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Basel 11l Endgame and G-SIB Surcharge
Proposals

Introduction

On July 27,2023, the Board of Governors of the Federal
Reserve System (the “Board”), the Office of the
Comptroller of Currency (OCC), and the Federal Deposit
Insurance Corporation (FDIC) (together, the “Agencies”)
jointly published a Notice of Proposed Rulemaking for
modifications to the bank capital rules—commonly
referred to as the Basel Il Endgame proposal (the “Basel
Proposal”) and G-SIB Surcharge proposal (the “GSIB
Surcharge Proposal”). These proposals represent
substantial changes to the existing U.S. capital framework
for banking organizations and U.S. global systemically
important bank holding companies (“U.S. GSIBs”).

BlackRock is supportive of efforts to help ensure that risk-
based capital requirements for large banking
organizations are appropriately calibrated and sufficiently
comprehensive to adequately address the risk exposures
banking organizations face without imposing excessive
costs on investors or creating unintended consequences
for other sectors of the financial system. As a fiduciary to
its clients, BlackRock shares the Agencies’ goal of
protecting the interests of investors by facilitating the
resiliency and stability of the U.S. banking system that our
clients rely upon to meet their financial goals. Banks play
a critically important role in financial markets as
intermediaries, liquidity providers and lenders of cash and
securities. As asset managers, we rely on banking
organizations to facilitate access to the markets in order
to invest and hedge risk on behalf of our clients. However,
we are concerned that the Basel Proposal and GSIB
Surcharge Proposal, as drafted, would have unintended
consequences that could discourage banking
organizations’ participation in markets, harming liquidity
and reducing investors’ access to important financial
products used to manage risk. These costs are ultimately
borne by end-investors, our clients, including pension
plans and individual investors saving for a college
education, buying a home, and retirement.

BlackRock submitted a comment letter that addressed
various aspects of each of the proposed rulemakings and
offered recommendations to help achieve the goals of the
Agencies, while avoiding disruptive unintended
consequences (available here).

A summary of BlackRock’s views on certain key provisions
of the proposed rules follows.

Summary of BLK’s views

1. The Basel Proposal should extend the
65% risk weighting category to
include certain investment funds and
institutional investors.

2. The Agencies should not adopt
minimum haircut floor requirements
at this time. However, should the
Agencies choose to proceed, we
recommend several modifications to
the proposed requirement to avoid
possible negative outcomes.

3. The Agencies should modify the risk-
weight treatment of closed-end
preferred stock to align its risk
weighting with similarly situated
securities.

4. The GSIB Surcharge Proposal is an
opportunity to holistically improve the
current treatment of ETFs to more
accurately reflect the credit quality of
their underlying assets.

5. We believe the GSIB Surcharge should
not include agency model cleared OTC
derivatives in the systemic indicators
of the calculation.

All source information can be found in the Endnotes section. The opinions expressed are as of February 2024 and may change as subsequent conditions vary.
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The Basel Proposal should extend
the 65% risk weighting category to
include certain investment funds
and institutional investors.

1

Currently, U.S. capital rules generally require a banking
organization to assign a risk weighting of 100% to its
corporate exposures under the standardized approach
to credit risk, with no differentiation between such
exposures based on the creditworthiness of the obligor.

The Basel Proposal takes a more nuanced approach to
better differentiate the credit quality of corporate
obligors, reducing the risk weighting for certain
investment grade corporate exposures from 100% to
65%, but requires that such corporate obligors have a
publicly traded security outstanding or are controlled
by a company that has a publicly traded security
outstanding.'

The publicly traded securities requirement would
prevent otherwise creditworthy non-ETF mutual funds,
collective investment funds, pensions funds, insurance
companies, private funds, and other institutional
investors from receiving a 65% risk-weighting (which
may, in fact, be more commensurate with the risk such
an exposure would pose to a banking organization than
the default 100% risk-weighting).

