
FEDERAL RESERVE BANK 
OF NEW YORK

[Circular No. 10659 "1 
September 24, 1993 J

RISK-BASED CAPITAL STANDARDS 

Interagency Proposal Regarding Interest Rate Risk

Comments Invited by October 29

To All State Member Banks and Bank Holding Companies in the 
Second Federal Reserve District, and Others Concerned:

The following statement has been issued by the Board of Governors of the 
Federal Reserve System:

The Federal Reserve Board has requested public comment on an interagency 
notice revising risk-based capital standards to implement Section 305 of the Federal 
Deposit Insurance Corporation Improvement Act (FDICIA) regarding interest rate 
risk.

Comments should be received by October 29, 1993.

The proposed rule is designed to ensure that banking institutions effectively 
measure and monitor interest rate risk (IRR) and that this risk is adequately considered 
in the Board’s risk-based capital standards.

As part of this proposal, the Board is requesting comment on procedures for 
measuring IRR exposures and two alternative methods for determining the additional 
capital, if any, a bank may be required to have for interest rate risk.

The agencies sought public comment on a proposed framework for IRR in August 
1992, and the current proposal has been revised to take account of the commenters’ 
concerns and recommendations.

Enclosed —  for member banks and bank holding companies in this District 
—  is the text of the interagency notice, as published in the Federal Register of 
September 14. Additional, single copies may be obtained at this Bank (33 Liberty 
Street) from the Issues Division on the first floor, or by calling our Circulars 
Division (Tel. No. 212-720-5215 or 5216).

Comments on the proposal should be submitted by October 29, 1993, and may 
be sent to the appropriate Federal agency, as indicated in the notice, or, at this Bank, 
to Beverly J. Hirtle, Manager, Banking Studies Department.

W illiam J. M cD o n o u g h , 
President.
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Tuesday
September 14, 1993

Part III

Department of the Treasury
Office of the Comptroller of the Currency

Federal Reserve System

Federal Deposit Insurance 
Corporation_______________
12 CFR Parts 3, et al.
Risk-Based Capital Standards: Interest 
Rate Risk; Proposed Rule

Comments due October 29, 1993

Note: The following changes were made to this Federal Register 
reprint:

1. On page 48210, a table providing the standard deviations
of the percent change in rates on U.S. Treasury securities 
(which had been shown elsewhere on the page) has 
been moved to footnote 4 on that page.

2. Page number 48227 has been changed to page 48230.
3. Page number 48229 has been changed to page 48227.
4. Page number 48230 has been changed to page 48229.
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DEPARTMENT OF THE TREASURY

Office of the Comptroller of the 
Currency

12CFR Part 3

[Docket No. 93-11]

FEDERAL RESERVE SYSTEM

12 CFR Part 208

[Docket No. R -0802]

FEDERAL DEPOSIT INSURANCE 
CORPORATION

12 CFR Part 325
RIN 3064-A B 22

Risk-Based Capital Standards: Interest 
Rate Risk

AGENCIES: Office of the Com ptroller of 
the Currency (OCC), T reasury, Board of 
G overnors of the Federal Reserve  
System (Board), and Federal Deposit 
Insurance Corporation (FDIC),
ACTION; Notice of proposed rulemaking.

SUMMARY: The OCC, the Board, and the 
FDIC (the Banking A gencies) are issuing 
this proposed rule to im plem ent the 
portion of section 30 5  of the Federal 
Deposit Insurance Corporation  
Im provem ent A ct of 1991  (FDICIA) that 
requires a revision of their risk-based  
capital guidelines to ensure that those  
standards take adequate acco u n t of 
interest rate risk (IRR). O ther revisions 
to the risk-based capital standards as 
prescribed in section 305  of FDICIA are 
to be addressed in separate rulemakings.

This proposal would am end the  
Banking A gencies’ capital adequacy  
standards to provide for consideration  
of IRR in the overall determ ination of a 
bank’s m inim um  capital ratios. The  
intended effect of the proposal would be 
to ensure that banking institutions 
effectively m easure and m onitor their 
IRR and that they m aintain adequate 
capital for that risk.

As part o f the proposal, the Banking 
A gencies are publishing for com m ent 
procedures for m easuring IRR exposures  
and tw o alternative m ethods for 
determ ining w hat am ount of additional 
capital, if any, a bank m ay be required  
to have for interest rate risk. In addition, 
the Banking A gencies will recom m end  
to the Federal Financial Institutions  
Exam ination Council (FFDEC) expanded  
Call Report requirem ents to facilitate the 
m onitoring of IRR exposures of 
com m ercial banks,

The Banking A gencies sought public 
com m ent on a proposed fram ework for 
IRR in A ugust, 1 9 92 . T he current

proposal reflects substantial 
m odifications to that proposal in 
response to the concerns raised and  
recom m endations m ade by com m enters. 
The proposed am endm ents to the  
regulations differ among the Banking 
A gencies to take accoun t of the existing  
regulatory structure at each A gency. 
N onetheless, the proposed am endm ents  
are intended to have the sam e effe ct  
DATES: Com m ents m ust be received  on  
or before O ctober 2 9 ,1 9 9 3 .
ADDRESSES: Interested parties are 
invited to subm it w ritten com m ents to  
any or all of the Banking A gencies. All 
com m ents w ill be shared am ong the  
Banking A gencies.

OCC: W ritten com m ents should be 
subm itted to Docket No. 9 3 - 1 1 ,  
Com m unications D ivision, N inth Floor, 
Office of the Com ptroller of the  
Currency, 2 5 0  E  Street, SW .,
W ashington, DC 2 0 2 1 9 , A ttention:
Karen Carter. Com m ents w ill be 
available for inspection and  
photocopying at that address.

Board o f Governors: Com m ents, 
w hich should refer to Docket No. R -  
0 8 0 2 , m ay be m ailed to Mr. W illiam  
W iles, Secretary, Board of Governors of 
the Federal Reserve System , 20th  and  
Constitution A venue. N W ., W ashington, 
DC 2 0 5 5 1 . Com m ents eddressed to Mr. 
W iles m ay also be delivered to the  
B oard’s  m ail room  betw een 8 :4 5  a.m . 
and 5 :15  p.m . and to the security control 
room  outside of those hours. Both the  
m ail room  and control room  are 
accessible from the courtyard entrance  
on 20th  Street betw een Constitution  
A venue and C Street, NW. Com m ents 
m ay be inspected  in Room B -1 1 2 2  
betw een 9  a.m . and 5 p .m ., excep t as 
provided in § 2 6 1 .8  of the B oard 's  
“Rules Regarding A vailability of 
Inform ation,” 12 CFR 2 6 1 .8 .

FDIC: H oyle L. Robinson, E xecu tive  
Secretary, A ttention: Room F —400, 
Federal Deposit Insurance Corporation, 
550  17th  Street, N W ., W ashington, DC 
2 0 4 2 9 . Com m ents m ay be hand- 
delivered to Room F—4 0 0 ,1 7 7 6  F  Street 
NW ., W ashington, DC 2 0 4 2 9 , on 
business days betw een 8 :3 0  a.m . and 5 
p.m. [FA X  num ber (202) 8 9 8 -3 8 3 8 ) .  
Com m ents w ill be available for 
inspection and photocopying in Room  
7 1 18 , 5 5 0  17th  Street, N W ., W ashington, 
DC 2 0 4 2 9 , between 9  a.m . and 4 :3 0  p.m . 
on business days.
FOR FURTHER INFORMATION CONTACT:

OCC: Christina Benson, Capital 
M arkets Specialist (2 0 2 /8 7 4 -5 0 7 0 ) , or 
Kurt W ilhelm , N ational Bank E xam in er  
(2 0 2 /8 7 4 -5 0 7 0 ) ,  Office of the Chief 
N ational Bank Exam iner; Kevin Jacques, 
Finan cial Econom ist, E con om ics and  
Evaluation (2 0 2 /8 7 4 -5 2 2 0 ) , and Ronald

Shim abukuro, Senior A ttorney, Bank  
O perations and A ssets D ivision (2 0 2 / 
8 7 4 -4 4 6 0 ) ,  Office of the C om ptroller of  
the C urrency, 2 5 0  E Street, SW ., 
W ashington, DC 2 0 2 1 9 .

Boara o f G overnors: Jam es H oupt, 
A ssistant D irector (2 0 2 /4 5 2 -3 3 5 8 ) ,
Jam es Em bersit, M anager (2 0 2 /4 5 2 -  
5 2 4 9 ), W illiam  T reacy, Supervisory  
Finan cial A nalyst (2 0 2 /4 5 2 -3 8 5 9 ) ,  
D ivision of Banking Supervision and  
Regulation; Scott G. A lvarez, A ssociate  
General Counsel (2 0 2 /4 5 2 -3 5 8 3 ) ,  
Gregory A . B aer, Senior A ttorney (2 0 2 /  
4 5 2 -3 2 3 6 ) ,  Legal D ivision, Board of 
G overnors of the Federal Reserve 
System . F o r the hearing im paired only, 
T elecom m unication  D evice for the Deaf 
(TDD), Dorothea Thom pson (2 0 2 /4 5 2 -  
3 5 4 4 ), B oard  of Governors of the Federal 
Reserve System , 20th  and C Streets,
NW ., W ashington, DC 2 0 5 5 1 .

FDIC : W illiam  A. Stark, A ssistant 
D irector (2 0 2 /8 9 8 -6 9 7 2 )  or Sharon Lee, 
Capital M arkets Specialist (2 0 2 /8 9 8 -  
6 7 8 9 ), D ivision of Supervision; for legal 
issues, Claude A. Rollin, Senior Counsel 
(2 0 2 /8 9 8 -3 9 8 5 ) ,  Legal D ivision, Federal 
Deposit Insurance Corporation, 5 5 0  17th  
Street, NW., W ashington, DC 2 0 4 2 9 .

SUPPLEMENTARY INFORMATION:

A . B ackground

1. S ection 305 an d  the  Basle A cco rd

IRR is the adverse effect that changes  
in  m arket interest rates m ay have on a 
bank’s financial condition. This risk is 
inherent to the business of banking. 
Section 305  of the Federal Deposit 
Insurance Corporation Im provem ent A ct 
of 1991  (FDICIA), Public Law  1 0 2 -2 4 2 ,  
requires the Banking A gencies to revise  
their risk-based capital guidelines to 
take adequate accou n t of IRR. FDICIA  
also requires the Banking A gencies to 
publish final regulations im plem enting  
section 3 0 5  and to establish transition  
rules to facilitate com p lian ce w ith those  
regulations.

Section 305(b )(2) of FDICIA requires 
the Banking A gencies to discuss the  
developm ent of com parable standards  
w ith m em bers of the supervisory  
com m ittee of the Bank for International 
Settlem ents (BIS), w hich has also been  
w orking on w ays to incorporate IRR into 
the risk-based capital standard. The  
Banking A gencies are actively  
participating in that international effort. 
H ow ever, the tim e required for 
developing and im plem enting an  
international standard is uncertain  and  
an international standard is as yet 
unavailable.

In im plem enting section  305  of 
FDICIA, the Banking A gencies seek to 
create a viable system  for m easuring  
IRR, w hile at the sam e tim e continuing
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to work w ith international organizations 
to develop consistent international 
capital standards. M any elem ents of the 
supervisory m easurem ent system  
proposed in this notice are consistent 
w ith, although not identical to, key 
elem ents of the approach being pursued  
internationally. At the tim e that an 
international agreement em erges, the  
Banking A gencies will revisit this 
approach in light of the international 
standard. Such reevaluation m ay occu r  
during the biennial review  of capital 
standards that is required by section 305  
of FDICIA.

Comments are requested on all 
aspects of this proposal. Issues on 
w hich com m ent is specifically  
requested are identified in num bered  
questions in section D.

2. A dvance N o tice  o f  Proposed  
R u lem aking (ANPR)

In August 1992 , the Banking A gencies  
issued an ANPR soliciting com m ents on 
a framework for revising their risk-based  
capital standards to take adequate 
account of IRR, as well as approaches to 
address the risks arising from credit 
concentrations and nontraditional 
activities (57 FR 3 5 5 0 7 , August 10 , 
1992). The ANPR outlined a possible 
IRR m easurem ent system and asked for 
com m ents on that system , including its 
use as a basis for determ ining a capital 
requirement.

The framework outlined was designed  
to ensure that banks with significant 
levels of IRR w ould have sufficient 
capital to cover their exposure. IRR 
exposures w ere quantified by a 
proposed supervisory risk m easure that 
sought to estim ate the econom ic effect 
of an interest rate change on the present 
value of a bank’s net w orth, rather than  
the effect on current or near-term  
earnings. This m easure required banks 
to slot their assets, liabilities, and off- 
balance-sheet instrum ents into a 
m aturity schedule based on each  
instrum ent’s rem aining contractual 
m aturity or next repricing date. The  
proposed m aturity schedule used six  
maturity ranges or tim e bands, w ith  
balances in each tim e band w eighted by 
a risk factor, or “ risk w eight,” that 
estim ated the price sensitivity of the  
instrum ent to changes in market interest 
rates. The sum m ation of these weighted  
values, the “Net Risk-W eighted  
Position,” w as used to estim ate the  
change in a bank’s equity value for a 1 0 0  
basis point change in interest rates. This  
m easure was to serve as the basis for 
determining a bank’s IRR exposure for 
capital adequacy purposes. To m itigate  
concerns about the im precision in  
measuring IRR and to recognize that 
som e degree of IRR is inherent in

banking activities, only those banks 
with relatively significant m easured  
exposure would have been required to  
allocate capital for IRR. As proposed, 
banks w ith exposures in excess of a 
“threshold” level of measured risk equal 
to plus or m inus 1 .0  percent of assets 
w ere required to allocate capital in an  
am ount equal to that excess exposure.

3. Responses to  the ANPR

The Banking Agencies collectively  
received a total of 21 4  responses to the  
ANPR. Of these, 18 2  addressed the  
proposed framework for IRR w hile 32  
addressed only issues relating to credit 
concentrations or nontraditional 
activities.

The letters on the IRR proposal 
expressed a w ide and diverse range of 
opinions. M ost com m enters 
recom m ended m odifications to, or 
expressed concern  w ith, som e aspect of  
the proposal. M any com m enters  
acknowledged the need for the Banking 
A gencies to m onitor and evaluate the 
level of interest rate risk taken by banks. 
However, m any com m enters did not 
believe that the framework, as proposed, 
would lead to m ore effective 
supervision of IRR. As a result of these 
com m ents and further analysis, the  
Banking A gencies have modified the 
framework outlined in the ANPR in 
im portant w ays. T he public com m ents  
and key changes are sum m arized below.

a. Public Com m ents
Most respondents focused on the use 

of the m easure as the basis for 
determ ining a regulatory capital 
requirement for IRR. M any urged greater 
discretion and flexibility in its use and 
recom m ended that it be used as an 
exam iner tool, rather than as the basis 
for a capital charge. M any institutions 
believed that the precision of the 
m easure should be enhanced if it is to 
be used to determ ine a capital charge. 
Therefore, they requested greater 
sophistication in som e areas w hich  
would increase com plexity and require 
m ore inform ation. Others, how ever, 
cited  concerns w ith the com plexity and  
reporting burden of the m easure and 
requested an exem ption test to exclude  
banks with low IRR from added  
reporting or capital requirements.

M any com m enters argued against a 
standard supervisory m odel and set of 
assum ptions for m easuring IRR, often 
citing the diversity w ithin the 
com m ercial banking industry caused by  
the size, location, or general nature of 
each bank’s activities. M any institutions 
also cited  the greater accu racy of their 
own risk m easurem ent m odels and  
urged the Banking Agencies to rely m ore  
heavily on them . Some cautioned that

im posing a capital charge based on a 
supervisory m odel might cause som e  
institutions to make decisions in 
deference to that m odel even though the  
bank’s internal analysis might indicate  
that other actions w ere advisable.

M any respondents also stated that 
certain  assum ptions m ade in the  
supervisory m odel w ere im proper for 
their institutions and perhaps for the 
industry as a w hole. For exam ple, m any  
criticized  the proposed treatm ent of  
deposits that do not have specified  
m aturities (referred to as non-m aturity  
deposits). These deposits can be 
w ithdraw n at any tim e but are typically  
rather stable both in price and volum e. 
They include dem and deposits, m oney  
m arket dem and accounts (MMDA), 
negotiable order of withdraw al (NOW) 
accoun ts, and savings deposits. O ther 
com m ents regarding specific aspects of 
the proposed supervisory m odel 
included criticism s and 
recom m endations on the interest rate 
scenario used and the construction of 
the risk weights.

b. Responses to Com m ents

In response to the com m ents received, 
the Banking A gencies are proposing a 
m easurem ent of IRR exposure with  
m ajor changes from that in the ANPR  
and are considering two alternative uses 
of the m easured exposure. M ajor 
changes are sum m arized below. 
H ow ever, other changes also have been 
incorporated to increase accu racy  or 
reduce regulatory burden.

(1) A proposed quantitative screen  
w ould exem pt banks identified as 
potentially low-risk institutions from 
additional reporting and, most likely, 
from any capital requirem ent for IRR.

(2) Use of a bank’s internal risk 
m easure w ould be perm itted for 
evaluating IRR w hen the m ethodology  
and key assum ptions of that m easure are  
deemed adequate by the appropriate  
Banking Agency. Exam ination  
guidelines and analytical tools w ould be 
provided to exam iners for this purpose. 
Banks w ould be expected  to m aintain  
appropriate internal risk m easurem ent 
system s consistent w ith their risk  
profiles.

(3) Various refinem ents have been  
m ade to the supervisory m easure that 
w ould be used to evaluate IRR for non
exem pt banks w here internal m odels are  
not available or are deemed inadequate. 
These m odifications include changes to  
the m ethod for determ ining risk 
w eights, the specific treatm ent of non
m aturity deposits, the reporting of  
am ortizing and non-am ortizing financial 
instrum ents, and the addition of another 
tim e band to provide for greater
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accuracy and consistency with existing 
Call Report information.
B. Discussion of Proposal
f. Overview

The Banking Agencies propose to 
modify their existing risk-based capital 
standards to provide for the explicit 
consideration of IRR when assessing the 
capital adequacy of an institution. This 
proposal addresses two elements: A 
measure of IRR exposure and an 
approach for assessing capital adequacy 
for IRR. Exposures to IRR would be 
measured as the effect that a specified 
change in market interest rates would 
have on the net economic value of a 
bank.t This economic perspective 
considers the effect that changing 
market interest rates may have on the 
value of a bank’s assets, liabilities, and 
off-balance-sheet positions.

The Banking Agencies propose to 
measure an institution’s exposure using 
either a supervisory model or the bank’s 
own internal model. In either case, the 
results could be used in one or two 
ways when assessing capital adequacy 
for IRR. One approach would be to 
reduce an institution’s risk-based capital 
ratios by an amount based on the level 
of measured risk. The other would be to 
use the measured exposure as only one 
of several factors in assessing the need 
for capital. The measurement systems 
and their possible uses are discussed in 
greater detail in sections that follow.
a. Structure of the Supervisory Model

The supervisory model would require 
banks to report their assets, liabilities 
and off-balance-sheet positions into 
time bands based upon their remaining 
maturities or nearest repricing dates. 
Each position would then be multiplied 
by an IRR “risk weight” developed by 
the Banking Agencies that represents 
the estimated sensitivity of the 
economic value of that position to a 
specified change in market interest 
rates. The risk-weighted positions of all 
balances would be summed to produce 
a net risk-weighted position. This net 
position represents the estimated 
change in the bank’s net economic value 
and would be the primary quantitative 
measure used to assess a bank’s level of 
IRR.

To avoid collecting information about 
the maturities, cash flows, coupons, and 
yields of each bank’s assets, liabilities, 
and off-balance-sheet positions, the risk 
weights would be developed using

i The change in an institution's net economic 
value is defined as the change in the present value 
of its assets minus the change in the present value 
of its liabilities plus the change in the present value 
of its off-balance-sheet positions.

hypothetical instruments that are 
deemed to be representative of the 
position being weighted. The risk 
weights developed would be the 
percentage change in the present value 
of those hypothetical instruments for 
the given interest rate change.

Tne structure, reporting requirements, 
and key assumptions of the model are 
discussed in section 3 below. The 
Banking Agencies believe that this basic 
measure can be useful for supervisory 
purposes in evaluating the IRR of many 
banks. However, the Banking Agencies 
recognize that this basic model would 
not offer the precision of many 
acceptable internal models and that 
certain types of financial instruments 
have risk profiles that may be difficult 
to incorporate accurately into this basic 
model. For these reasons, the Banking 
Agencies are proposing to make use of 
a bank’s own model, if it is deemed 
accurate.
b. Use of a Bank's Internal Model

The Banking Agencies recognize that 
many banking institutions have 
sophisticated internal models for 
measuring IRR that take account of 
complexities not addressed in the basic 
supervisory model and that are tailored 
to circumstances at each bank. 
Consequently, the Banking Agencies 
propose to make use of a bank’s own 
IRR model if it is deemed adequate by 
examiners. To make this determination, 
examiners would consider the types of 
instruments held or offered by the bank, 
the integrity of the data, and whether 
the assumptions and relationships 
underlying the model are reasonable.

The supervisory model and other 
analytical tools could be used to assist 
examiners in evaluating the adequacy of 
a bank’s internal model. The other 
analytical tools would be developed by 
the Banking Agencies over time. Such 
tools might include an options-pricing 
model to assist in the evaluation of 
explicit and embedded option products 
and the capability to use more detailed 
coupon and maturity information in 
estimating market value sensitivities. As 
experience is gained with the basic 
model and these supplemental tools, the 
Banking Agencies may seek to refine the 
basic measure to include additional or 
more sophisticated measurement 
methodologies or models.

When examiners determine that the 
risk profile generated by a bank’s 
internal model is an adequate measure 
of the bank’s risk position, that measure 
would be used for supervisory purposes. 
The bank, however, would continue to 
report the proposed expanded Call 
Report information used in the 
supervisory model. In banks without

internal models, examiners would reply 
on the supervisory model. If warranted 
by the size and complexity of the bank’s 
activities, however, examiners may 
require an institution to have an 
adequate internal model in the interest 
of bank safety and soundness. This 
approach should create incentives for 
banks to improve their ability to 
measure risk.

When reviewing a bank’s internal 
model, examiners would evaluate its 
analytical approach and underlying 
assumptions. To the extent the model 
contains material weaknesses or its 
assumptions are judged to be 
unreasonable, examiners may require 
the bank to modify its procedures before 
judging the model to be acceptable or, 
alternatively, may rely on results of the 
supervisory model. At a minimum, 
examiners would identify the 
components of an internal model that 
incorporate assumptions or calculations 
that differ significantly from those used 
in the supervisory model, assess the 
importance of these differences, and 
then determine whether the bank has a 
sufficient basis for its treatment. 
Examiners would also monitor changes 
to an institution’s assumptions or 
calculation procedures over time in 
order to assure the on-going integrity of 
the measure.

