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Conclusions:
CBA concludes that the regulatory agencies should withdraw the proposals in order to take more time to study the
potential impacts of various components of the proposals. We believe the regulatory agencies should then
analyze those impacts under a variety of market circumstances, consistent with appropriate industry risk
management principles. It is imperative that regulators quantify the impact on banks in an increased interest rate
environment. We believe it is critical that the impact on customers and communities be considered, and since
there are so many and such deep consequences of the proposals that Congress receive reports from you and
have an opportunity to provide further guidance to you prior to rule adoption. Those reports should reflect:
* Immediate consequences to banks of varied sizes and circumstances based on an environment of
increased interest rates and reflecting
> Impact on banks' current capital assets
> Amount of increased capital to be raised by a variety of banks (e.g., $100M, $500M, $1B. &
$5B)
> Resulting changes in balance sheets for those banks as they adjust size, lending and other
items to manage to the new requirements
» Likely changes in bank lending in specific lines based on the application of the proposals and the
cumulative impact of regulatory changes from the Dodd-Frank Act (e.g., impact on banks of the
varied sizes as suggested above in real estate lending: risk-weighting, Qualified Mortgage (QM),
Qualified Residential Mortgage, (QRM), RESPAYTILA Reform, Servicing, Mortgage Loan
Origination Compensation, Appraisals, HOEPA Standards For High Cost Loans, drastically
increased compliance costs...). Banks will have to deal with the cumulative impact. Regulators
should analyze it that way.
* Anticipated impact on consumers and businesses of changes in such lending (availability, amounts,
altered customer terms, rates...)
* Overall impact on employment and the economy.

The proposals would take too much authority from experienced bankers and regulators to make rational and
customized evaluations of risk. That is undesirable. The most effective and appropriate regulation we think
is implemented by bankers and regulators familiar with the institutions and experienced in managing and
regulating banks in a variety of economic circumstances and knowledgeable of an institution's risk profile.
We think risk weightings assigned by federal agencies cannot be as precise as on-site judgments by
examiners. Principled and qualitative measures of risk as monitored by bank management and
experienced examiners familiar with on-site circumstances cannot be replaced by risk weighting set in
Washington, DC.

Community banks will be hurt especially hard. These institutions, as well as many regional institutions,
have simple and traditional balance sheets. Deposits are loaned by banks in their local markets. They
generally do not invest in securitizations, do not utilize complex derivatives, and do not engage in
substantial off-balance sheet transactions. Community banks lack the operational capabilities to manage
the volatility and complexity of bank balance sheets that will result if the proposals are adopted without
major changes. Community banks therefore will further limit their product offerings or price them
substantially higher than more complex banks in order to mitigate the risks and costs introduced by the
proposals. These changes would impact the communities served by these institutions and their small
businesses and consumers, and the banks themselves.

In general we believe we will see these results:

* Record capital - Banks now hold record amounts of capital (16%+ total risk-based in Colorado), but the
proposal requires more capital, we believe hurting bank customers.

» Capital definition - The proposals change the definition of capital - disallowing forms of capital blessed
by Congress just two years ago in the Dodd-Frank Act. For community banks this is very expensive.

» Risk-weighting - We believe risk-weighting will drive how banks lend, incenting banks to focus on
certain loans and not others.
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That means less available credit, and higher priced loans. Colorado banks already have their capital at
historic highs (see chart). We regard the increased requirements as unneeded and damaging. Risk-free
banks that make no loans don't serve Colorado's needs.

Regulatory Capital Rules: Regulatory Capital, Implementation of Basel Ill, Minimum Regulatory
Capital Ratios, Capital Adequacy, Transition Provisions, and Prompt Corrective Action

1. Increases in Required Capital. We recognize that due to the financial meltdown minimum levels of
capital for financial institutions will increase. We contend that the long-term results of raising minimum
capital levels in the industry are not yet truly understood. Changes in minimum capital levels should not be
implemented until the regulatory authorities study the impact of the proposed risk-weighting rules on the
industry, and that Congress has heard reports from the agencies and had an opportunity to provide further
guidance on many topics including economic impact. We are concerned that the proposed risk-weighting
rules as proposed could have a major impact on the composition of banks' balance sheets. That impacts
the profitability of many banks as well as their risk profiles. Only after understanding these changes should
the regulatory authorities act - when they truly understand the appropriate minimum capital levels that
provide stability to a profitable industry that enables them to attract new sources of capital and that allows
them to continue lending in their communities. Multiple banks concurrently in the market for capital
negatively impacts both availability and price of capital. This compounds the situation.

