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Good Morning. | would like to thank Chairman Luis Gutierrez, Ranking Member
Jeb Hensarling, and Members of the Subcommittee for inviting me to testify.

The purpose of my testimony this morning is to provide a short summary of the
events that led to the closure of nine community banks owned by FBOP
Corporation on October 30, 2009. | would also like to give some of my thoughts
on policy changes that are needed to help community banks facing similar capital
Issues.

FBOP Background

Iirst, some background on FBOP Corporation. FBOP Corporation was a $19
billion privately held multi-bank holding company headquartered in Qak Park, iL.
FBOP was the largest privately held bank holding company in the U.S. and the
second largest bank holding company headquartered in Illincis. The nine
subsidiary banks included California National Bank in Los Angeles, Park National
Bank in Chicago, San Diego National Bank in San Diego, Pacific National Bank
in San Francisco, BankUSA in Phoenix, North Houston Bank in Houston,
Madisonville State Bank in Madisonville, TX, Community Bank of Lemont in
Lemont, IL, and Citizens National Bank in Teague, TX.

Qver its history, FBOP enjoyed a solid reputation among its peers and regulators
at it posted record profits for 25 straight years. Because of the proven strength of
the organization and its demonstrated abilities as a “problem solver’, FBOP was
granted regulatory approval to acquire 29 institutions, primarily failed or
subperforming banks and thrifts. Throughout its history, FBOP never paid a

- ¢comman stock dividend.

FBOP has always been an active community lender, with a primary focus on a
variety of real estate lending. Nationally recognized real estate experts have
praised the underwriting of its loans as “A quality” and “bsest in class”. lts credit
administration practices have been praised as “best practices” by the regulatory
community, FBOP's historical net loan losses have been approximately %4 of
industry averages, ptimarily due to the strength of its underwriting and credit



administration practices, even though its portfolios have traditionally contained
higher than peer perceniage of past due loans.

FBOP subsidlary banks included 150 branches, with about one-third of those
branches located in low-to-moderate income census tracts. FBOP employed
approximately 2,400 peopls, including 1,385 in Californta and 840 in Hlinols. We
took great pride In the fact that although we were a large bank holding company,
our banks were operated as community banks committed to providing financial
products and services to individuals, businesses, and not-for-profit corporations.
Six of our banks, including all our larger banks, were designated as
“Outstanding” for their CRE efforts, which less than 8% of the banks are so rated.
We also were very proud of our support of local organizations in the communities
we served. In 2007 and 2008, FBOP banks made community donations and
investments totaling $55 million, which represented 28% of the profits in those
two years. in addition to the contributions from its banks, FBOP made $17
million in contributions at the holding company level.

GSE lLosses
FBOP banks had a history of being well-managed banks with strong eamings

and good regulatory ratings. Prior to the September 7, 2008, FBOP’s subsidiary |

banks were all “well capitalized” and considered to be well managed with solid
regulatory ratings. However, on September 7, 2008, the federal government’s
takeover of Fannie and Freddie created an $885 million impairment loss for
FBOP on the Fannie Mae and Freddie Mac preferred securities it held in these
investments at its subsidiary banks. The result was a $756 million capital charge
at the subsidiary banks, leaving four of its banks less than well-capitalized.

On the moming of the government takeover of Fannie Mae and Freddie Mac, Treasury
Secietary Henry Paulson said:

“The agencies encourage depository instifutions to contact their primary federal
regulator if they believe that losses on their holdings of Fannie Mae and Freddie Mac
common or preferred shares, whether realized or unrealized, are likely io reduce their
regulatory capital below "well capitalized”. The banking agencies are prepared to work
with the affected institutions fo develop capital restoration plans consistent with capital
regulations ”

The investment in Fannie Mae and Freddie Mac preferred stock was considered
to be relatively risk-free by the markets, the rating agencies, as well as the
regulatory community. National banks were assigned a 20% capital risk
welghting for Fannie and Freddie preferred stock, the same risk weighting
‘category as U.S. bonds, AAA rated investmentis or cash in the bank. In addition,
banks were permitted by the FDIC to invest up to 100% of their Tier 1 capifal in
Fannie and Freddie preferred securities, while other investments were generally
restricted to 10% of Tier 1 capital,

Aifter the Fannie and Freddie loss, FBOP immediately began 1o work to
recapitalize in the worst capital environment in decades. The announcement of
the Troubled Asset Relief Program (TARP) in October, 2008, and the



encouragement of our regulators that TARP funds would be available to help
recapitalize FBOP led us to believe that we had found a solution to our GSE
losses.