If the Minimum Capital Standard 
approach is adopted, an institution may 
be required to base that calculation on 
the results of a more sophisticated 
internal model, if available. Such an 
institution would not be permitted to 
use the basic supervisory model to 
determine its exposure for capital 
purposes, but rather would have to use 
an internal model. This requirement 
would be based upon the size and 
complexities of an institution’s 
activities and would reflect the 
recognition that the supervisory model 
may not fully capture the risks of certain 
types of financial instruments or 
activities. The Banking Agencies seek 
comment on the appropriateness of such 
a requirement and on the types and 
scopes of activities that should trigger it.
c. Threshold Level

When evaluating a bank’s need for 
capital IRR, the Banking Agencies 
propose to focus on institutions with 
relatively high levels of measured risk. 
This focus on “outliers” reflects that 
view that a certain amount of IRR is 
inherent and appropriate in commercial 
banking, that the level of risk is difficult 
to measure precisely, and that IRR has 
not been a principal threat to the 
financial health of commercial banks in 
the past.
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A threshold level representing a 
decline in net economic value equal to
1.0 percent of assets is proposed to 
account for measurement imprecision 
and some amount of IRR implicit in the 
current risk-based capital standard. 
Measured exposures resulting in a 
decline in value of less than the 1.0 
percent of assets level would generally 
be considered insufficient to require 
capital, although examiners could 
determine otherwise in unusual 
circumstances. The Banking Agencies 
may need to reconsider this proposed 
threshold level when other aspects of 
the proposal have been decided. 
Moreover, since the threshold exists in 
part to account for measurement 
imprecision, the Banking Agencies also 
request comment on the merits of using 
a lower threshold when results of more 
accurate internal models are used to 
evaluate IRR.
d. Reporting Requirements

While the regulatory changes 
proposed are expected to result in 
changes to the Call Report, no 
paperwork changes are specifically 
contained in this rule. The examples of 
Call Report schedules are provided to 
assist the reader in analyzing the full 
implications of the proposal. They are 
not intended as proposed forms. 
However, realistically, if the agencies 
adopt the final rule substantially as 
proposed, the resulting changes to the 
Call Report will probably be similar to 
the models provided and to what is 
recommended by the Banking Agencies 
to the Federal Financial Institutions 
Examination Council (FFIEC). The 
agencies will submit any Call Report 
changes to OMB for review as required 
under the Paperwork Reduction Act (44 
U.S.C. 3501 et seq.). Opportunity for 
public comment is always provided in 
relation to such a submission. 
Nevertheless, the agencies invite 
comments regarding the paperwork 
implications of this notice of proposed 
rulemaking, and will carefully consider 
any comments received in the 
development of the final rule, as well as 
in the development of proposed 
revisions to the Call Report.

To collect the information necessary 
to monitor the level of IRR and assess 
the need for additional capital at banks 
that may have significant exposures, the 
Banking Agencies believe that 
additional Call Report information will 
be needed. Accordingly, the Banking 
Agencies seek comment on a Call Report 
schedule currently under consideration 
which would provide information 
necessary for calculating the 
supervisory measure. The FDIC would 
also replace supplemental Schedule

RC-J, currently completed only by 
FDIC-supervised savings banks, with 
this new Call Report schedule. All 
FDIC-supervised savings banks would 
complete the new Call Report schedule 
and would not be afforded the reporting 
exemption as described in section E 
below. Comment is also requested on a 
second schedule that would be 
completed only by banks that elect or 
that may be required to use the results 
of their internal models. This second 
schedule would be required only if the 
Banking Agencies relied on the 
information to provide an explicit 
capital charge for IRR and would not be 
needed if the measured exposure was 
considered only as one element of 
broader guidelines for assessing capital 
adequacy for IRR.*

The proposed reporting schedules 
(Schedules 1 and 2) are illustrated and 
discussed in sections 3 and 4 below.
e. Reporting Exemptions

To minimize the reporting and other 
regulatory burdens associated with this 
proposal, the Banking Agencies propose 
to exempt from any additional reporting 
requirements institutions that meet 
certain criteria associated with “low- 
risk” institutions. The Banking Agencies 
propose that an institution would have 
to meet the following two criteria to 
qualify for such an exemption:

(1) The total notional principal amount of 
all of the institution’s off-balance-sheet 
interest rate contracts 3 does not exceed 10 
percent of its total assets: and

(2) 15 percent of the sum of the 
institution’s fixed- and floating-rate loans 
and securities that mature or reprice beyond 
5 years is less than 30 percent of its total 
capital.

The first criterion evaluates whether an 
institution has a significant amount of 
off-balance-sheet obligations that may 
warrant further scrutiny. The second 
criterion tests whether a significant 
decline in the market value of those 
assets most exposed to changing interest 
rates would reduce the institution’s 
capital substantially.

To qualify for the reporting 
exemption, banks would need to meet 
these criteria at each quarterly Call 
Report date. Based on data for December 
31,1992, approximately 8,400 
institutions with about 30 percent of 
U.S. commercial bank assets would 
meet these criteria. However, the 
Banking Agencies reserve the right to 
require an institution to report the

2 The Banking Agencies may choose to treat the 
proposed second schedule as confidential.

a Off-balance-sheet interest rate contracts are 
those reported on Schedule RC-L items ll .a ., ll .b ., 
l l .c .( l )  and ll .c .(2 ) of the Consolidated Report of 
Financial Condition.

additional information even if the 
institution satisfies these criteria. If a 
previously exempted bank fails to meet 
these criteria, or otherwise becomes 
non-exempt, it would be required to 
report the additional data at the next 
two Call Report dates, regardless of its 
future exemption status. Therefore, 
exempted banks would need to ensure 
that they are able to provide the 
requested information, if necessary.

Although exempted banks would not 
be required to report any additional 
data, they would be expected to 
maintain adequate policies and 
procedures for measuring, controlling, 
and managing interest rate risk.
f. Implementation Schedule

The Banking Agencies propose to 
require the additional reporting by non
exempt banks beginning with die March 
1994 Call Reports. Full implementation 
of the guidelines for assessing the 
adequacy of bank capital would be 
effective December 31,1994. However, 
the Banking Agencies also propose that 
examiners apply these standards on an 
advisory basis beginning with 
examinations commencing after 
December 31,1993, to the extent that 
data are reasonably available.

Comments are requested on all 
aspects of the proposal, including the 
suggested implementation schedule.
2. M ajor Considerations in M easuring 
Interest Rate Risk

Obtaining meaningful results from 
either the supervisory or internal 
models requires appropriate treatment 
of three critical elements:

(1) The interest rate scenario used to 
measure the effect of changing rates;

(2) The asymmetrical rate sensitivity that 
results for certain bank products when both 
rising and falling interest rate scenarios are 
considered; and

(3) The treatment of non-maturity deposits, 
i.e., demand deposits, NOW and savings 
accounts, and MMDAs.

Another important consideration, 
especially when evaluating the risk of 
an individual bank that is part of a 
multi-bank holding company, is the 
relationship of that bank’s exposure to 
positions held by its parent or other 
affiliated institutions. Each of these 
issues is discussed below.

a. Interest Rate Scenario
The interest rate scenario used to 

determine risk weights should cover an 
appropriate range of possible interest 
rate changes and reflect these factors:

(1) A time horizon over which 
institutions and supervisors can 
reasonably be expected to identify an 
institution’s risk and implement
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meaningful and loss-limiting responses, 
taking into account both the frequency 
of reporting and examinations; and

(2) An appropriate probability of 
occurrence, as reflected by the historical 
volatility of market interest rates over 
the chosen time horizon.

The chosen time horizon is an 
important determinant of the size of the 
specified rate change. In general, a 
shorter time horizon implies a smaller 
potential rate change; generally, 
nominal rate changes based on quarterly 
time horizons are roughly one half of 
those derived from annual time 
horizons. A quarterly interval would 
correspond to the regulatory reporting 
cycle and may also allow sufficient time 
for bank management to identify and 
reposition an interest rate risk exposure.

However, an annual or semi-annual 
time horizon may better reflect the time 
necessary for management to recognize 
trends in interest rates and determine an 
appropriate response, and for the results 
of management’s actions to be reflected 
to a material degree in the bank’s 
positions. It may also be more 
appropriate than a quarterly time 
horizon given the sluggishness of non- 
maturity deposit rates to respond to 
market changes.

The Banking Agencies recognize that 
interest rate volatility varies with 
different maturities and that this 
volatility generally increases with the 
level of rates (i.e., that volatility is 
roughly proportional to the absolute

level of rates).* Holding other factors the 
same, longer-term rates are typically less 
volatile than short-term rates.

The observed range of historical 
movements in interest rates over the 
selected time horizon will differ 
depending on the sample period used. 
Volatility experienced over a long 
sample period (e.g., the past 15 years) 
could be significantly different from that 
experienced over a shorter sample 
period (e.g., the prior 3 to 5 years). 
Longer sample periods could be used to 
ensure that the estimated volatilities 
reflect the full range of potential 
changes in rates over entire interest rate 
cycles and thus, might be more 
representative than shorter sample 
periods. On the other hand, shorter and 
more recent sample periods would 
better reflect prevailing rates and 
volatilities.

The Banking Agencies solicit 
comments on the appropriate time 
horizon, volatility measure and 
historical sample period to use in 
developing an interest rate scenario for 
assessing interest rate risk exposures. 
Specifically, comments are sought on 
alternative methodologies for 
determining scenarios. The first 
alternative measures historical volatility 
using nominal basis point changes in 
market rates. For example, a change in 
the 6-month rate from 3.0 percent to 3.5 
percent would be measured as a 
movement of 50 basis points, as would 
a change from 10.0 percent to 10.5

percent. Scenarios would be based on 
two standard deviations (covering 95 
percent of the observations) of quarterly 
basis point changes over a selected 
sample period—for example, 5 years.

A second alternative measures 
historical volatility as a proportion by 
which rates change. For example, the 
same increase from 3.0 to 3.5 percent 
would be measured as a movement of
16.6 percent of the initial rate (i.e.,
0.005/0.03) whereas the increase from
10.0 to 10.5 percent would be measured 
as a change of 5 percent (0.005/.10).5 
Under this alternative, a volatility factor 
covering two standard deviations of the 
distribution of proportional rate changes 
over the sample period would be 
applied to the prevailing level of rates 
at each point along the yield curve. A
30.0 percent proportional rate change 
represents roughly two standard 
deviations of quarterly movements of 3- 
month instruments, or annual 
movements of 30-year instruments 
observed during the period 1977 to
1992. This “volatility factor’’ would 
produce a 90 basis point change if 
applied to a market rate of 3.0 percent 
(0.300.03). The same factor, if applied to 
a 10.0 percent market rate, would 
produce a 300 basis point change 
(0.300.10).

Possible interest rate scenarios using 
both alternative methods and quarterly 
and annual time horizons are shown 
below;

Maturity
Scenarios using nominal change Scenarios using proportional change

Quarterly horizon 

(Col. 1)

Annual horizon 

(Col. 2)

Quarterly horizon 

(Col. 3)

Annual horizon 

(Col. 4)

0-3  Months ......................................................... 115 bp ......................... 320 b p ......................... 100 b p ......................... 190 bp
3-12 Months ...................................................... 120 b p ......................... 300 b p ......................... 100 b p ......................... 190 bp
1-3 Years ........................................................... 130 b p ............... - ....... 250 b p ......................... 110 b p ......................... 210 bp
3-5  Years ........................................................... 125 b p ......................... 200 b p ......................... 115 b p ......................... 235 bp
5-10 Years ......................................... ............... 110 b p ......................... 170 b p ......................... 110 b p ......................... 235 bp
10-20 Years ...................................................... 100 b p ......................... 140 b p ......................... 110 b p ......................... 235 bp
Over 20 Years...................................... ............. 80 b p ........................... 130 b p ......................... 110 b p ......................... 240 bp

Columns 1 and 2 illustrate scenarios 
using nominal changes in rates for a 
quarterly and an annual time horizon, 
respectively, as exhibited during the 
past five years. Columns 3 and 4

♦  Based on the following standard deviations of 
the percent change in rates on U.S. Treasury 
securities estimated over the period 1977 to 1992. 
one standard deviation of annual rate changes in 
the 3-month Treasury Bill is approximately 29.5%  
of the outstanding 3-month Bill rate. One standard 
deviation of annual changes for the 30-year U.S. 
Treasury bond is roughly 15.9%  of the prevailing 
30-year bond rate. The corresponding absolute

illustrate the rate changes derived using 
volatility factors for quarterly and 
annual time horizons, respectively,

changes in rates depend on the level of rates to 
which the percent change is applied.

M o n th ly

c h a n g e s

Q u a r
te r ly

c h a n g e s

A n n u a l

c h a n g e s

3  M o ............................ .0711 .1 5 1 5 .2 9 4 9

1 Y r ............................... .0 6 4 2 .1 3 5 8 .2 6 6 5
2 Y r ............................... .0 5 7 4 .1 2 0 0 .2 3 2 7

5 Y r ............................... .0 4 6 8 .0 9 7 8 .1 9 5 3

7 Y r ............................... .0 4 2 4 .0 8 8 0 .1 8 2 7

10 Y r ............................ .0 3 9 3 .0 8 1 0 .1 7 3 3
3 0  Y r ............................ .0 3 4 6 .0721 .1 5 9 0

applied to the average level of rates 
during the fourth quarter of 1992. The 
relative uniformity of rate changes 
across the term structure under the 
proportional methodology (columns 3 
and 4) reflects the steepness of the yield 
curve during that quarter; the sharply

s Under current industry convention, 
proportional volatility is expressed as a percent 
change in the level of a given market interest rate. 
This can create some confusion, in that it represents 
a “percent of a percent.” Alternatively, the 
volatility can be considered to be a multiple of the 
level of a market rate (e.g., 30 percent of the rate 
is the same as .30 of the rate).
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higher level of longer-term rates more 
than offsets the effect of their lower 
proportional volatility. A less steep 
yield curve would generally produce 
smaller changes for long-term rates than 
those for short-term rates.

Currently, the results under either 
proposed methodology indicate rate 
changes that are about 100 basis points 
using a quarterly time horizon and 200 
basis points using annual volatilities. In 
the interest of simplicity, the Banking 
Agencies also seek comment on the use 
of a parallel 100 or 200 basis point shift. 
For purposes of this proposed 
rulemaking, a simple 200 basis point 
shift is illustrated in the proposed 
amendments to the regulations of the 
Bankine Agencies.

Whicnever rate scenario is selected, 
the rate change would be treated as an 
instantaneous movement in market 
interest rates and would be used for 
both the supervisory and internal 
models for purposes of assessing capital 
adequacy. The selected rate scenario 
would be reconsidered periodically as 
market conditions change. However, it 
is the intent of the Banking Agencies to 
minimize changes to the specified 
scenarios. Therefore, barring 
extenuating circumstances, the Banking 
Agencies propose to make changes to 
the specified scenarios no more 
frequently than annually.
b. Rising and Falling Rate Scenarios

Another issue is whether the Banking 
Agencies should evaluate IRR under 
scenarios reflecting both rising and 
declining market interest rates. The 
interest rate sensitivity of many 
financial instruments can differ, in 
amount, under rising and declining rate 
scenarios. This difference can reflect 
differences in consumer behavior as 
well as management’s pricing strategies. 
Evaluating exposures for both rising and 
declining rate scenarios would allow 
consideration of the asymmetry in a 
bank’s assets, liabilities and off-balance- 
sheet items. Although banks can face 
potential losses in economic value 
under either situation, historically a 
rising rate environment has been more 
threatening to depository institutions. 
Important exceptions include 
institutions that have purchased large 
amounts of mortgage servicing rights, 
that hold large volumes of certain types 
of high-risk mortgage derivative 
instruments, or that have created certain 
types of exposures in off-balance-sheet 
positions.

One possible approach, reflected in 
the proposed rule, would be to evaluate 
exposures to both rising and declining 
rates. Internal models could estimate the 
change in economic value for both

scenarios. For the supervisory model, 
different risk weights would be used for 
the rising and declining rate scenarios to 
reflect the asymmetric behavior of 
certain instruments. In the interest of 
avoiding complexity, another approach 
would be to consider only the risk of 
rising rates in the supervisory model 
and to address exposure to declining 
rates during on-site examinations. 
Comments are requested regarding the 
burden associated with either approach.
c. Treatment of Non-Maturity Deposits

The treatment of deposits without 
specific maturity or repricing dates may 
be one of the most important elements 
in calculating an institution’s level of 
IRR exposure, whether an internal 
model or the basic supervisory measure 
is used. For purposes of calculating the 
supervisory measure, the Banking 
Agencies propose to permit banks 
limited flexibility in distributing their 
non-maturity deposits among time 
bands. Within these limits, banks would 
distribute the balances as they believe 
most appropriately reflects the price 
sensitivity of these deposits. Banks 
using their own models would be 
subject to the same effective maturity 
ranges when estimating the sensitivity 
of their deposits. Details on the 
proposed maturity ranges that would be 
allowed are provided in section 3 below 
under the discussion of “Reporting for 
Non-Maturity Deposits.”

Considering the inherent difficulties 
in determining the appropriate 
treatment of non-maturity deposits, the 
Banking Agencies solicit comment and 
any relevant empirical evidence on the 
price sensitivity and market valuation of 
these deposits. Information relevant to 
assessing the changes in the market 
value of these deposits relative to 
changing interest rates would be most 
helpful. The Banking Agencies also seek 
comment on whether banks that have 
well reasoned and documented 
calculations showing rate sensitivities 
that are outside the proposed 
supervisory ranges should be allowed to 
use those calculations. Of particular 
interest are the specific types of 
analyses that should be required from 
banks to support such calculations.
d. Multi-bank Holding Companies

Banking organizations manage the IRR 
of their bank and nonbank subsidiaries 
in a variety of ways. Techniques include 
managing risk separately for each 
subsidiary depository institution and 
nonbank affiliate, on a consolidated 
basis for all banking entities, or on a 
fully consolidated basis for the holding 
company and all its subsidiaries.

Although recognizing these diverse 
practices, the Banking Agencies propose 
that each subsidiary depository 
institution report its assets, liabilities 
and off-balance-sheet positions 
separately (provided that the subsidiary 
is not exempted from the reporting 
requirement based on the criteria 
described in section 1 above). Multi
bank holding companies that use their 
own models also would need to 
calculate the exposure of each 
individual bank, although the actual 
calculation could be done by staff at the 
corporate or lead-bank level. This 
procedure will allow the Banking 
Agencies to monitor the IRR exposure of 
individual banks and to evaluate the 
ability of the banks to manage their 
measured levels of risk. This approach 
seems most consistent with the 
structure of existing capital standards 
and legislative requirements.

*3. Description o f Supervisory M odel

a. General Comments
This section describes the structure, 

possible reporting requirements, and 
key assumptions and procedures of the 
proposed supervisory model. The 
measurement system is designed to 
minimize reporting burdens while 
meeting the supervisory need to 
estimate the extent to which the net 
economic value of an institution would 
change under a specified change in 
market interest rates. As such, it is not 
intended to replace other, more 
sophisticated procedures that banks 
may use in their risk management 
process.

A key component of the proposed 
supervisory system is a set of “risk 
weights” that—when applied to 
reported asset, liability and off-balance- 
sheet positions—estimates the 
sensitivity of the present value of each 
position to a specified change in interest 
rates. The sum of all weighted values of 
a bank’s assets, liabilities and off- 
balance-sheet positions represents the 
amount by which the bank’s net 
economic value is estimated to change, 
given an assumed change in interest 
rates. This number, called the “Net 
Risk-Weighted Position”, is the primary 
quantitative measure that would be used 
to evaluate an institution’s exposure to 
IRR.

b. Information Requirements
Use of the supervisory measurement 

system requires information on the 
maturity and repricing characteristics of 
an institution’s assets, liabilities and off- 
balance-sheet positions. As described in 
section 1 above, an IRR reporting 
exemption would be granted to
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institutions meeting certain criteria. 
Non-exempt institutions and FDIC- 
insured savings banks would be 
required to report maturity and 
repricing information for both on- and 
off-balance-sheet items in a Call Report

schedule such as that illustrated in 
Schedule 1. Non-exempt commercial 
banks would no longer need to report 
the similar maturity and repricing data 
currently collected on the memoranda 
items of Schedules RC-B, RC-C, and

RC-E. Exempt institutions with the 
exception of FDIC-insured savings 
banks, however, would continue to 
report these memoranda items.
BILLING CODE 4S10-35-M ; I 2 I M 1 - M ;  67W -01-M
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Proposed Interest Rate Risk Schedule DRAFT Schedule 1

(to be completed by non-exempt institutions only) 
Maturity and vepricing data:

Please break out die foflowuig items _____________
accordmg to dwr remaning term to 
maturity or time to repricing: > 3 months snd > 1 year and > 3 yean and > 5 yean and > 10 yean snd

Total Up to 3 months < -  1 year < *  3 yean < -  5 yean <>■ 10 yean < * 20 yean > 20 yesn

Dollar Amounts in Thousands Bit MB Thou Bl MB Thai BO MB Thou Bl Ml Thai BO MO Thou Bl MO Thai Bl MO Thou Bl MU Thou
Securities:

a. Adjustable-rate mortgage securities...............
ana
xxn 1 000

went
xxn 0

ana
xxn 1 000

ana
0

ana
xxn 0

b. Fbted-rate mtgs, asset-backed securities. . . .
arm
n n 11 750

went
xxn 0

ana
xxn 0 * 1 100

ana
xxn 0

ana
xxn 0

ana
3 250

ana
xxn 7 400

c. Zero or low coupon securities........................
KIB
xxn 3 000

ana
xxn 1 000

ana
xxn 1 000

ana
xxn 1 000

ana
xxn 0

ana
n n 0

ana
xxn 0

ana
xxn 0

d High-risk mortgage securities.........................
ATffJ
xxn 3 000

e. All other securities..........................................
mb

59 208
ana
xxn 7 000

ana
xxn 12 150

arva
xxn 4 475

ananon 6 720
ana
xxn 10 564

arva
xxn 8 837

ana
xxn 9 462

Loan and Leases:

a. Adjustable-rate mortgages..............................
am
xxn 6 000

went
4 000

ana
xxn 2 000

ana
xxn 0

ana
xxn 0

b. Fbted-rate mtg, consumer loari©...................
ac»o
MO 23 420

went
xxn 1 500

ana
xxn 1 950

ana
xxn 2 950

ana
xxn 4 166

arvo
xxn 6 620

ana
xxn 3 204

ana
xxn 3 030

c. Ad other loam (CAI. etc.)...........................
armnn 61 198 ana

xxn 15 672
ana
xxn 11 382

ana
xxn 21 136

ana
xxn 13 008

arva
xxn 0 arva

xxn 0 ana
xxn 0

A l Other Int-Bearing Assets (Bal. Due, Fed Fund|
ana
n n 1 450

arva
xxn 1 450

arva
xxn 0 ana

xxn 0 ana
xxn 0 arva

xxn 0 ana
xxn 0 arva

xxn 0
UaMUbes:

a. Time deposits................................................. xxn 71 070
ana
xxn 21 433

ana 31 862 xxn 8 621
went 9 090 went

xxn 64
ana
xxn 0 arva

xxn 0
b. A l other (indude repos and sub. debt)..........

ana
xxxx 14 258

ana
xxn 1 650

ana 6 433
arva
xxn 6 175

ana
xxn 0 arra

xxn 0 arva
xxn 0 ana

xxn 0
c . MMDAs A DO As - rising rates....................

arm
xxn 5 9 287 xxn 0 ana

36 287
ana
xxn 23 000 ana

xxn 0 ana
xxn 0 ana

xxn 0 ana
xxn 0

d. NOWt *  savings - rising rates......................
ana
xxn 21 525

arva
xxn 0 arva

xxn 0 13 525 xxn 8 000 arva
xxn 0 xxn 0 ana

xxn 0
e . MMDAs A DDAs - declining rales...............

ana
xxxx 59 287

aera 
xxn 11 500

ana
xxn 36 287

ana
xxn 11 500

ana
xxn 0 ana

xxn 0 ana
xxn 0 arva

xxn 0
r. NOWs A w ines - dectMm rales.................

arm
xxxx 21 525

ana
xxn 4 000 ana

xxn 3 000 ana
xxn 13 525

ana
xxn 1 000 ana

xxn 0 arva
xxn 0 ana 0

Off-Balance-Sheet VnaMcws:

a. Swaps, I te m ,  FRAt. etc............................
acta
xxn 0 xxn 3 000 ana

500
ana
xxn -3 050

ana
xxn -450

ana
n n 0 arva

xxn 0 arvami 0
b. Options, caps, floors, etc...............................

aria
xxn 0 ana

xxn 1 000 ana
xxn 0 xxn -1 000 ana

xxn 0 arva
xxn 0 arva

xxn 0 arva
xxn 0

c. Mortgages A other mortizing ktsttuments. .
ana
xxn 0 ana

xxn 1 000 arva
xxn 0 ana

xxn -1 000 ana
xxn 0 arvo

xxn 0 arva 0 arva 0
Tradina Account

a. CadipoaMom...............................................
■no
xxn 12 975

ac»a
xxn 2 550

arva
xxn 4 900 ana

xxn 5 525
arva
xxn 0 arva

xxn 0 arvo
n n 0 arm

xxn 0
b. OfT balance tbeet positions...........................

am
xxn _ 9 j

amt
xxn 0 ana

xxn 0 arva
xxn 0 arva

xxn 0 arvo
xxn 0 aria

xxn 0 arva
xxn 0

Memoranda

1. High-Rbk Securities Evaluated.............

2. High-Risk Securities Not Evaluated.. .

Carrying Value Rising Rates DecIMig Rases
arva
xxn 2 0 0 0

arva
2 1 6 0

went
xxn i 8 0 0

ana
1 0 0 0
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The reporting format being proposed  
w ould require institutions to report 
assets, liabilities and off-balance-sheet 
item s across seven m aturity ranges (time 
bands) based on the time rem aining to 
m aturity or next repricing date. T he  
proposed tim e bands are:

• Up to 3 M onths,
• 3 to 12 M onths,
• 1 to 3 Y ears,
• 3 to 5 Y ears,
• 5 to 1 0  Y ears,
• 10  to 2 0  Y ears,
• G reater than 2 0  years.

