October 7, 2004

Jennifer J. Johnson

Secretary, Board of Governors of the Federal Reserve System
20" Street and Constitution Avenue, N. W.

Washington, DC 20551

Re: Docket No. OP-1207; Bank Holding Company Rating System
Dear Ms. Johnson,

The Conference of State Bank Supervisors (CSBS)" welcomes the opportunity to provide
comments to the Federal Reserve Board of Governors (Board) on its notice of proposed
rulemaking (Proposal) regarding changes to the Bank Holding Company (BHC) Rating
System. Approximately half of the country’s state banking departments actively examine
bank holding companies either jointly or on an alternating basis with the Federal Reserve.
Accordingly, CSBS is keenly interested in any changes to the current rating system.

We agree that changing the current BHC rating system to a more forward looking assessment
of risk management and financial condition is appropriate. As such, we support the Proposal
and commend the Board on its efforts to update its rating system to better reflect current
supervisory concern. We also believe the new rating system allows a more flexible
framework for assessing risk management and can accommodate potential changes to the
financial system in the future.

From our discussions with Board staff on this Proposal, we understand that the proposed
changes to the rating system will generally not increase on-site supervision by the Federal
Reserve. State banking departments have consistently worked to reduce regulatory burden
through coordinated examinations at all levels in the banking system. Coordinated state and
federal examinations reduce supervisory duplication and relieve regulatory burden on
supervised institutions. Ongoing dialogue between state and federal supervisors will be
essential to implement the new BHC rating system consistently and successfully.
Accordingly, we welcome the opportunity to work with the Board to develop and implement
coordinated examiner training at both the federal and state level.

The rating changes, especially for the smaller shell holding companies, should not require a
substantial amount of additional review and analysis on the part of examiners beyond what is
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currently conducted. Larger bank holding companies are already being evaluated on a risk-
focused basis. Mid-sized BHCs, however, will experience the biggest difference in
regulatory analysis and reporting. To avoid any potential confusion on the part of supervised
BHCs of all sizes during the transition process, CSBS would suggest that in its final rule the
Board provide more guidance on its expectations during the rating system conversion. The
Board may also wish to provide information that will help bankers and other regulators
compare the former system to the new protocol.

CSBS agrees with the Board that the increasing concentration in banking assets across the
country and the increasing complexity of banking activities requires a shift in supervisory
focus away from point-in-time analysis of a financial institution’s condition toward a more
forward looking assessment of risk management and financial factors. We look forward to
working with the Board in effectively implementing this new rating structure.

Thank you for the opportunity to provide these comments, and we invite you to contact us if
we can provide additional information or clarification on this issue.

Best personal regards,
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Neil Milner
President and CEO



