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FDIC

Federal Deposit Insurance Corporation
550 17th Street, NW, Washington, DC 20429-9990 Legal Division

June 11, 2013

FDIC FOIA Log Number 13-0450

This will respond to your email correspondence dated April 20, 2013, submitted pursuant to the
provisions of the Freedom of Information Act, 5 U.S.C. § 552 (“FOIA”) requesting “a copy of
each written response or letter from the Federal Deposit Insurance Corporation (FDIC) to a
Congressional Committee (not a congressional office) (or Committee Chair) in calendar years
2012 and 2013 to date. By this, I mean one-time type responses to Committee inquiries. You may
exclude from the scope of this request regular periodic reports. You may exclude from the scope
of this request constituent responses to a congressional office.”

Enclosed please find copies of the records located by the FDIC (consisting of a total of 419
pages) which are responsive to your request. However, certain information in these records has
been redacted pursuant to the following FOIA Exemption:

Exemption 6 of the FOIA protects information about individuals in “personnel and medical files
and similar files” when the disclosure of such information “would constitute a clearly
unwarranted invasion of personal privacy.” S U.S.C § 552 (b)(6).

Should you consider the redaction of information in the records provided to you to be a denial of your
request, you may appeal the denial to the FDIC’s General Counsel within 30 business days following
receipt of this letter. If you decide to appeal, please submit your appeal in writing to the Legal
Division, FOIA/Privacy Act Group, at the above address. Please refer to the FDIC log number and
include any additional information that you would like the General Counsel to consider.



This completes the processing of your request. Fees, if any, will be addressed under separate
correspondence.

Sincerely,
/Signed/

Gina Williams, Sr. FOIA Specialist
FOIA/Privacy Act Group

Enclosure(s)
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FEDERAL DEPOSIT INSURANCGE CORPORATION, washington, BC 20423

OFFICE OF THE CHAI
HE CHARMAN February 7, 2012

Honorable Spencer Bachus
Chairman

Commitiee on Financial Services
House of Representatives
Washington, D.C, 20515

Dear Mr. Chairman;

Thank you for your letter concerning the staffing of the Consumer Financial
Protection Bureau (CFPB}. The Feders! Deposit Insurance Corporation ransferred 41
employees to the CFPB in accordance with the transfer provigions of the Dodd-Frank
Agt, Of those transferring, 20 were permanent FDIC employees (mostly within the
compliance and consumner protection supervision function) and 21 were non-permanent
FDIC employees {mostly employees with customer skills in our resolutions and
receivership management function that were sought by the CFPB to perform its new call
center responsibilities). Consequently, none of the transferred employees exclusively
performed work which transferred 1o the CFPB. The FDIC and the CFPR used 2
voluntary process to identity employees for transfer, so that individual employees would
not be subiect to involuntary transfer.

The work transferred to the CFPB consisted primarily of supervisory
responsibility for 17 specific conswmer protection laws and regulations for instiutions
with over $10 billion in assels and thelr affiliates. Supervision with regard to all other
laws and regulations remaing with the FDIC. As of November 38, 2011, the FDIC
supervised 4,618 financial institutions, Of these, the CFPB assumed pattial supervisory
responsibifity for 41 institutions (23 institutions with over $10 hillion in assets and 18
other institutions that were affitiated with these larger institutions). The FDIC estimates,
based on the actual hours devoted to these 41 institutions in 2010 and 2011, that we
wtilized approximately 10-13 full ime equivalents (FTEs) annually to supervise these
institutions {the actual workload has varied in the past from vear-to-year). In addition,
we pstimate that up to five FTEs are currently devoted to call center and complaint
proccssing activities for which the CEFPB is assuming responsibility on g phased
schedule. In summary, workload that transferred to the CFPB has been fully reflected in
the FDIC s updated staffing authorizations.

The FDIC neo longer has anthorized positions to perform any of the transferred
work: thus the FTEs noted above are no longer included in the budget. In the compliance
and consumer protection supervision function, the FDIC wtilizes an independently tested
stalfing model that establishes annual workforee requirements based on updated
benchmarks and workload projections. The transferred institutions were not included in
that workload for 2012, With respect 1o additional reductions in FTEs, in the complaint
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pracessing/call center function, the FDIC has intentionally filled many powitions ona
non-permanent basis and will gradually eliminate those positions as the volume of calls
declines. In the resolutions and receivership function {from which half of the transferred
staff were drawn), the FDIC Board approved a 2012 budget on December 7, 2011, that
eliminated 968 previously authorized positions, approximately 6.1 percent of its
authorized workforce, dug to declining workload.

Thank vou for your letter. If you or your colleagues have additional comments or
guestions regarding this matter, please feel free to contact toe at {202) 898-3388 or Paul
Nash, Deputy for External Affairs, at (202) 898-6%62.

Sincerely,

Martin I Gruenberg
Acting Chairman
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FDIC

Federal Denosit insurance Corporation

S50 11 Streat NW, Washingion, OC 20428 Uffics of Lagelabvs Affalis

Tanuary 9, 2012

Honorable Tom Harkin

Chatrman

Cormmitice on Health Education, Labor, and Pensions
United States Senate

Washington, D.C, 20510

Dear Senator Harkane

Thank vou for forwarding the American Bankers Association (ABA} whits paper titled, The
Impact of the Federal Banking Agencies’ Treatment of Downgraded Debt Securities under the
Regulatory Capital Rudes (White Paper). The Federal Deposit Insurance Cosporation carefully
reviewed the White Paper upon its release in June 2009, However, given continued concerns by
the banking community regarding this critical matter, we appreciate the opportunity to
somununicate QU reSpPonse again, recognizing that not all stakeholders are familiar with the
FIMC’s position and ongoing interagency initiatives. The enclosed discussion of the White
Paper was prepared by the FDIC’s Division of Risk Management Supervision.

Thank vou again for sharing the ABA White Paper. If you have further questions, the Office of
Legislative Affairs can be reached at (202) 898-7053.

Paul Nash
Deputy to the Chairman for External Affairs

Enclosure
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Response to an Inquiry by
The Honorablie Tom Harkin
Chairman, Committee on Health Education, Laber and Pensions
Tnited States Senate

The follewing information is provided by the Federal Deposit Insurance Corporation’s
Division of Risk Management Supervision

The White Paper suggests that existing eapital and asset classification rules do not consider the
underlying economic fundamentals and performance of the downgraded debt securities and
“..amay cause serious wnngcessary capital impairment to many banks” and recommends that the
“...application of these rules should be reexamined and updated by the regulators on an
expedited basis.” Specifically, the White Paper discusses two areas where problems arise,
capital and asset classification, and provides analysis in support of such a reexamination.

The White Paper notes that the curvend regulatory capital rules can cause an investment
downgraded by the ratings agencies to below investment grade o incur a significantly higher
capital charge. The White Paper argues the downgrade of debt securities have been based
primarily on market Hguidity factors of the instruments and not the actual underlving
performance and does not consider subordinate positions available to absorh losses. In addition,
the authors indicate the reliance on ratings downgrades as a basis for capital charges is ,
inconsisient with interagency pronouncements to limit the use of credit ratings for the purchasing
and valuing of securities,

Although the FDIC acknowledges the imitations of the use of external ratings, we believe that,
in general practice, downgrades iriplernented for securities are based on weak collateral
performance and future prospects. Ongoing downgrades in the securities market since 2009 have
been driven largely by rating agencies’ methodological adjustments and increased estimates of
potential credit losses, particularly on structured credit products, resulting in increased capital
requirements, The agencies are reviewing measures to temper procyclicality and continue to
review the capital treatment of securitization exposures to ensure capital requirements are
commensurate with the inherent risk of the assets in question,

The Whiie Paper also addresses the current application by the banking agencies of the Uniform
Agreement on the Classification of Assets and Appraisal of Securities (Uniform Agreement).
The White Paper argues that only the portion of the seeurity that reflects potential loss, not the
entire face amount of a debt security with some degree of impairment, should be classified as
this reflects the investment's underlving economic fundamentals, Further, the authors claim that
bankers have reporied to the ABA that examiners continue to rely almost exclusively on credit
ratings and have required classification of the entire security as soon as the securities are
downgraded.

Regarding the adverse classifications of distressed debt securities, the FDIC applies the Uniform
Agreement, as noted by the authors, which uses external credit ratings as a general proxy for
adverse classification definitions. The recent Financial Accounting Standards Board accounting
rule adjustments for impairment caleulations also referenced in the White Paper do not change
the analysis performed 10 assign asset classifications. In practice, examiners continue to review
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the reasonableness of impairment calculations, which are reflected ag “Loss” if taken in the
current period. “Substandard™ assets by definition contain well-defined weaknesses and pose
risk of loss if not addressed, Many downgraded asset-backed securitiss since 2009 clearly
exhibit credit risk and deteriorating collateral performance, and supervisors would be remiss to
disregard such asset quality concerns,

The FDIC encourages its examiners to review the facts and circumstances of each situation and
avoid over-reliance on external credit ratings, The Uniform Agreement affords flexibility to pass
a sub-investment grade debt securnity or classify an investment grade debt secunity, as
appropriate, in either case, examiners review perfinent information, such as trustee reports,
credit enhancements, valuation, and other factors. To facilitate this review, hank management
should provide examiners with well-documented and ressonable supporting analysis. Examiners
also may consider whether the investment was purchased at a discount to par. However, the fact
that a security was purchased at a discount does not remove potential credit risks. Bank
management is expecied to maintain a robust credit risk management process commensurate
with the complexity and risk profile of the instifution’s assets.

Bifurceating classification based on performing and nonperforming colisteral is not appropriate
for structured credit products. In structured credit products, the investor has a claim on cash
flows from the underlying loans, and payments are distributed to investors according to
governing securitization documents. Pool collateral performance affects bond classes
differently. The cash flow waterfall and deal-specific payment rules omtlined in the governing
documents can create varying degrees of risk, and therefore the suggested approach for
classifications is not appropriate.

The FDIC understands that the numerous downgrades in ratings of securitization exposures since
the financial crisis have focused renewed attention on associated capital treatment. We also are
aware that regulatory capital requirements for banking organizations that hold these securities
have increased significantly as have classified asset levels, The FDIC, in conjunction with the
federal banking agencies, is taking siteps to ensure capital levels remain commensurase to rsk. In
addition, the federal banking agencies are continuing 1o examing alternative standards of
creditworthiness that may be used In place of credit ratings in the risk-based capital guidelines.
Any decision to amend our risk-based capital standards would be made only after public notice
and comment.

#HH
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FEDERAL DEPOSIT INSURANCE CORPORATION, washington, 00 20428

OFFCE OF THE CHAIMAN February 7, 2012

Honorable Randy Neugebauer

Chairman

Subcommitiee on Oversight and Investigations
Commiitee on Finanelal Services

House of Representatives

Washington, D.C. 20815

Diear Mr. Chairman:

Thank you for your letter concerning the staffing of the Consumer Financial
Protection Bureau (CFPB). The Federal Deposit Insurance Corporation transferred 41
emplovees to the CFPB i accordance with the transfer provisions of the Dodd-Frank
Agt. Of those transferring, 20 were permanent FDIC employees {mosily within the
compiiance and consumer protection supervision function) and 21 were nog-permanent
FDIC employees (mostly employees with customer skills in our resolutions and
recetvership management function that were sought by the CFPB to perform its new call
center responsibilities), Consequently, none of the wansferred employees exclusively
performed work which transferred 1o the CFPB. The FDIC and the CIFPB used a
voluntary process to identify employees for wansfer, so that individual employecs would
not be subject to involuntary transfer.

The wotk transforred to the CFPB consisted primarily of supervisory
responsibility for 17 specific consumer protection laws and regulations for institutions
with over $10 billion in assets and their affiliates. Supervision with regard to all other
laws and regulations remains with the FDIC, As of November 36, 2011, the FDIC
supervised 4,613 financial ingtitntions. Of these, the CFPB assumed partial supervisory
responsibility for 41 institutions (23 institutions with over $10 billion in assets and I8
other institotions that were affiliated with these larger institutions). The FDIC estimates,
based on the actual howrs devoted to these 41 institutions in 2010 and 2011, that we
utitized approximately 10-15 full time equivalents (FTEs) annually to supervise these
institutions {the actual workload has varied in the past from year-to<year). In addition,
we estimate that up to five FTES are currently devoled to call center and complaint
processing activities for which the CFPB is assuming responsibility on a phased
schedule, In summary, workload that transferred 1o the CFPB has been flly reflected in
the FDIC’s updated staffing authorizations.

The FDIC no longer has authorized positions to perform any of the transferred
work: thus the FTEs noted shove are no longer included in the budget. In the compliance
and consumer protection supervision function, the FDIC utilizes an independently tested
staffing model that establishes annual workforce requirements based on updated
tenchmarks and workload projections. The transferred institutions were not included in
that workload for 2012, With respect o additional reductions in FTEs, in the complaint
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processing/eall center function, the FDIC has intemtionally filled meany positions cna
nor-permanent basis and wili gradually eliminate those positions as the velume of calls
declines. In ihe resolutions and receivership function (from which balf of the transferred
staff were drawn), the FDIC Board approved a 2012 budget on December 7, 2011, that
climinated §65 previously authorized positions, approximately 6.1 pevcent of its

authorized workforce, due {o declining workload.

Thank you for your letter. If you or your colleagnes have additional comments or
questions regarding this matter, please feel free to confact e at (202) £98-3888 or Paul

Nash, Deputy for External Affairs, at (202) 898-6962.

(b)(6)

Martin J. Gruenborg
Acting Chairman
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Response to questions from the Hencrable Richard Shelby
by Martin J. Gruenberg, Acting Chairman,
Federal Deposit Insurance Corporation

Q1: Chairman Gruenberg, in your testimony vou discuss the FDIC's
implementation of Title I of the Dodd-Frank Act and how the FDIC is preparing to
resolve, if necessary, systemically significant institutions with its new orderly
liguidation authority.

Had MY Global been deemed systemically significant before its collapse, would the
FDIC have been able to resoive MF Global under Title 117

Al: Yes, the FDIC conld have resolved MF Global had it been necessary,

The FDIC has the legal authority, technical expertise, and operational capability 1o
resolve a systemically significant financial institution with its new orderly hquidation
authority. Since the Dodd-Frank Act was enacted on July 21, 2010, the FDIC has
established g new Office of Complex Financial Institutions. This new office is
monitoring risk, conducting resolution planning, and coordinating with regulators
overseas. We also have completed a gseries of rulernakings that implement our orderly
liquidation avthority under Title [T of the Dadd-Frank Act and have finalized the joimt
rulemaking with the Federal Reserve Board to implement the resolution requirements
(“lving wills”),

02: The agencies have submitted a proposed Volcker rule with over 1,300
questions, making it more of a concept release than a propuosed rule. Additionally,
the CFTC has not yet proposed its version of the Volcker Rule and might offer 2
eompeting version.

*  Given the complexity of the issues involved and that the CFTC has not signed
on, do you anticipate extending the comment perind?

+« Do you anticipate deoing a re-proposal?

A2: OnlJanuary 3, 2012, the agencies announced a 30-day exiension of the comment
period to Febrnary 13, 2012, On Janvary 11, 2012, the CFTC approved ifs notice of
proposed rulemaking to implement the Volcker Rule, with substantially identical
proposed rule text as in the inleragency notice of proposed rulemaking. The comment
period exiension was intended to facilitate public comment on the provisions of the rule
and the questions posed by the agencices, as well s coordination of the rulemaking among
the responsible agencics.  The agencies will carefully consider the comments received
on the proposed Volcker Rule in the development of the final rule and, as part of this
review, will consider whether a re-proposal is necessary,
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23: The agencies missed the October 18th statutory deadline for adopting a final
Volcker rule, and despite agency delays, the rule is still scheduled to go into effect in
July 2012, The Dodd-Frank Aet had contemplated at least a nine month timeframe
of advance preparation for compliance.

+ Do you believe there will be sufficient time for banking entities o adjust to
all of the changes imposed by the vule?

s  Would it make sense to phase in the implementation of the rule, so as to
identify potential market disraptions cavsed by any single element of the
ruie?

» There is ample precedent for a phase-in, such as implementation of
Regulation NMBS. De vou believe the Valcker Rule calls for a similar phased-
in approach?

A3: The FDIC and the other agencies recognize the complexities associated with Section
£19 of the Dodd-Frank Act and the care and attention required for implementing and
complving with the new rules. Perhaps because of these complexities, the statute
specifically provides affected companies with a minimum of two vears to come into
compliance with Section 619, which can be extended by rule or order by the Federal
Reserve Board, Further, it is our understanding that many of the institutions affected by
these proposed rules have begun preparing for their promulgation. However, although
alternative approaches are not explicitly under cousideration, the agencies continuously
gauge the reasonableness of the implementation of rules and their impact on stakeholders.
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Response to questions from the Honorable Mike Crapo
by Martin J, Gruenberg, Acting Chairman,
Federal Reposit Insurance Corporation

Q1: Last week the House Financial Services Commitice passed unanimously a bill
that exempts end-users from margin requirements. Proposed margin rules ignore
the clear intent of Congress that margin should not be imposed on end-user
transactions.

Do you all agree that end-user hedging does not meaningfully contribute to systemic
risk, that the ceconomy benefits from their risk management activity and that they
should be exempt from margin requiremenis, and are you working together to
provide consistent rules to provide end-nsers with a clear exemption from margin
requirements?

Al: Nonfipancial end users appear to pose minimal risks to the safety and soundness of
swap dealers and 1o U8, financial stability when they hedge commercial risks with
derivatives and the related unsecured exposure remains below an appropriate credit
exposure threshold. Accordingly, the proposed rule does not specify a minirnum margin
requirement for transactions with nonfinancial end users, Rather, the proposed rule,
consistent with long-standing supervisory guidance, wounld permit a swap dealer to adopt,
where appropriate, its own thresholds below which the swap dealer 15 not required to
collect margin from counterparties that are nonfinancial end users. In addition, low-risk
financial end users, including most community banks, would not be required 16 post
collateral for inttial margin unless their activity exceeds ¢ither substantial threshalds or
the risk Himits set by the swap dealer with which they are doing business, Such
thresholds are usually explicitly set forth in a credit support agreement or other
agreement and are approved and monitored by the swap dealer as part of &8 own credit
approval process. '

As noted in the proposal, this approach is consistent with carrent market practices with
respect to nonfinancial end users and low risk financial end users, in which swap dealers
view the question of whether, and 1o what extent, to require margin from their
counterpartics as a part of the prudent credit decision process and consisient with safe and
sounid banking practices, Accordingly, the prudential regulators would expect that the
direct costs and benefits of hedging with non-cleared derivatives by nonfinancial end
users and low rigk financial end users, including with respect to opportunity costs and
carnings volatility, would remain unchanged relative to current market practices under
the terms of the proposed rule.

In issuing the proposal, the prudential regulators reguested comment on & variety of
issues related 1o the effect of the proposed margin requirements on nonfinancial end
users, inciuding whether alternative approaches-such as an exemption similar to the
mandatory clearing exemnption-are preferable. We have received a variety of comments
from members of the public, including commercial firms that use swaps to hedge theic



Page 11

risk. The prudential reguiators will carefully consider all comments as we evaluate the
proposal in light of comments received and formulate a final rule.
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Response to questions from the Honorable Pat Toomey
by Martin J. Gruenberg, Acting Chairman,
Federal Deposit Insurance Corporation

Q1: As written, the proposed interagency rule to implement the se-calied ¥ Volcker
Rule' would impose new and very substantial and costly compliance burdens on
many banks that de not have a standalone proprietary trading desk or substantial
fund invesiments, and never bave, Specifically, the proposed rule would require
these institutions to estublish, at 2 minimum, policies and procedures designed to
prevent the accurrence of activities in which the institutien is not engaged ~- in other
words, the regulatory cquivalent of proving a negative. It sounds to me like that
could he a very costly undertaking for an institution that was never the intended
target of the Voleker Rule. But mere importantly, this makes even less sense given
the econemic challenges we fice and the need to diveet resources toward capital
planning and lending,

Can you comment on why this is necessary? Is there a less onerous way to
implement the permitted activities?

Al: We agree that banking organizations that are not engaged in activities or
irvestments prohibited by the Volcker Rule should not face an onerous compliance
burden. In fact, the proposed regulations specifically provide that such a banking
organization will have been deemed to satisfy compliance requirements i s existing
compliance policies and procedures include provisions designed to prevent the institulion
from becorping engaged in statutorily prohilited activities or making statutorily restricted
investments. Further, for those banks that do engage in trading activities covered by the
statule, the regulations provide an asset size threshold for the reporting and recordkeeping
requirements, which provide smaller institutions with significantly less burdensome
requirements. We recognize the importance of this issue and will carefully consider
comments conceming implementation burden,
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{ffice of L apistative Affairs

Honorable Lyan A, Westmoreland
House of Representatives
Wagshington, D.C. 20518

Dear Congressman Westmoreland:

April 5,2012

Thank you for the opportunity to respond to your guestions subraitted subseguent to testimony
by Sandra Thompson, the Federat Deposit Insurance Corporation’s Director of Risk
Management Supervision, at the hearing on “H.R. 3461: the Financial Institutions Examination
Fairness and Reform Act” before the House Subcommitiee on Financial Institutions and

Consumer Credit on February 1, 2012,

Enclosed are our responses. A copy was provided to Committee staff for the hearing record, If
vou have further questions, the Office of Legislative Affairs can be reached at (202) 898-7055.

Enclosure

(b)(&)

Paul Nash
Deputy to the Chairman for External Affairs
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Response to guestions
from the Honorable Lyan Westmoreland
By the Federal Deposit Insurance Corporation

QL. How many examiners have been disciplined since 20087 How many were disciplined
for not fully utilizing standard agency guidance for examination procedures?

Al: The FDIC makes great efforts to ensure that our examiners understand and abide by
applicable policies and procedures Tor examinations of financial instiutions. Examiners train for
three years or mor¢ 1o become commissioned examiners and cannot lead an examination until
they are commissioned. As a result, we have very few instances of examiners being dizciplined
for performance or behavior related to their examination work at 4 financial institution. Since
2008 the FDIC has disciplined four examiners for inappropriate behavior during an examination
and there were no instances of an examiner being disciphined for not utilizing standard agency
guidance for examination procedures.

32: How many examincrs have had employment terminated since 2008 as a result of poor
performance?

AZ: Ningteen examiners have been terminated due to poor performance since 2008, the majority
of which were related to their inability to meet the benchmarks and testing requirerents 1o reach
commissioned status,
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March 30, 2012
The Honorable Richard Shelby
Ranking Member
Committee on Banking, Housing, and Urban Affairs
United Btates Senate

Washington, DC 20510
Dear Senator Shelby:

Thank you for your recent letter requesting information regarding the Dodd-Frank Wall Street
Reform and Consumer Protection Act (the Act). Congress passed the Act in response {0 the
worst financial crisis this country has experienced since the Great Depression, 'We are firmly
committed to implementing those reforms in a careful, responsible, and effective manner.

Over the past two years, we and our respective agencies have been working diligently to
implement the Act. Collectively and individually, we have sought input and feedback from the
general public, private industry, public interest groups, and a broad range of stakeholders. We
have also held numerous meetings with our international and state counferparts. In response o
these efforts, members of the Financial Stability Oversight Council {Council) and other agencies
have received many thousands of comments on our regulatory proposals. We and our respective
agencies have carefully reviewed - and are continuing to review - these comments in the course
of milemakings and studies.

We agree with you that Council member and interagency coordination and codperation i3 critical
to this effort. We are committed t6 implementing the Act through close coordination and
consultation between and among Council members and our respective agencies and staffs.’ The
members of the Council and other agencies such as the Department of Housing and Urban
Development and the Federal Trade Commission are consulting extensively with each other both
on a bilateral basis and through the Coungcil itself. There has been an unprecedented level of
interagency cooperation, which has helped us to implement reforms in a careful and effective
manner. The interagency consultation process has included staff discussions during the ininal
policy development stage as well as during the rulemaking process itself. We have shared
proposed and final rule text prior to issuance as well as draft studies. The level of consultation
and coordination has gone well beyond the formal consultation requirements of the Act.
Consultation is taking place at multiple staff and senior policy official levels with the inteation of
improving the consistency of regulation across the financial industry and of reducing the

* The Federal Trade Commission hes very little rulemaking responsibility under the Act. The Federal Trade
Commnission and the Consumer Finsncial Protection Buresu sre coordinating and fully cooperating on
responsibilities either preserved or created in the Aot The two sgencies entered into 2 Memorandum of
Understanding, 88 required by the Act, on January 20, 2012 setting forth, among other things, how the agencies will
cwordinate and consult on law enforcement, ralemaking, and other aotivities,
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potential for overlapping ot inconsistent regulatory requirements. These consultations help
highlight the interaction among different rules under development by agencies, as well as the
interplay between proposed policy alternatives and existing regulations.

As you know, the various rulemakings required by the Act raise a number of important and
complex issues, Moreover, the work on many of the implementing rules is aot yet complete,
We are working diligently to address these issues and to improve the various proposed
implementing rules in light of the comments we have received and are receiving from the public.
As you note in your letter, the Act — like all pieces of legislation ~ is not perfect. While some
provisions could be clarified or improved, we have idestified none that would impact the core
areas of reform that are essential {0 strengthening the global financial system. Accordingly, we
have thus far been able to work to appropriately implement the Act without legislative
adjustments. Once the rulemaking process has concluded and we have had an opportunity to
work through the implementation issues, we will be in a better position to address whether to
recormend changes that might make the core statutory framework more effective.

Thank you for your interest in this important issue. We look forward to working with you in the

future.
Sincerely,
(b)(6) oW r, Getomer T I Ben 5. Bernanke
Secretary of the Treasury Chairman of the Board of Governors of the

Richard Ccrégay

Director of the\Consumer Financial Protection (X airman of the Commodity Futures Trading
Bureau \ Comyission

( b ) (@ ) B

(b)(G) _______________________________________ MaryLSchapzm ...................................................................................................................................... 11 Shaus Donovan
Chairman of the U.8. Securities and Exchange  Secretary for Housing and Urban Development
Commission

GG S —
Edward DeMarco Martin Gruenberg fe (B)(B)
Acting Director of the Federal Housing Acting Chairman of the Federal Deposit

Finance Agency Insurance Corporation
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| 175] ST 7 Am— i_ Tebbie Moz
inan of the Federal Trade Commission Chairman of the National Credit Union
Administration
Walsh S, Roy Woopdaill

Acting Comptrolier of the Currency Independent Member with Insurance Expertise



Page 18

FDIC

Federal Deposit insurance Corporation

550 170 Strost NW, Washington, DT 20428

April 3, 2012

Honorable Carolyn McCarthy
House of Representatives
Washington, D.C. 26515

Dear Congresswoman McCarthy:

Thank you for the oppertunity 1o respond 1o your question submitied subsequent (o testimony by
Sandra Thompson, the Federal Deposit Insurance Corporation’s Director of Risk Management
Supervision, at the hearing on “H.R. 3461: the Financial Institutions Examination Faimess and
Reform Act” before the House Subcommirtee on Financial Institutions and Consumer Crediton
February 1, 2012,

Enclosed are our responses. A copy was provided to Comumitiee staft for the hearing record. If
you have further questions, the Office of Legislative Affairs can be reached at (202) 898-7055.

__________ Ringerely,

Paul iNash
Deputy 1o the Chairman for External Affwrs

Eaclosure

{ffioe of Legsiative Allairs
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Respeonse o questions
from the Honorable Carolyo McCarthy
By the Federal Deposit Insurance Corporation

Q1. The legislation requires regulatory agencies to develop and apply uniform definitions
and reporting requirements for non-performing leans. Ensuring that standards work for
both small and targe financial institutions, while also giving the agencies flexibility to
continue to address unigue situations of smaller institutions is vital

Do you feel uniform standards for nen-performing loans are achievable, or are there
altersative ways to provide for eonsistency of the loan classification process?

Al: All insured banks raust currently apply a uniform definition of nonacerual loans' contained
m the FFIEC’s Consolidated Repeorts of Condition and Income when they report quarterly
financial information to the Federal Banking Agencies (Agencies). The instructions indicate ~ in
part - that:

Banks shall not acerue interest, amortize deferred nef loan Jees or costs, or accrele
discount on any asset (1) which is maintained on a cash basis because of deterioration in
the financigl condition of the borrower, (2} for which payment in full of principai or
interest is not expected, or (3) upen which principal or interest hay been in default for a
period of 90 days or more unless the asset is both well secured and in the process of
collection.

In addition, the instructions provide additional details on related topics such as exceptions to the
general rule, criteria of when a loan ¢an be restored to accrual status, etc. While the definition

daes require the use of some judgment, we should note that most banks — both large and small -
have been able to appropriately apply this definition for many years and across econonue cycles.

Similarly, the foderal banking agencies follow uniform definitions telated to the classification of
problem assets, In this case, the Uniform Agreement on the Classification of Assets and
Appraisal of Securities Held by Banks and Thrifts. Loan ¢lassification standards are consistently
applied at FDIC examinations, and we ensure cur conclusions are balanced and equitable
through discussions with bank management and a rigorous secondary review of examiners’
findings. In most cases, cur experience shows that our loan classifications validate the banks'
own internal credit risk ratings,

We believe that the Call Report definiton for nonaccrual loans, and the Lniform Agreement on
the Classification of Assets and Appraisal of Securities Held by Boniks and Thrifts, provide
significant consistency in the loan classification process. We arg concerned that the
madifications proposed to these supervisory tenets eould result in regelatory reporting that s less
stringent than generally accepted accounting principles. This may impede the effective
identification of credit deficiencies and proper accrual of interest income and, ultimately, the
issuance of corrective sction by the banking supervisors.

" The proposed legisiation requires that the Federat financial institutions regulatory agencies shall develop and apply
identical definitions and reporting requirements for non-acerual loans,
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FEDERAL DEPOSIT INSURANCE CORPORATION, wWashington, DC 20428

OFHCE OF THE CHAIRMAN

April 30,2012

Honorable Tim Johnson

Chairman

United States Scnate

Committee on Banking, Housing, and Urban Affairs
Washington, D.C. 20510

Pear Mr. Chairman:

Thank you for the opportunity to testily before the Committee af the March 22,
2012 hearing International Harmenization of Wall Street Reform: Orderly Liquidation,
Derivatives, and the Volcker Rule.

Enclosed are my responses to the follow up questions from Senator Toomey ©
complete the hearing record. If you have further questions or comments, please do not
hesitate to contact me at (202) 898-3888 or Paul Nash, Deputy for External Affairs, at
{202) 8986962,

Sincerely,

Wiarin 1. Orucnberg
Acting Chalrman
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Response to Questions from the Honorable Pat Toomey
by Martin J. Gruenberg, Acting Chairman,
Federal Depusit Insurance Corporatien

Q1. The praposed Volcker Rule applics to all companies that own an insured
depository, and all subsidiaries and affiliates. In addition to traditional banks and
bank holding companies, the rule seems to fully cover commercial companies that
own # thrift or an industrial loan company, as well as all of the compsanies in which
these covered entities may have a significant investment that makes the recipient of
the investment ap “affiliate.” {Under the Bank Holding Company Act, investments
as low as 3% can trigger affiliate status,) The so-called goal of the Veoleker rule was
designed to Hmit risks at insnred depositories so that banks wouldn’t be using
government-insured deposit funds to “gamble” through proprietary trading or fund
investing. But it scems that in reality, the role will cover all sorts of indusirial and
commercial companies just because they are in some way “affiliated” with a
depository. Similarly, the rule would cover a company that makes a large
investment in another company that controls a depository, dissuading these types of
sirategic investments for fear of the investor hecoming “infected” with the Volcker
Rule, '

Does it make any sense to apply the full restrictions and regulatery requirements to
pon-financial companies?

What can vour agencies do in the regulations, particularly regarding your
standards for defermining what is an “Yaffiliated” company, to make sure that the
Volcker Rule does not burden nou-financial companies in a way that was completely
unintended by Congress?

Al. The definition of “banking entity” in the proposed rules implementing the Volcker
Rule’ as issued by the federal banking agencies and the Securities Exchange Commission
{eollectively, the Agencies) is substantively similar to the definition of that term in
section 13(h)(1) of the Bank Holding Company Act (BHCA) as added in the Volcker
Rule. The definition covers: (1) any insured depository institotion; (2} any company that
controls an insured depository institution or is treated as a bank holding company for
purpoases of section 8 of the International Banking Act of 1978%; and (3) any affiliate or
subsidiary of any such entity.’

In the preamble of the notice of proposed rulemaking implementing the Volcker Rule
{NPR), the Agencies provided a clarification of the definition of “banking entity” with

' See 76 Fed, Reg 68848 (November 7, 20113, For the separate notice of proposed rujemaking of the
Commadity Futures Trading Commission, see 77 Frd. Reg. 8332 (February 14, 20123

T12U80 3106

FIZUB.COI8S 1IN
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respeet to affiliates or subsidiaries of insured depository institutions and bank holding
companies. This clarification provided that the definition of “affiliate” and “subsidiary™
under the BHCA iz broad. The clarification also provided a limited exception that
clarified how the ferm “banking entity” would not apply (0 certain covered funds under
the Volcker Rule.” However, neither the Volcker Rule nor the proposed rules provide for
an exception 1o exclude affiliates or subsidiaries of insured depository institutions or bank
holding companies that are non-financial, commercial companies.

To adidress issues involving the definition of “banking entity” in the proposed rules, the
Agencies provided the following questions that generally cover your gquestions regarding
that definition:

Question 5. Is the proposed rule’s definition of banking entity effective? What
aiternative definitions might be more effective in light of the language and
purpose of the statuie?

Question 6. Are there any entities that should not be inchided within the
definition of banking entity since their inclusion would not be consistent with the
language or purpose of the statute or could otherwise produce unintended results?
Should a registered investment company be expressly exchuded from the
definition of banking entity? Why or why not?’

The Agencies, including the FDIC, will seriously consider the various specific comments
that have been received in response to the NPR in the development of the final rule.

¢ Bee'76 Fed, Reg. 68835 - 68856
¥ See 16 Fed. Reg, 68836 (November 7, 2011).
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FEDERAL DEPQOSIT INSURANCE CORPORATION, wastingion, DC 20429

GFRCE OF THE CHAIRMAN

April 27, 2012

Honorable Edward 1. Markey
Ranking Mipority Member
Commitiee on Natural Resources

House of Representatives
Washington, D.C. 20315

Dear Congressman Markey:

Thank you for your letter concerning the recent Gulf of Mame cod stock
assessment that could significantly reduce the annual cateh linoit and severely affect the
New England fishing industry. In anticipation of the hardships this may cause small New
Fngland fishing businesses, you request that the U.S. Departiment of Commerce's
Fconomic Development Administration {EDA) and National Fisheries Management
Servige (NMFS), the Small Business Administration (SBA), and the Federal Deposit
Insurance Corporation work together to explore ways to connect fenders and their
products with the fishing industry in this area.

The FDIC encourages banks to work with troubled borrowers to develop prudent
loan workout strategics that assist these borrowers and, at the same lime, minimize the
risk of loss to the bank. The FDIC is prepared fo assist the EDA, the NMFES, and the
SBA in efforts to sustain fishermen and the coastal fishing comrmunities in New England
through these difficult times, We understand the severity of the situation and agree that
effective cooperative solutions are important and necessary. We currently are working
with these agencies assisting in the development and evaluation of alternative financial
products and services to address the financial needs of these communities.

Thank vou again for sharing your views. 1f you have other guestions, please feel
free to contact me at {202} 898-3888 or Paul Nash, Deputy for External Affairs, at (202)
898.6962.

Sincgrely,

Martin J. LTaenperg v
Acting Chatrman
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FEBERAL DELOSIT INSURANCE CORPORATICON, wasnisgton, DO 20428

GFRCE OF THE CHAIRNAN

May 22,2012

Honprable Spencer Bachus
Chairman

Committee on Financial Services
House of Representatives
Waghington, D.C. 20513

Dicar My, Chairman:

Thank vou for your letter requesting information on Federal Deposit Insurance
Corporation conference activity covering the periad July 1, 2010 through May 3, 2012
The dialogue with your staff bas been helpful in clarifying certain portions of your
request, and we belicve our responsc reflects the complete package of mformation
requested.

1f vou have further questions, please do not hesitate to contact me at 202) 898~
1888 or Alice Goudman, Acting Director, Office of Legistative Affairs, at {202 898-
8730

Sincerely,

Martin 1. Gruenberg
Acting Chairman

Enclosure
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@ FEDERAL DEPOSIT INSURANCE CORPORATION, Washingion, DU 20428

OFFICE OF THE CHAIRMAN

May 22, 2012

Honorable Randy Neugebauer

Chairman

Subcommittee on Oversight and Investigations
Commitiee on Financial Services

House of Representatives

Washington, D.C, 20315

Dear My, Chairman:

Thank you for your letter requesting information on Federal Deposit Insurance
Corporation conference activity covering the period July 1, 2010 through May 3, 2012,
The dialogue with your staff has been helpful in clarifying cerfain portions of your
request, and we believe our response reflects the complete package of information
requested.

If you have further questions, please do not hesitale to contact me at (202 898~
3888 or Alice Goodman, Acting Director, Office of Legislative AfTairs, ar (202} 98-
8730,

Sincercly,

Martin J. Gruenberg
Acting Chairman

Enclosure
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FEDERAL DEPOSIT INSURANCE
CORPORATION’S RESPONSE TO
COMMITTEE ON FINANCIAL
SERVICES INQUIRY ON
CONFERENCES
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1. FDIC internal written policies for planuing and conducting conferences.

Circular 1010.2, “Conference, Meeting, and Symposium Planning Policies,
Procedures, and Approval Requirements for Using FDIC Funds for These Activities,”
effective March 22, 2012 is enclosed.
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TYRE AND NUMBER
Cirgular 10102

CONTALY TELEPHONE NUMBER

FEDERAL DEPOSIT INBURANCE CORFORATION Elaine M. Stankiewicz J07-B9RB672

DIRECTIVE SYSTEM | veco2 2000

DATE OF CANCELLATICN [Bulietng Onty

10! All Division and Office Directors

FROM: Steven O, App
Deputy to the Chairman and Chief Financial Officer

SUBJECT: Conference, Meeting, and Symposium Planning Policies,
Procedures, and Approval Requirements for Using FOIC
Funds for These Aclivities

RS e R R

The purpose of this circular is to establish policies, procedures,
and approval requirements for planning and conducting
conferences, meetings, symposiums, or similar events therein
referred to collectively as “conferences”), and to establish
methods 1o both minimize total cost (o the FDIC and optimize the
business benefit to parlicipants. This circular also combines and
includes revised policy guidance on the use of FOIC funds to
purchase food and beverages.

P

R

2 Revision/Cancellation 2. FDIC Circular 1010.2, Conference, Meeting and Symposium
Planning Policy and Procedures, dated October 31, 2007, is
hereby revised and superseded.

h. FDIC Circular 2410.8, Policies Governing the Purchase of
Food and Alcoholic Beverages Using Corporate Funds; arxd the
Consumption of Alcoholic Beverages in FDIC Buildings, dated
December 22, 2003, is hereby cancelled.

3. Scope The provisions of this circular apply to all FDIC employess
nationwide, and apply 1o all conferences regardless of the level of
approval required.

R, R e

4. Exceptions All exception requests to the provisions of this circular require
written justification and must receive approval by the Chairman or
his designee prior to the conference, including exceptions to
conferences approved by division and office directors under
delegated authority thresholds outlined in Section 7, Approval
Requirements.

FOIC 1212/03 (5-68)




SERNE B fane e

5. Background
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The FDIC holds conferences for business, raining or strategic
planning purposes. The FDIC aiso permits the expenditure of
funds for food and beverages at these events, under certain
limited circumstances. This circular has been prepared {o
consolidate the applicable policy guidance info & single
authoritative source,

€. Policy

7. Approval
Requirements

FDIC policy requires that divisions and offices adhere to the
provisions of this circular when planning {o hold, conduct, or
sponsor a conference,

Conferences are for business, training, or strategic planning
purposes and shall have a direct correlation to an employee’s job.
Ali conferences for FDIC employees andior ioint FRIC
conferences with other agencies shall have limited, business-
based agendas. Conference plans are subject {6 change or
cancelialion at any time, as dictated by changes in the FDIC's
busingss priorities or workload.

Conferences are intended for FDIC employeas and other eligible
corderence participanis {as defined in Section 18 of this Circular}
and all conference expense reimbursements will be limited 1o
these participants.

£ P

a. Approval requirements. All conference requests, with
estimated total costs greater than or equal to $25,000 must be

- initially submitted to and reviewed by the Chief Financial Officer

{CFO) before being presented to the Chairman or his designee
for approval. Such requests must be presented for approval no
less than 30 days in advance of the conference and within
sufficient ime 1o avoid/mitigate any possible canceliation fees.

b. Total costs must be shown on the Conference Request form
(FDIC 26800/22} to include all ravel, lodging, facilities, meals
(food and beverages), speakers, mementos, executive dinners/
receplions, conference planning expenses, expenses of non-
FDIC participants, portions of expenses {by different FDIC
divisions}, expenses for which the FOIC is alifpartially
reimbursed, and/or any other expenses related to that particular
conferaence (herein referred 1o as “total cost”). All conference
requests must contain complete information on the fotal cost
breakdown, location, agenda, and number of attendees.

¢. Division and office directors {or their designees) are delegated
the responsibility o approve conference proposals submitted on
the same Conference Request form (FDIC 2600/22), only when

Circular 10102

2z March 22, 2012
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Approval the estimated conference expenses are less than $25,000. Al
Requirements such conference requests approved under delegated authority
{cont'd} must also contain complete information on the total cost

breakdown, location, agenda, and number of attendees, and
must comply with all aspects of this circular,

d. Division and office directors may delegate fo other senior
management officials the authorily to approve conferences with
estimated expenses of $500 or less. Conferences at or below
this threshold must comply with all aspects of this circular;
hawever, Conference Request forms (FDIC 2800/22) are not
required for such events,

e. Those division and officer directors who are responsitie for
Corporate Employes Program (CEP) and/or other recruiting
events, Corporate University-sponsored training, or other FDIC
official information technalogy systems-related iraining, must
follow these guidelines for their events, i events such as these
have estimated expenses greater than or equal to $25,000 or
may exceed the conference duration limils defined in this circular,
they will not have to be presented to the Chairman or his
designee for approval,

Copies of Conference Request forms approved by division and
office directors (for conferences with expenses greater than 350G,
but less than $25,000} must be provided 1o the CFO for gost-
approval review processes. On a quarterly basis, no later than
one month after each quarter-end, division and office directors
must submit fo the CFO’s Office a summary of all conferences
approved under delegated authority, including the number of
attendees, aciual total costs, venue, and indication that the
conference was in compliance with this circular.

Reviews of conference request forms will be performed to ensure
compliance with the policies contained in this circular. Failure to
abide by the policies contained in this circular may result in
sanctions against the approving official, including the elimination
of the delegated authority to approve fulure conferences.

8. Conference Employees serving as conference organizers shall submit 2
Requests justification memo and agenda along with form FDIC 26060722,

Conference Request to provide documented total cost estimates
to approving officials for all conferences.

The memo accompanying the Conference Request form, and
submitted to the approving official, must have the signature(s) of
the sponsoring division or office director(s}.

Cirpuiar 1010.2 3 March 22, 2012
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Division of Administration (DOA) Acquisition Services Branch
(AGB) staff shall be included in the pre-planning stages of all
conferences when estimated expenses are greater than or equal
to $25,000. ASB staff shall provide conference organizers
guidance on the solicitation process, execution of contracts, and
the appropriate use of the procurement card {(P-card) for the
conference. When ASB staff is involved in planning fora
particular conference, the documentation accompanying the
Conference Request form must also include the signature of the
Depuly Director of ASB. Conference organizers and ASB staff
may not commit to using any facilities or services until the
conference request has been approved according fo the
requirements outlined in Section 7 of this circular.

Conference Request forms must include the total cost for the
conference regardiess of the source of funding {i.e., division and
office budgets, DOA budget, P-card, elc.).

8. Conference Cost
Controls and Other
Requirements

Total conference costs shall be minimized through a comphination
of the following factors:

a. Adhere to a 125 percent limit of the U.S. General Services
Administration {GSA) per-diem rates for lodging and meals &
incidental expenses for all conferences.

b. Limit conferences 1o no more than three days, excluding
travel, based on business needs. For instance, conferences may
hegin or end mid-day to accommaodate fravel requirements, as
long as the conferences run no more than 3 days during the
consecutive time betwaen the travel,

¢. Utilize FDIC facilities (such as the Seidman Center or regional
office facilities), other Federal Government buildings, and/or
public facilities whenever possible and 1o minimize costs. In the
event that FDIC or other government/public faciliies are not
available, any regional-based conferences should be held in
close proximity to the regional offices, or in another centralized
location for conference attendees.

d. Contact the Special Services Unit (88U} in DOA at the outset
of conference planning for all off-site events where total costs are
estimated 10 be $25,000 or greater. DOA will coordinate market
research and provide acquisition suppor! for site selection.

e. FRIC funds are not permitted to be used o purchase alcohol.

i Entertainment expenses are not allowed with FDIC funds.

Cirgular 1014.2

4 Mareh 22, 2012
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g. Use technology {video conferencing, teleconferencing, web
conterencing, etc.), whenever possible 1o reduce trave! and
lodging costs.

h. Limit meals, receptions, outside speakers, and mementos to
meet business needs.

10. Best Value
Verification

41. Division and Office
Birector
Responsibility

For all conferences not taking place at an FDIC facility, division
and office conference organizers are responsible for working with
ASB to obtain and present the three best proposails {ata
minimumy.

ASH shall verify, prior to forwarding the proposal to the approving
official for consideration, that the three propusals are a valid
representation of the conference market and that the
recommended proposal represents the best value {o the FDIC.
Upon approval, ASB shall work with the conference organizer to
coordinate responsibility for final negotiations and contract
exetution.

Divigion and office directors afe responsible for the effective
implemeniation of this Policy, Afler a conference has been
approved, division and office directors should monitor expenses
during the planning process and notify the CFQO if there are
potential cost changes, conflicts with workioad, or public
perception issues.

Between the time a conference has been approved and the
actual ime of the conferance, division and office directors are
responsible for submitting an interim memofform to the CFO
updating the conference estimates whensver there are material
changes. Whenever possible, such updates/changes should be
submitted to the CFO 30 days prior to the conference. Any
material changes fo the original conference request must be
approved in accardance with the Approval Requirsments delined
in Section 7 of this circular.

12. Reserving FDIC
Facilities

FDIC facilities must always be given first consideration
when planning conferences. Unless an excegtion is
approved, an FDIC conference will be held ai the Seidman
Center or at another FDIC facility, if the number of conference
participants can be accommodated (seated) in one of those
facilities. The Seidman Center Auditoriurm can seat up to 560
caonference participants, depending upon the configuration
ysed.

Cirgular 1G610.2

8 March 22, 2012
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Reserving FDIC DOA and the Division of Finance (DOF) will jointly administer
Fagilities {cont’d) an annual conference planning process to schedule
conferences. This planning will ordinarily be conducted in
conjunction with the FDIC’s annual planning and budget
process. DOA will manage its scheduling for the Seidman
Center to ensure that major division and office conferences are
given appropriate priority in the use of that facility, FDIC
divisions and offices shall be flexible in the fiming of such
conferences in order to facilitate DOA scheduling of that
facility,

if it is determined that the FDIC facilities do nof represent a
feasible option, based on availability, capacity, or minimal cost, &
written explanation must be completed and included in the
conference request memo, alternative dates shall be examined,
and cost comparisons shall be completed on the Conference
Request form (FDIC 2800/22).

For all conferences planned at off-sile facilities, no binding
commitment shall be made fo an off-site facility for conference
services prior to securing approval as defined in Section 7 of this
circular,

13. Off-gite Conference  When planning a conference that will not make use of FDIC
Considerations facilities, preference should then be given to utilizing other
Federal Government buildings and/or public facilities before
considering other facilities. The following factors must be
taken into consideration when selecting sites and conlracting
with off-site locations:

a. Total Costs and Accessibility. Confsrences shall be held
in locations that minimize total costs and time required cutside
the office for attendess. The required total cost comparisons
shall be comprehensive and include all costs that will vary
based on which site is chosen, including facility costs, travel,
per diem, elc.

Conferences shall ordinarily be conducted in close proximity to
the geographic location from which the largest concentration of
attendees will be drawn to minimize cost.

b. Public Perception. Conference organizers shali carefully
consider geographic locations, as well as specific site and
conference facilities, in order to ensure the selection will not
adversely affect the reputation of the FDIC.

c. Security and Safety. The facility chosen must be safe and
maintain on-site security personnel. Additionally, it must comply
with the Americans with Disabilities Act and applicable

Cireudar 10102 & Mareh 22, 2612
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Off-site DOA, Security and Emergency Preparedness Section {(SEPS)
Conferance must conduct a security assessment of any conference facility
Considerations where over 100 FDIC emplovees will attend or in situations
{cont’d) where increased securty may be necessary. Notification o

SEPS shall occur as soon as the facility has been verified by
ASH as the best value (see Section 10, Best Value Verification,
abaove).

d. Adequacy of Rooms and Conferonce Facilities. The
facilities must mainiain functionality consistent with the purpose
arnd requirements of the conference. Congiderations for
conference needs include the availability of necessary
audioivisual equipment, registration space, and a sufficient
number of adequate meeting rooms.

&. Budget and Reporting. Divisions and offices utilizing specific
accounting codes associated with a conference must ensure that
approving supervisors verify that FDIC conference attendees use
the appropriate codes {0 be charged in the Corporate Human
Resources Information System Time and Attendance system
{CHRIS T&A) and the automated fravel system 1o ensure that the
FDIC maintains complete and accurate cost information.

f. Use of FDIC Resources. In an effort to conlain cosis
associated with the conference, divisions and offices must use
FDIC resources whenever possible, FDRIC's printing, graphics,
audiovisual, computer and telephone support units shall be
involved in the conference implementation process to avoid the
reliance on non-FRIC personnel to deliver these services ata
premium rate. :

Divisions and offices planning an FDIC-sponsored conference
may elect to use professional conference planning services
provided by the FUIC contracted travel agency. However,
conference planners must work with the 58U whenever the
gircumstances dictate according to this circular.

14. Lodging and Meal & Conference organizers must adhere to limits on per diem rafes of
Incidental Expenses  128% of the GSA lodging and meal & incidental expenses rates
Rales for all conferences. The appropriate per diem reductions for

meals shall be clarified in advance, and the aftendees shall be
provided with clear instructions on aliowabile per diem amounts
for each day of the conference or event. Consideration must also
be given 1o the variable nature of GSA lodging and meal &
incidenial expenses rates, based on geographic location and
SEeason,

Circular 107602 ? flarch 22, 2013
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Lodging and Meal & a. Lodging. Conference organizers must assess the availability

incidental Expenses  of and utilize lodging facilities at or in close proximity to where the

Rates {cont'd) conference is being held, that are within 125% of the allowable
G8A per diem rates for lodging at that focation {inclusive of
taxes). Lodging facilities that offer either a Government rate
andfor a negotiated rate within thess limits must be utilized.

b. Meals. Conference organizers must assess the availability of
service at the selected location o stay within 125% of the
allowable GSA per diem rates, for all food provided (breaidast,
lunch, dinner, breaks, receptions, etc.). The cost of individual
meals that the FDIC provides at a conference must also stay
within 125% of the GSA meals and incidental expenses
breakdown amounts (for breakfasi, lunch, or dinner}.  there are
sufficient, reasonably priced options within close proximity fo the
site (food courts, efe), conference organizers may want to
provide a limited number of meals and allow the parlicipants to
purchase certain meals on their pwn. Conference organizers
should consider special menu needs of pariicipants and provide a
variety of menu ilems o address those requirements. The GSA
meals & incidental expenses per diem rates do include {axes and
gratuities (service charges).

15. Alcoho!l The use of FDIC funds o purchase alcoholic beverages is
prohibited,

R R

16. Entertainment The use of FDIC funds to pay for entertainment expenses {&.g.,
musicians, performing artists, entertainers, elc.} is prohibited.

17. Qutside Speakers Outside Speakers. Conference planners should ensure that any
proposed speakers are subject matter experts that can address
topics relevant to FOIC duties and responsibilities, and that
speaker expenses are limited to reimbursement for travel,
fodging, meals, and limited/reasonable honoraria, speaker fees,

or mementos.
EANERE RN e
18. Conference Generally, conference mementos should not be provided. If
Mementos provided, mementos shall be useful and appropriate for the work

environment, and be professional in content and theme. The cost
of such mementos shall not exceed $10 per atiendee. These
charges must be clearly identified on form FDIC 2600722,

Chroular 1010.2 ] March 22, 2612



19. Confersnce
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20. Closeout and
Follow-up
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it may be appropriate to include cerlain individuals in addition o
the defined FDIC participation group, in some aclivities of the
conference.

a. Qther FBIC Employees. it may be appropriate {o invite
representatives from other divisions and offices to attend,
participate in, or facilitate learning sessions for the defined FDIC
group. Such FDIC employees involved in the conference should
be included in the total conference costs and subject to all the
provisions in this circular.

b. Other Agency Employees/Outside Participants. it may
be appropriate to glso invite other Federal or State agency
representatives and/or other cuiside participants to an FDIC-
sponsored conference. Such participants shall be included in
the total conference cosis, with appropriate sharing andfor
refmbursement of selected costs for attending the conference.

R U R R T

a. Form FDIC 2800/23 Conference Closeout This formis
provided as an aid {0 evaluate actual conference costs.

b. Form FDIC 2600/24 Conference Evaluation This form is
provided as a guide for evaluating the quality and effectiveness of
conferences. Feedback from parlicipanis may also be oblained
using alternative forms,

¢. Post-conference closeouts and evaluations are required for
conferences approved by the Chairman or hig designee. Data
shall be compiled and analyzed by the sponsoring division or
office and summarized in a memo to the CFO within 60 calendar
days after conference completion. The memo shali be
accompanied by a copy of form FDIC 2600/23, a comparison of
actual and estimated costs, a summary of feedback from
pariicipants, and any recommendations associated with the
confersnce. Total conference-related cosis {(as defined in section
76 of this Circutar) must be included on the Conferance Closeout
form.

d. Reviews of conference closeout reports will be pedormed to
ensure compliance with the policies contained in this circular,
The reviews can extend to the automated fravel and Chris T&A
systems to ensure that employees properly coded their travel
vouichers and timesheets while on conference travel.

e. Failure to abide by the policies contained in this circular may
result in sanclions against the approving official, including the
elimination of the delegated authority 1o approve future
conferences.

Chroutar 10102
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21. Documentation and  Documentation requirements are identified at each stage of the
Record Kaeping process to include:
Requirements

a. Approval. For all approved conferences, documentation of
approval, conterence request memo, agenda, and estimated
costs (on form FDIC 2600722 shall be maintained by the
sponsoring Division or Office and the CFO for three years.

b. Best Value Verification. For conferences not held at an
FDIC facility, the approved proposal including form FDIC 2600/22
must be maintained by the divisions and offices for three years.

c. Contract Documentation. Any contractual agreements or
insurance arrangements required by an operator or owner of &
lodging and/or meeting facility related {o the conference must be
submitied to ASB for review af least 30 days in advance of the
date that these documents must be signed by an appropriate
official of the FDIC. Contracting and procurement delegations
shall be foliowed in executing these documents. ASB shall
prompily review the documents fo ensure consistency with FDIC
policies.

d. Follow-up. Form FDIC 2600723 must be completed for all
gvents approved by the Chairman or his designee. This review
shall include actual numbers of attendees, all relaled costs, and
feedback from attendees. Documentation o support all
expenditures is required and must be maintained by the Divisions
and Offices for three years.

Note: Records shall be retained in accordance with the
provisions in FDIC Circular 1210.1, FDIC Records Retention and
Disposition Schedule,

2Z. Forms All forms referenged in this circular are iocated or the FDICnet
under Standardized Forms.

23. Questions

24, Effective Date The provisions outlined in this direclive are effective immediately,

Note: For those conferences that were previously approved,
division and office directors shall review their plans {o ensure that
the conference complies with this circular to every extent
possibie.

Ciroutar 1010.2 10 : March 22, 20472
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2. A list of all confercnces held by/on behalf of FDIC since July 1, 2010, For each
conference, provide the following information:

#. The date, site, and topic;

b. The number of participants;

€. The complete and total budget, including, but not limited to, the cost of food,
beverage, themed breaks, favors, programs, event space, rentals, lodging,
hotel service fees, and transportation;

d. The complete and total budget for any event planning services ntilized;

e. Ali docomentation related to the solicitation of bid;

f. An itemized lisi of indirect costs charged in FDIC by any event planning
services;

g. The complete and total budget for any cooperative agreement recipients;

h. An itemized list of indirect costs charged to FDIC by any coeperative
agreement recipients;

i. The complete and total budget for any pre-confercnce planning travel; and

Documentation of any senior level approval for conference spending that

exceeded the per diem rate for the chosen locality.

b
.

a - ¢

Enclosed is a listing of 35 conferences held byfon behalf of the FDIC from July 1,
2010 1o May 3, 2012, Of these 35 conferences, 29 took place at the FDICs own
facility, the Seidman Center in Arlington, Virginia,

d. L

The FDIC does not generally contract with external event planning servicers, During
this reporting period, the FOUC wtilized event planning services one time, as noted on
the enclosed listing.

g~
The FIMC does not participate with any cooperalive agreement recipients.

i
For the six conferences that took place at locations away from the FDIC’s Ssidman
Center, pre-conference planning travel budgets are shown on the enclosed histing,
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2. Continued

iR

The FDIC’s revised conference circular now limits expenses 1o s uniferm 125% of
(GSA per diem rates for both lodging and meals, and any exceptions must now also be
approved by the Chairman’s Dffice. This per diem rate was recommended by our
O1G in their report on conterence-related expenses and activities,

Prior FDIC conference guidance allowed a combined per diem rate of 150% for all
iodping, meal, and incidental expenses for events with 100 or fewer attendees, at
locations with direct facility costs below $5,000, and approval at the Division or
Office Director level. Conferences that did not meet these ¢riteria required a
competitive bidding process with a minimum of three sites. These bids were required
1e be independently reviewed by the Acquisition Services Branch of the Division of
Administration for a “Best Value” determination, before being routed for approval
through the respective Division/Office Director, and then o the Chief Operating
Officer (COO), and after the COO’s departure (rom the FDIC i May 2009, the Chief
Financial Officer (CFO} for final approval.

For the 35 conferences held since Joly 2010, the six that were not held at FIIC
facilitics reguired this competitive, “Best Value™ analysis. OF those six conlerences,
four had per diem expenditures that exceeded 150%. Enclosed are the approval
memorandums, consisient with FDIC policies at that time, for these four conferences.
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List of All Conferences Held By/On Behalf of FDIC
Since July 1, 2010

1042810

104752010

FOHC Seioman Center,
Adlington VA

Communily Reinvestment Act Forum

¥of

Hro-
Conference

0BG

1BaMG

FEHC Seidman Canter,
Adington, VA

Division of Administration Labor and
Emplayes Reations Conferenca

1011222040

1202010

FENG Saidman Centar,
Arfington. VA

Uivision of Freance Ascounting &
Auditing Confererce

0HAR02

10HsR01G

FINC Seidgman Center,

Adlinglon, VA

Dission of Supervision and
Compiancs National Assistant
Regional Direclors Confgrence

11429

1252040

1RI26I2010

FEIC Saidman Cener,
Arlington, VA

Merigages ang the Futune of
rousing Finangs Symposium

37.035

1280

16282010

FOIC Seidman Centgr,
Aringlon, VA

thvision of Insyrance Research Bank
Resaaren Conlarence

11RO
4]

11/BI2040

FOIC Saidman Center,
Arlington, VA

FLHL Seigman Center,

Systemic Risk Superasion;
Rectanizirg the Naxt Bubile

Ovargoring Obstacies fo Smatt

11362011 132011 Aglington, VA Business Lending IBOS 2383918 -
FEHC Seidman Cender, Division of Resolutions and
2220 2420 Artington, VA Recaivarships All Managers Mesting JeB1E ZO0ERIT LS
Division of insurance Research
FOIC Seigman Centar i Symposium on Rising Farnlang
312011 320t Artinglon, VA Values 25013 1,778 1 & ~
Marriott Holel, intgragency Astounting Conferpnoe
3MBIZ014 201 Angbeim, CA FOHE, 00, OT8, FRR, NCUA) 17418 273B7Y IS 1143%
FOEC Seiman Center,] Division of Insurance Resgarch
KIpLIvivg: Chriirinkhy Ariigton, VA Annual Devivativas Conforence anl s BE28 i & 5
FOIG Seigman Garntar, Lagel Division Lifigation and
IBI201 BIGR0TI Addington, VA Resviutions Banch Conference 280i%  ZFABB IS -
1ADI Deposit insurance
FUHD Seidman Center, Assessmants and Fund
Gisiaii e Lrlraak Ardington, VA Managemant Fei8 SABG i § -
FEMEC Saidman Canter,i3rd Annual Giobal Financial Services
BiG2011 5872011 Arlington, VA Fisk Management Conference 7i0:§ 1738218 -
Hitton Hotsl, San Financial Crimes Conference [Joint
BHG201 892011 Dhean, GA with Depariment of justice} 348: 8% B44082 15 18354
Division of Resolutions ard
Receiverships Rigk Sharing Asset
EDIC Seidman Center, | Managament Compliance Monttaring
BGI201Y B2/ Aslinigton, VA Best Practices Conteranse 110§ 75161% -
Sheraton Hotel New Matiorat Minority Depasifory
SA472001 ¢ BiBI2011 Youl NY institutions Conference 251§ 2OLORVIE 1595
Uryision of Risk Managemsnt
Suparvision and the Division of
Depositor and Consumer Protection
Warrintt Hoted Copley Mew York Regional Training
BI04 #520141  Place Hosion MA Condsrence SR 1285085 1S 1,400
FONC Seidman Denter,; Jivision of Information Techaoiogy
B/18120111 818201 Asiinginn, VA 1Y Symposium 4001 % 242818 -
FEND Seiman Center,
Sl 85071 PHnAoY Addington, VA Consumer Reserarch Sympusium e e 285918 -
EDIC Seidman Center, i Division of Insurance Resagreh Bank
GHBRDT akfriak Arknglon VA Rezearch Canforents WGP s B430 1 & -
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List of All Conferences Held ByiOn Behalf of FDIC
Since July 1, 2010

Pre-
# oof Totai Conference
Date Site Topic Participants | Budget Travel
Divigion of Rigk Managerment
Supsrvision and the Division of
Depositer and Consurngr Protection
Baviord Hotet, Chicage Regionat Treining
818:2041 SF23R201 Nastivilie, TN Corference | BAZIET2B0083 1% g3 BTV
FINL Seidman Cender,!  Division of Finanoe Ascounting &
1071820441 1082011 Arfinglon, VA o Awuditing Conference 2418 FIRLC§ -
EGIC Seidman Centar ] PRMIA 3rd Annual Policy and Risk
THHE0Y 437772011 Aslington, VA Symposiurm 21018 4000 1% -
FC Beidman Cerdar, Division of Risk Managemani
SH7REDT YT Ardington, VA Supervision Thresiscaps 2011 1061 % E500 18 “
Association of Supsrvisors of Banks
interConiingntal Molel, | of the Americas Annual Aszembiy
114720111 11ABR01Y Ban Fransiseo, CA and Conferance 20 % 8274613 B MW

H128/2011

1211420791

FOHG Seigman Centar,

Dhvigion of Administration Ak
Ernplo

e Conferance

187 847

FOIC Seidman Canter, | Interagancy U 8.0rss Mamagement
SHIRA01E oz Arfingien, VA Group Gonfargnce 11518 10054 1 % -
FOIL Saigman Canter,
ZRELE0IZE 2MER0E Arkingion, VA Lagal Division Managers Conferencet 16018 240881 % =
G Seidman Center,]  Futueg of Community Banking
2ne/amg 20182012 Avington, VA Conference H0is 2wAFI1S -
FDIC Seidengn Center, Olvision of Information Technoiogy
JB2012 IBI2012 Arlingtan, VA Al-Hands Conlerance 251 % 10681 % ~
FDIC Seidmanr Center,] Annuat Dervabives Secruties and
AR01RL AN Artingion, VA Rigk Management Conference 01§ 1183213 -
FOIC Seigman Center,
P22 Ani2oe Arlington, VA FOIC Bi-Annual Privacy Symposium 751$ w12E3:i 8 -
FOHC Seideman Center,
5120912 B30 Artingion, VA iAD: Legal Framewarks Seminar 801F 8208 -

ik

The FIHC does not generally contrast with externat event planning senvicers. For this reporting poriod, the FDIT onty contracted

onca with an svant planning service, at the Division of Risk Management Supervision and te Division of Depositor ang Consumer
Protection Chisege Regional Training Conference, The FDIC hired Destinalions Nashyille, Inc. to srrengs for s dinner st the

confarence and paid them $17.733 for their services.

v
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FDIC

Federal Deposit insurance Gorporation
300 S. Riverside Plaza, Sute 1700, Chicago, 1. BI506 Thiage Regional Oifce -

August 11, 2010

TO: " Sandra L. Thompson
: Director

Deputy Director

FRQM. """"""""""""""""""""""""""""""""""""""""" M‘%tbmﬁyiﬂm e
Regional Direclor
SUBJECT: Request for Approval ~ Chicago Region

2011 DEC Chicago Regional Office Training Conference

Summary: We recommend Chicago fiag‘ian’g 2011 Training Conference be held
at the Gaylord Opryland Hotel, Nashville, Tennessee — Septembar 18-23, 2011,

Site Section P{écess

A search began in January 2010 asided by the FDIC Special Services Unit. We
significantly refied on information gathered during our search for a 2008 conferénce site
that was subseguently cancelled. The following criteria wers used as par of the site
selection process fo identify facilitios that

» Have a minimum of 800 sleeping rooms {must have 2,500 sleep nighis available
with the majority of the attendees staying four nighis)
= Offer government per diem rate for sleeping rooms :
» Have a general session meeting room of 8,000 squa{e feet o accommuodate 600
seated classroom style
s Provide 18 braak-out rooms o acaommadat& hetween 45 and B0 seated
classroom style
« Have a banquet room to accommodate a minimum of 880 people
» Have avallabllity between June 2011 and August 2011
« Have proven irack records of above average mainienance and cleanliness of the
~ faclity
« Arewithin 30 miles of a major aiport
»  Are within walking distance of a varety of restaurants, shopping and
entertainment
»  Maintain a public image that is consistent with the public image of the FDIC, and
ara not overly resort or gambling oriented
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Mems To: Divector Thompson . Page 2
Re: Request for Approval - 2011 Regional Conferenze :

«  Were not facilities that hosted the iast five Cmaga Regional Training
Conferences

Our initial search focused primarily on potential conference sifes within regional
boundaries. We extended the search to include states contiguous to the Chicago
regional borders, including Minnesola, Tennessee, Pennsylvania and Missourl, The
ten-state search yislded three sites of particular interest thet met the aforementioned
criteria. These three faciliies submitted competitivé bids that met the wamanfed
contracting requirements. These bids allowed us to horizontally compate costs outside
of the Per Diem (for example, Audic-Visual, Mesting Room Rernftal, Shi ggzmg and

- Reveiving Charges, Food & Beverage) as well as concessions offered by each facility,
We also conducted site visits of the final three conference sifes.

Recommended Sife - Gaylord Opryland Hotel, 2802 Opryland Drive, Nashville
Tennessee. Conference Dales ~ September 19.23, 2011

The Gayic&rd Opryland Hotel is focated approximately 11 miles notheast of downiown
Nashviile and 10 mifes from the Nashville inlernational Alrporl. This fachity has 2,881
sleeping rooms and has offered the prevailing government rate, which is currently

- $118.00 per night. The hotel s offering a number of concessions for our eventin
include pne coraplimantary room for every 40 paid room nights, discounted round trip
atrport shuitle transporiation for our participants, 25% off self parking rates, 16%
discount on 2010 banquel menu pricing if the total is gbove $300,000, 30% discount on

. 2010 audio visual pricing, complimentary receiving/staring of boxes shipped {o the holel

for our event, and no charge 1o re-key specific meeting space for seourity purposes. In
addition, FDIC emp!ayees would be tax exempt from all occupancy, sales and aiy
faxes.

The Gaylord has ascoommaodated many largs, and high-profile, celebrity evenis in the
past and should fully safisty our needs iy a professional manner. The general session
meeting space is of ample size, and located adjacent to a targe ballroom thatwill be
ulitized for lunch. Although the size and number of breakout mesting rooms are
sufficlent, they are not all centrally located. Vo alleviate this concem, we will use ample

gnage strategically positioned staff, and floor plan maps o ensure t?xai atlenddess can
easily locate the break-out sessions.

The Gaylord s overall best suited o mest our security nesds and offers the most
amenities to enhance the training conference experience. . Although i is the second
highest cost of our three options, the concessions and accommodations offered clearly
make this facility the overall best value. The holel provides #s own in-house, fow cost
shutfle service to and from the Nashville Airport, o alt of the histodcea! attractions, and (o
downtown Nashwille. In addition, the conference faciily is within walking distance to
family friendly activities In the sprawiing Opryland Complex, such as a shopping mall,
MAX Theater, and a number of restavranis.
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Memo To: Director Thompson \' Page 3
Re: Hequest for Approval — 2011 Reglonal Coaference

The hotel is currently closed and undergoing a largs-scale re-construction dus to a
devastating flood that occurred in the Nashville metropolifan area in May 2010, The re-
construction of the holel will be completed in November 2010, and the Gaylord will .
operate effectively as an all new conference facility at the fims of our conference in
20111, In addition, the nearby mall Is closed as are the Gaylord's golf course and
clubhouse that would have facilitated a private exgcutive dinner, All of these facilities
are either on or ahead of schedule for a re-opening December 2010 or earlier,

The region’s conference planiing commiliee will address the challenges resulting from
the flood through close coordinalion with the Gaylord's event coordination staff. We will
also rely on "hard hat” fours of the facility and graphic and engineering depictions of the
space, while placing initial planning emphasis on offsite reception and dinner svent
planning and coordination. We will also expend efforts between the contract signing
date and the November 2010 completion of the re-construction, with planning for break-
ouf session topics, establishing web-based survey and sign-up Hinks, and developing
strategies to communicale plans for the conference to our stafi. With these shrategic
adjustments, we anticipate no material impacdt en the success of our sonference as a
result of the 2010 flood,

This faciiity is considered the most suitable for the conference, and is our fisst choice for
the foliowing reasons:

» Nashville international Airport has flights available {o over 88 markets, with non--
- stop service 1o 42 cities including Cleveland, Chicago, Cincinnati, Columbus,
Detrolt, Mitwaukee, and Washington DC. Nashville is also located within a five-
hour drive of 35% of the region's personnel atfending the conference.

» The hotel provides an in-house low cost full shuttle service between the airport
and conference site. The Gaviord owns a fizef of charlered buses to
accomimedate the number of conference atitendees thatl are sxpecied to fiy lo the
conference. This shuitle service wi ii gliminate the need for segsamie coniract
with an oulside vendor.

» The parent company, Gaylord Entertainment, has separate affiiated faciiifies for
a reception or dinner away frorm hotel grounds, while offering the convenience of
a single bilt and purchase order (Grand OF Opry, as well as Gaviord-owned
faciities in downtown Nashvyille).

« The hotel offers complimentary and professional car service (2011 Chevy
Suburban) pick-up and delivery 1o and from airport for Executives and VIPs, as -
well as a private check-in arrangement. For the Chairman and Division Director,
no front desk check-in will be required, and pre-arrival coordination with special

. assistanis, 1o plan for any perséna% neads or acccmmadsizans will be facilitated
by the holel
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Memo Toa: Directer Thompsen . Page 4
Re:r Request for Approval—2013 chmna{ Conference

» The Gaylord is best equipped for expedited large group check-in procedurss,
with 30 check-in locations. Additional staff will be on-duty for owr check-in and
check-out convenience. The Gaylord's check-in capabilities would significantly
reduce waiting times and provide the best opportunity for an ontime conference
start Monday alternoon that includes all altendees.

tstimated cost of our regional fraining conference at this site is $2,081.40 per full-week
equivalent (FEW] aftendee, or $412.28 per FWE altendee per day. However, costs
. could change should the per diem rate change in 2011,

' Cnmparisaﬁ SHe 2 - Minneapolis Hilton Haotel, Minneapolis, Minnesota,
Conference Dates — August 15 — August 19, 2011 {Second Choice)

The Hifton Minneapolis is in downlown Minneapolis and 13 miles north of the
Minneapaolis/St. Paul intemationa] Airport. This facility has 821 slesping rooms and has
offered the prevalling government rate, which is $137.00 per night. The selection of this
site would virtually assurs that the FDIC would have the hotel staff's undivided aftention,
a8 we would reserve 80% of the sleep rooms and almost all of the meeting space. The
hotel is offering a number of concessions for our event, 1o include one complimentary
raom for every 40 paid room nights, the lowes! food and beverags costs when
compared to the other sftes, 10% discount on the 2010 banquet menu pricing, 35%
discount ony 2010 audio visual pricing, complimentary receiving/storing of boxes shipped
{o the hotel for the event, and no charge (o re-key specific meeting space for security
purposes. In addifion, the FDIC would be tax exempl from all occupancy, sales and city
taxes as & resull of direct billing. _

The Hifton Minneapolis hotel offers over 77, !}G{} square feet of flexible meeting and
banquet space, featuring the 24,780 square foot Minneapolis Ballroom. Accompanied
by 35 additional meeting rooms, the hotel offers flexibility for events ranging in size from
10 to 2,800 people. The FDIC would be cecupying all of the meeting space on the third
floor of the hotel, as well as two balirooms located on the second floor.

This facility could meet our needs; however, it was not selecied and is our second
choice for the following reasons:

» This venue, including travel and transportalion costs, would be the most costly to
the Corporation by almost 340,000, Travel expenses 1o Minneapolis are 353,000
higher than the second most expensive site. These higher travel costs also -
represent generally more travel time and naonvemance for the conference
attendees. :

» Minneapolis Is located within a five- hom drive for only 25% of the FDIC
personnel attending the conference. Minneapolis/&l. Paul Intermnational Alrport
{MSP) handies over 1,100 daily flights and its nine (8} maijor allines and seven
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Meme To: Director Thompson Page 5
Re: Request for Approval - 2011 Regional Conference ‘ :

(7} regional carriers offer daily non-stop service to $19 U.S. cifes including
Cleveland, Chicago, Cincinnati, Columbus, Detroif, Kansas City, Milwaukes and
Washington DC. Not all major airports that would be used to fiy to Minneapolis
for the conference oﬁer non-stop flights.

+ The transportation 1o and from the airport was the most expensive of the three
facilities and would require expensive individual taxi rides, or the chartering of
buses,

« The lobby size and imfted nurmber of check-in stations {six stations) would make
ihe large group check-in process, during the concentrated arrival times,
inefficient and relatively chaotic. This issue could mpact a imely start time for
the Monday aftermncon conference session. .

» Minneapols offered a imifed selection of Of‘saie venues for a dinner and/or
raception.

The Hilton Minneapolis only has the week of August 157 dates availabie for 2011, which
conflicts with the planned Regional Training Conference for the New York Regzon that is
also scheduted for August 2011,

Estimated cost of this conference site is $2,120.51 per FWE atfendese, or $42é,“§i} per
FWE attendee per day. However, costs could change should the govemment hotel and
per dism rates change in 2011

Comparison Site 3 —Renaissance 8t Louls Grand & Suites Hotel, 800
“Washington Avenue, St Louis, Missouri, Conference Dates — June '¥3 17, 2014
{Third Cholca)

The Renaissance is located in downtown SL Louis, Missourd, approximately 15 miles
from the 81 Louis Lambert International Airport-(8TL). This historic hotel re-opened in
2003 after undergeing a cormplete renovation and is considered a 4-Star facility, The
hotel is oifering approximately 40,000 square feet of meeting room space thatis
available on two floors including a 20,000 sguare foot ballroom. Thers are a total of
1,083 guest rooms In the hotel, of which we would be offered 808 rooms during the
peak nights of the event at the prevailing government rate {currenily $11B.00 per night
inclusive of 7.25% occupancy tax (non-exempt)). The bolel is offering complimentary
self parking for all atfendess during the event, and valel parking is 327 per night. The
hotel is offering one complimentary room for every 40 paid sleeping room nights. The
hotel is offering 20% discount on 2010 food and beverage menu pricing and a 20%
discount on 2010 audio visual pricing.

it is noted that 8TL offers several non-stop flights daily from most cities within the
Region and Washington, DC. Also, 8t Louis is localed within a five-hour drive of 55%
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Memo To: Director Thompson Fape &
Re: Reguest for Approval 2011 Reglonal Conference

of the region's personnél attending the conference. However, the Renalssance is our
third choice and was not selected for the following reasons:

« The hotelmeeting space is in a separate huilding from the sleeping room facility.
individuals would access the meeting space by walking through 3 tunnel in the
basement ¢r culside. . The oulside doors 16 the meeting space are unlocked
while the conference is in session and open (o the public. This set-up creates a
soncern for excessive foot traffic unrelated to our conference activities and would
create a-sscurity concem. ' .

« Offsite vepues for a receplion or formal dinner were the most limited in 8t Louts,
within a reasonable distance from the hotel, for the size of cur conference,

» The completion of the revitalization of downtown St. Louis by ihe proposed 2011
regional conference dates appears uniikely. In 2008, the state and local
governments embarked on a major City of 8t Louis revilslization program.
These municipalities had planned for over $4 billlon in developmental projects in
the city's downtown district funded by federal and state grants as well as private
funds, The revitalization was scheduled for complefion by July 2008, However,
the revitalization is significantly behind schedule, and several projects that would
add to our conference experignce remain either incomplete or unfunded, The
delays have been impacted by the significant economic distrass that the local
govermment and mefropolitan area has recently faced: The revilalization projects
would have provided additional restaurants, downtown entertainment, and
secuity.

» There are several vacant bulldings in the immediate vicinity of the Renaissance
Hotel :

» The hotel sales staff working with the FDIC has changed three Himes, which may
be reflective of personnel turmover and may impact the desired level of sustomer
service needed during the confracting, planning, and execution of the
conference,

Estimated cost of our regional training conference at this site was the lowest of all three
conference sites at $1,837.84 per PWE altendee, or 3387 .57 per FWE atlendse per
day. Howsver, costs could change should the per diem rale change in 2011,

Conference Organizer

in accordance with FDIC Circular 1010.2, Conference, Meeting and Symposium
Pianning Policy and Procedures, Assistant Regional Dirgctor Kirk L. Holt has been
named as the Conference Organizer. He will serve as advisor io the Conference
Planning Committee that has yet to be named,
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Memo To: Direcior Thompson
Re: Reguest for Approval - 2011 Regional Conference

Page 8

Surnmary
Gaylord Opryland Hilton Minneapolis Renaissance St
Nashvilie, TN Minneapolis, MN Louis Grand ~ St
_ Louis, MO
Lodging $315,875.00 F365,040.00 $314,340.00
Meals $448.074.10 $389,126.60 $365,388.40
Per Diem $04,923.00 $100,883.00 $88.356.00
Transportatio | $287,300.85 $334,545.48 $245,534 .40
n
Other $110,328.00 $103,806.63 $107,483.56
Total $1,257 451,05 $1.283.511.71 $1,121,083.36

Based on the information pt"esented above, we request permission (o enter inlo an
agreement with the Gaylord Opryland Hotel for the 2011 DSC Chicago Regional
Training Conferance.

' The request for approval and supporting documents have been reviewed by ASE;

therefore, this matter is ready for vour consideration.

APPROVED:

/1 S o
Date

STEVEN - AEH
Deputy to'the Chairman and Chief Financial Officer
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Federal Deposit insurance Corporation

3557 Faidfax Diive, Adinglon, VA 22226.2300 {ivision of Adminishation

Angust 10, 2010

BEST VALUE DETERMINATION

2011 CHICAGO REGIONAL OFFICE TRAINING CONFERENCE

After reviewing the proposals submitted by three majoy hotels in St. Louis, Migsouri; Nashville,
Tennessee; and Minneapolis, Minnesots, to provide lodging, catering, andiofvisual and business
center sevvices, and conference space for the 2011 Chicago Regional Office Training
Conference, it is determined that the Gaylord Opryland Hotel, Nashville, Tenpessee, offers the
best value, The estimated total cost to hold the Conference at this hotel 1s 31,257 452,00,
including estimated travel and training costs. The estirnated total costs to hold the Conference at
the Hilton Minneapolis or the St Louis Renaissance Grand Hotel and Suites are $1,293,512.00
or $1,121,083.00, respectively. ‘While Nashville is not the least costly overall, it provides the
best value and an added value fo the 2011 conference experience based on the availability of
meeting space, high quality offsite vennes for a reception and a dinner, afd anticipated
exceptional custorner service. '

Ronnie Vinson

Contracting Officer
Corporate Contracting Section
Acquisition Services Branch



Page 50

FDIE

Fedarat Dagosit Insurance Corooration

3504 Fairlax T, Adingylon VA, 72228 Division of Adwinidation
T Kk L. Holt
Assistant Regional Divector, Chicago Regional Office
Divigion of Suprvision and ConsumefProtection
Division of AdminisipRmon
DATE: August 2, 2010

SUBJECY. 2011 DEC Chicspo Regional Office Trining Conferenes

This is to advise you that the Seidman Center cannot aecommodate the 2011 DST Chicago
Regional Office Training Conference, which is being planned for 600 attendees, The largest
meeting roor &t the Seidman Center can seat up 1o 220 persons, classroom style. Most brosk-out
roems arg limited fo seating 20-25 people. There is vo space af the Seidman Center that can
accommodate such a large group. .

Should you have any questions or require any additiona! information, please contact me
at x22232.
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FDIE

Federal Deposit Insurance Corparation
5503 171 Shrett NW, Washinglon, D.0. 204259900 Uhvisme of Supervision sl Donsimres Broisctinn

June 13,2010

TO: Steven O. App
Deputy to the Chalrman and Chief Fisancial Officer

—
[
e
—
[8]]
et

FROM: Sandra L. Thompson, Director
: Division of Supervision and Consumer Frotochon

S’Q}BJEC"I‘: 2011 New York Regional Training Conference

T ET—

In accordance with the October 31, 2007 Conferance, Meeting and Sympesium Planning Policy
Ciroular 1012.2, approval is requested for the 2011 New York Regional Training Conference to
be held Augnst 1.5, 2011, The purpose of the confeyepee 13 fo pmv&ﬁa a forum to educale and
update the staff oo new regulations, pelicies, and procedures.

ropased Site: Boston Macriott Copley Place, Boston, Massachusetits

Rased on the Circular 1012.2 several hotels were contacted and considered, Based on cost
comparisons, availabilify and accommodations, three hotels were considered as the best potential
sites, The focus was placed on cities that could provide the best value to the Corporation.
Inctuded are cost comparisons made for two other locations; however, one ¢ite was eliruinated
due to meeting room space locations and high travel costs, The costs for the second site are very
close to the Region™s frst ehoien; howeve, they have attended past conferenees in this city
sevesal times.  DOA's Acquisition Services Branch bas given concarrence that the Boston
Mardott Copley represents the best value for the FDIC.

Aifbwgh New York City is the Regional Qffice city, the estimated cost of holding & Conference
in New York City is prohibitive and therefore it was removed from consideration,

Based on our review of the infurmation contained {n the proposal, the reporting requirements
appear 1o have been satisfied, and I request your approval to move forward with this conference.

Attachments

Concurs

o
<

........... Sﬁ?gag,,‘&pp_ D&m
Deputy to the Chairman and
Uhief Financial Officer




Page 52

FDIC

Fedaral Deposit insurancs Corporation

3501 Fairtax Drive, Adiogton, VA 220283500 Dikision of Adminiiation

3

June {5, 2010

BEST VALUE DETERMINATION

2011 NEW YORK REGIONAL DSC EXAMINER TRAINING CONFERENCE

After reviewing the propossls submitted by thiree major hotols in Boston, Massachugetts,
Baitimeore, Marvland and Philadelnhia, Pernsyivania, to provide training, kodging, catering,
autdiofvisual and business center services, and conference space for the 201§ New York Regiorsl
DSC Bxaminer Training Conference, it is determined that the Boston Marriott Copley Placs,
Massachusetis offers the best value, The estimated total cost {o hoid the Conference at the
Boston Marriott Copley Place is 31,329,584, including estimated travel expenses, The estimated
iotal costs to hold the conference at the Baltimore Marriolt Waterfront, Maryland or the
Phitadelphia Mariott Downtown, Peonsylvania are $1,371,776 or 31,442 302 cespectively, The
venue thal offers the owest tolal cost i3 the Boston Marriott Copley Place, While the Baliimors
Marrioft Waterfront is 2 close second, the New York group has attended past conferences i this
cizy three times, and Boston would be considered a new venoe for them. The Fliladslphia
Mariott Downtows is substantially higher by $112,718 primerily due fo the high cost of tavel,

Romnie L. Vinson
Contracting Officer
Acquisition Services Brauch

e, e bt 4 4
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FDIE

Federal Deposit Insurance Corporation

20 Exchange Place, New Yok NY 10053210 Divigon of Supessvision and Consumer Preiocion

June 13, 2010

MEMORANDUM TQO:  Sandrs L. Thompson

Digector
THROUGH: Thomas B, Peddicord
Deputy Director
EROMe D oreen R. Eberley
Regional Direstor |
SUBRIECT: Request for Approval-2011 DSC

New York Regional Training Conference
VErVIEW:

In April 2010 we began to conduct research; obialn information, and perform a cost comparison
of poteptial 2011 DSC New York Regional Training Conference (Conference} host sites in New
York City and altemative locations within the New York Region. There are no FDIC-rrwned
facilives large enough 1o accommodate the Conference,

{tilizing the October, 2007 Confersnce Training Event Policy aod Procedures memorandum as
our guide, we focused on locating a Conference site which offers the best value for FDIC, Based
upon the parameters provided, we explored aptions during the month of August 2011 time
period. We requested information regarding the availability of space for our waining conference
from soven different hotels in Boston, Brimore, New York City, and Philadelphin and sl howls
provided proposal mformation. We condacted site visits to forr, We eliminated two sites due to
1{he high cost.

Although New Yeork City is the Regional Office city, which is also the geographic location
having the largest concentmtion of attendees, the estimated cost of holding a Conference in New
York City i3 probibitive and therefore was removed from consideration.

Fvahuation Process: Following is a narrative summation of the cost comparison of the three best
proposals, with details contained in the attached comprehensive cost analysis forms,

b W ke
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Summary of Potential Sites:

Boston Marriott Copley Place, Bosto, MA

This property, with 1,147 guest rooims, is located in Capley Place Mall, in the Back Bay area of
Boston, Massachusetts. The hotel is approximately 3 miles, or 15 minutes, from Boston Logan
Alrport, and has direct scoess to the Back Bay subway station, ponnecting fo Amirak and the
airport. The hotel also has convenient access 1o the Massachusetts Turnpike (1-90) and the
Southeast Expressway (1-93). The hotel was built in 1984, and has undergons several
renovations, the most recent being corupleted in 2009 upgrading the meeting space which
included adding 4 breakout rooms. The hotel is offering the current discounted rate of $185.00
for the preferred week of August 1, 2611, This is 320 less than the current government rate of
$205. The hotel has 74,000 square feet of meeting space and can accommodate our entire group
for both sleeping and meeting room space. Audio-visual equipment and support is available on-
site, There is ample registration space, a large ballroom for general session mestings and meals,
and a sufficient number of breakout meeting rooms. The general session and breakout meeting
room space and meals would be on two floors, the 3 and 4™ floors, with casy access hetween
floors vig escalators, elevators and stairs, Further, this botel has agreed 1o waive daly fees for
breakout session meeting rooms ag well as giving a 2% rebate to the Master Account. The
overall cost of holding the conferenee at the Boston Marriott Copley Place represents the best
value o the FDIC,; refer to sttached Projected Experses-Recommended Site,

Baltmore Marriott Waterfront, Bahimore, MD

This property, with 728 guest rooms, i located on the waterfront of the inner harbor of
Baltimore, approximately 11 miles from Balumeore Washington Airport. The hotel is offering =
discounted rate of $151 which iz 318 off the government rete for the week of August 21, 2011
{not our preferred date). The hotel has over 77,000 square foet of meeting space and can
acegmmodate our entire group for both siceping and meeting reom space. Audie-Visugl
equipment and suppert is available on-site. There is smple registration space, a large ballroom
for general session meetings and meals, and a sufficient mumber of breakeout meeting rooms. This
location would be our second choice. The costs are very close to Boston’s, however, the New
Cork group has sitended past conferences in this city three times and Bosion would be a new
venue; refer to attached Projected Expenses-Recommended Site 1.

Philadeiphia Marriolt Downtown, Philadelphie, PA

This property, with 1,408 guest rooms, is located in downtown Philadelphia, Pennsylvania, and
is connected o the Pennsylvania Convention Center, The hotel is spproximately 3 miles from
Philadelphia International Airport, and one mile from the 30" Street Amitrek Station. The hotel
was built in 1995 and is undergoing several renovations with a March 2011 expected completion
date. The hotel s offering the current government rate of $153.00 for the week of August 13,

e e
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2011 (oot our first choice). The hotel has 92,000 square foct of mecting space and can

accommeodate our entire group for both sleeping and meeting room space.  Audio-visual

equipment and support is available on-site. There is ample registration space, and a large f
ballroom and exhibition hall/mesting room space, for general session meetings and meals. Therz ;
appears 1o be a2 marginally safficient number of breakout meeting rooms. The general session j
and breakowt mesting room space and meals would be on multipte floers. The overall cost of
holding the conference at this hotel would be higher, primarily due to the travel, than the overall i
cost of holding the Conference at the Boston Mardott Copley Place; refer to attached Projecied
Expenses-Comparison Site Il

Recommendation:

We recomumend that the 201 1 New York Regional Training Conference be held af the Boston

- Marrictt Copley Plece, Boston, MA. As the attached comparative schedules indicate, the Bosion
Marriott Copley Place provides the best valug to the FDIC. Romnde L. Vinson, Contracting
Officer, Acquisition Services Branch, DOA Contracting, has verified that the recommended
proposal represents the best value for the FDIC, The recommended site ments all of the basice
criteria of competitive room rates, availahility, sufficient mumber of meeting and sleeping rooms,
and convendent and accessible transporiation,

Secunty Assessment:

In accordance with current guidelines, ence the Conference proposal has been approved, a
security sssessmment will be conducted to verify full compliance with the FIHC's socurity and
safety standards; 8 pretiminary security assessment indicated there are ne major scourity issues
or concerns with e hotel.

Conference Orgasizer:

In accordence with current guidelines, s conference orgamizer will be selecied through a regional
expression of interest to serve as the primary point of contact and assist with the planiing and
eloseont of the Conference. He/she will work under the supervision of Assistant Regional
Director Mary Barry, together with Regional Administrative Specialist Margarst Zerootel and 2
planning committee comprised of Regional Office, Area Office and ficid office staff, with
suppart from other dividons and offices including DOA and DIT.
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FDI

Faderat Deposit Insurenee Corooration
S50 171 B NW Washington DU, 20420

Dvision of Supgrvision and Consuwmner Protection

Qclober 15, 2010

TO: Mr. Steven O. App

Deputy to the Chairr”iran and Chief Fin Officer

THROUGIL: Sandra L. Thompson
Director, Division of SupdyW¥sion and Consumer Protection

..... FR@MJ;R(}E}&ZTFSYQY‘Q&

Chief Acoountant

SUBJECT: 2011 Interssency Accounting Conference

Your concurrence 18 requested for the Division of Supervision and Consumer Protection to
participate with the other four federal financial institution regulatory agencies (FRB, OCC, OTS,
and NCUA) in holding the anpual Interagency Accounting Conference on March 1517, 201,
Anaheim, California, at the Anaheim Marriott Hotel. The Interagency Accounting Conference was
held in the Washington, D.C,, area during the 19905 and in 2000, Beginning with 2001, the
agenecies agreed to hold the Conference outside of the Washington area when it would be more cost
effective.

This Interagency Conference is an annual two and one-half day training conference primarily for
FDRIC, OCC, OTS, FRB, and NCUA examination staff with a special inferest in financial
institations accourtting and auditing jvsues. It also serves as a means of providing continuing
professional education (CPE) credit required for the FDIC s and other agencies’ staff with Certified
Public Accountant (CPA) certificates or licenses. In addition, several participants from foreign
bank supervisory authorities on the Basel Commitiee are expected to atiend. The Conference’s first
two days consist of inferagency general sessions on current accounting and auditing developments,
with the remaining time devoted fo individoal agency training and/or meetings. The Conference
directly contributes to DSC's ongoing efforts 1o maintain the knowledpe and skills of the Division's
accounting specialists, provide CPE credit to the Division’s employees with professional
certifications, and foster interaction and communication with supervizors from other Basel
Commities countries. Virtually all of DSC’s conference participants are CPAs andfor are
designated accounting subisct matter experis in regional or field offices.

Approximately 395 participants from all five agencies and foreign supervisory authorities are
expected to attend the 2011 Conferenge.’ Including external speakers, a total of approximately 410
is expected to attend. As a result, the Conference cannot be held at the Seidman Center, A
statement by DOA that the Seidman Center cannot accommmoedate the Conference is attached,

' FDIC partivipation i the Conference is expested o be Hmited to 147 persons, consisting of 146 DSC professional
staff and 7 DIR professional staff. Up to 9 additional FDIC support/IT staff will be prosent. This level of FDIC
partivipation i consistent with the 2008 Interapency Acconoting Conference. 2009 and 2010 participation by DSC staff
was reduced by DBC senior management 58 2 result of examination howrs constrainis; however, DSCis plaaning to
resume is previgus level of participation in 2011, Other agency participation in 2011 is cstimated 21 65 - 70 for the
FRE, 20 - 100 for the OCC, 40 for the OTS, and 20 for the NCUA. In addition, 5 - 10 pasticipants are expected from
foreign bank supervisors.
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At the request of DOA, 2 hotel-search firm contacted approximalely 45 hotels In various cities
around the United States and requested proposals covering five weeks i March and April 2011, In
addition, DOA contacted four other hotels directly. All but nine of the hotels contacted either
refused to honor rates within 125% of government maximum lodging rates, were not available
during the potential conference dates, did not meet the agencies” space requirements, or did not
respond to the scarch firm’s mquiries. DOA reviewed the initial proposal information submitted by
all nine hotels and recommended that site visits be conducted at six. Others were ruled out because
the meeting space offered in their initial proposals was not adequate. Sie visits were conducted at
the six hotels recommended by DOA. Unly three appeared to effectively meet the agencies” needs,
Of the remaining hotels, two were in poor physical condition, and the other did not have sufficient
meeting space available {o meet the agencics’ needs.

The three that were determined fo meet the agencies’ needs have been meluded in the cost
comparison on the Conference Request Form (Form 2600/22). From these three hotels, the
mteragency planning commitiee elected to hold the Conference at the Anaheim Marriott Holel in
Anaheirn, Californda, which is the lowest cost allernative for the FDIC, It accommodstes the
agencies’ space peeds, would honor the government maximum lodging rates, agreed to provide a
30% discount on audio/visual equipment rental charges and a 25% discount on IT related charges,
offered a $20,000 credit toward the reception and a 35,000 credit loward the total master bil,

‘offered complimentary shipping and receiving, and will provide one complimentary room night for

every forty paid room nights.

The FDIC s DOA handles the logistical arrangements for the Confersncs on behalf of all five
agencies; therefore, the FDIC will be billed for all hotel costs (hotel roomy, facilities, andiofvisual,
1T, catering, and business center) associated with the Conference. Total hotel costs for all five
agencies are estimated 1o be no more than $375,000. The other agencies will be responsible for
reimnbursing the FDIC for their pro-rata share of catenng, room, audio/visual, IT and business center
costs based on their actual number of participants. The other agencies will also be responsible for
reimbursing the FDIC for any hotel-related costs associated with then sgency-only activities held
during the Conference, As with past Conferences, the other agencies would not agree (o provide
full wreakiast for the participants; therefore, only continental breakfast with no hot food items will
be provided. As a result, there will be no per diem deduction for breakfast for FDIC participants,
The FDI(’s share of hotel-related costs is not expected to excend 40% of the total hotel-related
costs and will most hkely range between $135,000 {0 $145,000. As indicated on the attached
Conference Request Form, the FDIC’s tota] estimated cost for the 2011 Conference, including
travel-related costs, is estimated fo be $265,603 89, with an estiroated cost per aftendee of
§1,702.59.

CONCUR:

Deputy to the Chairman and Chief Financial Officer

Attachments: Conference Request Form (Form 2600/22) :
DA determination that the Seidman Center cannot accommeodate the Conference
BOA Best Valie Determination ‘
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FDIC

Faderal Deposit Insurance Corporation

3801 Foifax Orive, Adinglon, VA 22226:35008 favision of Administralion

Qotober 15, 2010

BEST VALUE DETERMINATION

2011 INTERAGENCY ACCOUNTING CONFERENCE

;

After reviewing the proposals submitied by three major hotels in Ansheim, Califormia;
Minneapolis, Minnesota; and Denver, Colorado, to provide lodging, catering, sudio/visual, IT
and business center services, and conference mecting space for the 2011 Interagency Accounting
Conference, i is determined that the Anaheim Marriott Hotel, Anshenn, California, offers the
hest valne. The estimated total cost to hold the Conference at the Anaheim Marriott Hotel is
$265,603 8%, The estimated total cost to hold the Conference at the Hilton Minneapolis or the
Sheraton Denver Downtown 18 $303,386.50 or $269,046.89, respectively. The Corporation

would save approximately $37,782.61, by using the Anaheim Marriott Hotel for the 2011
Conference,

Ronnie L. Vinson
Contracting Officer
Acquisition Services Branch
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FDIC

Federal Deovosit insurance Corparation
3501 Fartax Dy Aninglon VA, 22228

Division of Sdminishalion
ctober 6, 2010
TO: {hrstine M. Bowvier
Senior Policy Analyst (Bank Accounting]
Accounting and Securities | Josure Section (b)(6)
(DYB) Divisgg— Supgrvision and_InsurnemPretection
ooy
‘{?R{)ﬁi : ee— {( e Lttt 8RR 8 e s S S
8
Corporate Services Brz}nch
SUBJECT, 201 Imeragency Accounting Confirenice

This is 1o advise you that the Seidman Center cannot accommodate the 2011 Interagency
Aceounting Conference, which is being plarmed {or 410 attendees. The Seidman Center’s New
Audnarium only accommodates a maximum of 240 aflendees.

Should you have any guestions or requive any additional information, please comaet ine at
extension X22234.
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FDIC

Federal Deposlt nsurance Gorporation

850 17t Syeet NW, Washingion, D.C, 204202980 Civision of Bupsrvishon and Consumes Prolection

Novernber 16, 2618

TO: Steven (), App
Peputy to the Chairman and Chief Financial Officer

FROM: Sandra L. Thompson, Directoy
Division of Supervizion and Consumer Protection

SUBJECT: 2011 National Minority Depository Institutions Conference
The Division of Supervision and Consurmner Protection requests your approval for the 2011
National Minority Depository Institutions Conference to be held June 14-16, 2011, This
conference highlights challenges facing minority-owned FRIC-insured institutions, identifies
potential best practices for inproving operstions, and satishes the FDICs statutory mandate to
promote and preserve the minority ownership of financial institotions, This iz an interagency
conference with representatives attending fram the OCC, OTS, and the Federal Reserve as well
as bankers from minonty-gwned institutions.

Originally, you approved the site selection of Houston, Texas for the 2011 Conference that
would be held in May of 2011, Upon further discussion with the Interagency Planning
Commitiee and the FDIC s desire to provide a forum for attendees o meet with more than 60
firms 1o discuss investment apportuaities, the Computtee decided to relocate the conference 1o
New Yeork City which will facilitale a greater participation of investors and barkers.

The Sheraton Hotel, Kew York is the best-value hotel and location, offering the FDIC several
concessions on lodging rates, catering expenses, and audio-visual services. This midtown site
offers competitively priced menus of excellent quality, and the hotel is eapger to host this event,
The proicoted conference cost is $206,555, and Contracting Officer Ronnie Vinson of DOA's
Acquisition Services Branch has congurred that the Sheraton Hotel, New York represents the
best value for the FUIC (see attached copy of the Rest Value Determination form). The costs
associated with a New York conference exceed the previsusly approved amount of $137,593 for
the Houston location, 'We beliove that accommeodating the heightened investor interest will more
than offset the cost difference and berefit the Corporation over the long term.

The L. William Seidman Center was considered, but neither the auditorium nor lodging facilities
could accommodate the number of altendees. Attendees will pay for their Jodging and
miscellaneous expenses, and the FIIT will cover costs for catering, avdin/viseal services, and
capference raom megting space,

Rased on our review of the information contgined in the Sheraton’s proposal and in accordance
with Circular 1010.2 “Conferencs, Meeting, and Symposinm Planning Policy,” your spproval is
requested to move forward with this Conference. Please contact Assistant Director Nann Wright
at 202 8983791 with any questions.

~ (b)E)
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Aftachmenis:
RBest Value Determination
Conference Regquest form

Approved:
i,
______ N
Steven O, APp Date

Deputy to the Chairman and
Chief Financial Officer
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FDIC

Federal Deposit insurance Corporstion
3501 Faidax Drive, Adinglon, VA Z2236:3500 Divigion of Adrvistrstion

November 2, 2010

BEST VALUE DETERMINATION

2011 National Minority Depasitory Institutiuns Conterence

Afrer revipwing the proposals submitted by bwo hotels to provide lodging, catering, audiofvisual,
busingss center soyvices, and conference space for the 2011 Notional Minority Depostiory
Instiutions Conference, it is determined that the Shemion Hotel, New York, NY, offers the best
value., The estimated total cost (o hold the Conference at this hotel 13 206,553 including
estimated travel and training costs. The estimated total costs to hold the Conference at the next
desirzble site, The Waldor! Astoria, Mew York, NY are $227.321, We selicited bids from 22
hotels in the New York Uity area and received only two aceeptobile bids for the requested dates
agreed upon by the Interagency MDI Plansing Commitise,

Rownie Vinson

Coniractmyg Officer

Corporate Contracting Section
Acqaisition Services Branch

B T
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3. FDIC’s internal guidelines for soliciing bids for event planning services.

The FDIC has goidelines that cover the procurement of all contracting services, not
just event planning services. Enclosed is a summary of the procurement process
including the competitive bid process,
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Conference Event Planning & the FDIC’s Proenrement Process

Procurements for all conference-related activities, including event planning, follow the
FIMCs standard procurement process. Contracting policies ensure a competitive
procurement provess to provide the best value to the FDIC, There are two primary means
for procurement:

1Y Awarding contracts through the Division of Administration’s (DOA) Acquisition
Services Branch (ASB), whereby FDIC contracting professionals in ASB issue
formal solicitations and oversee the award and contract administration process,
and

2} The use of a procurement card (P-card), which atlows Program Office officials
{those requiring contracting services) 10 make purchases for gencrally less than or
equal to $3,000 (this program is overseen by ASB).

The FDIC's acguisition policies were developed by ASB in ¢ooperation with the Legal
Division. These policies were designed to help the FDIC accomplish four main goals:

1} Establish reasonable competition as the preferred method of source selection

2} Enable innovative and ¢reative tailoring of the procurement proeess 1o meet
Program Office requirements

3} Provide minority and women-owned businesses, as well as small disadvantaged
businesses, with altainable and reasonable opportunities to participate as
contractors and subcontractors, and

4y To provide the best value to the FDIC,

Contracling Competition

The FDIC utilizes competition in acguisitions to the maximum extent possible,
competing contracts for goods and services valued over $5,000. The FDIC solicits a
minimum of three bids for each contract competition. The competition allows the FDIC
to compare the value of technical and price proposals in order to select the proposal{(s)
which provide the best value to the FDIC, Any procurements greater than $5,000 which
are not competed must be justified by a Justification for Non-Competitive Procurement
{INCP). INCPs are rare, and require the approval of both the Program Office and ASB.
Contracts less than $5,000 may be awarded without competition,

The contract award process is handled by a diverse acquisition team: ASB officials (a
Contracting Officer and staff from the Policy and Systems Section), officials from the
Program Office, the Legal Division’s Contracting Law Unit, and, as appropriate, staff
from the Office of Minority and Women Inclusion (OMWI). For each acguisition, the
FDIC actively solicits Minority or Women-Owned Businesses (MWOBs} Contracting
Officers have exclusive authority to enter into, modify, administer, and terminate
contracts, and are regponsible for ensuring that the terms and performance of the contract
are being met. Program Offices provide Oversight Managers (OMs) and Technical
Monitors (TMs) 1o oversee the performance of contractors, accept work products, and
review invoices.
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4. FDIC’s internal guidelines for overseeing and approving indirect costs incurred
by event planning services, including whether FDIC requires event planning
services to solicit bids from external vendors for specialized support.

As indicated in previous guestions, the FDIC does not generally ntilize event
planning services.
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5. FDIC’s internal guidelines for overseeing and approving indirect costs incurred
by coeperative agreement recipients, including whether FDIC requires said
recipients to solicit bids from external vendors Tor specialized support,

The FDIC does not participate with any cooperative agreement recipients,
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6. A list of all conferetnices, not sponsored by FDIC, sttended by FDIC personnel,
including name of conference/sponsor, number of personnel whe atfended and
apgregate cost,

Between July 2010 and March 2012, FDIC employees attended 1,156 individual
conferences that were nof sponsored by the FDIC. These conferences were attended
by 2,427 employees and cost (including tuition and travel) approximately $3.5
mitlion,

Enclosed is a report pro&;iaing the details of those conferences; it is sorted in
descending order by the number of FDIC personnel who attended each conference.

Lmployees attended the majority of these conferences using their professional
learning accounts (PLA), a specified annual amount of money and/or hours that an
emploves manages - in partnership with his/her supervisor -- for use toward learning
goals, Each vear, emplovees have the opportunity to develop a career development
plan, which outlines professional development goals. Once approved by histher
supervisor, permancat employees can then use their PLA to train within their current
occupation, as well as in other areas related to the FDIC mission, (o develop skills
and knowledge in areas of individual interest and of value to the FDIC.
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Canferencey Not Sponsored by the FDIC Attended by FOI Personns!

