From: Jane Showers [mailto:JShowers@deforestbank.com]

Sent: Monday, October 15, 2012 10:57 AM

To: Comments

Subject: Basel Il1l1 FDIC RIN 3064-AD95, RIN 3064-AD96, and RIN 3064-D97

Jennifer J. Johnson, Secretary Office of the Comptroller of the Currency
Board of Governors of the Federal Reserve System 250 E Street, SW

20th Street and Constitution Avenue, N.W. Mail Stop 2-3

Washington, D.C. 20551 Washington, DC 20219

Robert E. Feldman
Executive Secretary
Attention: Comments/Legal ESS
Federal Deposit Insurance Corporation,
550 17th Street, N.W.
Washington, D.C. 20429

Re: Basel 111 Capital Proposals

Ladies and Gentlemen:

Thank you for the opportunity to provide comment on the Basel 111 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.

I would ask the community banks be allowed to continue using the current Basel | system to compute our capital
requirements. Basel 111 was designed to apply to the largest banks, not community banks. The community banks did
not engage in the highly leveraged activities that depleted capital and caused the problems in the financial markets.

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. AOCI for most community banks represents unrealized gains and losses on

investment securities held available-for-sale. Because these securities are held at fair value, any gains or

losses due to changes in interest rates are captured in the valuation. Recently, both short-term and

long-term interest rates have fallen to historic lows generating unprecedented unrealized gains for most
investment securities. Additionally, demand for many implicitly and explicitly government guaranteed

securities has risen due to a flight to safety and government intervention in the capital markets. Interest rates have
fallen to levels that are unsustainable long-term once an economic recovery accelerates. As interest rates rise, fair
values will fall causing the balance of AOCI to decline and become negative. This decline will have a direct,
immediate impact on common equity, tier 1, and total capital

as the unrealized losses will reduce capital balances.

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 (at least five years beyond 2019) in order for those banks that need the additional capital to
retain and accumulate earnings accordingly.

We object to the proposed ten year phase-out of the tier one treatment of instruments like 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 privately-held banks and bank holding companies that are facing greatly reduced alternatives in



raising capital. 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.

Penalizing the existing mortgage servicing assets under the proposal is unreasonable for those banks

that have large portfolios of mortgage servicing rights. Any mortgage servicing rights existing on

community bank balance sheets should be allowed to continue to follow the current risk weight and

deduction methodologies.

Sincerely,

Jane C. Showers
Executive Vice President
Chief Financial Officer

DMB Community Bank
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