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Office of Thrift Supervision, Treasury (OTS) (collectively, the Agencies).

ACTION: Proposed supervisory guidance with request for public comment.

SUMMARY: The Agencies are publishing for comment three documents that set forth
proposed supervisory guidance for implementing proposed revisions to the risk-based capital
standards in the United States (New Advanced Capital Adequacy Framework or proposed
framework). These proposed revisions, which would implement the “International Convergence
of Capital Measurement and Capital Standards: A Revised Framework,” published in June 2004
by the Basel Committee on Banking Supervision (Basel II), in the United States, were published
in the Federal Register on September 25, 2006 as a notice of proposed rulemaking (NPR or
proposed rule). The proposed framework outlined in the NPR would require some and permit
other qualifying banks to calculate their regulatory risk-based capital requirements using an
internal ratings-based (IRB) approach for credit risk and the advanced measurement approaches
(AMA) for operational risk (together, the advanced approaches); it also provides guidelines for
the supervisory review process (Pillar 2). The proposed supervisory guidance documents
provide additional detail for the advanced approaches and the supervisory review process that
should help banks satisfy the qualification requirements in the NPR.

DATES: Comments on the three proposed supervisory guidance documents must be submitted
on or before [INSERT DATE 90 DAYS AFTER PUBLICATION IN THE FEDERAL
REGISTER].

ADDRESSES:

OCC: You must include OCC and Docket Number OCC-2007-0004 in your comment.
You may submit comments by any of the following methods:



e Agency Web site: http://www.occ.treas.gov. Click on "Contact the OCC," scroll
down and click on "Comments on Proposed Regulations."

e FE-mail address: regs.comments@occ.treas.gov.

e Fax: (202) 874-4448.

e Mail: Office of the Comptroller of the Currency, 250 E Street, SW, Mail Stop 1-5,
Washington, DC 20219.

e Hand Delivery/Courier: 250 E Street, SW, Attn: Public Information Room,
Mail Stop 1-5, Washington, DC 20219.

Instructions: All submissions received must include the agency name (OCC) and docket
number for this proposed notice. In general, OCC will enter all comments received into the
docket without change, including any business or personal information that you provide.

You may review comments and other related materials by any of the following methods:

e Viewing Comments Personally: You may personally inspect and photocopy
comments at the OCC's Public Information Room, 250 E Street, SW, Washington, DC. You can
make an appointment to inspect comments by calling (202) 874-5043.

e Viewing Comments Electronically: You may request e-mail or CD-ROM copies of
comments that the OCC has received by contacting the OCC's Public Information Room at:
regs.comments@occ.treas.gov.

e Docket: You may also request available background documents and project
summaries using the methods described above.

Board: You may submit comments, identified by Docket No. OP-1277, by any of the
following methods:

e Agency Web site: http://www.federalreserve.gov. Follow the instructions for
submitting comments at_http://www.federalreserve.gov/generalinfo/foia/ProposedRegs.cfm.

o Federal eRulemaking Portal: http://www.regulations.gov. Follow the instructions for
submitting comments.

e E-mail: regs.comments@federalreserve.gov. Include the docket number in the
subject line of the message.

e Fax: (202) 452-3819 or (202) 452-3102.

e Mail: Jennifer J. Johnson, Secretary, Board of Governors of the Federal Reserve
System, 20" Street and Constitution Avenue, NW, Washington, DC 20551.

All public comments are available from the Board’s Web site at
http://www.federalreserve.gov/generalinfo/foia/ProposedRegs.cfim as submitted, unless modified




for technical reasons. Accordingly, your comments will not be edited to remove any identifying
or contact information. Public comments also may be viewed electronically or in paper form in
Room MP-500 of the Board’s Martin Building (20" and C Streets, NW) between 9:00 a.m. and

5:00 p.m. on weekdays.

