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COMMUNITY BANK 

October 22, 2012 

The Honorable Martin J . Gruenberg 

Acting Chairman 

Federal Deposit Insurance Compony 

550 17'" Street, N. VV. 

\Nashington, D.C. 20429 

Ladies and Gentlemen: 

Member FDIC 

1 appreciate having this opportunity to express my comments related to the Basel Ill proposals that were 

recently approved by the Federal Reserve Boqrd, the Office of the Comptroller of the Currency and the 

Federal Deposit Insurance Corporation. I am the President of Community Bank and Trust Company, a 

$248,000,000 bank headquartered in Muscatine, Iowa. I am writing todDy to express my concerns as a 

c ommunity banker. 

The proposed ru l e that unrealized gains and losses flow throu_gh to common equity is, at the l e a s t , an 

accounting cha llenge. In addition, the timi ng of th i s event could not be vvorse . At a time vvhen interest 

rates are at a ll time lovvs, the effec t o n cap i tal. as rates inevitably increase, will be to reduce capita l 

s ignificantly. "We hold most of our securi ties in the avai lable for sale category for liquidity purposes. 

"With this rule, the probobl e action of our bank wi ll be to recl assify the availab l e f or sa l e securities to 

held to maturity limiting our abil ity to manage our investment portfolio through different interest rate 

and economic cycles. 1 ask that t his section of the proposal be eliminated . 

The proposa l for risk weightine re sidential mortgages in various ways is flawed from a commun ity 

banker point-of-view. Our mortgages are unde rwritten at the time of the loan. "We have a succ essful 

track record of providing loans to fami lies for the purch ase of a residence. In mony cases, the rea l estate 

either may not qual ify for the secondary market or the camps for appraisals do not meet secondary 

market guide lines. I n these cases, we are u sing balloon mortgages. With the proposed " penalty" for 

writi ng ba lloon mortgages, the end result in our case will be to e liminate them entirely and, by doing so, 

disqualify a large number of borrowers from obtaining home ownership. The proposal also does not 

take into account private mortg<Jge insurance when ca l c ulating the loan- t o value position. Finally on 

this topic, there is no grand f ather provision to this r ule so a ll residential mortgages on the bank's books 

woul d be subject to the new capi tal requirements. This "granular" approach will take a great deal of our 

time and money to ca lculotc the new r e porting requi r ements - time ond money that would be bette r 

spent making new loans to help this stagnated economy get moving. This provision also appl i es to home 

equi ty and second lien loans . Again, the e n d resul t will be a reduction (or e lirnination) of these credit 
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p r od u c t s to the general public . I ~sk that these provisions related to mortgilge lend1ng products be 
e l1minated. 

The proposal to 1ncrcase nSk weights on delinquent loans compounds the problem. I can assure you 

that delinque nt loans receive our immediate and u ndivided attention. Given that we are identifying the 
problem and past due loans and providing an allowance in the ALLL for these, the additional impact on 

capital seems onerou s. The rul e as approved w ill remove the option o f working with those past due 
borrowers to Improve th~ credit a r1d f o r ce u s to just forec lose t h e property and get out of the si tuation 

as quickly as poss ible. Risk regarding past due loans s h oul d con tinue to be managed through loan loss 

reserve g uidance a nd not by layer-Ing on an add itional capital r·equircment. 

The e liminat 1o n of trus t preferre d securities is a complete re-write of the Coll ins Amendment to the 
Dodd-Frank Act w hic h never inten ded for this type of investme nt t o be completely pha sed-out for 

community banks. The proposa l wi ll r edu c e our ability to grow and better se r ve our customers. The 

proposal seems to be in d irect contradiction t o n ot only the statu te, but a lso our stated national goal to 
promote economic growth and job creation. I ask thiJt section be made consistent with the 

requiremen ts intende d by the Dodd- F rank Act. 

In c losing, 1 understand a nd applaud the eoal of reducing risk a nd streng thening the financia l system. 
The Basel Il l rules ( I belie ve) were intended f or l a r ge ,,u l ti b illio n dollar- globa l financia l institutio.--.s and 

were never inte nded to rest rict the important ro l e of community banks in our local economies and 

,,ark e ts . I urge t h e agency to r epea l this proposal as i t relates to comn,un ity banks so we may continue 
serving our loca l c ustomers a n d working to improve our loca l economy. 

$;~ 
G ary D . S l ight 

Pres1dent 


