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Notice 95-10

TO: The Chief Executive Officer of each 
member bank and others concerned in 
the Eleventh Federal Reserve District

SUBJECT

Final Amendments to the 
Risk-based Capital Guidelines

DETAILS

The Board of Governors of the Federal Reserve System has issued amend­
ments to the risk-based capital guidelines for state member banks regarding concentra­
tion of credit risk and risks of nontraditional activities. The amendments implement 
Section 305 of the Federal Deposit Insurance Corporation Improvement Act (FDICIA) 
which directs each Federal banking agency to revise its risk-based capital standards to 
ensure that the standards take adequate account of these risks.

As amended, the risk-based capital guidelines explicitly identify concentra­
tions of credit risk and an institution’s ability to manage them as important factors in 
assessing an institution’s overall capital adequacy. The amendments also identify an 
institution’s ability to adequately manage the risks posed by nontraditional activities as 
an important factor to consider in assessing an institution’s overall capital adequacy.

The amendments became effective January 17, 1995. The Board initially 
approved these amendments on August 3, 1994. Publication of the joint final rule was 
delayed to reach interagency agreement.

ATTACHMENT

A copy of the Board’s notice as it appears on pages 64561-64, Vol. 59, No. 
240, of the Federal Register dated December 15, 1994, is attached.

For additional copies, bankers and others are encouraged to use one of the following toll-free numbers in contacting the Federal 
Reserve Bank of Dallas: Dallas Office (800) 333 -4460; El Paso Branch Intrastate (800) 592-1631, Interstate (800) 351-1012; Houston 
Branch Intrastate (800) 392-4162, Interstate (800) 221-0363; San Antonio Branch Intrastate (800) 292-5810.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)



MORE INFORMATION

For more information, please contact Dorsey Davis at (214) 922-6051. For 
additional copies of this Bank’s notice, please contact the Public Affairs Department at 
(214) 922-5254.

Sincerely yours,

jfrW 1 B-
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DEPARTMENT OF THE TREASURY

Office of the Comptroller of the 
Currency

12 CFR Part 3 

[Docket No. 94-22]

RIN 1557-AB14

FEDERAL RESERVE SYSTEM

12 CFR Part 208

[Regulation H; Docket No. R-0764]

FEDERAL DEPOSIT INSURANCE 
CORPORATION

12 CFR Part 325 

RIN 3064-AB15

DEPARTMENT OF THE TREASURY

Office of Thrift Supervision

12 CFR Part 567 

[No. 94-152]

RIN 1550-AA59

Risk-Based Capital Standards; 
Concentration of Credit Risk and Risks, 
of Nontraditional Activities

AGENCIES: O ffioe o f  th e  C o m p tro lle r  o f  
th e  C u rren cy  (OCC), T reasu ry , B oard o f  
G overnors o f  th e  F ed era l R eserve 
S ystem  (Board); F ed e ra l D eposit 
In su ran ce  C orpo ra tion  (FDIC); a n d  
O ffice o f  T h rif t S u p e rv is io n  (OTS), 
T reasury .
ACTION: F in a l ru le .

SUMMARY: T h e  OCC, th e  B oard , th e  FDIC 
a n d  th e  O T S  (co llec tiv e ly  “th e  
agencies") a re  is su in g  th is  f in a l ru le  to  
im p lem e n t th e  p o rtio n s  o f  se c tio n  305 o f  
th e  F ed era l D epo sit In su ran ce  
C orpora tion  Im p ro v em en t A ct o f  1991 
(FDICLA) th a t  req u ire  th e  ag en c ies  to  
rev ise  th e ir  risk -b ased  c a p ita l s ta n d a rd s  
for in s u re d  d ep o sito ry  in s ti tu t io n s  to  
e n su re  th a t th o se  s ta n d a rd s  tak e  
ad eq u a te  a c c o u n t o f c o n c e n tra tio n  o f 
c red it r isk  a n d  th e  r isk s  o f  
n o n tra d it io n a l a c tiv itie s . T h e  fina l m le  
am e n d s  th e  r isk -based  c a p i ta l  s ta n d a rd s  
by  ex p lic itly  id en tify in g  co n cen tra tion  
of c re d it r isk  a n d  certa in  r isk s  a ris in g  
from  n o n trad it io n a l ac tiv itie s , a s  w e ll a s  
an  in s ti tu t io n ’s  ab ility  to  m an age  these  
risks, a s  im p o rtan t fac to rs  in  assessing  
an  in s ti tu tio n 's  o v era ll c a p ita l ad equacy .

EFFECTIVE DATE: January  1 7 .1 9 9 5 .
FOR FURTHER INFORMATION CONTACT:
OCC: For is su e s  re la tin g  to  
co n cen tra tio n  o f  c red it r isk  a n d  th e  risks 
o f n o n tra d it io n a l ac tiv itie s , Roger T u fts , 
S e n io r  E conom ic  A d v iso r (2 0 2 /8 7 4 -  
5070), O ffice o f  th e  C h ie f  N a tio n a l B ank  
Exam iner. F o r legal issues, R on a ld  
S h im ab u k u ro , S en io r A tto rney , Bank 
O p era tion s a n d  A ssets D iv is ion  (202/ 
874—4460), O ffice o f  th e  C o m p tro lle r  o f  
th e  C u rrency , 250 E S tree t, S .W ., 
W ash ing ton , DC 20219.