FDIC: You may submit comments by any of the following methods:

o Agency Web Site: http://www.fdic.gov/regulations/laws/federal. Follow instructions
for submitting comments on the Agency Web Site.

e E-mail: Comments@FDIC.gov. Include “Basel II Supervisory Guidance” in the
subject line of the message.

e Mail: Robert E. Feldman, Executive Secretary, Attention: Comments, Federal
Deposit Insurance Corporation, 550 17th Street, NW., Washington, DC 20429.

e Hand Delivery/Courier: Guard station at the rear of the 550 17th Street Building
(located on F Street) on business days between 7 a.m. and 5 p.m. (EST).

e Federal eRulemaking Portal: http://www.regulations.gov. Follow the instructions for
submitting comments.

Public Inspection: All comments received will be posted without change to
http://www.fdic.gov/regulations/laws/federal including any personal information provided.
Comments may be inspected and photocopied in the FDIC Public Information Center, 3501
North Fairfax Drive, Room E-1002, Arlington, VA 22226, between 9 a.m. and 5 p.m. (EST) on
business days. Paper copies of public comments may be ordered from the Public Information
Center by telephone at (877) 275-3342 or (703) 562-2200.

OTS: You may submit comments, identified by No. 2007-06 by any of the following
methods:

e Federal eRulemaking Portal: http://www.regulations.gov. Follow the instructions for
submitting comments.

e E-mail: regs.comments@ots.treas.gov. Please include No. 2007-06 in the subject
line of the message, and include your name and telephone number in the message.

e Fax: (202) 906-6518.

e Mail: Regulation Comments, Chief Counsel’s Office, Office of Thrift Supervision,
1700 G Street, NW, Washington, DC 20552, Attention: No. 2007-06.

e Hand Delivery/Courier: Guard’s Desk, East Lobby Entrance, 1700 G Street, NW,
from 9:00 a.m. to 4:00 p.m. on business days, Attention: Regulation Comments, Chief Counsel’s
Office, Attention: No. 2007-06.




Instructions: All submissions received must include the agency name and document
number. All comments received will be posted without change to
http://www.ots.treas.gov/pagehtml.cfm?catNumber=67&an=1, including any personal
information provided.

Docket: For access to the docket to read background documents or comments received,
go to http://www.ots.treas.gov/pagehtml.cfm?catNumber=67&an=1. In addition, you may
inspect comments at the Public Reading Room, 1700 G Street, NW, by appointment. To make
an appointment for access, call (202) 906-5922, send an e-mail to public.info@ots.treas.gov, or
send a facsimile transmission to (202) 906-7755. (Prior notice identifying the materials you will
be requesting will assist us in serving you.) We schedule appointments on business days
between 10:00 a.m. and 4:00 p.m. In most cases, appointments will be available the next
business day following the date we receive a request.

FOR FURTHER INFORMATION CONTACT:

OCC: IRB guidance: Fred Finke, Senior Basel Policy Liaison (202-874-4468 or
fred.finke@occ.treas.gov); AMA guidance: Mark O’Dell, Deputy Comptroller for Operational
Risk (202-874-4316 or mark.odell@occ.treas.gov); or guidance on supervisory review: Akhtarur
Siddique, Lead Expert (202-874-4665 or akhtarur.siddique(@occ.treas.gov); Office of the
Comptroller of the Currency, 250 E Street, SW, Washington, DC 20219.

Board: IRB guidance: Sabeth Siddique, Assistant Director, Credit Risk Section (202-
452-3861); AMA guidance: Stacy Coleman, Assistant Director, Operational Risk Section (202-
452-2934) or Connie Horsley, Senior Supervisory Financial Analyst, Operational Risk Section
(202-452-5239); or guidance on supervisory review: David Palmer, Senior Supervisory Financial
Analyst, Credit Risk Section (202-452-2904); Board of Governors of the Federal Reserve
System, 20th Street and Constitution Avenue, NW, Washington, DC 20551. Users of
Telecommunication Device for Deaf (TTD) only, call (202) 263-4869.