TARP Applications

One of the original goals of TARP was o assist banks adversely affected by GSE
investments, particularly those such as FBOP with strong earnings, good asset
quality, and solid management. With the strong urgings of its reguiators, FBOP
submitted an application for TARP funds in October, 2008. After receiving verbal
assurance that it would be approved for TARP, regulators acknowledged that the
Treasury's first round of TARP funds did not contemplate a mechanism for
determining a pricing model for non-public banks. We were told that the
guidelines for non-public banks would be issued shortly.

In late November, 2008, the US Treasury Department issued TARP guidelines
for non-public banks. FBOP’s proposal for $544 million in TARP funds was
submitted, considered but then deferred for additional information. In Janudry,
2009, FBOP updated its TARP application and agreed to infuse $150 million in
capital into its subsidiary banks in addition to any TARP infusion. FBOP's
application was again deferred pending guidance from Treasury following the
change in administrations.

in February, 2009, FBOP was notified that its eligibility for TARP funds would
require & maiching equity infusion. FBOP spent the next months searching for
private equity investors in a very challenging capital market. In July, investors
were identified and duse diligence work began. Completion of the due diligence
by third parties confirmed that the loans were strongly underwritten, the credit
problems were manageable and that the banks’ allowance for loan losses was
adequate to cover the embedded losses in the portfolio.

In the last week in October, 2009, we submitted a proposal that would have
injected $600 million in private equity into FBOP, but our proposal was not
accepted, nor was our request fo extend our deadline by one more week. ‘
Ultimately, the banks were closed on October 30. Ironically, it was the same day
that our community development subsidiary, Park National Bank Initiatives, was
awarded $50 million in New Markets Tax Credits by the US Treasury to help
finance schools, health facilities, community ¢enters, and retail development in
low income census tracts.

The Future of Community Banks

My main reason for testifying this morning is to use my experiences of the last
year fo help preserve other community banks at-risk of closure. The community
banking model is very different than that of the large Wall Street banks, and it
was not effective to iump both types of banks together in a one-size-fits all model
for TARP funding.

The first round of the TARP program quickly provided a great deal of assistance
to the largest banks in the country at a time when this funding was desperately
needed to prevent a complete financial melidown. As the program evolved, more
guidelines were put in place to ensure the appropriate and proper use of




taxpayer dollars by financial institutions receiving TARP. Certainly, there is a
great deal of public anger about taxpayer dollars being used to help wealthy
bankers, and the recent discussion about proposed bonuses oh Wall Street has
rightfully fueled this oautrage.

However, what people fall to understand is that most community banks did not
engage in risky lending and excessive executive compensation. In fact, many
community banks remain profitable with adequate cash flow to meet their
ongoing operating obligations. Their issues stem from erosion of capital reserves
due to the current economic climate. Community banks that have been making
loans in their communities have suffered from the depressed economy and real
estate market, but the loans made by these banks were not subprime or exotic,
but rather were prudent business loans to local entrepreneurs and business
owners.

These small banks could remain viable lenders in thelr communities with small
infusions of capital. These community banks do not have ready access to equity
and debt markets as the major banks and requiring them to be well capitalized
and rated 1 or 2 before they can access TARP funds compounds the problem.

There needs to be a new viability test or criteria that would not ook mainly at
capital, but rather whether the infusion of TARP capital would allow the small
banks to be viable. Certainly, it is no one's goal to use scarce resources {o re-
capltalize froubled banks that are destined to fail. But there Is an opportunity to
orotect small, viable community banks that are vital to local economies.

Conclusion

FBOP’s nine banks are now part of US Bank. While we appreciate the public
sentiment about the closure, the FBOP story is over. We are proud of our 28
plus years of community banking and the investments in the communities we
served. '

Through the federal takeover, US Bank has received an incredible opportunity
with the FBOP banks. My hope is that US Bank will honor the commitments of
FBOP banks, and our commitments to our communities, including the low or zero
interest school loans, the multi-year funding commitments to not-for-profit
organizations, and the commitment to community lending. Many of the
institutions involved are fully dependent on these commitments for their survival.
We are hopefui that these commitments will be honored and expanded. To whom
much has been given, much is expected.

