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Board ofGovemors of the Federal Reserve System 
Federal Deposit Insurance Corpora tion 
Office of the Comptroller of the Currency 
Securities and Exchange Commission 

Proposed Rule Making: 

• Board of Governors of the Federal Reserve System, [Docket No. R-1432] (RIN 71 00-AD82) 
• Federal Deposit Insurance Corporation, (RIN 3064-AD85) 
• Office of the Comptroller of the Currency, [Docket No. OCC-20 11-14] (RIN 1557-AD44) 
• Securities and Exchange Commission, [Re lease No. 34-65545; File No. 57-41-1 I] 

Dear Board of Governors of the Federal Reserve System, Federa l Deposit Insurance Corpora tion, Office or the 
Comptroller of the Currency, and the Securities and Exchange Commission: 

I am writing in support of your adoption ora simple and stra ightforward Volcker Rule that would prohibit banks 
insured by the Federa l Deposit Insurance Corporation and their affi liates fTo m mak ing direc ti ona l bets on the 
markets. I urge you to approve this important reform to curb proprietary trad ing backed by the FD IC. 

It is difficult to determine ifin its current form , the proposed "Voleker Rule" related to Section 6 19 of the Dodd­
Frank Wall Street Reform and Cons umer Protection Act will accompl ish these broad goa ls. Unfortunately, much of 
the complex ity of the current proposed rule may detract from its effect iveness. • 
In particular, I am espec ially concerned abo ut the implicat ions of the proposed Volcker Rule for the municipal bond 
market because the State of Washington and our loca l gove rnments depend heavi ly on the Illun icipal bond market to 
fund critical capita l and transportation infrastructure investments. The comments in this letter are directed to the 
proposed rulemakings referenced above, namely the proposed "Vo lcker Rule" re lated to Section 6 19 of the Dodd­
Frank Wa ll Street Reform and Consumer Protection Act and spec ifically related to questions 120 and 124 in the 
proposed rule. I urge each agency above to replace the proposed exemplion for obligations of sta tes nnd 
political subdivisions so that it is consistent with the definition of " municipal sec urities" in cluded ill the 
Sec urities Act of 1934 ' ("the '34 Act"). 

The proposed ru le appropriately seeks to exempt municipal securiti es from the section related to banki ng institutions 
engagi ng in certain proprietary trading activities in keeping with the statute and Congress' intent. However, the 
proposed rule wou ld create an exemption for Illunicipal obligations that is defined too narrowly to include on ly 
"obligations of states and political subdivisions thereof." This definition is grossly under-inclusive and differs (i'om 
the we ll-established and re lied upon definition oflllunicipa l securiti es found in the '34 Act - "obligations guaranteed 
as to principal or interest by, a State or any po litical subdivision thereof, or any agency or instrum entality ofa State 
or any political subdivision thereof, or any municipal corporate instrumenta lity of one or more states, or any security 

, Section 3(a)(29) of the Securities Act of 1934. 
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which is in an industrial development bond." Ifmade final , the definiti on in the proposed rule would exclude 
thousands of municipa l sec urities, disrupting the municipa l market and raisi ng costs fo r state and local governments. 
Given that one of the princ ipal purposes behind the Volcker Rule is to mitigate risk, the lack of uniformi ty 1V0uid 
unfairly treat economica lly similar debt instruments differently from one anot her for the purposes of mun ic ipa l 
securities trading. Additionally, "one·off' ruiemaking should not be used to deve lop a new, separate definition of 
municipal securities. Municipal debt is issued both by governmental entities (e.g. , states, c ities, and counties) for 
their own purposes and a lso through statutorily defined authorities and agenc ies who issue for defined, 
c ircumscribed, and critical purposes such as for water and sewer, electric ity, ai rports, hOllsing, hea lth care and 
educat ion . Due to the va riety of ways in which debt can be issued pursuant to federal , state and local laws, most 
expert reviewers be lieve the definition in the proposed rule does not adequate ly capture our market , and cou ld leave 
at least 40% of the market exposed to Volcker Rule restrict ions on proprietary trad ing, therefore limiting market 
liquidi ty and increas ing costs for munic ipal securities. There is absolutely no indication that Congress contemplated 
or supported this severe bifurcation and distortion of the market. Indeed, other areas of financial regu lation have 
interpreted "obligations of states and political subdi visions thereof' broadly to include all municipal securities in the 
'34 Act. 

Washington would be put to a severe disadvantage by the proposed rule because vi rtually a ll "conduit" revenue 
bonds are requi red to be issued by instrumental ities rather than by the State and pol it ical subdi visions. Accordingly, 
many of the bonds issued by the Washington Housing Finance Commiss ion to support low income hOllsi ng, bonds 
issued by the Washington Higher Education Facilities Authori ty fo r capital acq uisiti on and construction at 
independent co lleges and uni versities, bonds issued by the Washington Hea lth Care Fac ili ties Authority to finance 
nonprofit hea lth care faciliti es and eq uipment , and fin anc ings managed by the Washington Economic Deve lopment 
Finance Authority re lated to manu facturing, recycling and waste disposal fac ilities would not be exempt. 

In addi tion, cities and counties in Washington frequently estab lish public corporat ions to independently carry out 
some specific fun ctions. Bonds issued by these public deve lopment author it ies (PDA) such the Pike Place Market 
PDA and the Seattle AI1 Museum PDA, would not be exempt from the restriction on proprietary trading even if 
guaranteed by the c ity even though bonds issued directly by the c ity for the exact same purpose wou ld be exempt 
from the restrict ion on proprietary trad ing. There is no reasonable bas is for such a d istincti on. 

Expanding the exemption for municipal securities under the Volcker Rule would pose no addi tiona l r isk to banks or 
the banking system. Municipal securit ies are among the safest assets in the u.S. capita l markets. Default rates for 
munic ipal securities are among the lowest of a ll sectors of the cap ital markets, second only to bonds backed direc tly 
by the U.S. government. Banks have been active partic ipants in the u.S. Illunicipal bond market , hold ing near ly 
nine percent of the over $3.7 trillion of municipal ob liga tions outstand ing and have been acti ve Illunicipa l bond 
investors for many decades. We are aware of no cases where munici pal securities holdi ngs have caused safety and , 
soundness problems for e ither individual banks or on a sys temic basis. 

We believe that the intent of the proposed Rule, as we ll as the Dodd Frank Act it se lf, is to excl ude a ll munic ipa l 
securities from being captured under the Volcker Rule. Previous rulemaking by the agenc ies in vo lved in deve loping 
the proposed rules demonstrates a more inclusive definition of municipal securit ies, mirroring the defin it ion 
included in the Securitics Act of 1934. 

Aga in , I urge the Fed, acc, SEC and FDI C to amend the exemption conta ined in the proposed rule and have it a lign 
with the common definition of municipa l securities found in the '34 Act that has served our country we ll for 80 
years. I also urge these bod ies to approve a simplified Vo lcker Rule. 

Thank you again for the opportunity to comment on thi s important issue. 

Sincere ly, 

~~!.JlJ&2

~f. Mcintire 

Washington State Treasurer 


