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Attention: Comments/Legal OES
Fedeal Deposit Insuraricé Corporation
550 17" Street NW

ington, DC 20429

Chicf Connse’s Office

Attention: Commient Processing

The Office of the Comptro}ler of the Cutrency
400 7* Street SW, Suite 3E-218

Washington, DC 20219

Reference: Regulatory capital rule: Amendments applicable fo large banking organizations
and fo banking organizations with significant trading sctivity (Federa) Reserve Docket No.
R-1813, RIN 7100-AG64; FDIC RIN 3064-AF29; Docket 1D 0(3&2023-0008) ’

D«:@r_l’ﬁﬁslics and Gentlemen,

United Setvices Automobile Association, on behalf of itself and its subsidiaries (collectively,

ISAA™), welcomes the: opportunity 1o comment on the notice issued by the Office of the
Comptmller of the Clu‘rency (the =0 C(i‘”} Board of Governors of the Federal Reserve Systcm
(the “Federal Reserve”), and the Federal Deposit Insurance .js'-oxpomnon {the “FDIC™)
(collec:txve}y, the “Agencies”) entitled Regudatory Capital Rule: Large Ba:zking Organizations and
Banking Organizations With-Significant Trading Activity, published.in the Federal Reglstm on

September 18, 2023 (the “Capital Proposal™).!

USAA is a Texas reciprocal inter-insurance exchange and inembership-based agsociation
established in 1922. We are driven by our'mission to facilitate the financial security. of out more
than 13-million members of the U.S, military, veterans who have honorably served, and Aheir-
families by providing a full range of competitive financial products and services, including
insurance and retail banking.

' 8§ T, Reg. 64028 (Sept, 18;2023).
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Among USAA’s s;Lbsldlanes is USAA Federal Savings Bank (“KSB”), a federal savings
association chartered in 1983 that is wholly owned by USAA Capital Corporation, which in turs
is wholly owned by TUSAA. FSB has appmxnnattzly $109 billionin total consolidated assets and a

94% insured deposit-base? FSB offers retail banking products and services — deposit products,
credit cards, and secured and unsecured loans — to our retail consumeranember-base: Capitalized
significantly above regulatory expectations, FSB has a leverage ratio of 8.8%, 17% tier-1 capﬁai
and 18,7% total risk-based capital *

Part 1 of ihns-:-]atter includes- omr general comments on dhe Capital ?mpasal Patt I provides
feedback and recommenidations with respect to tailoring of the requnmn enits for Supervised
Insurance Organizations (“SIOs™) o address the Capital Proposal’s interaction withthe Federal
Reserve’s final insurance capital rules, termed the “Building Block Approach” (“BBA”). Part Il
tecommends a clarification i m the régulatory amendmentsio ahgu with thé Tanguage in the Capital

Prop QSﬂl S mtmductmy text?

Ws ;generally ssuppmt the. Agenmes ijﬁﬁﬁws to mtabhshmsk-baaed cgpztal tequirements that.
l‘ﬁﬂ,@‘}t ihe nsks tlf a ba;ﬂgmg g EXPOSUres ; ¢e cor Jator

e mrements ‘based on thc size, COmp]GXltYA and overall nsk;:;vsenlcﬂ by each bankmg
rga ion. This 1isk-based approach supports the Agcn;:nes safqgr a;:d soundness goals by
supporting the resilience of Jarge, complex bankin afions

finiancial system, limiting the segulatory - burden on 1ower-_
divers ____y of sizes, structures, and activities among banking orga mzahgns,

We recommend ihat the A.gcnmes {a) adopt a risk-based appmach that calibrates cap:tal-
reqq;rcments*based ona vaueg' of! nsk factoxs rathe \than asset size alone; (b) avoid phintended

relin od credit conversion factor for off-
balgaice aheet exposmes pmdmg furt;he,r ana’lysis, (0) support diversity among financial
organizations with tailored requirements that do not:disproportionately affect savmgs associations;

2? of September 30, 2023 Call Rzpor;
S

4See Gapital Prnposal 64031, FN 12 (“The Board anticipates that'any final rule based on the proposal in this

Supplen ml&;;ﬁ»igfonnatzm would iiiclude appropriaté adjus&mcnts as necessary to fake into agcount any final

insure pital rile”); see also Questions 1, 175,

enerally with thie, cmnmgnts'mwdeﬁ by ihgafsmm:an Bankeis Association and Bank Policy Institute
arﬁlmiumd al requireinents, in particular Tor Cate ;}vm a,ud,lv hankm_g

usk and the pﬁtentral negative nn,pnct'nu mdxi avaxigfmh,w @d pricing:
lepoﬁa} at 64030 _

pxial standards mth h:gh nsk. appi ately Tinits
rities pose Jess risk to the fin This
s greater choice and access 1o baiiKing services”),
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and (d) provide transition periods that enable firms to comply with newly.applicable requirements
without ?imposingwu ndue burdens, in particulamn Ca’tegmy IV firms,