Thank you again for the opportunity to falk to you this morning. My hope that the
FBOP story will challenge elected officials, policy makers, and regulators to
better understand the contributions and challenges of community banks. We
need creative and flexible strategies to preserve these vital banking institutions.




FBOP Corporation
Fact Sheet

Overview:

FBOP Corporalion was a $19 billion privately held multi-bank holding company headquartered in Oak Park,
I FBOP was the largest privately held bank holding company in the U 8 and the second largest bank
holding company headquartered in lilinois. FBOP subsidiary banks included 150 branches, with about one-
third of those branches located in low-fncome census tracts  FBOP employed approximately 2,400 people,
including 1,385 in California and 840 in Hllinois

FBOP Banks: '
California National Bank Los Angeles, CA
Park National Bank Chicago, IL

San Diego Naticnal Bank San Diego, CA
Pacific National Bank San Francisco, CA
North Housfon Bank Houston, TX
Madisonville State Bank Madisonville, TX
Bank USA Phoenix, AZ
Community Bank of Lemont Lemont, IL
Citizens National Bank Teague, TX

FBOP History of Strong Earnings and Good Asset Quality
FBOP enjoyed 25 straight years of record earnings as the organization grew from $60 million In total assets
to $19 billion FBOP's net loan losses averaged less than 25% of its peers even though the amount of its
nonperforming assels historically was consistently above peer levels  These results were due primarily fo
strong underwriting {clted by third parfies as "A quality”) and robust cradit systems and practices
(recognized as “best in class”}) Because of the demonstraied strength of the organization, FBOP received :
regulatory approval fo acquire 29 institutions, which were primarily failed or subperforming banks and :
thrifts, which it successfully integrated into its banking franchise.

FBOP was an Active Lender:

In 2007 and 2008, FBOP hanks made home purchase, refinance, home improvement and multifamily foans
totaling $1 billion and an additional $1 billlon in small business loans  FBOP never engaged in subprime or
predatory lending practices.

FBOP was “Qutstanding” at Reinvesting in its Communities:

FBOP barks were community-oriented full-service financial institutions that provided a full range of ratail
and commercial banking services and products to meet the needs of individuals and businesses in their
respective communities  Six of its nine barks including its four largest banks carried "Outstanding”
Community Reinvestment Act (CRA) ratings, and the other three banks carried “Satisfactory” CRA ratings
Less than 8% of banks in the country hold the Qutstanding CRA rating




The major factors supporting the “Outstanding” CRA rating included a solid volume of residential,
consumer, and small business lending activity to individuals and businesses in the communities where the
banks were located, a distribution of loans among individuals and businesses of different income levels, a
high level of community development lending within the banks’ assessment areas having a positive impact
on the community, the demonstration of innovative and flexible lending practices, and an excellent level of
investments serving the banks’ communities.

FBOP Community Development Lending:

FBOP banks made community development loans for many large projects that positively impacted local
communities These loans increased the avallability of affordable housing, stabllized communities by
providing small business leans and supporiing projects for economic development and job creation In
2007 and 2008, FBOP banks made community development loans totaling $583 million. (See Exhibit A}
Some of these projects included:

= In Los Angeles, California National Bank provided a $150 million loan {o construct a hotsl,
convention and residential center that is part of the City Center Redevelopment Project and part of
the Los Angeles Enterprise Zone.

* In San Diego, San Diego Nationat Bank loaned $70 miflion to a redevelopment agency to provide
tax increment financing (TIF}) to fund affordable housing

* |n Chicago, Park National Bank extended a $20 million line of credit to the non-profit Community
Investment Corporation for the purchase and rehabilitation of troubled, multi-family properties in
low-income neighborhoods .

The FBOP banks also offered an array of business lending products and participated in various state
programs 1o assist small businesses with financing in order to encourage job growth and stabilize
communities

FBOP Gave Back To its Communities Through Innovative Programs
To achieve ils mission of community investment, FBOP worked with community pariners to identify needs
and develop innovative programs  Some examples included:

= Park Bank Initiatives:
Park National Bank created Park Bank Initiatives, a not-for-profit with & mission to foster
community development in low and moderate income neighborhoods  This subsidiary acted as an
affordable housing developer, invested equity, advanced planning and predevalopment costs, and
coordinated community and government involvement in the economically distressed communities
of Pullman, Roseland, Englewood, and Maywood  Activities included the rehabilitation of historic
rowhomes, the construction of new affordable housing, and the acquisition of 200 acres of former
industrial property for mixed use redevelopment.

