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Ladies and Gentlemen: 
 

The SecuriAes Industry and Financial Markets AssociaAon Asset Management Group 
(“SIFMA AMG”)1 appreciates the opportunity to comment on the proposal of the Office of the 
Comptroller of the Currency (“the OCC”), the Board of Governors of the Federal Reserve System 
(“the Federal Reserve”), and the Federal Deposit Insurance CorporaAon (“the FDIC” and, 
collecAvely with the OCC and the Federal Reserve, “the Agencies”) to modify the regulatory 
capital requirements applicable to large banking organizaAons and banking organizaAons with 
significant trading acAvity, which would implement the final components of the Basel III capital 
standards known as the Basel III endgame (“the Basel III Proposal”).2  In addiAon, this leKer 
includes SIFMA AMG’s comments on the amendment to the calculaAon of regulatory capital 
and the standard approach for all firms other than Category I and II firms and firms that elect to 
apply the expanded risk-based approach (“the Standardized Approach”), and the Federal 
Reserve’s proposal (“the GSIB Surcharge Proposal”,3 and collecAvely with the Basel III Proposal 
and the Standardized Approach, “the Proposals”) to make certain adjustments to the 
calculaAon of the GSIB surcharge for the U.S. GSIBs.  
 

I. Execu>ve Summary 
 
SIFMA AMG members appreciate the Agencies’ policy objecAves to bolster the safety 

and soundness of the U.S. banking system, and support measures that would ensure the 
resiliency and stability of the U.S. financial markets as they execute investment and hedging 
strategies in support of client goals including saving for college, buying a home and planning for 
reArement.  SIFMA AMG commends the Agencies for addressing the many of design issues with 
the 2023 proposals that could have detrimental effects on pricing, transacAon costs, the 

 
1 SIFMA AMG brings the asset management community together to provide views on U.S. and global policy and to 
create industry best prac>ces. SIFMA AMG’s members represent U.S. and global asset management firms whose 
combined assets under management exceed $62 trillion. The clients of SIFMA AMG member firms include, among 
others, tens of millions of individual investors, registered investment companies, endowments, public and private 
pension funds, undertakings for collec>ve investment in transferable securi>es (UCITS) and private funds such as 
hedge funds and private equity funds. 
2 https://www.federalregister.gov/documents/2026/03/27/2026-05959/regulatory-capital-rule-category-i-
and-ii-banking-organizations-banking-organizations-with  
3 https://www.federalregister.gov/documents/2026/03/27/2026-05961/regulatory-capital-rule-regulation-q-
risk-based-capital-surcharges-for-global-systemically-important  
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availability of services and market liquidity.4,5  However, our members are sAll concerned with 
certain aspects of the 2026 Proposals that may have potenAal far-reaching, adverse effects on 
the U.S. financial markets.   

 
To that end, we offer our comments to highlight the downstream effects the Proposals 

would have on ordinary investors and end-user members’ clients.  In parAcular, the Proposals 
could make it more difficult for asset managers to meet their clients’ investment targets or 
miAgate risks in their porjolios, as banking organizaAons abandon or curtail their offerings in 
certain products or services, reduce their provision of liquidity in markets that are no longer 
commercially viable or become more selecAve as to their customers and counterparAes. 
 

This leKer idenAfies three aspects of the Proposals that we think are most relevant to 
our concerns.  They are: 

 
A. InsAtuAonal and retail investors of regulated investment vehicles will be harmed by the 

Basel III Proposal due to:  
a. the significant increases in the CVA capital requirement for large banking 

organizaAons’ derivaAve transacAons with RIVs;  
b. the lack of appropriate recogniAon of hedging with equity derivaAves under the 

FRTB DRC; and 
c. the heightened risk weight for exposures to preferred stock of closed-end funds.   

B. Investment funds and their insAtuAonal and retail clients will be harmed by the GSIB 
Surcharge Proposal’s treatment of holdings of ETFs by banking organizaAons as 
systemically risky acAviAes. 

