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commitment. Since this regulation was 
first enacted, OTS’s accounting 
requirements have been significantly 
updated, removing the need for this 
specific requirement. OTS expects 
thrifts to compute gain and loss 
consistent with instructions to the Thrift 
Financial Report, which incorporates 
the requirements of generally accepted 
accounting principles and the regulatory 
reporting standards under 12 CFR Part 
562. 

Section 563.173(e) imposes detailed 
recordkeeping requirements on savings 
associations engaging in forward 
commitments. Under this provision, a 
savings association must maintain a 
contract register recording specific 
information on outstanding forward 
commitments and maintain 
documentation of its ability to fund all 
outstanding commitments when they 
are due. OTS believes that the level of 
detail specified in the existing 
regulation is unnecessary. Under 
proposed Q 563.172(e), a savings 
association would be required to 
maintain records sufficient to 
demonstrate compliance with the 
regulation and with the board’s policies 
and procedures. Proposed TB 13a would 
provide additional guidance on 
appropriate documentation,7 including 
a contract register containing key 
information on all outstanding contracts 
and positions.8 

Section 563.174 Futures Transactions 

Section 563.175 Financial Options 
Transactions 

Because $5 563.174 and 563.175 
address substantially the same subjects 
and impose many identical 
requirements on futures transactions 
and financial options transactions, these 
sections are discussed to ether below. 

Sections 563.174(a) an fi 563.175(a) set 
forth definitions relevant to futures and 
financial options transactions, 
respectively. The proposed rule would 
specifically include futures and 
financial options within the definition 
of financial derivative. In addition, 

‘See OTS Thrift Bulletin 13a. Part III, Section B. 
“(Fjor each type of financial derivative instrument 
authorized by the board of directors, the institution 
should maintain records containing: (a) the names, 
duties. responsibilities. and limits of authority 
(including position limits) of employees authorized 
to engage in transactions involving the instrument; 
(I$ a list of approved counterparties with which 
transactions may be conducted: (cl a fist showing 
the credit risk limit for each approved counterparty: 
and (d) a contract register containing key 
information on all outstanding contracts and 
positions.” 

*Id. “The contract registers should specify the 
type of contract. the price of each open contract. the 
dollar amount, the trade and maturity dates. the 
date and manner in which contracts were offset, 
and the total outstanding positions.” 

proposed TB 13a would provide 
appropriate additional definitions 
governing derivatives transactions. One 
of the existing definitions at 
5 563.175(a)(13) restricts who may be a 
permissible counterparty in financial 
options transactions. OTS believes it is 
more appropriate for the board to 
approve counterparties, as a part of its 
policies and procedures. Accordingly, 
proposed TB 13a states that the board 
should identify approved counterparties 
with which the institution may conduct 
business, as well as credit risk limits for 
each approved counterparty. 

Sections 563.174(b) and 563.175(b) 
detail permissible transactions for 
savings associations. Section 563.174(b) 
permits a savings association to engage 
in a futures transaction only to the 
extent that the transaction reduces net 
interest rate risk exposure and sets other 
limits on these transactions. Under 
5 563.175(b), a thrift may enter into a 
financial option that is a long position 
or short call without any limits, but may 
enter into short put options only on a 
limited basis. OTS does not propose to 
place specific limitations on the ability 
of institutions to enter into any 
positions in futures or options contracts. 
As discussed previously, the proposed 
rule stipulates that, in general, 
institutions engaging in derivatives 
activities should do so to reduce their 
overall risk exposure. The proposed TB 
13a provides extensive guidance on the 
management of interest rate and other 
risks incurred by savings associations 
engaging in financial derivative 
transactions. 

Sections 563.174(c) and 563.175(c) 
authorize savings a&ciations to engage 
in futures and financial options 
transactions using contracts designated 
by the Commodity Futures Trading 
Commission (CFTC). Section 563.175(c) 
also authorizes savings associations to 
engage in financial options contracts 
approved by the Securities and 
Exchange Commission (SEC), or 
financial options contracts entered into 
with a permissible counterparty. OTS 
proposes to delete these requirements. 
The guidance in proposed TB 13a states 
that an institution should adequately 
evaluate the enforceability of its 
derivatives agreement before an 
individual transaction is consummated. 
As a part of this review, the institution 
should, among other things, ensure that 
the counterparty has authority to enter 
into the transaction and establish credit 
exposure limits for each counterparty.’ 

9 See OTS Thrift Bulletin 13a. Appendix B. -_ 
Section B. 

loSee OTS Thrift Bulletin 13a. Appendix B and 
the FFIEC policy statement (Legal Risk). 

Sections 563.174(d) and 563.175(d) 
impose extensive requirements for 
board authorization of interest rate 
futures and financial options 
transactions. Under the existing rules, a 
savings association’s board must 
authorize such activities before the 
savings association engages in any 
financial derivatives transactions. These 
sections also address implementation 
plans, written policies regarding these 
transactions, policy objectives regarding 
permissible transactions, and internal 
control procedures. Furthermore, the 
rule requires that board minutes must 
list limits for such transactions, identify 
personnel authorized to engage in such 
transactions, and specify the duties, 
responsibilities and limits of these 
personnel. The board must also review 
the institution’s position at each regular 
board meeting. 

The proposed rule would retain those 
requirements essential for developing 
and maintaining safe and sound risk 
management practices, but would 
provide institutions more flexibility in 
designing management systems for 
achieving safe and sound practices. As 
discussed above, proposed 5 563.172(c) 
would continue to require the board to 
adopt policies and procedures before 
the association may engage in any 
financial derivatives transaction. This 
section would also require the board to 
monitor compliance with the policies 
and procedures and to ensure that 
management establishes. an adequate 
system of internal control. Moreover, 
proposed TB 13a would provide 
guidance on the board’s establishment 
of objectives, strategies and major 
policies, 11 as well as the other areas of 
board oversight addressed by the 
current regulation.12 

Sections 563.174(e) and 563.175(e) 
require a savings association to notify 
the appropriate OTS Regional Director 
following board authorization to engage 
in financial futures and options 
transactions. Furthermore, 5 563.175(e) 
requires counterparties engaging in 
over-the-counter financial options 
transactions t&h savings associations to 
notify the appropriate OTS Regional 
Director. Long over-the-counter 
financial options transactions with 
permissible counterparties in excess of 
a specified limit are subject to the prior 
approval of the Regional Director. These 
detailed requirements governing OTS 
notification and approval of 

11 See OTS Thrift Bulletin 13a. Appendix B. 
Section A (addressing the board of directors’ 
approval of broad objectives and strategies and 
major policies relating to interest rate risk 
management). 

I*& the discussionof existing 5 563.173(b) 
above. 














































