Namher st YIR
Pervenael Apgregute
Coanfervncs Namelin Atiending Cost

2011 Amercan Instituie of CPAL Nationad Confergnes on Banks & Savings &3 $93 759
Amernean lnstituie of CPAs Nattans) Conferrnce on Hepks & Savings Insttiutions &2 pRakal]

21T Commumy Refnvestment Act & Pair Lending Collaquipm 33 $88.13
A4t Aveecation of Ceviffed Ami-Money brundering Seecialists 10h Aaval Azte-Money Laundoring Cunfatenes R £98,488
Iationad Tremsury Employets Vmon INTEL Conforence i3 paiiaisy
2nd Asnoal Assmotation of Certified Fowd Exaniiners Frasd Confs s and Exhubsition k2 e NS
1T Anngal AnteMoney Launderi Conlirence 33 $B7 132
ational Interagency Community Relovpsbnent Conde 3 $34.3183
2013 BOA IREA i» the Seewrity Divigen of EME Corporanans Conference 3 £76.533
2618 Community Besrvestment Axt & Far ending Coloasinm P $51 153
12011 Amencan Bankets Association Regydaiory Complignes Contirence 3% $81.732
REAIREA ishe Seconity Division of EMK Corpazation) Conference 2011 26 £3589
36t Al Inteenational Anti-Morey Laundering Co 4 SH15%s
Blacks In Gevernment 33vd Annual Traming Conferense 33 £53 388
Fidiowiary & investinem Risk M t Mussogiation Nationsd Risk Managemert Tisinmg Conforange H 343,946
Amenran Bankers Azenaiation Mationad Conohs Sehoat % 360 11
The T Hebing (sfﬁg&@}' Lifective Proply is §3% 718
11 Monh Amenean Compater Audit Control and Seeanty Conterenoe i4 $34.827
Infulec Wadd Conforence & Fypo 2014 . S30368
200 Nebrasks Hankers Assocainon Fall Agri-Husiness Uonference i4 §333%
F0EL Amenpen Bankers Associmion N Agriziitisl Bankers Confersnee i3 512.2%
|Homan Peseurces & Egual Emplovment Dipperotity Fedoral Workplsce Uonforence 3 87143y
ek Cloen World 2011 iy 340 RTS8
Rk Manspement Assovistion Asnund Tonforence on Seountics Landing 1 §34 735
Asgperation of Cortified Anti-Maney L aundetig Specialists Ot Annual Tntersahonal Ansi-Moniey Lunuden 11 £20 854
fith Anoual | inderBanbead Finnarial Services Faram 1 313383
Jsterngtiong! Assosianon of Privacy Professionals Lhobsl Privacy Sumni 11 IO
2081 Assecaton for Pioancial Drofescianals Anmaa! Canferene i $13.825
2018 Lengding Ueenplivnee Trisge Ugnforence i 213,344
21 Yeders] Resorve Community Affare Rescach Confroner 18 3558
8 Annugl Administretive Profestionaly Confesence g $25. 403
Caverpltanes Syt 1 2 S
Mt Techas Seourity Conference 3 $IEIR
I The Risk Management Asseeianon At Risk Manasement Conteronce 3 | g $16.77%8
Charlersd §inancial Analyst Institute Conforenye on Fived Tnoome Mensacaent 2015 g $§2 838
2010 Ametiown Bankers AssoristionTanadjss Bankers Acsaciation Morth Amenca Agneultul Confroncy k3 $8,537
Chnele Omen Woeld 7 $I508%
Securitizahion and Strucivred Finanee 3 hyadteg
26tk Aol Fedesad Disoyte Resolation Confrence ki 5197363
§OMes of Pusonve] Mmmagement 201 1 Federal Beoefhs Sonforence 2 hEk AL ]
19tk Annual Admisistative Professionit Confapmnce 7 318543
ZOEE American Sarkers Association Money Laundering Snforocemest Conforence 3 Sz 148
Amencan Yar Assotinon Husiness Law Spring Conferenee ¥ SInLR
Mational Asveeigrion {or Business Eronomics 2011 Anoual Conferencs 7 103335
ioan Byndieatons sad Tradioy Asociation 1l Annadl Conference 207§ 2 38,804
011 Aftwan Ameritan Federd Exevutives Asseciation Training Werkihop 7 $% 579
Compliance Summs 2 piRad
21 bending Trisge Confetency z $4.538
Comirence on Syuemis Risk & Dats Ieares 3 fag
Bramfiorm Now Yok & St 078
FeiphborWarks Teainiie Instivate & £ 55Y
Tnformation Bullders Sunumil 201 1 Confegace £ 53 348
Prirersies of Fraud Examinafion £ 2,383
Suectssfully Mensgmg Peopte & 56,705
171k Annnsl Thomson Restets Logn Conferance & 33E3
Camnliames with Fodorsd Lendine Repulations & &4 319
LIS Department of Agriveltugs 2052 Aavivultnml Chaloak Forum g 3973
Bank T Instiei Amnual Canferenee b 516,381
Artrican Benkers Assoristion Cratuale School of Complmace Risk Mampement bl $i58a3
informiation Systerms Andit and Contind Associstion Tranine Week: Fand of informanos Technology Aadd & Assursres 3 pMEEAL
2011 Totsean Cpapmes Conference £ $§3 30
Fedoraliy Emploved Women 2H 1 5 $IE385
Association of Fisancial Proftssionals Azl Confarence s 5 fuE
Toustmasters 2lth Iy tonal Convention 3 39473
intprmediate Londing, Operabions, and Depatis Seminay b 55647
Stemes Testing Fanpn for Commgaty Banks ) S0
Agmericnn Hankers Avsooistion Real Paate Lemding €3 ! 3 35740
Bevopnozig Bask in Clobal Ageitulnre g $3065
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Canferences Not Spoasored by the FDIC Attended by FDIC Personnel

Nuinser o] FOI
Versauac] Aggregate
Conference NumeSponser Attending Coxt

Bunk Secreny AvvAnteMoney Lanndening Hards On 1ab 5 $3 .38
The 10 Anvaegd Stoneoie Tigues Suthmit K] 3782
 Suring Svansrany The Future of Financad Servipss ] $i RS
Lesdership Thouh Challengdng Boomomc Times 3 5733
19th Anwual Automitad Teller Machine, Dobit & Prepaid Forum 4 £13879
American Har Association 2011 Anmunl Meshng 4 12 344
Afith Asngal Bank snd Capita! Markets Tax Tnsfitute 4 $i301¢
Tnftrmation Seenrity spd Risk Mg Confeience 4 Ligdk
Dirovtons & Offeers Lisbiliz Condpence e o2
Independent Community Bankers oF America Nanonal Convention and Vechworld 4 $i5 187
Soeaery for Baman Resouse Munsgemeny 201 1 Annual Conference & Bapo 4 0895
Loan Synchoutions and Trading Association 1 5th Anmal Conferene e 1008
Frduerally Baploved Wanen 2010 4 9 76
Dreviyatives for Commeras! Banks 4 $4.349
Fidoniary & in sk Marsgerinn? Assoniarion 23 Nahionad Rk M i Conferenoe 4 $855%
Imrernesnonad Sty of Certifed Ernplovee Benefits Spectpliss Emploves Benefiis Svmposium 4 7 adh
Amarscan Hapkers Associahon Wealth Menagement & Trost Conteremes 4 58395
Getting Reslts Withont Anthority A B
Chatered Cinanceat Anabyst Ineiinge: Fived Invome Conibrence 2010 4 $3550
203 1 Amencan Peonomics Asstciation Armual Meeting 4 $5 583
Arusrican Tecarinizaton Fornum 2072 4 33554
St Pusrte Rican Sympoaium At Money Laundenme/Bank Secrecy Act # 83387
Federat Information Sevunity Management Act Reauirerion Special Seminer 4 Sy 358
e rnationgl Agsociation of Privaey Professionals Praciical Povacy Series 4 I8
Mislake Froe Grarmow & Proofiendim: 3 b
Crpranization Skills Tor the Overehelmod q 857
Addvaie Fair Lending Wip for Haniiners 4 33
2014 Comal Leodig Vpdae # §735
New Dnetand Beanamis Ouiook Conference & o
Dealing with DnfBonlt Peopl 4 $853
Conference of St Bank Suberyison 4 S5
2011 Toaumasters Digtrier 48 Speing Conlerencs 4 $Ii¥
Fall Agrr-Business Confecance 3 5334
Graduate Sohoal of Baniing 3 $13847
Counterparty Credit sk & Craoit Value Adinstment Workshop 3 13 4KS
Amarican Bankers Associsuon Momar Gretunle Srhool of Banbing 3 31 oag
Federal Prosonne! Managewent Instiute 201 ) Hunan Copital Managsinent Conforence 3 95820
Crifice of Personncl Manspement Full Fostival of Trmning 3 £5,097
Fome Maragoment 3 $9048
YuIWand (Visraal Machane World} 2017 3 55,831
Settware Test Frofessmnds Conference 3 $g 831
FhapoPlue Inemaniongl Conferenee H 38T
2040 Systerns, Apphicaiions ima Products Business Obiects User Conference 3 $TETS
Blacks s Goverpraont Jnd Anoual Taaimng Conferens 3 36538
J015 Ohut & Bovel Workplace Suerngt 3 36636
Hank & Copital Makols Yoy Inshiute 3 6070
Pubhic Snealing Mastery 3 §6.04%
Hanons! Confinence of Barkruptoy Judres 3 33830
Fidiouiary & § Wask Management Association Curent Risk lssons 3 35570
Blacks in Govesnment Natioual Tianing Conferenes 3 $5.431
bl Nudioeal Govermnment Eilnes Canferoaee 3 54,833
Busingss Wiiting Workshen 3 $3.773
It pduction to Stresy Testing 3 53,712
Fraud Risk Manscament 3 L3 654
JRTG Mationa) Azseciation by Bainess Econpmies Annus) Megting 3 V4]
Auditing for internal Fand E $3.432
Avvanved Emplovment Law & Lingasion 3 £
Princiming of Performance 3 S
135 Department of Agruiine Asnewitural Outlosk Fonan 2011 3 $I 387
Finaneie! Instifaion Fraud 3 524
{Praetical Privacy Series 3 32313
Human Dapitdl Manegoment Federd Reorad & Talem Mansgemen! Sthatery 3 §2.3703
Mirrolinanoe USA Conference 3 FL137
Macroeconomin Advisors Cuariedty Uhalook Mepiing 3 31,758
Foay to Cummuorizats with Tadl and Professionad! 3 $LB0
Life Livete of & Movigeae Loan Transaction Weorkshap 3 1438
HH2 National Azsorianon o Busimds Seonormics Evonomic Poley Uanference 3 €1,3%%
W5tk Al Sympusium on Labor & Ewnplever Brelanion ki $1.38%
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Conferenves Not Sponsored by the FBIU Aitended by FRIC Persounel

Rumber of FOIC
Ferseanct Aggregate
Confereace Nome/Spanior Atrending Lot

Advanced Microsofl el Trohmigurs 3 L]
Progenting Pae snd infhrmation 3 £1.348
2011 Web and MNew Madin Conlergney 3 1,083
Carantisnee Lhdaty 3 $1005
Sasterng Dome Mengage Disslosuss Ant 3 $1668
Sae 12 AN Aceess Trasmng Pass 3 §787
Aserican Bar Assocution Bankine Law Fall G Meeing 3 373
tHow s Booome a Better Communiester 3 5543
The Adminisrmtive Aosistants Conlilence 1 5357
The Cowferenes for Womnen 3 JLRE
Far Londma-tuw i Assess Fax Lending Risk 2 47y
Exeeliing as » Musiage: of Supeivisos 2 5442
Mew Enetmnd Eronemic Forepast Fall 211 3 371
Sonfhet Masageneen Shifls for Women 3 L3158
How w Be an Owistanidiss Communmeator 3 5348
Ireformaton Sestnms Al angd Control Auociation 2011 Chaster Anmesd Meging 3 §i42
Grt Motivaed Huslvews Semnae 3 %32
Fts Mareanont Assosistion -Natotel Danital Resmoe Chapeer Meeting ] p3
Bacal 17 and Condit Rk 2 §12.43%
Risk Mapauement Association Risk Mansgeman Schop! 2 53813
SO Onfsomation Technolopy Company World Confrenes 2512 3 39765
Regpondog o Conthict Z 333583
Leadursnip Excellenie 3 YRS
Maody’s Anahics . Analyeine Soveriepn and Couny Hank 2 $7.37%
Fraucary & Irvestmon Risk Mansgement i 3 38,961
ooy Bankers Assodistion Live Banling on the Furuse 2 $E837
Hunking Law Inetiner 070 2 3538
Bank Yaluation 2 pAR
Fundwrenugs of Bud Yaluaden i 3 860
Cucupations] Safery & Tealth Adminsiranion Trnning Camp 2 23613
Comsumer Bankers Association LIVE 201 (. Stasine the Futare of Retid Banking 3 %8338
Prrgemian ¢5 Teaining Z $3058
informanon Techaniagy Auiving and Contrels 2 55,150
it Al Hurean Candal Mansgemens Confirenee I £3 603
Serate (Bats Techmology Compamy s Conference 2012 2 SA8%2
{Hiice of Parsonnct Manapeamet 2611 ball Featival of Training 2 £4.785
Armerican Bar Asisciation Panking { aw Hases 3 8 509
43 Amnuad Bank Tax | 2 S35
Wormen's Deaderstip Siratpnes for Sucerss 3 $3.39%
W'y Leaderehapy Strafegies for Sugcess 3 $4.273
Manszing Chaos Tools io Sef Priorities and Make Declions Z 53333
Crrraar Reveiw for Workelass Corespondsnes 3 §4.347
Mansgement Skitls e New Sunenvizors 2 $2 052
Choverpamee Cotpdisnes and Oneeationsd Risk Conferne Z 3067
2017 Weath Manapeiwnt Conferancn 3 FAC
Lonftrense ot Siote Bagk Subervisors Lege] Semina 2 $3933
Emerging lasoes Weak 2 1880
Esctiunsakes Moan Businesy 2 31739
Hpitheatt Suaisteal Analvsis Sestems {3AS) Lisers Group 2011 2 $3.59%
201§ Sonthern Finance Assoniation H $1583
Peooke 2014 Saba {Work fosee Mangpemen Company! Ginud Sumnit 2 $3 630
Imermediae Lending Operstions. Danosit Somvaa 2 P3.614
Sank Eunternriwe Risk Manawomeri 3 $3.590
American Bunkers Agtocigiion Money Laundering Enforcement Conderence 2 $3 599
227 Anpual ACEFE Yrand Confarenoes and Exhibivon 3 $3.387
informmtion Technolony Audit & Coniels 2 3438
Mauuers Depasitflany Secreny AoV ending Complianue Senvnar 2 I8
Uinded Steics Ombudsrman Associstion Aol Confreenge 3 £3,374
Puess Rive Bar Aswociation Contimang Legad Bdocarion Trammg 2 S AEE
intervations] Faciliy Mansrement Assovishon Warkil Workplage 201 1 Confitence P 33008
P Arenal Nerwork & Dhsimbuted Svaem Seeurity 3 3273
informaen Technology Seeurily Confironce 4 $3:198
Systoric Rusk in the US Monpal Hond Madkes 3 33,158
Confaremee of Suaie Bark Sanervisors Toohpoiogy Seminar 4 $3 142
How tor Uommunieate with Bimamacey Tant and Credib 4 3473
Frugt Advisers Foon 2 §3037
ik Annuat Qepiial Atlocation & Sress Testing b4 $3032
| Cirpanizationd Contlicts of Interast Workshan 2 B A
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Conferences Not Spensored by the FRIC Astended by FUIC Personnel

REEREr of PO
Pevsounel Aggregate
- Conlersnes NoweSpogsn Adsrading Lost

Detgranns Boot Lamp Z 32,754
The Grammar Coursy 4 $2.737
LECALTECH REW YOS 3013 2 A
Canbhean Ant Morry LaundessingCounter Tesorian Firanving Fimsourd Ctime Confirsoce 2 $2.603
Lptlaborative Leadershin Skidis for Managers 3 3597
Pederal Disputes Resobuion Conferenes 3 Fi iy
 Hartk Industry Primer and Bank Modele 2 %5 508
Cugr Bakes Bemiits Conference 2z $2.481
20ti VowsGrons Frsnoal Senites Conference 4 2457
MNanonad Govermnenial Aceognting & Audiing Vpdaie ] S 450
2542 Americss Eoonemnes Assecation 3 31352
Basiness & ndusiry Conference 2 32,348

Warkshop on Community Bank Invesiments 2 £2 30
Firgneist Matkets Associstion's 2010 Lepad & Leaislative Tames © 2 2]
 Small Husiness, Hadroprenegrehio sod Poonomic Heoo ] $I082
Uiperationy and Technolopy Roundiable 2 32068
Imorovniy Reat Time Decision Madone 2 FOET
| Commersial ang ndusiid Lending Workshon 2 S,605
W 10 Exen Condaretios 2 $1547
2017 Albed Secil Scienze Associalion Anowl Meeting 4 5154y
Aemerean Sorigty Toe Tidosteinl Securiry Infermationsd 7011 Sensinae & Falnbe ) $: 850
Asperian Secoritieation Forun®h Ansual Mobile Barking Summi 3 %1890
Sreess Testing Farum 3 31853
INTERNAL CONTROULS N GOV & BEVONG 2 £1.75%
Frrrester Sewrciug & Vendor Manasemest Foruin 2010 2 MR
Conduciie Bfoouve Ani-Roney Lamadormy Tvestumations 4 1,760
Commercial Real Sotate Lendig Focum 2 $1.758
Feaith Dlafa Initirlive Govermmar Feouws F] 51,536
Bank {rvestmam, Funding and Teonersic Owlleck Confarene 3 53,317
Crical Thinking 2 g1.508
Compupry Baniers Complingos Progaam e S1E87
A Anrl Financisl Ditessey Leaderehis Donfirenge < %1 387
i tionat Assosietion of Frivacy Professionals Privaey Agsdemy ] i 351
Agnpriean Banker Bemtstary Sumancium 3 31 500
20132 Compliznee Lpdae Sehos) 2 b A%
 American Boonomie Assetition Annual Maeting 2 1267
20170 Treasury and gl Markets Lesal Confempo 2 $1.350
Complionee with Tederal Lending Repulations - Two 2 31358
The Eniversity of Wichran Seth Annust Eocaomic Dratlook Tonfersage 2 1230
Manaming without Awheonty: The Lhe of Poverand | 2 31 ts
i Hilominherp Purapean Tiabt Cngis Brefing P $ii%6
2071 Finanged bestination Confirenee 2 BL15%
{suisians Accomting & Audite Conference Z §5.328
017 Beal Hatate Londing Domphaoee Semmar 3 £330
Amerieat Bankers Assotiation Cerifled Begulaiory Comphanes Manager Exam 2 3160
Hhanonsd Bar Assocumon Comention ) jaan]
2018 Continemyg Profopnenat Dducation Bspe 2 $94
Continuing Profegsionat Eduontion Heno Conference Z h s
The Seienee Behind Lis to Me 3 900
| bnirer o Mundciont Bond redit Analysis 2 SRS
i Drate Warehuse Seminm 3050 ] 805
Eygeovermg the Sacteis of Mirrewofl Acoess 3 FIIR
Investrmatiag Far B w Coaiplamts 2 $750
Peanedvania Bankers Aspociafion Wealth Munapsment & Trust Confersnte 2 37853
Tz Mamsger ss Lovch. Promoting Hish Performanys 2 FH0
Bus Wenna & Grammas Skl 2 $762
Suir 12 Admimishtative Profassionsls Conferance < Tise
Explonng inpovatian: A Donf en Community Developesent Finance 3 Laa]
Greatgis Autosnated Clearing House Agsocixtinn Sehutions 3011 3 £ris
Evervthing You Donl Know Absy Bdviseovery 2 3568
 Adrnistrative Assigtame Conferonce 3 $hE3
2011 Technical Angistanve Proprum § 3 3538
Hetirnrpeat & aphication Prosetsing Semanosium P $633
Financial lnsstutions Conforence 3 635
Aad Anmeal Wichsla Ates Bronomic Qutlook Conforen 2 p 1]
HeziShars ihstrosced Aszets 1D 4 $5G%
Heat o Sefternont Provedures Act-Review and Undate 2 $558
Advanced Crodis Analviis 2 L8581




Page 72

Conferences Not Sponsered by the FINT Adended by FDIT Personnet

Rumber ol ¥UIE
Fersonned Apgrepnte
Canference Name/Spensar Ativwngding et

FFE DTewmn Pamkers Associshon Rankess Lepsl Confemnce 3 3557
274 2010 Complisner Pundpmentals Loans 2 $45¢
27 {2010 Lending Comphiance Undate : 495
FFE Dl Beopowmis Buoerienge 1 3370
FE Maermseft Chalony Workshap 3 S50
P8 e Saving Fxoet Ties 3 $450
479 Munacing Multisle Projects, Objectives and Desdin 3z 332
280 {Co icating with Confidence for Women 2 358
P81 Hoeadeshun, Development & Teanpldin 4 S3%8
82 Holormaius Systerns Audit and Coshiol Assocition Annaal Meeting 2 £15
283 {Developing Prmotional Intelhpence 3 348
B4 Hoompliames T Topiey ® S
288 Hoonferenve fr Women 2 5198
Z8E [Gouting the Most Hom Miproseft Eaeel b1 §I5%
BT |iow e Build Smeegic Thinkine Skitte 2 Viae
ZBE | The Kensas Ciy Conforente i Wosnen 3 SIG%
E8% 12612 Comumer Asvembly b 2
290 |Consumes i the Financial Services Revehahon 3 338
29t {Contict and Comfontation P 205
AH2 tEvent Piasning 3 33179
283 {Commengial Real Eswave Yorstan sonfertnie 2 $138
284 Dvilwaukee TOIF - Individust Tax Update 2 i
285 Wt Competing - Critical Sesunty & Contreld Tssues 2 Ry
298 IMannsing Multinle Frowets, Dompetng Priorivies 4 %149
287 12011 Firengal Services Conference z 132
W95 12011 Lankas Banders Assocmtion Tepat Undate Seaninagr 3 3130
298 [Logy Jieve Transactions - Myths and Realiy 3 60
200 [men Uptions In Beneiiy 2z S
381 | Baokrapiey Fraud Z %5
302 {Chicape Asovintion for Business Boonomics b4 0
3R A emmanicating Weth Confidonee 3 34
3034 iats Manasement Assocstion Dov Sumnesiue 2 3
305 {Organstona SRills o the Overshelmad P4 3
308 {Cerrificele of Trainnp - Business Aschitechure i 36493
JDF 10eb Bevtracturings Workouts, and Bankrepices H 35,128
B08 (45t Asnual Bar Tax lnstinee H 5 581
304 {imerop § 5% 673
310 {National Imsimote fr Teil Advozncy Huddiog Tri Skils Traiine i §5.328
1 Indanapernen Sermay | { ¥s0as
372 Tanowat Bitves & Comiplianee Confbrence 1014 i $4 7%
313 {The D grebousing Instituts Enterprise Diate Strateay Turifersnce 3 £3.758
314 {INTEROP IT CONTERERCE i $2 7017
318 [System Administration Networking & Secnnoty nstipne 2011 1 FE 683
2318 1Cpmung a Hish-Ferformanne (ganpatian H 457
317 {Struciuned Cradn Modeling 3 %3.36
F18 {Chanpe Management i 3143
318 {The Dala Wagbousing bgtimie Confesence Freroma Tochnolomns i 4463
F20 PWreitag Seoternces and Paeragraphs Effachwely H L
21 {Rucenssion Management Comferencs i $4.954
322 Higw oy Communicats with Ditomacy Lot & redital i 54383
A3 fFiduciary and Investment Risk Management H 84,350
324 {Women's Leadership Stratepics for Ruscess § $4.273
325 [Eplunk Users' Confirence H 54,063
326 [ Biak Hat Trining and Brivfings 1 %3 501
37 s Commumcating U Dawe gnd Across the Orparsaation 1 $35%%
328 {How o Commimiare with Dnplomacy. et 1 33 563
329 {SNL, Financin - Real Entare Ine it Tragl Evainasion Seminas } $3993
¥3% {Fipuneial Mengpere Soiool i §1977
337 {Ceruhoate in Empluves Relshons Law i $3812
I3E {Tost Peofesmonal Conterence & Papo i 53 898
233 M Information on Domand Conferonce ] $3843
F34 {The D Warehowsny Instme Workl Coufeterce Oriands 2018 i 33823
J36 Wsee Live 3011 ¥ Eigiy
F36 | Amenian Bankers Assocufad 2810 Anmual Mecting and Continung Lepe? Education Conforence i 53727
337 [ Audi Maneeer Tooke and Techninues 1 33787
338 Aseertivensze Tralming $or Women in Hiointeg H L1
] Wizm Skalls: Pasihe { £3 780
340 {0inhal Aglnvestivg 201 1 33734
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Conferenees Not Sponsored hy the FDIC Attended by FDIC Personnel

Kol of FOIT
Pergnoned Aggrevaie
Comfrrene NameSponsor Agtending ot
341 {Prajeet Worki & World Conprass for Busiess Analys H ¥3.738
342 rAdvanced Swans & Chher Derwvitives 2010 i £3.767
343 1h Annund Risk Marapemen Canvention i 3092
344 1200 1 Indenendent Community Bankors of Amencs Natwnal Conversion } $3897
B85 Counseior Traimng i $I558
348 | Arnerican Institute of Dordfed Pubdic Accountnts Sair Yelue Messurrent & Roportion, Uonferente H $1653
347 tangtee Tramng n Bankmg Seewr i $3 648
348 Itrateede Plannng H 645
344 HivoadConner: H £3 837
350 Hovher Daardin 1011- mmsmon Detestion n-Dendh: H £3,59%
351 Hnformation Svalerms Audit and Contred Assomiaion information Technalpy Govermancs Rovk sl Conlrn! Confereoe i $3 588
352 erufied Fraud Travniner Examn Review Cousse i 33513
353 {Vienal Swdie Conneclions o PR
354 ihatonal bstinute of Standards and Technolowy Rivk Manssewen Framework for Fed Information Systems i $3.480
A% 12308 Annual Cand Forem and Fxpo i £3483
56 [Boategies for destrossad loan londers and buvery H $3.449
357 [Omucle Development Tool Uer Dot anraat conference 1 53437
358 | Advanced Complianee and Bihes Workshop 1 3433
388 | Amercan Burkers Amuciation Arnual Convention H S3438
0 Hprmer iy and Ascess Monagemmant Summiy H S3401
T [Dgts Amadvas/ing on the Interpet { 3 a8
362 {Muohle Bunkine & Broerpiniagg Appliadiong i 3 38
3% [Cgpital Markers Products sad Risks i 33,375
364 {Fixed Income Portfobio Mammement i $3.37%
385 Fiduamry and I Risk Marapement 11 i I3 334
68 {Conching and Team Rudding S4ills for Managens i $1334
3E¥ {eaehing sad Teambudding Shills for Mansgere ¥ $3334
38 (2011 Eovirosmented Systerms Rescareh Instibae Intermabenz! $han Confotence i $350s
360 Pavonal Contras Manapoment Assouingion Warld Congresy 3 $3305
G CInad Seonnty Congress 20O 3 $3 304
3% {Inside Bank Arcaming Prachoes i 23,258
372 {Mondy's Risk Pracntonr Contereney 2011 i 3223
37E Enlerprise Date Watld 2011 Svinpaginm i $3.i93
314 {Enterpise Dinty Soeatepy Conforence 1 $33%%
226 ICrderpiise Dats World Conference 1 $3154
376 fHank Credit Analvsis ¥ 35,154
AT {Govemance, Risk aad Comphunce 301 ¢ §3.129
378 Comumercial Real Extate Inoritite 1 £3.113
378 Fivaect Manapeenent o Adnnisialive Profesuonals B 33006
380 | Rociety Ror Human Resourcs Mansperent 2010 Souepy Car i §3053
381 [Coment isswes in Finueind Insutunone Anslvals i 309
387 |Bacier of Coverarment Conmacting i $3.064
3RS |Orache Universiy - Weblopic Server Tig 3 1058
84 | Vnbwarlt Vanael Werld Machine) 2010 ] V3085
385 Devheopmill 1 303y
3885 {Leaming Solunons Confirence i 220
BT {Mobile & Sman Device Securin H $308%
368 [Amenicen Instign of Certified Pablie Accoymani Nationad Reul Eviaw Cnclerente ¥ 1003
388 Techuniot Orlando i SI00Y
G0 {Dhsaey Aporerch to Lendershs Devglopment H (7 265
287 1Disnay's Approach 1o Peaple Manascawy H 5998
39 Mosstmamers b internationat Conventmn H 52874
393 jGanner Apmlication Asthitetiurg, ey H 154
30 Hutprnations) Lepst Teohnolpy Associaton H $2884
IG5 IMoady's Anghviics Kok Pesctitions: Conlirence i §2 Bds
395 12011 Offies of Posoinsl M el Faderal Bopotts Conlference H 2539
39Y {Couree Contepls Review i A a]
388 [The Risk Manscement Assncistion | onading SAcademyvll 1 1 §2937
355 | Transfonning For Agile Appticotinn Delvery H $o.88%
400 HOfRhare Al Confarence b3 I3 3@
431 {Amencan Bar Assocabion Comtinuine 1ega) Education Nationg! Instiiute White Collar Crime 1 §2. %73
AUZ 12011 Gerers Audit Massgersent Confrrenes i $287:
453 {Interngtions Ominud Aggeciation Ammad Confeence : 32,859
404 {Ietermediste Londing and Deposti Comiplisnze 1 $2.84%
A05 IEmplnyvinent Law Bncfing i $2.839
AGE {Commere Tiaring Houge Tiser Corderence 2011 i RS
407 iLaguidity Risk M i Barks 1 ¥t
408 [Fall Foram § $2588
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Conferepees Not Sponsared by the FDIC Atiended by FRIC Personnel

Rumoer of FRI

Persponel Apgregate
Lonfergnce NameSpansor Ateuding Ly

Neghbortnks Teainimp Inainse Los Anpeles 2012 H £3 581
26 Avewal Frdacmry & Investment Rack Manmpemen: Assoeisiion Confrence t I 768
Bankers” Asmoeiotion for Pingned end Trade - termational Finencial Services Association Annyal Mesting ¥ 2767
Management Chiog 1 $3.583
Tusining 201 Confarence and Eape I $2.745
Fimanril Sement Wodehon i $2 748
System Admiistration Netwoirking & Seegrity Jnstitgte Cyber Dedense [ijtsative 2011 i $3.74%
Hwvestigating Conf. of Int &Fmancial fny Fraud i 52330
Natronat Bar Assotiation Annaal {orn i £3 934
Fupdamentals of Stiatepr Planeme i ¥1.713
Bazic Modigion Shitly ¥ b3 5
{lond Seeunity Athence Congiess 2013 3 $2 579
Armeriean Instiiuis of Coritfied Public Scetuctant National Yorensiy Accounting Conisrencs, ¥ Lreay
Fundamenals of Derivativey H $7 RAY
Yous Futuee Lei it Ring the Sound of Succesy i $2 50
3th Anmeal Hxzeytive Forun OnSae Emploves ealth H 32537
American Bociety for Training & Dirveluoment Infomationad i ST RIG
s & Dgual Workplage S 3 $32.593
Exgrulive Compeasation Confeence H £5 383
Sdieresoft Progeet Conforense i 32579
Eodurally Emploved Wairen i 3 560
Woerkers' Compensaton o the Fedoral Warksheer i 115
Leadendin Fendementals ] $2.558
Immmetionat Society for Performants H 2238
Barghen's Forengic innovatiors Conderence ! 33878
Pegal Plem of Fraud Exsrr/Cond Tuerns Iny 3 $I3R
Cienera Avdi Manspemem Confererce 3 F2 308
Cranatingy Furancial Senvices Institaie ! sag63
ARG ADVOOAY 1 §2 500
Laguedity Bisk Marmpenent i Hank i 3 500
Wegotinlion Sasteges 1 2 Sued
 Proect Mampamen Profasionsl Exnm Prop Bool Camp i 348
-5 sarming Instructiondd Desten Corpfiens i $2473
2011 Bouwider Swne Conforsnce on Coasomey Financi i §i458
Advanied Imerviewing Technigues Workshon i $2.438
The 2012 Havonal Muthsizte Tax Svmpeshan H £2.437
Swmbstical Analysts Syserns Global Foram 3011 i 31436
Foihics @ Averoaiive Tispote Resolution H 32,431
Assnciation of Pimanci Profecsionals Aunnual Conferenne H 2459
Advanced Mediation snd Advosacy Skills Ingiine ‘ 3245
Asrencan Bankirs Assecihon menmediate Complaees Sohon] i 82353
Casting Rid of the Fear and Howror of Poblic Spesk i $3 303
Witdy izy Witk Sesminar i 37,398
Hatipnial Asan Pagihe Har faseciation Convantion i 32,388
| Amenoan Socioy Tor industrial Security 2010 Conferense H $3 370
2011 Amevican Iastinie of Cemified Pabiie Accoumtants infemation Technology Confirence ¥ 31358
Advanced Frawd Examinstion Techaiques H 230
Commenial Real Enae Doyl Workouts, and Reat Tstate Dhwned ¥ S22
Feders) Betiremon Sennnar ] p e
3 avender Taw Confercnce 1 32,308
Toiiding Toal Skl Sowmbers ¥ p ]
Intersarvice ndustry Training & BE Uonf 1 $31386
Liguidiey Rek and Asset izbilty Massgement i s2758
intermstionst Uinbnedsman Asseciation Annuat Trigning Confereate { b
Ciohad Association of Risk Profesvronals. Ansyal Rk Mat Convention H 33,323
21r8 Annual THobal Relo, Tax, Paveedd & Legaf Conl i 32,205
Boveloping o Comphaner Program i $3 193
§ 3 Arnust Small Bugsioess Banking Coafirence ¥ p 2Rt 1]
15 Anmual Responal Funmneid nstitation Securit i 2,175
{ Intermedt iriney Domplanes Confitenen i 7172
Rerad Risk Confesensy Jupe 1317 M P2 i7L
The Buropenn Conference on Banking and the Eoonomy H FRLL
ovemance, Balo and Uomphanet Confrence 3 L2154
1] DrovEneres Conforenys i ARy
210 Residentisd Professionsl Devslopmen Woskshop 1 %2131
EMC (Technolony Company] Wond Conleronee 2011 i §7 131
Peavtnl Municigsl Boud Swnmi ¥ 232130
infarmntion Secunity & Risk Mat Confersnee } h2gin]
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Conferences Not Sponsored by the FINU Attended by FBEC Personnet

Numbey of
Personvel AEETRgRIT
Conferesce SamelSp Attending Lost

Information Scourity Mapagoment } 2 0es
Ipvestipaning on the Intores Resesrch Tools for i §3.0a88
FOTE Pedera Tax Lipdate i hedinz]
Aftianee for Waork §#e Provress Natvional Worlh i Sumenn i $105%
Errnity Pank Tovesment Workiop t $3 58
babor Law & Labor Arbwation 3 $3573
Hispanic Nutonal Har Assotiation Convertion { TI0E
Hisk Mamapesent for Commerciad Peal Eriale i $3617
11§ Ombudsman Assog Annwal Conference ¥ 3088
Loritliod Frapd ExaminePrea Couese i $1.96%
Fintions elipenee R Porsons! Leadersiip i $1 955
Bleck Euterprise Women of Power Summimit H L899
Tnire Condlis! Cotchng Warkshan i $1983
301§ Natiomwvids Montgage Licensing Systers User Cunfurende & Trainimg ¥ $; 588
Real Estats Lending Comotanee 2010 H $19%7
Fraud Avditing Boot Camp . DAF2G] H €197
Law amed The Bosw Advances ia Neurosoeme H $i592
Advanced Leadersing Communontion Siratepies 3 S1.965
i1 Soviety of Ameriean Indlan Governmpot Emplovees MNatonet Trining Conference H 51963
Tew Learning Teohnclogies 200 § I $§ 964
ALLIEY SOCIAL SUTENCE ASBOCIATIONS Annual mosting I 5§ 554
Ungovering Fravd in Cors Bustiiess Ponclions 1 §19s
From Crisls Munapemont fo Long-Tern srowth 1 $ihdy
Statistienl Analvas Systems CHobal Posue 2012 ¥ $1.941
CAH T Beoneity Offtcers Workshop i $1939
Netwer Securify Dsserhait i $1,83%
FRA0 Svmposiem UG H 1oy
SevurmWorld Plus Wriing sad Implemannng Effeotiv i S5
frarner Date Conter Confirence 201 i $15313
Risk Met Convention and Master Clasgs 3 i 31332
Finane i Marker Association Annnal Condernes ¥ $1L9G7
Basi Beonomic Develomment I 31504
Project Managoment Profossional Exam Power Prog H $185%
Shated A 2t Sumian 2011 i $1.8593
Lending Yirua snd Remote Teains i 31880
Strateriv Planning Semiingy H b1 ERG
2011 Spring Accrinting & Auditeg Conference M 3 5@
Eredit Angdvaiy i 51,809
How fo Use Candor and Construstive Conftantation i $1840
inlernations Association of Privary Professioasls Privacy Academy 3 1840
Frgh Bmerpins Markets Sominar t 51831
2611 11 Deparimant of Agvicutture Outlook Canterents 1 $1814
Auditor-do-charge Tools and Techmigues j £3.783
Date Gioverpanes and Information Quality Conferance H £ 75%
Hatinrm! Aswen Pasalic Anweiosn Har Assoeianion i 5430
MIT Infarmarion Qustity fnfustry Sympesium 3 $i772
Turning Technologies Liser Conderonce 1 ST
The Dats Wearshousing Institnse World Coaforence { £1730
Wabuing Pubhe Serviee } S48
Hew jorizons (o the Globa! Feonome Lavabsars i 35,739
Texas Asiosiation of Bank Usunsel Legal Confarence ¢ 3193
Erriving Toveard Suecess Dar Pinantma HTwaeship ¥ 1735
Fuadamentals of Finance & Aceing i Monf red i $1.508
Strstenies S Topepreed Communisation H £1,768
An beeprated Arnrosch fo Goveinanes, Hisk, & Comp i LLI00
The 2012 Hational Interageney CRA Conferzanr i SLeb4
ton Avpeets of Clearing % 51553
Computer Enterpnse aud Irvestigations Lonference 2011 } F1834
Fundamentaly of Cost Acpounating 1 sz
 impsoving your Project Mananemen Sills i $1823
Moving from an Operat, ey o 8 Smaiegr Tivaker ¢ $1.543
Straeies ot Developias Bifeoiive Pressatmiion S i 1623
Succession Planning: Developing Leaders fiom Wahi t 1 £33
Your Prome? Manapement Sklls The Banes for Sue { 1,523
Hational Eonpmuntty Invesrment Fund Annoal Thevslnpimernt Banking Conforance i sigie
Mamagmng Chacs - Taols w S Priovites and Maks i L B0
Ipernational Bunkine Conference i $i396
Covenants ond Docunemgion i £1,8%%
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Cunferences Not Spentored by the FDIC Attended by FDC Personnct

[ ERSE FEBI

Fersanuet Aggrogeis
Conference Neme/Spnasar Stteuding €8t

Lser-Cenwrad Analyys and Conenotual Dediin i £1.96%
2011 Vaplonng bmovation: 4 Confmenee oo Communi i 51,553
Cummersial Real Bemte Fioanang 3017 Gattine Hae § <1 338
Lectors 3011 Haer Conferenes & Troining H $1 8%
Ting Management Traiming [ 557§
E3biost Manapemern Group / Kniorpnse Diets Management Councll Toint Warking Groop } $1.834
Processing Personnal Achions I $1848
Finanvial Manggemnal Asen, [FMAY 3010 Conforence i $it34
Crarnes Syrnacsim i 3 543
Tomf Howards Uonferency 2011 1 p
Lmativiry and lanevation Hndeach Yoo Fotentsl } 51837
fmmersive feaming Urnpeersity (1T U1 Conforsnce i $1.512
Lrovenymental Adconnang and Avddme Conlermnos i £ 512
F4ih Aneoal Congumngy Complinnge Somapat § $1 31
Beveloping Lxecutive Loadcrship ? R
The Veice of Leadership. How Leaders Inspire i 31,504
INTERMETHATE COMPLIANCE b OPERATIONAL TRANING i FLI0G
Firgnciad Statemem Fraod |1 $1.49%
2011 Covernasee Risk Comphance Cand H %1453
 EMETREING I8SLES TN INVESTMENTY AND DERIVATIVES H $§.49%
Prepad Card Complatice H ¥i.4%5
HRORTH AMERIUA CACS K $1 408
Hank Sruetore Coufenincy H 31483
Lenuistana Renkers Assecialion Buuk Coutsel Annual Confurenos 3 $i.480
How 10 Dfopars an BP0 3 i $147g
2011 Netiona] Leadershiy Teaimng Confersnce 1 339
Eroadd-Frank Woll Sneet Reform & {onsiier Protecho i £147%
201§ Ansual Development Banking Cenferenco i $1 368
Lepal Techoglogy Leudership Sumamit i $1.357
Marneins © bans t §1481
Emplaves Retitement Income Secuiy Aot Basies - American Bay Ascocaition sponsoted i 1A
2010 Lowisiang Bankers Azsorigtion Hank Counsd Confrence 3 31,348
&4tk Anoual Confarense Repigiation & Housing i 51434
How to Filmtivdy Mansge Multinde Lovstions t §1341
Annual Mesting of the Tastern Pinence Assouiation i 31406
Arnerican Intinis of CPAs Matl Conf on Oument Duveloprognis i 51 435
Phvaeal Sceurity Buroductony Applications and T { 51418
Time-Seriez Anadysis and Forecasting ¢ 1408
Mieisen Norsosns Uroup i T 359
¥ inancial Aratysis of Locat Uovernpmests i 51,393
Lurroduction o Suparvision H 1388
1 Mational Astermton Sy Busmess beonamics Policy Conferznoe H 3383
Dipveenity i £1,381
Mastenng SHA Drelt Underaniting 1 31378
Opmragzon Dodd-Foank: Navigatng Stormy Seas M ¥ 368
Craneal Thinkmg H 531 365
Fidoline & Swrety Law Mid-Winte Program 1 51 36K
Marking the Transnon-Snf Member o Superviss i 31,166
Fojation Tax Semings H 51348
Anti Phising Working Cuoun cUtine Resarchers Sammi i $1 348
BEMYSTIFYING FINANDIAL SERVILES SEMANTICN i $i348
Balaneing Austerty snd Chowb H £31.348
Counler Temors: Firanting i 1 333
PRian, Risk Mupapernest Tonning Conl i 51323
Fagtprn Finance Assn, 2011 Corfeence i $1.33¢
011 Crady Mankes: Sumsenim H $31.308
Federad Reserve Chinpan Povengnt Copfitenee H 81,385
Azia Symposiom H R 4
Svtnpobium on Avan Basking and Finance I 1302
Amencen bronomis Asan Anwed Meeting 2012 1 3.39%
120 Marke Strsetore Conference 1 $1.3%
Raiphior Works Training insitiute 1 1080
Myer Bogss Type dieater (MBTD i $tidn
Detroi T Anmand AR Concurmer Henkaupicy Confern i $:.3%
Reat atale Setitement Procedures Aot Auditing i £1,277
Rk Practidnner Conference H 1273
2011 Pennsyivenss Bar Assoviabon ] s Confesence ¥ 5137
Coflaborani 2 H 5168
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Conlfercaces Not Spovsored by the FUIC Attended by FDIC Personnel

Fember of THE”
Persoaned Agpregute
Conferegie NameiSponsor Aftending Cust

Tk Finanoad Modeting i Lt
Frsential Law Practice Mangpement i 1263
30 Aanwal Jav T Wesbrook Beslagey Conferones ¥ 1234

Cumrent Devekyrniends in Emplovment Law H $7.0:89

FPorresters Infmucire & Dorations Fovam 2011 H £1.385

Aol Mid. adantic Bankrapicy Worishep i $173%

Ieading Sirstesrc Inttiabives (Prog Mangs H £§.240
2610 Fall Tax Sehaool H $1238

Handling Mogape Cases from A fo 2 H $1. 738

Communingie with Diptomary, Tag! ang Credibiliey H %1238
Devatoping Tiective Husiners Copversation Skalis 3 $1 330

i Io Comaeinicate with Diplormcy 1 $1.33

Manonpe Sorkers Assosiahion National Mortgare Servicinp Conferonns H &3 203

Stwte Bar of Texas Armul Meeting H $1.31%
Seruriies Indovery and Plaancal Markow Association 10b Armusl Murket Szuctore Confience H 3121
Nexlears Immersive Lograing Confrtense & Svmmosion i 1,217
Blig-Athantic At Money Laundering Conferercs 3 $136%
2312 Winker Symsposium i 51 307
DHscovery Seategy. Finding De Smoking Gus { 31064
Professioral Confernce on industrial Hyoene { 31 i0%

Sergdigal 1 ioma: Messaning Sumnit H $LI0Y

hirpgo Yederal Resorve Prvmenes Confhrencs 3 £1.19%
RinkSurmmit 2011 4 %1194
Cratting fhie Most Ot of Your Evidents H 51152
Hank Seoreey Aot Sthoo! H £ 183
Allied Soci Seiences Assonislion Anou Meeting 3 $1 65

i Anvaal Prand Surannt i 57143

Copsiener ighty Tispation Conference )3 £1.183
Effersive Tarentive Spoaking i 4RI
Southern Regonal Asse Budlding Cuabtion Conf } &1 158
FAsvenyus Fall Fatum i 35,150
American Eononies Assomation Asvual Mesting i $1.149
NEGCUM 2041 H 1148
Sale Conferenes Uhicass 261 1 i pIREL

Ryt Commumty Feonomuie Develunmen ' oattience i $1,13¢

Advangrd Svoyrities Law Insvituig 2010 H S

Caniified anthbloney Lagndong Soacialing H 2333
Desteam D sonfrenie 3 31133

Asseciation of Carhied Ant-Money Launderiog Speciling H FLIE

Credit Genvaiives i 1307
PEth Anpusl fstoraational inf i3 Yechnuiopy Management Coofererce 3 $1306

Praiming DifTiealt aues in Erversity ¢ §iiat
MOR AN Midwest Thot & Financial Seranss Conlvem i $i61
Friad Prosmeation Teom Stan 1o Vimsh for Dacales 1 31097
Mebrasks Bankers Association 86t Anminl Convention i 81097
Ygxas Hankers Ausociston Atnip! Lesal Conferenes H %iges
ArgSiht Protect 11 i $1.003
Cottpuity of Opregtions and Enserpency Pl 5 i 1093
Faserial SharcPoint for Projeet Managens { $toas
Crrverpment Contaet faw H padad

Aterican Bankers Ausociation Regulntory Comatianes Cpnfrence i 10
Financid! Licyioy Susprut i SLGHY
Hang Seorzey Act Uffecr Sehond H $108%%
2031 Spuiheasternn Atsownting Show i $1.8%
Lepal Techmolopy Conforenee } $1067

2010 Lapishative Conference i 31054

Repnintory Redorm Summis - BF fmpant )3 V3845

Expert Wimess Semipd i £} 53%
| Temrming Agreements Advanced Sub Gring 1sues 1 31,435
Texas Voad Conference i 51824
Mergnpe Serviems Confersnce & Expe 2012 H $1.04%
2010 Amtrican ustifae of CF A Natonaf Uedforonce on Banis & Savicg H $LO30
Shecpanis Drscovery & Uiwiial Fvidense i $ro0%
15 Regulstory Advisery Serviges i jadi]
Tntermadiste Depesi & Habk Seorsty At Complianes, Leading Com i 3005

Masizrs Londgr ioms and Dieposits Seminsr i L1500

BRI Sumanit 2011 i SH9R
Poblic Speakne Sominay - Fearfess Presentatinng H 5997
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Conferences Not Sponsored by the FDIC Adended by FU Personuet

Tomber 5 T O
Peysonnet Aggregels
Confertnee NamelSposor Adtending, £ast

Lonsstr Apshoating Secunty Oonference 1 S5y
11 AN Stn Confurenee ¢ S5
Jrd Mol Contactizss Faviners Intervations Snemg ! 2995
Consumer Bunkors Assechstion LIVE 201 1 Shaping the Futurs of Retal] Bankin H 3505
{ongumer Beskers Conference H $956%
Morigags Hankers Assoristion Regrdsiory Compiiance Conderenes 2011 i 983
56141 Fax Sehou { 40K
Lvewporieg Commmeon Challomees i PHscovery Practics i 5975
Agcountan Eisbility, Litipation ami lesues i bY A
Gih Annual Workshion on Community Band [nvestaien i 1M
The Edugation Equeon Policy Forum i 3961
Eosteriag Workplass Collaberation H SUsH
20 Financiel Avcounting Cunfervncyg i 3545
20082612 Arizona Eeonoemie Ouloed 1 baa]
Lommerciy & Indueyis Lending Workshon 1 Best Prassices ! $543%
Uniair and deceplive acts and mragtices - Lending and Potential Dodd Frank Resdatory t 5938
ACEE - 315t Aarat Fraud Cenderence i $830
Financi Inmitutions Conforancs i LR
Agzpoation of Records Managers aad Adming ingerrtanal Soh Confrience & Fapo i 329y
Eleetranic Favments Core of Knowledpe Mid-Amenics Paveents Conferonos i h3sad
Ivesting in Hanerpme Markets i R4S
New Hise Onbogrding i the Tedersl Govermment Work i SRS
Einicfing and Presemation Skilts 3 850
Ceitieal Thankmg and Problem Selving 1 e
Print sad cPublishing Confrience i $884
£ 12 0f Suncessinl Project Managerent ¢ $883
farermediate 1T Auwdn Schoot ] b
Equal Emglevntent Opnortunne LAW WEEK i g
Intesbuction 1o Diigital Foremsics i SESE
ommen and Powsr Al Conftringe H P
lesowpina haasouroing Yo Govt H LRiS
Inteeviewdng Vechwmes for Auditon H 513
Risk Issues & Complianes Seminm ' 5%16
"Fides fo Real Fainie In Ohio i 3
Sevunty & Risk Mangeyment Workshor 1 3303
Jetvoduetion o Chacle APEX 1 ! saon
Lagsd Writimp fr Poderal Sector Emsloyment Law £ LR
ivestigahon & Reprort Wetking H $39%
Los Alames Tlatioas! Labs Teater FIRE i 33
2613 Fresidemial Initiative Semmit { YAl
Clepd Computing: Leont Soowiity and Anditie asy F 2755
Finanowl e Securily & Risk Mansgemer H 3353
Investinate confhols of jutoest H pytd
Fubbic Sector EEO and Bmplovment Law Conforence i 3383
Security 19 the Ape of Wikileaks - Cvhercrime, Bsp H s
Seh Aneed Undernanted Flnanoial hervices Foeum 1 §393
The Difference Betwoen Cised and Grast Supervisors i s7e3
Lhoud {ompbting i 3787
Chpsmizationsd Savvy i 537¢
Miztosef Excel 2007 Level One ! $7%
it ion Planning & Enowledpe Transfer Siratepis ; 3781
Corporation fiw Erierprige Development 2005 Assets Lenning {onferance i 5¥40
| Eegulatory Sempotion { $750
Erteran! Comirais for Praud Provention {Doline} 38
Nebmsha Hankers Assocation Technolopy Conforonct 148
Symposiue by Distrezsent Municipaiines 737
2011 Black Women's Conlirense H 3733
Fahenal Coiract Mansgement Association Anrue! Government Commract Mpri Cosforgme i 3933
Teamwork Sils for Mon-Supervitors H $13%
2511 Koy Affoedable Housing Conferente i $73%
U8 2092 A White Hat Sunmit ] ¥734
1 Cratical AAnalyticsl Thinking Rkl for OHF Porge i 7%
Leadersidn Traiting oy Non-Supervisos i $730
Fraod Expmngs Corhificalon H g2y
Crearlin Aceounting Confirence i %358
induencing Salls ] 7i%
Fedaral Secien Laber Faolations and Labor Liw Conl 1 $0:8
Private Placemens 3011 H 304

11
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Canfercnces Not Sponsored by the FRIC Attended by FDIC Persanne]

Rambetr of FOIC
Versonnet Apgregste
Canference NawoiSponsor Adtending Loat
Fad {TRINTGT Audit Refiesher Tramning F] $I00
T80 (Governmen Toehnology Councl Mesting 1 CAGY
TE Financiel Stasvmem Frawd i S5
T8Z {Fraud Provemion 1 FEES
T53 [Leadersiup Sl for Now-Supervisors i 558
FHY {Laadarship Thills for Now-Sunenvisars i $HES
FES Pl Mow GPRA Modermzabiou Adl of S0 Workshop i 5605
758 ICVIRST Conference i $655
77 LISk Annoal | ionad Information Techualney Maragemen Conferonce ¥ FE94
TEE (Chavtersd Finanewd Avalvst Tovel 1 D H ot
758 1hfertive Achons Apaine Guaramors 3 577
T8O | Florids Interaadions] Bankers Association Antt Moneylasnderine Confernce i 35673
61 [hid-Atlantic Infonmetion Security Forum 2013 i X673
FHE HHeal Hatawe L ending Compliance Undate ¥ 572
763 fising Femiand Valuer Causes sad Caotions, i SE52
P& | Financial Markoss Assopiaion Canforence H SEE0
FES FMA J018 Treazury and Caphral Markels Confbiance 3 630
7BE | Advancine Govermment Acoptmiabitity - Emerany foaues H 3550
T&T 1Remots Deposs Castore Swrninit 2071 ¥ bl
FES Hoos Angeles Caunty Eeonomic Bevelogment Corporaiion 3011-3012 Seonomie Farccast 1 $a8
TS 110 Annusl New Markets Tax Coedit Sunuail i $H4
T iMicrosoll Exeel 2010 1 porg
T Hongressions) Bluck Canens 1 o]
FHETROPA Proveciad tastitution Conforence i $473
FFE 12012 Vhechionic Payoests Forat { 63
T4 Hahor Law & Tabor Arbitration i 8w
FEH [Kangay Woikibroe Summit i S48
6 {ntensove Boview of Grammar i 508
PFT Reomm Develonnents o Conswonet {redit gnd Pavimem H $603
F78 APENposed W] Seming i $e0s
TS Urimical ieestigerive Toghnigues i S8
780 {Dalias, TX - Profosnionsl Intervigwving Skills ¥ SEG
TEY IFISs Manton Lending Crmplianes Seminar H Sac
FEZ Umlornegiste Training Semninar i pel
FAL finvestipating on the Inleroet i 500
B4 1200 Peeestive Manggessem Conlerence ! §35y
Fe5 {lstal Avcuss ¥ Sau
FHE 119th Anmnsl Advioted Broplovaes Law Uoursg H 35es
FBY [Depasing the Txpen Winosy i £393
TRE I Minoatoe Rak Avsets Yoo Instinarions s Deficle i 0%
FEE {ihe 2011 Naponal Mudristete Ty Symposium H 3555
VEG (Poogie 2012 Saba Global Supmy H $59%
781 {Fmancial Ingttuson Crafererme i $53%
T3 [Lesdensug Presence Workshops i $37%
793 [Advancing Governmenst Avcountahiliy - Leaderchin Confarence i $5vs
74 Dansar Wermens Avsmevy Annual Confarencs i 578
[t o

785 [Conference of Suve Bank Supervisors Tiinwrict 11 Pall Meeting i 3368
726 Mime Masiers for Lawwers i $358
FET P b Hew Landseape T Consumer Credit asd Povinents i $35¢
788 | 'The Credit Orisis - What Went Wrang ¢ $i5%
7EH | b Annusl Plovida Bankers Bank Secvecy ActAny Money Laundering Sehool H §350
BOD | Real Eataie Lending Compliancy Seminm H 3550
B0 |Cenified Information Sestems Saeurivy Profesconal Cartificanon Examingion H 549
B2 IManung] Association of Government Orusmaptosd Leaders Ansual Comference : H : 5345
803 {Sunp, Delending & Nesotatng ' Banis : §345
B04 Huerinis for Hinhway Safery Aurometive Conference i $542
B0 13011 Righ and Profit Onaference 13 $330
BOB 12070 Tewas Commmily Eeapamic Dévelopmem Sumimsg H L3528
BOT G VRA SeareGOY Countal Meating H 1535
BUB IOFPE Ulndme SURA & FACT an i 515
S04 Pundhimemisls of Pedersd Vinancial Accouniing { 2.7
836 o Vhe Nightmere 1 the Ameriaan Dream i 1509
B11 PMagwesi Peonometrinin Croug conferonge i 3357
8132 Pihe Mediptnr and Public Policy ¥ 556
B3 DEFCUHN fDSides H £303
814 Gender Intelfipenre Sunemit | 500
1% Unesourcing Risks, Privaecy lssues. and Controls H 355
B6 | American Bar Assermins Bus Lavw Sextion Speing Mg H 8455
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Canfevences Not Sponsered by the FDIC Attended by FBIC Parsonncd

Ruwher vt PG
Persanvel Agpregate
Eanfrrencs Neme/Spotissr Adtemding 08t

817 1Ska Paih Soemivars ! Fa09
218 {Fkati Puth Tranningy ¥ S0
B9 | Suampi Makess angd Diveruty Conference H £3589
820 ntermatuonal Assotisbion of Prvacy Professionals Foundation troninge exgm. matenials H 2483
8271 {Mortpage Remdaary Forum i fass
BOZ Shaped Asgersments Workston 1 5455
823 Ph Aneeat New Yok Coaltion of Communty Developman Financial Inststution Conference i 5451
824 {Re-Inirodustion to Elase i S461
BEE (i hicage Assocabon Tor Business Eeonomios H 490
B2 1Calbrme Reauired Mowry Traming « Dublin H L1743
837 [ Tust Add Water: Kansas nd the Feonomy i S5
B28 [ Problem Real Eatts Loans i 3427
229 [oane's Annuy Ag Cratlonk Conference i S350
830G {Federa Recruitment & Tafort Myt Swmeny 3 3 £430
837 Frepanog For the Inevitable Dodd Frank Chanpes ¥ $430
B32 IS ingues Summit 1 $i54
B33 iEsonumic Meantument Jeoinu i L4439
834 {Hcalbing s ¢ Highly Fiieetive Teans Loader i $447
B35 12040 Risk andd Profir Conferance i Z135
EHE Hoiahal Cash Flow & Zend Bonese Perspentive M S44
B3Y M Prononnic Pobley Cenforones H £435
B3B8 1984 i Lender Traming H pErad
BID 1710 Propect Mansgesiont Syrrposiun H [
840 |Fowerfui Comiunieanon Shiily i $417F
341 12011 Kapsas Donfoenee on Poveny 14 S48
342 Hinfonngtion Veshmiopy Confrronce FEIEL 3 i
843 {Emernrise Acchitecnir & Date Warchonging 3011 H S5
B4 Honakiny Sovice 1 $400
B4% nmmumeate with Confidonce 3 £omortence H hE i
B48 Hffectively managmng Mullpl Invavong : $a9e
847 Hiow To Bffeotivnly Mansge | acabions i 3%
48 {Lenders Cowmarehensive Cude o Matesee Losn Comy H 390
B8B4G |Peopde M et ] FI9
85t o to Find Toack, Monitor Congrespncal Document ! $3u%
851 {ndependen Bankers Associavion of Texasiraas Bankers Ascocintion Fiusnol Eotorey Summmit i 5398
BSZ 10wemmiion Dodd Frank 1 £355
B33 iThe Roed to Knowledge - Pavments Conference 3 $388
BE4 §'Wenlth stunagement and Trod Conforenty 1 $355
8585 [Cusiomet Service Shills for Federal Bmployees i pxiisd
A58 [mroduction 1o Proeod Musasemant i 358
857 Intanapng DiMonl Conversations H 383
8858 I0esumizine Your Time and Pocus: Your Bee Just Got 3 $388
5% (The Power of Candid Comversarion” Inecussng the & i 5388
850 Midward Tulle: Presenting Dintg & Information ¥ 38
851 [ambvat 2013 Ham i 5377
B62 1201} Fediral Txecurive Inoiingte Alumm Association Execattve Forun H 378
8873 1Grens Pluing Land Expy i A Al
854 [Toxgs Community Drevelopiment Sumas 3 L3S
565 [Banking Law Istinng i 353
BSE 12010 Matlenal Hducator Conferenic i §iso
BET 12011 Complisnes Uindnte School i 358
B&E 12011 Personal Finsane Sevinass Tor Professiongls H $3%8
BBY | Hh ANNUAL INNOVATIONS IN B FARMING SYNGOCH R ! $338
870 HempHance Findaie School H $358
8% 'The Leadershep Fonvieomnent i SI4F
BT2 [Swnposive walaimung Hw Vision of Homewonerdup H $3E
873 Boston Pedesal Beservy Uonlerence H $347
B7& Hoompimpee Cavernanes Dversipht Counei {osMueme H $345
B7S {Frouds, Seams & Coes { 344
878 IMid- Arencs Leader's Copfirence 3 343
BYY foomphance Umbate Semumar )3 £33%
BB [Comphance Lipdates i $335
879 [Moreage odate B o £ 1 %335
BEG Englick Branmar and Uspe H §33%
B8BY [ Advanoed Iwestmseon Shills Handling Comples 8¢ i £339
BE2 {achievisy Dvisordwary Oufcomes, Dnmovative Think 3 328
BBE jAghiving Your Highest Pronities Tame. Managemnont i $333
SE&4 Phe SUIMG Prngindes of Leadershin H £33
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Conferences Not Spensored by the FBIU Attended by FDIC Personnel

The Poeties of Aoy

Peveannet Agyregate

Conference Name/Sponsor Attending Cost
Fooks B making better devisiong % [EEr
2012 Wab s New Media Conference H 3378
Supervizory Upiate, Hmorping ssues FEED H £330
Crbirr Trust Fovam 2811 i 319
2010 Teehaloal Asspfance Program Sendnay i 319
Toxar Bankers Asociation Awal Conforence i 313
Annuat Legishane Conferenee i 5353
Kanees Bankers Assorighon 2012 Soring Conference } L
Leadership Bkills for Trojeet Manggers H S0
Seope Masapenent - Sanity Meuagsment 3 5300
1 Writing apd Urannner Solls H b %45
Business Weikns wnd Utamoer Sl Made Eaey ang i 3243
Coammunicating w/inkunaey & Profosmonahsm i LIty
Elow 10 Uacet ot Managng and Supervising Peaple i $789
iadons Au CQuality & 51 Samphing Woikshop ! f 2]
Natiomal Comrminity Remeogiment Dosbifion 27011 Annusl Nanonel Conferencs 4 h ey
Neationg Semanars Troning i 5259
STAR 2 All Aress Traning Pasg, H $299
The Essentials of Communicating with Diglomacy 1 35y
Ihs Esseatials of Cormmunicating with Dislemagy and % 5290
Tiunkmg Owiside The Lines i 3959
Wriline and Crrammar Sl ! 50
FLHC Sutis Apeinst Outzide Advisors o Faded Hank i $35%7
2011 Tundern User Grong & Information Seenray Lonf H 235
i Apriegturst Lendor Donfereme i $253
Matketing Convmunizations Roadmap i e
Tow Jersey Blankers Stregs Testing for Comm Bhs ¥ $255
Procriva Apptication of Feder] BB Tawe snd Reg H 5255
Beasonable Avcommotatins Under the American wih Evsainlines Agl : 3
Talang Defensiide Action Agamst Poos-Performing i 5393
Sotigry of Labor Eoonormsts i i)
2618 Tewas Marsie Tax and Other Sie Tax Tisvelop. 1 £27%
Effective Writing 1 Lawers 1 379
Dlemt sng Comcise E-mail and Business Writmg F278
201 Lendins Comatisnee Lndsie i 7%
Brovida on MEPE Succoss ] Sats
UHANGES ABOQUIND IN FEQERAL BEG GILBERY ANTTHADLEY i £23%
Chiltert amit Hadley's Top 10 Last Koy Lopnl Dot { $538
Leadership angd Stratesis Thinking Tor Managars i %Al
ity and Ovinilant Miscondunt i §I7s
Sucresd i Fedoral Seotor Arlairation: Broda i 578
Supreme Cowt Preview % TS
When Fod B Abwse Vechnology From Policy @ D i 5
Atlants Eoonomics Clob % SIF
 Business Wikting and Grammar 3kils Mady Fasy 4 pag )
HasisDisw butions For Pass- Thiouph Eaillies. An i $u88
Forus: Askiewit Your Highest Priovities i 3385
Cenerad Incomne Tas Pracytionss Workshap i $i6s
[ il Kool Eviate H 353
This 15 Government Workforoe. Leamng Innovations ] } 245
Barkng Law 2017 Fali Uramanitten Meating 1 $355
Loan Apphinatons and Reguess Webinay ) £33%
26103 Regioral Asset-Buiiding Uoshivion Confur. 3 25
American Bar Avsoriabion Basking Cinie Fall Mecting i iz
¥all 2010 ClEA Review Courge ] 2%
Foderal Sector Laber Belznons H 38
Federal Tax Undsis i Laaid]
Lamdeashin and Managemen for Yomen 3 5250
St Louis Busivess Jowmml’s Women's Conferemse i £256
2011 Dropesit Comphiande Tndae Tele-Web Somymg H I8
Pndastering Mirroaa® Exeed H 245
Swtegie Thinking § 2
face, Plang md Fair Housing ] £343
Arnuat Doerations Comphanse Recap ¥ $343
Biz Chanpes o Loan Orisinator Compensatiog H $24%
E-Suen - Cases of Interest and Bome o Raght 1 £345
Igermifving Evaluating Tatomsd Contrple H $340
i £23a
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Conlerences Nof Sponsured by the FDNC Adended by FBIC Persongne!

Kamber T PRI
Persuaned Aggregate
Eonference NameBponsar Attending Cant

Sparking nevation & Creativity ¥ 358
11 Fall Tax Sehmo) i (35t
Undversity of Biineds 2611 ¥4 Tax School H $135
vper™Mohis Crime Workshop H $3%
Droded-Fraek Act VWhat de the unnsel ou Piduniarns H 3%
Figdue:ary Ivesting 1 338
Lireangns Sympueinm i Y]
I v Hetirewient Acounds -D0's and Plo Novs and Did Nely 1 333
Rnew Your Emetions Inetipence: 4 Prftenona) snd Parsousd Dev ool i 5225

12 Bank Tevhnoloey Confurence and Showem i 31
hicresod! Excel 3 219
Fiductary oo Tax Workshoo i £218
WICEA Frrasean! Inetiontion Conforence 2001 i 1%
Savereips and Bank Credit Outinol 2012 i §332
0 Undversisy of BlinoisTax Sehoe! i %0
Trvelopion Yo Frofessiong] Compoencies H patl
Urversity of Bhimos 3014 Bl Tax Sehosl H 230
Internal Revenue Service Nationwide Tux Forpm ] Sine
HHO Bank Seueey AT Complisne Management Seamitns 1 $365
Certifiod Commeteind Investinem Member 2011 Confirrace H 203
Financin! Literor Lendershin Confisency i pr
The Londuntiew Yooy Diglarue. Keaping the Global © H Sieh
Insight - A Look o Enverprice Risi Manmgement i S50
Creative Lesdambip Workshop for Madagers 1 $i9g
Eunies Punhows ¥ 3108
Fithics Boek Bvmrems H 3199
How To Manage Emations & Facel Under Piessare i T
oy o Sepervise DTS Emplovees H %199
Homan Resoirees Law H 3iee
Seorats of Grest Belef Wrinerg 2041 i i85
Sewpial Media Meckeling Conferanes Track | 1 $ive
The E-Mast and Busines: Wetine Workshon 1 Fi%
WalMart v, Thabes: Death of Complex Ulugs Avtions? 1 168
Ceaneol 1o (Grethes i 3I97
D11 A Rewospechve for Financial Services Secte i 8308
Baukbns and Boyond i 390
How ie Dilives Fresontations with Base & Csnfniene i 3178
Tl Mamsgement & Orpanization Skilis i kX2
) New Englend Anpesss! o i $173
Alabara Commumiy Leadoshin Metwork Donf 8 i 175
Bant Practicss i [neemal Audi H SiF
Lenders Conferonee $ 17
Now England Appraieer's e i 3173
New Englangd Pooncmss Cntiook Confénee 3 $§7%
ssk Assmssment sz Imeroad Coetils i 3178
Fhard Al Fisancial Liseracy Leadensbip Confl i $178
Hanking & Mnance Srmpeso 2010 { 5178
New Hampahire Womes's Leadership Summay H &%
Bhoenix Secise Workd Fxpe H 1155
Professional Bibes Undas i 3158
0 Sepaity Professionals Semimar i %156
201Y Agrinudnrs Svmpsig ] S50
Agdiinaiseenring Clogdtased Setvivas ¥ 5155
Contempirary Accounting Ethivs & Refated Legal Top i $15%
Eriste Admimstration H $180
FI% Secunity Profegsionals Seminy 30148 1 5358
15 Secunty Professionats Serainar 3011 1 Sise
FRELC Reetonad Aprieuttone Symposion I 3130
01 Basic Project Mangpement 1 £353
Commmmention Shals T Ween i 53149
Drealing Efferrvely wits Unsconpiable Emoloves Beb i 3139
Extimardinary Assisan § ko
From Uhtos i Contisl, How 1o Be Resilent H S5
Hew o Seoming 3 Briler Compuiticator from Sxitipath i 3149
Tiow o mamage confliet god Confrontation i S48
Making tie Transwenn from Sall w Supervisor H 38
Mtanaging Frootions & Thriving Under Preszire H S8
 Manasine Ml Trod, Competing Poontes, & Tigh i side
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Conferences Not Sponsored by the FOIC Attended by FRI Peesonael

REmbey of FOIC
Bersonaad APEESLE
Cunfereace Name/Sponsor Atignding Cost

Manasing Multiple Projects and Poonbis 3 i35
Star 12 Platimum i 148
The Women's Conference ] T14%
Professional Bthacs oy CPAs i Sigdy
Tetacs Lindute for VA Lawyers 3010 ¥ {3y
Powerful Commuaiaion Skads fr Woman 1 3159
N Uroe Inswranue Conference H 3135
£oaptial Chapter ISUEBS AU-Dhay Program i 3130
Mew fersey Law & Eitpes for {PAg H iy
Mewy Jevsew Lo and ey B CPAs M08 1) i 3¢
2611 amenean Councll on Consumer Inkrss Conf ¥ 154
Allbed Social Sciences Axsorianon H 213
Netwerk Branded Prepaid Catd ssiotiation Prepeid Card Warkshap i £133
Understemding & Detecting Money | gondering B £z
Magaging Emotions md Theving Cnder Pressure i e
Erhigs, Pancioles and Apvhications i SiL3
Lomgutne: Federation of america t $itg
Deparnen of Defense Cvbarsrourty Chalienory i 53ig
The Copswmer w the Pinapesd Services Revolption 1 stig
Midwest Foraormies Asscolshon annual maehng - non-mgmbey reaitingdon i Fakial
Aparnment and Condo Markens { $150
Blank Sucreay ALt Seiningy i S50
Chartrred Financie! Analvst San Fanoses Anpasd Beotamis Forseast 3 30
tanng Hilory Dy Donferenee i siao
Computer Forgnsics & Investizations ! 9%
Eveel 2BGIDT0. Beyond thy Bazies ; 9%
Mepugrng Multiph Priovines, Projects end Deadl i b
PPropasd Card Werkshop Toe Poboy Makers, Bomdaior i =9
Spemd Rending with Bvelvn Wood Reading Trtsvnics H 96
Dhswessed Mumagipalitios Conferanion H ]
Nadol Macker Forocay H $53
Sy on IXsmersmi Mumcigaiiies i 85
Tax Imahications of Dodd Frank Trlecontrrence i 35
| Wichits Area F i Cutiook Conferine T e
Information Seounty Summin 1 333
Toasunasters Divict 36 Conlerence H o
FEithees andd Lingustics Lie Dotechion 1 83
Risk Manarament H $8%
3012 Beonomic Oumlvek Seminar i S
DOBIT 5 IEACA WORESHOP i poy
Neovon Easi } 35

Ecer Basits i 57
Mipsoseft Kxcel 20073010 Hastes i 379
U1 Raise Texgs Sutnmiy ¥ 373
Diversity gad inchunien Summit H 378
Wit InfieCand Sumreonferance H $73
Nissourt Valley Tooninic Astn Annasl Mecing H 73
Lenerging 1T H 330
 Eihieat Deferman Feving Frnsnciad Fxporis i 38
gurvicnd sivateses i CHY 1 s
Indusing swrovmmd 3 SE8
TOIF By OP As- [ndvesdus] Tax Uodake Y 55
Frood Investigaoe ¥ 358
Matosel Anriesdnirad Credit Cronmisitee Meeting i 356
Camnl Markets Conferonce 1 359
New Lauls for New Bules Ap Svmpesiom i L35
Crnynarert & Indestrisd Lending m Challeaping Times ] 5355
201 | inferagency Mimotity ysesitesy Ingtiaiions i 253
2011 Sonthwest Bank Secreoy Act % Finanoi] Crimes Fojgm ¥ page
M2 Yederdd Erroneows Retirement Coverage Corzertions Aot Training i $3%
Bhsiness Formecust 2011 H $35
Business Forecoast 7012 ¥ $34
Legsl Bducation Sempingr an Privaey and Mobils | ottion-Based i $38
Informmtion Svstems Audit and Conwol Asonistion £hapter Meetng i 535
- NeighbarWorks Amenice Traimng ; 550
THE NUITS & 2OUTS OF CREDT 3 4
Lenrning inngvation } $58
Poevgmsd the Hasigs } §45
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Cenlerences Not Sponsored by the FDIC A gended by FDIC Fereweg!

Rt of FDIL
Fersnnued Aggrennte
Conference Name/Sponsor Ateding Cast,

Ditizal Peast Harbar i 34
The Retiewenm of SAL Y B [
Annal Foracast Panel H 538
fublic Poiicy Lupchoos with Thomas Cunry t §3%
Linanetly meetng of Twin e Chapter of UFE } 33
Loeming Collanse of the Muni Market 33
The Suse of the Boonomy Pesspeetives of tie TRE i b ¥
GWOU ARMA Goiober Proviarn Y 7%
Haulth Care Insurance Frond i 4]
insuraner Fraud ¥ £
Marin Suremer Netwerking Sovial i 525
A Ronndlabio H %23
The 0 Women's Confaeate H ]
Arglysis of the Yraud Scems { I3
Eihueal Tatues for Fraud Dasniners H %Y
Cavernmem Lotrugtion 3 pit]
Muriaagr Fraud i 20
{hariered Finangial Analyst Son Prancaog; Momey Nover Sleem i 583
Lopupercial Real Eziste Ouilook 301 H $is
Seate of Small Bumines in e Unatedd Sigtes [ $i3
1Y Amsovnation of Pranciyl Professome?s Annual Donforense { B
21 Infermationgd Pubiic Manaseninin Atsociation i Haman Rosowrces Int] Trainieg Conforenee 3 pid
201 Miwankor Tock Secorily Confirence i 0
201 1 SHIE Conferenge {Sovety far Drenaic and Eooy ¥ 30
2011 Symanior Governowest Summesinm H 15
230 Asnuel Perivatives Securifies and Bisk Manage H 33
38 Anral Texas Apvuchdion of Bank Courigel Conventuw i §
Agrioutiueal Outlook Feram 2012 } 35
Agsiar 201] Ostiook Meching H 30
Ainieriugn Mumagerent Asseciatinn Budpetimg Workshup H 3
Amerivan Sopunitization Confersace 3 5
American Sogiety for Tomnine & Develobment 2011 inte mationa] Comtferongs t b3
Fumenive Communiation-Evsontinl Skilis i sS4
Busitinss Architectire: Taking & fo the Newt Levdd i S
Bugnes Process and Anplicetion Develonment Foram i 59
Busihess Wrating Skis i §6
Cloud Security Allianes Conpress 210 i 3

Coment & Collsborgtion Formn i 55
{evelontes Your Pmotisand Infelipence i o5
Feoppmettic Modating i 3G
Fimang el Instinutions in the New Reguistory Bavie i 34
Futare of Fi izt Services } b3
{rantner Security & Risk Manueerment Summit )] $e
How o Work, with Difficult & Demanding People i 0
Husnan Capital Managemunt Peidesd Svmoosion i 35
Hinman Resourees frr Mesiy Astinned 3 55
s Cleanty neet faoihbes tour 1 p
Informaion Systems Awdil sl Costrol Associatioon Breskfas Mestin { ki
Latinas in the Hearland: Migmton & Shifhing i ®
Leadership and Team Develapmen for Masaperial Hug i 50
Londing Compliznce, Mangage Update YiMIia ¥ h3H]
Mesnary Reteniion Stming i 5
sicrosodt Teehbd2it A i 5
WMid-Yeu Retirement i pad]
ME Byoel Hands-On Intea H 30
Hanonst Foopomiss Club Lonchonn H 35
O Dempnd ¢ Publistnos ¥ehange Conference i G
Omele Datgbace 1ig Comprehensive Inoduchon i £
Ouduck Live-Lander Cmbpensition 1 ]
| Secumtins Industey and Fowancial Markets Associstion and the Mutisipd Soountes Bulemakmy Bowd Mumeips] Serarfies Begl 1 $
| Seize the Hay H 5
Speakert Showease-Five Siar Ipeakare 1 4]
Supporting Our Wanen Vewrsps & Miwry familiog i $
SW ESA & Financisl Crmes Fon § 5
Techno Forensi & Dhiptial Invenigations Confors i $0
The Mew Faee of Relall Payments 3 5
Treasuny's Commnunity Chatreseh Tt ¥ $i
Lrsee and System Reapi nis for Suceensul Softwe i 5
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FERERAL DEPOSIT INSURANCE CORPORATION, washington, DG 20429

OFFICE OF THE CHAIRMAN
May 15, 2012

Honorable Spencer Bachus
Chairman

Committee on Financial Services
House of Representatives
Washington, D.C. 205153

Dear My, Chairman:

Thank you for the letter regarding the December 2011 potice of proposed
rulemaling for the market risk capital rules (the Proposed Rule)', which was issued
imntly by the Federal Deposit Insurance Corporation, Board of Gavemnors of the Federal
Reserve System, and Office of the Comptroller of the Currency (logether, the agencies}).
The Proposed Rule is part of the agencies” implementation of certain revisions (o the
Rasel market risk capital framework and section 939A of the Dodd-Frank Act {section
9394)%. Section 939A generally requires the agencies (o remove from their repulations
any reference to or requirement of reliance on credit ratings in assessing the credit
worthiness of a security or money market instrument and to substitute such standard of
credit worthiness ag each agency determings what is appropriate for such regulations,

The Proposed Rule incorporated certain methedologies for calculating the specific
risk of debt and sccuritization positions that do not rely on credit ratings. In your letter,
you expressed several concerns regarding the proposed methadology for securitization
positions, L.e., the “simplified supervisory formula approach”™ or the "SSFA” We
appreciate your comments and will take them into consideration, aleng with other public
comments that we received during the comment period, as we move to finalize the rules.

You expressed in your letier a general desire for greater consisiency between the
methodologies adopted for purposes of any final market risk capital rules and Congress’
tent in enacting section 939A. Accordingly, vou encouraged the agencies to adopt a
methodology for securitization positions that appropriately reflects any variances in the
risk profile of differont types of securitization structures, In addition, you indicated that
the SSFA would not adequately align capital requirements with the specific risk of
securitization positions. You also expressed concern that certain well-functioning
securitization markets, such as the auto finance industry, would be negatively tmpacted

' Risk-Based Capital Guidelines: Market Risk; Allematives to Credit Ratings for Oebt and Securitization
Positions, 76 Fed. Reg 79380 {Tec. 21, 2011),

? Section 9394 of the Dodd-Frank Wall Sireet Reform and Consumer Prafection Act, 15 US.C. § 7807
{note}.
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by the implementation of the proposed SSFA, as it would result in reduged availability
and a higher price of credit.,

The FDIC believes that any alternative creditworthiness standards should, 10 the
extent possible, appropriately distinguish the eredit risk associated with a particular
exposure within an asset class. In the Proposed Rule, the agencies requesied comments
on the accuracy of the SSFA, particularly with respect to its ability to measure specilic
risk. In addition, the Proposed Rule sought comment on whether the SSFA was
appropriately calibrated, and whether other adjustments should be considered o better
recognize credit enhancements, assel class, loss experience, prudential requirements, and
other criteria,

We weleome your comments regarding the Proposed Rule and, specifically. the
SSFA for securitization positions. We also are reviewing other comments that provided
additional insights and information in response to specific questions in the Propossd
Rule. We expect that comments responsive to these questions will assist the agencies in
addressing the issues that vou raise in a final market risk capital rile.

Thank you again for sharing your views. The concerns you expressed will be
given carcful consideration. 1f you have other questions, please feel free to contact me at
(702) 898-3888 or Paul Nash, Deputy for External Affairs, at {202} R98-6962.

Sincerely,

(b)(&)

Marlin J. Grucnberg
Acting Chairman
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FDIC

Federal Denosit Insurance Corporation

£80 174: Stront NW, Washington, DC 20428 {ffies of Lagislatve Alfsine

13 Aprit 2012

Honorable Tim Johnson

Charman

Committee on Banking, Housing and Urban Affairs
United States Senate

Washington, D.C. 20510

Pear Mr. Chairman:

Thank you for your letter reguesting the assistance of the Federal Deposit Insurance
s a detailee to the Senate Banking Committee from

now through the end of this year,

(b)(s) ......................................................................... Thig{gt()cgg{im{hatﬂ} begi;; her detail to the Commities on E\égﬁédy:
April 23 and will complete her detail by December 31, 2012,
ey . .. B Weagree thatl—— __ Jwill be a valuable asset to the Committee. If you or your staff
have any questions, please contact me at 202-898-8730 or| T S
Sincerely,
(b)(®)

Alice €, Goodman
Deputy Director
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Who zhould complote and file this form:  Pursuant lo paragraph 4 of Rule 27 or as authorized by Senate
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FEDERAL DEPOSIT INSURANCE CORPORATION, Washinglon, T 20498

QEFICE OF THE CHAIRMAN

May 1, 2012

Honorable Scott Garrett

Chairman

Subcommittes on Capital Markets and Governmnent Sponsored Enterprises
Commitiee on Financial Services

House of Representatives

Washington, D.C. 20515

Pear Chairman Garrstts

Thank vou for your letter expressing concerns about the premivmn caplure cash
reserve account (PCCRA).

We appreciate your comments and questions and will consider carefully the issues
you have raised in developing a final rule 1o implement Section 941 of the Dodd-Frank
Wall Street Reform and Consumer Protection Act, Section 941 reguires, subject tn
certain exceptions, that a securitizer retain & minimum 5 percent economic interest in a
portion of the credit risk for any asset that the securitizer transfers 1o a third party through
the issuance of an asset-backed security. The legislative history fo Section 941 states that
by requiring a securitizer to retain an cconomic interest in the securitized agsets the
securitizer has “skin-in-the game,” thereby aligning the securitizer’s economic interesis
with the performance of the assets and the interests of the investors.

In the Notice of Proposed Rulemaking, the PCCRA was proposed as a mechanism
10 prevent the securitizer from reducing or negating its financial exposure to risk
retention. Even though risk retention was a feature of securitizations historically, many
commentators have noted that the ability to capture profit immediately upon sale had the
effect of reducing the influence that risk retention had on underwriting standards and
asset quality. As a result, the interagency group that developad the notice of proposed
rulemaking proposed the PCCRA as a means 1o prevent the securitizer from reducing or
negating the intended effects of risk retention by immediately monetizing excess spread.
Nonetheless, we are very conscious of the potential impact that individual elements of the
final rule could have on the gvailability of credit. We take very seriously your concens
and will work to develop a final rule that accomplished the statutory goals, while
preserving the availability of affordable credit.

FDIC staff is participating in the Section 941 Interagency rulemaking, and
discussions and analyses of the many comments received on the proposed risk retention
rule, including the PCCRA, are ongoing. At this stage of these interagency discussions,
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no decisions have been made about whether the PCCRA should be included in a final
rule. We continue to Jook carefully at this important issue and will continue to evaluate
both the impact and the benefits of individual requirements in developing & final rule in

concert with the other agencies.

Thank you again for sharing your concems. If you have other questions, please
feel free to contact me at (202) 898-3888 or Paul Nash, Deputy for External Affairs, at

(202) 898-6962,

Sincerely,

MBI J, LITUCIOCER
Acting Chairman
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FEDERAL DEPOSIT iINSURANCE CORPORATION, washington, 0C 20428

QOFACE OF THE CHAIRMAN

May 1, 2012

Honorable Spencer Bachus
Chairman

Committee on Financial Services
House of Representatives
Washington, D.C. 20518

Dear Chairman Bachus;

Thank you for your letter expressing concerns about the preminm capture cash
reserve account (PCCRAL

We appreciate your comments and questions and will consider carefully the issues
you have raised in developing a final rule to imiplement Section 941 of the Dodd-Frank
Wall Street Reform and Consumer Protection Act. Section 941 requires, subject to
certain exceptions, that a securitizer retain a minimum 3 percent sconomic interest in a
portion of the credit risk for any asset that the securitizer transfers to a third party through
the issuance of an asset-backed security. The legislative histary to Section 941 states that
by requiring a securitizer to retain an economic interest in the securitized assels the
securitizer has “skin-in-the game,” thereby aligning the securilizer’s economic interests
with the performance of the assets and the interests of the investors.

in the Notice of Proposed Rulemaking, the PCCRA was proposed as a mechanism
1o prevent the secunitizer from reducing or negaling its financial exposure fo risk
retention. Even though risk retention was a feature of securitizations historically, many
commentators bave noted that the ability to capture profit immediately upon sale had the
effect of reducing the influence that risk retention had on underwriting standards and
asset quality, As aresult, the intgragency group that developed the notice of proposed
rulemaking proposed the PCCRA as a means to prevent the securitizer from reducing or
negating the intended effects of risk retention by immediately monetizing excess spread.
Nometheless, we are very conseious of the polential impact that individual elements of the
final rule could have on the availability of credit. We take very seriously your concerns
and will work to develop a final rule that accomplished the statutory goals, while
preserving the availability of affordable credit,

FDIC staff is participating in the Section 941 interagency rulemaking, and
discussions and analyses of the many comments received on the proposed risk retention
rule, including the PCCRA, arc ongoing. At this stage of these interagency discussions,
no decisions have been made about whether the PCCRA should be included in 2 final
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rule. We continue to look carefully at this important issue and will confimie to evaluate
both the impact and the benefits of individual requirements in developing 2 final rule in
concert with the other agencies.

Thank you again for sharing yout concerns, If vou have other questions, please
feel free to contact me at (202) 8983888 or Paul Nash, Deputy for External Affairs, at
(202) BOR-6962.

Sincerely,

~ (b)e

SIarin J. Grienbag
Acting Chairman
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FEGERAL DEPOSIT INSURANCE CORPORATION, washingion, DU 20428

GERICE OF THE CHAIRMAN

-May 28, 2012

Honorable Debbie Stabenow

Chairwoman

Senate Committee on Agriculture, Nutrition and Forestry
United States Senate

Washington, D.C. 20510

Dear Senaior Stabenow:

Thank you for your letter in support of the many reforms in the Dodd-Frank Wall
Street Reform and Consurner Protection Act, includiag important reforms of the
derivatives market.

Please be assured we will give careful consideration to your comments on these
issues as we work with the other regulators 1o adopt 2 final rule as expeditiously as
possible.

Thank you again for sharing your views. If you have other questions, please feel
free to contaci me at (202) 898-3888 or Alice Goodman, Acting Director, Office of
Legislative Affairs, at (202) 898-8730.

Sincerely,

Martin 1. Gruenberg
Acting Charman
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FEDERAL DEPOSIT INSURANCE CORPORATION, washingion, DC 20429

OFFICE OF THE CHAIRMAN

June 4, 2012

Honorable Spencer T. Bachus
Chairman

Committes on Financial Services
House of Representatives
Washington, D.C, 20515

Dear Mr. Chairman

Thank you for your follow-up questions 1o the joint hearing of the Subcommitice on
Capital Markets and Government Sponsared Entities and the Subcommitice on Financial
Ingtitutions and Consumer Credit of the House Financial Services Cammittee entitled
“Examinang the Impact of the Volcker Rule on Markets, Businesses, Investors and Job
Creation.” [ apologize for the delay in responding,

As | testified during the hearing, the agencies’ proposal for the implementation of section
619 of the Dodd-Frank Wall Street Reform and Consumer Protection Act {Volcker Rule) is
intended to allow banking entities fo continue to engage in permitted activilies consistent with
the statutory mandates and without undue impact on marke! liquidity. Such sciivities Include
bona fide market making and underwriting activities, risk-mitigating hedging, trading activities
on behalf of customers, and investments in covered funds.

Your questions ¢oncern the manner in which the FDIC plans o respond to vartous
specific comments that have been received in conjunction with the agencies’ jomnt notice of
proposed rulemaking (NPR}. The issues you raised were important enough that the agencies
posed guestions and requested comment o each one in the NPR. T assure vou that we will
serionsly consider all comments received as we move forward in the final rulemaking.

Regarding question 9, which recommended the agencies” development of a general cost-
benefil analysis of the proposal, please note that for rulemakings, the FDIC conducty various
types of economic impact assessments for all proposed and final rules, For final rules, under the
Congressional Review Act, the FDIC determines, among other factors, whether a final rule is
iikely to result in a $100 million or more annual effect on the economy. For proposed and final
rules, under the Regulatory Flexibility Act, the FDIC determines it a proposed or final rule iz
likely to have & “significant economic impact on a substantial number of small entities.” As
noted in my iestimony, the agencies have taken an initial look at the potential cconomic impact
on small banking entities and concluded that the proposed rule will not result in a significant
ceonomic impact on small banks. The Agencies based this conclusion on two primary factors:
{1} while the proposed rule, per statutory reguirements, covers all banking entilies, significant
reporting and recordkeeping requirements apply only 1o banking entities with consolidated
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trading assets and labilities and aggregate covered fund investments greater than §1 billion,
respectively, or where trading assets arc more than 10 percent of total assets; and (2) the
compliance program requirements under the proposed rule are established in a manner that
mainly impacts entities engaged in covered trading or fund activities-activities that are not
typical of small banks. In addition, in this rulemaking the agencies have encouraged public
comments on this issue and have asked conmmenters to include empirical data to Hustrate and
support the potential impact on small banks.! Also, sec guestions 348 — 383 in the NPR, which
soncern the economic impact of various provisions in the joint proposed rule”

Enclosed are responses 1o the guestions from other Members of the Commuttee. | also
have sent responses to the Members direcily.

[f you have additional comments on the Volcker Rule NPR, please feel free to contact me
at (202) 8983888, or Alice C. Goodman, Acting Director, Office of Legislative Affairs, at {202}
898-8730.

Singerely,

Meaxtn 1. Gruenverg Lt (h)(6)
Acting Chairman "

Enclosures

P See 76 Fed. Reg.68846, 68039 (Novernber 7, 201 1),
F 1 at 68933 — 68936,
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Response to Questions from the Honorable Judy Biggert
by Martin J, Gruenberg, Acting Chairman,
Federal Deposit Insurance Corporation

Your questions concern the timing for the issuance of the interagency final rule to implement the
Volcker Rule, the process for a phased-in implementation of the final rale’s compliance regime,

and the regulatory authority for the respective agencies in achieving regulatory compliance with

the Volcker Rule in & measured manner,

While it remains our desire to finalize the regulations by July 21, 2612, we note that full
conformance is not required by that date, The Federal Reserve Board on April 19, 2012, issued &
Statement of Policy that clarified the implementation of the Volcker Rule duning the
conformance period for banking entities engaged in prohibited propristary trading or sponsored
private equity fund or hedge fund activities.” [n addition, the notice of proposed rulemaking on
the Volcker Rule, which was issued by the federal banking agencies and the ULS. Securities and
Exchange Commission on November 7, 2011, provides further clarification of thoge
conformance regulations by the Federal Reserve Board.*

? Ser Board of Governors of the Federal Reserve System, Statement of Policy Regarding the Conformanee Peviod
Jor Entitiey Engaged in Prohibited Proprietory Trading or Private Eguity Fund or Hedge Fund 4ctivities, April 19,
212

* See 76 Fed. Rep. 68846, 68922 - 68923 (November 7, 2011}
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Response to Questions from the Honorable Gary Peters
by Martin J. Gruenberg, Acting Chairman,
Federal Deposit Insurance Corporation

Your questions concern whether the agencies agree that covered entitics under the Volcker Rule
might decrease market-making activity as a result of the Volcker Rule. In such a financial
markets situation, you asked whether any such decreases in hguidity would result in other parties
providing the requisite Hquidity, Regarding such new market-making participants, vou asked
“what kinds of institutions do you expect will emerge 1o provide the liquidity necessary for well
functioning markets, and what kind of regulatory scrutiny are those institations subiect {077

You also had questions which involve issues on the application of the Voleker Rule o alfthiates
of insured depository institutions, including commercial companies that own a thrift or an
industrial loan company, as well as all of the companics in which these covered entities may
have a significant investment that makes the recipient of the investment an “affiliate.”

Since we currently are reviewing the various issues presented in this rulemaking for purposes of
the final rule, we cannot provide a definitive answer to your questions, which also were raised by
certain commenters. Note that question 83 as provided in the preamble of the NPR asked similar
questions qimfelvin ¢ the impact on the “liguidity, efficiency, and price transparency of capital
markets.™

We agree that the isgues you raise are important, and the agencies posed questions and requested
comment on them, T can assure vou that we will carefully consider your concerns and all
comments received as we move forward in the final rulemaking,

lt

P id @ 688,
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Response to Questions from the Honorable Bill Huizenga
by Martin J. Groenberg, Acting Chairman,
Federal Deposit Insurance Corporation

Your questions involve issues on the application of the Volcker Rule to affiliates of insured
depository institutions, including commercial companics that own a thrift or an industrial loan
company, as well as all of the companies in which these covered entities may have a significant
investment that makes the recipient of the investment an “affiliate.”

Since we are reviewing the options for the various issues presented in this rulemaking to
implement the Volcker Rule, we cannot provide a definitive answer to your questions, which
also were raised by certain commenters. Please be assured that we will carcfully consider your
questions in conjunction with our development of the final rule. Question 6 of the preamble of
the NPR asked for comments on entities that should not be covered in the definifion of “covered
eniity” in the proposed rule.®

The questions vou raise present significant issues of law and policy that will be addressed in the
final rule for the implementation of the Volcker Rule.

 1d at68856.
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Response to Questions from the Honorable Michael Grimm
by Martin J. Gruenberg, Acting Chairman,
Federal Deposit Insurance Corporation

on various proprictary trading activities conducted by “non-11.8, based institufions” with various
catggorizs of US. and foreign counterpartics. Please note that the Volcker Rule applies o
proprictary trading and covered fund activities by certain “covered entities” that generally are
LS. insured depository institutions and their affiliates and subsidiaries.

Since we currently are reviewing the various issues presented in this rulemaking for purposes of
the final rule, we cannot provide a definitive answer fo your questions, which also were raised by
gertain commenters. Please be assured that we will carefully consider vour questions in
comjunciion with our development of the final rule.

The questions you raise present significant issues of law and policy that will be sddressed inthe
final rule for the implementation of the Volcker Rule.
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Response to Questions from the Honorable Carolyn McCarthy
by Martin J. Gruenberg, Acting Chairman,
Federal Deposit lnsurance Corporation

You ask what possible changes the regulators should be thinking about or are necessary as the
result of stakeholder feedback on the Notice of Proposed Rulemaking {NPR} for the Volcker
Rule. This section of the Dodd-Frank Act is designed to strengthen the financial system and
constrain the level of risk undertaken by firms that benefit from the safety net provided by
federal deposit insurance or access to the Federal Reserve’s discount window, The challenge to
regulators in implementing the Voleker Rule is to prohibif the types of proprietary trading and
investment activity that Congress intended 1o limit, while allowing banking organizations to
provide legitimate intermediation in the capital markets.

In response to the NPR, the regulators have received a high volume of comments from
stakeholders, suggesting many issues and changes that we should think about ia drafting the final
rule. We are carefully reviewing these comments as they raise significant issues of faw and
palicy.
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EEDERAL REPOSIT INSURANCE CORPORATION, washingion, DU 20423

CEACE OF THE CHAIRMAN

June 4, 2612

Haonorable Carplyn McCarthy
House of Representatives
Washington, D.C. 205815

Dear Congrosswoman McCarthy:

Thank vou for your followsup questions to the joint hearing of the Subcommitice
on Capital Markets and Government Sponsored Emities and the Subcommittee on
Financial Institutions and Consumer Credit of the House Financial Services Committee
entitied “Examvining the Impact of the Volcker Rule on Markets, Businesses, Investors
and Job Creation.” | apologize for the delay in responding.

You ask what possible changes the regulators should be thinking about or are
necessary as the result of stakeholder feedback on the Notice of Proposed Rulemaking
{NPR) for the Volcker Rule. This section of the Dodd-Frank Act is designed to
strengthen the financial system and constrain the level of risk undertaken by firms that
benefit from the safety net provided by federal deposit insurance or access to the Federsi
Reserve's discount window. The challenge to regulators in implementing the Volcker
Rule is to prohibit the types of proprietary trading and investment activity that Congress
intended to Bmil, while allowing banking organizations fo provide legitimate
intermediation in the capital markets.

In response to the NPR, the regulators have received a high velume of comments
from stakeholders, suggesting many issues and changes that we should think about in
drafting the final rule. We are carefully reviewing these comments as they raise
significant issues of law and policy.

Please let me know if vou have further questions. You can contact me directly at
2072-898-3888, or Alice Goodman. Acting Director, Office of Legisiative Affaus at 202-
898-8730.

Sincerely,

WAt J. CITUCDeiE
Acting Chairman
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Honorable Michael Grimm
House of Reprasentatives
Washington, D.C, 20313

Dear Congressman Grimm:

Thank you for your follow-ap questions to the joint hearing of the Subcommittes
on Capital Markets and Government Sponsored Entities and the Subcommitiee on
Financial Institutions and Consumer Credit of the House Financial Services Commitiee
entitled “Fxamining the Impact of the Volcker Rule on Markets, Businesses, Tnvestors
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June 4, 2012

and Job Creation.” 1 apologize for the delay i responding,

Your questions involve the impaet of the Notice of Proposed Rulemaking for the
Volcker Rule on various proprietary trading activities conducted by “non-U.S. based
institutions” with various categoties of U.8. and foreign counterpariies. Please note that
the Velcker Rule applies to proprietary trading and covered fund activities by certain
“covered entities” that generally are U.S. insured depository institutions and their

affiliates and subsidiaries,

Since we currently are reviewing the various issues presenied in this rulemaking
for purposes of the final rule, we cannot provide a definitive answer to your questions,
which also were raised by certain commenters. Please be assured that we will carefully

consider your questions in conjunetion with our development of the final rule.

The questions vou raise present significant issues of law and policy that will be
addressed in the final rule for the implementation of the Volcker Rule. Please ket me
know if you have further questions. You can contact me divectly at 202-898-3888, or

Alice Goodman, Acting Director, Office of Legislative Affairs at 202-898-8730.

Sincerely,

FEDERAL DEPCSIT INSURANCE CORPURATION, washingten, 0C 20428

Martin J. Gruenherg
Acting Chairman
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FEDERAL DEPOSIT INSURANCE CORPORATION, washington, DC 20429

OFHCE OF THE CHAIRMAN

Jupe 4, 2012

Honorable Bill Huizenga
House of Representatives
Washington, D.C. 20513

Drear Congressmen Hulzenga

Thank you for your follow-up questions to the joint hearing of the Subcommitice
on Capital Markets and Government Sponsored Entities and the Subcommitiee on
Financial Institutions and Consumer Credit of the House Financial Services Committes
entitied “Hxamining the Impact of the Volgker Rule on Markets, Busingsses, Investors
and Job Creation.” 1 apologize fov the delay in responding,

Your questions involve issues on the application of the Voleker Rule to affiliates
of insured depository institutions, including commercial compantes that own a thnfl of ap
industrial loan company, as well as all of the companies in which these covered entities
may have a significant investment that makes the recipient of the investment an
“affiliate.”

Since we are reviewing the options for the various issues presented in this
rulemaking to implement the Voleker Rule, we cannot provide a definitive answer io
your questions, which also were raised by certain commenters. Please be assured that we
will carefully consider vour questions in conjunction with our development of the {final
rule. Question & of the preamble of the NPR asked for comments on enlities that shonld
not be covered in the definition of “covered entity” in the proposed rule !

The guestions you raise present significant issues of law and pohcy that will be
addressed in the final rule for the implementation of the Volcker Rule. Please let me
know if you have further questions. You can contact me directly at 202-898-3888, or
Alice Goodman, Acting Director, Office of Legisiative Affairs at 202-898-8734.

Sincerely,

- D)E)
Martin J. Gruenberg 5]
Acting Chairman

U 1d. at 68856,
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FEGERAL DEPOSIT INSURANCE CORPORATION, washington, DG 20459

QFFICE OF THE CHAIRMAN

June 4, 2012

Honorable Gary Peters
House of Representatives
Washington, D.C. 205138

Dear Congressman Peters:

Thank you for your follow-up questions fo the joint hearing of the Subcommittee
on Capital Markets and Government Sponsored Entities and the Subcommitiee on
Financial Institutions and Consumer Credit of the House Financial Services Commities
entitled “Examining the Jmpact of the Volcker Rule on Markets, Businesses, Investors
and Job Creation.” [ apologize for the delay in responding.

Your questions concern whether the agencies agree that covered entities under the
Voicker Rule might decrease market-making activity as a result of the Voleker Rule, In
such a financial markets situation, you asked whether any such decreases in liquidity
waould result in other parties providing the requisite liquidity, Regarding such new
market-making participants, you asked “what kinds of institutions do you expeet will
ermerge to provide the Hauidity necessary for well functioning markets, and what kind of
regulatory scrutiny are those imnstitutions subject 0?7

You also had questions which involve issues on the application of the Volcker
Rule 1o affiliates of insured depository institutions, including commercial companies that
own a thrift or an industrial loan company, as well as all of the compames in which these
covered entitics may have a significant investment that makes the recipiont of the
investment an “affiliate.”

Since we currently are reviewing the various issues presemted in this rulemaking
for purposes of the final rule, we cannot provide a delinitive answer 10 your questions,
which also were raised by certain commenters. Note that question 83 as provided in the
preanble of the NPR asked similar questions invi}lving the impact on the “hguidity,
efficiency, and price transparency of capital markets ™

We agree that the issues you raise are importanl, and the agescies posed guestions
ard requested comment on them. 1 can assure you that we will carefully consider your
concerns and all comments received as we move {orward in the final rulemaking. Please

L id at 68870
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iet me know if you have further questions. You can contact me directly at 202-898-3888,
or Alice Goodman, Acting Director, Office of Legislative Affairs at 202-898-8730.

Sincerely,

Martin J. i}{aeni}efg
Acting Chairman
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FDI(

Federa! Deposit Insurance Corporation
550 17th Sireat NW, Washington, 0T 20428 Office of Lagisiative Al

June 25, 2012

Hengrable Michael E. Capuane

Ranking Minority Member

Subcotnmitiee on Oversight and lovestigations
Commities on Financial Services

House of Representatives

Washington, D.C. 20818

Dear Congressman Capuano:

This letter is in response to your request for information during the festimony of Bret Edwards,
Director, Division of Resolutions and Receiverships, on May 16, 2012, at the hearing entitled
“Oversight of the Structured Transaction Program” before the Subcommittee on Oversight and
Investigations of the House Financial Services Committee.

At the hearing you asked for an explanation of the price paid by Rialto for its 40 percent equity
inferest in the two structured transactions with the Federal Deposit Insurance Corporation.
Enclosed is a report prepared by the Federal Deposit Insurance Corporation’s Division of
Resolutions and Receiverships of the economic structure of those transactions and the price paid
by Rialto,

We hope that this information is helpful. If you have further questions, please do not hesiiate to
contact me at 202-898-8730, or Ike Jones, Legislative Attorney and Advisor, at 202-898.3657.

Sincerely,

Alice C. Goodman
Acting Director
Office of Legislative Atfairs

Enclosure

co: Honorable Randy Neugebauer
Chairman, Subcommittee on Oversight and Investigations
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Response fo questions from the Honorable Michael E. Capuane
by Bret Edwards, Director, Division of Resolutions and Receiverships
Federal Deposit Insurance Corporation

During the hearing, there were a number of questions regarding the Huancial aspects of the
structured transactions emtered into by the FDIC with Rialte Capital Management (Rialto) and
per the Committee’s request, below we attempt to provide a simple and clear explanation of the
sconomics of structured transactions generally and that deal in particular.

For those unfamiliar with the FDIC s structured transaction program, it may prove usefud to walk
through a simple example 1o explain the economics of these transactions. Assume the following

facts:

Exampie 11 Unleveraged transaction

FDIC as receiver inherits one severely delinquent loan with an unpaid principal balance
{UPB) of $100.

FDIC’s financial advisor estimates an immediate cash sale of the loan would bring $40.
{In other words, the foan would only be worth 40 cents on the doliar if sold mumediately
for cash)

FDIC as receiver forms an LLC and contributes the loan 1o an LLC in exchange fora
100 percent ownership inferest in the LLC.

FDIC offers to sell a 40 percent equity interest in the LLC (while FDIC retaing 60
pereant).

The winping bidder in a highly competitive sale offers to pay $25 for the 40 percent
equity interest and FDIC closes the sale.

The “Implied Value” of the loan in the structured sale is based on the bighest bid and &5
calculated to be $62.50, That is, if someone pays you $25 for 40 percent of something,
then the value they are placing on the entire thing—in this case, a defaulted loan—is
simply $25/.40, or $62.50. Note the FDIC as receiver is retaining 60 percent of the
equity of the LLC, so by definition, its share is valued at §37.50 {or $62.50 - §25).
Given the FDICs financial advisor’s estimate of the loan’s value in an immediate cash
sale of 840, the FDIC achieves a much betier return by pufting thig loan in a struciured
sale. Specifically, the FDIC will receive 325 immediately and is expected to receive
$37.50 over fime as the asset is worked within the LLTC structure. This total of $62.50
compares very favorably to the $40 it was expected to have received had i1t sold the loan
immediately. Indeed, it may be argued that the FDIC is statutorily required to engage in
these fransactions because they achicve the least loss resolution of falled bank assets (in
this case, $22.50 additional return) that the structured sale vehicle provides:

A comparison of what the winning bidder paid to the UPB of this severely delinquent
loan is misleading. First, suggesting that the winning bidder paid “25 cents on the
dollar™ for this loan ignores the fact that the winning bidder is only purchasing 40
percent of the equity in the LLC. So by that measure, it is more accurate o state it paid
25 cents on 62.8 cents for its 40 percent share of the LLC, Second, the inference that
any discount amount or percentage off the UPB constitutes a “sweetheart” deal ignores
the fict that this loan is severely delinquent and thus by definition, is worth substantially
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less than the UPB. Indeed, we would argue the winning bidder paid market value for its
equity share of the LLC in a competitive sale and therefore there was no “sweetheart”
desk.

» It is important to note that the likely value of the loan is greater than $62.50. Remernber
that each dollar of recovery in the LLC is split 60 percent/40 percent with the FDIC,
Hence, the winning bidder does not achieve a retum of its initial investment until
callections on the loan reach the $62.30 level. The winning bidder is hetting that it can
collect more than that and thus achieve a return on is nitial investment of $25.

Example 2: Leveraged transaction

FDIC as receiver inherits one severely delinquent loan with an UPB of $100.

FDIC s financial advisor estimates an immediate cash sale of the loan would bring 340,
{In other words, the loan would only be worth 40 cents on the dollar i sold immediately
for cash)

» FDIC as receiver forms an LLC and contributes the loan 1 an LLC in exchange for a
100 percent ownership interest in the LLC.

» The FDIC as receiver then offers to sell g 40 percent interest in the equity portion of the
LLC (while FDIC retains a 60 percent interest).

» In order to induce greater competition for the structured sale, the FDIC offers leverage
in the {ransaction. It does this by inducing the LLC to pay for 30 percent of the assets
the FDIC as receiver contnbuted to the LLC by issuing & note payable to the receiver.
This allows the winning bidder to put in half as much initial cash as if would inthe
unleveraged example. Importantly, this debt must be paid back in full from the cash
flow generated by the LLC before any equity distributions are made to the LLC
members.

» The winning bidder in a highly competitive sale offers to pay $12.50 for the 40 percent
equity interest and FDIC closes the sale. Although the bidder paid only half the cash it
would have an unleveraged deal, the implied value of the assets remain $62.50.

« As above, a comparizon of what the winning bidder paid to the UPB of thig severely
delinguent loan is misleading. First, suggesting that the winning bidder paid “12.5 cents
ot the dollar” for this loan ignores the fact that the winning bidder is only purchasing 46
percent of the equity portion of the LLU, and that the equity portion is only 50 percent
of the total capital of the LLC given the issnance of the purchase money note. So by
that measure, it is more accurate to state it paid the equivalent of 12.5 cents on 31,25
cents for its 40 percent share of the equity portion of the LLC. And as above, the
inference that any discount amount or percentage constitutes a “sweetheant” deal
ignores the fact that this loan is severely delinguent and thus by definition, is worth
substantially less than the UPB. Indeed. we would argue as we did in Example #1, that
the winning bidder paid market value for its equity share of the LLC in a competitive
sale and therefore there was no “sweetheart” deal.

‘The Specifies of the Rialto Deal
In February 2010, the FINC closed two Structured Transactions (L1.Cs) with Rialto. The two

fransactions were composed of 5,511 distressed acquisition and development (ADC) loans
representing approximately $3.1 billion in UPB. These loans were severely distressed—over 80
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percent of the asset portfolio was greater than 150 days delinquent at the time of the sale. Hence,
the market value of these loans was significantly lower than the UPB at the time of sale just ag
we noted in the examples above, Rialto paid the FDIC as receiver approximately $243 million in
cash for a 40 percent equity interest in the two leveraged LLCs. The FDIC retained the
remaining 60 percent equity interest, which had an implied value of approximately $365 million.
Additionally, the LLCs issued approximately $627 million in purchase money notes 10 the FDIC
as receiver. The FDIC competitively bid the equity interests in the LLCs with the sale
notification being sent to more than 960 prequalified bidders, and bid packages sent to more than
57 potential bidders,

Using logic similar to that outlined in the examples above, Rialto did not pay 8 cents on the
dotlar” for 3.1 billion in assets. In fact, Rialto paid approximately $243 million for a 40 percent
interest of the equity portion of the LLCs. While Rialto manages the day-to-day administration
of the portfolie, it does not realize a recovery on ifs equity interest until the LLC fully repays the
prrchase money notes. Rialto’s purchase price for its equity interest is the basis for establishing
the implied value of the loan portivlio ag a whole.

