFR will need aOFR will need a 
robust infrastructure 
with massive data 
storage capacity 
protected by top-
rate security 
provisions. Staged 
approach allows 
OFR to phase in 
security and 
infrastructure 
capabilities overcapabilities over 
time

 Data Center - Current financial data is 
stored and reported in a variety of 
i tibl t d d R l t d

 Research and Analysis - Requires timely 
research at an unprecedented scale while 

i th t OFR d t d i th

 Information Sharing - Should include 
a comprehensive  self-service external 
i t f t bli h t d t

Copyright © 2011 Deloitte Development LLC. All rights reserved. 13

incompatible standards. Regulatory and 
industry working group participation  will 
ensure buy-in on standard  data formats 
and reference database

ensuring that OFR does not drown in the 
deluge of data. Proposed hypothesis-based 
framework maximizes utility of analysis for a 
given complexity level and ensures 
resources are efficiently allocated

interface to publish aggregate data 
and analysis. Tailored secure data 
feeds back to other regulators and 
industry
Source: Deloitte analysis



Key systemic risk requirements
Our view: a potential technology architecture for the OFR will likely include the following elements

Copyright © 2011 Deloitte Development LLC. All rights reserved. 14Data Privacy, Protection and Safeguards (Transport, Storage,  Sharing)Source: Deloitte analysis



Global Legal Entity Identifier
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The road to developing a global LEI standard

A global standardized Legal Entity Identifier (LEI) will help enable organizations to more effectively measure and manage 
counterparty exposure, while providing substantial operational efficiencies and operational risk reduction for the
industry.  The coalition of financial firms and global trade associations has undertaken the task to make a recommendation 
on the right combination of solution providers to deliver a global LEI framework.

CFTC & SEC LEI Proposal

Commodity Futures Trading Commission 
(CFTC) and Securities and Exchange 
Commission (SEC) release analogous 
proposals for a universal LEI.

LEI Requirements

Industry coalition releases 
requirements document for a Global 
LEI Solution.

Recommendation

Industry recommends ISO-SWIFT-
DTCC to offer infrastructure, partner 
w/ ANNA 

Jul ‘11Dec ‘10 Apr ‘11Mar ‘11 Aug ‘11Feb‘11Jan ‘11 May ‘11 Jun ‘11

proposals for a universal LEI.

p gy

OFR Policy on LEI LEI Coalition Solicitation of Interest International Supporty

U.S. Office of Financial 
Research releases policy 
statement on LEI.

The coalition of trade associations and 
financial services firms, lead by SIFMA 
came together to start a consensus process 
to develop a set of requirements for the 
Global LEI Solution.

Solicitation of Interest by 
the coalition released 
calling on potential 
providers.

pp

IOSCO-CPSS OTC report 
advocates adoption of LEI.

Copyright © 2011 Deloitte Development LLC. All rights reserved. 16

1 SIFMA 2011 Sibos Conference: Panel: “LEI Implementation and BIC Evolution.  September 2011.
2 GFMA: Creating a Global Legal Entity Identifier (LEI) Standard. September 2011.



The coalition of trade associations and financial services firms’ 
recommendations on LEI providers

The coalition of trade associations and financial services firms made the following recommendation for the LEI solution 
providers on July 11. The coalition feels it is putting forth the group of organizations that has the best opportunity to 
implement the LEI operational system. Notwithstanding, the Coalition fully expects other market participants to become 
involved with the LEI solution in a complementary manner as the concept matures and is adopted globally.

ISO 17442

• ISO 17442 standard meets the characteristics 
set forth by the Trade Associations, 
specifically, that the identifier is persistent, 

• Created through the robust ISO process, it 
has the foundation to become the 
internationally recognized data standard for 

Data 
Standards 

DriversLEI Recommendation

neutral, singular, unique, extensible, 
structurally fixed, reliable, and interoperable1

the identification of legal entities1Body

• Depository Trust & Clearing Corporation 
(DTCC) and SWIFT, along with DTCC’s 
wholly owned subsidiary AVOX will operate

• DTCC, as Facilities Manager, will collect 
requests for new LEIs to be created, validate 
the information provided by leveraging