» Banking the Unbanked:
Park National Bank created a Community Savings Center in the West Garfield Community in
partnership with two faith-based, not-for-profit organizations, Bethel New Life and Thrivent
Financial The Center gave consumers access {o low-cost financial products as well as individual
and group financial counseling, employment training, and home buying workshops A savings
account for fow to moderate income customers featured a two fo one match of dollars saved. The
Center also offered a Flex Loan product - an unsecured loan with a flexible repayment schedule -
as an alternative to payday lending  California National Bank established a branch dedicated to



“banking the unbanked” in the Hispanic, low to moderate income area of Maywoed. That branch,
in partnership with a not-for-prefit organization, Operation Hope, offered low cost banking products
and financial education programs
Zero Interest Construction Loans for Educational Projects: ‘
FBOP's Chicago subsidiary, Park National Bank, commiited a number of zero interest construgtion
loans to support educational endeavors  The bank funded a $27 miflion construction loan at zero
interest to huild a high school campus for Christ the King Jesuit College Prep, a newly opened high
school on the west side of Chicago  The bank provided similar loans to several charter and private
elementary schools including $5 million fo Catalyst Charter School/Rock of Salvation Church, and
$4 million fo Chicago Jesuit Academy, both on the west side of Chicago.
Foreclosure Rescue Programs And Affordable Mortgage Programs:
Park Inltiatives created and was 2 leading pariner with a focal community group, Neighborhood
Housing Services, in & Foreclosure Rescue Program and Park committed $20 Million to assist”
“consumers in need of refinancing  The FBOP banks alse offered additional affordable mortgage
programs both as direct loans and in parinership with various government and community
organizations. The programs were targeted to consumers of low or moderate income and featured
a low down-payment requirement, a long-term fixed rate and often contained a grant element to
assist with down payment or closing costs
Donations And Investments Supporting FEOP Communities:
in 2007 and 2008, FBOP banks made community donations and investments totaling $55 million,
which represented 28 percent of profits for those two years (See Exhibits B and C for lists of
donations and investments ) One such investment included a $2 5 million donation to San Miguel
schools, a catalyst for new inner city elementary schools FBOP donated $450,000 to support Link
Unlimited, a not-for-profit organization that provides tuition and educational services fo low income
African American high school students. FBOP paid the students’ tuition at private high schools,
and approximately twenty FBOP employees served as mentors  FBOP also parficipaled in an
innovative program in-which it employed twelve high school students attending Christ the King or
Cristo Rey Jesuit High Schools in Chicago and Verbum Dei in Los Angeles  The students rely on
the employment to fund, in part, the tuition at the schools



Communily Development Loan

Commuuify development loan means a logn that:
(1) Has as its primary purpose community development; and .
{i) Has not been reported or collected by the bank or an affiliate for consideration inthe
bank's assessment as a home morigage, smalt business, siall farm, or gonsumer loan, unless it

Iz & multifarally dweliing loan; and
{i}} Benellts the bank's assassment area(s) or a broader statewide or regional area that

includes the bank's nasassment areafs).

Community development means:
{1) Affordable hotsing (including mulifarnily rental housing) for low- or moderate-lncoma

individuats;

{2} Community sarvices targeted to low- or moderate-income Individuals;

(8) Activitles that promote economie development by finaneing businesses or farms that mest
the size ellgibility standards of the Smail Business Administration's Devalopment Company or
Small Business Investment Company programs of have gross annual rovenues of $1 milllon or
less; or

(4) Activities that revitalize or stabilize

(i} Low- or moderate-income geographles;

(if) Designated disaster areas; or
(iit) Disiressad or underserved nonmetropalitan middle-Income geographies designated by the

Board, Federal Deposit Insurance Gorporation, and Offics of the Gompiroller of the Currency,
based on--—

ﬁ Rates of poverty, unemployment, and population lass; or
i} Population size, density, and dispersion. Activifles révitalize and stabliize geographies

dasignated based on population size, density, and dispersion if they help {0 meet cssential
community needs, Including needs of low- and moderate-income individuals.




