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Ladies and Gentlemen:
Ladies and Gentlemen:

New Herizen Bank, N-A. is a single effice community Bank with less than 56 millien iR assets: BuF fBURMEFs
started the Bank in 2689 with the vigion of serving the e8mmURIty With a 8enuine interest in seeing eur
eustomers sueceed and eUr eBMMURAILY Presper: Sinee BpERIRG, We have Been Battered by a seemingly never:
gRding Barrage of new regulations and increased serutiny braught en By the finaneial erisis that Began in 2068
and in whish we and mest sther eemmunity Banks had ne part in bringing absut: The knee jerk reaction of
these in Washingten te “fix" the banking industry is failing te take inte aceount the fast that mueh ef the
finansial erisis was breught 8n By RBA-regulated, ABA-Bank |enders; and unfertunately, in an effert te compete,
some banks fellewed these nen-bank lenders dewn the seemingly geld laden path ef the subprime mertgage
market. Ne deubt, many banks, eemmunities, families and businesses have Been Rurt, s8me irreparably e, by
the finaneial erisis of 2008: What we den't need te de new is implement a “ene size fits all capital standard te
Banks that | feel will lead te further conselidation of the industry, and as a result, further damage te the very
stakehelders we are trying to help.

The proposalls are titled: Reguldnonin Capital/ Rulkss. Reguldroni Capital/, Implamentation i of Baset/ 141 AMirimum R Regl aven}'
Capital! Ratigsy. Capital/ Adegpaay,, amdl Transitionn Provigionss: Reguvdtary ' Capital/ Rulkss: Standdndidét  Approaan/ Jov- Risk-
weiigthedd Assates, Meankar: Disciplifiee and/ Dise [nsure’ K (Regiicements.
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| have reviewed the proposed capital rules that would apply to our Bamk, and Il am very concerned ly the level of
complexity we will have to implement into our MIS records and the reduction in lending capacity the proposals
will cause at an economic time when restricted lending could damage an already fragile economic recovery.

Accumulated Other Comprehensive Income “AOCI”

Like most small community banks, New Horizon Bank's Tier 1 Capital consists of Common Stock and Retained
Earnings. We do not hold any exotic capital with questionable value. Our Tier 2 Capital consists only of our
Allowance for Loan and Lease Losses. The proposal to add AOCI to Tier 1 Capital would introduce a level of
volatility to Capital that for a conservative Bank such as ours, has little to do with actual risk.

This proposal seems to take the position that “Available” for sale equates to “Required” to sell. Exeryone
understands that as interest rates increase, market value of bonds issued at lower rates will decrease. When
rates increase, and bonds carry a loss if sold, the viability of this source of liquidity is a decision for management
to consider. The decision might very well be to utilize another liquidity source, and retain the devalued bond
until maturity at which time, the Bank would be made whole in its investment. Banks utilize AFS securities as an
important liquidity tool; however, the addition of AOCI as a Tier 1 Capital component likely will lead to that tool
being unavailable for those banks not willing to risk precious capital or put extra capital aside as a cushion to
offset this unneeded volatility, thereby reducing the bank’s ability to serve its communities.

Currently, our Bank can reasonably predict the path of Capital and therefore, can establish lending limits that
maximiize the use of available Capital. The addition of AOCI as a Capital component would force us and other
small banks to reduce our internal loan limit to provide a buffer to protect the Bank against potential Legal
Lending Limit non-conforming loans and the negative impact that required actions to bring those loans into
conformity might have on our customers and the accompanying reputation risk from negative customer
experiences.

In the chart below I have illustrated a potential impact to our bank based on the June 30, 2012 Report of
Condition. While our Bank does not hold a large portfolio of AFS securities, we would in the future look to
increase this category. To demonstrate, | used the UBPR information for Peer Group 14—Banks under $50
million with at least one branch in a Metropolitan Area. This Peer Group had 17% of Average Assets in AFS
securities. | had our ALM vendor project a rate shock on our AFS portfolio which showed a reduction in value of
13.8%. All of this information was applied to our June 30, 2012 with the following results:

Impact of Inclusion of AOCI in Tier 1 Capital
Loan
Relationships
New Horizon Value that would be
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% Avg Assets Assets at | Potential AFS | +400 BP Tier 1 @aptall| Ratio at |Lending Limd Non-
in AFS 6/30/12 Holdings rate shift $A0CH at6/30/12 | 6/30/12 | at6/30/12 | Conforming
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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
relatiomshiips being classified as non-conformiimg. 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 participatioms worthwhile.

The impact of removing banks as purchasers of Government Agency and Government -Sponsored Emtities 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 Ibanks 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 calculatioms for all banks.

Changes to Risk Weiightiings of Residential Mortgages

| am highly concerned albout 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 classiffication 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
jeopardiize capital levels. The fact that unsecured credit would carry a lower risk weighting than a home equity
line of eredit 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 homeownershiip. Much like the Durbin Amendment to the Dodd-Frank Act did not fulfill its imtention
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 availizbility.
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| recommend that the agencies consider an exemption for ibank's under $10 billion in assets, allowing those
institutioms 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 Allowamnce for Loan and Lease Losses methodology which should already be assigming
extra provisions for those past due loans, regardiess of type.

Additiomally, | am 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-performiimg assets at a loss
rather than allowing those loans to impact caypital.

High Volatility Commercial Real Estiate

Lunvaldesseandiittad ttHeci nteerttcomod it Hecaggemiassi s tocceadieggeaderrcapiiod Ibudféarsst oi s st tutiomms eegameetinn
Commercial Real Esifate tramsactioms 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 economiic cycle—namely Concentratiioss 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.
I believe amore direct requirement of a capital buffer for imstitutions that exceed these thresholds would tettier
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. 1think one thing to keep in mind is that
the community bank model is unique to the United States and the application of internatiomal standards on
small community banks is unnecessary and bound to cause unintended negative side effects.

Siincerely,

Kaithy H. Grasty
Chief Fimancial Officer
New Horizon Bank, N.A.

ccC: 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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