DTCC & SWIFT

wholly owned subsidiary AVOX will operate 
the core LEI utility as the central point for data 
collection, data maintenance, LEI assignment, 
and quality assurance1

• SWIFT, as the Registration Authority, will 
register and assist entities with self-
registration1

the information provided by leveraging 
AVOX's capabilities, maintain and store the 
reference data associated with each LEI, and 
maintain the public distribution of the LEI 
database1

Registration 
Authority / 
Facilities 
Manager

ANNA

• ANNA will manage the relationship between 
the LEI utility and the issuers and obligors in 
each NNA's home market1

• NNAs will improve the quality of the database 
d h l i t t i t ti l

• The NNAs will serve as LEI agents or "faces" 
of the LEI utility to those markets while 
leveraging the functionality of the centralized 
LEI utility for the assignment, further 

lid ti d l b l di t ib ti f LEI 1

Federated 
Registration

registration1
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and help cover an important, international 
segment of entities eligible for a LEI1

validation and global distribution of LEIs1

1 SIFMA 2011 Sibos Conference: Panel: “LEI Implementation and BIC Evolution.  September 2011.
2 GFMA: Global Legal Entity Identifier: Industry’s Process & Recommendations.



Implementing the Global LEI

Implementation of the LEI solution will rely on global cooperation among the regulators to take the next steps in moving 
the LEI solution forward.  The coalition will be collaborating with providers to define the solution structure and design, and 
identify the necessary architecture, timeframes and deliverables critical to the implementation process.  As a first step 
towards implementing the LEI, the coalition has developed an initial draft of a potential LEI operating model which is 
depicted below.  This operating model is likely to evolve based on the continuing dialogue with global policy makers and 

l ti idsolution providers. 

Potential Legal Entity Identifier Operating Model

Customer-Facing Registration Services
P id i t f f li t t b it d t d t LEIProvides interface for clients to submit data and request LEI.  
Information submitted to Registration Authority to validate and 
supply number.

Registration Authority
Manages centralized issuance, validation, distribution and 
coordination of ID issuance for customer-facing registration g g
services.

Data Standard
Provides a data standard that can be used internationally and is 
persistent, neutral, singular, unique, extensible, structurally fixed, 
reliable and interoperable.

Facilities Manager
Cleanses and maintains LEI database and associated information; 
delivers LEI information to end users

LEI Partner
Support LEI operations, either through free or at-cost basic 

Copyright © 2011 Deloitte Development LLC. All rights reserved. 18

1 SIFMA 2011 Sibos Conference: Panel: “LEI Implementation and BIC Evolution.  September 2011.
2 GFMA: Global Legal Entity Identifier: Industry’s Process & Recommendations.

functions or using base LEI information to develop value added 
services



SIFI Candidates
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Key market participants 
Universe of potential Systemically Important Financial Institutions (SIFIs) 

B d D dd F k th t ti l SIFI i i t th f B k H ldi C i N

P t ti l Fi i l St bilit O i ht C il (FSOC) d i t d SIFI

Based upon Dodd-Frank, one can group the potential SIFI universe into three groups, of Bank Holding Companies, Non-
Bank Financial Companies and Financial Market Utilities with further sub-groupings under each.

Financial Market 
Utilities

Nonbank Financial 
Companies

Bank Holding 
Companies

(Consolidated 

Potential Financial Stability Oversight Council (FSOC) designated SIFIs

Assets > $50B)

1 2 3 4 5 6

Swap 

7 8 9

Market Participants Infrastructure

Major BHCs Non-U.S. 
BHCs

Broker–
Dealers

Other Non-
Bank Finance 
Companies

Insurers / Re-
insurers

Asset 
Managers

Execution 
Facilities 

Repository / 
Clearers

Securities and 
Commodities 
Exchanges

Clearing 
Agencies

36 98

Estimated number of potential SIFI’sp

Copyright © 2011 Deloitte Development LLC. All rights reserved. 20

Source: Deloitte analysis on Dodd-Frank Wall Street Reform and Consumer Protection Act.