C. Investment funds and their insAtuAonal and retail clients will be harmed by the 
Proposals’ failure to provide consistent risk-sensiAve treatment for investment grade 
corporate exposures across the Basel III Proposal and the Standardized Approach, and to 
clarify the treatment of separate accounts when banking organizaAons face them as 
counterparAes. 

 
Each of these issues is discussed in more detail below. 

 
4 https://www.federalregister.gov/documents/2023/09/18/2023-19200/regulatory-capital-rule-large-banking-
organizations-and-banking-organizations-with-significant 
5 https://www.federalregister.gov/documents/2023/09/01/2023-16896/regulatory-capital-rule-risk-based-
capital-surcharges-for-global-systemically-important-bank-holding 
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II. Discussion 

 
A. Absent targeted adjustments, the Basel III Proposal’s CVA and FRTB DRC would harm 

ins>tu>onal and retail investors in regulated investment vehicles.  
 
Registered funds, employee plans, collecAve investment funds or collecAve investment 

trusts (collecAvely, regulated investment vehicles or “RIVs”) are important mechanisms through 
which investors and their insAtuAonal and retail clients access financial markets, parAcularly 
with respect to reArement savings.  These enAAes rely on banking organizaAons as 
counterparAes for derivaAves transacAons, which they generally use to hedge investment 
porjolio risks, such as foreign exchange risk, interest rate risk and credit risk, on behalf of their 
underlying insAtuAonal and retail investors.  They are expected to be harmed through the new 
and increased capital requirements for credit valuaAon adjustment (“CVA”) and the puniAve 
treatment of hedging with equity derivaAves under the FRTB DRC, which would increase 
hedging costs. 

 
a. The significant increases in the Basel III Proposal’s CVA capital requirement for 

large banking organiza>ons’ deriva>ve transac>ons with RIVs. 
 

i. Proposed changes 
 
For large U.S. banking insAtuAons engaged in substanAal trading and derivaAves 

acAviAes, CVA risk capital requirements are generally not part of the binding constraints under 
current U.S. bank capital regulaAons.  The Basel III Proposal, however, would incorporate risk-
weighted assets related to CVA risk into capital measures for these banking organizaAons.  
Meanwhile, these banking organizaAons are subject to stress capital buffer which separately 
sets capital requirements for CVA losses.  Consequently, CVA risk related capital requirements—
applicable primarily to bilateral OTC derivaAves contracts—are anAcipated to increase 
significantly.   
 

ii. Nega>ve consequences to RIVs and their investors 
 
Since RIVs rely extensively on bilateral OTC derivaAves to execute investment strategies 

and hedge risk arising therefrom, the CVA capital increases would inevitably have serious impact 
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on the costs and accessibility of derivaAves with RIVs.  As such, asset managers would likely find 
it increasingly more expensive to execute investment strategies and hedge risk arising 
therefrom.  As derivaAves’ liquidity providers would have to assess the conAnued viability or 
costs of derivaAves with RIVs, concentraAon and volaAlity risk would undoubtedly increase as 
the field of liquidity providers shrank in size. 
 

iii. Recommended path forward 
 
We recommend that the Agencies exempt bilateral OTC derivaAves transacAons with 

RIVs from the scope of CVA risk covered posiAons.  The purpose of the CVA risk capital 
requirement is to address the risk that the CVA recognized under GAAP would increase as a 
result of increased credit spread risk and credit exposure risk. SIFMA AMG firmly believes that 
the many reforms to derivaAves markets introduced since the 2008 Global Financial Crisis in 
terms of derivaAves reporAng, margining, clearing, and exchange trading; as well as reforms 
applicable to RIVs in terms of disclosure and creditworthiness, have served to miAgate 
perceived risks involving RIVs and derivaAves usage.  The possible benefits of increased CVA risk 
capital requirements cannot be jusAfied given the otherwise significantly enhanced markets and 
the downside impact of reduced investment opAons and risk management capability. 
 