Similar to the definition of implied value outlined above, it is the sum of Rialto’s equity interest,
the FDICs equity interest and the UPB of the purchase money notes at issuance. The implied
value is calculated by adding the combined equity interests fo the debt issued (which includes 2
guaranty fee of approximately $18 million pavable to the FDIC) and then dividing the total by
the UPB of the portfolio. The implied value of the loan porifolio owned by the LLCs as
iHustrated and calculated below is approximately 40.5 percent,

When applying the purchase price defintlion and caleulation (o the Rialio structured sale the
following purchase price is achieved based on the structure offered for this sale which was 111
debt to equity, 60 percent and 40 percent equity split to the FDIC and Rialfo, respectively:

Unpaid Principal Balance of ADC Loan Portfolio $3,052,645,902
Rialio Bid to Purchase 40 percent Equity Interest $243,458,812
Irivided by Rialto Equity percent 40 pergent
Total faplied Value of Equity ($243MM/0.40=5608.6MM) $608,647,03¢
Purchase Money Notes before guaranty fee (1:1 debt/equity) $608.647,030
FINC Corporate Guaranty Fee (3 percent) 18259411
Total Purchase Maney Note $626,900,441
Total Loan Portfolio Value based on Sales Price $1,235,5383,471
Portfolic Unpaid Principal Balanee Sold $3.052.645.902

Calculated Implied Value ($1.235B divided by $3.052B) 440.5 percent

While the implied value is 40,5 percent, the FDIC received approximately {i) $243 million in
cash upfront from Rialo for Rialto’s equity interest in the LLCs, and (i) $627 million in
purchase money notes. Recoveries after the LLCs fully repay the purchase money notes are split
60 percent for FDIC and 40 percent for Rialto.
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In order for Rialio 1o receive a refurn on its equity investment, the LLCs must recover in excess
of $1.2 billion. The $1.2 billion consists of the LLCs repayment of the $527 million in purchase
money notes plus $608 million in equity disbursements. The $608 million is derived by adding
the approximately $243 million for Rialto’s 40 percent equity interest and approximately $365
million for the FDICs 60 percent equity investment. Rather than § cents on the dolar, it is more
accurate o say that Rialto paid approximately 24.3 cents on 60.8 cents for its 40 percent shars of
the two LLCs,

In summary, Rialto paid market value for its interest in these loans in a highly competitive sale
that is expected to achieve returns well in excess of those the FDIC would have achieved from an
immediate cash sale of the loans. While the {ransaction inttially realized an implied value for the
porifolio of 40.3 percent of the UPB, the ultimate recovery will be determined over time based
on the LLCs recovery on the loans,
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Federal Deposit insurance Corporation
550 17t Shrost NW, Washinglon, DC 20428 Office of Legistative Afairs

June 26, 2012

Honorable Maxine Waters
House of Representatives
Washington, D.C, 20515

Dear Congresswoman Waters:

This lefter is i response to your request for information during the testimony of Bret Edwards,
Director, Division of Resolutions and Receiverships, on May 16, 2012, at the hearing entitled
“Oversight of the Structured Transaction Program” before the Subcommittee on Oversight and
Investigations of the House Financial Services Committee,

At the hearing you asked for information on the participation of minority- and women-owned
businesses in the structured transuction and related programs. Enclosed is a report prepared by
the Federal Deposit Insurance Corporation’s Division of Resolutions and Receiverships that
provides the information you requested.

We hope that this information is kelpfud. If you have Rurther questions, please do not hesitate o
contact me at 202-898-8730, or lke Jones, Legislative Attorney and Advisor, at 202-898-3657.

Sincerely,

(b)(6)

Alice C. Goodman
Acting Director
Office of Legisiative Affairs

Enclosure

cc: Honorable Randy Neugebaugr
Chairman, Subcommittee on Oversight and Investigations

Honorable Michael E, Capuano
Ranking Member, Subcommittee on Oversight and Investigations
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Response to questions from the Honorable Maxine Waters
by Bret Edwards, Director, Division of Resclutions and Receiverships
Federal Deposit Insurance Corporation

Participation of Minority- and Women-Owned Businesses in the FDIC’s Structured
Transaction Program

Investor Pre-Qualification:

General Prospective Bidder Pre-Qualification

The FDIC initiated the structured transaction sales program in May 2008 and has entered into 32
LLC wansactions to date. Structured sales transactions are marketed only to individuals and
companies that can attest to 2 minimum net worth and fnstitutional investors that meet the
definition of bank, savings and loan association, or other institution as defined by the Securities
Act of 1933, broker dealers under the Securities Exchange Act of 1934, and investment
companies, business development companies or private business development companies as
defined by the Investunent Company Act of 1940 or the Investment Advisors Act of 1940, as
applicable. In addition, prospective investors must attest, represent, and warrant to additional
criteria including their ability to evaluate and bear the risk associated with such transactions and
also sign the Purchaser Eligibility Certification. If an entity atiests to these requirements, contact
information for the entity is sent {o the financial advisor retained by the FDIC to conduct the
sale.

As of May 31, 2012, 713 prospective bidders have been pre-qualified to receive information on
security sales, including structured sales transactions. One hundred twenty-two minerity- and
women-owned (MWO) firms have been pre-gqualified comprising 17 percent of the pre-qualified
investors.

Race/Ethaicity Gender No.of
American bndian or Aluskan Native M H
F
Subiotal
Astan M
¥
Subtotal
Bhack or African American M
F
Subiotal
Native Hawaiian or M
Other Pacific Istander: Y
Subtotal
Hispanie/Latino M
F
Subiotal
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Woman or Entity Womian Owaed Y
N
Subtotal
Clatmed Minority
No Designation Provided
Total MWOB Firms

Transaction Specific Qualification

All prospective bidders wishing (o bid on ¢ gpecific fransaction, after performing due diligence,
must be approved by the FDIC 1o bid on the ransaction. In order to be approved, the prospective
bidder must demonstrate adequate capital to close the transaction and have the ability to manage
and service the assets in the structure. In many cases, bidders form consortia or ventures
comprised of several capital investors together with firms that have the necessary skill seis to
manage and dispose of the assets in the transaction, The complexity of the transactions and need
for multiple sources of capital and expertise create opportunities for firms fo create ventures to
bid on the transactions.

Trackine MWO Participation in Structured Transactions ~ 2010:

Early transactions did not ask prospective investors to provide information on their status as a
minority- or woman-owned business (MWOB). Beginning in May 2010, the FDIC's Division of
Resolutions and Receiverships (DRR) began reporting on the status of MWOB participation for
individual transactions at key decision points: bidder qualification, bid submissions, and
successful bids. In September 2010, DRR also began to collect MWOB information from
investors, assel managers, and servicers pre-qualifying with DRR o recoive announcements
about upcoming structured transactions,

In response to investor feedback on the prior transactions, in late 2010 the FDIC announced that
it would offer structured sales transactions with loan pools that were more geographicaily
fovused and had smaller aggregate values than prior transactions, In fulfillment of this
announcement, the FDIC created the Small Investor Program (S1P) Pilot Sale with loans of equal
or beiter guality than the loans previously included in the multibank structured loan sales to
increase the opportunity for participation by diverse bidders or congortia of bidders.

Structured Sales Program Awnrepess:

During 2010 and early 2011, FDIC conducted outreach workshops for minority- and women-
owned businesses and investors t©o educate firms on how to do business with FDIC and explore
available opportunities, FDIC held eight workshops throughout the country. The FDIC sent out
5,300 invitations that resulted in 887 RSVPs and 615 attendecs at the workshops. The programs
were designed to accurately reflect opportunities for contracting and participation in asset sales
at the FDIC, including the SIP Pilot Program. Prior to the SIP sale, DRR and the FDIC's Office
of Minority and Women Inclusion (OMWI) included informaiion about the SIP pilot program in
the workshops to give prospective investors, asset managers, and servicers more time and
information to form investor groups capable of bidding on the sales.
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in addition to the workshops, DRR and OMWI follow-up regularly with MWOBs onan
individual basis and attend conferences 1o help MWOBs, many of whom are smaller investors,
understand the FIMC’s programs.

Investor Match Program ~ September 2011

As a result of feedback from the workshops, the FDIC launched the Investor Match Program
{IMP} in September 2011 to encourage all firms interested in bidding on FDIC asset sales
programs, especially minority and women-owned businesses, the ability o share information on
their companies with other like-minded firms. The {MP is based on an automated platform that
allows companies to network with each other so firms may form ventures to bid on FDIC asset
sales programs. The FDIC benefits from use of the program by alkowing investors, asset
managers, and servicers the ability to communicate with each other in an sffort to more
effectively compete in structured sales transactions. As of May 31, 2011, 176 pre-qualified
investors bave registered (o use IMP and 60 of the investors (34 percent of the users) are
MWORBs,

Minority and Women-Owned Participation in Structured Sales Transactions
Tranpsactional Overview - 2018 — 2011

The following information reviews the participation of MWO entities in Structured Transactions
in 2010 and 2011, Winning bidder teams that include a MWO component regardiess of size are
identified, along with the MWO category and the role in the investment team. It is important
note that the following information tracks marketing efforts for all structured sale transactions
since April 2010, In certain cases, FDIC chose to award the sale on a cash basis when both cash
and structured sales options were offered. In other cases, pools were allowed 1o be consolidated
into one LLC when the same investor was the successful bidder on multiple pools.

2010

¢ Of 13 structured sale suctions from April 2010 through Decernber 2610, minority and
wemen-owned businesses participated in 38 of 146 (26 percent) applications, 21 of 71 {30
percent) bids, and 7 of 131 (54 percent) winning bids.

» Of'the 7 winning bids, 4 inchude minority investors, 2 include minority asset managers, and 1
includes a combination of minority- and woman-owned businesses as both lead bidder and
asset manager,

Minority

Women 12 & f*
Total Minority & Women 3% 24 7
Non-MWOR 108 30 &
Total i46 71 13

* Only counts an application once ¢ven though a bidder may qualify and big multiple Ymes.
** Represents s combinmion mnority and woman-owned business participation.

' Struetured Transaction Sales may have no winning bids or multiple winning bids.
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2016-CRE-1 Colony Capital Black or African Investor
American Male

2010-CADCA1 Mariner RE Partners | American Indian or | Asset Manager
Alaskan Native
Male

2010-RADC Mariner RE Partners | American Indian or | Asset Manager
Alaskan Nalive
Male

2010-CRE-2 (8E Hudson Agsian Femasle fead Bidder, Asset

Pool} Manager

2010-CRE-2 (W Colony Capital Riack or African investor

Pool) American Male

2010-CRE-Z (N Colony Capital Black or African Investor

Ponl) American Male

2010-C/RADC-2 Colony Capital Black or African Investor
American Male

2011

DRR completed nine competitive marketing efforts for structured transactions which had bid
dates in 2011 (201 1-81P-2 closed in January 2012). Statistics from these auctions follow:

e Of 9 structured sale auctions during 2011, minority and women-owned businesses
participated in 33 of 102 (32 percent) applications, 25 of 66 (38 percent) bids, and 5 of 10{50
pereent} winning bids.

s Of the 5 winning bids, 3 include minority investors, 1 includes a minority as both lead bidder
and asset manager, and 1 includes & combination of minority~ and woman-owned business as
both lead bidder and asset manager.

17
Waomen i6 |94
Total Mingrity & Women 33 25
Non-MWOR i 41
Total 102 66

* Ouly coants an applicalion onoe even though a bidder may qualify and Hid muitiple tmes,

** Represents a combination minority and woman—owned business participation.
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Acorn {Oakirec) American Indian or | Investor
CADC) Alaskan Native
Male
2011-81P-1 (RADCY | Hudson Asian Female Lead Bidder, Asset
Manager
200 LADC- Acomn {Oaktree) American Indian or | Investor
Alaskan Native
Male
2011-ADC-2 Quaktree Capital American Indian or | Investor
Alaskan Native
Male
2011-81p.2 Mariner American Indian or | Lead Bidder, Asset
Alaskan Native Manager

Male
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Faderal Degosit insurance Gornoration
550 17th Street NW, Washingion, DC 20423 Office of Lacistative Aftairs

June 26, 2912

Honorable Lynn A. Westmoreland
House of Representatives
Washington, D.C, 20513

Dear Congressman Westmoreland:

This letter is in response to vour request for information during the 1estimony of Bret Edwards,
Director, Division of Resolutions and Receiverships, on May 16, 2012, at the hearing entitled
“Oversight of the Structured Transaction Program™ before the Subcommittee on Oversight and
Investigations of the House Financial Services Committee.

You asked for examples of the Federal Deposit Insurance Corporation funding loan
commitments on acquisition, development, and constructions loans since 2008, Since 2008, the
FDIC as receiver has funded over 1,100 commitments for approximately $396 million. Enclosed
is a detailed report prepared by the Federal Deposit Insurance Corporation’s Division of
Resolutions and Reeeiverships for the hearing record,

We hope that this information is helpful. If you have further questions, please do not hesitate to
contact me at 202-898-8730, or Ike Jones, Legislative Attomey and Advisor, at 2(2-898-3657,

Sincerely,

Alice €. Goodman
Acting Director
Qffice of Legislative Affairs

Enclosure

co: Honorsble Randy Neugebauer
Chairman, Subcommittee on Oversight and Investigations

Honorable Michaei E. Capuano
Ranking Member, Subcommittee on Oversight and Investigations
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Response to questions from the Honorable Lynn A. Westmoreland
by Bret Edwards, Director, Division of Resolutions and Receiverships
Federal Deposit Insurance Corporation

FDIC Receivership Funding and Repudiation of Unfunded Loan Commitments

As receiver for a failed institution, the Federal Deposit Insurance Corporation has a legal
responsibility to maximize recovery for the benefit of depositors and creditors who may have lost
money when the institution failed. Is accordance with this responsibility, the FDIC must
carefully analyze any requests for funding construction projects as well as evaluate the risks
associated with the proposed transaction, to determine whether the funding will provide the best
opportunity to achieve the highest possible recovery for the failed institution’s estate. The
FDIC’s Division of Resolutions and Receiverships staff review each funding request on a “case-
by-case” basis. If the advancement of funds for construction purposes will result in a net
increase in the wnderlying collateral value or such funds will protect, preserve, or allow for build-
out 5o that marketing of the real estate project can immediately begin, the FDIC as receiver may
advance such funds. Since 2008, the FDIC as receiver has funded over 1,100 commitments for
approximately $396 million. Attached is a summary of the loan fundings by state.

At times, the statutory responsibilities of the FDIC have a necessary yet unintended consequence
of delaying funding of construction draws for builders and developers as our receivership staff
determine the value and viability of the construction projest as well as the companies who have
pledged 1o repay those loans. In some instances, following a detailed review of the project plans,
appraisals, and current financial information from the company and/or guarantors, the receiver
will make the decision that continued funding of a project will not minimize Josses nor maximize
recovery for the recelvership estate and thus, the receivership will terminate funding on
construction projects,

The overarching goal of the receiver is to wind up the affairs of the failed financial institution,
In order to achieve that goal, the receiver is given the right under 12 U.S.C. Section 1821(c} to
repudiate undertakings entered into by the failed financial institution where it finds such
undertakings {o be burdensome and where such repudiation will promiote the orderly
administration of the failed financial institutions affairs.

Accordingly, our receivership management personnel work fo achieve a balance between making
financial decistons that are in the best interests of the receivership estate while being cognizant
of business decisions that may have an adverse financial impact upon construction companies,
real estate develapers, and small business enterprises—and 1o those they employ. Immediately
following the failure, the FDIC contacts the loan customers of the failed bank to stress the
importance of establishing a banking relationship with a local financial institution that will be
able to provide on-going traditional lending and financing. We are sware that at many logations
around the nation, the depretiating real eslate environment has made it exceptionally difficult for
many failed bank customers and business owners in the construction industry 1o successfully
transition thelr banking relationships in an effort to obtain new lending sources, Nevertheless,
we must base our decisions regarding continued funding of loans from a failed bank on our
statutory duty to minimize losses and maximize recoveries for the failed bank recetverships,

Attachment
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FDIC Receivership Funding of Unfunded Loan Commitments
T T EL Failed Financlal nstitution | Numberof | Total Amount of
.. Falled Financiai lngtitution -~ 1.~ City State Fundings ~_Funding

1t Centennigl Bank Redlands CA g $3.B35.453
1st Herltage Hank Newpor! Beach CA 1 $301.082
15t Nationat Bank of Nevads Reng NV 185 $54 723,452
Alpha Bank & Trust Alpharetts 5A 8 $2,188,522
ArperiBank Welch WV 3 340 455
AmTrust Bank Claveland GH g $14.543.38
ANBE Financial Bentonville AR 51 $20.036.898
Bank of Clark County Vancouver WA 8 $1.6681438
Bark of the Commonweatth Morfolk VA 1 S491,.253
Bank of Wyoming Thermopolis Wy 1 850,000
Barnes Banking Company Kaysville uT 1 $250,000
Rroadway Bank Chizago i 2 $2,080.535
Centennial Bank Ogden Ut 1 $45
Citizens Community Bank Ridgewnod Nd 1 §21.070
Colonial Bank Montgomery Al 78 $2.974 274
Columbian Bark & Trust Topeks KS & $3,318.045
Communily Bank of Nevada Las Vegas NY b4 147,568
Communily Bank of West Georgia Vifla Rica GA 3 §784.828
Corn Beli Bank & Trust Piitgtield i, H $53.593
Cors Bank Chicago i, 10 $18.292. 2%
First Bank of Beverdy Hills {alabasas CA 41 $16,404.157
First Bank of Idaho Ketchum HE 7 $451,824
First Georgia Communily Bank Jackson GA 2 ST 000
First Integrity Bark Staples MR 1 28 691
First(ity Bank Stockbridge GA 32 $2,443 255
Florida Conmumunity Bank immokaiss Fi. 3 $205.427
Franklin Bank 558 Houslon T* 148 F2T 51080
Froeedom Bank Bradenton FL 1 $44.588
HMavan Trust Bank Sututh Ga 24 514,981,828
Home Savings of Americs Litte Falis MN 98 $21.281.815
indeperndant Banker's Bank Springfiek i g $2.5858,11¢
indyMac Federal Bank FSB Pasadens CA 4 $30.484
integrity Bank Alpharetis GA 2 $402 204
iIrwin Union Bank & Trust Columbus N H $6,058
La Jolia Bank F3B La Jolla CA é $45,350
MagnetBank Salt Lake City Y Ki $118,882
Main Streat Bank Norhville Wi g SBYE 88
Miami Valiey Bank Lakeview OH 1 $24.085
Netbank Alpharetta GA Z $154 000
MNew Frontier Bank Greeley cO ¥ $285 038
Cicala National Bank Couls Fi ? $85.083
Republic Federal Bank Miami FL 4 $115,97%
Riversids Sank of the Gulf Coast Cape Coral FL 8 $358.043
RockDridge Commerpial Bank Attanta GA 2 3541 184
Sanderson State Bank Sanderson T* 1 362,000
{ecurlty Pacific Bank Los Angeles CA 3 767,387
Securily Savings Bank Hendeson NV 7 $8.830.143
Sitver State Bank Henderson NY 32 $14,783.155
Silverton Bank Afianta GA 151 $163,302.985
Tennessee Commerce Bank Frankiin TN 2 $255.897
The Bank of Bonifay Bonifay Fl. 3 $43.635
The Community Bank Loganviile GA 7 $1.174,13G
Urian Bank Gilbert AZ 4 $393.260
Warren Bank Warren 3 8 $1EI8013
Westsound Bank - Ersmerton WA 18 F1.7687 822

' Grand Toetad ' 1014 $398,140,184
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FDIE

Federal Deposit Insurance Corporation
580 17th Swesl NW, Washingion, DC 20425 Cffioe of Legislalive Afias

July 13, 2012

Honorable Spencer Bachug
Chairman

Committee on Financial Services
House of Representatives
Washington, D.C. 20515

Dear Mr, Chatrman:

Thank you for the opportunity fo respond fo the questions submitted by Congressman Bill Posey
subsequent to testimony by Richard Osterman, the Federal Deposit Insurance Corporation’s
Acting General Counsel, at the hearing on “Examining the Settlement Practices of U.S. Financial

Regulators™ before the Comumittes on Financial Services on May 17, 2012,

Enclosed are Mr. Osterman’s responses, If you have further questions, the Office of Legislative
Atfairs can be reached ot {(202) 898-70535,

Sincerely,

Eric 1. Spitler
Director
Office of Legislative Affairs

Enclosues
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Response to questions from the Honorable Bill Posey
by the Federal Deposit Insurance Corporation

Please provide the following data on your agency's settlement practices. Should your
agency lack the authority to pursue eriminal prosccutions, please tell me what referrals
velated to the questions posed your agency has given to the Department of Justice and the
outcome of those referrals,

QQ1: Number of criminal prosecutions pursued
Q%: Number of convictiens arising from those prosecutions

Al&Z: As youare aware, banks and their institution-affiliasted parties who violate federal or
state criminal statutes can be prosecuted by the United States Department of Justice (DOJ) or
criminal prosecutors in the various states. The FDIC has no authority 1o pursue criminal
prosecutions against banks and bankers, but it does play an important rele in ensuring that
information about suspected crimes is brought to the auention of criminal prosecutors, as de
other federal and state regulators.

The FDIC has promulgated a regulation, 12 C.E.R. Part 353, that requires an insured state
nonmember bank to file a Suspicious Activity Report (SAR) when the bank detects a known or
suspected criminal violation of federal law or a suspicious transaction related to a money
laundering activity or a viclation of the Bank Secrecy Act, SARs are filed with the Financial
Crimes Enforcement Network (FinCEN] of the United States Department of Treasury. When
FDIC examiners discover suspicions activity and the bank has not filed 2 SAR, the FDIC will
file a SAR with FinCEN. The FDIC 2011 Annual Report indicates that for the years 2009, 2010,
and 2011, a total of 128,973, 126,098, and 125,460 SARs, respectively, were filed regarding
open and closed FDIC supervised insured depository institutions. Of this otal of 380,531 SARs
filed, 301 were fled by the FDIC and the rest by banks the FDIC supervises. Law enforcement
SAR review teams, made up of DOJ attorneys and agents from the Federal Bureau of
Investigation, access and analyze the data collected by FinCEN for purposes of pursuing criminal
investigations and possible criminal prosecutions and refer cases for prosecution to the
apprapriate United States Attormey,

While SARs are a critical ool in detecting and prosecuting crimes againgt financial institutions,
they are only reports of suspected criminal activity, not evidence of a ¢rime. Prosecutors at DOJ
must decide whether to prosecute based on the facts, seriousness of the alleged crime, and
available resources. Thus, while many SARs result in criminal prosecutions and convictions,
many do not. While prosecutors may comrmunicate informally with the FDIC in individual
cases, any comprehensive statistics regarding prosecutions and convictions would have to come
directly from DOJ,

The Office of Investigations of the FDIC’s Office of Inspector General {O1G) works closely with
the supervisory side of the FDIC to identify and investigate financial institution ¢rime, especially
various types of fraud. The OIG works cooperatively with U8, Attorneys throughout the
gouniry and thase efforts have resulted in the prosecution of numerous individuals for financial
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institution frand and mortgage fraud schemes. Highlights of the cages pursued by the OIG are
detailed in its semiannual reports to Congress, which can be found on its website

www fdicig sov under the “Publications” tab. In addition, the following is a summary of the
volume and cutcome of Office of Investigations’ cases during and following the most recent
banking crisis.

Office of Investigations Open/Closed Cases Statistics
Fiscal Year snding 9730
2008 2008 2010 2011 e t

Total Cases Opened 79 83 74 75 38
Cpen Banks 41 33 23 38 25
Closed Banks 26 2 43 30 10

Total Cases Closed §3 48 38 &2 34

Judiciat Actions
indictments/intonmations 123 137 168 184 83

Bank QOfficers/Direciors 11 17 17 23 g
Convichons 103 160 1058 168 a8
Bank Officars/Directors 14 14 ] 25 5
Arrests 44 84 98 112 27

*First half of FY 2012, ending 3/31412

Additional information regarding these investigative activities can be obtained from the FDIC
Taspector General at (703) 3622166,

Q3 Number and amount of stipulated settlements (and the total amount of damages to
which the setfiement pertaing

A3: As FDIC witness, Richard Osterman noted in his May 17 testimony, with regard to open
banks, most enforcement orders are issued based upon a stipulation with the respondent. From
2007 through 2011, the FDIC issued approximately 1,000 Cease-and-Desist Orders, 377
Prohibition Orders and 753 Civil Moncy Penalties (CMPs). To provide more detail on the CMPs
assessed following the banking crisis of 2008, we reviewed all CMPs issued from 2009 through
2011, Excluding the CMPs assessed for inaccurate Home Mortgage Disclosure Act reporting
and for Flood Dissster Protection Act violations, in 2009 the FIIC issued 33 UMPs with
assessments totaling $1,371,500. In 2010, the FDIC issued 59 CMPs with assessments totaling
$£3,970.900, Finally, in 2011 the FDIC issued 489 CMPs with assessments totaling $14,566,500.
With respect to consumer enforcement cases where there is evidence of significant consumer
harm, the FDIC typically seeks restitution for the benefit of aggricved consumers. During the
period 2009 through 2011, the FDIC issued 14 restitution orders against banks. Collectively,
those orders resulted in $65 million of restitution for consumers.

Q4: Number of compensation committees examined for impropriety
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A4: While the FDIC incorporates review of executive compensation as a matter of course in
gvery safety and soundness examination, most of the financial instifutions supervised by the
FDIC are smaller community banks that do not have dedicated compensation committees. For
these smaller institutions, executive compensation generally is addressad by the bank’s board of
directors or perhaps by an executive committee of the board. In examining for executive
compensation, where the Ievel of compensation does not match the duties and responstbilities of
the office or Is inconsistent with peer group comparison, FDIC examiners will further investigate
the situation. In most cases where compensation irregularities are discovered, the institution will
voluntarily address and correct the situation. In rare cases, the FDIC has been forced to pursue
formal enforcement actions such as Cease-and-Desist Orders requiring correction and
reimbursement of excessive compensation previously paid.
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FDIC

Federal Deposit insurance Cornoration

S50 17b Sireat NW, Washinglon, DO 20429

July 16, 2012

Honorable Spencer Bachus
Chairman

Commitice on Financial Services
House of Representatives
Washington, D.C. 20515

Dear Mr, Chairman:

Thank you for your letter requesting the Federal Deposit Insurance Corporation review H.R.
4002, Improving Security for vestors and Providing Closure Act of 2612,

Your letter asks that the FDIC address the impact of the proposed legislation on the Deposit
Insurance Fand (DIF), the prefarred weatment that certificates of deposit conld receive from non-
FDIC insured institutions, and the effect on depository mstitutions given that preferred treatment
and Securities Investor Protection Corporation’s more generous coverage than that afforded by
the DIF, Enclosed are technical comments prepared by FDIC staff that identify a number of
significant issues raised by the bill,

Your interest in this matter is appreciated. If you have further questions, 1 can be reached at
(2072) §98-7140.

Sincerely,

Eric I. Spitler
Director
Office of Legislative Affairs

Enciosure

Cifice of Legisiative adfsis
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Technical Comments on FLR. 4002
Pravided by the Federal Deposit Insurance Corporation’s
Legal Division and the Division of Insurance and Research

Chairman Bachus’ letter requests information on the potential impact of H.R. 4002 on the
Deposit Insurance Fund (DIF), the preferred treatment that certificates of deposit (CI) could
receive from non-FDIC insured institutions, and the effect on depository institutions given that
preferred treatment and Securities Investor Protection Corperation’s (SIPC) more generous
coverage than that afforded by the DIF,

Under current law and the FDIC’s deposit insurance regulations, a broker-dealer, acting as an
apent or fiduciary for its customers, may place customer funds in a deposit account in an FDIC-
insured bank in the form of Clis. To the event of a failure of that FIIC- insured bank, those
customers would be entitled to “pass-through” deposit insurance coverage of up to $230,000 per
beneficial owner if the account is set up correctly. If the broker-dealer does not satisfy the
requirements for pass-through coverage, the account would be deemed a corporate gecount with
a maximum of $250,000 in deposit insurance coverage.'

Lnder current law, funds of customers of & hroker-dealer deposited in an agency or fiduciary
account in insured depository ipstititions in the form of a CD are funds owned by customers of
the broker-dealers placing them at these banks. The failure of the broker-dealer would have no
direct impact on the statas of these funds, They would still belong to the beneficial owners of
the account, Le., the customers of the broker-dealer. In the ¢vent of the failure of the insured
depository institution, the provisions of the Federal Deposit Insurance Act and its implementing
regulations would govern the amount distributed from the failed institution on the CD, again for
the benefit of the beneficial owner, regardless of whether the broker-dealer is a going concern or
has failed.

The language of H.R. 4002 relating to certificates of deposit, a term that is not defined, is
ambiguous, so it is difficult to identify with any confidence the bill’s possible impact on the DIF
or insured depository institulions. A stated objective of the hill is to afford customers with
claims against a failed broker-dealer the opportunity to apply for a one-time payment from SIPC.
{1n a recent decision issued by the District Court for the District of Columbia, the court denied
the SEC s petition to compel SIPC to commence a Hquidation proceeding in connection with a
“Ponzi scheme” perpetrated by Alan Stanford, involving “certificates of deposits™ issued by his
uninsured Antiguan bank. Essentially, the court concluded that the victims were aot customers
of Stanford’s broker-dealer for purposes of Securities Investor Protection Act.) Some of the
questions that would need to be resolved include:

" o the event of the fallure of an inswred depesitory fastitution (1D}, if the broker-dealer presents e FINC with
recorde sufficient to determing the interests of the individual customers, depasit insurance is paid 1o the broker for
distribution to its customers whose funds were deposited n the £ To the extent Siore are uninsured funds in the
acconnt, the braker-dealer would seeeive funds from the Haquidation of the failed 1IDU's esiate Tor distribution to its
eustomers, i such funds are avaiiable
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» [s 1t the intention of the bill to include certificates of deposit issued by insured depository
mstitutions in the proposed SIPC claims scheme, notwithstanding their insured status
under the FDI Act?

e Does the bill intend to extend deposit insurance to “certificates of deposit” issued by
financial institutions not insured by the FDIC, g, foreign banks and broker-dealers
themselves?

« Does the bill infend to alter SIPC’s Hquidation functions when & broker-dealer fails? Iis
our understanding that SIPC works to refurn customers’ cash, stock, and other securities,
and other customer property to the customer when those customer assels are missing,
Thus, if a customer”s CD were missing, that is, not deposited i an FDIC-insured bank,
the missing funds might be the subject of claim to be filed with SIPC and, under HR.
4002, an immediate, one-time only ¢laim,

In Hght of the ambiguity in the text and the concomitant questions noled above, it is difficult ©
articulate the possible implications of extending SIPC inswrance to foreign, non-FDIC insured
bank CDs or to CDs issued by broker-dealers.

Simitarly, without further ¢larification, we cannot determine the impact, including any
competitive impact, on the DIF, on insured institutions and, importantly, on the customers that
purchase a CD from a broker-dealer. Yor example, it is not clear in what name or capacity the
C would be issued, such as whether it would be the broker-dealer in an agency capacity or
simply the broker-dealer.
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Fedaral Bevosi Insurance Corporation

550 17th Sireet NW, Washinglen, DO 20428 Uffice of Lagisiative ARy

Auvgust 7, 2012

Honorable Randy Neugebauer

Chairman

Subcommittee on Oversight and Investigations
Committee on Financial Services

House of Representatives

Washington, D.C. 2058135

Drear Mr, Chairman:

Thank you for the opportunity to respond to the questions submitted by you and Congressman
Westmoreland subsequent to testimony by Bret Edwards, the Federal Deposit Insurance
Corporation’s Director of Resolutions and Receiverships, at the hearing on “Cversight of the
EDICs Structured Transaction Program™ before the House Subcommitiee on Oversight and
Investigations on May 16, 2012,

Enclosed are our responses. A copy was provided to Committee staff for the hearing record. if
you have further questions, the Office of Legislative Affairs can be reached at (202) 898-70355.

Sincerely,

(b)(6)

Eric J. Spitler
Director
Office of Legisiative Affairs

Enclosure
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Response to gquestions from the Honorable Randy Neugehaner
by Bret D, Edwards, Dircetor, Division of Resolutions and Receiverships,
Federal Deposit Insurance Corporation

Q1: How can the FDIC verify that pursuing structured transaction sales will masimize the
return to the Deposit Insurance Fund?

Al: The verification is comprised of several components: analysis of performance, svaluation of
structured sale results compared to the estimated cash sale value, and monitering for compliance.

During the strusturing process for each LLC, the FDIC’s financial advisor prepares an estimated
cash flow projection for the pool of loans being conveyed to the LLC, including how the cash
flows will flow through the deal structure for distribution to the equity holders. These
projections become the FDIC s haseline for subsequent monitoring of transaction performance.
In the aggregate, for the 29 LLC transactions closed through September 2011, total projected
equity distributions fo the FDIC, as of March 31, 2012, are substantially in Hine with the FDIC’s
initial projections, with an approximaie 0,1 percent difference.

Another measure is the comparison of selling the loans in a structured sale versus a cash sale.
The present value of the cash flows to the FDIC on the LLC transactions as of the respective
closing dates is compared to the cash sale value to determine the dollar amount of the benefit to
the FDIC from having entered into the LLC transaction. As of December 31, 2011, the
aggregaie present value of actual and projected LLC cash flows to the FDIC, as of the closing
dates for each LLC transaction, was approximately $11.7 billion {or 47.2 percant of the initial
unpaid principal halance (LUPB)), compared to the cash sale values of approximately $7.4 billion
{or 29.8 percent of the initial UPB). By this measure, the bensgfit to the FDIC of having entered
into the LLC transactions instead of selling assets for cash is approximately $4.3 billion (or 174
percent of initial UPR).

The managing members are required by the LLC agreements to maximize return to the LLOC
The FDIC monitors management of the portfolio and compliance with the agroements by
reviewing monthly reports, reviewing actual performance against consolidaied busingss plans,
and conducting site visitations on at least an annual basis. In addition, the FDIC utilizes an
accouming contractor to perform closing and interim management reports and review and
process monthly cash flow and account statements.

Q2: What discounnts and financing does the FDIC provide to its private sector partners to
facilitate structured transaction sales?

AZ: When the FDIC as receiver conveys assers to an LLC it receives as payment all of the
equity interest in the LLC, as well as, in some cases, purchase money notes. The FDIC then sells
a portion of the equity {typically 40 percent) to private sector pariners. The LLC repays the
purchase money notes over time from cash flow generated by the LLC, and the repavment of the
purchase money notes is made prior to the members of the LLC receiving any equity
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distributions, The FIJIC dooes not offer any discounts, but rather conveys the assets to the LLC
based on the market value of the assets.

ftis important to note that the managing member pays cash to the FDIC for its winning bid
amount. The FDIC does not finance the managing member’s equity interest,

Q3: Can FDIC managiog partncrs use TARP funds to purchuse their equity interest in
LLCs?

A3: No buyers to date had received TARP funds.

Q4: How wany complaints has the FDIC received from borrowers whosc loans have been
transferved into structured fransaction sales?

Ad: Of the more than 42,300 assets that the FDIC transferred into structured transactions, the
FDIC has received a total of 181 inquiries from borrowers from June 2010 fo the present,

Q3 How does the FDIC manage complaints received from borrowers whose loans have
been transferred into struciured fransaction sales?

AS: When the FDIC receives a borrower’s inquiry, the followiag steps are performed:
We determine if the inquiry is associated with a shructured transaction;
We contact the borrower, ustally via email;
The inquiry is assigned to an FDIC specialist, who contacts the acquirer of the loan to
obiain and review the information that will address the borrower’s specific concerns;
» Following review and approval, a response is mailed to the inquiring party.

6: How many complaints has the FDIC received from Members of Congress advocating
on the horrowers’ behalf?

A6: From June 2010 i the present, the FDIC has received 80 inguiries from Members of
Congress relating 10 borrowers whose loans were sold in structured transactions.

(Q7: How does the FDIC manage complaints received from Members of Congress
advocating on the borrowers’ behalf?

A7 A Conpgressional inguiry is handled similarly to a direct inquiry frem a borrower described
above, Inguiries are carefully tracked to assure a prompt response. The Inguiry is assigned to an
FDIC specialist, who contacts the acquirer of the loan to obtain and review the information that
will address the borrower’s specific concerns. Following confirmation that we have a signed
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Privacy Act release from the constituent, a response is then prepared for the Member of Congress
so they can provide a response to their constituent.

Q8: How many more structured transaction sales are in the pipeline?

AB: There are currently several structured transaction sales in the pipeline. The first to be
offered will be a Small Investor Program (SIP) sale from a single receivership, A muld-
receivership offering is in the initial planning and development stages. The portivlio has not
been finalized, but the sale is expected to include commercial real estate, acquisition
development and construction and single family residential loans from 70 receiverships. Itis
expected that additional loans will be included from new receiverships. The sales are projected
to bid in the fourth quarter and close before year-end.

9: Is there an end date for the structured transaction sales program?

AD: No, there is no anticipated end date at this time, but frequency and volume is likely to
diminish poing forward. Nationally, through August 6, 2012 there have been 454 bank failures
since the beginning of 2008, While still high, the current pace of failures is slowing. Asof
August §, 2012, there have been 40 financial Institution failures in 2012 compared to 63 failures
at this same point last year. Additionally, a contributing factor that affects the structured
tfransaction sales program is the type of resclution and the number of loans the FDIC retains.

Q18: On what criteria will the FDIC judge the ultimate saccess of the structared
transaction sales program?

All: The transaction agreement lerm is generally seven years for commercial real estate and
acquisition, development and construction loan sales, and ten years for single family residential
loan sales. As such, the success of the structured transaction sales program cannot be completely
measured unti! termination of the agreements. An analysis of the overall recovery considering
the costs of marketing and monitoring as compared to selling the loans in a cash sale will be the
most meaningful way to judge the success of the program. The FDIC gathers substantial data
throughout the course of these transactions so we will have the ability 1o evaluate costs,
recovery, and many other factors.

Q1i1: Docs the FDIC divect its private sector partners’ approach to collecting outstanding
debt on loans transferred into structured transactions LLCs?

All: The transaction documents provide that the managing member service and liquidate the
assets in the way in which a prudent servicer would do, While the FDIC does not divect the
collection efforts of the managing member, the FDIC has & monttoring process in place 1o ensure
that the managing member and its servicer comply with the terms of the Servicing Agreement
and other transaction documents, If a servicer fails 10 comply with the servicing standard, the
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FDIC has the right to put the managing member in default and, among other remedies, Temove
the servicer,

An example of servicing standards for Joans secured by single-family properties is the
requirement that the managing member implement a loan modification program consisting of
either: {iy HAMP, (ii) the FDIC s mortgage loan modification program, or (iil) a managing
member proprietary program that is approved by the FDIC,

Q12: Why does Rialto seem fo have a much higher number of Congressional inquirics
regarding its practices than other managing members in the structured transaction sales
program?

A12: Of all strucwured transactions sold to date, Rialto is the managing member with the highest
number of loans. In addition, at the time of the sale, 89 percent were non-performing
acquisition, development, and construction (ADC) loans, with many of the remaining loans
expected to default prior to their maturity date due to collateral characteristics and type. Over &0
percent of the loans were more than 150 days delinguent. Many of the ADC loans have
undeveloped land or vacant land as collateral, and it is difficult to restructure a loan with
collateral that does not have a payment streamn. The large number of ADC loans combined with
the high percentage of delinquencies is a significant contributor to the number of congressional
inquiries received by the FDIC, Since the structured fransaction sale, the sumber of inquiries
and the percent of these inquiries to total assets transferred to the L1Cs is less than | percent.
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Response to questions from the Honorable Lynn Westmorcland
by Bret D, Edwards, Director, Division of Resolutions and Receiverships,
Federal Depasit Insuranee Corporation

Q1: Has the FDIC established a taskforce of independent experts to evaluate and submit
recommendations on the high number of bank fajlures?

Al: Certain internal and external groups are reviewing aspects of the recent banking crisis and
have made or will make recommendations to the FDIC regarding changes to policies, programs,
and deposit nsurance.

As of the end of June 2012, the FDICs Office of Inspector General (O1G) had completed 96
Material Loss Reviews (MLR}, 1) in-depth reviews, and 141 failed bank reviews as required by
statute. in addition to those efforts, in May 2009, the OIG {ssued an intemal memorandam that
outlined the major causes, trends, and common characteristics of FDIC-supervised financial
nstitution faihires that had resulted in a material loss to the DIF. That memorandum, in part,
prompted the FDIC to make a number of process changes to its supeyvision program in order fo
more quickly identify potential issues in banks at risk of deterioration. In December 2010, the
OIG published the results of an audit that identified (1) the actions that the FDIC had taken to
enhance is supervision program since the May 2009 memorandum, and (2} trends and issues
that had emerged from subsequent MLRs, The OIG s report stated that the FDIC had either
implemented or planned actions that substantially addressed its previously reported MLR-related
trends and issues and that would enhance the FDIC’s supervision program. The report included
additional recommendations, which the FDICs Division of Risk Management Supervision
agreed to implement,

The OIG also has embarked on a comprehensive study of bank failures in accordance with Pub.
L. No. 112-88, which requires the study of bank failures and the effects of shared-loss
agreements; examination policies associated with troubled loans, appraisals, capital, and
enforcement orders; and capital investment policies. The legislation also requires the
Government Accountability Office to study the causes of bank fallures since 2008, as well as
similar topics that the O1G is addressing,

Pursuant to the recommendations of a study of Prompt Corrective Action {PCA) by the banking
agencies’ Inspectors General, FDIC staff is exploring the feasibility of incorporating non-capital
triggers into the PCA framework. We also are studying how various risk factors should affect
deposit insurance premiums. The FDICs large insured depository institution assessment system
was revised in April 2011 to better differentiate for risk and {0 better take into account losses the
FDIC may incur should a large institution faill. Similarly, staff is evaluating the small bauk
deposit insurance assessment system to determine if changes are needed 10 account for risk
taking observed in the majority of smaller institutions that have failed in recont vears.

In a related area, the FDIC is conducting a comprehensive study of the future of community
banking, The study will review the last 25 years and address a variety of issues related to
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community banks, including their evolution, characteristics, performance, challenges, and wle in
supporting local communities. More information on these studies will be available later this
year.

Finally, the FDIC established the Advisory Commiittee on Community Ranking in May 2009 1o
provide the FDIC with advice and guidance on a broad range of critical policy issues impacting
small community banks, as well ag the local communities they serve, The Advisory Commitice,
which is composed of & ¢ross-section of community bankers from across the country, has
discussed issues related to the financial orisis, the bank resolufion process, and the impact of the
Dodd-Frank Act on community banks,
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FDIC

Federai Deposit Insurance Corporation
01 Fandax Drive, Adinglon, VA 22238 Tap ol

TRANSMITTED VIA ELECTRONIC MAIL
August 27, 2012

Honorable Darrell Issa

Chairman

Commitiee on Oversight and Government Reform
U.S. House of Representatives

Washington, DC 20513.6143

Bear Mr, Chatrman:

Thank you for vour interest in the federal Inspecior General (IG) community, This letter
responds to your August 3. 2617 letter, which highlighted 1he need for an J0's prompt and
frequent communication with the Congress and asked questions related to the spetific
communication mechanisms of my office. Provided below are the answers 1o vour guestions.

1, Since January 1, 2009, have you issued any seven-day letiers? If yes, please describe

the matters involved,

The FDIC Office of Inspeetor General (O1G) s not issued any seven-day leiters since

January 1, 2009,

2. Since Janoary 1, 2009, have there been any serious or flagrant problems at your

agency that were not reported to Congress? I ves, please deseribe the matters and

explain why Congress was not informed.

Theve have pot been any serious or Hagrant problems at the FDIC that were not reported

tor the Congress by the FDIC OIG,

3. Please explain what veu and your staff understand section 4{a}(5) of the I Act to

reguire.

1 view maintaining an active dialogue with the Congress to be ong of my basic
responsibilities as an Inspector General. The 1G Act mandates that I keep the FDIC
Chalrman and the Congress fully and currently informed concerning fraud and other
serious problems, abuses, and deficiencies relating to the administration of FIJIC
programs and operations; recommend corrective action concerning such problems.
abuses, and deficiencies: and report on the progress made 1o implementing such

corrective action, This dual reporting responsibility is the Tramework under which 1Gs

perform thels functions, and serves as a legislated safety net that protects the OIGs

independence and oblectivity and provides an avenue for open and dircol cornunication.

My office places a high priority on communicating with the Congress in g tmely,
complete, and high-quality manner. We have at our disposal and employ, as
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circumstances warrant, a variety of ols o enswre cffective, full, end currend
communications with the Congress,  As discussed below, some of these tools are
specifically required by law while other mechanisms have been cullivaied over time 10
develop and fogter these communications,

First, Section § of the I Act scts forth very speeific requirenients for each 1G 10 follow
related to semiannual reporting. For ¢ach semiannual period ending March 31 and
September 30, wiy offtce produces reports that deseribe our audit, evaluation, and
investigation work related to FRIC programs and operations, detail the status of the
FIIC s implementation of recomimnendations for corrective action, and highlight the
statistical accomplishments of this work, My office takos this reporting responsibility
very seriously and spends the appropriate resources negded to deliver a comprehensive,
tagh-guality, and informative report every 6 momahs,

Section 3 also provides for immediate reporting to the Congress, in the form of g “seven-
day letter.™  As previously noted, [ have not. to date, becore aware of any partionlarly
serious or flagramt probicms, abuses, or deficiencies relating to the administeation of
FDIC programs acd operations that would warrant ray inunediate reporting to the FOIC
Chairmar and the Uhadenian’s transiission of a Pseven-day letter™ to the Congress.

Additionally, over lime. my office has developed a set of vongressional communication
protocols o guide and foster is yelationship with the Uongress, 1 believe these protocols
set forth the type of relationship that was envisioned by the requirements spelled out in
section 4(a)( 5y of the 1G Act, Specificallv, my office rowinely comumunicates with both
watority and minerity leadership and siall of the commitices and subvonumutters
overseeing FDIC and OIG programs and operations on matters of importanee, asd as
requested, will offer briefings or wstify onissues of nlerest W the comnutiee and
subcommaiites leadership.

in that regard, | cousider the mandated reviews, per Section 38(k} of the Federal Beposit
Insurance Act, that my office conducts on fatled FDIC-supervised banks that caused
material loss to the Deposit Insurance Fund 1o be @ watter of importance, A material loss
review {MLR) asceriains why the bank fuiled and reviews the FBICs supervision. Over
the last 4 vears, my office has completed 96 MLRs. As 2 matter of policy, my office sent
the completed MLE reports to the House and Senate leadership of the Financial Services
and Banking, Housing, and Urban Atfairs Commutiees, respectively; the Senators
representing the state where the Tailed institotion’s main office s located: and the
Member of the Congress representing the distrier of the fatled insttution’s rmaig office,
In addition, we shared with comumiter leadersiup a report, entitled Follow-up Andit of
FDIC Supervision Program Enhemcements {(December 20148) in which we reported on
the actions that the FDIC took b response o our MLR-related work and wdentified wends
and issucs that emerged from this comprehensive bedy of wotk,

Firally, as appropriate, we interact directly with congressional staff to communicate the
results of audits and evaluations and, as needed, non-public information related o
investigations; offer comments on legislaton and regulations: and discuss aress of

b
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interest wherehy the commnittee or subcoramitice leadership could request a review of an
FDIC program and operation. Should a committee or subcommitiee leader request that
the OIG conduet a review on a particular ssue, we work with the stafl to ensure
understanding of the request and genorally brief the siaff on the rosults o7 work before
that work Is made public. We also respond to reguests from commitiee or subcomimilies
feadership for reporis that have not yet been made publicly available and vespond directly
1o inguiries from Members of the Congress in a timely, thorough, and high-quakbity
manner, Finally, we routinely provide matenals related 0 OIG fundug wowr
appropriators and provide briefings and starements for the record. as requested.

Prior 10 the financial crists, my office would rowtinely reach out fo those committees and
subcomiitecs overseeing FDIC programs and operations and briel siall, on a bl-parusan
basis, on our business plan for fiture audits and evaluations, and our focus for
imvestigative work, A primary purpese of these briefings was 1o highlight recently
completed work and obtain feedback from the staff on the committees” arcas of interests.
These meetings were extremely vseful in focusing die OIG s prionties going torward,
With the mandated reviews noted above by Section 38{(k) and o vear-long
comprehensive study on the impaet of the fullure of wsured depository institutions
required by P.L. 112-88 {10 be tssued no later than Jannary 3. 2012), we have had lintle
opportunity over the last 2 vears to conduct work outside of what was required by law,
As the crisis<driven detnand for our work has hegum o decline. we are currenily
undertaking & business planning effort and plan (0 obiain input from interested commitice
and subsommittee staft regarding areas of interest when the 113" Congress convenes,

Complementing the more specific mechanisms for comununicating with the Congress discussed
repotts, press releases related to oriminal investigations. and other important information related
i ihe OIG are posted. We offor a subscaiption service on our websiie whereby congressional
siaff and mernbers of the public can subscribe to be notified when we post a document.

I appreciate the opportunity 10 share my views on the importance of open, prompt, and frequent
communication with the Congress, and the professional; responsible munner in which my office
puts the mechanisms dotailed in this leCer info practice to serve the needs of the Congress. We

need additional information, please el free (o contact me at {7033 362-2166 or

or Leslee Bollea, Congressional Relations Director, an (703} S67-6311 or

Jon T, Rvmer
Inspector Gerral
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Office of the Comptroller of the Currency
Board of Governors of the Federal Reserve System
Federal Deposit Insurance Corporation

Septembey 11, 2012

‘The Honorable Barney Frank
United States House of Representatives
Washington, DC 20515

Dear Representative Frank:

Thank you for your letter dated July 30, 2012, regarding the rulemaking by the Office of the Comptroiler
of the Currency, the Board of Governors of the Federal Reserve, and the Federal Deposit Insurance
Corporation (collectively, the “Federal banking agencies”) to revise their respective risk-based capital
requirements.

In your letter, you suggest that the Federal banking agencies coordinate the final risk-based capifal
requirements applicable to residential mortgage loans with the standards outlined in the final versions of
the Qualified Mortgage (QM) and Qualified Residential Mortgage (QRM) rulemakings. You state that
loans that meet these standards should be classified as “category 1 residential mortgage exposures” for
purposes of the risk-based capital rules and should receive preferential risk weighting.

In crafting the definition of “category 1 residential morigage exposures,” the Federal banking agenciss
were mindful of the proposed standards for the QM and QORM and have requested comment from the
public on all aspecis of the proposed risk-based capital rules. Moreover, in Question 5 of the notice of
proposed rulemaking titled “Regulatory Capital Rules: Standardized Approach for Risk-weighted Assets;
Market Discipline and Disclosure Requirements,” the Federal banking agencies specifically requested
comment on whether mortgages that meet the QM definition (which has not yet been finalized) should be
included in category 1 residential mortgage exposures.

Tiw E’ederal bankmg agencxes wlii carefui ly consider all comments and suggestions on the proposals,

w to move forward with the rulemaking.
____________ Sincerely
(b)(8)
(b)(6)  Thomas L-Curry Ben . Bernanke
Comptfoller Chairman
of the Compifoller of the Currency Board of Govemors of the
(b)(G)____ ........... | ............................................. I Federal Reserve System

(b)(B)  Martin J. Gruenberg/
Acting Chairman
Federal Deposit Insurance Corporation
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FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20423

OFFICE OF THE CHAIRMAN

September 17, 2012

Honorable Tim Johnson

Chairman

United States Senate

Committee on Baoking, Housing, and Urban Affairs
Washington, D.C. 205810

Dear Mr, Chatrman:

Thank vou for the opportunity to testify before the Committee at the June 6, 2012 heaing
Implementing Wall Street Reform: Enhancing Bank Supervision and Reducing Systemic Risk

Enclosed are my responses to the follow up questions you provided to complete the
hearing record. If you have further guestions or comments, please do not hesitate to contact me
at (202} 898-3888 or Eric Spitler, Director of the Office of Legislative Affatrs at (202) 898-7140,

Sincerely,

Martin J. Gruenberg
Acting Chairman

Enclosusre
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Response to questions from the Honorable Roger Wicker
by Martin J. Gruenberg, Acting Chairman
Federal Deposit Insurance Corporation

Seetion 165 of the Dodd-Frank Act requires certain nonbank financial companies and each
bank holding company with total consolidated assets of $50 billion or more to periodically
file a Resolution Plan, or “living will,” for the company’s resolution in the event of material
financial distress or failure, and to report on the nature and extent of each company’s
eredit exposures. In implementing this requirement, please explain:

Q1: Whether and to what extent the FDIC will compare Reselution Plans submitted by
each institution to gssess how many have identified the same issues in their plans and
whether that might have systemic risk implieations.

Al: The FDIC’s plan review process is designed to include a ‘horizontal review’ of certain
identified topics expected (o be addressed by each institution. This horizontal review includes an
analysis of the strategies of cach institution put forward for its material entities, as well as the
varions resolution regiraes (such as bankruptey for holding companies, receiverships for insured
depository institutions and administrations for foreign entities) under which the material entities
will be required to be resolved, identified obstacles, related mitigants to those identified
obstacles, and the assumptions upon which the mnstitution relies to support the feasibility of those
strategics.

This comparative review will help 1o focus on key systemic issues that bave been raised inthe
indusiry domestically as well as globally. The review will include:

s interconnections and interdependencics such s ¢ross company boarrowing,
lending, or shared services;

+ the treatment and booking of dertvatives, domestically and cross-border
the impact of qualified financial contracts;
the ability to separate and substiiute core business lines and critical operations;
and

s the reliance on common global payment systems and financial market utilities and
infrastructures.

Additionally, the comparative review and assessment will help to identify gaps and areas that
may require further regulatory consideration and goidance in order to strengthen the oversight of
systemically important financial institutions,

Q2: To what extent regulators have ascertained the costs to the private sector of preparing
Resolution Plans. {Has the FDIC considered asking cach company to compile a cost of
assembling such a plan?)
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A2: Bach of the companies that were required to submit plans by July 1, 2012, expended
significant resources in developing their resolution plans, representative of the seriousness placed
on these plans and the challenges associated with a first time reporting requirement. In addition
1 the dedication of internal staff resources, many of these initial companies, which included the
largest and most complex financial institutions, alse hired external legal, accounting, and general
consulting firms to support their efforts. The FDIC has not asked each company 1o compile the
total cost of assembling such plan. In conjunciion with the 165{(d) rulemaking, the PDIC
developed some preliminary estimates of the hours that would likely be required w complete the
initial plan submissions, which assumed an internal preliminary estimate of 9,200 hours foran
initial full report by the largest institutions and approximately half that amount for others. Ouace
baseline plans are established, we would anticipate the burden to be substantially less in futwre
years. These estimates did not include the cost of systems upgrades and other investments that
firms may make in order both o comply with the ongoing requirements and to better manage
resolution risk.

Q3: Whether the FDICT intends to report to Congress or otherwise release any information
about what the FDIC has learned a3 a result of receiving such infermaiion.

A3: Please see response to Question 2.

O4: Whether the FDIC expecis that its review of the initial Resolation Plans will form the
basis of revising the requirement for the institutions required ¢o file by July 1, 2013,

Ad: Yes, we expect that the FRIC and the Federal Reserve Board (FRB) will provide further
guidance 1o those institutions that are required to submit initial plans by July 1, 2013, that will be
informed by our review of the first submissions. These initial plans will inform the FDIC and
FRB as to whether the guidance provided to the firms needs further clarification, and which
assumptions provided 1o the firms should be moditied. Through a comparative review of the
plans, we expect to identify the approaches which best address the intent of the resolution plan
requirement and facilitate FDIC and FRB review.

We also anticipate that guidance for those institutions required to file by July 1, 2013, may be
modified beginning in the fourth quarter of 2012 because of the nature of those finms relative o
the initial filers, which included some of the largest and most complex financial institutions.

Q38: With respeet to the FDIC’s stated intention to resolve a failing financial institution by
placing the top-tier holding company inte the orderly liguidation authority and continning
to operate all of the subsidiaries, how, if at all, this approach should affect the content or
direction of a Resolution Plan,

A5 The “Living Wills” are the firmy¢® plans fo resolve themselves under the U.S. Bankruptey
Code and therefore the plans should not be affected by the FDIC’s strategies for resolving the
firms under Title 1 of the Dodd-Frank Act,
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Q6: Whether the FDIC intends 1o report te Congress or otherwise release any information
about what the FDIC has Jearned as a result of reviewing Resclution Plans,

A6: The public portion of the plans are currently available to the public on our websile and
have been the subiect of considerable analyst comment,

Q7: Whether Resohution Plans will be used in enforcement aciions,

A7 The Resolution Plans are not being sought for the purpose of developing or supporting an
enforcement action. I, however, a situation arises in which a Resolution Plan {or a portion of it)
would constitute relevant evidence in an enforcement action, there is no prohibition on the FDIC
or another appropriate federal regulator using it for that purpose,

Q8: While the Dodd-Frank Act does not appear to require that an instituiion make any
part of its Resolution Plan public, federal regulations seem {o permit an institution o
prepare a public section (with the institution exercising its own judgment abeut what
information is proprietary and should not be disclosed). Dues the FDIC plan to second-
guess those jndgments? Does it plan to issue any further guidance about the content of the
public section?

A8: 12 CIR Part 381 .8(¢c) sets forth the required elements of the public section of a resolution
plan filed pursoant to section 165(d) of the Dodd-Frank Act. The FDIC intends to review the
public section of each resolution plan for compliance with this subsection of the regulation.
Based on this review, the FDIC s Office of Complex Financial Institutions may add te or amend
one or more of the required elements. However, there are no specific plans 1o do so at this time,

Q9: With regard to the confidential portion of a Resolution Plan, will the FDIC accord it
the same degree of confidentiality that it accords reports of examination? If not, why net,
and what degree of confidentiality would the FDIC extend to such information? How
widely will the ¥FDIC share 4 Resolution Plan with other banking regulators?

A9: Yes, the FDIC will provide the Resolution Plans with the same level of confidentiality as
accorded to reports of examination. Section 112(d)(5XA) of the Dodd-Frank Act (18 US.C.
§3322(d¥5¥A)) requires the Federal Reserve Board and the FDIC to maintain the confidentiality
of any data, information, and reports submitted under Title | (including the resolution plans
prepared and submitted as required under section 165(d) of the Dodd-Frank Act), and the FDIC
fully intends to comply with that Jegal requirement. The FDIC has implemented security
practices for the plans © ensure that we maintain their confidentiality consistent with applicable
exemptions under the Freedom of Information Act (5 U.S.C. 552{b)) and the FDIC's Disclosure
of Information Rules (12 CFR part 309).

The FDIC will share the resohation plans with other banking regulators o the extent permitted by
law,
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Response to questions from the Honorable Pat Toomey
by Martin 1. Gruenberg, Acting Chalrman
Federal Deposit Insuranee Corporation

When Congress passed the Volcker Rule provisions of the Dodd-Frank Act, Congress
intended to give regulators the authority to exclude venture capital funds from the
definition of “covered funds.” In a recent study, the FSOU recommended “that Ageneies
carciully evaluate the range of funds and other legal vehicles that rely on the exclusions
contained in section 3(¢X(1) or 3{eK7) and consider whether it Is appropriate to narrow the
statutory definition by rule in some cases.”

Q1. Doyou agree that yon have the authority and discretion fo exclude ventare
capital funds from the definition of “covered funds?”

Q2. Do you agree that sound venture capital investments lead to job creation and
economic growth?

Al & 2: Section 619¢(h)2) of the Dodd-Frank Act defines the terms “hedge fund” and “private
equity fund™ as “an issuer that would be an investment company, as defined in the Investment
Company Act of 1940 (15 US.C. 80a~1 et seq.), but Tor section 3{c}{(1} or 3{c)7) of that Act, or
such similar funds as the appropriate federal banking agencies, the Securitics and Fxchange
Commmission, and the Commodity Futures Trading Commission may, by rule, as provided in
subsection (b)(2), determine.” This definjtion, as written, would cover the majority of venture
capital funds.

As part of the Notice of Proposed Rulemaking (NPR}, the agencies sought public comment on
whether venture capital funds should be excluded from the definition of “hedge fund” and
“private equity fund” for purposes of the Volcker Rule. In Question 310 in the NPR, the
agenuies ask;

Should venture capital funds be excluded from the definition of “covered fund”™? Why or
why not? If so, should the definition contained in role 203()-(1) under the [Investment]
Advisers Act be used? Should any modifications to that definition of venture capital fund
be made? How would permilting a banking entity to invest in such a fund meet the
standards contained in section 13(d3 17} of the [Bank Holding Company Act]?

Sound venture capital investments, like other investment activities, can contribute o job creation
and cconomic growth. In conjmnction with the development of the final rule, the agencies are
reviewing public commments responding to the NPR, including comments on Question 310 related
to venture capital funds. The agencies will take these and all comments into consideration in the
development of the final rule.
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Response to Questions from the Honorable David Vitler
By Martin J. Gruenberg, Acting Chairman,
Federal Deposit Insurance Corporation

Q1: On December 31st, Section 343 of the Dodd-Frank Act, addressing unlimited FDIC-
insarance coverage for non-interest hearing transaction accounts, is scheduled to sunset.
As you kaow this section was based upon the FDIC's Transaction Account Guarantce
Program. Whether or noi TAG is extended ihrough the end of the year, it is clear that this
type of supernatural government involvement canuot be maintained indefinitely. Can you
advise the Commitice whether any alternalives exist, or which are under consideration by
the FIMC, that would instill the confidence our small businesses and our locsl governments
need to avoid having to pull payroll or transaction accounts Trom their local community
hanks since earh Friday if seems that these folks read about seme local bank being put on
the FDIC's receiverships Hst?

02Z: What precisely has the FDIC dene to foster the development of private sector
solutions to TAG?

AL&2: From the FDIC s standpoint, the most effective action that baak regulatory agencies can
take to maintain the confidence of small business and local government depositors in their
communily banks is to ensure that these banks strengthen their capital and lguidity positions.
Teo the great credit of community banks, with the encouragement of bank examiners, they have
significantly strengthened their capital and liguidity over the past several years. As of June
2012, the average leverage capital ratio for banks with less than $1 billion in assets was 103
percent, almost exactly what it was at the end of 2007, when it was 10.4 pereent, and more than
it was at the end of 2002, when it was 9.6 percent. As of June 2012 the average ratio of short-
term assets to short-term liabilities for commercial banks with less than $1 billion in assets was
105.7 percent, compared to 4.7 percent af the end of 2007 and 86.7 percent at the end of 2002,
These actions by comumunity banks to increase their capital and liguidity are, in fact, a strong
private sector response 1o the issue of maintaining confidence.
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Response to questions from the Honorable Sherrod Brown
by Martin J. Gruenberg, Acting Chairman
Federal Deposit Insargnce Corporatfion

During the June 6™ hearing, Mr. Gruenberg agreed that “historically, inchuding to the present
day, the biggest risk of banking is the lending activity that is inherent to the banking process.”

In sestimony before the Subcommitiee on Financial Institutions and Consumer Protection on
May 9™ the former Chief Economist of the Senate Committee on Banking, Housing, and Urban
Affairs stated:

“In a remarkably understated 2007 anoual inspection report ot Citigroup, the Federa] Raserve Bank of New
Yark ohserved that ‘Imianagement did not properly identify end assess Hs subprimse risk in the CDO
trading bocks, leading to significant losses. Serious deficiencies in risk management and controls were
identified in the managemers of Super Senior CDO positions and other subprime-related traded credit
products.” By the end of 2088 Citigroup had written off $38.8 billion related 1o these positions and to ABS
andd C10 securities § held in anticipation of constructing additional CDO”

Testimony of Mare Jarsulic, Chiel Economist, Better Markets, Inc., before the Senate Commitiee
on Banking Housing and Urban Affairs Subcommitiee on Financial Institutions and Conswmer
Protection, “Is Simpler Better? Limiting Federal Support for Financial Institutions™ 9, May 8,
2012

According to accounts of the hearings held by the Financial Crisis Inguiry Commission, two
witnesses agreed that CDQOs were responsible for Citigroup’s financial difficulties:

“IFormer Clilgroup chief execative Charles] Prince ultimately blamed much of Ciif's problems on CDOs,
which he said were complex and eatirely misunderstoed. He said the company, Bs risk offieery, regulators
and oredit rating agencies believed CDOs were low-risk activities, As it turned out, they resulted in 330
billion worth of losses...

“{Former Comptratier of the Currency Jobn] BDugan, too, put much of the blame on CDQOs, partly as s way
of defending his own agency, He said the bank, which the Office of the Complrolier of the Currency
oversaw, did not damage the holding company, while Oitl's securities broker-deaders, which managed the
CD0s and were oversesn by the Securities and Exchange Commission, were at fanlt

“The overwhelming majority of Citi's mortgage problems did pot arise from mortgages onginated by
Citibank,” Dugan said. ‘Instead, the huge mortgage losses arose primarily from the collateralized dob
obligations structured by Ciigroup's securities broker-dealer with mortgages purchased from third
Pmigs.\tﬂ

Cheyenne Hopkins, No One Was Sleeping as Citl Slipped, Av, BANKER, Apr. 8, 2010,

Q1: Do you agree with the New York Fed, the former Comptroller of the Cuarrency, the
former Chief Economist of the Senate Banking Commiitee, and the former CEQ of
Citigroup that CDOs were a substantial cause of Citigroup’s finaneial difficulties in 2008,
resulting in significant support from the federal government, including capital injections
from the Treasury Department, debt gunarantees from the FDIC, and loans from the
Federal Reserve?
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Al: Without getting into the specifics with respecet to Citigroup, | agree that CDXUs and other
miodel-driven, structured products played a substantial role in the most recent crisis. Many banks
viewed the creation of these products a3 a means to fund lending sctivities and shift credii risk
off balance sheet, Unfortunately, as these products continued to develop, they resulied in
unienable concentrations of systemic risk and leverage in products that, by their very nature,
lacked transparency. The popularity of these instruments as investment vehicles increased
dramatically as the senior-most franches received the highest investment-grade ratings, and their
coupon rates dramatically exceeded the steadily declining Federal Funds and ULS, Treasury rates.
The high investor demand for CDOs placed considerable stress on banks and non-bank mortgage
brokers to underwrite the significant volume of mortgages that ultimately backed the CDOs.

‘This resulted in the weakening of underwriting standards and the issuance of poorer quality
CDOs.
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Respunsc to questions from the Honorable Richard Shelby
by Martin J. Gruenberg, Acting Chairman
Federal Deposit Insurance Corporation

Q1: You testified today that small bankers have told the FDIC that compliance with the
eserow account requirement in Dodd-Frank vould be so costly as o be prohibitive, and that
they would cease originating mortgage loans for their customers, What specific
recommendations have vou given the Burean as it develops the final rule implementing the
Dodd-Frank escrow requirements?

Al: As vou know, the FDIC is the primary federal regulator for the nation’s small community
hanks. My staff engages frequently with community banks in roundtables around the couniry to
be certain that we understand how regulatory changes affect them and to listen to their concermns.
We know that in many rural and underserved areas, community banks are the primary source o
meet the financial services needs in those communities.

We understand that the Dodd-Frank Act’s mandatory escrow accounts do not apply to all
mortgage lending, The requirement does not apply to market-rate lﬁém that are not insured by a
government agency, unless state or federal law provides otherwise.! Additionally, the Dodd-
Frank Act allows the Bureau 1o exempt banks and other lenders operating in rural or underserved
areas from the escrow requirements,

Prior fo the implementation of the CFPA (Consumer Financial Protection Act of 2610) and the
Consumer Financial Protection Bureau’s start-up date, the Federal Reserve Board issued a notice
of proposed rulemaking that would amend the existing escrow rule to reflect the Dodd-Frank Act
changes.® As of July 21, 2011, this proposal became a CFPB proposed rule,

The proposed rule contemplated an exemption for creditors in rural and underserved areas. We
have shaved with the CFPB the feedback we have received from comsmnunity banks, particuladdy
those in rural areas, regarding the banks’ concerns about the impact of the proposed escrow rule,
and we have suggested that the Burcau exempt from the escrow requirement all banks that
operate predominantly in rural areas,

We will continue to explore options to improve the examination process for community banks
while preserving the benefits of appropriate regulation that ultimately will serve the interest of
lenders, consumers, and the economy as a whole, We will continue fo offer fo the Bureau the
perspective we bring as a result of our commitment both to the health and continued vibrancy of
small community banks and to the needs of the customers they serve,

Q2: Mr. Gruenberg, in a recent speech you said that the failurc of a systemically
important financial institution will likely have significant international operations and that

15 US.C. 1839d(b)
276 Fod. Reg. 11598 {March Z, 2011), proposing amendments to Regelation Z, 12 C.F.R. 1026 35(5)(3).
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this will create a number of challenges. What specific steps have heen {aken to improve the
eross-border resotution of a SIFI?

A2: The following specific steps have been taken 1o improve the cross-border resolution of a

SIFL

Identification of Priority Jurisdictions: The FDIC has conducted a series of “heat map”
exercises with respect to the global footprint of US. SIFls w identify the priority
jurisdictions and regulators for cross-border coordination in connechion with crisis
management, recovery and resolution planning, asd implementation. Based on the on-
balance sheet and off-balance sheet information reported by each of the top eight U.S.
STF1s, the FDIC has identified 12 priority jurisdictions that are host to over 97 percent of
the total reported foreign activities of the top U.S. Sif'ls. Of these 12 jurisdictions, over
90 percent of the SIFIs total reported foreign activities are in two jurisdictions, the
United Kingdom and Ireland. The FDIC is conducting robust outreach in these priority
jurisdictions.

Jurisdictional Survey: In addition to these heat mapping exercises, the FDIC is
conducting a survey on the legal and regulatory regimes in the priority jurizdictions. The
survey assists us in identifving the obstacles to effective cross-border resolution and
cooperation and the coordination measures we may take with fellow regulatory and
resolution authorities to mitigate such obstacies.

Participation in Crisis Management Group Meetings: Under the auspices of the Financial
Stability Board, the FDIC and 1s U.S. and non-U.S. banking reguiatory authority
colleagues are working in Crisis Management Groups on recovery and resolution
strategies for each of the global systemically important financial institutions identified by
the (20 at their November 4, 2011 mesting. The work of these Crisis Management
Groups, consisting of both home and host authorities, is intended 10 enhance cross-border
institution-specific planning and cooperation for a possible resolution, should it become
necessary. The work also allows regulators to idestify impediments to a more effective
resolution based on the unigue characteristics of a particnlar financial company and the
Jurisdictions in which il operates.

Q3: In your view, what additional steps must be taken with respect to the cross-border
resolution of a SIKI?

A3 Inour view, the following additional steps must be taken with respect 1o the cross-border
resolution of a SIFL

»

Dialogues with forelgn resolution counterparties must contivue. Many jurisdictions are
in the process of amending their resolution regimes and we are following these
developments with great interest,
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As jurigdictions develop resolution strategies for their respective SIFIs, we must
understand their impact on the U.S. operations.

The FDIC is in the process of understanding the usage of financial market utilities by
cach SIFI and the impact of a SIFT’s entry into Title I recetvership on its membership
and processing arrangements with financial market atilities.

Through the yeview of the Title I resolution plans or “living wills” and enhanced heat
mapping exereises, the FDIC will gain transparency on the location and usage of each
SiF[’s data and profit centers, as well as location where liquidity Is concentrated.

The FDIC is working with fellow regulators in determining the extent of information
with respect {o each SIF] that may be shared on a confidential basis with other resolution
authorities 1 coanection with our cross-border coordination efforts on crisis
management, recovery and resolution planning, and implementation.
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Response to gquestions from the Honorable Tim Johnson
by Martin J. Gruenberg, Acting Chairman
Federal Deposit Insurance Corporation

Q1: In recent testimony on the trading loss by JP Morgan Chase & Co. {(JPMorgan)}, you
stated that the FDICs “discussions have also focused on the guality and consistency of the
madels used in the CIO as well as the approval and validation processes surrounding
them.” What have you learned about the quality and consistency of the models and the
approval and validation processes at JPMorgan?

Al: The FDIC continues to work with both OCC and Faderal Reserve staff to review the models
used in JPMorgan Chase’s CIO unit for the assessmient of risk associated with that unit’s credit
hybnd’s business, This review has focused on an assessment of the JPMorgan Chase’s VaR
methodology and the identification of any weaknesses in the firm’s processes and procedures for
mode! governance, validation, and controls. This evaluation is ongoing and the FDIC doss not
publicly disclose regulators” findings.

Q2: You have stated that your agency is in the process of internally reviewing the
transactions, including identifying any “potential gaps within the firm’s overall risk
management.” Mr. Curry has additionally stated that the Office of the Comptreller of the
Currency (OCC) will be assessing how it can improve supervisery processes at the OCC,
What gaps have you identified a¢ the bank and as supervisors?

A2: Along with the OCC and the Federal Reserve, the FDIC contimzes its evaluation of the CiO
portfolio, its governance structure, and the resuits of the work performed by JPMorgan Chase’s
internal investigation, The firm has identified major gaps in several areas within the CIO
business line that contributed to the losses incurred. The primary areas of focus for the firm
include the CI0 trading strategy, VaR methodology and model governance, strength of risk
management, and the CIO limit structure/escalation process.

Q3: You also stated in recent testimony, that the FDIC has added temporary staff to assist
in its review. How mauny staff members have been hired, and do you have any updates sn
the FDIC's veview?

A3 The FDIC has a permanent staff of four professionals onsite at JPMorgan Chase. Three
additional FDIC staff members have been engaged to focus on the analysis of ClO related issues
11 addition to the analytical support of other FDIC examiners on an ad hoc basis,

Q4: At the Committee’s hearing where Jamie Dimon, Chairman of the Beoard, President
and Chief Exccutive Officer of JPMuorgan testified, Mr. Dimon indicated that while the
compsny has a compensation clawback policy in place, that autherity has not been
exercised. For the largest banks that benefit from the 52580,000 deposit insurance
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guarantee, are you aware of any bank exercising a clawback of compensation when major
mistakes are made? Is it imporfant for Boards of Directors of a large bank to utilize their
clawback authority to deter other emplovees from making the same misiakes, and correct
some of the misaligned pay incentives we saw leading up to the recent financial erisis?

Ad: JPMorgan Chase announced during its second quarter carnings release that the firm
mntended to claw back compensation from C10 managers in London responsible for the CI0
Synthetic Credit Portfolio. These employees were terminated without a severance or 2012
neentive compensation and the firm imposed the maximum claw back amount of two years of
annual compensation. In one instance, an employee volunteered the claw back; and all claw
back decisions were reviewed by JPMorgan Chase’s Board of Directors. A firm’s board of
directors should be invelved in the application of claw back provisions; and in the JPMorgan
Chase situation, it appears that senior masagement took action without prompting from the
Board.
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FRDERAL DEPOSIT INSURANCE CORPOURATION, wasnington, DC 20423

QFFICE OF THE CHAIRMAN

Octeber 1, 20612

Honorable Spencer Baucus
Chairman

Commities on Financial Services
House of Representatives
Washington, D.C. 20315

Dear Mr. Chairman:
Thank you for the opportunity to testify before the Committee at the June 19, 2012
hearing “Examining Bank Supervision and Risk Management in Light of JPMorgan Chase’s

Trading Loss.”

Enclosed are my responses to the follow up questions from you and Congressman
Leutkemeyer to complete the hearing record.

¥ you have addittonal comments, please feel free to contact me at (202) 898-3888, or
Fric Spitler, Director, Office of Legislative Affairs, at (202) 898-7140.

Sincerely,

Martin J. Gruenberg =t (D) (6)
Acting Chairman

Enclogures
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Respanse to questions from the Honorable Spencer Baucus
by Martin J. Gruenberg, Acting Chairmasn,
Federal Deposit Insurance Corporation

Q1: Does the Dodd-Frank Act end “Too Big to Fail”? If so, why could former Kansas City
Federal Reserve President and carrent FDIC Acting Vice Chairman Thomas Hoeniyg say in
December 2010 that “the five largest finapcial institutions arce 20 percent Iarger than they
were before the erisis, They control 38,6 trillion in financial assets — the equivalent of
nearly 60 pervent of gross damestic produet. Like it or not, these firms remain too big to
fail?”

Al The absence of effective altornatives to merging large, failing firms with other large
financial organizations during a financial crisis created a systermn with more asset concentration
and larger banking and other financial companies. In March 2007, the 10 largest insured
depository institutions (IDIs) and their affiliates had about 49 percent of total IDI assets ~ this
has grown (o 52 percent today, Further, the four largest IDIs and their affiliates had about 38
percent of industry assets in 2007, as compared with 45 percent today.

The Dodd-Frank Wall Streel Reform and Consumer Protection Act (Dodd-Frank Act) provides
tools and powers that were not available during the engis (o end (oo-big-to-fail. Specifically, the
Dodd-Frank Act:

» Requires large bank holding companies to prepare resolution plans or Hving wills that
would allow for the orderly reselution of the company under the bankruptcy code; and

+ Provides the FDIU new authority to place a bank, its holding company, and affiliates into
an orderly resolution process if it is determined that the company cannot be resolved
under the bankruptey code without severe disruption to the financial system.

‘The FDIC will use these newly-available tools as necessary to ensure that the largest financial
companies can successfully be resolved without significant adverse sffects on the financial
stability of the U.S.

€22 Sewme have used JPMorgan’s {rading loss to argue that we should not permit insared
depaository institutions fo engage in the kinds of activities that produced that loss, such as
the purchase and sale of credit derivatives, on the grounds that such activity is “too risky.”
Yei there is also general consensus that the recent financial crisis was largely caused by
poor underwriting of residential and commercial resl estate loans ~ baoks’ “bread-and-
butter” business ~ which suggests that focusing banks on their traditional lines of activity
would not necessarily make them safer. Don’t we need banks to take risks if we are going
to have a dynamic market economy in which jeb creators can access the capital they need
ti establish and grow their businesses? In light of that, what do vou make of calls to “de-
risk” the banking system?
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Al: As financial intermediaries, banks need to effectively manage risk to operate successfully
and serve the needs of businesses and consumers. Banks support our economy with credit and
depository services and play a critical role in the expansion of commercial enterprises that create
jobs. Financial institutlons facilitate economic growth and commerce by lending to creditworthy
borrowers, providing payment systems and deposit services, and properly managing on- and off-
balance sheet positions,

The federal banking supervisors have long supported strong risk managenient processes that
enable financial institutions to better manage their organizations and mitigate unexpected losses,

lack of effective risk management at many insured institutions and unregulated non-bank
entities. Poor credif underwriting and ouisized concentrations of real estate loans precipitated
mumerous bank failures and a rapid weakening of the economy and financial system generally.
Furthermore, losses related to trading and hedging positions reinforced the need for carefull risk
taking, implementation of effective policies and exposure Himits, strong controls and
management information systems, and appropriate capital support. Since the crisis began, the
FDIC has worked closely with banks to improve risk selection and management processes,
address concentrations of risk, and strengthen earnings, capital, and liquidity.

In response (o your question about “de~risking” the banking system, we believe that prudently
contrelled risk taking is an integral part of financial imermediation. Financial institutions, which
are vital 1o our economy, should fully understand and control various exposures while
ruinimizing undue concentrations that can cause significant losses. Regardiess of an instinstion’s
size or business strategy, 1isk taking must be well managed within a robust policy and risk
management framework that promotes safe-and-sound operation.

Q3: There is general agreement that our finaneial system was far too complex in the vears
leading up to the financial crisis, which led to risks being hidden from the view of the
regulators and even from the boards of divectors and management of the firms taking the
risks, Yet the policy response to the crisis — the 2,300-page Dodd-Frank Act with its 400
new Federal regulations — has only made the system more complex and provided more
opportunitics for clever industry lawyers to game the system. Wasn't Dodd-Frank a
nrissed opportunity to simplify our system and rationalize our financial regulatory
structure? How would you recommend we go about creating a system that is less complex?

AJ: The Dodd-Frank Act enacted reforms intended 1o address the causes of the recent financi
crisis. Foremost among these reforms were measures to curb excessive risk taking at large,
compilex banks and non-bank financial companies where the crisis began. Title | of the Dodd-
Frank Act includes new provisions that enhance prudential supervision and cupital requirements
for systemically important financial institutions (8IF[s), while Title U authorizes a new orderdy
liquidation authority that significantly enhances the ability to resolve a failed SIFI without
contributing to additional financial market distress,

‘The FDIC is aware of concemns that the complexity of banking statutes and associated oversight
processes are having an unintended effect on financial institutions.
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The FDIC iz committed to an effective regulatory process that is not needlessly complex and will
support efforts to address the appropriateness of current requirements. As part of cur
implementation of the Dodd-Frank Act, we are updating, streamlining, or rescinding certain rules
to comply with the statute, We also are sponsoring a Community Bank Initiative during 2012 ©o
further our understanding of the challenges and opportunities for community banks and o review
our examination and rulemaking process 1o ensure any UNNCCEssary processes or requirements
are eliminated, This will include an evaluation of our own risk-management and compliance
supervision practices to determine 1f there are ways to make the process more efficient without
sacrificing supervisory standards. We have engaged in 2 dialog with community bankers by
holding a series of regional roundtables to solicit their input on these and other matters.

Further, we have taken steps 1o reduce complexity and increase transparency in nilemaking. In
response to mput from members of the FDIC's Advisory Committee on Community Banking on
ways {0 streamline the regulatory process, we conducted a review of the materials that banks file
with us and made changes {0 improve the process through greater use of technology and
autemation. Also, to make it easier for smaller institutions to undersiand the impact of new
regulatory changes or guidance, we are now including a statement in our Finanaial Institution
Letters {the communication that alerts banks to any regulatory changes or new guidance} as to
whether the change applies to institutions with assets less than $1 billion.

Finally, the FDIC will perform a comprehensive review of its regulations to identify any
outdated, unnecessary, or unduly burdensome regulations pursuant to the Economic Growth and
Regulatory Paperwork Reduction Act (EGRPRA). This well-established process reguires the
FDIC o conduct a complete review of our regulations at least onge cvery ten years. To prepare
for the upcoming EGRPRA review, the FDIC published for public comment, earlier this year, a
plan outlining this process.

Q4: His my understanding that the FDIC bas been working with JPMorgan’s primery
federal regulatars, the QCC and the Fed, as well as the institution itself, to investigate both
the circumstances that led to the losses and the institution’s engoeing efforis to manage the
risks at the firm. What have yvou discovered so far?

A4: Along with the Compiroller of the Currency and the Federal Ressrve Board, the FDIC
continues its svaluation of the CIO portfolio, its governance structure and the results of the work
performed as part of JPMorgan’s internal investigation. Further, the FDIC continues to work
with both OCC and Federal Reserve staff o review the models used in JPMorgan’s CIO unit for
the assessment of risk associated with that uniUs credit hybrid business. This review has focused
on an nssessment of JPMorgan’s value at risk {VaR) methodology and the identification of any
weaknesses in the firm’s processes and procedures for mode! governance, validation, and
controls.

The firm has identified major gaps in several areas within the CIO business line that contributed
to the losses ingurred. The primary areas of focus for the firm includs the CIO trading strategy,
VaR methodology and model governance, strength of risk management, and the CIO limit
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structure/escalation process. While the FDIC has been focused on a variety of issues and risk
areas, we cannot publicly disclose supervisory findings.

€5: Basel IIPs new capital requirements will make banks less profitable, and we have
discovered — thanks fo the law of unintended consequences — that any time government
tries to thwart profitable enterprises, profitable enterprises find pew ways to make money.
Does Basel 1H enconrage banks te make up lost profits by chasing riskier, more speculative
activities? By encouraging them fo raise the fees they charge individual consemers? Small
business? Large firms? Who oltimately pays the price for Basel 111 ~ the big banks, or the
American consumer?

AS: The new capital requirements reflect lessons learncd during the recent financial crisis and
improve and strengthen the overall quality and quantity of capital. This builds additional
capacity info the banking system to absorb losses in times of economic and financial stress.

We do not believe that Basel 11 would encourage banks to engage in excessive risk taking. The
core of the agencies” Notice of Proposed Rulemaking to implement Base! {1 is o increase the
overall minimuom requirements for the quality and quantity of bank capital. Over 90 percent of
banks alrcady meet the proposed standards even if they were put in place imunediately {the NPR
proposes a multi-year phase-in of the standards).

With respect to the costs of Basel 111, the Financial Stability Board and the Basel Commitiee on
Banking Supervision undertook studies of the potential economic impact of ansitioning to the
proposed new capital requirements. The studies concluded there would be considerable
econontiic benefits from stronger capital requirements. The reason for this conclusion is that
banking and financial crises have had significant negative effects on cconomic growth, By
reducing the frequency and severity of banking crises, the new capital standards should make
economic growth higher and more sustainable over time.

Q6: Can you explain how higher capital requirements would have guarded against some of
the spectacaiarly bad decisions that led to the financial crisis? Would higher capital
reguirements have mitfigated or biunted government housing geals, which put people in
hauses they couldn’t afford? Weuld higher capital requirements have prevented Lebman
from doubling down on a heusing market that was abeut to collapse? In other words, are
bigher capital requirements a cure for bad business decisions?

A6: Capital requirements, by themselves, are not a sufficient safeguard against speculative
behavior and poor decision making. Capital is, however, the shock absorber that allows banks to
absorb losses and continue 1o act as financial imtermediaries during periods of financial stress.
Adequate bank capital promotes a stronger and more resiliont financial system and protects the
FDIC Deposit Insurance Fund from loss, minimizing the likehbood that the banking industry’s
premivms will need to be raised and, ultimately, the federal full faith and credit guarantee of
insured deposits would need to be exercised.
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Response to questions from the Honorable Blaine Leatkemeyer
by Martin J. Gruenberg, Acting Chairman,
Federal Deposit Insurance Corporation

Q1: Are vou making any recommendations on investing in European government bonds?

Al The federal bank regulatory agencies do not make investment recommendations. However,
the agencies have issued investment permussibility regulations and guidance articulating the
expectation that appropriate due diligence should be performed on the suitability of individual
investments before purchase. Under the investment permissibility regulations, foreign sovercign
debt must meet certain requirements before a bank is permitted to invest, For example, the debt
instruments shonld be marketable obligations that are not predominantly speculative in nature,
Furthermore, as a result of statutory lending limits, banks are subiect to limitations on the
investment that they can make in the securities of any one foreign government, For example, a
National Bank must limit the investment in the securities of any one foreign government to no
more than 10 pereent of that National Bank’s capital and surplus, The laws of most states
condain similar limits.

Q2: Areyou classifving investments in European government bonds?

AZ: Overall, 1S, banks are not large buyers of European government bonds. Additionally,
Ewropean government bonds held for trading are marked-to-market daily and, as such, are not
classified. To the extent U.S. banks hold European govermment bonds for invesiment purposes,
classification decisions are made on a case-bry-case basis. If a particular European country
misses payments or defauits, the bonds would be classified based on our classification standards,
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Board of Governors of the Federal Reserve System
Office of the Comptrolier of the Currency
Federal Deposit Insurance Corporation

November 13, 2012

The Honorahle Richard C. Shelby
Uited Siates Senate
Washington, D.C. 20510

Dear Senator:

Thank you for vour letter to the federal banking agencies ("agencies”™) dated October 15,
2012, expressing support for strong capital requirements as necessary for the safety and
soundness of banking organizations, the need for the careful consideration of the costs and
benefits of regulatory capital requiremnents, and the importance of fransparency in the federal
rulemaking process. The agencies agree that robust capital requirements are vital to safety and
soundness and the resiliency of the financial system. The agencies are also aware of the
potential costs of such requirements, which may affect banking organizations’ lending and other
activities. Accordingly, the agencies sought public comment on the potential impact of the
proposals, and are now carefully considering all of the comments received.

In your letter, you refer to analyses undertaken with respect to the agencies” recently
issued notices of proposed rulemaking (the NPRs) 1o revise U.S. capital standards, You
specifically request that the agencies provide: (i) an analysis underlying the determination that
implementation of the NPRs would leave our banking system adequately capitalized; (i) a
guantitative analysis of how these proposed rules would affect the capitalization levels of T1.S.
banking organizations by size and asset class; and (iii) a cost-benefit analysis of the impact that
these proposed rules would have on the operation of the U S, banking system and the overall
economy. Each request 1s addressed below.

The analysis provided in response to each of your questions is a preliminary analysis
based on the capital proposals published for comment. The agencies bave invited the public to
comment on the proposals and will consider those comments and any information provided
during the comment period.

I. Analysis underlying the defermination that implementation of the NPRs would leave sur
banking system adeguately capitalized

Your letter first inquires whether Basel I is correctly calibrated for U.S. institutions and
requests analysis underlying the agencies™ belief that the implementation of the NPRs would
leave our banking system adequately capitalized.

The agencies believe that all banking organizations need a strong capital base to epable
them to withstand periods of economic adversity yet continue to fulfill their role as a source of
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eredit to the economy. The proposals in the three NFRs each address identified weaknesses in
the current ULS. reguiatory capital regime. Generally, the proposals can be characterized as
strengthening the definition of capital to allow banking organizations to better absorb losses and
increasing required levels of capital so that banking organizations can better withstand periods of
economic adversity. They would also change risk weights to better reflect risks inherent in
specific assets. Each NPR contains extensive discussion of the specific proposed changes and
why the agencies view these proposed changes as appropriate for .S, banking organizations.

Prior to developing the NPRs, the agencies participated in the infernational efforts
conducted by the Basel Committee on Banking Supervision (BCBS) to study the losses
experienced in past banking crises in various countries, The results of this study were made
publicly available in October, 2010, and are attached as Attachment A (BCRS analysis).’ As
mdicated in the BCBS analysis, there is no single correct approach for determining adequate
capital ratio levels; rather, the analysis provides a variety of different perspectives on banking
organizations’ loss experiences o belp inform what is ultimately a regulatory judgment
regarding appropriate levels of minimura capital ratios and other measures of capital adequacy.

As described in the BUBS analysis, a conceptual framework was established as the
startinng point for the calibration of the capital standards. Under this framework, a minimum
requirement for loss-absorbing capital is viewed as the amount of capital a banking organization
would need to hold so that investors, creditors, and counterparties would view it as a viable
going concern. Moreover, a buffer to be held in excess of minimum requirements is viewed as
an amount sufficient for a banking organization to withstand significant dewnturn events while
contimung to meet its minimum capital requirement.

The BCBS calibration analysis focused on information submiited by member countries
regarding losses relative to risk-weighted assets incurred over long historical periods in order to
identify an appropriate range for minimum capital requirements. The minimum ratio levels
by the analysis. The agencies believe that the ratios proposed in the NPRs are an appropriate
basis for ULS. minimum capital requirements based upon the losses experienced by U.S. banking
organizations, including both during and after the financial crisis.

L. Quantitative analysis of how these proposed rules would affect the capitalization levels
of U.S. banks by size and asset class

You further requested a quantitative analysis of how the proposed rules would affect the
capitalization levels of U.S. banking organizations by size and asset ¢lass. The agencies
considered the potential impact of the proposed requirements on banking organizations using
regulatory reporting data, supplemented by certain assumptions where data needed to calculate

' See “Calibrating regulatory minimum capital requirements and buffers: a top-down approach”™ {(Attachment A) and
avatlable at: hitpr/fwwswe bis.org/publbebs 180.pdf
? See BCBS analysis para. LA,
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the capital requirements was not reported (these analyses, related assumptions, and descriptions
of methodologies used for the analyses are included as Attachment B). While the agencies
conducted analyses that incorporated a range of assumptions, the general conclusion of each
agency was that the vast majority of banking organizations, including community banks, already
would meet the proposed minimuam requirements on a fully phased-in basis and would also have
capital sufficient to exceed the proposed capital buffer threshold for restrictions on capital
distributions and certain discretionary payments to executive officers,

The agencies recognize that the attached tables are estimates and that banking
organizations may have additional data to assess the impact of specific aspects of these
proposals. The agencies developed a capital estimation tool, available on each of our websites,
to help banking organizations gain a better sense of the possible capital impact of these
proposals. The agencies anticipate that the review of the comments submitted will likely shed
additional light on the capital implications of a number of specific provisions of the NPRs.

1L Cest-benefit analysis of the impact these proposed rules would have on the operation
of the U.S. banking system and the overall economy

You requested a cost-benehit analysis of the impact that the proposals would have on the
ULS. bapking system and the overall economy. As with all rulemakings, the agencies conducted
those cost and burden analyses required by the Regulatory Flexibility Act, the Paperwork
Reduction Act, and the Unfunded Mandates Reform Act of 1995, among others, all of which are
further detailed in the NPRs. The relevant excerpis from the NPRs are attached as Attachment
C. The agencies bave invited public comment on these analyses and will revise them in lght of
the comments received. The Unfunded Mandates analyses conducted by the Office of the
Comptroller of the Currency are also aftached as Attachment D,

The agencies also paﬂicipaz’ed n the develapmem af a mmbcr z}f siuéies 10 assess ihf:
Macroeconomic Assessmem Gmup (%AG} as well as is Quamxiame Em;&ac{
Study, the results of which were made publicly available by the BCBS upon their completion.’
BCBS analysis bas suggested that stronger capital reqwr@mem‘s could help reduce the likelihood
of banking crises while yielding positive net economic benefits, Moteover, the MAG analysis
found that the requirements would only have a modest negative impact on the gross domestic
product of member countries, and that any such negative impact conld be significantly mitigated
by phasing in the proposed requirements over time.”

! Spe “Assessing the macroeconomic impact of the transition to stronger capital and lignidity requivernenis” {MAG
Analysis}, Attachment E, also available an: hitp//www . bis.org/pubVothpi 2.pdf; see also “Results of the
compz’ehezxswa quantitative impast study,” Attachment F, also available at: hitp://www bis.org/publibobs 186 pdf.

* Sec “An assessment of the ] ong-term economic bnpact of stronger capital and Hquidity requirements,” Executive
Sammaw pg.i, Attachment G.

* Sec MAG Analysis, Conclusions and open issues, pg. 5-1
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The agencies also sought public comment on the proposed requirements in the NPRs to
better understand their potential costs and benefits. The agencies asked several specific
guestions in the NPRs about potential costs related to the proposals, and are considering all
comments carefully. During the comment peried, the agencies also participated in various
outreach efforts, such as engaging community banking organizations and trade associations,
among others, to better understand industry participants’ concerns about the NPRs and to gather
information on their potential effects. These efforts have provided valuable additional
information o assist the agencies as we determine how to proceed with the proposed
rulemakings,

The agencies believe that an appropriately structured, robust and comprehensive
regulatory capital framework will be essential to increasing the resiliency of U.S. banking
crganizations and the financial systetm. As the agencies work toward this goal, we will carefully
consider all the comments received on the proposed changes to the U.S. regulatory framework,

We hope this information is helpful to you. Please let us know if we may be of further
assistance,

Sincerely,
(b)(p)
Ber/S. Berfianke Mattin I. Gruenberg/ | (?}(ﬁ}
Chairman Acting Chairman
Board of Governors of the Federal Deposit Insurance Corporation

Federal Reserve System

m? ........

Officg ol ine Comptrolier of the Currency

Enclosures
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Calibrating regulatory minimum capital requirements
and capital buffers: a top-down approach

L Overview and executive summary

As part of its work to strengthen global capital requirements, the Basst Cormmiltee on
Banking Supervision established 8 working graup 10 sonduct & “lop-down” assessment of the
overafl level of capital reguirements that should be held within the banking system. The
working group was tasked with undertaking empirical analysis to inform the calibration of the
common equity and Tier 1 risk-based ratios and the Tier 1 leverage ratin, as well as the
regulatory buffers above the common equity and Tier 1 risiebased ratios. This anslysis
represerfed one of the inpuls o the Commitiee’s calibralion of the new capital framework,
and complsments the cost-benefit analysis conducted by the Long-Term Economic impact
{LED group and the detalled "battom up® Quarntitative Impadt Study {CIS] of the effacts of the
proposed regulatory reforns on individual banks,

This note summarises the findings of the top-down calibration work. In particular, # provides
a conceptual framework for the calibration work, describes the various ampirical exercises
that were performed, and summarises the resuits.

¥ iz important io highlight that there is not a single correct approach o deferming the
calibration, nor is there a single model that can be used to provide the “right” answer. The
approach adopied in this paper, therefore, is to generate information from a range of sources
and from a varely of parspectives. In the face of uncertainly, the combination of many
astimates will produce belter ouloomes than reliance on a single estimate or approach. Also,
as explained in the paper, 8 number of caveats need to be carsfully kept in mind when
interprating the results, primarily relating fo the use of historical data generated under a
regulatory regime different from that which will prevall in the future.

LA. Conceptual framework

An appropriate starting point for calibration is 1o first establish a conceptual framework
oullining the role of minimum capilal and buffer requirements, along with strategies and
methods for putting these concepis into practica. The following high-level concepts are
adopted in this paper: the regulatory minimum requirement is the amount of capital needed
for & bank o be regarded as a viable going concarn by creditors and counterparties, whils a
buffer can be seen as an amount sufficient for the bank to withstand a significant downun
period and stifl remain above minimum regulatory levels.” An overview of the strategies and
empirical work undertaken fo inform the high-level concepls is provided in the remainder of
this section. Further details are conigined in the third seclion of the paper, which also
presents the results,

The definition of the bulfer draws divectly from the December 2008 Consuitative Document, which stated that
the capital conservation buffer “__should be capable of baing drawn down through losses snd large encugh @
anable banks v maintaln capite] levels above the minimum requirement troughout & significant sactor-wite
downiun,” {(Basel Commitiee on Banking Supervision, "Strergthening the Resfience of the Banking Seclor”,
December 2008)

Dabbrating regulatory minimum tapital requirsments and capital buffers: & top-ttwn approach i
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i.B. Reguiatory mininaum requiraments

It is not possible to directly observe the minimum amount of capilal nesded for a bank to be
viewed as viable and solvent by investors and creditors, including shortterm funding
providers, Prasumably, market participants make some assessment of the likelihood and
size of shocks that they expect a bank © be able to withstand, and transact only with those
banks that they believe have a high probability of remaining solvent in the fulure, consistent
with thelr risk folerance. Unforlunately, we cannot observe thess marke! assessments
directly, Further, the assessments will vary across insiitutions and over time given
gifferences in busingss models and as macroecanomic and banking industry environments
change. An additional complication is that the level of capital demanded by market
participants may be influenced by historical regulatory requiremants and the percelvad costs
of falling below those ratios. This introduces @ certain circularity info the relationship betwesen
historical ratios, regulatory ratios and assessments of potential losses,

In the face of these faclors, one operational approach is to examine the distribution of
historical earnings in the banking industry undsr the assumption that 2 high percentile net
loss reafisation for a fypical bank is a good approximation of the market's ax anfe,
unconditonal view of going-concern capital sufficlency. This seems an  appropriste
benchmark for a risk-based reguiatory capital standard that applies across alf banks for ali
points in Hme. In this regard, it is imporiant to note thal risk-weighted assets are intended tv
capture differences in risk across institutions, ¢ that the task in calibrating a minimum
reguiatory requirement is fo find a minimurm amount of capital relative to each firm's risk that
seems consistent with a bank being viewed as a viable going concern.

To put this approach into practice, analysis of the *Refurn on Risk-Weighted Assels”
{RORWA) was undertaken, using data on net income for a large set of banking companies In
seven member countries over relatively long time p&riads.z Each counby looked at the ratio
of net income to risk-weighted assets (RWA) for each bank in every period thal company
was in the sample, and then examined the lefi-hand {negative net income) “ail” of the
distribution, High percentiies of this distribution might be a reasonable proxy value for the
degree of "shock” that market participants would expect banks to be able {0 withstand.

The RORWA analysis focused on the volalilily of reglised net income as a measure of
potential foss and capital needs for a bank. Since negative net income feads direclly fo
common equity via declines in retained samings, it has comparable effects on both Tier 1
and the common eguity component of Tier 1 {holding other deductions constani). One
guestion, therefore, is whether the analysis of net income is most directly appilicable fo
calibration of the Tier 1 capital or commaon squity-risk based ratio.

There are reasonable argumenis on both sides. One argument is that josses vig negative net
income feed diractly info common equity, and thus the RORWA analysis is most relevant for
calibration of the regulatory minimum level of the common equily risk-based ratio. An
siternative view is that other Tier 1 capital components are also loss-ahsorbing and can
protect credifors, and thus the RORWA work is best applied 10 the Ter 1 ralio. To some
extent, the balance of the argument dspends on the exent to which the non-common
elements of Tier 1 capital are viewed as contribuling 1o a banking company's viability, The
experence of the recent crisis suggests that in many cases market participants viewed the

? This approach is derived from Andrew Kurftzkes and Til Schuamann, "What We Know, Dort Know and San't

Know about Bank Rislc A View from the Trenches.” In The Known, the Unliown and ihe Unknowabis In
Fingnuial Risk Menagemerd, ed. F.X Utiebold, N. Doherty, and R.J. Heming. Princelon Univarsily Press.
March 2008}

2 Calrating regulatony minimigrn Gagital requirerments and capind buffers: 8 top-due approach
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non-common components of Tier 1 as less useful as a loss absorber or less relevant as a
detarminant of viabilily in periods of acule stress. This implies that a reasonable baseline for
the RORWA anmalysis around potential stressed losses would be the amount of common
equity needed for the minimuwn regulatory requirement, aind this is the approach foliowed in
this analysis.’

LC. Capital buffers

To help dstermine the size of a buffer large enough for & bank fo withstand a significant
gowniurn period and remain above regulatory minimum capital levels, analysis of actual
historical experience and the resulis of recant slress tests, both singly and in combination,
was undertaken, Both realised loss experience during the current and past crisss and
projections of lusses (negative net income or impact on Tier 1 capital or common equily)
made during the recent crisis are relevant melrics for assessing the possible impact of
savere stress and thus for sizing the capital buffer,

. Current and Historical Crisis Losses ~ this examines curulaiive losses (negative net
income, s a proxy for the impact on Tier 1 capial and the common eguily
component of Tier 1 capital} thal banking companies sustained during the regent
global financial orisis and pesk losses during past financial orises in individual
jurisdictions or regions.

. Shess fests — the projected decreasss in capital from stress tesis conducled by
gight member countries during the recent financial orisis are examined. In addition,
resuits for individusl banking companies for one couniry are alsc examined, 1o
provide a sense of the dispersion underlying agaregate or average countiywide
aumbers. An important challenge in interpreting the resuits of this work is o address
the lack of comparability in the stress tesls conducted by different countries.

. The RORWA analysis was also used to help calibrate the supervisory buffer, as that
analysis provides information about large, negative shocks to income and capitat,

These exercises reveal considerable diversity across banks in the size of current and past
crisis-refated losses. In thinking about calibration, one important guestion is how o inlerpret
this diversily of expenence. Should the buffer be set relative to the average or typical
experience soross banks {(Hhat is, as the weighted average of median) or should the buffer be
sef as a higher percentile of the cross-sectional experience (for instance, the 75" percentile
outcome, the 8% percentile cutcome, or the maximum}? In generzl, all available information
is considered, so that calibration of the buffers could be determined in light of the full range of
gxperience across banks and countries, acknowledging that the analysis does not identify
the sources of historical losses that may differentiote between business models and the
sourca and incidence of the next banking crisis cannat be known.

*  As an additiona! benchmark, s range of regulatory and other capital ratios from the period immediately before

ard in the early phases of the fnancigl ¢risis were examined. The dea was 1o see f there was a “oriticst
vajug” of sach ratio such that banks that sventually became severely siressad during the orisie tended & have
capital ratios below this lsvel, while less stressed banks tended fo have ralios above § The analysis, which is
desoribed in greater detall in the discussion of the lsverage rafio, was used &3 a supplemend & e analysis
based on historical earnings, primarily as a means of benshmarking the resulls of the RORWA anziysis
against resent Mstorical experience. This type of analysis, almost by definibion, will imply criical values greater
than tha regulatory minimum stipulated In the pre-crisis regulation given that the minimum s typically the point
of resohution and funding markels sre Hkely oo close to an ingtiulion before § eachss this point In addition,
the resufts are highly sensitive 1o the oitical valuse Bl uaed. This may reduce the refiebility of using Hese
critical values as a guide io the oplimal level of the minimun capital recuirement.

Cabbrabing rogudainey minmiam capital maiirements snd capitsl buffers: & top-dows appreach 3



Page 171

ATTACHMENT A

L. Leverage ratic

The calibration of a backstop Tier 1 leverage ratio is not addressed in the same way as the
risk-based ratios. The longer testing and transition period assodiated with the leverags ratio
as compared to the new risk-based ratio standards is infended to provide a pericd o
examine the performance and calibration of the leverage ratio in “paraliel run” mode. That
said, information was collected on historcal trends in leverage in the banking systems of ten
member countries. This data includes information on trends in fraditional leverage - capital
relative o balance sheot! asseis - as wall as information on ends in different elements of
Tier 1 capital, in risk-weighted to total assets and in the impact of off-balance sheet positions
on overall leverage. As noled, these measurss provide a sense of recent historical trends
that is useful background for calibration, but do not lead directly to suggesied regulatory
requirements.,

An analysis was alsc undertaken of the differences in leverage ratios Detween banks that
eventually became severely stressed during the crisis and less stressed banks. The pre-
crisis and early crisis jeverage ratios were defined as Tier 1 capital to total assets, common
equity o total assets, common equity minus Tier 1 deductions to total assels, or tangible
common sguity to tangible agsets, This analysis provides a very general sense of the levels
of these ratios that discriminated between severely stressed and other banks prior to the
crisis, and thus provides valuable context to the possible calibration of 2 new leverage ratio,

LE. Risk-weighted assets

Miuch of the calibration work described above uses historical levels of risk-weighted assets
as the denominator - that is, most of the analysis scales resulis by risk-weighted assets, bul
by necessity, the risk-weighted assets use historical values, either on a Basel | or Bassl §i
basis. Of course, the Base!l Committes reforms will result in significant changes o the level of
risk-weighted assets that would apply to a given activity or set of posilions.

LF. Caveals

As noted, there are some significant caveats that must be considered in weighing the results
of the work presented in this report. Much of the work relies on analysis of historical datg,
either from the recent crisis or from past crises. The benefit of using such data is that they
raflect actual reaiised outcomes for large banks across muitiple jurjsdictions, thus grounding
tha work in real history and events, The shoricoming of using cross country historical data is
that they are not perfectly consistent across jurisdictions. it is not possible, for example, to
isolate the impact of Base! il versus Basel | in the computations, or differences in the
gefiniion of capital. Moreover, the historical data reflect outcomes under different regulatory
capital regimes than will prevail under the revised Basel standards. This means that the data
reflect regulatory restrictions, a range of banking sector and macroeconomic environments,
and bank behaviour that will almost certainly differ from those prevailing in the future, The
iosses that banks would have experienced had the new, more risk-sensitive Basel capital
and liquidity requirements been in place might have been smaller than the losses actually
sustainad. In addiion, improvemenis in the quality of the capilal base should make banks
more resient 1o shooks in the future.

Conversely, data from the recent and previous financial crises are ailso affected by official
sector actions — capital injections, Equidity facilities, Habllily guarantess « thal may have
significantly altered realised losses and revenues, probably improving them relative o what
they would have besn in the absence of official infervention. In addition, the analysis
gonductad in this report is subject 1o survivorship bias. as lossss from banks that failled are
nat always fully captured in the analyses, This biases down the estimates. Further, some

4 Galibrating reguiatory minimum caciial requremenis and sapital iliers. @ op-down apwoach
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numbers exclude mark-to-market variation of “available for sale” assets that is not included in
accounting income {(but which is deducted directly from capital). More generally, most of the
analysis focuses on kesses inturred by banks and does not reflect how much addilional
capital would have been nseded o maintain a reasonable level of lending during the ¢risis fo
help avert adverse “credit crunch” effects. in gauging the resulls, these caveals need o be
kept firmly in mind.

LG, Summary of calibration findings

The table below provides a high-leval summary of the calibration results for the regulatory
minimum capital requirement for the common aquity-based ratic and for the buffer gbove that
ratio, and some indicative findings for the leverage ratio. These are all based on historical
definifions of risk-weighted assels {in the case of the minimum requirement and the buffen)
and of Tier 1 capitat and Tier 1 deductions {in the case of the leverage ralic findings). The
fable feporis the mean and median resulls soross countries of the varivus empirical
exercises, as well as minimum and maximum values, o provide a sense of the range of
resuils. In many cases, the countty-level resylts are themselves averages of individual bank
data, so there is further diversity of findings not captured in the table This diversity ¢f
experience seems particularly important to recall when considering average results for
calibration purpuses, which is geared towards identifving the tails of ioss distributions, More
detailed explanalions and discussion of the findings, importantly including discussion of
caveals of the analysis, are contained in the remainder of this paper.

in determining the level of the new prudential requirements, judgements need b be made
about the appropriate benchmarks for the severily of crises and the performancs of individual
banks during different crises. Al one sxirems, there are the larges! ogses experienced by
banks during the most severe crises, while al ancther extreme one oould consider average
bank losses experienced during more frequent but fess severe crises. This report does not in
and of itself provide an answer as to the right choice, and shouid be read as informing, and
not prejudging, such udgemeants.
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High-level summary table:
Range of calibration resulis
- Arithmetic . Countries
Minimum Max. Mean Hedian 2

Calibration of the minimum

RORWA (large bank resuils}

99" percentiis® +0.86% | -BB6% 3% 4% 7
98" percentile, excluding gains® 0.18% | -866% 4% 5% &
Maximum® H0.88% | -41.5% -10% 5% &
Maximum, excluding outliers and gaing® | -2.71% -5.85% 5% 5% 5
{alibration of the reguiaiory bullers

Historical losses”

Peak losses F RWA 0.00% “28.2% 3% -1.0% 7*
Peak logses / RWA — systemic orises 0.00% | -29.2% 7% -3.7% 4°
Losses during the recent crisis®

Pre-tax net inocome F RWA -3.60% -28.7% 5% ~3% 14
Strass tests”

Tier 1 capital / RWA -1.2% 4 0% -3% 3% &"
Calibration of the leverage ratip

Criticaf values® Range

Tier 1 Capital / Assels 3.0% - 8.6% 35
Cammon Eguily / Assets 3.0%-4.0% 4g
Tangible Common Equity / Tangible Assets 2.5% - 4.0% 19
Common Faully mings Tier 1 Deductions / Assels 2.5%-4.5% 18

8. The 99" percentie of magimum is first determined within sach country, The dafa presented in sach row
summatises the date across countses, Because of insufficient dala, percentiies higher than the 5" percentie
cannat he identified in soma countries’ samples, While 997 percentile values are reporied in this table, righer
percenties may be more reasonable measures for calibration purposes.

b, This refers to the number of crisis episodes. The averages and ranges reporied are based on individugl bank
Bgures.

