BankGuaMm HoLping CoMPANY

PO. Box BW « Hagitiia, Guam 96932 Tol: (871) 4726271

Ootober 10, 2012

Jennifer J. Johnson, Secretary
Board of Governors of the Federal Reserve System
20th Street and Constitution Avenue, N.-W. Washington, D.C. 20551

Robert E. Feldman

Executive Secretary

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

Washington, D.C. 20429

Re:  Basel IIl Capital Proposals
Secretary Johnson and Executive Secretary Feldman:

Thank yoe for@he apporhumity t0 provide Sotiitient on the Basel T proposals that were recently
appmveamymhmunderwmmﬁ WMW ngeas it o
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Lam wiiting 0 registes sonie’ wen WTMZ‘MMC)‘M ste refuted
t6 the'proposals. BGHE igd sitigile-Biink helding company fed inGuans it 201F: “Us'solasubsidiary,
Bank of Gitam, was charteréd if ‘Guam in ¥972 andiissgrown ta o 912 Hitlior isiritutidn with branches
in Guam, the Commonweilth of the Northorn Matienil Isldrids, thé RepublivofPalau; the'Federated
States of Micronesia, the Republic of the Marshall Islands and San Francisco, California. The Bank is
one of seven domestic banks in Guam, one of three insured banks in the Northemn Marianas, one of three
insured banks in Palau, one of two insured banks in Micronesia and the only insured bank in the
Marshall Islands. As a full service community bank, the Bank has contributed substantially to the
economic development of each of these communities, providing consumer and commercial credit as
well as loans to local governments throughout the region. With the exception of a brief period during an
economic boom during the late 1980s, the Bank has always been well-capitalized with significant
excess.
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In the aftesmath of the financialigrisis of 2008, I appreciati:the Wof rekinicturing the
capitalizatioh of the baniting ‘systeiir] éspecially for thesdbanks thatenagsi v \musually risky fiancial
activities and: are also systethichlly impisrtant. # also Unsletstand thabithe idustryHas changed” o . -
dramaticilly ince the {ast major Yévisieh in-capital reitedrients] ¥Rd that it ¥¢ Fopdrtanit to perfodically
revisit this crucial element of the banking system as a whole. As president of a highly-capitalized
holding ¢ompiafiy, T pertaihly havémd'shjection !O'M' capital ¥equir@nients, 851 belicve that will
maké the dntivdisyétem shdite Safe, sound @b stables* |, | 76, {11 B0 o e nnn e LA
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1 do have several concems, thoujgh, about the proposed changes in the calculation of both Tier 1 capital
and risk-weighted assets. 1 am particularly concerned that the inclusion of accumulated other
consolidated income (which for BGHC, at least, is comprised of the net unrealized gains or losses on our
available-for-sale securitiez portfolio) because it is likely that will make all of our capital ratios highly
volatile. That is hardly a prescription for stability, and would require that we hold capital far in excess
of the well-capitalized level plus the propossd capital consarvation buffer to protect the interests of
BGHC and its owners, along with the employces and customers of the Bank. As a relatively smal!
holding company operating in a remote part of the globe, our access to additional capital through the
markets is quite limited, particularly when the prospective yield on our common stock will be reduced
proportionally to our increased capital ratios. Further, given the current depressed earning environment,
it will be difficult to build sufficient additional capital through retained earnings alone. I believe that the
proposal to include accumulated other consolidated income in Tier 1 capital should be reconsidered.

I am also concerned about the proposed modifications in risk weights assigned to various asset
categories and sub-categories. These proposed changes seem to imply that the risks associated with
high-volatility commercial real estate loans, for example, have somehow chianged, when they have not.
If there is a perception that the risk weights were previously set too low, I have to wonder how that idea
is reconciled with the very low rate of bank failuzes prior to September 2008. I understand that the risk
weights applied to cortain high-risk assafs, such as credit default swaps and other derivatives, have been
set too low, and that they should be raised to correct past errors. The other proposed modifications of
risk weights, though, seem to be more in reaction to cyclical factors instead of true, long-term changes in
economic conditions or banking practices.

There is another matter that concerns me that is only tangentially related to the proposed changes to the
computation of capital ratios. There has been a massive increase in the regulatory burden on banks in
the last decade, first in the aitermath of the terrorist attacks in 2001, then after the collapse of financial
markets in 2008. While the increase in total compliance costs is relatively uniform among all banks,
these costs weigh far more heavily on community banks than they do upon the larger members of our
industry, and the changes proposed in the calculation of capital ratios would add yet again to our costs
without any discernible improvement in our safety or soundness. There has been a huge increase in the
number of bank failures in recent years, and many of these failures are associated with imprudent
decisions made by bankers. However, another cause that is rarely recognized is the increase in
compliance costs and their effect of reduced profits and, thus, retained earnings, leaving many, mostly
smaller banks with insufficient capital to weather rapidly changing circumstances. It almost seems like
community banks are being forced into failure or sale by design. If the calculation of the risk-rated
value of residential mortgages, for instance, was confined to new loans going forward instead of also
being applied retrospectively to existing loans, substantial costs could be avoided with little loss of the
effectiveness of the calculations, and | recommend that this be considered.

In summary, the proposed capitalization standards are, or should be, intended to reduce systsmic risk in
the U.S. banking system. However, community banks barely contribute to systemic risk, and the
application of these proposed regulatory changes to smaller institutions would do little to reinforce our
safety or soundness, and would, in fact, both reduce our profitability further and increase the volatility of



our capital ratios. I suggest that the Federal Reserve and the Federal Deposit Insurance Corporation
should focus their attention and efforts on institutions presenting systemic risk and allow community
banks to be held to different, more appropriate standasds.

I thank you again for the opportunity to comment on the Basel 11 proposals, I hope that my input is
valuable in your respective Boards’ dcliberations on these important issues.

Siqgerely,

T

Lourdes A. Leon Guerrero
President and Chair of the Board

cc:  Congresswoman Madeleine Z. Bordallo
Regional Director Stan Ivie, FDIC