It is important to note that authoriAes in the European Union have exempted banking 
organizaAons’ derivaAves transacAons with Pension Funds from CVA risk capital requirements.6  
In the United States, defined contribuAon plans rather than pension plans consAtute the largest 
pools of reArement and long-term savings.  In order to preserve analogous capital treatment for 
a banking organizaAon’s exposures to reArees and similar individuals and in light of the 
regulatory framework that applies to RIVs, the Agencies should provide a similar exempAon for 
RIVs (including internaAonal RIVs). 

 
  

 
6 Eur. Conim’n, Regula>on (EU) No 648/2012 of the Eur. Parliament and of the Council of 26 June 2013 on 
Pruden>al Requirements for Credit Ins>tu>ons and Investment Firms and Amending Regula>on (EU) No 648/2012 
Art. 382 pt. 4(b) (exemp>ng pension scheme arrangements from CVA risk capital calcula>ons); see also Eur. 
Conim’n, Regula>on (EU) No 648/2012 of the Eur. Parliament and of the Council of 4 Jul. 2012 on OTC Deriva>ves, 
Central Counterpar>es and Trade Repositories, Art. 2 pt. 10 (defining the scope of "pension scheme arrangement”). 
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b. The lack of appropriate recogni>on of hedging with equity deriva>ves under the 
Basel III Proposal’s FRTB DRC. 
 

i. Proposed changes 
 
Banking organizaAons may hedge longer-dated equity derivaAves with cash equiAes and 

more onen with short-dated equity derivaAves. These hedging pracAces support economically 
sensible risk management and, in turn, help asset managers access cost-effecAve hedging and 
financing through their bank counterparAes. The Basel III Proposal’s FRTB Default Risk Charge 
(“DRC”) allows banking organizaAons to assign a cash equity posiAon used to hedge derivaAve 
contracts with the same maturity as the derivaAve it hedges and, where a default risk posiAon is 
deliverable into a hedged derivaAve, align the maturity of the default risk posiAon with that 
derivaAve. In doing so, the Proposal would adequately recognize the hedging benefits of cash 
equity posiAons. However, the Proposal would not appropriately recognize the risk-reducing 
effects of short-dated derivaAves that hedge longer-dated derivaAves because the eligibility for 
offseong treatment would be determined by the contractual maturity of the derivaAve 
contract. This U.S. approach to DRC remains one of the few examples of gold-plaAng relaAve to 
the internaAonal framework, which allows the use of models but is disallowed under the U.S. 
NPR. Given the global nature of the public equiAes markets, a globally consistent approach is 
important to avoid placing U.S. markets at a compeAAve disadvantage. 
 

ii. Nega>ve consequences to RIVs and their investors 
 
This mismatch would prohibit banking organizaAons from reflecAng the reduced risk of a 

longer-dated derivaAve hedged with a liquid and short-dated derivaAves instrument (e.g., 
futures or plain-vanilla European or American opAons) in their FRTB DRC calculaAons, resulAng 
capital requirement that would not be aligned with underlying economic risk.  Since asset 
managers rely extensively on derivaAves to execute investment strategies and hedge risk arising 
therefrom, the puniAve treatment of equity derivaAves under the FRTB DRC would inevitably 
have serious impact on the costs and accessibility of derivaAves with RIVs.  This mismatch can 
translate into higher prices, reduced capacity, and less reliable liquidity for hedging programs for 
asset managers that rely on banks to provide these instruments. 
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iii. Recommended path forward 
 

We recommend that the Agencies permit banking organizaAons to assign to a derivaAve 
hedge the same maturity as the underlying derivaAve, so that the resulAng capital requirement 
beKer reflects economic risk and asset managers can conAnue to hedge efficiently through their 
bank counterparAes. This recommendaAon is also consistent with the approach Europe is 
planning for banks that do not use models. Given the global nature of the public equiAes 
markets, adopAng a globally consistent approach is important to avoid disadvantaging U.S. 
markets. 
 

c. The heightened risk weight for exposures to preferred stock of closed-end funds. 
 

i. Proposed changes 
 
The Basel III Proposal would revise the definiAon of “subordinated exposure” to include 

preferred stock that a banking organizaAon does not treat as an equity exposure under the 
capital rules, subjecAng those exposures to a 150% risk weight. Preferred stock issued by closed-
end funds may fall outside the definiAon of an equity exposure if it carries a contractual periodic 
payment obligaAon. Because closed-end funds onen issue preferred stock as a financing 
instrument with that feature, the stock could be treated as subordinated debt under the 
Proposal. Yet closed-end funds onen have no other debt outstanding, meaning the preferred 
stock funcAons more like senior debt despite being subject to puniAve capital treatment. 

