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•	 On March 24, 2014, the Office of the Comptroller of the Currency (OCC) issued 
a bulletin1 containing an attachment that outlines supplemental examination 
procedures for bank examiners to use in evaluating the derivative risk 
management practices of entities supervised by the OCC.

•	 The procedures note that the OCC expects entities under its supervision to do 
the following (which are permitted, although not required, under U.S. GAAP): 

oo Measure end-user derivative positions on the basis of exit prices, which are 
bid prices for long positions and ask (i.e., offered) prices for short positions.

oo Elect, if qualified to do so, the measurement exception in ASC 820-10-35-
18D2 for derivative portfolios that are managed on a net risk exposure basis. 

•	 Complying with the new examination procedures may present policy and 
operational challenges associated with valuation processes, valuation models, 
independent price verification, and internal controls.

1	 OCC 2014-8, “End-User Derivatives and Trading Activities: Comptroller’s Handbook Supplemental Examination Procedures.”
2	 For titles of FASB Accounting Standards Codification (ASC) references, see Deloitte’s “Titles of Topics and Subtopics in the 

FASB Accounting Standards Codification.”
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http://www.occ.gov/news-issuances/bulletins/2014/bulletin-2014-8.html
http://www.occ.gov/news-issuances/bulletins/2014/bulletin-2014-8a.pdf
http://www.iasplus.com/en-us/publications/us/other/codtopics/file
http://www.iasplus.com/en-us/publications/us/other/codtopics/file
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Beyond the Bottom Line
The examination procedures outlined in the bulletin supplement those in the OCC’s 
Comptroller’s Handbook: Risk Management of Financial Derivatives. Regarding an 
OCC-supervised entity’s derivative valuation policies and processes, the supplemental 
procedures state:

Generally, the OCC expects dealing positions to be marked to the middle of the bid/offer 
spread (before adjustments) and end-user positions to be marked to the less advantageous 
side of the bid/offer spread (that is, “bid” prices for long positions and “offered” prices for 
short positions). The OCC also generally expects entities to elect the portfolio exception of 
ASC 820-10-35-18D for all eligible portfolios and make appropriate fair value adjustments, 
such as concentration and liquidity adjustments, per [Section 3(b)(2) of the market risk 
capital rule] and ASC 820-10-35-36B.

Although the OCC expects an entity to use midmarket pricing to measure the fair value 
of “dealing” derivative positions, an entity would not be precluded from measuring a 
dealing derivative position on the basis of exit price.

Additional highlights of the supplemental procedures as well as implications for 
OCC-supervised entities are discussed below.

Scope of the OCC’s Supplemental Examination 
Procedures
As the bulletin explains, bank examiners use the OCC’s supplemental examination 
procedures to evaluate the derivative risk management practices of OCC-supervised 
entities, which include national banks, federal savings associations, and federal branches 
and agencies of foreign banks that “are active end-users of derivatives or that have 
significant trading activity.” A community bank is not subject to the OCC’s supplemental 
examination procedures unless it “is a significant end-user of derivatives.” Since the 
procedures do not define “significant end-user” or “significant trading activity,” banking 
entities may need to exercise judgment in assessing whether their derivative activity 
subjects them to OCC supervision.

Bid-Ask Pricing
ASC 820 allows reporting entities to elect midmarket pricing or other pricing conventions 
as a practical expedient for measuring fair value in the bid-ask spread. ASC 820-10-35-
36C and 35-36D state the following:

If an asset or a liability measured at fair value has a bid price and an ask price . . . the price 
within the bid-ask spread that is most representative of fair value in the circumstances shall 
be used to measure fair value . . . . The use of bid prices for asset positions and ask prices 
for liability positions is permitted but is not required.

[ASC 820] does not preclude the use of mid-market pricing or other pricing conventions 
that are used by market participants as a practical expedient for fair value measurements 
within a bid-ask spread.