The Eapxtal Pmposal ﬁcparis from the A,gcucms existing risk=based approach by seeking to
upiformly apply capital wqmmnehts-m all bapkin

ing organizations at or above a $100 billion asset
thrcshtﬁd without consideration of their actmues, structures; and risk characteristics. The use of
assct 312‘3 alone i0 detcﬂmne an orgamzaimn s nsk 'oﬁlc - and accordmgly_, the stnngemy of

Thc dﬁmcsuc and i‘orelgn bankmg argamzattons <dn Catcgmy !V havc dwcrse nsk ;amﬁlcs ancl

operations ranging from commeicial banking, intemafional trading, and brokerage activities to

tradmonai consumer banking focqu.'d o nuiztmy families, Even within Cnmozy 1V, banks 1hat
. - : . b i . m.'f_ gnlﬁ, oo

Compmhanswg Iucomt: (“AQCI”) spt-out op:xon and 'the market IBtSk tegmmgnts
i, AQCI opt-out

The Capital Pmpoaa"l would acl,xmmate the AOCI opt-but option and réquire Category 111 and IV
institutions to recognize unrealized gainsand losses for seourities classificd as available for sale
(“AFS™). Eliminating the AOCI opt-out for all institutions above the $100 billion threshold does
not.account for the diverse risk profiles of the organizations that would be:subject to the proposed
rules. We recommend the final a:apltal rile adopt a tiered approachithat would require a bankmg
nrgammtmn 10 maglm AOCI in its:regulatory scapllalfbascﬁ on factors that reflect its actual
nslis, including an organization’s activities and nninsured-deposit Jevels ~ not justbased on asset
size, A tiered, risk-based approach is consistent with the Agencies® general approach 1o balancing.
regutatory burdens with regulatory re.qmrements like those found in existing liquidity coverage:
ratio and net stable fanding ratio riles’

The Agencies state that recogmzmg AQCI in regulatory capital' will provide a more accurate:
reflection of a banking organization’s actual iuss-ﬁbsmbmg capacity at 2 specific point in time,
including its ability to mainfain minimum capital rama even if liquidity demands lead an
organization 1o sell AFS securities and realize losses” Many: Brganlzatxens} however, do not
preg ot ﬁns %ypc of substanhal hqmdxfy nsk2 parhcularly those mshtuhons wﬂh low ievels of
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those losses. Even if those organizations decided to sell'AFS securities and realize the losses,
resylting liquidity risk would still not arise.

In the absence of significant prudential benefit, the risk of including AOCI in mgula‘tgry capital
across all Category 1V institutions looms ial;ge The AOCI th-ﬂut is designed in: pait so ‘!hat
sm&ﬂel, or less complcx institations do not need to manage books— including vol atility’ in
1‘8311131913' capltal ratios- in 1esponse to market fluctuations, Volatility causes s:omplncanqns and
mczcnswtencms in cgpital planning, asset-liability management, and dnterest rate risk
managemeni.

A raqmmment 10 include AOCI in regulatory: capital calculations should account for :material
differences in banking activities, €.g., banking organizations whose activities are primarily
consumer veisus mmmercm]_ or baseﬁ on levels of umnsured éepf:mts An m'gamzatmn 3 'fundmg

ilquidgw strcss tha‘t cﬁu‘ld causé a,n oxgamzaﬂan to sell AFS secuntl% ata iass and place repulator

capital ratios 4t risk, because uninsured -deposits are-more suscéptible:to liguidity runs. 11 The

Agmcxes,have discussed the impact of these material differences with respect to funding stability

idity-risk, nahng thatmxiaux typﬂs pf fundmg,wch as retail deposns are more: stable “dura
e _ 3 i

45 another e;;abhshed ¥ _},,;onsh;p wjth the depasxtoly mstltuuon 2 Aﬂdlﬁﬂna;}y, onc 1¢s i fior
the hankmg events in March2023 is that some deposits, including from venture capital fisms or
high net-worth individuals may be Tikely to have & faster run rate.” Conspmer banks generally do
not present the same level of risk as deposits at predominantly commercial banks: traditional
consumer deposits are more stable and have a longer duration npamd to the large ¢ aposns of

hlgh*nel-wuﬁh individnals and: commercial depgs;;sf“ both of w '_;;_ch are lzkely to move in &
stressed scenario, !

