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Message From the Director

Since its inception in 1989, the OTS has made significant progress in achieving its
initial, major objectives: (i) resolve all nonviable institutions; (ii) initiate supervisory and
legal action against those who jeopardized the safety and soundness of the industry;
and (iii) prepare the industry for the future. As a result, the thrift industry has changed
dramatically. In June 1988, there were 3,092 thrifts insured by the Federal Savings
and Loan Insurance Corporation, with 632 of these, or 20.4 percent, insolvent. The
industry the OTS now supervises is smaller (1,437 institutions as of December 1995),
healthier (only § undercapitalized thrifts holding aggregate assets of $670 million) and
better capitalized (average equity capital of 8.02 percent as of December 1995).

In spite of the recent success enjoyed by the thrift industry, its federal deposit
insurance fund, the Savings Association Insurance Fund (SAIF), remains severely
undercapitalized. This raises several issues that could profoundly impact the future of
the thrift industry.

BIF/SAIF Assessment Issue

In mid-1995, the Federal Deposit Insurance Corporation (FDIC) approved a new BIF
premium rate structure for commercial banks. The new structure eliminated insurance
premiums for the best rated banks (which include the vast percentage of the nearly
11,000 BIF-member institutions). The insurance premiums of SAIF-insured thrifts could
not be reduced, however, because, unlike the BIF, the SAIF has not reached the 1.25
percent designated reserve ratio statutorily required for each fund. Thus, savings
associations pay an average of almost 24 cents in premiums per $100 of deposits,
while most banks pay no premium.

A continued, large premium disparity between banks and savings and loans could have
several detrimental effects on the thrift industry. A substantial disparity in insurance
costs will adversely impact thrift earnings, thereby lowering the industry's return on
assets (ROA) relative to the ROA of BIF-insured commercial banks. A lower return on
assets, in turn, will make it more difficuit for thrifts to remain competitive with banks on
interest rates paid on deposit accounts. The result will be that thrift profits will be
squeezed or, to avoid this result, thrifts will take the necessary steps to reduce their
reliance on SAIF-insured deposits. Under this latter scenario, thrifts will either
restructure their balance sheets to reduce SAIF-insured deposits, or find ways to shift
deposit liabilities to less expensive BIF-insured deposits.

Vulnerability of the SAIF

As of December 1995, the SAIF had approximately $3.4 billion in reserves backing up
thrift insured deposits of approximately $711 billion. This is a reserve ratio of only 0.48
percent, far below the target level of 1.25% set by Congress. At this level of
capitalization, the SAIF is extremely vulnerable. Until Congress acts to capitalize the



SAIF and address the BIF/SAIF premium disparity, the SAIF remains exposed to a level
of capitalization that Congress itself has deemed inadequate.

FICO Bond Problem

Perhaps the most pressing issue arising from the inadequate capitalization of the SAIF
and the BIF/SAIF premium disparity involves the annual interest obligation imposed on
the SAIF from the outstanding Financing Corporation (FICO) bonds. The FICO
obligation, which arises from bonds floated between 1987-1989 to finance the cleanup
of failed thrifts, is also at the heart of the reason why the SAIF is not yet fully
capitalized. Currently, more than 67 cents of every thrift premium dollar paid to the
SAIF is diverted to cover the annual FICO payment. In fact, FICO bond payments will
total approximately $780 million per year for the next 25 years. Since 1989,
approximately $7.8 billion of the total $11 billion paid in insurance premiums by the
thrift industry have been diverted from the SAIF to pay off the FICO bonds and for other
uses. In contrast, all BIF insurance premiums have been used to capitalize the BIF.

Thus, the SAIF problem is largely a FICO problem. Because of the diversion of SAIF
premiums, the SAIF has not been capitalized. Because FICO interest payments must
continue to be paid from thrift insurance premiums, the prospects for capitalizing the
SAIF, and reducing the premium disparity, is remote without legislative action.

Prospects for Leaislative Action

Over the past year, most savings institutions have refrained from reducing their
SAIF-insured deposits in the expectation that legislation to resolve the SAIF's problems
would soon become law. During this time, the OTS, the Federal Deposit Insurance
Corporation (FDIC), and the Treasury Department have had extensive meetings with
members of the House and Senate Banking Committees in attempting to identify the
best way to capitalize the SAIF, and resolve the BIF/SAIF assessment issue and the
FICO bond problem. In late 1995, a bipartisan solution was approved by both Houses
of Congress as part of the Balanced Budget Reconciliation Act of 1995. The proposal
required SAIF-insured institutions to pay a one-time special assessment to fully
capitalize the SAIF and it spread future FICO interest payments among all
FDIC-insured institutions. Due to provisions in the bill unrelated to the SAIF/FICO
solution, however, the bill was vetoed by the President.