In accordance with ASC 820, some banking entities may have made policy choices to 
use bid prices for measuring long positions, and to use ask prices for measuring short 
positions. Other entities may have used midmarket pricing to measure their end-user 
positions. With the release of the bulletin, OCC-supervised entities may need to 
reevaluate their bid-ask fair value measurement policies and align them with the OCC’s 
expectations.

http://www.occ.gov/publications/publications-by-type/comptrollers-handbook/deriv.pdf
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Portfolio Exception
Under ASC 820-10-35-18D and 35-18E, a reporting entity that meets certain criteria3 
can elect to measure a group of financial assets and liabilities on the basis of the price it 
would receive for selling its net long position, or the price it would pay to transfer its net 
short position, for a particular risk exposure in an orderly transaction between market 
participants. An entity that makes this election must allocate any portfolio-level valuation 
adjustments to the appropriate unit of account.

Notably, while entities that qualify for the measurement exception in ASC 820-10-35-18D 
are not required under U.S. GAAP to elect it, the OCC expects entities under its 
supervision to elect the measurement exception for derivative portfolios that are 
managed on a net risk exposure basis. Adjustments related to credit risk and bid-ask 
pricing are commonly made on a portfolio (i.e., net risk exposure) basis.

Considerations for OCC-Supervised Entities 
OCC-supervised entities need to evaluate whether their existing valuation processes 
and policies require modification and what impact the updated procedures have on 
valuation models and controls. Complying with the new examination procedures may 
present policy and operational challenges for certain OCC-supervised entities, including 
challenges related to:

•	 Valuation processes — Some banking entities may need to change their existing 
fair value measurement policies in light of potential challenges resulting from 
compliance with the bulletin. For example: 

oo Entities with both end-user and dealing portfolios (e.g., entities that use 
midmarket pricing for both end-user and dealing positions) may have 
difficulty determining how to distinguish between derivative positions held in 
those portfolios.

oo Entities with end-user portfolios may have difficulty determining bid-ask and 
credit valuation adjustments for end-user portfolios.

oo Entities with derivative positions managed on a portfolio basis and that 
generally determine valuation adjustments on that basis may have difficulty 
determining how to allocate portfolio adjustments.

•	 Internal controls — Banking entities may need to adjust their controls in 
connection with derivative valuation processes, valuation models, and 
independent price verification as well as their reviews of such controls. 

3	 Under ASC 820-10-35-18E, a reporting entity is eligible to make the accounting policy election outlined in ASC 820-10-35-
18D if it does all of the following:

•  “Manages the group of financial assets and financial liabilities on the basis of the reporting entity’s net exposure to a 
particular market risk (or risks) or to the credit risk of a particular counterparty in accordance with the reporting entity’s 
documented risk management or investment strategy.”

•  “Provides information on that basis about the group of financial assets and financial liabilities to the reporting entity’s 
management.”

•  Measures “those financial assets and financial liabilities at fair value in the statement of financial position at the end of 
each reporting period.”



4

Contacts
If you have questions about this publication, please contact the following Deloitte 
industry professionals:

William Fellows 
Partner 
Deloitte & Touche LLP 
+1 415 783 5339 
wfellows@deloitte.com
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Deloitte & Touche LLP 
+1 212 436 6042 
ssakr@deloitte.com

Simon Fisher 
Partner 
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Deloitte & Touche LLP 
+1 215 246 2446 
pwilm@deloitte.com

mailto:wfellows%40deloitte.com?subject=Banking%20%26%20Securities%20Spotlight
mailto:chharris%40deloitte.com?subject=Banking%20%26%20Securities%20Spotlight
mailto:jademshopp%40deloitte.com?subject=Banking%20%26%20Securities%20Spotlight
mailto:ssakr%40deloitte.com?subject=Banking%20%26%20Securities%20Spotlight
mailto:sifisher%40deloitte.com?subject=Banking%20%26%20Securities%20Spotlight
mailto:kparikh%40deloitte.com?subject=Banking%20%26%20Securities%20Spotlight
mailto:asurkov%40deloitte.com?subject=Banking%20%26%20Securities%20Spotlight
mailto:pwilm%40deloitte.com?subject=Banking%20%26%20Securities%20Spotlight


Subscriptions
Don’t miss an issue! Register to receive Spotlight and other Deloitte publications by going to www.deloitte.com/us/subscriptions, 
choosing the Industry Interests category, and checking the boxes next to your particular interests. Publications pertaining to your 
selected industry (or industries), along with any other Deloitte publications or webcast invitations you choose, will be sent to you 
by e-mail. 