Exhlbit A

FBOP Corporstion
Z087-2008 Community Development Loans
Bank Borrower Daseription of Community Development Loan Loan Amound
Olympio & Geotgia [A loan fo construct a 4-slory building thatIs parf ofthe Clty Cenler Redsvelopmeant )
Cal Nafionsl Parfners Profect and pad of ihe Los Angeles Enlerprisa Zone, $150,000,000
Redavelopment Redevelopment Agency tax Increment finanding to fund Affordable Housm Projects:
Agenoy of the City of] There are § loans fo the srgantzation~ $20 toiliiien, $16 miflion, $11 milton, $8.6
SDNB San Diego jrlition. $7.3 milfien, $7.1 milion F0,000,000
Sryder NoHo HI, (A Joan to congtruct an office bullding located within the North Hellywood
Cal Nationsl LLG Redevelopment Project Area and in the Los Angeles Enferprise Zone, 36,873,000
The program Is operaked through the Troubled Bulldings Inilative worklng to prevent
Community properies from being demolished and promota the regovary and rehab of bulltings.
Park Inliiatives, lne, (Clf} [Thres Joans were mads, two for $3 milllon and one for $20 milllon. £25,600,000
Hollvwood Ardmore [A loan t refinance a 206-unit muliifamily hullding Iocated In an area subjsctio the
| Cal Natlonal Cooparaliva ing Los Angeles City rant confrol ordinance, $22, 500,000
A loan to atquire and reposttion a Jewelry Desipn Center localed withln the Central
: Business Distrigt Redevelopment Prefact Area and In the Los Angeles Enfeiptse
Cal Natjional 7018 HY, LLC Zons, $17,700,000
Litta Tokyo A loan to refinance a 10-story office bullding leeatad In ihe Lile Tokyo
Cal Nalonal Assoctates, LLG  IRedevelopment Project Ares ard In the Los Angeles Enterprisa Zone, $16,400,000
ROEM Development|A consinustion foan for 32 unit attached townhames consisting of 16 helow market
Pacifie Corporalion rate units that will be sold 1o families eaming 86%-100% of area rigdian incoma, £15.300,000
4811 Airport Plaza, |Aniew loan o aequire & S-slory offics buliding located in the Ciy of Long Beach
(2] Natlonal LLG Developrant Disirlct and Enterprise Zone, $12,200,000
The: Chicago Jesuit Academy provides uifon-free education to students from
Chicago Jesuit modeost econatule backgrounds on tha West Side of Chitago. There were tree
Park Academy loans made, one for $4.2 million, cne for §4 million and another for $2.2 miillon, $8,000,600
Norih Amarican
Morth Housten |Equities, LP A loan to purchase and tenovate an affordable mulifamily aparment building. £7.000,000
Crecksione
Norih Houston _[Holdings IRELG A Joan 1o purchase and rehcvals an alfordable multifamily apariment bulding. $5.404.000
A conslruction loan for a new retall center that s part of the Westiake Recovery
Cal Nallonaf Crystal Plaza, LLC  [Redavelopmeant Projeot and Is part of the Los Angeles Edemprise Zone, $5.400,000;
St. Madeleine Employrient re-entry ralning of developmentally disabled individuals,” Five 1oans
SDNB Sophle's Genter were mads, 32,734,000, $2.214,000, $2,121,000. $270,000 and $200,600. $7.639.000
CFRENCA
Hollywood Venture | To reflnance a 2-story offica bufkfing. The Building Is located in the Heliywood
Cal Natlonal G Radavelopment Project Area and i 1ha Los Angalss Enferprise Zons. 34.850,6001
Cal Natfonal Grove Blalion, LG [Aloan to construct 38 resideniial uhils, 12 of which will ba affordable housing, $3.680.0001
Ray Graham- .
Aszocdation for
Paopls with The organization provides afferdable housing fo people with disabiliffes fn DuPags
Park Disshllitisg County and employmeant senvices ta assist developmentally disabled adults. $3,500,000
The argandzation offers youth minisiies that includs after school programs which
Park Newe Life Covenant [provide youth with an glternative to fife on the streets and gangs, 53,500,000
SDNB JohnL. Baldwin __ |Rehab and presewaﬂun of 38 muliifatmily rental unifs In fow-mod Income areas 53,005,000
Camelot ) A vefinance of an 80 unit apartment complex! Properly kecated in Buckeye AZ, The
BankUSA Condaminiums property demonsimies the preservation of affordable rental housling. £3,000,000
Temy loan for cansttusion of a retail shopping center tangeting the Lafing
Norlt Houston _[DEDLLG demographio and provides ecoromio development for the ares, 32,700,000
Bet-Anne Gampus |[The cenfer providas sommunity services and housing to area low to moderaa
Park Holdings income Individuals, Two loans ware made, one for $2,548,361 and $1,325,600. $3.871,361
Hldormrada, Madison [Aloan to refinance first and second loans tn an affordable multifamily apariment
Park & Maytleld, LLG. _ [bullding, $2,252,250
North Houston _ jHaole Pariners A loan fo purchass and renovals an affordabls mulhfarrLLa,gar&ﬂant bullding, 52,132000
St.Bemard-PBl 1A fine of eredit for the non-profit organtzation to devalop new homes in the 89 Ward
Park Housleg, LLG of the Englewsod Communty. $2,050, 000
New Bldh-PEI A line of credit for the nor-profit crganization ko develop naw hotmes in the 17 Ward
Park Park)ershjg of the Englaweod community. $2,050,0004
Rosetand New A renewal of 2 loan to sonstrut 15 affordabla single family homes and 20 affordable
Park Hemes Phase I LLCiiwo fat homes it the Roselard neighborhood of Chicage. $2.000.006
Ghaist the King i Tha schioal will oparate a eo-ed, college prepamatory sthao] drwing students from
Jesuit Collegs the fow and moderals income ereas of Austin and Lawndale, Two Toans were made
Park Preparatory School fone for 52,000,000 and ancdher for $1,000,000 $3,000,000)
i Al otfier Comimunlly Devalopment Loans fom FEOP banks 141,755, 17
Total 2007-2008 Community Davelopment Loans $583.155.388



