





In addition, the propased New HVADC Rule does not address any changes to risk weightings on the
unfunded commitments related to ADC leans. Under the current rules, banks are required to include up
to 50% (one-half of 100%) of their unfunded commitments in their risk-weighted assets. Under current
rules, banks that have ADC loans with corresponding unfunded commitments are already burdened with
a significant amount of required additional capital for these unfunded commitments. It is unclear if the
proposed New HVADC rule would include a change in that percentage to 65% (one-half of 130%), which
would be another detrimental impact of the proposed rule.

We also believe the Agencies are drastically miscalculating the impact on capital required under these
changes. The proposed rule states the following:

“the FDIC estimates that there could be a maximum increase in risk weighted assets of
approximately $2.6 billion, or less than one percent of the aggregate risk weighted assets for the
2,338 FDIC-supervised small banking entities”

By our own calculations, our risk weighted assets would increase over $1.1 billion for just our institution
alone and would increase over $2.9 billion if the unfunded commitment percentage were to change
from 50% to 65%. Given the relatively small sample size used by the Agencies in their analysis, we feel
that the analysis doesn’t consider the impact to the banking industry as a whole and should be
considered misleading.

In addition, under the proposed New HVADC Rule the Agencies are proposing that 1-4 family ADC loans
would generally not be considered HVADC and would be risk-weighted at 100%. However, ADC of
condominiums would generally be considered HVADC and would be risk-weighted at 130%. We believe
condominiums should be considered 1-4 family ADC loans.

The result of these changes would be increased costs to borrowers as banks would need to charge
higher interest rates and fees to offset the higher capital requirements and would either result in these
borrowers going to unregulated non-bank lenders and/or would hamper development of new projects.

In summary, we believe the New HVADC Rule to be a fundamentally flawed and should not be
implemented as proposed as it would have serious negative consequences upan the safety, soundness
and affordability of future ADC loans within the banking system.
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