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and Others Concerned,

in the Twelfth Federal Reserve District

Final Rule on Trust Preferred Securities (Docket R-1193)

The Federal Reserve Board on Tuesday adopted a final rule that allows the continued limited
inclusion of trust preferred securities in the tier 1 capital of bank holding companies (BHCs). Under
the final rule, trust preferred securities and other restricted core capital elements will be subject to
stricter quantitative limits.

The Board’s final rule limits restricted core capital elements to 25 percent of all core capital elements,
net of goodwill less any associated deferred tax liability. Internationally active BHCs, defined as
those with consolidated assets greater than $250 billion or on-balance-sheet foreign exposure greater
than $10 billion, will be subject to a 15 percent limit. But they may include qualifying mandatory
convertible preferred securities up to the generally applicable 25 percent limit. Amounts of restricted
core capital elements in excess of these limits generally may be included in tier 2 capital. The final
rule provides a five-year transition period, ending March 31, 2009, for application of the quantitative
limits.

The requirement for trust preferred securities to include a call option has been eliminated, and
standards for the junior subordinated debt underlying trust preferred securities eligible for tier 1
capital treatment have been clarified.

The final rule addresses supervisory concerns, competitive equity considerations, and the account-
ing for trust preferred securities. The final rule also strengthens the definition of regulatory capital
by incorporating longstanding Board policies regarding the acceptable terms of capital instruments
included in banking organizations’ tier 1 or tier 2 capital.

Additional Information

All circulars and documents are available on the Internet through the Federal Reserve Bank of San
Francisco’s Internet site, at http://www.frbsf.org/banking/letters.

For additional information about the final rule, please contact our Banking Supervision and
Regulation Department at (415) 974-2849.
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