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As you can see, the Legal Lending Limit of the Bank would be reduced by over $150,000 resulting in 8 credit
relationships being classified as non-conforming. The Required Reductions of $589,092 is the minimum amount
required to return each credit relationship to conformity with the Legal Lending Limit. Finding a participant
bank for 8 small amounts is unrealistic, more realistically, we would be required to sell larger portions of those

loans to make the participations worthwhile.

The impact of removing banks as purchasers of Government Agency and Government -Sponsored Entities debt
should be considered carefully. Reducing demand for those instruments would cause higher borrowing costs for

the agencies, and ultimately for the stakeholders that they serve.

I recommend the Agencies consider exempting banks under $10 billion in assets from the proposed rule as it
relates to AOCI inclusion in Tier 1 Capital. Changes in value due to interest rate risk on low risk investments such
as Government Agency and GSE debt should be excluded from capital calculations for all banks.

Changes to Risk Weightings of Residential Mortgages

I am highly concerned about the impacts of changes to risk weightings of residential mortgages. The proposed
rule does not provide any grandfathering of existing mortgages, but requires that banks perform a review of
existing loan underwriting files to determine what category the loan would have fallen into at origination, and
what the LTV was at origination. The proposed rules require consideration of factors that have not typically
been entered into MIS systems at small banks that do not sell loans in the secondary market; therefore, this
process would be highly manual and extremely time consuming at a high cost to our Bank.

Another concern is that the proposed rule requires classification of the loan at origination, and precludes
reclassification of the loan due to factors such as i.) amortization of the loan, ii.) amortization of senior liens, or

iii.) increases in collateral value, which would all reduce the risk to the Bank.

In reading through the proposed rules, | began to jot down policy changes our Bank would need to consider to
ensure we are being appropriately compensated for the additional cost to capital many consumer real estate
secured loans would entail under the new rules. I've worked at large banks in my career, and the changes we
would need to make would take away the very value proposition community banks have been able to offer. No
longer would it matter that the borrower has flawless credit, low debt to income and sufficient liquid assets to
repay the loan. The sole fact that the loan carries an 80.1% LTV would trigger a risk weighting in excess of that
for unsecured credit. The proposed rules would force us to make sure customers "fit into the box" so we don't
jeopardize capital levels. The fact that unsecured credit would carry a lower risk weighting than a home equity
line of credit at 80.1% LTV would leave most people with any underwriting experience scratching their heads.

With the housing market floundering in many parts of the country, this proposed rule would only create greater
hurdles to homeownership. Much like the Durbin Amendment to the Dodd-Frank Act did not fulfill its intention
of passing savings to consumers, but merely transferred those fees from the card issuers (who fully bear the
costs of card fraud) to the merchants (who bear no expense of card fraud); this proposed rule will not cause
Banks to carry more capital, but will have the negative impact of reducing credit availability.
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| recommend that the agencies consider an exemption for bank's under $10 billion in assets, allowing those

institutions to continue to risk weight real estate loans under the current model.

Delinquent Loans

My greatest concern with this proposal is the added complication in completing the Reports of Condition. Our
Bank has been blessed with an extremely low level of loans over 90 days past due, so the proposal would not
have much of an impact on us as we are today. |do think that increasing the risk weighting of past due loans is
redundant to an effective Allowance for Loan and Lease Losses methodology which should already be assigning

extra provisions for those past due loans, regardless of type.

Additionally, 1am concerned that the proposed rule would cause some banks, especially those on the verge of a
capital reclassification, to pursue more aggressive collection strategies or sell non-performing assets at a loss

rather than allowing those loans to impact capital.

High Volatility Commercial Real Estate

1 understand that the intention of the agencies isto create greater capital buffers to institutions engaged in
Commercial Real Estate transactions perceived to be higher risk. Rather than attempting to manipulate capital
levels of all banks, | believe the agencies should focus on those banks that exhibit the risk factors identified as
common among bank failures through this economic cycle—namely Concentrations of these types of loans, not
merely the presence of any. The existing guidance in place tells banks that they should have additional risk
mitigation strategies in place when ADC loans exceed 100% of capital or when total CRE exceeds 300% of capital.
| believe a more direct requirement of a capital buffer for institutions that exceed these thresholds would better

serve the agencies in mitigating risks of bank failures.

Conclusion

I want to thank the agencies for the opportunity to comment on the impact of these proposals to my Bank and
to the industry, consumers, communities and bond market borrowers. Ithink one thing to keep in mind is that
the community bank model is unique to the United States and the application of international standards on

small community banks is unnecessary and bound to cause unintended negative side effects.

Sincerely,

Kathy H. Grasty
Chief Financial Officer
New Horizon Bank, N.A.

CC: Board of Directors, New Horizon Bank
James F. Keller, President & CEO
Jeffery B. King, Assistant Deputy Comptroller, Virginia Field Office
James Kendrick, Vice President, Accounting & Capital Policy, ICBA
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