To align the mclusmn of AOCI in rcgul atory capital, we fccommcnd that the Agencies adopt a
ﬁened ﬁppmch iiased on unmsumd siepo,sxts, thh an: uwreﬁsc m th&i‘aqulred Amount Qf AOCI

_ ""f,____.-'Capnta}iRuieg Rggulam:;v Capi!al Iplementa
n npt C Action, Standardized Approach for Ri =%\v;@1teﬁz§ssel&, Matket Dascxplm;: and

Blﬁc]asurei{egunmn &,Advanaed Approngli .'Risk-Bﬂsequp Rul¢, and Market Risk Capital Rliie, 78 Fed,
Reg, 62018, 62027 (Jan, 1, 2014) (12013 Ca) }Rule‘Di“ﬂleagenﬁiEsmng_ mihﬁt nany banking

nrgmlzal;oals, the yolﬂhhgy in mgulatary ;z_f tal xlmt cpuld mu}l

rve Financial Stability Report —May 2023: Funan% Risks, wag'sz availabie at
31u,ps ﬁ‘www Teder feserve gov}puhlwa(wns?f ]esfﬁ;mncnal-stam ity- repnn-20230508 pat
bt S@.NSFR al 9142,

e;:l;ve quuuﬁrg' Risk Management, Dec, 1, 2023; available at-
Otahim (“The.Jgssons: ﬁmn March [2023] also

cate tha pOsits, n capi al firis, high net-woith individuals, crypto
fmna, andothers, may’ be moie pron gL han pieviously assumed”),
*#¥Sec NSFR at 9143 (“fundi i it ﬁnanm;ﬂ sector entilies exhiibited less stability than funding provided by non-
financial wholesale coun which in turn exhibited fess st

. ability than insured retail de Eos:ts o N
Y See LCR Iigg,ﬁ rule at 6 _9? {notmg wholesale Gountgj:ga ies are generally more sophisticated thas refail
countm'pames and presént greaier J:qugﬂggg risk during a sticss period).
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based on their activities and uninsured deposit levels.'® For example, banking organizations could
include 10% of AOCHor 15% or less uninsured deposits, 25% for 15% to 25% uninsured deposits,
50% for 26% to 50% uninsured deposits, and 100% for 51% to 100% uninsuréd deposits, This
approach would enable both (i) banking: organizations 1o align their business and capital strategies
and their risk appetites to make decisions based on thelevel of risk and resulting regulatory burden
and (ii) the Agencies to achieve their goa‘,l of regulatoty capital ratios that balance prudential
benefits-and regulatory burden while encouraging prudent risk-taking behavior."”

il. Market Risk

Under the Capital Proposal, all large banking os;gamzauons would-be subject io the market risk
capital reqm ents regardless of their level of trading activity. Category 1V organizations that
engage in minimal orno trading activity:do not present nsks that justify the burdens associated:
with the maiket fisk J;»apxtal mqmr‘@ems To support alignment of régulatory burdéns with the

nsk prgsentcd by an organization’s trading acnmy, we fccammend ‘that the final capital mle
' izations: ' '

¢livits m;:m ihes‘f; requuemems Th.lg ns;kfbgse appmaqh wculd suppg;rt *th@ Agenpig@

objective of ensuring thatsegulatory capital requireients adequately address risks presentéd by.

banking oiganizations engaged in s:gmﬁcagg trading activity wh;ie nppmprmte]y balancing
regulatory burdens for those banking organizations that do not engagein such activities.

The Agencies note inthe Capital Proposal that “implementing theg:roposad matket-1isk capital
mguxrcmmtg would require significant opérational preparation.”’? Operationally, the sule would
require institutions to develop and maintain policies and proaefimes for appiopriate management
of market nsk re,galdiess Df wheﬂler any such rzsk exlsts The Agencws esnmat& ihat ﬁm-

hurden>310urs fori msumtmns 2 Ozgamzamns Wlﬂl mlnnnal or no. traﬁmg actwny will carry thase-'
burdens without ach;ev:ng or medmg a Material xeduction in yisk. '

We propose that‘the final capital rule include a materiality threshold of §5 billion or greater in
aggregate frading activity for the rule’to apply to Category 1V institutions.?! This threshold reflects
the Agencies® definition of “sngmﬁcaut trading zetivity™ in the Capital Proposal and accounts for
potential risks presented by ttading activity at an amount that the Agencies consider significant,

and fish faciom mlatmg 1o fundm,g mb:hty aid: ﬂohﬂgthat E:ale&qu Warganizatmns that mbfheavﬂy on short-

term wholesale funding.are “relatively more wulnérable to the I‘mzdmg stability risks addrossed by the reduged NSFR
tequirement relative fo similarly sized banking ofganizations that rely imore heavily on stable: iimdingsuch Bs retail
deposits™).