Community Development Donations

Community development donatlon means a grant or charifablz conrnbutmn that has asiis
primary purpose community devefopment,

Community development means:
i dggAgordabte hotsing {including mullifamily rental housing} for low- of modarale-come
ndividuals;

{2) Community sarvices targeted to low- or moderate-income Individuals;

{3) Activities that promote econorale development by financing businesses or farms that meet
the sizg oligihliity standards of the Smzll Business Administration's Development Company ot
Small Business lnvastment Gorapany programs ot have gross annual revenues of $1 million ot
[ess; or

{4) Activities that revitaliza or stabliize

{iY Low- or moderate-income geographies;

{iiy Deslgnated disaster areas; or _

{lily Distressed or underserved nonmetropolitan middie-income geographies designated by the
g:ard, Fadotal Deposit Instrance Corporation, and Office of the Comptroller of the Cumrency,

sad an—
{A} Rates of paverty, unemployment, and population loss; or
(B} Population stzs, density, and disperston. Astivities revitalize and stabllize geographies
designated based on population size, density, and dispersion if they help fo meet essantlal
comintnity needs, Including heeds of low- and moderate-income individuals.



FROP Corgoration

20072008 Cormmunify Development Denations

Exhibl B

Bank Organizafion L_ Baseription Amougnt
Founded fo gavelop lnhovative profeds aad provide e necessany
solutions tequited 1o restors and rvitallzs econemically distressed .
Park Nafioral _jPark Bank Inilistives communities of Chlcago. $306,617,297
Provides collegs preparatory educativn for chirdran of low 16
modarate intome Innzr-oity familfes Hroagh two schaols one
predominately seiving 2 Hispanic communtéy and the olher ssving
Park Natonal  $San Mlgue] Schol an Aftican American community. §2.500,000
) Provides edugational services and méntoning ta Iow-income African
Park Hafional {LINK Unlimited Amatiean Youlh from Chlcags's Innereity $454.850
Idertifizs the greatest nesd in sach locel communily ang provides
Park Nafional _ JUnited Way the leadershis and resources required fo 2ddrass those nesds $3B0,000
Pravides young, predominately Afffcan American, sauits in tha
Austin Disirictwith basle education and skills necessary fo increasa
Park Nafional _ HAusHn Carosr Education Capler  jamployabiily 4285584
Provides a college preparalony educetien fo low GG moderan
Park Nationnl  jCristo Rey Jasult High School tcome predeminately Hispanic familles. $251,0804 -
Faiilly Sarvica & Mentel Heallh Frovides counseling and education 1o fow and modarals IRCone
Park National  [Cenfer of Oak Park RiverForest  Jfamlias $228,472]
Provides erel and other business senvices bo predsminately
Hispanio smalt business vwnists who do not have acsess to
Park Natforal  |Acelon Chlcage tradifonal solrces of financing $152,500
. Oak Park River Forest Commuhlfy jManages and disperses funds to cormmunlly omganizalons I Oak
Park National  |[Foumdation Park and River Foredt, $144.250]
A Scholarshis Program ta bansf? local high schaol semols Who
Park Natfonal Bank Schotarstlp  {showad acedemis lalent and who nead finandlal ald fo pursite the'r
Park Natonal _ [Pregiam collaga careers $140,000
, Gomnunity hospllat serving the heallh care neads of the Engleweed