2. Capital Conservation Buffer. Excessive restrictions are proposed for banks that fail to keep the full
capital conservation buffer required by the Basel Ill proposals. The existing regulatory framework is more
appropriate; it adequately addresses these concerns. As proposed, banks that fail to maintain the full
capital conservation buffer will be subject to restrictions on capital distributions and on the payment of
executive compensation. Current regulatory framework contains appropriate restrictions on the payment of
dividends. Your agencies have existing rules or policies in place that require financial institutions to consult
with, or obtain the approval of, the appropriate regulatory agency before paying a dividend that is in excess
of an established percentage. We consider these regulations and policies to provide adequate safeguards
against the payment of dividends under circumstances that are not appropriate. The proposals' "one size
fits all" Washington-dictated rules are destined to cause many problems.

Dividend restrictions for institutions that do not maintain the full capital conservation buffer contain no
exception for capital distributions paid by Sub S banks. These banks do not pay income taxes directly.
Instead, as you know, the tax liability is passed through to the institutions' shareholders (consistent with the
shareholders' percentage ownership in the bank). Traditionally a bank provides a distribution to the
shareholders to allow them to fund their respective tax liabilities. Restricting those Sub S capital
distributions, the Basel lll Proposal is punitive to them because these distributions functionally serve as a
substitute for the institution's payment of income taxes. The Internal Revenue Service we don't believe
would permit regulatory agencies to preclude non-Sub S banks from paying income taxes directly.
Agencies should not attempt to do so for indirect income tax payments. The Basel Ill Proposal places
inappropriate risk on the shareholders of Sub S banks, making them a less attractive investment for
investors.

Currently unsafe and unsound banks are subject to supervisory restrictions on executive compensation
through regulatory enforcement actions or through the "golden parachute" payment restrictions of the
Federal Deposit Insurance Corporation and other similar regulations. These provisions are adequate to
prevent the payment of excessive executive compensation for banks that are not in a safe and sound
condition. Often troubled banks need good management, even when that means using additional funds to
compensate them. Your proposed restrictions unwisely preclude this. We support leaving decisions on
restrictions on the payment of executive compensation and capital distributions to the discretion of the
regulatory authorities on a case-by-case basis. We are not aware of any instance when excessive
compensation practices or excessive dividends led to a stressed financial condition of a bank. The current
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» Securities purchased for trading purposes to be sold in response to market risk or other market changes
- classified as trading securities and required to be included in the financial statements at fair value with
changes in fair value recorded through the income statement.

» Securities purchased where the bank had the ability and intent to hold the securities to maturity -
classified as investment securities and recorded at amortized cost. Fair value of the securities would be
disclosed in the financial statements but not recorded.

» Securities purchased for investment which the bank did not have either the ability or the intent to hold to
maturity - classified as available-for-sale securities and recorded at fair value with the changes in fair
value recorded in AOCI included in the equity section of the balance sheet.

There also were requirements dealing with other-than-temporary impairments (OTTI) of securities, which
required recognition in the income statement of an impairment of value of any security that was considered
other than a temporary decline in value. The regulatory agencies also issued a rule in 1995 that stated that
unrealized gains (losses) recorded in the equity section of a bank's balance sheet would not be included in
Tier 1 regulatory capital.

Including unrealized gains or losses in CET1 creates volatility in a bank's capital base. Interest rate swings
create increases and decreases in market value of securities that do not reflect probable or realized
changes to value. Available-for-sale securities often are classified in that category so that those securities
may be used to strengthen liquidity and to provide flexible resources for prudent balance sheet
management.

