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October 22, 2012

Jennifer J. Johnson, Ssaretary

Board of Governars of the Federal Reserve Sysiiem
20th Street and Constitutiom Avenue, N.W.
Washington, D.C. 20551

Robert E. Falidiman

Bxecutive Saanetary

Attention: Comments/{legal ESS
Federal Deposit Insurance Canporation,
550 17th Street, N.W,

Washingtom, D.C. 20429

Re: Basel lll Capital and Rigk-Weighting Proposals
Ladies and Genmtliemen:

Thank you for the opportumity to provide comments on the Basel lll proposals
that were recently issued for public comment by your agencies. We specifically
appreciate the opportunity to discuss our concern about the impact of these
propasals — particularly the proposed risk weighting of certain assets — on our
bank and our customers.

Our History

Our bank, BankPlus and its holding company, BancPlus Corporation, serve the
towms and cities of most of Mississippi, including the Mississippi Delta. From our
beginnings as Citizens Bank & Trust Company in rural Mississippi over one
hundred years ago, we have been blessed to grow into a strong commumiity bank
with over $2.2 billion in assets. While our bank has certainly grown in asset size,
we have maintained our small-town commitment which is reflected in our motto
- “It's more than a name. It's a promise.” We fulfill that promise by focusing on
our customens above our bottom line. While that may sound cliched, we live
that promise by offering our customers 7:00 A.M. to 7:00 P.M. banking in many
locatioms because our customers have come to expect we will adapt our business
to meet their needs.

These needs not only include innovative hours, but innovative products as well.
Innovative products are needed because our commumitiess, such as our
birthplace of Belzoni in Humphreys County, are not your typical communities.
Although Belzoni may lay claim to the title “Catfish Capital of the World” due to
producing more farm-raised catfish than any other U.S. coumtty: it also holds less



notable distinctioms. As of the 2000 census, Humphreys County was the 56"
poorest county out of 3,141 countiies in the United States — ranking it in the
bottom 99.98% percentile of all counties. Unfortumately, Humphreys County is
only the 7" poorest county in the State of Mississiippi.

Our Coonmunities

Despite such obstacles, our bank has grown by offering the citizens of our
commumities affordable banking products such as residential mortgages and
agricultural and commerdial loans as well as other non-banking services. We
strive to help our commumitiies pull themsellves out of the bottom tier in most
standard of living categories and have refused to accept the status quo. For
example, recognizing that we reside in the most obese state in the country, we
launched our WellimessPlus program in 2003 which providies a comprehensive
web based wellmess program to improve the health of employees and manage
healthcare costs at client companies throughout the United States. WellnessPlus
has garnered international recognition and, more importantly, has improved the
lives of sur employees and custiomers,

Further, our efforts to serve our commumiiiees — most of whiich are in the hotttom
tier of commumitiies acrass the country — have been recognized by the United
States Treasury Department through our certification as a Gammunity
Development Financial Institution (“CDFI¥). As a CDFI, we have made a
commitment to serve the underserved and support the economically distressed
commumitiies and citizens of our state. These efforts have been rewarded with a
recent Bank Emterprise Award from the CDFI Fund as well as the single largest
allocation of proceeds in the nation under the Community Development Capital
Initiative (“CDCI”). The proceeds from these awards have let us fulfill the goals
of the CDF| Fund by developing innovative products that allow low-income and
first-time homebuyeis to give their familiies a place to live and start-up business
the resources to develop our commumiirs, Yet these same products and
services which we have been encouraged to develop are now the products and
servieces being most heavily penalized under the prepesed risk-weighting ryles.

Recommendatiom: In addiiiion to the mare gemaad/ requessss set ftottth in our
condliziéon belaw, we would like to partiiolalty/y press an exempition for CDFIs.
These insttittioions play a uniaguee and! nidie rolke in our natidols’s fneapielal system by
serviny thesse citizanss thait have otttervisise beem passed! over of givem up on by the
langger fnsapielal instietiolons. The piensssdd rulkss pentliige the very typrs 6f
prostigtss and! serutess thait the CDFI Fund has encalirgged. If the pronsssed rules
are ffimdizeed, an exempioon for CDFIs wellid constifitiete a uniffesd veie® feom ouF
governmpetatal entiiges thait all efizanss willl be afffoeged the eppUktbibity 1 oB@n
iinsonielal stiBlitty and inddpeenfience.




Our Business
Risk Weighting of Assets

Residemtétil. Like other CDFls and most communmiity banks, our assets include a
high concentration of residential mortgages that, for valid safety and soundness
reasons, do not meet the definition of Category 1 loans that large, imsffitutional
banks typically have on their balance sheets. Many of our customers do mot
want or do not qualify for a Category 1 mortgage due to various reasons, such as
no appraisal due to lack of comparalles, size of the loan, or credit history.
Additiomallly, it is not prudent for our bank to carry long term mortgage loans.
Instead we believe that our customers are better served with shorter term
balloon loans that generally renew at reasonable rates to fully amortiize the loan.