FDIC: IRB guidance: Pete Hirsch, Chief, Large Bank Supervision (202-898-6751 or
phirsch@fdic.gov), Curtis Wong, Senior Examination Specialist, Planning and Program
Development Section (202-898-7327 or cwong@fdic.gov); AMA guidance: Mark S. Schmidt,
Regional Director (678-916-2189 or maschmidt@fdic.gov), Alfred Seivold, Senior Examination
Specialist, Large Bank Supervision (415-808-8248 or aseivold@fdic.gov); or guidance on
supervisory review: Bobby Bean, Chief, Capital Markets Policy Section (202-898-3575 or
bbean@fdic.gov), Gloria Ikosi, Senior Quantitative Risk Analyst, Capital Markets Policy Section
(202-898-3997 or gikosi@fdic.gov); Federal Deposit Insurance Corporation, 550 17th Street,
NW, Washington, DC 20429.

OTS: IRB guidance: David Tate, Manager, Examination Quality Review (202-906-
5717); AMA guidance: Eric Hirschhorn, Senior Financial Economist, Credit Policy (202-906-
7350); or guidance on supervisory review: Sonja White, Senior Project Manager, Capital Policy
(202-906-7857); Office of Thrift Supervision, 1700 G Street, NW, Washington, DC 20552.



SUPPLEMENTARY INFORMATION:

The Agencies issued an NPR on September 25, 2006, ' which seeks comment on the New
Advanced Capital Adequacy Framework that revises the existing general risk-based capital
standards as applied to large, internationally active U.S. banks.”> The public comment period on
the NPR closes on March 26, 2007.> The proposed framework would implement Basel II in the
United States.

As described in the NPR, Basel II sets forth a three-pillar framework encompassing
regulatory risk-based capital requirements (Pillar 1); supervisory review of capital adequacy
(Pillar 2); and market discipline through enhanced public disclosures (Pillar 3). The proposed
framework outlined in the NPR for Pillar 1 would require some and permit other qualifying
banks to calculate their regulatory risk-based capital requirements using the IRB approach for
credit risk and the AMA for operational risk.” The NPR also requires a process for the
supervisory review of capital adequacy under Pillar 2, and outlines requirements for enhanced
public disclosures under Pillar 3.> The NPR describes the qualification process and provides
qualification requirements for obtaining supervisory approval for use of the advanced
approaches.’ The qualification requirements are written broadly to accommodate the many ways
a bank may design and implement robust credit and operational risk measurement and
management systems, and to permit industry practice to evolve.

The proposed supervisory guidance documents are companion guidance to the September
2006 NPR and, as such, are designed to be consistent with the proposed rule and do not address
any public comments since the NPR was issued. They provide additional detail that should help
banks satisfy the qualification requirements in the NPR. However, the publication of these
guidance documents for comment does not imply that the outcome of the NPR has already been
determined. As part of the regulatory rulemaking process, the proposed guidance documents are
subject to change as needed based on, among other things, the public comments on the guidance
and the Agencies’ decisions regarding any final rule.

The Agencies believe that the proposed supervisory guidance documents are necessary to
supplement the proposed framework with standards to promote safety and soundness and
encourage comparability across banks. A bank’s primary Federal supervisor will review the
bank’s framework relative to the qualification requirements in the NPR to determine whether the
bank may apply the advanced approaches and has complied with the proposed rule in
determining its regulatory capital requirements.

' See 71 FR 55830 (Sept. 25, 2006).

* For simplicity, and unless otherwise noted, the term "banks" is used here to refer to banks, savings associations,
and bank holding companies. The terms “bank holding company” and “BHC” refer only to bank holding companies
regulated by the Board and do not include savings and loan holding companies regulated by the OTS. For a detailed
description of the institutions covered by this notice, refer to part I, section 1, of the NPR.

? See 71 FR 77518 (Dec. 26, 2006).

* While Basel II provides several approaches for calculating regulatory risk-based capital requirements under

Pillar 1, only the advanced approaches are proposed for implementation in the United States.

> Supervisory expectations pertaining to a bank’s public disclosures are not part of this notice.

® See part III, section 22 of the NPR.



