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VOLCKER RULE AMENDMENT – GLOBAL MARKETS
▪ The Volcker Amendment proposal was circulated by the Federal Reserve 

on May 30, 2018 and includes a significant number of amendments to the 
proprietary trading provisions of the existing Final Rule adopted in 
December 2013 (“Final Rule”) as well as a large number of required for 
comment on a variety of issues. While the agencies only directly propose a 
few amendments to the covered funds portion of the Final Rule, they 
make a similarly large number of request for comment about possible 
additional amendments.

▪ The agencies proposed a 60-day comment period from the date of 
publication in the Federal Register, which is expected in the near term. 
Given the high profile nature of the rule and the large number of request 
for the comment included in the proposal, the rulemaking is likely to take 
significant amount of time, and the comment period has been extended 
to October 2018 from its original proposal of August 2018. The 
commentary on assessment of changes can be broken down to the 
following buckets:

➢Proprietary Trading
➢Compliance Program
➢Covered Funds

▪ Volcker Rule Amendment Initiative applies to FDIC, SEC, OCC, FINRA, CFTC 
(Agencies), Investor, Broker Dealer, Custodial communities.

▪ GMG will fully support the implementation lifecycle of the Volcker Rule 
amendment. The policy and procedural standards GMG utilizes ensures 
our clients’ compliance with Volcker Rule Amendments Initiative 
obligations, including but not limited to:

➢Software Development
➢Testing
➢Change Management
➢Training & Communication
➢Front Office Supervisory Controls
➢Documentation

➢GMG’s experience implementing and assessing compliance rules with the 
CFTC, SEC and FINRA regulations over the past five years has provided us 
with significant capabilities and know-how to position our firm 
exceptionally well to support Volcker Rule.  Just a few of our regulatory 
qualifications includes:

➢Trade Date + 2
➢Volcker (“Final Rule”)
➢Qualified Financial Contracts
➢Comprehensive Capital Analysis and Review (CCAR)

G M G  O V E R V I E W

Gartland & Mellina Group (GMG) is a 
management consulting firm with extensive 
experience within the Financial Services Industry 
providing innovative insights and strategic 
solutions in an evolving and challenging business 
and regulatory environment. 

Our practice groups are aligned with our clients’ 
businesses across Institutional Financial Services 
and Wealth & Investment Management.

G L O B A L  M A R K E T  S E R V I C E S

Our substantial expertise in the Global Markets 
domain benefits our clients through repeated 
successes in areas supporting Trading Activity, 
regulatory initiatives and risk mitigating controls. 
Our domain specializes in helping our clients 
drive business optimization, risk reduction, and 
executing on defining regulatory impact to 
operational procedures.  

Our groups provides a benefit across the 
following domains:

▪ Multi Asset Trading & Execution 
▪ Regulatory Implementations
▪ Front Office Supervisory Controls
▪ Product Management & New 

Business Development
▪ Regulatory Reporting 
▪ Client Management
▪ Trading Documentation 
▪ Responses to Regulatory Inquiries
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VOLCKER RULE AMENDMENT – GLOBAL MARKETS

PROPRIETARY TRADING

▪ Overview of Volcker Rule changes as it pertains to Proprietary trading can be broken into the following designation
▪ Is a Banking Entity engaged in proprietary trading under the Volcker Rule?
▪ Is the trading permitted under the Volcker Rule?
▪ Is the activity precluded by a backstop provision?

▪ Currently three separate tests determine the applicability of a trading account:

▪ Test 1: Purpose Test
▪ Test 2: Status Test * No applicable changes to “Status Test” as part of Volcker Amendment
▪ Test 3: Market Risk Capital Rule

▪ The following exclusion from the definition of proprietary trading will be amended 

*All other exclusion based cases to the definition of proprietary trading will not be amended

Applicable changes to definition of “trading account” based on  applicable test

Purpose Test Replacement
Accounting Test replaces Purpose Test (including 60-day 
rebuttable presumption) and would require all 
transactions recorded at fair value

Market Risk Capital Rule Expansion
Expanding the Market Risk Capital Rule Test by applying 
it to FBO’s subject to Home country market risk capital 
requirements that are based on Basel standards

Amendments to exclusions of proprietary trading*

Liquidity Management Plan

The proposal would expand the liquidity management exclusion, currently available only for 
securities, to include physically-settled FX forwards and FX Swaps, and physically settled cross-
currency swaps, subject to the requirements of the Final Rule’s liquidity management 
exclusion

Error Trading Account

The Agencies propose adding an exclusion for a purchase or sale by a banking entity made in 
error in the course of conducting a permitted or excluded activity and a subsequent 
transaction to correct such an error
▪ The erroneously purchased or sold financial instrument would be required to be 

transferred promptly to a separately-managed trade error account for disposition
▪ The agencies state that the separately-managed trade error account should be monitored 

and managed by personnel independent from those who made the error, and the banking 
entity should be required to monitor and manage trade error corrections and accounts
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• The overview of this section covers off on the amendments applicable to a trading desk Volcker exemption