¢, indbdduat bank stress kest resulls in 8 number of countries are significantly miore severe than -4.0%.

4. Resuis for banks experiencing losses during the strass period. For the historical loss resulls, hese are peak
insses: Tor the recent orisis these ara cumulative iosses; fur he shress tests, hoze ate average Josses for
hanks subject to the stress lest and do not include losses already incurred priot io the Siress test period.

a. Levels of the ratic at which at lsast 50% of banks that becarne severely siressed during the financial orisis end
83% of banks that did not bacome severely siressed.

1. Detailed discussion of the findings

HA. Regulatory minimum requirements

Seven member countries calpuiated “return on risk-weighted assets” (RORWA) for banks in
their jurisdictions over relatively long hislorical periods. For each bank in sach fime period,
RORWA i3 calculated as the ratio of net income 1o risk-waighted assets. The distribution of
this ratic across all observations in each country's dalg set, or for subsets of shaervations, is
caiculated.

8 Calfterating recaiatory minimen capital requiremenis 20d capital Dulfens: § opdown appioach
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The analysis focused on the left-hand {(negative net income) “tail” of the distribution. This part
of the distribution containsg the largest losses relative to RWA, and thus is most relevant for
capital calibration purposes — conceptually this is quite similar to a “Valug-at-risk” measure,
High percentiies of the income distnibution might bs a reasonably proxy value for the degree
of "shock”™ that market participants would expect banks o be able to withstand. Of course,
there are important differences across countriss in the risk profiles of the banking sector that
will affect the results produced for each country.

There are significant caveals in making comparisons in the results from different countries.
To begin, some countries calculated RORWA for both pre-tax and after-dax net incoms, while
other countries reported on just one basis or the other. Further, while most countries
calculated RORWA on a one-year basis {that is. using annual nst income), at least one
country used semi-annual data. Finally, there are differences across countries as to whether
risk-weighted assets were computed on a Basel t or Basel U basis. Some countries’ data
reflects a mix of both, as banks fransitioned from Basel | to Base! l over the historical pericd
examined, at least one is enfirely on a Basel | basis, and ancther presented data oa both
bases.

There are also important differences in sample size and in the length of the historical horizon
used in the analysis. The historical sample period varisd from § 1o 28 vears {that is, the
longest was from 1981 to 2008, while the shorlest was from 2005 to 2008}, Similarly, the
number of banks included in the sample also varisd, from as few as 4 fo as many ag 300 1o
400, However, some countries whose data covered larger numbers of banks giso broke outa
“arge hank” subsampie, and thaese are somewhal mors comparable across countries.
Focusing on just the large bank subsample for those countries that proviged them, in
combination with the full samples for those countries whose data covered fewsr banks, the
number of banks included in the analysis rangss from 4 10 20

Overall, these differences meant that the sample sizes varied significantly across countries,
as did the number of business cycles included in the data. The samples generally contained
betwesen 200 and 600 observations, which means the very high fails of the distribution could
not tndy be identified because there were not encugh observations to populate this finre 2
decomposition of the distribution. (For example, the 99.9% percentile of the distribution
cannol be identified if there are fewer than 1000 observations in the sample.} In most cases,
the countries reported thess high perceniiles by repesting the largest {most negative)
observation in the sample.

The main resulis are illustrated in Figures 1 and 2. The figures report results for farge bank
samples, for countries that provided this decomposition, and for full sarnples for coundries
that did not, In general, the negative "tails” of the net ingome-1o-RWA distribution are smaller
for larger banks than for smaller ones, These smaller tall events couid reflect differences in
diversification and husiness focus, as well as the impact of official intervention when large
banks are in distress. To avoid extreme outliers in the data owing o small bank size, the
working group focused on the resulls for large banks, where those were providsd.

Turning 1o the rest of the resulls, one question is which percentile of the disbibution fo
consider; there is certainly no single theoretically “comect” angwer At one end of the
spectrum, we can consider the 88" percentile, as nearly all the sampiles are large enough fo
identify this percentile. The 98" percentile figures for large banks range between 0.89% and
-8.66% (see Figure 1}. The mean value across all the large bank samples is approximately
-3.20% and the median is aboul 4.0%. Excluding the observations reflecting positive net
income in the talls, the mean value is about -4.0% and the median is about 4.8%.

dt

Calforating reguistory rinimum capiisf reguirements and capifal buffers: = top-down approagh



Page 175

ATTACHMENT A

Fgare 1

;
Return on Risk-Weighted Assets
g ShPeroentiie Residts
| zm - e
o B mm
£ z 3
;
i
L 20
{
4 5HF
: 6@ T P U - - - . S
Shrsars the 90k peroantiteof the distnbution of nel inoore fodgcweighted sts
Bemerf on datagubmitied by seven member ourirdss. Sorme wurtnessubimitied more
st opasanpde, atiogdiffarent definitionsef net Inoome {predan g sftardad or
: ditferent definRinnsof nkweightod masts,
= J—
:
H
‘ LA o o 8 0 0
Boure 2
Return on Risk-Weighted Assets
Maximumirmost negative) Values
805
00 Lo N mans
1 2
B4 -
Anan
s t:5d
anan e Sarsee e mesdrmLm [res pegat kel viluesof e dislsiburion of net
iR ak-weiohi el nsestshated on Rl asbrrettod by oven mBer
rounines. Bxmeaurinasibmitied Morsthan one sarmpls, Litineg
R defiriions of de-waigh od asete
SR -
. s e 5 0 0
ARG Ao e - —

While the 99" percentile results provide some consistency across the different country
resufts, It is not an exceptionally high percentile to consider — much capital work considers
percentiles of 9.9 and above, However, due io small sample sizes, thess percentiles are not
well identified in the data. The maximum value ranges between (.88% and -41.47% (see
Figurae 23 For the full set of resuits, the median value is about -5.1% and the mean is -10.4%.
Excluding the observations reflecting positive net income in the tails and two very large
nagative "outlier” observations, the mean is -4.8% and the median is -5.1%.

3 Catibmding regulatory minimaas cypital reqidramants snd capital bulfers. 2 top-down approash
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One point 1o consider is the length of the net income horizon sxamined in this analysis. In
particuiar, the anaslysis examings net income over one year. The foous on a ane year horizon
is in part for practical reasons — annual data are in many tases more readily accessible than
data over other horizons — and because one vear is a somewhat standard horizon in capiial
analysis. However, there may be a downward bias in the figures by focusing on a calendar
year since these caplure negative net income “spelis” only within a year. In addifion, much
recent supsrvisory work — for instance, the stress fests conducted in many jurisdictions in
2008 and 2010 - focused on longer horizons. Finally, we do not know with any certainly that
market parlicipants focus on solvency at a one-vear horizan, For all these reasons,
considering other, longer horizons may provide valuabie insighis,

To ihis end, to examine longer horizons, quanterdy RORWA data is available from one
couniry, The analysis examined “rolling” horizons of 4, 6 and B quarters — that is, cumulative
net income over 4, 6 and 8 quarters, where the observations roll forward one guarter sach
fime. This approach capiured “loss spells” that did not fit within a single calendar year,
caplures banking companies up unill the last quarier before they fa#t and allows for an
examination of fonger horizons without losing a significant number of obsarvations {though
the observalions are now no longer independent}, The resuilts suggest that as the length of
the roliing window increases, the values also tend o increase. in the range of 20% to 38% for
the S-gquarter honzon as compared 1o the 4-quarter horizon, Thus, the overall resuits suggest
that the length of the horizon maliers Yor the size of the estimatles, and this is g result that
should be considered in the inferpretation of these results for calibration purposes.

iLB. Buffers

Several empirical approaches have also been used o inform calibration of a buffer above the
regulatory minimum, Recalling that the purpose of a buffer is to provide capital sufficient for a
hanking company lo withstand downturn evenis and stil remain above its regulatory
minimum cagpital reguiremertt, the analysis focuses on different ways of measuring the size of
downiurn events — particularly systemic stressful evenis — that a banking company might
gxperience. In parlicular, osses experienced by banks during the recent global financial
crisis and in past banking crises experienced by several countries are examined. The resulis
of stress tests performed in 2009 by eight countries were also collected, as these represent
astimates of the polential impact of & stress event - an sconomic downtum — on the capital
positions of the banks participating in the shress tests. Finally, the RORWA work discussed
above is also useiul for considering the size of the buffer, as it identifies exiremely negative
nel income outcomes actually experienced by banks in the seven couniries that performed
this analysis.

None of these analyses is ideal in the sense that they each have shortcomings, primarily o
do with the use of historical data and lack of consistency across countries. Some of the key
issues are that there was a range of experiente aCross countries in the severily of the recent
crisis, so the stress Tell by some banking sysiems was more severe than others, which were
refatively less affected; official intervention in some coundries may have reduced the full
extent of losses that might have been experienced in the absence of thse intervention;
differences in methodologies and the severily of the underlying economic scenario make i
difficult to perform direct comparisons across siress test resulls from different jurisdictions;
and differences in data availabilily and accounting treatments across countries reducs the
direct comparabilily of the dafa, both for the recent and historicat crises. In addition, the
analyses are subject to survivorship bias, as only banks that survived crises are included in
the sampie. This biases down the estimates.

Calibrating requiatory mirimum tapitsl regaire ments and capital buffers: ainp.down approach 3
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#.8.1 Losses during the recent crisis

‘This section provides an analysis of losses by large internationally active banks during the
recent financiat crisis. The analysis is based on data collected for 73 banks in 14 counbries.
For each bank, cumulalive net income over the financial crisis pericd ffrom Q3 2007 6 Q4
2008} is caloulated as a share of year-end 2008 risk-weighted assets. Net income is 8 proxy
for the impact of the Enancial crisis on the banks’ Tier 1 capital and Tier 1 common equily in
the absence of any actions by management to increase of adjust capital, such as new
issuance, MHowever, it excludes any impact on banks' capifal that is not directly reported in
the income statement (eg mark-to-market variations of “available for sale” assets, which are
deducted directly from capital). The analysis ¢covers both pre-tax and aftertax net income, ag
well as @ measure of pretax net income adjusted for non-recurring revenues {though #
turned out that this adjusiment had little effect on the resulis}.

Figures 3 and 4 present the distribution of cumulative pre-tax and after-tax net incoms from
Q3 2007 o Q4 2008 for the banks in the sample. The first result to note is that more than
twonthirds of the basks had positive cumuilative net income over the 10 guarisrs of the
financial crisis (Q3 2007 v Q4 2008) Fifly-three of the 73 banks {73%) had positive net
income befors taxes and distributions, and 44 of 70 {83%) had positive cumulative net
income after taxes and disiributions. This finding may reflect differences across jurisdictions
in the sevarity of the losses expernenced during the crisis — some banks may not have
gxperienced cumulative negative net income because the financial crisis was not overly
savera in their primary arsas of operation, or their busingss models positioned them to have
more diversified earnings streams with fewer fat tail risks. it may also reflect that the loss {net
income) measures are cumulative over 10 quarlers, and thus the “peak” losses experienced
may be masked by some profitable quarters.

Since we are interesied in understanding the size of polential losses during a orisis or very
stressful period, the focus of this analysis is on the negative {al of e net income
distribution, that is, on the banks with negalive cumulative net income. As the figuras
iustrate, there were about 20 such institulions. Mean losses (negative net income) equalled
-4 86% of RWA for pre-lax, pre«distribution net income and -3.31% of RWA for afteriax,
after-distribution net income across these institutions. The median figures are smaller, at
2.51% and -1.85% of RWA, reflecting the impact of one particularly large cutlier.® Overall,
insses range between -080% and -25.65% of RWA for pre-tax net income and between
-3.03% and «25.75% of RWA for aftertax net income.

*  The mean vaiues axcluding the outlier sbservation are -3.44% for pre-tax net intoms and <2.41% for afiertax

nat income.
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Figure 3

 Distribution 0
C D Cumulative fro

As rioted above, these cumuiative loss figures may understate “peak” losses if they include
profitable quarters either before or after the worst period of the financial crisis. “Peak” losses
refer 1o losses over whatever sub-period of the financial crisis produced the largest

Calibealing vepulsiory miniesim caplisl requisments and capital buffers: @ tp-down approach 11
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sumulative negative net income figure — this is a relevant concept for calibration of the
supervisory buffer because i represents the largest stress that the banks in qusstion
sxperienced, and would therefore have required capital to absorb such losses.

To expiore this idea, net income data over shorter horizons for §3 banks in ten counlries is
also examined. Table 1 shows the average and median values of “peak” and cumulative
iosses relative fo RWA for banks in the ten-country sub-sample that experienced negative
cumudative net income over the entire 10-quarter period. For comparison, the table also
reports the average and median valuss of cumulative losses for the entive sample.

Average and median peak losses are markedily larger than cumuiative losses over the enfire
10-guarter period for these banks. Average “peak’ losses on a pre-fax hasis squal -5.40% of
RWA, as compared 0 ~4.38% over the entire period, and median “peak” pre-fax losses are
nearly double median losses gver the entire period {-3.22% of RWA, as compared to -1,87%
for the entire perod). The differences on an affer-tax, gfterdiskristion basis are smaller, but
stilt distingt, In total, 13 of the 17 banks with cumulative negative pre-ax net income and 17
of the 23 banks with negalive cumulative after-lax nel income had “peak” losses that
exceeded their cumulative losses over the full 10-quarter perind. Thase findings suggest that
data based on cumulative figurés may understate realised “peak” losses for these banks, if
we take resulls from the ten-counby sample as indicative, the differences in the ratio of
negative net income to RWA are on the order of 50 to 150 basis poinis.

Table 1

Difference between cumulative and “peak” loss rates
for banks experiencing negative cumulative net income Q3 2007 - Q4 2008

Net income before taxes and Net income affer taxes and distributions
distributions
“Paak” _ “Peak”
i | Wi || | W | B | e |
Ten-country sample
Average -4 36% -436% | -540% | -3.22% | -3.08% 273% | -389% | -2.30%
Sedian -1.87% SEA0% | -322% 1 -2.02% 0 -1.52% -1.75% | -231% | -0.93%
Whole sample {14 countries)
Average -4, 56% n/a nia nia 331% n/a wa nia
Median «2.51% néa nia na -1.85% 7] wa nig

Figures are the average and median values of the ratio of nel income to risk-weighted assets for those banks
with cumuylative negative net income from Q3 2007 to G4 2008 The ten-country sampie is for 33 banks. OF
ihese, 17 had cumulative nagative net income belore faxes and distributions and 23 had cumulative negative
net income afler taxes and disinbulions. "Feak’ valuss egqual the largesi value of cumdative nagative nat
income ovér any period between Q3 2607 and G4 2000, Figures in the columns lebslled ' “Peak” for s Banks
are the average and mettian values of "peak” losses for across all barks with negative net ncome Yor sowe
perind during G2 2007 to Q4 2008, whether or not cumulative net income wes negative over this peripd. In
total, 32 banks had negalive pre-tax net income for some period during O3 2007 to G4 2009 and 42 banks had
negative net income after taxes and distnibutions for sorme period during this time,

The figuras in the first set of columns in Table 1 are for banks with cumulative negative net
income over the entire Q3 2007 to Q4 2009 period. The final column {abelled * "Paak” for all
Banks) reports data for all banks in the sample thal experienced negative net income at
some period during this ime. Qverall, 15 banks with positive pre-tax cumulative net income
arndd 18 banks with positive cumuistive after tax net income had periods of negative net
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ncome during the 10-gquarter period, for a total of 32 and 42 banks that experienced negative
pre-tax or after-fax net income, respectively, for some period during the financial cnisis. The
mean and median values for this sample are smaller than those for the sample of banks that
had cumulative negative net ncome over the full 10-quarter period. The additional banks
tended to have short and naneraly mild periods of negative net income gs comparad {o the
sampie of banks that experianced cumuiative negative net income over the 10 quarters,

8.2 lLosses during past financial crises

As a complement 1o the work on losses experienced during the recent gicbal financisl crisis,
losses during past financial crises in individual countries were also sxamined. Seven past
¢rises were analysed: the Japanese crisis (2000-2602), the Korean FX {1887-1668) and
credit card crises (2003}, the Swedish crisis (1980-83}, the Norwegian crisis {1888-93)°, the
Finnish crisis (1880-83), and the US commercial and real estate orisis in the 1980s and early
1850s. For comparison, data of the peak losses incurred by banks in some countries during
the recent crisis are aiso included in the analysis.

The approach used in analyzing historicad crisis data was o calculate “peak” crisis losses
using & fexible horizon; this stands in contrast fo the work on the current orisis, which as
gescribed ahove, pimarily used a fixed, 10-quarter horizon. For the historical work, the start
of the ¢risis is defined as the first year when each bank incurred a {(netll loss and the end of
the crigis as the last year when sach bank incurred a lass. The foss variable chosern in this
analysis i3 net income after taxes but before dishributions. For sach bank in the samplz, the
ratio of cumulative losses fo risk-weighted assets {measured in the year before the crisis) is
calculated. This provides an estimate of the losses Incurred by the bank during the orisis,

The eslimates, as shown in Figure §, suggest that there is quite some variation among
crises, partly due o differences in the data used and the differing systemic nature of the
crises. However, looking at the more sysiemic crises (le Koraa FX, recent orisis and the
Nordics), the typical losses incurred by banks were about 4-5% of RWAs, This compares
with typical losses of 1-3% in the less systemic crises {fe Korea credit card and the US,
where the results also include banks that did not incur losses during the ¢risis and therefore
may not accuraiely represent the "negative tail” with regards to calibrating the size of the
buffer; and the Japanese ¢risis (o the extent that the estimate for this only captures the
second phase of the orisis),

B

We combing the resuls of the Swedish and Norweglan orisis due o data limitations,

Capibrating eagulalony minimumn capifal requirements and cagital ffers: & topdown approach 13
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Figure 8
Cumulative peak losses as a percentage of RWAs at the start of the crisis™
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{a: Each shatded band shows § percentage points of the distribution across banks between the 5% and 88"
parcentites. Square shows median. Negalive resuls suggest that the bank made a proffl dusing the period. The
couniries (and numbsr of banks) included In the “recent orisis® sample are Australiz {1}, Canada (2}, France {35
Germany {4). Japan (4}, Korea {3}, the Netherlands (4} Switzerland {2} UK {2} and the US (10).

A second set of analysis asked the question of how much capital banks would have required
to absorb lusses and maintain a reasonable level of lending o the real economy. Subject to
important caveats, 1o withstand losses and maintain a reasonable level of lending growth, the
capital needed increases to 7% o 12% of RWA. These astimates are based on loan growth
assumptions derived from historical growth rates of GDP, manetary aggregates, and bank
lending in each country, along with assumptions about the share of new lending funded by
capital. i{ should be noted that there is considerable room for judgment in making
assumptlions about lending growth. While a partial reduction in lending growth after
excessive growth periods may be necessary or desirable, ideally such reductions should ba
driven by @ reduction in loan demand rather than @ contraction in the supply of lending dus o
bank de-leveraging.

1.8.3. Siress Tests

This seclion summarises the resulis of recent stress tesls conducted by eight member
countries. While the various stress tests contain a range of outputs and projections, the
analysis focuses on estimates of the impact of the stress scenarios on banks’ Tier 1 capital
ratio (Tier 1 capital lo risk-weighted assets]. For each of the participating countries, the
resuils are averages across several large banks: the number of banks represented ranges
from 2 {0 18, though most figures are for 2 1o § individual banking companies.

These cross-country comparisons are subject o several important caveats, related primarily
to differences in the struclure of the slrass tests and the way their culpuls were reported,
These inchude differences in the type of caplial examined in the stress test (Tier 1 vs. *core”
Tier 1}, whether risk-weighted assels were hald fixed or were allowed o vary over the stress
iest horizon,; the length of the stress est horizon {2 vears for most of the siress fesis, but the
range was from 9 monihs 1o the full lifetime of the assets); whether the stress impact was
cumulative over the enlire stress test horizon or a "peak’ loss estimate during the horizon,

14 Calirating regulaiony rinimun Capilal reguifements and capital butfers: 5 fap-Sovn appreach
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the severity of the underlying stress scenario; and whether banks or supervisors made the
estimates.

Some of these differences undoubledly have a large impact on the results, though # &8
difficult in some cases to determine precisely the exient of the impact In general, however,
the impact on Tier 1 capifal was maore severe {more negativel when supervisors, as opposad
i banks, made the estimates; when the impact is measursd as "peak o trough” rather than
sumulatively, and for longer horizons.

Holding these caveals firmly in mind, Figure 6 presenis the basic results. The figure shows
the average estimated change in the Tier 1 capital ratio for each of the sight slress tests, Six
of the sighl stress tesis project & nat decrease in the Tier 1 capital ratio and two project an
increase. The median result is a decrease in the Tier 1 capital ratic of nearly 2%. Focusing
just on those results that project a decrease in the capilal ratio, the median is just over
2 88%, and the range is belween 1.28% and 4%.

Figure &
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individual bank resulls can show considerable variation relalive to the overall mean result. As
an example, for one country, the weighted average impact on Tier 1 capital equals about
2.5%, but the range was from an increase of 3.5% to g decrease of more than 7% of rsk-
weighted assets. More than one-quarter of the banks in this country’s fest had proiected pro
forma Tier 1 capifal bnpacis grealer than {(negative) 4% of RWA. Resulls from a second
country also suggest considerable variation across firms, sspecially regarding the “taifl, fe
banks for which resulis are more severs than is typical for most banks in the exercise. The
rmean impact on the “core” Tier 1 capital ratio changes by more than a full percentage point ~
from (negative] 4% to nearly (negative) §% — depending on whether one bank with
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particularly severe resulls was included or excluded in the mean. Finally, for a third country,
individual bank resulls range between 1.75% and more than 5 0% of RWA.

In interpreting all these results in the context of the supervisory capital buffer, it is important
fo note that they do nol incorporate any losses the banks may have sustained during the
earty part of the financial crisis, before the “as of" dales of the siress tests {which were
generally year-end 2008). This could be an important omission in thinking about the lofal
impact of the financial crisis, as losses were substantial for some (though certainly not ail)
institutions over this pericd. For instance, data from one country suggests that including pre-
stress test losses increases the weighted average cumulative loss figure by 2 percentage
points, from 2.5% o 4.5% of risk-weighted assets. Overall, more than g third of the banks
have an implied decrease greater than 5% of RWA, when pre stress test realised resulls are
inciuded. Because thess figures combined projected stress losses and realised actual
losses, they should be viewed as peak estimates of the impact of the Enancial crisis on
banke' capital positions.

G, Leverage ratio
L1 FHistorical leverage ratios

Te provide background and reference for calibration of the leverage ratio, data was also
collected from 10 member countries on capital and leverage for large banks, for a period
generally covering the early fo mid-1980s fo present Due to lack of daia and dats
consistency issues, the analysis focused primarily on Tier 1 capital fo assets as the measure
of leverage. The findings indicate that large banks have been increasing financial leverage
over the sample period, with the weighted average Tier 1 leverage ratio declining from 3.5%
tc 2.5% over the past decade for couniries that adopled IFRS in 2008, and from 7.7% to
£.4% in non-iFRS countries.

#HC.2  Discriminating between stressed and non-stressed banks

Using data collected trom nalional supervisors, and also a large commercially available
database with international coverage, analysis was undertaken to examine which ratios
discriminated belween stressed and non-stressed banks prior to the recent crisis, and the
level of the ratic that best discriminated between the stressed and non-sbressed banke.
Differences in mean leverage ratios before the crisis are not directly useful for calibration, but
are presentsd as background information.

T perform this analysis, information was collected on several types of leverage ratios for 88
banks from 14 member countries (Working Group Sample). To augment these data, a
second set of data was alse collected on the capital ratics for 117 large banks from 18
countries, drawing from a large commercial data base (Broader Sample). Among the banks
in these samples, "stressed” banks are those that failed, were acquired under stress, or that
received firm-specific government assistance.

The leverage ratios examined were the ralio of Tier 1 capital to assets, the ratic of common
aquity to assels, the ratio of tangible common equity {TCE} to tangible assets, and the ratio
of common equity minus current Tier 1 deductions to assets.® Of course, none of these ratios

For the Working Group Sample, TCE s defined s total commeon equity {equal © paid in sharss phus relained
earnings} minus goodwill and intangibles {where inlangibles are defined according o national rules). For the
Broader Sample, TCE & defined as the sum of commeon stock, addiional paid In capital, and retained earmings
ieas the sum of ireasury shares, intangibles and goodwill,

18 Catbrating raguintory senirmurm sapital requirements and capite! buffers: 2 lopdown stpreash
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matches precisely the definitions ultimately sdopted by the Basel Commiltes, as both the
definition of capilal and the definition of exposures differ (8g off-balance shest exposures are
not included in the calculation of leverage ratios shown in Table 3} so these resulls are
merely indicative.

The results of the difference in means ests are presenied in Table 2 for end 2006 data, In alf
cases, the mean leverage ratio of siressed banks were lower than the mean leverage ratio of
non-stressad banks. In many cases, the differences in the means are statistically significant,
particularly when the sample excludes banks domiciled in couniries that had in place a
minimum leverage ratio requirement pror to the financial crigis. Very similar resuits are
obtained using data from 20077

Table 2

Mean leverage-based capital ratios for groups of stressed and non-siressed banks
(Drata is caloulated as at end 20086}

Working Group Sample Broader Sample

Stressed Other Stressed Other
Total Capital / Assets 11 633% |88 7.82% 9 550% (66 8&57%
Tier 1 Capilal / Assels 11 438% 1 88 HE2% 280 3.89% 69 4.18%
Common Equity f Assets 11 5.49% 88 576% 27 AU7% 179 5I2%
Tangible Common Equity / Tangible
Assels 11 3.08% 1 58 428% 27 ZB5% 179 381% *
Evcluding countries with leverage ratio requirements

Stressed Other Stressed Other
Total Capital / Assels 6 432% 41 T82% *i14 437% |51 628% v
Tier 1 Capifal / Assets 6 279% 41 527% “ 115 3D02% |54 385% ¢
Common Equity / Assels & 268% 41 S.0B% * |17 264% |83 448%
Tangible Common Equity / Tangible
Assels 8 1.83% |41 434% 117 222% 163 362%

The symbols ***, ** * idicate that the difference b shatistically significant ot the 1%, 5% and 10% kvek
raspectivaly, The Working Group Samiple cornprises up to 88 banks supplied by national supenvigors from 14
countries. The Broader Sample is drawn from the Bankscope database ang includes up o 117 banks from 18
couniries,

H.C.3 Critical values

The main alm of the analysis of severely stressed and other banks is o identify whether
there exisls a “critical valie” of each ratio that distinguishes "severely siressed” from gther
banks, That is, for sach ratio, the aim is o identily a level of the ratio such that most
‘severgly stressed” banks had ratios below that level, and most other banks had ratics above
that level i such a crilical valug can be ideniified, then it may provide a useful benchmark for
ihe regulatory minimum requirement since banks with ratios below that level ultimately
experienced significant stress, while banks with ratios above that level experienced less

Using a similar analysis. there B little evidence that risk-based capital ralics were caonsistently higher for the
group of non-stressed banks prior to the crisis. The ratio of tangible common squity (TCEY 1o RWA is the only
risk-based rafic for which severely stressed banks had stalistically significanfly lower values than noa-shressed
banks prior to the crsis {and only when using the Broader Sample}. in this case. using end 2008 data. the
mean TEERWA ratic for the sample of 12 strassed banks is 8.75% and 7.66% for the sample of 73 other
banks.

Calibrating reulatory minimum wepitsl requirements and Gepital buffers: a lop.down approsch 7
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stress. While not as direct 3 calibration approach as the RORWA anglysis performed for the
risk-based minimum raquirement, ths critical value analysis provides at least z rough
indication of the range of leverage ralios that appear 16 have separaied severely distressed
banks before and in the early sigges of the financial crisis.

Table 3 summarises cases in which a moderately accurate “critical value” was identified. An
idea] "oritical value” of the ratic would be one that correctly classified 100% of both seversly
stressed and other banks. In practice, we do not observe this, so the geal is fo find a value of
the ratio that produces a relatively high share of correct classifications for both types of
banks, The oritical values identified are those that correclly classify at least 50% of both
severely stressed and other banks. This s an admiftedly arbitrary slandard and not 3
pardicularly stringent one, though a stronger standard is not supported by the data. However,
it may provide a helphul way of highlighting and focusing on potential critical values for the
various leverage ratios. The critical values for the Tier 1 10 {otal assels rmeasure ranges from
3% to 68%. it should be noted that Bhis range is not comparable o the 3% leverage rmatio
galibration announced by the Governors and Heads of Supervision on 28 July 2010, as that
ratio includes offi-balance sheel exposures and a new Tier 1 capital definition. Convarting the
historical leverage ratios used in this paper to the new definitions introduced by the Basel
Committee would produce & lower range.

Table 3
Critical Values of Altemnative Leverage Ratios
Working group Broader sample
sample
Tier 1 Capiial/ Assels A0% - 5.0% 3.5%-4.0%
Common Equity / Assels 3.0%-5.0%
Tangible Common Equity 7/ Tangible Agsels 2.5% « 4.0% 25%-3.0%
Common Eguity minus Tier 1 Deduclions / Assels 2.5%-4.5% iz

A critical value I8 & value of the ralio in question that correctly classifies at least 50% of both seversly sbesssd
and other banis. Blenk cells iIndicate that no oriisal values were entified for that ralio in that sample. “nig”
indicates that the ratio was not caloulated for this sample. The Working Group Ssmple comprises dats on 38
hanks supgiied by national supervisors from 14 countries, The Broader Sample iz drawn from 2 largs commeriat
database provider and includes 117 banks from 18 eountries.
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Impact Analysis Methodology for Basel 3 NPRs

»  Swfl conducted an analysis to assess the impact of the proposed changes to the definition of capital (Basel TH NPRYand ko
risk-weighted assets (Standardized Appreach NPR) for banks and top-tier bank holding companies using available data, as
of March 31, 2012, from the commercial bank Call Reports and the holding compauy FR Y-9C reports. Because roquired
data was pot abways avallable, stalf made certain sssumptions {listed below) to calculate the Basel U teguirements.

Definition of capital fnumerator of risk-based capital ratios}
e With respect 1o the regulatory deductions from capital, staff made assumptions regarding the amount of

o outstending DT As subject o full deduction and the amount subject o the tireshold deductions;
o investments in the capital of unconsolidated financial instinnions subject fo the threshold deductions; &
o common equity tier | and tHer | minosity interest based on onistanding Class A minority interest.

+  Toestimate Basel HI risk-weighted assets, staff used line items from the Call Report and Y-2C to estimate changes in the
risk-weighted asset amonnt for residential mortgage exposures, high-volatility commercial real estate (HVCRE} exposures,
past-due foans, and securitizations.

s

*  The risk weight for HVCRE exposures (defined as construction, fand development, and other land loans for this analysis;
available on the regulatory reports) was increased from a risk-weight of 100% to 156%.

s Residential Morigage Exposares

o First-dien residential morigage exposures as reported on the regnlatory reporis {curreatly risk weighted at 50%) were
assumned o be category 1 exposures, while junior lien exposures, includiog home equity Hnes of credit, {currendly risk-
weightod at 100%6) were assumad 1o be category 7 exposures.

o Yo distribute residential mortgages across the proposed risk weights, which are based on LTV, an LTV distribution for
firms’® first and second Hen morigage portfalios was estimated using loan LTV data fom industry detabases (vicDash
and Corelogic) and then spread across the (ategory | risk weights (35% w 100%) and Category 2 visk weights {100%
to 200%), as appropriate.

»  Past-due loans {loans past dae 90 days or more and nonacerual loans, excluding residential mortgages and sovereign
exposures), which currently are rigk-weighted at 100%, were assigned 1o the 150% risk weight.

+  For foreign sovereign exposures, used the public cross-border claims and the foreign-office claims on lncal residents in
noa-focal carrency from the FFIEC 009 report to find a distribution of foreign soversign exposires by country, which was
mssumed (o be representaiive soross all institutions, Assigned risk weights by country: ender Basel L, OECD countries
received a zero percent risk weight, while all other countries received a 180% risk weight; under Basel 11, assigned
conntries risk weights according to their CRC ratings. Applied country distribution, with associated risk weight, to foreign
debt secarities line ifems from the repulatory report.

«  Securitization exposures

o Asinteragency aralysis was condacted using the simplified supervisory formuls approach to calculate risk welghts on
tranchas within 80 securitization transactions downloaded from an induséry database (Intexy 13 deals each were
selected for credit cards, autos, residential mortgages, and commercial mortgages.

@ To calcalate average risk weighis under Basel 1, cach tranche of the selected transactions was assigned a risk weight
acveording to the general risk-based capital rales with certain assumptions. As & resolt, certain exposures were
assigned risk weights according 1o the ratings-based approach, most mezzanine and hanior positions were assumed ©
receive a 1,250% under the gross-up approach, and low-rated senjor positions were assigned & 100% risk weight. To
caleulate average risk weights under Basel 11, the S8FA was applied 10 cach ranche of the selected transactions.

o The current balance of each transaction was used to caleulate s weighted average risk weight across each iransaction
type. These risk weights were then applied to each bank’s vaiue of summed items from the regulatory report for
RMES, UMBS, guto, and oredit card,

Prepared by the Federal Reserve Board stalf and reflects consultation with staffs of the
Federal Deposit insurance Corporation and the Cffice of the Complroller of the Currency at the time prepared.
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1. Steps for estimating the numerator changes for the capital ratios under the Basel 3 proposal

Staff from an inter-agency work group used bath qualitative measures {such as discussions with banks),
as well as quantitative measures (such as QIS data) to create the assumptions gsed to estimate capital as

proposed i the Basel 3 NPRs.

The agsumptions include:

»  40% of a bank’s deferred tax assets (DTAs) are used as a proxy for “carry-forward DTAs,”

which would be subject to full deduction

¢ 0% of DTAs are used as a proxy for “temporary differences DTAs,” which would be subleci to

strict limits

e R0% of quahifving non-conirelling {minerity} interests in consohidated subsidiaries is used asa

proxy for qualifying “commeon equity tier 1 minorily interest”

¢«  20% of qualifving non-conirolling {minerity) interests in consolidated subsidiaries isused as a
proxy for qualifying “tier 1 minority interest”

e 30% of investments in unconsclidated subsidiaries and assoviated companics is used a5 2 proxy
for “sigaificant Investments in unconsolidated financial institutions in the form of common

stock”

« Regarding tier 1 deductions resulting from the corresponding deduction approach, trust preferred
securities issued by financial institations are used as a proxy for investments in the capital of

unconsolidated financial instistions

1. Basel 3 Common equity tier 1 (CET1) ealculation

The following items from the regulatory reports were used in the Basel 3 CETT numerator caleulations:

em Banks BHCs
{Call Report) {Y-9C}

Common stock RCFIN3230 BHCE3230

Surping RCFII3839 BHCKI240

Retained Earnings RCFD3I632 BHUK3247

ADCE RCFDIB330 BHCKBES30

Orther equity capital components RCFDal30 BHCKa130

Qualifving non-controlling (minority} interests in | RCFDb3ES BHCKRG214

consolidated subsidiaries

Goodwill ROFDb3%) BHCKbS9

Cumudative change iu fair value of all financial RCFD264 BHCKE264

Hahilities accounted for under a fair value

option that is included in retained earnings and is

attributable 1o changes in the bank’s own

creditworthiness

Purchased credit card relationships and RCFDbOZE BHCKbG26

nonmertgage servicing assets

et deferred tax assets RCFD2148 BHCK2148

Investments in anconsolidated subsidiaries and RCFI2150 BHCK2138

associated companies

Mortgage servicing assets RCFDassh BHCK5438

Propared by the Federal Reserve Board staff and reflacts consuitation with staffs of the

Federal Deposit Insurance Corporation and the Office of the Comptrofiar of the Currency at the time prepared.
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The Basel 3 CET1 base used for the 10 and 15% threshold limitations described below is caleulated by
adding common stock, sarplus, retained earnings, AQC, other equity capital components, and 80% of
gualifying non-controlling (minority) interests in consolidated subsidiaries (CET1 minority interest).
Sulrtracted from that value is goodwill, the cumulative change in fair value of financial Habilities, the
purchased credit card relationships and nonmortzage servicing assets, and the 40% of DTAs (Fearry-
forward DTAS™).

The 10% potential deduction for MSAs, “temporary differences DTAs™ and sigpificant investments in
uneonsolidated financial institutions in the form of common stock is calculated using the CET] base
described above.

The 15% limitation for MSAs, “temporary differences DTAS” and significant investments in

uncensolidated financial institutions in the form of common stock is equal fo 17.65% of the Basel 3 CET
base, less the sum of the 10% deductions described above,

Basel 3 CETY capital calcalation

Basel 3 CET1 is equal to the Basel 3 CET1 base, less deductions resulting from the 10% Hmitations, fess
deductions resulting from the 13% lmitation described above.

2. Basel 3 Tier 1 capital calculation

The following items from the repulatory reports were used in the Basel 3 fier | numerator calculations:

item Banks (Call Beport) | BHCs (V.90
Perpetual preferred stock and related surplus | RCFD3838 BHCK3283
Non-gualifving perpetual preferred stock RCFDbIRE BHCKB328
Qualifying non-controliing (minotity) RCFDL3BY BHCKG214
inferests in consolidated subsidiaries

Trust preferred securities issued by Bnancial | RCFDg349 BHCK 345
institutions

{HTM fair value from HC-B)

Trast preferred securities issued by financial | RCFDg351 BHCKg33!
institutions

{AFS fair value from HC-B)

Trust preferred securities issued by financial | RCFDg299 BHCKg299
institutions {consglidated from HOC-11

Basel 3 tier 1 capital calculation

Base! 3 tier | capital is estimated to be equal to the Basel 3 CET! base plus perpetual preferred stock and
related surplus, phus tier 1 minority interest, less non-qualifying perpetual preforred stock and less any
amount of investments in the capital of unconsolidated financial instiiutions above the 10% threshold
limitation.

Prepared by the Federa! Reserve Board staff and reflects consultation with siafls of the
Federal Deposit insuranse Corporation and the Office of the Complroller of the Currency at the time prepared.
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The following items from the regulatory reporis were used in the Basel 3 tier 2 and total capital numerator

caloulations:

ftem Banks (Call Report) BHC (Y-9C)
Qualifying subordinated debt and | RCFD3306 BHCKg217
redeemable preferred stock

Cumulative perpetual preferred | RCFDb393 BHCKp218
stock includible in Tier 2 capital

Allowance for Toan and lease RCFD3310 BHCKS310
iosses includible in Tier 2 capital

Qualifving restricted care BHCKgZ1s
¢lements {other than cumulative

perpetual preferred stock)

Unrealized gains on AFS equity | RCFD2221 BHCK2221
securities includable in Tier 2

‘capital

Other Tier 2 capital components | RCFDbH3%4 BHCKBS0Y

Basel 3 tier 2 ital ealcnlation

Basel 3 tier 2 is calculated by adding qualifying subordinated debt and redeemable preferred stock,
cumulative perpetual preferred stock includible in tier 2 capital, allowance for foan and lease losses
includible in tier 2 capital, unrealized gains on available-for-sale securities includable in tier 2 capital,
other tier 2 capital components, and qualifying restricted core elements {other than cumulative perpetual
preferred stock), which is the value of the trust-preferred securities that were removed from tier | capital.

Basel 3 total capifal calculation

Basel 3 total capital is calculated by adding tier | and tier 2 capital as described above.

H. Steps for estimating the denominator changes for the capital ratios under the Basel 3 proposal
{standardized approach)

Prepared by the Federal Raserve Board staff and reflects consultation with staffs of the

Fedaral Deposit insuranca Corporation and the Office of the Complraller of the Currency at the tme prepared.
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To determine the impact of the changes to risk-weighted assets under the standardized approach, staff
used existing risk-weighted assets (Iess numerator deductions), and then added the Basel 1 “impact” for
the following categories: foreign sovereign exposures, foreign DI exposures, high volatility commercial
real estate (HVCRE), past-due loans, residential morigage expostres, and securitization exposures.

1. “Base” risk-weighted assets and risk-weighted asset imspact by category

The “base” {reported) risk-welghted asset value for each bank was first adjusted to reflect any of the

assets for each category {foreign sovereign exposures, foreign DI exposures, HVCRE, past-due loans,
residential mortgage exposures, and securitization exposures) by pulling line #tems for each category, and
comparing the risk-weighted exposure amount under Basel I versus under Basel ITL

A. Forelgn Sovereign Exposures,

13 Sum line items RCFD 1742, RCFD 1744, and RCFII 2081 for each bank, finding one value,
“sovereign amount” per bank,

2} Sum the exposure amounts from 009 Report line items FCEX C816 and €919 for each country. Find
the % by couniry by dividing total for country over total exposures for all countries for FCEX U916 and
C919. Will have one % for each country. This “distribution” will be used for all banks and bank holding
companies.

For this analysis:
s Removed couniries where there were no exposure values
» Removed lines that were regions or sums of countries (ie only inciuded individual country data)

3} Find appropriate risk weight under Basel 1 and Basel {11 per country as sutlined below:

Basel | (baseling}

43 bxposures to OECD member countries receive a zero percent risk weight, while exposures to all other
countries receive a risk weight of 100 percent. Multiply applicable risk weight (zero or 100} by exposure
amount per couniry. Sum the amounts per country, per bank to find risk-weighted exposure amount by
asset size group.

Basel i1
CRC Ratings Risk Weight

01 0%

2 20%

3 0%
4-6 180%%
7 150%
No CRC 100%

4} Use CRC tabke to find appropriate risk weight per country. Multiply risk weight by the distribution
percentage found in step 2; then multiply by exposure amount per bank.

B. Feorelgn DI Exposures.

1} Pull line RCFD B332 for each bank as “foreign DI amount.”

Prepared by the Federal Reserve Board staff and reflects consultation with staffs of the
Federal Deposit Insurance Corporation and the Office of the Comptroller of the Currency at the time preparsd.
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23 Sum the exposure amounts from 009 Report line items FCEX €813 and C918 for each country. Find
the % by country by dividing total for country over total exposures for ali countries for FUEX €915 and
Ca18. Wil have one % for each country. This “distribution™ will be used for all banks and bank holding
companies.

3) Find appropriate risk weight under Basel 1 and Basel [ per country as outlined below:

HBasel 1 {baseling)

43 Foreign DI exposures to OECD member countries receive a 20 percent risk weight, while exposures to
all other countries receive a risk weight of 100 percent. Multiply applicable risk weight (20 or 100) by
eXPOSUre amount per couniry.

Basel 11

43 Use CRC table below to find appropriate risk weight per country, Multiply risk weight by the
distribution percentage found in step 2; then multiply by exposure amount per bank.

C‘;i;’fpi‘;:;f;g“ Risk Weight (%)
0.1 20
2 50
3 100
4.7 150
No CRC 100

. High Volatility Commercial Real Estate (HVURE}

Steps for analysis:

1} Pull line Hem RCONTISY by hank as “HVCRE.”

Basell
2} HVCRE under Basel 1is 100% risk-weighted.

2Y HYCRE ander Basel I is 150% risk-weighied.
. Past-due loans

Stens for analysis;

13 Sum line ems: refdf1 71 refdfI70 refd54671 refdS460 rofd 1256 vefd 1235 rofdi283 refd1252 reone
reonc?3 7 reone230 roone239 refdf167 refd 1597 rofd839] rofd3350 refdS382 rofdS381 refds370 rofd
roon3498 roon3dtd reonfl 83 reonf181 reonfl S0 reonfl182 rofnb574 rafnb373 reonS400 reondisy
1eon3301 reon3S00 refd 1383 rofdk 213 refdk2 14 vofdkC Y7 volfdk 218 refdbS77 rofdhST76 refd35086 rofd3so?
reonf177 reonfi73 refdf168 reonfl 76 reonft 74} as “Past Due Loans” per bank.

g
78

22
33

Rasel ]
2) Past Due loans under Basel | are 100% risk-weighted.
Basel 11

Preparaed by the Federal Reserve Board staff and reflects consultalion with stalfs of the
Federal Deposit insurance Corporation and the Office of the Complrolier of the Currency at the time prepared
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2} Past e loans under Basel 11 are 150% risk-weighted,

E. Residential Morigage Exposures,

Stens for mnalysis:

ATTACHMENT B

13 Pull line tem RCON 5367 (first liens) per bank as “RCON 3367.7 Sum Hne #tems RCON 1797 and
RCON 5368 (junior and revolving liens) Tor each bank as “RCON 1797+RCON 53687

Basel

2} Multiply “RCON 3367 by 50% (RW); multiply * RCON 1797 +RCON 33687 by 100% (RW). Sum
these values by bank 1o find the risk-weighted exposure amousnt for residential mortgages.

Hasel 11

2y Distribute “RCON 5367 according 1o table and multiply that amount by appropriate risk weight, per
the table. Sum the values by bank. Note for this analysis, used the original LTV category (per ALH).
Distributions for Category 1 and Category 2 loans are based on analysis from Pauol Calem {document

titled “iv distributions.txt™).

Original LTV 39;’:;’55‘?‘ Category L risk  [20% of First Hens| Category 2 risk
Cutegory Category 1 weight are Category 2 weight
<= 6l 32.73 5% 4.02 100%
> 60 and <= 80 60.81 S0% 18.04 168%
> R0 and <= 90 2.8% 753% 2644 150%
>90 3.58 100% 31.3 200%

33 Distribute “RCON 1797 +RCON 53687 according fo table and multiply that amount by apprapriate

risk weight, per the 1able.
Pervent of principal halance by Category 2 residentisl
LTV Category CRLETOLY martgase exposure risk weights
<= 6 22% 108%
> 60 and <= §0 3% 1B0%
> &0 and <= 90 24% 150%
> U0 149, 200%
Total HE

F. Secaritization Exposures.

Approach: The New York RB and the Philadelphia RB provided a file of anonymized securitization data
from large banking organizations across five product types (CLOs, non-agency RMBS, Credit Card,
Auto, and CMBS) with the necessary data points including an external rating, attachment point and
detachment points, and cumulative loss data, For each of these product types, risk weights were

Prepared by the Federal Reserve Board staff and reflects consultation with staffs of the
Federal Deposit insurance Corporation and the Office of the Comptroller of the Currency at the time prepared.
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calculated for 25 secarities under the Baseline and the S8FA. The average risk weights under the
Raseling and the S8FA for these securities were used 88 a proxy to estimate the impact.

1. For each product type, provide the weighted average for the Baseline RW and the SSFA risk weight.

R KSFA Ave RW
Type . L ent)-1 0 Ragel JF treatment)
Credit Cards 109% 170.4%
Autas 53% 67%
CMBS 164% 239.5%
RMBE* 365% 445%

*to find Basel 1 risk weight for RMBS, using interagency-supplied securitization data:

1} Usged "eurrent” cyele date data only

2} anything with a detachment point of 100 (senior} got 100% risk weight, all else got 1250% as
"B risk weight"

3) used current bal to find & weight per transaction

4y multiplied weight by B risk weight; summed risk weights to find one weighted average risk

weight

2. Baseling reporting line tems:

| Type B o ﬁésel‘?ﬁé Call Repém Line Iefus.
Credit Cards ROFI R3S, RCFII B84l BHCK BE3E, BHCK BR41
Auos ROFD B846, ROCFD 3849 BHCK B84s, BRHCK B340
RCFD K146 ROFD K49, RCFD K154, BHCK K146, RHCK K148, BHCK
MBS RCFD KI8T Kis84 BHCK K137
ROFD G368, RCFD G311, RCFD G320, | BHOK G308, BHOK G311, BHCK
BMBS ROFD G323 (33720, BHCK G323,

3. For each product type, aggregate and average the Call Report line ifems and apply the Baseline (Basel
13 risk weights and 85FA risk weights (Basel 3)

3, Caleulnie impact aud Basel 1 risk-weighted assets

For each category (foreign sovereign exposures, foreign DI exposures, HVURE, past-due loans,
residential mortgage exposures, and securitization exposures), mulliplied the line items from the
regulatory reports first by the risk weight for Basel I, which represented the risk-weighted assets under
Basel | for that category. This slep was replicated for Basel {1 by multiplying the line Hems from the
regulatory reports by the risk weight for Basel 1, which represented the risk-weighted assets under Basel
i1 for that eategory.

The “impact” of Basel I was the Basel 1 amount per category less the Basel | amount per category. per

bunk, which represented the increase in visk-weighted assets for that category. The impact amount from
each category was added to the “base risk-weighted assets” caloulated in step 1 per bank. The sum of the

Prepared by the Federal Reserve Board staff and reflects consultation with siafis of the

Federal Deposit insurance Gorporation and the Offica of the Comptroller of the Currensy &t the time prepared.
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base risk-weighted assets plus the impacts of each category represented the Basel H risk-weighted asset
amount,

4. Additional Noten:
e This analysie was replicated for banks and bank hoiding companies.

s For the bank holding company analysis, used only top-tier BHCs with more than $500 million in
total assets.

+ Instances where tier 1, as reparted in the Call Report or ¥-9C was negative was lefi inthe
analysis, assuming that the reported figures were accurate,

Prapared by the Faderal Reserve Board sialf and reflects consultation with staffs of the
Federal Deposit Insurance Corporation and the Office of the Compitroller of the Currency at the time prepared.
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Bank Impact Analysis
impact of. Basel 3 with Standardized approach
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iy ihousands
Bariy Size
giaater than $2508 g 453 535,368 B8 172,788 1 § A83B01.881 434301691 & 805,975 348
008 . 2808 1% % IRT 2G4 0§ MBS ARG 1 § 17534887 % 175,318,748 § 264 823,117
10 - 1008 89 % G RA3E3E B I IBIBIZ 1 B ZE2IITEBRE F FBEBEEATZ 3 360,262,812
$1 .M 555§ 148 ET4 132 § BTEIIBM S 143 352081 § 144923481 3 158,760,358
Fa50m 0 18 (R e ] BAOO7 YR 5 DE 424G 1S 89806338 3 3238584 3 97388822
less than $240m 478 & REAOG B8 § 88 404 3242 1 § BE 526,743 % EEUB0 128 3 B3, 788 338
Grardd Total T30 0§ 1238881345 0§ 1448027273185 1210854580 % (215536630 3 1425804453

Additienat capital required to meet alternative capits! standards:
ity Housands RAnaturn reguaed adenoatsly capitalizedy

Common Equty T1 Todal RBO ratio
Fank Size REG (4.8%3 Tier 1 RBL BO%  [B.6%: i@
greater than 52508 | 8 - S . 5 . - 3 » 3 » s - 3 43426 % -
1005 - 2508 3 - 3 “ $ « « % LY O - $ = $ TEEI28 % -
$10 - 1008 % ZAGT & TE24G § xR Rith ] At 1HWBIEE § GE84Y I 8 44255 0§ L(uasml § LV EEY
$1-160B 3 pricimac: B 8301 0§ 54113 1% S8858 % e 848 £ 317518 (% Fe08 % 304808 % 755817
FiEOmio 18 3 Yoy % IBIHIS B 48B4 % 184,958 % 113,22 % 238,187 1 § 172815 & 183454 % 436,847
lgzs than $350m 2 425828 3 37550 3 A0BEEES 54,888 % 50490 % S37TE i S G2058 § 63871 % 148 718
(srand Totsl E 160,415 S TR B8T7 % JRZORE L E 80680 & 1750815 & A EEE FIYEE & 3IT3I30 F I LRGN

Count of banks that fail to mest following capital standards®

Narerivi fetited (adeouately canttalizad) R Gﬁjﬁa;w
Yotal KEC 7805

Bank Siza CETS RBC 45%: Ter 1 RBC 0% {8.0%:
greater than 32508 - - - -
31008 - 2508 - . - - % . . .
$10 - 100B 1 1 e Z 5 3 2 12
31108 b3 z 3 2 & % 3 42
$280m 1w $18 7 £ 7 12 23 52 14 107
lmss than $280m 7 14 & 14 21 23 2 155
Grang 1ol ¥ 13 1B 35 55 375 23 320

Source: Call report data £3.31.12) and FDIC estimates
* Count of banks that fzll to mest the Bass! #l and Standardized Approzch capital standards do not include approximately 233 banks that do not mset
the current RBC standards.

Ahbreyaitiong:

£BC = Risk Basad Capital
CCE = Qapital conservation buffer
CET1 = Common Equity Tier {

B = billions
= mithions
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FOIC Methodology for Estimating the Impact of the Basel Hf and Standardized Approach NPRs on US Banks

FDIC staff analyzed the impact of the proposed changes contained in the Basel [ and Srandardized Approsch NPRs using Cafl
Report data and the assumptions provided below.

Basel M1 (humerator of risk-based vapital ratios)
The chart below summarizes the approach and assumptions used to estimate common equity tier |, tier | and total capital.

; "Cali Report  Call Report
‘Capital component Line ‘Field ‘Notes and assumptions
+  Lommon Stack RCm BOFRZR
+Swrphs -
= _f_Rﬂtmdemmgs
AT

Mongage 5

- EI\et deferred tay assiis ROEA REFDOISE  Culouleton Assuend 45 dedutedas oy

f}efmmd ’fm: Assets hat ;)mm&sly deduried

éRC% S 5ot (A f(:aie»im»nehssum AP oT Ervestncns i Bl

Ersw,stmmis m fmsm..zai msmmmns
L . Tweuld be s the formef cormon sosk

 Pepetua Drefored Stock & Sphs L PO DRE
< NomeQualifying Perpa:ﬁuai ?refene(i : > B
‘mvestments in uneonsol idated fimancial imstifutions over FOBSA Gl B ROFDXHMS

w ROBMSa Ot B ROEDNESS
Ceesholdlmits RGDia. | RORDGRH R
Chalifving minority isterests inconsofidaed subs BCRA RUFDESSS Caloniaton /A 6% nelodud in Ther 1

Qualifying subordinated debl and redeemable preferred

E3
oSk L R
+ Noanwﬁxﬁ’mg Perpcma& Prefuseed o RGH RUFOUES
Aliwace for loan and lease losses insludible in Tier 2 RORW RCTOSE

CFDRSM

; i ' tar of risk-hased cupital ratios)

To estimate the ef}“ecis of me Standardized Approach, FDIC staff started with each back’s current risk-weighted assets (RWA), as
reported on the Call Report, and adjusted RW A5 for assel cawgories where risk weiphis would change under e proposed rule. The
chart below shows the asset categories and sssumed change in risk~weigﬁts proposed under the Standardized Approach. Following the
chart is a description the assumptions nsed in the snalysis.

Assetcategory Carrent: :Projected:

‘Appendix A RW ‘Standardized RW
1-4 Family Residential Loans e 50% 75%

| 1o ;
%meecrm%&%_ Lok o ,
tntangibles (MSA, DA not deducted in defoap) 100% o se%
SCCMI i‘zzai;ons 5‘0”’0 B B . ‘73“"

0%/ 4%% i{im

Securities Lent n zﬁ%z 50%/ i(}{i 0% 8% 2077 40%

Prapared by the Federal Deposit insurance Corporation steff and reflects consuliation with staffs of the
Federal Reserve Board and the Office of the Comptroller of the Currency at the time preparad,
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Assumoptions:

+

L4 Family Morzages: FDIC staff used data from Lender Processing Services {LPS} to estimate the risk-weight on the stock
of residential mortgege loans in the basking industry. LPS collects data on mortgage originations, including seme mortgage
loan characteristios such as loan-to-value ratios.

High-Yolatility Commergial Real Estate (HVCRE} loans: HVCRE loans are a sub-set of commercial and land development
{C&13) loans, which are reported on regulstory reports. FDRIC staff estimated the amount of C& D boans classified as HVCRE
by comparing Call Report and FFIEC 101 data,

Non-Accraing and 90 dav past due losns: FDIC staff used existing Call Report data on non-accruing and past due osns to
assess the inpact of & 150% risk weight,

Intanmibles: FDIC staff used existing Call Report data on intangible asssts,

Securitizations: FDIC staff assumed a 50% increase in the risk weight of seeuritization exposures based on Call Report data
and dissussions with bank examiners, FDIC staff assumed that the average risk weight for secunitizations would increase
because banks, particularly sommaaity banks, typically Invest in senior tranches, whose risk-weight is lese affected by the
SSFA. In addition, the Standardized Approuch inchudes the gross-up treatment which represents no change from current
rules.

Derivatives and Repo style transactions: FINC staff estimates there will be a significant reduction in risk-weights for certain
exposure wnder the collateral hairout approach and from the expansion of assets that would be recognized as eligible
colisteral undes the proposal

Prapared by the Federal Deposit insurance Corporation staff and reflects consuliafion with staffs of the
Federal Reserve Board and the Office of the Comptrolier of the Currency &t the time prepared.
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AGED Accumalated Other Comprehensive
Ineore

BCRS  Rassl Committee on Banking
Supervision

BH{I Bank Holding Company

BIS Bank for Interpational Settlements

UAMELS  Capitel Adequacy, Asset Quality,
Managemen?, Barnings, Liguidity, and
Hensitivity to Market Risk

CCF Credit Conversion Factor

0P Centrsl Counterpanty

G, Commuoity Development
Corporsiion

CIOFE Community Development Financial
Inglitution

OO Colluterslized Debt Oblipation

€08 Credit Defaut Swap

UBind  Index Credit Default Swap

CRIO  Credit-Enbancing interest-Unly Strip

CF  Covversion Factor

CFR {lode of Federal Regulations

LT Commodily Fotures Trading
Commission

CMBS  Commercial Morigage Backed
Security

CPSS  Comemiftes on Peyment and
Sattloment Syatems

CRE Country Risk Classifications

CRAM  Country Risk Assessmani Model

CEM  Credit Risk Mitigation

CUSIE  Commiitee on Uniform Securities
Identification Procedures

0.5  Desivatives Glearing Organizations

DFA  Bodd-Frank Act

DI Depository Enstitufion

DL Debts Previovsly Contmacted

DTA Delerred Tax Asset

DTL  Deferrsd Tax Lishility

DVA  Debit Valuation Adiustimant

WP Dalivery-versus-Payment

§ Measure of Efectivensss

EAD  Exposure at Defoult

8CL Expectad Credit Loss

HE  Expected Bxposuze

803 Exeoutive Order

EPE  Hapected Positive Exposure

FASE Finencial Accounting Standards
Bourd

FIBG Federal Deposit heurance
Corporation

FFIEC Federal Finsncial Institutions
Examination Council

FHIML  Faderal Home Loan Morigage
Crrporation

FRU Floencial Markey Thility

FNMA  TFederal Natdouasl Mortgage
Asgoriation

FR TFoduersl Register

CAAP  CGenerally Aconpted Accounting
Prinviples

GDP  Gross Domestic Product

GLBA  Gramm-Leach-Riley Act

GSE  Covernment-Sponsored Entity

HAMYP Home Affordable Morigage Program

HELOC Home Equity Line of Gredit

HOLA  Home Ownars’” Loan At

HVCRE  High-Volatlity Commercial Resl
Hatate

IFRE  Internetional Reporting Standards

Il Internal Models Methodology

O Interest-Ounly

FOSC  Internationst Organization of
Securities Commissions

LTV Lean-to-Velus Radle

M EHective Maburity

MBEB  Muhilatess! Developiment Banks

MEBA  Moripage Servicing Assels

NGR Metto-Gross Ratio

NER  Notice of Proposed Ruleraking

NRER(} Nationally Recommized Statistical
Rating Urgasization

000 Office of the Comptroller of the
Currenoy

OECD  Organization for Boonemis Co-
operatinn and Devalopment

DIRA  Office of Information and Regulatary
Affairs

OB Office of Management and Budget

OTC Ower-the-Counter

PUA  Prowpt Corrective Action

PLCR  Purchased Credit Card Recelvables

PPE  Polentisl Foture Exposurs

PMI  Private Montgags Insurange

PRE  Public Sector Entities

PP Paymentversus-Pavment

GUCF  Qualifving Central Counterpanty

REA  Eatings-Dased Approsch
T Besl Estate Investiment Trust

RF¥A  Regulatory Flexibility Ast

RMBS  Residential Moriguge Backed
Berurity

RYCRR!  Act Resolution Trast Corporation
Refinancing, Restructuring, and
Improvement Act of 1891

RV Fatio of Value Change

RWA  Risk-Weighted Asset

BEC  Securities sond Bxchange Commission

SFA  Bupervisory Formula Approach

5FT  Securities Finsncing Trensactions

SBRLF  Small Business Lending Tacility

BLHU  Savings spd Loan Holding Company

EPE  Special Purpose Entity

5PV Specisl Purpose Vebicle

SR Supervision and Repulasion Letier

SRWA  Sunple Risk-Weight Approsch

S5FA  Simplified Supervisory Formala
Approsch

UMRA  Unfunded Mandates Reform At of
1945

118, United States

U84, United States Code

Vall  Value-st-Risk

VIHI. Regulatory Flexibility Act
The Regulatory Flexibility Act, 5

1L8.C. 601 et seq. [RFA] requires an

agency o provide an initlal regulatory

Hlexibility analysis with 5 proposed rule

ar {o certify that the rule will not have

a significant economic tmpact on a

substantial number of small entities

{defined for purposes of the BFA

include banking entities with assets loss

than or squal to $175 millien] and

publish its certification and a short,

explanaiory statement in the Federal

Register along with the propesed rule.
The agencies ave separaloly

publishing initial vegulatory fexibility

analyses for the praposals as set forth in

this NPR.

Board
A, Statement of the Objectives of the
Proposal; Legal Basis

As discuszed praviously in the
Supslementary Information, the Board
is proposing in this NPR te revise its
capital requirements to promote safe

and sound banking practices,
imploment Basel U1, and codify it
capital requiremenis. The proposals also
satisfy cortain requirements under the
Dordd-Frapk Act by imposing sew oy
revised minimam capital requirements
on certain depository instifution
helding companies.® Under section
38{cH1) of the Federal Deposit Insursnce
Act, the agencies may prescribe capital
standards for depository instifutions
that they regulate @ In addition, among
sther suthorities, the Board may
establish capital requirements for state
menber banks onder the Fadesal
Reserve Act,%? for stale member banks
and bank holding comparndes under the
International Lending Sopervision Act
and Bank Holding Cempany Act,™ and
Eor savings and loan holding companies
under the Home Owners Loan Act b

B. Smal} Entities Potentially Affectad by
the Proposal

Under regulations {ssuad by the Small
Business Administration,” a small
entity includes a depository institution
o bank holding company with toal
ssseis of $175 million or less {a small
banking organizationl. As of March 31,
201% there were 373 small sinte member
banks. As of December 31, 2011, there
wete approximately 128 small savings
and loan holding companies and 2,385
small bank helding cempanias. ¥

The proposal would not apply to
smaail bank holding companies that are
not engaged in significant nochanking
activities, do not conduat significant off
balance gheet activities, and do not have
2 materia] amount of delt or equity
sseuritios gutstanding thal are registered
with the SEC. Thess sl bank holding
companies remain subject to ths Board’s
Smail Bank Holding Company Policy
Htatement {Policy Stalement). ¥

Bmall state member banks and small
savings and loan holding companies
{covered small banking vrgantzations)
would be subject to the proposals in this
MNPR.

W See 17 ULEL 5371

% Sow 12 ULEC 183 10iniil

2 Sop 12 UFR 20843,

B Gee 12 USC 3907 12 US 1844,

# See 12 US4, 1457aighIl

PR See 14 LFR 121208

55 The Tiesmber 31, 2011 data are the most revent
svatlabds dote on emall sweings and Toss halding
sompanies and small bank helding companiss.

#? Bee 1% OFR part 228, sppendix €, Bevtion 171
wf the Dodd-Frank provides e exemption from s
seguelimments for bank bolding cowpanies subject to
the Poliny Ststement {as In sfect on Moy 15, 2018)
Sectivn 171 does net provids a similer sxemption
for swall savings end loan bolding sompanies and
they nxe therelote subisct b the propnssls. 12 .84
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C. kmpact on Covered Small Banking
Orgupizations

The proposals may impast coverad
sraall bunking organizations in several
waye. The proposals would sffect
covered small banking organizstions”
regulatory capital requirernents. They
waould change the qualifying oriteria for
regulatory capital, including requived
deductions and adjustments, and
modify the risk weight treatment for
some exposures. They also would
require covered small banking
argenizations 1o meet pew minimum
comrnosn eguity tar 1o risk-weighted
assete ratio of 4.5 percent and an
ingreased mindmum tier 1 capital o
risk-weighted assels risk-bassd capital
ratio of & percent. Under the propasals,
sl banking organizations would remain
subject 10 2 4 percent minimum Her 1
Teverage ratio ®®

In addition, as described above, the
proposats would impose HmBations on
capital distributions and dscretionary
banus peyments for covered small
banking organizations that do not hold
& buffer of common equily tier 1 capital
shove the minimum ratios. Asa esult
of these new requirements, some
sovered small banking organizations
may have to alter their capital structure
(including by smising new uapital ar
increasing retention of earpiugs) in
arder to achieve compliance,

Muost small state member banks
already hold capital in excess of the
proposed minbmam risk-based
regulatory ratios, Therefore, the
proposed requirements are not expected
0 significanily impact the capial
struciure of most covered small siate
member banks, Comparing the capital
reguirements proposed in thiz NPR and
the Standardized Approach NPRona
fully phased-in basis to minimuam
requirements of the current rules, the
capital ratios of spproximately 1-2
peraent of small state merober banks
wouid fall belaw at least one of the
proposed minimum risk-based papital
reguiremients. Thus, the Board believes
that the proposals in this NPR and the
Standardized NPR would affect an
msubstantial number of small stste
mumber banks,

Bacauss the Board has not fully
implemented reporting reguirements for
savings and loan heolding companies, it
is unable to determine the impact of the

% Banking oeganizetions subject 10 the advansed
approsches tules alse would he sequited fu 2018 10
achiave 8 aminbnan ter 1 capiial to tolal levennge
wrpostrs vatio fthe supplementary leverags witio) of
F pervent. Advanced sppresches banking
oigunizations should refer to gection 10 of subpar
B of the proposed sule and seotion 118 of the
preamble for u more detalled discmsion of the
sppiiceble minimum capital ratios.

proposed reguirements on small savings
and loan bolding companies. The Board
seeks comment on the polential impact
of the proposed requirements on small
savings and loan holding companies,

Covered small banking organizations
that would bave to raise additional
capital to comply with the requirements
of the proposals may incur certain costs,
inclutding costs sssociated with issuance
of regulatory capital Insteaments. The
Board has sought to minimize the
burden of raising additional capital by
providing for transitional arraugements
that phase-in the new capitad
requiremoenis over several years,
aftowing banking organizations time to
accumuiate additional vaphtal through
retained earmings as well as ralsing
sapital in the market, While the
proposals would establish a narrower
definition of capiial, & minimum
sommon egquity tier 1 capital zatio and
& miniaum tier 1 capital ratio that is
kigher than under the general risk-based
sapiial rules, the majority of capital
instruments carrently held by small
covered banking organizations under
existing vapital rules, such a5 eommon
stack and noncumulative porpstual
preferrad stock, would remain eligible
as regulatory capital instruments undes
the proposed requirements.

As discussed above, the proposals
would modify criteria for regulatory
capital, deductions and adjustments 1o
capital, and risk weights for exposures,
as well as calenlation of the leverage
ratto. Accordingly, covered small
banking srganizations would be
required to change their internal
reporting processes o comply with
these changes. These changes may
require some additional personnsl
training and expenses related lo new
systems tor modification of existing
sysiemsi for caloulating regulatory
capital ratios.

For small savings and loan holding
comparies, the complisnee burdens
dascribed above may be greater than for
these of other covered zmall banking
organizations. Small savings and Jasn
holding companies previously were not
subject to regulatory capial
reguiraments and reporting
requirernenis Hed regolatory capital
recuiremesnts. Small savings and losa
kolding companies may therefore need
ter invest additional resources in
establishing internal systems finclading
purchasing software or hirlng
personnel] or raising cepial to come
into compliance with the praposed
roguirnients.

1% Transitional Arrangements To Base
Compliance Burden

Far those coverad small banking
arpanizations that would not
immediately meet the proposed
minimam reguirements, this NPR
provides transitional arrangements for
banking organizations to make
adjnstments and to come Gdo
compliance, Small covarsd banking
arganizations would be required 1o mest
the proposed minimum capital ratis
requirements beginaing on fanoary 1.
2013 thorough to December 31, 2014,
On January 1, 2015, small coversd
bunking organizations would be
requived o comply with the propossd
minionm capital ratio reguirsments,

E. Identification of Duplicative,
Overlapping, or Conflicting Fedesal
Raules

The Bosrd is unawsre of any
duplicative, overlapping, or conflicting
federal rules. As noted ashove, the Board
anticipates issuing a separate propossl
o implement reporting requirements
that sre fed to (but do not overlap or
duplivate! the propossd requirements.
The Board seeks comments and
information regarding any such rules
that are duplcative, overlapping, or
atherwise in conflict with the propesed
FoLEiTeInernts,

F. Biscussion of Significant Alterostives

Tho Hoard has sought to lncorporats
Hexibility and provide sliernstive
treatments in this NPR and the
Standardized NPR to lessen burden and
cemplexity for smaller banking
vrganizations wherever possible,
cemsistent with safety and soundiess
and applicable law, including the Dadd-
Frank Act. These slternatives and
flexibility featuras include the
following:

» Uovered sreall banking
arganiestions would not be subject o
the proposed enhanced disclosure
requirernenis,

+ Covered small banking
organizations wonld not be subjsct o
possible increases i the capital
conservaiion buffer through the
countercyclical buffer,

* Covered small banking
oganizations would not be subject o
the new supplementary leverage matio.

+ Covered small institutions that havs
tssued capital instruments to the 1.8,
Troasury through the Small Bosiness
Lending Fund {a program for banking
organizations with less than $10 billion
in cansolidated assets) or under the
Emergency Economic Stabilization Act
of 2888 prior to Oatsher ¢, 2010, would
be able o sontinue to include those
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instruments in ter 1 or tier 2 capital {as
apphicable} even if not all eriterts for
inchision under the proposed
requiremenis are met.

s Covered small banking
organizations that issued capital
instruments that could no longer be
inchided in tier 1 capital or Her 2 capiial
under the propesed requirements wonld
have a longer transition period for
removing the instruments from ter 3 ar
tier 2 capital {as applicablel.

The Board welcomes comment oa any
sigmificant alternatives to the proposed
recuirements applicable to vovered
small banking organizations that would
minimize their impsct on those entities,
#s wall a3 on all sther sspectsof lis
analysis, A final regulatory Hexibility
analysis will be conducted after
consideration of comments received
during the public comment period.

onG

In accordance with section 3al of the
Regulatory Flexibility Aot B UL.S.C. 8011
of ser .} (RFA) the OCC iy publishing
this summary of is Initial Regulatory
Flexibility Analysis [IRFA} for this NPR.
The RFA requires an agency ta publish
in the Faderal Register iis IRFA or s
summary of its IRFA ab the time of the
publication of [ts genersl notise of
propoesed ralemaking %2 or to cartify that
the proposed rule will not have a
significant economic impact on a
substantial number of small entities. 200
For its IRFA | the OCC snalyzed the
poteitiial ecanomic impact of this NPR
on the small entities that 11 rogulates.

The OCC welcomes comment on all
aspects of the summary of #8 IRFAL A
fmal regulatory fexibility analysis will
be conducted affer consideration of
comuents veceived during the public
comiment period,

A, Reasans Why the Proposed Rule Is
Being Considerad by the Agencies;
Statement of the Ohjectives of the
Proposed Rula; and Legal Basis

As discussed in the Supplementary
Information section above, the agencies
are proposing 10 revise their capital
requirements o promoie safe and sound
banking practices, implement Basel 11
and harmonize capits] requirements
actoss charter type. Faderal law
anthorizes sach of the agencies to
praseribs capital standards for the
banking organizations that it
regulates, 0

- R SR-T -

g LA 0 angihl
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LG, 3301,

B. Small Entities Affected by the
Propasal

Usnder regulations issued by the Small
Business Administration, " 5 smal]
entity includes a depository tnstitution
or bank halding company with total
azzals of $175 mitlion or less {2 small
banking organization]. As of March 31,
2012, there were approximately 559
srall nations! banks snd 284 small
federally chartered savings assoclations.

(.. Projected Reporting, Recordkesping,
and Other Compliance Requirements

This NPR includes changes to the
general risk-based capital requiremants
that affect small banking organizatisns.
Under this NPR, the changes to
minimum capital requiremants that
would impact small national banks and
foderal savings associations inchade &
mare conservative definition of
regulalory capital, a new common
equity tier 1 capital ratio, a bigher
minfmum tier 1 sapital ratio, new
thresholds for prompt corrective action
purposes, and a new capital
conssrvation buffer. To estimate the
impaet of this NPR on national banks’
and federal savings associations’ capitsl
neads, the OCC estimated the amount of
capiial the banks will need to raise to
meet the pew minimum standards
relative to the smount of capiial they
currently hold. To estimate new capital
ratios and requirements, the OCC used
currently availeble data from banks’
guarterly Consolidated Report of
Condition and Incame {Call Reporis} to
approximate capital uander the proposed
rule, which shows that most banks have
raised their capital levels well above the
existing minimum requiraments. After
comparing existing levels with the
proposed new reguirements, the OCC
has detormined that 28 small
Ingtitutions that it regulates would fail
short of the proposed increased sapital
requirements. Together, thase
institutions would need to raise
approximately 382 million in regulatory
cagital to meet the proposed minimum
reguirements. The OCC estimates that
the cost of lost tax benefits associated
with increasing tatal capital by §82
mitlion will be approximately 80.3
million per year. Averaged across the 28
affecied institutions, the cost iy
approximately 518,000 per institution
per year.

To determine i a4 proposed rule has
a significant geonomic impast on small
ertities, we compared the estimatad
aunnal vost with annual noninterest
expense and annual salaries and
emploves benelits for each small entity,

W Fee 13 UFR 121200

Based on this anpalysis, the 000 has
vancluded for purposss of this IRFA
that the changes described in this NPR,
when considerad without repard 8o
other changes to the capital
mwqguirarments that the apencles
simultansously are propssing, would
not result in a signifizant sconsmic
impect on 8 substantial munber of small
entities.

However, 35 discussed in the
Supplementary Information sechon
above, the changes proposed in this
NPR also should be considered together
with changes proposed in the separate
Stapdardized Approach NFR also
puddished in ’{::zgay’& Fadecst Register.
‘The changes desribed in the
Standardized NPR inchule:

1. Changing the denominator of the
risk-based capital ratios by revising the
azsel risk weighis;

2. Revising the reatment of
voupterparty credit risk;

3. Replacing raferences to oradit
ratings with alternative measures of
ereditworthiness;

4. Providing more comprehensive
'}*etzizgnitifm of cullateral and guarantees;
HIHG

&, Providing & more favarable capital
fraatyent for transactions cleared
through gualifving contral
counterparties,

These changes are designed to
enhance the risk-sensitivity of the
calenlstion of risk-weighted assets.
Therefore, capilal requirements may go
dowr: {or some assets and np for sthers.
For those ssgets with o higher risk
waight under this NPR, however, that
increase may be large in some Instances,
8., requiring the eguivalent of a dojlar-
for-dallar capital chavge for some
secaritization exposures,

The Basel Commitiee un Banking
Supervision has been conducting
periodic reviews of the patential
guantitative impact of the Base! I
framework ¥ Although these roviews
manitor the impact of implementing the
Hasel H framework rather thay the
praposed rule, the OCC is using
estimates consistent with the Basel
Commitles’s analysis, including a
conservative estimate of 2 20 percent
inerease in msk-weighted assets, to
gauge the impast of the Standardized
Approsch NFR on risk-weighied assets.
Using this ssmumption, the OCC
gstimates that 2 tolal of 56 small
national banks and federatly chartered
savings associations will need to raise
addifional capital to meet thelr
regulaiory minimums, The QCC

3463 Sve, VUipdate on Based ] implementation
Munitozing,” Uvantitative bupact Stady Working
fxpup, Hanuary 38, 2013}
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estimates thet this totul projected
shortfall will be $143 mullion and that
the cost of lost tax benefils associated
with incressing total capital by $143
million will be approximately $0.8
million per year, Averaged aceoss the 36
affected institations, the cost is
approximately $314,000 per institution
e YRRz,

To comply with the proposed rules in
the Standardized Approach NPK,
covered small banking organizations
wantkd be reguired to change their
internal reponting provesses. These
changes would require some additional
persannel irpining and expenses ralated
to new systems for modification of
existing systems} for calonlating
reguliatory capital ratios.

Additionally, coverad small banking
organizations that hold certatn
exposures would he required to obtain
additional information under the
propased rules in order to determine the
applicable risk weights, Covered small
hanking organizations that held
axposures io sovereign entities other
than the Unized Stales, foreign
depository institutione, or foreign public
secior entities would have to acquire
Country Risk Classification ratings
produced by the OECD to determine the
applivable risk weights. Covered small
banking ereanizations that held
residentisl morigage exposures would
nued to have and maintain information
shout certain underwriting features of
the mortgage as well ss the LTV ratio in
order to determine the applicable risk
waight. Generally, covered small
hzmiing prganizations that held
securitization exposures would need to
obtain sufficient informatien about the
prderliving exposures o satisly due
iligence reguirements and apply either
the eimplified supervisory formuals o
the gross-up approach described in
section .43 of the Standardized
Appreach NPR 1o calculate the
appropriate risk weight, or be reguired
1o assigm & 1,250 percent risk weight o
the exposure,

Covered small banking organizations
typically do net hold significant
exposares o foreign entities or
securitization exposares, and the
agencies expect any additional burden
related to calonlating risk weights for
these exposures, or holding capital
against thess exposures, would be
ralatively modest. The OCC estimaies
that, for small nstional banks and
federnl savings associations, the cost of
fmplementing the allertnative measures
of ereditworthiness will be
approximately 838,125 per institution.

ome covered small banking
organizations may hold significant
residentisl mortgage exposures.

However, if the small banking
organization ariginated the exposure, i
should have sufficient information to
dotermine the applicable risk weight
utider the proposed rule. If the small
banking organization acquired the
exposure from snother institntion, the
information i would need o determine
the applicable risk weight is consistent
with information that # should
normatly colleat for porifolio
monitoring purposes and nternal risk
management.

Covered small banking organizations
woald not be subject to the disclosure
requirements in subpart D of the
praposed mle. However, the agencies
expeet to modily regulatory reportiog
requirements that apply to coverad
graall banking organizations 1o reflect
the changes made 1o the agencies”
capital requirements in the proposed
rules, The agenciss expect 10 propose
these changes to the relevant reporting
forms in 3 separate notice.

Fo determane # a proposed rule has
& significant cconamic impact on small
entities the OCL compared the
sstimated aannal cost with annual
noninterest expense and snpual salaries
aad employee benefits for each small
entity. I the estimsted annual cost was
greater than or equal fo 2.5 percend of
total nenintersst expense or § percant of
annual salaries and emploves benefits
the OUC classified the impact as
significant, As noted shove, the 00 has
cancluded for purposes of this IRFA
thai the proposed rules in this NPK,
when considered without regard to
changes in the Stepdardized NFR,
would not exceed theve thrasholds and
therefore would not resultin g
significant economic impact an &
substantial number of small entities,
However, the OCC has concluded that
1hw proposed rules ia the Standardized
Approasch NPR would have a significant
impact on a substantial number of small
antities. The D00 estimates that
together, the changes proposed in this
NPR aad the Stendardized Approach
NPR will exceed these thresholds for
200 small national banks and 255 small
federsily chariered private savings
institutioos. Accordingly, when
considered together, this NFR and the
Stardardized Approach NPR appear to
have a significani evonomic mpast on
a substantial number of sinall entities.

D. identification of Duplicative,
Overlapping, or Conllicting Federsl
Rules

The OCL is unaware of any
duplicative, overlapping, ar conflicting
federal rules. As noted previously, the
OCC anticipates issuing a separate
pregosal to implement reporting

reguirements that are Ued to thut danot
gverlap or duplicate} the requiroments
of the propossd rules. The OCC seeks
comments and information regerding
any such federal rules that am
duplicative, overlapping, or otherwise
in conflict with the proposed ruls.

. Biscusston of Significant Alternatives
to the Proposed Rule

The agencies have sought to
incorporate Hexibility into the proposed
rule and lessen burden and complexity
for smaller banking organizations
wherever possible, consistent with
safety and soundness aud applicable
iaw, including the Dodd-Frank Act. The
agencios are regaesting comment on
potential options for simplifying the
rule and reducing burden, inchuding
whather ta permit cerlain smiall banking
organizations o continue uving portions
of the current general visk-based capital
rules to caloulate rigk-weighted assetz.
Additionally, the agencies proposed the
follewing alternatives and flexibility
features:

s Covered small banking
arganizations are not subject to the
enhanced disclosure requirements of the
propossd rules,

s Covered small banking
organizations would continue lo apply s
100 percent risk weight to corporais
exposures {us deseribed in section 32
of the Stendardized Approach NPRL

* Covered small banking
organizations may choose {0 apply the
sirapler gross-up methoed far
securitization exposures rather than the
Simplified Bupervisory Farmala
Apgproach {88FA} [as deseriboed in
section .43 of the Standardized
Approach NPRL

» The proposed rule offers covered
small banking organizations a choice
between a simpler and mors complex
methods of risk weighting squity
exposures W investment fuads las
described fn seclion 53 ofthe
Standardized Approsch NPRL

The agsncis weloome comment on
any significant alernatives to the
proposed rales applicable to covered
small banking organizations that would
minimize thelr lmpact on those entitios.

FOHC
Regulatory Flexibility Act

Swurvanary of the FDICs Initial
Regulatory Flexibilhty Apalysis {IRFA)

In accerdarce with section #Hal of the
Regulatory Flexibility Act (5 1U.5.C. 601
et seq.} {RFAY, the FINC is publishing
this summary of the IRFA for this NFR
The RFA rsquires ar agency to publish
in the Federal Register an MFA ors
summmary of its IRFA at the time of the
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publication of its general notice of
proposed rulsmaking 19 or to contify
that the proposed rale will ast have @
significant economic fmpact 6n &
substantial number of small entities 308
For purposes of this IRFA, the FDIC
analyzed the potential economic impact
of this NPR on the small entities that it
reguiates.

he FIHG welcomes comment on all
aspects of the summary of Hs IRFA. A
final regulatory fexibillty apalysis will
be conducted after consideration of
sarnrnanis received during the public
camment period,

A, Reasons Why the Propoged Rule Is
Being Considered by the Agencies;
Statement of the Obilectives of the
Proposed Role; and Logal Basis

As discussed in the Supplementary
Information section above, the agencies
are praposing Lo revise thelr capital
requirements 1o promate safe and sound
banking practices, implement Basel Il
and certein aspects of the Bodd-Frank
Act, and harmonize capital
requirements across charter type.
Pederal law authorizes each of the
agencies 1o preseribe capitel standards
for the banking organizations that it
rogulatey, 108

B. Small Entities Affacted by the
Propossal

Einder regulations issued by the Small
Rusiness Administration, 07 a small
entity includes & depository institulion
or bank helding company with total
assets of $175 million or Tess fa small
banking organization]. As of March 31,
2012, there were approximately 2,433
small state nonmember banks, 115 small
state savings banks, and 45 small state
savings assoviations {vollectively, small
bauks and savings sssociations)

. Projected Reporting, Recordkeeping,
and Giher Complisnce Requirements

This NPE includes changes o the
genaral risk-based capitel reguirements
that affect siall bankiog organizsations.
Under this NPR, the changes to
minimurs capital requirersents that
would lmpact small banks and savings
associntions ioclude 2 more
conservative definition of regulstory
capital, a8 new gommon eguity tier 1
capital ratio, & bigher minimum tder §
capital ratio, new thresholds for prompt
corrective action purposes, and a new
capital conservation bulfer. To estimate
ihe impact of this NPR on the capital

w8 11 8.0 83 ial

w55 11.5.0. 40506),

398 e, g, 12 U.5.0. 14672l 1) 12 VLS.
18376001k 12 1L 164 1T S0 30T and 12
LR BI7Y.

W See 13 OFR 3312401

needs of small banks and savings
asseciations, the FDIC estimated the
amount of caphial such institutions will
need 10 raise to mest the new minimum
standards relative to the amount of
capital they currently held. To estimate
new capilal ratios and requirements, the
FHIC used currently available dats from
the gquarterly Consslidatad Report of
Condition and Income {Call Reports)
filed by small banks and saviags
associntions o spproximate capital
wnder the proposed rule. The (sl
Reports show that most smal banks and
savings associations have raised their
capital 1o levels well above the existing
minimum requirements. After
vereparing existing levels with the
proposed new requirements, the FRIC
hae determined that 62 smali banks and
svIngs sssociations that i regulates
would fall short of the proposed
ingreased cagital requirements,
Together, those ingtitutions would nesd
10 vaise appraximately $164 million in
rogulatary capital o meet the proposed
miaimum requirements, The FDIC
estimaies that the cost of lost tax
benelits associated with lncressing total
capital by $164 millios wilt be
approximately $6.9 million per year.
Averaged scross the 82 gifected
institutions, the cost is approximstsly
$15,000 per institution per year.

To determine i the proposed rule has
a significant econonvic impact on small
entities we compared the estimated
annzal cost with annual noninterest
oxpense and annnal salaries and
employes benefits for sach small entity,
Based on this analysis, the FDIC has
sonsciuded for purposes of this IRFA
that the changes described in this NPE,
when considered without regard to
other changes to the capital
requirements that the agencies
simultaneausty are propesing, would
not result in a signiicant economic
impast on 2 substantial numbes of small
entitieg,

However, as discussed in the
Supplementary Information section
shove, the changes proposed in this
NFR also shoulid be considered together
with changes proposed in the separate
Standardized ﬁgpmach NPK also
published in today’s Federal Regisier,
The shanges described in the
Standardized NPR include:

1, Changing the denominator of the
risk-baned capital ratios by revising the
assal risk weights:

2. Revising the reatmment of
countarparty credit tsk;

3, Replacing references to credit
ratings with alieraative measures of
creditworthiness;

4, Providing more comprehensive
recoguition of collateral and gussaniess;
and

5. Praviding = more favorable capital
trentment o ransactions cleared
through gualifying centrad
counterparties.

These changes are designed to
enhance the risk-sensitivity of the
catculstion of risk-weighted assets.
Therelove, capital requirements may go
dewn for some assels and up for others,
For those assets with a higher risk
weaight under this NPR, however, that
increase may be large in some mstances,
fur example, the eguivalsni of 3 dollen
for-dollar capital charge for some
securitization exposures,

in order to estimate the impact of the
Standardized Approach NPR on sniall
banks and savings assoclations, the
FEIC used currently available data from
the quarterly Consotidated Report of
Condition sand Incoms Kall Reporis)
filed by smai banks and savings
assoviations to approximste the change
i capiial under the proposed rule. Aflter
somparing the existing risk-based
sapital rules with the proposed rule, the
FIHE eatimates thet risk-weighted ssseis
may increase by 10 percent under the
proposed rule, Using this assumption,
the FDIC estimates that o totsl of 78
small natienal banks and kderally
chartered savings associations will need
1 raise sdditional capital 1o meet their
regulatory minimoems. The FONC
estirostas that this total projected
shortfall will be 834 million and thai the
cost of lost tax benefits associated with
inoraasing total capital by 834 million
will be approximaisly $0.2 million per
yaoar. Averaged across the 78 affecied
institutions, the cost is spproximately
£2,500 per institulion per vear,

To comply with the proposed rules in
the Standardized Approach NPR,
sovered small bauking organizations
would he required (o change their
internal repeviing processes. Thess
changes would requite some additional
personns! trainiag and oxpenses related
to new systems lor modification of
existing svatews] {ur caleulsting
regulatory capital satios,

Additiopally, small banks and savings
associstions that hold certaln exposures
would be required to obtain additional
information under the proposed rules in
arder to determine the applicable rigk
weights. For example, amall banks and
sevings associations that bold exposures
to soversign entitiss other than the
Usited States, foralgn depository
institutions, or foreign public sevior
sntities would have to acquive Country
Risk Classification ratings produced by
the OFECD to delermine the applicable
risk weights. Small banks and savings
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associations that hold residential
martgage exposures would need to have
and maintain informstion shout cerlain
underwriting features of the mortgage as
well as the LTV ratin to determine the
appticable rick weight, Generally, smmall
banks and savings assoclations that hold
spcuritization exposures weuld need to
obtain sulllcient information shout the
undeslving exposures to satisfy due
diligence requiremenis and apply either
the simplified supervisory formula or
the grass-up approach described in
section 4% of the Standardized
Agproach NPE to caloulate the
approgriate risk weight, or be sequired
to assign a 1,250 percent risk weight lo
the exposure,

Small banks and savings associstions
typically do not hold significant
exposnres to foreign entities or
securitization exposures, and the
sgencies expect any additional burden
refated to valoulating risk welghts for
these exposures, of bolding capitsl
against these exposures, woulg be
relatively modest. The FDIC estimates
that, for small banks and savings
associations, the cost of implementing
the slternative measuresz of
creditworthinass will be approximately
R39.000 per institution,

Bmall Lmkg and savings associations
sy hold significant residential
morigage exposares. If the institution
originmted the exposure, # should have
sufficient information to determine the
applicable vigk weight under the
proposed ruls. Howsver, if the exposure
is acquired from another instilution, the
information that would be needed to
determine the applicable risk welght i
consisient with information that sheeld
normally be collected for portfolio
monitoring purposes and internal risk
manasgement,

Smmull banks and savings associations
weskd not be sublect 1o the discloswre
requirernenis in subpart 1 of the
proposed rule, However, the agancies
expeet 1o modify regulalory reporting
reuirements that apply to such
nstinstions io reflect the changes mads
i the agencies’ capital requirements in
the proposed rules. The agencies expect
1o propose these changes to the relevant
reporting forms in a separale notioe.

o determine i 8 proposed rule has
4 significant economic Bapact oi sinall
entities the FUHG compared the
estimated annus! cost with annual
nonintersst expanse and annual salaries
and ersplovee banefiis for each small
bank and savings associstion. If the
estirnated annual cost was grester than
or squal to 2.5 percent of total
noninierest xpensa or § percent of
annual salaries and employee benefits
tha FDIC classified the bupact as

significant. As noted above, the FDIC
has concluded for purposes of this IRFA
that the proposed tales in this NPR,
when considered without vegard to
changes in the Standardized NFR,
wonld not exceed these thrasholds and
therefore would nat result ina
significand seonomic bnpact on a
gubatantial number of small banks and
savings associations. However, the FDEC
has concludad that the proposed rules
in the Standardized Approach NPR
would have a significant fmpact on a
substantial number of small banks and
suvings associations. The FOIC
gstimates thai together, the changes
progosed in this NPR and the
Siandardized Approsch KPR will
exaeed these thresholds for 2,413 small
stete nonmember banks, 114 small
savings barks, and 45 small savings
sssociations. Accordingly, when
cansidered together, this NPR and the
Standardized Approach NPR appear io
have a sigeificunt eronoric mpact on
a substantial nursher of small entities,

0. Identification of Duplicative,
Overlapping, or Conflictiog Federal
Rales

The FDIC is unaware of any
duplicative, overlapping, or conflicting
federal rules. As noted previousty, the
FINC anticipates issuing a separate
praposal 1o implement reporting
requitements that sre tied to (but do not
overlap or duplicste) the reguirements
of the proposed rules, The FDIC seeks
commends and information regarding
any sach federal rules that are
duplicalive, overlapping, or otherwiss
in conflict with the proposed rule.

E. Biscussion of Significant Alernatives
to the Proposed Rule

The agencies have sought to
incorporats flexibility into the proposed
ruls and lessen burden and complexity
for grnall bank and savings sssociations
wherever possible, consistent with
safety and soundness snd spplicable
law, Inciudiog the Dodd-Frank At The
agencivs are reguesting comment en
patential aptions for simplifying the
rule and reducing burden, incladin
whether to perrait corfsin small banking
srganizations (o sontious using portions
of the current general visk-based capital
sules to calonlate vsk-weighted assets.
Additionally, the agencies proposed the
foliowing alternatives and Hexibility
features:

» Small banks and savings
asseoiations are not subject 1o the
enhanced disclosure requirements of the
propessd ralss.

» Small banks and savings
associations would continue to apply 2
100 persent risk weight to corporate

exposares [as described fa section 32
of the Standardized Approach NPRL

» Smal banks and savings
assuciations may choose to apply the
simpler gross-up mwethed for
secyuritization exposures rather than the
S8FA fas desoribed jn section 43 of
the Standardized A}'}gma{;h NPRL

s The proposea rule offers small
banks and savings assoctations & choice
bstworn & simpler and more complex
muthads of risk weighting equily
expasured 1o investment fands fas
deseribed in section 83 of the
Standardived Approach NPR}.

The apencies wsalcome comment on
any signifisent alternatives to the
proposed rules applizable to small
banks and savisgs assocladions that
would minimize their impact on thoge
eniities,

I¥. Paperwork Reduction Act
Paperwork Reduction Act

A. Bequest for Comment on Proposed
Information Collection

in accordence with the requirements
of the Puperwork Reduction Act [PRA]
of 1898, the sgencies may not conduct
or sponsar, and the respondent is ot
required to respond o, an information
collention unless it displays a currently
valid Gffice of Mansgement and Budgst
{OMBE] control number. The agencios ars
requesting charunent on & proposad
information collection.

The information collection
requirements contained in this joint
notice of proposed rulemaking (NPR}
have been submited by the 800 and
FDIC to OMB for veview under the PRA,
under OMB Control Nos. 15570234
and 30640153, In accardines with the
PRA (24 U.S.C. 3508; 5 OFR part 1320,
Appendix A1), the Bosrd has reviewsd
the KPR ander the suthority delegated
by OMB. The Board’s OME Contrel No.
is 74000313, The requitements are
fwnd in §8 2

The agencies have published two
ather NPRs in this issue of the Federal
Register. Ploase sce the NPEs entitled
“Regulatory Capital Rules: Standardized
Approach for Risk-Weighted Assets;
Market Disciplins and Disclosure
Reguiremonts” and “Regulatory Capitsl
Ruies: Advanced Approaches Risk-
basad Capital Rules; Market Risk Capital
Eule.” While the three NPRs ingether
comprise an integrated capital
framewaork, the PRA burden has been
divided among the three NPRsand o
PRA sintement has heen provided in
gnch,

Comments sre invited o

{a] Whether the collsction of
infarmation is necessary lor the proper

performance of the Agenciss’ functions,
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including whether the information has
practical utility;

{b] The scouracy of the estimates of
the burden of the information
sollection, including the validity of the
methodaelogy and assumplions used;

ick Ways 1o enhance the quality,
utility, and clarity of the information to
b cpliected;

{d} Ways to minimize the burden of
the information collection on
respondents, including through the uss
of sutomated sollection technigues or
other forms of information technology:
and

{e} Estimates of capital or start up
vosts and costs of operation,
maintenance, and purchase of servicss
to provide information.

Al comments will becoras & matter of
public record. Commenis shonld be
addressed to:

O00: Comunpnications Division,
Dffice of the Compiroller of the
Carreney, Public mformation Room,
Mail Stop 15, Atlention: 15570334,
280 £ Street 8W., Washingten, DO
20219. In addition, comments may be
sent by fax to {202} 8744448, or by
elecironic mail (o
regs.commenisBoce freus. gov. You can

- inapect and phoiocopy the comments at
the D0EVs Public luformation Room, 2580
E Strest, SW., Washington, DO 26218
Your can raske an appoiniment to
inspect the comments by calling {202]
8748043,

Board: You may submit comments,
identified by B~1442, by any of the
following methods:

« Agency Web Bite: hiip/7
www. federalraserve gov. Follow the
instructions for submitting comments
on the hitp//fwww federalreserve gov/
gensralinfolfoin/ProposedRegs.cfin.

o Federal eRulemaking Porial liip#/
wivw regulutions.gov. Follow the
instructions for submitting comments.

s Email:
regs.comments@federalreserve.gov,
Include docket number in the subject
line of the message.

e Fox: 2Z2-452-3819 or 203452~
Figz,

o Moil fennifer § Johnson, Seoretary,
Hoard of Governors of the Federal
Reserve System, 20th Streot and
Constitution Avenue NW., Washington,
0 205851, Al public comments are
available from the Board's Web site at
hitp:tfwww federalreserve.gov/
generglinfelfoia/ProposedRegs.cfni as
submitted, uniess modified for technical
roasons. Accordingly, your eomments
will not be edited to remove any
identifying or contact information.
Public somments may also be viewad
electronically or in paper in Room MP-
500 of the Board's Martin Building [20h

and O Stroets NW.) betwesn ¢ am. and
5 p.m. on weekdays,

FPIC: You may submit writlen
camnmoenis, which should refer to RIN
3064-AD95 Implementation of Base] I
03153, by any of the ollawing methods:

» Agency Web Site: hitp/
wiww. jdic. goviregulations/lawsi federal!
propoezseiiml Follow the instractons
far submitting coraments on the FDIC
Wb site.

» Federal eRulemaking Porial: Mtp:f7
www.regulotions.gov. Fallow the
instructions for submilling somments.

* Email: Comments@FDIC gov.

« Mail: Robert £, Feldman, Executive
Seoretary, Attention: Comments, FRIG,
586 17th Street NW., Washington, DC
26424,

s Hand Deliveryonrier Guard
station at the rear of the 554 17th Strest
Building {located on F Sirest) on
business days between 7 am, and 5 pm.

Public Inspection: All comments
recaived will be posted without change
te hifp/fwww fdic. goviregulalionsitaws/
Jederal/propose/biind including any
persanal information provided.
Comments may be inspected at the FIDIC
Public Information Center, Room 108,
801 17th Street NW., Washington, BC,
betwesn 9 a.m. and 4:3¢ pow. on
business days,

B. Proposed Information Coflection
Title of Information Collection: Basel

Frequency of Responsa: On ocoasion.

Affected Public:

{0 National banks and federally
charterad savings associations.

Board: State member banks, bank
holding companies, and savings and
foan holding companies.

FDIC: Insured state nonmenmber
banks. state savings associations, and
certnin subsidiaries of these entitios,

Abstract: Bsction 2 allows the use
of & conservative esbunate of the amountd
of & bank's investment in the capital of
unconsolidated financial institiions
held through the index security with
prior approval by the appropriate
agency. It also pravides for termination
and closs-out netting across multiple
types of ransactions or sgreements if
the bank obiains a written legal opinion
varifying the validity and enforceability
of the sgreement under cerlain
shronmstances and maintains safficient
written documentation of this legal
raview,

Estimuied Burden: The burden
ssthmates below exclude goy regulatory
reporiing burden associated with
changss to the Consolidated Reponts of
Tncorae and Condition for banks {FFIEC
931 and FFIEC 041; OME Nos. 7100
G036, HHe-0052, 1557-00811, the

Financial Statoments for Bank Hoelding
Campanies [FR Y-4; OMB No. 7166~
5128}, and the Capits! Assessments and
Strass Tesling tnformation eollsction
{FR Y-14A/0/M; OMB Ne. 7100-03411
The agencies are still considaring
whather lo revise these information
cotlections or to implement a new
information collection for the regulatory
reporting requivrements. In sither cass. 3
separate notice wonld be published for
romment on the regulatory reporting
requiraments,

O

Estimaied Number of Respondents:
Independent national banks, 372;
federally chartered savings banks, 803

Estimuted Burden per Respondent: 18

Potel Bstimated Annual Burden:
12,489 hours.

Board

Estimated Number of Respondents:
BiiBs, 831; BHUs, 533: SLHs, 438,

Bstinated Burden per Respondent: 18
hours.

Total Estimated Annuel Burden:
35,237 houvs,
FHiC

Estimated Numbsr of Respondents:
4,571,

Estimated Burden per Respondeni: 18
hours,

Tota! BEstimated Annual Burden:
73,338 hours,

X. Plain Langoage

Section 722 of the Gramnm-Leach-
Bliley Act revpuites the Fedasal banking
agencies ¥ use plain language in all
proposed and final rules published after
farugry 1, 2000, The agencies have
sought fo present the proposed rule in
a simple and straightforward manner,
and invite comunent on the vse of plain
langusgs.

X1, OCC Unfunded Mandates Reform
Act of 1995 Determinations

Saction 202 of the Usfunded
Mandates Reform Act of 1595 {UMRA]}
{2 1LE.C. 1532 ef soq.) roquires that an
BEENICY prepars & wrillen sintement
before promulgating a rule that ncludes
a Federal mandate that may result in the
expendiiute by State, loval, and Tribal
governments, 1o the aggregate, or by the
private sector of $100 million or more
{adijusted sonvally for inflation] in any
one year. If ¢ written sistement is
requitred, the UMRA 12 U.E.4. 1335] alsn
requires an agency to identify and
songider & reasonable number of
regulatory alternatives befors
promulgating a rale and from those
alternatives, sither seloct the least
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sostly, most cost-affective or least
burdensome alternative that achivves
the objectives of the mle, or provide s
staternent with the rule explaining why
such a0 ophion was not chosen,

Under this NPR, the changes to
minimum capital requirements include
£ IEW COMmMIoR equity ter § capital
ratio, a higher minimum tier 1 capital
ratic, 4 supplementary leverage ratio for
advanced approaches banks, new
threshelds for prompt corrective action
purposes, 8 new capital conservation
butfer, and a new countercyclical
capital buffer for advanced approsches
banks. To estimate the impact of this
MNPR on bank capital needs, the D0C
extimated the amount of capital banks
will need 1o raise to meet the new
miniarum standards relative 1o the
smount of cupital they currently hold.
To estimate new capital ratios and
reguirements, the 000 used currently
avaiiable dats from banks” guarterly
Cansolidated Report of Condition and
Insome [Call Reports] to approximate
capital under the proposed rule, Most
banks have raised their capial Jevels
well above the existing minimum
reguirements and, after comparing
existing levels with the proposed new
rejuirements, the OCC has determined
that its proposed rule will not resuli in
expenditures by Slale, Jocal, apd Tribal
governments, or by the private sectos, of
$168 mitlion or more. Accordingly, the
UMEA does not vequire that 2 writien
staternent sccompany this NPR,

Addendum 1: Summary of This NPR for
Commvanity Banking Orpanizations
verview

The agencies ave 4suing a notics of
proposed rulermaking (NFR, propossl, or
proposed rulel to revise the geners! risk-
based capital Tules o incorporaie certain
revisions by the Basel Committes an Banking
Supereision to the Basel capital framewerk
{Basel HIL The proposed e would:

« Revigs the definition of regulatory
capifal compounerts and related calonlations;

+ Add g new reguluiory capital
component: commmen mpity ter 1 capital

+ Incresse the minlmum ter 1 capital ratio
requirement;

« Impase different lmitations to gqualifying
mrinaTity interest i regulatory capital than
thnse purrently applied;

+ Incorpurats the now and revised
regulatury capital requirements into the
Prompt Corrective Action (PCA) capital
categaries;

+ Implement = new capital conservation
buffer framework that would limic payment
of capital distributions and certain
discretionary bonus payments to executive
officers and key risk takess if the banking
organization does not bald cortain smounts
of common aquity tier T capiisl 1o addition
to thoge }338&8(} 1o meet its minimum risk.
baused capitel requirements; and

+ Provide for a trangition perfod for severel
aspects of the proposed rule, including »
phase-oul period for certaln pon-qualifying
capital instnuments, the new minimum
capital ratio requivamaents, the capitsl
conservation buffer, and the regulatery
capital sdjustments and detuctions,

This sddendum presents 2 summary vithe
propused rule that is more ralevant for
smailer. non-complex banking orpanizations
that are nofsubject to the rearket risk rule or
the advanced approaches capital rule, The
agencies ntend E}r this addendum to act ag
a guide for these banking organizations,
helping them to uavigate the proposed ruie
and ideniify the changes wost relavant 1o
thern. The addendum does not, however, by
itseif provids a complets understanding of
the propossd mujes and the agenoies Bxpect
and enum urage all inatitutions to review the
proposed Tule in s ontivety.

1. Revisions to the Minimum Capital
Eequirements

The NPH propuses definitions of commen
wiuily ther 1 capital, additional tler 1 capital,
and total capitel. These proposed definitions
wonld alter the existing definition of capital
by Imposing, among siher requirements,
additional constraints ou including minority
interesis, mortgage seyvicing essets (MSAs),
defarred tax assets (FTAs) and cerluin
investments in unconsolideted finencial
institniions in regulatory caplial, In addition,
the NPR would vequire that most regulatory
vapital deductions be made from commeon
equity tier § capital. The NPR would also
require that most of & banking srganieation’s
accumuiated other comprehensive Invome
{AQCT) be inzianded inregnlatory capital.

{inder the NPR, a banking ersanization
would maintzin the following minimum
vapital reanirsments:

{1} A ratlo of commaon squity tier 1capital
w total vish-weighted sssets of 4.3 percent.

21 A ratio of tler ¥ caplial to total risk-
weighied sssets of § percent,

{31 A vatio of tolal capital to total risk-
weighted assets of 8 percent.

{4} A ratlo of ther 1 capital to adinsiad
gverage total assels of 4 percent. 198

The new rmindmum capital requirerments
woulid be implemsnted over a transition
pericd, 33 outlined in the proposed rule. For
& supunary of the transition period, refer to
section 7 of this Addendum. As noted In the
NPE. banking organizations are genemlly
expecied, ss 3 prodential matter, to operate
well sbove thess minimum regaiaiory ratios,
with capiel commensaraie with the level
and nature of the risks they hold.

2. Capitsl Conservation Buoffer

b addition o those mindmum caplial
rotirirarnents, the NPR would establish e
capital conservation buffer. Specificslly,
banking organizations would need to hold
CONTROD AUty ter 3 capital in excess of
their minfmurn risk-based capital retios by ¢
least 2.5 percent of risk-weighted asests in
crdar 1o avold Hmits on capital disuibutions
Hncluding dividend paymenis, discretionary
paymants on tar 1 fnstruments, and share
buybacks] end certaln discretionary honus
payments (o executive officers, including
Beads of major business Huss snd similar
smployess.

Under the NPR, s banking organization's
capial comservation buffsr would be the
sinatiost of the following ratissraf its
cOmmMOD sguily Her 1 capital ratis fia
pereentd minus 4.5 percent; bl #s Her 1
capital ratio {in percent) minus & percention
£} its total capital retio {n percent minus &
percant,

To the extant & banking organization’s
uapital comservation bulfer falls shortof 2.5
pereant of risk-weighted sssets, the hanking
organization’s maximure payout amount for
capiial disyibutions aud discretionary honus
payments (celoulsied as the maximum
payoul ratio multiplied by the sum of eligible
retained {ncome, as defined in the NFRY
winild dechine. The fsi‘tf}wmg table shows the
maxireum payout watio, dag}smés ng on the
bunking organization's capital conservation
haffer.

TABLE 1—CaAMTAL CONSERVATION BUFFER

Capitat Conservation Bufler {as & pementage of risk-weighted asses)

Maximum payoul rafic {as &
percantage or oligible retalned
neome}

Graaker TRan 2.5 DATOBNY L b et anan s st et cnaes S30en e esererssaas
Less than or gaual to 2.5 pereent and greater than 1875 pergent ... .
Less than or equal to 1L.875 percent and grealer than 1.25 percent .
L.ess than or equal to 1.25 pereend and g"eawz than 0.625 percent .,

Less than or squal to 0.625 percent .,

No pavoul Smitation applies.
&0 parcent.