In the interest of m inim izing reporting  
burdens, no coupon or yield data would  
be collected . Rather, the supervisory  
m odel w ould apply general assum ptions  
regarding coupon rates and other 
characteristics of the underlying assets, 
liabilities, and off-balance-sheet 
instrum ents in developing the interest 
rate sensitivity w eights. W hen used as 
an alternative, internal m odels would be 
expected to reflect actual coupons and 
yields of the specific holdings of the  
institution.

Reporting fo r assets. The price  
sensitivity of a financial instrum ent is 
determ ined by the instrum ent’s cash  
flow characteristics. A ccordingly, 
m aturity and repricing data on most 
assets would be collected  in one of four 
categories that reflect different types of 
cash flows:

• A djustable-rate m ortgages (ARM s) and  
m ortgage secu rities:

• Fixed -rate  m ortgage secu rities, asset- 
backed secu rities, fixed-rate m ortgages, 
con su m er loans and other easily identifiable  
instrum ents that involve sch edu led periodic  
am ortization  of prin cipal;

• Zero or low  cou p on  secu rities with  
either no period ic interest paym ents or 
interest cou p on s of 2 percent or low er; and

• A ll o th er in strum ents, w h ich  are  
assum ed to involve sch edu led  periodic  
paym ents o f interest and the paym ent of 
principal at m aturity .

As proposed, those ARMs tied to a 
current m arket index (e.g., Constant 
M aturity Treasury rates) would be 
reported in the tim e band according to 
their next repricing date. ARMs tied to 
a lagging index (e.g., 11th District Cost 
of Funds) have greater price sensitivity  
owing to the lagging nature of their 
repricing behavior. These instrum ents 
would be reported in the 3 to 5 year 
tim e band to reflect this price  
sensitivity.

Only outstanding principal balances 
would be distributed across the time 
bands, This distribution would be based 
on each instrument’s remaining 
contractual maturity or repricing date. A 
bank’s own estimate of expected cash 
flows would not be reported. Instead, 
the Banking Agencies would

incorporate the rate of anticipated 
prepayments on amortizing instruments, 
such as residential mortgages and 
mortgage pass-through securities, into 
the IRR risk weights using standardized 
assumptions and market expectations.

Mortgage derivative products would 
be treated differently. Under the FFIEC 
Policy Statement on Securities 
Activities, mortgage derivative products 
are defined as stripped mortgage-backed 
securities, tranches of collateralized 
mortgage obligations (CMOs) and real 
estate mortgage investment conduits 
(REMICs), CMO and REMIC residual 
securities and other instruments having 
the same characteristics as these 
securities. In general, banks would 
report “high-risk” mortgage derivative 
products differently from those that are 
“nonhigh-risk.” e Banks would report 
only the total carrying value of “high- 
risk” mortgage derivative products that 
are held for sale. A memorandum item 
would be used to collect information on 
the interest rate sensitivity of these 
instruments. All other mortgage 
derivative products would be classified 
as “nonhigh-risk” and would be 
distributed across the time bands of the 
proposed reporting form, in the “All 
Other Securities” category, according to 
their current average life as calculated 
by bank management.7

Time deposits held at other 
institutions, Federal funds sold, * 1

« Effective February 10,1992 the Banking 
Agencies and the Office of Thrift Supervision 
adopted revised supervisory policies on securities 
activities that were developed under the auspices 
of the FFIEC. The revised policies established a 
framework for identifying “high-risk mortgage 
securities” which must be reported as securities 
held for sale or for trading. A “high-risk mortgage 
security” is defined as any mortgage derivative 
product that, at the time of purchase, or at a 
subsequent date, meets any oi the following tests:

(1) Average L ife  Test: The mortgage derivative 
product has an expected weighted average life 
greater than 10.0 years.

(2) Average L ife  S e n s itiv ity  Test: The expected 
weighted average life of the product:

(a) Extends by more than 4.0 years, assuming an 
immediate and sustained parallel shift in the yield 
curve of plus 300 basis points, or

(b) Shortens by more than 6 0 years, assuming an 
immediate and sustained parallel shift in the yield 
curve of minus 300 basis points.

(3) Price S e ns itiv ity  Test: The estimated change in 
the price of the mortgage derivative product is more 
than 17 percent, due to an immediate and sustained 
parallel shift in the yield curve of plus or minus 300 
basis points.

In general, a mortgage derivative product that 
does not meet any of the three tests is considered 
to be a “nonhigh-risk mortgage security."

7 All underlying assumptions used in calculating 
the average life of these instruments must be 
reasonable and available for examiner review. For 
example, if an institution’s prepayment 
assumptions differ significantly from the median 
prepayment assumptions of several major dealers as 
selected by examiners, the examiners may use these 
median prepayment assumptions in determining 
thd appropriate average life of the instrument.

Securities Purchased Under Agreement 
to Resell (he., reverse repurchase 
agreements) and other interest-bearing 
assets would also be reported in the 
proposed reporting form as a single line 
item.

Reporting fo r tim e deposits and  
purchased  fun ds. All time deposits and 
other interest-bearing liabilities with 
well-defined maturities—such as 
Federal funds purchased, securities sold 
under agreement to repurchase and 
other borrowed funds—would be 
distributed across the time bands of 
Schedule 1 in the “All Other” category.

Reporting fo r non-maturity deposits. 
The Banking Agencies are proposing 
uniform rules for distributing deposits 
without well-defined maturities or 
repricing dates (demand deposits, 
MMDAs, NOWs and savings deposits) 
across the time bands. These proposed 
rules would specify the longest time 
band that could be used for each type 
of deposit and the maximum percentage 
amount that could be slotted into that 
time band. Institutions would distribute 
such deposits across the time bands 
according to their individual 
assumptions and experience, subject to 
the following constraints:

• Demand deposits and MMDAs may be 
distributed across any o f the first three time 
bands, with a maximum of 40  percent of 
these balances in the 1 to 3 year time band; 
and

• Savings and NOW account balances may 
be distributed across any of the first four time 
bands, with a maximum of 40  percent o f the 
total of these balances in the 3 to 5 year time 
band.

As was noted in section 2 above, the 
Banking Agencies are proposing to 
measure a bank’s IRR exposure under 
both a rising end falling rate scenario. 
These deposit slotting rules would 
allow an institution some flexibility to 
slot deposits with undefined maturities 
differently for rising and falling rate 
scenarios.

Reporting fo r o ff -balance-sheet 
positions. Institutions would be 
required to distribute off-balance-sheet 
positions among the time bands of 
Schedule 1. The Banking Agencies 
expect banks that engage in a significant 
amount of off-balance-sheet activities to 
have internal systems, including options 
pricing models as appropriate, that can 
properly value the types of transactions 
they use in their risk management 
activities. Accordingly, the Banking 
Agencies propose to allow banks to 
estimate the interest sensitivity of off- 
balance-sheet instruments using internal 
models. If a separate Call Report 
schedule for reporting internal model 
results is not adopted or required (see 
discussion in section 4 below), the
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results of these internal models could be 
incorporated as a memorandum item on 
Schedule 1. These models would be 
reviewed by examiners as part of the 
examination process and exposures 
based on internal models would be used 
for supervisory purposes when available 
and deemed acceptable to the examiner. 
Comment is requested on the reporting 
burden associated with distributing off- 
balance-sheet positions among time 
bands, when results of internal models 
are also provided.

With regard to reporting off-balance- 
sheet positions in the proposed maturity 
reporting schedule, those with option 
characteristics (e.g., swaptions, caps, 
floors and options) would be reported 
separately from those representing firm 
commitments {e.g., swaps, futures, and 
forward-rate agreements). Mortgage- 
related fixed-rate commitments and 
other off-balance-sheet derivative 
instruments whose value depends on 
the value of an underlying asset or 
index with amortizing characteristics 
also would be reported separately.

Futures, forwards, options and firm 
commitments to buy or sell loans and 
securities would be reported using two 
entries, with one entry reported in the 
time band corresponding to the 
settlement date of the contract plus the 
maturity of the underlying instrument, 
and an offsetting entry of opposite sign 
slotted in the time band corresponding 
to the settlement date of the contract. 
Interest rate swaps, and floors would 
also be reported using two separate 
entries, with one entry reported in the 
time band corresponding to the maturity 
of the instrument and an offsetting entry 
in the time band corresponding to the 
next repricing of the floating side of the 
instrument.

The dollar entries reported for firm 
commitments would equal the national 
principal values of the instruments. The 
dollar entries reported for instruments 
with option characteristics would be 
derived using one of two alternative 
methods. The first method, reflected in 
the proposed rule, would require the 
reporting of positions using delta- 
equivalent values.b The second 
reporting alternative would require the 
reporting of position only if, on the 
report date, the index rate or the rate to 
be received is within 100 basis points of 
the strike rate (price). If the position is

e The delta value of an option represents the 
expected change in the option’s price as a 
proportion of a small change in the price of the 
underlying instrument. An option whose price 
changes by $1 for every $2 change in the price of 
the underlying instrument has a delta of 0.5. The 
delta-equivalent value of an option position is equal 
to the option’s current delta multiplied by its 
principal or notional value.

reported, the notional value would be 
used. Comment is requested on this 
reporting methodology as well as the 
use of deha-equivalent values for off- 
balance-sheet positions with option 
characteristics.

Reporting fo r trading account 
positions. Institutions would be 
required to distribute trading account 
securities, including off-balance-sheet 
positions associated with the trading 
account, by maturity in the rows pad 
columns specified in Schedule 1. As 
with off-balance-sheet instruments, the 
Banking Agencies propose to allow 
banks to use and report the results of 
internal models for estimating the 
interest rate sensitivity of trading 
portfolios. This information would be 
collected either through the proposed 
separate Call Report schedule or 
through a memorandum item on 
Schedule 1. Comment is requested on 
the reporting burden associated with 
distributing trading account positions 
among time bands when results of 
internal models are also provided.

The Banking Agencies would expect 
banks to have prudential internal risk 
limits and effective risk measurement 
systems for their trading activities. For 
banks with significant trading 
operations, the adequacy and results of 
those systems will be closely reviewed 
by examiners and would be 
incorporated into their assessment of 
the bank’s overall risk position.

The Basle Committee on Bank 
Supervision is also considering methods 
of evaluating IRR in trading accounts 
and determining appropriate capital 
requirements. This work, which relates 
to activities of internationally active 
banks could affect the treatment for 
trading activities for U.S. banks if it 
leads to an international agreement.

M em oranda item s fo r “ H igh-R isk  
M ortgage S ecu rities '’. Under revised 
supervisory policies on securities 
activities that became effective on 
February 10,1992, institutions must 
evaluate at least quarterly whether their 
holdings of high-risk mortgage securities 
reduce interest rate risk. The reporting 
form takes advantage of the availability 
of this information by allowing an 
institution to report, in a memorandum 
item, the current carrying value of high- 
risk mortgage derivative products that 
are held for sale along with the 
estimated changes in market value for 
the specified interest rate scenario. Such 
data would be used directly in 
calculating an institution’s IRR 
exposure.

Mortgage derivative securities that 
were purchased prior to February 10, 
1992 and meet the high-risk tests are 
subject to previously existing

supervisory policies and are, therefore, 
not subject to the quarterly IRR risk 
evaluation criteria. For such holdings, 
institutions would have the option to:
(1) Report the interest rate sensitivity of 
these holdings in a similar fashion as 
post-February 10,1992, purchases; or
(2) report only the current carrying 
value of those securities. Balances 
reported under the second option would 
be assumed to have significant price 
volatility, similar to long dated, zero or 
low coupon instruments. However, 
unlike zero coupon and most other debt 
instruments, the prices of certain high- 
risk mortgage securities do not always 
move in the opposite direction of a 
change in market interest rates (i.e., 
decline in price when interest rates rise 
or increase in price when interest rates 
decline). Because the directional change 
in the price of these securities is 
difficult to ascertain unless the specific 
cash flows of each security are reported, 
the Banking Agencies propose to 
assume that the balances reported under 
the second option will depreciate in 
value under both a rising and a falling 
interest rate scenario. To reflect this 
assumption, the balances would be 
assigned the risk weight that is applied 
to long-term, zero or low coupon 
securities under the rising interest rate 
scenario. The Banking Agencies request 
comment on the reasonableness of this 
approach. For illustrative purposes, the 
example bank in Schedule 1 that has $3 
million in high-risk mortgage derivative 
securities has elected to report only the 
current carrying value for $ i million of 
securities that would otherwise meet the 
current high-risk tests but were 
purchased prior to February 10, 1992.

R eporting fo r m ulti-bank holding  
com panies. As noted in section 2 above, 
the Banking Agencies propose that each 
subsidiary depository institution report 
its assets, liabilities and off-balance- 
sheet positions separately.

Reporting o f foreign  cu rrency  
positions. The Banking Agencies 
propose that positions not denominated 
in U.S. dollars be converted into U.S. 
dollar equivalents using prevailing 
exchange rates and reported along with 
all other on- and off-balance-sheet 
positions on the same reporting form. 
Although this treatment ignores 
imperfect correlation among exchange 
rates, it avoids the complexity entailed 
by separate reporting for each currency, 
and the need to derive and distribute 
correlation statistics to reporting banks,

However, a basic-supervisory 
principle in evaluating bank 
management is that an institution’s 
policies, procedures and general 
capabilities should be consistent with 
the nature of the bank’s business.
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Accordingly, examiners would expect 
institutions that have significant 
positions denominated in foreign 
currencies or that conduct significant 
foreign exchange transactions to have 
the capability to measure and assess the 
related risks. Examiners would consider 
both the adequacy and result of a bank’s 
internal risk measure, along with other 
available information, in the overall 
evaluation of the bank’s model. When 
appropriate, internal models should 
take adequate account of changes in 
foreign exchange rates.
c. Derivation of Risk Weights

In the proposed measurement system, 
reported positions would be multiplied 
by an IRR weight. Each risk weight is 
constructed to approximate the 
percentage change in value of the 
position resulting from a specified 
change in interest rates. The risk 
weights are based on the percentage 
change in present value (i.e., price) of 
hypothetical instruments, as calculated 
using static cash flow analysis. Such 
weights directly incorporate convexity 
for the rate scenario.® These weights 
also facilitate the measurement of 
options in certain types of assets, such 
as the prepayment option in mortgage 
loans.

The risk weights used would depend 
on the interest rate scenario for which 
the change is measured. As discussed 
above, comments are being sought on 
alternative methodologies for 
determining supervisory interest rate 
scenarios and whether these scenarios 
should include both rising and falling 
rates.

If both a rising-rate and declining-rate 
scenario are used, as reflected in the 
proposed rule, separate risk weights 
would be calculated to account for the 
asymmetrical price behavior of various 
bank assets, liabilities and off-balance- 
sheet instruments. An alternative and 
simpler approach would use the same 
risk weights for both rising and 
declining rate scenarios. The Banking 
Agencies seek comment on whether the 
distortions introduced by such a simpler

•Convexity refers to the non-linear price/yield 
relationship of fixed-rate financial instruments. 
Instruments without option features, such as 
Treasury notes, have positive convexity, meaning 
that as the price of the instrument falls, its yield 
will increase by a proportionately greater amount. 
Other instruments, such as certain mortgage-backed 
securities, have negative convexity.

approach are meaningful within the 
overall context of the supervisory 
model.

In general, the set of risk weights used 
for each scenario would consist of:

• Seven “Amortizing” risk weights (i.e., 
one for each time band) to be used for 
mortgages, pass-through mortgage securities, 
asset-backed securities, consumer loans and 
amortizing off-balance-sheet instruments;

• Seven “Zero or Low Coupon” risk 
weights;

• Seven “All Other” risk weights; and,
• Seven liability risk weights.

Bank supervisors would construct risk 
weights using hypothetical market 
instruments that are representative of 
the category being measured. The 
instruments chosen would vary 
depending on the category of instrument 
and the time band. A 30-year mortgage 
pass-through security with the 
composite characteristics (e.g., gross and 
net coupons, original and remaining 
maturity) of a current coupon, 30-year 
conventional mortgage pass-through 
security at par value would be used to 
estimate the price change for fixed-rate 
mortgages and mortgage securities 
reported in the greater than 20 year time 
band. Similarly, a current coupon 15- 
year conventional mortgage pass
through security would be used to 
estimate the risk weight for mortgages 
and mortgage securities reported in the 
10 to 20 year time band. For the 5 to 10 
year time band, a current coupon 15- 
year mortgage pass-through security 
with a remaining maturity equal to 7.5 
years would be used.

For amortizing instruments with 
maturities less than 5 years, a 
hypothetical monthly amortizing 
instrument would be used that had 
these characteristics: (1) An original 
maturity equal to the end point of the 
specific time band; (2) a remaining 
maturity equal to the midpoint of the 
time band; and (3) a coupon and yield 
equal to the effective yield on the 
industry’s earning assets.™

An important consideration in 
estimating the price sensitivity of 
amortizing instruments is the change in 
prepayments as interest rates change. In 
calculating the risk weights from the 15- 
and 30-year fixed-rate mortgages, 
expected prepayments would be applied

'o For 1992 the average effective yield on earning 
assets at all commercial banks was approximately 
8.5 percent.

in each rate scenario in accordance with 
a consensus of market prepayment 
estimates. Amortizing instruments with 
maturities of less than 5 years would be 
assumed to represent consumer 
installment loans with prepayment rates 
of approximately 1.0 percent (1 percent 
ABS) of outstanding principal per 
m onth."

The risk weights for the “All Other’’ 
category would be calculated assuming 
semi-annual interest payments, a 
maturity equal to the mid-point of each 
time band, and an assumed coupon and 
yield equal to the effective yield on the 
industry’s earning assets in 1992. 
Similarly, the “Zero or Low Coupon” 
risk weights are calculated using the 
percentage change in the price of a zero 
coupon instrument with an assumed 
maturity equal to the mid-point of each 
time band and the same industry 
average effective yield assumed above.

Only one set of risk weights would be 
used for liabilities: The percentage price 
change for a semi-annual interest- 
bearing instrument with an assumed 
coupon and yield equal to the effective 
yield on interest bearing liabilities."

For illustrative purposes, Table 1 
shows the risk weights developed for a 
200 basis point parallel shift in interest 
rates, as well as the parameters used to 
derive them. The specific risk weights 
used to evaluate exposures would be 
derived in a similar fashion when the 
Banking Agencies adopt a specific 
supervisory scenario. In the illustration 
risk weights for both a rising and 
declining interest rate scenario have 
been constructed. Under the proposed 
measurement system, the Banking 
Agencies expect that the risk weights 
would be reasonably stable over time so 
as to facilitate a bank’s risk management 
and capital planning. However, they 
may need to be adjusted periodically as 
market conditions, or as part of the 
biennial review of risk-based capital 
required biennial review of risk-based 
capital required by section 305(a) of 
FDICIA.
BILLING CODE 4810-W -M ; 6 2 1 0-01-M ; 8 7 14-01-M  11

11 ABS stands for Asset-Backed Security. 1 
percent ABS assumes 1 percent prepayment of 
outstanding principal balance per month 
throughout the life of the loan.

1* For the liability weights a 4.75 percent coupon 
is assumed, which approximates the effective yield 
on interest bearing liabilities at all commercial 
banks during 1992.
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Derivation of Risk Weights DRAFT Table 1

Amortizing Instruments
Scenario 1 

200 Basis Point Rise
Scenario 2

200 flails PpiAt Decline

T im e b ap d ___ M aturity Coupon

Initial
Price

-X % o f P ar)
Initial P SA / 

______A B S
Expected P SA / 

A B S
Price

t%  o f  P art

%  C hange in 
Present V alue  
(R isk  W eights)

Expected P SA / 
A B S

Price
t%  o f  P a r i ...

