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SUMMARY: The Office of the Comptroller of the Currency (OCC), the Board of Governors of the Federal
Reserve System (Board), the Federal Deposit Insurance Corporation (FDIC), and the Office of Thrift Supervision
(OTS) (collectively, the Agencies) are proposing to amend their respective risk-based capital standards and
leverage capital standards for banks and thrifts. The proposal would represent a significant step in implementing
section 303 of the Riegle Community Development and Regulatory Improvement Act of 1994, with regard to the
Agencies' capital adequacy standards. (Section 303 requires the Agencies to work jointly to make uniform their
regulations and guidelines implementing common statutory or supervisory policies.) The effect of the proposal
would be that the Agencies would have uniform risk-based capital treatments for construction loans on presold
residential properties, real estate loans secured by junior liens on 1- to 4-family residential properties, and
investments in mutual funds, as well as uniform and simplified minimum Tier 1 capital leverage standards.
DATES: Comments must be received on or before Decembdra®g,.

ADDRESSES: Comments should be directed to:

OCC Comments may be submitted to Docket No. 97-19, Communications Division, Third Floor, Office of
the Comptroller of the Currency, 250 E Street, S.W., Washington, D.C., 20219. Comitidigsavailable for
inspection and photocopying at that address. In addition, comments may be sent by facsimile transmission to FAX
number (202) 874-5274, or by electronic mail to REGS.COMMENTS@OCC. TREASA.

Board Comments directed to the Board should refer to Docket No. R-0947 and may be mailidrnoWy/

Wiles, Secretary, Board of Governors of the Federal Reserve System, 20th Street and Constitution Avenue, N.W.,
Washington D.C., 20551. Comments may also be delivered to Room B-2222 of the Eccles Building between 8:45
a.m. and 5:15 p.m. weekdays, or the guard station in the Eccles Building courtyard on 20th Street, N.W. (between
Constitution Avenue and C Street) at any time. Comments may be inspected in RAg00 ktRthe Martin

Building between 9 a.m. and 5 p.m. weekdays, except as provided in 12 CFR 261.8 of the Federal Reserve's
Rules Regarding Availability of Information.

EDIC: Written comments should be sent to Robert E. Feldman, Executive Secretary, Attention:
Comments/OES, Federal Deposit Insurance Corporation, 550 17th Street N.W., Washington, D.C. 20429.
Comments may be hand delivered to the guard station at the rear of the 17th Street building (located on F Street)
on business days between 7:00 a.m. and 5:00 p.m. (FAX number (202) 898-3838; Internet address:
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comments@fdigov). Comments myebe inpected anghhotocgied in the FDIC Public Information Center,
Room 100, 801 17th Street, N.W., Waslim, D.C. 20429, between 9:00 a.m. and 41.30. on business ga.

OTS Send comments to Magex, Dissemination Branch, Records Mgeraent and Information Polic
Office of Thrift Sypervision, 1700 G Street, N.W., Wastiion, D.C. 20552, Attention Docket No. 97-36. These
submissions maebe hand-delivered to 1700 G Street, N.W., from 9:00 a.m. tofom@@®n business gs; they
may be sent pfacsimile transmission to FAX number (202) 906-7755; oy thay be sent he-mail:
public.info@ots.treagov. Those commentiyby e-mail should include their name and pblene number.
Comments will be available for ipasction at 1700 G Street, N.W., from 9:00 a.mil4h00 p.m. on business
days.

FOR FURTHER INFORMATION CONTACT:

OCC Rager Tufts, Senior Economic Advisor (202/874-5070), Tom Rollo, National Bank Examiner
(202/874-5070), Gatal Policy Division; or Ronald Shimabukuro, Senior Attoyr{@02/874-5090), Lgislative
and Regulatoly Activities Division.

Board Rager Cole, Associate Director (202/452-2618), NoratgBarAssistant Director (202/452-2402),
Barbara Bouchard, Senior @rvisoly Financial Anayst (202/452-3072), Division of BankjrBupervision and
Reagulation. For the hearjnimpaired_ony, Telecommunication Device for the Deaf (TDD), Diane Jenkins
(202/452-3544).

EDIC: For sypervisoly issues, Stighen G. Pfeifer, Examinatiorp&cialist, Accountig Section, Division of
Supervision (202/898-8904); for dal issues, JangeBasham, Counsel, bal Division (202/898-7265).