 
Closed-end fund preferred stock also does not present the same risks as similarly 

structured preferred stock issued by operaAng companies. The Investment Company Act of 
1940 includes safeguards designed to ensure that closed-end funds maintain sufficient assets to 
meet their obligaAons and protect preferred shareholders. It also limits the amount of senior 
debt these funds may incur. Many municipal closed-end funds, for example, have no other 
material senior debt outstanding, so their preferred stock is effecAvely the fund’s senior debt. In 
addiAon, closed-end fund preferred shares are typically investment grade, and most held by 
banks have relaAvely short-stated maturiAes ranging from less than 90 days to three years. For 
these reasons, closed-end fund preferred stock should not receive the same regulatory capital 
treatment as preferred stock issued by operaAng companies. 
 
  



 
 

8 
 

ii. Nega>ve consequences to funds and their investors 
 
Applying a 150% risk weight to closed-end fund preferred stock would have significant 

negaAve market effects. It would make these instruments far less aKracAve to banking 
organizaAons, forcing closed-end funds to seek alternaAve financing sources, including other 
forms of leverage such as derivaAves, and increasing refinancing risk in this segment. It would 
also raise leverage costs for common shareholders, who are primarily retail investors. This 
treatment also produces an arbitrary result that does not reflect economic reality. Although 
preferred stock has a liquidaAon preference over common stock, in some cases a closed-end 
fund’s common stock could receive a lower risk weight than its preferred stock. For example, a 
closed-end fund invested solely in U.S. municipal general obligaAon bonds with less than 
material leverage would assign a 20% risk weight to its common equity under the look-through 
approach, while its preferred stock would receive a 150% risk weight. We do not believe that 
outcome is consistent with the Agencies’ objecAves, including making the capital rules more 
risk-sensiAve. 
 

iii. Recommended path forward 
 
A 150% risk weight for closed-end fund preferred stock would not reflect the fact that 

these funds onen have no other debt outstanding. In those cases, the preferred stock funcAons 
as the fund’s senior debt, yet the Basel III Proposal would sAll treat it as subordinated debt. To 
beKer reflect that economic reality, we recommend excluding closed-end fund preferred stock 
from the definiAon of subordinated debt instrument. AlternaAvely, the definiAon could exclude 
preferred stock when it is the most senior source of leverage in a closed-end fund’s capital 
structure—that is, when the fund has not issued any “senior securiAes represenAng 
indebtedness” under the ’40 Act. At a minimum, preferred stock of a closed-end fund should 
not be treated less favorably than the fund’s common stock. 
 

B. Investment funds and their ins>tu>onal and retail clients will be harmed by the GSIB 
Surcharge Proposal’s treatment of holdings of ETFs by banking organiza>ons as 
systemically risky ac>vi>es. 
 
Large banking organizaAons play an important role in the price discovery process for 

ETFs.  The fundamental value of an ETF share theoreAcally should reflect a proporAonate share 
of the value of its underlying exposures.  Large banking organizaAons help intermediate this 
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price discovery process by purchasing ETF shares and hedging their exposure by shorAng 
posiAons reflecAng the underlying investments of ETF.  ETFs also typically have a redempAon 
process by which financial intermediaries may exchange a sufficient number of ETF shares for a 
proporAonate basket of securiAes with equivalent value, which further supports the price 
discovery process.  While other market parAcipants also intermediate this price discovery 
process, large banking organizaAons play an important role. 
 

