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Chart 3: Banks Failed Since 2006
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environment will be a much greater percentage of total capital for community banks than
for large banks.
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The alternative to including unrealized losses in tier 1 capital is to reclassify securities from
AFS to HTM. But we would be limiting access to funds that may be needed in a liquidity
crisis, or more likely, funds needed to grow the loan portfolio when the economy improves.

There is no material benefit to including unrealized securities gains and losses in tier 1
capital. To illustrate, table 1 below summarizes total realized gains or losses for community
banks from the bottom of the last rate cycle in 2003 through 2011. Actual securities gains
and losses were not significant as a percent of total assets at any point during the rate
cycle. Even the credit quality related CDO and CMO losses booked in 2008 were not
significant for community banks in total. The vast majority of the unrealized losses that
would be included in capital under the new rules would be interest rate related, not credit
guality issues. Community banks rarely, if ever, recognize interest rate related securities

losses. If we rarely ever recognize interest rate related losses, there’s no reason to include

unrealized losses in tier 1 capital.
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