B oard: F o r  issues re la ted  to  
co n cen tra tio n  o f  c re d i t  risk , D avid 
W right, S u p e rv iso ry  F in an c ia l A nalyst, 
(202 /728-5854) a n d  for is su e s  re la ted  to  
th e  risk s  of n o n tra d it io n a l ac tiv ities, 
W illiam  T reacy , S u p e rv iso ry  F in an c ia l 
A nalyst, (202 /45 2 -38 59 ), D iv is io n  o f  
B anking S u p e rv is io n  a n d  R egulation; 
S co tt G. A lvarez, A ssocia te  G enera l 
C ounsel (202/452—3583), G regory  A. 
Baer, M anaging S en io r C o u n se l (202/ 
452 -3 23 6 ), Legal D iv is ion , B oard  o f  
G overnors o f th e  F ed era l R eserve 
System . F or th e  h ea rin g  im p a ire d  o n ly . 
T e leco m m u n ica tio n  D evice for th e  Deaf 
(TDD). D oro thea  T h o m p so n  (2 0 2 /4 5 2 - 
3544), B oard  o f  G overnors o f  th e  F ederal 
R eserve S ystem , 20 th  a n d  C S treets,
NW ., W ash in g ton . DC 20551.

FDIC: D an ie l M . G autsch ,
E x am in a tio n  S p e c ia lis t (202 /8 98 -69 12 ), 
S tep h e n  G. Pfeifer, E x am in a tion  
S p ec ia lis t (2 0 2 /8 98 -89 04 ), D iv is io n  o f 
S u p e rv is io n , ot F red  S. C a m s, Chief, 
F in an c ia l M arkets S ec tio n , D iv is ion  o f . 
R esearch  an d  S ta tis tics  (202 /898-3930). 
F or legal issues, P am e la  E. F  L eC ren, 
S en io r C o u n se l (2 0 2 /89 8 -37 30 ) or 
C laude A. R o llin , S e n io r  C o un se l (202/ 
898-39 85 ), Legal D iv is ion , F edera l 
D eposit In su ran ce  C orp o ra tion , 550 17th  
S treet. N W ., W ash ing ton , DC 20429.

OTS; John  C on no lly , S en io r Program  
M anager, C ap ita l P o licy  (202) 9 0 6 -6 46 5 ; 
D orene R osen tha l. S e n io r  A ttorney , 
R egula tions, L eg is la tion  an d  O p in io n s  
D iv is ion  (202) 9 0 6 -7 2 6 8 , O ffice o f  T h rift 
S u p erv is io n , 1700 G S treet, N W ., 
W ash ing ton , DC 20552.

SUPPLEMENTARY INFORMATION:

I. Background
T h e risk -based  c a p ita l s ta n d a rd s  

ad o p te d  by  the  agen c ies  ta ilo r  an  
in s ti tu t io n 's  m in im u m  cap ita l 
req u irem en t to b ro ad  ca tegories o f  c red it 
r isk  e m b o d ie d  in  its  asse ts a n d  off- 
b a lan ce -sh ee t in s tru m en ts . T h e se  
s ta n d a rd s  req u ire  in s ti tu tio n s  to  have 
to ta l cap ita l eq u a l to  at le a s t 8  percen t 
o f th e ir  risk -w eigh ted  a sse ts .1 
In s titu tio n s  w ith  h ig h  or in o rd in a te

1 As defined risk-weighted assrts include credit 
exposures contained to off-balance-sheet 
instruments.

levels o f  r isk  a re  ex p ec ted  to  o p e ra te  
ab ov e  m in im u m  cap ita l s tan d a rd s . 
C u rren tly , e a c h  agency  a d d re sse s  c ap ita l 
ad equ acy  th ro u g h  a  v a rie ty  o f  
su p e rv iso ry  ac tion s a n d  c o n s id e rs  th e  
risks o f  c red it co n c en tra tio n s  a n d  
n o n tra d it io n a l ac tiv itie s  in  tak in g  th o se  
varied  su p erv iso ry  ac tions. «

S ec tio n  305(b) o f  FDICIA, P ub . L. 
1 02 -24 2  (12 U.S.C. 1828 no te ), requ ires 
th e  agen c ies  to  rev ise  th e ir  risk -based  
cap ita l s ta n d a rd s  for in su red  deposito ry  
in s ti tu t io n s  to e n su re  th a t  th o se  
s tan d a rd s  take  ad eq u a te  acco u n t of 
in te res t ra te  r isk , c o n cen tra tio n  of cred it 
risk  a n d  th e  risks o f n o n trad it io n a l 
ac tiv ities. T h is  f in a l ru le  ad d resses  
co n ce n tra tio n  o f  c red it r isk  a n d  th e  risks 
o f n o n tra d it io n a l ac tiv ities. T h e  
agencies a re  ad d re ss in g  in te re s t rate risk  
th ro u g h  sep ara te  ru lem ak ings. See OCC, 
B oard a n d  FDIC jo in t n o tice  of p ro p osed  
ru lem ak in g . 58 FR 48206 (S ep tem ber 14, 
1993) a n d  O TS final ru lem ak ing , 58 FR 
45799 (A ugust 3 1 ,1 9 9 3 ). In  ad d itio n , 
th e  agencies is su ed  sep ara te  final ru les  
to  im p lem en t th e  sec tion  305 
req u irem en t th a t risk-based  cap ita l 
s tan d a rd s  reflect th e  ac tu a l p erfo rm ance 
an d  ex p ec ted  risk  of lo ss  o f m u ltifam ily  
m ortgages.