BlackRock recommends extending the availability of
the 65% risk weighting category beyond what was
proposed to include investment grade exposures to
certain investment funds (i.e., non-ETF mutual funds,
business development companies, collective
investment funds, private funds) and institutional
investors (e.g., pension funds and insurance
companies).

We believe that many of the investment funds and
institutional investors we recommend be eligible for the
65% risk-weighting are highly creditworthy and would
rationally be classified as “investment grade” under any
reasonable credit-risk assessment model. Furthermore,
they are subject to statutory or regulatory transparency,
and other market standard mechanisms, that provide
banking organizations with levels of transparency
comparable to that of entities with publicly traded
securities.

If the Agencies do not make the conforming
modification we recommend, we believe these entities
would likely face higher costs to engage in services
relative to less punitively risk weighted, though
similarly creditworthy, entities.

BlackRock believes that its recommended approach is
consistent with the Agencies’ stated rationale for the
proposed publicly traded securities requirement and
furthers its objective of applying tailored risk weights to
foster the safety and soundness of banking
organizations.

The Agencies should not adopt
minimum haircut floor
requirements at this time.
However, should the Agencies
choose to proceed, we recommend
several modifications to the
proposed requirement to avoid
possible negative outcomes.

2

The Basel Proposal would impose minimum haircut
floors on banking organizations for some non-centrally
cleared securities financing transactions (“SFTs”), and
netting sets of SFTs, with “unregulated financial
institutions.”

We believe that the proposed changes would have a
number of negative effects that could ultimately result
in investors facing increased costs and more limited
access to the banking organization services and
products that they rely on to effectively manage risk
and meet their investment objectives.

BlackRock recommends that the Agencies decline to
adopt the proposed minimum haircut floors for SFTs
until more insight into the potential effects of the
requirement are known and analyzed.

Should the Agencies determine to move forward with
requiring minimum haircut floors, BlackRock
recommends they include several modifications to
mitigate some of the potential negative effects. To that
end, we recommend:

— Modifying the definition of “unregulated financial
institution” to apply only to unregulated financial
institutions that have significant leverage and
engage in maturity transformation.

— Not expanding the definition of “in-scope
transactions” to include sovereign securities.

— Broadening the cash reinvestment exemption to a
wider set of transactions in liquid assets.

— Clarifying that collective investment funds (“CIFs”)
and investment funds holding ERISA plan assets (or
their non-U.S. equivalents) are excluded from the
definition of “unregulated financial institution.”

' Risk-weighted assets are employed to establish the requisite minimum capital that a bank needs to maintain in relation to the risk associated with its lending activities
and other assets. This measure aims to mitigate the risk of insolvency and safeguard depositors. 2
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— Explicitly stating that the exclusion from the
definition of “unregulated financial institution”
applies to any unregulated financial institution that
holds qualifying ERISA plan assets or otherwise
serves as the investment vehicle for a pension fund.

Relatedly, with regard to ETFs, BlackRock recommends
that the Agencies amend the proposal to permita
banking organization to apply a collateral haircut
based on the characteristics of the underlying assets of
the ETF when it has knowledge of the composition of all
of the underlying exposures (referred to as a look-
through approach).

SFTs serve an important role in the efficient
functioning of the securities trading market in the U.S
and BlackRock therefore urges the Agencies to
consider the aforementioned recommendations to
ensure the continued efficiency of U.S. markets.

The Agencies should modify to the
risk-weight treatment of closed-

3 end preferred stock to align its risk
weighting with similarly situated
securities.

The Basel Proposal would substantially increase the
risk-weighting of preferred shares issued by closed-end
funds by classifying such securities as “subordinated
debt instruments” despite the fact that such shares are
(i) considered senior securities under the Investment
Company Act of 1940 (“40 Act”); (ii) structured to serve
as the most senior form of leverage in a closed-end
fund’s capital structure; and (iii) the funds themselves
are subject to regulatory oversight and stringent
limitations on leverage.?

