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Re: Ris k-Based Capital Standards: Market Risk 

Dear Ladies and Gentlemen: 

Bank of America Corporation (Bank of America) appreciates the opportunity to comment on the Joint Notice 
of Proposed Rulemaking entitled "Risk-Based Capital Standards: Market Risk" (the NPR). Bank of America, 
with $1,460 billion in total assets, is the sole shareholder of Bank of America, N.A., with full-service 
consumer and commercial operations in 30 states and the District of Columbia. Bank of America provides 
banking, investing, corporate and investment banking services and financial products to individuals and 
businesses across the United States of America and around the world. 

Since the Market Risk Amendment (MRA) to the 1988 Capital Accord was implemented 10 years ago, capital 
markets tansactions have become increasingly complex, more credit sensitive and, in some cases, illiquid 
Over the same period, the ability to transfer and mitigate various types of risk has greatly expanded. This is 
especially evident in the space of credit products, where both the liquidity and effectiveness of instruments 
for transferring credit risk are much greater than they were a decade ago. The Agencies have issued the 
NPR in order that the risk-based capital standards would better reflect these developments. 

Bank of America broadly supports such efforts by the Agencies to align the regulatory capital framework with 
the realities of the market. We particularly support the proposal to institute a measure of incremental default 
riska(lDR) that would better capture the illiquidity of certain credit exposures. If properly designed and 

i 

calibrated, such a measure could be an important step toward bridging capital calculations for credit 
exposures between the trading and banking books. We do, however, have significant concerns about a 
number of proposals in the NPR, as well as some aspects of its general direction: 
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The NPR represents a major step away from a principles-based approach and toward a rules-based 
approach. 

It proposes bifurcating the trading book into positions that will be covered by market risk vs. banking 
book rules. The additional requirements for documentation and disclosure supporting the bifurcation 
will impose a major operational burden without commensurate improvement in either risk control,or 
information value to investors.' 

The NPR proposes that all these changes be implemented by January 1, 2008, i.e., two years earlier 
than the implementation requirements for Basel II, and only a short time after these rules will be 
finalized. 

Bank of America is a member of the International Swaps and Derivatives Association (ISDA) and the Institute 
of International Finance (IIF), and has participated in the preparation of their joint comment letter. With same 
minor differences, we endorse the ISOAlllF comment letter. Therefore, we have limited the repetition of 
many of the more technical comments common to ~ a n k  of America, ISDA and the IIF. In this letter, we 
highlight those aspects of the NPR which are of particular concern to Bank of America. In the attached 
Appendix, we provide comments on the specific questions raised by the Agencies throughout the text of the 
NPR. 

Principle Versus Rule Based Requirements 

The existing regulatory environment under the MRA provides high-level requirements for capturing and 
measuring market risk, and otherwise gives banks broad latitude to develop the specific approaches that 
best reflect their business mix and risk management practices. The NPR, by contrast, is much more 
prescriptive on two dimensions: 

I It focuses on the characteristics and categorization of individual trading positions, rather than the 
principle of measuring the material risks of a trading business. 

To support the bifurcation of covered and non-covered positions, the NPR causes .a substantial 
increase in the amount of documentation required for each trading portfolio. 

We understand thai the motivation for most of these changes arises from the sharp growth in trading of credit 
instruments over the past decade. The Agencies are particularly concerned that a bank may try to shift 
positions from the banking book to the trading book in order to reduce its regulatory capital charge. 
However, the approach taken in the NPR is an overly blunt, as well as inefficient, instrument for addressing 
this concern. Moreover, as we will explain further in the next section, we believe that the prescriptive nature 
of the approach will impose substantially increased operational costs on banks, while providing information to 
investors that will be, at best, of little value, and at worst, confusing. . 

The Agencies' concerns could be addressed more effectively within a principles-based approach. Subject to 
overall capital calibration standards, a bank should be given broad latitude to adopt the methodologies that 
are most appropriate to its business and risk management approach, We believe that the most effective way 
to ensure capital adequacy is tb focus on capturing the material risks in a bank's trading business, rather 
than a detailed categorizations of its positions. 


















