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Re: Basel Ill Capital Proposa ls 

Lad ies and Gentlemen: 

T hank you fo r the opportunity to provide comment on the Basel Ill proposals that were recently 
approved by the Federal Reserve Board. the Office of the Comptro ller o f the C urrency. and the 
Federal Deposit Insurance Corporation. 

Bank of Travelers Rest is a 490 million community bank w ith ntnc offices located in the 
Upstate region o f o uth a ro lina in no rthern Greenvi lle County. Our bank was chartered in 
1946 and has been serving indi viduals and smal l to med ium size businesses in Trave le rs Rest 
and the surrounding comm unities fo r over 66 years. We a rc concerned that the Basel Ill 
pro posals w ill seri o usly impede o ur ability to cont inue serving our community. 

Fi rst. the inc lusio n o f unrea lized gains and losses from the investment portfol io in the common 
equity tier o ne computatio n wi ll result in increased vo latility to capita l. Du ri ng t his period of 
his toricall y low rates, most communi ty banks wi ll have unrea lized gains in their inves tment 
portfol ios. I lowcver. once an econo mic recovery begi ns interest ra tes wi ll rise and those 
unrea li zed ga ins w ill quick ly become unrea lized losses. For example. our bank has an unrea lized 
ga in as o f cptcmbcr 30.2012 o f $5 .1 97.92 1. In an economic recovery w here interest rates rise 
300 basis po ints (3%). o ur unrea lized gain would quick ly turn into an unrealized loss of 
approx imate ly $ 10.040.479. Thi would result in a reduction to o ur capita l of $15.238.400 or 
32%. This adj ustment to capital would occur e en tho ugh nothing changed o ther than interest 
ra tes durin g an economic recovery. It appea rs tha t this proposa l wil l introduce add itio na l 
volatility ins tead o f provide s tabi li ty to banking. 



Large rmancial institutions have the abil ity to mitigate capita l vo lati li ty by usjng interest ra te 
derivatives and other instruments. Community banks do not have the resources to engage in 
these transactions and manage the associa ted ri sks and costs. Community banks should be 
allowed to continue excluding unrealized gains and losses in thei r investment portfolio from 
capi tal calcul at ions. 

econd, the proposed capital conservation buffers ' ill put additional pressure on community 
banks to raise capi ta l. Most community banks do not have ready access to capita l such as the 
larger banks have through capi ta l markets. Fo r example, our bank is a ubchapter corporation 
and therefore restricted to the number of shareho lders it may have. The on ly way for our bank to 
raise cap ita l is fro m current shareho lders or th ro ugh earnings over an extended period of time. If 
our bank was not ab le to meet the minimum capi ta l requi rements wit h the buffers in place we 
would be restricted on di v idend d is tributi on to our shareholders. Prohibiting a ubchapter 
bank from d istributing earnings w ill conflict with IRS regulations wh ich require our shareholders 
to pay income taxes on the earned income of the bank. D iv idend Distributions made by 

ubchaptcr banks wh ich arc made for the purpose of paying income taxes should be exem pt 
ii·om the capi tal conservation buffers to ensure that the ir shareho lders do not vio la te the 
provisions o f the Internal Revenue ode. 

Third, increasing the risk weighting for residential balloon loans, interest-only loans, and second 
li ens w ill penalize our customers by mak ing these loans more expensive due to the add itional 
capita l requirements. ln some cases it may even force us to exit a market entirely. Though most 
of our first mo rtgage res identia l rea l estate loans confo rm to th e requirements of the secondary 
market, g iven the bank's rura l location there a rc a number of good customers whose loans arc 
non-conforming because of the amount of acreage involved, o r because there are no recent sales 
of comparable properties o r because the property or surro unding properties may have mixed use. 
Bank of Travelers Rest has $38.254, 140 in loans secured by these properties of which most are 
structured w ith balloon payments. In add itio n the bank has $25,656,656 in home equity lines of 
credit and $4.651.438 in closed-end second mortgage loans. 

Our loss experience on these residential rea l estate loans docs no t j ustify the additional cap ita l 
requirements Basel Ill will impose o n these loans. Over the past three years, in spite of one of 
the worse recessions in history, our loss ratio o n these residential real estate loans never 
exceeded one percent. This loss ratio inc ludes first and second mortgages as well as home equity 
lines of cred it. The Basel III risk-weights will also penalize the bank for utilizing payment 
s tructures. such as ba lloon payments. in order to mitigate interest rate risk on our ba lance sheet 
and the bank will be forced to make significant software upgrades and incur addi ti onal personnel 
costs in o rder to track loan-to-va lue ra tios and determi ne the pro per risk-weight catego ries. 

G iven the potential impact o n ou r customers, the hi storica l loan loss ratio on residential rea l 
esta te loans. the adverse effect on interest ra te ri sk management and the cost of compliance, 
community banks shou ld be a llowed to stay wi th the current Basel l risk weight framework for 
residentia l loans. 

Fourth. limiting the inclusion of the Allowance for Loan and Lease Losses to 1.25% of ri sk­
weighted assets is counterintuitive to increasing capita l and providing an adequate cushion fo r 
Joan losses. If Basel li t is truly about strengthening capita l and preventing losses then why limit 



the amount of loan loss reserves included in the capital ca lculati ons. Communi ty banks should 
be encouraged to increase loan loss reserves and certainly no t be penalized fo r do ing so. Recent 
history has taught a ll of us that an adequate Allowance for Loan and Lease Losses is the first line 
of de fense for unantic ipated loses and serves as an important capital conservati on buffer which 
should no t be limi ted fo r no apparent reason. 

Fifth, increasing risk we ights for nonperformi ng loans only dupl icates the purpose of the 
A llowance for Loan and Lease Losses and is unnecessary when yo u consider that the Allowance 
fo r Loan and Lease Losses already takes into consideration many o f the ri sk [actors li s ted in the 
Basel lil revised ri sk we ights. T hi s additional risk weighting wi ll decrease our abi lity to work 
with customers experienc ing economic hardshi ps by making the cost to carry a nonperforming 
loan prohi biti ve. 

In conclusion, the capital requirements o f Basel Ill will have a very negati ve impact on the Bank 
of Travelers Rest and the community we serve. As proposed, Basel TTl w ill increase the 
vo latility of our capital account, penalize our -Corpora tion shareholders, increase the cost of 
borrowing, especially fo r our rural customers. increase interest ra te risk, create unnecessary 
regulatory bu rden, penalize the bank for maintaining additi ona l reserves in the Allowance for 
Loan and Lease Losses. and limit our abil ity to work with customer who are experiencing 
economic hardships. Our management and Board of Directors fi rmly beli eves that if full y 
implemented as proposed ,over time Basel lii will drastica ll y reduce the num ber of communi ty 
banks. decreas ing competi tion and resu lting in a greater concentration of assets in a few very 
large financial institutions and thereby perpetuating the problem of''Too Big To Fail". 