17 See, ; eg, !L)mg,})on@, and Sickles, Robin'C., Capital Regulution, Efficiency, and Risk Taking: A-Spatial Panel
Anglysis gf U.S. Bariks (2018) PANEL DATA BCONOMETRICS: EMPIRICAL APPLICATIONS (*We find a stricter capital
requirement causes banks to reduck investments in risk-weighled assets, but al the same timg, increase holdings of
non Perfmmmg loaps, s geesting the. uninfended éffects of higher. capiia‘! reqmmngnts on credit Fisks™).

|8R

e .:_), 2,716 (Feds ﬁeiscrvc),, and 2«;86 (FDLC})
 Response 16 Question 80,
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Adopling a materialily threshold such as this would appropriately balance the prudential benefits
with the potential costs.”?

b, Poiential Disproporiionale fmpact on Members of the Military

Under the Capital Proposal, off-balance sheet items such as unused credit card lines would receive
a credit conversion factor applied 1o the notional amount 1€ ectmg the expected proportion of the
item.that could become an on-balance sheet credit exp # The: proposed credit conversion
factor could incentivize banking organizations o reduce of ¢lose unuse

bking organizations 1o reduce ot - close unused and dotmant creditdings
to reduce the. impact of off- balance sheel exposures on their Cﬂ.plt&l calculations, which could result’

ingn overall contraction of available credit for retail customers. Weurge the Agencies fo eliminate
this provision until thiey bave thoroughly. studied and identified ways to avoid potential
disproportionate. impacts this: may have on populations, mcludmg membets of the military, that:
display credit usage pattetns with surge periodsand periods of inactivity or demawﬁ usa_ge

Mennbers of the military are routinely:subject to deployments, sea duty, and pern
station, and they are more likely to exhibit more volatile credit card usage or to reaclivate and use
a credit ;:ard that has been.dormant for at least a year,?! Based on USAA’s veview of itsover 9
million bank-members, dctive duty and reserve military members are 30% more likely than non-
military-amembers over a iwo-year perxgd 1o have instances of high card usage when starling with
low usage.”® Active duty and reserve military nxﬁg;bers_alt also 30% more likely than the-general
publie, within a two-year period, 1o make a purchase using a credit card {hat has not had any
activity in- the last 12+ months, Due to their usage patterns, military anembers. may be
disproportionately impacted ifbanking organizations take actions such as crédii-tine reductions or
account closures to manage the capital impacts of off-balance sheet exposures in responseto the
Qaﬁ'ial Proposal, The Capital Proposal may uninfentionally undermine protections for.
servicemembers® financial transagnons afforded by the Servicemembers Civil Relief Act.*

For mtl:tm:}f customers at other banking mgwilzqtnons that do not have the same data 4s USAA,
¢ unintended impacts may be ﬁlﬁicglt to identify oravoid, ¢specially if the organizations adopt
a policy to manage off-balance sheet exposures based on account usage palietns over a set period
of nme, fsuch as 12 or 18 memhs 2 Accordingly, we recommend that the credit conversion factor
k23 89& Capnal Proposal at. 641]94 {discussing the revised critesin for'subjecting banking organizations with significant
tmdmg_ activity to the market risk reguutmems}

 See Capital Proposal at 64051, _

2 Account dormangy consideralions with respéet to fhemilitary community have been addressed by p policymakers in
other instances, sieh as with respett to abandoned property and éschegf réquirements. Seg, e.g, Michigan ‘Public Act
79 of 2020, mvismg the state unciaimed ;:om;wny law'to exempt property owned by active-duty military members
serving overseas or- dumestncally

?* High card usage is charact
than 20% credit lmcuilhzahon

% See 50 USC 3919(2),

*"‘",5'36, N ’Equax, Inmﬁrp Credit Card: Use it or Lose if?, ave;fabfe at

d as greater thail 80% credit line utilization, Low card usage is characterized as less

ban-cl bk V
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be removed from the proposal until the Agencies have fully studied the pofential disproportionate
effect for certain populations, including members of the military.

c. Disproportiongte. inpact on Savings Associations

A risk-based approach to regulatory capital roles supports “a vibrant; diverse bankmg system with

banks of all sizes by applying capital requiremenis appropriaté to the size and risks of
institutions: »28 The I:apxtal Proposal’s one-size-fits-all approach to capital requirements does not-
recognize the diversity in this countiy’s: bankmg system. Certain aspects of the Capital Pmpusal

cteate a disproportionate biirden for savings associations due 1o fhe unigue legal requirements for

their assets under the qualified theifi lender (“QTL”) test from the Home Owners"" Loan Act:
(‘*HOL?&”) To avoid disproportionate impact for savings associations and &L!ppon diversity of
charters in the banking system, we:recommend that iisk weights inthe final version of the Capital:
Proposal be adjusted to limit tisk weights on qualified thiift investments (“QTI7).

