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On behalf of the nearly 7,000 community banks represented by the Independent Community Bankers of 
America, thank you for convening today’s hearing titled: “The Impact of the Volcker Rule.” The final 
Volcker Rule, as issued on December 10, would have a harsh and immediate impact on some 300 
community banks that hold collateralized debt obligations (CDOs) backed by trust preferred securities 
(TruPS). The December 10 rule would cause an irreversible impact on the earnings and capital of these 
banks. We know of several community banks that would literally be put out of business if this rule stands. 
 
ICBA is currently evaluating the interim final rule released late today by the agencies to address this 
problem and will assess whether additional remedies are warranted. ICBA is grateful to Chairman 
Hensarling and Chairman Capito for introducing legislation (H.R. 3819) that would remedy this injustice 
by allowing banks to retain CDO TruPS issued before December 10, 2013, the date of the final rule. 
Senators Mark Kirk, Mike Crapo, and Jerry Moran have introduced Senate legislation (S. 1907) that 
would also provide an effective remedy. We also thank Ranking Member Maxine Waters and the 
Financial Services Committee Democrats for writing to the regulators to express their concerns regarding 
the impact of the final Volcker Rule. Congress never intended the Volcker Rule to jeopardize community 
bank TruPS. 
 
The CDO TruPS investments in question were structured and sold beginning in 2000 with the purpose of 
helping community banks raise capital to serve their communities. The investments always were highly 
rated and performed well until the financial crisis of 2008. Community banks had every reason to believe 
they would have the right to own these investments until maturity.  
 
The intent of the Volcker Rule was to prohibit proprietary trading by the largest banks and the ownership 
of hedge funds and private equity funds. When the final rule was issued, community bankers were frankly 
shocked to learn that it required them to divest their holdings of CDO TruPS by July 2015. This 
unanticipated requirement was not included in the proposed Volcker Rule. What’s worse, the divestment 
requirement, though not immediate, would require that these investments be immediately impaired 
through earnings and regulatory capital under “other-than-temporary-impairment” (OTTI) accounting 
standards. Because the divestment requirement would immediately drive down the fair value of these 
instruments, the write downs would be based on fire sale prices that bear no relation to their true long-
term value. In many cases, this would wipe out a bank’s earnings and impair capital. As noted above, it 
would cause the failure of several community banks that we are aware of.  
 
The agencies’ December 19 effort to clarify the application of the rule did not provided adequate 
assurances to community bank investors. We are currently evaluating the agencies newly-released 
revisions to the Volcker Rule which are intended to address our concerns. The interest of the House 
Financial Services Committee, including the convening of this hearing and the legislation noted above, 
has been extremely helpful.  
 
Thank you again for moving expeditiously to address this critical threat community banks and to the 
economic recovery. 
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