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Executive Secretary
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Dear Sir or Madam:
The Independent Community Bankers of America' (ICBA) welcomes the opportunity to

comment on the proposed rule, Risk-Based Capital Guidelines: Market Risk; Alternatives
to Credit Ratings for Debt and Securitization Positions.

The Indepenidgant Commmuniyy Banlkess of Amedtea represssanés nearly 5,000 cormmumityy baviks of all sizes and
chartiwr types througffmolt the United! States and is dedlicaiteld exclusiindyy to repressanifigg the interestts of the
cormmuniiyy bamiéint indusityy and the communiiigss and custonssss we serve. JCBA aggregpdtes the powesr of its
memitssss to proviitfe a voice for cormmuniiyy baniking interestts in Washingjton, resoweess to enhamse copmmmunity
banik educaition and manestatility, and profiadblityy opfioms to helip cormmuniiy barnis compeite in am egeeretianging
maneititace.

With neatly 5,000 memitesss, repressamitigg more than 20,0000 locaiioms natmnwvidde and empitjieg over 330000
Ameiteass, ICBA memitess hold $1 triffiom in assetts, $800 biliom in depastts, and $700 bilian in loams to
consumesss, small busimessess and the agricuHtwsb! communiy. For move infornzaition, visit (CBRS website at
wwiiizeoogg.
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The proposed rule implements Section 939A of the Dodd-Frank Wall Street Reform and
Consumer Protection Act that directs the Federal agencies to review any regulation that
requires the use of an assessment of creditworthiness of a security or money market
instrument and any reference to, or requirements in such regulations regarding credit
ratings. The Act requires the agencies to remove any references to, or requirements of
reliance on credit ratings and substitute such standard of credit worthiness as each agency
determines is appropriate. Also, the statute provides that the agencies establish, to the
extent feasible, uniform standards of creditworthiness, taking into account the entities the
agencies regulate and the purposes for which those entities would rely on such standards.
The agencies are proposing to incorporate into the proposed market risk capital rules
certain alternative methodologies for calculating specific risk capital requirements for
debt and securitization positions that do not rely on credit ratings. While the market risk
capital rules, and therefore this proposed rule, do not apply to community banks, we do
have some comments about the remeval ef eredit ratings references as called for by the
Dodd-Frank Act as the agencies work to develop appropriate alternative eredit werthiness
standards to eomply with Section 939A. Degisions ageneies malke as they develop a final
fule en alternatives to eredit ratings for the purpeses ef market risk eapital rules
yltimately eould have an impaet on rules that do apply te eommunity banks:.

Need for Consistent Standards

We agree with the agencies that it is important to align the methodologies for calculating
specific risk-weighting factors for debt positions and securitization positions in the
market risk capital rules with methodologies for assigning risk weights under the
agencies’ other capital rules to reduce the potential for regulatory arbitrage between rules.
In our view, this alighment will aid compliance and transparency. Credit worthiness
standards should generally be consistent across rules and regulatory agencies to the extent
practical. The Federal Reserve, Federal Deposit Insurance Corporation, Securities and
Exchange Commission and Office of the Comptroller of the Currency (OCC) are working
on various rules addressing creditworthiness standards. Creditworthiness standards may
be used for risk-based capital standards, permissible investments and other regulatory
requirements. Ensuring consistency, to the extent practical, of definitions and
requirements would foster transparency, limit confusion for investors and aid compliance
with credit risk management requirements.

Having a strong and robust risk management framework that is appropriate for the level
of risk in an institution’s investment portfolio is very important for managing portfolio
credit risk. We recognize the challenges and constraints that the agencies face in
implementing the requirements of Section 939A. Previously, investing institutions could
use credit ratings as a ready, understandable tool to help them make investment decisions.
However, now a greater focus will be placed on their own internal credit analysis.
Though we would not expect to see community banks hold some of the debt securities
envisioned by the proposed rule that are held by large banks with trading portfolios--such
as very complex debt instruments or debt instruments issued by foreigh sovereign
entities—aspects of the analytics discussed in the proposed rule would certainly be beyond
the capabilities of community banks. The analytics would serve either as a strong
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disincentive to purchase and hold such securities, or would force community banks to
place a heavy reliance on third party analysis.

Municipal Bonds

One type of security that community banks do often invest in that can be challenging to
analyze is municipal bonds. Many community banks invest in debt securities of their
local municipalities, or Public Sector Entities as defined in the proposed rule, investment
securities that often have not been rated in the past. These securities have provided good
investment opportunities for community banks, enabling them to support their local
municipalities, and the communities they serve, in the process. Any new rules or
guidance should not negatively impact the ability of community banks to continue to buy
and hold these securities because of changes in concentration limits that may result in the
implementation of the new rules and guidance or because there may not be as many
sources of information about the issuer and its creditworthiness as may be available for
larger issuers.

Use of Third Party Analysis

Community banks should be permitted to consider external data and credit analyses
provided by third parties to help make credit worthiness determinations as it will help
them manage the analytic burden, and, as stated above, complex analytic requirements
may necessitate it. As the improvements to the regulation of credit ratings agencies are
implemented, as called for in the Dodd-Frank Act, credit ratings should improve greatly
in quality and hopefully can once again be relied on as a useful analytic tool.

Investment Grade

The proposed rule refers to the OCC's proposed revisions to 12 CER part 1 addressing
the use of credit ratings as a factor for determining the credit quality, marketability, and
appropriate concentration levels of investment securities purchased and held by national
banks, including how to determine if an investment is “investment grade.” The agencies
are considering such an approach for this rule. As ICBA told the OCC in a comment
letter dated January 12, 2012, we are concerned that bankers will find the proposed rule
and guidance confusing as to the type and depth of analysis needed to determine if an
investment is “investment grade.” While the proposed guidance provides alist of factors
for consideration, banks may find it difficult to determine how far examiners will expect
them to go in conducting due diligence for each investment security. ICBA is
particularly concerned about the ability of community banks to meet expanded analysis
requirements and the greater burden it places on them, due to their limited resources, &
compared to larger institutions. Recognition of the need to balance an adeguate process
with the size and complexity of the Institution and 1ts Investments should be
eemmunicated 1n the guldanee and to examiners.

Institutions should be permitted to retain current long-term investments where there is no
manifestation of credit deterioration, even though the changes to the analytic process may
result in a different creditworthiness determination. Implementing a new method of
determining creditworthiness, including concentration implications, may present
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problems for smaller institutions that hold local municipal securities with an illiquid
market. Requiring them to sell instruments, which they would otherwise typically hold
until they mature, could have significant negative accounting implications.

We appreciate the opportunity to comment. Please contact me by email at
ann.grochala@icba.org or by phone at 202-659-8111 ifiyou would like to discuss our
comments further.

Sincerely,

Is/
Ann M. Grochala
Vice President, Lending and Housing Policy
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