In August 2003, the Agencies issued an advance notice of proposed rulemaking (ANPR),
which described the proposed revisions to the existing risk-based capital framework in general
terms and sought public comment.” The content of the ANPR was based, in large part, on the
April 2003 version of the Basel II framework.® Contemporaneously with the ANPR, the
Agencies also issued for public comment two proposed supervisory guidance documents relating
to the proposed framework.” The first proposed 2003 guidance document described supervisory
views on the credit risk measurement and management systems that should be implemented by
banks that adopt the IRB approach for computing risk-based capital requirements for corporate
credit risk exposures. The second proposed 2003 guidance document provided supervisory
views on the operational risk measurement and management systems that should be implemented
by banks that adopt the AMA for computing risk-based capital requirements for operational risk,
including their operational risk management, data elements, and quantification processes. In
October 2004, the Agencies also issued for public comment proposed supervisory guidance on
IRB systems for retail credit risk exposures. '’

The first guidance document presented in this notice sets forth proposed supervisory
guidance on IRB systems for credit risk covering the wholesale and retail exposure categories, as
well as guidance on the equity and securitization exposure categories (IRB Guidance). Under
the IRB framework, banks would use internal estimates of certain risk components as key inputs
in the determination of their regulatory risk-based capital requirement for credit risk. As
mentioned above, the Agencies previously published proposed supervisory guidance on a bank’s
IRB systems for corporate and retail exposures in 2003 and 2004, respectively. Since the release
of those documents, the Agencies have continued to refine the proposals based on insights
gained from public comment and the collective efforts of the interagency IRB working groups.
The IRB Guidance updates and consolidates the previously proposed supervisory guidance on
corporate and retail exposures. It also provides new guidance on systems a bank may need to
differentiate the risk of other credit exposure types, such as equity and securitization exposures,
as well as to recognize the benefits of financial collateral in mitigating counterparty credit risk in
certain transactions or to use the double default treatment for certain wholesale exposures.

The IRB Guidance is structured somewhat differently from the proposed supervisory
guidance issued in 2003 and 2004. Those guidance documents contained four chapters covering
corporate ratings and retail segmentation systems, quantification, data management and
maintenance, and controls, with discussion of validation and stress testing contained within the
rating and segmentation and quantification chapters. The structure of the IRB Guidance
generally follows the key components of a bank’s advanced systems for credit risk outlined in
the NPR. Chapter 1 provides guidance on governance of a bank’s overall advanced systems for
credit risk. Chapters 2 through 5 cover the components of a bank’s IRB systems for wholesale
and retail exposures. Chapters 6 and 7 provide guidance on data management and maintenance
and the control and validation framework. Chapter 8 provides guidance on stress testing.
Chapters 9 through 11 provide guidance on the other systems a bank may need to differentiate

7 See 68 FR 45900 (Aug. 4, 2003).

¥ See The New Basel Capital Accord (April 2003) (available at http://www.bis.org).
? See 68 FR 45949 (Aug. 4, 2003).

12 See 69 FR 62748 (Oct. 27, 2004), and 70 FR 423 (Jan. 4, 2005) (correction).



risk in certain transactions subject to counterparty credit risk, equity exposures, and
securitization exposures.

The IRB Guidance supplements the NPR and provides additional context and detail to
help banks meet the qualification requirements in the NPR relevant to a bank’s systems and
processes for credit risk. Thus, the guidance should be read alongside the NPR to obtain a full
perspective of the underlying requirements in the proposed rule. The guidance does not contain
additional proposed requirements that are not in the NPR. Chapters 5, 9, 10, and 11, are being
issued for the first time and supplement the detailed discussion of those topics in the NPR.
Similar to the previously proposed corporate and retail guidance, the IRB Guidance contains
supervisory standards (designated with an “S”) that highlight important elements of a bank’s
advanced systems for credit risk. The supervisory standards contained in the previously
proposed corporate and retail guidance documents have been consolidated and updated and new
supervisory standards are proposed.

The second guidance document in this notice sets forth proposed supervisory guidance on
the AMA for operational risk (AMA Guidance), updating the proposed AMA Guidance
published in 2003. Since the issuance of that proposed AMA Guidance, the Agencies have
revised the guidance to clarify issues and simplify, wherever possible, supervisory standards.
The revisions are based on insights gained from public comment and the collective efforts of the
interagency AMA working group. Under the AMA framework, a bank would rely on internal
estimates of its operational risk exposure to generate its regulatory risk-based capital requirement
for operational risk. The AMA Guidance provides additional context and detail to help a bank
meet the qualification requirements outlined in the NPR relevant to operational risk.

