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October 10, 2012

Robert E. Feldman

Executive Secretary

Attention: Comments/Legal ESS
Federal Deposit Insurance Corporation,
550 17th Street, N.W,

Washington, D.C. 20429

Re: Basel I Capital Proposals
Mr. Feldman:

Thank you for the opportunity to provide comment on the Basel 11l proposals that were
recently issued for public comment by the Federal Reserve Board, the Office of the
Comptroller of the Currency, and the Federal Deposit Insurance Corporation.

Community banks should be allowed to continue using the current Basel I framework for
computing their capital requirements. Basel Il was designed to apply to the largest,
internationally active, banks and not community banks. Community banks did not engage
in the highly leveraged activities that severely depleted capital levels of the largest banks
and created panic in the financial markets. Community banks operate on a relationship-
based business model that is specifically designed to serve customers in their respective
commuaities on a long-term basis. This model contributes to the success of community
banks all over the United States through practical, common sense approaches to
managing risk. The largest banks operate purely on transaction volume and pay little
attention to the customer relationship. This difference in banking models demonstrates
the need to place tougher capital standards exclusively on the largest banks to better
manage the ability to absorb losses. Requiring banks to increase their capital levels can
be accomplished under the current capital guidelines.

We object to the proposed ten year phase-out of the tier one treatment of trust preferred
securities (TRUPS) because it is reliable source of capital for community banks that
would be very difficult to replace. We believe it was the intent of the Collins amendment
of the Dodd-Frank Act to permanently grandfather tier one treatment of TRUPS issued
by bank holding companies between $500 million and $15 billion. Phasing out this
important source of capital would be a particular burden for many banks and bank
holding companies that are facing greatly reduced alternatives in raising capital.
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While we applaud the fact that TRUPS issued by bank holding companies under $500
million would not be impacted by the proposal, consistent with the Collins Amendment,
we urge the banking regulators to continue the current tier one treatment of TRUPS
issued by those bank holding companies with consolidated assets between $500 million
and $15 billion in assets. We hold nine million in TRUPS that have a final maturity of
2035. To eliminate this as a source of capital would dramatically impact our capital
level. With total assets in excess of $400 million we could be impacted when our assets
reach the $500 million threshold.

Inclusion of accumulated other comprehensive income (AOCI) in capital for community
banks will result in increased volatility in regulatory capital balances and could rapidly
deplete capital levels under certain economic conditions, At my bank, for instance, if
interest rates increased by 300 basis points, my bank’s bond portfolio would show a
paper loss of $5.9 million or 9.8%.

Implementation of the capital conservation buffers for community banks will be difficult
to achieve under the proposal and therefore should not be implemented. Many
community banks will need to build additional capital balances to meet the minimum
capital requirements with the buffers in place.

Community banks do not have ready access to capital that the larger banks have through
the capital markets. The only way for community banks to increase capital is through the
accumulation of retained earnings over time. Due to the current ultra-low interest rate
environment, community bank profitability has diminished further hampering their ability
to grow capital. If the regulators are unwilling to exempt community banks from the
capital conservation buffers, additional time should be allotted in order for those banks
that need the additional capital to retain and accumulate earnings accordingly.

The proposed risk weight framework under Basel 111 is too complicated and will be an
onerous regulatory burden that will penalize community banks and jeopardize the
housing recovery.

Sincerely,
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Richard W. Ogden
Senior Vice President, CFO & Treasurer