SIFI Designation Process
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Potential SIFI Response Decision Tree
Breakdown of potential Systemic Risk Responses

Copyright © 2011 Deloitte Development LLC. All rights reserved. 22



There is a tightly defined process for FSOC SIFI designation and review 
Resulting in limited time-boxed windows for response2

Screening & 
consideration

Notice of 
consideration Written notice Hearing Final determination

The FSOC must consult with existing regulators before making a determination, but once a determination is made and notified, affected 
firms have only 30 days to respond and request a review hearing, and the FSOC has a further 60 days to reach a final determination of SIFI 
status.

FSOC will conduct a 3-Stage
Process to list which 
companies  it will consider

FSOC to issue notice and 
request materials for SIFI 
consideration

Company to receive 
notice and explanation as 
a proposed SIFI

Company to request, within 30 
days, hearing with FSOC to 
dispute proposed SIFI 
designation

FSOC, within 60 days of 
hearing, to conclude on 
final SIFI designation

• Stage 1: Initial Identification: 
U i bli d l t

• After the three Stages, and after 
2/3 t b th FSOC

• If the FSOC determines that 
b k fi i l

• Not later than 30 days after the 
d t f i t f th ti f

• The FSOC shall, not later 
th 60 d ft th d tUsing public and regulatory

sources, the FSOC will use 
several quantitative thresholds
to determine who it will continue 
to screen

• Stage 2: Prioritization: Through 
voluntary requests,  and public 
and regulatory sources, the

a 2/3 vote by the FSOC, 
including the Treasury 
Secretary’s affirmative vote, a 
company will be considered for 
a Proposed Determination

• The FSOC will then send a 
company a  written notice of 
consideration which will 

a nonbank financial 
company or the financial 
activities of a company 
should be supervised by the 
Federal Reserve Ban and 
be subject to prudential 
standards, the FSOC shall 
provide to the nonbank 
fi i l

date of receipt of the notice of a 
proposed determination, the 
nonbank financial company may 
request, in writing, an opportunity 
for a written or oral hearing 
before the FSOC to contest the 
proposed determination 

• The FSOC shall fix a time (not 

than 60 days after the date 
of the hearing
‒ Make a final 

determination regarding 
whether the nonbank 
financial company or the 
financial activities of the 
company shall be and regulatory sources, the 

FSOC will conduct a qualitative 
analysis of the company’s 
selected during Stage 1

• Stage 3: Review: With 
information from Stages 1 & 2, 
along with data sourced directly 
from specific companies, the 
FSOC ill l t h th t

contain: 
‒ An explanation of the basis 

for the proposed 
determination

‒ An opportunity to submit 
written materials, within 
such time as the FSOC 
determines to be appropriate

financial company or 
company written notice of 
the proposed 
determination of the 
FSOC, including an 
explanation of the basis of 
the proposed determination 
of the FSOC

later than 30 days after the date 
of receipt of the request) and 
place at which such company may 
appear, to submit written materials 
(or, at the sole discretion of the 
FSOC, oral testimony and oral 
argument) concerning whether 
material financial distress at the 

supervised by the Board of 
Governors and subject to 
prudential standards 

‒ Notify the nonbank 
financial company or 
company, in writing, of the 
final determination of the 
FSOC, which shall containFSOC will evaluate whether to 

consider to subject a company to 
one of the two “Determinations” 
that will decide whether the 
company will become subject to 
Federal Reserve prudential 
supervision 

determines to be appropriate, 
concerning whether, in the 
company’s view, material 
financial distress at the 
company, or the nature, 
scope, size, scale, 
concentration, 
interconnectedness, or mix of 
the activities of the company

company, or the nature, scope, 
size, scale, concentration, 
interconnectedness, or mix of the 
activities of the company, could 
pose a threat to the financial 
stability of the United States 

FSOC, which shall contain 
a statement of the basis for 
the decision of the FSOC 

‒ If no hearing was 
requested, the FSOC 
shall, not later than 10 
days after the date by 
which the company could 
have requested a hearing

Copyright © 2011 Deloitte Development LLC. All rights reserved. 23

the activities of the company, 
could pose a threat to the 
financial stability of the United 
States

have requested a hearing, 
make a final 
determination 

2 Deloitte Analysis on Dodd-Frank Wall Street Reform and Consumer Protection Act. 



There is a tightly defined process for FSOC SIFI designation and review 
Resulting in limited time-boxed windows for response2

