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Executive Summary

Environmental Scan

The thrift industry reported strong results in the second quarter of 2001. Industry earnings set a new quarterly record. Continued housing market strength and low
mortgage interest rates fueled earnings and boosted key profitability measures — return on average assets and return on average equity.

Asset growth slowed to amore moderate pace from the higher growth rates of recent quarters. The slowing economy and rising unemployment drove delinquent loan levels
dlightly higher. But credit quality in the thrift industry remains good — reflecting the industry’ s concentration in residential lending and its limited exposure to commercial
lending and nonmortgage consumer lending.

Thrift industry earnings rose sharply during the second quarter of 2001 to arecord $2.5 billion, up 16 percent from the $2.16 billion earned in the first quarter. Thrift
profitability remained strong; the industry earned a return on average assets of 1.05 percent in the second quarter —the third best ever recorded—up from 0.92 percent in
the prior quarter. Return on equity rose to 12.95 percent in the second quarter from 11.51 percent in the prior quarter. The high profitability indicators were driven by
growth in net interest margin and noninterest income. Thrifts also increased fee income during the quarter.

Mortgage originations reached record levelsin the second quarter of 2001, up 48 percent to $109.6 billion; the previous record of $81.5 billion was set during the fourth
quarter of 1998. Thrifts share of the total 1 — 4 family mortgage origination market (as estimated by the Mortgage Bankers Association of America) rose to 22.9 percent,
from 21.2 percent in the first quarter. Total mortgage originations (which include multifamily and nonresidential mortgages) increased to $125.0 billion in the second
quarter, from $87.6 billion in thefirst quarter and $66.6 billion in the second quarter one year ago. Refinancing activity (counting only those mortgages refinanced with the
same lender) accounted for 22.2 percent of thrift originations in the second quarter, up sharply from 14.9 percent in the first quarter. Refinancing activity increased due to
the decline in longer-term interest rates.

Asof June 30, 2001, there were 1,049 OT S-regul ated thrifts, down 11 thrifts from the previous quarter. During the second quarter 15 thriftsleft OTS supervision, primarily
due to acquisitions by banks or other thrifts, and there were four new entrants. Though consolidation continues to reduce the number of thrifts, asset growth is strong. As
of June 30, 2001 thrifts held assets of $964.7 hillion, the highest level of thrift industry assets since March 1991, when they totaled $980.5 hillion.

Troubled assets, which include noncurrent loans and repossessed assets, increased to 0.65 percent of total assets during the second quarter of 2001 from 0.62 percent at the
end of the first quarter. Loan loss provisions were stable at 0.27 percent of average assets during the second quarter, and net charge-offs increased one basis point from the
prior quarter, to 0.22 percent. Although the overall credit quality among thrift institutions remains high, concerns about consumer and commercial loan quality are on the
rise nationwide as the economy slows from its record pace. OTS will continue to closely monitor individual institutions that have larger exposures in consumer and
commercial loans. Meanwhile, competitive pressure in the thrift industry, mortgage markets, and the entire financial services industry remains intense.

In recent years, thrift failures have been rare, nevertheless, isolated problems continue to arise. 1n July 2001, the most seriously troubled thrift that specialized in subprime
lending, Superior Bank, FSB, Hinsdale, Illinoisfailed. Asaresult, OTS appointed the FDIC as receiver on July 27, 2001. Superior isonly the fourth OTS-regulated
institution to close during the past five years. While the failure of the $1.8 billion Superior Bank will affect the Savings Association Insurance Fund, it had little impact on
the overall results for the $965 billion thrift industry. Superior’s assets amounted to less than a quarter of one percent of all thrift assets.
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Current and Future Challenges

1. Safety and Soundness of the Thrift Industry

The Treasury 1.G. designated the safety and soundness of the banking system as a major management challenge for the Department of the Treasury. OTS s mission
statement, five year strategic plan, annual performance plan, and first strategic goal all emphasize OTS' s commitment to ensure a safe and sound thrift industry. In addition,
OTS works with the other financial system regulators and Congress to develop legislation to effectively modernize financial services. The Gramm-Leach-Bliley Act (GLB
Act) which was signed on November 12, 1999, was the culmination of a major effort and was the most significant bank reform regulation to be enacted in over 60 years.
Among other things, the GLB Act prevents new affiliations between commercial firms and thrifts; places significant restrictions on the sharing of non-public customer
information with unaffiliated third parties; requires public disclosure of certain types of CRA agreements; and mandates the concept of functional regulation, which
potentialy limits OTS's ability to examine insurance and securities affiliates of thrifts.

2. Enhancing the Thrift Charter

OTS s management currently supports a series of legislative proposals which would give thrifts the right to conduct activities and take actions comparable to commercial
banks. In particular, OTS supports the following:

» giving thrifts the authority to provide investment advice, engage in third party brokerage arrangements and trust and custodial activities, offer sweep accounts
where balances are swept directly into money market mutual funds, and permit transactions in municipal securities on the same basis as commercial banks;

» eliminating the obsolete restriction on thrifts’ ability to make certain community development investments and replace it with the same flexible authority national
banks have to make investments that are designed primarily to promote the public welfare, including the welfare of low- and moderate income communities or
families (by providing housing, services, or jobs);

» giving thrifts the authority to merge with one or more of their nonthrift subsidiaries or affiliates, equivalent to recently enacted authority for national banks;

» removing the requirement that a service company must be organized under the laws of the state where the home office of the thrift is located.

3. Deposit Insurance Reform

OTS also believes that the current method of paying for bank and thrift supervision should be reviewed. OTS believes effective supervision could be funded in one of the
following ways:

» Covering the entire cost of federa and state supervision of all charters from the deposit insurance funds' earnings;

» Recognizing that more intense supervision of troubled institutions costs substantially more but can protect the insurance funds, raising the question of whether
those incremental supervisory costs should be deducted from the increased insurance assessment on troubled institutions.
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4. Risk inthe Thrift Industry

Growing competition in the financial services market ¥ from non-bank competitors for mortgage loans, consumer loans, and investment products¥s and the continuing
development of secondary markets and securitization of basic thrift products, continue to put pressure on the thrift industry to diversify into less commoditized activities. In
addition, changes in technology, and the emergence of the Internet as a vehicle for providing financial services, are changing the competitive landscape and the way thrifts
do business.