Currently, despite general agreement among agency officials and many House and
Senate Banking Committee members that the SAIF/FICO proposal remains a viable
proposal, the prospects for enactment of the legislation are unclear. This is due, in
part, to questions raised by some Banking Committee members on the urgency to
resolve the issue and, more significantly, to the lack of a legislative vehicle to which to
attach the proposed solution.



Eliminating the Thrift Charter

Notwithstanding the reforms prompted by the thrift crisis and the strong recovery of the
thrift industry, there are still some who believe that specialized home lenders, i.e., thrift
institutions, may be more failure prone than commercial banks. They argue that today's
mortgage markets have become so competitive that specialized portfolio lenders can
no longer make adequate profits. They also argue that specialized home lenders are
more prone to failure than institutions that hold more diversified portfolios. For these
reasons, some advocate elimination of the thrift charter. They reason that if the thrift
charter is eliminated, there cannot be another "thrift" crisis. This logic is flawed.

Many of the most profitable savings associations have very high concentrations of
home loans. The OTS has reviewed the portfolio compasition of savings associations
that have a return on assets (ROAs) in the top quartile of all savings associations. We
have found that high-performing savings associations tend to hold a greater
percentage of their portfolios in residential mortgage assets than the industry as a
whole.

The OTS has reviewed and compared thrift and bank performance during the 11-year
period 1985-1995, which includes the high point of the thrift crisis (1988-1992). We
found that savings associations that held the lowest concentrations of residential
mortgage assets (i.e. those with a ratio of mortgage assets to total assets in the lowest
quartile) failed at 10 times the rate of savings associations with the highest
concentrations of mortgage assets. Savings associations that maintained a high
concentration of residential mortgage assets failed at a much lower rate, and cost less
to resolve if they did fail, than savings associations that expanded into commercial and
consumer lending and other non-traditional thrift activities.

Institutions now operating as thrifts will continue to exist regardless of what they are
called. Institutions that now engage in profitable and well-run mortgage operations will
have little incentive to vary from that business strategy even if they are forced to
become banks.

Only those thrift institutions seeking charter flexibility outside the confines of traditional
mortgage lending would benefit from becoming banks. A thrift converting to a
commercial bank must become familiar with a new set of statutory and regulatory
requirements. Internal systems must be modified to conform to the financial reporting
format of its new regulator. Beyond these expenses are all the other costs associated
with restructuring an institution’s business to conform to the rules governing its new
charter.

OTS supports efforts to modernize both the bank and thrift charters. In many ways,
some features of the thrift charter may provide the flexibility that many analysts believe
the commercial banks need to remain competitive. The Federal government must



continue its efforts to craft legislative initiatives, consistent with safety and soundness,
that will ensure that depository institutions can continue to serve the changing needs of
their customers.

Conclusion

| believe that the proposed solution to the SAIF/FICO problem that was hammered out
over many months between Congress, Treasury, the FDIC and OTS, and the various
trade groups representing the thrift and banking industries remains the best approach
to resolving the problem. The OTS urges Congress to pass legislation similar to that
proposal as expeditiously as possible in order to avoid the inevitable drain of deposits
from America's thrift institutions. After these issues have been resolved, the federal
banking agencies can then work with Congress to address the larger issues
surrounding thrift and bank powers and charter issues.

VY4
Jonathan L. Fiechter
Acting Director




PROFILE OF THE OFFICE OF THRIFT SUPERVISION

The Office of Thrift Supervision (OTS) was established as an office of the Department
of the Treasury on August 9, 1989, by the Financial Institutions Reform, Recovery, and
Enforcement Act (FIRREA). OTS is headed by a Director who is appointed by the
President, with Senate confirmation, for a 5-year term. The Director also serves on the
boards of the Federal Deposit Insurance Corporation (FDIC) and the Neighborhood
Reinvestment Corporation. In addition, he currently serves as Chairman of the Federal
Financial Institutions Examination Council.