▪ Underwriting & Market Making RENTD Limit Framework
▪ The proposal converts the prescriptive RENTD limit framework (eliminates mandated analysis) of the current rule into 

an internal risk limit framework under which a banking entity trading within internally set risk limits is presumed to 
be in compliance with the statutory requirement that permitted underwriting or market-making activities are 
designed not to exceed RENTD

▪ Risk Limit Breach and Limit Increase Reporting. The proposal required trading desk using internal risk limits to report 
breaches of and permanent and temporary increases to those limits to the Agencies

Amendments to Underwriting and Market Making Exemption

Underwriting

For Underwriting, the internal 
risk limits must be designed not 
to exceed the RENTD of clients, 
customers or counterparties, 
based on the nature and amount 
of the trading desk’s 
underwriting activities on the 
following:

• Amount, types and risk of its underwriting positions
• Level of exposures to relevant risk factors arising 

from its underwriting position
• Period of time a security may be held

Market Making

For Market Making, the internal 
risk limits must be designed not 
to exceed the RENTD of clients, 
customers or counterparties, 
based on the nature and amount 
of the trading desk’s 
underwriting activities on the 
following:

• Amount, types and risk of its market-maker 
positions

• Amount, types and risk of the products, instruments, 
and exposures of the trading desk may use for risk 
management purposes

• Level of exposure to relevant risk factors arising 
from its financial exposure

• Period of time a financial instrument may be held

Amendments to Risk Mitigating Hedging

Risk Mitigating Hedging

Demonstrably Reduces or Otherwise Significantly mitigates, Eliminates that the hedge be 
shown to have in fact demonstrably reduced or otherwise significantly mitigated an existing 
risk. The proposed rule also removes the requirement to perform ongoing assessment to 
ensure  that demonstrable reduction or significant mitigation has occurred.

Correlation Analysis is eliminated in the proposed amendment

The proposed rule also reduces the documentation requirements associated with risk-mitigating hedging transactions that are 
conducted by one desk to hedge positions of another desk with pre-approved types of instruments within pre-set hedging limits

VOLCKER RULE AMENDMENT – GLOBAL MARKETS

PROPRIETARY TRADING
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Amendments to TOTUS

TOTUS

Removes U.S. Counterparty/Entity Restriction. The agencies propose eliminating the additional 
restrictions for a foreign banking entity that is trading with or through a U.S Entity.

Removes ANE (Arranging, Negotiating, or Executing) Restriction. The final rule requires that personnel of 
the banking entity that arranges negotiates or executes a transaction or that make the decision to 
purchase or sell be located outside of the United States. The proposal removes the requirement that 
personnel who “arrange, negotiate or execute” must be located within the United States and replaces it 
with a requirement that “relevant personnel” be located outside the United States, though the proposal 
retains the requirement that the personnel making the decision to purchase or sell be located outside the 
United States.

Remove U.S Financing Restriction. The Agencies propose eliminating the requirement that no financing 
for a banking entity’s purchase or sale of financial instruments under the TOTUS exemption may be 
provided by a branch or Affiliate in the United States.

VOLCKER RULE AMENDMENT – GLOBAL MARKETS

PROPRIETARY TRADING / COMPLIANCE PROGRAM

• COMPLIANCE PROGRAM: The Volcker Rule compliance program requirements currently vary based on banks total 
consolidated assets. Below highlights the proposed changes from a Compliance Obligation.

Amendments to Compliance Program
Three Tiered Approach to Compliance Obligation

Banking Entity Tier Significant TAL Banking Entities Moderate TAL Banking Entities
Limited TAL Banking 

Entities

Proposed 
Compliance 
Obligations

• Trading Assets and liabilities for 
entities with more that $10bn

• CEO Attestation
• Existing _.20b six pillar, 

appropriately tailored to risks 
and activities of each banking 
entity

• Metrics Reporting
• Covered Fund documentation 

requirements  in existing 
_.20(e)

• Trading Assets and liabilities for 
entities with between $ 1bn 
and $10bn

• CEO Attestation
• Simplified compliance program 

that is currently only available 
for banking entities with $10bn 
or less in total consolidated 
assets)

• Trading assets and 
liabilities for entities 
below $1bn 

• Presumed compliance 
(no ongoing obligation 
to demonstrate 
compliance unless 
directed by primary 
Volcker Agency
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VOLCKER RULE AMENDMENT – GLOBAL MARKETS

COMPLIANCE PROGRAM

Amendments to Metrics Program

Inventory Turnover – Positions; 
Customer – Facing Trade – Transaction 
volumes. The proposal replaces the 
inventory Turnover metric with a daily 
Position metric and the Customer 
Facing Trade Ration metric with a daily 
Transaction Volumes metric.