F o r  th e  risk s  re la ted  to  co n cen tra tio n  
of c red it an d  n o n trad it io n a l activ ities, 
th e  agencies p u b lish ed  a jo in t no tice  of 
p ro p o sed  ru lem ak in g  on  F ebruary  22, 
1994. S e e  59 FR 8420. T he  agencies 
rece ived  54 co m m en ts , in c lu d in g  
d u p lic a te  c o m m e n ts  am ong  the  
agencies. A d esc r ip tio n  o f  th e  jo in t 
p ro p o se d  ru le  a lo n g  w ith  a d iscu ss io n  o f  
th e  co m m en ts  fo llow s.

II. Concentration o f  Credit R isk

A . P roposed  A p p ro a ch

In  th e  jo in t p ro p o se d  ru le , th e  
agencies  s ta te d  th a t  it w a s  no t c u rre n tly  
feasib le  to  q u an tify  th e  r isk  re la te d  to 
co n cen tra tio n s  o f  c re d i t  for u se  in  a 
fo rm ula-based  c a p ita l c a lcu la tio n . 
A lth o u g h  m o st in s ti tu tio n s  c a n  iden tify  
a n d  track  large co n cen tra tio n s  o f c red it 
risk  by  in d iv id u a l o r  re la te d  g ro u p s  o f  
bo rrow ers , a n d  som e can  iden tify  
c o n c e n tra tio n s  by  in d u s try , geographic  
area , c o u n try , lo an  ty p e  o r  o th e r 
re lev an t factors, th e re  is  n o  genera lly  
acce p ted  a p p ro a c h  to  id en tify in g  a n d  
q u an tify in g  th e  m a g n itu d e  o f  risk  
assoc ia ted  w ith  c o n ce n tra tio n s  o f  c red it. 
In  p a rtic u la r, d e f in it io n s  a n d  ana ly ses o f  
co n ce n tra tio n s  are n o t u n ifo rm  w ith in  
th e  in d u s try  a n d  a re  b a se d  in  p a r t  on  th e  
sub jec tive  ju d g m en ts  o f  each  in s ti tu tio n  
u s in g  its  e x p e rie n ce  a n d  k no w ledg e  of 
its  spec ific  bo rrow ers , m a rk e t a reas  an d  
p rod u c ts .

N o n e th e less , te c h n iq u es  do  ex is t to  
ide n tify  b ro a d  c lasses o f  con cen tra tio n s
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an d  to recogn ize  sign ifican t exposures. 
T he  effective track ing  an d  m anagem en t 
o f  su ch  risk  is im p ortan t to  en su rin g  the  
safety a n d  so u n d n ess  o f fin an c ia l 
in s titu tio n s . In s titu tio n s  w ith  s ign ifican t 
co n cen tra tio n s  of cred it risk  requ ire  
cap ita l above th e  regulatory  m in im u m s. 
A s new  d ev e lo p m en ts  in  iden tify ing  
an d  m easu ring  co n cen tra tion  o f c red it 
risk  em erge, th e  agencies w ill co n sid e r 
p o te n tia l re f inem en ts  to the  risk-based  
cap ita l s tand ards.

A ccord ing ly , th e  agencies p ro p o sed  to 
take  acco u n t o f co n cen tra tion  of c red it 
risk  in  th e ir  r isk-based  cap ita l 
gu id e lin e s  o r regu la tio ns by am en d in g  
th e  s tan d a rd s  to  ex p lic itly  c ite 
co n cen tra tio n s  of cred it r isk  an d  an 
in s ti tu t io n ’s ab ility  to  m o n ito r an d  
con tro l th e m  as im p o rtan t factors in  
assessing  an  in s ti tu t io n ’s overall cap ita l 
adequacy . T h e  jo in t p ro p o sed  ru le  
co n te m p la ted  th a t in ad d itio n  to 
rev iew ing  con cen tra tio n s  of c red it risk  
p u rsu a n t to  sec tion  305, th e  agencies 
a lso  m ay rev iew  an  in s ti tu t io n ’s 
m an agem en t o f c o n cen tra tio n s  o f c red it 
risk  for ad equ acy  an d  co nsis tency  w ith  
safety a n d  so u n d n ess  s tan d ard s  
regard ing  in te rn a l con tro ls , c red it 
u n d e rw ritin g  or o th e r re levan t 
o p e ra tio na l a n d  m anageria l a reas to  be 
p ro m u lg a ted  p u rsu a n t to  sec tion  132 of 
FDICIA.