49 percend,

. 1 20 porcend

o |83 pEtCEnt,

8 Banking orgemizations should be sware that
their eversge tatio requinsnents wonld be sffected

Ty the pew delimition of ter ¥ capital under this

peuposel See saction 4 of this sddondus on the
dafinitton of captial.
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CPR5  Commitiee on Peyment and
Settloment Systems

CRG Country Risk Classifications

CRAM  Country Risk Assessment Medel

CRM  Credii Risk Mitigation

CUSIP  Comowities an Uniforms Securities
Fdentification Procedures

DAL Deferred Acguisition Costs

BCO  Derdvatives Sigaring Organizations

DEA  Dodd-Frank Act

Bf  Bepositery Institution

BPC Debts Pravicusly Contracted

DTA Deferred Tax Asset

DTL Beferred Tax Liability

DVA  Debit Valustion Adjustment

e Delivery-versus-Pavment

B Measwve of Effsctivencss

EATY  Bxposure st Defanly

ECL Expecied Cradit Loss

Ef  Hupsoted Exposure

B0, Fxecutive Order

EPE  Expecied Positive Exposurs

FASE Finapcial Accounting Standards
Beard

FBIC Fadersl Deposit Insurance
Corporation

FFIBC  PFedersi Finsocial Institutions
Exarnination Conacil

FHLMC  Feders] Home Loan Moripage
Corparation

FML Financial Market Utility

FNMA  Foderal National Morigage
Assoviation

PR Federal Regisier

GAAPR Generally Accepted Accounting
Priziiplos

GUE Gross Uomestic Product

GLBA  Grapem-Leach-Bliley Act

GEE Government-Sponsored Entity

HAMP  Home Aflordeble Mortpage Program

HELOC Home Boully Line of Credit

HOEA Home Owsers® Loan At

HVORE  fhgh-Volality Commercial Real
HECH

184 Internel Asssssmert Approach

FRS  Infernationsl Heporiing Standerds

M Internal Modsls Methodology

PO Interest-Only

X500 Internations] Organieation of
Secnritiss Dommissions

LTV Loan-to-Value Ratio

h  Effective Maturity

MOB  Multflateral Development Banks

M3A  Mortgage Servicing Assets

NGE  Mabto-ross Ratio

NPE  MNotice of Proposed Rulemaking

NRERG Natiopally Bevoguived Statistical
Rating Orgsnization

OLC Oiffce of the Comptroller of the
Curreney

OECT Organization for Eoonomie o
speration and Development

OIRA Office of Information snd Regulatory
Adfairs

OME  Offics of Manasgament snd Budget

O7C Dver-the-Uountey

OFTE Other Than Temporary Impainment

BCA  Frompt Corrective Action

PECR  Purchased Credit Card Relationshipe

PFE  Potential Foture Exprsure

PMI  Private Muorigaee Insursnce

PRE  Public Sector Extities

PyP  Payment-versus-payment

QUCP Qualifying Central Counterparty

RETT  Real Estaie lnvesiment Trost

RFA  Regulsiory Flexibility Agt

RMES Residential Movtgage Backed
Security

RTCRRE  Act Resolution Trust Corporation
HRelinancing, Restructuring, and
Improvement Actof 1947

RV Ratio of Value Change

RWA  Risk-Weighted Asset

SEC  Secwrities and Exchange Commission

SFA  Supervisory Formula Approsch

SFT  Bevurities Financing Transactons

SLHEL Savings and Loan Helding Company

SPE  Special Furposs Entity

5PV Special Purposs Vehicle

SR Bupervision and Regulstion Letier

SRWA  Simple Risk-Waight Approach

3SFA  Sigplified Supervisory Formula
Approach

UMRA  Unfunded Mandates Reform Act of
ASES

1.8, inited States

TEC, United States Cade

YaR  Valuw-at-Rigk

VOBA  Value of Busines: Avguired

V1. Regulatery Flexibility Act

The Regulatory Flexibility Act, 5
ULS.C. 801 &f seq. [RFA] requires an
agency to provids an initial regnlatory
flexibility analysis with a propozsed rule
of to certify that the rule will nat have
a significant economic impaci on a
substantial number of small entities
{defined for purposes of the RFA to
include banking entities with sssets Tess
than or equal to $173 million) and
publish its certification and a short,
explanatory statement in the Faderal
Register along with the proposed rule.

The agencies are sepatately
publishing initial regulatory flexibility
analyses for the proposals as set forth in
this NFR.

Board

A, Statement of the Objectives of the
Froposal; Legal Basis

As disenssed in the Supplementary
Inforsation nbove, the Board is
proposing 1o revize its caplial
requirements 1o promote safe and sound
banking practices, implement Basel {1
and other aspects of the Basel capitsl
framewsrk, and codily Hs capital
reguirements.

he proposals in this NPR and the
Hased I NPE would implement
provisions consistent with gertain
requirements of the Dodd-Frank Act
because they would {1) revise regulatory
enpital requirements (o remove all
raferences to, and requirements of
reliance on, credit ratings,”? and {2}
impose new or revised minimum capital
requirpments on certain depository
institntion holding companies.’®

Additionally, under section 38{cl{1) of
the Federal Deposit Insuranse Act, the
agencies may prescribe capital

F Sew 15 LS. THo—7, note,
¥ See 12 LRS00 53V,

standards for depository institutions
that they regulate.”® In addition, among
other authorities, the Board may
establish capital requirements for state
member banks under the Faderal
Reseree Act,™ for state member banks
and bank holding companies under the
Interpations] Lending Supervision Act
and Bask Halding Company Act,# and
for zavings and Joan holding companiss
ander the Home Owners Losn Act.3?2

B. Smasl] Eofities Polentially Affacted by
the Proposal

Under regulations issued by the Small
Busioess Administration.® s small
entity includes o depository institution,
bank helding company, or savings and
loan helding company with ioial sssets
of 8175 million or less e small banking
organization). As of March 31, 2012
there were 373 small stade membor
lanks. Az of December 31, 2011, there
were approximately 128 small savings
ansd Joun holding companies and 2,383
sinsll bank holding companies.ss

The proposed requireents would not
apply to small haok holdivg companias
that are not engaged in significant
nonbanking activities, do not conducy
significant of-bslance shest activities,
and do not have a material amount of
debi or 2quity securitios owtstanding
that are registered with the SEC. These
siall bank holding companies remain
subject {6t the Board's Small Bank
Holding Company Policy Statement
{Policy Statement]®s

Small state member banks and small
savings and loan holding compantes
[coversd small banking organizations)
would be subject to the proposals in this

€. Immpact on Covered Small Banking
Crrganizations

The proposed requirements in the
Basel HI NPR gnd this NPR may impact
covered small banking erganizations in
seversl ways, inclding both
recordkesping and comphiance
reguireinents. As explained in the Basel
Y NPR, the proposals therein would
change the mintovem capital ratios and

% See 10 ULEL 183 inlel

88 See 12 LR 321338,

B See 12 ULEXL 3847 32 U510 1844,

# Som 12 BEC 186701}

®3 Bee 13 UFR 131 2681

“ The Decomber 31, 2071 dat ars the mos? recent
avellabie dutg on enisll savings and loon helding
companies and smail bank holding compantes.

5 Sew 12 UFR part 228, sppendix i Section 1%1
af the [edd Fronk provides xn memption frow Ha
reguiroments for bank holding companies sublect 0
the Policy Stetement {os in offect os May 13, 20180
Buctisng 171 dees not provide 2 similar exemption
Jor swmnlt savings and Josn holding compsnies and
they are therefre sublect to the woposed rulss, 13
LS4 53FHRHANGL
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qualifying criteria for regulatory capital,
including required deductions and
adjustments. The proposals in this NPR
wonld modify the visk weight troatment
for some sxposures.

Most staall state member banks
already hold capital in excess of the
prepossd minimum risk-based
regulatory ratios. Therefore, the
proposad requirements are not expected
to significantly linpact the capital
steucture of most covered small state
memher banks. Comparing the capital
reguirerments proposed in this NPR and
the Basel UI'NPR on s fully phased-in
basis to minimum requirements of the
crrgent rules, the capital ratics of
approvimately 1-2 porcent of small stele
member banks would fall below at least
one of ihe proposed minimum risk-
hased capilal reguirements, Thus, the
Board believes that the proposals in this
NPR and the Basel HI NPR would sffect
an insubsiantial number of small slate
member banks,

Becsuse the Board has not fully
implamentad reporling requirements for
savings and loan holding companies, it
is unahle o determine the impact of the
proposed requirements on small savings
and loan holding companies. The Board
sepks comment on the potential fmpact
of the proposed requirements on small
savings and loan holding companies,

Govered small banking crganizations
that would have to raise additional
capital to comply with the requirements
of the proposal may inour cortain costs,
including costs associated with issuance
of regulatory capital insteumenis. The
Board has sought to minimize the
burden of raising additional capital by
providing for pansitional artangements
that phase-in the new capital
requirements over several years,
allowing banking organizations iime f0
accumulate additional capital through
retained earnings as well as ralsing
capital in the market.

Az discussed abiove, the proposed
reguirements would modify risk weights
for exposures, as well as saleulation of
the leverage ratlo. Accordingly, covered
small banking organizations wounld he
required to change thely fnternal
reporting processes to comply with
thege changes. These changes may
requires some additional personnel
mraining and gepenses relafed 10 new
gystems [or modification of existing
systems) for caleulating regulatory
capiial ratlos,

Additionally, covered small banking
organizations that hold certain
exposures would be required to obtain
additional information under the
proposed rules in order to determine the
applicable risk weights. Covered small
hanking organizations that hold

exposures to spvereign entities other
then the United States, foreign
depository institutions, or foreign public
settor entities would have to acquire
Ceourtry Risk Classification ratings
produced by the QECD to determine the
applisable visk weights. Covered zmall
banking organizations that beld
residential morigage exposures wouald
nead to have and maintain information
shout certain nndsrwritiog features of
the morgage as well ag the LTV mtic in
order to determine the applicable visk
weight. Generally, covered small
hunking organizations that hold
securifization exposurss would need to
obtain sufficient information about the
underlying exposures 1o satisfy due
diligence requirarments and apply the
simplified supervisory formula
daseribed above 1o calonlste the
apprapriate risk weight, or be required
t asgign 4 1.250 percent risk weight to
the exposure.

Cavered small banking organizations
typically do net hold significant
exposures o foreign entities or
securitization exposures, and the Board
expects any additional burden related 1w
caicnlating risk weights for these
exposures, or holding capital against
these exposures, would be modest.
Same covered small banking
organizations may hold significant
residential mortgege exposures.
However, i the smoall banking
organization originated the exposure, it
should have sufficient information to
determine the applicable risk weight
under the proposal. ¥ the eimall banking
organization acquired the exposure from
annther nstitution, the information &t
would need to deterniine the agplicable
risk weight iz consistent with
information that it should pormally
collsct for postfolic moniioring
purposes and internal risk management.

Coveresd small banking organizations
would not be subject to the disclosure
reguirements i subpart I of the
nraposal. However, the Bonrd expents to
modify regulatory reporting
reuirements that apply fo covered
small banking organizations 1o seflect
the chenges made 1o the Board's capital
reguirements in the proposal. The Board
expouis o propose these changes to the
relevant reporting forms in 4 separate
nolice,

For sinall savings and loan helding
conpanivs, the complisnce burdens
desortbod above may be greater than for
thase of other covered small banking
argenizations. Small savings and Joan
holding companies previously were not
subject to regulastory capital
reguirements and reportiog
reguirements ted regulatory capital
requirements. Small savings and loan

holding companies may therefore nesd
g invest additionsd resources in
establishing internal systems Gnchuding
purchasing software or hising
personnel} or raising capital to coms
into compliance with the propased
rales.

B, Transttional Arrangerents To Ease
Compliagee Burden

For those coversd small banking
crganizations that would pot
immediately mset the proposed
minipunm requirements, the NPR
provides transitional arrangements for
banking organizations 1o make
agdmstments and o come nfo
comphiance. Small covered banking
organizations would be required to mest
the proposed minimum capital mtio
requirernents beginning on January 3,
2014 thorough ta Decembar 31, 2614,
Un farrmary 1, 2015, small covered
banking organizations would bs
reguired to comply with the new
Prompt Corrective Action capital gatic
reguirements proposed in the Bagel T
NPR. January 1, 2015 is also the
praposed effective date for small
covered companies to begin calculating
risk-weighted sssels acrarding tothe
methadologies in this NPR.

E. Wentification of Duplicative,
Ovarlapping, or Condlicting Fedeml
Rudes

The Board Is unaware of any
duplicative, overlapping, or conflicting
Feceral nules. As noted above, the Board
sraivipates issuing a separate proposal
o implement reporting requirements
that are tied to (but do not overlap or
duplicatel the requirsments of the
propased roles. The Board sesks
comments and information regaeding
ary vuch rules that are duplicstive,
averiapping, or otherwise m condliat
with the proposed rules,

¥, [siscussion of Significant Allerostives

The Board has sought to incorporate
flexibility into the praposals in thig NPR
and provide shternative trestmentis o
lossen burden and complexity for
simaller banking organizations wherever
possitle, consistent with safety and
sounduess and spplicable law,
including the Dodd-Frank Aet. These
alisrnatives and fHexibility features
inchude the blowing:

» Uoversd small banking
arganizations weould not be subject to
the enhanced disclosure requirements of
the propesed rules.

» Covered amall banking
organizations could choose to apply the
gross-up approsch for scouritizatiog
exposures raiher than the S8FA.
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The proposal also offers covered smail
banking organizations s choice between
a simpler and mors complex methods of
risk weighting equity expoeures to
investment funds,

The Board welcomes commant on any
significant alternaiives to the proposed
rsles applivable (o covered small
banking organizations that would
minirmize their impact on thos entities,
as well as on all other aspects of its
analysis, A final rogulatory Sexibility
analysis will be conducted after
consideration of comments received
during the public comment period.

& fd

In avcordancs with gection 3{a) of the
Regulatory Flexibility Act (3 1U1.8.C. 801
et geq.} {RFAY the OCL is publishing
this summary of s Tnitial Regulatory
Flexibility Analysis {IRFA} for this NPR.
The RFA requires an agency to publish
in the Federal Register its IRFA or 2
summary of s IRFA at the thme of the
publication of {is general notice of
proposed rulemaking #F or to certify that
the preposed rule will not have o
significani economic impact oo &
substantial number of small entities ¥
For itg JRFA, the O analyzed the
potential 2conomic impact of this NPR
an the small entities that 31 regulates,

The UL welcomes comoment on all
aspocis of the summary of s MFAL A
final regulatory flexibility analysiz will
be condusted after consideration of
comments received during the pablie
commpent period,

A. Reasons Why the Proposed Rule is
Being Considered by the Agencies;
Szstement of the Objectives of the
Proposed Rule; and Lega] Basis

As discussed in the Supplementary
Information section above, the agencies
are praposing to revise thelir capital
requirements to promots sale and scund
banking practices, implement Basel 111,
and harmonize capial requirements
across charter typs. This NPFR alss
satisfios cestain requirornents noder the
Dodd-Frank Act by revising regnlatory
capital requirements o remove sl
referonces 1o, and reguireinents of
seliance on, credi raiings, Foderal law
authorizes each of the agencies to
preseribe capital standards for the
banking organizations 1t regalates 8

B 5 1B 603{al

57 4 LLE.C. susibl

& Ser ng, VRS0 Lanvalgiih 12 U540
iadtaflit) 18 LLS.0 1844, (2 ULRC 4007, and 12
LEG 5301,

H. Zmall Entities Affected by the
Proposal

Under regnlations issued by the Small
Husiness Administration,® & small
entity includes & depository institution
or bank holding company with total
assets of 8175 mitlion or less (g small
banking organization). As of March 21,
2012, there were approximately 599
small national banks and 284 small
federally chartered savings sssociations,

€. Projected Reporting, Recordkesping,
and Other Compliance Reguirements

This NPR includes changes to the
general risk-hased capital requirements
that address the calculation of risk-
weighted assels and affect small bavking
organizations, The proposed rules in
this NPR that would affect small
banking organizations include:

1. Changing the desominator of the
risk-hased capital ratios by revising the
asset risk weighis;

2. Revising the trestinent of
sounfarparty credit nsk;

3. Replacing references to aredit
ratings with alternative measures of
creditworthiness:

4. Providing more comprehonsive
recognition of collateral and guaraniess;
and

&, Praviding » more favorable capital
treatment for ansactions clesred
through qualifying central
counterparties.

‘These changes are designed to
enhance the risk-sensitivity of the
saloulation of riskeweighted assots,
Therelore, capital requirsments may go
down for some assets and up for others,
For those assets with 2 bigher risk
weight under this NPR, however, that
increase may be large in some instances,
2.4, requiring the equivalent of a dollar-
for-doliar capital charge for some
securitization exposures,

The Bagel Commities on Banking
Supervizion bas been conducting
periadic reviews of the polential
guantitative impact of the Basel [
framework.*¢ Although thess reviews
monitor the impact of implementing the
Basgel Ul framewsrk rather than the
propozed rule, the OOC i3 using
sstimates consistent with the Basal
Commitles’s anglysis, including a
canservative estimate of a 20 pereent
increase in risk-welghted assets, {o
gange the impact of this NPR on risk-
weighted assets. Using this assumption,
the O estimates thet & {ota] 0f 58
small national banks and federally
chartered savings associations will need

BB Bee 13 OFR 120203,

s Sae, “Undate uu Basel I hnplementation
Membiozing.” Quantitative Impact Stedy Workiny
Genub, lanuaey 28, 202

10 raise additional capital 1o mest their
regulatory minbmums,. The OCC
estimates that this iotel projected
shortfall will be $143 mittion and that
the cost of lust tax benefits associated
with increasing total capital by $143
mil¥on will be approximately 0.8
million per year. Averaged aceoss the 56
affected institutions, the cost is
approximately $14,000 per institution
per year,

Ta comply with the proposed rules in
this NPR, covered smoail banking
organizations would be required to
change thelr internal reporiing
processes. These changes would require
some additions! personne! training and
expenses refated 1o new systems [or
modification of existing aystems} for
valvulating regulatory capital ratios.

Additionally, coverad sraal] banking
organizations that hold certain
sxposures would be required to obtain
additional information under the
propased rules in order to determine the
applicable risk weights. Covered small
banking organizations that hold
exposures (o soveraign enfities other
than the United States, foreign
aeposiory institutions, or foreign public
seclor entities would have W scquire
Countyy Risk Classification ratings
produced by the OECD to determine the
applicable risk weights. Covered small
banking organizations that hold
residential mortgage exposures would
nead to have and maindain information
about ceriain underwriting foatures of
the morigage as well a5 the LTV matic in
arder 1o determine the applicable risk
weight. Generally, covered smsl)
banking organizations thet held
securitizatinn exposures would nead to
ohiain aufficient information sbout the
undedving exposures to satlsfy dus
diligence requirements and apply either
the simphified supervisory formuda or
the gross-up approsch desoribed in
calculsie the appropriate visk weight, or
be required to assign a 1,230 gercent
risk weight to the sxposurs.

Covered smail banking organizations
iypically do not hold significant
exposures io foreign entities or
securitization exposures, and ths
agencies expent any addifions! burden
veiated to caloulsting risk weights for
these sxposures, or holding capital
against these sxposures, would be
relfatively modest. The 000 estimates
that, for small national banks and
tederal savings associations, the cost of
implemoenting the sHernative moasures
of ereditworthingss will be
epproximately $36,125 per institution.

Sume vovered zmall banking
organizations may hold sigrificans
rosidential mortgage sxposores,
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Howaever, # the small banking
organization originated the exposare, It
should have sulficient information to
determine the applicable risk weight
under the proposed rule. If the small
banking organization acguirad the
exposure from anether institution, the
information it wounld need to deisrmine
the applicable risk weight is congistent
with information that it should
normally cotlect for portfolio
manitoring purposes and imternal risk
manageent,

Covered small banking oreanizations
would not be subject to the disclosure
raguirements in subipart B of the
proposed rule, Howeves, the agencies
sxpect to modify regulatory reporting
requirements that apply to covered
siall banking organizations 1o reflest
the changes made io the agencies’
aapial requirements in the proposad
rales. The agencies oxpect 10 propose
these changes to the relevant reporting
forms in a separate nolice,

To determine if & proposed rule has
a signifizant sconomic impact on small
entitiss we compared the estimated
annual cost with annual noninterest
axpense and annual salaries and
amployee benefits for each small eatity.
i the estimated annual cost was greatey
than or equal to 2.5 percent of total
noninterest expense or 5 percent of
anrmal salaries and emplovee benefits
we tlassified the impact as significant.
The QCC has concluded that the
proposale included in this NPR would
sxceed this threshold for 500 small
national banks and 283 small federally
chartered peivate savings institutions.
Accordingly, for the purposes of this
IRFA, the OCC has concinded that the
changes proposed in this NPR, whan
eonsidered without regard 1o other
changes to the capital reguiranents that
the agencies simulianeously are
proposing, would have a significant
economic impact on a substantial
tumber of small entities,

Additionaily, as discussed in the
Supplementary Information section
above, the changes proposed s this
MPE should be considered together with
changes proposed in the separate Basel
III NPR also published in today’s
Federal Register. The changes desoribed
in the Basel I NPR inchude changes to
migdnum capital requirements that
wonld bnpact small netional banks and
federal savings associations. These
include 8 more conservative definition
of regulatory capital, & new commeon
equily tier 1 capital ratio, a higher
minimum ter 1 capital ratio, new
thresholds for prompt corrective action
purposes, and a new capital
conseryation bufier, To estimate the
irnpact of the Basel 11 NPR on natlonal

banks’ and federal savings’ association
capital needs, the OCC estimated the
amount of capital the banks will need to
raise to meet the new minimum
standards relative to the amonnt of
vagital they carrently hold. To estimate
new capital ratios and requirements, the
D0G used currently available data from
banks” quarterly Consolidated Report of
Condition and Incore {Call Reports o
approximate capital under the proposed
rule, which shows that most hanks have
raised their capital levels well shove the
existing minimum requirernents, Alter
comparing existing levels with the
proposed new requirements, the OO
determined that 28 small institutions
that if regulates wanld fall shost of the
proposed incressed caphtal
reguiremenis. Toguther, thoge
ingtitutions wonld nesd o raise
spproximately $82 million in reguiatory
capital to meet the proposed minimum
reguirements set forth in the Basel 1
NFR. The OCC estimates that the cost of
fost tax benefits associated with
inerensing total capital by 42 million
will be approximately $0.5 million per
year, Averaged across the 28 affected
institutions, the cost attcihutad to the
Bassl HI NPR is approximately §18,000
per institution per year. The OGC
concinded for purposes of iis IRFA for
the Basel 111 NPR that the changes
described in the Basel [l NPR, when
considered without regard to changes in
thiz NPR, would nol result in g
sigaificant economic rnpact on
substantial number of small entities.
However, the OCC has concluded that
the proposed changes in this NER
would result in a significant economic
impact on a subsianiial nombey of amall
entities, Therefors, considered together,
this NPR and the Bass! HI NPR would
have » significant economic impact on

a substantial number of sl endities.

D Identfication of Duplicative,
Overlapping, or Conflicting Federal
Rules

The O0C is anaware of any
duplivative, overlapping, or conflicting
federal roles. As noted previously, the
QUL antivipates issuing a separais
proposs! o imploment reporting
requirements that are tied to {but do not
overlap of duplicate] the requirements
of the proposed rules. The GCC seeks
vemnments and information reenrding
any such federal rales that are
duplicative, overlapping, or otherwise
in conllict with the proposed rule.

&, Discussion of Significent Allernatives
t the Proposed Ruls
The agencies have sought 1o

ingorparate flexibilily into the proposed
rude and lessen burden and complexity

for smalier banking organizstions
wherever possible, consistent with
safety and soundness and applicable
iaw, inchuding the Dodd-Frank Act. The
agencles are requesting comment on
potential options for simplifving the
rade and reducing burdes, inctuding
whether to permit certain smail banking
arganizationy to continue using portions
of the current general risk-based capital
rules to calenlale risk-weighted assets,
Additionally, the agencies proposed the
fsllowing alternatives and Hexibility
Teatures:

* Covered small backing
organizations are not subject to the
enhanced disclosure reguirements of the
propased rules,

s Covered smasll banking
organizations would continune o apply a
100 percent risk weight to corporate
exposures {as described insection
32 of this NPRY

» Coverad small hanking
vrganizations may chooss to apply the
simpler gross-up mathad for
securitization exposures rather than the
Simpiified Supervisory Formuls
Approuch [S5FA} {as desaribed in
section 435 of this NPR}.

+ The proposed rule offers covered
smail banking orpanizations a chelce
between a simpler snd more complex
methods of risk weighting squity
exposures 1o investment funds fas
described in section 33 of this
NPR}.

The agencies welcome comment op
any significant alternatives to the
proposed rules appiicable (o covered
smal] banking organizstions that would
minimize their impact on those entities,

VH. Papsrwork Reduction Act

A Hequest for Comment on Proposed
Information Collection

in aceordance with the requirements
of the Paperwork Reduction Act {PRA}
of 1595, the Agencies may not conduct
ar sponsor, and the respondent is not
required fo respond w, an information
colisetion unless it displays a currently
valid {fice of Management and Badgst
{OMB] control number. The Agencies
ars requesting comment on & proposed
information collection,

The information eollection
refisirements contained in this joint
natics of proposed rulomaking (NPRs)
lrave been Sﬂimiz{e{i by the UUC and
FINC to (0B for review under the PRA,
under OME Control Nos, 15570234
and 30684-0153. In accordance with the
PRA 144 U.5.C. 3508; 5 CFR part 1329,
Appendix A1), the Board has reviewed
the NPR under the authority delegated
by OME, The Board’s OME Contral No,
8 7100-0313. The sequirements are
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found in §8 .35, .87, A%, * Frmail: FDIC: Insured stale aommember
,,,,,, Az, 62.and_ 83 regs.comments@federalreserve gov, banks, siate savings sssovistions, and

Register. Please see the NPRs entitled
“Regulatory Caplial Rules: Regnlatory
Capital, Mintmum Regulatory Capital
Ratios, Capital Adeguacy, Transitien
Provisions” and “Regulatery Capltal
Rudes: Advanced Approaches Risk-
based Capital Rales; Market Rigk Capital
Rule.” While the thres NPHs together
comprise an inteprated capital
framewaork, the PRA burden has besn
divided among the three NPRs snd a
PRA statement has been provided in
ench,

Coanments are invitad om

{a} Whether the collection of
infirmation is necessary for the proper
performance of the Agencies” functions,
including whether the infermeation has
prastical utility;

i) The acouracy of the estimates ef
the urden of the information
collection, inchading the validily of the
methotdalogy and assumptions used;

{o} Ways to enhance the quality,
utility, and elarity of the information 1o
be collected;

{d} Wavs 1o minimize the burden of
the information collection on
respondents, including throngh the use
of sutomated collection techniques or
other forms of information technology:
and

{e} Estimates of capital or start up
costs and costs of operation,
maintenance, and purchase of services
to provide information,

All cemments will become 4 matter of
public record.

Comments should be addressed to:

QUG Commpunications Bivision,
Office of the Comptroller of the
Currency, Publc Informatien Room,
Matl stop 1-5, Altention: 15570234,
254 E Streat SW., Washinglon, DC
206219, In addition, comments may be
sent hy fax to 202-B74-4448, or by
eiectronic mail o
regs.comments@occ.lreas. gov. You can
inspact and photocopy the comiments at
the OCC's Public Information Room, 230
E Strast SW., Washingion, DC 20218,
You can meke an appeintment to
inspect the comments by calling 202-
8245043,

Board: You may submit comments,
identified by R-14343253, by any of the
following methods:

» Agency Web Site: Mip://
www. federalreserve gov. Follow the
instructions for submitling somments
on the kitpdfwww federalreserve gov/
peneralinfa/foialProposedfegs.ofm,

v Federal eftulemaking Portal: hiipi/
www, repufations. gov. Follow the
instructions for submitting commenis.

Include docket number in the subject
line of the message.

s Fox: 202-452-381% or 202452~
3102,

» Mail: Jenaifer | fohnzan, Secretary,
Board of Governors of the Fedem}
Reserve System, 20th Street and
Constitution Avenus NW., Washingtor,
BT 20551,

All public conuments are available
frars the Board's Web site at Atfps//
www. federalreserve gov/genaralinfo/
foin/PraposedRegs.cfin as submitted,
uniess modified for technical reasons.
Accordingly, yous comments will not be
sdited (o remove any identifving or
eontact information. Public comments
may also be viewed electronically orin
paper in Room MP-500 of the Board’s
Martin Building (28th and C Streets
NW.) between 2 s and 8 pan, o0
weekdays.

FINC: Yoo may submit writtsn
somments, which should refer to RIN
2064-ADD6 Standardized Approash for
Risk-weighted Assets; Market Discipline
and Disclosure Requirements 0153, by
any of the following methods:

s Agency Web Ste: http//
www.fdic. goviregulationsows/federal/
propose.html, Follow the instructions
for submitting comments on the FOIC
Web site.

* Federa! eRulemaking Portel: hitp/7
www regulations.gov. Follow the
instructions for submitting comments.

« Emuoil: Comments@FDIC gov,

¢ Mail: Robert E. Feldman, Executive
Secrptary, Attention: Commments, FDIC,
5661 17th Strest NW., Washington, 1IC
20429,

« Hand Delivery/Courier: Guard
skation at the rear of the 580 17th Sirest
Building (located an ¥ Street) on
business days betwaen 7 a.m. and 5 pan.

Public faspection: All comments
received will be posted without change
to htip/fwww fdiv.goviregulntions/laws/
Federal/propose/html invinding any
personal information provided.
Comments may be inspected at the FDIC
Public Information Uenter, Room 160,
801 17th Street NW., Washington, BC,
hetween ¢ 2., and 4:30 poo. on
business days.

B. Proposed Information Collection

Titte of nformation Collection: Basel
HE, Part 11

Frequency of Response: On sccasion
and quarterly.

Afjected Public:

{3 National banks and federally
charlered savings associations.

Baardd: State member banks, baok
holding companies, and savings and
loan holding companies,

certain subgidiaries of these entities.

Estimuated Burden: The burden
astimates below exchude any regulatery
reparting burden associated with
changes fo the Consclidated Raports of
Income and Condition for banks (FFIEC
031 and FFIEC 0431 OMB Nos. 7100~
3036, 30840052, 15570081}, and the
Fingnoial Statements for Bank Holding
Companies [FR Y-8; OMB No. 7100~
1128}, and the Capital Assessments and
Strass Testing information collection
{FR Y-14A/0/5 OMB Nao. 7188-0341%

The sgenciss ars sl considering
whather {o reviss thess information
coliertions or lo implement a new
informstion colletion for the regulatory
reporting requirements. In either case, a
separate notice would be published for
comment on the regulatory reporting
requiremeants.

OCe

Estimated Number of Respondenis:
independent netional banks, 1725
federally chartered savings banks, 603,

Estimated Burden per Respondant:
Une-time recordkesping, 122 bours;
ongoing recordkeeping, 26 hours; one-
time disclosures, 276,25 hours; ongolug
disclosures, 131.25 houss.

Tota! Estimoted Annual Burden:
1312,303.75 hours.

Board

Estimated Number of Respondents:
SMBs, 831 BHOs, 933, SLHCs, 438,

Estimated Burden per Respondent:
One-time recordkeeping, 122 honrs;
ongaing recordkesping. 20 hours; one-
time disclosures, 276,25 hoors; ongoing
disclosures, 131.25 hours,

TFolal Estinwted Annnal Burder: One-
nme recordkenping and disclosures,
#79.277.78 hours; ongoing
recordkseping and disclosares 68,715,

FiNG

Estimated Number of Respondents:
4571

Betimated Burden per Respondant:
One-time recordkeeping, 122 hours;
ongaing recordkesping, 20 houss; one-
time disclosares, 226.25 hours; ongoing
disclosures, 121.23 hours,

Totel Bstimated Annual Burden:
852,067 hours (558,587 one-lime
recordkeeping and disclosures: 93,520
ongoing recordkeeping and disclosures).

Abstract:

‘The recordkeeping requirements ave
found in sections 38, 37, aud 41
The disclosure requirements are found
insectians .42, 82, and .63, Thess
recordkeeping and discloswe
requirements are nocessary for the
agencies’ assessment and monitoring of
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the risk-sensitivity of the caloulation of
a banking organization’s totel risk-
weighted assets and for ganaral safety
and soundness PUrposes.

Section-by-sectisn Analysis
Raverdkeeping

Sextion .35 sels forth requirements
for cleared tranzactions. Soction
_35{BMBHIHA Y would require for a
cleared transaction with a qualified
cerdral counterparty {QUCP] thata
chient bank apply a risk welght of 2
percent, provided that the collateral
posted by the bonk to the QUCP is
subjeat 1o coriain arrangoments and the
client bank has conducted a sufficient
egal review {snd maintaing sufficient
written deoumentation of the logal
review] to candlude with a well-
founded basis that the arrengements, in
the event of a legal challenge, would be
found to be legal, valid, binding and
enforceside under the law of the
relevant jusisdictions. The sgencies
egtimale that respondents would fske on
average Z hours o veprogram and
update systems with the reguirements
outlined in this section. In addition, the
agencies estimnate thal, on 8 continuing
bagis, respondents would take an
average 2 hours anmually to mainkain
their internal systems.

Section .37 addresses requirements
for collateralized transactions. Section
_37(eHaiHE] would require that a bank
have policies and procedures describing
kow it determines the period of
significant Hnanalal siress used to
caleulate its own intorns! estimates for
haireuts snd be able 1o provide
empirical support for the period used.
The agencies estimate that respondents
would take on average 80 hours {two
business wseks) to reprogram and
update systems with the requirements
outlined in this section. In addition, the
agencies estimate that, on a continuing
basis, respondents would teke on
average 16 bours annually to mainiain
their internal sysiams.

Section 41 addresses operationsl
reguivements for securitization
gxposures, Section _431bH3 would
atlow for synthetic seouritizations s
bank’s recognition, for risk-hased capital
porposes, of 4 credit risk mitigant to
hedge underlying exposures if certain
conditions are met, inchiding the bank’s
having obtained a well-seasoned
opinion from legal counsel that
confirmas the enforceability of the credit
risk mitigant in all relevant
jurisdictions. Section _41{cH2Mi} would
reguire that a bask support s
demonstration of Hs comprehenaive
understanding of a securitization
exposure by conducting and

documenting an analysis of the risk
characteristics of pach sevuritization
exposure prior 1o its acquisition, taking
into acconnt a number of apecified
considerations. The agencies estimale
that respondents would take on average
44 henrs {one business week} to
reprogram and update systems with the
reguirements outlined in this section. In
addition, the agencies estimate thal, an
a vontinuing basis, respondents would
take on average 2 hours annually 1o
maintaly their internal systems,
Disclosures

Section 42 addresses risk-weighied
assets for securilization exposures,
Section _42{ed2} would require that s
bank publicly disclose that is has
provided implicit support to the
securitization and the risk-based capital
impact i the bank of providing such
frapdieii support.

ection 62 sets forth disclosure
requirements related fo a bank'a capital
requirements. Section 62[al specifies a
quarterly frequency for the disclosure of
information in the appHesbls tables st
ot in section 63 ana, i a significant
change acours, such that the most resent
reparted amonnis are no longer
reflective of the bank’s capital adequacy
and rigk profile, section _62{a} alsc
would requive the bask to disclose as
soon as practicable therealier, & brief
discussion of the change and its likely
impact. Section 82{a} weuld allow for
annual disclosure of qualitative
information that typleally does net
change sach quarter, provided that any
sigrificant changes are disclosed in the
boterim. Section _62{b] would require
that # bank have a formal disclosure
polioy approved by the board of
directors that addresses its approach for
determining the disclosures it makes,
The policy would be required to address
the asseciated internal controls and
diselosure controls and procedures.
Section 62{cl would regaire s bank with
total consalidated assets of $560 billion
or more that is not an advanced
approaches bank, if it concludes that
spacific commercial or fimancial
infprmation reguired to be disclosed
under section 62 would be exernpt
from disclosure by the agency under the
Freedom of Information Act (5 US.C.
852}, 1o disvlose more general
information about the sublect matter of
the reguirement and the reason the
specific tems of information have not
been disclosed,

Bection 83 sets forth disclosare
reguiraments for banks with tolgl
eongolidated assete of 858 hillion or
mrre that are not advanced spproaches
hanks. Section 63{a) would require o
bank ta make the disclosures in Tables

14.1 through 14.10 and in ssctien

63{b} for sach of the {ast three vears
beginning on the effective date of the
rule. Section _63{h) would require
guarterly dizsclosurs of 3 bank's common
equity tier 1 capital, additional fier 1
captial, tier 2 capital, ter 1 and total
capital mtios, including the regulatory
capital elements and ali the regulatory
sdpstments and deductions needed to
saloulale the numerator of such ratios;
total risk-weighiod susets, including the
different regulstory adjustments sod
deductions needed to caicolate total
risk-weighted assets: ragulstory capital
ratios during any transition periods,
irwhuding 4 description of all the
regulatory capital elements and all
mgulatory adjustments and deductions
needed o ealoulate the numerstor and
denominator of each capital ratio during
any transition period; and
revancitiation of regulatory capital
elements as they relate to its balance
sheet in any audited consolidated
financial statements. Table 14.1 seis
forth scops of applicetion qualitative
and quantiiative disclosurs
requirements; Table 14.2 sots forth
capital structure qualtiative and
guantitative disciosurs requirements;
Table 14,3 sets forth capital adequacy
gualifative and guaniitative disclosure
requiremnents; Table 14.4 sets forth
capial conservation buffer gualitative
and gquantitative disclosure
reguirements: Table 14.5 sats forth
general qualitative and quaniitative
disclosure requiremenis for credit risk:
Table 14.5 sols forth general qualitative
and quantitsiive disclosure
requirements for counterparty oredit
vigk-related sxposures: Table 14.7 sets
forth qualitative and quantitative
dizclasore requirements for credit risk
mitigation; Table 14.8 sets forth
aqualitative and quantitative disclosure
requirements for gecuritizations: Table
14.9 seis forth qualitstive and
quantitative disclosure requirements for
aquities not subject to Subpart F of the
rule; apd Table 14.18 sets forth
qualifative and quantitative disclosure
resuitements for interest tate visk for
non-rading activitios,

‘The agencies estimate that
respondents would take og sverage
235.25 hours o reprogram and update
systems with the requirements ontiined
in these sections. In addition, the
sgencies sstimate thal, ov & continuing
basis, raspondents would 1ske en
averags 131.25 hours aonuslly to
mairtain their internal systems.

VHL Plain Language

Section 722 of the Gramm-Leach-
Bliley Act reguires the Federal hanking
agenaies 1o wse plain langvage in ol
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proposed and final rules published after
lanuary 1, 2000, The agencies invited
comnent on whether the proposed rule
was written plainly and clsarly or
whether there were ways the agencies
eould make the rule easter to
understand. The agencies received no
comments on these mattars and beliove
that the final rule is written plainly and

clearly in conjunction with the agencisy’

risk-based capital rules,

IX. OCC Unfunded Mandates Reform
Act of 1985 Determination

Saction 282 of the Unfanded
Mandates Reform Act of 1995 [IIMRA]
{2 U.8.C 1532 of seq.) requires that an
agency prepars 4 written statement
before promulgating a rule that ingludes
& Federal mandale that may resull in the
expenditure by State, focal, and Tribal
governments, in the aggreuate, or by the
private sector of $100 million or more
{ndjusted annually for inflation] in any
one vear, I a written stalemant is
raquired, the UMRA {2 U.5.C. 1833]) also
requires an agency fo identiy and
consider a reasonable number of
rogulatory alternatives before
promulgating ¢ rule sad from those
alternatives, either select the lsast
costly, most gost-affective or least
bardenzome siternative that achieves
the obisctives of the rule, or provide a
statement with the rule explaining why
such an option was not chosen.

tndar this NPR, the OOCC is proposing
changes 1o thelr mininum capital
raquirements that address the
cafculation of risk-weighted assots. The
proposed rule would:

1. Change denominator of the risk-
based capital retios by revising the
methodologias for caiculating risk
weights;

2. Rovise the treaiment of
caunterparty eredit risk:

3, Replace references 1o credit ratings
with alternative meassores of
oreditworthiness;

4. Provide more comprehensive
recoguition of vollateral and guaraniees;

5. Provide a more favorahle capital
treatment for transactions cleared
through qualifying centeal
cousnterparties; and :

&. Infroduce disclosure requirements
for banking organtealions with assots of
%80 billion or more.

To estimate e bnpact of this NPR on
agtional banks and federal savings
associations, the QU0 estimated the
amouni of capiial banks will need to
ralse to meat the new minkmum
standards relative io the amount of
capital they surrently hold, as well as
the compHanee costs assoctated with
establishing the infrastructure to
determine correct risk weights using the

now alternative measures of
creditworthiness and the conpliance
costs associated with new disclosure
requiroments. The QOO has determined
that ifs NPE will not resull in
expenditures by State, local, and Tribal
govarnments, or by the private secter, of
$100 million or more {adjusted annually
for inflation). Accordingly, the UMRA
does not requive that s wrilten stateraont
accompany this NPR.

Addendum 1 Summary of this NER for
Community Banking Organtzations
Overview

The agenclos are Issuing a notics of
proposed rulemaking (NPE. propesal, ot
propased rele] 1o harmonize and address
shortcomings in the measurement of risk-
weighted assets that becums apparent during
the recent financisl erisis, bn pant by
implementing in the United States changes
made by the Basel Comunitiee ob Banking
Supervision {BCBS) to international
regulatory capital stendsrds and by
bviplementing aspects of the Dodd-Fragk Act.
Amaong other things, the propoged mls
wonlhd:

* Bevise risk weights for residential
montgages based on loan-do-velue ratios and
certain product and anderwriting festures;

» Increase tapital requiraments for past-
due loans. high volatility commarcial res}
esiste exposures, and certain shart-term loan
commitmeants,

» Expand the recognition of collsteral and
suarantors i defermining risk-weighted
asaeis;

¢ Rewmove refarsnces to credit retings; and

» Hstabiish due diligence requirements for
securitization exposures.

This addendum presenits o surnmary of the
proposal in this NPH that is movst relevant for
smaoller, fess vomplex banking orgonivations
that are not subject 1o the markst risk capited
rafe or the advanced approaches copital rulke,
aad that fove nnder 350 bilfion intotal
assats. The sgencies futend for this
addendum lo et as a guids for theee banking
arganizations, heloing them v novigete the
proposed rule and identlfy the changes most
redevant io them. The addendum dous not,
however, by lizelf provide o complete
understanding of the proposed rules and the
agencisy expect and encourage ofl
institutions o review the propossd rule in s
aniirety.

A Zorve Percant Riskowelghded Heras

The following exposurss would receive a
zaro percedit risk welght snder the propossh

« Cashy

» Certain gold bullion;

+ Direct and unconditioas! clajms on the
VLS, govemrent, s central bank, ora U.S.
govermment agenocy;

» Exposures unconditionally gusrantoed
by the 1.8, government, i*s centzal bank, or
a UL5, government egency;

» Clabms on certain supranations! entities
{#uch as the International Monetury Fund}
and cestain multilateral development
hanking organizations; sud

+ Claims on and exposures
anconditionally guarandeed by soversign

sntities that mest certain criteria {as
dizeussad below],

For mure information, please refer to
sections Ji{al and 3B of the
proposal, For exposures to forstgn
goverrunents and their central banks, ses
section L below.

B, 28 Peroent Risk Weighted lterns

The following exposures would recelve s
twsnty percant sk welght under the
propusal:

» Cash iterns n the process of uellsction:

v Exposures conditionaily qusranteed by
ths 11.8. governmant, its central bank, or o
11.3. government egenscy;

¢ Clzims on government-sponsored
entities [GSEs)

+ Claims on 1.8, depository institutions
and National Credit Unien Adminisiration
INCUAMngured credit unians;

» Leneral obligation claims an, and claims
guamntesd by the full faith and credit of state
and locsl governments {and any other public
sector entity. as defined in the propsssil in
the United States; and

» Claims on and exposures guaranteed by
foreign banks and public sector entities if the
savereign of incorporstion of the foreign bask
or public secior entity meets certain criteris
{as described belowl

A conditional guarantes is one that
requires the satisfacton of certain conditions,
Bor sxarnple servicing reguivements.

For more information, please refec i
sections $2fa) through 530e), and section 3271
of the proposal. For exposures to forsign
hanks and public sector entities, sew sschion
i Below.

L. 56 Percent Kisk-weighted Exposures

The Iotlowing exposures would raceive s
5T pereant risk weight under the proposals

* “Statutory” muitifamily morigege loans
weeting certain criteria;

+ Presold restdentisl construction joans
meetng cerisin oriteriy

* Revenue bonds issued by state and local
governmerts i the Uaited States; and

+ Clafms o and exposures guamnteed by
soveraign entitles. fovelgn banks, and foreign
pubiic sector entitios that mest certain
vriteria fas desoribed below),

The ceitseis for mehifomily loans and
presold residential construction loens ass
generally the same as in the existing gewersl
risk-based capital vales, Thess ceiteria are
sequited ander federal law.® Consistert with
the gensral sisk-bused capital rules and
requirernents of the sistute, the proposat
would assigs 8 100 percend risk weight to
pre-sofd coustruction loans where the
eontract Is cancelled.

For siore information, plesse refar to
sectiong 32{8l, 320}, nnd 3200 of the
proposci. Alvo refer fo secion 2 of the
provosal for relevant definitions:
~—Prasold constructon Joun,
~Revenus ohligatinn,
~-Stgfutory mudtifounily morigags.

¥ See sections 18061} ov {2 and sralbitn of the
Resolation Trost Corparstion Refinsnciag,
Eestruckuring, sud bmprovement Act of 1991,
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maets the aforementioned thresholds, if
the agency deems 8 necessary or
appropriste for sale and sound banking
practices.

As o general matter, savings
associations apd savings and loan
holding companies do not engage in
trading activity to a substantial degres,
However, the agencies beliove that any
savings associetion or savings end loan
holding company whose trading aetivity
grows to the extent that it meets the
threshoids should hold capital
conunensuraie with the risk of the
trading activity und should bave in
place the prudential rigk manngement
systems and processes rsquired under
the market risk capital rale. Therefore,
the agencies believe it would be
necwssary and appropriate io expand the
scope of the market risk ruls to apply to
savings associations and savings and
joan holding companies.

Appiieation of %51(3 market risk capital
rule to all basking organizations with
material exposure to market risk wonld
be particutardy imporiant because of
banking organizations’ inoreased
exposure io traded credit produats. speh
as credit default swaps, asset-backed
securities and other structured produacts,
a3 well as other less lguid products. In
fact, many of the revisions to the Hoal
market risk capilal rule were made in
response o concerns that erose during
the financial crisis when certain tading
assets sufferad substantial lossss,
causing banking organizations holding
those assels to suffer substantial losses.
For example, to addition to a market
risk capital reguirement to account for
general market risk. the revised rules
apply more sonsarvative standardized
specific risk capital requirersents te
most securitization pogitions,
implement an additional incremental
risk capital reguirement for & banking
organization thet models specific risk
for one or more portfolios of delbd ar, il
apdpiicab}a, equity positions,
Additionally, 1o address concerns abou
the appropriaste treatment of traded
positions that have Hulted price
transparensy, 3 banking organization
subject to the market risk capital rule
must have g well-defined valuation
provess for all covered positions.

Question 18: The agencies requoet
commment on the applicstion of the
market risk rule to savings assogiations
and savings and loan holding
companies,

¥V, List of Acronving

ABCE  Asset-Backed Commercial Faper

ABS  Asset-Backed Security

AVEC Asset Value Correlation

BUBS  Basel Commitss on Banking
Supervision

CLP  Central Counterparty

GO Uollaterslized Debt Obligation

GBS Credit Default Swap

CD8  Index Credit Default Swap

CEID  Credit-Enbancing Interest-Only Strip

CPSS  Compnitiee on Payinent and
Settlement Systems

GVA  Credit Vahuation adjustment

DFA  Diodd-Frank Act

LvP  Delivery-versns-Payment

E  Measws of Effectiveness

EAD Exposurs-ai-Default

EE  Expected Exposuze

Expected Operational Loss  {BOL)

EPE  Expected Positive Exposuye

FINC  Federa] Deposit Insurance
Corporation

FHIEC Pederal Financial Institutions
Exuminetion Council

¥R Fuderal Register

CAAP  Generally Aveepted Accounting
Principies

HVORE  High-Volatility Commercial Real
Estate

1AA  Internal Assessment Approach

IMA  Internal Modsls Approsch

IMM  Internal Models Methodology

3 Interest-Ondy

HRBCG heternstional Organization of
Securities Gommissions

IRB  Internsl Batings-Based

Losgs Given Diefault  (LGD)

b Effective Matuefty

NGE  Meb-to-Gross Ratio

NPR  Noties of Propused Rulamaking

HRSRG  Nationally Recomized Siatistics]
Bating Organizstion

Q00 Office of the Comptroller of the
Currency

OFC Over-the-Jounter

PE Frobability of Defauly

PFE  Potential Future Expasare

BeP  Payment-versus-Payment

GUCP  Qualifying Central Counterparty

QEE  Qualified Retajl Exposure

RBA  Ratinge-Bused Appronch

BV Eatio of Value Change

SFA  Bupervisory Formuada Approach

BSFA Stmplified Supervisory Formula
Approach

USG United States Cods

Vall  Valueat-Risk

V. Regulatory Flexibility Act Analysis

The Regulatory Flexibility act, 5
UL5.0L 801 ot seq. (RFA] requizes an
apency to provide an initial regulatory
Bexibility analysis with a proposad rule
or 1o cortify that the rule will nol have
a significant econormpic impast on g
substantial number of small entities
{defined for purposes of the BFA 10
include banks with assets less than or
equal 1o 3175 million) and publish its
cortification and a short, explanatory
slatement in the Federal Register along
with the proposed rule,

The Board is providing an initial
regulatory ﬂexigility analysis with
respeat to this NPR. The OCEC and FING
are cerlifying that the proposals in this
NPR will not have a significant
econcmic impact on a substantial
number of small entities,

Board

Under regulations issoed by the Small
Business Administation,t® g small
entity inchudes a deposiiory institution
or bmnk holding company with total
assets of $175 million or less ta small
banking organization). As of March 31,
2012 there were 373 small state member
baaks. Az of Devember 31, 2011, there
were approximately 128 smell savings
and loan holding companies and 2,388
small baunk holding companies ¥

As discussed previously In the
Supplementary Informstion, the Board
is preposing to revise ifs capital
requirerments {o promots safy and sonnd
bunking practices, implement Basel IH,
and other aspecis of the Basel capital
framawork, and codify its cagital
;i?%_ﬂimmﬁﬁi&

he proposals also satisfy certain
reguirements under the Dodd-Frank Act
by imposing new or reviged minimum
capital requirements on certain
depository institulion holding
companies.®® Additionally, onder
section 38{cl{1} of the Federal Deposit
Insurance Act, the agencies may
prescribe capital standards for
depository institutions that they
regolate. ! In addition, among other
authorities, the Board may establish
capital requirements for state member
banks under the Federal Reserve Act,??
for stute member banks and bank
holding companias under the
International Lending Supervision Act
and Hank Holding Company Act,®® and
for savings and losn holding companies
under the Home Uwners” Loan Act®

The proposed requirements in this
NPH geasrally would not apply 1o simall
bank holding companiss that are not
engaged in significant nonbanking
activities, do not conduct significant off
batance shest activities, and do not have
a material amount of debt or egquity
securities outstanding that sre registered
with the SEC, These smoall bask holding
companies remain sublect to the Board’s
Smail Bank Holding Company Folicy
Statement (Policy Statement,®

2 Bes 18 OFR 121,201

% The Docpmnber 31, 2011, data sve the most
Focent avaiinbly dats on small savings snd luan
holding companius and soall benk holding
COMPARISS,

¥ Eee 37 UL 5371,

4 8ea 12 US.C. 183101k

* Ser 12 UFH 20848,

B Goe 12 Y80, 300T; 12 LLE.CL 1844,

 See 12 ULALL 1aa7alEHAL

¥ Spe 12 OFR part 225, sppendin O see oise 12
RS0 337 HBURHCL Sontion 171 of the Dodd-Frank
peovides an semption Som its roquirements for
bk bolding companios subject to the Policy
Staternent fas in offeat on May 18, 2015), Section
17% doms not peavide s simitar exempiion for amall
savings and lows holdiog companies and they ae
thursbare subjeat in the proposed rales.
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The proposals in this NPR would
generaily not apply to other small
benking organizations, Those small
banking organizations that would be
subjeet o the proposed modifications to
the sdvanced approaches rules would
anly be suhject to those rsouitemants
besause they are & subsidiary of a large
banking organization that meets the
criteria for advanced approsches, The
Hoard expects that all such entities
would rely on the systems developed by
their parent banking orgenizations and
would bave no additional compliance
costs, The Board also expects that the
parent banking organization would
remedy any capital shortfalls at such a
subsidiary that would soccur due to the
proposals fn this NPR,

& Board weltomes commant on all
sspocts of its analysis. A final regulatary
flexibility analysis will be conducted
after consideration of comments
received dusing the public comment
period.

G

Pursuant to section 605(5) of the
Regulatory Flexibility Act, (RFAL the
regulatory flexibility apalysts otharwise
requirest under suction 604 of the RFA
is not reguired i an agency cerdifies that
the rule will ot have a significant
sronemic impact on & substaniisl
number of small entities {defined for
purposes of the RFA o include banks
with assete Jess than o equal to 8175
million} snd publishes its certification
and a short, sxplenatory stalsment in
the Federal Register slong with s mle.

As of March 31, 2012, there were
appreximately 599 small national banks
and 284 small foderally charterad
savings sssociations. The proposed
changes to O0Cs mindmurs risk-based
capital requiremments inchided in this
NPE would impact only those small
yational banks and foderal savings
aszoctations that are subsidiaries of
large intemationally sctive banking
organizations that use the sdvanced
appranches risk-based capiial rules, and
those small federal savings associstions
thet maeef the threshald oriteria for
application of the market risk rule. Only
six gmall institutions wonld be snbject
1 the sdvanced spprosches sisl-based
capital rules, and no small federal
savings associations satisfy the
theeshold ceitesia for application of the
market risk male. Therefore, the OO0
does not heliove that the proposed rule
will result In a significent economic
impact on a substantial number of small
entities,

FDIC Begulntory Flexibility Act Analysis

Pursnant 1o soction 805{b} of the
Regulatory Flexibility Act, (RFA). the

regulatory Hexibility analysis otherwise
raquired nader section 604 of the RFA
is not required if an agency certifles that
the rule will not have a significant
sconomic impact on 8 subsiantial
number of small entities ([defined for
purposss of the RFA to include banks
wilh asssts less than or equal 1o 3175
million) snd publishes its certificstion
ane a short, explanatory stalement in
the Faderal Register along with fis rule.
Az of March 21, Z01Z, there were
approximately 2,433 small state
nonmember banks, 115 small state
savings banks, and 45 small state
savings associations {oollectively, small
hanks and savings associations). The
progased changes to FDIC s minbmam
risk-based capitsl requiremenis
included o this NPR would impact only
those small banks and savings
sgsociations that are subsidiaries of
larpe, internationally-sctive banking
organizations that use the advanced
approsches risk-based caplial rules, and
thoss smal] sisle savings sssociations
that mest the threshold ceiteria for
application of the market risk rule.
Thore are no small banks and savings
assnstations subject ta the sdvenced
approaches risk-based capital rules, and
ae small stale savings assomations
satisfy the threshold ceiteria for
application of the market risk role,
Therefore, the FRIC does not beliove
that the proposed rule will resultina
significant sconomic bupact on g
sabstantial number of sioall entities.

VI Paperwork Reduetion Act

Reguest for Comment an Proposed
information Collection

In avcordance with the requiremenis
of the Paperwork Redaoction Act (FRA)
of 18985, the Agencies may not conduct
or spopsor, and the respondent s not
rmfuimd to respond to, an information
cotisction unless it displays # enrrentdy
valtid Office of Management and Budget
{OME] contre] pumber. The Agencies
are requesting comment on a proposed
information collection,

The information collestion
requirements contained Subpart B of
this joint potice of proposed rulemaking
{NPR] have been submitted by the OCC
and FDIC to OMB for review under the
PRA, under OMB Contral Nos. 1557~
£1744 and 30684-0153, The information
sollection requirements contained in
Subpart F of this NPR have been
submitted by the OCC and FDIC to OMB
far review under the PRA. In accordance
with the PRA (44 11.8.0. 3506: 5 GFR
part 1320, Apgendix A.1}, the Board has
reviewed the NPE under the autherity
delegated by OMB. The Board's OMB
Control Number for the information

eolisction requiremants contained
Subpart E of this NPR is 71000317 and
for the information cotlection
requirements contatned Subpart F of
this NPH is 71000314, The
requirsmeants in Subpart ¥ are fownd in
propesed sections 123, 122,
A28, 1z4. 132, 141, 143,
__ 352, 173 The requitemeniz in
Subpart ¥ are found in proposed
sections 203, 204, 205, 20§,
207, 208, 268, 21D, and

212,

""The Agencies have published twe
other NFEs in this issue of the Federal
Register. Please sos the NPRs entitled
“Regulatory Capits] Rules: Regulatory
Capital, Mirdmum Regulatory Capital
Ratios, Capital Adequacy, Transitien
Provisions” and “Regulatory Capital
Rudes: Standardized Approach for Risk-
Welghted Assais: Market Discipline and
Disclosure Requirements.” While the
three NPRs togsther comptise an
Integrated capital Famework, the PRA
burden has been dividsd among the
three NPRs and 3 PRA slatement has
hoen provided in sach,

Comments arg invited o

{s] Whether the callection of
intarmation is necessary for the proper
porformance of the Agencies’ functions,
including whether the information has
praccsl ntility;

{b} The accuracy of the estimates of
the burden of the Information
eallection, including the validity of the
methodology and assumplions used;

{c} Ways to enhances the quality,
utility, and clariiy of the information o
be collecied;

{d) Waye o minimize the burden of
the information eollection on
respendents, including through the use
of automated sollection wehniques or
aztigzsr forms of information technology;
&n

{s] Estimates of capital or start up
costs and costs of operation,
maintenance, and purchase of services
to gmvkﬁe information.

All somments will becoms & matter of
public record,

Comasents should be addressed W

O Commmunications Division,
Dffice of the Compiraller of the
Currency, Public mformation Hoom,
Mail stop 1~5, Attention: 155871234,
280 E Strest SW., Washington, DU
20218, In addition, comments may be
seirt by fox to 2028743448, or by
slectzonic mail o
regs.commentsBove traps.gov. You can
inspect and photocopy the comments al
the O0C's Public Information Room, 258
E Sreet SW., Washingion, DO 20218
You can make an appointment o
inspect the comments by calling 262~
8740043,
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EBoard: ¥ou may subnit cormmends,
identifiad by R-1443, by any of the
following methods:

» Agency Web Bite: hitp//
www, federalreserve gov. Follow the
inatruntions for submitting conmments
on the Attp://fwew federalreserve govl
generalinfo/foin/ProposedBegs.ofm.

* Federal eRwlemaking Portad: hlipd7
www.regulations.gov. Foilow the
instructions for submitting comments.

s Email:
regs.comments@faderalreserve gov.
Inchide docket number In the subject
}ine of the messaga,

» Frox: 202-452-3819 or 202453~
3102,

¢ Mail: Tennifer 1. Johoson, Seoretary,
Board of Governors of the Federal
Reserve System, 20tk Street and
Constitution Avenus NW, Washington,
i 20851,

Al public comments are available
from the Hoard's Web site at Attpd/
www. federalreserve. gow/generalinfo/
foda/ProposedBegs.cim as submilled,
unless modified for technoical reasons.
Accordingly, your comments will not be
edited to remove any identifying ov
contact information, Publc comments
may alse be viewed electronically or in
paper in Koom MP-500 of the Board's
Martin Building {26th and C Streels
NW. between 8 aom. and 3 pan on
weskdavs.

FEIC: You may subsaif written
commanis, which should refer to RIN
3084-AlN7 Advanced Apgroaches
Rigk-based Capital Rule (3084-0153);
Market Risk Capital Rule (NEWL by any
of the following methods:

« Agency Web Site: httpr//
www fdic. goviregulationsilows/federal/
propese fitml, Fallow the instructions
for submilting vommenis on the FRIC
Web site,

« Federal eBulemuking Portal htipd/
www.regnlations.gov. Follaw the
instructions for submitting comments.

« Email: Comments@FINT gov.

¢ Mail: Robert B, Peldman, Execaolive
Secretary, Attention: Cotmments, FRIC,
55017 Street NW., Washington, IO
20429,

s Hand Delivery/Ganrier: Guard
station at the rear of the 550 17th Street
Bailding Oooated on F Strest] on
business days betwesn 7 &m. and 5 p.

Fublic Inspection: All comments
receivad will be posted without change
to hitpeffwww fdie goviregulationsflaws/
federal/prapose/hiemd tncluding any
gersonal information provided.
Commants may be inspected at the FDIC
Puhlic information Center, Room 100,
801 17th Street NW., Washington, BC,
betwean 8 a.m. and 430 p.. on
business days.

Proposed Information Collection

Title of Information Collection:
Reguiatory Capital Rules (Part 3);
Advanced Approaches Risk-based
Capital Rules (Basel 1, Part 3}

Frequency of Response: Quarterly and
annuatiy,

Affected Public:

£ National banks and federally
chartered savings associations.

Board: State member banks [SMBs},
bark holding companies (BHCs), and
savings and losn holding companies
{SLHGs).

FDIC: Insured state nonmember
banks, certain subsidiaries of these
entities, and state chartered savings
associations.

Estimated Burden: The burden
estimates below exclude any regulatory
reporiing burden assoclated with
changss to the Consolidated Reporis of
Income and Coundition for banks (FFIEC
031 and FFIEC 847; OMB Nos. 73100~
(036, 30640032, 15357-0081),
Advaneced Capital Adeguacy Framework
Remulatory Reporting Reguirements
{FFIEC 101; OMB Nos. 7168-0319,
30640159, 15570234}, the Financial
Statements for Bank Holding Companies
{FR ¥-8; OME No. 71000128}, and the
Capital Assessmentis and Strass Testing
infornmation collection {FR V-14A/0/M;
OMEB No. 7100-6341). The agencies are
still considering whether io revise these
information collsctions or 1o implement
a new information collection for the
regalatory reporting requirements, in
either case, 4 separste notice would be
pablisked for comment on the
regalatory reporting requirements.

SN

Estimuted Number of Respandents:
45,
Estimated Burden psr Respondent:
Ene-time recordkeeping, 460 hours;
ongoing recordkeeping, 176 houry; ane-
time disclosures, 289 hours; ongoing
disclosures, 140 howrs,

Total Estimated Annuol Bardes:
47,520 hours.

Board

Estimated Number of Bespondents:
SMHs, 4 BHUs, 20; SLHGs, 13,

Estimated Burden per Hespondent:
One-ime recordkeeping, 460 hours:
sngoing recordkeeping, 176 howrs; one-
time disclosures, 280 hours; ongoing
disciosures, 180 hours.

Total Estimated Annual Burden:
36,672 hours.

FIuC

Estimated Number of Respondents: 8.

Estimated Buarden per Respondent:
Une-thme recordkeeping, 460 hours;
ongoing recordkesping, 178 hours; ane-

tims disclosures, 280 hours; ongoing
disclosures, 140 hours,

Total Estimated Anmuni Burden:
£,448 hours,

Abstract

The PRA burden associated with
raporting, recordkeeping, and disclosuss
requirements of Subpart E that are

found in proposed sections 121,

12z, 123, 124,
A3z, 32{bH3},
_-R3Z ), 13zidMrMing,

e BB}, azthizl,

I 1503 e R 174 fables: 111,

32,003 116, 137, 118, 11,18, and
11.31) ave currently accounted for under
the Agencies’ existing information
cotlections (0s).

The FRA burden sssociated with
recordkesping and disclosure
raquirements found in proposed
sections L 132IB){2MiHAL,
A32{d2Niv)

CRIZEHAMRE  132{dHad,

B E X103 AR TS 155} a1
173 fisbles: 11.4, 115, 11.6, and
1152} would reviss the Agencies’
exigting iCs and are described below,

Section-by-Section Analysis
Reoordkeeping Requirements

Under proposed section
o 12BHZ AL counterpasty
credit risk of repo-style ransactions,
eligitle murgin loans, and OTC
derivative contracts, Own internal
sstimates for haironts. With the grior
writton approval of the [AGENCYL a
{BANK] may calculate halrouts {Hs and
Hifx} using #s own internal sstimates of
the volafilities of markst prices and
foreign exchange rates. To recaive
[AGENCY! spproval to use Us own
imternal estimates, a [BANK] must
satisfy the minimum quantitative
standards outlined in this section. The
agencies estimate that respondents
would tzke op aversge 89 hours fwe
husiness weeks] to reprogram and
updste systems with the requivements
ontlined iy this section. In addition, the
agencits sstimate that, on a continuing
basis, respondents would 1ake on
aversgs 18 hours aumoally to maiatain
thelr internal systamas,

Under proposed section
e PRI 2], courdterparty credit
risk of rego-styls travsaciions, eligible
margin ioans, and OFC derivative
contracts, Risk-weighted assets using
IMM-—Under the MM, 2 [BANK] uses
a1 internal model to estimate the
expected exposure [EE] for 2 netting set
and then celculates EATY based on that
EE. A [BANK! nzust ssloulste two ERs
and two BEADs [one stressed and one
unstressed! for each netting os outlinad
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inthis section. The agencies estimale
thal respondents would take on average
80 hours {iwo business weeks} to updaty
their current model with the
requirements outlined in this section. In
addition, the agencies estimate that, on
a continuing basis, respondents would
take on average 48 hoars annually to
maintain their interpal model.
Under proposed section
_____________ ABZ{H3Mvi], counterparty credit
risk of repo-style transactions, eligible
margin loans, and OTC derivative
contracts. To obtain {AGENCY] approval
to caleulate the distributions of
exposures upos which the EAD
caloiation is based, the [HANE must
demansirate Yo the satisfaction of the
PAGENCYT that it has been using for at
ipast one year an internal model that
broadly meets the niinimum standards,
with which the [BANK] must maintain
comphance. The [BANK] mwust have
procedures to identily, monilor, and
contral wrang-way risk throughout the
Hfe of an exposure. The procedures
must include siress testing and seenario
analysis. The agencies estimata that
respondenis would take on average 850
honrs {two business weeks} to
irmplement a model with the
requirements pulined in this secton.
nder proposed section
vvvvvvvvvv 820305 v, counterparty oredit
risk of repo-stvle transactions, ebigible
margin joans, and OTC derivative
contracts. Whan sstimating model
arameters based on a stress period, the
BANK] must use at least three years of
historical data that include a period of
stress {0 the credit defanlt spready of the
(BANK}'s counterparties, The [BANK]
must reviaw the data sai and update the
dats 45 necessary, partiounlady for any
material changes In Hs covnterpariios,
The IBANK] must demonstrate at least
quarteriy that the siress period
coincides with increased COS or ather
credit spreads of the IBANK]'s
connterparties, The [BANK] must have
procedures to svalnate the effectivensss
of i3 stress celibration that include a
process for using benchmark porticlios
that are valnersble to the same risk
factors us the [BANKYs portiplio, The
FAGENECY ] may require the lBANK} o
modify its stress calibration to better
mflect actual historic losses of the
porticiio, The sgencies estimate that
respondents would take on average 80
hours {two business wesks) {o
implement prosedures with the
reguirements outlined iu this section,
nder proposed section
A3 2{dMBHIR], counterparty credi
risk of repo-style transactions, eligible
margin loans, and OTC derivative
contracis, A IBANK] must subject its
internal model to an initial vaildation

and annual modsl review process. The
model review should consider whether
the inputs and risk factors, 8s well as the
modei culputs, are appropriate. As part
of the model review process, the
IHBANK] moust have a backtesting
program for ils model that includes a
process by which anacceptable model
serformence will be determined and
remedied. The agencies sstimate that
respondents wonld take on average 40
hours {one business week} 1o lrnplement
& model with the requirements outlined
in this section. In addition, the sgencies
estimate that, on a continuing hasis,
respondents would take on average 40
hours anoually to maintain their
internal model.

Under propased section
__32{dMaHk], counterparty credit
risk of repo-style transactions, eligible
margia loans, and OTC derivative
sontracts, A {BANK] must have policies
for the measorement, management and
control of collateral and margin
amounts. The agensies estimate that
respondents would take on average 20
honrs to implement palivies with the
reguirements outlined in this section.

nder praoposed section
. A32id)3Mxi), counterparty credit
risk of repo-style trangactions, eligible
margin leans, and OTC derivative
goniracts. A BANK] must havea
comprehensive stress tosting program
that captures all credil exposures fo
oounterpartios, and incorporates giress
testing of principal market risk factors
and creditworthiness of counterparties.
The agencies estimate that respendants
would take on average 44 hours [one
business weck} to implement 3 propram
with the requirernents outlined in this
section. In addition, the agencies
estimate that, on & continuing basis,
respondenis wonld take on average 40
hours sonvally to maintain their
prosram,

Under proposed sections

_____ J14He2Hi and (], operational
uriteria for recoguizing the transfer of
risk. A [BANK] must demonstrate itz
comprehensive understanding of a
securitization exposurs under seclion
14t{ciil], for each sscuritization
exposure by conducting an analysis of
the risk characteristics nf a
seeuritization exposure prior o
acepiring the exposure and dogument
such anslysis within three business
days after acquiring the exposure. On an
on-going basis (no lass fraquently than
quarteriyl, evaluate, review, and update
as appropriate the analysis reguired
nnder this section for each
securitizalion exposure. The agencies
sstimate that respondents would take on
average 44 hours (one buginess weekl to
smplement a program with the

requirements outlised in this section.
The agencies estimate thal, on &
continuing basis, respondents would
take on sverage 10 hours guanlesty o
evaluste, review, snd updats the
PrOgTAT IBGUIrBHenis,

Hiselosues Requirements

Lhnder proposed ssction 373,
disclosures by banks that ave advanced
approaches banks that have successfully
eomypleied parallel run, A IBANK] that
is an advanved spproaches bank must
ke the disclosures desaribed in
Tables 11.1 through 11,12, The [BARNK]
raust make these disclosares publicly
available for each of the last three years
{that iz, twelve guarters] or such shorter
petiod beginning on the effevtive date of
this subpart K.

Undsrt proposed table 11.4—Capital
Conservation and Countercyclical
Butfers. The [BANK] must comply with
the qualitative and quentitative public
disclozures cutlined in this sble. The
sgencies estinate that respondents
watld take on average 89 hours fiwo
business weeks) 1o comply with the
disclosure requiresnents outlined in this
table. The sgencies estimate that, on s
centinuing basis, respondents would
take on average 40 hours annually
comply with the disclosure
requiremenis outiined in this table.

Under proposed table 11.5-Credit
Rigk: General Disclosures. The [BANK]
rerust comply with the gualitative and
guantitative public disclosures outlined
ins this table. The sgencies sstinaie that
respondents would take on average 80
kours fiwo business weeks} to comply
with the disclosure requirements
suttined in this table. The agencies
sstimats that, on a continuing basls,
respondents would take on average 48
hows annoally to comply with the
disclosure requiremenis cotlined in this
tahle,

Under propased table 11.9—
Securitization. The [BANE] must
comply with the qualitative and
guantitative pubiic disclosures gutiined
in this table. The sgencies sstimats that
respondents would take on average 8¢
hours to comply with the disclosure
requeirernents ontlined in this table. The
agencies estimate that, on a continging
basis, respondents would take en
average 30 howrs annually comply with
the distlosure requirements outlined in
this table,

Under proposed Table 11.12Intersst
Rate Risk for Non-trading Activities.
The [BANK] must comply with the
qualitative and quantiiative public
disclosnres outlined in this table. The
agencies estimate thet respondents
would take on average 86 hours to
camply with the disciosure
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requiremnents outlined in this table, The
agencies estimate that, on 4 continuing
basis, respondents would take on
average 30 hours annually comply with
the disclosure reguirements outlined In
this table.

Froposed Informatinn Collection

Title of Information Collection:
Regulstory Capital Rules (Part 3%
Market Risk Capital Rule {Basel I, Part
3%

Frequency of Response: Quarterly and
annually.

Affected Public:

OCC: Nattone! banks and federally
chartered savings associations.

Board: Savings associations and
saving and loan holding cempanies.

FOHC Tonsuradd state nonmember
hanks, state savings associations, and
certain subsidiaries of these eniities,

Estimated Burden:

O

Estimated Number of Respondents:
45,
Estimated Burden per Respondent:
1.964 hours,

Foted Estimated Anrwal Borden:
88,180 hours.

Board

Estimmated Number of Respondents:
3
Estimated Burden per Bespondent:
2,204 hours.

Toial Estimoated Annual Burden:
88,120 hours,

FOIC

Estimated Number of Respondents: 2.

Estiznated Burden per Respondant:
1.984 hours.

Total Estimated Annual Burden:
3.928 hours.

Abstract:

The PRA burden associated with
reporting, recordkesping, and disclosure
regpaivements of Subpart F that are

found in proposed sections 203,
vvvvvvvvvv 064, .268b, LEeh, 307,
208, octiin 210, and

segsitivity and introduce requirements
for public disclosure of certaln
gualitative and guaniiiative information
about & savings association’s or 8
savings sod loan holding company’s
market risk. The collection of
information is necessary to ensure
capital adequary accerding to the level
of market risk.

Section-by-Section Analvsis

Sartion
_lowbarm; lowbarm: 203 sels
forth the requirements for applying the

market risk Framowork. Section

_____________ 2031al{1] requires clearly defined
polivies and procsdures for detsrmining
which trading assets and trading
Hahilities are trading positions, which of
is traging positions are correlation
trading positions, and specifies what
must be taken into scoount, Section
20810 ¥2) reguires g clearly defined
irading and hedging sirategy for trading
positions approved by senior
maragement and specifios what esch
strategy must articulate. Section

20303 requires clearly defined
policies and procedures for actively
managing all covered positions and
specifies the minbmum that they must
roguire. Sections 203 {cH4) through
o 203(CH10) Teguire the anaual
review of inlernal models and include
certain requirsments that the models
must meet. Segtion _ .203{d}4}
Teguizes an annual repart o the board
af directors on the effectivensss of
controls supporting market risk
megsurement gystems.,

Section _.204({b] regqulres quarterly
backiesting. Section
reguires institutions o demaonstraie 0
the agencies the appropristeness of
proxies used to sapture risks within
value-at- risk models. Section
o 205[e) requives Institutions to
retain value-at-risk and profit and loss
information on sub-portfolios for two
vears, Section 266(bH3) requires
policies sud proceduras for stressed
valug-atrisk models and prior approvals
an determining periods of significant
financial stress.

Section  .207(b}{1) specifies what
wnternad models for specific risk must
include and address. Section 208{a)
requires prior writlen approvel for
incremental risk. Section
requires prior appraval for
comprehensive risk models. Section
s 238} 2] requires retaining and
making available the resulis of
supervisory stress testing on a quarterly
basis, Section L2100 requires
docwmmentation quartterly for analesis of
risk characteristics of each
secoritization position It holds. Section
MMMMM -212 requires quarterly guantifative
declosures, anoual qualitative '
disclosures, and a formal disclosure
policy approved by the board of
directors that addresses the bank’s
approach for determining the market
risk disclosures it makes.

V. Plain Langnage

Section 722 of the Gramm-Laach-
Biiley Act reguires the Feders! banking
agencies 1o use plain language inall
proposed and final rules published after
lanuary 1, 2000, The agencies have
sought to present the proposed mle in
& simple and straightforward manner,

and invite comment on the vse of plain
language.

V1, OCC Unfunded Mandates Reform
Act of 1995 Determination

Section 202 of the Unfunded
Mandates Reform Act of 1095 {UMRAL
{2 1L5.40 1532 ot soq) requlres thatan
agEnNCY prepare & written statsment
before promulgating a rule that includss
a Federal mandate that may result in the
expensditure by Stste, local, and Tribal
governments, in the aggrogate, or by the
private sector of 3190 million or mors
{adiusted annually for inflation) in any
one year. if s writien statement is
retuired, the UMRA 2 UL, 1835} also
requires an sgency to idemily and
conwider a reasonable number of
regulatury alternatives before
promulgating a rule and from these
alterpatives, either salect the least
costly. most cost-affestive or feast
burdensome aliernative that achieves
the shjectives of the rule, or prsvide s
statement with the rule explaining why
sush an option was not choser.

This I\élgi would incorporate revisions
to the Basel Commities's capital
framewark into the banking agencies'
adeanced approaches risk-based eagital
rales and remove references to credit
ratings consistent with seclion 836A of
the Dedd-Frank Act. This NPR would
modify various elements of the
advanced approached risk-based capital
rules regarding the determination of
risk-weighted assels. These changes
would {1} Modify treatment of
sounternarty credit risk, {2} remove
sefarences o credit ratings, {3} modify
the treatmend of securitization
sxposures, and (4] modify the treatment
of sxpasures subject to dedustion From
capifal. The NFR slse would suhance
disciosure requirements, espacially with
regard {0 securitizations, and wonld
amend the advenced approaches so that
capital requirements using the interns}
models methodalogy ke into
consideration stress in calibration data,
siross testing, initial validation,
collateral mansgement. and annual
madel review. The NPR rule also would
reguire pational banks and federal
savings sssociations subject to the
advaneed approsches risk-based capitsl
rules to identify, monitor, and conteol
wrong-way risk,

Finally, the NPR would expand the
svape of the agencles” market risk
capital rule to savings associations that
meet cerlain thresholds,

To estimate the lmpsct of this NPR on
nstional banks and federal ssvings
associations, the UCT estimated the
amount of capital banks will need %0
raise 1o mest the new requircments
relative 1o the smount of capital they
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ourrently hold, as well ag the
compliance aosty assontated with
establishing the infrastructure o
detarmine correct risk weights using the
revised methods for caloulating risk-
weighted asseis and the compliance
costs associated with new disclosure
requirements, The OCC has determined
that s proposed rule will not result in
expenditures by State, local, and Tribal
governments, or by the private sector, of
8100 million or more. Accordingly, the
UMRA does net reguize that a wrilten
statement accompany this NPR,

Fext of the Proposed Commen Rule (ALl
Agencies}

The text of the propoesed commaon rule
appetrs belfow:

PART _ CADITAL ADEQUACY OF
[BANKIS

Bubpart E—Risk-Weighied Assets—internal
Ratings-Based and Advanced Measurement
Approaches

See
"""""""" prinvipls of conservatism
................. A Definitions.

QUALIEICATION

21 Gualifieation prosess.

122 Cuelificetion requiremsants,
123 Cmngoing aualification,

124 Merger and acguisition
travsitional arrangements.

BISK-WEIGHTED ASSETS POR GENERAL
CRENT RISK

_ 431 Mechanies for caloulating iotel
wholesale and rotail fsk-weighted
asseia,

___________ 137 Counlerpsrty credit risk of repo-
siyls trapsactions. eligible margin loans,
and {74 derbvative contrania.

______________ 433 Cleared transsctions.

34 Guorsniees and ceediy derlvatives:
#13 substituiion and LGD adinstment
approsches.

_________________ A58 Gusraniees and credit denivatives:

Double default trestment,
1488 Unsettled transactions,

RIGK.WEIGHTED ASSETS FOR
SECURITIZATION EXPOSURES

141 Operational criteris for

recognizing the transfer of risk.

_________________ 142 Hisk-based vapital requirement for

sacuritivation exposures.

143 Supervisory formals approach

{GFAL

i44  Simplified supervisory formula
approach {5SFAL

_________________ 4% Recogaition of credit risk

mitigents for securitization exposures.

RISR-WEIGHTED ASSETS FOR BLUITY
EXPOSTURES

A3 Intreduction and exposure
mansurement

... .82 Simple risk weight approach
SRwWaAL

1533 Internal models approsch (IMAYL

C154  Hauily exposures to investraent
funds.
1535 Equity desivative contracts,

RISK-WEIGHTED ASSETE FOR
OPERATIONAL RISK

361 Gualification requirements for

incorporation of operational risk
mitiganis.

................. 482 Mechanics of risk-weighted asset

calculation,

DISCLOSURES
17 Purpose and scope.

arz Digclusure reguitements,
373 Disclosurss by contadn advanced

" approsches [BANKS)

Subpart F—fizie-weigited Assete—Markat
Risk

201 Purpose, applicability, and
reservation of authority.

o, 202 Disfinitions.

203 Reguiremsents for application of
this subpart F,

204

KMeasure for markst rizk,
Vall-basod measurs,
Stresged VaR-based imeasure,
Specific risk,
Encremental risk,
y Comprehensive risk.
________________ 231D Standardized messurement
mathod for specific risk.
________________ 2311 Simplified supervisory formele
approach (SSFAL
________________ 232 Markel risk disclosures,
Subpart E—Risk Weighted Assets—
internal Ratings-Bassed and Advanced
Measursmeni Approaches

________________ 90  Purposs, spplicability. and
prinvipgle of conservatism.

{a} Parpose. This subpart £
astablishes:

£1) Minimum qualifying eriteria for
EBANK]s using IBANKspecific internal
risk measurement and management
procasses for caloulating risk-based
capital requirements; and

2] Meathodslogies for such [BANKIs
to valculate their total risk-weightad
aasels.

{v] Applicability. {1) This subpari
apolies to g [(BANK] that

i) Has consolidated total assets, as
reparted on the most recant year-end
[Regulatory Raports] squal to $260
billion or more;

(i1} Has consolidated total an-balance
sheet foreign exposare at the maest
recent year-end equal to $10 billion or
maore [where total on-bulance shest
Fareign axposars equals total cross.
berder claims less claims with & head
affice or guerantor located In another
conntry plus redistiibuted gusranteed
smonnts to the country of head office or
gusranior phas local country claims on
lecal residents plus revaluation gains on
forsign exchange and derivative
praducts, caleniated in sccerdance with
the Federat Financial Institutions

Examination Council {FFIEC] 009
Country Exposure Reportl

{iii} Is a substidiary of a depository
mostitution that uses the advanced
spprosches pursaant to subpart  of 12
CFR part 3 {OCCY, 12 CFR part 217
[Board}, or 12 CFR part 325 DG o
caloulate its total risk-weighted assstg;

{te] Is & subsidiary of a bank holding
company or savings angd kan holding
company that uses the advanced
approsches pursuant to 12 OFR part 217
to calenlate its total riskoweighted
assets; or

{v} Elects to use this subpart to
calculate s total risk-weighted assets,

{21 A bank thet is subjact to this
subpart shall remain subject to this
subpart unless the [AGENCYE
determines in writing that application of
this subrart is not appropriate in light
of the {BANKYs assel size, lovsl of
complexily, risk profile, or scope of
operations, In making » determination
under this paragraph, the JAGENCYY
will apply notice and response
procedures in the same manner and io
the same extent a5 the notize and
response procedures in 12 CFR 3.12
[OCC), 12 CFR 263.202 [Board], and 12
CFR 325.8{0) (FINGL

{3} A market risk {BANK] must
exclude from its calculation of risk-
weighted assels under this subpart the
risk-weighted asset amounts of all
covered positions, as defined in subpart
F of thig part {except foreign exchange
pusitions that are not rading positions,
overthe-counter derivative posttions,
cleared transactions, and unseftied
transactions].

{c) Principle of Congervatism.
Notwithstanding the roquirements of
this subpart, & [BANK] may choose not
o apply & provision of this subpart 3o
ome oF more expasures provided thai

{1} The [BANK! can demoustrate on
an ongojug basis to the satisfaction of
the [AGENGY] that not applying the
provision would, in all circumstances,
wnambiguously generats s risk-based
eapital requirement for each such
exposure greater than that which wosld
otherwise be retruired under this
subparl;

{2} The {BANK] appropristely
rannsgas the risk of each such exposure;

£31 The BBANK] aotifies the
{AGENCY] in writing prior fo applying
this principle to each sush exposure;
andd

{4} The exposures to which the
[BANK] applies this principle are not, in
the sgeresste, material to the [BANKL

181 Definitions.

fa) Terms set forthin§  Zand
used in this subpart have the definitions
assigned thereloin§ .2,
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nnmber of small entitios, For purposes
of the IRFA, & small entity inchudes a
banking organization with tolal assets of
8173 maillion or less.

As provided in the Standardized
Approach NPR, the agencies are
separately publishing thelr respeciive
IRFA. Accordingly, the FDIC is sesking
comment on the IRFA provided in tds
Federal Register document, which
desoribes the sconomic impect of the
Standardived Approach NPR, In
secordance with the requirements of the
RYA. Cornments received in connection
with this IRFA will be considared for
purpeses of the developmaent of any
final rule to implement the
Standardized Approach NPR. A
suminary of the FOHC's IRFA for the
Erandardized Approach NPR is set forth
helow,

Summary of the FIHG's IRFA

in accerdance with the requirsments
of the BFA, the FINC is pubhshing this
summary of the IRFA for the
Standardized Approach NPR# For
purpasas of this IRFA, the FOIG
analyzed the potential economie impact
of the Standardized Approach NPR on
the small entities that it regulates,

The FDIC welcomes comment on all
aspects of the yummary of its IRFA.
Commenis recelved m response to this
IRFA will be considered by the FDIC for
purposes of any Boal rule implementing
the Standardized Approach NPR. The
FIC will conduct & final renulatory
flexibility analysis after consideration of
commenis received doring the public
somment period.

A. Beasons Why the Proposed Bule ke
Being Considered by the Agencies;
Statement of the Objectives of the
Proposed Rule; and Legal Basis

As discussed in the Standardized
Approach NPR, the agencies are
praposing to revise their capial
requirements 16 promote sale and sound
banking practices, implement Basel I
(as later revised), and harmonize capital
requirements across charter type. The
NPE slso propuses aliernatives to the
use of credit ratings consistent with
section 8334 of the Dodd -Frank Act by
revising rsgulatory capital requirements
to remove all references 10, and
requiraments of rellance on, credit
ratings. Federal law authorizes vach of
the agencies to prescribe capital
standards for the banking organizetions
it regulates,

ATV FR B28AR.

B. Emall Entities Affected by the
Froposal

Under regulations issued by the Small
Buginess Administration ® 2 small entity
includes a deposHory institulion or
bank holding company with iotal assets
of $175 million or less. Az of March 31,
2012, the FDIC was the primary Federal
regulator for approximately 2,423 smali
state nonmember banks, 115 small
savings banks, and 45 small state
savings associations (collectively, small
banks and savings associationsk,

C. Projected Reporting, Recordkeeping,
and Other Compliance Requiraments

The Standardized Approach NPR
inchides changes te the general risk
based capital requirements that addeess
the caloulation of risk-weighted assets
and affect small banks and savings
associations. The Proposed Rale would
affnet small banks and savings
associations, mcluding:

1. Changing the denominator of the
risk-based capial ratios by revising the
asset risk weights;

2. Revising the treatinent of
counterparty credit risk;

3. Replacing references to credit
yatings with alternative measuras of
craditworthiness;

4. Providing more comprahiensive
revagnition of collateral and guaranices:
and

§. Providing a more favorable capital
treatment for transactions clearsd
through qualifving central
counterparties,

These changes are designed to
enhuance the risk-sensitivity of the
caleudation of risk-weighted assets.
Therefore, vapital requirements may go
down for some assels and up for others,
For thase assets with a higher risk
weight under the NPR, that increass
may be large in some instances, for
exsrapie, the equivalent of a dollar-for-
dollar capital charge for soms
securilization exposures,

in order to estimate the impact ol the
Standardized Approach NPR on small
banks and savings associations, the
FOIC used currenily available data from
the quarterly Consolidated Report of
Condition and Income {Call Reports)
filed by small banks and savings
associations to approximate the change
ir papital under the proposed rele. ABer
comparing the existing risk-hased
capital rales with the preposed rule, the
FBIC estimates that risk-weighted sssats
may increase by 10 percent under the
propased rale. Using this sesumption,
the FBIC estimates that a total of 78
small banks and ssvings sssoeciations

* 8w 13 CPR 131201

will need to raise additional capital 1o
mael their regulatory minimums. The
FUIC estimales that this totel projected
shortfall will be $34 millios and that the
oost of 1ost tax benefits associsted with
increasing total capital by 534 million
will be approximately 50.2 million per
vear. Averaged across the 76 affected
institutions, the cost is approximately
$2.560 per Institution per vear.

To comply with the requirements of
the Proposed Rule, small banks and
savings associations would be required
to change their internal reporting
provesses. These changes would tequire
some additional persoanel training and
exponses related to new systems {os
modification of existing systems) for
calculating rogulatory capital ratios.

Additionslly. small banks and sevings
assuciations that hold cerain exposures
would be required to obiain addittons]
information under the proposed rales in
arder io determine the applicable risk
weights. For exgmple. small banks and
savings associaiions that hold exposurss
to soverelgn eniities other thau the
United States, foreign depository
institutions, or foreign public sector
entities weuld have to acquire Country
Risk Classification ratings produced by
the Urganization for Economic Co-
Operation and Development 0ECD o
determine the applicable risk weights.
&mall banks snd savings sssociations
that hold residential morigage exposures
would be required o bave and maintain
information sboul sertain nnderwriting
features of the morigage as well as the
foan-to-value {LTV) ratio in order to
determine the applesble risk weight.
Generally, stasli basks and savings
associations that bold securitization
axposures would need in oblain
sutficient information ahout the
underlying exposures to satisfy dus
diligence requiroments and apply either
the simplified supervisory formula
approach (S8FAY or the gross-up
approach described in section 43 of
the: Proposed Rule to caloulate the
appropriate risk weight, or be recnired
to assign & 1,250 percent tisk weight o
the exposure,

Small benks and savings assoclations
typivelly do not hold sipnificant
sxpostres to foreign entities of
securitization exposures, and the
agencies expeat any additions] burden
related 1o caloulating risk weights for
these exposures, or heldiog capital
aguinst these exposures, would be
rekatively modest. The FDIC estimates
that, for small banks and savings
associations, the cost of implementing
the alternstive measures of
ereditworlhiness will be spproximately
535,600 per institution.
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Some small banks and savings
associations may hold significent
residential mortgage exposures, g
smail bank or savings assoclation
arigirates the exposure. it should have
sufficient information to delermine the
applicable risk weight under the
proposed rule. However, i the exposure
is aoguired frow anather Institution, the
information needed to determing the
applicable risk weight should sormally
be collected lor portfolio monitoring
purpeses and internal risk menagement.

Small banks and savings associations
would not be subject to the disclosure
requiremsnts in the Propossd Rule,
However, the agoncies expent 1o modify
regulatory reporting requirements that
apply te smial] banks and savings
assacistions to reflect the changoes made
to the sgeneies’ capital requirements in
the Proposed Rule. The agencies expect
to propose these changes to the relevant
reporiing forms in a ssparate notice.

To determine if the Proposed Rule hag
4 significant economic tmpact oo small
banky and savings associalions we
comrparad the estimated annual cont
with annoasl ponintersst exponse snd
annual salaries and employee benelits
for pach institution, I the estimaled
annuel cost was greater than or egual
2.3 percent of tolal noninterest axpense
or & percent of annual salavies and
employee benefits we classified the
impact as significant, The FDIC has
concluded that the proposals incleded
in the NPR would exceed this threshoid
for 2,415 small state noamember banks,
114 small savings banks, and 48 siall
state savings institulions. Accordingly,
for the purposes of this IRFA, the FDIC
has concluded that the changes
proposed in the Standardized Approach
NPR, when eonsidered withont regard
to other changes to the capital
requirements that the agencies
simultaneously are proposing, would
have o significant sconormic impact on
a substantial number of sinall banks and
savings associations,

Additionally, #t may be informative to
consider the changes proposed in the
Standardized Approach NPR together
with changes proposed in the separate
notice of proposed rilemaking
published kointly by the sgencies in the
Federal Register on August 30, 2012,
tithed, “Regalatory Capital Rules:
Regulatory Capital, Enplementation of
Basel I Minimuwm Regulatory Capital
Ratios, Capital Adequary, Transition
Frovistons, and Prompt Corractive
Action; Proposed Rule” (Basel 111 NPR)#
The changes described in the Basel 11
NPR include changes to minimam
capital requirements that would impact

B PR 52702,

sraall banks and savings associations.
These include a more conservative
definition of regulalory cupiial, 4 new
common equily ter 1 capital ratic, a
higher minimam tier 1 capital ratio,
sew thresholds for prompt comective
sotion purposss. and a new capital
canservation bueffer.

To ostimate the impsct of the Basel 11
NPR on the capital needs of small banks
and savings associations, the FIIG
estimated the amount of capital such
institutions will need to raigs to meet
the new minizmum siandards relative to
the amount of capital they curvently
hald, To estimate now capital ratios and
requirements, the FDIC used currently
available data from the quarterly Call
Report submaitted by small banks and
savings assaciations to approximate
capital under the Basel 7T NPR. The Call
Reports show that most small banks and
savings associations have capital levels
well above the existing minlmum
eguirements.

After comparing existing levels with
the proposed new requirements under
the Basel 1] NPR, the FDIC determinad
that 62 small banks and savings
associations that it regnlates would fall
short of the groposed increased capiial
requirements, Together, those
institutions would need to raise
approximately $164 million in
regulatory capital to mest the proposed
winimam requirements sei forth in the
Basel I NPR. The FDIC sstimates that
the cost of lost tax benefits sssaciated
with increasing total capital by 3184
millien will be approximately $0.9
millien per vear, Averaged across such
institations, the cost atiributed to the
Basel B NPR is spproximately $15,000
per institution per year.

The FDIC concluded Jor purposes of
its IRFA for the Basel I NPR? that the
ehenges described in the Buse] HI NPR,
when considered withont regard to
changes in this NPR, would not reeult
in & significent economic impacl on o
suhstantial momber of small banks and
savings associations, given the nominal
vompliance requirements that Hkely
wensid result rom the futare adoption
by the agencies of the Base] HI NPR.

As noted abiove, the FDIC has
conciuded that the proposed changes in
the Standardized Approach NPR would
result in e significant economic bnpact
on a substantial nuwber of sinall bauks
and savings associstions. Further, if
hothi the Standardized Approach NER
and the Basel I NPR were adopted,
thare would be a sigalficant economic
impact an u substantial number of small
banks and savings associations.

* hf et 32836,

8. Fentification of Duplicative,
Overlapping, or Conflicling Federal
Hules

The FDIC is unaware of any
duplicative, overlapping, or conflicting
federal rules, As noted provicusly, the
FBIC anticipates issuing 3 separate
proposal to implement reporting
soquirements that are tied to (hut do not
vveriap or duplicats! the requirements
of the proposed rules. The FUIC seaks
comments and information regarding
awy such feders] rales that are
dugplicative, overlapping, or otherwise
in cenflict with the Proposed Rule.

E. Discussion of Significant Alfernotives
te the Propused Rule

The agencies have sought 1o
incorporste Hlexibility into the Proposed
Rule and lsssen burden and complexity
for small banks and savings associations
wherever possibile, consistent with
safety and soundness and applicable
lzw, including the Dodd-Frank Act. The
sgencies are requestiog comment on
potential options for stmplifying the
Fropesed Rale and reducing burden,
including whether to permit certain
smal! banks and savings associations to
continus using portions of the current
general risk-based capital rules to
calculate risk-weighted assets.
Additionelly, the agencies proposed the
following alternatives and Gexihility
featmres: i

» Sprall banks pnd savings
associstions are nol sublect to the
enthancesd disclosure requirsments of the
Proposed Rale,

» Small banks and savings
azsnclations would continus to apply a
133 parcent risk weight o corporate
exposures {as desaribed in section
of the Praposed Rulel.

+ Small banks sod savings
associstions may choose to apply ths
simpler gross-ug methed for
securitization exposures rather thay the
8SFA {as desoribed in section 43 of
the Proposed Ralgl.

» The proposed rale offers small
banks snd savings associations a choice
between a simpler and more complex
mathods of risk weighting equity
exposurss to investment funds {as
described in section 53 of the
Froposed Rulel

The FDIC welcomes comment on asy
significant alternatives to the
Siandardized Approach NPR applisable
te snall banks and savings associstions
that would minimize their impact on
those entities,

Dated ot Washington, DG, this 12th day of
Uotober, Z0%2,
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MEMORANDUM

Comptrolier of the Currency
Administrator of National Banks

To
Thyie
From;
Date:

Sublsch

Washington, DC 20219

Carl Kaminski, Legislative and Regulatory Activities

Gary Whalen, Director, Policy Analysis Diviston

Douglas Robertson, Senior Financial Economist, Policy Analysis Division
May 30,2012

Impact Assessment for the Basel I Rule: General Capital Rules, NPRI

This memorandum provides our assessment of the economic impact of the proposed rules that
would implement the Basel HI framework developed by the Basel commitice on Banking
Supervision. The Basel I framework would revise current general risk-based capital rules and
would be applicable to all banking organizations. The federal banking agencies are
implementing Basel HI through three separate rules. The first rule would apply Basel [H]
minimurn capital requirements to all banking organizations (NFR1). The second rule would
implement new alternative measures of creditworthiness for general banking organizations
{NPR2). The third rule would apply Basel 11l enhancements o institutions subject to the
advanced approaches capital rules (NPR3). Advanced approaches banking organizations are
those institutions with total assets of at least $250 billion or foreign exposures of at least $10
billion, or institutions that have elected to adopt the advanced approaches.

i) Basel III NPR (NPR1)

This will include the changes to the numerator of the risk-based capital ratio, the new ratio
requirements (conmmon equity Tiee | and the higher minimums), as well as the conservation and
countercyclical buffers. It also will include the changes to the treatment of mortgage servicing
assets and deferred tax assets (DTAs),

2} Standardized Approach NPR (NPR2)

This will include the changes to the calculation of risk-weighted assets (the denominator of the
risk-based capital ratic), except for the treatment of mortgage servicing assets and DTAs
discussed in the Basel I NFR).

3) Advanced Approaches NPR (NPR3}
The advanced approaches NPR will introduce enhancements to the advanced approaches rule,
and it will include a proposal to expand the scope of the market risk rule to include thrifis.
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We estimate that the first-year cost associated with higher minimum capital requirements in
NPR1 will be approximately $5.1 million. We estimate that the first-year cost associated with
changes in risk-weighted assets and implementation of alternative measures of creditworthiness
in NPR2 will be approximately $93.2 million. We estimate that the first-year cost associated
with changes in risk-weighted assets and simultansously meeting new market risk capital
requirements in NPR3 will be approximately $46.8 million. Together, we estimate that the
averall cost of the three Basel HI rules will be approximately $145.1 million in the first year.
After introducing new systems for determining risk weighted assets in the first year, we estimate
that the overall cost of Basel 11 in subsequent vears will decrease to approximately $98.6 million

per year.,

I.  The Proposed Rule: Minimum Regulatory Capital Ratios (NPR1

The proposed rule would implement Basel 111 and has the following major elements. The

proposed rule would:

Introduce a new common equity Tier I capital ratio

Introduce a higher minimum Tier | capital ratio

Introduce a supplementary leverage ratio for advanced approaches banks

Introduce new capital conservation buffer

Introduce a countercyelical capital buffer for advanced approaches banks

Prompt Corrective Action thresholds: Introduce common equity Tier 1 thresholds and

increase Tier | thresholds

7. Apply the proposed capital rules to savings and loan holding companies on a
consolidated basis

S

The proposed rule also contains a reservation of authority that authorizes a banking
organization’s primary federal supervisor to require the banking organization to hold additional
capital relative to what would be required under the proposed rule.

Seefion §. Minimum Caypiftal Requirements

equity Tier 1 capital ratio, a higher minimum Tier 1 capital ratio, a supplemental leverage ratio
for advanced approaches banks, new thresholds for prompt corrective action purposes, 2 new
capital conservation buffer, and a new countercyclical capital buffer for advanced approaches
banks. All banking organizations would transition to the new minimum capital requirements
between Janusry 1, 2013, and January 1, 2019. Table 1 shows the transition table for minimum
capital requirements under the proposed rule.

Although the proposed rule would also increase several prompt corrective action (PFCA)
thresholds, with the exception of the leverage ratio, the minimum capital conservation buffer in
the proposal effectively requires all banking organizations in the Usnited States to be well
capitalized for PCA purposes by 2019, Adding the capital conservation buffer to minimum
required capital ratios elevates the capital ratios above PCA well-capitalized thresholds
beginning January |, 2019,
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Jan. 1,

2014

Iam. i,
2018

Jan. 1,
2616

Jan. 1,
2017

Jan. §,
20619

PCA

Ada. | Well

Common Equity
o Risk-Weighted
Agzets

4.0%

4.5%

4.5%

4.5%

4.5%

45% B.3%

Tier 1 to Risk-
Weighted Assets

3.5%

6.0%

5.8%

6.0%

6.0%

Tutal Capital to
Risk-Weighted
Asgsets

8.0%

8.0%

8.0%

8.0%

8% HO%

Conservation
Buffer to Risk-
Weishted Assels

1.25%

Maximurm
Advaneed
Approaches
Countercyclical
Bufier

1.25%

Minimum
Cammon Bauity +
Conservation
Buffer

40%

4.5%

5.1258%

3.75%

7.0%

Miumum Tier 1 +

Conservation
Buffer

5.5%

£.625%

7.25%

Minimum Total
Capital +
Conservation
Byffer

§.0%

8.625%

9.125%

Lpverage Ratio

40%

4.5%

£.6%

4.0%

4.06%

Advanced
Approaches
Supplemental
Leverage Ratio

Start o
Report

Seetion 2. Eligibility Requirements for Regulatory Capital Instruments

In addition to changing minimum reguired capital ratios, the proposed rule would also change
what counts as capital. For instance, the proposed rule would increase deductions from
regulatory capital for deferred tax assets, it would limit the inclusion of minority interegts in
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capital, and unrealized gains and losses on all available-for-sale securities would How through to
common equity tier one capital.

A. Common Equity Tier 1 Capital Ratio

The proposed rule would require banking organizations to maintain a minimum 4.5 percent ratio
of common equity Tier 1 capital to total risk-weighted assets. To be a weli-capitalized institution
under Prompt Corrective Action (PCA) regulations, banking organizations would need to
maintain @ minimum ratio of 6.5 percent,

Under the proposed rule, common equity Tier 1 capital would equal the sum of common stock
and related surplus (net of any Treasury stock), retained earnings, accumulated other
comprehensive income (AOCH), and commaon equity Tier | minority interest subject to fimits
minus regulatory adjustments and deductions. Qualifying common stock instruments would
have to satisfy certain criteria. The banking agencies expect that the vast majority of existing
common stock will fully satisfy these criteria.

New deductions from common equity Tier 1 capital include the following:
a. Mortgage Servicing Assets (MSAs)
b. Deferred tax assets (DT As})
c. Investments in the capital of an unconsolidated financial institution above a threshold
d. Changes in accumulated other comprehensive income (AOCT without sdjustments for
gains and losses in available-for-sale debt securities
¢, Investments in hedge funds and private equity funds consistent with the Volcker Rule’

B. Tier 1 Capital: Additional Tier |

Under the proposed rule, fotal Tier 1 capital would equal the sum of common equity Tier 1
capital and additional Tier | capital. Additional Tier 1 capital equals the sum of noncumulative
perpetual preferred, related surplus, other Tier 1 minovity interest, and various SBLF and EESA
qualifying instruments less certain adjustments and deductions. Trust preferred securities would
10 longer be eligible for inclusion in Tier | capital. Additional Tier 1 capital instruments must
also satisfy certain criteria. In essence, these instruments must be subordinated, have fully
discretionary non-cumulative dividends, have no matunity date, have no incentives 1o redeem,
and st be able to absorb losses, Instruments currently included in Tier 1 capital that do not
meet the new criteria will be phased out of the Tier 1 regulatory capital calculation beginning in
January 1, 2014 and will be 100 percent phased out beginning January 1, 2018, except for trust-
preferred securities, which must be phased cut according to a different timeline set forth in
section 171 of the Dodd-Frank Act,

' This deduction is consistent with the proposed Volcker Rule, 1n our impact assessment for that rule, we estimated
that banking organizations coukd invest in hedge funds and private equity funds up to as mach as three percent of
Tier t capital. As this deducdon depends on the still pending final Voleker Rule, we defer assessment of the cost of
this deduction unti} we conduct our evonomic impact analysis of the fing] Volcker Rule.
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C. Tier 2 Camtal

The proposed rule will also adjust Tier 2 capital elements. Tier 2 capital instruments must
satisfy eligibility criterta as well. In particular, the Instrument must have an original maturity of
at least 5 vears. Under the proposed rule, banking organizations may include Himited amounts of
common equity of a consolidated depository institution subsidiary.

D). Leverage Ratio

The proposed rule would require advanced approaches banks to maintain a three percent
minimurm Basel 3 leverage ratio in addition to the current U.S. leverage ratio. The Basel 3
leverage ratio is defined as a ratio of Tier 1 capital to a sum of on-balance sheet and certain off-
halance sheet assets. The Basel 3 leverage ratio would supplement the current U.S. leverage
ratio, which only includes on-balance sheet items in the ratio’s denominstor.

E. Capital Conservation and Countercyclical Buffers

The proposed rule would require all banking organizations to hold common equity Tier 1 capital
in the form of a capital conservation buffer. The capital conservation buffer would begin to
phase-in on January 1, 2016 and be fully phased-in at 2.5 percent of risk-weighted assets on
January 1, 2019, Combined with other minimum capital requirements, the capital conservation
buffer effectively requirves banks to maintain a 7 percent common equity Tier | ratio, an 8.5
percent Tier 1 ratio, and a 10.5 percent total risk-based capital ratio,

The proposed rule would also require advanced approaches banking organizations fo hold
additional common equity Tier 1 capital in a countercyclical buffer, which would range between
zero and 2.5 percent of risk-weighted assets. The coumercychical buffer would apply when the
primary federal regulator determines (using various guide variables) that a period of excessive
credit growth is contributing to an increase in systemic risk. The regulator would generally
armounce the level of the buffer 12 months in advance of #ts implementation, but may give
shotter notice if necessary,

Institutions that do not meet the capital conservation buffer or the countercyclical capital buffer
requirements would be subject to Hmitations on capital distributions and incentive compensation
payments proportional to the shortfall in the buffer. A banking organization that operates in
multiple jurisdictions would have to caleulate its countercyelical capital buffer as the weighted
average of the countercyclical capital buffer for each jurisdiction.

fl. Institutions Ajfected By the Propo

sed Rule

The proposed minimum capital requirements will apply to all banking organizations. According
to December 31, 2011 Call Report data, there are 7,432 FDIC-insured institutions. After
aggregating to the highest holding company, there are 6,744 bank holding companies, of which,
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1,213 are national banking organizations,” Fxcluding several thrifts that are included as
subsidiaries of national banking organizations, the proposed rule would also apply to 612
federally chartered private savings institutions. Thus, the proposed rule would apply to 1,825
financial institutions regulated by the OCC.

1. Estimated Costs and Beuefits of the Proposed Rule

The various elements of the proposed rule will affect costs in three ways: {13 the cost of capital
institutions will need to meet the higher minimum capital ratios and the new cligibility standards
for capital, (2} compliance costs associated with establishing the infiastructure to determine
cotrect risk weights using the new alternative measures of creditworthiness, and (3} compliance
costs associated with new disclosure requirements. Some institutions will also incur costs
associated with new capital requirements for exposures to central counterparties and changes to
recognized collateral and ¢ligible gnarantors, but we subsume these expenses into our general
cost of capital estimates. In this analysis of the proposed rule covering minimum capital
requirements, we only estimate the cost of capital necessary to make up any projected shortfall
betweern current capital levels and the proposed rule’s new minimum capital requirements.

Benefits of the Proposed Rule

The proposed rule would produce the following benefits:
1. Improves the quality of regulatory capital by introducing a common equity Tier
regulatory capital requirement and tightening the standards for including non-common
equity instruments in regulatory capital

2. Increases risk sensitivity of capital requirements and risk-weighted assets

3. Tmproves loss absorbency of regulatory capital

4. Improve transparency and market discipline through disclosure requirements.

5, Enhanced supervisory review process through the establishiment of Pillar 2-based
expectations for banking organizations

&. Enhances counterparty credit risk capital requirements that proved inadequate during the

financial crisis

Costs of the Proposed Rule

To estimate the impact of the proposed rule on bank capital needs, we estimate the amount of
capital banks will need to amass to meet the new minimum standards relative to the amount of
capital they currently hold. To estimate new capiial ratios and requirements, we use currently
available data from banks’ quarterly Consolidated Report of Condition and Income {Call
Reports) to approximate capital under the proposed rule. We arrive at our estimates of the new
numerators of the capital ratios by combining various Call Report items to reflect definitional

* A nationat banking organization is any bank holding company with 2 subsidiary national bank. Two of the 16
organizations also include & fedarally chartered private savings institution, but both of these organizations also
contain a national bank and are included in the 16 national banking organizationg,
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changes to common equity capital, Tier 1 capital, and total capital as described in the proposed
rule. The capital ratic denominator, risk-weighted assets, will also change under the proposed
rule. However, because the idiosyncratic nature of each institution’s asset portfolio will cause
the direction and extent of the change in the denominator to vary Trom fnstitution fo institution,
we are unable 10 estimate risk-weighted assets under the proposed rule. Instsad, we use the
current definition of risk-weighted assets and thus the amount reporied by institutions in their
most recent Call Report.