These pressures have led many individua thrift institutions to expand higher-risk lending activities (subprime credit cards, subprime mortgages, construction lending, real
estate development lending, etc.). The aggregate investment in higher-risk assets remainsrelatively small. However, there is notable growth in both the level of investment
and the number of institutions participating in higher-risk lending.

The increasing complexity and interrelation of financial services delivered by thrifts and their affiliated entities, combined with new consumer protections afforded by the
Gramm-Leach Bliley Act addressing privacy and consumer interests in connection with insurance sales, exposes thrifts to expanding compliance risks. OTS has
incorporated the oversight for the additional compliance risks into the agency’ s compliance exam program for 2002.

Given the current economic environment, OTS's examiners are focusing on thrifts' credit quality, reserve policies, and capital adequacy. In addition, the loan monitoring,
loan collection, and work out procedures of thrifts are being given increased scrutiny, and the activities of thrift holding companies and their potential impact on the
subsidiary bank are receiving heightened attention.

5. Improving the Availability of Financial Services

OTS s second strategic goal isto improve the availability of financial services by encouraging safe and sound lending in the areas of greatest need. Despite the controversy
that the Community Reinvestment Act (CRA) has generated over the past several years, its successis clear. CRA has helped encourage insured depository institutions to
increase their focus on rebuilding their communities and promoting economic revitalization. OTS' s Community Affairs Program has helped to promote sound community
investment by OTS-regulated institutions. 1n December, 2000, OT S together with the Comptroller of the Currency, Board of Governors of the Federal Reserve System, and
Federal Deposit Insurance Corporation, approved the issuance of final regulations implementing the CRA Sunshine Requirements of the Federal Deposit Insurance Act,
which were enacted by the Gramm-Leach-Bliley Act. During 2002, OTS's community affairs staff will concentrate on promoting home ownership, affordable multi-family
housing, economic development, and responsible lending in under-valued and emerging markets. OTS's community affairs staff will aso emphasize that community
reinvestment is part of a sound business strategy.

6. Combating Predatory Lending Practices

As part of OTS' s consumer compliance oversight and supervisory mission, OTS continues its efforts to combat predatory lending practices. OTS pursues three interrelated
approaches to combat this problem: 1) examination for and enforcement of, applicable laws and regulations; 2) encouragement of responsible subprime lending, and 3)
education of consumers, institutions, and investors. While OTS has no reason to believe there is any appreciable amount of predatory lending engaged in by the thrift
industry, we must remain vigilant in our effort to assure that these practices do not take root among thrift institutions in the future. 1n November, 2000 OTS and OCC
alerted national banks and federal thrifts that the agencies have significant safety and soundness, compliance and consumer protection concerns with banks and thrifts
entering into contractual arrangementswith vendorsto fund “titleloans” and “ payday loans.” (Both of these types of loans are short term loans with extremely high interest
rates and/or fees.) During 2002 OTS will join the other federal banking agencies in reviewing the CRA regulation and in that process will consider how best to apply the
Community Reinvestment Act to activities that involve predatory lending practices.
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Strategic Context

Background

OTS was established by Congress as a bureau of the Department of the Treasury on August 9, 1989. OTS's primary statutory authority is the Home Owners' Loan Act
(HOLA). Under HOLA, OTSisresponsible for chartering examining, supervising, and regulating federal savings associations and federal savings banks. HOLA aso
authorizes 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. The authority over holding companies is unique among the four federal
banking agenciesin that OTS is the only federal banking agency that oversees both the depository institutions it charters and most of their holding companies.

OTS s headed by a Director who is appointed by the President, with Senate confirmation, for a 5-year term. OTS's Director also serves on the boards of the Federal
Deposit Insurance Corporation (FDIC) and the Neighborhood Reinvestment Corporation.

OTS s headquartered in Washington D.C. and has five regional offices located in Jersey City, Atlanta, Chicago, Dallas and San Francisco. The Washington D.C. office

develops nationwide policies and programs for the agency and coordinates the operations of OTS. The regional offices, each headed by a Regiona Director, are OTS's
front line, examining and supervising institutions, and processing most applications.

OTS’s Mission Statement

OTS' s 2001 Performance Plan is based on its 2000 — 2005 Strategic Plan which was published in August 2000. OTS s Mission Statement isasfollows: To effectively and
efficiently supervise thrift institutions to maintain their safety and soundness in a manner that encourages a competitive industry to meet America’s housing,
community credit and financial service needs and to provide access to financial services for all Americans.

OTS Values Statement

Integrity: All OTS actions, both internal and external, are conducted with the highest degree of honesty and fairness, fostering confidence in OTS by the public, the thrift
industry and our employees as we perform our mission.

Teamwork: OTS sgreatest strength isitsworkforce, which consists of highly qualified individuals who represent America’ s diversity. They work in an environment built
on trust, respect, teamwork, communication, creativity and empowerment.

Efficiency: OTSiscommitted to excellence and efficiency, and continually seeks new and better ways to accomplish its mission through greater productivity and service.
Management provides quality-focused leadership as well astechnical excellence to enable OTS to meet its regulatory responsibilities in the most cost-effective and timely
manner.

Partnerships: OTS works with the other depository institution regulators to achieve consistency in policy and regulation. When developing and executing these policies,
we seek to minimize regulatory burden to the extent consistent with effective supervision.

