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BSIICoSuperyisio rite
ANYTOWN CORPORATION:

Risk Assessment and Supervisory Plan
Executive Summary Offsite Rating: B Overall Risk: Declining

Large Bank Program

December 2002 John L. Smith, CFA,CPA jsmith@fdic.gov
Atlanta Region 704.555.1555

Company Overview

Anytown Corporation is a diversified financial services company created by the
September 2001 merger of First Last Cow, potation and Legacy Anytown Corporation.
The company engages in commercial and investment banking through offices along the
East Coast and in retail brokerage activities throughout the United States. Global services

are offered through more than 20 international offices.
[Insert_Business Profile link -- link will be established by Large Bank Section]

Risk Profile

* A FDIC off-site rating of "B" is assigned with overall risk declining. Anytown's
financial condition is strengthening and management has successfully implemented
numerous risk reduction strategies. Areas of concern revolve around credit risk, market

risk, merger integration, and audit/risk management.

*  Credit Risk: Although asset quality is stronger than at most other large banks, credit
conditions have deteriorated since the 1998 purchase of three other banks. Previously
aggressive underwriting practices in specific corporate portfolios, such as
telecommunications and media, exacerbated concerns in the current cycle. Non-
performing asset levels and loan losses rose through mid-year 2002, but have begun to
moderate. Management has taken steps to reduce corporate loan exposure through active
problem loan sales and aggressive write-downs in troubled portfolios. Recent actions

should contribute to healthier asset quality measures going forward.

*  Market Risk: Anytown management estimates that approximately 35 percent of total
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revenues are sensitive to financial market conditions. Sharp equity market declines in the
third quarter contributed to lower non-interest income and a 6 percent decline in total
revenue, underscoring earnings sensitivity to an increasing reliance on market-related
revenues. Earnings in recent years have also been hurt by significant losses, in Anytown's
Principal Investing unit's equity investments.

* Merger/Integration: Any problems in merge / integration could have broad adverse
effects on performance. First Last Corporation experienced significant problems with its
1998 acquisition of three other banks. Overall, the methodical approach taken by
management for the Anytown/First Last merger has worked well to date, but the risk
profile of the institution is heightened during the integration process.

*  Audit/ Risk Management: Anytown's internal audit program is weak mad is
insufficiently staffed to provide adequate audit coverage for an organization of this
size and complexity. Management is reviewing its risk management and corporate
governance structure and has committed to improvement, including a plan to almost
double resources devoted to internal audit.

* Anytown's financial condition is satisfactory and improving. Capital levels are
rising and management is reducing credit exposure. Tier 1 capital is expected to reach
8.55 percent by the end of the second quarter 2003.

Strong earnings performance in the General Bank unit's retail and middle-market business
offset difficult market conditions for other operating units, evidenced by credit problems
in the Corporate and Investment Bank unit and third quarter revenue weakness in the
Capital Management unit. Margins have been strong, but are likely to decline going
forward with a flattening of the yield curve. Management expects non-interest income
and revenues to increase, predicated upon improved equity market conditions.

Challenges Facing Anytown
1. Meet growth expectations and reduce credit risk in a slowly growing economy.
2. Provide for increased market-related revenues in a potentially volatile market.

3. Continue to provide for minimal disruption from merger integration.

Market Views on Anytown
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Market indicators for Anytown display favorable trends as market participants have
gained comfort with the merger and new management team.

» Anytown's debt spread (the cost of Anytown's debt above the risk-free rate) narrowed
during the preceding year and is now below the debt spreads for most other large,
banking organizations.

*  Moody's Investor Services recently upgraded Anytown Corporation's senior debt
rating from Al to Aa3.

* Anytown's stock outperformed most other large bank stocks in 2002.

Supervisory Program

« The Office of the Comptroller of the Currency resident examination staff's comfort
level with the new Anytown management team is increasing. Credit risk is considered
"high," but their assessment of the direction of risk was changed from "increasing" to
"stable" in the third quarter of 2002. Transaction and strategic risks are both

considered "high" because of the ongoing integration of systems, processes, and
management.

* The Federal Reserve Bank of Richmond also seems increasingly, confident in
management's direction. While their overall risk assessment remains "high," the trend
was changed from "increasing" to "stable" because of management's progress in risk

reduction. Primary areas of concern remain credit and operational risk.

« There are currently no significant outstanding matters from the regulators that require
the attention of senior management or the board of directors.

* FDIC oversight of Anytown Corporation is focused through the LIDI program.
Cooperation received from other regulatory agencies to date has been commendable.

Case Manager activities include ongoing review and analysis, of supervisory data,
internal institution information, and external analyses as well as involvement in certain

targeted examination activities and participation in regulatory meetings with Anytown
management.
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Anycity, AA
Business Profile Offsite Rating: B Overall Risk: Declining
Updated June 14, 2003 ohn L. Smith, CFA,CPA jsmith@fdic.gov
tlanta Region 704.555.1555

{Link to Executive Summary}
Organizational Structure and Overview

Anytown Corporation (Anytown) offers an array of corporate banking, retail banking,
asset and wealth management, capital markets, and securities brokerage services and
products. Corporate headquarters are located in Anycity, AA.