We believe volatility that the proposed rule would add to bank balance sheets is contrary to sound bank
regulation. Banks' balance sheets are managed with a major goal of being neutral to changes in interest
rates. Your agencies examine institutions for their sensitivity or lack thereof to market risk. Including AOCI
in CET1 causes banks' capital levels to be more sensitive to changes in interest rates. This could lead to a
number of problems for banks, including significant variations in their legal lending limits as capital
fluctuates. For example there is a community bank in Colorado that would move from well capitalized to
very undercapitalized since it would lose 60% of its CET1 capital with no change to its balance sheet as a
result of AOCI and the accelerated elimination of trust preferred. This obviously has a profound impact on
lending limits, lending, and other matters. We fail to see how introducing such volatility to institutions' capital
ratios based on changes in interest rates is consistent with regulating banks to be more safe and sound.

As stated, including AOCI in CET1 causes banks' capital levels to be more sensitive to changes in interest
rates. That alone demonstrates why it is critical that the regulators understand and quantify the impact of
the proposals in an increased interest rate environment.

When an institution intends to sell securities in response to market changes, those securities are held in a
trading account, and changes in value are reflected in the institution's income statement (and therefore its
Tier 1 capital). If a security is other-than-temporarily impaired, the impairment most likely is charged to
earnings, which again would cause that impairment to be reflected in the institution's Tier 1 capital. Under
the proposed rules capital impact would be no different for available for sale securities than for those held in
trading accounts, some banks may seek to move securities into trading accounts and become more active
in securities trading. We doubt this would be beneficial to the industry.

Under the proposals, smaller banks that do not have the ability to hedge this risk will essentially be left with
two options: reclassify available for sale securities as held-to-maturity securities, thereby reducing the
liquidity of the institution and its flexibility, or maintain enough capital to meet appropriate capital ratios
under all foreseeable interest rate scenarios. If the latter approach is taken, the institution likely will reduce
its total and risk-weighted assets in order to obtain the needed capital ratios. By doing this, it will restrict
lending in its community, hurting the community and the businesses and consumers in it. Smaller banks
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portfolio composition, among other factors. The ability to realize future tax benefits in the institution's capital
calculations is vital to allowing a continuation of longstanding approaches to tax planning for the industry.

As a result, we believe full deductions of net Covered DTAs constitute an overreaction in that current
accounting rules already address this issue and elimination of net Covered DTAs in capital would lead to
less transparent financial statements for banks. If anything, we believe that regulatory accounting principles
and capital rules should take into account a wider variety of factors in evaluating the quality of deferred tax
assets, as GAAP does.

6. Limitation on Inclusion of Allowance for Loan and Lease Losses in Regulatory Capital. The
cumulative impact of the various items in the proposals that force a "double-counting” of numerous risk
elements on bank balance sheets makes it appropriate to eliminate the current arbitrary regulatory limitation
on the amount of an institution's Allowance for Loan and Lease Losses (ALLL) that is includable in its Tier 2
capital. Removing that limitation, which is currently set at 1.25% of total risk-weighted assets, the double
counting impact of the proposed increased risk-weighting of various assets would be offset to some degree,
at least regarding the calculation of the total risk-based capital ratio.

In addition, banks face expectations for reserve amounts to continually evolve, generally toward an
expectation that banks will maintain higher reserve levels. A factor in limiting ALLL to 1.25% of assets
includable in regulatory capital was the perception that banks were managing earnings through over-
reserving in times of low credit losses. We believe this issue no longer exists because regulatory and
accounting expectations are now that banks will maintain robust Allowances for Loan and Lease Losses
during all economic cycles. In addition, we believe the majority of all Colorado banks have ALLL in excess
of 1.25% of their total risk-weighted assets as of June 30, 2012, creating excess loan loss reserves that are
currently disallowed in total capital calculations for those banks.

