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April 2016 FRB/FDIC identified deficiencies and shortcomings

Theme Overview Finding
type

# of institutions 
with findings 

Liquidity
Liquidity remains a significant issue and seven 
firms received either a shortcoming or 
deficiency in this area

Deficiency 3

Shortcoming 4

Capital
Agencies have indicated that firms should be 
able to provide sufficient capital to material 
entities until resolution

Deficiency 1

Shortcoming -

Derivatives and
trading

Agencies expressed concern that certain plans 
did not contain an analysis of how positions 
could be managed down in an orderly manner

Deficiency 1

Shortcoming 4

Governance
Increasing emphasis for governance actions to 
be taken in response to pre-defined qualitative 
and quantitative triggers

Deficiency 3

Shortcoming 6

Operational

Multiple issues related to shared services and 
service level agreements as well as 
contingency arrangements between material 
entities

Deficiency 3

Shortcoming 3

Legal Entity 
Rationalization

Several firms must establish better alignment 
of legal entities and business lines to improve 
resolvability

Deficiency 4

Shortcoming 1

Summary 

With more specifics from the Agencies  
on deficiencies and shortcomings this 
year, the 2016 public sections were even 
more important than in the past and 
provide an opportunity for institutions to 
specifically let the public know how they 
addressed those issues. 

Firms outlined the progress made in 
improving resolvability in the months 
since the submission of 2015 plans.

For plans with identified deficiencies, the 
greatest focus was on the actions taken 
since 2015 and how the organization has 
remediated such deficiencies.

For plans with identified shortcomings, 
there was an added emphasis on the 
institution’s path to address 
shortcomings by July 2017, before 
shortcomings have the ability to become 
deficiencies.

All eight domestic G-SIBs were required to submit a public section to the FRB/FDIC (collectively, 
the “Agencies”) by October 1, 2016 as part of the 2016 Resolution Plan Submission. The 
Agencies expected the firms to disclose progress on remediating identified shortcomings and 
deficiencies.

Shortcomings and deficiencies involve remediation actions; however, distinctions exist between the two, such as remediation timelines:

• Deficiency: Joint decision by the Agencies that presents a weakness that individually or in conjunction with other aspects could undermine the 
feasibility of the firms plan.  Identified deficiencies needed to be addressed by October 1, 2016

• Shortcoming: Additional weaknesses identified by the Agencies that are not considered deficiencies but raise questions about the feasibility of 
the plan.  Identified shortcomings must be remediated by the next full plan submission in July 1, 2017
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Response to shortcoming Response to deficiency
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Firms reported enhancing their existing liquidity processes, and some developed new 
liquidity measurement capabilities.  Efforts to remediate these shortcomings are 
described to be largely ongoing, ahead of the July 2017 submission, with institutions 
looking to enhance calculation methodologies to incorporate feedback requirements. 
Examples of these enhancements described:

• Reviewing existing resolution liquidity needs against the 2017 guidance for impacted 
Material Entities to incorporate  requirements in relation to Minimum Operating 
liquidity. Assessments are ongoing to map current abilities to new requirements and 
adapt calculation methodologies where necessary for impacted material entities. 
Once these new requirements have been integrated there is an intention from firms 
to integrate new calculations into the wider Resolution Planning liquidity frameworks, 
and

• Institutions have shortcomings have started to assess the requirements of Resolution 
Liquidity Execution Need (RLEN) and Resolution Liquidity Adequacy and Positioning 
(RLAP) requirements, ahead of the July 2017 submission, and have initiated 
programs to integrate the testing elements of these requirements to the wider liquidity 
stress testing frameworks.

Institutions have also responded to feedback by restructuring cash management 
operations to reduce the obstacles related to funding being provided by a Parent Legal 
Entity. Material Entities will now rely on their own cash deposits, where feasible, and 
liquidity inflows, thus reducing reliance on Parent entities and reducing the risk that 
Parent deposits may not be readily available during a resolution event.

Many firms focused on estimating the liquidity needs at each material 
entity as well as the liquidity needs of the parent. In addition, one firm 
described that it enhanced its model used for estimating the liquidity 
needed to stabilize its material entities after the parent company’s 
bankruptcy filing. The three institutions with deficiencies took remediating 
actions, including:

• Enhanced liquidity frameworks to implement sustainable RLAP model 
and process for calculating liquidity positions. One institution now runs 
this calculation on a daily frequency, including measures to calculate 
the position on a 90-day stress horizon,

• Enhanced liquidity management frameworks to implement a 
sustainable RLEN framework to calculate necessary liquidity required 
for Material Entities in a Resolution environment, and

• Institutions noted the increased capabilities related to liquidity 
calculations had been integrated to the wider governance mechanisms 
for each preferred Resolution strategy. 

Each institution with a deficiency for liquidity noted that although they 
believe they have now demonstrated that the specific remediation effort 
required is complete, they will continue to refine and develop their liquidity 
and funding models for their given preferred strategy ahead of the July 1, 
2017 submission. 
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The one firm with a capital-related deficiency took several steps to 
remediate the Agencies’ concerns, including:

• Establishing target capital levels for the resolution period to maintain or 
instill market confidence and protect against unanticipated shortfalls,

• Refining and adjusting the methodology and assumptions for 
calculating the magnitude of the hypothetical idiosyncratic financial loss 
so that it would exceed well-capitalized levels under the applicable 
capital rules, and

• Conducting a detailed analysis of the assumed pace at which securities 
lending transactions would unwind.

Summary of responses to address regulatory feedback (1 of 3)
The following pages summarize responses and the key capabilities by theme that were 
described in the public plan sections submitted to the Agencies on October 1, 2016.