Furthermore, this proposed amendment would further
heighten the incongruous risk-weighting treatment
these securities currently receive relative to other types
of similarly situated senior securities and could
inadvertently eliminate an efficient and prudent form of
leverage to certain registered closed-end funds
(particularly municipal securities closed-end funds).

BlackRock recommends excluding preferred stock in
40 Act closed-end funds from the definition of
“subordinated debt.” This would ensure that preferred
shares receive a risk weighting of at least 100% but
also remain eligible for a 65% risk weighting if the
issuing entity qualifies.

We believe our recommended approach would avert the
potential reduction in demand for closed-end fund
preferred shares and/or the sharp rise in their issuance
cost that could result from proceeding with the

proposed amendments.

The GSIB Surcharge Proposal is an
opportunity to holistically improve
4 the current treatment of ETFs to
more accurately reflect the credit
quality of their underlying assets.

Under the current GSIB Surcharge rules, ETFs are
scored more punitively than (i) the constituent
securities that compose the funds’ holdings and (ii)
other securities that provide comparable economic
exposures (e.g., index futures), resulting in higher
capital costs for U.S. GSIBs using ETFs.

In some cases, this punitive treatment has impacted
the trading behavior of U.S. GSIBs over scoring periods,
including how they manage capital to meet quarter-
end targets, their appetite to provide liquidity to ETFs,
and ability to recognize the benefits of using ETFs as
hedging vehicles to reduce risk (e.g., liquidity at a
generally low cost).

By expanding the definition of “financial institution” to
include ETFs, the GSIB Surcharge Proposal would
further increase the GSIB score for ETFs (and,
therefore, the capital surcharge for U.S. GSIBs using
ETFs).

Increased capital surcharges for ETFs could diminish
liquidity in these products, ultimately increasing the
cost of using ETFs for investors.

BlackRock recommends amending the GSIB Surcharge
Proposal to exclude ETFs from the definition of
“financial institutions.”

We believe that the unique structure of ETFs—including
the presence of “primary” and “secondary” market
trading—along with existing regulatory obligations on
the funds, adequately addresses the
interconnectedness concerns in the proposal, thus
justifying an exclusion from the "financial institution”
definition.?

In addition to excluding ETFs from the definition of
“financial institution” under the GSIB Surcharge
proposal, we encourage the Board to reconsider

2The proposed definition of a “subordinated debt” instrument would capture exposures that are financial instruments and, in the view of the Agencies, present heightened credit risk but
are not equity exposures and would include “preferred stock that is not an equity exposure.”

3 Unlike other investment funds included in the definition of “financial institution,” ETF investors do not interact directly with the fund provider when buying or selling shares. Instead,
ETF investors generally trade existing ETF shares with each other during market hours, on an exchange, just like trading stocks (the “secondary” market). When demand cannot be met
in the secondary market, a separate, “primary” market exists where large institutions (authorized participants, “APs”) can transact with ETF issuers to create or redeem ETF shares based
on market demand. The combination of robust primary and secondary markets and the availability of in-kind redemptions for ETF shares mitigates the risk that ETFs will become pro-
cyclical contributors of systemic risk during times of market stress.
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the treatment of ETFs under the current GSIB
Surcharge rule and reduce the scoring weight of ETFs
to align more closely with the credit risk of the fund’s
underlying securities.

Absent these recommended changes, we believe that
many banking organizations will have a diminished
ability and risk appetite to serve as liquidity providersin
the ETF market, which could lead to greater volatility
and decreased liquidity (higher transaction costs) in
those markets.

We believe the GSIB Surcharge
should not include agency model

5 cleared OTC derivatives in the
systemic indicators of the
calculation.

