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Disclaimer Statement

These discussion materials do not, and are not intended to,
provide an official review or interpretation of the Basel |l
framework, or the U.S. banking agencies’ implementation of the
framework and related laws and regulations.

The excerpts and commentary presented are for discussion only
and are not intended to reflect the official view or opinions of the
presenter, or any individual or organization related to the
presenter or the presentation sponsor.



What is Basel III (and Basel I and II)?

Basel lll is the third in a series of banking standards and
agreements among central bankers from around the
world, who met in sessions held in Basel, Switzerland.

The series of standards, known as the Basel Accords,
includes the 1988 Basel Accord (now referred to as
Basel l), the subsequent Basel Il accord from 2004, and
the more recent Basel lll framework from 2010-2011.



Basel I Overview

In 1988, the Basel Committee on Banking Supervision or
BCBS published capital requirements for banks worldwide
known as the*“ 1988 Basel Accord”, or Basel |. Basel |
established standards for aligning the credit risk-weighting
of assets, including the following examples:

0% - Cash, FED balances, Treasuries, GNMAS

20% - Agency fixed income and mortgage-backed
securities, and balances between FDIC-insured banks

50% - First-lien residential mortgage loans; municipal
revenue bonds

100% - Commercial loans not collateralized by bank
depoisits, including commercial real estate loans;
commercial debft securities.




Basel II Overview

Basel ll, which dates to June 2004, was intended to
create an international standard for banking
regulators to control how much capital banks should
have as a buffer against the various types of risks that
banks, and the overall economy and financial
payments system, would face should a major financial
institution or a series of banks collapse. Basel Il was
focused on the risks a bank exposes itself to through its
lending and investment practices. It was difficult to
implement Basel Il in the economic environment prior
to the 2007-2008 financial crisis, which catalyzed the
effort towards the more comprehensive Basel lll
standards.




Basel lll was originally agreed upon back in 2010-2011
by the Base Committee on banking Supervision
(BCBS).

In addition to the United States FED and
representation on behalf of the other U.S. federal
banking agencies, BCSB members include central
bankers from the European Union, United Kingdom,
China, Russia, Canada, Australia, India, and several
other countries.



Basel III Overview

Why the need for Basel llI? Answers come from brief
excerpts of the actual Basel lll Framework document:

As withessed during the fina

ncial crisis, losses incurred in the banking
sector c!a;f‘mc:{:m@wm D ece
{-}

cif:c‘ by a period of excess credit
St JC losses can destabilize the
ng about or exacerbate a downturn in

growth can be exfremely la
banking sector, which can b
the real economy. *

The crisis demonstrated that credit losses and writedowns come out
of ret i’?@ii?‘ earnings, which is parf of banks’ tangible common equity
base. *

* Source: Basel lll: A Global Regulatory Framework for More Resilienf Banks and Banking Systems,

Published by the © Bank for International Setflements 2010, All rights reserved. Brief ﬂx«:e f}“‘s 1:1:;%
%’eg}foduced or franslated provided the source is stated. hitp://www.bis.org/ iub /bcbs1a9.pdi




Basel III Overview

What issues and perspective does Basel lll intend to address?
Again, answers come from brief excerpts of the actual Basel ll|
Framework document:

A strong and resilient banking syst e is the foundafion for sustfainable
ﬁ@@s om jc growth, as banks are af the center of the credit intermediation
process beitween savers and investors. *

4

The objective of the ref forms is fo gmgmvae the banking sectc , \
absorb shocks arising from financial and economic szess, % ’?“}{:ﬁ”@fv@f‘ the
source, thus reducing the risk of spillover from the finan cror
economy. *

The reforms raise both the quality and guantity of the “gﬁﬁ %?s::% ry capital base

and enhance the ris f% coverage of the capital ff’{,}ﬁ >WOork.,

source: Basel lli: A Global Regulatory Framework for More f%ggég?@m Banks and Banking Sysiems
hed ! y the © Bank ?mémwmz%ﬁm Settlements 2010. All rights reserved, Brief excerpls mc
uced or franslated provided the source is stated. hilo: f/’www% ora/publ/bclhsi8%.odi




Basel III Overview

What are the key Basel lll capital quality/quantity
reforms?
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the bank. ™

* Source: Basel lil: A Global Regulatory Framework for More Resilient Bonks and Banking Sysfems,

Published by the © Bank for International %@?ﬁé’%%“ﬁ%”ﬁ% 2010. All rights reserved. Briet excerpls may be
reproduced or franslated provided the source is stated. h?%%;):f’f"w*azaxwﬁa; ra/publ/bcbs 189.0df
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1 III Overview

How did U.S. Banking Regulatory Agencies implement

the Basel lll recommendations?