Inventory Aging – Securities Inventory Aging 
The proposal limits the scope of the inventory 
Aging metric to a trading desk’s securities 
positions (excluding derivatives) and renames 
that metric Securities Inventory Aging.

Some Metrics Apply based on 
Activity - The Positions, 
Transaction Volumes, and 
Securities Inventory Aging metrics 
generally apply only to trading 
desks that rely on the underwriting 
or market making exemptions. In-
Scope trading desk must reflect all 
covered trading activities 
conducted by that desk, not only 
underwriting or market making 
related activity.

Amendments to Qualitative Data Program

Extensive New Trading Desk 
Information - The proposal would 
require the client to provide significant 
amount of identifying information 
about each trading desk and the desk’s 
associated metrics, including: name, 
identifier, description of the desk’s 
general trading strategy, types of 
financial instruments and other 
products traded by the desk and the 
legal entities to which the desk books 
transactions among other information.

Quantitative Measurements Identifying 
Information - The proposal would require 
entities to provide descriptive information 
about the desk’s reported quantitative 
metrics, including schedules describing risk 
limits, risk factor sensitivities, risk factor 
attribution information and schedules cross-
referencing between (i) Limits and risk factor 
sensitivities and (ii) risk factor sensitivities and 
risk factor attribution.

Narrative Statement - The 
proposal would require a banking 
entity to provide a narrative 
statement describing (i) any 
changes in metrics calculation 
methods, trading desk structure 
and trading desk strategy, and the 
reason and timing for any of these 
changes (ii) an explanation for the 
inability to report any quantitative 
measurement, (iii) a notice if the 
banking entity changes its 
approach to including or excluding 
metrics on non-financial 
instruments and (iv) any other 
information the banking entity 
views as relevant.
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VOLCKER RULE AMENDMENT – GLOBAL MARKETS

COVERED FUNDS

• Volcker 2.0 proposal implies that the Agencies look to simplify some of the restrictive rules by streamlining with market 
practice on a principal based approach. Certain changes to the Covered Funds regulations were hinted at either in the 
proposal op per the Agencies request for comments.

• This section highlights come of the main suggestive changes:
➢ Adjusting the “Definition of Covered Fund” 
➢ Alignment of Super 23A Exemptions to section 23A of the Federal Reserve Act (FED)
➢ Use of Covered Funds as Risk-Mitigating Hedges
➢ Eliminating Aggregated Fund Limit and Capital Deductions Requirements for Certain exemptions

Potential Revision to “Covered Fund” Definition

“Covered Fund”

While the definition of “Covered Fund” is not being amended, in Volcker 2.0 the Agencies posed several 
questions on the scope of the definition, potentially limiting the scope to hedge funds, private equity 
funds or types of funds that have the characteristics of a hedge fund or private equity funds, 
“characteristics-based-exclusion”. Funds that do not meet SEC’s definition of either hedge fund or private 
equity fund would be out of scope of Volcker.

“Ownership of 
Interest”

The Agencies asked the question whether the “Ownership Interest” definition should be expanded to 
include an interest that has “the right to participate in the removal of an investment manager for cause, or 
to nominate or vote on a nominated replacement of a manager upon an investment managers resignation 
or removal”.

Loan Securitizations
One of the question the Agencies asked was whether exempted loan securitizations should be permitted 
to hold a limited number of debt securities or assets that are considered as such, in addition to holding 
loans. Holding both debt and loans was standard market practice used during pre-market crisis.

Super 23A Alignment to FED Section 23A

Super 23A & Fed 
Section 23A

As implied in the regulations name, Super 23A was written in accordance with Section 23A of the Federal 
Reserve Act sans certain exemptions. Aligning the exemptions across Super 23A and the Section 23A would 
require a change of the Volcker statutory interpretation where such exemptions under Super 23A were 
deemed prohibited. Comments on the statutory interpretations from the industry are not being requested 
by the Agency implying a potential future amendment to Super 23A.

Use of Covered Funds Risk-Mitigating Hedges

Risk - Mitigating 
Hedges

Prior to the implementation of the Volcker Rule, covered funds served as an efficient and effective hedging 
instrument for customers transactions. Derivatives were utilized to provide synthetic exposures to hedge 
and/or private equity funds. With the proposal, the Agencies are revisiting this strategy and request 
comments on whether such activities constitute as high-risk or pose a threat to the safety an soundness of 
the financial industry.

Aggregated Fund Limits & Capital Deductions

Market – Making / 
Underwriting

The Volcker Rule permits banking entities to acquire ownership interest in Covered Funds under the 
Market-Making or Underwriting exemptions. For Banking Entities to rely on these exemptions, certain caps 
are required, such as capital deductions and aggregated limits. Volcker 2.0 eliminates such caps therefore 
allowing Banking Entities to hold exposures to meet client demands.