B. C om m en ts

T h e vast m ajo rity  o f co m m en ters  
su p p o r ted  th e  agencies’ d ec is io n  n o t to 
p rop ose  any  q u an tita tiv e  form ula or 
s tand ard . M any  com m en ters , how ever, 
exp ressed  a general con ce rn  as to h o w  
th e  ag encies  w o u ld  im p lem en t and  
in te rp re t th e  jo in t p ro p osed  ru le . 
C om m enters n o te d  w ith  ap p ro v a l th e  
agen c ies’ ob servation  th a t ru lem ak in g  in 
th is  area co u ld  in ad v erten tly  crea te  false 
in cen tiv es  o r u n in te n d e d  co n seq uences 
th a t m ig h t d ecrease  th e  safety  an d  

-•soundness o f th e  b ank ing  a n d  th rif t 
in d u s tr ie s  o r un n ecessa rily  red u ce  th e  
av a ilab ility  o f c red it to  p o ten tia l 
bo rrow ers . S everal com m enters, 
p a rticu la rly  sm a lle r b anks, agreed w ith  
th e  agencies th a t, w h ile  portfo lio  
d iv e rs if ica tio n  is  a  desirab le  goal, it m ay  
also  in c rease  an  in s ti tu t io n ’s overall risk  
i f  a cco m p lish ed  by le n d in g  in 
un fam ilia r  m arket a reas to  out-of- 
te rrito ry  b o rro w ers  o r by  rap id  
ex p an sio n  o f n ew  loan p ro d u c ts  for 
w h ic h  th e  in s ti tu tio n  does no t have 
ad eq u a te  expertise .

A sign ifican t n u m b e r o f co m m en ters  
w e n t fu rther, how ever, suggesting  th a t 
any  req u irem en t for in s ti tu tio n s  to h o ld  
a d d itio n a l cap ita l for s ign ifican t 
co n cen tra tio n s  o f cred it risk , in c lu d in g  
th e  case-by-case ap p ro ach  p ro p osed  by 
th e  agencies, w o u ld  h u r t sm all b an k s

w ith  lim ited  portfo lio s an d  w o u ld  
encourage u n h e a lth y  d ive rsifica tion . 
U n der th e  “ Q ualified  T hrift L en d er” 
test, for ex am ple , th rif ts  m u s t h o ld  65 
percen t o f th e ir  assets in  qualify ing  
categories. T h is  req u irem en t necessarily  
“co n ce n tra te s” a th r if t’s po rtfo lio  in  
certa in  ty p es  of assets. A gricu ltu ra l 
banks d esc rib ed  th e ir  po sitio n  as 
sim ilar, a n d  therefo re  o pp o sed  any  
req u irem en t o f a d d itio n a l cap ita l in  
o rd er to co m p en sa te  for exp o su res  to 
con cen tra tio n s  of cred it.

O ne c o m m en te r felt th a t th e  p o ten tia l 
risk  of loss from  co ncen tra tio n s  of cred it 
sh o u ld  be  reflec ted  in  the  a llo w an ce  for 
loan a n d  lease losses (ALLL). As 
d escribed  in  th e  D ecem ber 21, 1993 
Interagency  P olicy  S ta tem en t regard ing  
th e  ALLL, th e  cu rren t am o u n t o f the 
loan a n d  lease portfo lio  th a t is n o t likely  
to be co llec ted  sh o u ld  be  reflec ted  in  th e  
ALLL. In m aking  a d e te rm in a tio n  as to 
th e  ap p ro p ria te  level for th e  ALLL, th e  
po licy  s ta tem en t iden tif ies 
co n cen tra tio n s  of cred it r isk  as one  of 
several factors to  be  taken  in to  accou n t 
by  an in s ti tu tio n . W hile b o th  the  ALLL 
an d  cap ita l serve as a  c u sh io n  against 
losses, th e  d ifference  b e tw een  the  ALLL 
and  cap ita l is th a t th e  ALLL sh o u ld  be 
m a in ta in e d  a t a  level th a t  is ad eq u a te  to 
absorb es tim a ted  losses, w h ile  cap ita l is 
m ean t to  p ro v id e  an  a d d itio n a l cu sh io n  
for u n ex p ec ted  fu tu re  losses. B ecause 
th e  m ag n itu d e  a n d  tim in g  o f losses from 
co n cen tra tio n s  are  h a rd  to p red ic t and  
therefo re  com e u n exp ec ted ly , 
in s ti tu tio n s  w ith  s ign ifican t levels o f 
co n cen tra tio n s  o f cred it r isk  sh o u ld  
h o ld  cap ita l above th e  regulatory  
m in im u m s. A t th e  sam e tim e, 
in s ti tu tio n s  w ith  co n cen tra tio n s  of 
c red it th a t a re  ex perienc ing  a 
d e te rio ra tio n  in  c red it q u a lity  an d  
co llec tab ility  sh o u ld  reflect d ie  
inc reased  risk  in  those  co n cen tra tio n s  in  
th e  ALLL. A ny  id e n tif iab le  lo an  an d  
lease losses sh o u ld  be  recognized  
im m ed ia te ly  by red u c in g  th e  a sse t's  
value an d  th e  ALLL.