OTS MISSION

The mission of the OTS is to effectively and efficiently supervise thrift institutions to
maintain the safety and soundness and viability of the industry, and to support the
industry's efforts to meet housing and other community credit and financial services
needs.

STATUTORY AUTHORITY

OTS' primary statutory authority is the Home Owners' Loan Act (HOLA) as amended by
FIRREA. Under HOLA, the OTS is responsible for chartering, examining, supervising,
and regulating federal savings associations and federal savings banks. HOLA also
authorizes the OTS to examine, supervise, and regulate state chartered savings
associations belonging to the Savings Association Insurance Fund (SAIF) and provide
for the registration, examination, and regulation of savings association affiliates and
holding companies.

ORGANIZATION

To carry out its mission, the OTS is organized as follows (a summary organization chart
is attached):

o The Director determines policy for the OTS and makes final decisions on
regulations, policies and administrative adjudications governing the thrift industry as
a whole and on measures affecting individual institutions.

» The Office of Supervision develops regulations, directives and other policies to
ensure the safe and sound operation of savings institutions as well as their
compliance with federal laws and regulations and processes all corporate
applications. It oversees the direct examination and supervision of savings
institutions by regulatory staff in the five regiors and responds to consumer and
discrimination complaints against savings associations.



» The Office of Administration directs policy development for administrative operations
including contracting and procurement, training, human resources, automated data
processing, telecommunications, and financial management. Administration is also
responsible for implementing the requirements of the Chief Financial Officers Act,
the Federal Managers' Financial Integrity Act, the Government Performance and
Results Act and all required records/ information management programs. The
Executive Director of Administration serves as the Chief Financial Officer.

« The Office of Chief Counsel provides a full range of legal services to the Director,
OTS and other agency staff including providing effective and timely legal advice and
opinions on regulatory and administrative matters, drafting regulations, advising on
transactional matters, representing the OTS in court, and the prosecution of
enforcement actions related to thrift institutions and institution-affiliated parties.

« The Office of External Affairs communicates information concerning OTS
regulations, policies and key developments within the agency to the thrift industry,
the public, government agencies and other key constituencies. External Affairs also
maintains a liaison between OTS and Congress and the Federal Deposit Insurance
Corporation.

» The Office of Research and Analysis collects and analyzes thrift industry and
general economic data. It tracks and reports on the financial condition of the thrift
industry, assesses savings associations' interest rate risk exposure and conducts
research related to the thrift industry and housing markets.

1995 ACCOMPLISHMENTS

One of the ways in which the OTS seeks to achieve its mission is through the effective
examination and supervision of thrifts. Through the examination process, the OTS
identifies violations of law and regulation and potential financial problems. During 1995
the OTS Regional Office staff conducted 2,421 examinations including 1,055 safety and
soundness, 726 compliance, 451 holding company, 159 electronic data processing and
30 trust examinations. The examination process helps to increase the awareness of
both thrift managers and the OTS staff to potentially risky ventures, alerts the OTS to
unsafe and unsound practices, and encourages thrift management to focus on
community reinvestment issues. In addition, the examination process helps to further
identify and decide a course of action for institutions that are not maintaining their
capital at adequate levels.

OTS' Enforcement staff utilizes its enforcement powers to advance the agency's
supervisory mission of maintaining a safe and sound thrift industry. Thus, during 1995,



OTS' enforcement program issued 32 supervisory agreements, 50 removal and
prohibition orders, 50 cease and desist orders, and 29 civil money penalties.

During 1995 the OTS analyzed 4,048 applications and either approved or denied these
applications in accordance with current OTS rules, regulations and policies. The major
types of applications analyzed included 1) election of officers and directors, 2) holding
company, 3) acquisitions by a bank holding company or a commercial bank,

4) conversion to either a state-chartered institution, a commercial bank or a national
bank, 5) conversions by commercial banks to a thrift charter and acquisitions of banks
by a thrift, 6) stock conversions, and 7) mergers. Approximately 97.1 percent of these
applications were processed within the established time frames.

The thrift industry’s health has improved over the last five years. At year-end 1990,
there were 450 troubled thrifts (CAMEL ratings of "4" or "5"); as of December, 1995 the
number of troubled thrifts had declined to 41, a 90 percent decrease (the Examination
section of this Report contains a discussion on CAMEL ratings). For the year ending
December 1995, two institutions with assets totaling $447 million were removed from
the private sector via transfer to the Resolution Trust Corporation (RTC); both
institutions were immediately resolved through the Accelerated Resolution Program. As
of December 1995, there were no insolvent thrift institutions remaining in the private
sector.