In the GSIB Surcharge Proposal, the Board has
proposed amending the complexity and interconnected
indicators (components used to calculate GSIB
surcharges) to include cleared over-the-counter
(“OTC”) derivatives provided to clients under the
agency model with the goal of promoting consistent
treatment between principal and agency clearing
models.*

* We believe enactment of the proposed amendments

would negatively impact the availability and
affordability of cleared derivatives for end-users,
particularly those clearing through U.S. GSIBs.

We believe including these transactions in additional
indicators of the GSIB calculation would unnecessarily
overweight the risk these exposures pose to banks and
disadvantage U.S. GSIBs relative to non-U.S. GSIBs.

We urge the Board to fully analyze the microeconomic
impact that the GSIB Surcharge Proposal could have
on the provision and use of derivatives clearing services
that could in turn increase systemic risk.

“4Under the principal model, a banking organization enters into equal and offsetting trades as principal directly with the client and the Central Counterparty Clearing House

(CCP). Under the agency model, a banking organization acts as agent for its client, which enters into the derivative directly with a CCP. The banking organization typically

guarantees the client’s performance to the CCP. 4
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This publication represents the regulatory and public policy views of BlackRock. The opinions expressed herein are as of February 2024 and are subject to change at any time due to
changes in the market, the economic or regulatory environment or for other reasons. The information herein should not be construed as sales material, research or relied upon in making
investment decisions with respect to a specific company or security. Any reference to a specific company or security is for illustrative purposes and does not constitute a recommendation
to buy, sell, hold or directly invest in the company or its securities, or an offer or invitation to anyone to invest in any funds, BlackRock or otherwise, in any jurisdiction. There is no guarantee
that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader.

Inthe U.S. this material is available for public distribution. In the UK and Non-European Economic Area (EEA) countries, thisis Issued by BlackRock Investment Management (UK) Limited,
authorised and regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: + 44 (0)20 7743 3000. Registered in England and
Wales No. 02020394, has issued this document for access by Professional Clients only and no other person should rely upon the information contained within it. For your protection
telephone calls are usually recorded. Please refer to the Financial Conduct Authority website for a list of authorised activities conducted by BlackRock. In the European EconomicArea
(EEA), this is Issued by BlackRock (Netherlands) B.V. is authorised and regulated by the Netherlands Authority for the Financial Markets. Registered office Amstelplein 1, 1096 HA,
Amsterdam, Tel: 020 - 549 5200, Tel: 31-20-549-5200. Trade Register No. 17068311, has issued this document for access by Professional Clients only and no other person should
rely upon the information contained within it. For your protection telephone calls are usually recorded. For qualified investors in Switzerland, this document is marketing material. This
document shall be exclusively made available to,and directed at, qualified investors as defined in Article 10 (3) of the CISA of 23 June 2006, as amended, at the exclusion of qualified
investors with an opting-out pursuant to Art. 5 (1) of the Swiss Federal Act on Financial Services ("FinSA"). Forinformationon art. 8 / 9 Financial Services Act (FinSA) and on your client
segmentation under art. 4 FinSA, please see the following website: www.blackrock.com/finsa.