7. Limitation of Inclusion of Value of Mortgage Servicing Assets. The Basel lll Proposal limits the
inclusion of the value of mortgage servicing assets to ten percent of the institution's CET1. The limit is
possibly less if the institution has other "threshold deductions." A number of our members originate
mortgages, sell the mortgages in the secondary market, and retain the servicing rights to provide a future
stream of income. We believe these institutions represent some of the best and most prudent loan
servicers available. However, instead of promoting their participation in the industry, the Basel lll Proposal
further limits their involvement in mortgage loan servicing. We believe limiting the inclusion of the value of
mortgage servicing assets in institutions' capital, when combined with other factors, is serving to force
banks out of the mortgage industry when we believe that banks are very valuable to the mortgage industry,
and that communities are benefitted by community banks being in that business.

8. Small Savings and Loan Holding Companies. As we understand it a result of the Federal Reserve's
Small Bank Holding Company Policy Statement is that the Basel Ill Proposal generally would not apply to
bank holding companies with total consolidated assets of less than $500 million. The Small Bank Holding
Company Policy Statement does not cover savings and loan holding companies, so there is no similar
exemption for savings and loan holding companies of less than $500 million. Smaller savings and loan
holding companies face the same challenges that smaller bank holding companies do with respect to
raising capital. They generally do not have access to public equity markets and therefore need to rely on
alternative sources of capital, such as debt. Because these companies have not previously been subject to
consolidated capital requirements, many of them do not presently have capital structures that allow them to
comply with the requirements of the Basel Ill Proposal. We urge you to insert an exemption for savings and
loan holding companies with less than $500 million in total consolidated assets if the more general
exemption is not adopted. Failing to do so would be unnecessarily punitive to small savings and loan
holding companies.
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mortgage loans would be real and would directly impact the consumers who need these loans that
otherwise would not be available to them.

The proposals have an implication that residential mortgage loans with balloon features are more risky than
those without balloon payment features. Particularly when considering those loans that are structured with
amortization of principal throughout the duration of the loan, our members have no greater loss history with
loans with balloon payment structures than with other loans. Contrary to that, many bankers feel such a
structure enhances the protection afforded their bank by allowing the bank to review the credit periodically
and renew it if it deems a renewal of the loan to be appropriate. At renewal, the bank may adjust the
interest rate and other terms of the loan (including requiring additional principal paydowns) as the
circumstances merit. If the credit is stressed at the time of renewal, the risk rating of the loan would be
downgraded, and might result in additional loan loss reserves for the bank, thereby reflecting the increased
risk of the loan in the bank's CET1 at renewal.

If the balloon structure exclusion from category 1 is not removed and the residential mortgage exposure
rules in the Standardized Approach Proposal are adopted, we believe the vast majority of mortgage loans
held by community banks will be category 2. So, community banks will be required to hold more capital
against those loans, thereby reducing the bank's capacity to make other loans and/or requiring the bank to
increase the pricing of those loans substantially, which would have a direct impact on the borrower. We
urge elimination of the balloon structure exclusion from the definition of category 1 residential mortgage
exposure.

B. Reliance on LTV measures and appraisals in establishing risk-weighting. Loan-to-value ("LTV")
measures and appraisals play a major role in determining the risk-weighting for residential mortgage
exposures. The risk weights applicable to the various residential mortgage exposures are excessive in
some cases and we believe that placing such emphasis on LTV measures is a mistake.

For category 2 loans with an LTV ratio of greater than 80% and less than or equal to 90% the risk weighting
is 150%, and for category 2 loans with LTV ratios in excess of 90% it is 200%. An unsecured consumer
loan has 100% risk-weighting. It makes no sense that any category of residential mortgage loan could
present more risk than an unsecured consumer loan. This irrational high risk weighting even applies to
mortgage loans secured by junior liens. We see no evidence that a risk-weighting for a residential
mortgage loan in excess of 100% should be applied. This is especially true when you consider the impact
of higher risk-weightings on customers and the economy.

And it appears to us that LTVs are incomplete and unsuitable measures of loan risk. Good bankers
historically have relied upon character (integrity), capacity (sufficient cash flow to service the obligation),
capital (net worth), collateral (assets to secure the debt), and conditions (of the borrower and the overall
economy - the five C's of credit. The value of collateral is only one factor in determining the risk of a loan.
A weakness in one of the five categories can be alleviated by strong performance in the other four
categories. Very few bankers or regulators would consider a small first mortgage loan with a balloon
payment that is made to a very liquid and wealthy borrower as presenting substantial risk to the bank. The
Standardized Proposal provides that if the loan has an LTV of 81%, the credit would receive a risk-
weighting of 150%. We don't believe that makes any sense.

