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Banking Agencies Announce Revised Plan for
Implementation of Basel Il Framework

The four Federal banking agencies (the Office of the Comptroller of the Currency, the Board of
Governors of the Federal Reserve System, the Federal Deposit Insurance Corporation, and the
Office of Thrift Supervision) today announced their revised plans for the U.S. implementation
of the "International Convergence of Capital Measurement and Capital Standards: A Revised
Framework," otherwise known as Basel Il. The agencies previously announced on April 29,
2005 that they were delaying issuance of a notice of proposed rulemaking (NPR), pending
additional analysis of the quantitative impact study (QIS4) submissions. The agencies intend
to move forward with an NPR for domestic implementation of Basel 11, but plan to introduce
additional prudential safeguards in the NPR to address concerns identified in the analysis of
the results of the QIS4 conducted with the industry. The agencies expect that the U.S. Basel 11
proposal will be available in the first quarter of 2006.

The agencies' Basel Il implementation plan includes the following elements:

= The agencies expect to propose a revised implementation timeline for Basel Il. Under
this revised timeline, the first opportunity for a U.S. banking institution to conduct a
parallel run would be January 2008. In addition, U.S. institutions adopting the Basel
I1-based capital rules would be subject to a minimum three-year transition period
during which the agencies would apply limits on the amount by which each institution's
risk-based capital could decline with the application of Basel Il. These limits would be
implemented through floors that are intended to be simpler in design and more
conservative in effect than those set forth in Basel II.

For institutions that plan to implement the Basel Il framework at the earliest possible
implementation date, the following timetable and transitional arrangements would be
proposed in the NPR:



Year Transitional Arrangements

2008 Parallel Run
2009 95% floor
2010 90% floor
2011 85% floor

= An institution's primary Federal supervisor would assess that institution's readiness to
operate under the Basel Il-based capital rules consistent with the above schedule. As
part of this assessment, the primary Federal supervisor will make a decision on the
termination of the floors after 2011 on an institution-by-institution basis.

= Using information received during the U.S. Basel Il implementation process (including
the transition period), the agencies will continue to evaluate the effectiveness of the
Basel Il-based capital rules. The agencies anticipate that there will be further revisions
to the U.S. Basel ll-based capital rules prior to the termination of the floors.

=  The agencies will retain both the existing Prompt Corrective Action and leverage
capital requirements in the proposed domestic implementation of Basel II.

The agencies expect to shortly publish for notice and comment an advance notice of proposed
rulemaking on possible modifications to the risk-based capital rules for banks that do not
become subject to Basel Il1-based capital rules. The revised transition schedule for the
domestic implementation of the Basel Il framework will permit industry consideration of and
public comment on these two rulemaking initiatives along similar timeframes. P>
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The Office of Thrift Supervision, an office of the Department of the Treasury,
regulates and supervises the nation's thrift industry. OTS's mission is to ensure the
safety and soundness of, and compliance with consumer protection laws by, thrift
institutions, and to support their role as home mortgage lenders and providers of
other community credit and financial services. OTS also oversees the activities and
operations of thrift holding companies that own or control thrift institutions. Copies of
OTS news releases and other documents are available at the OTS web page at
www.ots.treas.gov.
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