%  Change in 
Present V alue  
(R isk W eights)

3-3 M onths 1.5 Mo. 8.5% 100.00% 1.0% A BS 1.0% A BS 99.90% -0.10% 1.0% ABS 100.10% 0.10%
3-12 M onths 7.5 Mo. 8.5% 100 00% 1.0% A BS 1.0% ABS 99.50% -0.50% 1.0% A BS 100.60% 0.60%
1-3 Years 2  Years 8.5% 100.00% 1.0% A BS 1.0% A BS 98.40% -1.60% 1.0% A BS 101.70% 1.70%
3-5 Years 4  Years 8.5% 100.00% 1.0% ABS 1.0% ABS 97.00% -3.00% 1.0% A BS 103.10% 3.10%
5-10 Years 7.5 Years 7.0% * 100.00% 166% PSA • • • 137% PSA • • • 94.70% -5.30% 501% P S A * * * 103.40% 3.40%
10-20 Years 15 Years 7.0% • 100.00% 166% PSA • • • 137% PSA • • * 9 1 2 0 % -8 80% 501% PSA * • • 105.90% 5.90%
Qvgr2Q Years ______ 25  Years 7.5% • • _____ 100.00% PSA *** 146% P $A ***____ 90.80% -9.20% 590% P S A * * * . .. —  -103-60%.— . 3 60%,

All Other Instruments
3-3 M onths 1.5 Mo. 8.5% 100.00%  ** * • 99.75% -0.25% 100.25% 0.25%
3-12 M onths 7.5 Mo. 85% 100.00%  • * * • 98.80% -1.20% 101.20% 1.20%
1-3 Years 2  Years 8.5% 100.00% 96.50% -3.50% 103.70% 3.70%
3-5 Years 4  Years 8.5% 100.00%  . 93.60% -640% 107.00% 7.00%
5-10 Years 7.5 Years 8.5% 100.00% 89.80% -10.20% 111.70% 11.70%
10-20 Years 15 Years 85% 100.00%  * - 85.10% -14.90% 119.00% 19.00%
Over 2 0  Years________ 25 Years__________ 8-5%__ -  100.00% ____ ____________ _________________ ________8M Q % _... ___ i LL6Q%_ __________124,6Q%„ — 2 4 6 0 %

Liabilities
3-3 M onths 1.5 Mo. 4.75% 100.00%  *»** 99.75% 0 2 5 % 100.25% -025%
3-12 M onths 7.5 Mo. 4.75% 100.00%  • • • * 98.80% 120% 10120% -1.20%
1-3 Years 2  Years 4.75% 100.00%  ;■ ' 96.30% 3.70% 103.90% -3.90%
3-5 Years 4  Years 4.75% 100.00% 93.10% 6.90% 107.50% *7.50%
5-10 Years 7.5 Years 4.75% 100.00% 88.40% 11.60% 113.50% *13.50%
10-20 Years 15 Years 4.75% 100.00% 81.30% 18.70% 124.50% -24.50%
(?Yyr20 Years________ 2 i  Y caa____ ____ 4 ,7 i% __ ___1QQ:QQ%__ !_________________ __________________________m m ________24J>Q?i ___________ _____________-136.00% ^ .—  36,00%

Zero or Low Coupon Securities
3-3 M onths 1.5 Mo. 8.5% 98.97% • 98.72% -025% 99.22% 025%
3-12 M onths 7.5 Mo. 8.5% 94.95% 93.81% -120% 96.09% 120%
1-3 Years 2 Years 8.5% 84.66%  v 81.53% -3.70% 87.96% 3 90%
3-5 Years 4  Years 8.5% 71.68% 66.38% -7.40% 77.41% 8.00%
5-10 Years 7.5 Years 8.5% 53.56% 46.44% -13.30% 61.92% 15.60%
10-20 Years 15 Years 8.5% 28.69% 21.55% -24.90% 38.30% 31.50%
3 vct2Q Years________ 2SJYwra__________8.5% _____ 12.48% — — __________ L74°/t___ ___ -38.00% * ....-  .  2 0 2 1 %  .— 61.90%

* Current coupon o f  15-year conventional mortgage securities as o f  12/31/92  
• •  Current coupon o f  30-year conventional mortgage securities as o f  12/31/92
• • •  C onsensus o f  dealer prepayment estimates for 15- &  30-year conventional mortgage securities for selected scenarios as o f  12/31/92 
• • • •  Actual initial price is slightly less than par

Revision Date: 12-Jul-93
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d. Calculation of the Interest Rate Risk 
Measure

Tables 2 and 3 are IRR worksheets 
that illustrate the method by which an 
institution’s IRR exposure would be 
calculated under the proposed 
supervisory methodology using a 200 
basis point parallel shift in interest 
rates. Data collected on the reporting 
forms and the existing Call Report 
Schedules would be transcribed to 
column A. For illustrative purposes, 
non-interest-sensitive balances are 
included in “Other Assets” and “Other

Liabilities” to allow the worksheet to 
represent an institution’s entire balance 
sheet.

Under the proposed measure system, 
the risk weights (shown in column B of 
Tables 2 and 3) represent the estimated 
percentage change in the value of the 
instrument under the designated rate 
shock. Therefore, multiplying the 
reported positions by the risk weights 
produces an estimate of the dollar 
change in the present value of that 
position for the specified change in rates 
(column C of the Tables). In Table 2, for 
example, the $5.5 million of ARMs,

fixed-rate mortgages, asset-backed 
securities and consumer loans repricing 
within 3 months and reported on line 
I.l.(a) are multiplied or “weighted” by
0.0010 (or .10 percent as shown in the 
second column) to produce an estimated 
change of $6,000 in present value of that 
position. This risk weight carries a 
negative sign, reflecting that the present 
value of these assets would decline if 
market rates were to rise. Conversely, 
Table 3 illustrates the changes in value 
for a decline in rates.
BILLING CODE 4810-33-M ; 6210-01-M ; 6714-01-M
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Interest Rate Risk W orksheet (200 Basis Point Rising Rate Scenario) 
DRAFT Table 2
REPORTING INSTITUTION: Sample Bank Date: 12/31/92

S Thousands

I INTEREST-SENSITIVE ASSETS
1 ARMs. FRMa, asset-backed securities, consumer loans

(a) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 years
(d) 3 to 5 yean
(e) 5to 10 yean
(f) 10 to 20 yean
(g) Greater than 20 yean

2. Zero or km coupon securities
(a) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) $to lOyean 
(!) 10 to 20 yean
(g) Greater than 20 yean

3 'All other* securities, loans, St trading account
(a) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 5to lOyean 
(0 10 to 20 yean
(g) Greater than 20 yean

4 High-nak mortgage securities
(a) Self-reporting
(b) Risk weighting

5 Total Interest-Sensitive Assets

II ALL OTHER ASSETS 
m. TOTAL ASSETS

IV INTEREST-SENSITIVE LIABILITIES
1 Non-matunty deposits, time deposits and 'all other*

(a) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 5 to lOyean 
(0 10 to 20 yean
(g) Greater than 20 yean 

2. Total Interest-Sensitive Liabilities
V NONINTEREST-SENSITTVE LIABILITIES 
VI. TOTAL LIABILITIES
VH. EQUITY CAPITAL

_£A1 JB1 iSL JQDL
Risk Risk Weighted Total Risk

TOTAL Weights Position Weighted Position

ss.soo -010% ($6)
$4,930 -0 50% ($25)
$4,OSO -1 60% C$651
$4.166, -3.00% ($125)
$6.620 -5.30% ($351)
$6.434 -8 80% ($568)

$10,430 -9.20% ($960)

$1,000 -0 25% ($3)
11.000 -1.20% ($12)
$1,000 -3 70% ($37)

SO -7 40% $0 •• ‘ :

so -13 30% $0
___$0 -2490% $0

so -38.00% $0
' > ‘ ‘

S26.672 •0.25% ($67)
$28,432 -1.20% ($341)
$31.136 -3 50% '  ($1,090)
$19.728 -6.40% ($1,263)
$10.564 -1020% ($1.078)
$8,837 -1490% ($1,317)
S9.462 -17,60% ($1,665)

/  t - ;
$2.000 $160
SI .000 -38 p0% ($380)

$183,000 .. ($9,190) ($9,190)

S3.000 «-* ‘ " • . : . . *

$186,000

$23,083 0.25% $58
174.582 1.20% $895
S31.321 370% $1.899
$17.090 690% $1,179

$64 1160% $7 • ,■
___$0 18.70% $0
___JO 24 00% ___J0_

$166.140 $4,038
$860 /

$167,000 $4,038 $4,038
$19,001

Vm OFF-BALANCE-SHEET POSITIONS
1 Interest rate contracts

(a) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 5 to 10 y e n  
(Q 10 to 20 yean
(g) Greater than 20 yean

2 Mortgage and other anom aly contracts
(a) Up to 3 months
(b) 3 to 12 months
(c) I to 3 yean
(d) 3 to 5 yean
(e) 3 to 10 yean
(f) 10 to 20 yean
(g) Greater than 20 yean

3 Total Off-Balance-Sheet Positions

Net Risk Weighted Position 
Net Position/Assets

~ V ' . -V,. _ ’ . , . TV
$4,000 -025% ($10)

-  .. -v.. ;••••*. .

$500 -120% ($6)
($4,050) -3.50% $142

($450) -6 40% $29
10 -10.20% so
$0 -1490% so

__________ $0 _________JX6Q%^ so
'  S '  ■. ■ • • • •

$1,000 -010% ($1)
___JQ_ -0 50% $0

($1,000) -160% 116
$0 -3.00%

-5.30%
___

$0___
-880% $0___

___JO -920% $0
_____________ JO $170 1170

- - ■ ■ •• ■' : v ■ ; ■ \ ($4.981 86)
-2.68%

4 8 2 1 9
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Interest Rate Risk W orksheet (200 Basis Point D eclining R ate Scenario)
DRAFT Table 3
REPORTING INSTITUTION: Sample Bank 

S Thousands

l  INTEREST-SENSITIVE ASSETS
1. ARMs, FRMi, wet-backedsecurities, consumer loan*

(■) Up to 3 months
(b) 3 to 12 months 
(e) 1 to 3 yews
(d) 3 to 5 yean
(e) 5lo 10 yew*
(0 10 to 20 yews
(g) Greater that 20 yean

2. Zero or low coupon securities
(a) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 y e n
(d) 3 to 5 yean
(e) 5 to 10 yean 
(0 10 to 20 yean
(g) Greater than 20 yean

3. "All other* securities, loans, A trading account
(a) Up to 3 months
(b) 3to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 5 ’o 10 yean 
(() 10 to 20 yean
(g) Greater than 20 yean

4. High-nsk mortgage securities
(a) Self-reporting
(b) Risk weighting

3. Total Interest-Sensitive Assets

t t  ALL OTHER ASSETS 
m  TOTAL ASSETS

IV. INTEREST-SENSITIVE LIABILITIES
1. Non-maturity deposits, time deposits aid 'ail other*

(a) Up to 3 months
(b) 3 to 12 months
(c) I to 3 yeas
(d) 3 to 5 yean
(e) 5to 10 yean 
(0 10 to 20 yean
(g) Greater than 20 yean

2. Total Interest-Sensitive Liabilities
V NONINTEREST-SENSITIVE UABILmES 
VL TOTAL LIABILITIES 
VR EQUITY CAPITAL

VIE OFF-BALANCE-SHEET POSITIONS 
1 Interest rate contracts

(a) Up to 3 months
(b) 3to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 3 to 10 yean 
(I) 10 to 20 yean
(g) Greater than 20 yean

2. Mortgage and other Mortizing contracts
(s) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(c) 3 to 10 yean 
(010 to 20 yean
(g) Greater than 20 yean

3. Total Off-Balance-Sheet Positions

Met Risk Weighted Position 
Net Position/ Assets

Date: 12/31/92

m _____ ______ffi)______________ __________  ______ (P)
Risk Risk Weighted Total Risk

TOTAL Wetahts Position Wdxhted Position
<A3xfl» > * ’

S5.500 0.10% ___J6_ y

$4.950 0.60% $30
$4,050 1.70% $69 • ‘ > % ‘
$4,166 3.10% $129
$6,620 3.40% 8774
$6,454 590% $381 ' 4 ‘ %

110.430 ?.60% __________________ $375

$1.000 0.25% ___a
$1,000 1.20% $12
$1,000 3 90% $39
___JO 800% ___JO
___JO 15 60% $0
___JO 3350% $0
___JO 6190% ____________________ 10

$26.672 0 25% $67
$28.432 1 20% . $341
$31,136 370% $1,152
$19.728 700% $1.381
$10.564 11 70% $1,236

$8.837 1900% $1.679
$9,462 24.60% $2,328

$2,000 ($2001
$1.000 -3800% ($3801

$183,000 ________________ $8.871 ________________ $8.871

$3,000 •; - : ; ‘ • • . . -• .

___$1MOOO

$38.583 -0.25% ($961
$77,582 -1.20% ($9311
$39,821 -390% 31.5531
$10,090 -7.50% ($7571

$64 -13.50% ($91
___JO. -2450% $0
___JO. -36 00% ___JO

$166.140 ________________33.3461
$860

$167,000 33.346ll ($3.3461
$19,001

$4.000 0.25% $10
$500 1.20% __ a

($4.0501 3.70% 31501
($4501 700% 3321

___JQ. 11.70% ___JQ.
$0 19 00% $0

______________ 50 24.60% ____________________ $0

$1.000 010% __ ILI
___J0^ 060% ___JO

31.0001 1.70% 3171
___JO 3.10% $0
___JO. 3.40% ___JO
___JO. 5 90% ___JQ_
___J0_ 3 60% $0

______________ 1L 31811 31811

$5,344.31
_________________ U 2SL

BILLING CODE 48 1 0 -3 3 -C ; 6 2 1 0 -0 1 -C ; 5 7 1 4 -0 1 -C
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The sum of the estimated changes in 
present value for each category of 
instrument provides an estimate of the 
institution’s overall interest rate risk, 
that is, the change in the net economic 
value of the institution that would result 
from the specified shift in market 
interest rates. As shown in Table 2, the 
specified 200 basis point increase in 
rates is estimated to reduce the present 
value of the bank’s assets by roughly 
$9.19 million, raise the present value of 
its liabilities by an estimate $4.04 
million and raise the value of its off- 
balance-sheet items by $170,000. The 
net result, or the “Net Risk-Weighted 
Position” (bottom of the worksheet) is a 
decline of roughly $4.98 million in the 
net economic value of this institution. 
This net risk-weighted position would 
be the primary measure of the level of 
an institution’s interest rate risk.

Table 3 shows the effect of a decline 
in rates. This decline is estimated to 
increase the present value of the

example bank’s assets by $8.87 million, 
lower the present value of its liabilities 
by $3.35 million, and reduce the value 
of its off-balance-sheet items by 
$181,000. The Net Risk-Weighted 
Position represents an increase of 
roughly $5.34 million in the net 
economic value of this institution. The 
differences in the magnitude of the 
change in value from that derived for 
the rising rate scenario is attributable to 
asymmetries in the price sensitivity of 
financial instruments as interest rates 
change (i.e., convexity) and different 
slotting of non-maturity deposits in the 
rising and falling rate scenarios.

The rate scenario that produces the 
larger loss or negative net position 
would be used in the assessment of 
capital for IRR. In the case of the 
example bank illustrated in Tables 2 
and 3, the exposure to rising rates 
would be used to evaluate capital 
adequacy for IRR.

4. Reporting o f Internal M odel Results
The Banking Agencies request 

comment on a second Call Report 
schedule under consideration that could 
be used by banks that elect or that may 
be required to have their exposures 
evaluated on the basis of the results of 
their own internal models. This 
supplemental schedule would be 
recommended to the Federal Financial 
Institution Examination Council if the 
Banking Agencies relied on the 
information to provide an explicit 
capital charge for IRR.

The schedule (Schedule 2) consist of 
several asset, liability, and off-balance- 
sheet categories, with two scenarios for 
each category:

• Scenario 1 represents a specified 
increase in interest rates over the rates 
prevailing as of the report date. In each 
category under Scenario 1, the bank would 
report its estimate of the change in present 
value of the instruments if rates were to rise 
as specified in Scenario 1.

Proposed Internal Interest Rate Scenario Analysis Schedule: Schedule 2
DRAFT

To be filed by institutions that use an internal interest rate risk
measurement system for compliance with guidelines.

D ollar Amounts in Thousands
Rising Rates Declining Rates
1 Bil 1 M il iT hou i Bil 1 M il iThou

Interest Rate Risk Sensitivity Analysis • Estimated Change in Economic Value 
1. Securities

a . Adjustable-rate m ortgage secu ritie s .............................. .. .................................. m
b . Fixed-rate m tgs, asset-backed securities.............................................................

JCFDxxxx Rcroxxxx
c . Z ero  o r low coupon securities........................................... .. ...............................
d . High-risk mortgage securities.............................................................................. RtruXXXX RCFDXXXT
e . All o ther securities........................................................................ ................

TOTTIfYYY KLYUXXXX
2. Loan and Leases

a . Adjustable-rate m ortgages............................................................... ...................... m
b. Fixed-rate m tg, consum er loans.................................. ........................................

RLTirVYTY KLYUXXXX
c. All other loans (C&I, e tc .).................................................................................... a cn rxxxx KLYUXXXX

3 . All O ther Int-Bearing Assets (Bal. Due, Fed Funds)..............................................
TOTTm nr KLYUXXXX

4 . Total Liabilities:
a . Non-maturity deposits (MMDAs, DDAs, NOWs, sav ings)......................... KLYUXXXX KUVUXXXX
b. T im e deposits.............................................................................. .. ............................ Rcnrxxxx WETxxxx
c . All other fioclude repos and sub. debt)................. ........................................... rchtxxxx KLYUXXXX

5 . Off-Balance-Sheet Contracts
a . Swaps, futures, FRAs, e tc ..................................................................................... Rcnrxxxx KCruXXXX
b. Options, caps, floors, e tc ........................................................................................ RU-yxxxx
c . M ortgages A  o ther am ortizing instrum ents..................................................... TfCFTTxxxx TOTTXXXX

6 . T rading Account
a .  Cash positions........................................................................................................... xxxx a cn rxxxx
b . Off-balance-sheet positions.................................................................................... TTCFITXXXX Trmrxxxx 1

7 . Total Assets - T otal Liabilities + / -  Off-Balance-Sheet.......................................... xufir  xxxx KLTUXXXX
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• Likew ise, S cen ario  2 represents a 
specified  d ecrease in interest rates below  the  
rates prevailing as o f  the report date. In each  
catego ry un d er S cen ario  2 , the bank w ould  
report its estim ates o f  the dollar change in 
present valu e o f  the resp ective instrum ents  
should rates fall as specified in Scen ario  2.

The rate scenarios would be the same 
as those used for the supervisory model. 
The rate scenario that produces the 
higher loss or negative net position 
would be used in the assessment of 
capital for IRR. When used, internal 
models would be expected to reflect 
actual coupons and yields for the 
institution’s positions, rather than those 
incorporated in the construction of the 
risk weights used in the supervisory 
model.

As currently drafted, this schedule 
would be a supplemental one and non- 
exempted banks would still be required 
to complete, in its entirety, the proposed 
schedule illustrated by Schedule 1, 
found in section 2 above. However, the 
Banking Agencies recognize that 
spreading trading account and off- 
balance-sheet positions across time 
bands may be especially burdensome for 
banks with larger portfolios and that, in 
many instances, the results of internal 
models may provide a more accurate 
assessment of the risk in these 
portfolios. Hence, the Banking Agencies 
request comment on the regulatory 
burden associated with reporting such 
positions by time bands.
C. Assessment of Capital Adequacy for 
IRR

Two alternative methods are proposed 
for assessing a bank’s capital adequacy 
for IRR. Under one approach the 
Banking Agencies would establish 
minimum capital standards for IRR, 
relying on results of either the 
supervisory measure or the bank’s 
internal model. Banks would be 
required to have capital sufficient to 
cover the amount of measured exposure 
in excess of the threshold level (e.g., the 
amount of their “excess” exposure). The 
second approach would not establish an 
explicit minimum capital requirement 
for IRR. Rather, examiners would 
consider results of quantitative 
measures of IRR exposure along with 
other factors in evaluating a bank’s 
capital adequacy for IRR. Both of these 
alternatives are discussed in greater 
detail below.

Current supervisory policies require 
examiners to review IRR exposure and 
bank IRR management systems during 
the examination process. This review 
would continue under either approach 
to capital, but more specific procedures 
or examiner tools would exist. In 
addition to reviewing the risk measures

described in this proposal, examiners 
would continue to consider the 
following managerial factors when 
evaluating safety and soundness:

• The adequacy of and compliance 
with the bank’s written policies, 
procedures and internal controls;

• The existence of and adherence to 
specific risk limits relating to both loss 
of income and capital;

• Management’s knowledge and 
ability to identify and manage sources of 
interest rate risk effectively; and

• The adequacy of internal risk 
measurement and monitoring systems.
1. Minimum Capital Standard Approach

Under this approach, institutions 
would be required to hold capital for 
IRR sufficient to cover their “excess 
exposure.” Excess exposure is defined 
as the aggregate dollar decline in the net 
economic value of the institution, as 
measured by either the supervisory or 
the internal bank model, that exceeds 
the proposed supervisory threshold of 1 
percent of assets.13

The dollar amount of capital required 
for IRR would be incorporated into the 
risk-based capital requirements by 
increasing the bank’s risk-weighted 
assets. Because the amount of risk- 
weighted assets forms the denominator 
of the risk-based capital ratios, any 
increase to that denominator will lower 
a bank’s measured ratio. Specifically, 
the dollar amount of the capital 
requirement for IRR would be 
multiplied by 12.5, which is the 
reciprocal of the 8 percent minimum 
risk-based capital ratio. This amount 
would be added to the total of the 
bank’s risk-weighted assets for purposes 
of calculating the risk-based capital 
ratios. This approach does not reduce 
the amount of Tier 1 or total capital 
used to derive a bank’s risk-based 
capital ratio, and therefore, avoids 
reducing the bank’s leverage ratio or 
producing other unintended results.1'*

’ 'That is, when the measured exposure indicates 
a decline in net economic value that is greater than 
1% of total assets, then:

Required Minimum Capital = Measured Exposure 
-  (.01 Total Assets)

Otherwise, required minimum capital for IRR 
would be zero.