i. Proposed changes 
 
Inclusion of ETFs in the FR Y-15 Interconnectedness Indicators.  The FR Y-15 

interconnectedness indicators are intended to reflect the systemic risk associated with intra-
financial system assets and liabiliAes and with securiAes issued by banking organizaAons, which 
can serve as transmission channels for stress throughout the financial system.  For purposes of 
the interconnectedness indicators, the current FR Y-15 instrucAons define “financial 
insAtuAons” as depository insAtuAons, bank holding companies, securiAes brokers and dealers, 
insurance companies, mutual funds, hedge funds, pension funds, investment banks and central 
counterparAes.  The GSIB Surcharge Proposal would expand the definiAon of “financial 
insAtuAon” for purposes of the FR Y-15 interconnectedness indicators to include private equity 
funds, asset management companies and ETFs. 
 

ii. Nega>ve consequences to funds and their investors 
 
This proposed change could disincenAvize large banking organizaAons from holding 

exposures to the affected enAAes, including from holding equity securiAes issued by ETFs, which 
could hinder the price discovery process and concentrate and, thereby, exacerbate systemic 
risks related to interconnectedness. 
 

The Federal Reserve supports its proposal to include ETFs within the definiAon of 
financial insAtuAons for the purposes of the FR Y-15 interconnectedness indicators by drawing 
an analogy to mutual funds, which are already categorized as such. However, as noted by the 
Federal Reserve in the GSIB Surcharge Proposal, the current instrucAons for this line item 
specifically state that bond exchange traded funds should not be included. This guidance aligns 
with the Basel CommiKee on Banking Supervision’s instrucAons,7 which apply across all major 

 
7 https://www.bis.org/bcbs/gsib/instr_end25_gsib.pdf  
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jurisdicAons for determining GSIB status. To promote the global consistency of standards 
concerning GSIB status and surcharges, it is recommended that the Federal Reserve maintains 
its exisAng instrucAons regarding ETFs unAl any changes are first adopted by the Basel 
CommiKee. 
 

The proposed change to how ETFs are treated under the interconnectedness indicators 
could discourage large banking organizaAons from serving key intermediary roles—such as 
authorized parAcipants—in the ETF markets.  This reduced involvement could, in turn, impair 
price discovery.  Specifically, if large banking organizaAons become less willing to intermediate 
in the ETF markets, the negaAve effects would extend beyond ETF liquidity and price discovery 
to the underlying markets for instruments like equiAes and corporate bonds, which would also 
see diminished intermediaAon.  A well-funcAoning ETF market has historically improved fixed 
income market structure by enhancing liquidity, price transparency, compeAAon, and risk 
transfer mechanisms such as porjolio trading. 
 

AdmiKedly, other market parAcipants might step in to fill the role of large banking 
organizaAons as intermediaries.  However, from a systemic risk standpoint, simply replacing one 
type of financial intermediary—like a large banking organizaAon—with another does not reduce 
the system’s overall interconnectedness.  On the contrary, to the extent that large banking 
organizaAons withdraw from intermediaAon in the price discovery process for ETF shares, this 
channel for transmiong systemic risk would become more concentrated among those 
remaining parAcipants. 
 

iii. Recommended path forward 
 
In recogniAon of the unique aKributes of ETFs and to promote a robust price discovery 

process supported by a diverse range of financial insAtuAons, we recommend that the Federal 
Reserve exclude ETFs from the definiAon of financial insAtuAon for purposes of the FR Y-15 
interconnectedness indicators. 
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C. Investment funds and their ins>tu>onal and retail clients will be harmed by the 
Proposals’ failure to provide consistent risk-sensi>ve treatment for investment grade 
corporate exposures across the Basel III Proposal and the Standardized Approach, and 
to clarify the treatment of separate accounts when banking organiza>ons face them as 
counterpar>es. 
 