Community Affairs Program

In December 1993, the OTS established the Community Affairs program designed to
affirmatively encourage and support thrifts’ efforts to comply with the Community
Reinvestment Act and, more specifically, to help meet the credit needs of low and
moderate income individuals and communities. The program also focuses on ensuring
that thrifts’ community reinvestment activities are conducted in a safe and sound
manner.

The objectives of OTS' Community Affairs Program include:

» Acting as liaison between the OTS, the industry, community groups, government
agencies and others on community development matters.

o Providing education and technical assistance on community development matters.

« ldentifying and addressing regulatory barriers, and safety and soundness issues
related to community development activities.

Over the past two years, the Community Affairs Liaisons have established relationships
with hundreds of community groups, thrifts, government agencies and others involved
in community development efforts; worked one-on-one with over one hundred
institutions on specific community development problems or initiatives; provided forums



for thrifts to meet with local community groups and residents to talk about credit and
housing needs and to tour their neighborhoods; co-sponsored industry training sessions
on various community development topics; provided training to OTS examination staff:
addressed a number of regulatory barrier and investment authority issues; provided
policy guidance to the industry; developed a newsletter highlighting current issues and
community development initiatives of thrifts around the country; and worked to address
specific safety and soundness issues related to community development lending and
investments.

ASSESSMENTS

FIRREA granted to the OTS the authority to fund its operations through periodic
assessments charged to the thrift industry. The current Assessment Regulation was
developed in 1890. This regulation establishes assessment rates based on each thrift
institution's CAMEL rating (a supervisory rating of safety and soundness) and its total
assets. The establishment of standard and premium rates is based on two premises:
1) larger institutions cost less to regulate/supervise per asset dollar; and 2) institutions
with poor CAMEL ratings cost more to regulate/supervise per asset dollar.

Assessments constitute the largest component in OTS' income; in 1995 assessments
comprised 87.2 percent of total income. The OTS also receives funds from application
fees, interest, recovery of enforcement expenses, rental leases and other
miscellaneous sources.

Since the establishment of the OTS in 1989, the thrift industry has experienced a
dramatic decline in the number of institutions and the level of industry assets. In
December 1989 there were 2,898 thrift institutions holding $1,288 billion in
unconsolidated assets (the OTS did not start calculating consolidated assets until
March 1990). By December 1995 the thrift industry had declined to 1,437 institutions
holding $771 billion in consolidated assets; a 50 percent reduction in the number of
institutions, and a 40 percent reduction in the dollar value of assets.

Due to the shrinkage of the thrift industry, income from assessments has declined
substantially. In 1990, assessments totaled $265.8 million; in 1995 this figure had
fallen to $136.3 million, a decrease of 48.7 percent in five years.

CONTINUING FINANCIAL CHALLENGES

The OTS receives no appropriated funds. In 1995, over 82.1 percent of OTS' operating
revenue was derived from the thrift industry that it regulates which includes both
assessment and application fee income.

Due to the continuing decrease in assessment revenue, OTS staff and operating
expenses have been cut. The OTS budget has been reduced from $295 million in 1990



to $170 million in 1995, or by 42.4 percent. The OTS staff has been trimmed from
3,379 as of October 1989, to 1,463 as of December 1995, or by 56.7 percent.

Even if Congress passes legislation to resolve the most pressing problems facing the
savings and loan industry today: 1) the premium disparity between the Savings
Association Insurance Fund and the Bank Insurance Fund, and 2) funding for the FICO
bonds, OTS supervised thrifts are projected to decline by approximately 263 institutions
between December 1995 and December 1997. As a result, assessment income is
projected to decrease to $128.5 million or approximately 5.7 percent less than it was
during 1995. If Congress does not pass the SAIF/FICO legislation, the number of OTS
supervised thrifts could decline even further.
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PROGRAM HIGHLIGHTS

Since its inception in 1989, the OTS has completed the cleanup of the thrift industry. In
June 1988, 3,092 thrifts were insured by the Federal Savings and Loan Insurance
Corporation (FSLIC) and 632 of them, or 20.4 percent, were insolvent. By December
1995 the number of private sector thrifts (those thrifts not in conservatorship or
receivership or pursuing a plan of self liquidation) had declined to 1,437, a decrease of
1,655 thrifts or 53.5 percent, and none were insolvent.