OTS John F. Connojl Senior Prgram Manger for Caital Policy, (202/ 906-6465), Michael D. Solomon,
Senior Polig Advisor (202/906-5654), Servision Polig; or Karen Osterloh, Assistant Chief Counsel,
(202/906-6639), Rpulations and Lgislation Division, Office of the Chief Counsel.

SUPPLEMENTARY INFORMATION:

Section 303(a)(2) of the Rike Communiy Develgment and Rgulatory Improvement Act of 1994 (12
U.S.C. 4803(a)) (Rgle Act) provides that the gencies shall, consistent with thenciples of safet and
soundness, statugolaw andpolicy, and thepublic interest, workointly to make uniform all gulations and
guidelines inplementirg common statutgror swpervisoly policies. Section 303(a)(1) of the Bie Act requires
the Agencies to review their owngelations and writtepolicies and to streamline thos@uéations angbolicies
wherepossible. To fulfill the sectioB03 mandate, theg&ncies have been reviewjron an intergeng/ basis and
internally, their caital standards to identifareas where tyghave substantivedifferent caital treatments or
where streamliniqis gopropriate. As a result of these reviews, tlgeAcies have identified inconsistencies in the
risk-based gaital treatment of certairypes of transactions, jparticular, construction loans @nesold residential
properties, loans secured junior liens on 1- to 4-famjlresidentiaproperties, and investments in mutual fuhds.
The Agencies also believe that the minimum legeregital standards could be streamlined and made uniform
amory the Agencies.

The Agencies ar@roposirg various amendments to their risk-basqutahand leverge standards to
eliminate these differences and to streamline their rules.

Proposed Amendments
Construction Loans on Presold Residentiaipery

The Agencies all asgn aqualifying loan to a builder to finance the construction pfesold 1- to 4-famiyl
residentialproperty to the 5Q0percent risk waiht category, provided the borrower has a substantaality interest
in theproject, theproperty has beepresold under a bindincontract, theurchaser has a firm commitment for a
permanentiualifying mortgage loan, and thpurchaser has made a substantial earnestyntgpesit. Under the
OCC and OTS rules, the construction loary mat receive a 5fercent risk weaght unlessprior to the extension
of credit to the builder, theroperty was sold to an individual who will ocputhe residencepon conpletion of
construction. Under the gital rules of the Board and the FDIC, however, such loans to builders for residential
construction are dlible for a 50percent risk wajht once theroperty is sold, even if the sale occurs after the
construction loan has been made.

! The Agencies also identified inconsistencies in their treatment of transactjopet®al ty qualifying collateral, which are addressed in a
pendirg joint notice ofproposed rulemakig 61 FR 42565 (Agust 16, 1996).
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The Agencies ar@roposirg to eliminate this differenceylpermitting qualifying residential construction loans
to become etjible for the 50percent risk waiht catgory at the time theroperty is sold, even if that sale occurs
after the institution has made the loan to the builder. In thisadethe OCC and OTS gumposing revised
regulatory language that wouldpermit this treatment because construction loans for residences sold to individual
purchasers aregaally safe rgardless of whether sold before or after the loan is made to the builder. The Board
is proposirg a revision to its mulatoty language to conform its discussion gfialifying construction loans to
builders to the laguage of the FDIC.

Junior Liens on 1- to 4-FamiResidential Proerties

The Agencies are not uniform in their risk-basegitzd treatment of real estate loans secusgdibior liens
on 1- to 4-famy residentiaproperties when the lendjrinstitution also holds the first lien and no otperty holds
an intervenig lien. In such cases, the Board views both loans aglla sixtension of credit secured#®first lien
held ty the lendiig institution andaccordimly, assgns the combined loan amount to either th@&@ent or 100
percent risk weaght catgory dependirg upon whether certain other criteria are met.

One criterion tayualify for a 50percent risk waght is that the loan must be made in accordancepnitfent
underwritirg standards, includgan gopropriate ratio of the current loan balance to the value ofribygerty (the
loan-to-value or LTV ratioj. When considerimwhether a loan is consistent wiitudent underwritig standards,
the Board evaluates the LTV ratio based on the combined loan amount. If the combined loan amount satisfies
prudent underwritig standards, both the first and second lien argrassito the 5@ercent risk wejht category.
The FDIC also combines the first and second liens to determingdiopréateness of the LTV ratio, but it
applies the risk waghts differenty than the Board. If the combined loan amount satipfigdent underwritig
standards, the FDIC risk vghits the first lien at 5@ercent and the second lien at J#@®cent; otherwise, both
liens are risk wghted at 10@ercent. The OCC treats all first guahior liens sparatel, even if the lendig
institution holds both liens and mparty holds an intervenmlien. Qualifing first liens are risk wehted at 50
percent, and nogualifying first liens and aljunior liens are risk wghted at 10@ercent. The OTS definition of
qualifying morigage in its cgital rule parallels that of the OCC, but in pesse to pecific inquiries, the OTS has
intempreted thigorovision to treat first and second mgade loans to a sate individual with no intervenimliens as
a sirgle extension of credit.