C. F ina l R u les

A fter carefu l co n sid e ra tio n  of all th e  
com m ents, th e  agencies h av e  d e c id e d  to 
ddop t th e  p ro p o sed  ru les  on  
con cen tra tio n  o f c red it risk  w ith o u t 
m od ifica tion . T he  agencies b e lieve  th a t 
the re  is n o t cu rren tly  an  accep tab le  
m e th o d  to  a d d  a qu an tita tiv e  fo rm ula  to 
th e  risk-based  cap ita l s tan d a rd s  in  o rd er 
to  m easu re  co n cen tra tio n  of c red it risk. 
H ow ever, th e  agencies a lso  b elieve  th a t 
in s ti tu tio n s  id e n tif ied  th ro u g h  the  
ex am in a tio n  p rocess as hav ing  
sign ifican t exp o su re  to co n cen tra tio n  of 
cred it risk  o r as no t ad eq ua te ly  
m anaging  co n cen tra tio n  risk , sh o u ld

h o ld  cap ita l in  excess o f th e  regulatory  
m in im um s.

T he agencies h av e  reached  th is  
co n c lu s io n  for tw o  reasons. F irst, 
a lth ou gh  th e  agencies recognize th a t in 
som e cases co n cen tra tio ns of c red it are 
inev itab le , th ey  n o n e the less  can  pose 
im p o rtan t risks. O ther th ing s being 
equal, an  in s ti tu tio n  th a t is no t 
d ive rsified  faces risks th a t a d iversified  
in s ti tu tio n  d oes no t, an d  accord ing ly  
p resen ts  risk s  to th e  dep o sit in su ran ce  
fund  th a t a d ive rsified  in s titu tio n  does 
not. S econd , C ongress in  sec tio n  305 o f 
FDICIA clearly  m an d a ted  th a t these  
risks b e  taken  in to  acco u n t in 
d e te rm in ing  an  in s ti tu t io n ’s cap ita l 
adequacy . O TS, how ever, does not 
believe it is  a p p ro p ria te  to, an d  w ill not, 
im p lem en t sec tion  305 in  a w ay that 
p en a lizes  th r if t in s titu tio n s  for 
com ply ing  w ith  th e  sta tu to ry  Q ualified  
T hrift L en der test. In a d d itio n , the  
agencies are  no t encourag ing  out-of­
te rrito ry  le n d in g  as a resp o n se  to 
d iversifica tion  concerns.

III. R isks o f  N o n tra d itio n a l A ctiv ities

A . P roposed  A pproach

T he agencies p ro po sed  to take 
acco un t o f the  risk s  posed  by 
n o n trad it io n a l ac tiv ities by ensu ring  
tha t, as m em b ers  o f th e  in d u s try  began 
to engage in , o r sign ifican tly  expand  
th e ir  p a rtic ip a tio n  in , a n o n trad itio n a l 
activ ity , th e  risk s  o f tha t ac tiv ity  w ou ld  
b e  p ro m p tly  an a ly zed  an d  the  ac tiv ity  
g iven  ap p ro p ria te  cap ita l trea tm en t. T he  
agencies a lso  p ro p o sed  to am end  th e ir  
risk-based  cap ita l s tan d a rd s  to exp lic itly  
c ite  th e  risk s  arising  from n o n trad itio n a l 
ac tiv ities, a n d  m an ag em en t’s ab ility  to 
m o n ito r a n d  co n tro l th ese  risks, as 
im p o rtan t factors to  co n sid e r in 
assessing  an  in s ti tu t io n ’s overall cap ita l 
adequacy .

N ew  d ev e lo p m en ts  in  technology  an d  
financ ia l m arkets have in tro d u ced  
sign ifican t changes to th e  bank ing  
in d u s try , a n d  in  som e cases h ave  led 
in s ti tu tio n s  to  engage in  ac tiv itie s  no t 
trad itio n a lly  co n sid e red  p a rt o f th e ir  
bu siness . B oth in  th e  risk-based cap ita l 
reg u la tio ns an d  g u id e line s a d o p ted  by  
th e  agencies in  1989 an d  in  su b sequ en t 
rev is ion s an d  in te rp re ta tion s, the  
agencies h av e  ad o p ted  m easures to  take 
ad equ a te  acco u n t o f th e  risks o f  
n o n trad it io n a l ac tiv itie s  u n d e r  th e  risk- 
based  cap ita l s tan d a rd s . For exam ple , 
th e  FRB, FDIC an d  th e  OCC have 
recen tly  p u b lish e d  for com m en t a 
p ro p o sa l to change th e  w ay tha t the 
co u n te rp a rty  c red it risks are  m easu red  
an d  in c o rp o ra ted  in to  a risk-based 
cap ita l ra tio  for equ ity  index , 
com m od ity , an d  p rec iou s m eta ls off- 
b a lan ce  shee t in s tru m en ts . T hese
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p rop osed  ch an ges w ere u n iq u e  for each  
o f the  d is tin c t p rodu c ts . T h e  OTS 
in te n d s  to is su e  a p ara lle l p ro p o sa l in  
th e  n ea r fu ture . As n o n trad itio n a l 
ac tiv itie s d ev e lo p  in  the  fu tu re , th e  
agencies w ill  ad d ress  each  ac tiv ity  on  a 
case-by-case basis . T h u s , to  the  ex ten t 
tha t sec tion  305 con stitu te s  a m an d a te  
to the  agencies to  m ake certa in  th a t risk- 
b ased  cap ita l s ta n d a rd s  are  kep t cu rren t 
w ith  in d u s try  prac tices , th e  agencies 
have been  ac ting  co n sis te n tly  w ith  the  
in ten t of sec tion  305.