Dbriefs for Financial Executives 
We invite you to participate in Dbriefs, Deloitte’s webcast series that delivers practical strategies you need to stay on top of 
important issues. Gain access to valuable ideas and critical information from webcasts in the "Financial Executives" series on the 
following topics: 

•	 Business strategy and tax. •	 Financial reporting for taxes. •	 Transactions and business events.

•	 Driving enterprise value. •	 Governance and risk.

•	 Financial reporting. •	 Technology.

Dbriefs also provides a convenient and flexible way to earn CPE credit — right at your desk. Join Dbriefs to receive notifications 
about future webcasts at www.deloitte.com/us/dbriefs. 

Registration is available for this upcoming Dbriefs webcast. Use the link below to register:

•	 Quarterly Accounting Roundup: An Update on Important Developments (June 25, 2 p.m. (EDT)). 

Technical Library and US GAAP Plus
Deloitte makes available, on a subscription basis, access to its online library of accounting and financial disclosure literature. Called 
Technical Library: The Deloitte Accounting Research Tool, the library includes material from the FASB, the EITF, the AICPA, the 
PCAOB, the IASB, and the SEC, in addition to Deloitte’s own accounting and SEC manuals and other interpretive accounting and 
SEC guidance.  

Updated every business day, Technical Library has an intuitive design and navigation system that, together with its powerful 
search features, enable users to quickly locate information anytime, from any computer. Technical Library subscribers also receive 
Technically Speaking, the weekly publication that highlights recent additions to the library. For more information, including 
subscription details and an online demonstration, visit www.deloitte.com/us/techlibrary.

In addition, be sure to visit US GAAP Plus, our new free Web site that features accounting news, information, and publications 
with a U.S. GAAP focus. It contains articles on FASB activities and updates to the FASB Accounting Standards Codification™ as well 
as developments of other U.S. and international standard setters and regulators, such as the PCAOB, the AICPA, the SEC, the IASB, 
and the IFRS Interpretations Committee. Check it out today! 

The Spotlight series is prepared by the National Office Accounting Standards and Communications Group of 
Deloitte. New issues in the series are released as developments warrant. This publication contains general 
information only and Deloitte is not, by means of this publication, rendering accounting, business, financial, 
investment, legal, tax, or other professional advice or services. This publication is not a substitute for such 
professional advice or services, nor should it be used as a basis for any decision or action that may affect your 
business. Before making any decision or taking any action that may affect your business, you should consult a 
qualified professional advisor.

Deloitte shall not be responsible for any loss sustained by any person who relies on this publication.

As used in this document, “Deloitte” means Deloitte & Touche LLP, a subsidiary of Deloitte LLP. Please see 
www.deloitte.com/us/about for a detailed description of the legal structure of Deloitte LLP and its subsidiaries. 
Certain services may not be available to attest clients under the rules and regulations of public accounting.

Copyright © 2014 Deloitte Development LLC. All rights reserved.
Member of Deloitte Touche Tohmatsu Limited.

http://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/ebae900958070310VgnVCM3000001c56f00aRCRD.htm
www.deloitte.com/us/subscriptions
http://www.deloitte.com/us/dbriefs
http://www.deloitte.com/us/dbriefs
http://www.usdbriefs.com/calendar/thyme/thyme/event_view.php?eid=14868&instance=2014-6-25
www.deloitte.com/us/techlibrary
http://www.usgaapplus.com/?id=en-us:newsletter-ad
www.deloitte.com/us/about

	Bookmark 1
	Bookmark 2