Park Natfonal _|St Beimard Hosplial commitiity, & predorrinately Afifcan American sommuithy, $107.000
Park Naliopal_{Nelghborhotd Housing Sendces  |Rebuilds and restores Ghicagoland's bhderserved nelghbothoads $104,250
" JAssodlation with purpose of aitracting, develaphy, and et@ining
Park National  [Galumet Area Industdal Counl induslry within tha Cafumet regich, a low Incoma avea $101,997,
Addresses the peeds of underserved Commurilies, especially
Afflcan-Aumerican males, to provida a quality educatonat expedenca
Parit Notlonal __ |Hates Frandscan High Sehuol at2n affordable cost, : $101.00§l
Asslets the hornaless and atrisk populations by providing
comyehiensive falning, permansnt job placement and critical
Park Mationa! __[The CARA Program support services $100,000
Crganfeation thal places teachers in schools In Lew/Modarate
Park Nafonal _[Teach for Amedes incuma communites $100,000)
: Scholarships fo low- and moderale income HS students altending
SDNG SDNB Scholarship Fund cofege $80,000]
Cul Nalonzi __[VOHS Work Sfidy ING, Support for sehool 2 jnbo o Wark Tor shudents £86,948
Fitancial {feracy tratning folow v moderate income midde schodl
SENB Junfor Achizverent students, $63.000
Cal National Opsration Hops Opstaftian HOPE'S mission Is 1 eradicate povarly i oUr ietime S50,000
L GalNationat Bank Sthokarship .
Cal Natlonial Progranm Seholarships to lov-income HS shudents attending collegs £53,500
. Varlous Urniivarsities & Commurily |Schofalstups o Graduaing Mo S6hodt ShIGents Hom 1o 15
Cal Wational  |Colleges midorate incomea famifies, §48.500
Los Angeles Area Councll fot The  [Assist ehlidfen In Jow-Inoome commauniles @ paritipats In Boy
Ozl National __18SA Seotls programs $45,000
Toaches marketable skills for evaployment to devalopmantally
SDNB St Madelalng Sophie’s Cenler disabled adults. §42.048
Tendarioln Neghborhood
Pacifig Beyelopment Corporabon Non-profit arganization that hutises lov-lncoma residents $32.000
Qperating grant support for afordable houslhg fnance & 600G
SDNB- LISC San Diego capaciy bullding support $27,500
Scholarships lo fow and moderale income HS shidenis attending
SONB S0SU HTM Sehelarehlp Fund San Dlego-State Unbvarsity 25,600
Non-profit erpanizalion That sponsors educatioal Gureadh progrons
Pacifio Crl Petformnances for Underprivitoged schoo! chéldren in the Bay Ares, $22.000
Paciic Nafional Bank Collaga Schelarships (o iew- and moderate ncome HS stidants aliending
Pacific _IScholarshlp Progrant cofege $2b.350
SDNB AVID oliege sdusaton for lew ko mederals income st -fmers™ 20,000
. ) Support for homeless wamat and chidren who are vislims of -
SDNE YWCA of Szn Disge Counly domnastic abusa $20,000
Madisonvile State Bank Affordable [Provides affordabla houUSng 1 v Fiooms Nadison County 1
Madisonvils Heusihg Program residents - $is.802
Provides educalion to & student population thatis 76% economicaity
Horth Houston _tAldine Indspendent Schaol Distric! [dissdvantaged . $10.950
Al other Donations fiom FEOP Banks 3283916

Total 20072008 Community Developmeant Donations

$36.661,134




Cammﬁhity Davelopment Investments

Gommunity development qualified investment means g lawful investment, deposit, or
membership share that has as s primary purpese communily development.

