
Composite Ratings 

Composite Ratings of 3, 4, or 5 may subject the bank to enforcement actions, enhanced 

monitoring, and limitations on expansion. 

Banks with a composite 1 rating generally have components rated 1 or 2. They exhibit the 

strongest performance and risk-management practices relative to their size, complexity, and risk 

profile, and give no cause for supervisory concern. Banks with a composite 2 rating have no 

material supervisory concerns, and generally none of their component ratings should be more 

severe than 3. Banks with a composite 3 rating have a combination of moderate to severe 

weaknesses but generally will not cause any component to be rated more severely than 4. Banks 

with a composite 4 rating may fail if the problems and weaknesses are not satisfactorily 

addressed and resolved. Banks with acomposite 5 rating have deficient performance and 

inadequate risk-management practices relative to the institution's size, complexity, and risk 

profile. They are of the greatest supervisory concern. 

Explanation of Bank Composite Ratings 

Composite 1 

rating 

Banks are sound in every respect. 

Composite 2 

rating 

Banks are fundamentally sound and stable and are in substantial compliance with 

laws and regulations. 

Composite 3 

rating 

Banks exhibit some degree of supervisory concern in one or more of the 

component areas and require more than normal supervision, which may include 

enforcement actions. 

Composite 4 

rating 

Banks generally exhibit unsafe and unsound practices or conditions and pose a 

risk to the deposit insurance fund. 

Composite 5 

rating 

Banks exhibit extremely unsafe and unsound practices or conditions and pose a 

significant risk to the deposit insurance fund. Bank failure is highly probable. 

Component Ratings 

Component Ratings for Capital 

1 Strong capital level relative to the institution's risk profile. 

2 Satisfactory capital level relative to the institution's risk profile. 



3 Less than satisfactory level of capital that does not fully support the institution's risk profile. The 

rating indicates a need for improvement, even if the institution's capital level exceeds minimum 

regulatory and statutory requirements. 

4 Deficient level of capital. Viability of the institution may be threatened. Assistance from 

shareholders or other external sources of financial support may be required. 

5 Critically deficient level of capital. 

Component Ratings for Assets 

1 Strong asset-quality and credit-administration practices. Weaknesses are minor and risk 

exposure is modest in relation to capital protection and management's abilities. 

2 Satisfactory asset-quality and credit-administration practices. The level and severity of 

classifications and other weaknesses warrant a limited level of supervisory attention. Risk 

exposure is commensurate with capital protection and management's abilities. 

3 Asset-quality or credit-administration practices are less than satisfactory. Trends may be stable 

or indicate deterioration in asset quality or an increase in risk exposure. The level and severity of 

classified assets, other weaknesses, and risks require an elevated level of supervisory concern. 

There is generally a need to improve credit administration and risk-management practices. 

4 Deficient asset-quality or credit-administration practices. The levels of risk and problem assets 

are significant and inadequately controlled, and they subject the bank to potential losses that, if 

left unchecked, may threaten its viability. 

5 Critically deficient asset-quality or credit-administration practices that present an imminent 

threat to the institution's viability. 

Component Ratings for Management 

1 Strong performance by management and the board of directors and strong risk-management 

practices relative to the size, complexity, and risk profile. All significant risks are consistently and 

effectively identified, measured, monitored, and controlled. Management and the board have 

demonstrated the ability to promptly and successfully address existing and potential problems 

and risks. 

2 Satisfactory management and board performance and risk-management practices relative to 

size, complexity, and risk profile. Minor weaknesses may exist, but they are not material to 

safety and soundness and are being addressed. In general, significant risks and problems are 



effectively identified, measured, monitored, and controlled. 

3 Management and board performance that needs improvement or risk-management practices that 

are less than satisfactory given the nature of the institution's activities. The capabilities of 

management or the board of directors may be insufficient for the type, size, or condition of the 

institution. Problems and significant risks may be inadequately identified, measured, monitored, 

or controlled. 