Using our estimates of the proposed capital vatio numerators and holding these capital levels
constant through 2019, we estimate the capital shortfall each institution would encounter as the
new capital ratios come into effect according to the schedule shown in table 1. Table 2 shows
our estimates of the number of institutions that would not meet the transition schedule for
mintmum capital requirements using data as of December 31, 2011, Table 3 shows our estimates
of the aggregate amount of capital shortfall over the transition period ending in 2019, While
institutions must simultaneously meet all of the minimum capital requirements, the largest
shortfall amount in any given year shows the most binding minimum capital requirement, The
nuraber of institutions and the capital shortfall amounts shown in the 2016 column reflect those
institutions that show a shortfall with regard to the new PCA standards relative to current capital
levels.

As shown in table 3, our estimate of the largest capital shortfall would be a $1,111 million
shortfall in total capital plus the capital conservation buffer in 2019, However, a slightly smaller
shortfall of 31,088 million arrives four years earlier when the new Tier 1 PCA standard for well-
capitalized institutions takes effect on January 1, 2015, We view this new PCA Tier 1 standard
as the earliest significant capital constraint in the proposed rule,

Because banks confronting a capital shortfall under the proposed rule will need to gradually
increase their capital levels to meet the proposed transition schedule, the aggregate cost of
increasing capital will be spread out over several years. We estimate that the largest shortfall for
any given year will be approximately $900 million to meet the new PCA Tier | standard for
well-capitalized institutions when it takes effect in 2015, This estimate combines the capital
needs for national banking organizations and federally chartered private savings institutions
(together, OCC mnstitutions),

To estimate the cost to banks of the new capital requirement, we examine the effect of this
requirement on capital structure and the overall cost of capital. > The cost of financing a bank
or any firm is the weighted average cost of its various financing souarces, which amounts to a
weighted average cost of capital reflecting many different types of debt and equity financing.
Because interest payments on debt are tax deductible, a more leveraged capital structure reduces
corporate taxes, thereby lowering funding costs, and the weighted average cost of financing
tends to decline as leverage increases. Thus, an increase in required equity capital would force a
bank to defeverage and -~ all else equal ~ would increase the cost of capitsf for that bank.

* See Merton H. Miller, (1995), “Do the M & M propositions apply to hanks?” Juernal of Banking & Fingnge, Vol.
19, pp. 483-489.
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This tncreased cost would be tax benefits foregone: the capital requirement {3900 million),
multiplied by the interest rate on the debt displaced and by the effective marginal tax rate for the
banks affected by the proposed rule, The effective marginal corporate tax rate is affected not
only by the statutory federal and state rates, but also by the probability of pasitive earnings (since
there is no tax benefit when earnings are negative}, and for the offsetiing effects of personal
taxes on required bond vields. Graham (2000) considers these factors and estimates a median
marginal tax benefit of $2.40 per $100 of interest. So, using an esthnated interest rate on debt of
6 percent, we estimate that the annual tax benefits foregone on $900 million of capital switching
from debt to equity is approximately $900 million * 0.06 (interest rate) * 8.094 {median marginal
tax savings) = $5.1 million per ye&zz"

The banking agencies will also ingur some modest costs associated with macro-prudential
monitoring. Under the proposed rule, the agencies would need to monitor credit growth through
the use of various guide variables such as credit default swap spreads, funding spreads, and asset
prices. We estimate that this macro-prudential monitoring will involve approximately 192 hours
per vear per agency. This estimate assumes that the monitoring and reporting will involve two
individuals for eight hours a month (2 x 8 x 12 = 192). Applying our wage estimate of $85 per
hour, we estimate that the tofal cost of macro-prudential monitoring and reporting will be
approximately $48,960 per year for all three banking agencics (385 x 192 x 3 = $48,960).

Our overall estimate for this segment of the Basel 11T proposal is $5.] million per year.

* See John R. Graham, (2000), How Big Are the Tax Benefits of Debt?, Jowrnaf of Finance, Vol. 85, No. 5, pp.
1981-1941. Graham points out that ignoring the offsetting effects of personal taxes would increase the median
margiral tax rate to $31.5 per $100 of interest.
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Table 2. ~ Cumulative Number of OCC-Regulated Banking Organizations Short of the
Transition Schedule for Minimum Capital Requirements, December 31, 2011

Bec. 31, Jan. i, fan. 1, fan. 1, }fgié Fan 3, dan. i, Ban i,
2014 2013 014 2015 (FCA) 2617 2018 2019
Common Equity NBOs 3 8 12 i3 25
to Risk-Weighted | FCPSIs 7 132 12 12 1%
Assets Total 12 20 24 25 43
Tier 1 1o Risk NBOsg 16 10 12 16 30
0110 sk y
. FCPSRIs 114 ii 13 16 2t
Weighted Assel
oghted Asssts =l 1 20 21 75 32 i
Minimum Total NBOs 22 27 27 31 39
Capital + FCPSIs | 17 18 22 27 28
Conservation "
Buffer Total 39 45 49 58 67
Advanced NBOs 0
Approaches FOPSIs &
Countercyclical
Buffer Total b
Advanced NBOs i}
Approaches _
Leverage Ratic ?g{iiis g
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‘Table 3. ~ Capital Shorifall for Scheduled Minimum Capital Requirements, (§ in millions)

Pecember 31, 2011
De.3t, | Jan b | Jant, | et | L gma ] osen | ol
2011 2013 2014 2015 {;;c ) 2017 2618 2619
Common Equity |._NBOs $18 $42 $54 $67 | 3357
1o Risk-Weighted § FCPSIs $51 383 $100 $117 3202
Asseis Total $69 $125 5154 3184 $559
] ‘ NBOs $25 $32 $62 879 | $849
g;f;h‘w‘g S [ FCPSIs $49 862 $88 | S110 1 §239
' Total $74 594 $150 $189 | $1.088
Minimum Total | NBOs $169 $271 $335 $498 $670
Copital ¥ F'EepSls 1§52 $189 228 | $342 | s4dl
Conservation
Buffer Total $321 $460 | $583 $840 1 1,111
Advaneed NBROs ¢
Approaches e
Countercyciical FCPSIs g
Buffer Total 0
Advanced NEOs O
Approashes  T"ECPQLg 0
i .everage Ratio Total o

Regulatory Flexibility Act (RFA) Analvsis

As part of our analysis, we considered whether the proposed rule is likely 1o have a significant
impact on a substantial number of small entities, pursuant to the RFA. The size threshold for
small banks is $175 million. Tables 4 and § show our estimates of the number and capital
shortfall for small institutions under the proposed rule. We estimate that the cost of lost tax
benefits associated with increasing total capital by $82 million as shown in table § will be
approximately $0.5 million per year. Averaged across the 28 affected institutions, the cost is
approximately 318,000 per institution per year. Among the small institutions facing a potential
capital shortfall over the transition period, this cost would only be significant for three of these
institutions when measured against total noninterest expenses. Thus, we believe that this
proposed rule will not have a significant impact on a substantial munber of small entities.
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Tabie 4. ~ Cumulative Number of Small OCC-Regulated Banking Organizations Short of
the Transition Schedule for Minimum Capital Requirements, December 31, 2011

Dee. 3t | Jant, | Jant, b oz, |ORRL L g, ot | g,
261 2013 014 2G15 PCA} 2617 26518 2019
Common Equity | _NBOs 4 6 8 9 12
to Risk-Weighted | FCPSIs 2 3 3 3 &
Assels Total 6 9 11 12 i8
er 110 Risk NBOs 7 7 8 10 i4
P K- .
Weighted Assets FCPSIs 2 3 3 4 §
Total 9 10 11 14 20
Minimum 'Ifcf:ai NROs 1 i4 i4 15 19
Lapital - FCPSIs | 4 4 5 9 9
Conservation - :
Ruffer Total 13 18 19 24 28
Table §. ~ Capital Shortfall for Small OCC-Regulated Banking Organizations for
Scheduled Minimum Capital Regnirements, (8 in millions) December 31, 2611
pee.3t, |l | odan | ot | SR gt | st | oden,
2011 2013 2014 2618 (PCA} 2017 2618 2618
Common Equity | _NBOs 39 $17 $20 $23 $39
1o Risk-Weighted | FCPSIs $1 82 $2 $2 35
Assets Total $10 $19 $22 $25 544
Yier 1 10 Risk NBOs $21 $24 £30 £33 $34
ter § 1o Risk- . . . _
Weighted Assets FC?S}S $1 ${ $2 $2 58
Total 22 523 $32 $35 $62
Minimum Total | NBOs $40 $46 852 $61 $69
Capital + FCPSIs $3 $5 $6 $10 $13
Conservation
Buffer Total $43 $51 $58 $71 $82
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O MEMORANDUM

Comptrofler of the Cutrency
Administrator of National Banks

Washington, DC 20219

Tou Carl Kaminski, Legisistive and Regulatory Activities
Thru Gary Whalen, Director, Policy Analysis Division
From: Douglas Robertson, Senior Financial Economist, Policy Analysis Division
Date: May 30, 2012

Subject: Impact Assessment for Basel il Standardized Approaches to Risk-weighted Assets, NPR2

This memorandum provides our assessment of the economic impact of the proposed rules that
would implement the Basel I framework developed by the Basel Committee on Banking
Supervision. The Basel 111 framework would revise current general risk-based capital rules and
would be applicable to all banking organizations. The federal banking agencies are
implementing Basel 1 through three separate rules, The first rule would apply Basel 11l
minimum ¢apital requirements to all banking organizations (NPR1}. The second rule would
implement new alternative measures of creditworthiness for all banking organizations (NPR2).°
The third rule would apply Basel 111 enhancements to the risk-weighted assets of nstitutions
subject to the advanced approaches capital rules (NPR3).

1} Basel I NPR (NPR1)

This will inchude the changes to the numerator of the risk-based capital ratio, the new ratio
requirements (conimon equity Tier 1 and the higher minimums), as well as the conservation and
countercyelical buffers, It also will include the changes to the treatment of mortgage servicing
assets and deferred tax assets (DTAs).

2) Standardized Approach NPR (NPR2)

This will include the changes to the calculation of risk-weighted assets {the denominator of the
risk-based capital ratio}, except for the treatment of mortgage serviciug assets and DTAs
discussed in the Basel HINPR,

* Thess rules would serve as the generally applicable capitel rules and therefore would be g floor for the risk-based
capital requirement for advanced approaches banks under Section 171 of the Doudd Frank Aot
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3y Advanced Approaches NPR (NPR3)
"The advanced approaches NPR will introduce enhancements to the advanced approaches rule,
and it will include a proposal to expand the scope of the market risk rule to include thrifts,

We estimate that the first-year cost associated with higher minimum capital requirements in
NPR1 will be approximately $5.1 million. We estimate that the first-year cost assaciated with
changes in risk-weighted assets and implementation of alternative measures of creditworthiness
in NPRZ will be approximately $93.2 million. We estimate that the first-vear cost associated
with changes in risk-weighted assets and simultaneously meeting new market risk capital
requirements in NPR3 will be approximately $46.8 million. Together, we sstimate that the
overali cost of the three Basel HI rules will be approximately $145.1 million in the first vear,
After introducing new systems for determining risk weighted assets in the first vear, we estimate
that the overall cost of Basel 111 in subsequent vears will decrease to approximately $98.6 million
per year.

IV,  TheProposed Rule: Standardized Approach for Risk-weighted Assets (NPR2)

The proposed rule (NPR 2} includes changes to the general risk-based capital requirements that
address the calculation of risk-weighted assets. The proposed rule would:
8. Revise the treatment of [-4 family residential morigages
9. Introduces a higher risk weight for certain past due exposures and acquisition and
development real estate loans
10, Provides a more risk sensitive approach to exposures to non- U.S. sovereigns and non-
U.S. public sector entities
11, Replace references to credit ratings with alternative measures of creditworthiness
12. Provides more comprehensive recognition of collateral and guarantees
13, Provides a more favorable capital treatment for transactions cleared through qualifying
central counterparties
14. Introduces disclosure requirements for banking organizations with assets of $50 biltion or
more

Calculating Risk-Weighted Assets

Section 939A of the Dodd-Frank Wall Street Reform and Consurner Protection Act (Dodd-
Frank} requires federal agencies to remove references to credit ratings from regulations and
replace credit ratings with appropriate alternatives. The proposed vule would introduce
alternative measures of creditworthingss for securitization positions and re-securitization
positions, Table 1 summarizes changes in the proposed rule.
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Table 1: Key Provisions of the Proposed Rule for Caleulating Risk-weighted Assets

Aspect of Proposed Rule

Proposed Treatment

Risk-weighted Assets

Credit exposures 1o
118, government and ifs agencies
1.5, government-sponsored entities
1.8, depository institutions and credit unions
1.8, public sector entities, such as states and
municipalities

Unehanged,

Credit exposures tor introduces a more risk-sensitive treatment
Foreign sovereigns using the Country Risk Classification measure
Foreign banks produced by the Organization for Economic
Foreign public sector entifies Cooperation and Developroent.

Corporate exposures Assigns a 100 percent risk weight %o corporate

exposures, including exposures to securities
firms,

Residential mortgage exposures

Introduces a more risk-sensitive treatment
baged on several criteria, including the loan-to-
value-ratio of the exposure.

High volatility commercial real estate
exposures

Applies a 150 percent risk weight to certain
credit facilities that finance the acquisition,
development or construction of real property.

Past due exposures

Applies a 150 percent risk weight to exposures
that are not sovereign exposures o residential

mortgage exposures and that are more than 90

days past due or on nosacerual.

Securitization exposures

Maintains the gross-up approach for
securitization exposures.

Replaces the current ratings-based approach
with a formula-based approach for determining
a securitization exposure’s risk weight based
on the underlying assets and exposure’s
relative position in the securitization’s
structure.

Equity exposures

Introduces more risk-sensifive treafment for
SQUItY exposures.

Off-halance Sheef Hems

Revises the measure of the counterparty credit
risk of repo-style transactions.

Raises the credit conversion factor for most
short-term commitments from zero percent 1o
20 percent.
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Aspect of Proposed Rule Proposed Treatment
Derivative Contracts Remaoves the 50 percent risk weight cap for
derivative conifracts.
Cleared Transactions Provides preferential capital requirements for

cleared derivative and repo-style transactions
{as compared to requirements for non-cleared
transactions) with central counterparties that
meet specified standards. Also requires that a
clearing member of a central counterparty
calculate a capital requirement for its default
fund centributions to that central counterparty.

Credit Risk Mitigation Provides a more comprehensive recognition of
collateral and guarantees,
Bisclosure Requirements Introduces qualitative and quantitative

disclosure requirements, including regarding
regulatory capital instruments, Tor banking
organizations with total consolidated assets of
$50 billion or more that are not subject to the
separate advanced approaches disclosure
requirements.

Alternative Measure for Securitization Positions

The alternative measure for securitization positions is a simplified version of the Basel i
advanced approaches supervisory formula approach.  The simplified supervisory formula
approach (SSFA) applies a 100 percent risk-weighting factor to the junior most portion of a
securitization structure equal to the amount of capital a bank would have to hold if # retained the
entire pool on its balance sheet. For the remaining portions of the securitization pool, the SSFA
uses an exponential decay function to assign a marginal capital charge per doltar of a tranche.
Securitization positions for which a bank does not use the SSFA would be subject to a 160
percent risk-weighting factor. The proposed rule would also apply minimum risk weights to
securitization tranches that would increase as cumulative losses to the pool increase. The
proposed rule would allow institutions other than advanced approaches banking organizations to
use the gross-up approach, which is similar to an approach provided for under current risk-based
capital ndes.

Alternative Measure for Exposures to Sovereign Entities

The proposed rule would assign capital requirements to sovereign exposures based on GECD
Country Risk Classifications (CRCs). Risk weights would range from zero percent to 150



Page 244

ATTACHMENT D

percent based on CRCs, and sovereigns that have defaulted on any exposure during the previous
five years would have a 150 percent risk weight. Default would mclude a restructure that results
in a sovereign entity not servicing an obligation according to its terms prior to the restructuring.
Exposuares to the United States government and its agencies would always carry a zero percent
risk weight. Sovereign entities that have no CRC would carry a 100 percent risk weight.

The proposed rule would apply a zero percent risk weight (o exposures to supranational entities
and multilateral development banks. International organizations that would receive a zero
percent risk weight include the Bank for International Settlements, the European Central Bank,
the European Commission, and the International Monetary Fund. The proposed rule would also
apply a zero percent risk weight to exposures to 13 named muoltilateral development banks and
any multilateral lending institution or regional development bank in which the U.S. government

poses comparable credit risk.
Other Positions

Corporate Exposures: The proposed rule would maintain current practice under general risk-
based capital rules and assign a 100 percent risk weight to all corporsie exposures.

Government Sponsored Entities (GSEs): The proposal would apply a risk weight of 20 percent to
pon-cquity exposures and a 100 percent risk weight to preferred stock issued by a GSE,

Depository Institutions, Foreign Bauks, and Credit Unions: Generally, the proposal would link
depository institution risk weights (o the sovereign entity risk weight. Under the proposal,
sovereign entity risk weights may take one of the following percentage values: (6, 20, 50, 100,
150). Generally, exposures to foreign depository institutions would receive a risk weight one
category higher than the risk weight assigned to the home sovereign. For instance, a bank based
in a country that carries a zero percent risk weight would carry a 20 percent risk weight. Ifa
country does not have a CRC, a bank based in that country also carries a 100 percent risk weight.
Banks in countries with 130 percent risk weights would also carry 150 percent risk weights.

Residential Mortgage Exposures: The proposed rule would maintain the current risk-based
capital treatment for residential mortgage exposures that are guaranteed by the U.S. government
o1 its agency. Residential mortgage exposures that are ynconditionally guaranteed by the US.
government of a U.S, agency would receive a zero percent risk weight, and residential mortgage
exposures that are conditionally guaranteed by the U.S. government or 2 U.S. agency would
receive a 20 percent risk weight. A banking organization would divide other residential
mortgages into one of two categories based on various loan characteristics such as duration,
amortization, performance, and underwriting standards. These loans would then receive risk
weights based on the loan-to-value ratio at the origination of the loan or at the time of
restructuring. Table 2 shows the risk weights for residential morigages.
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L . . Category 1 residential | Category 2 residential

pan-to-value ratio 3

(in percent) MOrtgage exposure mortgage exposure
peree {in percent) {in percent)

Less than or equal 1o 60 35 106

Greater than 60 and less than or equal 50 160

1 80

Creater than 80 and less than or equal 75 150

to 90

Greater than 50 100 200

High Volatility Commercial Real Estate Exposures: The proposed rule would assigna 150
percent risk weight to any high volatility commercial real esiate exposure. The proposed rule
would generally define such an exposure as a loan that finances the acquisition, development, or
construction of real property that is not a one- to four-family residential propenty or certain
commercial real estate projects.

Public Sector Entities (PSEs): A PSE is a state, local authority, or other governmental
subdivision below the level of a sovereign entity, The proposed rule would apply the same risk
wetghts to exposures for ULS, states and municipalities as current general risk-based capital rules,
Linder the proposal, a banking organization would assign a 20 percent risk weight fo a general
obligation exposure to a .S, PSE and a 50 percent risk weight 10 a revenuc obligation exposure
to such a PSE. For non-U.S. PSEs, the proposed rule would assign a risk weights based on the
sovereign’s CRC. One risk weight schedule would apply to general obligation claims and
another schedule would apply to revenue obligations. Table 3 shows the risk-weight linkage for
sovereigns and non-U.S. PSEs.

Table 3, Risk Weights for Exposures to Sovereigns and Public Sector Entities

Sovereign CRC Sovereign Non-U.S. PSE Non-11.8, PSE
Entity (eneral Obligation | Revenue Obligation
Risk Weights Claim Risk Weights
{in percent} Risk Weights {in percent)
{in percent)

0-1 0 20 50
2 20 S0 100
3 50 160 100
4-6 100 150 150
7 150 150 150
No CRC 160 100 100
Sovereign Default 159 150 150
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Disclosure Requirements
The proposed rule would also introduce new disclosure requirements for banking organizations

with $50 billion or more in total assets. The proposed rule would aiso introduce a Pillar 2
supervisory review process for all banking organizations.

V.  Ilastitutions Affected By the Proposed Raule

According to December 31, 2011 Call Report data, there are 7,432 FDIC-insured institutions.
After aggregating to the hzghest holding company, there are 6,744 bank holding companies, of
which, 1,213 are national banking organizations.® Excluding several thrifis that are included as
subsidiaries of nattonal banking organizations, the proposed rule would also apply to 612
federally chartered private savings institutions. Thus, the proposed rule would apply 1o 1,825
financial institutions regulated by the OCC. Banking organizations using the advanced
approaches would not be affected by major portions of the proposed rule,

V1. Estimated Costs and Benefits of the Proposed Rule

The various elements of the proposed rule will affect costs in three ways: (1} the cost of capital
institutions will need to meet the higher minimum capital ratios and the new eligibility standards
for capital, (2} compliance costs associated with establishing the infrastructure to determine
correct risk weights using the new slternative measures of creditworthiness, and (3) compliance
costs associated with new disclosure requirements.

Benefits of the Provosed Rule

The proposed rule would produce the following benefits:

7. improves the quality of regulatory capital by introducing a common equity Tier |
regulatory capital requirement and tightening the standards for including non-common
equity imnstruments in regulatory capital

8. Increases risk sensitivity of capital requirements and risk-weighted assefs

9, hmproves loss absorbency of regulatory capital

10, Improve transparency and market discipline through disclosure requirements.

1. Expanded list of eligible third-party guarantors (page 143}

12. Expanded array of collateral types

13. Enhanced supervisory review process through the establishment of Pillar 2-based
expectations for banking organizations

® A wational banking organization is any bank holding company with a subsidiary national bank. Two of the 16
organizations also include a federally chartered private zavings instiution, but both of these organizations also
contain a national bank and are included in the 16 pational banking organizations.
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14. Enhances counterparty credit risk capital requirements that proved inadequate during the
financial crisis

Costs of the Proposed Rule

I, Impactof Risk-weighted Assets on Capital Reguirements

Minimum required capital levels are likely 1o change under the proposed rule. The increased risk
sensitivity of the alternative measures of creditworthiness implies that capital requirements may
go down for some assets and up for others. For those assets with a higher capital charge under
the proposed rule, however, that increase may be large in some instances, e.g., requiring a dollar-
for-dollar capital charge for some securitization exposures,

The Base! Committee on Bagking Supervision bas been conducting periodic reviews of the
potential guantitative impact of the Basel II] framework. The quantitative impact study working
group reported that the average change in risk-weighted assets for a global sample of larger
hanks (including some U.S, banks) was approximately 20 percent.” Although these reviews
monitor the impact of implementing the Basel 111 framework rather than the provisions of the
proposed rule, for the purposes of this analysis we consider the results of the Basel working
group to be a best estimate and thus we increase risk-weighted assets by 20 percent 1o estimate
the impact of the proposed rule on risk-weighted assets.

To estimate the impact of the proposed rule on bank capital needs, we estimate the amount of
capital banks will need to amass to meet the new minimum standards described in our analysis of
NPR1I, As with that analysis, we estimate new capital ratios and reguirements by combining
various Call Report items to reflect definitional changes to common equity capital, Tier | capital,
and total capital as described in NPR1. Because this proposed rule, NPR2, will change the
capital ratio denominator, risk-weighted assets, we increase current risk-weighted assets by 20
percent. We use this 20 percent adjustment while recognizing that the idiosyncratic nature of
each institution’s asset portfolio will undoubtedly cause the direction and extent of the change in
the depominator to vary considerably from institution to institution.

We thus construct new capital ratios reflecting the requirements of the proposed rules (NPR1 and
NPR2) and estimate capital shortfalls as the difference between current capital levels and capital
levels ngcessary to meet the new minimum standards. We estimate the capital shortfall each
institution would encounter as the new capital ratios come into effect during the transition period
from 2013 through 2019, Table 4 shows our estimates of the number of institutions that would
not meet the transition schedule for proposed minimum capital requirements using daia as of
December 31, 2011, Table 3 shows our estimates of the aggregate amount of capital shortfall

* The working group also reported an average change in risk-weighted assets for a ziobal sample of smatler banks
(those with Tier | capital less than €3 billien), but a0 U8, banks participated in this sample. The reported average
increase for this group was less than 16 percent, which suggests that our use of a 20 percent increase in risk-
weighted assets for all institutions may oversstimate the impact of the proposed sule,
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over the transition period ending in 2019, While institutions must simultancously meet all of the
minimum capital requirements, the largest shortfall amount in any given vear shows the most
binding minimum capital requirement. The number of institutions and the capital shortfall
amounts shown in the 2016 column reflect those institutions that show a shortfall with regard to
the new PCA standards relative 1o current capital levels.

As shows in table 4, our estimate of the largest capital shortfall would be an approximately $27
billion shortfall in 2015 when the new Tier | PCA standard for well-capitalized institutions takes
effect. We view this new PCA Tier | standard as the major capital constraint in the proposed
rule.

Because banks confronting a capital shortfall under the proposed rule will need to st least
increase their capital levels gradually to meet the transition schedule, we assume that the
aggregate cost of increasing capital will be spread out over several years. We estimate that the
largest shortfall for any given year will be approximately 9.0 billion, or one third of the amount
needed to meet the new PCA Tier | standard for well-capitalized institutions when it takes effect.
This estimate combines the capital needs for national banking organizations and federally
chartered private savings institutions (together, OCC institutions).

To estimate the cost to banks of the new capital requirement, we examine the effect of this
requirement on capital structure and the overall cost of capital.’ As with our estimate in NPR1,
we estimate that the cost of the increase in capital would be tax benefits foregone: the capital
requirement ($9.0 billion), multiplied by the interest rate on the debt displaced and by the effective
marginal tax rate for the banks affected by the proposed rule. Graham (2000) estimates a median
marginal tax benefit of $9.40 per $100 of interest. So, using an estimated interest rate on debt of 6
percent, we estimate that the annual tax benefits foregone on $9.0 billion of capital switching from
debt fo equity is approximately $9.0 billion * 0.06 {interest rate) * 0.094 {median marginal tax
savings) = $50.8 million per year.” Approximately $3.1 million per year is atiributable to NPRI,
leaving $43.7 million per year as the capital cost of NPRZ,

¢ See Merton H. Miller, {1995), “Do the M & M propositions apply to banks?” Journal of Banking & Finance, Vol,
19, pp. 483-489.

? See John R. Oraham, {2060}, “How Big Arc the Tax Benefits of Debt?” Jowrnal of Finance, Vol. 55, No. 5, pp.
19681-1941. Grabham points out thal ignoring the offsetting effects of personal taxes would increase the median
marginal fax rate to $31.3 per $100 of interest.
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Table 4. - Cumulative Namber of OCC-Regulated Banking Organizations Short of the
Transition Schedule for Minimum Capital Reguirements and Estimated Risk-weighted
Assets, December 31, 2011

Dee.31, | Jamt, | Jan1, | Jem 1, ‘?;"3; é Janct, | Jant, | Jan
2011 2013 2014 2018 (PCA) 2617 2618 2419
Common Equity NBQOs 7 i2 13 16 32
t Risk-Weighted | FUPSIs 8 i2 12 i4 22
Assets Total i5 24 27 30 54
Ties 1 to Risk NBOs i1 i2 22 26 53
ter 1o Risk-
Weighted Asseis FCPSIs il i3 [} 18 3'5
Total 22 25 44 44 86
Minimum Total | NBOs 30 34 47 82 130
Capital + FCPSIs || 26 28 37 51 60
{onservation - -
Buffer Total 36 62 84 133 196
Advanced NBOs 0
Appmac}zes ?CPSIS g
Countercyclical
Buffer Total 0
Advanced NBOs 0
Approaches ¥
Leverage Ratio Fgfli‘is g
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Table 5. ~ Capital Shortfall for Scheduled Minimum Capital Requirements and Estimated
Risk-weishted Assets, {3 in millions) December 31, 2011

Dec. 3, Jan, 1, Jan. 1. Jan 1, I‘?glé’ fan i, s 1, Jan, i,
2011 2013 2014 Wis (PCA} 1617 2018 2015
to Risk-Weighted | FCPSs $51 $106 £127 | 3148 $288
Assets Total %68 $165 5223 3334 31212
Tiee 1 40 Risk KBOs 41 356 $107 $142 326,192
Tier sk - ; :
Weighted Assets FCPSig $76 $85 Sfifil $180 $496
Total $1Ht $i44 5251 8322 326,682
Minimtgn Total NBOs $437 $623 1 31,172 1 $3,735 | $24.630
Capital + FCPSIs | $300 $417 | %5311 $810}1 SLIxw
Conservation _ R
Buffer Total $ 737 $1040 | 31,703 | $6,365 § §25,752
Advanced NROe 0
Approaches  {prpglg 0
Countercyclical .
Suffer Total 4
Advanced NROsg 1]
Approaches DLT
Leverage Ratio F?j;ifs z

2. Alternative Measures of Creditworthiness

The proposed rule would require institutions to (1) establish systems to determine risk weights
using the alternative measures of creditworthiness described in the proposal, and (2} apply these
alternative measures to the bank’s assets. We believe that this element of the proposed rule will
involve costs associated with gathering and updating the information necessary to calculate the
relevant risk weights, establishing procedures, and maintaining the programs that perform the

calouiations.

In particular, the proposed rule would require institutions with assets in each affected asset

category to:

i. Establish and maintain a system to apply the gross-up approach or implement the

simplified supervisory formula approach (SSFA) for securitization positions.
2. Establish and maintain a system to assign risk weights 1 sovereign exposures.
3, Establish and maintain systemns to assign risk weights to nog-U.S. public sector entities,

depository institutions, and other foreign posittons.

4. Assign 1-4 family residential mortgage exposures to one of two categories.
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Listed below are the variables banks will need to gather to caloulate risk weights under the
proposed rule:

Securitization Positions:
1. Weighted average risk weight of assets in the sceuritized pool as determined under
generally applicable visk-based capital rules
The attachment point of the relevant tranche
‘The detachment point of the relevant tranche
. Cumulative losses

e Lo b

Residential Mortgage Exposures:
1. Mortgage category | or 2 determination
2. Loan-to-value ratio

Sovereign Entity Debt Posttions:
I, Organization for Economic Co-operation and Development Country Risk Classifications
{CR() Score

Table 6 shows our estimate of the number of hours it will take small and large institutions to
perform the activilies necessary to meet the requirements of the proposed rule, We base these
estimates on the scope of work required by the proposed rule and the extent to which these
requirements extend current business practices. We have also taken into consideration
observations from comment letters regarding the burden of similar measures in a proposed
amendment to the market risk rule. These observations supgest that the securitization element of
the proposed rule may involve some additional data gathering before an institution is able to
accurately calculate risk weights using the SSFA approach,

Although the total cost of gathering the new variables will depend on the size of the institution’s
portfolio, we believe that the costs of establishing systems to match creditworthiness variables
with exposures and calculate the appropriate risk weight will account for most of the expenses
associated with the credit rating alternatives. Once a bank establishes a system, we expect the
marginal cost of calculating the risk weight for each additional asset in a particular asset class
will be refatively small. We also note that it is likely that a third-party will eventuaily emerge to
provide risk weighis for these assets. Our estimates do not reflect this cost-saving innovation,
however, as we cannot be sure such 3 provider will emerge or be retained by institutions subject
to the rule.

We estimate that large financial institutions, those with assets of $10 billion or more, covered by
the proposed rule will spend approximately 1,300 hours during the first vear the rule is in effect,
In subsequent years, we estimate that all financial institutions will spend approximately 180
hours per year on activities related to determining risk weights using the alternative measures of
creditworthiness. For smaller institutions, those with total assets less than $10 billion, we
estimate that they will spend approximately 425 hours during the first vear the rule is in effect.
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Most smaller institutions do not lend to foreign governments or hanks in foreign countries, and
they do not hold foreign debt securitics. Thus, for smaller institutions, we include system and
compliance costs related to sovereign debt in the system and compliance costs for other
positions.

Table 7 shows our overall cost estimate related to the determination of risk weights using the
measures of creditworthiness in the proposed rule. Cur estimate of the compliance cost of the
propased rule is the product of our estimate of the hours required per institution, our estimate of
the number of institutions affected by the rule, and an estimate of hourly wages. To estimate
hours necessary per activity, we estimate the number of employees sachi aclivity is likely to need
and the number of days necessary to assess, implement, and perfect the required activity. To
estimate hourly wages, we reviewed data from May 2010 for wages (by industry and ocoupation)
from the U.S. Bureau of Labor Statistics (BLS) for depository credit intermediation (NAICS
322100y, To estimate compensation costs aswcsa‘teé with the proposed rule, we use $85 per
hour, which is based on the average of the 90" percentile for seven coccupations (i.e., accountants
and auditors, compliance officers, financial analysts, lawyers, management occupations, software
deveiapers and statisticians) plus an additional 33 percent to cover inflation and private sector
benefits.” As shown in table 7, we estimate that the cost of introducing alternative measures of
creditworthiness is approximately $46.5 million.

2. Disclosure Requirements

The proposed rule requires institutions with total assets of $50 billion or more to disclose
information on a somewhat lengthy list of structural and financial variables. We estimate that
meeting the disclosure requirements will entail approximately 520 hours during the first year the
proposed rule applies, and this will cost the affected institutions approximately $44,200 in the
fiest vear. We estimate that the time necessary to meet the disclosure requirements in subsequent
years will diminish substantially, to roughly 25 hours per quarter or 100 howrs per vear. We
estimate that approximately 23 OCC-regulated imstitutions will be subject o the disclosure
requirements in the proposed rule, resulting in a cost of $1.0 million.

3, Overall Cost Estimate for Standardized Aporoaches for Risk-weighted Assets

Combining our estimates of capital costs (345.7 million), the cost of applying alternative
measures of creditworthiness ($46.5 million), and disclosure requirements ($1.0 million). our
overall estimate of the cost of the proposed rule (NPR2) is $93.2 million.

¥ According to the BLS’ employer costs of employee benefits data, thirty percent represents the average private
sector costs of employee henefits,
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Table 6. Estimated Annual Hours for Creditworthiness Measurement Activities

Asset Activity Estimated hours Estimated hours
per institution per institution with
with total assets < | total assets > §10
S10 bil. bil.
Securitization System
development 120 480
Data acquisition
& Due Diligence 20 240
Caleulation,
verification, and
training 60 120
Residential System
Morntgages development 60 60
Data acquisition 30 50
Calculation,
verification, and
training 10 10
Sovereign Debt | System
development 80
Data acquisition 30
Calculation,
verification, and
training 60
Other Positions | System
Combined"’ development 440 80
Data acquisition 20 30
Calculation,
verification, and
training S 60
Tatal Hours 423 1,360

* Includes sovereign dobt implementation costs for institutions with less than $10 billion in assets.
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Table 7.
Estimated Costs of Creditworthiness Measurement Activities, December 31, 2011
Institution Number of | Estimated hours | Estimated cost Estimated cost
institutions | per institution per institution
Small banking
organizations
{assets < 310 bil) 1,177 425 836,125 $42.519.125
Large banking
organizations
{assets > $10 bil) 36 1,300 $110.5060 $3,978 000
Total 1,213 $46.497.125

Regulatory Flexibility Act (RFA) Analvsis

As part of our analysis, we considered whether the proposed rule is likety to have a significant
impact on a substantial number of small entities, pursuant to the RFA. The size threshold for
small banks is $175 million. Tables 8 and 9 show our estimates of the number and capital
shorifall for small institutions under the proposed rules (NPR1 and NPR2). We estimate that the
cost of lost tax benefits associated with increasing total capital by $143 million as shown in table
9 will be approximately 30.8 million per year. Averaged across the 56 affected institutions, the
cost is approximately $14,000 per institution per year. From table 7, we estimate that the cost of
implementing the alternative measures of creditworthiness will be approximately $36,125 per
institution. For the 56 institutions with a projected capital shortfall, we estimate that the cost of
the standardized approaches for risk-weighted assets will be stightly more costly at
approximately 850,000 per institution.

To determine if the proposed rule has a significant economic impact on small entities we
compared the estimated annual cost with annual noninterest expense and annual salaries and
employee benefits for each small entity. If the estimated annual cost was greater than or equal to
2.5 percent of total noninterest expense or § percent of annual salaries and employee benefits we
classified the impact as significant. The proposed rule will have g significant economic impact
on 500 smali national banks and 253 small federally chartered private savings instifutions.
Accordingly, the proposed rule appears to have a significant economic impact on a substantial
number of small entities.
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Table 8. - Cumulsative Number of Small OCC-Regulated Banking Organizations Short of
the Transition Schedule for Minimum Capifal Requirements and Estimated Risk-weighted

Assets, December 31, 2011
Pec. 3, | Jan 1, | Jam 1, | Jan 1, %gié* fam t, | Tam1, | a1,
2011 2013 2614 2515 (PCA) 2017 piizse 2019
Camnon Efic;l,iity NBOS 6 3 § i Q E {3
to Risk-Weighted | FOPSEs 2 3 3 3 7
Assets Total 8 1] 12 13 23
Tier 1 t0 Risk NBOs 7 b il 13 22
wer ] to - ~ ~
Weighted Assets FCPSIs 3 3 5 8 13
Total 16 11 18 i 33
Minimum Total NBOs i3 17 22 27 37
Capital + FCPSIs | 10 1 13 17 19
Conservation " oy
Bufler Total 25 28 33 44 56
Table 9. — Capital Shortfall for Small OCC-Regulated Banking Organizations for
Scheduled Minimum Capital Requirements and Estimated Risk-weighted Assets, (8 in
milliens) December 31, 2011
Dec. 3, | Jaml, | Jam 1. | Jan1, J_fg% é’ Va1, | damt, | Jam 1,
201 013 2014 2015 (PCA} 2017 20518 HB1
Commion Equity NBOs 18 $21 28 $30 $34
fo Risk-Weighted | FCPRIs $1 $2 $3 $3 $£i0
Agsets Total $9 $23 $28 £33 $64
Ter 1o Risk NBOs $25 329 $39 $45 575
188 F U 135k~ : g v
Weighted Assets FCPSIs $1 2 34 35 Si6
Total $26 $31 $43 30 91
Minimum Toal | NBOs 338 $67 £76 $94 $i11
Capital + FCPSIs $9 513 $17 £25 $32
Conservation s
Buffer Total $67 $80 $93 $119 $143




Page 257

ATTACHMENT D



Page 258

ATTACHMENT D

MEMORANDUM

Comptrodler of the Currangy
Adimimistrator of National Banks

Ta
Thr:
From:
Date:

Subject:

Washington, DC 20219

Carl Kaminski, Legislative and Regulatory Activities

Gary Whalen, Director, Policy Analysis Division

Douglas Robertson, Senior Financial Economist, Palicy Analysis Division
May 340, 2012

Impact Assessment for the Basel 1 Rule: Advanced Approaches, NPK3

This memorandum provides our assessment of the economic impact of the proposed rules that
would implement the Basel T framework developed by the Basel Commitiee on Banking
Supervision. The Basel I framework would revise current general risk-based capital rules and
would be applicable to all banking organizations, The federal banking agencies are

i piemen‘ang Basel I through three separate rules. The first rule would apply Basel {11
minimum capital requirements to all banking organizations (NPR1). The second rule would
implement new alternative measures of creditworthiness for all banking organizations (NPR2).™
The third rule would apply Basel IH enhancements to the risk-weighted assets of institutions
subject to the advanced approaches capital rules (NPR3). Advanced approaches banking
organizations are those institutions with total assets of at least $250 billion or foreign exposures
of at least $10 billion, or institutions that have clected to adopt the advanced approaches,

1} Basel IH NPR (NPR1)

This will include the changes to the numerator of the risk-based capital ratio, the new ratio
requirements {common equity Tier 1 and the higher minimums), as well as the conservation and
countercyclical buffers. It also will include the changes to the freatment of mortgage servicing
assets and deferred tax assets (DTAs).

' These rates would serve as the generally applicable capital rules and therefore would be a floor for the risk-based
capital requirenent for advanced approaches banks under Section 171 of the Dodd Prank Act,
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23 Standardized Approach NPR (NPR2}

This will inchude the changes to the calculation of risk-weighted assets {the denominator of the
risk-based capital ratio), except for the treatment of morigage servicing assets and DTAs
discussed in the Basel [II NPR,

3} Advanced Approaches NPR (NPR3)
The advanced approaches NPR will introduce enhancements to the advanced approaches rule,
and it will include a proposal to expand the scope of the market risk rule to include thrifts,

We estimate that the first-year cost associated with higher minimum capital requirements in
NPR1 will be approximately $5.1 million. We estimate that the first-year cost associated with
changes in risk-weighted assets and implementation of alternative measures of creditworthiness
in NFR2 will be approximately $93.2 million. We estimate that the {Irst-vear cost associated
with changes in risk-weighted assets and simultaneously meeting new market risk capital
requirements in NPR3 will be approximately $46.8 million. Together, we estimate that the
overall cost of the three Basel HI rules will be approximately $145.1 million in the first vear,
After introducing new systems for determining risk weighted assels in the first year, we estimate
that the overall cost of Basel 11 in subsequent years will decrease to approximately $98.6 million
per year.

Vil, The Proposed Rule: Advanced Approeaches Risk-based Capital (NPR3Y)

The proposed rule would incorporate Basel Committee on Bank Supervision revisions to the
Basel capital framework into the banking agencies’ advanced approaches capital rules and
remove references to credit ratings consistent with section 939A of the Dodd-Frank Act. The
proposed rule would apply the market risk capital rule w certain savings associations,

The proposed rule would modify various elements of the advanced approached risk-based capital
rules regarding the determination of risk-weighted assets. These changes would (1) modify
treatment of counterparty credit risk, (2) remove references to credit ratings, (3) modify the
treatment of securitization exposures, and (4) modify the treatment of exposures subject to
deduction from capital. The proposed rule would also enhance disclosure requiremients,
especially with regard fo securitizations.

The proposed rule would amend the advanced approaches so that capital requirements using the
internal models methodology takes into consideration stress in calibration data, stress testing,
initial validation, collateral management, and annual model review, The proposed rule would
also require a banking organization to identify, monitor, and control wrong-way risk, which the
proposed rule defines as the risk that arises when an exposure to a particular counterparty is
positively correlated with the probability of default of such counterparty itself

The proposed rule would also remove the ratings-based approach and the interngl assessment
approach for securitization exposures from the advanced approaches rule and require advanced
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approaches banking organizations to use either the supervisory formula approach (SFA)ora
simplified version of the SFA when calculating capital requirements for securitization exposures.

Advanced approaches banking organizations would be required to calculate their risk-based and
leverage capital requirements under the standardized approach (using the numerator and
denominator in NPR 1 and NPR 2), as well as the under the revised advanced approaches,
outlined in this proposal (NPR 3). Advanced approaches banking organizations would apply the
lower risk-based capital and leverage ratios for purposes of determining compliance with the
proposed minimum regulatory capital requirements,

VI,  Institutions Alfected By the Proposed Rule

The proposed rule (NPR3) will apply to advanced approaches banking organizations, L.e.,
banking organizations with total assets of at least $230 billion or foreign exposures of at least
$10 billion, other banking organizations that have elected to adopt the advanced approaches, and
banking organizations that are subsidiaries of banking vrganizations that must use the advanced
approaches rules. The NPR also proposes to expand the scope of the market risk rule to apply to
savings associations and savings and loan holding companies that meet the relevant trading
activity thresholds ~ $1 billion or more In trading activity or trading activity equal to 18 percent
or more of the banking organization’s total assets.

iX. Estimated Costs and Benelits of the Proposed Rule

Benefiis of the Proposed Rule

The proposed rule would produce the following benefits;
15, Increases risk sensitivity of risk-weighted assets
16. Improves transparency and market discipline through disclosure requirements,
17. Enhances counterparty credit risk capital requirements that proved inadequate doring the
financial crisis

Costs of the Proposed Rule
i.

The modifications 1o risk-weighted assets in the proposed rule will affect overall risk-weighted
assets and hence risk-based capital ratios for advanced approaches banks. Applyving new risk
weights implies that capital requiremnents may go down for some assets and up for others. As
with NPRZ, securitization exposures in particular may face higher capital charges under the
proposed rule.
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As with NPR2, we estimate the proposed rule’s hmpact on risk-weighted assels by applying the
average change in risk-weighted assets reported by the Basel Committee on Banking Supervision
quantitative impact study working group. For the analysis of NPR3, we first estimate the effect
of increasing risk-weighted assets of advanced approaches banks by 20 percent. We also
incorporate estimates of the effect of the market risk rule on institutions that are subject to both
the advanced approaches rule and the market risk rule.

To estimate the impact of the proposed rule (NPR3) on bank capital needs, we estimate the
amount of capital banks will need to gather to meet the new minimu standards described in owr
analyses of NPR1 and NPR2Z. As with those analyses, we estimate new capital ratios and
requirements by combining various Call Report items to reflect definitional changes to common
equity capital, Tier | capital, and total capital as deseribed in WPR1. We aiso increase current
risk-weighted assets by 20 percent as described in NPR2.

We thus construct new capital ratios for advanced approaches banking organizations reflecting
the requirements of the proposed rules (NPR1 and NPR2) and estimate capital shortfalls as the
difference between current capital levels and capital levels necessary to meet the new minimum
standards. We estimate the capital shortfall each institution would encounter as the new capital
ratios come into effect during the transition period from 2013 through 2019, Table 1 shows our
estimmates of the number of advanced approaches institutions that would not meet the transition
schedule for proposed minimum capital requirements using data as of December 31, 2011, Table
2 shows our estimates of the aggregate amount of capital shortfall over the transition period
ending in 2019, While institutions must simultaneously meet all of the minimum capitai
requirements, the largest shortfall amount in any given year shows the maost binding mininmum
capital requirement. The number of institutions and the capital shortfall amounts shown in the
2016 column reflect those institutions that show a shortfall with regard to the new PCA standards
relative to current capital levels.

Table 2 shows that $22 billion of our NPR2 estimate of a $27 billion capital shortfall is
attributable o 3 advanced approaches banks that would encounter a capital shortfall in 26158
when the new Tier 1 PCA standard for well-capitalized institutions takes effect.

Because many advanced approaches banks are also subject to the market risk rule, we repeat our
capital shortfall estimate by adding estimated market risk assets to the capital ratios for these
institutions. Table 3 shows our estimate of the number of institutions that would need to increase
capital levels to meet new minimum capital requirements. Table 4 shows our estimate of the
amount of capital needed 1o meet those capital requirements.

We assume that the aggregate cost of increasing capital will be spread out over several years.
Table 2 reflects capital amounts already included in our analysis of NPR2. To estimate the
arnount of required capital not accounted for in NPR2, we subtract the capital amounts shown in
table 2 from those shown in table 4. This comparison suggests that the earliest significant capital
requirement for advanced approaches banks will be raising $24.8 billion in capital 1o meet the
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new PCA Tier 1 standard for well-capitalized institutions when it takes cffect. We estimate that
the largest shortfall for any given year will be approximately $8.3 billion, or one third of the
amount peeded to meet this new PCA Tier 1 standard.

To estimate the cost to banks of the new capital requirement, we examine the effect of this
requirement on capital structure and the overall cost of capital,’”” As with our estimates in NPR1
and NPR2, we estimate that the cost of the increase in capital would be tax benefits foregone: the
capital requiremnent ($8.3 billion), multiplied by the interest rate on the debt displaced and by the
effective marginal tax rate for the banks affected by the proposed rule. Graham (2000} estimates a
median marginal tax benefit of $9.40 per $100 of interest. So, using an estimated interest rate on
debt of 6 percent, we estimate that the ansual tax benefits foregone on $8.3 billion of capital
switching from debt to equity is appmxzmateiy $8.3 billion * 0.06 {interest rate) * 0.094 {median
marginal tax savings) = 346.8 million per year.'

Table 1. — Cumulative Number of OCC-Regulated Advanced Approaches Banking
Organizations Short of the Transition Schedule for Minimum Capital Requirements and
Estimated Risk-weighted Assets, December 31, 2011

Dec.3, | Jan.t, | Jant | Jmt, ) Geldoen | sl | o
] 3 k4 . »
2011 2013 2014 2015 (PCA) 2017 2018 2y
Common Equity to Rask-
Weighted Assets 0 0 0 0 0
Tier 1 to Risk-Weighted Assets ] 0 0 0 3
Minimuam Total Capital +
Conservation Bufler 0 0 0 1 3
Advanced Approaches ]
Countercyclion! Buffor
Advanced Approaches o
Leverage Ratio

¥ See Merion . Miller, (1995), “Do the M & M propositions apply 0 banks?”™ Jowrnaf of Banding & Fimmcs, Vol

19, pp. 483-489,

" See John R. Graham, (2000), “How Big Ace ihe Tax Benefits of Debt?” Journat of Finance, Vol. 55, No. S, pp.
19011441, Graham points sut that ignosing the offsetting effects of personal taxes would icrease the median
marginal tax rate 1o $31.8 per 100 of interest.
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Table 2. — OCC-Regulated Advanced Approaches Banking Organizations Cumulative
Capital Shortfall for Scheduled Minimum Capital Requirements and Estimated Risk-
weighted Assets, (§ in millions) December 31, 2011

Ian. I, Jan. ¥, Jan. 3, | dan. 11,2016 | Jan i, Jan. i, an. i,
2013 2014 2013 {PCA) 2017 2018 219
Ceommon Equity to Risk-
Weighted Asseis 0 0 0 0
Tier 1 to Risk-Weighted Assets 0 0 0 $22,175
Minimum Total Capital + < <
Conservation Buffer 0 O $2,501 | $18.386
Advanced Approaches Sn gt
Countercychical Buffer 33,918
Advanced Approaches o
§everase Ratio

Table 3. ~ Camulative Number of OCC-Regulated Advanced Approaches Banking
COrganizations Short of the Transition Schedule for Minimum Capital Requirements
Including Estimated Risk-weighted & Market Risk Assets, December 31, 2611

Dec.3t, | dant, | gt st b OB ma ot | g,
H11 2013 14 2015 (PCA) 2017 2618 20619
Commen Equity o Risk-
Weighied Asseis 0 0 0 0 1
Tier 1 to Risk-Weighted Assets 0 { 0 i 3
Mintmagm Total Capital = 0 1 i 2 4

Conservation Baffer

Advanced Approaches |
Countereyclical Buffer

Advanced Approaches 6

Leverage Ratin




Table 4. — OCC-Regulated Advanced Approaches Banking Organizations Camulative
Capital Shorifall for Scheduled Minimum Capital Requirements Including Estimated
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fant, |t | omnt, | L | ma, | st
2013 2014 2013 (PCA 2617 2018 2019
Common Equity to Risk- ,
Weighted Assets 0 0 0 | 81506l
Tier 1 to Risk-Weighted Assets G { 36,689 | $46,937
Minimum Total Capital + . " _
Comservation Baffer $9,101 $17.473 1 $31,516 | $57430
Advanced Approaches <y
Countercyelical Buffer $23,432
Aslvanced Approaches a
Leverage Ratio

The proposed rule requires advanced approaches banking organizations to amend disclosures
regarding securitizations to include the following:

* The nature of the risks inherent in a banking crganization’s securitized assets,

* A description of the bank’s policies for monitoring changes in the credit and
market risk of the organization’s secuntization exposures,

« A description of 4 banking organization’s policy regarding the use of credit rigk
mitigation for securitization exposures,

* A list of the special purpose entities a banking organization uses to securitize
exposures and the affiliated entities that a bank manages or advises and that invest
in securitization exposures ot the referenced SPEs, and

* A summary of the banking organization’s accounting policies for securitization
activities,

As described in our analysis of NPRZ, we estimate that meeting all disclosure requirements will
entail approximately 520 hours during the first vear the proposed rule applies, and this will cost
the affected institutions approximately $44,200 in the first year., We estimate that the time
necessary to meet the disclosure requirements in subsequent years will dininish substantially, to
roughly 23 hours per quarter or 100 hours per year.
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Because we included these disclosure costs along with system implementation costs in our
analysis of NPRZ, we do not include these expenses in this analysis. Thus, our overall estimate
of the cost of the proposed rule (NPR3) is $46.8 million per vear. This cost estimate reflects the
added capital burden of institutions that will be subject to both the advanced approaches capital

rules and the revised market rigk rule.

Regulatory Flexibility Act (RFA) Analvsis

The proposed rule (NPR3) will apply to advanced approaches banking organizations, ie.,
banking organizations with total assets of at least $230 billion or foreign exposures of at least
$10 billion, other banking organizations that have elected to adopt the advanced approaches, and
banking organizations that are subsidiaries of banking organizations that must use the advanced
approaches rules. Our size threshold for simall banks for RFA purposes is 3173 million in assets.
The proposed rule will affect six small subsidiaries of advanced approaches organizations. We
do not consider this a substantial sumber of small institutions, and thus we believe that the
proposed rule will not have a significant effect on a substantial number of small entites,
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1. introduction

The Macroeconomic Assessment Group (MAG) was established in February 2010 by the
chairs of the Financial Stabifity Bosrd and Basel Commilles on Banking Supervision to
coordinate an assessment of the macroeconomic implications of the Basst Committee’s
proposed reforms. The membership of the MAG compiises macroeconomic modsaiiing
experts from central banks and reguiators in 15 countries and a number of infernational
institutions.’ Stephen Cecchettl, Economic Adviser of the Bank for internationsl Setiements
(BISY, was asked to chair the Group.

The MAG's Interim Report®, published in August 2010, applied common methodologies
based on g set of scenarios for shifis in capital and liquidily requirements over different
fransition periods. Thess soenarios served as inpuls info a broad range of models developed
for policy analysis in central banks and intemational organizations. Close collaboration with
the Intemationat Monetary Fund (IMF) was an essential part of thig process, The Group also
consulted with experts in the private secior and the academic world, through both one-on-
one interactions and collective roundtables. These discussions provided important context for
the MAG's work, particularly on issues thal were not caplured by members’ macrosconomic
modals,

Taking the median across the results obiained by group members, the Interim Report
concluded that a 1 percentage point increase in the target ratio of tangible comunon squily
{TCE) o nisk-weighted assets would lead to a maximum decling in the level of GOP of about
£.19% from the baseling path, which would occur four and @ half years after the start of
impiementation {equivalent fo a reduction in the annual growth rale of 0.04 percentags points
pver this period), followed by a gradual recovery of growth towards the baseline. This figure
is the sum of 0.16%, the median GDP decline estimated for spedific coundries by national
authorities, and 0.03%, which is the polential impact of international spiliovers {reflecting
excharige rates, commodily prices and shifts in global demand) as estimated by the IMF ltis
important to note that these resulls apply 1o any increase in target capilal ratios, whether its
source be higher reguiatory minima for required buffers, changes in the definition of capitat or
risk-weighted assets, the application of a leverage ratio, or a decision by banks v maintain
wider voluniary buffers above regulatory minima. The Interim Report aiso examinsd the
impact of proposed measures by the Basel Commitlee to strengthen Equidity reguiation. A
28% increase in the holding of liquid assets relative fo fola! assels mplemented over four
years, combined with an exlension of the maturily of banks' wholesale labiliies, was
estimated to be associated with a median dacling in GDP in the order of 0.08% relgtive to the
haseling frend afier 18 guarters.

This Final Renort builds on the Interkn Report’s findings by simulating the macroeconomic
impact of the changes 10 capital standards that were agreed in September 2010 by the group
of Govemnors and Heads of Supervision {GHOS), which oversees the Basel Commitize.
Among other reforms, the GHOS proposed a strengthened definltion of capital; calibrated
requirements for minimum capital ratios and for a new capital conservation buffer; and
specified a transition path for the new standards.

Drawing on these agreements, the analysis in the MAG's Interim Repori has been extended
along two dimensions. First, the impact of the transition to stronger requirements is studied
assuming a bransition period of eight vears, in line with the transition path set out in the
GHOS statement. Second, while the findings in the Interim Repori were presented in terms
of the impact of a generic one percentage point increase in target capifal ratios, the present

' The parlicipanis in the Group's work ate fisted in Annex 1.

T ptn s bis argioubiotho 10 odf.
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report examines the impact of the overall increase in bank capital that will be needed o mest
the new requirements. In doing this it makes use of an estimate of the December 2008 level
of cornmon equily capital relative to risk-weighted assets in the global banking system, based
on the revised defintions in the new framework, drawing on the resuits of the Quantitative
Impact Study {(QIS) conducted recently by the Basel Commiltee, and compares this to what
will be required under the agread minimum ratio and capital conservation buffer,

No additional work was done on the impact of stronger liquidity requirements in this report, in
view of the fact that the liquidity requirements are still subject 1o an observation period. The
Liquidity Coverage Ratic will be intfroduced in 2015 and the Net Stable Funding Ralio in
2018, The sstimates for the impact of these measures provided in the interim Report assume
a shorter implementation period than that agreed o by the BUBS, and can therefore be
viewed as conservative estimates, Further, as discussed in the Interim Report, i would be
inaccurate simply 10 add the eslimated impact of meeting the liquidity requirements o the
astimated impact of meeting the capital requirements. Banks' efforts to meet the capital
requirements are likely to reduce the adjustments the banks will need 0 make 10 meet the
Houidity requirements, and vice versa,

Based on the unweighted median estimate across 97 simulations, the MAS sstimates that
bringing the global common equily capital ratic 10 a level that would meet the agreed
minimum and the capital conservation buffer would result in a maximum decdline in GDP,
refative to baseline forecasts, of 0.22%, which would occur after 35 quarters. In terms of
growth rates, annual growth would be 0.03 percentage points {or 3 basis points) below its
baseline level during this time. This s then followed by a racovery in GDP towards the
baseline. These results, like the Interim Report eslimates, include the impact of spiliovers
across coundnes, reflecting the fact that many or most national banking systems would be
tightening capital levels at the same time. The estimated maximum GDP impact per
percentage point of higher capital was 0.17%, which is slightly less than the 0.19% figure
estimated for four-year implementation in the Inferim Report, The point at which this
maxinum impact is reached, the 35th quarter, is quite a bit iater than the maximum impact
point estimated for four-year implementation in the Inferim Report (the 18t quarter). As a
resull, the projected impact on annual growth rates is less.

As with the conclusions presented in the Interim Repori, there are nuivber of reasons why
the actual impact could be greafer than the one reported here. For one thing, banks may
attempt 1o meet the stronger requirements ahead of the Umelable set out by the Basel
Committee. if they choose o implement the higher requirements in four years, for exampie,
the impact on the level of GDP would be somewhat stronger, and morgover the impact on
annual growth would be greater. Second, banks may choose to hold an additionsal, voluntary
bufler of common equity capital above the amounts set out in the new framework. This could
increase some of the effecis estimalad here,

Other factors might lead to a smalfer GDP impact. First, over the past year many banks have
strengthened their capital positions through new equily issuance and refained eamings. This
will reduce the amount of additional capital that the sysiem needs to accumulate in the future
o meet the requirements. Second, banks have a number of options for responding to the
stronger requirements, incliding reducing costs or shifling thelr portfolios towards safer
assets, which in most cases were not explicitly modelled in the estimations performed by
MAG members. These will reduce the need for them 1o increase loan spreads or cut back on
lending volumes, thereby reducing the impact on real activity.

This report, fke the MAG interim Report, focuses anly on the fransitional costs of stronger
capital requirements. The benefits of a well capitalised banking system, in terms of reducing
the risk and cost of financial criges and reducing macrosconomic voiatility, in tumn leading o
increased confidence of borrowers and lenders in the stability of the banking systemn, are well
recognised and have been analysed in studies such as the Assessment of the long-term
economic impact of stronger capital and liquidity requirements, which was published by the
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Base! Commities in August 2010.% A capital regime materially stronger than ones seen in the
recent past is fikely (o exert a beneficial impact on the macrosconomy that should more than
offset the transitional costs of the adjustments that banks need fo make to put the regime info
practice.

The remainder of this report is organised as follows. Section 2 sets out the MAG's principal
findings for the global impact of the calibrated capital requirements as Implemented over an
eight-vear ransition pericd. Section 3 examines how thig impact might differ if banks choose
fo implement the requirements according o a faster schedule than the one required by
supervisors. Section 4 offers broad conclusions and identifies open issues. The MAG interim
Report provides more detailed discussions of the transmission channsis from bank capifal to
economic activity and of the methodologies used in the analysis.

2. Results

2.4 impact of a one percentage point increase in capital ratios

MAG members drew on forecasting and policy analysis modsis that have been deveioped at
heir home institulions o estimate the impact on GDP of a2 one percentage point ingrease in
bank capital ratios implemented over eight years* In maost cases the simulations were
conducted over a twelve-year time horizon, in order to permit the analysis of developments
after implementation has been completed. Banks were assumed %o increase copital at a
constant pace over these eight years. While the fransition schedules agreed by the Basel
Committee do not mandate a perfectly linear increase in capilat requirements, the
assumption of a linear increase was considered {o be appropriate, since it would reflect the
likeliiood that banks would orient their behaviour fowards the final capital target, rather than
o intermediate threshoids. it should be noted that the increase in capital considerad in thig
report reflects not only higher ratios, but also the phase-in of deductions and other
definitional changes, the impact of which will vary from one bank fo anpther,

The set of models used for this analysis was broadly similar to that used {o produce the
results presented in the group’s Interim Report. In some cases, however, new models were
added, previously estimated models wers dropped, or changes were made 1o parameters,
This was done 1o reflect the experience gained in the earlier exercise as o the robusiness
and informativeness of these models for the task at hand. For example, some models that
are informative about macroeconomic dynamics over a relatively short time horizon such as
wi tn four vears are legs useful over longer horizons such as eight years. A iotal of 97 sels
of mode! resulis were submitted by group members.®

The lower righi-hand panel of Graph 1 portrays the unweighted median path, across these
97 models, of the impact on GDP of a one percentege point Incresss in capital ratices
implernented over eight years (32 quarters). Along this median path, GDF falls sleadily
relative {0 its baseline path, reaching a level 0.15% below baseline before racovering. This
maximum impact occurs in the 38th quarter after the start of implementation, just under a
year after implementation is completed. By the last quarter of the simulation (which members

P ntndiwww bis.orglpublibcbs 7andf

National implementation of the new minima by supervisors is set o begin in January 2013, with the full set of
requirements, including the capital conservation buffer and revised definitons, o be In place by Jaauary 2019
For the purposes of this study, we assums that banks begin o increase thelr capiiat ratice gradually from e
start of 2011, resulling b an eight-year transition period.

& Annex 2 describes the methodologies used and lists the number of submitted modsls by country or ingtitution,
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ran for 48 quarters, i.e. 12 vears), GDP has recovered o a level £, 10% below bassline. The
middie right-hand panel of Graph 1 shows the distribution of GDP sstimates for the 35th

guarter across the models submitied.

Fout-yvaar implementation’

Graph 1

Aggregate impact of 2 1 percentage point increage
in the target capiial ratin, excluding spiliover effects: distribulion of estimated
GDP deviation across all models
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For gcompatison, the left-hand panels of Graph 1, which are taken from the Interim Report,
replicate the exercise assuming that the implementation peried is four years. As discussed
further in Section 3 below, the impact on the level of GUP relative ko baseline from & shorler
fransition period is somewhat greater and takes place over a shorter ime horizon.

The new resuils are broadly similar when maodei results are weighted by GDP in forming the
median.® or when the mean resull is examined rather than the median. The GDP-weighied
median estimate of the reduction of GDP relative to basaline in the 35t quarter is 0.21% and
the GDP-weighted mean is 8.28%. Three-fiths of the resulls forecast a GDP reduction of
between 0.07% and 0.30% &t the 35th quarer. However, there are a number of resulls
exceeding 0.50%, indicating that downside risks ramain a concam.

These effects result from a combination of wider lending spreads and reduced lending
volumes (Table 1). The unweighied median estimate is for a decline of lending of 1.4%
relative 1o baseling at the 35th guarter, and a 1.5% deciine by the end of the simulation.
Lending spreads, in the meantima, are projected 10 widen by 15.5 basis points by the 35t
guarter, and o narrow somewhat thereafter.

Table 1. Estimated deviations of lending spreads, volumes and GDP from
baseline forecasts for a one percentage point increase in the target capital
ratio implemented over eight years

Lending volume' Lending spreads® cop?
{in parcant} {iny basis points} {in percent)
035 48 335 Q48 Q35 048
Unwaighted median -1.38 1 &7 155 2.2 ~3.16 {310
BDP weighted madian ~%.%1 -4.1% 188 128 ~(.2% (.18
Unwaighiad mean ~1.29 ] 88 78 =G, 20 =£.15
GDP weighted mean w1 85 -1.88 17.9 18.7 -5}, 26 {322

¥ Resuliz reported for 38 models. T Resuls mepotied for 53 models. © Results reported for §7 madisls Not inciuding
internations] spillover effacts.

As was done for the interim Report, the IMF estimatled the likely spiflover effects thal would
resu from the simultaneous strengthening of bank capital across coundries. This exercise
predicted that a one percentage point increase in capital ratios implemented over eight years
would result in an additional 0.02% fall in GOP below baseline affer 35 quarters. By the end
of the dmulation {the 48th quarter}, the impact of spillovers is less than 0.01%. A dypnamic
stochastic general eguilibrium modet with banking estimaled by the Bank of Canada oltained
qualitatively similar resuits for the impact of international spillovers,

The overal effect of 2 one percentage point capiial inCrease can thus be found by adding this
astimate of spiliover effects 1o the (.15% median referenced above for the 35t quarter, for a
otal of 0.17%, whils leaving the effect at the 48th quarter unchanged at §.10%. In terms of
growih rates, these results imply a 0.02 percentage point reduction in annusal growth over the
first 35 quaniars, foliowed by a 0.02 percentage point increase in growth over the subsequent
13 quarters.

* ma weighted median, the sum of the weighis on the values above the median value squals the sum of the

weights on vaiues below e median. As In the Interim Reporl, e weighls reflect the shawe of each counlty's
GO iry the total GDP of the countrigs in the MAG analysis. In cases whare there was mora than one estimaie
far a ghven economy, the GOP weight was equally divitied among the different estimates. In caloutaing the
GDP-weighted median, sstimales that applied o mors than one coundry {such as ewrc area or global
sslimaies) were dropped.
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2.2 Distribution of results across modelling assumptions

The models used to generate these resulis employ a variety of assumptions. Graph 2 divides
the modelled effects according o thewr freatment of two issues that are of pardicular
relevance o the question at hand, namely. {1} whether the macroeconomic sffects operate
primarily through wider credif spreads or also, separately, through a reduction in tending {a
tightening in lending stendards) that goes beyond the impact of wider spreads; and (2}
whether the model estimates incomorate the likely response of monetary authorities to any
predicted slowdown in growth,

Graph 2

Aggregate impact of a 1 percentage point increase
in the target capital ratio implemented over eight years, excluding spitfover offects:
distribution of estimated GDP deviation across selected models®
in per cant
Spread-based models, exogenous monstary policy Standards-based models, exogenous monelary policy
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o 4G
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Fraepisncy 9%}
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Devighion from baseline GDP ot 38 cusrters Lrevigtion from: bassiine GDP af 55 quarters
' Distributions are computed scross models that mast the spacified criteria. The verficst line indicalss the

unwaighted median. The shaded areas indicale the range between the 20t and 80t percentile, Quarters are
maasured fram start of implamentation,

As in the Interim Report, madels that seek to take account of rationing or lending standard
effects (Graph 2, right-hand panels) generated a sironger macroeconomic impact than
models without such effects (Graph 2, left-hand panels) Focusing on models that do aot
incorporate @ monetary policy response (the fop two panels of Graph 2}, the 35-quarter
impact of a one percentage point increase in the target capital ratic implemented over §
years {using unweighled medians) rises from 0.18% in models that fook only at credit
spreads to 0.21% in models that also incorporate lending standard effects.
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Modeis that incorporated the potential response of monelary policy {the boltor two panels of
Graph 23 tended to estimate & milder macroeconomic impact of increasses in bank capital,
The reduction in GDF at the 35th quarter relative 1o baseline s estimated o be 0. 11% in the
case of models based only on credit spreads {Graph 2, lower left-hand panel} and 0.14% for
models that also incorporated the impact of tightened lending standards {Graph 2, lower
right-hand panel}.

As noted in the Interim Report. the very low levels of nominal inferest rales currently
pravailing in many countries may reduce the effectiveness of conventional monetary policy
measures in mitigating adverse maceconomic outcomes. However, over the onger time
horizon that s considered in the present report, it is reasonable 0 expect that rates will
eventually normalise 10 the point where conventional monstary policy responses will regain
their typical levels of effeclivensass,

2.3 The new requirements relative to the global capifal shorifall

Ta inform the calibration of révisions o the Basel Capital Framework, the Basel Commitice
sonducted a Quantitative Impact Study (QIS} that assessed the impact of the Committee’s
capital and liquidity proposals on individual banks and the banking industry.” The QIS found
that, under the Commitiee’s revised definitions of capital and risk-weighted assetls, the risk-
adiusted common equily Her 1 (CET1) capital ratio of the sample of large, intemnationally
active banks surveyed was 5.7%. The sample of smaller banks intluded in the study
reporied a higher CET1 ratio. The QIS did not attemipt to estimate sysiem-wide capital ratios,
though it did note that coverage of the sample of larger banks approached 100%, while
coverage for the sample of smaller banks was lower and varied across coundries. The
raporied ratio for each group of banks was cornputed by taking ithe sum of the relevant
hanks' CETY capital divided by the sum of the banks’ risk-weighted assets.

For the purposes of the present study, we assume the common equity capital ratio in the
global financial system under the revised definitions at the siari of the simulation exercise is
the same as the QIS's weighted average ratio for the larger banks at the end of December
2008, e 5.7%, For a number of reasons, this is fkely to represent a conservative estimate of
the actual current global capital ratio. First, capital levels in the banking system are likely 10
have risen since December 2008, given improvements in bank profitability and the lkelhood
that banks have started to adjust their portiolie composition and stralegy in response
recent and anticipated policy changes. Second, this weighted average is caloulated across a
subset of the surveyed banks, namely those that were large {in terms of absolule capital
jevels), welldiversified and internationally active. As noted, the sanple of smaller banks
considered by the QIS averaged higher ratios. Third, the QIS results do not factor in eamings
retention and other mitigating actions going forward. For example, global banks are tikely to
meet the new standards in part by de-risking certain capital markets activities and by running
off legacy exposures which are disproportionatsly penalised by the new standards, but which
are not associated with traditional lending activilies,

The calibrated Basel Commitiee proposals envisage & minimum common equily ratio of
4 5%, augmented by a capital conservation buffer of 2.5%, for an overall common equily Tier
1 capital ratic across the giobal banking system of 7% at the end of the eight year fransition
period. To achieve this target from a “starting paini” of 8.7%, banks would need io raise their
capital ratios by 1.3 perceniage points. The GDP-impact estimales produced by MAG
members were in most cases linear in bank capital. Thus, we can muitiply the estimated
impacts {including spiliover effects) of 4 one percentage point increase in capital reported

7 Tne report of the QIS can be found hera:
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above by 1.3 io obigin an estimate of the overall impact. Recalt that each percentage point of
additional capital was estimated 10 lower the path of GDP to a point 0.17% below ils baseline
forecast after 35 quarters, and to 0.10% below baseline in the final quartar of the simulation.
This would suggest that banks' efforts to achieve the stronger capital requirements would
lead to an oversll reduction of GDP {0 a level 0.22% below baseline forecasts after 35
quarters, followed by an increase in growth 10 the point where GDF would stand 0.13%
below baseline at ihe end of the simuiation, Le. the twelfth vear.

Transialing these GIP level effecis into annual growth rates, growth would slow by soms
0.03 percentage points {that is, 3 basis points) on an annualised basis during the 8 % years
following the start of implementation. In subsequent quarters, annual GDP growth would be
projected to increase by 0.03 percentage poinis through the end of the simulation period.

These estimatas refer 1o the impact on global growth of the needed increase in capital in the
giobal banking system. As in tha Interim Report, the MAG member institutions submifted
rasults estimating the macroeconemic impact of & common, generic change in standards,
that is 2 one perceniage paint increase in capital implemented sver eight years, and the
madian and mean resulis reporied here refer to the impact of this change on a represeniative
gconomy. The actual effects of the strengthened requirements, however, are likely to be
distributed unevenly across individual banks and national banking systems. All else equal,
countries in which the caplialisation of a relalively larger share of the banking system
currently falis below the global average are likely to experience a relatively greater economic
impast, while the effect will be diminished or absent in countries where bank capital levels
are already close {0 or above the proposed minimum requirements. Moreover, within national
banking systems there is variation across banks in terms of the degree of adjustment stll
neaded,

Should banks choose 1o accumulate an additional capital bulfer of common equily above
these required levels, then each additional percentage point inCrease in their targst capitsl
ratio built up smoothly over an eight vear horizon would be predicied o lower GDP by 3
further 0.17 perceniage poinis affer 38 quarters. In terms of growth rates, sach additional
percentage point in the capital ratio held as a voluntary buffer would lower annual growth by
some 0.02 percentage points during the paniod of builldup, and would add 0.02 percentage
points to growih during the subsequent return towards the baseline path,

The level of such a buffer is difficult to predict based on past experience, especially in view of
the changes in the reguiatory and supervisory regime. For example, it s difficull 1o say
whether, and to what extent, banks’ abilify to access the capital conservation buffer in imes
of stress will influence their desired buffer in normal Himes. Choices are thus likely to vary,
hoth across banks and over time, and will evolve as experience with the new capital
framework accumulates.

3 impact of a more accelerated response of banks to the new
requirements

As noted in the interim Reporl, banks may seek to implement the stronger capital
requirements ahead of the schedule set out by supervisors. They might be molivated fo do
this in order to prove thelr underlying capital strength o the markets, parficularly i their
sompelitors are doing the same.

if this is the case, the more rapid implementation schedule considered in the Interim Report
would again become relevant It will be recalled that, across the BS models submitted for that
analysis, the median impact on GDP for a one perceniage point increase in capital
implemented across four years was at its largest afer 18 quarters, when GDP was projected
fo be 0.189% below baseline {including the effects of international spiliovers), The median



Page 278

ATTACHMENTE

path then recovered fo a level about (0.12% below baseline by the end of eight vears (Graph
1. lefi-hand panels:. Using the figures set out in section 2.3 shove for the overall increase in
capital needed to bring the ¢lobal capital ratic to a level meeling the strengthened
requirements, this would suggest an overall impact of GDP of 3.25% &t the 18th gquarier,
which would fransiate into a reduction of 0.05 percentage points in annual growih rafes,
followed by a recovery. As discussed above, growth would fall further should banks choose
to accumuiate an additional, voluniary common equity buffer above the required amount over
tha same period.

The impact wauld be still greater if banks choose a iwo-year implementation schedule. As
reported in the Interim Report, if a one percentags point increase in capital is implemented
over two yvears, GDP would fall a maximum of 0.22% relative o baseline helore recovaring.
The maximum GDP joss in the lwo-year case was projeciad 1o ooour in He 10th quarier gfter
implementation. The overall maximum GDP impact in the 10th guarter of implementing the
strepgthened raquirementis would thus be 0.29%. In terms of annual growth rales, growth
would need to fall by 0.11 percentage points during that time befare recovering,

To summarise, the shorer implementation scenarios are estimated o provide @ somewhat
larger decling in the maximum amount by which the level of GDP is projeciad to fall relative
to baseline, reflecling sharper adjustment costs, although the amounts do not differ greatly.
The more rapid implementation scenarios also imply & greater impact on growth rates, since
the projected dedline in the level of GDP relative 10 baseline would take place aver a shorler
Hme frame in these scenarios.

4. Conclusions and open issues

This Final Report exiends the analysis presented in the MAG interimy Report of the polential
impact of stronger capilal requirements on growth over the next several years.

Viewed in terms of the median across all national estimates, the resulls presaenied shove
sugyest that the sirengthened capital requiremnents proposed by the Basel Commitiee ars
likely to have g relatively modest impact on growth: GDP 18 projected to fall by 0.22
percentage poinis below its baseline level in the 35th quarter after the sfart of
implementation, followed by a recovery of growth towards baseline, This implies that annual
growth rates will be reduced by 0.03 percentage poinis for 36 quarters, followed by a pericd
during which annugl growth will be 0.03 perceniage points higher. These sstimates assume
that banks act so as io bring the global common equily capilal ratio to a level that would meet
the agreed minimum and the capital conservation buffer, accortding to the eightysar
trangition path set by supearvisors. If banks choose 1o implement the new requirements ahead
of the schedule sof oul by supervisors, the impact on the averall level of GDP will be
somewhat greater and compressed into a shorter time pariod, resulling in a greater impact
on growth rates. These sifects would also be acceniuaied 1o the degree that banks choose
o hold an addiional voluntary equily capital buffer above the new standards.

As with any forecasling exercise, especially given the length ¢f the horizon used here, there
are a number of uncertainties. In parficular, as identified in the inferiim Report, there are a
number of factors that may influence the impact of the capital requirements on bank fending,
ioan pricing and growth, but were not explicitly incorporated in the models estimated by MAG
members. These include the ability of banks o aller thelr business models in response 1o the
new capital regime {such as hy altering thelr asset composition, reducing inefficiencies, or
increasing  their rellance on fee-based incomej the development of non-bank credit
channeis; and the capacity of marketis fo absorb new equity offerings by banks. As noted in
the Interim Reporl, the ability of banks 1o make these adjustments and the ability of markels
o absorh new capiial issues are likely (o be greater if the transilion pericd is a relatively long
one, so the macroesonomic impact would be lessensd by a longer fransition. The eight year
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fransition period agreed by the Basel Commitiee is likely &0 be long encugh 1o enable many
of these offsetling adiustments 10 take place. However, these faclors would be less fikely to
exert a countervailing influence to the extent that banks voluntarily choose to implement
stronger capital ratios on an accelerated schedule. In addition, as nofed in Section 1, no
additional work was done on the impact of stronger figquidity requirements in this report, in
view of the fact that the liquidity requirements are stil sublect to an observation period.

Although the results presentad in this report and the interim Report incorporate a number of
methedological and theorelical advances in the modelling of the macroeconomic effects of
conditions in the financial sector, economists still have a great deal b learn ghout thess
refationships. Further research ig needed on such questions as how banks adiust their rigk
profiles, loan priving, and lerding behaviour in response o reguiatory changes, how changes
in banking sector feverage, credit spreads and bank lending volumes affect the dynamics of
the macroeconaimy; and the relative role of bank and non-bank credit channels in supporting
macroeconomic activily. 1t is hoped that the ongeing debate over appropriate policies o
strengthen the financial system will continue to stimulate theoretical and empiricat research
on thess important issues.
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Annex 2. National resulis

The analysis in this report is based on 97 model results submilted by the MAG member
institutions. Table A2 1 summarises members’ contributions.

The Interirm Report focusad on the oulput of the 89 submitted models that used a “two-step
approach”, in which lending spread and volume impacis were gensrated by “satellite
models”, and then ysed as inputs into the standard macroeconmimic forecasting and policy
analysis models in use al central banks and other agencies. The satellite models
incorporated a number of technigues. Some of these used a "model bank” approach, which
involved sstimating banks’ adiustments to their capital and assels in response to differences
between their actual and ferget {desired) capifal ratios. The estimaled targef ratio was
inferred from the past behaviour of capital ratios, or simply based on average capital levels
over a specified period of time, Members then estimated an ecanomatnic model in order fo
caplure the response of various halance sheet items (o the distance-from-target varigble,
while controlling for other factors such as GDP growth, the policy rate, inflation, and
aggregale bank charge-offs. Others used simpler approaches, such as accounting-based
estimates that held a3 control varigbie (such as the bank's return on equily) constant and
calculated the adjustments to balance sheet and lending spread variables that would be
neaded to achieve the desired capital target under this constraint.

Most of the resulls thal are summarised in the prasent report also use this two-sfep
approach. A small number of resulls, howaver, make use of techniques submitted io the
MAG and discussed as “alternative approaches” in the Interim Report, namely reduced form
estimations or bank-augmented dynamic stochastic general equilibrium {DSGE} models, The
reduced form estimations use past stalistica! relationships among capital, growth and other
varighles 1o estimate the likely growth offects of tighler capital and Hquidity regulation,
through the use of vector aute-regression technigues. DSGE estimations aim o provide a
coherent framework for policy discussion and analysis by caphuriag the dynamic relalionships
among different macroeconomic varables while being grounded in microeconomic theory.
Uniike most DEGE models, bank-augmenied DSGE  estimations model  fnancial
intermediaries and their balance sheetls explicitly. The reduced form and bank-augmented
DSGE estimatles were added 1o the overall popuiation of models summarised in the present
report because mersbers fell they had gained expetience in constructing and esfimating
these models, relative to the Interim Repori, and were more confident that they accurately
captured the impacts being considered here,
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Table A2.1. Number of model outputs submitted to MAG subgroups

Countryfragion Number of models
By national autharity By IME By ECB, European
Conynission

Ausiratia i 2

Brazit 3 2

Canada 8 2

Chinag b4

France 2 2

Garmany 1 V4

india 2

Haly & 2

Japan 4 2

Korea 4 2

Mexicn 1 2

Netherlands 7 .

Russia Z

Spain 1 z

United Kingdom 3 2

United States 4 7
Eurp ares 4 18
Sum ¢of the above 47 40 15

kignroecnnomic Assessment Sroun -- Final Repord 15
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Results of the comprehensive quantitative impact study

Execulive summary

The Basel Committee on Banking Supervision (the Committee”)’ conducted 2
comprehensive quantitalive impact study (QIS) to ascerfain the impact of it new
requirements 1o raise the qualily and lpvel of the capital base, to enhance risk caplure, to
contain excessive leverage and {0 infroduce new liquidity standards for the global banking
system - coliectively referred 1o as "Basel Y - orginally introduced in July and Dacember
2008, The Group of Govemors and Heads of Supervision {GHOS), the oversight body of the
Committee, confirmed the design and calibration of these reforms at its July and Seplember
2010 meetlings, This report summarises the results of the comprebensive QIS by providing
aggregated analysis of bank data coliected by national supervisors.

Comprehensive QIS information was submitted by individusl banks o their nationa
supervisors on a voluntary and confidential basis. A total of 283 banks from 23 Commitiee
member jurisdictions participated in the study, including 84 Group 1 banks and 183 Group 2
banks.” Members' coverage of their banking sector was very high for Group 1 banks,
reaching 100% coverage for some jurisdictions, while comparatively lower for Group 2 banks
and varied across jurisdictions. Banks participating in the study were requested to submit
censolidated data as of 31 December 2008, Some foliow-up requests were undertaken i
order to refine and enhance ofiginal submissions and to reflect the 28 July and
12 September GHOS agreements. The Commitise appreciates the significant efforts banks
and national supervisers coniributed to this data collection exercise.

The Committee directed the comprehensive QIS effort to focus on a number of specific
fems:

. Changes to the definition of capital that result In a new capital standard, referred to
as commmon equity Tier 1 (CET1}, a reallocation of deductions to CET1 and changes
to the eligibility oriteria for Tier 1 and total capital;

» Increases in risk-weighted assets resulting from changes to the definition of capital,
securitisgtion, trading book and counterparty credit sk requirements:

* Ths infernational leverage ratio;

* The capital conservation buffer above the CET minimum; and

* Two intemnational liguidity standards ~ the liquidity coverage ratio and the net stable
funding ratio.

The Basel Committee on Banking Supervision i3 & commiftes of banking superdgory authoriies which was
astablished by the ceniral bank Govermors of the Group of Tan countrias in 1978, | consisis of senicr
representatives of bank supervisery authorities and ceniral banks from Argenting, Australia, Belgium, Brazi,
Canada, Ching, Frange, Germany, Hong Kang SAR, India, Indonesia, Raly, Japan, Kores, Luxembourg,
Maexico, the Netherlands, Russia, Saudi Arabia, Singapore, South ARica, Spaln, Sweden, Switzeriland, Turkey,
the United Kingdom and the United Siates. # usually meets at the Bank for Infermationat Settlements (BIS)in
Basal, Switzeriand, where its permanent Secretariat 5 iocaled,

Group 1 banks are thoge that have Tier 1 capital v excess of €3 bilion, sre well diversified, and are
iternationally aclive, A ofhier barke are considersd Group 2 banks,
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With the exception of the fransitional amangements for non-correlation trading securifisation
posiions in the tading book, this report does not take info account any transitional
arrangements such as phase-in of deductions and grandfathering arrangements, uniess
noted otherwise, Rather, the estimates presented assume full implementation of the final
Hasel lli package, based on data as of 31 December 2008, No assumptions have been
made about banks’ profitability or behavioural responses, such as changes in bank capital or
halance sheet composition, since then or in the fulure, For this reason the GIS results are not
comparabie to current ndustry estimates, which tend 1o be based on forecasts and consider
management actions © mitigate the impact, as well as incorporate estimates where
information is not publicly available.

Key resuits®
Overall impact on risk-based capital requirements

including the effect of ail changas o the definition of capital and risk-weighted assets, as well
as assuming full implementation, the impact of the GHOS agrzement reveals an average
decrease for Group 1 banks from an 11.1% gross CET1 ratio (gross of current deductions,
based on current risk-weighted assets) fo an average net CET1 ratio of 5.7%, a decline of
5.4 percentage points. Comparing gross fo net CET1 for Group 2 banks reveals an average
decline in ratios from 10.7% 0 7.8%, or just 2.8 percentage points, which is considerably
less than the decline seen in Group 1 banks.

Caiculated on the same basis, the capital shortfall for Group 1 banks in the QIS sample is
aestimated o bé between €165 billion for the CET1 minimum requirement of 4.5% and €577
billion for a CET1 targel level of 7.0% had the Basel lil requiremenis been in place at the end
of 2008. As a point of reference, the sum of profits afier tax prior to distributions across the
same sample of Group 1 banks in 2008 was €209 billion. The amount of additional CET1
capiial required for Group 2 banks in the QIS sample is astimated at €8 bilion in order o
reach the CETT minimum of 4.5%.* For 2 CET1 target level of 7%, Group 2 banks would
need an additional €25 billion; the sum of their profits after tax prior o distributions in 2008
was €20 biflion.

Definition of capital

CET1 capital of Group 1 banks would fall by an average of 41.3%. Group 2 banks, on
average, would experience a decline of 24.7% in CET1 capital. The Tier 1 capityl ratios of
Group 1 banks would on average decline from 10.8% to 6.3%, while tofal capital ratios would
decline from 14.0% to 8.4%. The decling in other capilal ratios is also less pronounced for
Group 2 banks. Tier 1 capital ratios would decline from 8.8% & 8.1% and total capitat ratios
would decline from 12.8% 10 10.3%.

Changes in risk-weightad assels

Overall risk-weighted assets would increase by 23.0% for Group 1 banks. The main drivers
of this increase are charges against counterparly credit risk and trading book exposures.

Undess noted olherwise, the analysis of overall changes o dskoveighted assets and capital ratios oaly
features banks that were able io provide guglity data on all relevant aspects of the Bassl Il famework,

For both samples, the estimaled shorfall may be understated as some nstiludions, which are Bkely 1o have 2
ghortfall, were exciuded from the analvsis dus to data issuas,
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Accordingly, banks that have significant exposures in these aress influsnce the average
increase in risk-weighted assets heavily, Some banks alsc experience g larger than average
increase in riskeweighted assels due to securitisalion exposures in their banking books.
Since Group 2 banks are less affected by the revised counterparty credit risk and trading
book rules, thelr risk-weighted assels would increase by an average of just 4.0%. As a
whole, the changes in risk-weighted assets have less impact on banks' capital positions than
changes to the definition of capital

Leverage ratio

The weighted average leverage ratio using the new definition of Tier 1 capital and the
measure of exposure agreed by the GHOS for testing during the parallel run period is 2.8%
for Group 1 banks ang 3.8% for Group 2 banks.

Liguidity standards

The new Hquidity standards result in an average liquidity coverage ratic of 83% ang 98% for
Group 1 and Group 2 banks, raspectively. The average net stable funding ratio is 83% and
1803%, respectively.

Resulls of the comprehensive quantiative inpact study 3
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1. General rermarks

At its 12 September 2010 maseling, the Group of Governors and Heads of Supervision
{GHOS), the Commiltee’s oversight body, announced a substantial strengthening of existing
capital requirements and fully endorsed the agreements it reached on 268 July 2010.° These
capital reforms, set out in the docament Basel lI1: A global reguiatory framework for more
resffient banks and banking systems,® together with the introduction of two international
liquidity standards as outlined in the [ntemational framework for liquidity risk measurement,
standards and monitoring,” deliver on the core of the global financial reform agenda
presented to the Seoul G20 Leaders summit in November 2010, The comprehensive
guaniitative impact study seeks io measure the impact of thess capiisl and fiquidity
requirements, collectively referred to as "Bassl IIf,

The remainder of this noe is structured as follows:

. Section 1 providas an overview of the sample and dala quality issues;

. Septien 2 shows the tolal impact of the Basel lll proposals on the risk-based capital
ratios;

. Section 3 evaluates the impact of changes to the definition of capital;

. Section 4 discusses the changes in risk-weighisd assels;

. Section 5 presents the leverage ratio findings;

. Section € presenis a2 capital conservation analysis; and

. Section 7 presents an analysis of the impact of the liquidity standards.

4.1 8cope of the impact study

Twenty-three of the 27 Commitlee member jurisdictions partivipated in the QIS. The
estimates presented are based on data submilled by the pardicipating banks o nalional
suparvisors in the QIS workbaoks and in aiccordance with the instructions prepared by the
Committes In February 2010.% The results were initially submitted fo the Secretariat of the
Commitles in May 2016

The purpose of the study was o allow the Commities 10 assess the impact on participating
banks of the capital and liquidity propossls sat out in the following dosuments:

Bee e 26 July 2010 press release “The Group of Governors and Heads of Supervision reach hroad
agrsement on Basel Committee capital and hquidity reform packane” (www bis orypress/p 100726 k) and
the 12 September 2010 press relzase "Group of Governors and Heads of Supervision snnounces higher
global adnirmum capital standards” frww bis.org/press/p 16091 2 hmi.

HBasel Commitise on Banking Supervision, Basel il & global regulstory framework for mors resifient barke
angt banking sysfems, December 2010,

=q

Basal Committes on Banking Supervision, infemational ramework for figuidily risk measuremsnt skandards
and moniforing, December 2010,

Basel Commillee on Banking Supesvision, Inshuctions for he comprehensive quantifative impact siudy,
Fabruary 2010,
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» Revisions to the Basel Il markel risk framework {"the Revisions” } and Gwd&?;ﬁes for
computing capital for incremental risk in the trading book {“the Guidelines™);*

. Enhancements to the Basel H framework (“the Enhancements™'" which include the
revised risk weights for re-securitisations held in the banking book;

» Strengthening the resiience of the banking sector {"the Resilience document)”,
including

. The changes to the definition of capital;

» The infroduction of a leverages ratio;

» The capital conservation buffer above the CETY mindmum;

. The changes o the treatment of counterparty credit risk; and

. iternational framework fz}f“ liquidity risk measurement, standards and monftoring
{“the Liquidity document™).”

Based on the agreements anncunced on 28 July 2010, the Commitiee conductad a follow-up
data collection exercise in Beplember 2010 to collect a limited amount of data from the
participating banks, aliowing the Committes 1o more precisely ;}%eﬁam ;n s report the
impact of changes agreed by the GHOS on capital and liquidity standards, ™

1.2 Sample of partivipating banks

A total of 263 banks from 23 Commiftee member jurisdictions participated in the study,
including 84 Group 1 banks and 168 Group 2 banks. Of these banks, @‘% {Sfcu;:» 1 banks and
1568 Group 2 banks participated in the follow-up data collection exercise. ™ Banks were asked
to provide data as of 31 December 2009 at the consolidated level As in previous wmpact
studies conducted by the Commiltee, Group 1 banks are those that have Tier 1 capital in
excess of €3 billion, are well diversified and are internationally aclive, Al other banks are
considered Group 2 banks. Bubsidiaries of other banks were excluded from the analyses to
avoid double counting.

As shown in Table 1, 20 member jurisdictions provided data for Group 1 banks and 18
member jurisdictions provided data for Group 2 banks. Members' coverage of their banking
sector was very high for Group 1 banks, reaching 100% coverage for some jurisdictions,
while coverage for Group 2 banks was comparatively lower and varied across jurisdictions,

Basel Committee on Banking Supervision, Revisions fo the Base! H marke! risk framework, July 2008,

Basel Committes on Banking Supervision, Guidelings for computing capital for incremenial risk & the frading
Eesods, July 2008,

Basel Committes on Banking Supervision, Enhancements o the Basel H framework, July 2008,

el

1]
¥ Basel Commiliee on Banking Supervision, Strengthening the resilience of the banking secior, consultative
documant, Decamber 2008,

¥ Sasel Committes on Banking Supervision, Infernationaf framework for Fouidity risk measurement, standards

and monitoring, consuliative donwment, December 2008,

* Basel Commitize on Banking Supervision, Instructions for the follow-ug data colfoction for the comprohensive

grantifative impact stuthy, Seplember 2010.

Hot gl banks provided data on afl parts of the Rasel U framework in the comprehensive QIS
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Tabie 1

Number of banks submiting data for the comprehensive QIS, including the
follow.up data collection exercise

Jurisdiction Group 1 Group 2
Australia 4 1
Beigium 2 2
Brazd 2 tH
Canada 8 2
China 5 5
France & <]
Germany g 58
Hong Kang ¢ 7
india 3 8
Haly 2 20
Japan k] 7
Kotea 3
Luxembourg 0 1
Maxico 0 3
Netherdands 4 14
Saudi Arghia 3 G
Singapore 3 14
South Africa 3 3
Spain 2 B
Sweden 4 2
Switrerand 2 &
United Kingdom 5 6
United Stales 13 4]
Total 91 158

This report presents aggregated results of the comprehensive OIS based on revised data
provided to the Basel Commitlee Secretariat by 26 July 2010 including additional data
pertsining 10 the definftion of capital, liquidity and counterparty credit risk that was collected
between July and Gotober 2010, Despite efforts by national supervisors and banks, there still
remain a limited number of banks that are exciuded from the overall exercise or for individual
sections of the QIS due (o incomplete data.
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1.3 Methodology

The impact assessment was carried out by comparing banks’ capital positions undar Basel Hi
to the current regulatory framework implemented by the national supervisor, ™ To maintain
the confidentiality of resuits, most charls show box plots separately for Group 1 and Group 2
banks including the median (the thin red horizontal ling), the upper and lower quartiles
{defined by the blue hox) and the minima and maxima (the end points of the thin bue vertical
line) of the relevant distribution,

Unless nofed otherwise, the reported average amounts in this document have been
calculated by creating a composite bank at a fotal sample level, which effectively means that
the total sample averages are weighted. For example, the average conwnon equily Tier 1§
capital ratio is the sum of all banks’ common equity Tier 1 capital for the total sample divided
by the sum of ail banks’ risk-weighted assets for the total sample,

With the exception of the transitional arrangements for non-correlation trading securitisation
positions in the trading book, this report does not take into sccount any transitional
arrangements, such as phase-in of deductions and grandfathering arrangements, unjess
noted otherwise.

1.4 Data quality

Banks submitted very comprehensive and delailed non-public data on & voluntary and best
efforts basis. National supervisors and their QIS teams worked exiensively with banks to
ensure data quality, completeness and consistency with the published QIS instructions,
Unless noted otherwise, the analysis of overall changes in risk-weighted assels and capital
ratios only features banks that were able to provids qualily data on ali relevant aspects of the
Base! I framework,

In looking at the liquidity-related data provided by many banks, the Committee identified
some areas where there may be differences between jurisdictions in interpreling the
mstructions and the additional guidance published. While these differences in interpretation
led the Commiltee to work on clarifications of definitions and reporting instructions, some
differences remain. As a result, not gl elements of the data are comparable across banks.

1.5 interpretation of resulls

it should be noted that the actual impact of the new requirementis by the tme they are
implementsd will likely be lower as the banking sector adjusis fo a changing aconomic and
regulatory environment. Indead, the QIS resuits do not consider banks’ profitabitity or make
any assumphions about banks’ behavioural responses, such as changes in capital or porticlio
composition and strategy as well as other management actions. to the policy changes since
end-2008 or in the future. For this reason, the QIS resulls are not comparable to industry
estimates, which tend o be based onh forecasts and consider management actions o
mitigate the impact, as well as incorporate estimates where information is not publicly
available.

B ith the exception of the United States where some banks provided carrent dals an 4 Basel ¥ basis.
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2. Overall changes in regulatory capital ratios

Table 2 shows the overall change in common equity Tier 1 {CET1) capital ratios if all the
Committee’s final rules, both for the definition of capital and for the caloulation of risk-
weighted assetls, were fully implemented as of 31 December 2008, Group 1 banks’ averags
CET1 capital ratios under the new regime would have fallen by almost ha¥f from an average
gross CET1 capital ratio of 11.1% o 8.7% when deductions and changes in risk-weighted
assets are laken into account (a decline of 5.4 percentage points). For Group 2 banks, the
new net CET1 capital ratios would decling fo 7.8% from 10.7%, indicaling that the measures
have a considerably greater impact on the larger banks,

These deciines are mainly attributable 1o the new definition of capital deductions and filters
not previously applied at the common equity level of Tier 1 capital in most jurisdictions
{numerator) and to a lesser but still significant exient 1o increases in risk-weighted assets
{denominator). The CET1 ratios presented in the table compare gross CETT amounts
{before the application of deductions and filters) in relation to banks' current risk-weighted
assets {column "Gross”) with net amounts in relation {o new riskayeighted assets and the
application of deductions and flters {colump "Net™). The results show significant variation
across banks (Chart 1},

Tier 1 capital ratios of Group 1 banks would on average decling from 10.8% {0 8.3%, while
total capital ratios would decline from 14.0% 1o 8.4%. Meanwhile, as with CET1, Group 2
banks would experience a more modest decline in Tier 1 capital rafios from 8.8% {0 8.1%
and a decling in total capital ratios from 12.8% to 10.3%,

It is important fo keep in mind that the analysis of overall changes in capital ratios festures 74
Group 1 and 133 Group 2 banks that were able to provide quality data on all relevant aspects
of the Basel il framework. The exclusion of some banks, which were not able to provide all
data, leads to an upward bias in the average capital ratios presented in Tabie 2,

Table 2
Average capital ratios by banking group, in percent
CET1 Tierd Totat
Number of
banks Gross Net Current New Current Hew
Group 1 74 113 5.7 0.5 6.3 4.0 8.4
Group 2 133 10.7 7.8 8.8 81 12.8 0.3

“Grass CETT is the ralio of gross CET1 (without deductions) relstive to current sisk-weigited assets. "Nat’
columns show net CETY {with deducticons) relafive (o new risk-weighied asesls.
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Chart 1
New net CET1, Tier 1 and total capital ratios, in percent™
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Under the Basel il framework, the minimum requirement for CET1, the highest form of loss
absorbing capital, will be raised to 4.5% afler the appiication of stricter adjustments. This
minimum CET1 capital rafio will be phased in by 1 January 2015, Further, a capilal
conservation buffer above the regulatory minimum requiremernt was calibrated at 2.3% and
will have o be met with common equity, after the application of deductions, by 1 January
2018,

Table 3 provides information on the additional amount of capital that Group 1 and Group 2
banks would naad between 31 December 2009 and 2018 o mset the target CETT capital
under Basel lll, assuming a fully phased-in {arget CETY requirement as at the end of 2008,
Since compiete data on the folal changes in capital and risk-weighted assets are only
available for 74 Group 1 banks and 133 Group 2 banks, i was assumed {hat those items for
which no informmation on the change in risk-weighted assels was available would remain
constant for a parlicuiar bank.

Assuming a fully phased-in risk-based capital requirement, the amount of additionsl CET1
capitel required for Group 1 banks in the QIS sample to meet the 4.5% CET1 minimum
regquirement is €185 billion. For Group 2 banks, of which the coverage is considerably
smailer, the shortiall is estimated at €8 billion.’® For a CET1 target of 7%, Group 1 banks
would need an additional £577 billion and Group 2 banks in the QOIS sampie wouid need an
additional €25 bilion. As a point of reference, the sum of profils after tax prior to distnbutions
across ihe Group 1 and Group 2 banks in the same sample in 2009 was €208 billion and €20
billion, respectively.

¥ The thick red hotizental lines indicate the 4.5%, 6% and 8% minimum capital raquiremanis for CETT capitat,
Tier 1 capital and toisl capital respectively. The thin red horizontal Fnes indicate the median for the respective
capital and bank catsgory.

® For both sampies, i is recognized that this estimated shortfal s understated and Fcomplete 1o the axtent
ingtitutions with shortfalls have been axcluded from the analysis,
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No assumptions have been made about banks’ profitabilily or behaviouwrdd responses, such
as changes in bank capital or balance sheet composition, since end.2008 or in the fulure.
For this reason the QS resulis are not comparable to current industry estimates, which tend
fo be based on forecasis and consider management actions to miligate the impact, as well
as incorporate estimates where information is not publicly available.

Table 3

Estimated overall CET1 shortfall, participating Group 1 and Group 2 banks,
in € billions

Group 1 banks Group 2 banks
Numbaer of banks a7 136
CET1 shortfall — 4 8% 165 8
CET1 shorifall — 7.0% {2019} 77 25

The shortfall is calculsted as the sum acress individus! banks where a shorifa#l & observad. The calculation
ncludes alf changes to RWA {gg definition of capital, counterparty credit risk, rading book and securitisation in
the banking bookl For banks where compiete data on the total changa in RWA ware not available, § was
assumed thal RWA for missing Hems would remain constant.

3. Definition of capital

3.4 Change in eligible capital

For Group 1 banks, the change in nel CET1 capital compared o gross CET1 capitat
amounts o 41.3%. With an average change of -24.7%, the impact is smaller for Group 2
banks as compared to their Group 1 counterparts. The decline in both groups’ Tier 1 and
iotal capital is more modest and largely due {o changas in capital instrument shigibility.

Table 4
(apital impact of new definition of capital, in percent
Number of Change in Change in Change in Change in
hanks RWA* CETY capital®™ | Tier T capital | total capital
Group 87 7.3 -41.3 -3z 268
Group 2 138 3.2 247 -14.1 -188

* Change in current overall risk-weighted assels a5 & resull of proposed changss o the definition of capital fe
from applying a rsk-weighling treatment {0 exposures currently being deducied from capital of vice versa, AF
changes in dek-weighled assels unrelated to the definilion of capital are not considered,  ** The column *Change
in OETT capltal” comparas gross CET1 capital (withaut dedudtions) with net CETY capital.
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Chart 2
Change in the levels of CET1", Tier 1 and total capital, in percent
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3.2 Impact of deductions on common equity Tier 1 capital

Table 5 provides additional analyses of the difference betwsen gross and net CET1 capital
for Group 1 and Group 2 banks, separating the impact of the various deductions applisd to
gross CET1

For the Group 1 banks, the reduction in CET1 capital is driven primarily by deductions of
goodwill (-19.0%), deferred tax assets {-7.0%) and holdings in other Bnancigt institutions
{-4.3%).%° Minority interest (-2.0%) has a large impact in jurisdictions where these inferests
were included in the current predominant form of Tier 1 ¢apital. That said, the contribution of
individual deductions © the overall change in CET1 varies widaly across banks. Generally,
other deductions, for example those related fo own shares, pension fund assets and
sscuritisation gains on sale, are less significant than the aforementioned deduction
categories. The calegory "Excess above 15% refers to the deduction of the amount by
which the aggregate of the three items subject to the 10% Hmit for inclusion in CET1 capital
{significant investments in the common shares of unconsclidated financial institutions,
mortgage servicing rights {(MSRs} and deferred tax assets (DTAs) exceeds 15% of a bank’s
common equily component of Tier 1, calouiated after all deductions from CETH,

¥ The change in CET1 capital compares gross CET1 capital fwithout deductions) with net CET1 Sapital.

® for deferrsd tox assels, the impacts prasented in Table 5 include the pripact of dams fully decucted from
CETY {eg luss cary forwards) as well as those in extess of the 10% individuat threshold under the basket {sg
temporary differences). For holdings in other financial institutions, impacts include reciprozal cross-holdings i
comnen equity as well as small investments and significant investments In the common souity of other
financial instilitions where these invesiments excesd the 10% individual thresholds,
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Simitar to the Group 1 banks, the primary drivers of the overall Group 2 bank change in
CETY capital relate to deductions for goodwill {-8,4%), holdings of other financial institutions
{-5.5%3, deferred tax asseis [«2.8%} and intangibles (:2.3%). Again, the contribution of
individual deductions fo the overall change varies across banks,

Tabie &
CET1 deductions and minority interest as a percentage of new CET1 capital gross of
deductions
g | o = oy

- 2 ] 2w I 1 A

Number % 2 g < § § - % 5 5%

ofbanks | 8 £ & = Xz = £Eg

8§ | £ | & AN
Group 1 ay 190 1 48 -4.3 -7.0 0.4 24 -36 | -41.3 G
Group 2 136 | -94 | 23 | 55 | 28 | 00 | 10 | &7 | 247 |21

* Gther inchudes deductions related & investments in own shares, shorifall of provision o expecied losses, cash
flow hedge reserve. cumulative changes in pwn credit risk, pansion furd assets, securifisgtion gains on sale and
deductions from additional Tier 1 zapital fo the extent they exceed 3 banks add#ional Tier ¥ capitel and,
therefore, have fo be taken from CETY capital, ™~ Minority interest is not included In CET1 capital gross of
daductions and the total deductions.

4, Changes in risk-weighted assets

4.4 QOverall results

Table 6§ presents the change in risk-weighied azssels atiribuleble to the introduction of
Basal li} and separated info the following items:

* Definition of capital: This colurmn measures the change in risk-weighted assets as
a result of proposed changes o the definition of capital, ie from applying @ risk-
weighting frealment to exposures currently being deducled from capital or vine
versa.

» Countorparty credit risk {CCR)Y: This column measures the increased capital
charge for counterparly credit risk and the higher capital charge that resulls from
applying a higher asset value correlalion parameter against exposuras o financial
institutions under the IRB approaches 1o credit risk. The calcuintion uses a modified
version of the December 2009 proposed bond equivalent capital charge for mark-ko-
market ipsses associaled with a detgrioration in the credit worthiness of a
counterparty {ie credit valuation adjustment — CVA - risk} and a threshold of
USS1G0 billion for applying the increased asse! value comrelation to reguiated
Hnancial inshiution exposures. As this does not refiect all refinements since the initial
propasal, the impact of the final rules will likely be overastimated o some extent.

. Securitisation in the hanking book (Se¢ BB): This ¢olumn measuras the increass
in the capital charge for securitisations in the banking book.

» Stressed value-at-risk {8VaR): This column meaasures the impact of the new
stressed value-at-risk capiial requirament in the trading book,
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» Equily standard measurement method {8MM): This column measures the impact
of the higher capital charge for certain equity exposures subject 1o the standardised
measurement method in the trading book.

. tncremental risk charge and securitisations in the trading book {IRC and Sec
T8) This column measures the impact of the incremental risk capital charge and
the increase in capital charges for securitisations held in the trading book.

Overall risk-weighted assets increase by 23.0% for Group 1 banks. The main drivers of this
increase are charges against counterparly credit risk and trading book exposures.
Accordingly, banks that have significant exposures in these areas influence the aversge
increase in nisk-weighted assels heavily. Some banks also experlence a larger than average
increase in nisk-weighted assels due to securilisation exposures in their banking book. Since
Group 2 banks are less affected by the revised counterparty credit risk and trading book
rules, risk-weighted assets increase by an average of just 4.0%.

Table 8
Change in risk-weighted assets, in percent
N | Overall | Def.of | CCR Sec BB | sVaR Equity | IRC and
capital SMM | SecTB
Group 1 banks 74 230 8.0 7.8 1.7 23 4z 5.1
Group 2 banks 133 4.0 3.2 8.3 8.1 0.3 A 0.1

The avarage impact of the trading Dook and counterparly credit risk rules could not be estimated by all banks in
the sample. Therefore, the sample of banks is smaller than the sampls i Tahis 4 and the average definiiion of
capital impact is different.

Tha changes in risk-weighled assets for counterparty creddt risk and securitisations in the
banking book are explained in the Rillowing sections. The Annex includes & more detsiled
technical analysis of the changes in risk-weighted assels resulting from the new irading book
framework.

42 Counterparty credit risk

The caleulation uses a modified version of the December 2008 proposed bond equivalent
CVA charge and & teshold of US$100 bilion for applying the increased asset value
correlation parameter {o regulated financial institution exposures, The recalibration also
removes the five times muiltiplier initially proposed in the consuftative document but does not
reflect any of the changes to the calcutation of CVA in the final rules text ¥ As with other new
requirements, the resulls vary across banks depending on their business model,

¥ ;s noted above, this does not refiect all revisions since the inflial proposal, Thesefors, the impact from the final
rules will iikely be overestimated to some extent
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The number of banks included in the counterparty credit risk {CUR} analysis is smallsr than
the number taking part in the QIS as CCR is relevant only fo banks engaged in OTC
derivatives activities or securities financing transactions (8FTs).