Screening & 
consideration

Notice of 
consideration Written notice Hearing Final determination

Stage 1: Quantitative Screen Stage 2: Qualitative Assessment Stage 3: In-Depth Analysis

Screening & consideration

Stage 1: Quantitative Screen Stage 2: Qualitative Assessment Stage 3: In Depth Analysis

 Stage 1 is designed to narrow 
the universe of nonbank 
financial companies to a 
smaller set of nonbank 
financial companies using 
quantitative thresholds that

 During Stage 2, the Council will 
conduct a comprehensive analysis 
of the potential for the identified 
nonbank financial companies to 
pose a threat to U.S. financial 
stability

 Stage 3 will build on the Stage 2 analysis using quantitative and 
qualitative information collected directly from the nonbank financial 
company by the Office of Financial Research (the “OFR”) or the 
appropriate regulatory agency in addition to the otherwise available 
information considered during Stages 1 and 2:

Abilit t iti t t it t ti l t th t t U Squantitative thresholds that 
are broadly applicable across 
the financial sector:

‒ Consolidated Assets 
(>$50B)

‒ CDS Outstanding (>$30B)

stability
 Using “a wide range of quantitative 

and qualitative industry-specific 
and company-specific factors” to 
evaluate  a “company’s potential to 
pose a threat to U.S. financial 
stability”:

‒ Ability to mitigate or aggravate its potential to pose a threat to U.S. 
financial stability by looking at: 

• Resolvability
• Legal
• Funding
• Operational structure

Ob t l t th id d d l l ti f th
‒ Net Derivatives Liabilities 

(>$3.5B)

‒ Loans & Bonds Outstanding 
(>$20B)

‒ Leverage Ratio (>15-to-1)

stability :
‒ Size

‒ Interconnectedness

‒ Substitutability

‒ Leverage

Li idit i k d t it

• Obstacles to the rapid and orderly resolution of the company
• Opacity of operations
• Complexity
• Existing regulatory scrutiny

‒ Legal entity and cross-border operations issues

• Separability
‒ Short-Term Debt Ratio 

(>10%)

 Stage 1 is intended to identify 
those nonbank financial 
companies that should be 
subject to further evaluation 

‒ Liquidity risk and maturity 
mismatch

‒ Existing  regulatory scrutiny

 Based on the analysis conducted 
during Stage 2, the Council intends 
to contact those nonbank financial 

p y
• Franchise value in resolution or recovery
• Continuity of critical services in existing or as a new legal entity or 

structure, degree on intra-group liquidity and funding dependency
• Payment and risk management needs
• Size and nature of intra-group transactions

 The Council will determine whether to subject a nonbank financial 
t B d f G i i d d ti l t d d
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j
in subsequent stages of 
review

companies that the Council 
believes merit further review in 
Stage 3

company to Board of Governors supervision and prudential standards 
based on the results of the analyses conducted during each stage of 
review 

FSOC NPR: Authority to Require Supervision and Regulation of Certain Nonbank Financial Companies 



Key areas of impact
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Nonbank Financial Companies, SIFI designation impact
Non-Bank financial companies designated SIFIs would face significantly increased prudential standards and oversight
In order to prevent or mitigate risks to the financial stability, the FSOC may determine that a non-bank SIFI be supervised by the Federal Reserve In order to prevent or mitigate risks to the financial stability, the FSOC may determine that a non bank SIFI be supervised by the Federal Reserve 
Bank and be subject to heightened prudential standards. The FSOC may make recommendations to the Federal Reserve Bank concerning the 
establishment and refinement of these prudential standards and reporting and disclosure requirements applicable to nonbank SIFIs. The FSOC 
recommendations of prudential standards may include:5