An alternative technique being considered by 
the Banking Agencies would directly deduct the 
amount of excess measured exposure from Tier 1 
or total capital. For an institution with an 8 percent 
risk-based capital ratio, the amount of capital 
required for IRR would be the same using either 
technique. However, this alternative capital 
calculation might have certain undesirable results. 
A deduction from Tier 1 would unintentionally 
complicate the calculation of an institution’s 
leverage ratio and might require a different 
definition of Tier 1 capital for use in the leverage 
calculation. A deduction from total capital could, 
under certain conditions, leave an institution with 
Tier 1 risk-based capital ratio that is greater than its

The following example illustrates 
how capital for IRR would be calculated 
and incorporated into a bank’s risk- 
based capital ratio. In this example, a 
bank has $125 million in total assets, 
$100 million in risk-weighted assets, 
and $10 million in total capital. The 
bank’s own model is used for measuring 
its IRR exposure and the model 
indicates, using the specified rate 
scenarios, a $2.25 million decline in net 
economic value for the rising rate 
scenario and a $3.0 million increase for 
the declining rate scenario. For this 
bank, the rising rate scenario is used to 
evaluate capital because it is this 
scenario which produces a decline in 
net economic value. The bank’s excess 
exposure, and hence the amount of 
capital required for IRR, is $1 million 
($2.25 million measured exposure less 
the threshold level of 1 percent of total 
assets or $1.25 million). This $1 million 
capital charge is then multiplied by 12.5 
with the result ($12.5 million) added to 
the bank’s risk-weighted assets. The 
new level of risk-weighted assets that 
would be used to calculate the bank’s 
risk-based capital ratio would be $112.5 
million. The resulting risk-based capital 
ratio would be 8.89 percent.

This approach would explicitly 
incorporate IRR into the existing risk- 
based capital framework. Banks would 
be required to have capital equal to at 
least 8 percent of the new risk-weighted 
assets. However, because most banks 
currently have risk-based capital ratios 
above the 8 percent minimum, this 
additional component of risk-weighted 
assets would not require most banks to 
raise additional capital. The additional 
component would, however, reduce a 
bank’s calculated risk-based capital 
ratios and, in certain cases, could affect 
the bank’s treatment under the 
provisions of prompt corrective action, 
as well as its deposit insurance 
premiums.

As with the approach taken in 
administering the current international 
risk-based capital standard, any amount 
of capital required for IRR by this risk 
measurement process would represent a 
minimum capital requirement. The 
exposure would be calculated each 
quarter using Call Report data, and 
banks would be expected to meet any 
capital requirement on a continuous 
basis. Banks using examiner-approved

total capital ratio, even though total capital was 
intended to be the broader definition of capital. 
Moreover, in isolated cases, a deduction from 
capital for IRR could exceed the institution's 
regulatory capital, creating a negative capital, 
position. In Section D, the Banking Agencies seek 
comments on whether the proposed method or the 
alternative technique is more appropriate to use in 
calculating capital under the Minimum Capital 
Standard approach.
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internal models to evaluate IRR for 
supervisory purposes would report the 
results of those models.

The adequacy of a bank’s IRR 
management process and the precise 
characteristics of the bank’s assets, 
liabilities and other positions would 
also be evaluated during on-site 
examinations. The on-site examination 
process would play a critical role in this 
approach by allowing examiners, during 
the examination, to consider specific 
factors relevant to that institution. A 
bank could be required to have higher 
amounts of capital for IRR is examiners 
found material deficiencies in its risk 
management policies, procedures, or 
controls or if its specific circumstances 
were substantially different from those 
assumed by the supervisory measure.15
2. Risk Assessment Approach

Under this approach, the level of 
measured interest rate exposure would 
be just one of several factors that 
examiners wouid consider when 
determining a bank’s capital needs for 
interest rate risk. Other factors that 
would be considered include the quality 
of a bank’s IRR management, internal 
controls, and the overall financial 
condition of the bank, including its 
earnings capacity, capital base, and the 
level of other risks which may impair 
future earnings or capital.

Examiners would evaluate a bank’s 
capital adequacy as part of the on-site 
examination process and the Banking 
Agencies would provide examiners with 
guidance to determine the amount, 
which might be expressed as a range of 
capital, that may be needed for IRR in 
light of the above factors. These 
guidelines would provide examiners 
with criteria for assessing capital based 
on the adequacy of the bank’s interest 
rate risk management process as well as 
the level of its interest rate risk 
exposure. In general, banks whose 
measured exposure exceeded the 
established threshold or whose risk 
management systems were judged to be 
deficient would be expected to hold 
additional capital commensurate w ith 
the risks being taken. However, any 
capital required for IRR would not be 
automatically incorporated into a bank’s 
risk-based capital ratio.

This approach emphasizes the 
importance of risk factors that are not 
easily incorporated into quantitative 
measures and the role of examiner 
judgment. The on-site examination 
process would play a critical role in this

is When internal models are used, by design, their 
results would always reflect the specific 
characteristics of the bank’s on- and off-balance- 
sheet positions.

approach by allowing examiners, during 
the examination, to consider specific 
factors relevant to that institution. 
Unique characteristics of each bank 
warrant evaluation on a case-by-case 
basis. However, uniformity in the 
examination process also is important 
and the guidelines mentioned above 
would be designed to ensure greater 
uniformity in this process.

To assess the level of interest rate risk 
exposure, examiners would initially use 
the supervisory model as a basis for 
discussions with bank management. All 
data, including trading account 
positions, would be drawn from 
Schedule 1 for use in this model. 
However, greater reliance would be 
placed on the results of a bank’s own 
model if the examiner determined that 
the model provided a more accurate 
measure of the bank’s risk. The 
examiner would evaluate the results of 
the internal model during on-site 
examinations, but banks would not be 
required to report this information in 
the Call Report. When an internal model 
is not available or is inadequate, 
examiners would rely on the results of 
the supervisory model.

In general, a bank would be viewed as 
having high levels of IRR if its measured 
exposure indicated a decline in the 
economic value of the institution that 
exceeded a threshold level of 1.0 
percent of total assets. Banks that pass 
the reporting exemption test, or that 
otherwise have small measured interest 
rate risk exposures, would typically be 
considered to have low levels of risk. 
Other banks w hose measured exposures 
were below threshold levels but were 
not minimal, or that held complex 
financial instruments with significant 
options-related risks that w ould result 
in significant risk measurement error, 
would generally be viewed as having 
moderate levels of interest rate risk.

At the completion of each 
examination, examiners would form and 
document conclusions as to the 
adequacy of a bank’s capital and risk 
management process with regard to 
interest rate risk. An examiner’s 
conclusions about both the level of risk 
and the adequacy of the risk 
management process would play an 
integral role in determining a bank’s 
need for capital for IRR. Banks with 
high levels of measured exposure and 
weak management systems generally 
would need to hold capital for IRR. 
while those with low levels of 
exposures and adequate management 
systems might not be required to hold 
additional capital for IRR. The specific 
amount of capital that might be needed 
by a bank would be determined by the 
examiner using guidelines provided by

the Banking Agencies. The examiner’s 
findings would be discussed with bank 
management at the close of each 
examination.

During the intervals between 
examinations, the Banking Agencies 
would monitor bank IRR exposures 
through Call Report data and the 
supervisory model. Information about 
resultis of internal models would not be 
required in the Call Report. Significant 
changes in reported exposures or in a 
bank’s overall financial condition would 
be analyzed by the supervisors to 
determine whether additional capital 
may be needed. This review' of a bank’s 
capital adequacy would also be required 
for any bank whose measured exposure 
exceeded the established threshold. The 
conclusions of this review would be 
documented by the supervisor and 
shared with bank management.
However, bank management would be 
given the opportunity to respond to this 
review before any additional capital 
would be required.
D. Issues for Comment

1. Supervisory' M easurem ent System
As proposed, tire Banking Agencies 

would use the percent change in the net 
present value of a hypothetical 
instrument as the risk weight for 
balances represented by that instrument. 
Does use of the change in net present 
value sufficiently overcome the 
weakness of using the instrument's 
modified duration so as to provide a 
reasonable basis for risk weights?
2. Treatm ent o f  “Non-M aturity"  
Deposits

The Banking Agencies propose limits 
on the slotting of deposits without 
specified maturities (DDA, NOVA7, 
MMDA and savings) among time bands 
because of the problems inherent in 
measuring the price sensitivity of these 
deposits and the significant effect that 
different treatments for them can have 
on measuring a bank’s IRR.

a. Do the proposed rules provide 
sufficient flexibility to reflect an 
institution’s deposit behavior without 
undermining the risk measurement 
process?

b. Should institutions that have well- 
reasoned and documented internal 
.assessments showing rate sensitivities 
that are outside of the proposed ranges 
be allowed to use those assessments? 
What specific types of analyses and 
supporting documentation should be 
required from banks that are allowed 
such an exception? Would most 
institutions have the capability of 
producing such types of analyses?

c. What is the appropriate basis for 
measuring changes in the price
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sensitivity or “market value” of these 
deposits?

The Banking Agencies also solicit 
comment and any relevant empirical 
evidence on the price sensitivity and 
market valuation of these deposits. 
Information relevant to assessing the 
changes in the market value of these 
deposits relative to changing interest 
rates would be most helpful.
3. Interest Rate Scenarios

In varying degrees, the proposed 
interest rate scenarios reflect the 
historical volatility of rates, the current 
level of rates, and the slope of the yield 
curve.

a. Should the sample period used to 
calculate the historical volatility of 
interest rates be based on a shorter 
period such as 5 years or a longer period 
such as 15 years?

b. Should the time interval used to 
measure volatility and to determine the 
corresponding rate scenarios be based 
on quarterly, semi-annual or annual 
interest rate volatilities?

c. Which is the preferred scenario to 
be used for both the supervisory and 
internal models?

d. Is it appropriate to use the same 
interest rate scenario for both the 
supervisory model and internal models?

e. Can banks’ internal models 
incorporate the rate scenarios under 
consideration?

f. Should the Banking Agencies 
consider the effect of both rising and 
declining market interest rates? If both, 
should the risk weights be different to 
reflect the asymmetrical changes in the 
market values of certain instruments to 
the various rate changes, or should they 
be the same in the interest of simplicity?

g. Currently, the results under either 
proposed alternative indicate rate 
changes that are about 100 basis points 
using a quarterly time horizon and 200 
basis points using annual volatilities. In 
the interest of simplicity, would the use 
of a parallel 100 or 200 basis point shift 
be preferred to the proposed nominal or 
proportional change methodology?
4. Use o f Internal Models

The Banking Agencies propose to 
make greater use of a bank’s own model, 
if the model is deemed adequate by 
examiners. The Banking Agencies seek 
comment on the following issues:

a. Is it appropriate to substitute the 
results of internal models for a standard 
supervisory calculation when assessing 
capital adequacy?

d. If internal models are used, to what 
extent should the Banking Agencies 
provide guidance to the industry on 
these models (e.g., acceptable 
methodologies or modeling parameters)?

Would simply providing the interest 
rate scenario and requiring banks to 
evaluate the effect of the rate change on 
their net economic value suffice?

c. Which aspects of an internal model 
should examiners review to determine 
whether the model is adequate?

d. Should the assumptions required 
for the supervisory model also be 
imposed on internal models when these 
are used under Alternative One 
(Minimum Capital Standard approach)? 
To what degree should results of 
internal and supervisory measures be 
allowed to diverge because of different 
assumptions regarding non-maturity 
deposits, prepayments, or other factors? 
What competitive inequities might 
result if large differences are allowed?

e. Shoula some institutions be 
required to use more sophisticated 
internal models to calculate IRR 
exposure if an explicit capital charge for 
IRR is established? If so, what type or 
scope of activities should trigger such a 
requirement?
5. Use o f OTS M odel

The Office of Thrift Supervision 
(OTS) has adopted an alternative 
method for measuring the IRR exposures 
of savings associations which differs 
from that proposed by the Banking 
Agencies (see 57 FR 40524, September 
3,1992). Under the OTS method, 
savings associations report weighted 
average coupon and weighted maturity 
information for various classes of assets, 
liabilities and off-balance-sheet 
instruments. For certain instruments, 
mortgage-related instruments in 
particular, the amount of information 
reported is significantly more detailed 
than that proposed by the Banking 
Agencies.

The reported information is used in 
the OTS Market Value Model to 
estimate the change in a savings 
association’s market value under 
various interest rate scenarios. The OTS 
model uses two valuation 
methodologies: (1) A static discounted 
cash flow analysis similar to that 
proposed by the Banking Agencies, and
(2) an option-based pricing model (also 
known as an optioivadjusted spread or 
OAS methodology) for valuing certain 
assets, such as mortgages and mortgage- 
related instruments, that contain 
embedded options.

The Banking Agencies request 
comment on the following issues:

a. Should commercial banks with 
portfolios that are similar to thrifts or 
those that are highly susceptible to IRR 
be required to use the OTS (or similar) 
model and reporting requirements to 
measure IRR in lieu of the proposed 
supervisory model?

b. If so, what criteria should the 
Banking Agencies use to determine 
which commercial banks should be 
subject to the OTS (or similar) model?

c. If a bank were required to use the 
OTS (or similar) model, should that 
bank still be allowed to report the 
results of an adequate internal model as 
proposed by the Banking Agencies? 
Alternatively, should the requirement to 
use the OTS (or similar) model rule out 
any reporting of the internal model?

d. For banks that may be required to 
use the OTS (or similar) model, does the 
OTS reporting format impose significant 
reporting burdens? What modifications 
could be made to reduce the burden if 
the Banking Agencies decide to use the 
basic approach of the OTS model?
6. Reporting Requirements

The Banking Agencies propose to 
recommend to the FFIEC a new 

'reporting schedule to provide 
information better suited to determining 
the interest rate exposure of those 
institutions that do not meet the 
exemption criteria.

a. Does the reporting format currently 
under consideration, illustrated by 
Schedule 1, impose significant reporting 
burdens on non-exempted institutions? 
What modifications could be made to 
reduce the burden?

The Banking Agencies are also 
considering implementing a separate 
reporting schedule on which banks 
could report IRR exposures as measured 
by their own models.

b. If the Banking Agencies rely on a 
bank’s internal model for assessing its 
IRR, should the bank be required to 
report the results of that model each 
quarter?

c. Should some or all of the 
information about the internal model be 
treated as confidential?

d. Is the information requested on 
Schedule 2 appropriate?
7. Threshold Level

The Banking Agencies propose to use 
a threshold level to determine whether 
a bank may be taking high levels of 
interest rate risk and, thus, need 
additional capital for IRR. As proposed, 
a bank would be viewed as having a 
high level of exposure if its measured 
exposure indicates a decline in the 
economic value of the institution that 
exceeds 1.0 percent of total assets.

a. Is this threshold appropriate?
b. The threshold level is based, in 

part, on the imprecision of the 
supervisory model. When more accurate 
internal systems are used, and 
especially if greater flexibility is 
permitted regarding the treatment of
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non-maturity deposits, should a lower 
threshold also be used?
8. Exemption Test

The Banking Agencies have proposed 
a screening test that would exempt 
banks from any additional reporting 
requirements.

a. Are the exemption criteria 
reasonable?

b. Does the test adequately safeguard 
against exempting banks that pose 
significant risks to the deposit insurance 
fund due to IRR?

c. Since previously exempted banks 
may need to be prepared to report the 
data if they no longer meet the 
exemption criteria, does the exemption 
test significantly reduce record-keeping 
costs?

d. Is the reporting burden sufficiently 
onerous to warrant the reporting 
exemption?
9. Use o f IRR M easure

The Banking Agencies are considering 
two approaches for using the proposed 
measurement system when evaluating 
capital adequacy. Under the Minimum 
Capital Standard approach, the 
measurement system would be the 
primary determinant in evaluating the 
need for capital for IRR. The Risk 
Assessment approach would use the 
measurement system as just one factor 
in determining the need for additional 
capital.

a. Comments are requested on the 
merits of each of these approaches.

b. Under the Minimum Capital 
Standard approach, the Banking 
Agencies are proposing that the capital 
requirement for IRR be implemented by 
increasing a bank’s risk-weighted assets 
by an amount equal to 12.5 times the 
excess measured exposure, where 12.5 
represents the reciprocal of the 8 
percent minimum risk-based capital 
ratio. An alternative technique would be 
to directly deduct the amount of excess 
measured exposure from Tier 1 or total 
capital. The Banking Agencies seek 
comments on whether the proposed 
method or the alternative technique is 
more appropriate to use in calculating 
capital under the Minimum Capital 
Standard approach.
10. Capital Assessm ent

In determining a bank’s capital needs 
for IRR, the Banking Agencies seek 
comment on the following issues:

a. To what extent should examiners 
have flexibility when evaluating an 
institution’s measured IRR exposure for 
capital purposes?

d . What consideration should be given 
to the quality of a bank’s risk 
management process when evaluating

the bank’s IRR? How should this 
consideration be incorporated into an 
assessment of capital adequacy?
11. Reporting fo r  Multi-bank Holding 
Companies

The proposal states that data will be 
collected and risk measured for 
individual banks.

a. In addition to reviewing individual 
bank positions, to what extent should 
the Banking Agencies also consider 
consolidated positions of the parent 
holding company or, alternatively, the 
aggregate position of only its affiliated 
banks?

b. What is the extent of the reporting 
burden associated with reporting 
individual bank positions?
12. Leverage Standard

When announcing regulations to 
implement section 38 of FDICIA in 
September, 1992, the federal banking 
agencies stated that they intend to lower 
or eliminate the leverage capital 
component from the risk-based capital 
standard after that standard has been 
revised to take into account interest rate 
risk and after experience has been 
gained with the (modified) standard. 
Does either the Minimum Capital 
Standard approach or the Risk 
Assessment approach provide an 
adequate basis for reconsidering the 
need for the leverage standard? Would 
the basis for removing that standard be 
stronger under one approach than the 
other?
R egulatory F le x ib ility  A ct S tatem ent

Each agency has concluded after 
reviewing the proposed regulations that 
the regulations, if adopted, will not 
impose a significant economic hardship 
on small institutions. The proposal does 
not necessitate the development of 
sophisticated recordkeeping or reporting 
systems by small institutions nor will 
small institutions need to seek out the 
expertise of specialized accountants, 
lawyers, or managers in order to comply 
with the regulation. Each agency 
therefore hereby certifies pursuant to 
section 605b of the Regulatory 
Flexibility Act (5 U.S.C. 605b) that the 
proposal, if adopted, will not have a 
significant economic impact on a 
substantial number of small entities 
within the meaning of the Regulatory 
Flexibility Act (5 U.S.C. 601 et seq.).
Executive Order 12291

The Comptroller of the Currency has 
preliminarily determined that proposed 
regulation may be a “major rule’’ within 
the meaning of Executive Order 12291. 
Accordingly, the OCC has prepared a 
Preliminary Regulatory Impact Analysis.

The objectives of the proposed 
regulation are to ensure that banks: (1) 
Hold capital consistent with the level of 
IRR in their portfolios so as to reduce 
the incidence of bank failures and 
claims upon the Bank Insurance Fund 
(BIF); (2) effectively measure and 
monitor their IRR exposures; and (3) 
consider both interest rate and credit 
risks in making investment and lending 
decisions. This proposed rule 
implements section 305(b)(l)(A)(i) of 
FDICIA and is consistent with those 
requirements.

A number of benefits can be expected 
to accrue from the proposed regulation. 
These include: (1) Either an increase in 
bank capital or a reduction in IRR for 
those banks with high levels of IRR; (2) 
a reduction in the incentive for banks to 
substitute IRR for credit risk; and (3) an 
increase in the awareness among banks 
of the need to measure and manage IRR. 
A number of costs can be expected to 
accrue from the proposed regulation. 
These include: (1) Direct compliance 
costs; (2) supervisory costs; and (3) costs 
associated with the impact of the rule 
on bank behavior.

The Regulatory Impact Analysis is 
based on preliminary and limited data 
that make it difficult to estimate the 
impact of this rule. This difficulty arises 
from the lack of sufficient data to 
accurately estimate which banks may be 
found to have high IRR exposures under 
the proposal, the amount of capital 
those banks may need, and the 
complexities of trying to estimate how 
banks may change their behavior in 
response to the proposed rule.

The OCC seeks to issue a final rule 
that will meet its objectives at the least 
possible net cost to the economy. The 
OCC invites commenters to provide any 
data they may have on the costs and 
benefits of this proposal with regard to 
the management of IRR at banking 
organizations, the impact on bank 
capital levels and on the pricing, 
selection and offering of products and 
investments by banks, and on direct 
costs that banks may incur as the result 
of the proposed rule.

Copies of the Preliminary Regulatory 
Impact Analysis may be obtained by 
writing to the following address: IRR 
Impact Statement, Mail Stop 9-16, 
Communications Division, Office of the 
Comptroller of the Currency, 250 E 
Street SW., Washington, DC 20219.
L ist o f  S u b jects

12 CFR Part 3
Administrative practice and 

procedure, Capital risk, National banks, 
Reporting and recordkeeping 
requirements.
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12 CFR Part 208

Accounting, Agriculture, Banks, 
Banking, Confidential business 
information, Currency, Reporting and 
recordkeeping requirements, Securities.
12 CFR Part 325

Bank deposit insurance, Banks, 
Banking, Capital adequacy, Reporting 
and recordkeeping requirements,
Savings associations, State nonmember 
banks.
COMTROLLER OF THE CURRENCY 

A u th o rity  and  Issu an ce

For the reasons set out in the joint 
preamble, part 3 of chapter I of title 12 
of the Code of Federal Regulations is 
proposed to be amended as set forth 
below.

PART 3—MINIMUM CAPITAL RATIOS; 
ISSUANCE OF DIRECTIVES

1. The authority citation for part 3 
continues to reads as follows:

A uthority : 12  U.S.C. 9 3 a , 1 6 1 ,1 8 1 8 ,  
1 8 2 8 (n ), 1 8 2 8  note, 1 8 31n  note, 3 9 0 7  and  
3 9 0 9 .

Alternative One (Minimum Capital 
Standard Approach) for Appendix A 
and B to Part 3—Risk-Based Capital 
Guidelines

2. In appendix A, section 4 is 
amended by revising paragraph (b)(1), 
redesignating paragraphs (b)(2) and
(b)(3j as paragraphs (b)(3) and (b)(4), 
respectively, and by adding a new 
paragraph (b)(2) to read as follows:

Section 4. Implementation, Transition Pules, 
and Target Patios 
* * ‘ * * *

(b)(1) E ach  national bank m ust m aintain a 
m in im u m  ratio o f total capital (after 
d ed u ction s) to risk-w eighted assets (adjusted  
for in terest rate risk) of 8 .0 % .

(b)(2) If a bank is required to m aintain  
add itional capital for interest rate risk  
exp o su re , as determ ined in a cco rd an ce  w ith  
ap p en d ix  B  to part 3 , risk-w eighted assets  
m u st be in creased  by an am oun t equal to  12 .5  
tim es the dollar am ount o f the additional 
cap ital requirem ent for interest rate risk, 
before determ in ing the m inim u m  ratio o f

total cap ital to  risk-w eighted assets specified  
in section  4(b )(1) of this ap p end ix A. 
* * * * *

3. A new appendix B is added to part 
3 after appendix A to read as follows:

Appendix B— Interest Rate Risk 
Component

Section I. Purpose, Definitions, and 
A pp licability  o f Guidelines

(a) Purpose. This app end ix B exp lain s  
p recisely  how  the interest rate risk exposu re  
o f a bank is to  be m easured for the purpose  
o f determ in ing com p lian ce w ith the capital 
ad eq u acy requirem ents.