Responsiveness: OTS listensto, learns from, and collaborates with the institutions we regul ate and the public they serve on how best to address their needs. OTS dealsin
aproactive, efficient and effective manner with all risks discovered in the industry as awhole aswell as individual thrift institutions.
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Benefits to the Public Realized by OTS’s Strategic Plan and Annual Performance Plan

Our society places a high value on a safe and accessible financial system, decent and affordable housing, and increased availability of financial services for housing and
businesses for all Americans, including those located in distressed areas. The goals and objectives of OTS's plans bolster these values by emphasizing a safe and sound
thrift system that delivers services to meet societal needs. To individuals, thrifts provide a place for their savings, a medium for payments and other financial transactions,
and a source of credit for real estate and consumer loans. Increasingly, thrifts also perform these functions for small businesses.

Credit plays avita rolein our economy asit is an engine for economic growth and revitalization. Businesses need credit to expand; consumers need credit to obtain goods
and services; families need credit for housing; and communities need credit to fund the development and maintenance of their infrastructure. Mortgage and housing credit,
which is essential to fulfilling the national goal of a decent home and a safe living environment for every household, as well as other forms of credit, will continue being
provided by thriftsif OTS's strategic plan and annual performance plans are carried out.

Because a smoothly operating thrift industry isimportant to the nation’s economy, the centerpieces of OTS's plans are the goals and objectives guiding the agency toward
proactive supervision, improved credit availability, reduced regulatory burden, and good relations.

OTS’s Employees

The ability to attract and retain a highly skilled workforce is vital to OTS s ability to achieve its mission in today’s rapidly changing financial environment. Successfully
competing for and retaining staff with the requisite knowledge and skills is one of the more challenging tasks faced by OTS. Although OTS has devel oped an experienced
and well-trained corps of examiners (safety and soundness examiners have an average of 15 years of experience), the agency faces staff replenishment challenges as more
become eligible for retirement, as well as skill enhancement challenges as examiners confront afast-changing industry. Thus, the agency faces asituation that tests the skill
of management to maximize employees knowledge, skills and potential.

To respond to these challenges, OTS completed a series of initiatives. Starting in 1998, OTS began to hire entry-level examiners for the first time in approximately eight
yearsin order to supplement the examiner ranks. The five regions have hired approximately 70 entry-level examiners sincethisinitiative began but approximately one-third
of them have departed, primarily due to the heavy travel burden associated with thejob. OTS revised its examiner accreditation program in 2001 to redefine the
knowledge/skill and on-the-job requirements needed by new examiners in order to examine any institution and serve as an examiner-in-charge. OTS also issued new
accreditation programs for examiners in safety and soundness, compliance, trust, and information technology functions. Beginning 1998, OTS has offered a telecommuting
program for examiners and in the following year, for office staff where job functions permitted it.

In 2000, OTS introduced a professional development pilot program to offer a wide range of individually-tailored devel opment activities that go beyond job-related training
and enable employees to succeed in an increasingly complex environment. It also introduced specialty examiner tracks for post-accreditation examiner advancement in
areaswhere OTS requires specia expertise. The professional development program was implemented agency-widein 2001. 1n 2001, OTS aso developed a comprehensive
set of materials to assist in recruiting, hiring and developing materials for new examiners. It also produced a set of orientation materials for new examinersto help them
acclimate themselves to the OTS work environment.
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To Achieve the Aforementioned Benefits, OTS has Developed the

Following Performance Goals that Relate to its Strategic Goals

OTS's Long-Term Strategic Goals

Annual Performance Goals

1. Through efficient and effective supervision, maintain a safe and sound |(la- Ensure that 100% of OTS-regulated thrift institutions operate in a safe and
industry that meets its responsibilities to its customers and sound manner or that OTS has taken appropriate supervisory or
communities. enforcement action.

1b - Ensure that at least 95% of OTS-regulated thrift institutions rate the value
of the examination process as “ satisfactory” or above.

lc- Ensure that 100% of OTS-regulated thrift institutions comply with
consumer protection, fair lending, community reinvestment, bank secrecy
and other public policy laws and regulations or that OTS has taken
appropriate supervisory or enforcement action.

1d- Ensure that 100% of OTS-regulated thrift institutions are at least
“adequately capitalized” or are under a Prompt Corrective Action Directive
or are recapitalized to at least the “adequately capitalized” level or
operating within an approved Capital Plan within 150 days of becoming
undercapitalized.

2. Actively support the thrift industry's efforts to expand the full range of |2a- Provide educational and technical assistance to industry representatives,
housing, other credit, and financial servicesto all segments of the the OTS examination staff and other relevant parties on community
community through outreach programs, industry partnerships, and development issues, needs and opportunities; key players and programs,
proactive supervision. and investment authority or regulatory barriers.

2b- Promote and help facilitate partnerships between financia institutions,
community organizations and others as a means of improving the
availability of and access to credit and financial services.

3. Utilize in the most complete and efficient way the talents, knowledge |3a- Develop and maintain an OTS workforce capable of providing assistance
and enthusiasm of the agency to keep regulatory operations at the to thrift institutions in meeting the thrifts’ regulatory responsibilities.
minimum level consistent with effective supervision.

4. Provide exceptional service to all major groups with which we 4a- Develop, distribute and monitor adherence to service plans for major

interact, including the thrift institutions regulated by OTS and
members of the public that deal with those thrift institutions, to make
government more responsive.

agency functions.
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Plan Highlights

Means Used to Accomplish OTS’s Four Strategic Goals

1. Operating Capital and FTEs

Assessments charged to the thrift industry provide 88 percent of OTS's operating funds. Other sources of operating funds include application fees, interest, rents and
subleases, exam fees, and other miscellaneous sources.

CY 1998 CY 1999 CY 2000 Jan - Sept FY 2002
Actual Actual Actual 2001 Actual Projection
Operating Expenses (in $143.8 $153.7 $156.9 $121.1 $163,517,000
millions)
Year-end FTE 1,264 1,270 1,247 1,207 1,173

2. Staff Skills

OTSrequires a highly skilled and trained staff due to the complexity of its supervisory role for the thrift industry. The heightened competition from other federally insured
depository institutions, federally sponsored enterprises supporting the secondary housing markets, and other domestic financial intermediaries has increased pressures on
thrifts to maintain profitability without incurring excessive risk. In order to responsively supervise thrifts, OTS staff must evaluate thrift business characteristics such as
capital adequacy, identify when risk becomes unacceptable, and take immediate corrective measures to mitigate problems.

