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As Stated

Cutrent Residential Mortgage Portfolio: Amount Risk Weight = Risk Weight
1-4 Family First Lien $1,026,666 50% $513,333
1-4 Family Home Equity 133,543 100% 133,543
1-4 Family Junior Lien 17,011 100% 17,011
Total $1,177,220 $663,887

Pro Forma Under Basel 111

Category 1: Amount % of Category 1  Risk Weight Risk Weight
< 60% $240,240 30% 35% $84,084
60 to 80% 304,304 38% 50% 152,152
80 to 90% 216,216 27% 75% 162,162
>90% 40,040 5% 100% 40,040
Sub-total $800,799 $438,438

Category 2: Amount % of Category 2  Risk Weight  Risk Weight
< 60% $0 0% 100% $0
60 to 80% 56,463 15% 100% 56,463
80 to 90% 301,136 80% 150% 451,705
>90% 18,821 5% 200% 37,642
Sub-total $376,421 $545,810

Total $1,177,220 $984,247

Change $320,360

As shown in the above table, the $320.4 million estimated increase in risk-weighted assets on the
residential loans represents a staggering petcentage increase of more than 48%. This is before we
contemplate any other changes to risk-weighted assets (for example the High Volatility Commercial Real
Estate loans. This risk-weighting, along with the impact of the recognition of the pension liability (see
next item), serve to shave more than 200 basis points off our risk-weighted regulatory capital ratios. More
specifically, our total capital ratio declines from an as-stated 12.16% to 10.01%. As noted above this is an
estimate (albeit an accurate one we think), the secondary issues of complexity and cost of regulatory
compliance while not capital constraining per se is nevertheless a huge issue for filers.

If the rules become final as cutrently proposed it would significantly weaken the economics of our FTHB
program-—which incidentally is one of the pillars of our Community Reinvestment Act program. It will,
more succinctly, turn the financial economics upside down. To be sure, and to amplify an eatlier point,
less credit would be made available and at a higher credit cost. For this and other reasons, we respectfully
suggest that a methodology for the overall credit profile be developed that takes into account (1) all
relevant credit factors and (ii) loan seasoning rather than rely on a single factor for determining risk-
weighting. This profile should also recognize high quality and properly underwritten loans with private
mortgage insurance (PMI) in the determination of the LTV ratio for residential mortgage exposures.
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