Hased on the sampie banks included in this analysis, the new CCR requirements resulted in
an 11.0% average increase in credit risk-weighted assets for Group 1 banks and a
significantly smaller 1.1% increase in credit risk-weighted assets for Group 2 banks. As
shown in Table 6, the increase relative to overall risk-weighted assets s 7.6% for Sroup t
banks and .3% for Group 2 banks,

4.3 Sscuritisations in the banking book

The Committee introduced several Pillar 1 enhancements fo the Basel H secwritisation
banking book framework in July 2000, Specifically, highar risk welghts wers introduced for
regecuritisation exposures and credit conversion factors for short-term liquidity facilities fo
off-balance sheet conduils were increased. The effect of these enhancements was captured
i the scope of the QIS data collection,

For Group 1 banks, the revised treatment of securitisations would increase overall risk-
weighted assels by 1.7%. As expscied, the overall change in risk-weighted assets for
Group 2 banks (a 0.1% increase) was very modest overall, Importantly, these changes do
noti reflect the transition from a deduction o a dsk-weighting treatment for securitisation
exposures in some jurisdictions. Such effects have been atiributed to changes in the
definition of capital {see Section 3).

5. Findings regarding the leverage ratio

This section presents the July 2010 GHOS agreement for a supplementary leverage ratio.
The calculations use the new definition of Tier 1 capital as the numerator of the ratio and the
measure of exposure agreed by the 8HOS for testing during the parallel run period as the
denominator of the ratio. in the exposure calculalion, a 100% credit conversion facior
genarally applies {o off-balance sheel exposures, with the exception of a 10% credit
conversion faclor being applied o unconditionally canceliable commitments, Basel il nefting
and potential fulure exposure caicuiated according {o the current exposure method under
Basel il are used for all derivatives.

An impartant element o understanding the results of the leverage ratio section of the QIS is
the terminology used o describe a bank’s leverage. Generally, when a bank is referred to as
having more leverage, or being more leveraged, this refers to & multiple of exposures to
capital (ie 50 timaes) as opposed to a ratio (ie 2.0%). Therefore, a bank with a2 high Jevel of
leverage will have a low leverage ratio,

The average leverage ralio is 2.8% and 3.8% for Group 1 and Group 2 banks, respectively,
indicating that large banks are considerably more leveraged than smiglier banks. As with
ather policy changes presented in this repart there is significant variation within the Group 1
and Group 2 bank samples {Chart 3). The thick red line in the chart indicates the 3%
minimum leverage ratio, the thin red horizontal lines indicate the median for the respective
hank group.
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Chart3
Leverage ratios, in percent
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Independent of the risk-based ratio, approximately 42% of the Group 1 bhanks and 20% of the
Group Z banks in the sample would have been constrained by a 3% leverage ratic as of
31 December 200¢ assuming the new definition of Tier 1 capital was already in place.

8. Capital conservation

8.4 Conservation ratio

The conservation ratic is defined as: 1 - {distributions / profit akter tax). Profit after tax is prior
to expensed distributions, and distributions {net of Tier 1 injsctions} include the following
clements. ordinary share dividends, other coupans and dividend paymenis on Tier 1
instryments, common stock buybacks, other Tier 1 buybacks o repayments {gross), and
discretionary staff compensation and bonus payments.

in certain cases the ratio can be g negalive number or over 100%. To ensure that the ratio is
bhounded between zero and 100%, cerain adjusiments were made, When distribulions are
greater than profit after tax, the ratio is set equal to 0% as the bank has conserved none of
s profils {this avoids nsgative conservation ratios]. In instances where distribufions are
negative {ie the bank has made a net injection of funds) the ratio is set ip 100%.

6.2 Bampie

The analysis covers 21 Basel Committee member jurisdictions and is confined to Group 1
banks Banks for which data were missing for any item needed in the calculstion of the
conservation ratio are excluded from the sample. The conservation ratios are calpulated for
the period from 2004 1o 2009, resuiting in a tolal sample of 371 observations.
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8.3 Analysis

Summary siatistics for the conservation ratio are presenied for the pericd 2004 {6 2008 in
Table 7, in the years precading the crisis the mean and median conservation ratio is stable at
82% to 70%. Capilal conservation ratios increased significantly after the start of the cnsis,
with the median conservation ratio rising 1o 50% or higher i 2008 and 2068,

Table 7
Conservation ratios summary statistics, all data in percent
2004 2004 2006 2007 2008 2009
25t Percentile 418 377 475 43.4 7.0 810
kedian 84.9 8684 70.2 67.5 1600 §1.3
Mesan 82.7 625 604 £3.4 2.1 8.0
75th Percentile §7.G 846 100.0 880 108.8 1000

Combining the time series data in Table 7, Chart 4 presents the full sample distribution {371
cobservations). The mean conservation ratio is around 70% (around 40% of the sample is
comprised of observations from 2008 and 2008} The high number of cbservations in the
“90% to 100%" range is due to net capital injections including public sector capital injections,
which are reported as having a conservation ratio of 100% in this analysis.

Chart 4
Histogram of conservation ratios, 20042009, in percent
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Table 8 examines how the conservation ratios vary according o the profilability and Tier 1
capitalisation of banks. it is expected that a bank with higher profils {definad as profit affer
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e to risk-welghted assets) and highsr Tier 1 capital ratios would on average have g lowsr
conservation ratio. In Table 8 banks are soried inte guarliles based ziong thess two
dimensions {relative Tier 1 capitalisation and profitability). Each cell of the matrix caloulates
the gverage conservation ratio for banks in that combination of profitability and capitalisation
guartile.

The data show that banks in the lowest Tier 1 quartile and lowest profif quartile tend fo
conserve more than banks in the highest Tier 1 ratio and profii quariies. Banks that are both
in the highest profit and capitalisation quartile have an average conssrvation ralio of 86.6%,
which compares {o the average conservation ratic of banks in the lowsst profit and
capitalisation cell of 81 6%.

in general however, there appears 10 be a sironger relationship between profitabitity and
consarvation ratios (bottom row of the fable), than there is between c¢apiialisgtion and
conservation ratios (right-hand column of the table).

Table 8
Average conservation ratios, in percent
Profit to RWA quartiies

Al
75100 | 892 74.8 65.5 5665 715
& 740 | 703 68.2 50.0 65.8
TS 78.8 77.0 82.5 57.4 68.9
816 84.8 64.6 7004 75.3

80.8 76.7 5.2 58.6

7. Liguidity

The Committee has further strengthened ifs quidity framework by developing two minimum
standards for funding lquidity. Both standards have been significantly revised since the
December 2002 consultative proposal, based on further analysis by the Commitise,
feadback from the industry, and initial QIS results which gave an indication of the impact of
the calibration of the standards. Revisions were made with the intent fo right-size the stress
scenario to caplure a severe, yet not worst-case, scenario.

7.4 Liquidity coverage ratio

One of the standards is a 30-day liquidily coverags ratic (LR} which s intended to promote
short-term resifience to potential liquidily disruptions, The ligquidily coverage ratio was
designed to require global banks o have sufficient high-quality liquid assets to withstand a
siressed 30-day funding sctenaric specifed by supervisors. The LCR denominator is
comprised of cash outfiows less cash inflows that are expected © oocur in a severe stress
seenario, while the numeralor consists of a stock of unencumbered, gh quality liquid assets
that must be available 1o cover any net outflow,
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168 Group 1 and Group 2 banks provided sufficient dala in the follow-up data collection
exercise fo calculate the LCR according 1o the fingl rules. The average LOR was 83% for
Group 1 banks and 98% for Group 2 banks.” These aggregate numbers do not speak to the
range of results across the banks. Chart 5 below gives an indication of the distribution of
bank resuits; the thick red Epe indicates the 100% wminimum requirerment, the ihin red
horizontal nes indicate the median for the respective bank group. 46% of the banks in the
OIS sample already meet or exceed the minimum LCR requirement.

Chart 5
{.iquidity coverage ratio, in percant
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For the banks in the sample, QIS resuits show a shorifall of liquid assets of €1.73 trillion as of
end-2008, if banks were o make no changes whatsoever to thelr Hguidity risk profile. This
number is pnly reflective of the aggregate shortfall for banks that are below the 100%
requirement and does not reflect surplus liquid assets at banks above the 100% requirement.
Ranks that are below the 100% required minimum have unlil 2015 o meel the standard by
scaling back business sctivities which are most vuinerable to a significant short-term liguidity
shock ar by lengthening the term of their funding beyond thirty days. Banks may also
increase thelr holdings of iquid assels.

2 ganks' LORs have been capped at 400%, both for the calculation of the averages and in the charl
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The key components of oulfflows and inflows are shown in Table 8, siong with the
composition of high quality asssats currently held at banks depicied in Chart 8 below.

Table ¢

LCR outflows and inflows as a percentage of gross outfiows

Category

Group 1 banks

Group 2 banks

Outfiows to.. B g

tinsecurad retail and small business customers 87%

Unsecurad non-financial cotporates 15.8% 21.4%
Linsecured financial institutions 21.5% 26.3%
Unsecured sovergign, central bank, public sector entities (PSEs)

and other courderparties 2.7% 8.8%
Sacured funding 2.4% 1.2%
Colinleral, securitisations and own debl 24.5% 10.9%
Credit and liquidity faciities 2.3% 27%
Othar cash oulflows including derivative pavables 7.3% 12.8%
Total cutfiows” 100.0% 108.0%
Redail and small business customers 25% 84%
Non-financial corporates 3.2% 56%
Financial ingtitutions 7.8% 16.9%
Oither entities G8% 11%
Bacured lending 7.5% 81%
Assebbacked commerdcial paper LARCP), conduts, structured

irvestment vehicles {81Vs) and own account, performing security

cash flow 13% 1.5%
Other cash inflows including derivative receivables §.1% 155%
Total inflows™ 22.2% 46.5%

* Bay condsin rouading differences. ™ For the purposes of ihis table, the 75% cap s only applisd to the "lotal
infiow” gategory, Therafore, the percentages in the inflow categories do not add up ¢ the “iotal inflow” category.
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Chart 8
Composition of holdings of liguid assets of banks
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7.2 Net stable funding ratio

The second standard is the nst stable funding ralio (NSFR], a longerderny structural rafio 1o
address fquidity mismatehes and provide incentives for banks to use stable sources o fund
their activities.

The NSFR for Group 1 banks is 83% on average. For Group 2 banks, the averags NSFR s
higher than that of the Group 1 sample at 103%. Chart 7 shows the distribution of resuils for
Group 1 and Group 2 banks; the thick red line indicates the 100% minimum requiremant, the
thin red horizontal fines indicate the median for the respective bank group. &

T Cine bark was temaved from Chart 7 due 1o 2 result that graally exceeded the scale of the chart
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Chart7
Net stable funding ratio, in pereent
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166 Group 1 and Group 2 banks provided sufficient data in the follow-up dala coliection
axercise to caloulate the NSFR according to the fing! proposals. 43% of these banks already
meet or exceed the minimum NSFR requirement, with 67% of them at an NSFR of 85% or
above,

QIS results show that banks in the sample had a shortfall of stable funding of €2.88 trllion at
the end of 2009, H banks were 10 make no changes whatscever fo their funding strusture.
This number is only refiaciive of the aggregale shortfall for banks that are below the 100%
NSFR requirement and doss not reflect any surplus stable funding at banks above the 100%
requirement. Banks that are below the 100% required minimum have until 2018 o meet the
standard and can take a number of measures to do s0, including by lengthening the term of
their funding, redusing maturity mismalch, or scaling back activilies which are most
villnerable to fquidity sk in periods of stress.

it should be noted that the shorifalls in the LCR and the NSFR are not additive, as

decrsasing the shortfall in one standard may result in a similar decrease in the shortfall of the
ather standard, depending on the steps taken {o decrease the shortfall,

Resuits of he comprehensive guantiiative impact study 24
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Annex

Changes in risk-weighted assets in the trading book

With regard to the rading book, the scope of the QIS intluded consideration of the foliowing
iremtments: () the stressed VaR; (i) the capital charge for incrementst sisk; and (i) the
capital charges for securitisation exposures, including the correlation Yrading porticlia. The
capital charges for securitisations that are not included in the correlation trading portfolio
have generally besn calculated as the larger of the capital charges for net long and net short
positions. This is in line with the transitional treatment 0 be applied from 31 December 2011
o 31 December 2013 as announcad in the Committes’s 18 June 2010 press release ** Afler
ihe transition period, the capital charge will change o the sum of the capiial charges for the
net long and net short positions. Howaver, applying this treatment now would substantially
oversiate the impact as many lgacy positions will roll off or be managsd down. To the extent
capital charges for the correlation trading portfolio are calculated using a comprehensive risk
model, they include the impact of the 8% floor of the standardised measurament method.

The original QIS guestionnaire and instructions did not reflect subsequent decisions by the
Committee regarding thres interpretive issues: (i} the application of market value (o derivative
positions; {iiy the appiication of off-setling under the standardised measurement msthod; and
(i) the application of the maximum possible loss principle. Furthermore, the original data
collection was not sufficlent to assess the impact of basing the standardised approach capital
charges for securitisations oulside the comelation rading portfolio on the maximum of the
capitat charges for net long and net short positions during the transitional period. While some
banks provided additional data in a follow-up study in May 2010, not ali banks were able to
provide these data. For banks that did not provide data in the follow-up study or could not
fully refiect the three inferpretive issues in their caloulations, capital charges for securitisation
exposures outside this correlation frading porticlio, and capital charges for correlation trading
exposures subject o the standardised measurement method as well as the level of the 8%
foor, might be overstated.

Table 10 shows the impast of the revised trading book capital charges on overall risk-
weighted assats. it is important 1o note that the sample of banks that provided trading book
data in the QIS is larger than the sample of banks included in the Trading Book Group's
impact studies. As these additional banks are not expected 1o be gs active v securitisation
frading and especially correlation trading, the average impact is expscied to be lower,

Stressed value-at-risk {column “sVaR’™} resulls in an average increase in overall capital
raquirements of 2.8%. However, there is significant dispersion of the increases across
Group 1 banks with a maximum of 51.8% for one bank in the sample. The efimination of the
preferential 4% risk weight for cerfain equity exposures subject to the standardised
measurement method {(column "Equity”) has almost no impact on Group 1 banks. The
mcremental and comprehensive risk capital charges and the capital chargses for sacuritisation
exposures in the frading book contribute on average 8.9% 1o the increase of ovarall capital
requirements with a8 maximum of 112.3% for one bank. The overall average increase is
broken down further as follows: the incremental risk capital charge {column "IRCT

# agiustnents to the Hasel B market sk framework announced by the Basel Commitiee”
{wrerw bis, orgipressip U618 him,
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condributes 1.5%:; the capital charge for non-comelation hrading securilisation exposures
according fo the standardised measurement method {(column "SM non-UTP™) contribulss
4.4%; the comprehensive risk model for correlation trading exposures {incliding the ficor,
cokimn "Correlation trading CRM™) contributes 1.7%, the standardised measurement method
for correlation trading exposures not included in the model {solumn “Correlation trading
SMMY contributes 0.2%; and the previcus capital charges {resulting from the event risk
syrcharge and previous standardised or VaR-based charges for the specific risk capital
requirements of securitisations) reduce the impact of the charges by 0.9%.

Table 10

increase in trading book-related capital charges relative to oversli capital
requirements, Group 1 banks, in percent

IRC and securitisation
Correlation
SHIM trading
non- Prov.
SvaR | Equity ; Overall | IRC cre CRM SHM charge
Average 2.8 0.0 6.9 1.5 44 1.7 g2 2.3

This table inciudes all banks providing data on the trading book changss, fraspeciive of whsthar of not they
aiso provided data on all other policy ssues with risk-weighted asset impact. Thersfore, the resulis are not
comparable o the last three columns of Tabke 6,

Across the sample of 81 Group 1 banks providing data, the stressed value-at-risk was on
average 248.7% of the value-atwisk provided by firms for a non-siressed period, typically the
penod ending 31 December 2008, This ratio ranged from as low as 86.7% to a high of
814 8%, with a median of 207.2% and a standard deviation of 141.7%. Some additional
summary statistics regarding the new trading book capital requitements compared o current
market risk capital requirernents are included in Table 11,

Table 11

increase in trading book-related capital charges relative to current market risk
requirements, Group 1 banks, in percent

Correlation trading
SW8 non-
sVaR RO P CRM sSM%
MNumber of banks 81 35 45 18 16
Median 51.7 288 7.0 25.8 82
Minimum 8.5 1.2 0.2 58 23
Maximum 165.4 1749 484.8 g1z £1.5
SiDayv 438 441 1484 EARS 178

Regults of the comprehansive quaniitative mpact study

23
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An assessment of the long-term economic
impact of stronger capital and liquidity requirements

Executive summary

This report provides an analysis of the long-tlerm economic impact (LEl) of the Basel
Committee's proposed capital and fiquidity reforms.’ It assesses the economic benefits and
nosts of stronger capital and liquidity regulation in terms of their impast on output. The main
benefits of a stronger financial system reflect a lower probability of banking crises and thelr
zssociated output losses. Another benefit reflects a reduction in the ampilitude of fluctuations
in guiput during non-grisis periods. In thic analysis, the cosis are mainly related 1o the
possibility that higher lending rates iead to a downward adjustment in the level of output
while leaving s frend rate of growth unaffecied. Whils empirical estimates of the costs and
benefits are sublect to unceriginty, the analysis suggests that in terms of the impact on
output there is considerable room to tighten capital and Bguidity requiremenis while still
yielding posifive net benefils,

i interpreting the findings of the report, two points are worth highlighting.

First, the report focuses on the fong-run economic impact. The analysis assumes that banks
have complsied the fransition fo the new levels of capital and liquidily. To do this, B
compares iwo steady states, one with and ong withoul the proposed reguiatory
enhancements, The report does not assess the benefits and costs associated with the
fransition phase. The Macroeconomic Assessmeni Group [MAG) considers the
macroeconomic casts of this transition, but not its benefits.?

Second, the report should nof be viewed as indicaling a particular calibration level The
Committee’s calibration is also being informed by is top-down assessment of the capital and
liguidity frameworks and the results of the Quantitative Impact Study. Mareover, references
o capital and liquidity ratios in this report are based on historical data and definitions and
thug should not be read as corresponding directly to those proposed by the Basel
Committes.”

inevitably, the analysis of the macroeconomic benefits and costs is subject lo considerable
unceriainty. No single approach can caplure all the implications of capital and liquidity
reguiation for bank behaviour and the economy at large. Thus, the report draws on a varisly
of methodologies and models. The presentation {(including sensitivily analysis ang technical
annexes) provides a sense of the range of resulls across msthodologies and potential
uncertainties associated with the estimates.

' this report was produted by the Base! Commiftee’s Long-mmm Ecanomic Impact (LED working group, chaired

by Glaudio Borip {BIS) and Thomas Huertas (UK FSAL
* The MAG report is avallable at hittpiiwww.bis. org/publothp 10 ltm.

Trroughout this report, capliial is defined as tangible common equity {TCE} and the capial ratic 38 the ratio of
TOE to rsk-weighter assels (RWA). TCE is net of goodwill and inlangibles, RYWA are measured using
historical definitions under Basel | snd Basel i The analysis applies to total TCE hald, vo that # doss not
distinguish between the minimum capital requiremant and additional capital that banks may hold in axcess of
the minimum requirernent. The assessment of the liquidity regulations fosuses on the Nel Siable Funding
Ratio {(NSFR), as defined v e December 2008 proposal. Al the same tme, it aiso provides information
partinent 1o tha assessment of the Ligudily Coverage Ralis (LOR)

An assessnent of e ong-{ers econamic Enpact of 1he now reguistory Farswork 4
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The core conclusions are illustrated in the graph below. The graph plofs a rangs of estimales
for the net benefits per year from reducing the probability of banking crises through higher
capital standards while also meeting the liquidity requiremenis. The net bensfils are
measured in Iorms of the ongrun change in the vearly level of culput from s pre-reform
path, with ils trend growth rate unchanged. The origin corresponds to the historical average
level of the capital ratio and frequency of banking crises — a proxy for the pra-reform steady
state. The range of results shown reflects various estimates of the costs of banking crises,
depending on whether costs are estimated as, permanent but moderale - which also
corresponds o the madian estimate across gll comparable studies of such costs {red line) —
or only lemporary (green line). Atihe same time, taking a conservative approach, the resuits
assume that institutions pass the added cosis arising fom shrengthensd reguiations on in
borrowers in their entirety while malintaining pre-reform levels for the return on equily, interest
costs of lisbilities and operaling expenses. Thus, the cosis of mesting the standards may be
ciose 1o an upper hound.

Summary graph
Long-run expecied annual net sconomic benefils of increases in capital and liguidity
Met benafits (vertical axiz} are measured by the perceniage impact on e level of sulput

Increasing capital and mesting liquidity Capizal gniy
reguiremerts

B% 9% %% MY 12% 1% 4% 1% 8% &% 8% 0% 1% W% 13% Y% 15% 6%
Capatal ratio Capitat ratio

The capital rafic s definet as TCE over RWA. The origin oomesponds o the pre-reform stesdy sisle, approximated by hisrica]
avarages for ol capiial ratios (79 and the average probability of panking orises. Net benefils are messured by he difference
petwesn oxpedied benefls and axpecied coits. Expected berefiin squal the mduttion in the probabiify of orisss times the
sorreaponding output losses. The red and graen lines refer 16 different sslimates of ned benefits, assuming that the effecls of ctises on
ol are permanaent but moderale Awhioh alsh corresponds 1o the median estinate aoross sl compansble shudies) or only wansitony

The core message of the graph is that net benefits remain posilive for a broad range of
capital ratios, with the incremental net benefits from reducing the probability of banking crises
gradually dedlining fo become negalive beyond g cerlsin range. Admilledly, the precise
mapping between higher capital levels and stricter liquidity standards, on the one hand, and
the reduction in the probahility of crises, on the other, i quite uncertain. With this caveat, the
sizeable gap between benefits and costs for a broad range of assumptions still suggests that
in terms of the impact on oulput there is considerable room fo tighten capitsl and Hquidity
requirements while slill achisving positive net benefits,

The following presents in more detail the estimation methods, main results and broader set
of factors that need 1o be considered when making an overall assessment. The body of the
report provides detalled information on the dispersion of results and uncerlainty surrounding
them.

z An assasmmant of I long-lerm atenomic Inpact of e new ragulstory anewk
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Economic benefits

The first step {0 estimate the long-term net benefils of the regulatory reforms shown in the
graph involves calculating the expected yearly oulput gain associated with the reduction in
the frequency and severity of banking crises. This is equivalent o the reduction in the
probability of banking crises times the discounted output costs of their multi-year effects — the
“expacted costs” of crises. Thus, the calculation involves two steps! estimating the expecled
discountad cost of crises and estimating the impact of stronger capital and lquidity
requiraments on those expected costs - on the probability and severity of crises.

Historical experience suggests that, in any given country, banking crises occur on average
once every 20 to 25 years, ie the average annual probabilily of a ¢risis is of the orderof 4 to
5%. The evidence indicates that banking crises are associaled with large lossas in oulput
relative 1o trend and that these costs extend well beyond the year in whith the crisis erupls.
The curnulative (discounted) output losses range from a minimum of 20% o well in excess of
100% of pre-crisis output, depending primarily on how long-lasting the effects are estimated
io be,

Using the median estimate of the cumulative discounted costs of crses across all
comparable studies, which is around 60%, each 1 percentage point reduction in the annual
probability of @ crisis yields an expected benefit per year equal 1o 0.6% of oulput when
banking crises are allowed to have a permanent effect on real activity. Using the median
astimate of logsses when crises are seen to have only a temporary effect, which is around
20%. each 1 parcentage point reduction in the annual probability of a crisis yields an
expected benefit per year equal to 0.2% of output.® While individual country experiences
cbviously vary, on balance the frequency of crises does not differ much between industial
and emerging-market economies and, if anything, costs appear somewhat higher in industrial
eCONGITIes.

Mapping highter capital and fiquidity requirements into reductions in the probability of crises is
particularly difficult. This study relies mainly on two types of methedology. The first involves
reduced-form economeliic studies. These estimale the historical link between the capilal and
quidity ratios of banking systems and subsequeni banking crises, controling for the
influence of other factors. The second involves treating the banking system as a portiolio of
secyrities. Based on estimates ¢of the volatlility in the value of bank assets, of the probabilities
and of sorrelations of default and on assumplions about the link between capital and default,
it is than possible to derive the probability of g banking crisis for different levels of capital
ratins. Combinations of these methodologies are aiso used.

Although there is considerable uncertainly about the exact magnitude of the effect, the
avidence suggests that higher capital and liquidity requirements can significantly reduce the
probability of banking crises. As one would expect, the incremental benafils decline at the
margin. Thus, they are relativaly larger when increasing bank capital ratios from lower levels
and they decline as standards are progressively tightened. As an illustration, the models
suggest that the decrease in the likelihood of crises is three times larger when capital is
increased from 7% 10 8% than when it is raised from 10% to 11%. Infuitively, the further
away banks are from insolvency, the lower is the marginal benefit of additional profection. it
shouid be recognised, though, that while the results are consistent across mathodoiogies,
the rate at which these benefits accrue is dependent on model assumplions and & very hard
o pin down with confidencs.

* The sverags peak-do-trough estimate of iosses associaled with banking grises is around 10%. This kinores the

turation of crises and is thut nol comparable o estimates of cumulalive losses {see Annex 11

An mssessment of ihe iarg-lerm econciic impact of (e new regulstory Bamework 3
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intuitively, a stronger banking system should also be expected o reduce the severity of
banking arises, Higher aggregate levels of capital and liquidity should help insulate stronger
pbanks from the sirains faced by waaker onas. There i3, however, no exiant ressarch oo this
issue. The preliminary exploration carded out in this study, based on a simple reduced-form
refationship akin o those used o estimate the impact on the probabiiity of ¢rises, finds some
avidence of a relationship. However, the estimated relationship is statistically weak, perhaps
owing 10 the limited number of observations that could be used (10 crises only). in the spirit
of conservalism, the estimates are not used in the calculation of net bensfits, effectively
assuming that tougher standards have no impact on the severity of crises.

Economic costs

The long-run costs of higher capital and liquidity requirements on cutput are assessed using
a varisty of macroeconomic models, including a subset of those used by the MAG.® The list
includes dynamic structural general equilibrium (DSGE) models, semi-structural models and
reduced-form models. In contrast (o the MAG, because of the focus on the long-run steady
state, higher capital and lquidity requirements are assumed fo increase the cost of bank
credit without additional non-price restrictions {eg credit rationing). Tha higher ¢ost of bank
credit lowers investment and consumption, i turn influencing the steady-state level of cuiput.

The mathodology fo caloulate the cost depends on the features of the macroeconomic
maodels. In those that already include measures for capilal andfor igudity, changes in these
varigbies can be imposed direcily. In those that do not, it is first necessary to map regulatory
requirements 1o lfending spreads, or the cost of borrowing more generally, as thig is always
included in the models.

The mapping of changes I regulatory requirements info lending spreads refies on @
representative bank’s balance sheet for several national banking systems. The preweform
steady stale is approximated by the average composition of the halance shieets over several
years prior to the crisis, togsether with historical estimates of funding costs and returns on
equity. Based on this, it is then possible to cakulate the increase in lending spreads
necessary to recover the additional costs of the higher standards. As already noted, this
mapping Is based on the conservative assumption that the whole adjustment is absorbed by
lending rates, e any increase in funding costs or reductions in relums on investments are
fuily passed through. it alse assumes that the cost of capital does not Tall as banks become
less risky. it thus repressnts something cioser to an upper bound.

This simple mapping yields two key resulls, with the central fendency across countries
measured by the median estimate. First, each 1 percentage point increase in the capital ratio
rmises loan spreads by 13 basis poinis. Second, the additional cost of meeting the liquidity
standard amounts to around 25 basis ports in lending spreads when risk-weighied assets
{RWA} are left unchanged; howsever, it drops to 14 basis points or less after taking account of
the fall in RWA and the corresponding lower regulatory capital neads associated with the
higher holdings of low-risk assets.

Not surprisingly, these resulls are sensitive to the raturm on equity (ROE) that banks are
assumed o target. For example, if the average ROE is assumed o be 10% {rather than the
1993.2007 average of nearly 15% but consisient with a range of academic studies), then

¥ A pumber of the modals used by he MAG could not be emplovad because they do not have & well defined

steady state for the level of outpul, o this is difficull b compute. Even so, the resulls producsed in this report
are corsistent wilh these produced by those models and the overall MAG resulls, when that steady sisle is
approximated by the level of output at the end of the simulation pariod used by the MAG {sighl yesrs).

4 A assessment of Fig longderm econcac Impadt of the new reguiRton framewonk
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sach 1 percentage point increase in the capilal ratio can be recovered by a 7 basis point rise
in lending spreads.

Similarly, the results are very sensitive to the fulb-pass-through assumption. Banks have
yarious options o adiust to changes in required capital and liquidity requirements other than
increasing loan rates, Ingiuding by reducing ROE, reducing operating expenses and
increasing non.interest sources of income. Each of them could cut the costs of meeting the
requirements. For example, on average across countries, a 4% reduction in operating
expenses, of a 2 percentage point fall in ROE, is sufficient to absorb a 1 perceniage point
increase in the capilal-o-RWA ratio. In praclice, banks are likely o follow 2 combination of
strategies.

Based on this intermediale step, it is then possible o estimate the impact of tougher
regulatory requirements on output across the full set of macroeconomic models. A
1 percentage point increase in the capital ratio translates inte a median 0.08% decling in the
ievel of oulpyl reigtive o the baseling. The median impact of meeting the liquidity
requirement is of a simiiar order of magnitude, at 0.08%.

Comparing benefits and costs — overall assessment

The various maasures just described are then put logether o quantify the net benefits shown
irn the summary graph. That graph indicates that, on balance, there is considerabie scope o
increase capial and Hquidity standards while yiekling positive net bensfits. In reaching an
overall assessment, however, it is important to highlight the faclors that are nat considered
explicitly in the graph and that could make the final estimate of the net bensfils higher or
lower, Some of these factors have already been noled. In some cases, guantifying their
effects is exceedingly difficult

Beveral faciors conid lead 1o a higher estimate of ned benaefils:

» In addition o reducing the probability of banking crises, highsr capital and lkuidity
standards, by making the financial system more resifient, ¢an reduce the amplitude
of the business cycle. This impact can be enhanced through countercyclical capital
buffer schemes, While hard to compare with the benefils included in the graph,
these effects can be significant. They are evaluated in detail in seclion B and
Annex 4 of this report.

. in a similar way to that noted above, but focusing on crisis periads, a risk-averse
society would be preparaed io pay a premum over the expected costs of an extreme
event such as a banking crisis (probability limes s cost in terms of oulput) in order
to insure against it, ie pay over the actuarially fair price. This premium has not been
included in the calculations and would increase the henefifs,

. The expected costs of crises are based on data from historical episcdes featuring
large-scale government intervention to minimise the negative effacts on ouipul In
the absence of such intervention, the average costs of hanking Crises are likely {o be
significantly higher. In addition, the discount rate used {o estimate the present value
of the multi-yaar cost of crises is quite conservative,

* To the exient that higher capital and liguidity requiremsnts also reduce the severity
of crises, the benefits will be higher.

* The analysis assumes full pass-through of the higher fuading costsfiower vield from
investments (o loan rates. However, In the long run #f is reasonable o expect that,
by reducing banks’ riskiness, higher capital and lquidity requiremants should isad fo
lowsr debt and equity costs. Moreover, once adiusiment is complete, differences

An sssessmen of the Ing-lerm soonomic impadt of he new maulatory framework £
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petwesn the cost of equity and debf could reduce to tax effects. Banks could also
adiust by increasing efliciency or reducing cperating expenses. These effects would
substantially reduce the estimated long-run costs,

* To the extent that greater intermediation is provided by the non-bank sector, the
asstimated costs will be lower,

Similarly, there are a number of factors that could reduce the net benefits:

* The existing literature, which i8 the basis for this report’s estimates of the costs of
banking crises, may overestimate the costs of banking crises. Possible reasons
include: overestimation of the underiying growth path prior 1o the crisss; falre to
account for the temporarly higher growth during that phase, and failure o fully
control for factors other than & banking crises per se that may contribute o oulput
declines during the chsis and beyond, including a fallure o accurately reflect causal
relationships.

. Capital and fiquidity requirements may be less effective in reducing the probability of
hanking crises than suggested by the approaches used in the study. This would
reduce the overall net benefits for g given level of the roguirements. However, 1o the
axtent that net benefits remain positive, it would aise imply that the requirements
would need 10 be raised by more in order 1o achieve g given net benefit,

i Shifting of risk into the non-regulated sector could reduce the financial stabiity
bengfils.
. The results of the impact of regulatory requiremenis on lending spreads are based

on aggregate balance sheets within individual countries, so that they do not cansider
the incidence of the requirements across institutions. They implicitly assume that the
institutions that falt short of the requirements (le, that are consirained} do not react
more than those with excess capilal or liquidity (e, that are unconstrained). These
effects may not be purely distributional.

As 3 final caveat, the resulis summarised above reflect the estimated net benefits associated
with higher capital and liquidily standards, averaged across a number of countries over an
extended period. Clearly, there is a range of uncerizinty around estimates of cental
tendencies, reflecting dalz limitations and the need for various modelling assumplions. in
addition, the sstimated net benefits may be higher or lower in individual cases.

8 An assasarient of e oag-leem exonmie paed of e now reguiatony Famewntk
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I. Introduction

This report assesses the Long-term Economic impact (LE! of the Basel Commiltee's
December 2009 proposed reforms to the capital and hiquidity frameworks. its purpose is o
assess the economic benefits and costs of more stringent capital and Hquidily raquiremeants
once banks have complefed the transition fo the new requiramenis.

importantly, the aim of the report is not to provide a spesific calibration of the capital and
fiquidity requirements. Rather than gauging the oplimal level of capital and lquidity
requirements, the analysis aims at collecting and synthesiging quantitative evidence
regarding the relative magnitude of the macroeconomic benefils and costs. in doing so, it
provides a range over which the bensfits exceed the costs in the long run. Given the
uncerainties involved in the assessment, this exercise simply helps to cutline the contours
for the calibration exercise. On baiance, the analysis suggests that there is considerable
room fo tighten capifal and fiquidity requirements while still yielding positive net benefils,
measured in terms of outpul

The report focuses exclusively on the long run, or endpoint of the reforms. It assesses the
shit from one steady state 0 another {with and without the reformsl. As such, it does not
assess the costs assooigted with the transition phase itself. The task of assessing the ¢osis
duning the frangition phase has been undertaken by the Macroeconomic Assessment Group
MAG).E in addition, the MAG measures only costs. It does not consider the bensfits that
higher capital provides during the transition phase by making the banking system stronger.
These benefils accrug immediately.

To interpret corrgctly the resulis of the report, the definition of capital is critical. Capital in this
report refers o fotal capital holdings; no distinction is made betwean the minimum capital
requirement and additional buffers. Moreover, capital is defined as tangible common equily
(TCEY and the capital ratio as the ratio of TCE to risk-weighted assets (RWA), where RWA
are based on definitions under Basel | and Basel I The actual values of capital and RWA
under the new proposals will therefore differ.® In this context it must be stressed that the
dafinitions used were in pait dictaled by the availghiily of dale and, while reigled b
regulatory ratios, they should not be read as exaclly corresponding o sither the Basel U
ratins or the revised ratios under consideration by the Basel Commiitee.

The analysis of the impact of liquidity standards presents parlicular challenges. Under the
BCRBS's December 2000 proposal banks would be required to mest two new liguidity
requirements — a short-term requirement called the Liquidity Coverage Ratio (LCR) and a
long-term requirement called the Net Stable Funding Ratic (NSFR}. The LCR snsures that
banks have adequate funding liquidity to survive one month of stressed funding conditions.
The NSFR atdresses the mismatches between the maturity of 4 bank’s assets and thal of ifs
liahilities. The report focuses mainly on the NSFR, seen as the more relevant constraint for
macreeconomic effects in the long run. in addition, data Iimilations made i especially hard o

% The MAS was sei up 2! the mquaest of the Chairs of the BCHES and the FSE and is a sollaborative effont

comprising representatives from central banks and regulators in 15 couniries. The report of the MAG s
avaliabie at blip fwww bis.orgipubliothp 10.Mm.

Cermgnon equily = common stock + additional paid-in capilal + retained eamings — treasury shares; tangible
commarn aqully = common eguily — infangibles — goadwill,

Given that the modals usad 10 assess the economic benefils and costs are oalibrated 1o 8 varsly of historicsl
capiial adeguacy measutes, the anzlysis in this report uses & mapping from hese measures 1 the ratio of
TOE to RWA. This converts differsnt ratios into a consisient variable using sialistics! echniques {see
Annax 5.

A assessment of he lng-lerm sconRDimic Impact of Ine new ragulatory fremework 7
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analyse the LOR for national banking systems. At the same time, the use of the ratio of liquid
assats to total assets in specific pants of the analysis also provides information relevant for
the amssessment of the effects of the LCR. In this repori, references o the liguidity
requirement refer 1o the Decernber 2000 proposal for the NSFR.

This report proceeds as follows. Section 11 oullines the steady-state economic benefits of
stronger capital and liquidity requirements. The benefits reflect mainly a lower incidence of
costly banking crises, but also a likely reduction in the amplitude of normal business cycles.
Section {i provides estimates of the steady-state economic costs of increasing capital and
liquidity. Section IV brings together the analyses of the previous two seclions o armive at &
range of quantitative estimates of those net benefits. it then highlights a set of factors not
explicitly coverad in the net benefit estimates and that should be izken infe account when
making an overall assessment. A series of annexes provide grealer detall on the existing
research into orises. on the models and methodologies used in this paper, and on the
gstimation resuits,

i. Economic benefits

The economic benefils of enhanced capital and liguidity regulations reflect mainly the fact
that a more robust banking system would be less prone lo crises that have large
macroeconomic effects in terms of forgone output. Tighter reguiatory stendards may alsoe
lead to smalier output fluctuations and, hence, higher welfare even in the absencs of banking
crises. This secton synthesises the evidence on these two effecls. it first reviews the
erature on the costs of banking crises and presenis evidence on the impact of capital and
Hiquidity regulation on the probability of systemic banking crises and on their severily. it then
proceeds 1o discuss the evidence on the potential effect of tighter standards on the cyciical
volatility of GDP.

The primary findings are: (i) on average, systemic banking crises have been very costly, with
jonger-term losses of output that are as high as mulliples of annual GOP, (i} better
capitalisation and higher liquidity of banks reduce the likelihood of crises; (i} there is some
svidence that higher capital and liquidity reduce the severity of crises; and {iv) the reforms
can reduce the amplitude of business cycles, not 1east if courtercyclical capitat buffers are in
place.

A Henefits from reduced costs associated with banking crises

This report measures the expected yearly oulput gain associated with the reduction in the
frequency and severity of banking crises as the reduction in the annual probability of banking
crises times their output costs, le as the reduction in the "expected cosis” of crises. Linking
stronger capital and iquidity requirements to the expected costs of crises requires estimation
of the relationships of capifal and lauidity ratios to the probability and severity of crises.

HA1T Thefrequency of banking crises

Averaging across couniries and time, historical experience indicates that banking ¢rises
oucur once every 20 to 25 years. The only period free of banking crises is that from the end
of the Second World War untll (depending on the couniry) the early 18705-1880s — a period

S A pamensmen of e long-leem sconomic impant of e new regulnitry Framework
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in which the financial sector was very heavily regulated.® Crises have reoccurred and tended
to become more frequent since then.

Table At1.4 in Annex 1 provides an overview of the banking crises in BOBES member
countries since 1985, Different authors classify crises differently. Reinhart and Rogolf (2008}
find 34 crises over the 25 year period, while Laeven and Valencia {2008) report only 24.
Taking these together, it ig possible to conciude that the frequency of crises ranges from
3.6% to 5.2% per year, with an average across samples and definiions of around 4.5%."
interestingly, the Fequency of crises seems to be, i anything, slighily higher for G106
countries. in what follows, these average frequencies will be interpreted as the probability of
a banking crisis in any given year and couniry.

HAZ2 The economic costs of banking crises

There is a substantial body of literature estimatling the economic cosis of hanking crises in
tarms of GDP forgone. While researchers have adopled a variely of methods, on average the
magnitude of the resulting GDP costs is estimated o be very large.

Graph 1
Measuring the costs of crises: a schemalic overview
Exampie 1 Example 2
jeelsg GUF | e Trang
rresa revat @ler
sty
!
7
#2553 Time Coisis Time

Poiist A prewarisis peak, Point B post-Grists trough. Point & GOP growth equals tend GDP growth for ihe fret e after the wrisis. Por
B the level of GDP retums o ihe pre-crisis level

Graph 1 provides an overview of the approaches used in this erature to assess the costs. #t
depicts the path of GDP over the different phases of two slylised types of hanking crisis
{examples 1 and 2. in each case, point A shows the peak of the business cydle prior 1o the
crisis; point B marks the subsequent turning point for GDP {the oydlical froughy; and point C
shows the poind where the path of GDP regains ils pre-crisis tend growth rafe. The
difference between the two examples is that in example 1 culput eventually calches up with
its pre-crigis path (at the point labelled "U°), while in example 2 GDP remains on a
permanently lowsar path, albeit one with the same growth rafe as that prevailing prior o the

¥ mae Reinhart and Rogol (2008} or Lagven and Valencia {(2008),

* The frequenty s calcutated as e number of crises divided by the product of the number of ysars Fom 1985
2008 and number of countries in the sample. independent of whethar couniries experiencedt 3 origis o not,
This essentially assumas that the iengih of the crisis is ong year {s8e also fopinole 14}

B asgessmend of the longleren econtanic impact of the new reguiatory Sameawork 4
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crisis. in example 2, the permanent loss in the level of GDP arsing from the oisis is
labelled 6. in other words, in example 1 the cost of the crisis is lemporary, while In example 2
it is permanent.

Table 1 applies the classification adopted in Graph 1 fo the findings in the literature. The
imble summarises the resulls found in the literature, the details of which are provided in
Annex 1 and Table Al 1. Since different studies rely on different metrics, the resuils are
presented along two dimensions. The rows relate fo the time over which the cosis are
measured: the period between peak and trough (belween A and B}, the period until the
growth rate recovers o the pre-crisis trend {between A and CJ; and the period unti the “end
of the crisis™*' The columns relate to how the cosis are measured. The left-hand column
compares the level of GDP al the and of the corresponding period with that at the beginning
of the episode, The right-hand column shows the cumuialive loss in GDP over the
corresponding perniod. In the case of parmanent oulput effects {last row}, the figure in the left-
hand column comesponds o the size of the permanent effect (5) in the level of GDF, and that
in the right-hand column o the cumulative (discounted) losses in output, both measured as
deviations from the trend growth path prevailing before the crisis.

Cverall, the Herature points o subsiantial output ipsses. In the frst column of Table 1 the
median drop in oulput across crises and across studies, either the peak-to-lrough (A to By or
uniit growth recovers fo its pre-crisis frend (A to C}, s 9-10%. Studies that found a
permanent gap belween the pre- and post-crisis implied growth paih {3 in Graph 1) sstimate
his gap o be hetween 2 and 10%, with & median of about 6%.

Table 1

Median output losses associated with a banking crisis’
{as a percentage of pre-crisis GOP)

Difference between GDP at
beginning and end of Curmulative discounted loss
period
Period from peak o trough 9
(Ao B
Period unlil growth rate recovers 10
Al
Period from peak o end of orisis” 18
Infinite horizon {n the presence of .
permanent steady-state offects) g 158
{3, 1 example 2
Memo llgm:
Median cumulstive effect aoross &l 83
studies

TNunbers are medians of the resulls raporied by a number of academic stuties. See Annex 1 and Table A% 1for
tdatalis. Ag a percentage of pre-Grisis GOP. % The category includes studies where the andpsint Tor crides was
determined by the Yme whan GDP recovered fo g pre-crisis peaX, by expert iudgmend, of by assuming that
crises last a fixed number of vears. © Studies assessing the impact of banking oises on long-run output Bind o
average 3 10% effect, Studies using potential cutput {eg based un OECD eslimates) find on average a 2% drop.

" The teminclogy used in many studies does not make a clear distinction betwsan the length of a trisis and that
of #s effsct on oulput. Studies deferming the endpoint of crises by expert judgement, by assuming that crises
iast 2 fiend number of vears, or by the time when GDP recovers 12 s pre-crisis growth path {point D in the
graphy. When effects are permanent. using this 1erminclogy, crises wouwld in effect have an infinite horizon.

14 Arr assessmect of e Dngerat eBoncmmd Bgact of the ow reguiaidey Tamwik
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Since ali studies show that, aven if temporary, the impsact of banking ¢rises lasts for several
years, cumulative output losses are higher than peak-to-trough (A to B} dedlines, The median
discounted cumulative loss of output over the course of a crisis estimated without allowing for
the possibility of permanent effects {the area between the pre-trisis growih path and actual
oulput betwaen points A and D) is 18% of peak pre-crisis GDP {of point A}, Studies that do
allow for the possibility of permanent effects find them and estimate the corresponding
median cumulative cutput loss at 158%. The median cumulative loss across aff comparable
studies is 63%.

These resulls from the exisling literature are obviously bassd on crises prior o the cumrent
one. Haldane {2010) provides a range of estimates for the 200708 banking crisis assuming
hat a varying fraction of ouiput lasses experienced in 2008 will be permanent — the fractions
are 25%, B0% and 100%. Using these figures, Haldane estimates that global oulput lusses
are a minimum of 90% of 2008 world GDP, but could rise to as high as 350% i the whole
output loss lums out to be permanent (see Table A1.1).

Graph 2 Hiustrates the findings using some historical examples. It shows the evolution in the
tevel of GDP per capita 10 years before and afler each banking orisis. The varnious paneis
reveal g downward shift in trend ouinut in the aftermath of a crisis ~ a sign of a possible
permanent effect. In some cases, even Irend growth rales appear (© be permanently lower
after the event. This is consistent with one study that finds banking crises can have a
negative effect on growth even over a 30-year horizon (Ramirez (2009},

By focusing on medians across models, Table 1 masks a significant range of crisis outcomas
across studies and individual episcdes. For exampls, one study found on average
diseounted cumulative losses of banking cnises that exceed 300%. Most studies also report
that the maximum cost of an individual episode is thrae to five times higher than the average
cost of a crisis {see Table A1.1). Researchers aiso tend o find, if anything, that industnal
countries suffer greater costs than emerging markets.

inevitably, since crises are rare, statistical precision can only be achieved by pooling country
experiences. This is appropriate to the extent that the economic processes uikierlying crises
and couniry characteristics are relatively similar, it is always possible, however, that the
average intemnational experience is not representative of that of an individual country.

The resulls reported in Table 1 are robust to a variely of crosg-checks {see Annex 1) For
exarmple, studies that specifically aliow for the possibility of reverse causality - ie that
banking crises may be caused by, rather than cause, the raductions i output - aiso report
sizeable efects. Moreover, the resuits may underestimate the size of the logses i that they
do not take account of the effect of government intervention that ofien takes place to imit the
impact of the crisis on cutput. In the absence of such intervention, the costs of orises could
be much higher — a view that is supported by svidence on the costs of crises back in history
when government intarvention was rmuch smaller. ' That said, @ should also be recognised
that factors unrelated to banking crises, and not well controlied for in these studies, may also
influence the cutput losses observed in the data.

2 soreover, the discount rale used fo calculate the present value of future losses is rather conservative (8%,
Were a lower discount rate o be used, the median losses would be higher: see Armnex 1.

An assassment of Bhe fong-lerm sconomic impact of the new reguislory Famework 11
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Graph 2
Qutput around banking crises

Urited States 2007 Japan 1882 United Kingdom 2007
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t GOP per capita it the pgarihm of real GDF per capits, normalised 1o 1 4t the beginning of the arisis. ¥ The sisring years for orisis
s based on Lasven and Valensia {2008) and Benhart and Rogoff (20081

Source: IMF {2008}

Why should the effects of banking crises be so long-lasting, and possibly even permanent?
One reascn is that banking crises infensily the depth of recessions, leaving desper scars
than typical recessions, Possible reasons for why banking related crises are deeper include:
a collapse in confidence; an increase in 1isk aversion; disruptions in financial intermediation
(credit crunch, misaficcation of credit); indirect sffects associated with the impact on fiscal
policy (increase in public sector debt and taxationy;, or a permanent loss of human capital
during the slump {traditional hysteresis effects). To elaborate on this point, note that for
output effecis to be temporary, in the post-crisis period there needs to be an interval of
above-frend growth that will return the aconomy to the path it would have followed in the
absence of the crisis. As long as the channels isted above reduce polential output, there is
no reason to expect 3 period of higher growth o follow after the adjusiment has taken place.
This may also hold in cases whare the crisis is accompanied by a reduction in debt and the
capital stock from unsustainable fevels. During the stock adjustment ghase, output growth is
slower or negative untit the excess is reabsorbed, at which point the economy can returm to
its previous trend growth rate. In such a case, the adjustiment phase is not foliowed by a
period of above average growth, so that permanent effects on oulput are observed,

A3 The expected benefits from reducing the frequency of banking crises

Based on the reported resulls in this seclion, Table 2 shows the expacied annual benefir that
would accrue from redusing the probability of a banking orisis by 1, 2 ¢or 5 pergentage points
per year. respectively. The benefit s calculated as the reduction in the annuai probability of a

k¥ An asspasmaet of e loag-ere economic mpand of the sew mgulslory Famesark
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crisis times the cost of g ¢risis, measured as the discounted prasent value of the cumulative
08,

These benefits depend on the costs of the crisis. The first column reports the benefits arising
ynder the assumplion that crises have no permanent effecis — the case in which the median
cumulative loss is 18% of pre-crisis GDP (8 = (). The second column reponts the benefits
assuming the median cost of crises across all comparable approaches rsported in the
fterature. ' This implies a loss equivalent to 63% of pre-crisis GDP and could be thought of
as comesponding o a maederate permanent effect on output {eg 5 = 3%;). The third column
iooks at the consequenses if the output costs of crises are assumed 1o be equat io the
median ioss reported by studies that allow for permanent effects (e 158% of pre-crisis GOP
or & = 7.5%;). However, given the uncertainly associated with the estimates and taking a
prudent approach, less emphasis is placed on these results in the analysis that follows. ™

The table shows that reduging the probability of crises has subsiantial benefits. Even in the
absence of any permanant crisis-related output effects, a 1 percantage point reduction in the
probability of crises generates a benefit on the order of 0.2% of GDP per year. When Crises
have long-lasting effects, the gaing are commensurately larger, between 0.6% and 1.6% of
GOP per year,

Table 2
Expected annual benefits of reducing the annual probability of crises’

Reduation in prabability of Crisea have no |§:§§§;§§§ or | Crises have a large
crises {in percentage points) W":i':z;‘ sz‘ smalt permanent parmarz;t i?eci on

P effect on oulput B

1 418 0.83 1858

2 0.38 1.26 3.18

3 0.57 189 474

! The expected annual benefils are measured as e reduction in the annual probabiiiity of a crisis Bmes the
{discounted) cumulative ouipit losses due 0 & banking crisis. Comulative bulput ksses are 18% {no
permanent effect], 63% (small pamanant or fong-lasting) and 158% (arge permanent). Al the figures ars in
pereantages of longaun GOP per year.

The results in Table 2 are simply the product of the change in the annual probability of a
crisis and the cost if the crisis ocours. Put differently, these estimatss do not depend on how
the reduction in the iikelihood of a ¢risis is achieved. The next section links the tghter
reguiatory stangards {o the change n the probability of a banking crisis.

¥ This has b sxclude the studies hat measure oulput losses only as the pesk-to-fough fall in GDP, as they do
not take nio account the length of he crises {cumulative iDsses).

¥ Tha high-side esfimates are based on studies that exirapoiale o significant portion of the observed pastorisis

shortfall in oulput into the Indefinite future. However, the longer lasting the reduclion in outpu, the greater the
chance that it coulrd reflact other faclors, such as a persisient slowdown in end productivity growih that
occurmed independently of the financial orisiy, in fact, such faciors may be an underlyving cause of the financiat
crisis Hself, Given this risk, i seems prudent (o take & conservalive approach and focus on the two lower sels
of estimates in this analysis.

An assessment of the long-dern sconeris impant of Bie apw reguistony Famework 12
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A4 The impact of capital and liguidity requirements on the probability of crises

The report uges three different methods 1o estimate the relationship bebtween regulalory
requirements and the probabiity of a crisis ocourring in & given year reduced-form models,
calibrated portolio models and calibrated stress test models. The resulls point 10 a clear role
for capital. Liguidity is also important, but because H presents mwore data and modeliing
chalienges than capital its impact is addressed by fewer models and results vary more
across models. The rest of this section outlines the methodologies foliowed and presents the
main re%uits‘ Annex 2 provides a more defailed description of the models and the individual
resuils,

Methodologies

Reduced-form models estimate the probability of crises based on the statistical relationship
betwaen the incidence of crisis episodes and aggregate defs on banks' leverage and
liquidity, as well as other variables that serve as controls. The report used resulls from three
such modeis examinin% the experience of & panel of countries over a periocd of nearly
30 years (1980-2008).7 These models incorporate the impact of liquidity on the probability
of crigas, albeit in the form of the ratio of uuid assels 1o tolal assels rather than the ratins
specified in the December 2008 proposals of the Basel Commiltes, Two models also makes
3 digtinction between liquidity on the assel and ligbility (Rinding) sides ¢f the balance sheet,
by infroducing the ratio of deposits 10 total ligbilities as an additional variadle,

Porifolio models employ sfandard portiolio oredit risk methodologies to quantify the impact of
higher regulatory requirements on the probability of systemic crises by treating the system as
a porifolio of banks — each bank being the analogue of a securily in a portiolio. One modet
uses data for five UK banks, inchuding information on counterparty credit risk in the interbank
markel The other model analyses a systemn of more than 50 large giobal banks. Both models
use information from market prices as Key input parameters, such as default correlations, in
deriving the likelihcod of a systemic crisis. Given their structure, however, neither of these
models can assess the impact of liquidity reguirements, With this in mind, the model
estimated on the sample of global banks was augmented by a reduced-form refationship
between the probability of default of the banks in the portfolio and their capital and quidity
ratios in order 1o produce anather set of results that is also applicable to iquidily ratios,

The final approach used in this exercise relies on the Bank of Canada’s stress testing
framework. This methodology s based on the idea that the failure of 2 hank grises from
gither a macroeconomic shock or spillover effects from cother distressed banks. Spillover
efferts arise either because of counterparty exposuras in the inlerbank market or because of
asset fire sales hat affect the mark 1o market value of banks’ portfolios. In this conted, a
greater buffer of liquid assets can only be beneficial insofar as # helps the bank o avoid
asset fire sales, which would otherwise lead to losses. The resilience of the system is
measured in terms of Hs response o very severe macrosconomic shocks.

Rasults

Tabie 3 summarises the core resulis. These are reported as the average probabilities of a
crisis Enphed by the various models for different levels of capilalisation. The two right-hand

¥ Annsx 2 siso reports point estimates of the probability of a systamic banking crisis, which carespond o
various capital rafios and, where appropriate, liquidity buffers for the individual modeling approaches.

 Dne model was estimated by the UK FSANIESR, and the sther two by the Bank of Japan {see Annex 2.
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columns of the iable aiso report the impact of mesting different levels of strengthened
fiquidity standards using the subset of models that can analyse the impact of liquidity.

The interpretation of the results is subject to two caveals, which highlight the uncertainty
surrounding the findings. First, as with all econometric exercises, many estimates reported
here are based on hglorical correlations belween capiial and Iuidily levels, on the one
hand, and the occurrence of crises, on the other. These backward-looking correlations may
not accurately represent futurs relationships or causal links. That said, the more structural
calibrated portfolio modeis should be more robust io this crifique, though these models alse
rely upon assumptions regarding long-run relationships among variables. Second, the
models used in this context rely more than other paris of the analysis on capitalisation and
liquidity ratios that are different from the standard ones used across the report, ¥ Hence, the
interpretation of the results requires as an intermediate step a mapping of the relevant
regulatory variables into those used in the models.™ The need to make these conversions
using statistical estimates introduces additional uncertainly about the estimales, which is
more pronounced in the case of the liquidity raties. in this context it should be noted that
actual lavels held by banks fypically include buffers above the minimum.

Table 3
The impact of capital and liquidity on the probability of systemic banking crises
{in percent}
Modals unable
{0 assess Madels incorporating
All models c¢hanges in changss in Hguid asssis
liguid assels
. Meseting
No change In No chanygs in No change in - 3
TCE/RWA finuid assets fiquid assets liquid assets {ﬁgﬁ:ﬁ 1! NSFR=1.12
5 7.2 a7 58 4.8 2.7
7 4.6 &1 4.1 33 18
8 KEH a1 28 23 1.2
) 1.8 1.8 2.0 18 0.8
10 14 1.3 15 1.2 o7
11 10 08 1.1 68 0.5
12 0.7 0.8 08 6.7 GA
13 0.5 0.5 HE 85 03
i4 G4 04 0.5 04 0.2
15 0.3 3.3 0.3 453 G.2
# models & 3 3 3 3

' Meefing the NSFR is modelled a5 2 12.5% increass in he ratio of liguid assels over otah assets. ? the
NSFR equals 1.12 i linuid assels increase by 80% for the average bank.

T Neary aBl of the results reported below are based on modsis calibrated 1o the rafio of total capital 1o tota!
assels rather than © that of TCE o RWA Similarly, due o the lack of data, the anaiysis of the impact of
nigher Nguidity was first condutted in terms of e ratio of Bquid assels I lolal assets and thes convertsd
{sppraximately} to the ratios in the BCBS December 2008 propusals.

¥ Annex 5 describes the mapping precadure.

A assessment of the long-lorm soonemic inpact of the new reguistory Hamework 15
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A consistent resuit across different modeis ang methodologies is a significant reduction in the
fikelthood of a banking crisis at higher levels of capitalisation and fiquidity for the banking
system as a whole. This is frue both for the rmodels that focus only on capital {summary
shown in third ooluman from the left) and those that incorporate liquidity effects {summary
shown i the fourth column). A TCE/RWA capital ratic of 7% is roughly equivalent to the
average capilal o total asse! ratic of 5% and is associaled with a probability of a systemic
crisis of 4.8%, which is roughly equal to the historical averags experience.'® As a resull, one
can think of the corresponding row and the coluimns that do not cansider any increass in the
tiquidity ratio as reflecting the pre-reform steady state. Increasing the capital ratio rom 7% to
8%, with no change in liquid assets, reduces the probability of a banking crisis by one third
{eg from 4.8% to 3.0%). Looking at the models that incorporate changes in liquid assets,
increasing the Bquidity ratio 1o meet the NSFR while keeping a capital ratio of 7% reduces
the: fikelihood of systemic banking crises from 4.1% 0 3.3%. The reduction in the probability
of crises continues as capital and liguidity levels increass, as can be seen by comparing
figures down the rows (for capital} and across the three columns on the right-hand side {for
figuidity). In fact, f the lquid assels to otal assels ratic exceads ihe proposed lHquiidly
requirgment, at & 7% TCOE/RWA ratio, the estimated reduction in the prebability of crises i
about the same as that associated with an increase of 2 percentage points in the capital ratio
{from 7% to 8%).

Another consistent result across models is that the incremental benefit of higher capital and
Hguidity requirements declines as the system becomes beller capitalised. That is, when
banks have low levels of capital, even small increases have a very significant impact, but the
marginal benefit of further increases in capital ratios declines as banks move further away
fram the insolvengy threshold. For instance, ncreasing capilalisation from 10% o 11%
induces a drop in the Hikelihond of crises about one quarter to one third of the corresponding
estimaied drop when TCE/RWA increased from 7% to 8%. Similarly, the incremental fall in
crisis probabilities from a tightening of liquidity standards declines as the levels of capital
ingrease. These resulls are fairly intultive. The rationale is quite similar to that applying in the
context of risk models applied to individual banks. For a given volalility ins the value of assets,
the further away a bank is from the insolvency threshold, the lower is the benefit of additional
profeciion.

This declining marginal contribution of capital and liquidily in reducing the probability of crises
has two imporiant implications. First, the benefils of fighter standards are not without bounds
but they plateau at some point. Second, the benefits will depend not only on the initial
conditions for capital and liguidity, but alsc on the other conditioning varisbles used o
calibrate these models.

As mentioned earlier, these resulls on the impact of fighier raguiatory standards on the
probability of crises are subject fo considerable model and estimation unceriainly. Despile
the fact that the message from different models is quils consistent, there Is a possibilily that
the effect could be different from that estimated. One possibility is that the decline in the
probability of crises is more gradual than suggested by Table 4 and Annex 2. if so, the rate at
which benefits of tighter regulatory standards accorus would be lower than reported. This
could arise, for instance, if banks responded in part fo the imposition of standards by seeking
o increase the risks they take on (eg. increase the volalility of their assels) in undetecied
ways. However, to the exient that net benefils remain positive, in order o achieve a
comparale level of benefits, standards would have fo be fightened further than implied by

¥ the averags ratio of totel capitaf and resatves 1o total assets for the 14 largest CECD countries from 1980 &
2007 5 5.3%. Using an average of the conversion tables presanted in Armex &, a TCERWA ratic ot 7% s
equivalens 10 8 5% ratio of iotal sharehiolder eqully over folal assels.

18 An assessment of e Tong- 100 E0ORGINC IIDECE OF 18 aew regulatny Fanework
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this analysis. in other words, the overall economic gain might be lower but capial and
fiquidity standards would have 1o be set at a higher level in order to bring about these
benefits.

AL The impact of capitel and liquidity requirements on the severity of erises

Higher capital and liquidity standards are likely 0 reduce not just the probability, but alsc the
severity of banking crises. intuitively, higher aggregate levels of capital and Haquidily should
help insulate stronger banks from the straing faced by the weaker ones. Surprisingly, there is
no extant academic research on this issue. Thatl said, a simple sxploration of the data
provides some support for this infuition.

Graph 3 is a scatler piot of the estimated GDP costs of crises {on the vertical axis) against
the aggregate levs! of capial and liquidity buffers in each couniry's banking system
imimediately prior io the onset of the crisis {on the horizontal axis). The dals suggest that
lower capiiai-to-asset ralios and lower liquidity ratios are associated with higher cufput lossas
during the ensuing orisis. Unfortunately, the relationship is relatively weak, with the implied
regrassion cosfficient not stalisticaily diferent from zero - a result that may be due o the
limited number of observations (10 crises only}@ In the spifit of conservatism, these possible
benefils are not included in the calculation of net bensfils discussed in section IV below,
effectively assuming that tougher standards have no impact on the severity of crises.

® Comparing capital end liguidity butfers with the length of systemic barking crises vields similar resulls. The
number of years that # takes for GDP 10 retusn 10 #8 Jong-tun trend growlh rate i3 inverialy relaled 6 the
aggregate level of the two types of budfers prior ko the crisis. Stalistics presented in Barrell of o (2010}
support this finding.

Ap asseasman of he Ing-lerm sconomic impact of the row requlatory Famework 17
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Gragh 3

Captal and liquidity ratios and the severity of past crises
Curnulative output losses relative to pre-crisis GDP (in percent)’

Capital ratio® Liguidity ratio”

3 8 ] 12

' Cutgrat losses are measured as the curmiiative difference befween actual and vend oulpat dudng the Gisis poriod. Crisls dales are
as in Lanven and Yalends (20083, © The capital ratic is the matio of win capital to olal assets. © The fouiclly mto is e ratio of
cash, balances with the central bank and secunties o (otel pusets |

Sourpes: OECE, IMF, BIS aeioulations

1A Feonomic benefits from reducing the volatility of output

In addition to the benefils from reducing oulpul losses associaled with banking crisas, higher
capital and liquidity requirements may also reduce the amplitude of normal business cycles.
Studying this guestion requires the use of recently developed dynamic stochastic general
equilibrium {(DSGE) models hat expliclly integrale bank capital and, in some cases,
measures of liquidity. ¥ The analysis indicates that the reforms have & modest gampening
effect on the volatility of oulput This effect appears more sizeable if countercyclical buffers
a5 in place,

To examing the impact of capital and liquidily on output volatdity in normal Umes, simulations
were conducked assuming an increase in the capital ratio of 2, 4 and 6 percentage poinis
relative to & baselineg. In the baseline case, an economy begins in sleady siate and is hithy a
technology shock {8 positive or negative change in productivity, for instance} with no change
in bank capital and lguidity ratios. This shock generates oulput volatilily, measured by the
standard deviation of output from its sisady stale. The exercise i& then repeated assuming
capifal ratios that are 2, 4 and 8 percentage poinis higher The difference in the slandard
deviation of output between the fwo scenarios provides an estimate of the benefit of higher
capital requirements on output volatility. A similar experiment is then run assuming that
banks’ liquid assels 1o total assels are increased relative (o the baseline by 28 and 50 per
cent, respectively. The results reported here focus on the United States and the suro area,
wwo economies for which the group had access fo such modals.

B meristructurat modals, which are also used for monelary policy pumoses, do not explicltly Tealure bank
capital ang Hquidity and are not appropriale 10 caloulate the inpact of Hghter capital and liguidity requirements
on output volatifity, as opposed to the lovel of culput. The reason i3 that in this case the change in B
standards has o be modelied as an adiustment io the level of the borrowing rales. As the size of the
adiustment is constant, and does not reflect economic condilions gver the cycie, it does aot have a material
impact on volatiity, Further details on the suitg of models used in this report are provided in Annex 4. Note
that simifar DSGE maodeis are also used in ihe work of the MAG.
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Table 4 presents the resuits for the various scenarios. They show that increases in capital
and houidity requirements can reduce the volatility of oulput In response to a shoek The
magnitude of the eflect varies across models and simuiations, ranging between a minimum
decrease in standard deviation of output of 0.5 percentage points and 3 maximum of 15
percentage points relative 10 the baseline. Using medians across modsls, a 2 percentage
point increase in the capital ratios reduces the standard deviation of oulput by a modest 1.8
percentage points. Higher liquidity requirements reduce ouiput volatility somswhat further.
For example, the worksiream examined the impact of a 25% increase in the ratio of iquid
assets to total assels, which in the context of these models could be regarded as roughly
equivalent to meeting the NSFR.* This increase in liquidity combined with a 2 percentage
point ir;grease in capital ratics reduces the standard deviation of oulput by 3.1 percentage
points.

Table 4

Decrease in the standard deviation of cutput
due to regulatory tightening’

Targat
Hquidity
inerease in TCERWA rofative : ) . Nursber of
tightening Average Win Max Madisn
to basedine relative fo motisls
baseline
. fperseniane .
{parceriage points} increase) {perotnt decrsade Fom basslin)

2 s 25 5.4 08 R 5

4 4 52 8 11 39 5

= 4 TE 184 1.5 8.0 ]

2 28 34 45 4 31 4

4 25 54 3.3 2.2 48 4

& 25 B3 $5.8 31 7.1 4

2 8] 4.7 LX) 34 38 4

4 il 73 B8 5.4 5.8 4

& £0 {3 1 155 7.8 8g 4

! Decreans in the untonditional standard devislions when the economy is 1 by a fechnoiogy shook,

The basic infuition for the reduction in volatility is straightforward. Higher capiial and hquidity
rafios permit banks 1o absorb losses in downturns and restrain lending in a boom, thersby
smoothing the supply of cred? over the cycle, and, as a cansequence, also investment and
consumgtion.

Tha transiation of meeting the NSFR into varisbiea captured by these macio models is not straight forward,
The group, therefore, used an inditect spproach. Section 1l shows that meeling the NSFR fanslates into 2
14bp increase in lending spreads, Work by the MAG shows that a similer spread inorease s e result of 2
25% increase in the ratio of Bquid assels relative 1o ttal assets. Hence, the group concluded that roseting the
NSFE can be approximated by 8 25% increase in the liguld asset ratio.

This figure should be interpretad as broadly indicative, as i depends inter 388 on the measure of volaility
used. Clearly, the decling in the vanance of culput - an equally plausible measurs — would vield quantitatively
differant resuils,

An azsesvment of e longpierm stoncmit impact of the new reguistory frarmwork 14
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Ganrying this intultion 2 step further, the models that include hank capital also aliow a
tentative evaluation of the impact of a courtercyclical capital buffer on the volatility of
econamic oulput A variant of such a buffer is cumrently being consulied on by the Basel
GCommittee (BCBS (2010)). To explore this issue, the models were augmented with 2
countercyclical capital regquirement rule, which causes the capilal requirement {o increase in
step with the credit-to-GDP ratio.®*

The results, summarissd in Table 5 below, suggest that such a rule can substantiially
reducing the volatily of key variables, including output For example, the unconditional
output standard deviation tends to decline by aimost one fifth with respect o a baseline in
which no countercyclical rules are in place.

Tabie §

Decrease in the standard deviation of output
due to countercyclical capital buffers’

Fargat
. liginichity
innrease in TCERWA rejative . . ) . Numtbor of
N tightening Avorage Min Kax Median
1o haseling relasive to models
haseline
{parariage points} {Esmgﬁ {pgenaniage devialion from bassline)
bl G 8.7 224 9.2 178 3
4 4] 184 e 163 42 3
£ 4] 188 218 8.8 213 3
g 25 87 226 3.8 178 3
4 el B0 A7 EiA 172 3
& 25 148 215 6.4 2t 3
2 50 16,7 233 &3 78 3
4 5( 17.3 213 158 188 3
5 50 201 F33 6.8 281 3

¥ fecrease in the unconditional standard deviations whan the 80onomy 18 Bt by 3 lechnology shack, In e basaline no
countercyclical mies are in place,

Hi. Feconomic costs

The compulation of the steady-siate economic costs of higher capitsl and liquidity
requiremnents for the level of oculput are based on a varisty of macroeconomic models, which
are described in Annex 4. As explained in greater detail below, some of the models intlude
measures of bank capital and liquidity, allowing for a direct examination of changes in capital
and Hquidity on the long-run lavel of output. For the models that do not include measures of
bank capital or liguidity it is necessary to follow a two-step procedure. First, the increase in
capital and liquidily is mapped to an equivalent change in lending spreads, as borrowing
costs are always ingluded in the models. Then, this increase in lending spreads is used a5 an
input fo compute the adjustmeant in the level of steady-state output. In either case, the fali in

2 Purely as an llustration, e simudations emploved a prudential rude that incresses the capite! reguirsmand
when the credit-{o-GDP ratio increases, 86 a5 1o generate movements of the capiial ratio in the neighbourhond
of 12 percentage points around s sleady state, and © mimic the effect of a capital bulfer,
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the level of output represents the economic cost of the regulatory change. This section
describes the first, intermediate step and then considars the impact of the regulatary reform
acrass the whole set of models used in the analysis,

The steady-siale analysis assumes that the impact of higher capital and Hquidily operates
through the higher cost of credit. By focusing on price adjusimenis, the analysis does not
capture any possible impact of credit rationing that might arise from more shingent
requirements. The reason for this choice is precisely that the analysis focuses on the long-
run steady state, afler banks have fully adjusted {o the new requirements. While banks might
shrink thelr assels by rationing cradit if the fransition period is too short, the impact of credit
rationing is likely 1o he much smaller in the long run, as markets havs time to clear. Non-prics
efizots are Lkely to bs move important during the fransition, and are thus considered in the
work of the MAG,

HLA.  Changes in lending spreads

This section describes the first step of the two-slep process of caiculating the impact of
changing capital and liquidity requirements on economic ouiput and weifare: the change in
lending spreads. Capiial and lquidity requiremenis are considered in furn,

While the analysis 18 based on 8 number of assumgtions, 2 ytilises information for a hroad
range of countries. The comerstone of the ahalysis 18 a represemtative bank for each of
18 countries, drawing on income and balance shest data averaged over a total of 8660
banks for the 15-year period from 1993 10 2007.% The resuiting balance sheet and a set of
costs of funds and relums on assels for each representative bank are assumed o represent
a long-run aversge {(sleady state) that reflects each country's institutional setting and
regulatory framework, Table A3.1 in Annex 3 reports the weighted average bank balance
sheet and income statement across the whole sample

A1  The impact of higher capital requirements

Mapping the impact of the higher capital requirements on landing rales reguires estimates of
the cost of varicus sources of funding. The cost of equily is assumed 1o equal the t&vear
average return on equity {ROE) for sach couniry, which averages 14.8% acioss the
countries in this sampie.” The cost of liabilities is based on shoriderm and long-term
wholesale debt, and is calibrated o match the historical ratic of interes! expense to loial
assets observed for each country. The computation assumes a fixed spread over deposiis of
100 basis paints for shori-ferm debt and 200 basis points for long-term debt. These spreads
are consistent with historical averages across the countries in this sample, and generate an
upward sioping vield curve, ®

The experiment assumes that the TCE/RWA ratic is raised by increasing equily and reducing
fang-term debt comespondingly. importantly, it assumes (i} that any higher cost of funding

The coinitiss considered i this analysis arer Ausiralia, Ganada, France, Gemany, Hsly, Jopan, Kores,
Mexics, the Netherlands, Spain, Swizeriand, the United Kingdom and the United Stales.

2 Al variables are standardised by dividing by each bank’s fola! assets in each year.

¥ Note that taking a 15-year average ROE may bigs the oversl cost sstimates upwards i the last 15 years are
not refiective of the long-tenm cost of equity, perhaps because they were associated with & periad of near-
sardinuous sconomic expansion and extradrdinary bank profitability in many countries.

Detaiis on all the assumplions used in this analysis, and their impact on the resulls, am provided in Annex &

A assessmant of the long-ferm asonomic impact of the sew regiatory framswork e ]
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associated with this change is fully recovered exclusively by raising loan rates — 100% pass-
through; and (i} that the costs of equity and of debt are not affected by the lower riskiness of
the bank. As discussed in more detail below, this, togsther with the rather conservsiive
assumption about the initlal ROE, suggests that the results should be viewed as providing
something close o an upper bound of the impact on loan spreads.

Next, the capital ratio for the representative bank in each country is increased by increments
of 1 percentage point. All else equal, this reduces ROE.® While part of the fail in ROE is
offset by the smatier amount of debt outstanding, reducing the bank's interest expense, the
overall effect of the change in capital structure is 1o reduce net income as debl s substituted
with more expensive equily. in line with the full-pass-through assumptlion, barks are
assumed to pass on these additional costs o borrowers, raising the spreads charged on
loans in order to exactly offset the increase in the cost of funding, keeping ROE unchanged
at its historicat average level,

Column A of Table & reports the resulls of this exercise. In order o keep ROE from
changing, each percentage point increase in the ratic of TCE to RWA resuits in 2 median
increase in lending spreads acress countries of 13 basis points.

This resull is obviously sensitive to a number of the assumptions in the analysis. For
exampie, if the average ROE for the representative bank in steady state is 10.0% (rather
than the 19932007 average of 14.8%), then the gap between the cost of etiuéty ang the cost
of debt is smaller and the relative atiractiveness of leverage is reduced.™ Based on this
lower ROE asstanption, a 1 percentage point increase in TCE/RWA can be offset by raising
lending spreads by 7 basis points.

Moreover, banks could offset the loss of net income arising from meeting increased capital
requirements through other means than raising foan rates. For example, banks could in
principle (1} increase non-interest income (eg fees and commissions), {ifj reduce the rate paid
on deposits, or (i} reduce operating expenses. Any combination of these actions will
generate higher net income and reduce the need 1o raise lending spreads.

it is possible o provide a sense of the magnitudes involved. The nse in lending spreads
associated with a 1 percentage point increase in the capital ralic could be avoided by
reducing operating expenses by 3.5% (median}. Similarly, a 1.9 perceniage point &l in
median ROE is sufficient to absorb a 1 percentage point increase in He capital-to-RWA rafic.

indeed, there are good reasons to believe that the cost of capilal would decline in response
o a reducton in bank leverage. As capital levels increase and the bank becomes safer, both
of these costs should dedling, further reducing the impact on lending spreads. And, in the
imit, the change in the cost of capital could reduce to tax effects {Modigliani and
Miller {1858, Such a decline has not baen considered in the estimates included in the {able.

Academic studies have also provided estimates of the long-tun coste of higher capilal
requirements. Thase confirm the conciusion that the median estimates in this report, used o
derive the core measure of net benefits in sechion IV, are very conservative.

= fetura on aquity (RGE} = net income / shareholders’ equily.

o Academic studies which place the real cost of aquity for banks in the region of 10% includs Zimmer, 8§ Aand
R N McCauley {1661}, King, M (2008, Capis, F and Billings, M (2004},

oy An agsassment of the long-dern soonoonis impas! of the new reguiainy Famewesk
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Tabie &
impact of increases in capital and liquidity requirements
ori lending spreads {in basis polnts}
Costto | Costo Costto
increase jn capitad ratio maest meel Total meeat Total
(percentage points) capital NSFR {A+B} NESFR {A+C}
{A) (8) {C}
Assuming RWA Accounting for decline in
unchanged RWA
i G 23 25 4 14
+1 13 28 38 13 25
+2 26 25 81 13 35
+3 34 4 83 11 50
+4 52 24 76 g 83
+5 85 24 89 ] i1
+8 78 23 101 5 83
inter-quartile range (25th 1o
78th percentile} fora 1 pp Gin 19 16 0 48 154025
change in capital

Using 2 method close to the one presented in this section, Elfiott (2008, 2810 studies the
jong-run effect of tightening capital requirements on banks’ fending spreads in the United
States. Elliol's anaiysis suggesis that these effects are smal, especially if banks are able to
offset any increase in their funding costs by other means {(eg, a reduction in thelr return on
equity {from 15% 1o 14%), in the remuneration of deposits and administrative costs). Eliott
estimates that withot these offsets, lending rates would rise by about 80bps in the long run
in response 1o 8 4 porcentage point increase in the ratic of equily over unweighisd asseis;
with the adiustments, lsnding rates would only increase by 20bps. Given that banks only
provide some of the credit in the economy, Elliolt concludes that this 20bps increase would
fransiate into an overall increase in lending costs of 5 or 10 bos.

Using very different tools, Kashyap, Stein and Hanson (2010) also conclude that the long-run
costs of increasing capitel requirements are tikely 1o be small They find that, as a firsst
approximation, the Modigliani-Miller theorem appears 1o describe quite well the empirical
reiationship between banks' return on aquily and their leverage. Higher capital ratins should
therefore significantly reduce banks’ peramit cost of capital. Using data for the US, the
authors find that 2 4 percentage poinf increase in the ratio of sguily over unwaighted assels
would lead, i the fong run, to a 10 bos increase in banks’ furkding costs i lax effects are the
only departure from Modigliani-Miller; rising only 1o up 1o 18 bps i further possible departures
are considered.

A2 Celculating the impact of higher liquidity requirements

Based on the information available to the LE! working group, it was only possible to model
the December 2008 proposal for the NSFR, albelt imperfectiy.

The cost of meeling the NSFR depends on assumplions about the structure of barnks’
balance sheets and the strafegies barks are assumed 1o foliow when adiusting. The analysis
assumes that banks follow & specific sequence of adjustments, with ¢osts rising with each
subsequent step. Once the NSFR is mel, subsequent adiustmants are not required.
Foliowing the same approach used for capital, it is assumed conservatively that all the cost

An assessment of the long-term economic impant of the new regululiey Rateswink ]



Page 345

ATTACHMENT G

of meeting the NBFR is recovered by raising lending spreads ~ 100% pass-through - and
that the costs of debt and of equily are not affected by the higher lquidity of the balance
sheet. The analysis considers the cost of meeting the NSFR both including and excluding the
potentially substaniial synargies in meeting the capital requirement due to the corresponding
raduction in RWA.

In order t0 meet the NSFR, it is assumed that banks make the necessary changes o their
assats and liabifities in the following order:

1. Banks lengthen the maturity of wholesale funding. Banks are assumed to initatly
fund 258% of their wholesale debt ai less than one year, and reduce this quantily
fowards zero as they work to meet the NSFR. The result is an increase in interest
expense bhased on the difference between the costs of short- and long-term debt.
Throughout, the volume of inferbank funding and that of trading habilities are
assumed to remain unchanged.

2 Banks increase their holdings of highly rated, qualifving bonds. This shift away from
iower-rated, higher-yielding assels is assumed {o reduce the refurn on these
interest-earning assets by 100 basis points.

3. Finally, and only if needed, banks reduce *Other agsets”® interest income declines,
assuming these other assets eamn a higher rsturn compared fo the originat
investment porifolic.

Fach of these changes either reduces interest income of raises interest expense, thershy
lowering net income. Banks avoid a fall in their ROE by raising lending spreads, This
increase in lending spreads is over and above that due to higher capiial requirements,

it is important to nofe that when a bank changes the composition of its balance sheet to meet
the NSFR. it increases ifs holdings of high-gusilily assels, lowering its RWA. This reduces the
capital that must be held to satisfy a given capital requirement.

Columns B and C of Table 7 report two estimales of the cosis of meeiing the NSFR,
depending on whether the change in RWA is taken into account or nol. When the
rebalancing from risky fo risk-free assels in banks’ investment porticlios is assumed not 10
affect RWA, lending spreads increase by 25 basis points on average to maintain ROE (ses
column By When the synergies are taken info account, the additional cost to meet the NSFR
is significantly lower, at 14 basis points or less (column Cj.

These estimates are clearly sensitive to the assumption goncaeming the amount of interest
income that ig lost by shifting from investments in high-yielding, low-rated bonds to
investments in low-yielding, high-rated bonds. On average, the impact on lending spreads is
proportional to the loss of mcome from investments. Thus, i the opportunity cost on
investmenis is doubled from 100 o 200 basis paints, the impact on lending spreads doubles
as wall — from 25 to 50 bps when ignoring the decline In RWA, or from 14 1o 28 bps taking
the fall in RWA info account.

This analysis of the impact of the NSFR on lending spreads is rather conservative. As in the
case of capilal requirements, i assumes funding costs that are insensitive {o risk and 100%
pass-through. Moreover, banks have options that are more cosl-effective and competitive

B Other asseds include 2 bank's bulldings and praperties, which represent loss than 1% of lotal assels on
aversge.

24 An assessment of Ihe Ionp4erm BCORDITIS impact of he new regulatsy Famework
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than simply radsing lending rates. One example 5 fo reduce the matwrity of some corporate
lvans to less than one year.

HLE.  Impact on the long-term steady-state level of culput

Turning to the second siep of the analysis, this section examines the impact of increases in
bank capital and liquidity on the steady-state {long-term) level of output. This is done using a
suite of maodels: ) structural models, including DSGE medsls, (i) semi-struciural models,
commeniy used by ceniral banks for forecasting gufpc}ses; and {i#} reduced-form models,
such as vector ewor cormection models (VECMLY As far as possible, the analysis was
carried out using the same models empioyed in the work of the MAG.

That said, choices of methods were constrained by the nesd for the models 1o exhibil two
features. First, the steady siate of the models must be affected by the proposed new
regulation — otherwise the model would simply assume away any long-term sconomic
impact. Second, it must be relatively straightforward to compute the change in the steady
state. The first criterion excluded most reduced-form approaches, in which e notion of
steady state is iypically not meaningful. So, for example, this report could not draw on the
veclor autoregression approach used in the MAG since, by construction, those models
always return {posgbly siowly) to the baseline following a shock The second oriterion
axciuded most of the large-scale models used by the MAG.

Of the 13 models considersd in this report, eight feature bank capital slone, while five feglure
hoth bank capital and bank liquidity.

As emphasised in the previpus discussion, changes in capiial and liquidity requirements
have an impact on sconomic aclivity by increasing the cost of financial intermediation. With
borrowing mare costly, there is a reduction in the level of debl-financed investment and
censumption. While the resulting reduction in aggregate demand should lower inflationary
pressures, inducing 2 monetary policy easing that could offset the increase in lending
spreads, in these models monetary policy has no impact in the long run. In other words, the
steady stale is defermined solely by real factors, of which the real cost of intermediation is
one,

in models that do not include the relevant regulaiory variable directly, the effects of tighter
capital and liquidity requirements are proxied by an increass in the lending spread. Following
tha previous analysis, as summarisad in Table 6, sach percertags point increase in the
capital ratio s assumed 10 result in 2 13 basis point increase in the fending spread, and
mesting the NSFR in an additional 14 basis point, or 25 basis points, increase, depending
on whether the corresponding fall in RWA is taken inta account ar not,

importantly, as most of the models are largely finear, the effects of tighter regulation on
ouiput are approximately iinsar as well. That is, doubling the increase in capilal or liquidity
requirements roughly doubles the effect on output, regardiess of is stariing level.

Table 7 shows ihe impact on oulput of increasing the ralic of TCE o RWA by 2, 4, and &
percentage points, respectively, The first three rows measurs the impact of ths higher capital

¥ Bees Annex 4 for further delaiis on e modeling spproaches.

An assessment of the long-lemm economic impact of he new segulatory rameworh o5
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requirements ajone, while the rows below include the cost of meeting the NSFR™
A1 parcentage point increase in the capital requirement {with no change in liquidity ratios]
Zraﬂsiatfs into a (.09% meadian loss in the level of ouiput, with & range from 0.02% (o
0.35%.%

This estimate is comoborated by two additional pleces of evidence. First, the estimate s In
fine with the resulls obtained by the MAG for the and of the simulation period but uging &
proader set of models, including the large-scale semistructural gnes, 8ince the simulation
period is rather long (32 quarters), the end-ofperiod effect can be viewed as an alternative
approximation to the fong-run culput cost of the new reguiation. Under the main approash in
the MAG report {"standard” macroeconomic motels), & 1 percentage point increase in the
capital ratio yields a 0.10% decline In output after 32 quarnters {median across modeis).
Second, the estimate is in line with an altlemative measure of the costs of higher capital. This
measure is based on welfare (& ulility-based concept), and is expressed in terms of
permanent consumption 1088, Results from this method, reported in more defail in Annex 8,
suggest that a 1 percentage point increase in capital ratios results, on average, in & falf of
stoady-state consumption of 0.10%.

Taking the cost of meeling the higher liquidity requirements infc acoount leads to an
additional deciine in the level of cutput. Ingluding the synergiss between mesting the higher
capital requirement and the NSFR — the case thal includes the impact on RWA -~ the
estimated median impact amounts to an additional 0.08 percentage paint fall in output
Without taking into account these synergies, the additional median fall in output is 015
percentage points. ™

¥ miodels which are abis to modet the ratio of liguid assets directly, rather than raly on the sstimated increass in
ferding spreads, approximate meeting the NSFR by 8 25% (50%:;) increase in the ratio of liquid assets to lofal
sssels If RWA are afiowed {not allowed) to adjust. See foothate 22 for g further detasis,

This is caiculated as the average impact across the medians reported in Table 7) e 13 x {0272 + 334 + 5/8)
= .48,

This is caloulated as the average impact for different capilal levels of additionally mesling the REFR, with and
without falls in RWA. Eg for meeling NSFR with a fall in RWA = 13 (0.25-0.2 +(.45.0.33 +£.58.0.5=0.08.

2%

28 An se3essmant of the 'ong-lems ECOROMIC IHPRCT ©f NG "ow roguislory Farmework
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Table 7
Steady state output loss due to regulatory tightening'
Euroares | E9 united | United | ey, United |, b St 1 g b | e Rumber
) o ¥ area States States | Kingdom P pev models
increase in Targst Bquidily
TCERWA ratic fightening _ .
relative to refative to current DEGE RSGE | oe8GCend | DSGE Sumic
curront foved toved models, models, VECH modeis, { structural
b 'k without modeis, without mgdsis,
Y siiat bank withbank | bank without
cag capial capits capiial | bank capital
{neresrdage {paroantage endntion: & o
points} N {perceniage devistion from huseling]
3 G .28 5.24 [t 8.28 2% 025 8,20 .04 670 024 3
4 z 253 549 025 857 {58 DAY .38 §.67 1 833 13
& o HEY 872 035 883 84 {485 .50 887 1.58 $.50 3
2 NOER, ol in RWA .34 g.34 G20 .48 043 037 8.30 485 .67 825 13
4 NEER, faill in RWA 083 6,61 338 @472 g ded 461 G4 858 147 T.4Z 13
8 NSER, fail in RWA 084 0,65 .50 438 L] 0.80 458 408 135 855 13
NSE??Q, fan change 048 848 (.25 8.56 856 {51 843 887 1.52 033 313
2 in RWA
NEFR ne change 073 872 4458 $.82 .83 072 452 4.857 1.83 8583 13
4 i HWA
RSFH no change .96 0.85 3.59 1.08 108 492 863 067 26858 D&k i3
5 iry RVYA

! Unweighted averages across maodels, 2 when bank capital is not included in the mode!, sach 1 pewniag& point inprease in the capilst rafic & ransialed inio 3 13
basis point increase in the spread.  © Mesting the NSFR withou! considering the impac! on RWA is assumed to Fansiale Info 2 25 basis point increase In lenging
spreads, while taking the synergiss of liguididy and capltal reguiation into sccount reduces the cost B 44 basis poinis.
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IV, Net benefits

This section brings fogether the analysis of the economic bengfils and costs carried out so
far, It first derives a summary astimaie of the net benefits associated with the raduction in the
incidence of banking crises. Foliowing the previous analysis, these caiculations are in terms
of the level of oulput. For that reason, the bensfits that arise from a lower volalilty of oulput
are not inciudad al this sfage. The section than highlighls a broader set of considerations, not
explicitly inciuded in the summary estimate, that need o be taken into account when forming
an overall assessment. The main conclusion is that, on balance, there is considerable room
to raise capital and Hguidity requirements while still yielding net banefits.

i making an assessment of the net benefits in terms of the level of culput per yesr. it is
important to understand the relationship between henefits and costs over time. Higher capital
and liquidity reduce the annual probability (and arguably the severily) of banking crises, but
the costs of the crisis gre not limited 1o the wrisis year, as they have long-asting. possibly
permanent, sffects on outpul The cost of tighter reguiation is the yearly cost in terms of
output forgone. The more permanent the effects of a orisis are on output growth, the larger is
the annual net benefit.

An apt analogy is with 3 museum’s security system. The system lowers the probabilily of a
break-in, but i the break-in iakes place, the cosis can be substantial and may sven be
permanent, i unique works of art are irreparably damaged or lost Torever. The yearly benefil
rafiects this lower probability fimes these ong-lasting effects. The yearly cost includes the
running costs, in the form of wages for staff, maintenance and the like. The benefits and
costs of reguiation in any given year are similar. the benefit is the annual reduction in the
probabiiity of a crisis in the given year times its (discounted) long-lasting cosis, which extend
bayond that vear; the cost is the lower annual output during that year.

Table 8 and Graph 4 provide summaries of the results from the previnus sections of the
report. They show the estimaied benefiis and costs and corresponding net benefils
measuwred by the percentage changs in the yearly feve! of cutpul. These changas should be
interpreted relative to the pre-reform steady siate, proxied by the historical average level of
the capital ratio {7%) and frequency of banking crises without the liguidity requirements baing
met {the first row in Table 8 and the origin in the graph). The iable and the graph show a2
range of resulls, reflecting various estimates of the costs of banking crises, depending on
whether costs are estimated as permanent bul moderate — which also corresponds to the
median estimate across all comparable studies {red line) — or anly as temporary (green linel.
Table # aiso presents ihe sstimates of net benefils when the costs of banking crises are
estimated as lirge and permanent. As noted previously, Iaking & conservative approach, the
report places iess emphasis on the lafter resulis. In all cases the results assume that
institutions pess the added cosis arising from strengthened reguialions on fo borrowers in
their entirely while mainizining pre-reform lavels for the ROE, interest costs of liabilities and
operating expenses. Thus, in this sense, the costs of maeting the standards may be close io
an upper bound.®

* The assessment of e Gouitity reguiations focuses on the NSFR, as defined in the December 2008 proposal.
Al the same fime, it alvo provides informalion pertinent o the assesament of e LCR.

28 An aEsessnent of the long-term ecoRDmic impatt of the new reguliiory Tamework
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Table 8

Expected long-run annual benefits and costs of tighter regulatory standards’
{benefits and costs are measursd by the percentage impact ¢n the fevef of oulpul per vear)

Ebﬁa?f‘fgj Netbensfits  Net benefits  Net benefits

, . 2 Expected {moderats {no {large
Capitai ratio costa’ ‘:f;'gg:gt:t pemanent permaﬁem pemxa:wm
B effoct)® effoct)® sffect)® effect)’
Liquidity requirement not met
7% 0.00 0,00 Q.00 5.00 0.00
8% 0.09 £4.496 087 820 232
9% 018 1,82 1.44 0.31 3.87
10% 0.27 1.88 171 0.33 470
1% 0,28 233 1.87 .31 823
12% {3458 238 1.94 027 554
13% 054 2.50 1.96 0.2% 573
14% 083 2.58 1.95 815 5.84
18% 0.72 2.64 1.92 .08 5,80
Licuidity requirerment met

7% ¢08 .76 068 A 183
8% 317 1.40 1.23 028 233
% .26 1.82 1.56 0,29 430
0% .35 210 1.75 0.28 491
1% .44 229 188 0.28 530
12% G.53 242 188 026 5.58
13% .62 252 180 014 570
14% 4.71 280 188 0.o7 5.80
15% .80 265 185 0.00 585

1 The starting point of the net-benefi analysis corresponds {o the pre-reform sisady sinle, a;*pmxzmaf:ed by
hislorical averages for total capzm ratios {7%;) and the average probabiiity of banking criges. * The capital ratic
is defined as TCE over RWA. * To meet the liguidily requiremeant, the annueal expecied oulpul cost is extimated
to be $.08%. Each 1 perceniags poird intrease in the capital ralic starting o 7% thereafier reaulls in a3 0.08%
falt in the leval of gutput belaw the bassling, * Expactad benefits agual e estivated redugtion in the annusl
probability of crisis times the (discounted) cost of a orisis usmg the medisn eslimate of the cost of orises squal
to 83% of pre-crisis ouipul { moderale parmanent sfiect). ” Net benafils are the diffarence tetween sxpecied
benefits and cosis, expectad benefits gre calouiated assuming & wrisis has a moderate permarent offect {casgt
of a crizls eguals §3%), no permanent effect (o8t of a crisis equals 18%) and large parmaenant effect {cost ol s
crisis equals 158%).

An assesament of the tong-lerm economic impact of the new regulatory Famework 28
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Graph 4

Long-run expectad annual net economic benefits of increases in capital and liquidity
Net benefits {vertical axis] are measured by the perceniage impact on the level of oulput
Increasing capitsl and meeling liquidity Capital only

regiirements
- : 25

% ' B% 8% 10% 1% 1% 13% 1A% 1% 1%
Sapial ratin Capital rafic

The capial matio is defined as TCE over RWAL The origin cormaponds o e proweform sisady state, approdmasted by histodes)
aversges for inial capiial ratiog (F%) and the average probuabilify of banking orises. Hal Denefils e messured by e Siffersres
petwpen oxpecied benefiz and expscted costs. Expected berefits equal the rsduction in e gsobabiBly of wises tmes the
comsepanding ot losses, The red and green lines refar to different estirmates of nat benefils, assuming et the affects of ises on
aulput s permanent but moderste fwhich also comesponds 1o Bk redian estimate across all companaide studios) or only Bansisory.

The core message of the graph is that net benefits remain positive for a& broad range of
capital ratios, with the incrementat net benefits from reducing the probability of banking crises
gradually dedlining to bacome negalive beyond a cerlzin range. Admiltedly, the precise
mapping between higher capital levels and stricter liquidity standards, on the one hand, and
the reduction in the prababiiity of crises, on the other, is quife uncertain. With this caveat, the
sizeable gap between benefits and costs for a broad range of assumplions still suggests that
i terms of the impact on oulput there is considerable room to fighten capital and lquidity
requirements while still achieving positive net benefits,

in reaching an overall assessment, however, it is important to highlight the factors that are
not considered explicitly in the previous summary estimates and that could make the final
gstimate of the net benefits higher or lower. Some of thess faciors have already been noted
and discussed in detail in the repor, others not. In some cases, quantifying their sffecis 5
exceedingly hard.

Several factors could lead 1o g higher estimate of net benefiis:

. In addition to reducing the probability of banking crises, higher capital and liquidity
standards, by making the financial system more resilient, can reduce the amplitude
of the business cycle. This impact can be enhanced through sountercyclical capital
buffer schemes. While hard to compare with the tensfils included in the graph,
these efferds can be significant They were evaluated in deiail in section HB and
Annex 4 of this repost.

* in a similar way o that noted above, but focusing on crisis periods, a risk-averse
society would be prepared o pay a premium over the expected cosis of an extreme
avent such a2 3 banking crisis {probability times its cost in terms of cuipud} in order
1o insure against it, ie pay over the actuarially fair price. This premium has not been
included in the caloulations and would increase the henefils,

30 A sasessiment of e (ong-1oem econonits Inpact of the now remistony Tamework,



Page 352

ATTACHMENT G

* The expected costs of crises ars based on dala from historicsl episodes featuring
large-scale government intervention to minimise the negative effects on oulput. in
the absence of such intervention, the average costs of banking wrises are kely o be
significantly higher. In addition, the discount rate used to estimate the present value
of the multi-vear cost of crises is quile conservative.

» To the extent that higher capiial and liquidity requitements also reduce the severily
of crises, the benefits will be higher.

. The anaiysis assumes full pass-through of the higher funding costs/lower yield from
investiments o loan rates, However, in the long run it is reasonable (o expect that,
by reducing banks' riskiness, higher capital and liquidity requirements should lead to
lower debt and equily cosls. Moregver, once adjusiment i complets, differences
petween the cost of equity and debt could reduce to fax effects. Banks ocould also
adjust by increasing efficiency or reducing operating expenses. These effects would
substantially reduces the estimated long-run costs.

. To the extent that greater intermediation is provided by the non-bank seclor, the
estimated costs will be lower,

Similady, there are a number of faciors that could reduce the net benefits:

. The existing lilerature, which is the basis for this report’s estimates of the costs of
barking crises, may overeslimate the cosis of banking crises. Possible reascns
include: overestimation of the underlying growth path prior @ the crises; failure to
account for the temporatily higher growth during that phase; and failure o fully
control for factors other than a banking crises per se that may contribute to output
declines during the crisis and beyond, including a failure to accurately reflect causal
refationships.

* Capital and liquidity requirements may be less effective in reducing the probability of
baniing crises than suggested by the approaches used in the study. This would
raduce the overall nst benefits for a given level of the requirements. However, to the
exient that net benelits remain positive, it would aise wnply that the reguirements
watid need {0 be raised by more in order to achieve a given neét benefit

* Shifting of risk into the non-reguiated sector could reduce the financial stabllity
benefits,
. The resulls of the impact of regulatory requirements on lending spreads are based

on aggregate balance sheets within individual countries, so that they do not consider
the incidence of the requirements acrass institutions. They implicilly assume that the
instifutions that fa#l short of the rsquirements {ie, that are constrained) do not react
more than those with excess capital or liquidity {ie, that ars unconsirained). These
effects may not be purely distributional.

As a final caveat, the resulis summarised above reflect the estimated net benefits assoniated
with higher capital and liquidily standards, averaged across a number of countries over an
extended perod. Clearly, there 5 8 range of uncerlainly around estimates of ceniral
iendencies, refleciing data limitations and the need for various modeliing assumptions. iIn
addition, the estimaled net benefits may be higher or lower in individual cases.
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Annex 1

Costs of crises: a literature survey

There is a growing research literalure analysing the costs of banking crises. This annex
surveys that lierature, explaining the methadologies used and providing a summary of the
quantitative results.

Methodologies

The research literature uses a varely of approaches to measure the cost of banking crises.
in what foliows these are classified in groups depending on wo key dimensions: the period
over which they measure the impact of crises and the type of metric used (o calculnis theiy
cost. This secton discusses these two dimensions by reference {0 Graph 1 in the main text,
which ilustrates a siylised path of a crisis episode. Table 1 applies the same classification to
the findings in the literature,

The first dimension relates the two points in time (or phases of a crisis episade} chosen as
reference points for the measurement of costs. There are four types of approach. The first
type focuses on the period between the GDP peak prior to the Crisis and the subsequent
through after the onset of the crsis (time between A and B in Graph 1), The second type
defines the crisis period from the gyclical peak to the ime that the GDP growth rafe recovers
to its pre-crisis level (befween A and C in Graph 1). i is important to note that this peint is not
eguivalent 10 that when GDP returns to its pre-crisis trend path. In fact, at that point GDP
would be necessarly below that trend because (by definition} the economy has not
undergone a calch-up period of faster than average growth in order (o recover the ground
lost during the ¢risis. The third type of approach defines the crisis period as lasting untit the
lovel of GDP retums to iis pre-crisis trend path (between A and D}, Studies that use expernt
wdgemant or set a prespecified fixed length for all crises would fall under this category, since
they tend 1o come to similar conciusions. Finally, the fourth type of approach allows for the
possibiiity of permanent effects of orises on the level of GDP (ie & downward shift in the
growth path), hence effectively lcoking at an infinite horizon.

The second dimension in the classification of approaches relates 1o the melic used for the
casts of grises. One approach focuses on the gap beiween polential or frend output and
output at the end of a specific phace of the crisis. This gives a measure of how much output
falls between two poinis in time, but if does not reflect the duration of the episode and,
hence, the cumulative losses over the same period. For crises with permanent effecis the
corresponding metic would be the gap between the pre-crisis and post-crisis GDP trends &
in Graph 13 The second approach looks instead at the cumulative losses from the onset of
the orsis urtit the {varibusly defined) end of the crisis. For crises that have long-lasting
{multbyear or permanent} effects the calcuiation of the cumulative costs would entail some
form of discounting (ses discussion below),

Table A1.1 lists different studies grouped along these two dimensions together with their
estimates of the costs of the average crisis. The &irst three groups of studies adopt as metric
the difference v levels between two different points in time. The first of thess uses the
simplest approach, which is 10 measure costs by considering the pesak-lo-trough drop in
ouiput {ie relative difference in GDOP between point A and point B in Graph 1}. The second
group assumes that crises end once outpul growth returns 1o its pre-crisis trend (ie ralative
difference in GIIP belween point A and point D). Typically studies that follow this approach
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estimate the total impact on the level of GDP by calculating the sum of deviations of the post-
crisis growth rate from the pre-crisis trend growth. For shart cr;ses this is approximaiely the
difference between trend and actual levels of output at point C%7 Generally, trend growth in
these studies is calcdated as the historical average grﬁwt?} over & bai'md that ranges
{depending on the study) between three and 10 years prior to the crisis” * An giternative
approach to measuring the differential between actual and potential growth is to use
regression analysis to estimate the impact on GDP growth following a banking crisis. Two
papers (Hutchinson and Neuberger (2008) and Demirglg-Kunt ef al (2006}} reiy on this
method. They find that crises affect growth negatively for two 1o three years. The third group
of studies that measure the drop in the level of GDP focus on permanent effects (B in
Graph 1) and follow Cerra and Saxena (2008). They estimate the impact on GDP {more
specifically, GDP growth} by using panel regressions for a group of countriss that
experienced banking crises. The regressors include lags of the dependent variable andior
other explanatory variables, as well as a dummy that fiags the beginning of a2 banking crisis,
The dummy variable aliows the simulation of impulse response functions as shown in Graph
AT

The last two groups of studies summarised in Table A1.1 look at the cumulative effect on
GDP, a betler measure of the overall economic costs of banking crises. Less than half the
studies in e literature calculate cumulative costs explictly by sumiming across the
difference between the actual lsvel of GDP and its rend over the crigls period (as defined in
each study).™ The trend of output is determined in different ways: as the historical average
growth;*® as weighted average of past and world growth; by using the Hodrick-Prescott filter;
or by reference to estimates of potential oulput {eg from OECD}) The first of these two
groups of studies does not allow for pemmanent output effects i}écaus&the length of a ¢risis
{ie the period over which ifs effects are estimated) is assumed o be finite. ¥ The second and
last group of studies does aliow for the possiblity of permanent effects. Boyd et al (2005) use
two methods of calculating longsun costs afler a crisis. The first method is more
conservative and uses only actual GDP for the countries that had a ¢risis several years prior
fo the end of the sample (the results are listed under Method 1 in Table AL 1) In order o
assess the full cumulative costs into the infinite horizon the authors use projsctions of both
GDP and potential output for all crisis countries (these resuits are labelied Method 2 in Table
A1.1). Haldane {2010) quaniifies the costs of the current inancial crisis by koking at the
present vaiue of output fosses for the United Kingdom and the world, To provide & range of

7 Af studies following this approach express the measured costs in tofal growth forgane duwing the assumed

pordnd of the crisis. Assuming that discount rales equal end growth rales, the measured cosls are also
approximately the costs reletive to pre-crisis GOP, sspecially i crises are nol oo long. Hoggarh et gl (2002}
prove mathematically thal the @fference s aclually underestimated for crises lasting fonger than two yesrs, as
the approach does not recagnise the reduction iy oulput levels In the previoug years.

intersgtingly, this choite of frend implies that in some cases aclunl growth never reaches the pre-crisis trend
growth. This is a sign of permanent effects, although the studies disrégard this possibity. The wises in
Mexico (1881} and or Japan {1892} are cases in point.

¥ Except for Boyd ef gt {2005}, costs are expressed relative bo trend GDP. Assuming that discount rates squat

frand growth rates, the measured costs &% also the cosls relalive 10 pre-crisis GOP,

 in commparison to other methods, relying on historical averages may oversstimate end oulpul This s

pariicularly true is averages are caloulated over shorter periods, 85 many baaking crises tend to be preceded
by unsusiainaldie bonms. A higher estimate of trend would inply higher costs of triges,

Some shudies ix the length of orises ot four years (eg Lasven and Valencls (2008} or delermine it on the
hasis of expert judgment (eg Hoggarth st al (2002 or allow 8 W0 be delermined endogencusly by assiming
#at crises end when the level of GOP relums o its pre-crsis level {eg Cecchetti of g (2008)) or 1o the pre-
crists freng {ey Hatgh et al (2008)).
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estimates, the analysis assumes that different fractions of output tosses experienced i 2009
ave permanent {25%, 50% and 100%). Losses are expressed relative to 2009 output.

A key parameter that influences the magnitude of cumulstive losses is the choice of discount
facior, especially in the case of studies that find permanent effects. Table A1.1 reports the
average oulpul losses shown i each study, even though different studies are based on
different assumptions, For example, Boyd et al (2005} use a discount rate of 5%, while
Haliane (2010} uses 2.5%. In this reporl, fo provide a conservative estimate, permanent
drops in steady-state output (ie those in the third group of studies reported in Table At 1) are
converied into cumulative fosses (CL) by discounting fulure losses with g 5% discount rate
fie CL = 3{1-q) with the discount factor a = 1/{1+5%)}. A a lower (higher} discount rate would
imply higher {lowsr} cosis,

One paper in the lterature (Ramirez (2000) finds that banking crises have long-lasting effects
on long-term growth rafes, no just the level of oulput (see Table A1.3). The study relies on
data from 1894 in the United States. Using a panel of all US states and controlling for other
factors, the analysis finds that increasing banking fragility (measured as the ratio of deposils
in failed banks over total deposits} by 1% reduces the average annual growth rate between
1600 and 1930 by 2-5%.

Results
Tabie A1 shows that resuits in the literature are surprisingly consistent.

Studies in the first two groups, which compare GDP &t the beginning of the crisis 1o the
trough or to the point when its growth recovers, find a drop of around 10% relative to pre-
orisis GDPF. Costs tend o be somewhat lower for samples ending in the late 1080s {(iMF
{1888), Bordo et al 2001} Hoggarth st ai (2002)). The resulls of these two groups are not
faken inlo account when analysing the range and median of cumulative output iosses of
banking crises. The reason is that they refer to the difference in GDP betwesn two points in
Hme and, withowt some indication about the length of crises, they cannot be mads
comparable to the cumulative measure of costs adopted in this report.

Within the third group of studies, which measure pointin-ime losses in the presence of
permanent effects (3 in the main text), there is a considerable difierence between those that
measure deviations of potential custput (eg Barrell et al (201028} or Furceri and Mourougane
{20G08)) or deviations of actual oulput (eg Cerra and Saxena (2008}, Turini ef al {2010}, IMF
{2009}, Furceri and Zdzienicka (2010}). The former studies find a permanent drop of 2% affer
a banking crisis, while the latter find effects of the order of 7.5-10%. The figures reported in
the first column of Table A1.1 for this group of studies convert the estimates of a permanent
drop in the level of GDP fo a cumuiative Ioss figure that is comparable to that reported by the
next group of studies. The calculatoln was based on a 5% discount rate, as described above,
and # corresponds o cumuiative losses in the range of 42-210% relative 1o pre-crisis GDP.

