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To: Basel 11 NPR Public File
From: Mark Van Der Weide and Allison Breault
Date: June 9, 2006
Re: Meeting of Banking Agency Staff and the American Bankers Association

On May 16, 2006, Federal Reserve staff met with representatives and
members of the American Bankers Association (“ABA™) to discuss the interagency
notice of proposed rulemaking (“NPR”) to implement a new risk-based capital
framework based on the Basel Il capital accord (*Accord”) issued by the Basel
Committee on Banking Supervision (“BCBS”). Representatives from the Office of the
Comptroller of the Currency, the Office of Thrift Supervision, and the Federal Deposit
Insurance Corporation (collectively, “Agencies”) were also present. Before the meeting,
the ABA submitted a list of questions on various aspects of the Basel II NPR. This list of
questions is attached. The meeting generally followed the outline of the questions
presented.

Members and representatives of the ABA discussed with Board staff the
scope of application of the NPR and the implementation timeline for the advanced
approaches. The ABA also discussed with staff of the Agencies how the Agencies would
determine whether a 10 percent decline in “aggregate minimum required risk-based
capital” has occurred as a result of Basel II. They cited a preamble statement that “the
agencies will view a 10 percent or greater decline in aggregate minimum required risk-
based capital ... compared to minimum required risk-based capital as determined under
the existing rules, as a material reduction warranting modifications to the supervisory risk
functions.”

In response to ABA questions on the stress testing requirement in the
Basel II NPR, Board staff indicated that forthcoming proposed supervisory guidance
would further clarify the scope of Basel 11 stress testing. The ABA and Board staff also
discussed the Basel II NPR validation requirements and the treatment of excess capital
held in a BHC’s insurance underwriting substdiary under the Basel II NPR.

Several of the ABA questions focused on the NPR’s definition of default.
The ABA expressed concern that the definition of default in the NPR diverged from the
definition of default in the BCBS revised framework published in July 2004 (“Mid-year
Text”). The ABA explained that the different definitions of default in the NPR and Mid-
year Text would require banks with international operations to maintain dual systems.
The ABA also expressed concerns about the availability of historical data to estimate risk
parameters given the new definition of default and stated that most banks now collect
data using the 90-days past due standard in the Mid-year Text. The ABA also discussed
with Board staff the NPR’s treatment of the sale of a wholesale exposure at a 5 percent
credit-related loss as a default event.



In addition, ABA members expressed concern regarding the treatment of
retail lease residuals in the proposal.

The ABA members also discussed several issues relating to the treatment
of downturn LGD and the treatment of securitizations under the NPR.

In response to questions on the Pillar II requirement, Board staff stated
that forthcoming proposed supervisory guidance would better outline the Piliar T

requirement.

Board staff urged the ABA and its members to submit detailed written
comments on the proposal.

The list of attendees included:

Agency Attendees

Steven Roberts FRB
David Jones FRB
David Wright FRB
Robin Lumsdaine FRB
Roger Cole FRB
Norah Barger FRB
Barbara Bouchard FRB
Mark Van Der Weide FRB
Anna Lee Hewko FREB
Greg Feldberg FRB
Allison Breauit FRB
Sabeth Siddique FRB
Stacy Coleman FRB
Connie Horsley FRB
Erik Heitfield FRB
Bradford Case FRB
William Bassett FRB
Coryanne Stefansson FRBNY
Lance Auer FRBNY
Eric Rosengren FRB-BOS
Mark Levonian ocC
Roger Tufts OCC
Amrit Sekhon OcCcC
Ron Shimabukuro OCC
Kevin Bailey OoCC

Tommy Snow ocC



Fred Phillips-Patrick
Michael Solomon
Eric Hirschhorn
David W. Riley
Karen Osterloh

Alfred Seivoid
Jason Cave
Pete Hirsch
Michael Phillips

Industry Attendees

Jane Yao

Marina Murray
Mark Tenhunfeld
Robert Strand
James Chessen

Annpam Sahay
Fenton Aylmer
David Kerns
Benjamin Rosenthal
Jim Cypert

John Roesgen

Jodi Richard
Michelle Rosenthal Hubertus
Joseph Lyons

Alex Scott

Rick Meng

Jennifer Davis
Philip Chamberlain
Don Leombruno
Phil Mitterling
Melodee Boos
Kimberly Milosh
Judith Chavis

Jitendra Rathod

Lin i

OTsS
OTS
OTS
OTS
0TS

FDIC
FDIC
FDIC
FDIC

Institution

American Bankers Association
American Bankers Association
American Bankers Association
American Bankers Association
American Bankers Association

KeyCorp
Citigroup

Fifth Third Bank
LaSalle Bank
Wachovia

HSBC

HSBC

JP Morgan Chase
JP Morgan Chase
ING Direct

ING Direct

Bank of NY

Bank of NY
National City Corp
Washington Mutual
Irwin Financial
State Street
Comerica, Inc

FreddieMac
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