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February 13,2007 Risk Management Department 

Office of the Comptroller of the Currency 
250 E Street, SW., Mail Stop 1-5 
Washington, DC 2021 9 
(Docket No. 06-09 / RlN 1557-AC91) 

Robert E. Feldman, Executive Secretary 
Attention: Comments 
Federal Deposit Insurance Corporation 
550 17" Street, NW 
Washington, DC 20429 
(RlN 3064-AC73) 

Jennifer J. Johnson, Secretary Regulation Comments 
Board of Governors of the Federal Reserve System Chief Counsel's Office, Office of Thrift Supervision 
2om Street and Constitution Avenue, NW 1700 G Street, NW 
Washington, DC 20551 Washington, DC 20552, Attention: No. 2006-33 
(Docket No. R-1261) (RIN 1550-AB56) 

Dear Sir or Madam: 

Subject: Submission of comments on the Risk-Based Capital Standards: Advanced Capital Adequacy Framework, Notice of 
Proposed Rulemaking (NPR) 

LaSalle Bank Corporation (LBC) is pleased to have the opportunity to comment on the Agencies' joint Notice of Proposed 
Rulemaking "Risk Based Capital Standards: Advanced Capital Adequacy Framework and Market Risk; Proposed Rules and 
Notices" (NPR). We have participated in a number of trade group comment letters and will therefore limit our comments here 
to a handful of questions/issues where LBC's status as a foreign owned, but U.S. licensed institution makes the differences 
between the NPR and the Basel Committee's November 2005 "International Convergence of Capital Measurement and 
Capital Standards: A Revised Framework" (International Accord) problematic. In general these differences will require LBC 
(as well as any other bank with a foreign parent andlor substantial foreign holdings) to spend an inordinate amount of time, 
money and resources building multiple (in our case U.S. and European) compliant risk management systems. 

LBC and its parent, ABN AMRO Bank N.V. strongly support the concept of a more robust, risk-based approach to minimum 
regulatory capital for banks. However, the NPR includes a number of significant changes to the lnternational Accord which 
represent substantive revisions of and divergences from an approach which was agreed to by the Basel Committee and is 
being implemented without significant deviations by all of the other members of the Basel Committee. These changes will: 

Undermine the comparability of regulatory capital requirements across different jurisdictions; 
Significantly increase the time, effort and cost of implementation; 
Risk interfering with sound business practices; 
Undermine the use test; and 
Reduce risk-sensitivity. 

While we appreciate the Agencies' apparent concern about the capital numbers likely to be produced by a full implementation 
of the lnternational Accord and the need for conservatism, we believe these concerns would be better dealt with through Pillar 
2' of the lnternational Accord. 

Question 5: Comment on the use of capital floors to ensuring that overall capital objectives are achieved. 

The series of capital floors in the NPR differ from the lnternational Accord in several significant ways: 

There are three transition periods in the NPR versus two in the lnternational Accord. 
The two lnternational Accord transition periods are each one year long, the three U.S. transition periods are each at 
least one year long and may vary from bank to bank. - 
The U.S. percentage floors during each transition period are higher than those in the lnternational Accord. 

' While we recognize that the NPR does not contemplate a formal adoption o f  Pillar 2 o f  the lnternational Accord, the 
concepts and authority granted to regulators under Pillar 2 are already part o f  U.S. banking regulations. 
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The g'ap that dsfs  Mwmn hw defifijtions - an ablgpr who is unulc81y to p q  ifs credit obligafons tqlhe banking gmup in 
full, but because af .h emance of suficient wllater_at no charge+# is taken (an Inhrrtaflod A w r d  default, but not an NPR 
dafauR) - wiH prod- lawr P k  (Prabahili€y of Behuu) and higher LGDs (LOSS Given C&fauff]'in the U .S. While it is undear 
which definitim will pr8duM the hlg her w lower capital requirement, It 1s d e ~ r  yl& U .EL Bwl ll h~njts 4 t h  W ~ F S ~  PBFWI?~ 
or subsidiaries will b.e forced to cabulab and ualid~te FD$, EPIDs (Exposure at Defwlt] and LGDs under bath defiriiii~ns 
which will again signibntly i n ~ r s ~ e  the time and -1 ot hphmt in ,g  Basel I I, und;erdne t h ~  comparability of mgiiat~w 
~apilal requimemi acm$$ different jufisel tdibns, raise a whaler host af 'use $st' issws and reduce risk transparehq. 

Quesfion 16: Comment on d&fInitlons of LGD and ELGO {Expactad L-s Given Oefaulfl. 

As defined by Ute NPR, ELGD ts gi9in economic loss g , b n  ddhuk, while LGD Is lms given default 5n a downturn condition. 
fhe InternatiangJ A m  also defines LGD in the cuntext of a downturn, stating hat: 'a bnk must take into account the 
potedal far the LGD d the facility to be higher than the default-w&ghtad avetgge durin% a period when uedi Eo- a= 
substantially higher than ave~ge*. The Internafi~nal Amfd further describm d W u m  LGD usage ari *banks may tfse 
avemges of IPS$ =u@ritiw -observed during petlads af high credit Igsses, forecasts bas@ on appropriately wservahe 
assumptions, or other sfmibr methods." 