Congress created the federal savingsassociation charter {o suppor:t consumer lending,in part;culm
for mldentml moitgages, 2 Congress had-multiple opportunities to reconsider HOLA singe its
passage in 1933 and each time Cﬂngress glected to retain the federal savings association charter &

part of the U.S. financial ,system

Under HOLA, a federal savings association like FSB is required to meet the QTL test Y The QTL
test requires atdeast 65% of the savings association®s portfolio-assets to be QTI, e.g:, morigages,
home equity loans, loans made through eredit cards, and mortgage-backed seoprities. These QTL
asset requirements constrain savings associations’ flexibility with respect to essel-composition

suc‘h ihat thga Capltal Propqsal s nvelstated nsli we;ghls fm QTi exposwres wall dxspmpomonamly

homogcmmg bankmg chaﬂcm for orgamzauons suhj es;t 1o ihis p; ojmsal

-

To support diversity in the U.S, be sector and avoid unintended impacts for savings
ass&matmns, we. rae:ammand ihat ihe: Agencxes snsurc ihat capltal requzrements fb: assets. thai are

uppm ¢ limiit for such sisk m,g‘his. Fnraexampleg the pmposed risk mlghzs forms:dmhal real estate

exposures are 20 percentagepoints higher than in the Basel framework, while the risk weights for
refail £xposures are QOmmcgnmgc pomfs higher.*? While all banking organizations, régardless of
charterdype, would be subject to zhmpiml mqmremanls associated with increased risk weights,

11
e Goverimen . i g F : jpf ) ?om'anSlriﬂm - Qudlified Thrift
; Ty R ﬁ_;aﬂ to Caggmssmnal Commmces__ g 2 ga 991) fﬂ'ﬁﬂf{b{e af hps:vw, gao.gov/assels/opd-91-
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savings associations are subject to requirements that limit'the ability to adjust their mvestmf:m:
strategy 1o minimize exposure fo QTis with overstated risk weights because of the 65% minimym
QTI yequirement. To offset this ﬂxsplqpnmonate impact on savings associations, the Agancms
could: apply @ 20% risk weight to QTIs similar to its trehtmient of goyernment-sponsoied
enterptises and Basel’s treatment of residential real estate exposures. L

Addxgonailyg, ihe Capltal Pipposal’ limindtion of the AOCI opt-out will disproportionately
mcrcaseiiml‘dens on savings associations thatdnvest in morigage-backed seeuritics:to satisfy the
Q11 requirement by increasing c@p!tai rcquemems and creating nperahona]
dlﬁiclﬂty ancl inconsistency with respect fo inteiest rate risk management. Mnrlgaga-bac;kcd
securities are inherently duration-bearing and wonld add volatility and sisk to regulatory capital
calculations as organizations recognize nnrealized losses. Conversely, designaling mortgage-
backed securities as BTM to avoid AOCI :recogmtlon would decrease organizations” balance sheet:
flexibility and create difficultiss in managing the-durations of the AFS zmﬁ HI'M portfolios aid
associated intergst tate nsksatramgms

- 4. Provide Adequare Transition Times

The Capntal Propasal does not provide adequate transition time to support Eatggaiy W ban,kuzg;
organizations in adc'_j_’ " the mbsiantlal new. mquzren},mts without incuring significant and
! patior ns, The Cﬂpﬁal Proposal cmrcmly

bagkmg nrgamzahmis io ﬂevelnp anﬁ 3mpl'ement actmn plans_to comply with the final capltal rule

1OpOSe half of what : ided under the cuirent capital iule. The
final gap;tal sitfe should prowde foi & 36-month i implementation fimeline before the rules take
effect, Additionally; the final capital rule should adopt a back-weighted five-year phase-in period
thatallows effective adoption of the new: capxtal mquuemanis basgd on anucjpated ﬁ&&h ﬂows o0
investment seensities a8 they appt‘oach matur:ty