The assigned value to be used in calculating the LTV ratio is the smaller of the acquisition cost or the value
of the collateral at the time of the origination or modification of the loan. We assume that third party
appraisals would estimate the value of the collateral. Since the financial meltdown, it has been common
experience that appraisals do not necessarily accurately reflect the market value of real estate. At the peak
of the market, appraisals can overstate real estate values by using comparisons to recent sales. The
reverse is experienced in tough markets. Colorado currently is experiencing a tough market. The unusually
high number of foreclosures has resulted in depressing real estate values, which may not be accurately
stated in appraisals. Reliance on real estate appraisals is necessary but we perceive a potential over-
reliance in the Standardized Approach Proposal.
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The proposed definition of HYCRE loan ignores many risk mitigation techniques employed by seasoned
commercial real estate lenders. As a result, the HVCRE definition should be much narrower so as to take
into account those other risk mitigation approaches. If the definition is not further limited, banks will be
driven out of financing development activity, which will restrain the economy.

3. Risk-Weighting of Past Due Exposures. Risk-weighting of past due exposures in the Standardized
Approach Proposal ignores the existing processes by which financial institutions account for past due
exposures and therefore we believe it is overly burdensome. The Standardized Approach Proposal
requires banks to apply a 150% risk-weighting to assets that are 90 days or more past due or on nonaccrual
status when those assets are not secured or guaranteed in accordance with the requirements of the
Standardized Approach Proposal.

The risk inherent in past due assets already is reflected on the balance sheets and in the capital ratios of
banks per applicable accounting rules. Currently when a loan is 90 days or more past due or on nonaccrual
status, it is tested for impairment. When a security is 90 days or more past due or on nonaccrual status it is
tested for other-than-temporary impairment as well. If the asset is deemed to be impaired, management
makes ajudgment as to the portion of the asset that is collectible. If the full carrying amount of the asset is
not viewed as collectable (which in the case of a loan is based upon the value of the collateral or anticipated
cash flows), the bank makes the appropriate accounting entries. On an impaired loan, an increase in the
provision for loan losses is charged directly to earnings and a specific reserve is added to the institution's
ALLL. On an impaired security, the amount is included in AOCI or charged directly to the institution's
earnings. In any of those instances, CET1 would be reduced under the Basel Ill Proposal. Based upon that
we believe that adding to the risk-weighting of past due assets constitutes double-counting of the risk of the
assets. Reducing the numerator of risk-based capital calculations while concurrently increasing the
denominator produces a pro-cyclical impact and would strain unnecessarily the capital ratios of banks
encountering asset quality problems. This is exacerbated further by the arbitrary 1.25% limitation placed
upon the amount of a bank's ALLL that may be included in Tier 2 capital. The existing accounting rules
address this issue sufficiently; we don't believe these "past due" changes are needed or justified.

Should you proceed with the increased risk-weighting of past due assets incorporated into the final risk-
weighting rules, we urge you to broaden the definition of eligible collateral for mitigating the existence of a
past due "exposure." Under the Standardized Approach Proposal, eligible collateral is limited to financial
collateral. Financial collateral may be the only appropriate collateral in certain circumstances; we believe
that other forms of collateral, such as real estate and equipment, should be allowed as mitigating past due
exposures. Banks for many years have liquidated and collected from these forms of collateral in protecting
their interests. Because banks are required to update their valuations of this collateral periodically in
performing impairment analysis, we believe that banks should be able to offset the amount of the past due
exposure by the value of such collateral.

To the extent that the increased risk-weighting of past due assets is incorporated and implemented, as
stated above we believe it would be appropriate to eliminate the cap on the amount of an institution's ALLL
that is includable in its Tier 2 capital.