The Agencies have decided poopose adpting the OCC's gaital treatment ofunior liens as the uniform
interagengy approach because it is sphe to inplement and monitor, and it treats jalhior liens consistentl
Under this aproach, alljunior liens would be aggied to the 10@ercent risk weiht catgory. The Board and the
FDIC areproposirg conformirg revisions to their risk-basedgital standards. The OTS would revisitptsdicy
interpretation of its current rule, whigtarallels the OCC's text.

Mutual Funds

The Board and FDI@eneraly assgn all of an institution's investment in a mutual fund to the riskjhtei
category gppropriate to the hghest risk weghted asset thatgarticular mutual fund ipermitted to invest in
pursuant to itprogectus. As @eneral rule, the OCQoglies the same treatment, permits, on a caseyltase
basis, an institution's investment to be allocated po-aata basis ama@rrisk weght catgories based on the
percentges of goortfolio authorized to be invested in assets paricular risk waght catgory as set forth in the
fund'sprospectus. The OT8eneraly assgns all of an institution's investment in a mutual fund to the risghwei
category gpplicable to the hghest risk wajhted asset that the fund actydiblds at garticular time. The OTS,
however, on a caseHtase basigermitspro-rata allocation amayrisk weight catgories based on the fund's
actual holdigs. All of the Agencies' rulegrovide that the minimum risk waht for investments in mutual funds is
20 percent.

The Agencies ar@roposirg to achieve uniformitin the caital treatment of an institution's investments in
mutual funds fpgeneraly assgning the institution's total investment to the risk gatg appropriate to the lghest
risk weighted asset the fund permitted to hold irmaccordance with its stated investment limits set forth in the
progectus. The gencies, however, apeoposirg to allow an institution, at itspbion, to asgin the investment on
apro-rata basis to different risk vgit catgories accordig to the investment limits in the fungisogectus, but
in no case will indirect holdgs throwh shares in a mutual fund be assid to a risk weht less than 2@ercent.

2 QOther criteria include that the loan ynaot be 90 dgs or morepast due or carried in nonaccrual status. The OTS rule@astfiss that
the documented LTV ratio iganot exceed 8@ercent of the secugreal estate, unless the loan amount over thee8tent LTV
threshold is insuredybqualifying private morgage insurance.
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For exanple, an institution's investment in a mutual fund that is authorizedcordance with itprogectus, to
invest p to 40percent of itgortfolio in comporate bonds and the remainder in W& ernment bonds, normall
would beplaced in thel 00 percent risk-weght catgory. However, the institution could chooseptace ony 40
percent of its investment in the 1@6rcent risk waght catgory and the remainder in the pBrcent risk waght
catajory. Theproposed rules note that if a mutual funghésmitted to contain an irgaificant quantity of highly
liquid securities of querior quality that do notualify for apreferential risk weaijht, such securitiegenerall will
be disrgarded in determinopthe risk weght for the overall fund. Thed&ncies also ephasize that anactivities
which are peculative in nature or otherwise inconsistent withptlegerential risk waghting assgned to the fund's
assets could result in the mutual fund investmenglassgned to the 10@ercent risk catgory.

Tier 1 Leverge Ratio

The Agencies' Tier 1 levege ratio (that is, the ratio of Tier 1tal to total assets) is an indicator of an
institution's caital adeuacg/ andplaces a constraint on thegdee to which an institution can levgesits euity
capital base. The Board, FDIC, and OCQ@Quee the most lghly-rated institutions -- that is, those with, argon
other thimgs, a corposite 1 ratig under the Uniform Financial Institutions Rafiystem (UFIRS)— to meet a
minimum leverge ratio of 3.(percent. The minimum levega ratio for other institutions is 3p&rcent plus an
additional cushion of at leat00 to 200 basigoints."

All four Agenciesprompt corrective action (PCA) rulesqeire institutions to satigfa 4.0percent leverge
ratio (3.0percent for institutions with a cquosite 1 ratig under the UFIRS) to be considered ‘adgely
capitalized." The OTS qatal rule includes a
3.0percent core (Tier 1) gital requirement, but the 4.(percent standard to be agete capitalized under the
Agencies' PCA rules has been the contrglthrift leverage standard.