Heightened prudential standards

FSOC SIFI designation

Leverage
limits

Risk-based
capital Liquidity

requirements

Resolution
plan & credit

exposure

Heightened prudential standards

limits

ContingentC t ti

requirements requirements

Enhanced

report
requirements 

Overall
i kContingent

capital
requirements6

Concentration
limits

Enhanced
public

disclosures

risk
management
requirements

Potential FSOC recommendations of prudential standards
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5 Dodd-Frank Wall Street Reform and Consumer Protection Act, www.sec.gov/about/laws/wallstreetreform-cpa.pdf.
6 The FSOC shall conduct a study of the feasibility, benefits, costs, and structure of a contingent capital requirement for nonbank financial companies supervised by the Federal Reserve 

Bank 



The impact of enhanced prudential standards under DFA for large BHCs and for 
NBFCs designated as SIFIs and subject to Federal Reserve Consolidated Supervision

S ti 165 f th D dd F k A t i th B d t t bli h t i t d ti l t d d f ll BHC ith t t l

 Risk-Based Capital and Leverage Requirements: heightened risk-based capital and leverage requirements for nonbank 
financial companies supervised by the Board and BHCs with $50 billion or more in assets

Section 165 of the Dodd-Frank Act requires the Board to establish stricter prudential standards for all BHCs with total 
consolidated assets of $50 billion or greater and all non-bank financial companies supervised by the Board. The Board 
expects to request comment on a proposed rule or rules incorporating the following: 

 Liquidity Requirements: enhanced liquidity requirements for nonbank financial companies supervised by the Board and 
BHCs with $50 billion or more in assets

 Risk-Management Requirements: heightened risk-management standards for nonbank financial companies supervised by 
the Board and BHCs with $50 billion or more in assets.

 Credit Exposure Limits: rules to prohibit nonbank financial companies supervised by the Board and BHCs with $50 billion or 
more in assets from having credit exposure to any unaffiliated entity exceeding a percentage of the company's capital stock 
and surplus. 

 Risk Committee Requirements: requirement that the board of directors of each publicly traded nonbank financial company 
$supervised by the Board and publicly traded BHC with $10 billion or more in assets establish a risk committee. 

 Stress Tests: Board Conducted: requirement that the Board conduct an annual stress test of each nonbank financial 
company supervised by the Board and BHC with $50 billion or more in assets.

 Stress Tests: Company Conducted: requirement that each nonbank financial company supervised by the Board and BHC 
$with $50 billion or more in assets conduct semi-annual stress tests; requirement that other supervised financial companies with 

$10 billion or more in assets conduct annual stress tests. 

 Early Remediation Regime: requirement that nonbank financial companies supervised by the Board and BHCs with $50 
billion or more in assets  take increasingly stringent corrective measures as the company's financial condition deteriorates.
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 Applications by Nonbank Financial Companies to Acquire Bank Shares
The Board proposed a rule to implement the requirement that a nonbank financial company seek the Board's approval before 
acquiring more than 5 percent of the voting shares of any bank or bank holding company, thereby aligning this threshold with 
that currently applied to bank holding company acquisitions of bank shares. 



Global SIFIs
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In addition, the FSB and Basel Committee have proposed G-SIB designation criteria

The FSB and Basel Committee have proposed an approach to identifying Global Systemically Important Banks (G-SIB’s) 
and developed a series of capital charge add-on’s.  The proposed guidance is intended to:
• Reduce the probability of failure of G-SIBs by increasing their going-concern loss absorbency; and
• Reduce the extent or impact of failure of G-SIBs, by improving global recovery and resolution frameworks.
Below is a summary of the indicator-based measurement approach the Basel Committee has proposed8 to determine a 
b k’ l ti l b l t i i tbank’s relative global systemic importance.  

Complexity

• OTC Derivatives Notional Value
• Level 3 Assets

Size

• Totale exposures as defined for use in the 
Basel III leverage ratio
G 7

Interconnectedness

• Trading Book Vale and Available for Sale 
Vale

• Number of jurisdictions7

Global (cross-jurisdictional) activity

• Gross or net revenue7

• Equity market capitalization7Global 
Systemically 

Important 
Bank

• Intra-financial system assets
• Intra-financial system liabilities
• Wholesale funding ratio

• Cross Jurisdictional Activity
• Cross Jurisdictional Liabilities
• Non-domestic revenue as a proportion of 

total revenue7

• Cross-jurisdictional claims and liabilities as a 
proportion of total assets and liabilities7

Criteria

Lack of Substitutability

• Assets under custody
• Payments clearer and settled through payment systems
• Values of underwritten transactions in debt and equity markets

Degree of market participation7
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7 Ancillary indicators: The Basel Committee has identified a number of ancillary indicators relating to specific aspects of the systemic importance of an institution that may not be captured 
by the indicator-based measurement approach alone.