B. C om m en ts  a n d  F ina l R ules

W hile  m ost co m m en ts  focused  on 
c o n cen tra tio n  of c red it risk  ra th e r  than  
n o n trad it io n a l ac tiv ities, som e 
com m en te rs  n o te d  th e ir  app rov a l o f the 
agenc ies’ ap p ro ach  w ith  regard  to bo th  
parts  o f th e  ru lem ak ing . O n ly  a few 
co m m en ters  c ritic ized  th e  ag en c ies’ 
p roposal on n o n tra d it io n a l activ ities, 
expressing  c o n ce rn  tha t th e  agen c ies ' 
p ro po sa ls  w ere  too  vague for exam in ers  
to ap p ly  or th a t th e  p rop osa ls  w ere  too 
inflexible.

A fter care fu l co n sid e ra tio n  of a ll the 
com m en ts , th e  agencies are  ad o p tin g  th e  
jo in t p ro p o sed  ru le  on n o n trad itio n a l 
ac tiv itie s  w ith o u t m od ifica tion . T he 
agencies b e lieve  th a t th is  final ru le  
ap p ro p ria te ly  recognizes th a t th e  effect 
o f a n o n tra d it io n a l ac tiv ity  o n  an  
in s ti tu t io n ’s cap ita l adequ acy  d ep e n d s  
on the  ac tiv ity , th e  profile  o f th e  
in s titu tio n , a n d  th e  in s ti tu t io n ’s ab ility  
to  m o n ito r a n d  con tro l th e  risks arising  
from tha t activ ity . T he  agencies w ill 
co n tin u e  th e ir  efforts to inco rp o ra te  
n o n trad it io n a l ac tiv ities in to  risk-based  
cap ita l. In ad d itio n , to th e  ex ten t 
app ro p ria te , th e  agencies w ill  issue  
ex am in a tio n  g u id e lin e s  on  new  
dev e lo p m en ts  in  n o n trad it io n a l 
ac tiv ities o r co n cen tra tio n s  of c red it to 
en su re  tha t a d eq u a te  accou n t is  taken  o f  
th e  risks o f th e se  activ ities.

IV. Paperw ork R eduction Act

No co llec tio n s  of in fo rm ation  
p u rsu an t to  sec tion  3504(h) o f the 
P aperw ork  R edu c tion  A ct (44 U.S.C.
3501 e t seq.) are  co n ta in ed  in  th is  final 
ru le . C onsequen tly , no  in fo rm atio n  has 
b een  su b m itte d  to  th e  O ffice o f 
M anagem ent a n d  B udget for review .

V. Regulatory Flexibility  A ct Statement

E ach agency  hereby  certifies p u rsu an t 
to  sec tio n  605b o f th e  R egulatory 
F lex ib ility  A ct (5 U.S.C. 605(b)) th a t the  
final ru le  w ill n o t have a s ign ifican t 
econom ic  im p ac t on  a sub stan tia l 
n u m b e r p f sm a ll en tities  w ith in  th e  
m ean ing  o f  th e  R egulatory F lex ib ility  
A ct (5 U.S.C. 601 e t seq .\. T h is  final ru le  
does no t necess ita te  the  d ev e lo p m en t of 
so p h is tica ted  record keep ing  o r rep o rting

system s by  sm all in s titu tio n s; no r w ill 
sm all in s ti tu tio n s  n eed  to seek ou t th e  
exp ertise  o f sp ec ia lized  acco un tan ts , 
law yers, o r m anagers in  o rder to com ply  
w ith  th e  regula tion .

VI. Executive Order 12866

T h e OCC a n d  O TS have  d e te rm in ed  
th a t th is  fina l ru le  does n o t co n stitu te  
“ sign ifican t regu la to ry  a c tio n ” for 
pu rp o ses  o f E xecutive O rd e r 12866.

List o f  Subjects

12 CFR Part 3

A d m in is tra tiv e  p rac tice  an d  
p roced u re , C ap ita l risk, N ational banks, 
R eporting  an d  recordkeep ing  
requ irem en ts .

12 CFR Part 208

A ccoun ting , A gricu ltu re , Banks, 
B anking, C onfiden tia l bu s in ess  
in fo rm ation , C rim e, C urrency , F edera l 
R eserve S ystem , M ortgages, R eporting  
an d  reco rdk eep in g  req u irem en ts . 
Securities.

12 CFR Part 325

Bank d ep o sit in su ran ce , Banks, 
B anking, C ap ita l adequacy , R eporting  
a n d  reco rdk eep in g  req u irem en ts .
Savings assoc ia tions, S tate  no nm em b er 
banks.

12 CFR Part 567

C apital, R eporting  a n d  record keep ing  
req u irem en ts . Sav ings associations.

Authority and Issuance

OFFICE OF THE COMPTROLLER OF THE 
CURRENCY

12 CFR Chapter I
For th e  reaso ns se t o u t in  th e  jo in t 

p ream ble , 12 CFR part 3 is  am en d ed  as 
set forth  below :

PART 3—MINIMUM CAPITAL RATIOS; 
ISSUANCE OF DIRECTIVES

1. T h e  a u th o rity  c ita tio n  for p art 3 is  
rev ised  to  read  as follows:

Authority: 12 U.S.C. 93a, 161,1818, 
1828(n), 1828 note, 1831n note, 3907 and 
3909.