The Agencies ar@roposirg revisions to their levege caital standards so that the mogttiy-rated
institutions would be sgéct to a minimum 3.Percent leverge ratio and all other institutions would be gdb to
a minimum 4.Qoercent leverge ratio (the same standard used to beueately capitalized under their PCA rules).
This proposed chage would sinplif y and streamline theg&ncies' leverge rules.

In addition, it would make the OTS Tier 1 lewggastandard consistent with the current standard to be
"adeguately capitalized" under all four gencies' PCA rules and with the othgelcies' Tier 1 levepe standards.
The OTS is alsproposirg to be consistent with the other threercies kg explicitl y clarifying that theprescribed
leveraye standard is a minimum standard for finangisifory institutions, that lgher cital may be reuired if
warranted, and that institutions should maintapitablevels consistent with their riskgosure.

The Agencies rquest comment on all pacts of thigroposal. Comment igecifically requested on the
proposed treatment of first and second rgages, whichplacesqualifying first morigages on 1- to 4-famyl
residentialproperties in the 5@ercent risk-weaght catgory and all second magages in the 10@ercent risk-
weight catgory. Please comment on whether the combined loan-to-value ratio of a first and secgagenort
the same borrower, or some other critgorayides a sound basis for moglifg theproposed cpital treatment of
such first and second mgages. Comment is alspexifically requested on the 20ercent minimum risk weht
applied to banks' investments in mutual fundspdrticular, commenters are encoged to discuss whether 20
percent is too low or too ¢ as a lower bound ingit of mutual funds' various creditperational, and kgal risks,
and where these risks lie.

Regulatory Flexibility Act Analysis
OCC Raulatoly Flexibility Act Analysis

Pursuant to section 605(b) of thegdkatoty Flexibility Act, the OCC certifies that thsoposed rule would
not have a ghificant economic irpact on a substantial number of small entitiesdcord with the@@rit and
purposes of the Rpulatory Flexibility Act (5 U.S.C. 601 eda.). Accordirgly, a regulatory flexibility anaysis is
not required. Theproposed rule would reducege@atory burden g unifying the Agencies' risk-based gisal
treatment fopresold construction loangnior liens, and investments in mutual funds, anglsiging the Tier 1

® The UFIRS is usedybsipervisors to summarize their evaluations of the streand soundness of financial institutions in a
conmprehensive and uniform manner.

* The OTS's core pial ratio is the OTS quivalent to the othergencies' Tier 1 levere ratio. OTS iproposing to add definitions of
Tier 1 caoital and Tier 2 cpital to clarify that these aregaivalent to core and pplementay capital, regectively.
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leveraye standards. The economigumet of thisproposed rule on banks,gardless of size, is pgcted to be
minimal.
Federal Reserve Board @Retatoty Flexibility Act Analysis

Pursuant to section 605(b) of thegdkatory Flexibility Act, the Board does not believe thisposal would
have a ginificant impact on a substantial number of small business entitesciord with the@rit and purposes
of the Rgulatory Flexibility Act (5 U.S.C. 601 eday.). Accordirgly, a regulatoty flexibility anaysis is not
required. The effect of theroposal would be to reduceg@atory burden on dapsitoly institutions ly unifying
the Agencies' risk-based gidal treatment fopresold construction loanginior liens, and investments in mutual
funds, and simplif ying the Tier 1 leverge standards. The economigamat of theproposed rule on institutions,
regardless of size, is pected to be minimal.
FDIC Reayulatory Flexibility Act Analysis

Pursuant to section 605(b) of thegdkatory Flexibility Act (Pub. L. 96-354, 5 U.S.C. 601g#].), it is
certified that theroposal would not have aggiificant impact on a substantial number of small entities. The
effect of theproposal would be to siplif y dgoository institutions' caital calculations.
OTS Reulatory Flexibility Act Analysis

Pursuant to section 605(b) of thegdkatory Flexibility Act, the OTS certifies that thisoposed rule will not
have a ginificant economic irpact on a substantial number of small entities. The effect gfdpesal would be
to reduce rgulatory burden on daositoly institutions ly sinmplif ying the treatment giunior liens,permitting
institutions to risk weght holdirgs in a mutual fund on@ro rata basis, and makj®TS' Tier 1 leverge ratio
consistent with its current standard to begad#ely capitalized under PCA. In addition, tipeoposal will
eliminate various inconsistencies in the risk-basedatareatmentsaplied by the Agencies.
Paperwork Reduction Act