The cumulative loss estimates listed in Table A1.1 for the fourth and ifth group of shudies are
raported directly by these papers. They correspond to the average effect found across all
crises in each study (Table A1.2 reports episade-specific loss figures for BUBS countries ag
reported in the subset of all studies that provide the disaggregate estimates).
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Table A1.1
Cost of & banking crisis relative to pre-crisis GDP!
Regsully reporied in the lilerature
Cumulative Indastrial = Emergi
Study iosses Mean Mn  Max sconomisy? mﬁ&g
Differenice batween GDP at beginning and end of period
Poerod from pesk {o trough®
Reinhart and Rogoff {2008} g & Pl
Cecchettt et at {2009) g H 4z
Period until growth rate recovers®
Bardo et of {2001} {sample 197307 ] 7 8
Bords ¢t af (2001} {sample 1016-3¢) 1 12 ]
IAF (1808 12 14 12
Hoggarth of al (2002 14 13 15
Rresrmirglc-Kunt ot 8 {2005) 7
Hutchison and Nauberger {2005) He
Infinite hovizon {permanent effects)
Cerrs ad Saxena {2008} 158 7.5 15 4
Tutini ef at {2010} 97 a4
BAF {2008 210 14 11 §
Furcer and Zdrienicka (201D 1 45
Furgert and Mourougane (2008} 42 2 15 4
Barrel ¢ of (20108 42 2 g 23
Cumulative fosses
Period from peal to and of orisls
Hoggarth e st {2000) 18 18 g 122 a 14
i seven and Valencia (2008} P 26 0 125
Haugh of af {2009) 2 21 w40
Cecchell et at (2005) 18 18 8 18
infinite horizon {permanent effects)
Boyd et o {2005y Method 1 83 &3 & 184
Boyd et &l {2005 Method 2 K17 207 6 184t
Haldane 2010F 200 0 & M
Orises have no permanent effoctst
Average cumilative losses 8
Hodian cumplative losses 18
Crizas have permanent effecty’
Avarage cumdalive losses 145
Median cumulative Tosses 158
Afl studlies
Averaps cumulative losses 108
Median cumulative ioases 83

' Cosis are expressed relative 1o pre-orisis ODP. I studies nommalise costs by the rend, tha teble assumes
that the discount rate equals the rend growth rate. in per cent “ Results cannot be converted to cumuistive
losses as the duration of orises is unknown  * Permanent drops in Steady-state Gulpt are converted into
cumuistive ipsses (CL} by discounting future tosses with a 5% discourd rate (CL = S wih g =
HHE%)  ? There is no unigue definition of developed economies and emernging markels. Hoggarth et g
{2002} and Cera and Smeena {2008) distinguish between high- and jow-income countries, Using this
classification, the IVIF {2008 doss not iind significant differences. Results shown in Tabis Al t sre basedona
classification of high and low financigl development. Borde & & g{}{‘d} and BAF (1988 use
judgment.  ° Results are for world GDP. As a percantage of 2009 oulput. ~ Median across studies shown
under "Petiod from peak 1o end of crisis®.  © Median across studies sliowing for permanent effests.
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Overali, the terature finds large costs of banking crises. The median cumulative output loss
across all comparable studies is B3% of pre-crisis oulpyt. The average loss is higher,
exceeding 100%. These figures pool results from all studiss for which cumulative losses can
be calculated (ie all figures reported in the first column of the talde}. For studies that assess
the costs of crises over z specified period, hence implicitly assuming that effects are only
transitory {the third group in the table), the median cumulative loss estimate s 18%. Studies
that explicitly aliow for permanent effects {ihe last two groups of studies) bave a much higher
median estimate of cumulative loss, equal to 158%. it should be noted once again that these
median bsses are sensitive fo the choice of discount rate, as this affects the resulls of the
conversion of permanent drops in oulput into cumulative lbsses. For example, the median
loss across all models is 82% if a discount rate of 2.8% is used. However, effects of higher
discount rates are less significant. Even with an extreme discount rate of 10%, the median
lnss would stiff be as high as 50%.

To provide ranges, Table A1.1 also shows the minimum and maximum costs for individual
crises, whenever this information is available. The highest cosis are of an order thres {0
saven tirmes higher than e average. The minimum is generally zera A closer ook indicates
that this may be driven by definitions of what constitules a systemic banking crisis. For
example, some studies assume that Canada had a banking crisis in 1683. While two small
hanks faded, experts &t the Bank of Canada do not consider this event a systemic banking
crisis.* Unsurprisingly, most studies find zero outpud costs for this crisis.

Table A1.Z shows the costs of arises in BCBS member countries. Owing 1o data availability,
this can only ke done for 7 of the 21 studies shown in Table A1.1. Sometimes this
information is not provided; in other casss the methodology used does not aliow for the
computation of crisis-specific estimates. Thig, for example, is the case for all the siudies that
iry to measurs the permanent drop in output following a banking crisis, as the regrassion
analysis yields, by construction, an average estimate across countries. It is apparent that
there are no significant differences between G10 and non-310 members. Haldane (2010} is
ihe only study eslimating costs for the current onsis. For world GDP, estimates range from
% o 350% relative to 2009 autput {Table A1.1). Resuils are even larger for the Unifed
Kingdom, where the upper estimate exceeds 500% (Table A2.1) Several studies also
distinguish between industrial and emerging markets economies. There is a clear mdication
that costs of crises are, if anything, actually fower for emerging market economies.®

Robustness

Papers in the Hterature ganerally underlake a range of robustness issts. These indicate that
the dating of crises or the estimation of trend output can impact on the specific point
astimates for costs. Mowever, Table A1.1 highiights that resulis ascross siudiss are
consistent, even though samples and corigis dates vary substantially. Furthervore, the
lterature has also explored many different methods for calculating trends, ranging from
historical averages, statistical filters, regression analysis, OECD estimates of potential output
to estimates of potental output using production functions.

= Thig information is based on work by the Macro Variables Task Force of the Basel Commiltes,

“ Tnare s 6o unigue definition of industrial sng emerging marke! economiss, Hoggarth of & (2002} and Cera
and Saxena (2008} distinguish belween high- and low-ntome countries. Using Bhis classification, the IAF
{2006} doss not find significan! differences. Results shown in Table AL1 are based on a diassification of high
angd fow fingncial develppment. Bordo et al {2001} and IMF {1998} use judgment.
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A key issue when estimaling the costs of crises is to recognise the possibility that they may
be the result of large shocks 10 the real economy {ie, be endagenaus). i this is the case, the
measured costs would - at least partially - not be the costs caused by the banking crisis,
lsading to an overestimate,

The literature attempts to control more formally for this problem. Two studies {Bordo et gl
(2001}, Haugh et al (2609}) compare the culpul costs of normal recessions with costs of
baniing crises and show that the latter are around 3.5 o 4 timss iarger, Hoggarth st &
{2002} by to conirol for endogeneily by malching crisis countries with sivdlar non-criss
couniries. The average cosis controlling for endogeneily are broadly similar 1o those without
controliing for it (13% versus 16%). Cerra and Saxena (2008) run a range of robustness
checks. in all cases they continue to find significant permanent drope in long-run output
following a banking crisis. Even the lowest estimales indicate a dmp in the level of the long-
run frend by 4%. More generally, it has also baen shown that many banking crises are not
preceded by a growth slowdown/recession (eg Alfaro and Drehmann {2008)). The current
crisis is 8 good exampie.

Ramirez (2009) underizkes a very clean historical study comparing Nebraska and West
Virginia following the US banking crisis in 1884, While no banks failed in West Virginia,
Nebraska experienced a relatively high fallure rate. Controlling for other factors, the author
shows that Nebraska grew on average 1% l8gs per year in 1800-30 than Wast Virginia.
These resufls show very large costs of g banking crisis, First of all, the author does not even
consider the first seven years after the outbreak of the crisis, even though significant costs
were found during this period in all other studies. Second, in comparison to gl other studiss
these results show 3 ong-run reduction not only in the level of cutput but also in its frend
growth rate.
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Table A12
Estimated costs of different crisis episodes:
results of selected studies for a range of crises
As a percentage of pre-crisis GDP’
Startof | Paskio . Cumuiative losses allowing
crisis? trough Cumulative losses untit end of orisis for parmanent effents
Cecchelti | Laevenapd | Moggarh | Cecchets | Haugh Bovd et Boyd s Haidane'
etal Valanei ot 5 at g et al B | My
Argenting 1880 4.9 138 289 A4.5
Arganting 1988 12.4 10,7 8.1 152
Argenting 1985 6.1 74 5.8 52
Asgenting 2001 151 47 288
Brazi 1590 14 122 84
Brazi 1904 25 80 a0 1.8
Canatta 1933 8.0 0n 86
Fintamd 1991 18 581 448 a6y 406 4738 972
Franee 994 07 72D 27
Indonasia 1997 181 8.9 281 507
1097,
Japan 15492, 34 178 717 8.7 123 EZ5Y 555
1980°
Korea 1997 g2 50 1 128 8.3 £84.4 477
Weios 1881 513 8.0
Maxico 1994 104 4% 5.4 0.7
14914,
Notway 1988, 15 0.0 271 ] 34.8 3138 86.4
a7
. 4877, .
Bpain for0t 1223 10.1 4884 188.2
Sweden 1881 5.8 306 38 1.0 8.7 2567 58.4
Yurkay 2000 83 5.4 8.1
LK 1874 265
LK 2008 130-820
1088,
us 1484, 4. 0.0 114 o 4
o
Average of shown rises 83 234 28 17.1 20 3114 880 s

¥ Costs are exprogsed refative o prvonisis GIF. I studies nomalise cosls by e frend, the able assumes that the
discount rate equals he trend growth rale. 16 per cent,
saveral vears are providod, the referances for the crisie dating used In the studies are (a) Lagven and Valendis LV}
1987, Hoggarth st al (HO) and Haugh et af {(HA) 1692, Boyd ef ol (B) 1980; b} LV 1891, HO and HA 1988, B 1887;
¢} LV IRTY, HO 1977, B 1977, HA 1882 d) LV 1988, HO 1988 HA 1980, Cecchettl ot al {20087 base their crsis

dating an LY.

The dating of crises i3 not the same across stugies.

® To caloulate cumulative costs of perrnanent aifects, Boyd sl af (2008) rely on projections of future

GDP 88 23, To provide conservelive estimales, the study also shows resulls whan only sciual date are used
M1 ¥ As a percentage of 2008 output.
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Table A1.3

The reduction of annual GDP growth in the
iong run following a banking crisis’

Study

Meaan

Controlling for endogensity

Rariirez {2008)

1=3

F
[

' The study analyses the impact of defaulted deposits on the average anmual growth rale in 1908-30
foiowing the US banking orisis in 1884, The table shows results for the average defeult rsie, given the

estimated range in the paper.

Tabie At 4

Banking crises in BCBS couniries since 1988"

Reinhart and Rogoff

Laaven and Valencia

{2008)"" {z008)™"
Argentina 1089, 1844, 2001 1988, 1885, 2001
Ausiralia 1689
Beigium 2008 2008
Brazi 1980, 1894 1580, 1994
Canada
Ching 1967 1988
France 1984, 2008 . 2008
Germany 2067 2007
Hong Kong 1968
incia 1693 15983
indonesia 1992, 1887 1897
ialy 1980
Japan 1992, 2008 1897, 2008
Korea 1986, 1897 1857
Luxemburg 2008 2008
Mexico 1982 1594
Netherlands 2008 2008
Russiz 1495, 1998 16558
Saudi Arabia
South Africa 1889
Swedan 1881 1981
Bwitzerland 2008 2008
Turkay 18491, 2000 20600
United Kingdom 1881, 1885, 2007 2067
United States” 2007 1988, 2007
Erequency of banking crises 1986-2009"
Al BCBS courntries 5.2% 36%
G110 countries 5.2% 41%

¥ Both papers were published prior 10 the failure of Lehman. The daling of the recent crisis is based on the
stict crisis definition by Boric and Drehmann (30091 ° The taginning of the saviaags and ioan orisis

according to Reinhart and Rogoff s 1984 and therafore excluded from the table,

The Feguency i

calculated as the number of crises divided by the number of couniries iIn the sample Imas the years from
1985 to Z000. Adjusting for a three-year duration of srises and considering Russia and Ching only from 1882
onwards will incregse the Fequency o 5.8% (6.8%] and 3.9% (4.3%:) for 58 BCBS {G10) countries.
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Graph A1.1

The evolution of output after banking crises’
Ag a percentage of the pre-orisis rend

Full sample Low financial develnpment High financial deveiopment

"

Tt 2 3 4 & 8 ¥ 5 2 3 4 8 @& ¥ 8 1 2 3 4 & 8B 7 8
" Mean difterance o year t= 0, first vesr of oisis o = 1; financial develagrent is messurad by the craditie-G0P atio,
Sourer: B4F (2006
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Annex 2

A brief summary of the crisis prediction/simulation models

This annex first provides methodological details of the models used 1o estimate the impact of
tighter requlatory standards on the annual likelihood of a systemic banking crisis. Ut then
discusses individual resuits,

Methodology

] FSAINIESR model

Researchers at NIESR and the UK FSA (Bamell et al {2010b}} estimate a logit model
explaining the probability of banking crises with the aggregale capital ratio, the aggregate
liquidity ratio, the current account deficit and house price changss. Their sample includes
annual data for 14 QECD countries from 1980 until 2008. And their sample of crises covers
systemic and non-systemic crises from the World Bank {2003} crises database, updated for
recent evenis. The final equation of the NIESR model is as follows:

Probicrises}= f{-0.34Lev_  ~0.114 _Lig_, +0.08Rhpg ,~024Chr , }

Lev is the ratio of iotal capital over total assets, A_Lig is the ratic of cash and balances with
the ceniral bank plus securities over tolal assets, Rhpy is real house price growth, and Chris
the ratin of the current asccount balance over nominal GDP. All the coefficients are
statistically significant at least at the 5% level Subscripls indicate time lags. As in other
studies, the lags are included o limit the nsk of reverse causaiity, ie that crises affect capital
and liguidity rather than the other way round.

Results shown in Table A2.1 are based on satling the inilisl level of the lqudily ratio, the
current account deficit and real house price growth al the respective mean across all
countries in the sample for 2008. Ratios for TCE/RWA are mapped inlo the leverage ratio by
foliowing the methodology set out in Annex 5 and taking an average across kEuropean and
US banks,

{if} Bank of Japan mode!

Researchers from the Bank of Japan {(Kato of al (20180 estimate a probit model for 13
QECD countries, using annual data from 1980 1o 2008, Crises cover both systemic and non-
systemic crises, as identified in World Bank (2003} and Laeven and Valencia {2008} The
authors estimate specifications with and without interactions among variables.

The final equalion of the model withoud interaclions is

Probierises )= fe—0.15Leyv ; ~0.034 _Lig ,~001L Lig ,+ 04Rhpg -0 17Ckr , }

and that of the modal with interactions

Probycrises j= [(~096(Lev.,* A_Lig =035 fev %L _Lig 3+ DSRhpg . ~0.04DRAp ,—0.22CHr , )
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Lev s the ratio of total capital over total assets, A_Lig is the ratic of cash and batances with
the central bank plus securities over otal assets, L_Liy is the rafic of customer deposits to
total deposits, and Rhpy is real house price growth. Chbr is the rafio of the current account
baiance to nominal GDP. All the coefficients are statistically significant in bolh specification at
lsast at the 8% level. Subscripts indicate fime lags.

Results shown in Table A2.1 are based on setting the initial level of the liquidity ratios, the
current account deficit and real house price growth at the respective mean across all
countries in the sample for 2008, Ratios for TCE/RWA are mapped info the leverage ratio by
following the methodology set out in Annex 5 and taking an average across Eurgpean and
LS banks.

{#i} The estimated porticlio modef

As with other portiolio models {(see below), this approach calculates the probability of a
systemic crisis by interpreting the banking system as a portiolic ¢f banks {the analogue of
individual securities for portiolio credit risk modeis). For this report, it is assumed that
systemic risk materialises when four or more institutions fail. Default correlations are based
on Moody's KMV estimates of the institulions’ asseb-return correlations in order to derive the
sensiivily of banks’ assels to common shocks. The model is estimated for the 51 largest
barks giobally and shocks are assumed to foliow z normal distribution.

Bank-specific probabilities of default (FDs) in the estimated portfolio mods! are based on a
simple logit modei linking capital and liquidity ratios to the lkelihood of defaull, The logit
model iz estimated for a sample of over 110 large globally active banks - including the 51
barnks considered in the final model — using dats from 2000 untif 2008. The identification of
stressed banks is based on input from national supervisors. A range of models has been
estimated, dronping varous countries of including other control variabies. But the resulls for
the leverage and liquidity ratio are very robust. For the simulations shown in this paper we
use the following specification

PDbank)={1-0.5-50%Cap.; -3%L_Lig

where Cap is the ratio of TCE 10 total assets and L_Lig the ratio of custormer deposits fo tofal
liabilities. All the cosfficients are statistically significant at least at the 5% level. ™

Resuils shown in Table A2.1 are based on setiing the fiquidity ratic gt the end-2006 leve! for
individual banks. Correlations are based on end-2007 data. Ratios for TCE/RWA are
mapped into the ratio of TCE over total assets by following the methodology set out in Annex
§ and faking an average acress turopean and US banks.

{iv} Bank of Engiand Merton-style model!

In order to quantify the link between the banking sector’s capitalisation and the liketihood of a
systemic banking crisis, researchers at the Bank of England used a Merion-sivie structural
credit risk model based on Eisinger et al (2006). The framework captures two channels of
system-wide risk: {1} the risk that banks fail simultaneously, because their asset values are

* ‘fhe ratio of Hquid assets to total assets was also incorporsted in some sstimations byl found & be
insignifivant.
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correlated; and (i) direct balance sheet links between banks, firough which the failure of one
bank can cause the faliure of other instiivtions.

The model is calibrated using data for the five largest UK banks, with a systemic arisis
defined as the joint default of at least two of these banks. Following Merton {1474}, the
volatility and the covariance of each bank’s assets is inferred from the volalilily of the market
value of its equily. The resulis are sensitive {o the period over which it is calibrated. The
more volatile equity prices over the period, the greater the inferred volatitity of the bank's
zssets, and the greater the chance that the asset value falls sufficiently to push a bank’s
equity helow the threshold for faillure. The reporied resulls aliow for some uncertainty in this
viability threshold.

{¥} 8IS model

The BIS model is a variant of a mode! developed by Tarashev and Zhu (2008}, it interprets
the banking system as a portfolic of banks and estimales the loss dislribution arising from
bank defaulls. Bank fallures are comelated. Comelations are based on Moody's KMV
gstimate of the institutions’ assebreturn correlations. i contrast 10 the BoE model and the
haseline version of Tarashey and Zhy, which assume that shocks o banks’ assels are
permally distributed, the mode! assumes a T distribution with four degrees of freedom. This
distribution has fatter falis. The model is estimated for the 51 largest banks globally.
Correlations are baged on end-2007 data. For this report ¥ is assumed that systemic risk
materialises when four or more instilutions fail. Ratios for TCE/RWA are mapped inlo the
ratio of shareholder equity over fotal assets following the methodology set ouf in Annex 5 for
European banks,

When simulaling the impact of higher capital levels on the probability of systemic crises, the
Bok and BIS models hold all other parameters, insluding the volatility of assets, constant. If
banks, however, take onh more fisk o compensate for higher capilal requirerments, this would
tend to reduce the marginal impact on the probability of fallure of individual institutions and
hence of systemic risk.

{vi) The Bank of Canada stress testing framework

The simudations in this report use the stress testing mode! developed by researchers at the
Bank of Canada. Details about the model and data are providad by Gauthier ef al 010}
The authors ook at six major Canadian banks for the period ending Q2 2008. The madel
generates the distribution of credit lpsses at Canadian banks under a severs bul plausible
scenario. It incorporates the impact of exiernalities through counterparty credit risk and asset
fire sales. Asset fire sales are triggered whenever the Tier 1 capital ralio of g bank falls below
7% {the minimum required by the Canadian regulator) In case of an asset fire sale, the
equitibrium price for Hiiquid assels is obtained from a calibrated demand curve and the
endogencus aggregate supply of assets. Contagion occurs through counterparty credit risk
and mark to market acoounting as in Cifuentes et al (2005).
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Resuits

Table A2.1 shows simulation results for each model for different capital and liquidity ratios.
Table A2.2 summarises this information by looking at average resulis for different modeliing
approaches.” This able in tum provides the basis for results used in the main text {Table 3}
The summary resulis do not include the stress testing exercise conducted by the Bank of
Canada. The fact that these results reflect the links between fiquidity, capital and crisis under
stressfui scenarios sels them apart from the resulis of models that are more geared {o
average refationships. Had the stress testing resulis been included in the averages reported
in Table AZ.2 the conclusions would have been qualitatively identical but the marginal impact
of Hoyuidity would have been smalier.

The simuylations of the reduced-form models indicate an average probability of a systemic
crisis of 4.1% when the capital ratio is 7% and there is no change in any of the liquidity ratios
from their pre-crisis levels. This is at the low end of the historical average of 4-5% Within the
framework of these models, increasing capital ratios by 1 percentage point reduces the
annual probability of systemic crises by around 26-30%, depending on the starling level of
capital. For example, the reduction in the probability is from 4.1% to 2.8% when capital is
increased from 7% to 8§%. Meeting the NSFR, as modelied by a 12.5% increase i the ratio
of ligquid assets over wtal assels (see Annex & for @ detailed discussion of the mapping
between mesting the NSFR and the liquidity ratios used by the reduced-form models), has a
somewhat lower effect as # reduces the annual probabilily of crisis by around 15-20%.
increasing the liquid assetl ratic by 25% or even 50% has clearly a larger impact on the
likelihood of systemic crises.

The two reduced-dform models estimated by researchers from the Bauk of Japan also
incorporate the ratio of deposits refative fo total liabilities as ancther hquidity ratio. Using
these madels shows that increasing the ralio of deposits 10 total assets by 10 percentage
points {one way of increasing funding liquidity) reduces the probability of crises by around
one sixth (eg 4.1% 10 2.9% for a 7% TCE/RWA ratio).® A 20 percentage point increase
would lower the probability by more than one third {eg 4.1% to 2.4% for a 7% TCERWA
ratio).

The second panel of Table A2.2 reporis gverage results based on portfolio credit risk
models. The resuits of these three models are similar to those coming from the reduced-form
approaches. For instance, increasing the ralio of TCE to RWA from 7% to 8% reduces the
probability of crisis by roughly one third (eg 5.1% to 3.1%), with no change in liquidity,
Increases in the ratio of deposits o total Habilities also serve to reduce the probability of &
crisis. Butl this is only captured by one model

The last panel in Table A2.1 reports the impact of liguidity and capital ratios on the tikelihood
hat two or more banks default, conditional on a very severe macroecehomic shock In this
environment, higher capital ratics clearly have large benefits. increasing capital ratios from
7% to 8% decreases the likelihoad of a syslemic crisis by two thirds {sg from 4.7% to 1.7%)
with nt increase in liquidity. By design, the role of liquidity is limited in the siress test model
Nonetheless, higher lquidity buffers are stilt found to vield a modest bensfit. For example,
when the capital ratio is 7%, increasing the ratio of liguid assels by 25% reduces the
fikelihood of orisis by around (.1 percentage points {eg rom 4.7% to 4.6%.

= Given the small nusher of models e average rather than median is presented. However, using &l models
the average and median are very similar.

* Resulis shown in Toeble A2.Z indicate & diferent mpadct as the average for "no increase In liguigity’ sise
incarporates the FOA model
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Table AZ.1
The annual probability of a crisis for different capital and liquidity ratios'
e cmﬁ " increase in e in N . increass in lHabiliy side
TCERWA e depasis over el m? onts liguidity: and increase in
Hiquitity tolal iabilities fipuid aunet ratio
19 20 25 25 80 10 25 25
FSA modet 8 88 [ 5.4 42
7 55 4.8 472 33
8 43 KX 33 z8
g 34 30 25 20
1% a7 24 21 1.8
11 2.4 18 1.8 1.3
12 1.7 1.5 13 1.0
13 13 14 1.4 68
1a 10 08 0& a5
15 0.8 8.7 46 3.8
Linsar Bod k1 332 28 25 2B 1.8 11 1.7 o8
model 7 8 22 20 1.9 14 a8 13 3.6
& 19 17 1.5 15 1.1 35 18 38
g 15 1.3 1.1 11 0.8 34 a7 3.3
10 11 1.8 09 0.8 08 a3 HE Gz
11 0.8 7 a8 0.5 0.4 oz 0.4 8.2
12 08 2.5 a5 0.8 03 8.2 3.3 314
13 1.5 04 3.3 03 0.2 HA 4.2 a1
14 0.3 0.3 a2 8.2 02 13 3.1 8.3
15 .2 0.2 a2 0.2 0.1 8.4 8.1 AL
Newvlinear = 7.3 8.3 EH 59 47 28 4 2
Bod rpdel 7 4.2 386 25 32 2.5 1.2 1% 8.3
& 232 18 1.4 18 1.1 121 131 63
4] 1.2 0% [1X:] 0y 1% 02 a3 o
10 08 4 G3 0.3 434 0.4 &1 8.0
1 0.2 0.2 81 0.1 01 1.4 8.U 0.0
12 i1 3.4 2.4 4.0 (s34} 0.4 2.4 [
13 0o .0 §5.0 j113] 4.0 0.8 K1) 0.5
Beaftorme-ug G B2 3 5.4
approach 7 58 4.9 4.3
& 38 332 28
8 28 2.1 1.9
10 18 14 1.2
11 1.0 8% o8
12 {47 2351 0.5
13 {14 G4 03
4 0.3 az 0.2
15 0.2 3.1 0.1
Bol maoddet & 28
for maior 7 (31}
LI Banies i1 2.5
g k3
10 0.3
11 01
12 4.9
BES miceied & AL
for globa 7 38
panks & 2%
8 23
10 1.8
14 1.4
12 1.3
i3 1.0
14 a8
15 a7
Bol strass 4 5.4 i34 5.1
testing 7 4.7 A8 4.5
et 8 1.7 1.8 2
4 [N 4.1 33
13 G 2 31
Hisloriosl average f vy

¥ Once the lketthood of orisis reaches zero, higher capital ratios are not shown.
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Table A2.2
Average annual probability of a crisis for different modelling approaches
{all numbers in percentages)

Tangibla common {Bo inoresse Ingrease in deposits aver oo Hiyuld assats vver total assets zﬁi@?ﬁﬁkgiﬁ
squity overrisk. | in Hguidity tolai iabilities fiquid asset rafio
weightid assets

10 78 125 25 5 1575 2; 50
Models poorporating changes in fuuld assels ireducad-domn modalst
§ 58 45 40 48 40 ¥ 29 14
7 41 238 pa 33 27 18 18 4.7
§ 28 18 1.5 23 18 12 49 04
§ 24 11 tLe 18 1.3 G5 g8 4.2
i 15 0.7 48 12 18 &7 8.3 HA
11 1.1 g4 04 G4 o7 A .2 HA
12 g8 23 0.3 a7 33 4 41 HR]
13 i 4z 42 a5 04 63 &t ik
14 S 4.1 % 04 0.3 G2 &1 &3
1% 43 41 A 03 3z G2 &4 4.8
# modals® 3 2 Z 3 3 3 Z 2
Models unalis o assess changes i lawd asseds {portfolio sredit dsk models)
§ 87 7.3 g4
7 51 48 43
8 3 32 28
g 18 21 18
13 1.3 14 12
1t HE 0.8 1)
12 L 3.8 Y
13 1. 0.4 33
14 4 3.2 ¥
18 73 01 81
& models® 3 i i
All models®
& 72
7 48
& 30
g 1.8
1 1.4
11 1.4
12 a7
13 8
14 a4
i3 1R
¥ modals &

' Mesting the NSFR is modelied by 2 12.5% intrease in the fiquid asset ratio, ? The NSFR equals 1.12 ¥ fiquid

assels inCreass by 50% for the averags bank,

7 When only twe models arme reported these are the linear and

nontinear BoJ mogels, ¥ When only one model is reported this is the Estimated Portfotio Modsl,  ° Average
across all mduced-form and portioho credil risk models,
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Annex 3

Mapping higher capital and liquidity requirements to lending spreads

This annex provides delails on how the increased cost of higher capital and liguidiy
requirements are mapped o higher lending spreads. The calculations are based on a
represeniative bank for sach country, with the resulis averaged across countries o arrive at
the estimates reported in Table 7. The calculation assumes that the RGE and cost of debt do
not change with lower leverage it also assumes that banks pass on any additional costs o
lending spreads, and do not adjust other sources of income of operating expenses. For each
couniry, the impact on lending spreads is calculated (i) assuming no changs in RWA, and (i)
allowing RWA to decline as sieps are taken to mest the NSFR (namely bolding more
government bonds relalive 1o other investments). Within each scenario, the cosls are
caicuiated for incremential increases in capital ratios of 1 percentage point These costs are
linear in the increase in capilal ratios.

The exgrcise is conducted as follows. A representative bank for sach couniry is constructed
basad on aggregate banking sector data for 13 CECD countries. income slatement and
balance sheet data from 6,800 banks are averaged over the 15.year pericd from 19803 fo
2007 These represeniative banks proxy for a long-run average of “steady state” reflecting
sach country's instifutional setting and regulatory framework. All variables are standardised
by dividing Dy a bank's total assets in a given year,

Table A3.1 shows the stylised balance sheet and income statement based an the simple
average of the representative figures for each of the 13 countries. All Hems are shown as a
percentage of total assets. Loans represent about half of the typical banks’ assets, foliowed
by investments (18.1%), interbank claims {12.2%) and trading-reiated assets (10.4%). These
assets are funded primarily by deposits (43.5%), trading-related liabilities (15.2%), debt
{14.2%} and interbank funding {12.8%). Shareholders’ equily represenis 5.3% of assets, of
which comynon equity is the majority (4.7%). Risk-weighted assets represent around half of
total assets.

An metapsment of e jong-term economic impact of the new regulaions fremewak 47
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Table A3
Stylised balance sheet and income statement across 13 countriss, 19832007

Batance shoot Average inzome statement Average
Cagh and balances ai central banks 23 intevest income 5%
interbank claims 122 irtarest supense 45
Trading-related asseis 104 A Netinkgrest incyne 1.8
Netloang, leases and morgages B.e Trading incoms s34
investments and secutities 15.1 Nom-dnerest income ox Fading 13
Cther assels 74 8, Non-interast incoms 15

CF whishy: goocheill and infangibie agsels 1281 £ Tomd revenues (A + 8 33
FOTAL ASSETS 130G Porsonmd exXpenses 0.8

Other adminisiralive expenses 12

Deposits by custormers {rafall, corporatal 435 0, Totat operaling expenses 1
interbank funding 1285 £ Operating proft D53 12
Trading-refated hatefilies 152 F. income lax provision 0.3
Dabi 4.2 (. Net income {retuns on asssin) 08
Ciher liabililios 83
TOTAL LIABILITIES 947
Cornmon $ock 4.7 Fetum on equity (ROE %) 14.8%
Prefered stook 83 Levarags mullipl 78.5x
Minority interesis oz
Clher reserves and equity ] Average effective tex rate [%] 33.4%
TOTAL SHAREHOLDERE EOINTY 53
TOTAL LIABIUTIES & STOCKHDLDERS EOLETY 1000
Risk-weighiad assefs / tofsel assels 529

1. As a percentage of tolal assels.

in terms of the composition of net income, net interest income is 1.8%, with non-interest
income also important at 1.5%. Tolal operating expenses amount o 2.1%. Personnel
expenses represent closs o 43% of total operating expenses, Net income {or ROA) s 0.8%,
implying that the average retum on equity (ROE) is 14.8%. The average historical tax rate is
33.2%.

Calculating the impact of higher capital requirements

The impact of higher capital on loan spreads is measurad as follows, All formulae referenced
below are listed at the end of this annex.

. A representafive bank balance sheet and income statement for each country is
consiructed by taking the weighled average across & counkry's banks from 1983 o
2007, Equations (1) through {4} show the standard accounting relationships.

. The cost of equity is set at the 15-year average ROE for each country (equation 5).
Equity is the most expensive form of capital. Debi is less expensive due to s higher
claim on a bank's assels and its tax advantags in 8 number of junsdictions. A
margingt tax rate of 25% is used in this analysis.

. The costs of deposits, short-term and long-term wholesale debt are calibrated o
match the historical ratio of interest expense %o total assets. With the cost of
deposits squal to some valus of x%, the cost of short-lerm debt is assumsd o be
x% + 100 basis points and the cost of long-lerm debt x% + 200 basis points
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{equations 6 to 8}, These spreads are consistent with historical averages across the
countries in this samgle, and generate an upward-sioping vield curve. The share of
debt that is less than one year in maturity (tho) is set ot 25% {(equation 10). infersst
expense is then caloulated using equation (11}

3 interest income i3 generated by interbank claims. loans and investments. Trading
income is generated by bading assels mihus trading liabiliies. A portion of
investments {theta) is invested in government bonds that retumn a risk-free rate of
inferest, while the remaining investimenis are invested in higher-yvielding secunliss.
The risk premium on these higheryielding investments is the difference between the
return on investments and the risk-free rate {(@guation 8.

* From this starting point, the quantity of TCE/RWA s increased by increments of
1 percentage point fo meel specific targets of RWA (equalion 14}, The size ang
composifion of the balance sheet is held constant but the relative share financed by
squity and debit changes.

* An increase of TCE/RWA of 1 percentage point generates a smaller rise in equity a3
RWA ara typically only 80% of total assets (equalion 181 This increase in the
guantity of equity is matched by & decrease in the quantity of debl {squation 18} As
the most expensive form of debt, longlemnm debt i the first fo be replaced with
aquity.

) The change in capital structure leads o a rise in the bank's cost of capital, as tax-
advantaged debt is substituted with more expensive equily. A highsr quantity of
equily for a given level of net income leads to a fall in RGE {equation 8. Part of this
falt in ROE is offset by the decline in interest expense due to the smaller quantity of
deb! outstanding (eguations 11 and 18),

* in the central scenario, it is assumed that the cost of equity and the cost of long-term
debt are unchanged. In theory, the cost of equity and debt should both decline as
leverage decreases and the risk of defaull becomes smaller. The estimates in this
analysis therefore are conservalive, as a fall in either of these cosis would reduce
the impact on loan spreads,

) Banks respond to the fall in ROE by raising the spreads charged on loans {alpha,
gquation 17}, The size of the increase in loan spreads is determined such that the
increase in net income exactly offsets the increase in the cost of capitsl, aliowing
ROE to he unchanged (equation 18}

Caiculating the ¢ost to meet the December 2009 proposal far the NSFR

The formuia for caicuiating the NEFR is detailed in the December 7009 BCBS consullative
document, with a simplified version shown in equation 19, The numerator measures the
sources of available stable funding (ASF), with greater weight given to funding sources that
are more stable and least ikely 1o disappesr under stressed marke! conditions. Equily,
ionger-term debt and longer-term liabiilies are the most stable forme of funding, followed by
deposits. The denominator shows assets that require funding, with a factor {(or hairout)
applied based on their expecied liguidation value under stressed circumstances. Cash,
securities with less than one year to maturily and interbank loans do not have {o be funded
and have a factor of 0%, Government debt is considered very liguid and must only be funded
at 8% of face value. Carporate loans and retall lnans that mature within one vear must be
funded 50% and 85%, respectively, assuming that they are not rolled over when thay mature.
All rermaining assets must be funded at 100%. To achieve a target NSFR, banks must extend
the maturity of their funding and reduce the maturity or the riskiness of their assets,
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An estimate of the impact of the NSFR requires details on the composition of investments
held by banks, the stability of their deposits, and the size of “Other assels”. This information
is not available. but is baing collected by the BCRBS through the Quantitative Impact Study
{QIS). In the absence of QIS data, the only way to arrive at a starting value of the N&FR is to
make & number of assumptions. Supervisors in soms countries provided rough estimates for
their banks, and these estimates are applied o all the sample countries as foliows:

. 75% of deposits are siable

. Z5% of securities are less than 1 year in maturity

* 28% of corporale loans are less than 1 year in matunty
. 25% of retall loans are less than 1 year in maturity

. 25% debt is less than 1 year in maturity

. government debt initially makes up 25% of investments

The calculation of the cost to meet the NSFR is very sensitive o these assurmptions, as well
as the relative size of these ¢ategories on banks’ balance shests.
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Formulae used in calculations of cost of capital and liquidity

1. Asgets = Liahilities + Equity
2.Assets = Cash + IBelaimy + Traddssets + Loans + Investments + Gtherdssers
3. Liabilities = Deposits + IBfind + Tradliabs + Debt + OtherLiabs
4. Netlncome = [(Incomeloans + Other intlncome — ItExp) + Nondatlncome —~ OpExpl- {1 — tax}
Netlncome
Eaquity

Sy ™ ROE =

Ty

0. oposss = X%

T Paren = X%+ 0.01

8.7, s = (0 +0.02)

LNy R W

10.Debt, = Debt, - p, + Debt, - (1~ p,}

HLIERp, = £y - Depesits + vy, - (IBfund + Tradliabs + Debi, - p,)+ ¥y - Debe, (- 0}

12, Brvestmerys, = Investmenis, - B, + Investments, - {1~ 6.}

13, Orherintincome,,, = Otherintincome, + Investments,, - A(1— 8y -rp + AOtherdssels - rp ~ Mash ¥,

14.7ierl = £
RWA
15,8, = E, +ATierl  RWA,
16. ADebt = ~AEquity
17 lncomeloans,,, = Incomeloans, + o - Leans,
[(Ragz-i : gm)
18

(1~ tax) ~{Otherintincome, , — ntExp,,, + Nonlntheome,,, ~ OpExp, }} ~ fncomeLoans,

Loans,,
ASF  Equiy+ Debt, -+ Liabs,,, +{StableDeposits ,,, -85%) + (OtherDeposits - T0%)
RSF (GoviDebt - 3%} + (CorpLoans ,, - 50%) + (RetLoans,, , -85%) + (Otherdssets - 100%)

20.ARWA = (Investments, - 8, — Investments, 6,y riskweight,, .

19. NSFR =
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Summary of assumptiong and impact on resulls

Assumplions

Sensitivity of resulls

Cost of deposits < cost of short-derny debt < sost of long-
termn dabt, where the cost of short-tarm debt s the cost of
deposits + 100 basis points, and the cost of lang-tern
debt is the cost of deposits + 200 basis points. Interest
rates for these Habilities are then calibrated to the long-run
avarage interest expenss based on observed balance
sheet quantites.

A fial or downward-sloping viekd curve would
reduca the cost to meet the NSFR.

Cost of pquily in steady-siale = long-lerm average of ROE

The resuils are sensilive 1o the gap between the
st of debi and aguily.

Marginal tax rale = 28%

Historical average across sample = 33%

Steady-stele balance sheel and income statements can
ke approvimated by the fong-lerm historical average.

The cost of maeeting the higher capital and liguidity
requirements is conditional an the structure of
banks’ balance shaels. For Bis reason, results are
reporied for 13 different countries with diferent
halance shest siruchures.

ROE and the cost of debt do noi change with changes in
capital levels. In theory, & rise in capital levels and 2 fall in
financial levarage should be associated with & dedline in
baoth the cost of equity (ROE) and the sost of dedd,

Reductions in ROE and cost of debt would ratiuce
the cost of meeting capital requirements.

The redative shares of the Toliowing ams on bank balance
sheets do not change with changing capital ipvels:
inferbank clairns and funding, trading assets and labilifies,
loans, deposits and other lablliies.

Changss in these quantifies would reguire an
estimate of the change i the relaled hwoms tems
{eg trading income}, or the cost of different sources
of funding {eg depositsl.

Ali #tems in shareholders’ equity qualify as Tier 1 capital
The cost of preferred shares and other hybrid insruments
is agsumed fo be he same &5 the cost of equity.

The estimate of the marginai cost 1o increass Tier
1 capital i not affected by the ovels of these
Hems. Reducing thel relative cost would reduce
e impadt an lendiny sprends,

Al ncreases in the guantity of Tier 1 equity are offset by
regductions in the quantity of jong-term debt

Heduing shorbdanm debt instead would raise the
sost of capital by more, as the cost of shorbdeny
debt is below long-term: debt. But this aption would
worsern the NSFR,

GHf-balance sheet llems are not included, except
sontingent iabilities. Commiited but undrawn creditlines
and other contingent Habilities are sach assumed 1o be
3% of total assets

Excluding contingent liabilites would reduss the
oost of meeting the NSFR, asthese lemz are in
the dencminator of tha NEFR,

The eiative sharas of the foliowing flems on bank ingome
stataments 4o not change: fading incoma, norvinterest
income excluding trading (g fees and commissions),
operating expenses and taxes payable.

Increases in sources of incoms or reductions in
gxponses would reduce the cost of mesting capiial
and liguidity requirensenis.

The opportunity cost of reducing risky investments and
holding more Qovemment bonds is 1pp per anbum.

Anincrease in the opportunity cost raisas the cost
of meeting the NSFR Bneatly.

‘The starting value of NSFR i based on & seriss of
assumpliang,

Regducing (raising} the starling value would
increase (reduce) the cost of mesting the NBFR.

A BO% risk weight fs applied 1o (i} other assels and
{B mvestimenis other than goverrimant bonds.

An increase in this fisk waight would wduce the
cost of meeling the NSFR, as the fall in RWA from
holding more governiment bords would be graater,

The Initigl average fending rete is the average rate over
10 years based on data from the IME S

The results are not sersilive 1o the lavel of thig
rate.

B2 An sssessment of e long-lerm soononic impact of e new reguliony Famewerk
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Annex 4

Description of the models used to assess the
long-term cost of the new regulatory framework

Table Ad.1 reporis the st of the models that have been used in the LEI group to assess the
long term cost of the new regulatory framework and a summary of their key featwres. The
models differ in many respects. First, they refer 1o different countries or areas. Second, some
ara aimost fully estimated, whersas others are largely or entirely calibrated {the value of the
coefficients are faken Fom unrelated, generally microeconomic, studies casiing light on the
specific parameter). Finally, and more importantly for cur purposes, some models explicitly
fegture a banking secltor and a role for bank capitel and lHouidily, while others do not
Specifically, eight models feature bank capital, only five feature both bank capital and bank

figyuidiity.

Table A4.1
Koy features of the models used in the analysis

hﬁf@f@n%k %&ataw& Features Kay
Modal !:;’gg country/ Ezgg’;t:? bank | bank §gas§in§
area capital | liquidity | spread
. largaly
(1) Gerali ot & (2010} OS8GE |suroares es?i{?;i; gl ves no G iy
{2 Rogar and Vicek 2040) DSGE jeurp areg {calibrated ! yos yes fi- g
{3} Raegezz 2014 DSGE |eurs srea {celivated | yes yes §- iy
{43 Ghristiano et ol £2010) DSGE surg areg lestimaled) ves yas i
(£ Antipa et al {2010} OSGE (surG area estmaled! o 10 B iy
{&} Roger and Vicek {2010} DEGE Us safivrated!  yes yes ity
{7} Van den Heuvel (2008) DGE | US  calibrated] yes ne - ’;’;
-
{8) Curgia and Woodford {2009) DSGE us gstimated! no o i~ iy
{9} Dellas ot af (2010} DSGE us calibrated: no yes B da
{10} Meh ard Moran (2008) D38GE us calibrated ] ves il Fo
Seni- 5 FEE
{113 Lacama (2004} sructural laly  astimaled! oo no By i
{12} Bank of Engiand t?{?ﬁ;ﬁ; . UK estimated |  no no 2.8
{131 Gambacons (20103 YECM Uus estimated | ves ¥Bs §= b

Y i interest rate on lvans to firms, & interest rate on longler bonds: i interest rale on bank depasits; i

return of bank eguily; fn monatary policy rale. ¢ Model caibrated bassd on sight suro area couniiies.

The main channel through which changes in capial and liquidity reguiation affact sconomic
activity s via an increase in the cost of bank intermadiation. More specifically, for given
assets banks must hold more capial, ie they must deleverage. This reduces banks’ marging,
Banks can adopt a whole array of reactions to this reduction.™ In this report, in those models
not featuring bank capital andfor liquidity we assume that they increase lending spreads. in

¥ panks can issue new equily, increase retained earnings (by reducing dividend prvmends, by increasing
operating efficiency, by raising average margine batween borrowing and ending rates, by incraasing rion-
interest incame). They can aiso reduce RWA, by cutling the overall size of thelr poitfolios of loan andior
non-loan assets, or by shifing the composition of porifolios lowards less risky asssts,

A5 gusessmient of the longderm ecDrmic impant F the new reguigtony Famework %32
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the models in which bank capital andior lquidity are explicitly modeiled, the increass in
lending spreads arises endogenously as the response to the new regulation. Owing 1o
imperfact substitutability between hank credit and other forms of market financing (such as
bonds), this leads to lower invesiment and consumplion, which then affects employment and
ouiput.

The reduction of investment activily induces a one-off loss of oulput in the long run as the
marginal product of capital has to rise in line with the lending rate spreads. Gver the long run
monetaty policy is assumed o be neutral.® By contrast, the short-ferm monetary policy
reaction is inporiant to assess the effect of the new regulation on cutput variabillly (see
Section 11.B}.

Most of the models used in the simulations carried out specifically for this exercise belong o
the Dynamic Stochastic General Equilibrium {DSGE) family. These models have a
number of advantages for the purpose &t hand. By choice, most of the modeis feature banks’
balance shests and credit markeis explicitly. This permits us fo analyse in & unified
framework how changes in capital and liguidity requirements affect banking conditions
{spreads and lending) and uliimately outpul. In addition, DSGE models aliow counterfactual
policy experimenis In & conceptuafly consistent manner. As agenis’ expscialions are
explicitly modeiled, so0 is their reaction 1o the simulated policy changs. Finally, DSGE models
aliow us to study the effect of the policy changes not only on the steady-siale values of the
key macroeconomic variables, but also on their long-terrn variabiity. That said, DSGE
models have disadvantages 100, Many of the available models are fully or partially calibrated,
since estimation is often daunting. As a resull, quaniitative resulls from some of these
models might be questionable. And the varianis used here are still experimental, so that they
are not Jully integrated in the policy-making process.

bt # few cases it has been possible to use semi-structural models. Most central banks and
many other sconomic agencies have one oOr mere, regularly updated, macroeconomic
models that have demonstrated thelr usefulness over ltime for forecasting and policy
analysis. For the most part, however, these models do net directly incorporate balance shest
conditions and income statements of banks as input variables. instead, these effects must be
incorporated into other vanables, such as lending spreads. This means that the first step of
the transmission channel highlighted above {the impact of bank capital and liquidity on
lending spreads) s not included. Moreover, the computation of steady-state effects is in
many cases difficult due o the size of the models, and long-term effecis can he
approximated only by simulations over a reasonably large number of years. For this reason,
we had to restrict the use to only two models of this class, those of the Bank of Haly and
Bank of England. The mechanism at work in the semi-structural models is similar to the one
outlined above *

* in stylised macro models that do nof differentiate betwaen deposit and lending rates the long-run reat rate is
unigue and # is not affected by monstary policy fong-run neulrality). The spread between lending and deposit
rates present in a8l the maodels used for this repord is determined by reguiation and by bank-specific faciors
{efficiency, competition, efg), and is indepandent of he monstary policy stance. Tighisr requiation increases
ihe spresd. in principle, his can happen via an increase in the lending rate for a given deposit rate, orvis @
deciine in the deposit rate for @ given iending rate, or via & coiribination of both. A noser monstary palicy
could keep e lending rete constert, In this case, the deposit rate would fall Delow s levet prevaliing befors
the new ragulation. Dther things equal, this would cause & decling i the demand for bank deposils, and
hence 2 decline in banks' liabiliies, and herefore sffect loans as well The Bnst effect on steady-siate oulput
nead not be identical in the Wo cases, and s kely to be modebspecific.

* Specifically, an increase in the spread leads fo higher banlt landing rates, which translates into g higher cost of

capital. The latter Yypically impliss a raduction of the opfimal capitab-output ralio, sading b g decreass In
aguiprment investment {n the Bank of Raly model the incresse In bank lending rales divectly sffects also

54 Ar meaessmaent of the long-Jerm econonic knpact of Ihe new regulaliry Tamework
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Finally, we also present resulis obtained with & Vector Error Correction Model (VEGHM) that
estimates long-run reiatonships amony a small set of macro variables (these include bank
ROE, interest rates, lending, bank liquidity and capitalisation). The main advantage of this
appreach is that it helps to disentangle loan demand and loan supply factors in the steady
state. The main disadvaniage 5 that it does not allow us o condugt counterfactust
gxperiments, such as the introduction of countercygiical capiial buffers.

regidentinl investment in the short run). In the sleady state, the lower capilalabowr mfio folfowing a
permanent modification of the relative price of factor inputs would be assoziated with & jower suiput per haad.

A agsessinent of the lohgemm stenomic impact of e new reguiatory Framawnrk 55
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Annex 5

Translating TCE/RWA into different bank capital ratios and modelling the
fink between the NSFR and banking crises

This Annex provides a mapping from the ratio of tangible common equily 1o risk-weighted
assets (TCEMRWA) to different capiial measures, and describes in detall how meeting the
NSFR is mapped into the models assassing the probability of syslemic banking orises.

Ast  Translating TCERWA into different bank capital measures

The mapping from TCE/RWA to different bank capital ralios is based on a simple regression
using Banksecope data for US and suro area banks.

The baseline specification is a weighted OLS regression of the form:
{1} X, =B*TCERWA, +¢

where { = 1,...N and N is the number of banks. The variable X represents the specific bank
capital adequacy rafic that we want to map info the TCE/RWA ratic. The regressions are
weighted based on total assets. Pocled OLS regressions are run for all years, with and
without clustering by firm {(eg frm dummies). Note that all regressions are wun without a
sonstant and 8 represenis the simple estimaled proportion between the selected ratios.

Prior to running the regressions, the data had o be cleanad o remove outiers.™ The final
sample after cleaning was composed of 10,718 banks (8,082 US and 4,836 euro area) and
73 662 observations (41,181 US and 32,471 surc areal.

Table AS.1 provides a transiation from a 8%, 8% and 12% TCE/RWA inio each capital ratio
using estimated coeficients.

¥ The Barkscope dala conlain 8 nursber of outliers that need to be removed prior o rnning e regressions.
Wa drop all ohservations that do not meet the foliowing conditions: fangible common aguity % common equily
% Tier 1 ¢ Tier 1+2. Moraover, in order 1o aule out other possible culliers, in the regressiong we 4o not uss
chservations befow 1% and above 88% of the distribution for thess rativs,

S An assessment of he long-iem soonciic irpact of 11 new requisiony Famework
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Tabie A5.1
Translation of target TCE/RWA ratios into other capital ratios
{in parcentage poins)
US hanks
TOER 1 Tert/ Tiert! {Tiar1+Tier2y {Tiert+Tier2y | Sharsholders’ Common Average
RWA TA WA TA RWA arniityTA squityiTA
& 3.8 8.6 54 7.8 53 3.8 85
4 57 RS &1 117 56 87 83
12 7.8 132 10.8 i 8 08 7.8 111
Eurc-area banks
& 37 8.1 8.5 9.6 33 28 58
g 5.6 12.2 83 144 50 4.2 B4
12 74 18.2 11.0 14.2 5.8 5.8 111

Note: Sharehoiders’ equity = Ioist sssels ~ tolal lisbilities = common egquity + prefered + minonty inferest +
other agutly and reserves; common equity = cormman siock + addiional paid-in capilal + retained eamings —
Hrgasury shares; tangible sormmoen equity = common eguity - intangibles —~ goodwiil,

AS52  Modelling the link between meeting the NGFR and the probability of systemic
banking crises

Estimating the impact of meeting the NEFR on the probability of banking crises requires
mapping the balance sheet adjustmenis necessary o meet the NGFR onto the specific
leguidity ratios usad in models that esfimate those probabilitiss.

The liquidity ratios used in these models are aither the ratio of deposits 10 otal lisbilities or
the matlo of hquid assels to otal assets. Liguid assets are defined as the sum of cash,
deposits with the central bank and tolal securities holdings. (This is a broader definition of
liquid assets than that used in macro models employed 10 estimate the oulput costs of the
requirements or the benefits in terms of lower oulput volatility

The mapping is consistent with the approach followed In the analysis of the impact of
meeting the NSFR o bank lending spreads (Annex 3}

1. Banks that fall short of the NSFR are assumed fo first lengthen the maturity of their
wholesale funding.

2. if this is not sufficient, banks are assumed {0 substiute non-gualifying bonds with
highly rated, liquid securitiss.

3 Finally, banks are assumed to reduce their holdings of other assels which are illiquid.
None of these actions changes the ratio of deposits relalive to iotal liabilities. This implies
that only three modsals (the FSA model and both Bank of Japan mndels) can be used t©
assess the impact of meeting the NSFR on the probability of systemic banking crises ™'

The ratio of liquid assets, as defined in these models, is unaffectad by step 1 but also by
sten 2 because the subslitution of one securily for the other does not change the total

I principle, this analysie could aiso include the resulls of the stress lesting exercise condutted by ihe Bank of
Canada. Howaver, the fact that these results refiect the links between liguidity, capitel ang orises under
stresshis scenanos selt them apart from the results of models that arg more geared o average relationships.
Hag Hese results been inclutfed In the avergges reporied in Table 4 In the main ext. the conclusions would
have been qualitatively identical but the marginal impact of liquidity would have been smalier

A aszassmen of Ihe long-term econiis Impact of 918 new regulatory framesvork 87



Page 379

ATTACHMENT G

volume of securities, The lquidity ratio wil only increase when the hoidings of other (non-
liquid) assels are reduced 10 the benefit of {more ligquid) securities. Using the stylised halance
sheets used throughout Seclion 1, the required reduction in other assets in order 1o meet the
NSFR amounts to roughly a 12.5% invrease in the ratio of liguid assets over tolal assets.
Increasing the fiquid ssset ratio by 50% implies that the NSFR equals 112

53 Ar assonsmant OF e long-tenm E0nOMIC impact of the new requisiory Pamewnrk
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Annex 86

impact of tighter regulatory constraints on consumption

This annex outiines an allernative approach 1o macro models o measure potential effects of
higher capital and liquidity requirements on output {see Van den Heuvel (2008)) In this
model welfare can be reduced if higher capital requirements result in less liquidity provision
by the banking system to households and firms, a type of cost which is anaiogous 10 the
welfare cost of inflation. Under standard assumptions the walfare cost per unit changs in the
capital requirement can be measured by the product of two indicators: (i) the spread between
the cost of bank equity and deposits, and (i) the ratic of total bank debt to consumption.
inhuifively, the spread captures the vaiue of liquidity creation by banks, which in turn aliows
them t¢ lend at lower rates to firms and households, while the bank debtio-consumption
ratio caplures the imporiance of bank-intermediated finance in the economy.

This methodology is applied 1o a panel of OECD countries and resuits are shown in Table
AB.1 (expressed in lerms of the percentage deviation of consumaption from the baseline
steady stale). Consistent with the results of the macro models reporied in Table &, a
2 percentage point increase in the capital resulls, on average, in a long-run consumplion logs
of approximately 0.2%.

Table A8

Steady-state welfare l0ss due to higher capital requirements
in terms of consumption equivalents: formula-based measures’

Increase in capital Frange Nethor- Japan &t
ratio relativa to  Canada Germany | Ealy Spain LK HE Avy
lands
current level ' Hev,

{perentage points} {percentags deviation fom {2008 nominal consumption]
2 a2 [ 0.1 (1] o4 4.2 0.2 3 i 82 &%
4 48 11 0.z 03 0.5 G4 43 4.2 0.4 83
& 2.7 [+ 3 1.3 04 1.1 111 4.4 03 0E 8.4

 Weifare loss due 1o lightening of capilal requirement as computed in Van den Heuve! (2008},
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FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DU 20428

OFFICE OF THE CHAIRMAN

Movember 27, 2012

Haonorable Tim Johnson

Chairman

Committee on Banking, Housing,
and Urban Affairs

United Staies Senate

Washington, D.C. 20510

Dear Chairman Johnson:

Thank vou for your letter concerning the results of the recent FDIC luspector
General’s audit report entitied, *The FDIC s Examination Process for Small
Community Banks.” Enclosed are our responses to your follow up guestions.

If you have additional questions or require further information, please contact
me at (202) 89%-3888 or Eric Spitler, Director of the Office of Legislative Affairs, af
{202} 898-7140.

Sincercly,

Ke2)

NIariin J. ruenoerg
Acting Chairman

Enclosure
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Response to Questions frem
The Honorable Tim Johason

Q1: While I understand that many exam issues are resolved informally, 1 would appreciate
your feedback of {he reavons for the low usage of formal appeals by regulated institutions,
inchuding whether your agency ensures that institutions arc routinely made aware of the
ability to appeal examination resulfs,

Response: We would atiribute the low usage of the FDIC s formal appeals process to two
critical factors documented in the Audit Report,

1. The FDIC’s quality control process that ensures consistency in examination policy while
considering the unique circumstances of each institution and the community in which #t
operates; and

2. The FDIC s emphasis on communication with bank management at all stages of the
examination process, including the regional office review and the initial stages of 2
formal appeal.

As part of the cxamination process, examiners or field management serve os the first-level of
review in an attempt to resolve disputed or unresolved examination issues, Issues that remain
unresolved after the conclusion of an on-site examination are elevated o the appropriate regional
office for a second-evel review, I the regional office and the institulion arc unable fo resolve
the disputed issues, it Is standard practice for the FDIC's regional management to verbally notify
the instifution’s management and board of directors of the bank’s appeal rights during exit
meetings with the bank. The bank also may be provided written notification of its right to appeal
as part of correspondence discussing the specific issue in dispute.

if an institution chooses o formally appeal a material supervisory determination, the first stage
of the appeals process is t© request a review of the disputed finding by the appropriate Division
Director in the FDIC’s Washington Office. The Division convenss a panel of subject-matter
experts who are familiar with the relevant policy issue and are independent of the examining
region’s reporting chain to review the request. At the conclusion of the division-level review,
the bank receives a comprehensive response to its request that summarizes the bank’s position
and supporting arguments, the regional office’s support for its findings, a discussion of the
apphicable policics and examination guidance, and the Division's final decision and rationale.
Given the comprehensive nature of the Division’s response, many banks choose not to pursue the
second-stage appeal to the FDIC's Supervisory Appeals Review Committee (SARC).
Alternatively, some institutions narrow the scope of their appeal to the SARC in light of the
divisional response.
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2: Describe how your agenecy ensures the deadlines for filing appeals are communicated
effectively te regulated institutions,

Response: Details on the FDIC s supervisory appeals process, including deadlines for filing, are
documented in the Guidelines for Appeals of Marerial Supervisory Determinations (Guidelines).
The Guidelines were established in 1994 and most recently updated in 2010, The Guidelines
specify timelines for each step of the appeals process. FDIC-supervised institutions have most
recently been reminded of these Guidelines in a Financial Institution Letter dated March 1,

2011, anci in an article published in the Summer 2012 issue of the FDIC s Supervisory Insights
j@ﬂtﬁa% Links to the Guidelines are posted in several places on the FDIC websiie

{www FDIC gov), mcludmg the FIYIC Ombudsman’s web page and under the Quick Links for
Ranlers web page.’

Q3: Please comment on your plans to implement the Audit Report’s recommendations and
any planned enhancements to the examination and supervisory processes, particularly
those plans geared toward ensuring that examinations are well-calibrated to smaller
institutions. Also, pleaze comment on any plans your agency may have to improve
swareness of the examination appeals process and the dialogue between agency and
regulated institution staff.

Response: As the primary federal supervisor for the vast majority of the nation’s comununity
banks, the FDIC ensures that the banking agencies’ rules, policies, and guidelines consider the
implementation challenges facing community banks. Similarly, our examination program has
been calibrated 1o the community bank model. Although the Audit Report contains no
recommendations, we are reviewing owr communication methods regarding the appeals process
as part of the FDIC's Community Banking Initiatives, through which we are undertaking a
comprehensive review of our examination, rulemaking, and guidance processes. The FDICs
goal in underfaking these initiatives is to identify ways to make the supervisory process more
efficient, consistent, and transparent, The activities under review fall into three broad calegories:
Communication and Outreach, Examination Processes, and Analytics and Reporting. As we
proceed, we will incorporate input received from the FDIC's Advisory Committec on
Community Banking, whose members represent community banks of various sizes, charter
types, and geographic regions, as well as from the participants in our seven community banking
roundtable events held across the country during 2012,

PP~ 1342011, “Reminder on FDIC Examination Findings,” March &, 2011,
i ffwww fdic rovinpes/news/Hnanaal/201 1101 T bm,
‘“The Risk Managerpent Examination and Vﬁur Commumt} Boank,” Sugervisory fasights, Summer 3012,
hii{g Heney fdis govimewy acws/linaneials ..
* The Guidetines are available at Ritpfwww fdie.soviregubiions/lews/sand,
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Board of Governors of the Federal Reserve System
Federal Deposit Insurance Corporation
Office of the Compiroller of the Currency

November 28, 2012

Honorabie Randy Neugebauer

Chairman

Subcommittee on Oversight and Investigations
Commitiee on Financial Services

House of Representatives

Washington, D.C. 20515

Dear My, Chalrman:

Thank you for your letter expressing concemn about the potential effect of the
federal banking agencies’ recent regulatory capital proposals on community banking
organizations. The agencies recognize the important role that commumity banking
organizations play in the financial system and local economies, which includes providing
credit to small businesses and local communities throughout the country.

As you know, our agencies published two notices of proposed rolemaking (NPR)
that would potentially affect community banks, The first, often referred to as the Basel 1l
NPR, focuses primarily on strengthening the level of regulatory capital requirements and
improving the quality of capital, and the other, commonly referred to as the Standardized
Approach NPR, proposes a number of enhancements to the risk-sensitivity of the agencies’
capital standards. The agencies have taken a number of steps to help community bankers
to better understand the proposals and 10 help the agencies, in turn, to better understand the
concerns of conununity bankers, Specifically, the agencies have conducted informational
sessions for community bankers across the country, and also have developed ap estimation
tool that was posted to each agency’s public website to help commusity banking
organizations identify the potential effect of the proposals on their capital ratios. These
efforts were designed to {acilitate bankers’ understanding of the proposals and to help them
wdentify issues of specific concern.

Your letter raises specific concerns about potential difficulties for commumty
banking organizations in complying with the proposed rules, many of which also have
been raised by commenters. The agencies recognize that these are serious issues and we
will take them filly into consideration as we finalize the rules.
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Sincerely,

___________________________________________ (bl(B)
BendS. Bernianke : Martin J. Grucnber¥ )(6)
Chairman Chairman
Board of Governors of the Federal Deposit Insurance Corporation

Federal Reserve Svstem
Thomas L&wrry ..}
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Board of Governors of the Federal Reserve System
Federal Deposit Insurance Corporation
Office of the Comptroller of the Currency

November 28, 2012

Honorable Jeb Hensarling

Vice Chainman

Committee on Financial Services
House of Representatives
Washington, D.C. 20518

Dear Congressman Hensarling:

Thank you for your letter expressing concern about the potential effect of the
federal banking agencies’ recent regulatory capital proposals on community banking
organizations. The agencies recognize the important role that commurity banking
orgamzations play in the financial system and local economiies, which includes providing
credii to smal businesses and local communities throughout the country.

As you know, our agencies published two notices of proposed rulemaking (NPR)
that would potentially affect community banks. The first, often referred 1o as the Basel I
NPR, focuses primarily on strengthening the level of regulatory capital requirements and
improving the quality of capifal, and the other, commonly referred to as the Standardized
Approach NPR, proposes a number of enhancernents to the risk-sensitivity of the agencies’
capital standards, The agencies have taken a number of steps to help connmunity bankers
to better undesstand the proposals and to help the agencies, in turn, to better understand the
concerns of community bankers. Specifically, the agencies have conducted informational
sessions for commmunity bankers across the country, and also have developed an estimation
tool that was posted to each agency’s public website to help community banking
orgamzations identify the potential effect of the proposals on their capital ratios. These
efforts were designed to facilitate bankers’ understanding of the proposals and to help them
identify issues of specific concem.

Your letter raises specific concerns about potential difficultics for community
banking organizations in complying with the proposed rules, many of which also have
been raised by commenters. The agencies recognize that these are serious issues and we
will take them fully into consideration as we finalize the rules.
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Sincerely,
b)(6)
Bén . Bernanke Martin J. Gruenber@
Chairman - ' Chainnan
Board of Governors of the Federal Deposit Insurance Corporation
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Board of Governors of the Federal Reserve System
Federal Deposit Insurance Corporation
Office of the Comptroller of the Carrency

November 28, 2012

Honorable Shelley Moore Capito

Chalrman

Subcommittes on Financtal Instirufions
and Consumer Credit

Comimittes on Financial Services

House of Representatives

Washington, 1).C. 20815

Diear Madam Chairman:

Thank you for vour letter expressing concern about the potential effect of the
federal banking agencies’ recent regulatory capital proposals on community banking
arganizations, The agencies recognize the important role that community banking
organizations play in the financial system and local economies, which includes providing
credit to simall busigesses and local communities throughout the country.

As you know, our agencies published two notices of proposed rulemaking (NPR)
that would potentially affect community banks. The first, often referred to as the Basel Il
NPR, focuses primarily on strengthening the level of regulatory capital requirements and
improving the quality of capital, and the other, commonly referred to as the Standardized
Approach NPR, proposes a number of enhancements to the risk-sensitivity of the agencies’
capital standards. The agencies have taken a number of steps to help community bankers
1o better understand the proposals and to help the agencies, in turn, to belter understand the
concerns of community bankers. Specifically, the agencies have couducted informational
sessions for community bankers across the counury, and also have developed an estimation
too! that was posted to each agency’s public website to help community banking
arganizations identify the potential effect of the proposals on their capital ratios. These
efforts were designed to facilitate bankers” understanding of the proposals and to help them
identify issues of specific concern.

Your letter raises specific concemns about potential difficulties for community
banking organizations in complying with the proposed rules, many of which also have
been raised by commenters. The agencies recognize that these are serious issues and we
will take them fully into consideration as we finalize the rules,




Bef S, Berfanke
Chairman’
Bosrd of Governors of the

of the Cuy

o
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Sincersly,
(H)6)
Martin J, Gruenb@g | (b)B) -
Chairman

Federal Deposit Insurance Corporation
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Board of Governors of the Federal Reserve System
Federal Deposit Insarance Corporation
Office of the Comptroller of the Currency

November 28, 2012

Honorable Spencer Bachus
Chatrman

Committee on Financial Services
House of Representatives
Washington, D.C. 20515

Bear Mr. Chairman:

Thank you for vour letter expressing concern about the potential effect of the
federal banking agencies’ recent regulatory capital proposals on community banking
organizations. The agencies recognize the important role that compmmity banking
organizations play in the financial system and local economies, which includes providing
credit to small businesses and local communities throughout the country.

As you know, pur agencies published two notices of proposed rulemaking (NPR}
that would potentially affect community banks. The first, often referred to as the Basel [l
NFPR, focuses primarily on strengthening the level of regulatory capital requirements and
improving the quality of capital, and the other, commuonly referred to as the Standardized
Approach NPR, proposes a number of enhancements to the risk-sensitivity of the agencies’
capital standards. The agencies have taken a number of steps to help community bankers
1o better understand the proposals and to help the agencies, in turn, to better understand the
concerns of community bankers. Specifically, the agencies have conducted informational
sessions for community bankers across the country, and also have developed an estimation
tool that was posted to each agency’s public website to help community banking
organizations identify the potential effect of the proposals on their capital ratics. These
efforts were designed to facilitate bankers’ understanding of the proposals and to help them
identify issues of specific concern.

Your letter raises specific concerns about potential difficulties for comununity
banking organizations in complying with the proposed rules, many of which also bave
been raised by commenters. The agencies recognize that these are serious issues and we
will take them fully into consideration as we finalize the rules,
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Sincerely,

(b)

6)

Ben Sf Bernanke Martin J. Gruenberg
Chairman Chairman '
Board of Governors of the Federal Deposit Insurance Corporation

Federal Reserve System

Tho

mas f,

Comﬂw‘f{(

€O

urry
{ the Curfency
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FEDERAL DEPQOSIT INSURANCE CORPORATION, wasningion, DO 20428

QFFICE OF THE CHAIRMAN

December 18, 20612

Honorable Barney Frank
Ranking Minority Member
Committee on Financial Services
House of Representatives
Washington, D.C, 20515

Dear Congressman Frank:

Pursuant to the provisions of the Federal Advisory Committee Act (3 U.S.C, App.) (the
Act), the Federal Deposit Insurance Corporation is renewing the FDIC Advisory Committee on

" Leonomic Inchusion,

Section 9(c) of the Act (3 UL8.C. App., 9(c)) requires each federal agency that establishes
a new advisory commitice to file a charter “with the standing commitices of the Senate and of
the House of Representatives having legislative jurisdiction of such agency.” Section 14(b)(1) of
the Act requires that any established advisory committee file a charter upon ifs renewal.
Enclosed is the charter for the FDIC Advisory Committee on Economic inclusion. Notice of the
renewal of the committee will be published in the Federal Register.

If you have any questions, please do not hesitate 1o contact me at (2023 898-3888 or
Eric 3. Spitler, Director, Office of Legislative Attairs, at (202) 898-7140.

Sincerelv,

% ETR TR W R T3 iy -
Chairman

Enclosure
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FEDERAL DEPOSIT INSURANCE CORPORATION

CHARTER OF THE
FDIC ADVISORY COMMITTEE ON ECONOMIC INCLUSION

1. Committee’s Official Designation (Title): FDMC Advisory Coramitiee on Economic
Inclusion ("the Commtttee"™). :

2. Authority: Discretionary cormmiftee established under agency authority and in
aceordance with the provisions of the Federsl Advisory Commuttee Act, as amended, §
US.C. App.

3. Objectives and Scope of Activities: The Committee will provide advice and
recommaendations on initiatives fo expand access to banking services for underserved
populations. The Committes will review various issues that may include, byt not be
tirsited 1o, basic retail financial services such ag check cashing, money orders, remiftances,
stored value cards, short-term loans, savings accounts, and uther services 1o promote asset
accurmuiation and financial stability.

4. Description of Duties: The Committee will provide advice and recommendations only.
i will have no formal decision-making role, will have no aceess to confidential supervisory
or piher confidental information, and will not have access 1o or discuss any non-public
information regarding specific financial companies.

8. Agency or Offieisl to Whom the Committee Reperts: The Commities reports (o the
Chairman of the Board of Directors of the Federal Deposit Insurance Corporation
(“Chairman™).

6. Sapport: The FDIC will establish such operating procedures as required 1o support the
Committes, consistent with the Federal Advisory Commitiee Act, as amended. In addition,
the FDIC will provide whatever support is required for the Commitiee's activities, to the
extent permitted by law and subject to the availability of resources.

7. Estimated Apnual Operating Costs and Staff Years: The annual operating costs
associated with snpporting the Committee’s functions are estimated to be $360,000 per
year, including staff time, It is estimated that two staff-years per year, of FDIC personnel
time, will be required to support the Committee on a continuing basis, Commitiee
members will be reumbursed for expenses for travel, per diem, and other miscetlansous
expenses incurred in the performance of their duties for the Comumittee subject to FDIC
approval.

8. Designated Federal Officer: A full-ime or permanent part-time employee, appointed
in accordance with agency procedures and designated as such by the Chairman, will serve
as the Designated Federal Official (DFO). The DFO will approve or call all of the
Commitiee’s and subcommittess’ meetings, prepare and approve all meeting agendas,
atfend all Committee and subcommittee meetings, adjourn any mesting when the DFO
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determines adjournment to be in the public interest, and chair meetings when directed fo do
50 by the official to whom the Committee reports.

9. Estimated Number and Frequency of Meetings; The Committee shall mest at such
intervals as are necessary to carry out its functions. Itis anticipated that the Committee
will meet at least 7 imes per vear.

18, Duration: The Commitiee will exist for two years from the date of the Charter, unless
earlier renewed,

11. Termination: The Committee will terminate two years from the date of charter filing,
urntess sooner renewed,

12. Membership and Designation: The groups represented in order to achicve a fairly
balanced membership are the federal government, banking industry, state regniatory
authorities, consumer or public advoracy organizations, community-based groups,
academia, philanthropic organizations, as well as others impacted by banking-related
practices, Members will serve for a term of two years, which may be renewed, and the
nurnber of members of the Committee will not exceed 25, The Chatrman of the
Committee, o the extent one is desired by the FDIC, will be selected from among the
menhers of the Commitiee by the Chairman of the Board of Directors of the FDIC, No
Special Government Employees are expected 1o be on the Committee; the Committee will
be composed exclusively of representatives of the above-desceribed groups. Commuttee
members will not receive compensation for their services.

13, Subcommittees: The Chairman is authorized o create any subcommitiees that may be
necessary to fulfill the Committee’s mission. Any subcommitiee created will report back
to the Committee and will not provide advice or work products directly to the FDIC.

14. Recordkeeping; The records of the Committee will be handled in accordance with the
FIC’s records disposition schedule. These records will be available for public inspection
and copying, subject to the Freedom of Information Act, S UL.8.C. § 552,

15, Filing Date: This charter has been filed with the Chairman of the FDIC, the Senate
Committes on Baoking, Housing, and Urban Affairs, the House Comunitiee on Financial
Services, and the General Services Administration’s Committes Management Secretariat,
and furaished to the Library of Congress on December 18, 2012,

(PAAY 4472 R

Dated : MMartm J. Uroenb@g 1T bY(6
Cha O ()6
Federal Deposit Insurance Corporation
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October 26, 2012

‘The Honorable Joseph Lieberman

Chairman

Committee o Homeland Security and Governmental Affairs
United States Senate

340 Dirksen Senate Office Building

Washingtons, DC 20510

‘The Honorabie Busan Collins

Ranking Member

Commitiee on Homeland Security and Governmental Affairs
United States Senate

340 Dirksen Senate Gffice Bullding

Washington, DC 20510

Dedr Chairman Lieberman and Ranking Member Collins:

We are writing (o express our concerns with 8. 3468, the “Independent Agency
Regulatory Analysis Act of 201 2," which we understand is being considered for possible mark-
up by the Committee on Homeland Security and Governmental Affairs.

Independent regulatory agencies were established by Congress o exercise policymaking
functions — and in particular, rulemaking functions — independent of the control of any
Administration. Independent regulatory agencics have sought to implement statutes it & manner
faithiul to the statutory lapguage and consistent with our respective missions without imposing
unnecessary ¢osts. S. 3468 authorizes the President to require independent regulatory agencies
1ex submit their rulemakings to OMB’s Office of Information and Regulatory Affalrs for prior
review. This would give any President unprecedented authority to influence the policy and
rulemsking functions of independent regulatory agencies and would constitute a fundamental
change in the role of independent regulatory agencies. Beyond injecting an Administration’s
influence directly into our rulemaking, the bill also would interfere with cur ability to
promuigste rules critical to our missions in g timely manner and would Bkely result in
unnecessary and unwarranted litigation in connection with our rules.
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The Henorable Josaph Lieberman
The Honorable Susan Colling
Page 2

We urge you to consider the potential negative consequences of this bill belor
proceeding with il legisintively, and would be happy to discuss it inomare detail at your

convenionee,
Sincerely,
ey,
................................ (b)(6)
Ben 8, Bernanke Mary L. Sciapiro
Chairinan of the Board of Governors of Chairman of the LS, Securitles and
the Fe:é.&w_ Exchange Commission
EY e IR O, LU g
v of the CuL-rnv; Acting Chairman of the Pederal Deposit L—l """ -(b)(6)
- I Lisgergnnrgees e ating
Directer of the Consumter Finkelst Chigirman of the National HEH]
Protection Bureau Administration

cer Al Oiher Members of the 115, Senade Committee on Homeland Security and
Governmental Affairs
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Federal Denosit Insurance Corporation '
S50 17ih Suesl NW, Washington, [0 20428 Citios of Legisiative Affsis

December 21, 2012

Honorable Tan Johnson

Charman

Committee on Banking, Housing, and Urban Affairs
United States Senate

Washington, D.C. 20510

Dear Mr. Chairman:
Thank you for vour letter enclosing questions subsequent fo testimony by George Prench,
Deputy Director of Policy, Division of Risk Management Superviston, at the Committee’s

November 14, 2012 hearing “Oversight of Basel III: Impact of Proposed Capital Rules.”

Enclosed are our responses. [ we can provide further information, please let us know, The
Office of Legislative Affairs can be reached at (202) 8987055,

Sincerely.

Eric J. Spitler
Director
Office of Legislative Affuirs

Enclosure
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Response to questions from the Henorable Mark Warner
by George French, Deputy Director of Policy, Division of Risk Management Supervision,
Federal Depasit Insurance Corporation

Q1: T, and many other Members, have brought up concerns about the need to tailer rules
to the size and type of entity, However, I recognize the U.S.’s leadership rele on the Basel
Commitice, and the need fo move through this period of regulatory uncertainty so that
businesses can make investment decisions. How can the Commitiee provide regulated
entities more certainty about the timeline of rules being re-proposed or finalized in the
future?

Al Basel Committee capital standards are not legally binding, and implementing any Basel
Committee standard is ultimately 4 matter of national discretion. The federal banking agencics
bave chosen (o apply many Basel standards to large banking organizations, in part to promote
internationally consistent regnlatory capital standards. The banking agencies have not proposed
to apply & namber of important Basel standards 1 snall banks. Basel 11, Basel 115 and
important parts of Basel [1, for example, do not apply to small U.S. banks. However, the
agencies have proposed to epply the aspects of Basel 11l dealing with the definition and level of
capital 1o all banks, along with aspects of the so-called Basel II Standardized Approach.

In considering changes to regulatory capital requirements, it is Incurabent on the federal banking
agencies to make the process as transparent and understandable as possible, including reducing
uncertainty shout timelines fo the extent we can. In the case of the Basel {1 and Standardized
Approach proposed rules, the FDIC engaged in an intensive technical assistance effort to help
small banks understand the proposals and identify aspects that are of concemn to themn. This
included providing detailed but concise summaries of the proposed rules, conducting a series of
regional outreach meetings and a national call-in, posting a video describing each rule on owr
website, and working with other agencies to post a capital estimation tool on our respective
websites.

With regard to timelines, the Basel 11 NPR proposed a multi-vear phase-in period that extends as
far as ten years in the future for some aspects of the proposals. The phase-in period was
proposed to begin January 1, 2013, In light of the large volume of comments received, the
agencies have clarified that the proposed rules will not take effect on January 1, 2013, We are
working expeditiously to finalize the rulemsaking process and will pay close attention 1o the need
to provide adequate time for institutions to comply with a final rule.

These NPRs provide an example where the proposed timeline was much less important than the
need for carcful deliberation about the issues raised by commenters. We nevertheless agree with
your comment about the importance of minimizing uncertainty to the extent possible in the
rulemaking process, including rulemaking processes that are proposing to implement Basel
Committee capital standards.
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(32. Pve heard concerns that the proposed rules require unreahized gains and losses on
available for sale assets to be recognized within AQOCL Insurers that are Savings & Loan
Holding Companies are especially apprehensive about managing increased asset-liability
mismsatches. Can you discuss vour broader goals 10 encourage a long-term focus in capital
management, and address fhese AQCT concerns?

A2:r The Basel IH NPR seeks comment on the proposed treaiment of wirealized gains and losses
on available-for-sale (AFS) debt securitics. Specifically, the proposal seeks commends on the
potential volatility of capiial that could arise from the proposed treatment as well as the effects
this potential volatility could have on the ability of institutions to manage Hguidity and their
investment portfolics. We recognize that some volatility in accumulated other comprehensive
income (AOCT ocours purely due to changing interest rates, as opposed to changing credit
quality, and the NPR sceks comment on an altemnative treatment for those instruments - like US.
govemment securities — that have market risk but little to no credif risk.

Armong the broader policy goals 13 © ensuwre the components of regulatary capital are available o
abisorb losses during a period of stress, Tn general, AQCI represents the difference between the
book value and the market value of the AFS securities. As such, if an institution needed 10 sell
securities from its AFS portfolio to absorb losses, the amount the institution would realize would
be only the market value,

Q3: We've seen some recent sales af MSRs from banks to non-banks since the proposal
was released saying that MSRs may only he counted for up to 18% of CETI, and
additional MSR holdings will be weighted at 280%. This is a signifieant change from
allawing MSKs to be counted up to the equivalent of 100% of Tier 1 capital. The MSRs
change comes in combination with more sophisticated risk-weights for mortgages that will
require more capital for non-standard and high LTV mortgages. We also bave QM and
QRM on the way, which will have distinct definitions from Basel rules, 1am supportive of
a more nuanced approach to holding capital for mortgages, but is the panel concerned that
ihe Hmited overlap in these regulations could cause much greater compliance difficulty for
small institutions and pegatively affect access to credit among low-fo-middle income
borrowers?

A3: We share your concern about the need to coordinate regulations to ensure harmonization.
Many of the comments we received have expressed concern about the proposed residential
mortgage risk weights, including the overlap with other mortgage regulations. Therefore, we
continue to carefully evaluate the relationship of the Basel HI NPR and the Standardized
Approach NPR with other rulemakings, inchuding QM and QRM. For instance, the Standardized
Approach NPR specifically requested comment on the appropriate interaction between the
mortgage risk-weight proposals and the QM and QRM rulemakings.

(J4. Trade finance transactions rely on lefters of credit and other off-balance sheet items,
and lenders will have to set aside 100% capital for these items i eurrent proposals are
implemented, This transitien requires 5 times more capital compared to Basel 1L Do you
helieve that these changes are likely to affect smaller companies and emerging countries to
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# much greater extent? Can you respond te concerns that these proposals, as they are
written, conld constrict trade finance opportanities?

Ad: The supplementary leverage ratio, which is applicable only 10 the largest banking
organizations with total consolidated assets of $250 billion or more, would reguire such banks to
capitalize for off-balance sheet items, using a 100 percent credit conversion factor. This i3 not
the same as a 100 percent capital requirement as the credit conversion factor iy then multiplied
by a minimum capital requirement of three percent. As such, large banking organizations would
be required o hold three percent capital for letters of credit and other off-balance sheet items
under the supplementary leverage ratio. Although we will continue to evaluate these comments,
we would not expect a three percent capital requirement to materially sffect trade finance
opportunities,
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Hesponse to questions from the Honorable Roberi Menendez
by George French, Deputy Director of Policy, Division of Risk Management Supervision,
Federal Deposit Insurance Corporation

Q1: A fundamental sbjective of Dodd Frank was 1o reduce systemie risk. [ am concerned
that the Fed’s Basel I proposal could result in bank clearing members having to hold
significantly more capital when their customers use less-risky instraments. Some argue
that this incentive will make it more expensive to use exchange-traded futures than bespoke
swaps. Should the ruje be designed to encourage the use of lower risk profile products,
vather than potentially discourage it?

Al: Werecognize that the capital charge for exposures to exchanges has risen from zero under
Basel I 10 4 2 percent risk weight under the proposed rule. However, notwithstanding this
increase, the proposed rules continue fo recognize the risk mitigating benefits of using centrally
cleared or exchange-traded products. 1t is certainly not our intent to discourage the use of lower
risk profile products, and we are carefully reviewing comments regarding this issue.

Q2: With the proposed use of Loan-te-Value (LTV} ratins on home mortgages in Bagzel i1,
community banks would be required #o recordkeep (or keep recards of ythe LTVs of
future and existing mortgage. Some have argued that going back through their existing
portiolios and determining each individual loan’s LTV at origination would be
burdenseme and costly. Have you considered applying this standard prospectively for
smaller banks and what thoughts have gone into that?

AZ: Youare correct that the Standardized Approach NPR would reguire banks to review LTVs
of each mortgage loan to determine the appropriate capital charge, Generally, we believe the
LTV ratio of a residential mortgage is an important indicator of its risk of defautt, That being
said, the compliance costs of the proposal i3 one issue among many that have been raised
regarding the proposed Standardized Approach NPR treatment of residential mortgages. We
take the concerns very seriously and are carefully reviewing these comments with our fellow
regulatory agencies.

3: Elizabeth Duke recently said that in her discussions with commaunity bankers, move of
them report that they are reducing or diminating their mortgage lending due to regulatory
burdens than are expanding their mortgage business. In fact, she says that even if the
specific issues in capital proposals can be addressed, the lending regulatiens might still
“seriously bmpair” the ability of cemmunity banks to offer tradifional morigages. How or
what are you going to do to ensure that the fragile housing market does not take another
hit as it relates to eapital requirements and Basel implementation?

A3: We have received many comiments and concerns about the proposed changes to the
regulatory capital rules and their impact on mortgage finance and the housing market. During
the financial crisis, the U8, housing market experienced unprecedented defaults, which
negatively affected the banking system. The proposed changes 1o the regulatory capital rules
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segk to increase the risk sensitivity with respect to residential mortgage loans. Furthermeore, the
proposals aim to increase the resiliency of the banking system so institntions are able to continue
lending through periods of financial stress. However, we take very seriously the concerns of
commenters about the proposed risk weights for residential mortgages in the Standardized
Approach NPR. Concerns raised by commenters include compliance costs, effects of the higher
risk weights on their willingness to offer established products in their comruunities, uncertainties
about the interaction of the proposed rules with other mortgage regulations, and concerns about
the fragility of the housing market. These concerns are receiving careful aftention as we decide
how to proceed with this aspeet of the rulemakings.
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Response to gquestions frem the Honorable Richard Shelby
by George French, Deputy Director of Policy, Division of Risk Management Supervisien,
Federal Depaosit Insuranee Corporation

Q1. Isthe 1.8, banking system currently adequately capitalized? Please list any studics or
data you relied upon to make this determination.

Al: FDIC-nswred institutions’ weighted average tier 1 capital as a percent of assets (the tier |
leverage ratio) stood at 9.28 percent as of September 30, 2012, This is a high level of average
capitalization relative to recent historical experience and reflects the industry’s gradual recovery
from the effects of the banking crisis, The regulatory capital NPRs are intended to enmure the
industry’s capital strength is maintained going forward.

From the FDIC's perspective as deposit insurer, it is very important that the regulatory capital
rules provide g sufficient check against excessive leverage in the banking system. In this regard,
reguiatory capital rules that permitied institutions to enter the crisis with inadequate capital
remain in effect. Since January 1, 2008, more than 460 banks have failed and handreds more
became problem banks, reflecting supervisory concern about the inadequacy of their capital
relative to the risks they face. Although problem bank numbers are trending down, there were
still 694 problem banks at September 30, 2012,

We do not believe the existing capital rules are adequate to prevent a recurrence of the excessive
leverage in the banking industry that preceded the recent orisis. The NPRs are an attempt to
strengihen the existing rules o better provide for an adequately capitalized industry in the foture.

Q2, If the proposed Basel HI rules were implemented, would your agency consider the U.S.
banking system to be adegnately capitalized? Please explain how you made that
determination and what studies and data you relied upen.

AZ: The analysis attached to my Noverber 14 testimony suggests that changing the capital
rules as proposed in the NPRs would require a relatively small subsct of insured banks, less than
ten percent of msured banks, to increase their capital fo comply with the proposed requirements.
The vast majority of banks hold captal well in excess of the current rules and of the proposed
rules,

This analysis suggests the actual capital held by insured banks would be in aggregate shightly
more under the proposed rules than under the current rules. However, the key change is that, ag
compared to the current rules, the proposed rules would set a sironger floor wider banks® actwal
capital levels, Compared o current rules, the proposed rules would serve fo better maintain the
capital strength of the industry going forward.

If the NFRs were implernented, many specific aspects of our current capital rules would be
strengthened to reduce the likelithood of future capital inadequacy, and increase the likelihood
that the industry’s current broad position of capital strength would be maintained. In particular,
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the NPRs would strengthen the definition of regulatory capital 1o increase its ability to absorb
losses in 2 number of specific respects; increase the level of minimum and well-capitalized tier |
risk-based capital requirements by two percentage points; establish a graduated series of capital-
distribution restrictions that become progressively more stringent as an institution approaches its
minimum capital ratio; and, for the largest banks, establish a supplementary leverage
requirement that addresses off-balance sheet activities and significant new capital requirements
for derivatives. '

Q3. At an FDIC mecting in July, FDIC Director Thomas Heenig stated that “as proposed,
the miniroum capital ratios will not significantly enhance financial stability.,” Bank of
England Governor Mervyn King and several promincnt ecopomists have said that Bagel T1I
capital standards are insufficient to prevent another exisis. Do you disagree with these
assertions? If o, why?

A3: The proposed rules strengthen existing capital requirements in a number of specific respects
as described in the answer to question 2. By definition, a stronger capital position means less
reliance on debt and, correspondingly, a financing structure that is more flexible in fimes of
adversity. Compliance with the new rules, coupled with strong supervision, should reduce the
extent of excessive financial leverage at banking organizations and thereby mitigate the severity
of future banking crises.

(4. Given the cost and complexily of Basel 111, do vou have any concerns that Basel [{}
will farther tilt the competifive landscape in favor of big banks to the detriment of small
banks? Have vou studied the impact of Basel III on small instifutions as compared to their
larper counterparts?

A4: We do not believe that Basel IlI, or the three separate NPRs, collectively favor large banks.
There are substantial additional capital requirements for large banks contained in these NPRs,
These include a supplementary leverage ratio for advanced approach banks that incorporates off-
balance sheet ems, capital requirements for oredit valuation adjustments associated with
derivatives, a counttercyelical buffer, and substantial new disclosures. The changes to the
agencies’ market risk capital requirements finalized in June 2012 further increase capital
requirements for the largest organizations. Moreover, it 18 anticipated that so-called G-S1B
capital buffers will be proposed and implemented in a future rulemaking (*G-SIB” refers to
“global systemically important bank™).

Each ageney condugted a statutorily required Initial Regulatory Flexibility Act Analvsis of the
effect on cach NPR on banks with assets less than $175 million. The FDIC concluded that while
the Basel [II NPR would not have a substantial cost impact on a large number of small
institutions, the Standardized Approach NPR would have a substantial cost impact on a large
munber of small institutions, For purposes of this analysis, a substantial cost impact was
considered 1o be an initial year’s expense of at least 2.5 percent of a bank’s total non-interest
expense or at least five percent of its annual salary and employes benefits expense, Our
framework for this analysis was similar to that conducted by the OCC and Federal Reserve.
Cormments are shedding additional Hght on these costs, and the FDIC is carefully considering
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with our fellow regulators how to address the concerns about implementation costs. As indicated
m my testimony, these are propesed rules, not final rules, and we anticipate making changes in
response 1o commennts,

5. Recently, the agencies announced that they are pushing back the effective date of the
proposed Basel 1T rules beyoud January 1, 2013, This affords the agencies more time to
carefully review comment letters, engage in additional caireach and collect additional data.
Will the agencies use this extra time to conduct an snalysis abont the impact of the
proposed rules on the U.S, economy and a guantitative impact study that covers all banks,
regardless of size, before implementing the final rules?

AS: The agencies have condunted a great deal of analvsis of the proposals and their potential
effects. This includes, as an important part of our process, the review of over 2400 comment
Jetrers that have raised a number of substantive issues with specific parts of the proposals. The
agencies have not reached decisions about how best to address the comments or whether
additional analysis is needed,

Q6. What is the estimated impact of the Basel IMT rules, if finalized as proposed, om
a: The U.S, GDP growth?

Aba: A better capitalized banking system should be less susceptible to severs crises,

Experience with banking crises is that they have a severely pegative effect on economic growth.
A study that the agencies participated in developing with the Basel Committee concluded that the
beneficial effects on GDP growth over time from reducing the severity of banking crises would
be expected to outweigh any economic costs resulting from a modest increase in the cost of
credit. In the 1.8, where our analysis suggests that most banks’ capital already well exceeds the
proposed standards, capital-raising costs would not be expected to be substantial.

b. The probability of bank failure?

Agb: There is extensive literature that deals with how banks’ financial ratios affect their
probability of failure. In all such studies of which we are aware, the level ofa bank™s capital as a
percentage of some measure of its assets is an important indicator of the probability of fatlure.
This is to be expected, as capital is the shock absorber that allows a bank to absorb unexpected
losses while continaing to operate,

In our view, the crisis demonstrated that the current capital rules allowed many institutions o
operate with capital levels that were oo low. Put another way, the rales allowed these
institutions o operate a1 capital levels such that their probability of failure was inappropriately
clevated. The proposed rules are intended to give comfort that banks could absorb a high level
of losses relative to historical experience, and thereby reduce their probability of failure,
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We have not performed numerical estimates of the probability of bank failure under the proposed
rules. Such estimates would be bank specific and would depend on a number of factors,
including whether a bank needed to raise capital under the proposed rules and the likelihood and
severity of future economic shoeks.

¢. Availability and cost of mortgages, auto loans, student loans and small business evedit?

Afe: In general terms, banks should be better able to provide these types of eredit going
forward, especially during times of economic stress, if they have g strong capital base.

We have received many comments regarding the potential effects of the proposed Standardized
Approach rule on the availability and cost of mortgage credit. We are concerned with this
potential impact and are carefully studying the comments.

The risk weight on consumer Joans held directly by banks is unchanged in the Standardized
Approach NPR. Thus, to the extent auto loans and student loans are directly held by banks, their
risk weight would be unchanged. In regard to securitized loans, the Standardized Approach NPR
proposes 1o remove references to credit ratings consistent with the Dodd-Frank Act, and the
resulting changes may affect the risk weights for securitized auto loans. However, we belisve
that the senior positions of most securitized auto and student loans held by banks would continue
to receive the same 20 percent risk weight they receive today. We continue to study the
comments we received on this issae.

With regard to small business credit, the risk weight on commercial loans to small business
would remain unchanged under the Standardized Approach NPR. We have heard concerns from
conumenters that small business loans are often structured as home equity Ioans, The proposed
residential mortgage risk weights could increase the capital requirements for many small
business loans structured as home equity loans. As noted above, we are concerned about the
comments we received regarding the mortgage risk-weight framework i general and are
carefully considering bow to proceed. Another aspect of the Standardized Approach NPR that
could affect the capital reguirements for small business loans is the proposed risk weight for
high-volatility commercial real estate {CRE), These are certain loans with CRE collateral that do
not comply with the agencies’ existing real estate lending standards or where the borrower does
not have meaningful equity at risk. The agencies proposed the higher risk weight because
imprudent concentrations in CRE lending have been associated with elevated risk of bank failure
or problem-bank status,

d. The compliance costs for small, medium and large banks?

AGd: As noted in the answer to question 4, our analysis suggests that the Standardized
Approach NPR would have an initial vear’s implementation cost that excesds 7.5 percent of total
non-interest expense or five percent of annual salary and employee bensefits expense fora
substantial number of small institutions (those with assets less than 5175 million). We have not
conducied a similar analysis for larger institutions, but we are reviewlng the comments in this
regpect.
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We will carefully consider how to weigh the compliance costs and potential unintended
consequences identified by commenters against the goal of a banking system that is more likely
1o maintain its capital strength going forward so that it can continue to serve as an engine for
economic growth, We do expect to make changes to the proposed rules.

¢. The cost of insurance for consumers?

Abe: The proposed rules for institutions supervised by the FDIC are not relevant for insurance
activities. 1t is important to note, however, that the July 2011 final rule implementing the nisk-
based capital floors under the Collins Amendment (Section 171 of the Dodd-Frank Act)
amended the FDIC’s (and the other banking agencies”) general risk-based capital rules to provide
that for certain low risk exposures not typically held by banks, the agencies’ general risk-based
capifal requirement would be the requirement established by the Federal Reserve for bank
holding companies. This provision was intended to allow the Federal Reserve (o appropriately
tailor the risk-based capital requirement for certain insurance activities while remaining
consistent with the requirements of Section 171,

Q7: M. French, in your prepaved remarks you stated that the proposed rules “arc
intended to address identified deficiencies in the existing capital regime” and that “for maost
inzured banks, the proposals would not result in a need to raise new capital.” How wounld
the proposed capital standards remedy existing deficiencies if must baaks would not need
ti raise pew capital? How do you reconcile your statement that most banks already meet
the Basel [1] standards with your assertion that the proposed rales will isuprove the guality
of capital?

AT: The current rules allowed some banks 1o enter the crisis with insufficient capital, Since the
onset of the crisis, the industry in aggregate has rebuilt its capital strength, but the rules remain in
place that would allow banks with a higher rigk appetite to nuduly increase their leverage, as
sorne did pre-crisis. Strengthening the rules will help ensure the industry maintains its aggregate
capital strength going forward,

We also would emphasize that according to the analysis attached to my testimony, roughly five
peroent o ton percent of insured institutions would need to raise capital to comply with the
proposed rules. Although most banks are comfortably above the curvent and proposed regulatory
capital requirements, those proposed requirements are highly relevant for (he segment of the
industry that drives the costs te the FDIC’s Deposit Insurance Fund,
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Response tu guestions from the Henorable Roger Wicker
by George French, Deputy Director of Poliey, Division of Risk Management Supervision,
Federal Deposit Insurance Corporation

1. In comment letters to federal regulators, the Conference of State Banking Supervisers
raised concerns regarding the complexity of the sppreach preposed by federal banking
agencies Tor implementing the Basel 1] capital accords. How has this input influenced
your approeach to the rulemaking process?

Al Many indusiry participants, including the Conference of State Banking Supervisors, have
raised concerns regarding the complexity of the proposed changes to the regulatory capital
framework, These concerns, as well as many others expressed through the comment process, are
extremely important to the rulemaking process. The FDIC takes these concerns seriously, and
we will strive to reduce complexity where feasible.

(2. Tn applying Basel 11 to commanity banks, did the regulators consider that mest
privately-held community banks have fewer gptions for sources of capital than large bauks,
making it especially challenging for them to raise additional capital in the carrent
economic climate, and that the Basel 1Y proposal could dispropertionately bmpact such
commanity banks?

A2: The FDIC understands that privately held community banks generally have access 1o fewer
sources of equity capital than do larger publicly traded banks. Small backs often raise capital
from divectors, large shareholders, or other members of their local communities, In part because
of their more limited options for raising capital, smaller banking organizations typically hold
higher levels of capital relative to their asset size than larger banks. The analysis attached to my
testimony suggests that most small banking organizations already hold capital sufficient to mest
the higher capital requirements under the proposed Basel IH NPR. Further, the prolonged
trangition period contemplated in the proposal 1s intended to provide additional time for banks to
comply with the changes to the regulatory capital requirements,

These observations are not intended to minimize or diminish the real concerns that many
community bank commenters have with some aspects of the Basel Il NPR or other NPRs. As{
indicated in my testimony, we take these concerns seriously and will work to address concerns
about unintended consequences as we consider how to finalize the NPRs.

(3. Will the implementation of the proposed Standardized Approach and the mandate
that mortgage loan-to-values (L'TVs) be tracked require many of the nation’s smaller
banks to make cosily software upgrades? I so, have you consideved the cost impact of
sueh a requirement on commuuity banks?

A3: Generally, we believe that the loan-to-value ratio of a residential mortgage i3 a key risk
driver that may enhance the risk sensitivity of the capital framework. Nonetheless, we
understand the implementation of the proposed Standardized Approach may require many
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ingtitutions to make changes to their systems or software. We take very seriously the potential
compliance burden of the proposed rules, along with many other concerns that have been raised
abouy the residential mortgage proposals in the Standardized Approach NPR. These concems are
receiving careful attention as we decide how to proceed with this aspect of the NPRs.

(34. Did the regulators ronsider the effect on the economy and consuwmers if community
banks reduce morigage lending significantly duc to Basel 1117

Ad: We have received many comments indicating that the proposed risk weights in the
Standardized Approach NPR would reduce mortgage lending significantly. Thisizsnotan
oufcome we desire, and we are giving a greal deal of attention to this issue as we decide how 1o
proceed with this aspect of the NPRs.

(5. Please explain whether or not the proposed higher capital requirements Tor past due
ioans are & form of “double aceounting,” given that banks already ave suppesed to veserve
for these losses,

AS: The proposed Standardized Approach NPR does include a higher risk weight for past-due
loans in recognition that these loans are at a higher risk of loss to the banking Institutions.
Although banks do reserve against expected loan losses, past-due loans may sill representa
heightened risk of loss. To the extent a past-due loan has been written down, only the remaining
balance on a bank’s balance sheet would be assigned the higher risk weight. That said, we
understand the concern that commenters have raised about this issue and are carefully
considering how to proceed.
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Office of the Comptroller of the Carrency

Board of Governors of the Federal Reserve System
Federal Deposit Insurance Corperation

Securities and Exchange Commission

Commodity Futures Trading Commission

Maurch 18, 2013

The Honorable Speager Bachus The Honorable Jeb Hensarling
Chatronan Emeritus {habrman

Committee on Financigl bervices Commitiee on Financial Services
House of Representatives House of Representatives
Washington, D.C. 20518 Washington, D.C, 20515

Dear Chalrmien Bachus and Hensarling:

This correspondence is in response W your letter regarding scetion 619 ol the Dodide
Frank Watl Strect Zeform and Constimer Protection Act. As you know, the Board of Governors
of the Federal Reserve System, the Office of the Comptroller of the Curreney, the Feders]
Dieposit Insurance Corporation, the Securities and Exchange Commission, and the Commodity
Futures Trading Commission {collectively, “the Agencies”) previously proposed rules o
implement sectton 819,

The proposed rales invited comment on a multi-facered regulatory ramework to
implement the statute consistent with the statutery Ianguage. In addition, the Agencies invited
comments on the potential ceonome tmpsets of the proposed rule and riosed a numther of
guestions sea,kmg, information on the costs and benetits nssociated with each aspectof the
proposal, as well as.on any significant altematives that would minimize the burdens or amplity
the benelits of the proposal. The Agencies also encouraged commenters © provide quantitative
information and dats obout the Impact of the proposal not only on enfities sibject to section 619,
but also on their ¢lients, customers, and counterparties, sperific markets or asset classes, and any
ather entitios potentially affected by the proposed rule, inchuding nom-financial small and mid-
size businesses, The Agencies recsdived more than 18,000 comments regarding the ;}I{aymﬁé
implementing rules and are cavefully considering these comments as we work toward
development of final rules,

As noted in yourletier, by its terms, section 619 became cffective on July 21, 2612, As
provided by scetion 619, the Federal Reserve, in consullation with the other Agencies, issued
rides governing the pe riod {or conforming with section 619 ("Codonnanse Rule™Y and, along
with the other Agencics, indicated thet banking cntities ave expected o fully comionm their
setivities to the statutory provisions and any final agency rules by the end of the swtwtory
compliance period, whichis July 21, 2014 unless extended by the Federal Reserve. The
Federal Reserve also explained that it would revigit the Conformance Rule, as necessary, in light

of the requirements of the final rules implementing the substantive provisions of section 619, In
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The Honoruble Spencer Bachus
The Honorable Jeb Hensarling
Page Two

doing so, the Federal Reserve will carefully consider your suggestions to extend the conformance
peried.

The Agencies continue o devote significant time und resources Lo reviewing the
comments subnsitted during the rulemaking process and developing final rules consistent sith
the statutery langoage. To ensure, to the extent possible, that the rules implementing section 619
are comparable and provide for consistent application, the Agencies have been regularly
consulting with each othier and will continue 1o do so.

We will carefully consider the issues you note, including the economic impaet of any
implementing rules, as we continue to develop final rules cansistent with the requirements of
section 619,

Sincerely,
Ben 3. Bermawnke o Martind. Oruenbdy 1 _ | (b)(8)
Chairman Chatrmisn
Beard-of Governors-of the Federal Deposit Insuranee Corporation

ral Reserve Sysies

Elisse B, Walter
Clhairman
Securitios and Exchange Commission

ter

vy Futures Trading Commission
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FEDERAL DEPOSIT INBURANCE CORPORATIDN, wesmngon 06 zoaze

MARTIN J. GRUENBERG
CHAIRMAN

April 23,2013

Honorable Benjamin 1. Cardin

Co-Chair

Bicameral Task Force on Climate Change
Chairman

Subcommittee on Water and Wildlife
Committee on Environment & Public Works
United States Senate

Washington, D.C. 20510

Dear Mr. Chalrman:

Thank vou for your recent letter requesting cooperation to facilitate a timely and
comprehensive response o your letler of February 25, 2013 to the Federal Deposit Insurance
Corporation Inspector General secking input on how the FDIC is responding to the threat of
climate change.

The FDIC Inspector General’s Office, headed by Jon T. Rymer, s in the process of
conducting a review to adidress the questions posed in your letter. | want to assure you that the
FDIC is commiited to full cooperation with the Inspector General so his office can accomplish
that review as soon as possible. The FDIC's Division of Administration is working closely with
the Office of Inspector General to provide information regarding our accomplishiments and plansg
o meet the requirements of legislation, regulation, executive order, and other directives on
climate change that apply to the FDIC,

Thank you for taking the time 1o write about this important topie. If you have further
guestions or comments, please do not hesitate {o conlact me at (202) 898-3883 or Eric Spitler,
Director, Office of Legislative Affairs, at (202) 898-7140,

Sincerely,

Marnn J. GTuenners -
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FEDERAL DEPQSIT INSURANCE CORPORATION, waenegen, Do 2062

MARTIN 4. GRUENBERG
CHAFIMAN

April 23, 2013

Honorable Bdward J. Markey

Co-Chair

Bicameral Task Force on Climate Change
Ranking Member

Commities on Natural Resources

House of Representatives

Washington, D.C. 20515

Dear Congressman Markey:

Thank you for your recent letier requesting cooperation 1o factiitate 2 imely and
comprehensive response to your letter of February 23, 20173 to the Federsl Deposit Insurance
Corporation Inspector General secking input on how the FDIC is responding 1o the threat of
climate change.

The FDIC Inspector General's Office, headed by Jon T. Rymer, 18 in the process of
conducting a review to address the questions posed in your letter, 1 want to assure you that the
FDIC is committed to full cooperation with the Inspector General so his office can accomplish
that review as soon as possible. The FDIC s Division of Administration is working closely with
the Office of Inspector General to provide information regarding our accomplishinents and plans
10 meet the requirements of legislation, regulation, executive order, and other directives on
climate change that apply 1o the FDIC.

Thank you for taking the time to write abowt this important topie. If you have further
guestions or comments, please do not hesitate to contact me at (202) 898-3888 or Eric Spitler,
Director, Office of Legisiative Affairs, at (202) 898-7140.

Sincerely,

Marun 1. Gruenberg
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FEDERAL DEPOSIT INSURANCE CORPORATION, wesningon 00 2963

MARTIN J. GRUENBERG
CHAIRMAN

April 23, 2013

Honorable Henry A, Waxman

Co-Chair

Bicameral Task Force on Climate Change
Ranking Member

Committee on Energy & Commerce
House of Representatives

Washington, D.C, 205158

Dear Congressman Waxman:

Thank you for your recent letter requesting cooperation to facilitaie a fimely and
comprehensive response to your letter of February 25, 2013 to the Federal Deposit Insurance
Corporation Inspector General seeking input on how the FDIC is responding to the threat of
climaie change.

The TDIC Inspector General’s Office, headed by Jon T, Rymer, is in the process of
gonducting a review to address the questions posed in your letter. T want to assure you that the
FDIC 15 committed to full cooperation with the Inspector General so his office can accomplish
that review as soon as possible. The FDICs Division of Administration is working closely with
the Office of Inspector General to provide information regarding our accomplishments and plans
to meet the requirements of legisiation, regulation, executive order, and other directives on
climate change that apply to the FDIC.

Thank you for taking the time 1o write about this important topic. 1f you have further
guestions or comments, please do not hesitate to contact me at (2023 898-3888 or Enc Spitler,
Director, Office of Legislative Affairs, at {202) 898-7140.

Sincerely,

Martin J. Graenoerg I - —.{b)(®&)
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FEDERAL DEPQSIT INSURANCE CORPORATION, wastngior, OC 20455

MARTIN J GRUENBERG
CHAIRMAN

April 23, 2013

Honorable Sheldon Whinehonse

Co-Chair

Bicameral Task Force on Climate Change
Chairman

Subcommitter on Oversight

Commitiee on Environment & Public Works
United Siates Senate

Washington, D.C. 20310

Piear Mr. Chairman:

Thank you for your recent letter requesting cooperation to facilitate a timely and
comprehensive response to your letter of February 25, 2013 to the Federal Deposit Insurance
Corporation Inspector Genperal seeking input on how the FDIC is responding to the threat of
clinrate change,

The FDIC Inspector General’s Office, headed by Jon T. Rymer, is in the process of
conducting a review to address the questions posed in your letter, 1 want to assare you that the
FDICT is committed to full cooperation with the Inspector General o his office can accomplish
that review as soon as possible. The FDIC’s Division of Administration is working closely wit
the Office of Inspector General to provide information regarding our accomplishments and plans
1o meet the reguirements of legisiation, regulation, executive order, and other divectives on
climate change that apply to the FDIC.

Thank vou for taking the time o write about this important topic, If vou have further
guestions or comments, please do not hesifate to contact me at (202) 898-3888 or Eric Spitler,
Director, Office of Legislative Affairs, at (202} 898-7148,

Sincerely,

Martin J. Gruenberg
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