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Re: Basel lll Capital Proposals

Ladies and Gentlemen:

Ladies and Gentlemen:

Thank you for the opportunity to provide comments on the Basel Ill proposals that were
recently approved by the Federal Deposit Insurance Corporation, the Federal Reserve Board,
and the Office of the Comptroller of the Currency (collectively the “Banking Agencies”).

Cambridge Trust Company (the “Bank”) is a $1.4 billion Massachusetts trust company chartered
in 1890 that operates as a community-oriented commercial bank. The Bank offers a full range
of commercial and consumer banking services through its network of 11 full-service banking
offices in Massachusetts. Trust and investment management services are also offered through
the Bank's branches in Massachusetts and through two wealth management offices located in
New Hampshire. Our Bank is considered “well capitalized” and strives to maintain high marks in
safety and soundness, compliance, and other requirements from the regulatory agencies.

While in general we are in favor of strengthening the capital requirements for our country’s
financial institutions to ensure that they remain healthy and are able to continue to serve their
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communities in the way that they have in the past, we do have concerns about the proposals
which have been approved by the Bamking Agencies. Moreover, we believe that the far-
reaching nature and complexity of the proposals may have negative consequences for
consumers, small businesses, and the banking industry.

Our greatest concern is that the proposals require the inclusion of unrealized gains and losses
on available-forsale investment securities in the Tier 1 Common Equity computation. Our
available-forsale investment portfolio totals approximately $500 million, of which 95% Is
comprised of U.S. GSE Agencies or GSE=iistietybacked MBS products. These investments have
little, if any, risk of loss, but are subject to interest rate risk. Presently, during a time of
historically low interest rates, we have $13 million of unrealized gains in this pertfelie. Sheek
testing this portfelio for a 400 basis peint inerease in market interest rates indieates that this
would create an unrealized less that in turh would reduee the Bank's Tier 1 COmMBR Equity by
a signifieant ameunt. This result weuld eause the Bank t6 ne lenger be esnsidered “well
eapitalized” and when eeupled with the propesed eapital buffer restrictions, esuld redues the
Bank's ability te pay dividends 8R its steek and place restrietions BR exeeutive EOMPERSAION:
This reduetion te regulatery eapital seelrs eveR though nething has eRanged sther than the
interest rate environment that the Bank i8 in. Histerieally the Bank Ras generally held its
available-for-sale investment secyrities t8 maturity and theretere weuld prebably Rever
getually reesgnize this ynrealized f83s:

Including unrealized gains and losses in the calculation of Tier 1 Common Equity, as required by
the Basel lll propaosals, would put downward pressure on banks’ regulatory capital levels,
potentially causing them to reduce the growth of, or possibly shrink, their investment portfolios
in order to maintain their capital at desired levels. Additionally, it would encourage banks to
reduce the duration of their investments, resulting in less yield, and thus lower earnings for the
industry.

A possible reaction that banks may have to the propasals is to sell all of their availaible-for-sale
securities and place all future purchases in the held-to-maturity category. This would eliminate
the cydiicality and volatility of the proposals, but it would also limit their ability to manage their
investment portfolies through different economic cycles in a manner appropriate for
maintaining their liquidity and earnings.

In summary, we believe the implementation of Basel lll proposals would significantly alter the
way community banks manage their investment portfolios, and therefore could negatively

impact the way they serve their customers and communities.

Thank you for your time and comsideration.

Resppectfully sulbmitted,

Joseph V. Raller Il
President & CEO