Under the Prompt Corrective Action provisions of the Federal Deposit Insurance
Corporation Improvement Act of 1891 (FDICIA), there are now five categories of
depository institutions based on their capital levels —- well-capitalized, adequately
capitalized, undercapitalized, significantly undercapitalized and critically
undercapitalized. As of December 1995, 99.5 percent of the private sector thrifts
regulated by the OTS were adequately or well-capitalized and these thrifts held 99.8
percent of the private-sector industry assets.

By December 1995, the nation's thrift industry had enjoyed twenty consecutive
profitable quarters. In 1991 and 1992, the OTS regulated, SAIF insured thrift industry
earned $1.2 billion and $5.1 billion, respectively. During 1993 and 1994, the OTS
regulated industry earned $4.9 billion and $4.3 billion, respectively; during 1995 it
earned $5.4 billion.

Annual Profits of the OTS Regulated Thrift Industry
(1991 - 1995)

A

19



As of December 1995, the thrift industry had an average tangible capital ratio of 7.45
percent, a significant increase from the .33 percent ratio as of June 1988.

Average Tangible Capital Ratio of the
OTS Regulated Thrift Industry (1990 - 1995)
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Continued consolidation and shrinkage of the thrift industry appear likely. OTS projects
that, assuming the BIF/SAIF differential issue is satisfactorily resolved during 1996, by
year-end 1997 a smaller thrift industry comprised of approximately 1,174 institutions
with as much as $803 billion in assets will exist (projection based on November 1995
asset projection using September 1995 data).
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PROGRAM PERFORMANCE

EXAMINATION AND SUPERVISION PROGRAM

The mission of the Examination staff is to effectively and efficiently supervise thrift
institutions regulated by the OTS; maintain the safety and soundness and viability of the
industry; and support the industry's efforts to meet housing and other community credit
and financial services needs. Supervision provides uniform standards for planning and
conducting on-site examinations of the day-to-day operations of a thrift and focuses on
ensuring the safety, soundness, and continuing viability of the thrift industry, as well as
compliance with applicable laws and regulations.

Through the examination process, OTS identifies existing violations of laws and
regulations and potential financial and economic problems. The examination process
assists in preventing the development or continuation of unsafe operating policies and
practices and effects timely resolution of identified problems or weaknesses including
fair lending violations and community reinvestment weaknesses. In making a
Community Reinvestment Act (CRA) assessment of a savings association, the OTS
uses the uniform inter-agency rating system and guidelines for public disclosure of
written CRA performance evaluations that were adopted in 1990 as a result of the
Financial Institutions Reform, Recovery, and Enforcement Act of 1989. The examiners
follow the most recent interagency procedures for evaluating CRA performance.

Examination and supervision responsibilities are divided among five regional offices
located in Jersey City, New Jersey; Atlanta, Georgia; Chicago, lllinois; Dallas, Texas;
and San Francisco, California, with several small area offices for examination report
preparation. Each region is managed by a Regional Director who reports directly to the
Executive Director, Supervision, located in Washington D.C. The Regional staff had an
authorized 1995 budget of $81.2 million while the Washington office budget totaled $4.6
million. The Regional staff was comprised of 1,035 employees as of December 31,
1995.

Supervision's goals for 1995 were and continue to be:
« Enhance the examination process: i.e., improve the value of examinations to thrift
institution directors and management, improve consistency of examinations,

enhance examination documentation procedures, and improve coordination with
State and FDIC examiners.
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Ensure that regulatory policy provides flexibility and latitude to sufficiently capitalized
and well-managed institutions, but ensures close supervision of marginal and
problem institutions.

Focus on identifying and addressing current and emerging risks in the industry
(interest rate risk, derivatives, new products, etc.)

Encourage institutions' efforts to meet the housing needs of their communities,
particularly the needs of low to moderate income persons, through the elimination of
regulatory barriers.

Improve the effectiveness of the CRA and fair lending examination process.

Discourage discriminatory lending practices in the industry through better education,
clearer guidance to the industry, enhanced examination detection techniques, and
enforcement of Equal Credit Opportunity Act (ECOA) laws.

Reduce regulatory burden through better coordination with other banking regulatory
agencies and through implementation of the regulatory relief provisions of the
Community Development Banking Act.

PROGRAM ACCOMPLISHMENTS FOR 1995

Conducted risk-focused Safety and Soundness, Compliance, Electronic Data
Processing, Trust, Holding Company, and Conservatorship examinations according
to the established examination programs and schedules.