The Agencies have determined that fneposed rule does not involve a collection of informaparsuant to
theprovisions of the R@erwork Reduction Act of 1995 (44 U.S.C. 3505et).
OCC and OTS Executive Order 12866 Determination

The OCC and the OTS have determined thatptoigosed rule does not constitute ajtsficant regulatory
action" for thepurposes of Executive Order 12866.
OCC and OTS Unfunded Mandates Reform Act 01995 Determinations

Section 202 of the Unfunded Mandates Reform Act of 1995, Pub. L. 104-4 (Unfunded Mandategi&e re
that an gengy prepare a budetary impact statement befopgomulgating a rule that includes a Federal mandate
that ma result in ependiture ly State, local, and tribgbvernments, in thegaregate, or ly theprivate sector, of
$100 nillion or more in ay oneyear. If a budetay impact statement is gaired, section 205 of the Unfunded
Mandates Act also gaires an gengy to identify and consider a reasonable number giil@oly alternatives
beforepromulgating a rule. As discussed in theeamble, thigproposed rule is limited to chgimg the risk
weighting of presold residential construction loans, second liens, and mutual fund investments undentresA
risk-based qaital rules. It also establishes a uniform, glified leverage requirement for all institutions. In
addition, with repect to the OCC, thiproposal clarifies and makes uniform existitegulatoty requirements for
national banks. The OCC and OTS have therefore determined thatgbsed rule will not result in
expenditures i State, local, or tribalovernments orytheprivate sector of $100 fflion or more. Accordigly,
the OCC and OTS have narepared a bugetary impact statement opscifically addressed thegelatoty
alternatives considered.
List of Subjects
12 CFR Part 3

Administrativepractice angrocedure, Caital, National banks, R®rting and recordkg@éng requirements,
Risk.
12 CFR Part 208

Accountirg, Agriculture, Banks, bank@p Confidential business information, Crime, Cursemieederal Reserve
System, Mortjages, Reorting and recordkge@ng requirements, Securities.
12 CFR Part 325

Bank deposit insurance, Banks, bangirCapital adejuagy, Reporting and recordkggng requirements,
Savirgs associations, State non-member banks.
12 CFR Part 567

Caital, Reporting and recordkg@ng requirements, Savis associations.




Authority and Issuance
Office of the Comptroller of the Currency
12 CFR Chapter |
For the reasons set out in floint preamblepart 3 of chater | of title 12 of the Code of Federal drRéations
is proposed to be amended as follows:
PART 3--MINIMUM CAPITAL RATIOS; ISSUANCE OF DIRECTIVES
1. The authontcitation forpart 3 continues to read as follows:
Authority: 12 U.S.C. 93a, 161, 1818, 1828(n), 1828 note, 1831n note, 1835, 3907, and 3909.
2. In § 3.6 parayraph (c) is revised to read as follows:

§ 3.6Minimum capital ratios.
* k k k%

(c) Additional leverge ratio reuirement An institution geratirg at or near the level iparagraph (b) of this
section is epected to have well-diversified risks, inclugino undue interest rate riskpesure; excellent control
systemspgood earnigs, high assetuality; high liquidity; and well manged on-and off-balance sheet activities;
and ingeneral be considered a stgdrankirg organization, rated coposite 1 under the Uniform Financial
Institutions Ratig System (CAMELS) ratig system of banks. For all but the mogifity-rated banks meetirthe
conditions set forth in thigaragraph, the minimum Tier 1 levege ratio is to be fercent. In all cases, bangin
institutions should hold gital commensurate with the level and nature of all risks.

3. In @pendix A topart 3, section 3., the second undeatedparayraph andparagraph (a)(3)(iv) are revised
to read as follows:

APPENDIX Ato PART 3 -- RISK BASED CAPITAL GUIDELINES

* * * * %

Section 3. Risk Cateries/Weghts for On-Balance Sheet Assets and Off-Balance Sheet ltems

