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The Convergence of Rails and Credit:
Eliminating Black-Box Surveillance in
Community Bank Commercial Portfolios
Deterministic Early Warning Indicators Under Interagency Guidelines (SR 11-7 & OCC Bulletin

2020-64)

EXECUTIVE MEMORANDUM • FOR CCOs, CROs & CREDIT COMMITTEES

Traditional commercial loan reviews operate as annual, point-in-time autopsies that fail to detect borrower distress until covenants are
breached. Concurrently, legacy credit risk models (such as Moody's RiskCalc) function as opaque, vendor-proprietary black boxes that
draw intense Matters Requiring Attention (MRA) scrutiny from OCC and FDIC examiners under SR 11-7. This paper establishes the
Rails-to-Credit Convergence Architecture: pairing continuous daily BAI2 operational cash-flow velocity with core Direct Hard Exposure
(DHE) credit line utilization to deliver 90-day early warning detection with 100% white-box arithmetic.

The Point-in-Time Dilemma in Commercial Lending
Commercial credit risk at regional and community institutions is predominantly monitored through annual financial statement

reviews conducted 90 to 180 days after fiscal year-end. In volatile operating environments, borrower cash flows deteriorate at the

daily operational level months before tax returns or audited financials reveal negative trends. By the time an annual review flags

covenant degradation, line draws have maximized and collateral coverage has deteriorated.

Black-Box Scoring vs. Supervisory Reality (SR 11-7)
Under Federal Reserve SR 11-7 and OCC Bulletin 2020-64, banks must independently validate model theory, mathematical

assumptions, and data lineage. Legacy vendor scoring models operate as closed algorithms where banks cannot explain why a

borrower's expected default frequency (EDF) shifted. When bank credit committees cannot demonstrate internal algorithmic

transparency, regulators issue supervisory findings. RegX³ eliminates model risk through deterministic, closed-form algebraic

metrics.

The Convergence Architecture: BAI2 Cash Flow & DHE Draws
By breaking the operational silo between core deposit transaction processing (FedACH/BAI2 operational cash velocity) and loan

accounting systems (Direct Hard Exposure utilization), community banks establish real-time borrower surveillance:

• Operational Cash Flow Velocity: Real-time tracking of operating inflows and outflows across rolling 30, 60, and 90-day
windows.

• Credit Line Draw Dynamics: Automated monitoring of revolving line draws that exceed seasonal working capital norms.

• Cash Burn vs. DHE Divergence: Flagging instances where operating cash balances decline while hard line draws
accelerate—the universal signature of enterprise distress.



Table 1: Institutional Model Governance & Detection Capabilities

Surveillance Parameter Annual Loan Review Moody's RiskCalc (Black-Box) RegX³ Rails Convergence

Monitoring Velocity Annual (365-day latency) Quarterly batch input Real-Time / Daily Continuous

Data Foundation Stale Tax Filings / P&L; Historical macroeconomic pool Direct BAI2 Cash Flow + Hard Draws

Examiner Auditability Subjective / Manual Low (Proprietary Algorithm)
100% White-Box Math (Zero MRA
Risk)

Default Warning Lead Post-Mortem (0 Days) 15 - 30 Days 60 - 90 Days Pre-Default Window

Model Risk Validation Manual Spreadsheets Requires Annual External Audit
Pre-Validated Closed-Form
Determinism

The 30-Second Examiner Auditing Standard
When examiners review an institution's Early Warning Indicators (EWIs), every re-rating trigger must be transparent. The RegX³

Convergence Engine generates single-page, board-ready Credit Convergence Memorandums that detail: (1) Borrower legal entity

and DHE commitment, (2) 30-day net cash burn rate, (3) Current Line of Credit utilization percentage, and (4) Deterministic EWI

status. An examiner can audit the underlying math with a desktop calculator in under 30 seconds.

INTERAGENCY SUPERVISORY COMPLIANCE • SR 11-7 / OCC 2020-64

RegX³ Credit Convergence Architecture fulfills Interagency Guidance on Model Risk Management by providing zero black-box
dependencies, auditable data provenance directly from core clearing rails, and reproducible early warning triggers. Direct Inquiries:
credit-surveillance@regx3.com | Institutional Clearing Division.
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