4. Off-Balance Sheet Items.

A. Risk-weighting of unfunded loan commitments. The regulators' proposed Standardized Approach
requires banks to apply a 20% risk weight to unfunded loan commitments with durations of one year or less.
Now, such commitments have zero risk-weighting. The proposed change in risk-weighting for these
unfunded loan commitments is not warranted. We are not aware of any instance, including banks that were
closed, of capital ratios being materially strained through borrowers' drawing down on unfunded loan
commitments of the bank. Banks need to and do monitor their unfunded loan commitments on an ongoing
basis to ensure that they have appropriate capital and liquidity to fund those commitments. Increasing the
risk-weighting to these short-term commitments further increases the risk-based assets of banks, which will
in turn causes banks to manage the size of their assets, often through decreasing their use of short-term
loan commitments. This reaction by banks would hurt small businesses that rely on these lines of credit for
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agencies and have an opportunity to provide further guidance on many topics including economic impact
before the proposals are adopted.Pagel4.

There is growing support among bankers and some regulators to withdraw the proposals. That includes
FDIC Acting Vice Chairman Tom Hoenig and the Conference of State Bank Supervisors on behalf of the
state bank regulators. Following their lead and substituting a simpler and more transparent regulatory
capital framework refined to reflect the above issues has great merit. There is much risk in simultaneously
finalizing such broad and sweeping changes to the way that banks calculate their capital and risk-weighted
assets, increasing the capital ratios they are required to maintain, and creating market turbulence by
requiring numerous banks to raise capital concurrently. Notwithstanding various phase-in periods, the
proposals currently are planned to be finalized simultaneously, leaving you little time and ability to adjust the
rules after seeing the unanticipated consequences of the rule changes, and leaving banks little opportunity
to understand the highly complex changes and raise the necessary capital.

We doubt anyone, any regulatory agency, any bank or banker, or any banking association or vendor can
truly understand the overall impact of the proposals on the industry. Your examiners constantly remind
banks of the importance of enterprise risk management, requiring that the institution identify and understand
the risks that it faces and then determine which of those risks are complementary and which offset others.
Larger institutions recently were given guidance on how to establish an appropriate stress testing
framework. The recent Supervisory Guidance on Stress Testing for Banking Organizations with More Than
$10 Billion in Total Consolidated Assets requires testing each individual risk facing the institution, and all the
various combinations of those risks, under a variety of likely and even unlikely scenarios. The regulatory
agencies should do no less. After all, the stakes are higher since your rules impact a large industry and
millions of customers. We believe you should conduct a similar risk analysis of the impact of your proposals
on the banking industry and the economy and publish the results of such an analysis and report it to
Congress prior to proceeding with the proposals.

Material modifications to the proposals should be made, including an exemption for community and regional
banking institutions from some or all of the requirements of the final rules to the extent that the proposals
are not withdrawn. We do not believe anyone can project with confidence the overall impact on the banking
industry, and the broader economy, that the proposals will have. We believe that the proposals, if adopted
without material modification, would result in a substantial withdrawal of banks, particularly community
banks, from a variety of lines of business, including:

* Making and holding 1-4 family residential mortgage loans

« Originating and selling mortgage loans
* Financing development activity
« Providing short-term lines of credit to small businesses

We further believe that proposal adoption without major modification would result in industry consolidation
and damage to customers and the economy.

This outcome is completely contrary to sound public policy. By adopting rules that force banks to withdraw
from participating in economic recovery, businesses and consumers will become increasingly reliant on
non-bank lenders to provide funding, or simply will not be able to obtain credit. Most of these non-bank
lenders are subject to substantially less regulation than are depository institutions, and they are not as
experienced and capable of appropriately underwriting and managing credits. Since they do not have
insured deposits as a funding source, they also tend to charge higher rates on loans than banks.

It appears that many of the changes in the proposals were developed in reaction to perceived abuses that
are believed to have led to the financial crisis and that sometimes were erroneously attributed to banks.
Non-bank lenders and loan originators were substantially responsible for the vast majority of these abuses.
The ultimate outcome of adopting the proposals without material modification would be to force businesses
and consumers to do business with the very parties that were responsible for the abuses that led to the
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