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Basel Il

After many years, a new update to the Basel Accords has been
established!

= Common equity will be required in greater amounts beginning in
2013

= Capital Conservation Buffer will be required with phase-in beginning
in 2016 (will reach 2.5% by 2019)

= TrPS phase out will begin in 2013 at 10% per year rate except for
banks greater than $15B in assets which is phased out over 3 years
(Collins Amendment)

= Risk weightings will likely change beginning in 2012

= Regulators can accelerate capital requirements or impose
restrictions if a plan is not in place to reach these new standards
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Annex A- Basel Committee — Timeline for Global Minimum Capital Standards

Collins Amsndment Tier 1
regulatory capital ph

it

Required deductions
from commen =quity 20%  40%  B0% 0%  100%

period for hybrid securities
and lative inst i
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Phase-in period for minimum risk-based capital ratios Phase-in period for capital conservation buffer
Current 2013 2014 20156 2017 2018 2010
Tier 1 common
Tier 1 common equity 2.0% 3.5% 4.0% 4.5% equity/RWAs™ 0.825% 1.25% 1.875% 2.5%
Tetal Tier 1 common
Tier 1 capital 4.0% 4.5% 5.5% 6.0% equity rafio + buffer 5.125% 575% B.375% T7.0%
e ZH Total capital ratio +
3-20 Total capital B8.0% 8.0% 8.0% 8.0% buffer 8.825% 025% 0.875% 10.5%
Summit
A A Risk-weighted assets
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Sept. 12. 8 e
2010 . -
P Phase-in period for regulatory adjustments
Basel ’ End of grandfather
Commitiee a 2014 2015 2018 ZONF 2018 period for public sector
Announcement ’

capital injections

~

for U.S. bank holding
companies with assets of
$15 billicn or more

This chart does not include
timing for liguidity and
leverage ratios.

All dates refer to January 1,
except where noted.

Capital insiruments that no longer qualify as Tier 1 common equity will generally be excluded from Tier 1 comman equity

as of January 2013,

Recognitien of nen-comman equity

company instruments that no longer

qualify as commen equity

Phase-out period for certain capital instruments that
no longer qualify as Tier 1 capital or Tier 2 capital®

2013 2014 2015 2016 2017 2018 2018 2020 2021 2032

instruments and cerfain non-joint stock P0% 20% 7T0% G0% S50% 40% 30% 20% 10% 0%

7 Capital instruments issued after September 12, 2010 do not benefit from the phase-out provisions.
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Risk Management

= Enterprise Risk Management is key

= Risk Committees are forming at larger banks

= Staffing should be commensurate with the level of risk

= Board and senior management involvement is expected

= Bank holding companies with greater than $10B in assets will
require a board internal control committee
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Allowance for Loan Losses

= Regulators do not like the proposed standard!! They do, however,
like the proposed removal of the “probability” threshold.

®= Proposed FASB standard does little to support IASB convergence.
If anything, it further separates US GAAP from IFRS.

= Expert Advisory Panel disagreed with proposed accounting
standard. Their proposal was a 2 bucket approach
® Good book — ALLL built up over weighted average life of loan
= Bad book — ALLL is booked immediately

= My sense is that significant changes will be made to the current

proposal.
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Other Topics of Interest

= All regulators are exceedingly concerned about commercial real
estate. Seems this will be a significant focus in upcoming
examinations. Concentration risk management is an area for
additional guidance/examination.

= Regulators are very interested in ALLL methodology at banks.
There have been instances where they have discussed
methodology with management and external auditors.

= FDICIA — Compliance with Laws and Regulations report from
management should not have a materiality consideration.

= FASB will be issuing new guidance on TDRs very soon. They look
to have it finalized by year end.
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Dodd-Frank Act Tidbits

At more than 2,300 pages, the Act is the single most comprehensive
financial regulatory measure ever passed by Congress.

The new law requires more than 60 studies on a wide range of issues in
almost every title. There are more than 20 studies on investor protection
issues alone. Most of the studies will be conducted by the GAO, others by
individual agencies and a few others are required to fulfill particular rule-
makings.

The Act, to some extent, is the tip of the regulatory iceberg, as a number of
different agencies — the FRB, FDIC, OCC, SEC, CFTC, FTC, FERC, NCUA,
Department of Housing and Urban Development and two new entities, the
Consumer Financial Protection Bureau and Financial Stability Oversight
Council — will have to adopt new regulations, rules or policies, with
implementation dates generally ranging from 180 days to 2 years after
enactment.
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HORNE LLP is one of the top 50 accounting and business advisory firms in the country, as reported by the Public Accounting
Report (PAR), and one of the top 10 accounting and business advisory firms in the Southeast. With 13 offices in Mississippi,
Tennessee, Alabama, Louisiana, Texas and Arizona, the firm serves clients across the nation. For more information on HORNE,

visit www.horne-lip.com.
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