Current capital tegulations provide substantially more time: fora banking argamzatwn fo comply
with expanded capital requirements upon meeting the applicability criteria for advanced approach
expectations:¥* Today, banking ox;gamzatwns meeting advanced approaches criteria have six
months o adopt a writk it ieet the expanded capital x irgments, 35 That
11n§icmmtaMn plan must include a start date 1o fater-than 36 months the date that the
organization became subject totheexpanded requ irements,* The current capital rules also provide
that the institution®s relevant regulator may extend the start date.” The final capital rule should be
consistent and provide a delayed effective date of three years at a minimum,

The currenit capital rule’s 36-month implementation timelinie is reasonable and realistic and offers
insight into the significant operational burdens and sequirements (including idenfifying resources:

* See ce apm} Pmposal gl 5404;

quire '3
35 See 12 CFR 217, }21(&)(]) 1I2CFR 3. iZl(a){l) 12 €FR J24. 121(11)(
36 Sﬁ@j{z
37 See id,
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that have been budgeted and are available to exccute on the implementation plan) for an
orgamzatlon newly subject to cxpanded capxtal requirements,”® If a three-yﬁar m}plementatwn
timeline under the current capital rule is appropriate when ba.nkmg organizations arg aware that
they ate approaching one of the thresholds for application of the expanded advanced approaches
and can be planning for such implementation in the years before the criteria ’iuggcmd then we
believe the same 36-month period — if not more ~ is appropriate for the implémentation of new
regulrements to orgamzanons ‘that were ot already planning such 1mplementamm

A thige-yeas imp’lementanon timeline, in addition to a phase-in of 1‘eguuemcnts will also support

Category 1V firms in adopling the new expanded capital requirements and-related operational
processes in a manner that supports prudent capifal risk management practices, m@mmlly with

respect to AOCL If the Agencies decide to eliminate the AOCI opt-out for Category 1V
nrgamzatmns 8 delayed 1mplementatmn daie #heuld reduc:e vn]ahhty in regulatoxy capxtai'

............

r:ap;tal reg:m 0. ;matum

1L ﬁﬁﬁsﬁﬂﬁ ations for SI0s

Becaise the Fedﬁra} Reserve recognizes that SlOs present materially different risk and business.

proﬁieS from orgamzauons primarily €ngaged in'banking activities, it has taken steps to tailor its
regulatmjy and supervisory approach to SIOs. 2 We continue-to support the Federal Reserve’s
thoughtful approach in adopting regulations and supervisoly ffameworks designed to maintain
safcty and soundness while addmssugg the unique characteristics of S10s,% In that regard, we

suggest that the final ;:ap:tal 2ule Incorporate 2 risk- -based appsc ,ach to capital requirements for.

$10s.# Qur comments below inelude (2) discussion of interaction of the Capital Proposal with
other existing and proposed regulatory mqulrcmems, {b) recommendations regarding.appl wabllziy
of requirements in the Capital Proposal to SIOs; and {c) recommendations for adjustients to
address interactions between the Capital Proposal and the BBA to support nonszstwcy with the
Federal Reserve’s fing] insurance capital rules,*

a. Interaction of Regulatory. Reguj: emenls

Layers of conservatism in existing and proposed regulatory capital. requzrsments result in burdens-
for SIOS that are nm commensurate mﬁx thexr n,sk pmﬁlfss QSPGC aiiy whm such rcgm mmcnts

023) {“JiBA”B 2013
it &013%@%! risles fo
2.3 (discussing differences

ms:.irance capatai rul “)
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the i::apnml Pr Opasal S mcwased risk wexghts wth scalars under the BBA wnll msult ina umqaely
ﬂlgpl‘bpoﬂlonatﬁ impact for S10s, becanse the scaling mechanism underihe BBA uses multipliers

_ed on 1mk~wczghtegl assets [“RW,A,”) 1o s:a;‘icu‘lgte the totals for both avg11gb1¢ capltal
Capt

SIOS mﬂ be umguely subjec“i; iﬂ ‘ihe ﬂecmase in the numeratnr l.IIldﬁl ﬂlﬁ: BB%, rhkcaust: ﬂlc
numerator is calculated by subtracting a percentage of RWA fronythe SIO’s bankregulatory total
4 As a result, an SIO would be subjectto an additional decrease in its total capital ratio
he BBA calculation- as amnpated fo- organizations sulz;ect only fo banik mgulatory
re.g mments s

Proposal, -and the Lﬁng-'l‘eﬁn Debt pmptaseﬂmle For mmplegreqmraments under CECL rclatmg/
10 loan Joss allowances 1mpact thé timing and level of capital: building allowances through

provision expense results in a reduction of nel income, which accordingly also reduces capital 47
Because the CECL transition-period is: ‘ongoing, the mdustry cannot fully-understand how CEGL
will impact capital levels, or how the requirements in the Capital Proposal or BBA will interact
with CECL., Additional promsed Jcgulatory @han,ges such as the pioposed amendments to
interchange fees undei the Federal Reserve’s Regulation 1% also will have an impact on banking
orgmnzahons {:ﬂg;tal levels i in ways that cannot be fully evaluated without time fo obtain and
analyze data®