Initiated timely and effective enforcement activities for troubled institutions within 60
days of the date the examination report was completed.

Achieved the 1995 year-end staffing targets set for examination-related personnel.
Continued to communicate with community groups and promote awareness of

affordable housing issues for OTS staff and the industry through community affairs
liaisons established in every region in the fourth quarter of 1993.

1995 OBJECTIVES OF THE EXAMINATIONS PROGRAM

During 1991, the OTS adopted the policy of annual examinations for all thrift
institutions. Effective September 1, 1993, the OTS revised its safety and soundness
examination policy to comply with Section 111 of the Federal Deposit Insurance
Corporation Improvement Act (FDICIA). Effective November 1, 1994, OTS again
revised its safety and soundness examination policy to comply with the Riegle
Community Development and Regulatory Improvement Act of 1994, which requires

15



annual examinations for all institutions except certain small, highly rated thrifts. The
objective of this strategy is to determine the overall safety and soundness of each
institution and to ensure the accuracy of performance ratings.

To accomplish the 1995 examination objective, the OTS concentrated its resources on
high-risk institutions and on high-risk activities within institutions. Each examination
addressed the specific areas that might threaten the overall safety and soundness of
the institution. In addition, the OTS determined the number of days and people
required for the on-site examination on the basis of the size and performance rating of
an institution.

During 1995, the OTS continued its risk-focused approach for its specialty examination
programs. These examination programs include: compliance with consumer and
community reinvestment laws; electronic data processing procedures; trust operations;
and holding company operations.

The OTS administers its CRA responsibilities through the compliance

examination. During compliance examinations, OTS examiners assess each
institution's record of meeting the credit needs of its community and assigns a CRA
rating. The OTS considers CRA performance when evaluating applications by savings
associations for expansion or restructuring. The compliance examination program uses
specially trained examiners to conduct compliance-specific examinations. These
examiners receive training in the laws and regulations dealing with fair lending and CRA
and OTS' implementing regulations for other consumer protection laws.

First Objective:

Conduct examinations of all thrift institutions scheduled to receive such examinations.
Performance Measure:

The charts on the next page present the number of thrifts which received each type of

examination compared with the number of thrifts scheduled to receive this type of
examination.

16



Number of OTS Regulated Thrifts Subject
to each Exam Category at Year End
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in the previous chart) because the OTS is not required to examine every institution every year. The
exam schedule depends on the size, financial condition and rating of each institution.




Level of 1995 Success:

As can be seen by the charts on the previous page, OTS' examinations staff was
successful in meeting the schedule for safety and soundness examinations. The three
percent shortfall in this category can be attributed to a management decision not to
examine a small number of thrifts that were scheduled to convert to a bank charter or
otherwise exit our regulatory purview. The Holding Company Examinations conducted
totaled just 81 percent of those scheduled because OTS continued to integrate holding
company examinations with safety and soundness examinations.

The most significant accomplishment in the Compliance category was implementation
of interagency revisions to CRA regulations to make them a more objective,
performance-based system of evaluation. Throughout 1995, we continued to add
compliance examination staff to keep apace with increasing complexity and workloads.
It should also be noted that the majority of overdue EDP examinations are for multi-data
Processing Services (MDPS) and that these exams are conducted jointly with the staffs
of the other banking regulatory agencies. Thus, scheduling MDPS examinations is
often beyond the control of OTS.

Second Objective:

Supervision must recommend enforcement action or a waiver of enforcement action
within 60 days of the examination report transmittal for thrifts with CAMEL ratings of 4
or 5. The CAMEL system is similar to the CAMEL rating system used by the Federal
Deposit Insurance Corporation (FDIC) and the Office of the Comptroller of the Currency
(OCC) for describing the condition of banks. The OTS adopted the CAMEL system on
April 1, 1994. Using the CAMEL system (an acronym for Capital Adequacy, Asset
Quality, Management, Earnings and Liquidity/Risk Management), OTS classifies thrifts
into three categories:

« Institutions with CAMEL ratings of 1 or 2 are the healthiest thrifts;

« |Institutions with CAMEL ratings of 3 are thrifts experiencing some difficulties but
their overall strength makes their failure unlikely;

« Institutions with CAMEL ratings of 4 or 5 are troubled thrifts and present the highest
degree of concem.