4 Deficient management and board performance or risk-management practices that are inadequate 

considering the nature of an institution's activities. The level of problems and risk exposure is 

excessive. Problems and significant risks are inadequately identified, measured, monitored, or 

controlled and require immediate action by the board and management to preserve the 

soundness of the institution. Replacing or strengthening management or the board may be 

necessary. 

5 Critically deficient management and board performance or risk management practices. 

Management and the board of directors have not demonstrated the ability to correct problems 

and implement appropriate risk-management practices. 

Component Ratings for Earnings 

1 Earnings are strong and more than sufficient to support operations and maintain adequate 

capital and allowance levels after consideration is given to asset quality, growth, and other 

factors affecting the quality, quantity, and trend of earnings. 

2 Earnings are satisfactory. Earnings are sufficient to support operations and maintain adequate 

capital and allowance levels. Earnings that are relatively static, or even experiencing a slight 

decline, may receive a 2 rating provided the institution's level of earnings is adequate in view of 

the assessment factors listed above. 

3 Earnings need to be improved. Earnings may not fully support operations and provide for the 

accretion of capital and allowance levels in relation to the institution's overall condition, growth, 

and other factors affecting the quality, quantity, and trend of earnings. 

4 Earnings are deficient. Earnings are insufficient to support operations and maintain appropriate 

capital and allowance levels. These institutions may be characterized by erratic fluctuations in 

net income or net interest margin, the development of significant negative trends, nominal or 

unsustainable earnings, intermittent losses, or a substantive drop in earnings from the previous 

years. 

5 Earnings are critically deficient. A financial institution with earnings rated 5 is experiencing losses 

that represent a distinct threat to its viability through the erosion of capital. 



Component Ratings for Liquidity 

1 Strong liquidity levels and well-developed funds-management practices. The bank has reliable 

access to sufficient sources of funds on favorable terms to meet present and anticipated liquidity 

needs. 

2 Satisfactory liquidity levels and funds-management practices. The bank has access to sufficient 

sources of funds on acceptable terms to meet present and anticipated liquidity needs. Modest 

weaknesses may be evident in funds-management practices. 

3 Liquidity levels or funds-management practices in need of improvement. Banks rated 3 may lack 

ready access to funds on reasonable terms or may show significant weaknesses in funds-

management practices. 

4 Deficient liquidity levels or inadequate funds-management practices. Bank may not have or be 

able to obtain a sufficient volume of funds on reasonable terms to meet liquidity needs. 

5 Liquidity levels or funds-management practices so critically deficient that the continued viability 

of the institution is threatened. Institutions rated 5 require immediate external financial 

assistance to meet maturing obligations or other liquidity needs. 

Component Ratings for Sensitivity to Market Risk 

1 Market-risk sensitivity is well controlled and there is minimal potential that the earnings 

performance or capital position will be adversely affected. Risk-management practices are strong 

for the size, sophistication, and market risk accepted by the institution. The level of earnings and 

capital provide substantial support for the degree of market risk taken by the institution. 

2 Market-risk sensitivity is adequately controlled and there is only moderate potential that the 

earnings performance or capital position will be adversely affected. Risk-management practices 

are satisfactory for the size, sophistication, and market risk accepted by the institution. The level 

of earnings and capital provide adequate support for the degree of market risk taken by the 

bank. 

3 Control of market-risk sensitivity needs improvement or there is significant potential that the 

earnings performance or capital position will be adversely affected. Risk-management practices 

need to be improved given the size, sophistication, and level of market risk accepted by the 

institution. The level of earnings and capital may not adequately support the degree of market 

risk taken by the institution. 

4 Control of market-risk sensitivity is unacceptable or there is high potential that the earnings 

performance or capital position will be adversely affected. Risk management practices are 

deficient for the size, sophistication, and level of market risk accepted by the bank. The level of 



earnings and capital provide inadequate support for the degree of market risk taken by the 

institution. 

5 Control of market-risk sensitivity is unacceptable or the level of market risk taken by the 

institution is an imminent threat to its viability. Risk-management practices are wholly 

inadequate for the size, sophistication, and level of market risk accepted by the bank. 

 