;fu::cmdlngl;s;jt we recommend that the Agencies consider the impact ofithe Capital Proposal, and
its interaction with other existing and proposed mgulatlons, on bankmg m‘gamzatmnsg including:
S10s. _

b.. Material Differences ..an_?fed:by&()s

B 8ee nyntal Proposal at64030;
% See BEA &829?5—?6 codified at12 CFR 217.606 {establishing sca}m& modifiers for BBA regulatory capital

: (2021). “New.Accounting
nglou Board of Govermnors of the

anizations réceive
';lerlh'r:

s Capital Proposal a 64084
_wl}al ¥isk component),
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We snppmt 1he Federal Reserve’s approach to rigk-based capital. regulanon for SIOs, in particular
the recognition, as reflected in the BBA final rule, that a capital framework “tailoed to the
supervised firm’s business model, capital-structure, and risk profile” would mpte & %apropnaiely
capture and account for éxfferenqes between the business of insurance and ba '.;m,g! %The BBA
exempts SIOsfrom the leverage ratio and supplementary leverage ratio wqmmmenls inthe Federal
Reserve’s Regﬁ}ahon Q3 Additionally, the BBA provides that an SIO i is not reéquired to comply
with the bank-focused capital conservation buffer or with the cousitereyclical capital buffer.”? We.
support %cludmg SIOs fron these regmremqglts Due to the differences between S10s and other
banking organizations, these fequirements would noi have a meaiiingfil impact on a S10’s

vesilience or overall risk, and we recommend that the Capital Proposal preserve the BBA’s:

approach of exempting SIO$ from. these requirements.

Addlnanally, we A'ccammcnd that the Federal Reserve ensure:the tequirements in the: Capsta]
Proposal are calibrated based on the different xisks that SIOs present.® For example, in the
Framework for Supervision of Insurance Organizations, the cheral Reserve notes that SIOs may
face capital fungibility constraints different from banking organizations and “recognizes that
supervised insurance mgamzanons are typically Jess ex ed to traditional liquidity risk than
banking ﬂrgamzalwns" and that insbradce: products genem!ly have produet features that help
mitigate liquidity 1isk.* As discussed in Section La.i,, for organizations that present lower risk of
11qu dity stréss and areless hkciy to sell AFS seculmesai a 1;)55, the pmdantzal benef ts. Df AOCI

Reserve’s acknowleﬁgement that SIOs are iess expased to zg'admonal hqu;ghty tisk ﬂlim mher
banking organizations, we recommend that the Federal Reserve preserve.the AOCI opt-out for
S10s by adding a iiew subsection (i) fo section 22 of Part 217, as follows:

217, 22(1) Inswrance depasrra; 'y institution holding compaics. Notwithstanding any other
provision of this section;

(1) A Boardzegul
insurance 5avmgs anci lean heldmg mmpany; or mwytancc ml,d-tiex iwldmg
coripany is not réquired 1o make regulatory adjustiments to its common eguity tier
1-capital based on subsection (b)(1)() of this section
Features unique to SIOs, including ihczr overall lower liquidity risk, undetscore the importance of:
a risk<based approach to elimination of the AOCI opt-out to prevent potential éxspropurtmnate
burdens-associated withmanagement of balance sheet flexibility and-asset portfolios,
c. Interactionwith the BBA
To support conmstcncy in capltal standards and requirements for-S10s; weaecommend that the
interactions between the BBA and this Capital Proposal that
may ;:rmfz.=__ 1spropo_ t on&ie hurdmz_ for S10s. The BBA framework’s use ofa scaling mechanism
to translate and aggregate capital positions under differing regulatory mgnmes (e.g., insurance and

 See BBA at: 35296? see also 2013 Capital Rule at:62027.
3t SEEBBA& ; 12 CFR 217.50.