Community O{Zs‘f" King organizations become subject to the new rule

on January 1, 2015, **

?h@ new rule implements higher mm;mw’? ~apital requirements,
includes a new common equity Tier | capital requirement, and
establishes criteria that instruments must meet in order to k&

> e
considered common equity Tier | capital, additional Tier | capita
Tier 2 capital. **

** Source: Excerpts from the document New Capi %:fi g%fe;ﬁ}, {lm'? imunity Bank Guide, July 2013 jointly
released by the Board of Govemors of the Federal Re wstem, Federal Deposit Insurance
Corporation, and Office of the Compirolier of the CU?’?%HC‘;&

%’??”@“DZf‘lfWWW.?8@@?‘0@??656}?\;&:L%Q\,//b(}ﬂk%? rec/bosel/flies/capiial vle community bank auide 20130709 . odf




Basel III Overview

How did U.S. Banking Regulatory Agencies implement
the Basel lll recommendations?

Under the new rule, in order to avoid limifations on capi
distributions, including dividend paymentis {;:ffw’ certain ds;s: retionary
bonus pavyments 1o @}a’@cww& ﬁffff;:@’g O banking organizd ?f@f} mw
hold a capital conservation buffer composed of common Tie

equity capifal above its minimum risk-based fgﬁ@ff@f ?@Cgﬁf?’@m@ﬁf&
This buffer will help fo ensure the banking organizations conserve
capital when it is most f’”‘z:*é;@(f’“f allowing them fo befter weather
periods of economic stress.

** Source: Excerpts from the docu m@m New Capital Rule, Community Bank Guide, July 2013 jointly
released by the Board o*‘ Governors of the Federal Reserve System, Federal Deposit Insurance
Pormﬁ ration, and Office of the x.,on"fp“itf\% er of the Currency,
nitp://www federalreserve.gov/bankinforeg/basel/files/capital rule community bank guide 20130709.pdf
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Basel III Overview

How did U.S. Banking Regulatory Agencies implement the
Basel lll recommendations?

Banking organizations must hold a 2.5 p@m@ i capital conservation
buffer, wh ichis to be ph sed in over o f’}L} ryear period beginning
January 1, 2016, with the full 2.5 percent requ ired as of January 1, 2019
As fully ;’:’zﬂmsﬁhd , & banking organization with a buffer greater than 2.5%
would not be wb; >Ct 1o limits on d vidend Qﬁ‘}mmm"% Gs discreti onary
ﬂ@ﬁm %’:@ym@mm however, a ba ;ﬁgg organization with a buffer less

han 2.5% would be subject to i ﬁf reasingly Sﬁ'%’ ngent limitations as the
&;Uﬁ‘@; @Gp%’@@(‘i’%ﬁS zero. The new rule also pmhu ts a banking

“E”

i
organ ization from payi ”zg dividends or f::z*%smm Honary bonuses | ifits -%qz?@%
s

net income is negative in that quarter and ifs r;\dm mm’“%ﬁm@@?s@a buffer
ratio was less hﬂﬁ 2.5% as of the beginning of that quarter.

he ‘%&'@r‘s on schedule for new raftios, including the capital conservation
%:)Uf“? is shown on the following slide.
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ow did U.S. Banking Regulatory Agencies impl!
he Basel lll recommendations?
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Basel III Impact

How will Basel lll impact a Bank’s ability and willingness to make
commercial real estate loans?

For banking organizations that are wei l-capitalized and hold a 2.5 percent or
belter capital conservation buffer, 1 "ﬂpcw@f Basel lfwill not be

signi hcum and would noft specifical % / u%”’v’@ a Bank o change its operating
muﬂ =, including its ability to do commercial real estate lending.

or banking f‘w%“uf:mgm ns that are not as well-capitalized and hold less than
the 2.5 percent or be%%eﬁ capital conservation %r\wﬁ@r %% ne impact of Basel 1]
could Cé’"‘zi}?ﬂ@i} 'zhf, Bank's lending and investing activities, driving more growth
towards lower-risk-weighted residential mortgage loans, U.S. Agency
investments, or municipal securifies.

lowever, Basel lil does nof change other significant regulatory resirictions on
commercial real esta fe lending that banks have alr %ﬁ?iﬁ}f been dealing with.

s
&



Other Regulatory Restrictions on
Commercial Real Estate Lending

wWhile guidance doe
in {jﬁféﬁ“‘?‘“ g&mé‘@f Real 2 [ e « ; ‘ :
CRE Conceniration Risk Management, describes criteria ‘%’hi}?i whet r:,;pp oachec
m@rm% fuﬁhez‘ supervisory analysis of ]
concentration risk:

ific CRE lending ﬁm%%s, @CC Dui etin 2006-44, Concenirafions
| Risk Mano suidance on

) ceeded, may

the level, nature, and mamege ment of a bank’'s CRE

(11 Totalreporfed loan fO?‘ construction, land development, and other land represent 100 percent

rmore of the ban

{(2) Total non-owner- Qccm@ied CRE loans represent 300 percent or more of the bank’s fotal
- capital, and the outstanding balance of the bank’s CRE %O:}é”" ;:v@ﬁ‘;‘@iio has increased by 50

percent.

The @%C‘?@d ness of a bank’s risk management practices is a key component of the supervisory
evaluatio Of a bank’s CRE concentrations. Banks that have experienced recent, significant growth
I

in CRE i@ﬂf“’ ing will receive closer supervisory review.

Source: Commercial Real Estate Lending, August 2013, Complrollers Handbook A-CRE, Office of the Comptroller
T*’@@C urrency



Questions/Comments