T b  real d i f ikqm between b e  tw5 appmanbs is !he i"smai rqulmmn t under th? NPR Waf a bank deftns and B,ck ELFD 
and the use of a mapph function fa converk that ELGD to a LGD (LGd =r 0,Q8 + &92 ELEtGDl. The mapping function creat+s, 
an artificial f h  on LGOa which tt~anstata Into an a3dtti~nal capital wtricm I burden' for U.S, Basel ti banks. The all ar 
nMing nqu5Fement on using the mapping function Mwxivety means US, Bawl I[ W n k  will be subject to this burden for the 
foreseeable future fsuld potentlajly forever given the, relatively low default nature of bank& and munlpipalke whhh wuld 
wnceivaMy nwer haw enough defauf obsewa~ons to vatidate dwvnsid~ LGDs), 

While we appreciate the Agwcb' amrnsxWuf  the <@jity of ban& b truly m e w m  d m u m  LGOs giveh the lack af a 
meaningful broad based recession in the U.S. over the last decade, I h w e  concerns would Iw better dealt ~4th on e bank by 
bank and porffoI'ia by p 'oma Wsis than this one size fif3 all soivtI611. As mi the defmiiion d defautt, E G O  and the mapping 
fundan to LGD MU signfwntty hcmse the time and m,st of Implementing B9selI1, undemine the mpambjlrty d regulatory 
caphal requirements across different jurisdi~ths, raise a whote host of 'use tqti issjrea and reduce hsk transparency. The 
mappjrrg fun~fian ibdf will Incrsh& wphl Isvds aH U.8. Basel I! banks putling these bank at a amptiiive disadvantage 
vis-b-vis thra rest of the wl)rld, 

Question 25: Cmmeni oh the conakhn~y af the proposed tmtnwnt ofofllktEs, 

The elminetion afthe s* function in the d C d d ~ n  ~f RWA [Risk Weighted &sets) on-a SME (Small to Medium Er&e@~e) 
is yet another difference behhreern the NPW and the Irlbmtional Accord, ftre d i R m  Yrrill clewly immse capital Iewel~ (vi6- 
4-vis the Intemff0n;rl Awrd), bul wilt $180 undermine the Mmpambitity of regutatmy mphf rerq3rements a m s  tWwent 
jgrisf~~ons and r e d w  risk tnnsparerlcy. 

Question 29,42,43 44 44: Comment on the approach to guarantees on retail exposures. 

Guarantees on M1 expsutrag; may include Credit MauN Swaps [CDS), stand-by guPimntes fmm AgBnciB or prim#@ 
parties and insurance contracts,, The e f k l  of the guarantee and the CDS erre essentially to reduce khe LGD qf #b.apgsure. 
Thwe guamtets rmmtafly pMde a #mmiM?ehX to pay i i  a pr~-qrmd upon condition of default, EWIveAy, substantid 
risk is b n ~ f e m d  fmm he ~bligor 10, the' gusranwr. The ht6rndt19ml Asmrd r q n i z e s  wWtArbk mitigmts h gwranbs 
on individual oM@ona or .a pool c l  exposum& through either atnm adjustman? of PD ~r LGD esfimate such that the &]usfed 
risk weight must mt be Mas Matl that of a mnpmbh direct expapowre. 

The NPR; I) prowses to exdude h&ed guarantee that appIy only to an individual refall expwa from the reaurIhtion 
Meworlc, thereby e%etiLely Jlowing the remgniiion of recoveries from both the obligor and pawntor in the ~ k u l a k n  d 
UGB a'nd LGD; 2) !)I& ta segregate Mil guantae8 By eligible and non-etigihte, defining eiigible guarantees as 
eonmet (PMI). (I) Fer eligible guerrantem the NPR proposes to adjust the ELGD $nd LGD for the m m t  to P e f i a  
recoveries ftom fhe guarantor. (ii) Fw noweligible gumntew it p m @ w  fO d e e w n t  the guaranteed wrtlon of the porffode 
and apply w h ~ m l e  heamat, The NPR proposals a& dl slmihr in nature with the end result of LGD oubs2itutiwr. The 
pmpqsel muld quati@ mtail gu$rpmtm$ afid apply an LGU suhstfttftion for aH retail sxpdsur&s that are guarinted. 

Tha Intmatlpnal A m r d  ao@a nat impose a y  r e W ~ n  oxr aliglble guarantors but arhrisss Bmk's to have dear plm on 
guarantors, the Intmatlmal bard allows La sukstitutigrt onky to thw Banks' that are. allcrW to urn own estima& at 
LGD, and, t h ~  lnhmB#anal Accord allow$ PIY or LGD ~wb~ibffon for an indtvidual &l@tlon or a p o l .  
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The proposed divergent treatment of guarantees for retail exposures by the NPR may muse Banks to treat guarantees in 
dispame ways. These varied treatment of guarantees increase the complexity of the U.S. rules which will in turn signifimntly 
increase the time and cost of implementing Basel I[, undermine the comparability of regulatory capitat requirements across 
different jurisdictions, and reduce risk tmnsparency. 

NPR calculation of capital for defaulted assets differs from International Accord. 

In addiion b answering a number of the questions included in the NPR, we would also like to discuss the difference in 
calcdation in the NPR of capital for defaulted assets, campared to the International Accord. 

The NPR proposes that the dollar risk-based capital for defaulted retail segments equal 0.08 multiplied by the EAD of the 
segment. The International Accord prescribes that the capital requirement for defautted assets be equal to the greater of zero 
and the difference between the individual exposures LGD and the bank's k s t  estimate of expected loss. Best Estimate of 
Expected Loss should not be tess than the sum of provisions and charge-off. 

The proposed methodology under the NPR would disadvantage banks as they would hold capital for loans that are in default, 
which they have already provided for under the loan loss calculatim as directed under FAS114 of US GAAP. This would 
result In eapital depletion as current earnings to be transferred to retained earnings w~uld be lower as a result of provisions 
and capital would also be restrained by application of !he NPR rules. 

Thank you again for the opportunity to provide these comments. Should you wish to discuss this material further, please 
contact me directly, or Paul Widuch at (312) 904-6445. 

Executive Vice Pres 
Chief Risk Officer 

Page 4 of 4 