8 Basel Committee on Banking Supervision’s: Consultative Document: Global systemically important banks: Assessment methodology and the additional loss absorbency requirement.  
July 2010. Additionally, on August 28, 2011, the Basel Committee announced: The Committee is proposing some changes to certain indicators to improve the methodology for identifying 
G-SIBs, which will be subject to additional testing by March 2012 using updated bank data. It is conducting this work in close cooperation with the Financial Stability Board. 

• Degree of market participation7



G-SIB List: FSB G-20 Panel Names Top Global Banks

The Financial Stability Board (FSB) and the Basel Committee of Banking Supervision published on November 4th, 2011 
the list of Global SIFIs which will be required to hold more capital because of their importance to the global financial 
system.

L t i d t il h th i H ld it l th th b k

Illustrative Timeline & Impact
Have a core Tier 1 capital 

20192011 20182013 20142012 2016 20172015

Lay out in detail how their 
businesses should be 
unwound if they collapse

Hold more capital than other banks 
“in order to reflect the greater cost 
to the system of their failure”

ratio up to 3.5 percentage 
points higher than banks that 
aren’t systemically relevant

Banks

The agency foresees five 
"buckets," requiring extra capital

Buckets

17Europe
buckets,  requiring extra capital 

of 1%, 1.5%, 2%, 2.5% and 3.5%. 
The more important the bank, the 
higher the surcharge it will have to 
pay.  The 3.5% "bucket" will be left 
empty to start with.

8U.S.

p y

The FSB did not disclose the 
composition of the buckets, 
however Morgan Stanley 
estimates the number of banks 

3Japan

Copyright © 2011 Deloitte Development LLC. All rights reserved. 30

per bucket as shown to the right.1China

Source: FSB Policy Measures to Address Systemically Important Financial Institutions
Morgan Stanley Impact of draft rules on the 28 globally systemic banks



Conclusions
Our summary thoughts on US Dodd-Frank and Basel Committee frameworks for systemic risk

Understanding and managing systemic risk continues to be a key challenge for regulators and market participants in the 
financial system.  The role and responsibilities of the OFR and the Basel Committee and broader financial services market 
goes beyond the current capabilities in place for compliance and enforcement purposes. We defined below some of the 
key challenges that will require concerted regulator and industry action to effectively monitor and manage systemic risk

 For the FSOC, OFR, Federal Reserve and other systemic risk regulators

 Set SIFI requirements

 Develop systemic risk monitoring analytics methodologies 

 Develop implement and maintain systemic risk monitoring infrastructuresDevelop, implement and maintain systemic risk monitoring infrastructures

 Develop SIFI monitoring and resolution capabilities

 Monitor ongoing systemic risks and SIFI health and take appropriate supervisory actions

 For the overall financial services industry, agreement and implementation of issues like LEI and contract standards

 For financial institutions increased capital and liquidity requirements living wills credit exposure reporting stress For financial institutions, increased capital and liquidity requirements, living wills, credit exposure reporting , stress 
tests, systemic risk reporting and other requirements

 For GSIB’s, increased loss absorbency capital charge add-ons based upon GSIB category classification
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Given the magnitude of change to address systemic risk, significant effort will be required by regulators and the industry.  
Implementation of systemic risk capabilities may allow regulators to monitor risks across the financial system.



Thi t ti t i l i f ti l d D l itt i t b f thi t ti d i ti b i fi i lThis presentation contains general information only and Deloitte is not, by means of this presentation, rendering accounting, business, financial, 
investment, legal, tax, or other professional advice or services. This presentation is not a substitute for such professional advice or services, nor 
should it be used as a basis for any decision or action that may affect your business. Before making any decision or taking any action that may affect 
your business, you should consult a qualified professional advisor.

Deloitte, its affiliates and related entities shall not be responsible for any loss sustained by any person who relies on this presentation. 
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