* * * * %

Some of the assets on a bank's balance shgetpnasent an indirect holdiyof apool of assets, g., mutual
funds, that encopass more than one risk wht within thepool. In those situations, the bankyaessgn the asset
to the risk catgory gpplicable to the hghest risk-wajhted asset thaool ispermitted to holgursuant to its
stated investment pdctives in the fundsrogectus. Alternativgl the bank mpassgn the asset on@o rata
basis to different risk cageries accordig to the investment limits in the fungisogectus. In either case, the
minimum risk weght that the bank nyeassgn to such gool is 20percent. If, in order to maintain a necegsar
deagree of liguidity, the fund igpermitted to hold an ingnificant amount of its investments in short-ternghhy-
liquid securities of sperior creditquality (that do notualify for apreferential risk weaght), such securities
generaly will not be taken int@ccount in determingithe risk catgory into which the bank's holdiin the overall
pool should be asgned. Theprudent use of hegihg instruments pa mutual fund to reduce the risk of its assets
will not increase the risk weliting of that fund above the Zf&rcent catgory. More detail on the treatment of
mortgage-backed securities ovided in section 3(a)(3)(vi) of thippendix A.

(a) * k x

(3) * % %

(iv) Loans to residential real estate builders for one-to-four famsidentialroperty construction, if the
bank obtains sufficient documentation demonstgatiat the byer of the home intends fmrchase the home (j,e.
a legally binding written sales contract) and has the apilit obtain a mogage loan sufficient tgurchase the
home (i.e.a firm written commitment fagpermanent financimof the home pon conpletion), sulpect to the
following additional criteria:

* * * * %

Dated: Sptember 29, 1997.

Eugene A. Ludwg,
Conmptroller of the Curreng



Federal Reserve System

12 CFR Chapter I

For the reasons set forth in floént preamblepart 208 of chgter Il of title 12 of the Code of Federal
Regulations isproposed to be amended as follows:

PART 208--MEMBERSHIP OF STATE BANKING INSTITUTIONS IN THE FEDERAL RESERVE
SYSTEM (REGULATION H)

1. The authontcitation forpart 208 continues to read as follows:

Authority: 12 U.S.C. 24, 36, 92(a), 93(a), 248(a), 248(c), 321-338a, 371d, 461, 481-486, 601, 611, 1814,
1816, 1818, 1820(d)(9), 183R(1828(0), 1831, 18310, 1831, r-1, 1835(a), 1882, 2901-2907, 3105, 3310,
3331-3351, and 3906-3909; 15 U.S.C. 78b, 78I(b) gy 8I8I(i), 780-4(c)(5), 78, 783-1, and 78w; 31 U.S.C.
5318;42 U.S.C. 4012a, 4104a, 4104b, 4106, and 4128.

2. In @pendix A topart 208, sectiolil. A., footnote 21 is revised to read as follows:

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

* Kk Kk Kk *
. * *
;***
* % % 21

* * * k% %

3. In ppendix A topart 208, sectiofil. C.3. is amendedyremovirg and reservig footnote 34 andyb
addirg a new sentence to the end of the fiestegraph of footnote 35 to read as follows:

* Kk ok Kk %
M, * * *
E***
3.***35

*kk *x %

4. In ppendix B topart 208, section Il.a. is revised to read as follows:
APPENDIX B to PART 208--CAPITAL ADEQUACY GUIDELINES FOR STATE MEMBER BANKS: TIER 1
LEVERAGE MEASURE

* * *x Kk %

”***

a. For a strombankirg organization (rated coposite 1 under the UFIRS ragjsystem of banks) the minimum
ratio of Tier 1 caital to total assets is 3f#rcent. Such institutions must not be ap#ting or experienciry
significant growth, and are goected to have well-diversified risk (includino undue interest rate riskpesure),
excellent assejuality, high liquidity, good earnigs, and irgeneral to be considered a stgdoankirg organization.
For all other institutions, the minimum ratio is $€rcent. Hiher caital ratios could be piired if warranted ¥

2L An investment in shares of a mutual fund whosefolio consists solglof various securities or mopenarket instruments that, if held
separatey, would be asgned to different risk cagpries,general is asgined to the risk cagpry gppropriate to the ghest risk-weghted
asset that the fund j®rmitted to hold in accordance with the stated investmgettiles set forth in thprogpectus. The bank maat

its option, asgin the investment on @ro rata basis to different risk cgtgies accordig to the investment limits in the fundisosgpectus,
but in no case Windirect holdirgs throwgh shares in anmutual fund be aggied to a risk weht less than 2@ercent. If, in order to
maintain a necessadegree of short-termduidity, a fund ispermitted to hold an inghificant amount of its assets in short-ternghlyi
liquid securities of suerior creditquality that do nogualify for apreferential risk weht, such securitiegeneraly will be disregarded in
determinirg the risk catgory into which the bank's holdirin the overall fund should be agstd. Theprudent use of hajihg instruments
by a mutual fund to reduce the risk of its assdllsnet increase the risk wgkiting of the mutual fund investment. For exae the use of
hedjing instruments $ a mutual fund to reduce the interest rate risk gjateernment bongortfolio will not increase the risk wgtit of
that fund above the 2@ercent catgory. Nonetheless, if the fund gages in ay activities that ppear peculative in nature or hasyan
other characteristics that are inconsistent withptieéerential risk weghting assgned to the fund's assets, hotgirin the fund il be
assgned to the 10@ercent risk caigory.