2. S ec tion  3.1 is rev ised  to read  as 
follows:

T h is  p a rt is is su ed  u n d e r  the  au tho rity  
o f 12 U.S.C. 1 e t seq., 93a, 161, 1818, 
3907 a n d  3909.

3. S ec tio n  3.10 is  rev ised  to  read  as 
follow s:

§3.10 Applicability.
T h e  OCC m ay req u ire  h igher 

m in im u m  cap ita l ra tio s for an 
in d iv id u a l b an k  in  v iew  of its 
c ircu m stan ces . For exam ple , h igher 
cap ita l ra tio s  m ay  be  a p p ro p ria te  for-

(a) A  n ew ly  charte red  bankr

(b) A bank  i;eceiving specia l 
superv iso ry  a tten tion ;

(c) A bank  th a t has, or is  ex p ec ted  to 
have, losses re su ltin g  in  cap ita l 
inadequacy;

(d) A b ank  w ith  sign ifican t ex posure  
d u e  to in te res t ra te  risk, the  risks from 
co n cen tra tio n s  of cred it, ce rta in  risks 
arising  from  n o n trad it io n a l activ ities, o r 
m anag em en t’s overa ll inab ility  to 
m o n ito r an d  co n tro l financia l and  
opera ting  risk s p resen ted  by 
co n cen tra tio n s  o f c red it a n d  
n o n trad it io n a l activ ities;

(e) A bank  w ith  s ign ifican t ex posure  
d u e  to fid uc ia ry  o r o p e ra tio na l risk;

(f) A b an k  e x p o se d  to  a h igh  degree 
of asset d ep rec ia tio n , o r a low  level o f 
liqu id  assets in  re la tion  to  short-term  
liabilities;

(g) A ban k  ex p o se d  to  a h igh  vo lum e 
of, o r p a rticu la rly  severe, p rob lem  loans;

(h) A b an k  th a t is grow ing  rap id ly , 
e i th e r  in te rn a lly  o r th ro ug h  acqu isitio ns; 
or

(i) A b an k  th a t m ay  be adverse ly  
affected by  th e  ac tiv itie s  o r c o n d itio n  of 
its ho ld in g  co m pan y , affiliate(s), or 
o the r p e rso n s  or in s ti tu tio n s  in c lu d in g  
cha in  b ank ing  organ iza tions, w ith  
w h ich  it has sign ifican t bu sin ess  
re la tion sh ip s.

Dated: Novem ber 18,1994.
Eugene A. Ludwig,

Comptroller o f the Currency.

FEDERAL RESERVE SYSTEM 

12 CFR Chapter II
For the  reason s set forth  in  the joint 

p ream ble , J  2 CFR Part 208 is am end ed  
as set forth  below :

PART 20S—MEMBERSHIP OF STATE 
BANKING INSTITUTIONS IN THE 
FEDERAL RESERVE SYSTEM 
(REGULATION H)

1. T he au th o rity  c ita tio n  for Part 208 
co n tin u es  to  read  as follows:

Authority: 12 U.S.C. 36, 248(a), 248(c), 
321—338a, 371d, 461, 481-486, 601, 611, 
1814, 1823(j), 1828(o), 18310, 1 8 3 1 p -l, 3105, 
3310, 3331-3351, and 3906-3909; 15 U.S.C. 
78b, 781(b), 781(g), 78l(i), 78o-4(c)(5), 78q, 
78q—1, and 78w; 31 U.S.C. 5318.

2. A p p en d ix  A to P art 208 is am en ded  
by rev ising  th e  fifth a n d  s ix th  
parag raph s u n d e r  "I. O verview" to  read  
as follow s:

A ppendix  A  to Part 208— Capital 
A dequacy G uidelines for State Member 
Banks: R isk-Based M easure

I. Overview
■ . I  - I  ‘ ........ ..  '  '  '

The risk-based capital ratio focuses 
principally  on broad categories of credit risk 
although the framework for assigning assets 
and off-balance-sheet items to risk categories
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does in- orporate elem ents of transfer risk as 
well as lim ited m stan. es of interest rate and 
m arket risk The framework incorporates 
risks arising from traditional banking 
activities as well as risks arising from 
nontraditional activities The risk-based ratio 
does not how ever incorporate other factors 
that can affert an institu tion 's  financial 
condition  These factors include overall 
interest rate  exposure, liquidity, funding and 
m arket risks, the  quality and level of 
earnings, investm ent, loan portfolio, and 
other concentrations of credit risk, certain 
risks arising from nontraditional activities, 
the quality of loans and investm ents, the 
effectiveness of loan and investm ent policies, 
and m anagem ent s overall ability to m onitor 
and control financial and operating risks, 
including the  n sk s  presented by 
concentrations o f credit and nontraditional 
activities

In addition  to evaluating capital ratios, an 
overall assessm ent of capital adequacy m ust 
take account of those factors, including, in 
particular the level and severity of problem 
and classified assets For this reason, the 
final supervisory judgem ent on a bank's 
capital adequacy may differ significantly 
from conclusions that might be drawn solely 
from the level o f its risk-based capital ratio.  ̂
* * * * *

Bv order o f the Board of Governors of the 
Federal Reserve System, December 9, 1994 

B arbara  R. Lowrey,

Associate Secretary of the Board

FEDERAL DEPOSIT INSURANCE 
CORPORATION

12 CFR Chapter HI

For th e  reason s set forth  in  th e  jo in t 
p ream ble , 12 CFR Part 325 is  am en d e d  
as  follow s.

