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The Three Lines of Defense Model (I1A(2013))
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The Four Lines of Defense Model for Financial Institutions
:Financial Stability Institute, BIS, Occasional Paper (December 2015)
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v'The Federal Reserve has aggregated information it receives through its own supervisory
process and from other U.S. supervisors to form a view of the financial condition of the
combined U.S. operations of the company.

v'In addition, the Federal Reserve has relied on the home country supervisor to supervise a
foreign banking organization on a global basis.

v'"Many U.S. branches of foreign banks shifted from the “lending branch” model to a “funding
branch” model, in which U.S. branches of foreign banks borrowed large volumes of U.S.
dollars to upstream to their foreign bank parents.

v'Because U.S. supervisors, as host authorities, have more limited access to timely
information on the global operations of foreign banking organizations than to similar
information on U.S.-based banking organizations, the totality of the risk profile of the U.S.
operations of a foreign banking organization can be obscured when these U.S. entities fund
activities outside the United States.

v'the U.S. operations of foreign banking organizations became increasingly concentrated,
interconnected, and complex after the mid-1990s. By 2007, the top ten foreign banking
organizations accounted for over 60 percent of foreign banking organizations’ U.S. assets, up
from 40 percent in 1995.

v'Moreover, U.S. broker-dealer assets of large foreign banking organizations as a share of
their U.S. assets grew rapidly after the mid-1990s.68 In 2012, five of the top-ten U.S. broker-
dealers were owned by foreign banking organizations.
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v'The enhanced prudential standards for foreign banking organizations must include risk-
based and leverage capital, liquidity, stress test, and risk management and risk committee
requirements, resolution plan and credit exposure report requirements, concentration limits,
and a debt-to-equity limit for companies that pose a grave threat to the financial stability of
the United States.

v'Section 165 also authorizes the Board to establish a contingent capital requirement,
enhanced public disclosures, short-term debt limits, and “other prudential standards” that the
Board determines are “appropriate.”

v'The foreign proposal would have applied a structural enhanced prudential standard under
which foreign banking organizations with total consolidated assets of $50 billion or more and
combined U.S. assets of $10 billion or more (excluding U.S. branch and agency assets and
section 2(h)(2) companies) would have been required to form a U.S. intermediate holding
company.

v'The foreign banking organization would have been required to hold its interest in U.S. bank
and nonbank subsidiaries of the company, except for any company held under section 2(h)(2)
of the Bank Holding Company Act, through the U.S. intermediate holding company.
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