The increasing operational complexity of thrifts has changed the nature of OTS's supervisory activities. OTS must evaluate the credit, interest rate, and other market risk
dimensions of new lines of business, financial instruments, risk management strategies and corporate structures used by the entitiesit supervises. Such evaluations require
complicated financial analyses, incorporating the use of econometric models, that subject individual thrift portfolios to “ stresstests’ or other forms of sensitivity anaysis.
OTS requires a highly trained and experienced legal staff to address the complex questions concerning these issues.

The increasing industry interest in using electronic banking technologies has produced a need for OTS's staff to develop an electronic banking safety and soundness
program that will help examiners evaluate an institution’s planning, administration and internal controls with regard to electronic banking technology. The increasing
industry interest in obtaining fiduciary powers has also produced a need for OTS to augment its national trust examination program by enhancing examiner training and
changing the focus of its trust examinations to embrace a risk-sensitive scoping methodology.

Convergence within the financial services sector isareality in the market place. Asaresult of the new types of applications being filed, OTS s staff is being presented with
new challenges and opportunities; the need to adjust, invent and innovate.
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3. Information Technology:

OTS strives to comply with recent management reforms, such as the Clinger-Cohen Act, the Paperwork Reduction Act, and the Government Information Security Reform
Act, which require agencies to establish processes for maximizing the value and security of 1T investments. 1n an effort of enhance support for the user community,
information technology responsihilities were recently integrated with research functions.

Effective use of information technology enhances OTS s ability to accomplish its mission and goals. OTS strivesto deliver IT systems that
best align with the OTS business goals and to implement systems that improve workforce performance. OTS's CIO has established the
following strategies:

Create a customer service environment with solution-oriented staff.

Improve communication internally and externally.

Focus on enterprise-wide solutions and logical extensions of individual applications to maximize return on investment.
Implement a matrix management, project team approach to application development.

Identify required skill sets for project team members and provide necessary training, mentoring, and project assignments to develop and
strengthen staff skills and improve productivity.

Integrate new technologies into the agency’ s business practices in an efficient and cost-effective manner.

Develop, document, and implement sound software engineering standards to facilitate the software development process and ensure
application/systems quality.

44 3400010

Government Information Security Reform Act

The Government Information Security Reform Act (GISRA), signed into law on October 30, 2000, addresses the program management and
security of information resources supporting Federal operations and assets. The Act requires annua security program reviews, annua 1G
evaluations, and annual reports to OMB and Congress. The security components addressed by GISRA require agency Chief Information
Officers to develop, implement, and maintain a security program and document it in a plan that assesses risk and provides adequate security.

OTS provided itsinitia report to Treasury on July 30, 2001. Action plans with milestones to correct any security weaknesses identified in
annual program reviews and evaluations are due to OMB by October 31, 2001.

Section 508 Rehabilitation Act Amendments: Section 508 requires that electronic and information technology products and services that federal agencies procure
comply with standards for being usable by people with a wide range of disabilities. The redesign of the OTS Internet site incorporated the Section 508 standards,
and our IT procurements abide by Treasury’s recommended procurement procedures.
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Link Between OTS’s Performance Plan and its Budget

OTSisnot funded by Congress. The Financial Institutions Reform, Recovery, and Enforcement Act (FIRREA) of 1989 granted to OTS the
authority to raise its operating capital through assessments on the thrift industry. These assessments are based on each institution’s size,
financial condition, and the complexity of its operations, with healthy institutions paying less than similar-sized troubled institutions.

OTS Budget Divided by Strategic Goal

Expand housing, credit and
financial services.
2%

Maintain a safe and sound

industry.
85% Reduce regulatory burden.
12%

Provide exceptional service.
1%

External Factors that Could Affect Achievement of OTS’s Four Strategic Goals

OTS s ahility to accomplish its four magjor goals will be directly affected by the following external factors:

1. U.S. Economic Environment and the Thrift Industry

While the overall financial condition of the thrift industry is strong, the current economic slowdown suggests that rising levels of delinquent loans are a distinct possibility.
In terms of credit risk, the industry’ slargest exposureisin residential mortgage loans. Fortunately, however, the housing market is very strong in most areas of the country
and the delinquencies on single-family residential loans have remained at very low levels. Barring a serious downturn in the economy, which seems unlikely, the overall
credit quality of residential mortgage portfolios should remain healthy.
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The sowdown in economic activity, however, is bound to have an adverse effect on marginal credits, particularly overextended consumers and commercial borrowers.
Thrifts are not immune to weakness in the business sector since 3.0 percent of thrift assets are held in commercial loans. Nor is the industry immune to problemsin the
consumer sector. In recent years, debt service burdens of consumers have generally grown more rapidly than their incomes, and the rate of consumer savings of disposable
income has been disturbingly low.

Given the current economic environment, OTS is placing increased emphasis on credit review in the examination process. OTS examiners are focusing on thrifts' credit
quality, reserve policies, and capital adequacy. The loan monitoring, loan collection, and work out procedures of thrifts are being given increased scrutiny. Particular
attention is being given to business-related loans originated during the height of the economic expansion.

2. Financial Modernization

Inter-industry consolidation is occurring in the marketplace. This activity presents both challenges and opportunities for OTS. With respect to effective financial
supervision and regulation, consolidation requires OTS to supervise and examine larger institutions doing non-traditional activities over awider geographic area, and in
unusual corporate structures. OTS is aware that consolidation can limit consumer choice, the reach of CRA, and the availability of local civic leadership. By working
closaly with these institutions, however, OTS often has the opportunity to assist them in bringing more—and different types of—resources to under-served areas.