Copyright © 2016 Deloitte Development LLC. All rights reserved. 4

Response to shortcoming Response to deficiency
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Although many firms described that they have made progress addressing shortcomings 
related to derivatives and trading activities, some also acknowledged that there is still 
work remaining in this area. Ongoing remediation efforts include, developing a more 
granular and segregated cost estimation model in order to use more specific and 
tailored assumptions to more accurately reflect the nature, concentration and liquidity of 
OTC positions.

One institution described that it has integrated this methodology to link the derivatives 
wind down, to liquidity planning, by compiling metrics for each, including daily cash flow 
forecasts, margins and balance sheet positions.

Another firm has responded to the feedback by amending assumptions related to 
derivatives exposure, specifically the assumption that bilateral OTC derivatives would 
be utilized to hedge risks, instead amending this to note that only listed and centrally 
held derivatives would be utilized.

The one firm with a deficiency in this area conducted a detailed analysis of 
an orderly active unwind of its derivatives and trading portfolios assuming 
that it would occur over an 18-month period.  The company also developed 
Credit Rating Agency Playbooks for three of its most significant derivative 
entities that outline the steps and procedures to achieve investment grade 
rating.
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Firms increased their focus on governance by establishing a series of mechanisms and 
triggers, driven by pre-determined stages.  These mechanisms and triggers have often 
been developed in conjunction with wider resolution focused playbooks in order to 
formalize responses when an institution is moving through recovery and resolution.

Institutions described their continued development of legal analyses in relation to pre-
bankruptcy parent support. This has included analysis of local state and bankruptcy 
laws to determine any ongoing challenges and potential mitigants to the institutions 
respective resolution strategies. Firms are also considering the incorporation of these 
risks and challenges identified into the resolution playbooks being concurrently 
developed.

Much of this governance activity has also been consolidated into the wider effort in 
meeting the requirements for RCEN and RLEN.

Firms have focused on responding to the Agencies’ feedback by 
emphasizing the importance of establishing pre determined capital and 
liquidity triggers and linking the triggers to specific actions to be taken 
which are outlined in board and governance playbooks.

One Institution outlined specific remediation efforts to further enhance 
resolution planning governance and embedding resolution planning into 
BAU, including making the institution’s president the executive sponsor of 
all recovery and resolution planning initiatives, and having the chief 
financial officer lead the formal management governance committee for 
recovery and resolution planning. Other responses have included setting 
up greater oversight mechanisms of recovery and resolution planning 
activity, including engaging internal audit to review milestone activities. 
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Institutions began to launch initiatives and programs to review existing legal entity 
structures. One firm that received shortcomings in relation to its Legal Entity 
rationalization efforts has established a new framework for how it manages its structure, 
including a new set of criteria for assessing new and existing legal entities. Included in 
this criteria are a set of objectives, focused on key areas including the provision for 
continuity of services, and protecting insured depository institutions. An institution 
further explained that its legal entity rationalization criteria has also been implemented 
to eliminate, where feasible, certain legal entities with a formal governance and analysis 
process defined for this review.

Firms provided input into the types of themes considered in their legal 
entity rationalization criteria and emphasized increased governance 
oversight. To address the deficiency, one firm re-wrote its legal entity 
rationalization (LER) criteria and initiated a full assessment of its existing 
legal entity structure against these criteria.

Multiple firms described the establishment of a governance committees 
with senior-level membership to ensure that LER criteria are applied to on 
an ongoing basis to oversee the day-to-day execution of LER-related 
remediation efforts.

Summary of responses to address regulatory feedback (2 of 3)
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Response to shortcoming Response to deficiency
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Shared and 
outsourced services

One institution with a shortcoming described the process to perform a 
baseline review of all existing vendor contracts to ensure ‘resolution 
friendly language’ is in place for all key vendor relationships that may 
pose an operational continuity risk. Additionally, the incorporation of 
such language has also been integrated into the procurement process 
for all key vendors to ensure any new contracts also contain similar 
language.

The three firms which had feedback related to shared services 
applied a broadly consistent approach to responding to the Agencies’ 
feedback which included:

• Developing and documenting of a set of shared services 
taxonomies across institutions to determine which services were 
deemed to be critical. 

• Mapping the utilization of from each Core Business Line and Core 
Operations to Critical Shared Services.

The level and granularity of mapping was performed to different 
levels, with the most granular example including the establishment of 
a three-tiered Critical Shared Service taxonomy which was then 
mapped to Core Business Line and Critical Operation process levels.

Standardized processes were defined in order to make the mapping 
exercise repeatable, including in one instance the development and 
implementation of a data driven tool to store the mapping and provide 
functionality to analyze any connected mappings.

Legal obstacles 
associated with 

emergency motions

Responses to shortcomings continue to be developed for legal 
obstacles associated with emergency motions. Responses have 
included, an institution developing an ‘Emergency Playbook’ which 
incorporates the foreseen actions that may be taken by a bankruptcy 
court. Analysis includes the predicted response from any US domestic 
and International authorities, specifically regard to the planned 
resolution strategy.

Responses to feedback have included one institution amending its 
resolution plan to move from a bridge bank to a Single Point of Entry 
(SPOE) plan, as they believe that the SPOE strategy further facilitates 
the rapid and orderly resolution of the organization under the US 
bankruptcy code and supports the continuity of critical operations and 
core business lines.

An alternate response was provided by another institution, which 
chose to continue with its bridge bank resolution strategy, and instead 
provide analysis to demonstrate the feasibility of the execution of this 
strategy. Analysis included reviewing regional portfolios of critical 
shared services/personnel/systems to determine that none would be 
transferred to the bridge bank.

Summary of responses to address regulatory feedback (3 of 3)

*No shortcomings or deficiencies were raised for payment, clearing and settlement activities; 
managing, identifying, and valuing collateral; or management information systems
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