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Ms. Jennifer J . Johnson, Secretary 
Board of Governors, Federal Reserve 
20th Street and Consti tut ion Avenue, N W 
Wash ing ton , DC 2 0 5 5 1 
At tn : Docket No. R-1368 

Office of the Comptrol ler of the Currency 
2 5 0 E Street, S W 
Mail Stop 2-3 
Wash ington, DC 2 0 2 1 9 
At tn : Docket Number OCC-2009-0012 

Re: Docket Number OCC-2009-0012, "Risk-Based Capital Guidel ines; Capital Adequacy 
Guidel ines; Capital Maintenance: Regulatory Capital ; Impact of Modif icat ions to General ly 
Accepted Account ing Principles; Consol idat ion of Asset -Backed Commerc ia l Paper Programs; 
and Other Related Issues" 

Ladies and Gent lemen: 

W e are writ ing in response to your invitation to comment on the proposed rule ent i t led, "Risk-
Based Capital Guidel ines; Capital Adequacy Guidel ines; Capital Maintenance: Regulatory 
Capi tal ; Impact of Modif icat ions to General ly Accepted Account ing Principles; Consol idat ion of 
Asset -Backed Commerc ia l Paper Programs; and Other Related Issues," as issued by the Office 
of the Comptrol ler of the Currency, the Federal Reserve, the Federal Deposit Insurance 
Corporat ion and the Office of Thrift Supervision (collectively, the Agencies) . 

KeyCorp (Key), headquartered in Cleveland, Ohio, is a bank-based f inancial serv ices company 
that, at June 30, 2009, had assets of approximately $98 bil l ion. W e appreciate the opportunity 
to comment on this proposed rule and support the Agencies commi tment to consider the impact 
that the adopt ion of Statement of Financial Account ing Standards No. 166, Account ing for 
Transfers of Financial Assets, an Amendment of F A S B Statement No. 140 (F A S 166) and 
Statement of Financial Account ing Standards No. 167, Amendments to F A S B Interpretat ion No. 
46(R) (F A S 167) will have on individual bank balance sheets, lending, securit ization activity and 
the U.S. economy as a whole. W e have provided responses on the specif ic quest ions raised in 
the invitation to comment fol lowing a summary of our v iews. 

Summary of Views 
Key bel ieves the adopt ion of F A S 166/167 will result in many banks holding inappropriately 
large amounts of capital due to the consol idat ion of assets related to securi t izat ions and asset-
backed commercia l paper programs, beyond the economic risk currently retained. Current ly, 
Key has approximately $4 billion of securit ized student loans with a residual interest asset and a 



servicing asset related to these securi t izat ion t ransact ions. W e fully recognize that there is 
economic risk associated with the residual interest and support a posit ion that requires 
regulatory capital commensura te with that risk. The max imum amount of economic risk is 
l imited to the book value of our retained interests, which is roughly equivalent to the underlying 
equi ty of the trusts (trust assets less trust liabilities). By consol idat ing the assets and using the 
s tandard r isk-weightings for the securi t ized loans, we will be required to hold more capital than 
Key's economic risk related to these securi t izat ions. W e recognize that there are certain 
securi t izat ion structures where the sponsor has explicitly guaranteed the t ransact ions with back-
up liquidity facil it ies (commercia l paper conduits) or through a cont inuing involvement in the 
transact ion (revolving credit card /home equity line transact ions) and agree that the cont inued 
involvement of the sponsor should require consol idat ion and appropriate regulatory capital 
against all of the assets. However , dur ing the sixteen years that Key has securi t ized assets, it 
has never implicitly or explicitly guaranteed the securit ies issued in connect ion with any of its 
securi t izat ions. Therefore, Key recommends that the proposal be modif ied to ensure that the 
capital required by the individual banks reflects the true gradat ion of risk inherent in the 
consol idated assets and structure of the related securit ization t ransact ion. Addit ional ly, this 
proposal seems to run contrary to current international t rends of analyzing specif ic components 
of f inancial risk based on the Basel 1 and II Accords. 

W e also urge careful considerat ion of the current economic sett ing. Potential ly requir ing 
addit ional capital in 2010 through the appl icat ion of F A S 167 places addit ional f inancial 
requirements on the banking industry at a t ime when recapital ization is difficult and economic 
recovery is tenuous. Key suppor ts the concept of a phase- in of capital requirements due to 
consol idat ion but suggests that a phase- in longer than 12 months be considered to ensure the 
economic recovery is fully underway prior to the implementat ion. 

Detai led Responses to Individual Quest ions Posed 

Question 1: Which types of V I E's will banking organizations have to consolidate onto their 
balance sheets due to the 2009 GAAP modifications, which types are not expected to be 
subject to consolidation and why? Which types are likely to be restructured to avoid 
consolidation? 

