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future events in excess of 10 percent of 
the amount of core surplus that exists 
before the deduction of any deferred- 
tax assets. 

(b) For purposes of this calculation: 
(1) The amount of deferred-tax assets 

that can be realized from taxes paid in 
prior carryback years and from the re-
versal of existing taxable temporary 
differences may not be deducted from 
assets and from equity capital. 

(2) All existing temporary differences 
should be assumed to fully reverse at 
the calculation date. 

(3) Projected future taxable income 
should not include net operating loss 
carryforwards to be used within 1 year 
or the amount of existing temporary 
differences expected to reverse within 
that year. 

(4) Financial projections must in-
clude the estimated effect of tax-plan-
ning strategies that are expected to be 
implemented to minimize tax liabil-
ities and realize tax benefits. Financial 
projections for the current fiscal year 
(adjusted for any significant changes 
that have occurred or are expected to 
occur) may be used when applying the 
capital limit at an interim date within 
the fiscal year. 

(5) The deferred tax effects of any un-
realized holding gains and losses on 
available-for-sale debt securities may 
be excluded from the determination of 
the amount of deferred-tax assets that 
are dependent upon future taxable in-
come and the calculation of the max-
imum allowable amount of such assets. 
If these deferred-tax effects are ex-
cluded, this treatment must be fol-
lowed consistently over time. 

[70 FR 35351, June 17, 2005] 

§ 615.5210 Risk-adjusted assets. 
(a) Computation. Each asset on the in-

stitution’s balance sheet and each off- 
balance-sheet item, adjusted by the ap-
propriate credit conversion factor in 
§ 615.5212, is assigned to one of the risk 
categories specified in § 615.5211. The 
aggregate dollar value of the assets in 
each category is multiplied by the per-
centage weight assigned to that cat-
egory. The sum of the weighted dollar 
values from each of the risk categories 
comprises ‘‘risk-adjusted assets,’’ the 
denominator for computation of the 
permanent capital ratio. 

(b) Ratings-based approach. (1) Under 
the ratings-based approach, a rated po-
sition in a securitization (provided it 
satisfies the criteria specified in para-
graph (b)(3) of this section) is assigned 
to the appropriate risk-weight cat-
egory based on its external rating. 

(2) Provided they satisfy the criteria 
specified in paragraph (b)(3) of this sec-
tion, the following positions qualify for 
the ratings-based approach: 

(i) Recourse obligations; 
(ii) Direct credit substitutes; 
(iii) Residual interests (other than 

credit-enhancing interest-only strips); 
and 

(iv) Asset-or mortgage-backed securi-
ties. 

(3) A position specified in paragraph 
(b)(2) of this section qualifies for a rat-
ings-based approach provided it satis-
fies the following criteria: 

(i) If the position is traded and exter-
nally rated, its long-term external rat-
ing must be one grade below invest-
ment grade or better (e.g., BB or bet-
ter) or its short-term external rating 
must be investment grade or better 
(e.g., A–3, P–3). If the position receives 
more than one external rating, the low-
est rating applies. 

(ii) If the position is not traded and is 
externally rated, 

(A) It must be externally rated by 
more than one NRSRO; 

(B) Its long-term external rating 
must be one grade below investment 
grade or better (e.g., BB or better) or 
its short-term external rating must be 
investment grade or better (e.g., A–3, 
P–3 or better). If the ratings are dif-
ferent, the lowest rating applies; 

(C) The ratings must be publicly 
available; and 

(D) The ratings must be based on the 
same criteria used to rate traded posi-
tions. 

(c) Positions in securitizations that do 
not qualify for a ratings-based approach. 
The following positions in 
securitizations do not qualify for a rat-
ings-based approach. They are treated 
as indicated. 

(1) For any residual interest that is 
not externally rated, the institution 
must deduct from capital and assets 
the face amount of the position (dollar- 
for-dollar reduction). 
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(2) For any credit-enhancing interest- 
only strip, the institution must deduct 
from capital and assets the face 
amount of the position (dollar-for-dol-
lar reduction). 