But we don’t end our personal relationships and concern for our customers once
we have originated these mortigages. In fact, we believe that our commitmnent
to our commumiities goes well past the loan closing. This belief is what lead us to
develop our Homeowmershiip Stabilization Program in 2009. Under this program,
we convert existing mortgages with past due payments to new five-year balloon
loans on 40 year amortizatiom schedules with fixed rates and no fees. Since the
program’s inception, we have helped 100 familiies, almost half of whom live in
Low and Moderate Income (LMI) commumitiies, stay in their homes and provided
them financial literacy training. Of the 100 borrowers we have helped, only 4 of
the loans have gone to foreclosure. Yet the propesed standardized approach for
risk weighting assets would, in nearly all cases, at least double the risk weights of
these loans and discourage us from assisting our customers when they need our
help the meost.

Siimilarly, under the proposed rules, the increase in risk weightimgs for the rest of
our 1-4 family residential loans may triple in some cases from 50% to 150%. We
believe that all of our 1-4 family residential loans on our balance sheet will fall
into the Category 2 risk weightimg. Applying the rules as proposed, both our Tier
1 Rick Based CHpital aind our Total Risk Based Cxpital at June 30, 2012, woulld
drop on a proformna basis by nearly 300 basis points. If the proposed rules are
adopted, we may be faced with the decision to protect capital and forego these
loans entirely. We have limited access to raising significant capital and the bank
will lose a significant source of income if it must forego these loans. More
importantlly, the citizens of our commumities could be forced to look elsewhere
for such products. Their choices will be limited to large institutioms - who likely
won’t be willing to extend credit to these borrowens — or other lending
institutioms that often only give loans with trully punitive terms and conditions.



Agritauituatl. As Citizens Bank & Trust Company, our bank built its business by
serving Mississippi’s number one industry — agriculture. As you can iimagine,
farming is no easy way to make a living. Constantiy battling mother mature,
unpredictable commodity prices, and seasonal labor may seem futile to some.
Yet our farmers employ nearly 30% of the state’s workforce and operate a $7.02
billion industry. We are proud to have been an instrumental part of this imdustry
for the last 100 years, but face the prospect of having to dramatiicallly reduce this
line of business.

To serve these agricultural commumiiiies, our bank has developed a wide variety
of loan products to assist farmers with all facets of their operatioms. Due to the
unique nature of the agricultural business, these loan products are mon-typical
and are generallly tailored as single pay loans that reflect the fact that farmers'
incomes arrive on an annual basis. Therefore, requiring monthly payments on
these loans does not make sense and would shut out access to the credit these
famiilies need. Over the decades that our bank has been making these loans, we
have developed a sophisticated underwriting system that methodiically analyzes
10+ years of a farmer’s crop yield. This system has allowed these products to
not only exist, but thrive, with essentially no delinquencies and minimal charge
offs. Yet the proposed rules will in most cases increase the risk weighting of
these loans to 150% or 200% and discourage their use. The increase not only
thieatems g viable line of business for our bank, but poses a real risk to a large
segment of Mississippi’'s populatien that has come to rely on sueh produets to
sustain a way of life.

Commerdid]. Like residential mortgages, the increase in risk weighting of high
volatility commergial real estate (“HVCRE") will stifle much of the local
commercial development that is vital to our state’s small towns. Members of
the commumity come to BankPlus for loans that will allow them to buy the real
estate to start their own restaurants, convenience stores, and other lbusinesses.
If the proposed rules are adopted, and the risk weighting of these loans are
increased, we may be forced to discontinue these loans and shut out would-be
business owners. Again, it is the commumitiees that these business owners could
improve that will be harmed the most.

It should be noted as well that the compliamce costs of the proposed rules,
especially in regards to HVCRE loans, will be especially burdensome to
commumiity banks such as ours. Under the proposed rules, a loan will be
classified as a HVCRE loan if it does not receive at least 15% of the “as
completed” appraised value of the property from the borrower with a
contractual obligation to remain in the project throughout its lifespan. The
proposed rule appears to disregard the reality that many of these projects
receive financial assistance from third parties, in the form of grants and rent
assistance. Further, we do not have a way to determine whether these financial



metrics are met for the existing loans on our balance sheet. The time and
manpower that would be required to undertake such a project would be
massive.

Capital Callullattions

AOC). Under the proposed rules, a revised definition of accumulated other
comprehemsive income (“AOCI¥) has been included as a component of the mew
Common Equity Tier 1 Capital (“CET1"). The proposed definitiom amendis the
current makeup of AOCI to include net unrealized gains and losses on available-
for-sale debt and equity securities (“AFS") that must now flow through to CET1.
The revision of AOCI to the capital calculation adds unnecessary volatility to
capital planning by tying this component of Tier 1 capital to interest rate
movements rather than credit risk. As you know, interest rates on debt
securities can fluctuate daily. At June 30, our AOCI was $1,636,000. A 100 basis
point shock reduces our capital by approximately $6 Million after tax, while a
300 basis point shoek diminishes our capital by approximately $32 Million after
tax. These scenarios are not impessible or even unlikely. We are cuirrrently
experiencing a historically low peried of interest rates. Interest rates are sure to
rise in the future. This veolatility in AOCI represents only a snapshot in time and
dees net have any signifieant impaet on our liguidity of risk te the lbank.