From a securit ization perspect ive, the change in GAAP will require Key to consol idate its 
"vanil la" senior/subordinated student loan securit ization trusts where Key retains a portion of the 
residual risk (or "first-loss" piece). These structures are c losed-end, bankruptcy remote, "brain-
dead" trusts originally establ ished to ensure a true sale and off-balance sheet t reatment of the 
sold loans through the sale of securit ies by the trust and retention of a port ion of the risk by the 
seller of the loans. It does not appear likely that such structures could be restructured to avoid 
consol idat ion. 

Question 2: Are there features and characteristics of securitization transactions or other 
transactions with V I E's, other S P E's, or other entities that are more or less likely to elicit banking 
organizations' provision of non-contractual (implicit) support under stressed or other 
circumstances due to reputational risk, business model, or other reasons? 

Key does not provide any implicit support for its securit ization transact ions other than 
obl igat ions that are contractual ly required as a result of the residual interest and the servicing 
asset that are both reflected on the balance sheet. Due to the structure of these securit izat ions, 
if the residual asset associated with a part icular trust is ext inguished due to credit or other 



related issues, Key does not have any contractual obl igat ion to further suppor t the given 
structure f rom a credit, l iquidity or any other perspect ive. Key's only ongo ing involvement would 
relate to our contractual obl igat ions as servicer for the trusts. Al though there could be some 
degree of "reputat ional risk" by not support ing a given trust by a seller of the securi t ized loans 
(in te rms of purchasing the underlying bonds), this risk relates to any potential future 
securi t izat ions and the wi l l ingness of prospective bondholders to part icipate in any of those 
securi t izat ion t ransact ions. During the past 16 years of securit izations including the recent 
f inancial crisis, other than its obligation as master servicer, Key has not cons idered support ing 
nor is it contractual ly obl igated to support any of its trusts, even as several securi ty c lasses 
suf fered ratings downgrades due to performance issues. 

Question 3: What effect will the 2009 GAAP modifications have on banking organizations' 
financial positions, lending, and activities? How will the modifications impact lending typically 
financed by securitization and lending in general? How may the modifications affect the 
financial markets? What proportion of the impact is related to regulatory capital requirements? 

Key will no longer utilize securit izations as a strategy for the funding of assets , primarily due to 
the negative impact on regulatory capital. Key has been using securit ization structures, as 
descr ibed in #1 above, s ince 1993 using the product with student, auto and home equity loans. 
Based on the potential increase in regulatory capital that will result due to consol idat ion, with no 
change in risk, there is no longer any rationale to employ securit izations as a funding method, 
consider ing also the cost of structuring and underwri t ing of the trusts. Dur ing the last two years, 
the securit ization markets have been severely d isrupted; however, in more normal t imes, Key 
had considered securi t izat ions as a cost-effective method of funding assets. 

From a greater capital markets perspect ive, Key believes that many in the banking industry will 
refrain f rom using securi t izat ions as a way to achieve efficient, off-balance sheet funding of 
assets. This will result in decreased bank-based lending for assets such as auto, home equity, 
credit card and student loans as funding and capital are a precious commodi ty . Unfortunately 
this will reduce credit availabil i ty to consumers at a t ime when the economy is struggling to 
grow. Furthermore, many ancil lary businesses associated with securi t izat ion activity, such as 
law, tax, account ing, rating agency and print f i rms will also be negatively impacted f rom the 
result ing loss of business. 

Question 4: Are there significant costs and burdens associated with immediate application of 
the 2009 GAAP modifications to regulatory capital requirements of banking organizations that 
were not included in the S C A P, and if there are significant costs and burdens (or benefits), or 
other relevant considerations, should the Agencies consider a phase-in of the capital 
requirements that would result from the 2009 GAAP modifications? 

Key is in the process of implement ing F A S 166/167 and anticipates that there will be signif icant 
addit ional costs associated with adopt ing the new GAAP requirements. The addit ional efforts 
will include t racking, reconci l ing, recording and consol idat ing the activit ies of these trusts that 
will now be reflected on Key's books as well as addit ional f inancial d isclosures and retrospective 
account ing, report ing and disclosure. These costs are an unfortunate, but f requent byproduct of 
adopt ing new GAAP statements. W e urge the Agencies to carefully consider whether it is 
prudent to adopt F A S 166/167 given it will result in regulatory capital in excess of the economic 
risk, as it s tands now. There are precedents where regulatory account ing and report ing deviate 
f rom GAAP, with the recognit ion of deferred tax assets and the capital t reatment of other 
comprehens ive income as two examples. 



Due to the current f inancial crisis, capital has become extremely precious and costly to banks. 
W e do not think it is sensible to require banks to hold considerably more capital for this risk at a 
t ime when raising capital is chal lenging and the ability of banks to generate capital through 
earnings is stra ined. The efforts of the US Treasury, Federal Reserve, Federal Deposi t 
Insurance Corporat ion and Comptrol ler of the Currency have been successful in stabil izing the 
banking industry and f inancial markets. However , addit ional t ime is needed to ensure the 
banking system is recapital ized; as such, Key recommends considerat ion of a phase- in period 
beyond one year. 