(3) For any position that has a long- 
term external rating that is two grades 
below investment grade or lower (e.g., 
B or lower) or a short-term external 
rating that is one grade below invest-
ment grade or lower (e.g., B or lower, 
Not Prime), the institution must de-
duct from capital and assets the face 
amount of the position (dollar-for-dol-
lar reduction). 

(4) Any recourse obligation or direct 
credit substitute (e.g., a purchased sub-
ordinated security) that is not exter-
nally rated is risk weighted using the 
amount of the recourse obligation or 
direct credit substitute and the full 
amount of the assets it supports, i.e., 
all the more senior positions in the 
structure. This treatment is subject to 
the low-level exposure rule set forth in 
paragraph (e) of this section. This 
amount is then placed into a risk- 
weight category according to the obli-
gor or, if relevant, the guarantor or the 
nature of the collateral. 

(5) Any stripped mortgage-backed se-
curity or similar instrument, such as 
an interest-only strip that is not cred-
it-enhancing or a principal-only strip 
(including such instruments guaran-
teed by Government-sponsored agen-
cies), is assigned to the 100-percent 
risk-weight category described in 
§ 615.5211(d)(7). 

(d) Senior positions not externally 
rated. For a position in a securitization 
that is not externally rated but is sen-
ior in all features to a traded position 
(including collateralization and matu-
rity), an institution may apply a risk 
weight to the face amount of the senior 
position based on the traded position’s 
external rating. This section will apply 
only if the traded position provides 
substantial credit support for the en-
tire life of the unrated position. 

(e) Low-level exposure rule. If the max-
imum contractual exposure to loss re-
tained or assumed by an institution in 
connection with a recourse obligation 
or a direct credit substitute is less 
than the effective risk-based capital re-
quirement for the credit-enhanced as-
sets, the risk-based capital required 

under paragraph (c)(4) of this section is 
limited to the institution’s maximum 
contractual exposure, less any recourse 
liability account established in accord-
ance with generally accepted account-
ing principles. This limitation does not 
apply when an institution provides 
credit enhancement beyond any con-
tractual obligation to support assets it 
has sold. 

(f) Reservation of authority. The FCA 
may, on a case-by-case basis, deter-
mine the appropriate risk weight for 
any asset or credit equivalent amount 
that does not fit wholly within one of 
the risk categories set forth in 
§ 615.5211 or that imposes risks that are 
not commensurate with the risk 
weight otherwise specified in § 615.5211 
for the asset or credit equivalent. In 
addition, the FCA may, on a case-by- 
case basis, determine the appropriate 
credit conversion factor for any off-bal-
ance sheet item that does not fit whol-
ly within one of the credit conversion 
factors set forth in § 615.5212 or that im-
poses risks that are not commensurate 
with the credit conversion factor oth-
erwise specified in § 615.5212 for the 
item. In making this determination, 
the FCA will consider the similarity of 
the asset or off-balance sheet item to 
assets or off-balance sheet items ex-
plicitly treated in §§ 615.5211 or 615.5212, 
as well as other relevant factors. 

[70 FR 35351, June 17, 2005] 

§ 615.5211 Risk categories—balance 
sheet assets. 

Section 615.5210(c) specifies certain 
balance sheet assets that are not as-
signed to the risk categories set forth 
below. All other balance sheet assets 
are assigned to the percentage risk cat-
egories as follows: 

(a) Category 1: 0 Percent. 
(1) Cash (domestic and foreign). 
(2) Balances due from Federal Re-

serve Banks and central banks in other 
OECD countries. 

(3) Direct claims on, and portions of 
claims unconditionally guaranteed by, 
the U.S. Treasury, government agen-
cies, or central governments in other 
OECD countries. 

(4) Portions of local currency claims 
on, or unconditionally guaranteed by, 
non-OECD central governments (in-
cluding non-OECD central banks), to 
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