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CBAI acknowledges that section 204.10 of Regulation D specifies the types of balances on which
interest may be paid, the interest rates applicable to those balances, and the method for calculating
interest. Reserve Banks may pay interest on balances that are maintained to satisfy an institution’s
reserve balance requirement, and also may pay interest on balances that are in excess of the
required reserves. The current rate of interest is 2.40%.

In the Proposal, the Board highlights recent developments in chartering activity that include firms
that have sought to establish state charters (“Pass-Through Investment Entities” or “PTIEs”) with
a narrowly focused business model that involves taking deposits from institutional investors and
investing the proceeds in Reserve Banks’ balances - earning a small interest rate spread. These
institutions would not be subject to the same capital and other prudential requirements as other
federally regulated banks.

CBALI is a strong proponent of the community banking business model. The importance and
success of community banks and their business model is unquestioned, and is characterized by
gathering deposits and lending within local communities — not by highly specialized or
unsafe/unsound financial behavior, abusing the financial system or risking potential taxpayer-
funded bailouts.

We support fair competition for financial services. Unfortunately, community banks are being
forced to compete on an unlevel playing field that favors tax-exempt credit unions and Farm Credit
System lenders (which are supported by their “cheerleader” regulators), and many others.

CBALI also supports reasonable innovation within financial services. Community banks must
evolve along with all financial service providers to remain relevant to consumer, but these other
financial service providers (i.e., PTIEs, Industrial Loan Companies (“ILCs”) fintechs and the
OCC’s Special Purpose National Bank (“SPNB”) charters) must be subject to the same regulations
and supervision as community banks.

In addition, CBAI supports financial stability which is characterized by a large and strong
community banking sector, and oppose the concentration of financial assets in a small number of
too-big-to-fail banks and financial firms.

Applying our beliefs to the ANPR, CBAI recommends the Board promulgate an amendment to
Regulation D that supports the use and interest payment levels on required and excess reserve
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