32 See BBA at 82969 12 CFR 217.11.

5% See SR 22-8, pg. 5-12,

5 See SR 2248, pg. 11,

Page 11 0f 13



https://CFR2.VJ.lO
https://1W6.~9.VJ
https://p$~J.,ru,.1e
https://te,g}m.es
mailto:C.@t,raisJ?l'PJ).9.tnQl.)l\l
https://wrtf9J.iq
https://burdens~ss0cfot.edwithn'UUlf,\s.em
https://ma~fteg\i}jto.cy
https://f9)1b.ws
https://9t.iaui~t.jQ
https://fro�1.th
https://buffer.52
https://t6.untet��yclic.al
https://b\!$i.oe
https://Cfil>1'.ll
https://a.,PJ�'.~))1'.Hne.Jy
https://P,rofl.lW
https://su~tvl$.ij
https://r.ecogrfiti.oP

USAR'

banking) exacerbates the elements of additional conservatism inherent i the capital requirements
or the multipliers ysed for scaling which leadsto materially more siringent capital requirements
for.810s whose regulatory capitalis calculated under the BBA. We recommend thatthe Federal
Reserve evaluale and account for the interaction of mulnple iequirements relating to regulatory
capital to ensure that they do not, either separately or-in combination, result dndayers of excess
conservatistm and regulatory bnrdcns dispioportionate 1o the risks presenteﬂ by S10s sg’i:gect 1o
such mqmrements

We also recomimend ihat the Federal Reserve undertake an assessment of the scaling formula in
the BBA bassd on material: changes as a result of any final capital rules based on this Capital
Prqposal - The scalars in the BBA are based on historical probability. of defauit in both the
insurance and banking industries; with the sealing multiplier used totranslate equivalent seivency
ratios between the two capital regimes, ¥ However, ém;sudmg that ﬂ;e Capml Proposal seeks in
part to increase resilience and loss- absorbmg capacity for large banking organizations, any final:
capital rule will likely-result in material change to the probability of default in the batﬁgmgmﬁashy
Accordingly, we recommend that ‘the Federal Reserve assess whether the scalais should ‘be
recalibrated o teflect this-increased resilience and avoid ovetly conservative caleulations under.
the BBA methodology that d;spropmmmﬁgﬂb‘ impagt SIOs.

1L Teehmcal;(l‘orrectmn for SI{_)s

We recommend that the final capital rule include Im;guage in the-applicability section of Subpatt
E of Regulation Q"7 ¢larifying application of the bank capital rules to S10s subject io the BBA.?

Specifically, we recommend that the Federal Reserve revise the applicabilify provision of Part 217,
Subpart E 10 include a newrsubsection that-addresses apphcabihty to top-fier and mid-tier holding
companies of insurance deposﬂoxy institotion holdirig campames, as follows:

217.100(b)(1) This subpart a,pplm 1o;

(i) A top-tier bank holding company of [covered] savings and-loan holding
company domiciled in the Unifed States that...

®a

(C) In‘the case of a bank holding company, or & covered savings and lpan holding.
company, that does not:calculate minitmum risk-based capital-requirements under
subpart Bof thispait by opetation of § 217.10(£)(1), this pait applies t6 a depository

35 See BBA at 82963 (s:&tmg that rhe Federal Reserve mil recahbmte scalars as necessiny, including based on any

s in Differesit Regulatory Frameworks; September 2019,
svents/pressreleases/fi leslhngO!QBMal  pdf:

35 Sea Capital Proposa} #64031, FN 12 (“The Board anticipates that any-final rule based on the proposal it this
Supple niary | Tnformation would include: approprinte adjustmeiits'as necessary to take into account any final
insu gitai fule").

Responseto Questions 1, 175,
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institution holdmg company that'is a subsidiary of such bank holding company or
covered savings-and loan holding company; providedihat:

(1) The subsidiaty depositoty institution holding company is an insutance
mid-fier Holding company; and

(2) 'I‘he subsidiary depomtmy ms‘utulmn ho}dmg cq;;npany s assels and:
company fhat conttols the! snhsxd&axjy fcr;wx;pases of deiemlmmg the paz am
depositoty institution holding ‘company’s Qapltal fequitements and capital”
ratios wnder subparts B through F of this pait.™

Adopting this language in Subpart E would support consistency with the BBA with respect to
applicability of the bank regulatory capital rules to SIOs, consistent with ihe Federal Reserve's
goal:-of designing an appropriate: capxtal standard for insyrance depository: institution holdm%
companies based on the flexibility provided by Congress in section 171 of the Dodd-Frank.Act,®

USAA appreciates the Agencies® consideration of these comments. If you have any questions,
picase do not hesitate to contact Tate Wilson, Vice President, Cofporate Regulatory Counse] at’
210-722-2312 or Tate. Wilson@usaa.com, o me.

Sincerely,

Robert J. Johnson, Jr,
Execufive Vice President -
Chief Legal Officer & General Coumnsel

% See BBA a1:82968 (ﬂdopimg mgulatmy ianguage to apply 12 CFR Pait 217 to a mid-tic holding company
subsidiary of a top-tier savings and loan holding company that is an insirance underw:hmg company).
0 See BBAmt$295],
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