% * * * gych loans to builders ilvbe consideregprudenty underwritten oyl if the bank has obtained sufficient documentation that the
buyer of the home intends fmrchase the home (i.e., has gally binding written sales contract) and has théitabto obtain a mogage
loan sufficient tgpurchase the home (i.e., has a firm written commitmenpdéomanent financimof the home pon conpletion). * * *
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theparticular circumstances or rigkofiles of individual banks. In all cases, bamkinstitutions should hold
capital commensurate with the level and nature of all risks, inciuithie volume and seveyibf problem loans, to
which they are eyosed.

* * * * %

By order of the Board of Governors of the Federal Resssster@, October 21, 1997.

/signed/

William W. Wiles,
Secretay of the Board.



Federal Deposit Insurance Corporation

12 CFR Chapter Il

For the reasons set forth in fleént preamblepart 325 of chgter Ill of title 12 of the Code of Federal
Regulations isproposed to be amended as follows:

PART 325--CAPITAL MAINTENANCE

1. The authontcitation forpart 325 continues to read as follows:

Authority : 12 U.S.C. 1815(a), 1815(b), 1816, 1818(a), 1818(b), 1818(c), 1818(t), 1819(Tenth), 1828(c),
1828(d), 1828(i), 1828(n), 1828(0), 18310, 1835, 3907, 3909, 4808; Pub. L. 102-233, 105 Stat. 1761, 1789, 1790
(12 U.S.C. 1831n note); Pub. L. 102-242, 105 Stat. 2236, 2355, 2386 (12 U.S.C. 1828 note).

2. Pararaph (b)(2) in 8 325.3 is revised to read as follows:

§ 325.3 Minimum leverage capital requirement.
* % * % *

(b) * % *

(2) For all but the most ginly-rated institutions meetiythe conditions set forth jparagraph (b)(1) of this
section, the minimum levega caital requirement for a bank (or for an insuregdsitoty institution makiig an
application to the FDIC) shall consist of a ratio of Tier pital to total assets of not less thapetcent.

*k* k%

3. In gpendix A topart 325, section IL.Bparagraph 1 is revised to read as follows:

APPENDIX A TO PART 325--STATEMENT OF POLICY ON RISK-BASED CAPITAL

* * * % %

”.***

B. * % *

1. Indirect Holdigs of Assets Some of the assets on a bank's balance shgegoresent an indirect
holding of apool of assets; for exaple, mutual funds. An investment in shares of a mutual fund wiwtelio
consists solglof various securities or moyearket instruments that, if heldmseatey, would be asgned to
different risk catgories,generall is assjned to the risk cagpry appropriate to the hghest risk-weajhted asset
that the fund ipermitted to hold iraccordance with the stated investmeneotives set forth in iterogectus.
The bank mg, at its gtion, assjn the investment ong@o rata basis to different risk cgteies accordigto the
investment limits in the fundfospectus, but in no case will indirect holdathrowh shares in gnmutual fund
be asgined to a risk waht less than 2@ercent. If, in order to maintain a necegsigree of short-term
liquidity, a fund igpermitted to hold an ingnificant amount of its assets in short-ternghhy liquid securities of
superior creditquality that do notualify for apreferential risk wajht, such securitiegeneraly will be
disregarded in determinipthe risk catgory into which the bank's holdiyin the overall fund should be agsed.
Theprudent use of heihg instruments pa mutual fund to reduce the risk of its assets will not increase the risk
weighting of the mutual fund investment. For exae) the use of heihg instruments ¥pa mutual fund to reduce
the interest rate risk of igpvernment bongortfolio will not increase the risk wgtt of that fund above the 20
percent catgory. Nonetheless, if the fundgames in ay activities that ppear geculative in nature or hasyan
other characteristics that are inconsistent wittpteéerential risk waghting assgned to the fund's assets, holgtin
in the fund will be asghed to the 10@ercent risk cagory.

* k k k%

4. In opendix A topart 325, section I.Os amendedybremovirg and reservig footnote 26.
By order of the Board of Directors.
Dated at Washuton, D.C. this 4th daof Februay, 1997.