PART 325—CAPITAL MAINTENANCE

1 T he  a u th o rity  c ita tio n  for p a rt 325 
is rev ised  to  re a d  a s  follows-

A uthority: 12 t '  S C 1815(a), 1815(h),
1 8 1 6 ,1818(a), 1818(b), 1818(c) 1818(t), 
1819(Tenth), 1828(c), 1828(d), 1828(i), 
1828(n), 1828(o), 1828 note, 1831n note, 
18310, 3907, 3909

§ 325.3 [Amended]

2 S ection  325 3(a) is am e n d ed  in  th e  
fourth  sen ten ce  by  a d d in g  "s ign if ican t 
risk s  from  c o n ce n tra tio n s  o f c red it o r 
n o n trad it io n a l a c tiv itie s ,’* im m ed ia te ly  
after " fu n d in g  r isk s ,” a n d  by a d d in g  
“w ill take  th e se  o th e r factors in to  
acco u n t in  ana ly z in g  th e  b a n k ’s  c ap ita l 
adequ acy  a n d ” im m ed ia te ly  after 
'‘FDIC” and  before “m a y ”

3 T he  fifth parag raph  o f the  
in tro d u c to ry  tex t o f A p p en d ix  A to  P art 
325 is rev ised  to  read  as follow s

A ppendix A to Part 325— Statem ent o f  
Policy on R isk-Based Capital 
* * * * *

The risk-based capital ratio focuses 
principally  on  broad categories of credit n sk , 
however, the ratio does not take account of 
many other factors that can affect a bank’s 
financial condition These factors include 
overall interest rate risk exposure, liquidity  
funding and m arket risks, the quality and 
level o f earnings, investmen* loan portfolio, 
and o ther t oncentrations of credit risk, 
certain risks arising from nontraditional 
activities, the quality  of loans and 
investm ents, the  effectiveness of loan and 
investm ent policies, and m anagem ent’s 
overall ability to m onitor and control 
financial and operating risks, includ ing  the 
risk presented by concentrations o f  credit 
and nontraditional activities. In add ition  to 
evaluating capital ratios, an overall 
assessment of capital adequacy m ust take 
account o f each of these o ther factors, 
including, in particular, the level and 
severity of problem  and adversely classified 
assets For th is reason, the  final supervisory 
judgm ent on  a bank’s capital adequacy may 
differ significantly from the conclusions that 
m ight be draw n solely from the absolute level 
of the  bank 's risk-based capita) ratio. 
* * * * *

By order of the Board of Directors.

Dated at W ashington, DC, th is 9th day of 
August 1994

Federal Deposit Insurance Corporation. 

Robert E. Feldman,
Acting Executive Secretary 

OFFICE OF THRIFT SUPERVISION 

12 CFR Chapter V 
F o r th e  reaso ns set forth  in  th e  jo in t 

p ream b le , 12 CFR Part 567 is  am e n d ed  
as follow s:

SUBCHAPTER D—REGULATIONS 
APPLICABLE TO ALL SAVINGS 
ASSOCIATIONS

1. T h e  a u th o rity  c ita tio n  for p a rt 567 
c o n tin u es  to  read  as follow s:

Authority: 12 U.S C. 1 4 6 2 ,1462a, 1463, 
1464, 1467a, 1828 (note).

2. Section  567.3 is am en d ed  by 
rev ising  p a ra g rap h s  (b)(3) a n d  (b)(9) to  
read  as follow s:

§ 567.3 Individual minimum capital 
requirements.
* * * *  *

(b) * * *
(3) A  sav in gs assoc ia tio n  th a t h a s  a 

h igh  degree o f  ex p o su re  to in te re s t ra te  
risk , p rep ay m en t risk, c red it risk , 
con cen tra tio n  o f c red it risk , ce rta in  risks 
a ris in g  from  n o n trad it io n a l ac tiv itie s , o r 
s im ila r risks; o r a h igh  p ro p o r tio n  o f off- 
b a lance  shee t risk , esp ec ia lly  s tan d b y  
le tte rs o f c red it;
* * *  *  *

(9) A sav ings asso c ia tion  th a t h a s  a 
reco rd  o f  o p e ra tio na l losses th a t exceed s

th e  average of o ther, s im ila rly  s itu a ted  
sav ings assoc ia tio ns; h as  m anagem ent 
defic iencies, in c lu d in g  fa ilu re  to 
adeq ua te ly  m o n ito r  a n d  contro l 
financia l a n d  o p e ra tin g  risks, 
p a rticu la rly  th e  risk s  p resen ted  by 
c o n cen tra tio n s  o f c red it and  
n o n trad it io n a l ac tiv itie s , o r h as  a p o o r 
reco rd  of su p e rv iso ry  co m p liance  
* * * * *

Dated August 12, 1994 

By the Office o f  Thrift Supervision 

)onathan  L. F iechter,
Acting Director
[FR Doc 94 "30771 Filed 12-14-94, 8 45 am)
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