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Re: Proposed Supervisory Guidance for Internal Ratings-Based Systems for Credit 
Risk, Advanced Measurement Approaches for Operational Risk, and the Supervisory-
Review Process (Pillar 2) Related to Basel II Implementation 

Dear Ladies and Gentlemen: 

Bank of America Corporation (Bank of America) appreciates the opportunity to comment on the 
Proposed Supervisory Guidance related to the implementation of Basel II in the United States. 
Bank of America, with $1.5 trillion in total assets, is the sole shareholder of Bank of America, 
N.A. and provides a diverse range of financial services and products to individuals and 
businesses across the United States of America and in selected international markets. 

The agencies published the US interpretation of the Base! II international framework in their 
Notice of Proposed Rulemaking (the NPR) in September 2006. We commented on the NPR in a 
letter dated March 26, 2007. We would like to reiterate our general view of the US 
implementation now that the NPR and Supervisory Guidance (the Guidance) can be considered 
in combination. As noted in our comments to the NPR. the agencies' proposals deviate 
significantly from the international Basel II Accord and could have far-reaching consequences 
for the US banking industry. We reaffirm our view that these divergences place US banks at a 
competitive disadvantage relative to foreign banks and domestic investment banks, reduce the 
risk sensitivity of the capital framework, increase the costs of compliance and limit the 
comparability of capital ratios across jurisdictions. Our key elements of concern include the 
competitive impacts of the 10% aggregate floor, the retention of the leverage ratio, the limited 
range of options for the US banks and the more restrictive transition period in the US 
implementation. Comments on these issues, as well as other technical matter in the NPR, have 
not been repeated in this letter. Since many of our comments to the NPR also pertain to the 
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Guidance, we request the agencies incorporate them by way of reference and consider them 
alongside this material. 

We remain very supportive of efforts to modernize the risk-based capital regime. We strongly 
support the three-pillar paradigm of minimum capital requirements, supervisory review and 
market discipline as part of a comprehensive risk-based capital approach. We support the efforts 
to better align regulatory capital requirements to underlying economic risks, encourage better risk 
management processes and promote international consistency in regulatory standards. 

The consultative dialogue maintained by the agencies with the industry has been mutually 
beneficial and has improved the transparency of the decision process. The specific requests for 
comments indicate that the agencies value industry feedback and will provide it due 
consideration. We hope the agencies will find our response useful to that end. We generally 
support the approach outlined in the Guidance. Our primary concerns relate to the following 
aspects: 

• Domestic vs. International Definition of Default 
• Internal Rating Grades for the IRB Definition of Default 
• Practical Approaches for Identifying Historical Defaults 
• Rating Impact and RWA Calculations for Guarantees 
• Treatment of Tranchcd Guarantees as Securitizations 
• Treatment of Seasoning for Retail Exposures 
• Inclusion of Post-Default Balance Increases in EAD 
• All or Nothing Downturn LGD Requirement 
• Board Oversight of AM A Details 

Within each of the following sections, we have replicated the relevant text from the Guidance in 
italics and followed it with Bank of America's commentary. To be fully comprehensive, we 
have included additional comments on a variety of technical issues in the Appendices to this 
letter. Bank of America has participated in the preparation of the comment letter of the Risk 
Management Association (RMA). With some minor differences, we endorse the RMA comment 
letter and have therefore limited repetition of many points common to Bank of America and the 
RMA. 

Domestic vs. International Definition of Default 

S 2-1 Banks must identify obligor defaults in accordance with the IRB definition of default. 

• As noted in our previous comment letters, the NPR and the international framework 
diverge in their respective definitions of default. The primary differences are that the 
NPR definition specifies 5% as a threshold for materiality of credit related loss on sale of 
an exposure, applies non-accrual status as the minimum criterion rather than 90 days past 
due and makes no exception for immaterial amounts. As a result, internationally active 
US banks will be faced with greater compliance costs and all US banks will face higher 
Pillar 1 capital requirements. 



• Many US banks have already developed their quantitative models to support Basel II 
based on the international definitions due to the delay in publishing the NPR. A change 
in definition from the international standard at this late stage would require a great deal 
of re-work to implement. More significantly, banks with operations across multiple 
jurisdictions would have to maintain databases, develop estimation procedures. 
implement rating systems, and manage validation processes with multiple definitions of 
default. These dual systems would require significant additional compliance costs and 
operational burden. 

• The more narrow definition of default will also introduce an upward bias in the capital 
requirements of US banks. For the calculation of expected loss, the effect on PD and 
LGD is largely offsetting. The calculation of risk weighted assets, however, is distorted. 
Due to the non-linear nature of the formula, the impact of the LGD increase will more 
than offset the PD decrease resulting from the US agencies definition. As a result, US 
banks will have greater capital assignments than their international counterparts. 

• We strongly recommend harmonizing the definition of default with the international 
framework. This could be accomplished by a complete alignment of definitions or by 
allowing internationally active banks to choose between the international and domestic 
definitions in order to reduce compliance costs and apply consistent models across 
international jurisdictions. 

Internal Rating Grades for the IRB Definition of Default 

S 2-9 Banks must have at least seven discrete obligor rating grades and at least one rating grade 
for defaulted obligors. 

• We agree with the principle that a risk rating system should be sufficiently granular to 
ensure a meaningful differentiation of risk. However, we do not feel that banks should 
be required to implement a rating grade explicitly linked to the IRB definition of default. 
Differences in the definition of default and its interpretation across jurisdictions may lead 
to a borrower being classified as defaulted in one jurisdiction but not in others and the 
unintended consequence of a borrower having different rating grades in home and host 
jurisdictions. 

• We believe credit judgment, rather than strict application of prescriptive criteria, should 
be the driver of assignment of obligors to criticized ratings. As noted earlier, certain 
elements of the definition of default are inconsistent with internal rating practices. For 
example, banks may sell exposures at a discount of greater than 5% for portfolio 
management reasons, in which case the Guidance would require a default classification. 
We are similarly concerned about any requirement to force all borrower exposure to be 
assigned to a defaulted obligor rating due to automatic placement on non-accrual by loan 
servicing systems at 90 days past due. System-generated past due status can frequently 
be triggered by timing lags in booking renewals or operational errors in applying 
payments. In many cases, the non-accrual status of these exposures is reversed the 
following month once the issue is resolved. Assigning these borrowers to a default grade 
for one month according to prescriptive criteria would introduce significant noise and 
disruption into the risk management process. 


