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destined to become over-inclusive with time. Today, two distinct groups — the largest and most
complex banking organizations, as well as traditional and limited purpose banking organizations
~are either captured, or soon-will be. However, these groups are dramatically different,
especially in terms of business model and risk profile. Forexample:

e Relative to larger and more complex organizations (such as the 11.S. G-SIBs),
traditional and {imited purpose banking organizations have relatively simple
organizational structures, primarily focusing on fraditional retail and cemmercial
banking produicis and services, and have only limited trading and capital markets
operations. Broker-dealers and other nonbank operations outside of service-providing
affiliates comprise only a small portion of their overail operations.

= Traditional and limited purpose banking organizations® exposure to capital markets
and derivatives activities pale in comparison to that of U.S. G-SIBs.

As a result of the threshold not taking into-account these differences, regulatory requirements
that use these thresholds — and in particular the $10 billion foreign exposure threshold — are not
appropriately calibrated to the risk profile of individual institutions. Consequently, unnecessary
regulatory obligations and supervisory expectations intended for the largest and most complex
institutions are being imposed on traditional and limited purpose banking organizations.

I.  Revisiting the 250/10 Thresholds is Consistent with Recent Legislative and
Regulatory Developments

Notably, reconsidering the continued relevance of the $10 billion foreign -exposure
threshold would be consistent with several recent legislative and regulatory developments. As
Vice Chairman for Supervision Quarles noted in January, “now is an eminently natural and
expected time to step back and assess [the body of post-crisis regulation] . . . to ensure that they
are working as intended and . . . it is inevitable that we will be able to improve them, especially
with the benefit of experience and hindsight.”’!

S.2155

Enacted on May 24, 2018, 8.2153, among other things, amends Section 165 of the Dodd-
Frank Wall Street Reform and Conswmer Protection Act {0 raise the systemically important
financial institution designation threshold for application of “enhanced prudential standards™
(“EPS”) from $50 billion in total consolidated assets to $250 billion. ‘Upon enactment of these
changes, BHCs with less than $100 billion in total consolidated assets were immediately
excluded from application of the EPS, and BHCs with total consolidated assets between $100
billicn and $250 billion will be excluded from EPS effective November 24, 2019, absent express
action by the Federal Reserve.

Enactment of 8. 2155 is an important milestone towards achieving a broader right-sizing
of post-crisis regulation. It would be similarly timely, appropriate, and consistent with the

1 Seg VC Quarles January 2018 ABA Speech.
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was incorporated into the 2016 Consolidated Appropriations Act enacted in December 2015,
which provides:

Basel Standards,—The Committee is concerned that the U.S. prudential regulators have
inappropriately applied several standards developed by the Basel Committee on
Bank[ing] Supervision (Basel), which are explicitly designed for only the most
internationally active, globally systemic, and highly complex banking organizations to
less complex organizations, like regional banking organizations, which have only limited
foreign exposure and do not pose a threat to the U.S. or global financial system. The
Commitiee encourages Treasury and other prudential regulators to reexamine the impact
of certain liquidity and:capital standards as they apply to U.S. regional banks and other
less complex organizations. '

Fundamentally, static balance-sheet-based thresholds are a poor proxy for risk or
complexity and are ripe for reconsideration. We believe the 250/10 Thresholds are outdated and
generally should be replaced with a more dynamie and risk-sensitive measure. In the meantime,
eliminating the $10 billion foreign exposure threshold would be an interim, but important, step to
help ensure that the scope of the Full LCR rules is properly catibrated to capture only the largest
and most complex global banking organizations.

II.  Conclusion

We respectfully submit that, for the reasons described above, the Agencies should use the
opportunity of the Proposed Rule fo forego their continued use of the static, outdated $10 biliion
foreign exposure threshold to determine application of the Full LCR ruies. We believe this
change would be an important first step towards producing a segmentation of the U.S, financial
services industry that more appropriately captures the risk associated with covered organizations,
asset ¢lasses, and liabilities, and thus would result in a supervisory focus that is better aligried to
the objectives of the Agencies.

¥ H.R.Rep. No. 114-194 (2015}, at 10.
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Thank you for considering our comment letter. We appreciate the opportunity-to share
our views with the Federal Reserve and would be happy 1o discuss any of them further at your
convenience. If we may be of further assistance, please contact me at 212-640-2396 or
david.l.yowan({@aexp.com.

Sincerely,

David L. Yows
Executive Vice President &
Corporate Treasurer

cc: Jeff Campbell
Denise Pickett
Anderson Lee
Brett Loper
Juliana O"Reilly
Jonathan Polk.
American Express Company