In Australia, issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975, AFSL 230 523 (BIMAL). This material is not a securities recommendation or an offer
or solicitation with respect to the purchase or sale of any securities in any jurisdiction. The material provides general information only and does not take into account your individual
objectives, financial situation, needs or circumstances. Before making any investment decision, you should therefore assess whether the material is appropriate for you and obtain financial
advice tailored to you having regard to your individual objectives, financial situation, needs and circumstances. BIMAL, its officers, employees and agents believe that the information in
this material and the sources on which it is based (which may be sourced from third parties) are correct as at the date of publication. While every care has been taken in the preparation of
this material, no warranty of accuracy or reliability is given and no responsibility for the information is accepted by BIMAL, its officers, employees or agents. Any investment is subject to
investment risk, including delays on the payment of withdrawal proceeds and the loss of income or the principal invested. While any forecasts, estimates and opinions in this material are
made on a reasonable basis, actual future results and operations may differ materially from the forecasts, estimates and opinions set out in this material. No guarantee as to the repayment
of capital or the performance of any product or rate of return referred to in this material is made by BIMAL or any entity in the BlackRock group of companies. In Singapore, thisis issued by
BlackRock (Singapore) Limited (Co. registration no. 20001014 3N). In Hong Kong, this material is issued by BlackRock Asset Management North Asia Limited and has not been reviewed
by the Securities and Futures Commission of Hong Kong. In South Korea, this material is for distribution to the Qualified Professional Investors (as defined in the Financial Investment
Services and Capital Market Act and its sub-regulations). In Taiwan, independently operated by BlackRock Investment Management (Taiwan) Limited. Address: 28F., No. 100, Songren Rd.,
Xinyi Dist., Taipei City 110, Taiwan. Tel:(02)23261600. In Japan, this is issued by BlackRock Japan. Co., Ltd. (Financial Instruments Business Operator: The Kanto Regional Financial
Bureau. License No375, Association Memberships: Japan Investment Advisers Association, the Investment Trusts Association, Japan, Japan Securities Dealers Association, Type Il
Financial Instruments Firms Association.) For Professional Investors only (Professional Investor is defined in Financial Instruments and Exchange Act). In China, this material may not be
distributed to individuals resident in the People's Republic of China ("PRC", for such purposes, excluding Hong Kong, Macau and Taiwan) or entities registered in the PRC unless such
parties have received all the required PRC government approvals to participate in any investment or receive any investment advisory or investment management services. For Other APAC
Countries, this material is issued for Institutional Investors only (or professional/sophisticated /qualified investors, as such term may apply in local jurisdictions) and does not constitute
investment advice or an offer or solicitation to purchase or sell in any securities, BlackRock funds or any investment strategy nor shall any securities be offered or sold to any person in any
jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction. In Latin America, for institutional investors and financial
intermediaries only (not for public distribution). This material is for educational purposes only and does not constitute investment advice or an offer or solicitation to sell or a solicitation of
an offer to buy any shares of any fund or security and it is your responsibility to inform yourself of, and to observe, all applicable laws and regulations of your relevant jurisdiction. If any
funds are mentioned or inferred in this material, such funds may not be registered with the securities regulators in any Latin American country and thus, may not be publicly offered in any
such countries. The securities regulators of any country within Latin America have not confirmed the accuracy of any information contained herein. Investing involves risk, including
possible loss of principal. The contents of this material are strictly confidential and must not be passed to any third party. Mexico. If any funds, securities or investment strategies are
mentioned or inferred in this material, such funds, securities or strategies have not been registered with the National Banking and Securities Commission (Comisién Nacional Bancaria y de
Valores, the “CNBV") and thus, may not be publicly offered in Mexico. The CNBV has not confirmed the accuracy of any information contained herein. The provision of investment
management and investment advisory services is a regulated activity in Mexico, subject to strict rules, and performed under the supervision of the CNBV. BlackRock Mexico, S.A. de C.V.,
Asesor en Inversiones Independiente (‘BLKMX") is a Mexican subsidiary of BlackRock, Inc., registered with the CNBV as an independent investment advisor under registration number
30088-001-(14085)-20/04/17, and as such, authorized to provide Investment Advisory Services. BlackRock México Operadora, S.A. de C.V., Sociedad Operadora de Fondos de
Inversion (“BlackRock MX Operadora” and together with BLKMX, “BlackRock México”) are Mexican subsidiaries of BlackRock, Inc., authorized by the CNBV. For more information on the
investment services offered by BlackRock Mexico, please review our Investment Services Guide available in www.BlackRock.com/mx. Reliance upon information in this material is at your
sole discretion. BlackRock México is not authorized to receive deposits, carry out intermediation activities, or act as a broker dealer, or bank in Mexico. Further, BlackRock receives revenue
in the form of advisory fees for our mutual funds and exchange traded funds and management fees for our collective investment trusts.
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