Intra-industry consolidation is also occurring, although the pace seemsto be slowing somewhat. From 1994 through 1997, an annual average of 140 institutions left OTS's
jurisdiction. 1n 1998 and 1999 the number of OTS-regulated thrifts fell by 70 and 42 respectively. During 2000, the number of OTS-regulated thrifts fell by 35
ingtitutions. During the first 6 months of 2001 the number of thrifts fell by 19 to 1,049. Approximately 50% of the thrift industry’ s assets are held by 10 institutions, each
with assets in excess of $22 billion. Major charter changes or acquisitions could materially reduce industry assets and the OTS assessment base.

Number of OTS-Regulated Thrift Institutions Thrift Assets
( From Year-End 1995 to June 2001) (From Year-end 1995 to June 2001)
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Accomplishing the Annual Performance Goals Associated with OTS’s Strategic Goals

Projected FY 2002
Expenditures

Strategic Goal 1: Through efficient and effective supervision, maintain a safe and sound industry that

meets its responsibilities to its customers and communities. $138,989.450

Through the examination process, OTS assesses the financial condition and risk profile of thrift institutions and identifies violations of law and regulation and potential

financial and economic problems. OTS's examination process assists in preventing the development or continuation of unsafe operating practices and effects timely
resolution of identified problems or weaknesses, including consumer protection, and Community Reinvestment Act (CRA) weaknesses.

Performance Goals and Measures that Support Strategic Goal 1:

1998

1999

2000

2001
Target

V1l-
9/30
2001

2002
Target

Performance Goal 1a: Ensure that 100% of OTS-regulated thrift institutions operate
in a safe and sound manner or that OTS has taken appropriate supervisory or
enforcement action.

Performance Measure 1a-1: The percentage of thrift institutions that, after sixty days of
having received an unsatisfactory safety and soundness rating, are either subject to a formal
or informal enforcement action or have had such action waived.

NA*

86.7%.

100%

100%

100%

100%

Performance Goal 1b: Ensure that at least 95% of OTS-regulated thrift institutions
rate the value of the examination process as “satisfactory” or above.

Performance Measure 1b-1: The percentage of thrift survey responses that rate the
examination process as being “ satisfactory” or “better than satisfactory.”

99%

98.4%

98.96%

95%

98.8%

95%

Performance Goal 1c: Ensure that 100% of OT S-regulated thrift institutions comply with

consumer protection, fair lending, community reinvestment, bank secrecy and other public
policy laws and regulations or that OTS has taken appropriate supervisory or enforcement

action.

Performance Measure 1c-1: The percentage of thrift institutions that, after sixty days of
having received an unsatisfactory compliance rating, are either subject to aformal or
informal enforcement action or have had such action waived.

NA*

100%

100%

100%

100%

100%

*NA indicates the performance measure was not or will not be used during the specified year.
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] 2001 1/1- 2002
Performance Goals and Measures that Support Strategic Goal 1. 1998 | 1999 2000 Target 9/30 Target

2001

Performance Goal 1d: Ensure that 100% of OTS-regulated thrift institutions are at
least “adequately capitalized” or are under a Prompt Corrective Action Directive or
are recapitalized to the “adequately capitalized” level or operating within an approved
Capital Plan within 150 days of becoming undercapitalized.

Performance Measure 1d-1: The percentage of OTS-regulated thrift institutions that are
either at least adequately capitalized, operating under an approved Capital Plan or PCA
Directive, have been undercapitalized for less than 150 days, or have received prior
approval by the Deputy Director for exceeding the 150-day timeframe for issuance of a NA* 090.9% | 100% 100% 100% 100%
PCA Directive.

*NA indicates the performance measure was not or will not be used during the specified year.

PERFORMANCE PLAN EXPLANATION

Means to Accomplish the Annual Performance Goals Related to Strategic Goal #1

= Processes

OTS conducts risk-focused Safety and Soundness, Compliance (including CRA), Information Systems, Holding Company and Trust examinations in accordance with
statutory requirements and/or agency policy. OTS employs a seasoned staff of examiners. Examiners undergo continuing training in areas of emerging risks, higher risk
consumer and commercial lending, electronic banking, securitizations and consumer protection laws and regulations. OTS s revising policies on the supervision of thrift
holding companies as new business strategies are being implemented by insurance companies and other new entrants into the business. Similarly, OTSisrevising its
approach to trust examinations. We have implemented an automated examination process, and have trained examinersin its use. Thisis enhancing the efficiency of
examiners and reducing regulatory burden, because more analytical and focused examination work is performed off site.

In addition to on-site examinations, OTS performs off-site financial monitoring of each institution. Staff base their off-site analysis on quarterly Thrift Financial Reports,
the Uniform Thrift Performance Report, holding company and SEC reports, and other information, noting adverse trends, financial performance, and changes in business
strategies and risk taking. Policy staff in Washington develop new policies, many in coordination with other financial regulatory agencies, and communicate guidance to
examiners in easily understood terms and often by electronic means. OTSwill continue to monitor closely institution capital levels and apply regulatory solutions to ensure
that institutions remain adequately capitalized or to achieve timely resolution of inadequately capitalized institutions.

= Staff Skills
Another aspect of OTS s regulatory oversight isits focus on dynamic, needs-based employee training. OTS' s hew Professional Development Program enables examiners to

assess their training and development needs, which in turn, identifies needed areas of training. In addition, regional supervisors assess upcoming and emerging issues at
ingtitutions in the region, the strength of regional examinersin the skills required to address these needs, and the training which would
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address areas of need. The Professional Development Program, specialty examiner tracks, accreditation programs, and a soon-to-be-piloted management development
program, keep employee skills at top levels.