(b) Definitions. F o r the purpose of this  
ap p en d ix B , the follow ing definitions apply:

(1) Excess measured exposure m eans the  
d o llar am ou n t of m easured exp o su re to 
interest rate risk in excess o f the sup ervisory  
th reshold . T h is am ount represen ts the  
am oun t o f  interest rate risk against w h ich  the  
bank m ust m aintain capital.

(2) Interest rate scenarios m eans the  
specified  chan ges in m arket interest rates  
used in calcu latin g  a bank’s m easured  
exp osu re.

(3) Measured exposure m eans the  
estim ated  dollar d ecline in the net econ o m ic  
valu e of th e bank in response to  a potential 
chan ge in m arket interest rates un d er the  
specified  interest rate scen arios, as  
determ in ed pu rsu ant to either the  
su p erviso ry  m easure or the bank’s internal 
m easu re. W hen the supervisory m easu re is 
used to ca lcu la te  the bank’s m easured  
exp o su re , pu rsu ant to  section  4  of this 
ap p en d ix B , a bank’s m easured exp o su re is 
derived by calcu latin g  the bank’s net risk- 
w eighted position.

(4) Mortgage derivative products m eans  
interest-on ly  and prin cipal-only stripped  
m ortgage-backed secu rities (IOs and PO s), 
tran ch es o f  collateralized  m ortgage  
obligations (CM Os) and real estate m ortgage  
in vestm ent con d u its (REM ICs), CM O and  
REM IC residual secu rities, and other  
instru m en ts having the sam e ch aracteristics  
as th ese secu rities.

(5) Net economic value o f the bank m eans  
the net present value of its assets m inus the  
net present value of its liabilities plus the net 
present value of its off-balance-sheet 
in strum ents.

(6) Net risk-weighted position m eans the  
sum  of all risk-w eighted positions of a bank’s 
assets, liabilities and off-balance sh eet item s. 
F o r the pu rp oses o f the sup ervisory m easu re, 
this num ber represents the am oun t by w h ich  
the net eco n o m ic value of the bank is 
estim ated  to change in response to  a potential

chan ge in m arket interest rates under the 
specified  interest rate scen arios.

(7) Nonmaturity deposits m ean dem and  
d ep osit acco u n ts  (DDAs), m oney m arket 
d ep osit acco u n ts  (M M DAs), savings  
acco u n ts , and negotiable order of w ithdraw al 
acco u n ts  (N OW s).

(8) Notional principal amount m eans the  
total d o llar am oun t upon w hich a co n tract is 
based.

(9) Supervisory threshold m eans 1%  o f a 
bank’s total assets.

(c) A pp licab ility  and exemption fo r  
institutions with low risk. (1) A ll national 
banks are  subject to the requirem ents of this 
ap p en d ix  B  and m ust calcu late  th eir excess  
m easu red  exp o su re as required by the  
su p erviso ry  m odel or by an internal m easure, 
p u rsu an t to  section s 4  or 9  o f this ap p end ix  
B, u n less:

(1) T h e total notional principal am oun t of  
the ban k’s off-balance sheet interest rate  
co n trac ts  is less than 1 0 %  o f total assets, and

(ii) 1 5 %  o f the sum  o f fixed- and floating- 
rate loans an d  secu rities that m ature or  
rep rice  beyond 5 years is less than 3 0 %  of 
to tal cap ital.

(2 ) N otw ithstan din g paragraph (c)(1) of this  
sectio n , th e  OCC m ay require a bank to m eet 
the requirem ents o f this app end ix B if 
co m p lian ce  is n ecessary  to  ensu re the capital 
ad eq u acy  of the bank.

Section 2. Capital Requirement fo r  Interest 
Pate Risk

A  bank shall m aintain capital for interest 
rate risk in an  am ount equal to the bank's 
e x ce ss  m easu red  exposu re. T he am oun t of 
cap ital required for interest rate risk is in 
ad d ition  to  the am ount of capital required by 
ap p en d ix  A o f  this part 3. C om pliance shall 
be determ in ed  as specified in section 4(b )(2) 
o f A p p en d ix  A.

Section 3. Specified Interest Pate Scenarios
F o r  the pu rp ose of calculating a bank’s 

m easu red  exp o su re, un der either the  
su p erviso ry  m easu re or an internal m easure, 
the bank shall use both a rising and falling 
in terest rate scen ario  based on an  
in stan tan eou s uniform  2 0 0  basis point 
parallel ch an ge in m arket interest rates at all 
m atu rities. T h e interest rate scen arios, w ith  
the acco m p an yin g  risk w eights, are provided  
in T able 1 o f  section  7 o f this app en d ix B. 
T h e OCC m ay m odify the specified interest 
rate scen ario s as app ropriate consid ering  
h istorical and cu rren t interest rate levels, 
in terest rate volatilities and oth er relevant 
m arket an d  sup ervisory consid eration s.
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Risk Weights Table 1

Scenario 1 Scenario 2

Amortizing Instruments 200 Basis Point Rise 200 Basis Point Decline
•/• Change in % Change in
Present Value Present Value

Timeband (Risk Weights) (Risk Weights)
0-3 months -0.10% 0.10%
3-12 months -0.50% 0.60%
1 -3 Years -1.60% 1.70%
3-5 Years -3.00% 3.10%
5-10 Years -5.30% 3.40%
10-20 Years -8.80% 5.90%
Over 20 Years -9.20% 3 60%

All Other Instruments
0-3 months -0.25% 0.25%
3-12 months -1.20% 1.20%
1 -3 Years -3.50% 3.70%
3-5 Years -6.40% 7.00%
5-10 Years -10.20% 11.70%
10-20 Years -14.90% 19.00%
Over 20 Years -17.60% 24.60%

Liabilities
0- 3 months 
3-12 months
1- 3 Years 
3-5 Years 
5-10 Years 
10-20 Years 
Over 20 Years

0.25%
1.20%
3.70%
6.90%

11.60%
18.70%
24.00%

-0.25%
-1.20%
-3.90%
-7.50%

-13.50%
-24.50%
-36.00%

Zero or Low Coupon Secunties
0-3 months -0.25% 0.25%
3-12 months -1.20% 1.20%
1-3 Years -3 70% 3.90%
3-5 Years -7.40% 8.00%
5-10 Years -13.30% 15.60%
10-20 Years -24.90% 33.50%
Over 20 Years -38.00% 61.90%
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Section 4. Supervisory Measure
(a) Use of supervisory measure. E xcep t as 

provided by section  9 of this ap p end ix B, a 
bank’s m easu red  exp o su re to interest rate risk 
m ust be calcu la ted  pursuant to the  
sup ervisory m easu re as specified by sections  
5 through 8 of this ap p end ix B.

(b) Overview of interest rate risk 
calculation. T h e calcu lation  of a bank’s 
m easu red  exp o su re  generally requires the  
follow ing steps:*

(1) T he ban k’s assets, liabilities, and off- 
balan ce sheet co n tracts  m ust be assigned to 
the app rop riate  balance sheet categories  
based on  the in stru m en t’s cash  flow  
ch aracteristics.

(2) W ithin each  balance sheet category, 
each  asset, liability or off-balance sheet 
co n tract m ust be assigned to the appropriate  
tim e bank gen erally based on each  
in stru m en t’s rem aining m aturity or n ext 
rep ricin g date.

(3) B alan ces w ithin  each  tim e band are 
m ultiplied  by the app ropriate risk w eight to 
p rod u ce a risk-w eighted position for each  
interest rate scen ario .

(4) All risk-w eighted positions are sum m ed  
to p rod u ce a n et risk-w eighted position for 
each  interest rate scen ario  w h ich  is the basis 
for determ in ing the bank’s m easured  
exposu re to in terest rate risk.

Section 5. Balance Sheet Categories
All assets, liabilities, an d  off-balance sheet 

positions m ust be assigned to one of the  
follow ing interest rate risk balance-sheet 
categories, as app ropriate:

(a) Adjustable-rate assets. A djustable-rate  
m ortgage loans end adjustable-rate m ortgage 
secu rities.

(b) Amortizing fixed-rate loans and 
securities. F ixed -ra te  m ortgage secu rities, and  
asset-backed secu rities, fixed-rate m ortgage  
loans, co n su m er loans and other instrum ents  
that involve sch ed u led  periodic am ortization  
of prin cip al, e x ce p t for m ortgage derivative  
products.

(c) High-risk mortgage securities. A ny  
m ortgage derivative prod uct th at at the tim e 
of p u rch ase or at any subsequent date:

(1) Has an exp ected  w eighted average life 
greater than 1 0  years; or

(2) Has an exp ected  w eighted average life 
that:

(i) E xten d s by m ore than 4 years, assum ing  
an im m ed iate  an d  sustained parallel shift in 
the yield  cu rve  of plus 3 0 0  basis points; or

(ii) Sh ortens by m ore than 6  years, 
assum ing an im m ed iate and sustain ed

' The calculations for the rising and falling 
interest rate scenarios are illustrated in Table 2 and 
Table 3, respectively.

arallel shift in th e yield  curve of m inu s 3 0 0  
asis p oin ts; or

(3) Has a ch an ge in price of greater than  
1 7 % , assu m ing an im m ediate and sustained  
parallel shift in th e yield curve of plus or  
m inus 3 0 0  basis points.

(d) Zero- or low-coupon assets. Secu rities  
w ith  eith er no p erio d ic interest paym en ts or  
stated cou p on s o f  2%  or low er.

(e) Trading account items. T rad ing acco u n t 
assets and related  off-balance sheet 
in stru m en ts.

(f) A ll other assets. A ll other interest- 
sensitive in stru m en ts, w h ich  are assum ed to  
involve sch ed u led  periodic paym ents of  
interest an d  the paym en t of prin cipal at 
m atu rity  and all m ortgage derivative  
prod ucts that are not high-risk m ortgage  
secu rities.

(g) Liabilities. A ll deposits and all 
nond eposit liabilities w hose values are  
sensitive to  m ovem en ts in interest rates.

(h) Off-balance sheet items. Interest-rate  
co n tracts  in clu d in g  sw aps, forw ards, options, 
and futures and m ortgage-related fixed-rate  
com m itm en ts and other off-balance sheet 
d erivative in stru m en ts w hose value depends  
on the value of an  un derlying asset or index  
w ith am ortizin g ch aracteristics

Section 6. Time Bands
(a) Assignment o f item balances. The  

balance of each  asset, liability, and off- 
balance sheet item  w ithin each  balance sheet 
category, as specified  in section  5 of this 
ap p en d ix  B , m u st be assigned to one of the 
follow ing tim e bands acco rd in g  to  the 
rem ain in g m atu rity  of n ext repricing date of  
the asset, liability, or off-balance sheet item :

(1) Less th an  or equal to 3 m onths;
(2) G reater than 3 m onths and less than or  

equal to 12  m on th s;
(3) G reater than 1 year and less than or 

equal to 3 years;
(4) G reater th an  3 years and less th an  or  

equal to 5 years;
(5) G reater th an  5 years and less than or  

equal to 1 0  years;
(6) G reater than 10  years and less than or  

equal to 2 0  years;
(7) G reater than 2 0  years.
(b) Bemaining maturity and repricing date. 

(1) General. E x ce p t for certain  m ortgage  
derivative p rod u cts and nonm aturity  
deposits, and the rem aining m aturity of an  
asset, liability , o r off-balance sheet item  
generally is d eterm in ed by the rem aining  
tim e before m atu rity , or the n ext actu al or  
potential rep ricin g  date, associated  w ith the  
ou tstand in g p rin cip al or notional p rin cipal 
am ount as sp ecified  by con tract or 
agreem ent.

(2) Bemaining maturity and repricing date 
fo r mortgage derivative products, (i) F o r

m ortgage derivative p rod u cts, o th er than for 
high-risk m ortgage secu rities, the cu rren t 
exp ected  average life m ust be used  in stead  o f  
the rem ain in g tim e before m aturity  or the  
n e x t actu al or potential rep ricin g date. F o r  
high-risk m ortgage secu rities, a bank’s ow n  
estim ate of the ch an ge in m arket value un d er  
the specified  in terest rate scen ario  is to be 
used . H ow ever, if th is inform ation is not 
available from  the bank, the OCC w ill 
determ in e th e app rop riate  treatm ent for 
m atu rity  an d  repricing .

(ii) T h e cu rren t exp ected  average life o f  a 
m ortgage d eriv ative p rod u ct is to be 
determ in ed  by th e m anagem ent of the bank. 
A ll un d erlyin g assu m p tions, su ch  as 
prepaym en t assu m p tion s, used in 
determ in ing the cu rren t exp ected  average life 
of th ese in stru m en ts m ust be reasonable and  
w ill be sub ject to  OCC review .

(3) Bemaining m aturity and repricing date 
for nonmaturity deposits. N otw ithstanding  
paragraph (b)(1) of this section , the rem aining  
m atu rity  and rep ricin g  date for nonm aturity  
dep osits is determ in ed  by the m anagem ent of  
the bank based  on  its ow n assum ptions and  
exp erien ce , sub ject to  the follow ing  
con d ition s:

(i) T h e rem ain in g m atu rity  and repricing  
date for DDAs an d  M M DAs m ay not exceed  
3 years, w ith  a m axim u m  of 4 0 %  of th ese  
b alances in the “ greater than 1 year but less 
than or equal to  3 y ears” tim e band;

(ii) T he rem ain in g m aturity  and repricing  
date for savings an d  NOW acco u n t balances  
m ay not e x ce e d  5 years, w ith a m axim u m  of  
4 0 %  of the to tal of these balances in the  
“greater th an  3 years but less than or equal 
to  5 y ears” tim e ban d; and

(iii) A ll assu m p tio n s used by the bank in 
determ in ing th e rem ain in g m aturity and  
rep ricin g date for nonm aturity deposits m ust 
be reasonable an d  are subject to  review  by 
the OCC.

Section 7. Bisk Weights
T he risk w eights estim ate the sensitivity  o f  

the present valu e o f each  asset, liability, an d  
off-balance sh eet item  w ithin each  balan ce  
sheet catego ry an d  tim e band un d er a rising  
and falling in terest rate scen ario . T hese risk  
w eights are p rovided in Table 1. T h e risk- 
w eighted p o sitio n s for all assets, liabilities, 
and off-balance sheet item s m ust be 
ca lcu lated  by m ultiplyin g all assets, 
liabilities, an d  off-balance sheet item s as  
specified  acco rd in g  to balance sheet catego ry  
and tim e band, by the corresponding risk  
w eight as illustrated  in Table 2 (rising  
interest rate scen ario) and Table 3 (falling  
in terest rate scen ario).
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Interest R ate R isk W orksheet (200 Basis Point R ising Rate Scenario)
DRAFT Table 2
REPORTING INSTITUTION: Sample Bank 

S Thousands

1 INTEREST-SENSITIVE ASSETS
1. ARMs, FRMs, asset-backed securities, consumer loans

(•) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 years
(d) 3 to 5 yean
(e) 5to 10 yean 
(0 10 to 20 years
(g) Greater than 20 yean

2. Zero or low coupon securities
(a) Up to 3 months
(b) 3to 12 months 
.(c) 1 to 3 yean
(d) 3 to 3 yean
(e) 5 to 10 yean 
(010 to 20 yean
(g) Greater than 20 yean

3. ‘All other* securities, loans, A trading account
(s) Up to 3 months
(b) 3to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 5to 10 yean 
(010 to 20 yean
(g) Greater than 20 yean

4. High-risk mortgage securities
(a) Self-reporting
(b) Risk weighting

3. Total Interest-Sensitive Assets

H ALL OTHER ASSETS 
EL TOTAL ASSETS

IV. INTEREST-SENSITIVE LIABILITIES
1. Non-maturity deposits, time deposits and 'a ll other*

(a) Up to 3 months
(b) 3to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 3to 10 years
(f) 10 to 20 yean
(g) Greater than 20 yean

2. Total Interest-Sensitive Liabilities
V. NONINTEREST-SENSITTVE LIABILITIES 
V I TOTAL LIABILITIES
VIL EQUITY CAPITAL

Vm OFF-BALANCE-SHEET POSITIONS
1. Interest rate contracts

(a) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 5to 10 yean 
(0 10to20yesn
(g) Greater than 20 yean

2. Mortgage and other amortizing contracts
(a) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 5 to 10 yean 
(010 to 20 yean
(g) Greater than 20 yean

3. Total Off-Balance-Sheet Positions

Net Risk Weighted Position 
Net Position/ Assets

Date: 12/31/92

S4.000 -0.25% (3101
S500 -1.20% (361

(34.0301 -3.50% 1142
(34501 -6 40% 329

___SQL -10.20% 30
___|£L -14.90% SO

so __________-17.60% so

31.000 41.10% AN)
___JQ. -0 50% ___IQ.

(31.0001 -1.60% 116
___|Q_ -3.00% so
___|0 -5.30% ___&
___|0 -6.80% SO
___|0 -9.20% SO

so __________________ 1122.

(34.981861
-268%
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Interest Rate Risk Worksheet (200 Basis Point Declining Rate Scenario)
DRAFT Table 3
REPORTING INSTITUTION: Sample Bank Date: 12/31/92

$ Thousands

I  INTEREST-SENSITIVE ASSETS
1. ARM*. FRMs, asset-backed securities, consumer loam

(») Up to 3 month*
(b) 3 to 12 months
(c) 1 to 3 year*
(d) 3 to 5 years
(e) 5 to 10 yean
(f) 10 to 20 yean
(g) Greater than 20 yean

2. Zero or low coupon securities
(a) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 yean
(d) 3 to 5 y e n
(e) 5 to 10 y e n
(f) 10 to 20 y e n
(g) Cheater than 20 y e n

3. 'A ll other' securities, kans, &  tradu^ eccount
(•) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 y e n
(d) 3 to 5 y e n
(e) 5 to 10 y e n  
( 0 10to20 y e n
(&) Greater than 20 y e n

4. High-risk mortgage eecurities
(a) Self-reporting
(b) Risk weighting

3. Total Interest-Sensitive Assets

11 ALL OTHER ASSETS 
IE TOTAL ASSETS

IV. INTEREST-SENSITIVE LIABILITIES
1 Non-maturity deposits, tune deposits end “all other"

(a) Up to 3 months
(b) 3 to 12 months
(c) I to 3 y e n
(d) 3 to 5 y e n
(e) 3to 10 y e n  
(010 to 20 yean
(g) Oreater than 20 y e n  

2. Total Interest-Sensitnie Liabilities
V. NO NINTEREST-SENSm VE UABILITIES 
VI TOTAL LIABILITIES
VIL EQUITY CAPITAL

VDL OFF-BALANCE-SHEET POSITIONS
1. Interest rate contracts

(a) Up to 3 months 
•  (b) 3 to 12 months

(c) 1 to 3 y e n
(d) 3 to 5 y e n
(e) S to 10 y e n
(f) 10to20yen
(g) Greater than 20 y e n

2. Mortgage and other amortizing contracts
(a) Up to 3 months
(b) 3 to 12 months
(c) 1 to 3 y e n
(d) 3 to 3 y e n  
(a) 3 to 10 y e n  
(0  10 to 20 y e n
(g) Greater than 20 y e n

3. Total Off-Balance-Sheet Positions

Net Risk Weighted Position 
Net Position'Assets

$4,000 025V. $10
$300 1.20% $6

($4.0501 3.70% ($1501
($4501 7.00% ($321

___8L 11.70% $0
$0 19.00% ___J£L

_______________$0. __________ 2460% ____________________ JO

$1,000 0.10% ___JL
$0 0.60% ___JO

($1.0001 1.70% ($171
_________JO. 3.10% $0

$0 3.40% __ JQ,
___J0_ 5.90% $0
___JSL 3 60% $0

_____________ KL _________________ a i m ($i$u

SS.34431

_________________ 2 1 2 * .
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Section 6. Calculation o f Excess Measured 
Exposure

(a) Calculation o f net risk-weighted 
position. The net risk-woighted position must 
be calculated foe both the rising interest rate 
scenario and the falling interest rat* scenario, 
The net risk-weighted position for the rising 
interest rate scenario* is calculated by 
summing the risk-weighted positions for all 
assets, liabilities, and off-balance sheet items, 
as derived in Table 2 of this appendix B. The 
net risk-weighted position for the falling 
interest rate scenario is calculated by 
summing the risk-weighted positions for all 
assets, liabilities, and off-balance sheet items, 
as derived in Table 3 of this appendix B. In 
mathematical terms the calculation for the 
net risk-weighted position is (Assets x Risk 
Weights) +  (Liabilities x Risk Weights) ♦  (OfT 
Balance-Sheet Positions x Risk Weight) 3  Net 
Risk-Weighted Position.9

(b) Calculation o f measured exposure to  
interest rates. The Bank’s net risk-weighted 
positions under the rising interest rate 
scenario and the felling interest rata scenario 
represent the bank's measured exposures to 
interest rate risk. If the bank’ll net risk- 
weighed position is positive under both of 
the interest rate scenarios, then the bank's 
measured exposure is. set to aero. If the 
bank’s net risk-weighted position is negative 
under one or both of the interest rata 
scenarios, then the bank's measured exposure 
is equal to the larger decline in the net 
economic value of the bank under the two 
interest rate scenarios.

(c) Calculation o f excess measured 
exposure. The bank’s excess measured 
exposure is the positive difference of the 
absolute dollar amount of the measured 
exposure minus the dollar amount of the 
supervisory threshold. In mathematical terms 
the calculation for a bank’s excess measured 
exposure is Measured Exposure—(Total 
Assets x  .01). If the amount of the 
supervisory threshold is greater than the 
measured exposure, then the excess 
measured exposure is zero.

Section 9. Internal Measure
The (XX! may permit or require a bank to 

use an internal measure developed or 
acquired by the bank to determine its 
measured exposure instead of the 
supervisory measure where the (X X  deems 
that such internal measure is acceptable.

(a) Acceptable internal measure. Factors 
that the OCC will consider in determining 
whether to permit a bank to use a s  internal 
measure include:

(1) Whether the assumptions and structure 
of the supervisory measure accurately reflect 
the bank’s assets, liabilities, and off-balance 
sheet positions, and whether the internal 
measure provides a more precise 
measurement of the changes in the net 
economic value of the bank than the 
supervisorymeasure;

(2) Whether the internal measure makes 
use of generally accepted techniques in 
estimating measured exposure;

(3) Whether the internal measure is 
appropriate to the nature and scope of the 
activities of the bank; and

(4) Whether the internal measure provides 
an adequate indication of the exposure of the

institution to interest rate risk in all material 
respects.

(b) Required use o f internal measure. Th« 
OCX may require a hank for the purposes of 
compliance with the requirements of this 
appendix B to use an existing internal 
measure where the OCC determines that:

(1) The supervisory measure does not 
adequately characterize the interest rate risk 
of the bank’s positions; and

(2) The use of the supervisory measure 
would materially misrepresent the bank’s 
actuai interest rate risk exposure.

(c) Interest Rate Scenario. Where a bank i9 
either permitted or required to use an 
internal measure, die internal measure must 
incorporate the same interest rate scenarios 
used by the supervisory measure as specified 
in section 3 in this appendix B.