i. Proposed changes 
 
The Basel III Proposal provides a 65% risk weight for investment grade corporate 

exposures under certain condiAons.  Whereas the Standardized Approach would not provide a 
separate 65% risk weight for investment grade corporate exposures, as the Basel III Proposal 
would, and instead would provide a 95% risk weight for all corporate exposures.  In addiAon, 
the proposed definiAon of “corporate exposure” appears to exclude separate accounts.  
Although the proposed rulemaking addresses how a banking organizaAon should determine the 
applicable risk weight for an investment in a separate account, it does not specifically address 
the applicable risk weight when a banking organizaAon faces a separate account as a 
counterparty rather than as an investment exposure. 
 

ii. Nega>ve consequences to RIVs and their investors 
 
Applying the same 95% risk weight to investment grade and non-investment grade 

corporate exposures could weaken incenAves for banking organizaAons that are subject to the 
Standardized Approach to differenAate exposures, which would have direct downstream 
impacts on investment funds and their investors.  Higher, non-differenAated capital 
requirements on bank exposures to otherwise high-quality counterparAes would likely increase 
the cost of banking services relied upon by funds. 

 
The ambiguity for separate accounts could produce an addiAonal unintended and non-

risk-sensiAve result.  As proposed, banking organizaAons may be required to apply the residual 
100% risk weight to exposures to separate accounts because the Proposals state that a 100% 
risk weight must be assigned to assets that are not specifically assigned a different risk weight. 
This would mean that a banking organizaAon could not apply the 65% risk weight even where it 
determines that the separate account is investment grade, because the 65% risk weight is 
available under the proposed rulemaking only for investment grade “corporate exposures.” 
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This outcome appears unintended and may reflect a draning oversight. Separate 
accounts are important counterparAes through which asset managers engage banking 
organizaAons for transacAons that support investment, liquidity, and risk-management 
objecAves for insAtuAonal and retail clients.  Requiring banking organizaAons to assign a 
residual 100% risk weight to such exposures regardless of credit quality would reduce the risk 
sensiAvity of the framework and could increase costs or reduce the availability of banking 
services for investment funds and their investors. 
 

iii. Recommended path forward 
 
We recommend that the Agencies include a 65% risk weight for investment grade 

corporate exposures to reflect the reduced risk of these exposures compared to general 
corporate exposures under the Standardized Approach, subject to robust internal governance, 
supervisory oversight, and periodic validaAon requirements.  We also recommend that the 
Agencies clarify the draning so that separate accounts are treated as corporate exposures when 
a banking organizaAon faces the separate account as a counterparty, except where the exposure 
is an investment in a separate account and is therefore subject to the separate investment-
exposure treatment.  This clarificaAon would allow banking organizaAons to apply the 65% risk 
weight to investment grade exposures to separate accounts where appropriate, while 
preserving the proposed rulemaking’s disAnct treatment for investments in separate accounts. 
 

*     *     * 
 

In conclusion, we respecjully request that the Agencies thoroughly consider our 
comments regarding downstream effects on retail, insAtuAonal, and fund investors as part of 
the comprehensive review of the U.S. bank capital framework.  Our members are concerned 
that anAcipated increases in costs and reducAons in liquidity for investment products may 
adversely impact investors’ ability to meet their investment objecAves and manage risks 
effecAvely.  While our members acknowledge and support the Agencies’ objecAve of fostering a 
resilient banking sector, it is essenAal that addiAonal feedback from our members be solicited to 
ensure an opAmal balance between stability for banking insAtuAons and the strength of U.S. 
capital markets.  We recommend that the Agencies proceed with cauAon, and welcome 
opportuniAes to further discuss the examples provided so as to help miAgate potenAal negaAve 
consequences for the invesAng public when revising capital rules for banking organizaAons.   
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SIFMA AMG appreciates the Agencies’ consideraAon of these comments and would be 
pleased to discuss our views in greater detail if it would assist with their deliberaAons on the 
Basel III Proposal.  Please contact Lindsey Keljo at lkeljo@sifma.org or at (202) 962-7312 if you 
wish to discuss the points raised in this leKer further. 

 
Sincerely, 
 

 
 
Lindsey Weber Keljo, Esq. 
Head, Asset Management Group 
Managing Director and Associate General Counsel 
Securities Industry and Financial Markets Association 
 
 
 