OTS examiners typically receive training several times annually. Training is designed for maximum impact with minimum disruption to the day-to-day operations of the
agency. Training is delivered in various forms, including computer-based programs, video-conferencing, outside programs, and by pooling specialized examiner resources
so individuals can share their expertise nationally within the agency. OTS strust and IT examiners, although regionally based, work across the country, and the agency’s
retail and commercial loan specialists are always on call to deal with these specialized risks. In addition, there has been an increased emphasis in rotational assignments
within the regional offices and between the regions and the Washington office to broaden work experiences. During 2000, examiners worked cross-regionally for atotal of
almost 800 days, including 19 details to Washington. These exchanges enhance the skills and perspective of both the sending and recipient offices.

In addition to OTS sinternal training activities, OTS staff work closely with the other FFIEC agencies to identify areas that warrant more extensive and coordinated
training initiatives. This past year, the FFIEC piloted the concept of just-in-time training on CD’ s to get training on hot issues such as subprime lending and privacy out
quickly to awide audience. OTS also holds staff conferences and tel econferences to promote sharing of ideas and experiences among supervisory staff. OTSisalso
improving its information systems to simplify and expedite access to internal and publicly available thrift and market information.

= Technologica Resources

OTS staff use several systems to help accomplish strategic goal 1 as set forth below:

The net portfolio valuation model for the Interest Rate Risk System cal culates measures of interest rate risk and produces reports used by Washington and Regional staff.
Individualized reports are mailed to each institution.

The Examination Data System collects and disseminates data pertaining to the examination process (the exam type, rating, and critical tracking dates). It collects
information for Safety and Soundness, Compliance, IT, Trust, and Holding Company exams.

The Thrift Information Management System (TIM) integrates several regulatory systems, grouping data entry and reporting functions by subject matter.

The Thrift Examiner Support System (TESS) supports the Report of Examination (ROE) process. Examiners prepare reports of examination using Microsoft Word
templates that include numerous exam specific items such as predefined financial data and previous exam ratings. The data elements are extracted from OTS s database of
financial information filed by the regulated institutions. Completed reports of examination are uploaded to a central repository. Authorized OTS employees electronically
access the completed reports of examination.

The Regulatory Action Data System tracks enforcement and supervisory actions. This system provides data for the regular public and congressional reporting requirements
regarding formal and informal enforcement actions.

The National Financial Monitoring System/UTPR provides standardized reports that are used to monitor and analyze regulated institutions. One key report is the Uniform
Thrift Performance Report (UTPR) that is provided in afive-quarter or athree-year format. The Federal Deposit Insurance Corporation (FDIC) receives copies of these
reports quarterly.

The Thrift Edit System collects and edits financial datafor all OTS-regulated ingtitutions. The General Electronic Transfer System controls the el ectronic submission of
data from thrift institutions. The datais used for monitoring industry trends and for performing financial analysis of individual institutions. Information collected by this
system is provided to the Thrift Time Series.
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The Thrift Time Series contains over fifteen years of financial datafor OTS-regulated institutions. The system provides access to Thrift Financial Report (TFR) and
Consolidated Maturity Rate (CMR) data in a consistent format including formatted ratios, subtotals, aggregates, and formatted reports.

The Information Technology module of the Industry Structure System tracks I T service providers, platforms, networks, vendors, and products used by savings associations
and their holding companies. The system allows staff to identify, qualify, and quantify technology risk of products and services offered or used by federal savings
associations and third-party vendors.

The Prompt Corrective Action Monitoring Report provides OTS senior management with updates regarding institutions' compliance with the Prompt Corrective Action
reguirements.

The Customer Service Measurement System supports OTS's Customer Service Program. This system is used to collect and report the results of surveys sent to thrift
institutions following an examination.

The Branch Office Survey System collects, edits, and processes information on the deposits/savings and geographic location of all OTS-regulated institutions and their
branch offices. Thisinformation is used in deposit market share analysis.

The Thrift Monitoring System (TMS) provides supervisory staff in OTS with the capability of viewing selected examination and financia information on institutions
throughout the country. The system isatool for detecting existing problems and potential risksin the thrift industry. TMS provides standardized monitoring reports to the

agency.

The Regulatory Profile System provides a brief narrative of information on high profile institutions and is updated quarterly by regional employees. The narratives consist
of four sections: (1) Operating Profile, (2) Enforcement Action, (3) Identified Risks and (4) Supervisory Strategy.

The Consumer Complaint System tracks consumer complaint subject matter trends and resolution outcomes. This system is an integral part of the compliance oversight
program and examination scooping.

Strategies for Achieving Annual Performance Goals Related to Strategic Goal #1

Ensure that the supervisory corrective strategies for 100% of the high risk institutions (as determined by monitoring in the regions and DC) are presented at |east semi-
annually to the OTS Director, Deputy Director and other senior staff in Washington.

Continue working with our colleagues (the FFIEC, Fed, OCC, NCUA and FDIC) on numerous policy initiatives, such as concentrations, complex investment securities, on-
line banking, capital issues, subprime lending, consumer privacy and CRA issues.

Continue modernizing our regulatory systems including the Net Present VValue (NPV) model and Electronic Continuing Exam Folder (ECEF).
Creatively and effectively deal with problem thrift institutions.

Increase communication with the industry.
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Help finalize a proposal that would more closely align the risk-based capital treatment of recourse obligations and direct credit substitutes and vary the capital requirements
for positions in securitized transactions according to their relative risk.

Distribute electronic filing software for the industry to facilitate and modernize the filing of OTS regulatory reports including the Thrift Financial Report (TFR),
Consolidated Maturity and Rate (CMR), Branch Office Survey (BOS), and Cost of Funds (COF).

Continue using the full range of enforcement tools, including Department of Justice referrals, to deter or punish wrongdoing in the thrift industry.

OTS' s Director and senior staff will continue to make formal and informal presentations on various subjects related to the thrift industry and OTS.

Work to enhance the value of the thrift charter.

Train examiners and direct examination support staff to deal with emerging issues, new financial instruments, electronic banking, risk management and trust activities.

Continue to hire, on a select basis, adiverse group of highly qualified, entry-level examiners and provide them with the best possible basic training and specialty training,
including up-to-date risk-based guidance.