Section Hk Implementation
The requirements of this appendix B are 

applicable to all national banks after 
December 31,1994.

ALTERNATIVE TWO (RISK ASSESSMENT 
APPROACH) FOR PART S—RtSK-BASEB 
CAPITAL GUIDELINES

4. In §3.10, paragraph (d) Is amended 
by removing die phrase interest rate 
risk,’*; paragraphs (e). (f), CgJ* CM* and (SJ 
are redesignated as paragraphs as (fj, (g), 
(h), (i).and Ij). respectively; and new 
paragraph (e) is added to read as 
follows:

$ 3 .1 0  Applicability. 
* * * * *

(e) A bank with significant interest 
rate risk exposure; 
* * * * *

This signature page relates to the Joint 
Notice of Proposed Rulemaking titled 
Risk-Based Capital Standards: Interest 
Rate Risk, Office of the Comptroller of 
the Currency , Department of the 
Treasury, Docket Number 93-11.
Office of the Comptroller of die Currency.

Dated: September 2 ,1993 .
Eugene A. Ludwig,
Comptroller o f the Currency.

FEDERAL RESERVE SYSTEM 

A u thority  and  Issu a n c e

For the reasons set out in the Joint 
preamble, part 208 of chapter II of title 
12 of the Code of Federal Regulations is 
proposed to be amended as set forth 
below.

PART 208—MEMBERSHIP OF STATE 
BANKING INSTITUTIONS IN THE 
FEDERAL RESERVE SYSTEM

1. The authority citation for part 208 
continues to read as follows:

Authority: 12 U.S.C 36, 24S(aL 248(e), 
321-338, 461, 481-486, 601, 611,1814, 
1823(1), 3105, 3310, 3331-3351, and 3906-  
3909; 15 U.S.C 78b, 781(b). 781(g), 781(i), 
78o-4(c)(5), 78q, 78q -l, and 78w.

ALTERNATIVE ONE (MINIMUM 
CAPITAL STANDARD APPROACH)
FOR APPENDIX A TO PART 2 0 8 -  
CAPITAL ADEQUACY GUIDELINES 
FOR STATE MEMBER BANKS: RISK- 
BASED MEASURE

2. Section IB of appendix A to part 
208 is amended by revising the first 
undesignated paragraph of paragraph A* 
and by adding new paragraph F. to read 
as follows:

Appendix A to Part 208—Capital 
Adequacy Guidelines for State Member 
Banks: Risk-Based Measure 
* * * * *

lit. * * *
A .*  * *

Assets and credit-equivalent amounts of off- 
balance-sheet items of state member bonks 
are assigned to one of several broad risk 
categories, according to the obligor, or, ief 
relevant, the guarantor or the nature of the 
collateral. The aggregate dollar value of the 
amount in each category is then multiplied 
by the risk weight associated with that 
category, hi addition, a  credit equivalent 
amount of each bank's excess measured 
exposure to interest rate risk is calculated. 
The weighted values from each of the risk 
categories and the credit equivalent amount 
for interest rate risk are added together, and 
this sum is die bank's total weighted-risk 
assets diet comprise the denominate* of die 
risk-based capital ratio. Attachment I 
provides a sample calculation.
• * * *  fh

F. Interest Rate Risk
Credit equivalent amounts for interest rate 

risk are calculated by multiplying a bank’s 
excess measured exposure to interest rate risk 
by 12.5.

1. Definitions
(!) Excess measured exposure means the 

dollar amount of measured exposure to
in terest rate risk in e xcess  of the supervisory  
th reshold.

(ii) Measured exposure means the 
estimated dollar decline in the net economic 
value of the bank under the specified interest 
rate scenario, as determined pursuant to 
either a supervisory measure or, where the 
Board deems appropriate, the bank’s internal 
measure of interest rate exposure. When the 
supervisory measure is used to calculate the 
bank’s measured exposure pursuant to 
paragraph (2)(i), a bank’s measured exposure 
is derived by calculating the bank’s net risk- 
weighted position, as described in part I.A. 
of attachment VIII.

(iii) Net economic value o f a bank mean* 
the net present value of its assets minus the 
net present value of its liabilities plus die net 
present value of its off-balance-sheet 
instruments.

(iv) Net risk-weighted position  means the 
sum of all risk-weighted positions of a bank’s 
assets, liabilities and off-balance-sheet items. 
For purposes of the supervisory measure, this 
number represents the amount by which the 
not economic value of the bank is estimated
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to change in resp onse to a potential chan ge  
in m arket interest rates un d er the specified  
interest rate scenarios.

(v) Supervisory threshold m eans the  
equivalent of 1 percen t of the bank’s total 
assets.

2. Exemption fo r Bonks With Low Bisk
(i) In general. E xcep t as provided in 

paragraph 2 .(i), a state m em ber ban k’s excess  
m easured exp o su re shall be calcu lated  
pursuant to  this section  un less:

a. T he total notional prin cipal am oun t of 
the bank’s off-balance-sheet in terest rate  
con tracts  is less than 1 0 %  of total assets: and

b. 15  percent of the sum  of fixed- and  
floating-rate loans an d  secu rities that m ature  
or reprice beyond 5 years is less than 30  
percent of total cap ital;

(ii) Discretion o f the Board. T he Board m ay  
require the calcu lation  of a bank’s excess  
m easured exp o su re if the B oard  determ ines  
that such calcu lation  is n ecessary  to  assess  
the capital adeq uacy of the bank.

3. Measured Exposure
(i) Supervisory measure. E xcep t as 

provided in paragraph 3 .(ii), a ban k’s 
m easured exposu re to  interest rate risk shall 
bo calculated  pursuant to  the sup ervisory  
m easure set forth in a ttach m en t VIII to  this 
appendix.

(ii) Use o f Interna! Measure. D uring each  
exam ination , or at the request of a bank, the 
Board will exam in e any internal m easu re of 
interest rate risk. If the bank’s internal 
m easure is accep tab le  to the Board in its sole  
discretion , then the bank’s m easure m ay be

used in place of the sup ervisory m od el in 
determ ining the bank’s excess  m easu red  
exposu re.

(iii) Acceptable internal measure. In 
determ ining w h eth er a bank’s internal 
m easure of exp o su re to interest rate risk is 
accep tab le, the B oard  w ill con sid er:

a. W hether the assu m p tions and stru ctu re  
of the supervisory m easu re accu rately  reflect 
the bank’s assets, liabilities, and off-balance- 
sheet positions, and w h eth er the internal 
m easure provides a m ore precise  
m easu rem ent o f the change in eco n o m ic  
value of the bank;

b. W hether the internal m easure m akes use  
of generally accep ted  techniques in 
estim ating m easured exp osu re;

c. W hether the internal m easure is 
appropriate to the nature and sco p e o f the 
bank’s activ ities; and

d. W hether the internal m easure provides  
an adequate indication  of the exp o su re  of the 
bank to interest rate risk in all m aterial 
respects.

(iv) Requirement to use internal measure. 
T he Board m ay require that a bank use its 
existing internal m easure for the pu rp oses of  
this section  if the Board determ in es th at the  
internal m easure represents the ban k’s 
positions m bre accu rately  than the  
supervisory m odel.

(v) Interest rate scenario. M easured  
exposu re will be estim ated  for a specified  
change in the level of m arket interest rates, 
as provided in attach m en t VIII. T h is change  
w ill be a uniform  in crease of 2 percentage  
points (2 0 0  basis points) in m arket interest 
rates at all m aturities.

3. Attachment I to Appendix A to part 
208 is revised as follows:

Attachment I—Sample Calculation of 
Risk-Based Capital Ratio for State 
Member Banks

Exam p le o f  a bank w ith $ 6 ,0 0 0  in total
cap ital and the follow ing assets and off- 
balance-sheet item s.

B alan ce sheet assets:
Cash ...................................................... $ 5 ,0 0 0
U .S. T re a s u r ie s .............................. 2 0 ,0 0 0
B alan ces at do m estic  banks .. 
Loans secu red  by first liens 

on 1- to  4 - fam ily residen-

5 ,0 0 0

tial properties ........................... 5 ,0 0 0
Loans to  private corporations 6 5 ,0 0 0

T otal B alan ce-Sheet A ssets ... 
O ff-balance-sheet item s:

Standby letters of cred it 
(SLCs) backing general-ob
ligation debt issues of U .S.

1 0 0 ,0 0 0

m u nicipalities (GOs) ............
Long-term  legally binding  

com m itm en ts to private

1 0 ,0 0 0

corporations ................................

T otal O ff-Balance-Sheet

2 0 ,0 0 0

Item s ...........................................
Interest Rate Risk (IRR):

E xcess  m easured exp o su re to

3 0 ,0 0 0

I R R .................................................... 2 ,0 0 0

This bank’s total cap ital to  total assets  
(leverage) ratio w ould be: ($ 6 ,0 0 0 /  
$ 1 0 0 ,0 0 0 )= 6 .0 0 %

To com pute the bank’s risk-w eigh ted assets—
1. C om pute the cred it-equivalen t am ount of each  off-balance-sheet (OBS) item.

Credit OBS

Item Face value Conversion
factor

Equivalent
am ount

SLCs backing municipal GOs .................................................................................................... $10,000 1.00 - $10,000
Long-term commitments to private corporations ..................................................................... $20,000 0.50 = $10,000

2. C om pute the cred it-equivalen t am ount of excess m easured exposu re to IRR.

Credit

Excess measured exposure Conversion
factor

Equivalent
amount

$2,000 ....................................................................................................................................... * 12.5 = $25,000

3. M ultiply each  balance-sheet asset and the cred it equivalent am ount of each  OBS item  and excess m easured exp o su re to  IRR
by the ap p ropriate risk w eight.

Credit

Item Face value Conversion
factor

Equivalent
amount

0% category:
C ash ...................................................................................................................................... $5,000
U.S. Treasuries ................................................................................................................... 20,000

25,000 * 0 0
20% category:

Balances at domestic banks.............................................................................................. 5,000
Credit-equivalent amounts of SLCs backing GOs of U S. municipalities .................... 10,000

15,000 * 0.20 _ 3,000
50% category:

Loans secured by first liens on 1- to 4-family residential properties................................ 5,000 * 0.50 = 2,500
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Item

Credit

Face value Conversion
factor

Equivalent
amount

100% category:
Loans to private corporations ............................................................................... ....... ............ .
Credit-equivalent amounts of long-term commitments to private corporations ______.....
Credit-equivalent amount of excess measured exposure to IRR ........................

65.000
10.000 
25,000

100,000 * 1.00 - 100,000

Total Risk-Weighted Assets ____ ____________________ ___ ___ ________________ _________

This bank’s ratio of total capital to weighted-risk assets frisk-based capital ratio) would be: (6,000/$105,500)=5.69% .
105,500

Alternative Two (Risk Assessment 
Approach) for Appendix A to Part 
208—Capital Adequacy Guidelines For 
State Member Banks: Risk-Based 
Measure

4. The sixth undesignated paragraph 
of section I of appendix A to part 208 
is amended by adding the words “and 
interest rate risk, considering the bank’s 
measured excess exposure to interest 
rate risk (as determined pursuant to 
attachment VIII) and other relevant 
factors” to the end of the first sentence.

2. Appendix A to part 208 is amended 
by adding Attachment VIII as follows:
Attachm ent VIII— Regulation H, Appendix A

Measurement o f Interest Rate Risk fo r State 
Member Banks

I. Supervisory Measure

A. Measured Exposure to Interest Rates
A bank’s measured exposure to interest 

rate risk is derived by calculating the bank’s 
net risk-weighted position under two interest 
rate scenarios, a rise in interest rates and a 
fall in interest rates. If the bank’s net risk- 
weighted position is positive under both 
scenarios, then the bank’s measured exposure 
would be equal to zero. If the bank’s net risk- 
weighted position is negative under one or 
both of the scenarios, then the bank’s 
measured exposure would be equal to the 
larger decline in the net economic value of 
the bank under the two scenarios.

B. Calculation o f Net Risk-Weighted Position
A bank’s net risk-weighted position is 

calculated by multiplying its assets, 
liabilities, and off-balance-sheet positions by 
the appropriate risk weight for each scenario. 
The sum of the weighted values represents 
the net risk-weighted position or the dollar 
amount by which the bank’s net economic 
value is estimated to change in response to 
each scenario.

The calculation is: (Assets Risk Weights) -  
(Liabilities Risk Weights) +  (Off-Balance- 
Sheet Positions Risk Weight) = Net Risk 
Weighted Position. The resulting number is 
expressed as a percent of total assets and is 
the primary quantitative measure that would1 
be used to evaluate a bank’s measured 
exposure to IRR.

1. Risk Weights. For use in supervisory 
calculation of a bank’s interest rate risk, 
reported asset, liability and off-balanee-sheet 
positions will be multiplied by 
corresponding risk weights. The risk-weights 
estimate the sensitivity of the present value 
of each position to the specified interest rate 
scenario. The supervisory risk weights apply 
general assumptions regarding coupon rates 
and other characteristics of the underlying 
assets, liabilities, and off-balance-sheet 
instruments. Table 1 shows the risk weights 
developed for a 200 basis point parallel rise 
and fell in interest rates.
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Risk Weights Table 1

Scenario 1 Scenario 2

Amortizing Instruments 200 Basis Point Rise 200 Basis Point Decline
*/• Change in */• Change in
Present Value Present Value

Timeband (Risk Weights) (Risk Weights)
0-3 months -0.10% 0.10%
3-12 months -0.50% 0.60%
1-3 Years -1.60% 1.70%
3-5 Years -3.00% 3.10%
5-10 Years -5.30% 3.40%
10-20 Years -8.80% 5.90%
Over 20 Years -9.20% 3.60%

All Other Instruments
0-3 months -0.25% 0.25%
3-12 months -1.2Q% 1.20%
1-3 Years -3.50% 3.70%
3-5 Years -6.40% ‘ 7-00%
5-10 Years -10.20% 1 i .70%
10-20 Years -14.90% 19.00%
Over 20 Years -17.60% 24.60%

Liabilities
0-3 months 0.25% -0.25%
3-12 months 1.20% -1.20%
1-3 Years 3.70% -3.90%
3-5 Years 6.90% -7.50%
5-10 Years 11.60% -13.50%
10-20 Years 18.70% -24.50%
Over 20 Years 24.00% -36.00%

Zero or Low Coupon Securities
0-3 months -0.25% 0.25%
3-12 months -1.20% 1.20%
1-3 Years -3.70% 3.90%
3-5 Years -7.40% 8.00%
5-10 Years -13.30% 15.60%
10-20 Years -24.90% 33.50%
Over 20 Years -38.00% 61.90%

BILUNQ CODE 4 8 1 0 -3 3 -C ; 6 2 1 0 -0 1 -C ; 6 7 1 4-01-C

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Federal Register /  Vol. 58, No. 176 / Tuesday, September 14, 1993 / Proposed Rules 48235
2. Reported Assets, Liabilities, and Off- 

Balance-Sheet Positions. Assets, liabilities, 
and off-balance-sheet positions will be 
reported within the appropriate category and 
time band based on their remaining maturity, 
next repricing, average life, or other means as 
directed below.

C. Summary o f Asset, Liability, and Off- 
Balance-Sheet Categories

1. Adjustable-Rate Assets. Adjustable-rate 
mortgage loans and adjustable-rate mortgage 
securities.

2. Amortizing Fixed-rote Loans and 
Securities. Fixed-rate mortgage securities, 
and asset-backed securities; fixed-rate 
mortgage loans, consumer loans and other 
instruments that involve scheduled periodic 
amortization of principal.

3. Zero- or Low-Coupon Assets. Securities 
with either no periodic interest payments or 
stated coupons of 2 percent or lower.

4. Trading Account Items. Trading account 
assets and related off-balance-sheet positions.

5. Highrhsk Mortgage Security. Mortgage 
derivative products that, at the time of 
purchase or at any subsequent time, that:

(a) Have an expected weighted average life 
greater than 10.0 years; or

(b) Have an expected weighted average life 
that:

(i) Extends by more than 4.0 years, 
assuming an immediate and sustained 
parallel shift in the yield curve of plus 300  
basis points; or

(ii) Shortens by more than 6.0 years, 
assuming an immediate and sustained 
parallel shift in the yield curve of minus 300  
basis points; or

(c) Has a change in price of greater than 17 
percent, assuming an immediate sustained 
shift in the yield curve of plus or minus 300  
basis points.

6. A ll Other Assets. All other interest- 
sensitive instruments, which are assumed to 
involve scheduled periodic payments of 
interest and the payment of principal at 
maturity.

7. Liabilities. All deposits and all non
deposit liabilities whose values are sensitive 
to movements in interest rates.

8. Off-Balance-Sheet Items. (1) Interest rate 
contracts, including swaps, forwards, 
options, and futures; (2) mortgage related 
fixed-rate commitments and othw off- 
balance-sheet derivative instruments whose 
value depends on the value of an underlying 
asset or index with amortizing 
characteristics.

D. Summary o f Time Intervals fo r M aturity  
and Repricing

Assets, liabilities and off-balance-sheet 
items are assigned (in part or in total) to one 
of seven maturity ranges:

• Up to 3 Months,
• 3 to 12 Months,
• 1 to 3 Years,
• 3 to 5 Years,
• 5 to 10 Years,
• 10 to 20 Years,
• Greater than 20 years.

E. Summary o f M aturity and Repricing
1. M aturity and Repricing—In General. 

Except for mortgage derivative products and 
nonmaturity deposits, the remaining maturity 
of an asset, liability, or off-balance-sheet item 
is determined by the remaining time before 
maturity, or next actual or potential repricing 
date, associated with the outstanding 
principal or notional balances as specified by 
contract or agreement.

2 .  M aturity and Repricing fo r Mortgage 
Derivative Products—{a) Use o f Expected 
Average Life. Maturity and repricing for 
mortgage derivative products other than 
high-risk mortgage securities will be defined 
as their current expected average life as 
determined by bank managements Maturity *

* All underlying assumptions used in calculating 
the average life of these instruments must be 
reasonable and available for examiner review. For 
example, if an institution's prepayment 
assumptions differ significantly from the median 
prepayment assumptions of several major dealers as

and repricing of "high-risk” mortgage 
derivative products may be estimated by 
bank management. Otherwise, maturity and 
repricing of such products will be assumed 
to be in the "Greater Than 20 Years” time 
band.

(b) Mortgage Derivative Products Defined. 
Mortgage derivative products are defined as 
interest-only and principal-only stripped 
mortgage-backed securities (IOs and POs), 
tranches or collateralized mortgage 
obligations (CMOs) and real estate mortgage 
investment conduits (REMfCs), CMO and 
REM1C residual securities and other 
instruments having the same characteristics 
as these securities.

3. M aturity and Repricing fo r Nonmaturity 
Deposits—(a) Management determination o f , 
repricing and maturity. Repricing and 
maturity for nonmaturity deposits is 
determined by bank management based on its 
own assumptions and experience, subject to 
the following constraints:

(i) Repricing and maturity for DDAs and 
MMDAs may not exceed three years, with a 
maximum of 40% of these balances in the 
" 1 -3  year” time band; and

(ii) Repricing and maturity for savings and 
NOW account balances may not exceed five 
years, with a maximum of 40% of the total 
of these balances in the " 3 -6  year” time 
band.

(b) Nonmaturity deposits. Nonmaturity 
deposits are defined as demand deposit 
accounts (DDAs), money market deposit 
accounts (MMDAs), savings accounts, and 
negotiable order of withdrawal accounts 
(NOWs).

F. Example o f the Interest Rate Risk Measure
Table 2 is an interest rate risk worksheet 

that illustrates the method of which a bank's 
Net Risk-Weighted Position is calculated.
BILLING COOE 4610-33-M ; 4210-01-M ; 4714-41-M
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II. Internal Measure
A state member bank's internal measure for 

interest rate risk will be evaluated and, if the 
measure is used in assessing the bank’s 
measured exposure, calculated according to 
the following interest rate scenario:

Maturity
Scenario 

annual hori
zon (basis 

points)

0 -3  Months.................................... 200
3 -1 2  Months................................. 200
1 -3  Y e a rs ...................................... 200
3 -5  Y e a rs ...................................... 200
5 -1 0  Y e a rs .................................... 200
10-20 Y e a rs ................................. 200
Over 20 Y e a rs .............................. 200

This signature page relates to the Joint 
Notice of Proposed Rulemaking title 
Risk-Based Capital Standards: Interest 
Rate Risk, Office of the Comptroller of 
the Currency, Department of the 
Treasury, Docket Number R-0802.

By Oraer of the Board of Governors of the 
Federal Reserve System.

Dated: August 27,1993.
William Wiles,
Secretary of the Board.
FEDERAL DEPOSIT INSURANCE 
CORPORATION
Authority and Issuance

For reasons set out in the joint 
preamble, part 325 of chapter in of title 
12 of the Code of Federal Regulations is 
proposed to be amended as set forth 
below.

PART 325—CAPITAL MAINTENANCE
1. The authority citation for part 325 

continues to read as follows:
Authority: 12 U.S.C. 1815(a), 1815(b),

1 8 1 6 ,1818(a), 1818(b), 1818(c), 1818(t), 
1819(Tenth), 1828(c), 1828(d), 1828(i), 
1828(n), 1828(o), 1831o, 3907, 3909; Public 
Law 102-233 ,105  Stat. 1761 ,1789 ,1790  (12 
U.S.C 1831n note); Public Law 102-242 .105  
Stat. 2236, 2386 (12 U.S.C 1828 note).

ALTERNATIVE ONE (MINIMUM CAPITAL 
STANDARD APPROACH) FOR APPENDIX A 
TO SUBPART A OF PART 325—THE 
STATEMENT OF POLICY ON RISK-BASED 
CAPITAL

2. Section II of appendix A to subpart 
A of part 325 is amended by revising the 
first undesignated paragraph under 
paragraph A and by adding a new 
paragraph F. to read as follows:
Appendix A to Subpart A of Part 325 - 
Statement of Policy on Risk-Based Capital 
* * * * *

A. * * *
Under the risk-based capital framework, a 

bank’s balance sheet assets and credit 
equivalent amounts of off-balance-sheet 
items are assigned to one of four broad risk 
categories according to the obligor or, if

relevant, the guarantor or the nature of the 
collateral. The aggregate dollar amount in 
each category is then multiplied by the risk 
weight assigned to that category. In addition, 
a risk-weighted asset amount of a bank’s 
excess measured exposure to interest rate risk 
(as determined pursuant to paragraph II.F. of 
this appendix) is calculated. The resulting 
weighted values from each of the four risk 
weight categories and the risk-weighted asset 
amount for interest rate risk are added 
together and this sum is the risk-weighted 
assets total that, as adjusted.fi comprises the 
denominator of the risk-based capital ratio. 
* * * * *

F. Risk Weighted Asset Amount for 
Excessive Interest Rate Risk Exposure. If a 
bank is required to maintain additional 
capital for excessive interest rate risk 
exposure, as determined in accordance with 
appendix C to subpart A of part 325, the 
dollar amount of this additional capital 
requirement for interest rate risk should be 
multiplied by 12.5. The resulting amount 
should be included in the denominator for 
risk-weighted assets. For example, if the 
capital required for excessive interest rate 
risk under appendix C is $100,000, the 
amount to be included in risk-weighted 
assets for this interest rate risk exposure will 
be $1,250,000. Thus, consistent with the 8 
percent minimum total risk-based capital 
ratio that banks are required to maintain 
under this risk-based capital policy 
statement, if $100,000 in additional capital is 
required to be maintained for interest rate 
risk pursuant to appendix C, this amount will 
equal 8 percent of the $1,250,000 additional 
amount to be included in risk-weighted 
assets.

