
F e d e r a l  R e s e r v e  B a n k  

o f  D a l l a s

DALLAS, TEXAS 
75265-5906

Notice 98-48

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

SUBJECT 

Amendment to Tier 1 Leverage 
Capital Standard for Bank Holding Companies 

DETAILS

The Board of Governors of the Federal Reserve System has issued an amendment to 
its Tier 1 leverage capital standard for bank holding companies. The amendment, which be­
comes effective June 30, 1998, simplifies the Board’s leverage capital standard for bank holding 
companies and incorporates the market risk capital rule into the leverage standard.

ATTACHMENT

A copy of the Board’s notice as it appears on pages 30369-70, Vol. 63, No. 107 of 
the Federal Register dated June 4, 1998, is attached.

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,

J9 ■ ■

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.

ROBERT D. McTEER, JR.
PR ES ID EN T  

AND CH IEF E X EC U TIVE O FFICER

June 17, 1998

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



30369

Rules and Regulations Federal Register
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Thursday, June 4, 1998

FEDERAL RESERVE SYSTEM

12CFR Part 225

[Regulation Y; Docket No. R-0948]

Leverage Capital Standards: Tier 1 
Leverage Ratio

AGENCY: Board of Governors of the 
Federal Reserve System.
ACTION: Final rule.

SUMMARY: The Board of Governors of the 
Federal Reserve System  (Board) is 
am ending its T ier 1 leverage capital 
s tandard  for bank  hold ing  com panies. 
The effect of th is final ru le  is to sim plify 
the  Board’s leverage capital standard  for 
bank  hold ing  com panies and  to 
incorporate the m arket risk  capital rule 
in to  the leverage standard.
EFFECTIVE DATE: June 30, 1998.
FOR FURTHER INFORMATION CONTACT: 
N orah Barger, A ssistant Director (202/ 
452-2402), Barbara Bouchard, M anager 
(202/452-3072), T. Kirk Odegard, 
F inancial A nalyst (202/530-6225), 
D ivision of Banking S upervision  and 
Regulation. For the hearing im paired  
only, Telecom m unication Device for the 
Deaf (TDD), Diane Jenkins (202/452- 
3544), Board of Governors of the Federal 
Reserve System, 20th and  C Streets, 
N.W., W ashington, D.C. 20551. 
SUPPLEMENTARY INFORMATION:

Background

On October 27, 1997, the Board issued 
a proposal to am end  its risk-based and 
T ier 1 leverage capital standards for 
bank  holding com panies (62 FR 55692). 
This proposal stem m ed in  large part 
from an  interagency effort to stream line 
capital standards p u rsuan t to section 
303 of the Riegle Com m unity 
D evelopm ent and  Regulatory 
Im provem ent Act of 1994 (CDRI A ct).1

1 The Board has worked w ith the Office of the 
Comptroller of the Currency, the Federal Deposit 
Insurance Corporation, and the Office of Thrift

That Act required  the Agencies to 
review  the ir ow n regulations and  
w ritten  policies and  to stream line those 
regulations w here possible, and  also 
required  the Agencies to w ork jointly  to 
make uniform  all regulations and 
guidelines im plem enting com m on 
statutory or supervisory  policies. To 
fulfill the  section  303 m andate , the 
Agencies review ed the ir capital 
standards for banks and  thrifts to 
identify  areas w here they  had  
substantively  different capital 
treatm ents or w here stream lin ing was 
appropriate. As a resu lt of these 
reviews, the  Agencies proposed  
conform ing am endm ents to the ir risk- 
based  an d  leverage capital s tandards for 
banks and  thrifts (62 FR 55686) 
concurrently  w ith  the  B oard’s proposal 
for bank  hold ing  com panies on October 
27, 1997.

W hile no t technically  m andated  
u n d er section  303 of the  CDRI Act, the 
Board dec ided  to am end  the  risk-based 
and  leverage capital s tandards for bank  
hold ing  com panies to make them  m ore 
uniform  w ith  those for banks and  thrifts. 
The concurren tly  issued  interagency 
and  Board proposals w ere iden tical w ith  
respect to risk-based capital standards,2 
b u t differed w ith  respect to T ier 1 
leverage capital standards. Specifically, 
the B oard’s proposal for bank  holding 
com panies incorporated  the B oard’s 
m arket risk  capital rule, w h ich  becam e 
effective th is year. The Agencies are 
currently  w orking to com plete a final 
ru le  based on the proposal for banks and 
thrifts. The Board in tends to im plem ent 
am endm ents to the risk-based capital 
standards for bank  hold ing  com panies 
concurren tly  w ith  the im plem entation  
of the interagency CDRI A ct rulem aking 
for banks and  thrifts. Because the 
B oard’s p roposal to am end  the  leverage 
capital standard  for bank  holding 
com panies differed from the interagency 
p roposal for banks and  thrifts, however, 
the Board has dec ided  tha t it is not 
necessary to w ait for the com pletion  of 
the interagency ru lem aking to finalize 
its ru lem aking on the bank  holding 
com pany leverage capital standard.