Improve supervision of nontraditional institutions, including diversified unitary holding companies.

Improve the examination and supervision process to provide more oversight of the risks associated with the industry’ s use of securitizations, complex financia instruments
(including equity instruments), and off-balance-sheet transactions.

Review the examination follow-up and corrective action process for greater efficiency and effectiveness, as well as more consistency among regions.

Expedite the use of formal enforcement actions by issuing arevised Enforcement Policy Statement.
P  Follow up with integration activities for all relevant staff.

Enhance the agency’ s capacity to monitor, identify, and access risk factors affecting the thrift industry.
P Improve existing systems for monitoring risk trends on a frequent and systematic basis.
P Improve systems for delivering monitoring results on atimely basis to the appropriate staff in a manner they feel would be useful.

Improve the consistency and quality of examinations by using the full knowledge base of the agency to develop an appropriate supervisory approach for each institution.
Use enhanced monitoring system and exam results to take anticipatory steps to avoid potential problems.

Encourage and support full implementation of aflexible, risk-focused examination process.

Monitor exam feedback and make adjustments to procedures.

Provide additional training as needed.

TUTTUTTU

15
OTS 2002 Performance Plan November 2001



OTS will strive to minimize the occurrence and resolve inadequately capitalized institutions through:
P intensiveintervention,
P development of regulatory solutions to prevent financial deterioration that could lead to inadequate capitalization.

Strengthen the regulatory and administrative policy development process.

P Inorder to capture emerging issues and involve all staff with relevant knowledge, develop a process to create inter-disciplinary teams of experienced examiners,
field managers, and knowledgeable Washington staff to assist senior OTS management in internal development of agency policy and direction.

b Define aprocess to identify “best practices’ and emerging risks as topics for “white papers’ to be written by internal and, possibly, external subject experts.

P Joint team of Supervision and Office of Research and Information Systems staff will develop a consolidated Holding Company Data Base that will include
financial data on holding company structuresto facilitate OTS examination and off-site monitoring of these entities. Thiswill help implement an internal OT S task
force recommendation to strengthen OTS's supervisory ability to respond to new risks and challenges posed by thrift holding companies engaging in non-banking
activities, including commercial activities. Consolidated structural data and Holding Company consolidated financial data will be compiled in 2001.

b Extended use of national mortgage delinquency data, including subprime mortgage data. OTS will identify emerging trends in credit quality; reports will
periodically be published on OTS sinternet site on mortgage market trends.

Crosscutting Efforts with Other Federal Financial Regulatory Agencies Related to Achieving Strategic Goal #1

The OTS works closely with the other four federal financial regulatory agencies (Board of Governors of the Federal Reserve System, Federal Deposit Insurance
Corporation, National Credit Union Administration, and Comptroller of the Currency) and state bank regulators, both through the Federal Financial Institutions
Examination Council (FFIEC) and individually, where appropriate, to identify emerging issuesin the financial institutions industry and to coordinate supervisory activities.
This activity occurs both in Washington and at the regional level, directly with other regulators and through the Conference of State Bank Supervisors (CSBS). Topics of
mutual interest include emerging risks, adverse trends, and other supervisory matters. Thisisamutually beneficial relationship that keeps all parties apprised of potential
problems, emerging issues, and possible overlaps of regulatory authority that may pose potential regulatory burdens or gapsin regulatory coverage.

OTSis also amember of the Results Act Banking Regulatory Working Group which was formed in October 1997 to address GPRA requirements. The members of the
group share “best practices” and common budget and planning issues.

Key External Factors Potentially Affecting Achievement of Strategic Goal #1

Industry consolidation - Continued industry consolidation will require unique examination mechanisms and modified supervisory techniques to assess and monitor the
increasingly complex structure of thrifts. More cross-regional OTS cooperation and increased cooperation with the other federal regulatory agencies and state authorities
will also be needed to adequately examine the largest thrifts.

Single event risk - The current economic environment has had a positive effect on the thrift industry. Institution failures have been nominal over the past several years.
However, a significant single event such as a stock market crash or international financial crisis could significantly impact the health of the thrift industry, increase OTS's
examiner workload, and alter current staffing projections for both examiners and legal and investigative personnel.
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Competitive disadvantages in the labor market - As with many other public and private sector employers, OTS has difficulty keeping pace with salary escalation in the
relevant labor markets for the knowledge and skill sets needed by OTS. Nevertheless, OTS offers a highly competitive benefits package, including a series of worker-
friendly features to attract and retain critical staff. OTS recently introduced a comprehensive professional development program to enhance its overall competitiveness by
enriching the professional experiences of its staff.

Emerging technology - Emerging technology has introduced new ways for thrifts to offer traditional products and services. Future advances that could significantly affect
the OTS's examination function include the expansion and use of electronic banking initiatives, in particular the use of Internet banking, and the development of new and
complex non-deposit investment products.
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Projected FY 2002
Expenditures

Strategic Goal 2: Actively support the thrift industry’s efforts to expand the full range of housing,
other credit, and financial services to all segments of the community through outreach programs,

industry partnerships, and proactive supervision. $3,270,340

Many OTS offices have arole to play in accomplishing this strategic goal. As demonstrated by the 2001 Thrift Industry Leadership Conference: Charting the Course of
Competitive Community Banking held in Atlantain April, 2001, Washington and regional representatives from safety and soundness, compliance and community affairs
need to work together to effectively encourage thrifts to strategically develop the diverse opportunities presented by the communities they are chartered to serve.

Within the agency, the Community Affairs staff’s primary mission is most closely aligned with this strategic goal. Through education, training, technical assistance,
partnership formation and the reduction of regulatory barriers, the CA program staff help thrifts identify new market opportunities while supporting their efforts to meet
credit and financial services needs in underserved segments of their communities. Other agency initiatives that contribute to achieving this goal include the Mutual
Thrift Charter project and the efforts made by OTS staff through the Minority-Owned Institutions Program to provide technical assistance to minority —owned
institutions.