» Retail banking services are offered in 17 states, primarily in the southeastern part
of the country. They have over 10 million retail banking customers, with over
3,000 banking branches.

 Full service brokerage is offered through over 500 offices in 45 states.

+ Global services are offered through 25 international offices.

Anytown currently has three banking subsidiaries. All of the banks are rated composite 2.
1. Anytown National Bank, Anycity, AA. Total Assets on 6-30-2003: $56.9 billion.

2. Anytown Industrial Savings Bank, Another City, BB. Total Assets on .6-30-2003'
$12.7 billion.

3. Anytown Bankcard Corporation, Anothertown, CC. Total Assets on 6-30-2003'
$2.7 billion.

Anytown has one principal non-bank subsidiary.

1. Anytown Securities- provides full brokerage services and insurance. Includes a
national retail brokerage branch network and online brokerage.
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Strategies and Business Plans

* Anytown has an aggressive acquisition strategy. The company pursues

acquisitions that are economically feasible and provide positive long-term benefits.

Additional details on recent acquisitions could be included.

+ Strategy is to be one of the largest financial conglomerates in the world.

Additional detail on how the company plans to achieve this objective could be

included.

* Pursues growth in all major business lines.

o Commercial loans grew 9.3% in 2002; totals 46% of total loans.

o Mortgage loans grew 7.9% in 2002; total 20% of total loans,

o Consumer loans grew 8.5% in 2002; totals 24% of total loans.

o Investment banking business has been relatively stable during last 2 years.

o Retail brokerage business has increased revenues by 24% in 2002.

* Marketing emphasis is on superior customer service, sound financial advice,

superior mutual fund performance, and worldwide presence and excellent

reputation.

Business Lines

Anytown is segmented into four business units.

services to high net worth individuals and
families.

Business Lines 2002 2001 2002 Operating [2001 Operating
Revenue Revenue Income Income
Contribution |Contribution [Contribution Contribution
Total Revenues & Operating
Income $128B | $11.8B $1.3B $1.1B
General Bank- lending, deposit services,
and mutual funds to consumers, small 51% 50% 6 1% 59%
businesses, and middle market.
Corporate & Investment Bank-
corporate lending, commercial leasing,
treasury services, trade, fixed income, equity 229, 21% 15% 15%
and debt underwriting, M&A services, and
asset securitization.
Capital Management- retail brokerage,
insurance group, investment advisory, mutual 18% 21% 10% 11%
funds, and trust.
‘Wealth Management- private banking,
financial planning, trust, and insurance
5% 5% 4% 4%
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Other Significant Information

2002 2002
Revenue Operating Income
Contribution Contribution
Market Sensitive Non-interest 21% 23%
Income
Total Non-Interest Income 42% 45%
Product Mix

The company's primary business focus is on consumers and small' business customers
through an extensive branch net work system. Lending volume is concentrated in the
following areas:

* Small to intermediate commercial and industrial loans.
* Residential mortgage loans.
* Consumer loans.

o Home equity lines

o Revolving credits

o Vehicle and installment loans

Brokerage services, investment banking, and trust services are significant components of
the company's business.

* Include details on areas of highest risk. What is current level of risk? What is the

direction, of the risk? How well does management control this risk?

Management

* Include an overview of management, commenting on management style, centralization
of control, and management succession.. Comments should include identification of
current key managers and any anticipated changes.

*  This section could include an overview of any significant issues relating to corporate
governance.
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Large Bank Program ANYTOWN CORPORATION.
. . Anycity, AA
Recent significant e Rating: B Overall Risk: Declining
Events John L. Smith, CFA,CPA jsmith@fdic.gov
June 26, 2003 Atlanta Region 704.555.1555

{Link to Executive Summary}

The OCC recently completed a targeted review of the internal audit and internal control
unit. The recent significant mergers and reorganization has presented significant
challenges. Serious operational deficiencies have been identified and the OCC has issued
a Matters Requiring Attention to the Bank's Board of Directors.

The Board has failed to maintain adequate staffing and information systems are
inadequate to meet the bank's needs. Weaknesses in internal controls have been identified
regarding controls over wire transfers, treasury, trust, and other operational areas. The
problems have arisen primarily as a result of rapid asset growth through mergers. The
recent reorganization also caused some of these areas to be inadequately supervised. The

bank's risk management program was not adequately revised to address all these changes.

There appears to be no immediate adverse financial impact on the bank. However,
operational, legal, and reputation risks are greatly increased. If the weaknesses are not
corrected, significant losses could occur.

A copy of the OCC's Matters Requiring Attention is. attached. Also, a detailed
description of the weaknesses, recommended actions, and management' s response is also
attached.

Case Manager Smith attended the Board Meeting regarding this matter. The Board was

receptive to the matter and agreed to immediately act on all recommendations made by

the supervisors.
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