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BDO Comment: The release of the Basel III final bank capital rules give us a clearer picture
of what to expect. Among other things, the new regulations specify minimum capital levels
and buffers, and spell out what qualifies as capital. Under the new rules, you are expected
to carry capital well above the minimums to cover risk unique to your balance sheet. Now
comes the challenging part – assessing your risk, setting capital goals and preparing for the
changes. As you schedule your annual planning session, plan on using this time to gauge the
impact of the new regulations on your organization and make any necessary adjustments.
After several years in the making, on July 9, 2013, the Office of the Comptroller of the Currency
(OCC), the Federal Deposit Insurance Corporation (FDIC) and the Federal Reserve Board (FRB)
approved a final rule amending the risk-based regulatory capital framework for U.S. banking
organizations. For the most part, the final rule implements the rule as proposed, but with some
important changes that lessen the impact of the rule on community banks.
The Basel III framework revises many regulatory capital components and generally raises required
ratios. Briefly, the required ratios are as follows:
Base

CCR

Total

Common Equity Tier 1 Capital (CET1) Ratio

4.5%

2.5%

7.0%

Tier 1 Capital Ratio

6.0%

2.5%

8.5%

Total Capital Ratio

8.0%

2.5%

10.5%

Leverage Ratio

4.0%

–

4.0%
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Each of the required ratios, other than the Leverage Ratio, is 2.5 percent higher than indicated above as the Base due to a “capital conservation
ratio” of 2.5 percent, consisting entirely of CET1. Failure to meet the capital conservation buffer limits an institution from making discretionary
distributions, such as dividends, stock buybacks (with some exceptions) and executive compensation incentive payments. Most banking institutions
become subject to the rule on Jan. 1, 2015; larger, international banking institutions become subject to the new rule on Jan. 1, 2014.
The most significant differences between the final rule and the proposed rule are in the following three areas:
•	All but the largest banks are permitted to make a one-time, permanent election to opt out of the provisions of the final rule eliminating the “AOCI
Filter,” which is a provision in existing rules that permits banks to reverse fair value adjustments to shareholders’ equity. In other words, upon
making the election, banks are permitted to continue to use the AOCI Filter.
•	The proposed rule had assigned a higher risk weighting to residential mortgages ranging from 35 percent to 100 percent, depending upon the
loan-to-value ratio and the terms of the loan. The final rule retained the current risk weightings for residential loans of 50 percent for high-quality
seasoned residential mortgage loans and 100 percent for all other mortgage loans.
•	For institutions with total consolidated assets of less than $15 billion at Dec. 31, 2009, trust preferred securities and other non-qualifying Tier 1
capital instruments are permanently grandfathered as components of additional Tier 1 Capital; institutions above this asset level (other than the
largest banks) are subject to a phase out of such capital instruments for Tier 1 Capital purposes.
BDO Comment: This rule will affect banks of all sizes. The FDIC has recently released a guide for community banks which highlights the areas
of the final rule that will most impact community banks. We at BDO are tracking any further changes or commentary set forth by the OCC,
FDIC or FRB on this rule and are helping clients prepare for the new capital requirements. Please contact BDO if you would like to discuss or
have questions.
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