Trust Prefferceid Securities. Like most community banks, we do not enjoy easy
access to capital markets. Traditiomallly, bank holding companiies such as ours
have enjoyed the ability to issue trust preferred securities, often referred to as
TRUPS. These instruments have provided smaller institutioms like BankPlus with
significant amounmts of low-risk, Tier 1 qualifying capital. This source of caypital,
among others, has allowed community banks to make the loans and provide the
services its customers have come to expect. Further, these TRUPS were
encouraged by the regulatory agencies and were issued in full compliance with
applicable regulatioms. However, under the proposed rules these imsttruments
will be phased out of the qualifying Tier 1 capital calculation over a 10 year
period. Faced with this prospect, we must either raise capital during these
historically slow economiic times or consider reducing the size of the bank.
Reducing the size of the bank would lead to fewer jobs for our commumities and
fewer services for our customers,

Conclusion

As you are aware, the recent financial crisis was for the most part not caused by
commumiity banks such as ours. We have remained strong through these difficult
times because of our willimgness to serve our commumiitiees and trust in our
customers. Yet, the impact of the proposed rules will be lbborne



disproportionately by community banks which lack the resources to implement
these excessively cumbersome and complicated rules. If the proposed rules are
finalized, we ask that you consider adopting the following nrecanmmendations.

As origairly prapesdd by the Basel Commiitiee on Bariiing Supemiésoon, the
pragessdd capiftd! rulkes andl stamidatidézed appoecoh to risk weiighitigg assets did
not appy to ffireoielal instidtioiens undlar $1O billicon. This dedsioon refféetédd an
undfaeséodiding thatt such bamies do nott operatde in the samee mameer as theifr nouuti-
nattéoaly/ coumtteppasts and! thardfore do not pose anymieere near the spgéemic
risks beimy aditfessseld by these stamtdodsls. Yet the pragessdd rulkess adapedd by
yowr respettiee agemigss contedin no such exempitiohs. Bavks such as ours, wiich
latk the resawress, inffestticiotere and expetigse to successifilily impéemeent these
rulkss, shaudd natt be subjett to a dispapoditiotrrte buntéen when compaedd to our
Fisk. Exempitigg bamiss undier $1@ billton in toted/ assets ffoom the Basel 1l
mimmatm capiehl andl risk weigifiiipg rulfss, or at leastt exempiting such bamkss fliom
the prensesdd rulks as they pertadin to the stamtdudidized appreabh to risk weRjditing
assets wouldd demwnygigte an ackrovigdgnenént by the reguiddaory agentitss that
eomimviiyty bamies sueth as ows pleyy a viwl/ apd distnstt role ih eur nodiisna’s
feonelal Sysem.  We respretfifilyly requesit theit sueh an exemisigon be
impitoraBietLd If the Prensssed FulRss are firdlizes.

As explaiieed abowe, commuunjty bamdss such as ours curmenitly do not hawe the
tecinicah/ expetise or inffeastrctatere to retractvéhely applly the prapesdd rulkes to
our existhing assetts and! capiitt/ caloulétitions. Therefoee, we requeast thatt if tihe
prapssdd rukes are firtiteed, thait they prowdde ftor existig assetts to be
gramififtnieded in using the cumamt risk weightitiog rulkss. Furtheer, we requesst that
any apglitatition of the new rulkss, parttialaidy/y in regardd to the risk weiighitigg of 1-
4 familyfy residismigla/ motgggees and commeecala/ reall estatte, not take effeast wrtil
at leastt Januaryy 1, 20105, in ordler to let commuaityty bamdes fuily assess teir
prafablse impaatt and! devalfgo the inffesstrciotere neediet! to impéement tiem,

A sigmfifiaont aspeat of the bamdéss opertitions is to punthgse the oblipttions of
certinin goveanmmetatal entiies and prowdde them witth the needkat! praxeeelds to
camy outt theiir furdbions. These securiiges cammy very littde crediit risk, but @re
vulmzeblele to almmsst nomstopp fflicttaticions in inteesst ratess. The revisitoss to the
defimtition of AOCY makess this inteeesst ratte sensitivitity filow thnpwhh to Tier 1
capist/ and! discowegges the bamk ffoom putiagsiag such obligpsioiams, yet it does
nott hawe any measuablble irmpratt on the bamiss credit risk manrggeerint. If the
prapessdd rultss are ffintiteed, we requesit thait the deffimiition of AOCY remeaiin as it
cumentiyly is, Likewitse, we requasit theit the existingg trusit pieifsieed seewriges a
bamik or its halliitag compeayy have jssued be allovedd to remaiin as Tier 1 ceanta)
withiootst beling sutbifett to the prapwssdd pliasse outt pegviod.



Again, we sincerely appreciate the opportunity to comment on these proposed
rules. We hope that you will seriously consider our commentss and the effect
that these rules will have on our local communities.

Sincerely,

BankPlus

William A. Ray
President and Chief Executive Officer