Question 5: Comment on the proposal to remove the exclusion of consolidated A B C P program 
assets from risk-weighted assets under the risk-based capital rules. 

This quest ion is not appl icable to Key. 

Question 6; Does this proposal raise competitive equity concerns with respect to accounting 
and regulatory capital treatments in other jurisdictions or with respect to international accounting 
standards? 

Key bel ieves that the Agencies must keep U.S. banking rules consistent with international 
banking rules to ensure the playing-field for banks is equal , f rom a global perspect ive. Onerous 
capital requirements in one country versus less str ingent capital requirements in another country 
will create, over t ime, a competi t ive d isadvantage that may lead to weaker bank per formance, 
decreased lending and loss of human capital . In this current economy, creat ing this type of 
capital requirement disparity may further exacerbate the f inancial market disrupt ion. 

Question 7: Among the structures that likely will be consolidated under the 2009 GAAP 
modifications, for which types, if any, should the agencies consider assessing a different risk-
based capital requirement than the capital treatment that will result from the implementation of 
the modifications? 

As stated previously in this letter, Key bel ieves there should be different regulatory capital/risk 
weighted asset methodologies employed for different V I E structures; not all structures are equal 
f rom a risk retention perspective. Revolving structures, such as those for credit cards or home 
equity lines of credit, carry inherently more risk due to the revolving nature of the assets which 
require issuers to actively manage the trust 's assets. Key's c losed-end, "bra in-dead" trusts are 
effectively amort iz ing f rom inception. Within the trusts there are several credit enhancements to 
help mit igate risks, including the usage of reserve accounts, cross collateral ization of t ranches 
and over-col lateral izat ion. Key's ongoing risk, and thus the total amount of capital at risk, 
should equal the amount of book equity associated with a given trust (trust assets less trust 
liabilities), which approx imates the residual interest currently retained on Key's balance sheet. 
Once this "equity" is ext inguished due to losses on underly ing loans, the economic risk to Key is 
also ext inguished. Thus , we believe regulatory capital should be appl ied to only the equity of 
the trusts, and not to all underlying assets. 

Question 8: Servicers of securitized residential mortgages who participate in the Treasury's 
Making Home Affordable Program (M H A P) receive certain incentive payments in connection 
with loans modified under the program. If a structure must be consolidated solely due to loan 
modifications under M H A P, should these assets be included in the leverage and risk-based 
capital requirements? Commenters should specify the rationale for an alternative treatment and 
what an appropriate alternative capital requirement would be. 



This quest ion is not appl icable to Key. 

Question 9: Which features and characteristics of transactions that may not be subject to 
consolidation after the 2009 GAAP modifications become effective should be subject to risk-
based capital requirements as if consolidated in order to more appropriately reflect risk? 

This quest ion is not appl icable to Key. 

Question 10: Will securitized loans that remain on the balance sheet be subjected to the same 
ALLL provisioning process, including comparable loss rates, as similar loans that are not 
securitized? 

Key bel ieves that securi t ized loans should not have the same ALLL provisioning as similar loans 
in our portfolio. The rationale for this perspect ive lies in the fact that Key's securi t ized deals are 
in fact separate legal trusts, meaning that the bondholders have the legal recourse to the 
underly ing loans. Given that the proposal requires regulatory capital greater than the economic 
risk, it does not logically fol low that banks should also be required to record an addit ional 
a l lowance for future losses and thus further impair capital through reduced retained earnings. In 
this si tuat ion, capital ratios would be penal ized in both the numerator (decrease in net 
income/capital) and denominator ( increase in r isk-weighted assets). The proposal could require 
banks to build addit ional loss reserves, which may result in addit ional capital needs. As 
previously ment ioned, any capital raise in this envi ronment would be problematic and costly. 

Fur thermore, servicing requirements for securi t ized student loans differ f rom on-balance sheet 
pract ices in a number of ways . In general , the servicer is permit ted more t ime to work with a 
del inquent borrower before charging off the loan, if warranted. The servicer is also permit ted 
more opportuni t ies to offer forbearance or deferment opt ions to the student loan borrower than 
would otherwise be permit ted for Key's portfolio loans. This can allow borrowers more t ime to 
cure their repayment problems. Since Key is not the legal owner, as servicer, it needs to fol low 
the charge-off policies that are contractual ly establ ished in the legal documents that govern the 
trust operat ions. This could result in different col lect ion and charge-off policies for loans 
consol idated under F A S 167 versus similar loans that were never sold or securi t ized. 

In conclusion, Key appreciates the opportunity to comment on the proposed rules and hopes 
these comments are useful and positively inf luence any final regulations. W e welcome the 
opportuni ty to d iscuss these issues in more detai l . Please feel free to contact Wil l iam Schlag, 
Senior Vice President, Corporate Treasury, at 2 1 6-6 8 9-4 6 8 2 or me at 2 1 6-6 8 9-3 6 2 5. 

signed Joseph M. Vayda 
Executive Vice President and Treasurer 