Performance Measure:

Enforcement actions or waivers must be in place within 60 days of the transmittal date
of the examination for 100 percent of all thrifts with CAMEL ratings of 4 or 5.

18



Level of 1995 Success:

OTS initiated appropriate enforcement action, or documented the cause for not taking
action (waiver), for all thrifts with CAMEL ratings of 4 or 5 or with similar adverse
specialty examination ratings. As of December 31, 1995, our data base reflected only
one exception to our 60-day standard for all CAMEL 4 and 5 rated institutions.

Third Objective:

Continue to optimize the regional organization structure within existing budget
constraints.

Performance Measures:

Actual cost/budgeted cost for exam-related functions should not exceed 100 percent.
Actual cost/budgeted cost for other functions should not exceed 100 percent.

Level of 1995 Success:

Supervision exceeded its goals in 1995 by implementing cost savings that reduced
projected expenses below the authorized 1995 budget. The approved 1995 budget for
both exam and non-exam related functions was $85.8 million; actual expenses totaled
only 97 percent of the annual budget. Savings were largely achieved by reducing the
regional staff below authorized levels and continued lease reductions.

The approved budget for examination-related functions in 1995 was $81.2 million;
actual expenses totaled 97 percent of the budgeted amount or $79.1 million. The
approved budget for all other Supervision functions was $4.6 million; actual expenses
totaled just 92 percent of the budgeted amount or $4.2 million.

In January 1995, the regional offices' staff level totaled 1,171 employees; the
end-of-year staffing level target was 1,041. Through staffing reductions, the actual
1995 year end staff level in the regional offices was 1,035. This 12 percent reduction
was managed by a combination of voluntary and involuntary separations.

Staff committed to thrift examinations and related functions totaled 77 percent of total
staff at 12/31/95 (69 percent were classified as examiners and 8 percent were directly
related to the examination function). Thus, the budgeted costs for examination related
staff met the projected 1995 budget for these items. Supervision will continue to look at
ways to reduce its budget.
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Fourth Objective:

In the fourth quarter of 1994, OTS implemented a customer service plan for
examinations. This plan was distributed to all thrift institutions and established a set of
quantifiable customer service standards that the agency's performance could be
measured against, such as:

« Ensure all examination advance packages are mailed to institutions at least four
weeks prior to the start of an examination;

» Provide each institution with an estimate of examination staffing levels and the time
required to conduct the examination;

» Conduct an examination entrance meeting with institution management on the first
day of an examination;

» Meet at least weekly with institution personnel during an examination to convey
issues, concerns, and examination findings;

« Conduct an exit meeting to summarize key findings, make recommendations, and
receive and consider management's responses; and

» Process and transmit the examination report within 30 days for "1" and "2" rated
institutions and within 45 days for all others.

To assess performance under the Customer Service Plan, the OTS sends each
institution a survey questionnaire shortly after each examination.

Performance Measure:

Supervision should strive for a 100 percent satisfaction rating from customer survey
responses under the customer service plan for examinations.

Level of 1995 Success:
During 1995, survey responses indicated that, overall, OTS has been able to
successfully meet or exceed the published customer service standards 92 percent of

the time. Although we were pleased to receive such high marks from our customers,
responses do indicate that we have room for improvement.
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APPLICATIONS PROGRAM

OTS regulations require thrift institutions to file an application before engaging in certain
activities. Most applications are reviewed and acted upon at the OTS' five Regional
Offices. Certain complex transactions and those containing issues of policy or law,
however, are reviewed and acted upon in Washington.

MISSION

The mission of the applications program is to ensure that applications are processed
within established timeframes and that application decisions are consistent with current
OTS regulations and policies.

All applications, unless eligible for expedited treatment, should be processed to a
decision within 60 days from the date they are deemed complete. Expedited
applications should be processed to a decision within 30 days from the date they are
deemed complete. Applications eligible for expedited treatment include establishment
of a finance subsidiary, higher lending limitations, issuance of subordinated debt or
mandatorily redeemable preferred stock, securities brokerage activities, charter
conversion to a commercial, national or state-chartered savings bank, acquisition/
merger by a commercial bank or bank holding company and establishment or change of
location of branch offices.

First Objective:

Meet the application processing timeframes except when an application contains an
issue of law or policy or otherwise requires an extension of the time frame for OTS to
complete its analysis. Applications with permissible exceptions should be completed as
quickly as is feasible