2000 2001 égo_ 2002

Performance Goals and Measures that Support Strategic Goal 2: 1998 1999 Target 2001 Target
Performance Goal 2a: Provide educational and technical assistance to industry
representatives, the OTS examination staff and other relevant parties on community
development issues, needs and opportunities; key players and programs; and
investment authority or regulatory barriers.
Performance Measure 2a-1: The number of ingtitutions that OTS provides one-on-one The god
technical or strategic planning assistanceto in their efforts to meet their CRA obligations or isthe
expand the full range of housing, other credit and financial servicesto al segments of their | NA* NA* NA* NA* NA* 2002
communities. The goa is the 2002 baseline. baseline.
Performance Goal 2b: Promote and help facilitate partnerships between financial
institutions, community organizations and others as a means of improving the
availability of and access to credit and financial services.
Performance Measure 2b-1: The number of new partnerships formed,
activities/programs commenced or investments made as aresult of OTS's outreach,
training, or partnership building activities. The goal is the 1999 baseline. NA* | 26 28 26 27 26

*NA indicates the performance measure was not or will not be used during the specified year.
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PERFORMANCE PLAN EXPLANATION

Means to Accomplish the Annual Performance Goal Related to Strategic Goal #2:

7
0‘0

Processes

OTS will continue to work with other banking regulatory agencies to enhance the efficacy of the Community Reinvestment Act and CRA regulations encouraging
lenders to provide credit, service and investments to low and moderate income communities and households and other areas of greatest need. OTS will continue to
work with financial institutions through the Community Affairs and minority owned institutions programs. OTS will continue to hold town meetings and other
industry forums as a means of soliciting input from the industry and conveying the message of applying sound strategic planning in pursuit of market opportunities that
enhance franchise value and contribute to community growth.

Staff Skills

OTS management is committed to maintaining a high degree of competence and skill for OTS employees. The OTS Community Affairs staff have amix of regulatory
experience and experience in the community development area. Those with regulatory backgrounds have received supplemental training from the National
Development Council and have received or are pursuing certifications as Housing Devel opment Finance Professionals and Economic Devel opment Finance
Professionals. All staff attend various training forums throughout the year as a means of staying abreast of current issues, best practices, etc. in the area of community
and economic development. OTS compliance examination staff have regulatory and supervisory experience implementing the CRA regulations and the consumer
protection laws. They also receive high-level training on these laws.

Technological Resources
The Home Mortgage Disclosure Act loan data required by the Home Mortgage Disclosure Act will be collected and edited by the Federal Reserve Board beginning in

2002. Previously OTS maintained an internal system to perform this function. The datais used to analyze the practices of al mortgage-lending institutions regulated
by OTS and their mortgage-lending subsidiaries.

The Community Affairs and Compliance Examination staff subscribe to a number of community development-related publications. They also use, as needed, the
HMDA data, and CRA Wiz and HUD Community 2020 software for demographic information and lending patterns. 1n addition the staff uses a number of websites as
technical resources.

Strategies for Achieving Annual Performance Goal Related to Strategic Goal #2

During the 12 month period ended May 2001, OTS held 24 town meetings involving 240 thrifts; held several outreach / focus group meetings with mutual institutions;
sponsored or co-sponsored 150 training or partnership building events; and held the first-ever interagency conference for minority-owned thrifts and banks. 1n April
2001, OTS conducted the first-ever Thrift Industry Leadership Conference for CEOs and Directors focused on strategic planning, identifying new market opportunities
and managing long term customer relationships. During 2002, OTS will continue to engage in “town meetings’ in severa cities nationwide, with the goal of
understanding concerns of both the industry and the communities about the current CRA regulations; and provide nontraditional institutions with guidance that will
maximize their contribution to neighborhood reinvestment wherever they do business.
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Education

Encourage innovative solutions to obstacles that impede provision of affordable housing and meeting other credit and financial services needs.

P Identify and collect data on profitability and efficiency.

b  Share information about profitability and efficiency of affordable housing programsto assist thrifts in meeting housing needs.

P Implement program to educate industry and examination staff on economic benefits and potential long term profitability of expanding access to other credit and
financial services to under-served segments of their communities.

Solicit from the industry what, if anything, OTS is doing to impede their efforts to meet the financial services needs of their communities.

I dentify incentives to encourage expansion of services.

Work on interagency basis to devel op exam procedures and other means that would serve as incentives for the industry to better serve their communities.

Work with Professional Development to incorporate themes from the 2001 Thrift Industry Leadership Conference into examiner training.

Offer programs to educate the industry regarding fair lending issues.

TUTUTUUTU

QOutreach

In addition to the outreach to industry, OTS staff will establish relationships with community based organizations, state, local and federal government agencies,
community development practitioners and others to ascertain needs, best practices, and partnership opportunities for thrifts.

Training and Partnership Building

Sponsor or co-sponsor training for financial institutions through national and regional conferences and local forums on various community development topics and
partnership opportunities.

Encourage a partnership approach to building and maintaining viable and healthy communities whose housing, credit and financial services needs are met by:

b  Developing aplan to broaden responsibility for outreach to many OTS positions including assistant regional directors and many staff members in Washington,
where appropriate;

Assess staffing levelsin light of broader commitment; assess need for additional training;

Make community outreach a part of senior management performance objectives;

Increase and encourage employee volunteerism,

Develop Regional conferences and/or seminars with non-profit organizations and thrifts to foster partnerships;

Encourage thrifts to attend other partnership efforts sponsored by non-profit organizations. Report on efforts and actual attendance by thrifts at these events;
Hold conferences with mutual institutions to assess viable options to remaining mutual .

Hold regional forums with minority owned institutions.

T UTUTUUTUUTU

Provide information to the industry (via publications, the newsletter, the CA webpage) about current community development issues, best practices, investment
authority, training opportuniti