Supervision (collectively, the Agencies) to fulfill 
the CDRI Act section 303 mandate.

2 Both proposals would make uniform the risk- 
based capital treatment of construction loans on 
presold residential properties, loans secured by 
junior liens on 1- to 4-family residential properties, 
and investments in m utual funds.

The Board’s Proposal

The B oard’s proposal established a 
m in im um  Tier 1 leverage ratio (Tier 1 
capital to total assets) of 3.0 percen t for 
all bank  holding com panies tha t are 
rated a com posite “ 1” u n d er the 
BOPEC 3 rating system  or tha t have 
im plem ented  the  risk-based capital 
m arket risk  m easure set forth  in  the 
Board’s capita l adequacy guidelines (12 
CFR 225, A ppend ix  E). A ll other bank  
hold ing  com panies m ust m ain ta in  a 
m in im um  Tier 1 leverage ratio of 4.0 
percent. H igher capital ratios could  be 
requ ired  for bank  hold ing  com panies 
tha t h ad  significant financial and /o r 
operational w eaknesses, had  a high risk 
profile, or w ere undergoing or 
anticipating  rap id  growth. P rior to 
im plem enta tion  of th is  final rule, bank 
holding com panies tha t w ere no t “ 1” 
rated  u n d er the  BOPEC system  were 
required  to m ain ta in  a m in im um  
leverage ratio of 3.0 percent, p lus an 
additional 100 to 200 basis points. This 
p roposal differed from  the  interagency 
proposal for banks in  tha t the 
interagency proposal d id  no t low er the 
m in im um  leverage capital standard  for 
banks tha t h ad  adopted  the  m arket risk  
capital rule.

Comments Received

The Board received three public 
com m ents on the  Tier 1 leverage 
com ponent of the bank  holding 
com pany proposal (two from bank 
holding com panies and  one from an 
industry  trade group), all of w hich  
supported  the  proposal.4 Two of these 
com m enters supported  im m ediate 
adoption  of the proposal to reduce 
regulatory bu rd en  on bank  holding 
com panies engaged in  significant 
trading activities. Moreover, these 
com m enters encouraged the Board to 
d iscontinue entirely  the use  of the 
leverage ratio as an ind icator of safety 
and  soundness for such institutions. 
They argued that the leverage ratio was 
an inadequate m easure of relative risk, 
and  w as unnecessary  in  light of strict 
in ternational risk-based capital 
standards. Moreover, these com m enters

3 The BOPEC rating system is used by supervisors 
to summarize their evaluations of the strength and 
soundness of bank holding companies in a 
comprehensive and uniform manner.

4 In addition, a bank holding company 
commenting on the proposal for banks and thrifts 
expressed support for the Tier 1 leverage 
component of the bank holding company proposal.
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argued tha t the existence of the leverage 
capital requirem ent placed dom estic 
institu tions at a com petitive 
disadvantage relative to broker-dealers 
an d  foreign banking organizations that 
w ere no t subject to m in im um  leverage 
requirem ents. In the absence of 
elim ination  of the leverage ratio, 
how ever, these com m enters supported  
the p roposed  reduc tion  of the m in im um  
required  leverage ratio for bank  holding 
com panies tha t have adopted  the m arket 
risk  capital rule. These com m enters also 
requested  tha t the Agencies: (a) apply 
the  leverage ratio reduc tion  to banks 
tha t have adop ted  the m arket risk 
capital rule; and  (b) exclude the leverage 
ratio requirem ent entirely  from the 
p rom pt corrective action guidelines for 
banks.

Final Rule

The Board has determ ined  to adop t a 
final ru le  tha t is consisten t w ith  the 
original p roposal w ith  respect to the 
bank  hold ing  com pany leverage capital 
standard . The final ru le  p rovides tha t 
the  m in im um  Tier 1 leverage ratio  for 
the  m ost h ighly-rated  bank  holding 
com panies, as w ell as those tha t have 
im plem ented  the m arket r isk  capital 
rule, is 3.0 percent. The m in im um  
leverage ratio  for all o ther b ank  holding 
com panies is 4.0 percent. The final ru le 
also incorporates certain  changes in 
w ording to ad just for these new  
provisions. These stylistic changes are 
n o t in tended  to alter in  any  substantial 
w ay the  other provisions of the leverage 
capital standard  for bank  hold ing  
com panies. The Board acknow ledges 
com m enter concerns about the 
usefulness of the leverage ratio  as a 
supervisory  tool for those institu tions 
tha t have adopted  the m arket risk 
capital m easure. A lthough further 
m odifications to the leverage ratio  are 
beyond the scope of this final rule, the 
Board m ay consider w hether the 
leverage requirem ents shou ld  be further 
m odified  in  the future.