Some of the specific revisions to the AMA Guidance include: (1) clarifying the roles of a
bank’s board of directors and management in developing and overseeing the implementation of
the bank’s AMA framework; (2) expanding standard 5 to address the integration of the bank’s
operational risk management, data and assessment, and quantification processes into the bank’s
existing risk management decision-making processes; (3) expanding and clarifying operational
risk quantification standards both to reflect the evolution of industry practices, as well as to
address supervisory concerns; (4) clarifying supervisory expectations regarding the use of
scenario analysis, the key elements used to support operational risk management and
measurement, and eligible operational risk offsets (see standards 20, 24, and 26, respectively);
(5) adding standard 25 that discusses how frequently a bank must recalculate its estimate of
operational risk exposure and its risk-based capital requirement for operational risk; (6) adding
standard 27 that a bank must employ a unit of measure that is appropriate for its range of
business activities and the variety of operational loss events to which it is exposed; (7) expanding
the discussion on dependence modeling in standard 28; and (8) adding a section that discusses a
bank’s use, in certain limited circumstances, of an alternative quantification system to estimate
its operational risk exposure.

The Agencies recognize that a bank required to adopt an AMA framework may have
developed an implementation plan using the proposed supervisory standards in the 2003
proposed AMA Guidance to assess its status in meeting the requirements proposed in the ANPR
and to determine additional work needed to comply with those requirements. The table below
maps the current proposed supervisory standards to those in the 2003 proposed AMA Guidance.



Comparison of Current Proposed AMA Supervisory Standards to the 2003 Proposed AMA
Supervisory Standards

Current Proposed 2003 Proposed
Standard Number Standard Number
1 1
2 8
3 11
4 2
5 3
6 4
7 5
8 6
9 7
10 9,10
11 12
12 13, 14
13 15
14 16
15 17
16 18
17 19
18 20
19 21
20 24
21 22
22 23
23 25
24 27
25 New
26 28
27 New
28 29
29 30
30 26
31 31
32 32,33

The third document sets forth proposed supervisory guidance on the supervisory review
process (Pillar 2) in the New Advanced Capital Adequacy Framework. The process of
supervisory review described in this proposed guidance document reflects a continuation of the
longstanding approach employed by the Agencies in their supervision of banks. However, new
methods for calculating regulatory risk-based capital requirements — such as those in the
proposed framework — and development of improved risk monitoring and management tools
within the industry often bring changes in the relative emphasis placed on the various aspects of
supervisory review. This proposed guidance document highlights aspects of existing supervisory
review that are being augmented or more clearly defined to support the proposed framework.
Under the framework, in determining the extent to which banks should hold capital in excess of



regulatory minimums, supervisors would consider the combined implications of a bank’s
compliance with qualification requirements for regulatory risk-based capital standards, the
quality and results of its internal capital adequacy assessment process (ICAAP), and supervisory
assessment of its risk management processes, control structure, and other relevant information
relating to its risk profile and capital position. The ICAAP (while not mandating the
determination of economic capital) should, to the extent possible, identify and measure material
risks, which may include (but should not necessarily be limited to) credit risk, market risk,
operational risk, interest rate risk, and liquidity risk, and account for concentrations within and
among risk types.

The Agencies solicit comment on all aspects of the supervisory guidance documents. In
addition, the Agencies believe an important goal for any regulatory capital system is to achieve a
measure of consistency in the capital requirements assigned to exposures with similar risk
profiles held by different banks. The Agencies seek comment on the extent to which this
proposed supervisory guidance will promote that objective.

Paperwork Reduction Act
A. Request for Comment on Proposed Information Collection

In accordance with the requirements of the Paperwork Reduction Act of 1995, the
Agencies may not conduct or sponsor, and the respondent is not required to respond to, an
information collection unless it displays a currently valid Office of Management and Budget
(OMB) control number. The Agencies are requesting comment on a proposed information
collection. The Agencies are also giving notice that the proposed collection of information has
been submitted to OMB for review and approval.