FEDERAL DEPOSIT INSURANCE CORPORATION

Jery L. Langley,
Executive Secretgr

(Seal)
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Office of Thrift Supervision

12 CFR Chapter V

For the reasons set forth in floént preamblepart 567 of chgter V of title 12 of the Code of Federal
Regulations isproposed to be amended as set forth below:
PART 567--CAPITAL

1. The authontcitation forpart 567 continues to read as follows:

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

2. In 8 567.1parayraph (jj)(1)(ii) is revised, and neparagraphs (mm) and (nn) are added to read as follows:
§ 567.1 Definitions.

* % % % %

(1) Qualifying residential construction loar{1) * * *

(i) The residence begconstructed must be a 1-4 fayniésidence sold to a horperchaser;
* % * % *

(mm) Tier 1 caital. The term Tier 1 gital means core @ital as corputed in accordance wi§b67.5(a) of
this part.

(nn) Tier 2 caital. The term Tier 2 gatal means sppementay capital as computed in accordance with
8567.5(b) of thipart.

3. Section 567.2(a)(2)(ii) is revised to read as follows:

§567.2 Minimum regulatory capital requirement.

(a) * k x

(2) Leverae ratio reuirement * * *

(i) A savings association must satyghis requirement with core qital as defined in § 567.5(a) of thpart.

* % % * %

4. Section 567.6(a)(1)(vi) is revised to read as follows:
8§ 567.6 Risk-based capital credit risk-weight categories.

(a * k% *

(1) * Kk %

(vi) Indirect ownershp interests inpools of assetsAn asset qgresentig an indirect holdig of apool of
assets, g., mutual fundsgeneraly is assjned to the risk-weht catgory under this section basegan the risk
weight that would be asgied to the assets in thertfolio of thepool. An investment in shares of a mutual fund
whoseportfolio consists solglof various securities or moyearket instruments that, if heldosgatel, would
be asgined to different risk-weht catgories,generaly is assjned to the risk-weht category gopropriate to the
highest risk-weghted asset that the funddermitted to hold irmccordance with the investmentedtives set forth
in its progoectus. The saviis association nyaat its gtion, assjn the investment on@o-rata basis to different
risk-weight catgories accordigto the investment limits in the fungisogoectus. In no case will an indirect
holding through shares in a mutual fund be assid to the zerpercent risk-wajht category. If, in order to
maintain a necessadegree of short-term djuidity, a fund ispermitted to hold an ingnificant amount of its assets
in short-term, hghly liquid securities of suerior creditquality that do nogualify for apreferential risk waght,
such securitiegenerall will be disregjarded in determinimthe risk-weght catgory into which the savigs
association's holdgin the overall fund should be agsed. Theprudent use of haghg instruments pa mutual
fund to reduce the risk of its assets will not increase the rigtir of the mutual fund investment. For
exanple, the use of hefhg instruments pa mutual fund to reduce the interest rate risk afaternment bond
portfolio will not increase the risk wght of that fund above the Z@rcent catgory. Nonetheless, if the fund
ergages in ay activities that ppear geculative in nature or hasyaother characteristics that are inconsistent with
thepreferential risk-weghting assgned to the fund's assets, hofginn the fund will be asgned to the 10@ercent
risk-weight catgory.

* * *x Kk %

5. Section 567.8 is revised to read as follows:
§567.8 Leverage ratio.

(a) The minimum levege caoital requirement for a savigs association aggied a corposite ratig of 1, as
defined in § 516.3(c) of this cpizer, shall consist of a ratio of corepital to adusted total assets offf@rcent.
Thesegeneral are strog associations that are not amating or experiencing significant growth and have well-
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diversified risks, includig no undue interest rate riskgesure, excellent assgtality, high liquidity, andgood
earnirgs.

(b) For all savigs associations not medjithe conditions set forth iparagraph (a) of this section, the
minimum leverge caital requirement shall consist of a ratio of corgital to adusted total assets ofpércent.
Higher caital ratios ma be reuired if warranted ptheparticular circumstances or rigkofiles of an individual
savirgs association. In all cases, sagiassociations should holdotal commensurate with the level and nature
of all risks, includiig the volume and seveyibf problems loans, to which thare eposed.

Dated: Aoril 17, 1997.
Office of Thrift Supervision

Nicolas P. Retsinas,
Director
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occ 4810-33-P (25%)
BOARD 6210-01-P (25%)
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