ALTERNATIVE TWO (RISK ASSESSMENT 
APPROACH) FOR APPENDIX A TO 
SUBPART A OF PART 325-THE 
STATEMENT OF POLICY ON RISK-BASED 
CAPITAL

3. T he fifth undesignated paragraph of  
appendix A to subpart A  of part 3 2 5  (the  
FT)IC’s Statem ent of P olicy on Risk- 
Based Capital) is revised to read as 
follows:

Appendix A to Subpart A of Part 325—  
Statement of Policy on Risk-Based 
Capital
# * * * *

The risk-based capital ratio focuses 
principally on broad categories of credit risk; 
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 market risks; the quality and 
level of earnings; investment, loan portfolio, 
and other concentrations of credit risk; 
certain risks arising from nontraditional 
activities; the quality of loans and 
investments; the effectiveness of loan and 
investment policies; and management’s

»*Any asset deducted from a bank's capita) 
accounts when computing the numerator of the 
risk-based capital ratio will also be excluded from 
risk-weighted assets when calculating the 
denominator for the ratio.

overall ability to monitor and control 
financial and operating risks, including the 
risk presented by concentrations of credit 
and nontraditional activities. In addition to 
evaluating capital ratios, an overall 
assessment of capital adequacy must take 
account of each of these other factors, 
including, in particular, the level and 
severity of problem and adversely classified 
assets as well as a bank’s excess measured 
exposure to interest rate risk. For this reason, 
the final supervisory judgment on a bank’s 
capital adequacy may differ significantly 
from the conclusions that might be drawn 
solely from the absolute level of the bank’s 
risk-based capital ratio.

4. Subpart A of part 325 is revised by 
adding a new appendix C to read as 
follows:

Appendix C to Subpart A of Part 3 2 5 -  
Measurement of and the Assessment 
of Capital Requirements for Interest 
Rate Risk

This appendix sets forth a system for 
measuring IRR and determining if additional 
capital may be required in order to take 
adequate account of a bank’s interest rate 
risk.

I. Definitions
A. Excess Measured Exposure means the 

dollar amount of measured exposure to 
interest rate risk in excess of the supervisory 
threshold.

B. Measured Exposure means the estimated 
dollar decline in the net economic value of
a bank under the specified interest rate 
scenario(s) as determined pursuant to either 
a supervisory measure or, where the FDIC 
deems appropriate, the bank’s internal 
measure of interest rate risk exposure. When 
the supervisory measure is used to calculate 
the bank's measured exposure pursuant to 
section III of this appendix, a bank’s 
measured exposure is derived by calculating 
the bank’s net risk-weighted position.

C  Net Economic Value of a Bank means 
the net present value of its assets minus the 
net present value of its liabilities plus the net 
present value of its off-balance-sheet 
instruments.

D. Net Risk-Weighted Position means the 
sum of all risk-weighted values of the bank’s 
assets, liabilities and off-balance-sheet 
positions. For purposes of the supervisory 
measure, this number represents the amount 
by which the bank’s net economic value is 
estimated to change in response to the 
interest rate scenario(s). This number may be 
expressed as a percentage of total assets or in 
dollar amounts.

E. Supervisory Threshold means the 
equivalent of 1 percent of the bank’s total 
assets.

II. Applicability

A. Exemption Test for Banks with Low Risk
1. General Rule. Except as provided in 

paragraph A.2. a bank’s excess measured 
exposure will be calculated pursuant to this 
appendix unless:

(a) The total notional principle amount of 
the bank’s off-balance-sheet interest rate
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contracts is less than 10 percent of total 
assets; and

(b) 15 percent of the sum of fixed- and 
floating-rate loans and securities that mature 
or reprice beyond 5 years is less than 30 
percent of total capital.

2. Discretion o f the FDIC. The FD1C may 
require the calculation of a bank’s excess 
measured exposure if the FDIC determines, 
based on an overall assessment of the bank’s 
financial condition, that such calculation is 
necessary to assess the capital adequacy of 
the bank.

III. Supervisory Measure

A. Measured Exposure to Interest Fates
A bank’s measured exposure to interest 

rate risk must be calculated pursuant to the

supervisory measure as specified in section 
UI.C. and III.D. of this appendix C.

B. Calculation o f Net Risk-Weighted Position
A bank’s net risk-weighted position is 

calculated by multiplying its assets, 
liabilities, and off-balance-sheet positions by 
the appropriate risk weight t for each 
specified rate scenario. The sum of the

> Risk weights estimate the sensitivity of the 
present value of assets. liabilities and off-balance- 
sheet positions to the specified interest rate 
scenario(s). The supervisory risk weights apply 
general assumptions regarding coupon rates and 
other characteristics of the underlying assets, 
liabilities and off-balance-sheet instruments. Table 
1 shows the risk weights developed for a (200 basis 
point! parallel rise and fall in interest rates.

weighted values represents the net risk- 
weighted position or the dollar amount by 
which the bank’s net economic value is 
estimated to change in response to each 
scenario.

The calculation is as follows:
(Assests x Risk Weights) -  (Liabilities x Risk 

Weights) +  (Off-Balance-Sheet Positions 
x Risk Weight) = Net Risk Weighted 
Position

The resulting number is expressed in 
dollars and may be divided by total assets 
and expressed as a percent of total assets. It 
is the primary quantitative measure that 
would be used to evaluate a bank’s measured 
exposure to interest rate risk.
BILUNG CODE 4810-33-M ; 6 2 1 0 -0 1 -M; 6 7 1 4 -0 1 -M
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Risk Weights Table 1

Scenario 1 Scenario 2

Amortizing Instruments 200 Basis Point Rise 200 Basis Point Decline
% Change in % Change in
Present Value Present Value

Timeband (Risk Weights) (Risk Weights)
0-3 months -0.10% 0.10%
3-12 months -0.50% 0.60%
l -3 Years -1.60% 1.70%
3-5 Years -3.00% 3.10%
5-10 Years -5.30% 3.40%
10-20 Years -8.80% 5.90%
Over 20 Years -9.20% 3.60%

All Other Instruments
0-3 months -0.25% 0.25%
3-12 months -1 J20% 1.20%
l -3 Years -3.50% 3.70%
3-5 Years -6.40% 7.00%
5-10 Years -10.20% 11.70%
10-20 Years -14.90% 19.00%
Over 20 Years -17.60% 24.60%

Liabilities
0-3 months 0.25% -025%
3-12 months 120% -120%
1-3 Years 3.70% -3.90%
3-5 Years 6.90% -7.50%
5-10 Years 11.60% -13.50%
10-20 Years 18.70% -24.50%
Over 20 Years 24.00% -36.00%

Zero or Low Coupon Securities
0-3 months -0.25% 025%
3-12 months -120% 120%
1-3 Years -3.70% 3.90%
3-5 Years -7.40% 8.00%
5-10 Years -13.30% 15.60%
10-20 Years -24.90% 33.50%
Over 20 Years -38.00% 61.90%

B it  UNO CODE 4frH>-33-C; « 2 t0 -0 t -C ; 8 7 M -0 1 -C
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C. Calculation o f Measured Exposure
If the net risk-weighted position is positive 

under the specified interest rate scenario(s), 
the measured exposure would be equal to 
zero. If the net risk-weighted position is 
negative under the specified interest rate 
scenario(s), the measured exposure would be 
equal to the larger decline in the net 
economic value of the bank.

D. Calculation o f Excess Measured Exposure
1. The dollar amount of the supervisory 

threshold would be subtracted from the 
absolute dollar amount of the measured 
exposure. The positive difference would 
equal the excess measured exposure. 
Measured Exposure -  (.OlTotal

Assets)=Excess Measured Exposure
2. If the amount of the supervisory 

threshold were greater than the measured 
exposure, the excess measured exposure 
would be zero.

E. Interest Rate Scenario
Measured exposure will be estimated for a 

uniform increase and decrease of 2 
percentage points (200 basis points) in 
market interest rates at all maturities.

IV. Reporting Requirements
Assets, liabilities and off-balance-sheet 

positions will be reported within the 
appropriate category and time band based 
upon their remaining maturities, nearest 
repricing dates, average life or other means 
as directed below.

A. Summary of Assets, Liabilities and Off- 
Balance-Sheet Categories

1. Adjustable-Rate Assets. Adjustable-rate 
mortgage loans and adjustable-rate mortgage 
securities.

2. Fixed-Rate Assets. Fixed-rate mortgage 
securities and asset-backed securities; fixed- 
rate mortgage loans, consumer loans and 
other instruments that have scheduled 
periodic amortization of principal.

3. Zero- or Low-Coupon Assets. Securities 
with either no periodic interest payments or 
with stated coupons of 2 percent or lower.

4. Trading Account Assets. Trading 
account assets and related off-balance-sheet 
instruments.

5. High-Risk Mortgage Securities. Mortgage 
derivative products that, at the time of 
purchase or at any subsequent time:

(a) Have an expected weighted average life 
greater than 10.0 years; or

(b) Have an expected weighted average life 
that:

(i) Extends by more than 4.0 years, 
assuming an immediate and sustained 
parallel shift in the yield curve of plus 300 
basis points; or

(ii) Shortens by more than 6.0 years, 
assuming an immediate and sustained 
parallel shift in the yield curve of minus 300 
basis points; or

(c) Has a change in price of greater than 17 
percent, assuming an immediate sustained 
parallel shift in the yield curve of plus or 
minus 300 basis points.

6. A ll Other Assets. All other interest- 
sensitive instruments, which have scheduled 
periodic payments of interest and the 
payment of principal at maturity.

7. Liabilities. All deposits and all non
deposit liabilities whose values are sensitive 
to movements in interest rates.

8. Off-Balance-Sheet Positions, (a) Interest- 
rate contracts including swaps, forwards, 
options, and futures.

(b) Mortgage-related fixed-rate 
commitments and other off-balance-sheet 
derivative instruments whose value depends 
on the value of an underlying asset or index 
with amortizing characteristics.

B. Summary o f Time Bands fo r Maturity and 
Repricing

Assets, liabilities and off-balance-sheet 
items are assigned (in part or in total) to one 
of seven maturity ranges;

• Up to 3 months,
• 3 to 12 months.
• 1 to 3 years,
• 3 to 5 years,
• 5 to 10 years,
• 10 to 20 years,
• Greater than 20 years.

C. Summary o f M aturity and Repricing 
Instructions

1. Maturity and Repricing fo r Assets, 
Liabilities and Off-Balance-Sheet Positions. 
Remaining time before maturity, or next 
actual or potential repricing date, associated 
with outstanding principal or notional 
balances as specified in a contract or 
agreement with the exception of:

(a) Maturity and Repricing fo r Mortgage 
Derivative Products. Mortgage derivative 
products are defined as stripped mortgage- 
backed securities, tranches of collateralized 
mortgage obligations (CMOs) and real estate 
mortgage investment conduits (REMICs), 
CMO and REMIC residual securities and 
other instruments having the same 
characteristics as these securities.

For mortgage derivative products, other 
than those which may be deemed as a "high- 
risk mortgage security” by the FDIC, current 
average life will be reported in lieu of 
maturity or repricing dates in the "All Other 
Securities" category.* * The carrying value of

* All underlying assumptions used in calculating 
the average life of these instruments must be

" h igh -r isk  m ortgage se c u r it ie s ” w i l l  b e  
rep orted  in  th e  “ H igh -R isk  M ortgage  
S e c u r it ie s” ca teg o ry .3 If  n o t, m atu rity  a n d  
rep r ic in g  o f  h ig h -r isk  m ortgage se c u r it ie s  w il l  
b e  as i f  th e  en tire  b a la n ce  w e r e  a zero  or lo w  
co u p o n  in stru m e n t in  th e  lo n g est  t im e  b an d .

(b) M aturity and Repricing fo r Non- 
M aturity Deposits.

(i) Non-maturity deposits are d e f in e d  as  
D em a n d  D e p o s its  A c c o u n ts  (D D A s), M o n ey  
M arket D ep o s it  A c c o u n ts  (M M D A s), sa v in g s  
a c c o u n ts , a n d  N eg o tia b le  O rder o f  
W ith d raw al a c c o u n ts  (N O W s).

(ii) Management determination o f repricing 
and maturity. Repricing and maturity for 
non-maturity deposits are determined by 
bank management based on its own 
assumptions and experience, subject to the 
following constraints:

(1) Repricing and maturity for Demand 
Deposit Accounts (DDAs) and Money Market 
Deposit Accounts (MMDAs) may not exceed 
three years, with a maximum of 40 percent 
of these balances in the “ 1-3  year” time 
band;and

(2) Repricing and maturity for savings and 
Negotiable Order of Withdrawal (NOW) 
account balances may not exceed five years, 
with a maximum of 40 percent of the total 
of these balances in the “3 -5  year” time 
band.

(iii) Maturity and Repricing for Off- 
Balance-Sheet Positions. Off-balance-sheet 
positions with option characteristics (e.g, 
options, caps, floors) are reported separately 
from those representing firm commitments 
(e.g., swaps, futures, and forward-rate 
agreements). Mortgage-related fixed rate 
commitments and other off-balance-sheet 
derivative instruments whose value depends 
on the value of an underlying asset or index 
with amortizing characteristics are reported 
separately.

D. Example o f the Interest Rate Risk Measure
Tables 2 and 3 are interest rate risk 

worksheets that illustrate the method by 
which a bank's Net Risk-Weighted Position is 
calculated.
BILUNG COOE 4810-33-M ; 6 2 1 0 -0 1 -M ; 6714-01-M

reasonable and available for examiner review. For 
example, if an institution's prepayment 
assumptions differ significantly from the median 
prepayment assumptions of several major dealers as 
selected by examiners, the examiners may use these 
median prepayment assumptions in determining 
the appropriate average life of the instrument.

3 The interest rate sensitivity of high-risk 
mortgage securities purchased after February 10, 
1992 must be reported in the memorandum items. 
The interest rate sensitivity of “high-risk mortgage 
securities” purchased prior to February 10 ,1992  
can be reported as a memorandum item.
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Interest Rate Risk Worksheet (200 Basis Point Rising Rate Scenario)
DRAFT Table 2
REPORTING INSTITUnON: Sample Bank Date: 12/31 <-92

S Thousands

L INTEREST-SENSITIVE ASSETS
I. ARMs, FRMs, asset-backed securities, consumer loans

(a) Up to 3 month*
(b) 3 to 12 month*
(c) 1 to 3 yean
(d) 3 to 3 yean
(e) 3 to 10 yean 
(!) 10 to 20 yean
(g) Greater than 20 yean 

X  Zero or low coupon securities 
(») Up to 3 month*
(b) 3to 12 month*
(c) 1 to 3 yean
(d) 3 to 5 yean
(c)5to 10 yean 
(0  10 to 20 yean
(g) Greater than 20 yean

3. ‘All other* securities, loan*. A trading acceuM
(a) Up to 3 months
(b) 3to 12 month*
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 5to 10 yean 
(0  10 to 20 yean
(g) Greater than 20 yean

4. High-risk mortgage securities
(a) Self-reporting
(b) Risk weighting

3. Total Inlerest-Seraitrve Aasets

1  ALL OTHER ASSETS 
QL TOTAL ASSETS

IV INTEREST-SENSITIVE LIABILITIES
1. Nan-maturity deposits, time deposit* and 3*11 other*

(a) Up to 3 montha 
(k)3 to 12 month*
(c) 1 to 3 yean
(d) 3 to 3 yean
(c) 3to 10 yean
(f) 10to20yean
(g) Greater than 20 yean

X  Total Interest-Sera u rn  l iahhtiaa 
V. NONINTEREST-SENSITIVE UABKillES 
VL TOTAL LIABILITIES
vn. EQumr capital

VUL OFF-BALANCE-SHEET POSITIONS 
1 Interest rate contract*

(a) Up to 3 montha
(b) 3to 12 month*
<c) 1 to 3 yean
(d) 3 to 3 yean
(e) 5to 10 yean 
0) 10 to 20 yean
(g) Greater than 20 yat*

1  Mortgage and othv amcrexmg carted*
(a) Up to 3 montha
(h) 3 to 12 month*
<c) I to 3 yean 
(0 3 to 3 y ean
(c) 3to 10 yean 
(OK) to 20 yean
(g) Greater than 2© yam*

1  Total Off-Balance-Shaft f m r i m m

*<000 -02334 0103
*300 -12034 06)

fx o a o ) -3.3034 *142
04303 •6.4034 *29

___XL -102034 ___12.
SO -KSQ34 *0

_______ __________-17.6034 ___________
SLOOO -01034 o n

S • N .
• i /. ■ ■:

*0 •0 3 8 * ___J2.
OL0Q03 •1.6034 *16

10 -10034 ___UL
___R *1X34 ___tSL

*0 -1*034 *0
SO -9X 34 |0

______________ KL __________________ 1122. __________________ 1122.

__________ CHSUfi
i------------------------------------ tiL.------------------------ ____________ -li&L.

Net fcafc Weighted Peartwn 
Net Poaoten' Aaaeta
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Interest Rate Risk Worksheet (200 Basis Point Declining Rate Scenario)
DRAFT Table 3
REPORTING INSTITUTION: Sample Bank Date: 12/31/92

S Thousands

L INTEREST-SENSITIVE ASSETS
1. ARM*, FRMs, (net-backed securities, consumer loam

(a) Up to 3 north*
(b) 3 to 12 norths
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 5 to 10 yean 
(0 10 to 20 yean
(g) Greater than 20 yean

2. Zero or low coupon securities
(a) Up to 3 norths
(b) 3to 12 norths
(c) 1 to 3 yean
(d) 3 to 5 yean
(e) 5to 10 yean 
(0  10 to 20 yean
(g) Greater than 20 yean

3. *AI1 other* securities, loans, A trading account
(a) Up to 3 norths
(b) 3 to 12 norths
(c) I to 3 yean
(d) 3 to 5 yean
(e) Sto 10 yean 
(010 to 20 yean
(g) Cheater than 20 yean

4. High-nik mortgage securities
(a) Self-reporting
(b) Risk weighting

5. Total Intaxst-Semitn* Assets

a  ALL OTHER ASSETS 
HI TOTAL ASSETS

IV JNTEREST-SENSmVE LIABILITIES
1 Non-maturity deposits, hme deposits and 'all other1

(a) to 3 norths
(b) 3 to 12 norths
(c) 1 to 3 yean
(d) 3 to 5 yean
(c)Sto 10 yean 
(0  10 to 20 yean
(g) Greater than 20 yean

2 Total fatorat-Scaaitm  Liabilitiea
V. NONWIEREST-SENSnTVEUABnJTIES 
VL TOTAL LIABILITIES 
VTL EQUITY CAPITAL

vm  OTF-BALANCE-SHEET POSITIONS 
I. Interest rate oontract*

(a) m> to 3 aaorths
(b) 3 to 12 norths
(c) I to 3 yean
(d) 3 to 3 y e n
(e) 3to 10 yens 
(010 to 20 yean
(g) Greater than 20 yean 

Z Mortgage end other amortizing contracts
(a) Up to 3 norths
(b) 3 to 12 aaorths
(c) I to 3 yean 
(4)3to3yean
(e) 3 to 10 yens 
(010 to 20 yean 
(g)Qraatertian20yen«

3. Total Off-Bahnoa-Shect Petitions

Net Risk Weighted Position 
Net Position/Ansae

>19.001

>4.000 0.25% >10
>500 1.20% >6

04.0501 3.70S 01305
04501 700S 0325

>0 11.70S >0
X 19.00S >0
X 24.60% __________________ X

••••

>1.000 0.10% ___iL
___JJL 060% __ 10

01.0005 1.70% 0175
___|0 . 3.10% >0
__ |0 3.40% >0
__ JO 590% >0
__ 12. 3 60% X

>0 _______sun________________OllU
>5 344 31

_______________ 1 1 2 1

BILLING COOS 4 B 1 0 -U -C ; M 1 0 -0 1 -C ; S 714-S 1-C
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V. Use of Internal Measures

A. Supervisory Measure
Except as provided in paragraph B, a 

bank’s measured exposure to interest rate risk 
will be calculated pursuant to the 
supervisory measure set forth in section 111 of 
this appendix.

B. Use o f Internal Measure
During an examination or at the request of 

a bank, the FD1C will evaluate any internal 
measure of interest rate risk exposure. If the 
bank’s internal measure is acceptable to the 
FD1C, in its sole discretion, then the bank’s 
measure may be used in place of the 
supervisory model in determining the bank’s 
excess measured exposure.

C. Acceptable Internal Measure
In determining whether a bank's internal 

measure of exposure to interest rate risk is 
acceptable, the FDIC will consider:

1. Whether the assumptions and structure 
of the supervisory measure accurately reflect 
the actual positions, and whether the internal 
measure provides a more precise

measurement of the change in economic 
value of the bank;

2. Whether the internal measure makes use 
of generally accepted techniques in 
estimating measured exposure;

3. Whether the internal measure is 
appropriate to the nature and scope of the 
bank’s activities; and

4. Whether the internal measure provides 
an adequate indication of the exposure of the 
bank to interest rate risk in all material 
respects.

D. Requirement To Use Internal Measure
The FDIC may require that a bank use an 

existing internal measure for purposes of 
determining interest rate risk exposure if:

1. The supervisory measure does not 
adequately characterize the interest rate risk 
of the bank’s positions; or

2. Use of the supervisory measure would 
materially misrepresent the bank’s actual 
interest rate risk exposure.

The excess measured exposure determined 
by the internal measure would then be 
utilized to determine the risk-based capital 
requirement.

E. Reporting Requirements
In addition to completing the reporting 

requirements associated with the supervisory 
measure, a bank utilizing the internal 
measure would also report the interest rate 
sensitivity of its assets, liabilities and off- 
balance-sheet positions, as determined by its 
internal measure, on a separate reporting 
schedule.

F. Interest Rate Scenariofs)
The interest rate scenario(s) specified for 

the supervisory model (as set forth in section 
IlI.E. of this appendix) should also be utilized 
in conjunction with a bank’s internal 
measure.

By order of the Board of Directors.
Dated at Washington, DC, this 9th day of 

June, 1993.
Federal Deposit Insurance Corporation.
Hoyle L. Robinson,
Executive Secretary.
|FR Doc. 93-22149 Filed 9 -13-93 ; 8:45 am)
BILUNG CODE W 0 -3 3 -M , 6210-01-M , 6714-C1-M
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