Comments are invited on:

(a) Whether the collection of information is necessary for the proper performance of the
Agencies’ functions, including whether the information has practical utility;

(b) The accuracy of the estimates of the burden of the information collection, including
the validity of the methodology and assumptions used;

(c) Ways to enhance the quality, utility, and clarity of the information to be collected;

(d) Ways to minimize the burden of the information collection on respondents, including
through the use of automated collection techniques or other forms of information technology;
and

(e) Estimates of capital or start up costs and costs of operation, maintenance, and
purchase of services to provide information.

Comments should be addressed to:

OCC: Communications Division, Office of the Comptroller of the Currency, Public
Information Room, Mail stop 1-5, Attention: 1557-NEW, 250 E Street, SW, Washington, DC
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20219. In addition, comments may be sent by fax to (202) 874-4448, or by electronic mail to
regs.comments@occ.treas.gov. You can inspect and photocopy the comments at the OCC’s
Public Information Room, 250 E Street, SW, Washington, DC 20219. You can make an
appointment to inspect the comments by calling (202) 874-5043.

Board: You may submit comments, identified by FR 4199, by any of the following
methods:

e Agency Web Site: http://www.federalreserve.gov. Follow the instructions for
submitting comments at http://www.federalreserve.gov/generalinfo/foia/ProposedRegs.cfm.

e Federal eRulemaking Portal: http://www.regulations.gov. Follow the instructions for
submitting comments.

e FE-mail: regs.comments@federalreserve.gov.

e FAX: (202) 452-3819 or (202) 452-3102.

e Mail: Jennifer J. Johnson, Secretary, Board of Governors of the Federal Reserve
System, 20th Street and Constitution Avenue, NW, Washington, DC 20551.

All public comments are available from the Board’s Web site at
http://www.federalreserve.gov/generalinfo/foia/ProposedRegs.cfim as submitted, except as
necessary for technical reasons. Accordingly, your comments will not be edited to remove any
identifying or contact information. Public comments may also be viewed electronically or in
paper form in Room MP-500 of the Board's Martin Building (20th and C Streets, NW) between
9:00 a.m. and 5:00 p.m. on weekdays.

FDIC: You may submit comments by any of the following methods:

o Agency Web Site: http://www.fdic.gov/regulations/laws/federal. Follow instructions
for submitting comments on the Agency Web Site.

e E-mail: Comments@FDIC.gov. Include “Basel II Supervisory Guidance” in the
subject line of the message.

e Mail: Robert E. Feldman, Executive Secretary, Attention: Comments, Federal
Deposit Insurance Corporation, 550 17th Street, NW., Washington, DC 20429.

e Hand Delivery/Courier: Guard station at the rear of the 550 17th Street Building
(located on F Street) on business days between 7 a.m. and 5 p.m. (EST).

e Federal eRulemaking Portal: http://www.regulations.gov. Follow the instructions for
submitting comments.

Public Inspection: All comments received will be posted without change to
http://www.fdic.gov/regulations/laws/federal including any personal information provided.
Comments may be inspected and photocopied in the FDIC Public Information Center, 3501
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North Fairfax Drive, Room E-1002, Arlington, VA 22226, between 9 a.m. and 5 p.m. (EST) on
business days. Paper copies of public comments may be ordered from the Public Information
Center by telephone at (877) 275-3342 or (703) 562-2200.

A copy of the comments may also be submitted to the OMB desk officer for the
Agencies: By mail to U.S. Office of Management and Budget, 725 17th Street, NW, #10235,
Washington, DC 20503 or by facsimile to 202-395-6974, Attention: Federal Banking Agency
Desk Officer.

OTS: Information Collection Comments, Chief Counsel's Office, Office of Thrift
Supervision, 1700 G Street, NW, Washington, DC 20552; send a facsimile transmission to (202)
906-6518; or send an e-mail to infocollection.comments@ots.treas.gov. OTS will post
comments and the related index on the OTS Internet site at http://www.ots.treas.gov. In
addition, interested persons may inspect the comments at the Public Reading Room, 1700 G
Street, NW, by appointment. To make an appointment, call (202) 906-5922, send an e-mail to
public.info@ots.treas.gov, or send a facsimile transmission to (202) 906-7755.