Regulatory Flexibility Act Analysis

P ursuant to section 605(b) of the 
Regulatory Flexibility  Act, the  Board 
has determ ined  that th is final ru le 
w ou ld  no t have a significant econom ic 
im pact on a substantial num ber of sm all 
entities w ith in  the m eaning of the 
Regulatory Flexibility  Act (5 U.S.C. 601 
et seq.). The effect of the final ru le  w ill 
be to reduce regulatory bu rden  on bank  
hold ing  com panies by  sim plifying the 
Tier 1 leverage standard. The m ost 
h ighly-rated bank  hold ing  com panies, as 
w ell as those that have adop ted  the 
m arket risk  capital rule, w ill be required  
to m eet a low er leverage capital 
standard  u n d er th is  rule. Accordingly, a

regulatory flexibility analysis is not 
required.

Paperwork Reduction Act

The Board has determ ined  tha t the 
final ru le  does no t involve a collection 
of inform ation p u rsuan t to the 
provisions of the Paperw ork R eduction 
Act of 1995 (44 U.S.C. 3501 et seq.).

Deferred Effective Date

The Board has determ ined  tha t the 
delayed effective date requirem ents of 
the A dm inistrative Procedure Act (5 
U.S.C. 553) do not apply  w ith  respect to 
th is  final rule. A delayed effective date 
is no t requ ired  w ith  respect to agency 
action that relieves a restric tion  (5 
U.S.C. 553(d)(1)). Because th is final rule 
w ou ld  relieve a restric tion  on certain 
bank  hold ing  com panies and  w ould  not 
im pose any new  restrictions on bank 
hold ing  com panies, the Board 
concludes tha t the requirem ents of 
section 553 do no t app ly  to th is  final 
rule.

List of Subjects in 12 CFR Part 225

A dm inistrative practice and  
procedure , Banks, banking, Federal 
Reserve System, H olding com panies, 
Reporting and  recordkeeping 
requirem ents, Securities.

For the reasons set forth  in  the 
pream ble, part 225 of chapter II of title 
12 of the Code of Federal Regulations is 
am ended  as set forth  below.

PART 225—BANK HOLDING 
COMPANIES AND CHANGE IN BANK 
CONTROL (REGULATION Y)

1. The au thority  citation for part 225 
is revised to read  as follows:

Authority: 12 U.S.C. 1817(j)(13), 1818, 
1828(o), 1831i, 1831p-l, 1843(c)(8), 1844(b), 
1972(1), 3106, 3108, 3310, 3331-3351, 3907, 
and 3909.

2. In append ix  D to part 225, section 
II.a. is revised to read as follows:

Appendix D To Part 225—Capital 
Adequacy Guidelines for Bank Holding 
Companies: Tier 1 Leverage Measure
* * * * *

J J  *  *  *

a. The Board has established a minimum 
ratio of Tier 1 capital to total assets of 3.0 
percent for strong bank holding companies 
(rated composite “1” under the BOPEC rating 
system of bank holding companies), and for 
bank holding companies that have 
implemented the Board’s risk-based capital 
measure for market risk as set forth in 
appendices A and E of this part. For all other 
bank holding companies, the m inim um ratio 
of Tier 1 capital to total assets is 4.0 percent. 
Banking organizations w ith supervisory, 
financial, operational, or managerial 
weaknesses, as well as organizations that are 
anticipating or experiencing significant

growth, are expected to maintain capital 
ratios well above the m inim um levels. 
Moreover, higher capital ratios may be 
required for any bank holding company if 
warranted by its particular circumstances or 
risk profile. In all cases, bank holding 
companies should hold capital 
commensurate w ith the level and nature of 
the risks, including the volume and severity 
of problem loans, to w hich they are exposed. 
* * * * *

By order of the Board of Governors of the 
Federal Reserve System, May 29, 1998. 
Jennifer J. Johnson,
Deputy Secretary of the Board.
[FR Doc. 98-14808 Filed 6-3-98; 8:45 am] 
BILLING CODE 6210-01-P