B. Proposed Information Collection

Title of Information Collection: Proposed Basel II Interagency Supervisory Guidance for
IRB, AMA, and the Supervisory Review Process

Frequency of Response: event-generated

Affected Public:

OCC: National banks.

Board: State member banks, bank holding companies, affiliates and certain non-bank
subsidiaries of bank holding companies, commercial lending companies owned or controlled by
foreign banks, and Edge and agreement corporations.

FDIC: Insured nonmember banks and certain subsidiaries of these entities.
OTS: Savings associations and certain of their subsidiaries.

Abstract: The notice sets forth three proposed supervisory guidance documents for
implementing proposed revisions to the risk-based capital standards in the United States (New
Advanced Capital Adequacy Framework). The proposed guidance documents concern (1) the
internal ratings-based systems for credit risk (IRB), (2) the advanced measurement approaches
for operational risk (AMA), and (3) the supervisory review process (Pillar II).

The Agencies believe that the documentation, prior approvals, and disclosures included
in the proposed IRB and AMA guidance are directly related to the information collection
requirements found in the Basel II notice of proposed rulemaking (NPR) published in the Federal
Register on September 25, 2006 (71 FR 55830). More specifically, the information collection
aspects of the proposed IRB and AMA guidance tie to the following sections of the NPR: 21, 22,
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44,53, and 71. The Agencies believe that the burden estimates developed for the NPR
adequately cover the additional specificity contained in the proposed IRB and AMA guidance.

For the proposed Pillar II portion of the guidance, the Agencies believe that paragraphs
25, 31, 35, 37, and 42 impose new information collection requirements that were beyond the
scope of the burden estimates developed for the NPR. The agencies burden estimates for these
additional information collection requirements are summarized below. Note that the estimated
number of respondents listed below include both institutions for which the Basel II risk-based
capital requirements are mandatory and institutions that may be considering opting-in to Basel 11
(despite the lack of any formal commitment by most of these latter institutions).

Estimated Burden:

OCC

Number of Respondents: 52

Estimated Burden Per Respondent: 140 hours
Total Estimated Annual Burden: 7,280 hours

Board

Number of Respondents: 15

Estimated Burden Per Respondent: 420 hours
Total Estimated Annual Burden: 6,300 hours

EDIC

Number of Respondents: 19

Estimated Burden Per Respondent: 420 hours
Total Estimated Annual Burden: 7,980 hours

OTS

Number of Respondents: 4

Estimated Burden Per Respondent: 420 hours
Total Estimated Annual Burden: 1,680 hours

The proposed supervisory guidance documents follow:
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PROPOSED SUPERVISORY GUIDANCE ON INTERNAL RATINGS-BASED
SYSTEMS FOR CREDIT RISK
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Application
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ATTACHMENT A: THE NPR QUALIFICATION REQUIREMENTS RELATED TO THE
IRB FRAMEWORK

ATTACHMENT B: SUPERVISORY STANDARDS

ATTACHMENT C: ACRONYM LIST

Introduction

L. Purpose

1. This proposed guidance (“guidance”), published jointly by the U.S. Federal banking
agencies' provides supervisory guidance for U.S. banks, thrifts, and bank holding companies
(“banks”) that adopt the Advanced Internal Ratings-Based Approach (“IRB” or “IRB
framework™) for calculating minimum regulatory risk-based capital (“risk-based capital”)
requirements for credit risk under the Basel II capital regulation.

2. This guidance supplements the notice of proposed rulemaking (“NPR" or "proposed
rule”) published in the Federal Register on September 25, 2006.> The NPR proposes a
regulatory framework within which all banks subject to the proposed rule must develop their IRB
systems. The NPR contains qualification requirements that each bank subject to the proposed
rule must meet to the satisfaction of its primary Federal supervisor before using its IRB systems
to calculate risk-based capital requirements. As stated in the preamble to the NPR, the
qualif