Community development means;
{1) Aifordable hicusing fincluding muftifamily rental hous!ng} for low- or modergie-income

individuals;

{2} Community services targeted to low- or moderate-iIncome indlviduals;

(3) Activities that pramots econamic development by financing businesses or fanns that mest
ihe size eliglbility standards of the Small Business Administration’s Devslopment Gompany or
Small Busihess Investment Company programs or have gross annual revenuss of $1 million or
less; ar

(4} Activities that revitalize or stabilfze

{1} Low~ or moderaie-incoma geographies;

(i) Designated disaster ateas; or
{Iii) Distressed of Underserved nonmetropolitan middle-income geographles desigriated by the

Board, Federal Deposit insurance Corpotatian, and Offlce of the Comptroller of the Gurrency,
based oh—

{A} Rates of poverty, unemployment, and population logs; or
(B) Population size, density, and dispersion. Activities revitalize and slebilize geographies

designated based on popufation size, density, and disparsion if they help to mast essential
community needs, In¢luding needs of low- and moderate-income individuals.




FBOF Corporation

2007-2008 Community Development investments

Exhioite

Bank

Investment

bBescription

Commitment
Amount |

G2t Nafional

Fembrook

Pambrook seeks Io serve as g plonges I communily
invesiments, providing caplfal io tnderserved property
sectors and undersarved geographic locations such as
assels in urban locafions, affordable housing and other
cominunify-ralated nvestments.

$5.000,000]

Cal Nationat

Pambrook

Pembrook seeks to serve as a ploreer It community

seciors and underserved geographle Josations such as
assels in urban locations, affordable housing and othar
comraunty-ralafed Invesiments. .

investments, providing capital 1o underserved propery |-

$3,500.000

SDINB

Fembrook Community
Ivéestors, LLE

Pembrook seeks fo serve as 5 plonesr in community
investments, providing capital fo underserved propery

seclors and undemserved geographle locations such as
assels In urban locatlons, affordable housing and other
communtly-related investmants.

$3,000,000

Park National

Shorsbank CD

lnvestment In a one year cettificate of deposit ing
ShoreBank's Mission Based Deposit, ShoreBankisa
cetlified Communily Development Financial Institution
{COFl}

§2,153,9508

SDMNE

Neighboriwad National
Bancorp CDIF

As a CBbFl, NNB's commitment and reisslon is lo
rebuild and generate growth in underserved San Disgo

nelghborhoods,

$2,000,000,

Cal Nationat

Pamixook

Pembrook seeks 1o serve a5 a pionesr in community
nvestments, providing capital to undatserved property
sastors and underserved geographk: locations stch as
assals In urban locafions, affordable housing and other
community-refated Investments.,

$1.500,000

Iadisonville

Faderal Horng Loan Morigags
Camp Pool #AB0031Gold

Investment {h home loans for low-to-maderate income
inclividuals, '

1,083,099

Park Natlonal

{linots Facililies Fumd 2067

The IFF is the only statewide communtty development

its kind to offer combined financial and real estafe
services needad by nonprofits

financlal institution (COFY) In fllinols and the onfy one of[

$300.,000

Park National

Winats Faciies Fund 2005

The IFF 1s the only slatewide sommunity development
financlal institution (CDFI) In Hiinols and the only one of
Hs kind fo offer combined financhal and real eslate
services nesdéd by nonprofits.

$250.400

SDNB

SPIN

Suppartive Parants Info Network Emergency Loan

Fund

§7,000,

Total 20872008 SCommunily Davalopiment invesfments

$18.704,049




EFBOP Corporation and its Community Banks

FBOP Corporation was a privately held bank holding company headquartered in Oak
Patk, Illinois. FBOP owned nine banks with larger banks focated in Chicago, Los
Angeles, San Diego and San Francisco as well as smaller banks in Texas and Arizona
Thirty percent of its banking facilities were located in low to moderate census tracts.
Over the years, FBOP enjoyed a solid reputation among its peers and its regulators as it
posted record profits for 25 straight years Duting this time, FBOP grew fiom a $60
million bank to a $§19 billion organization. Because of the proven strength of the
organization and its demonstrated abilities as a “problem solver”, FBOP was granted
tegulatory permission to acquire 29 institutions, primarily failed or subperforming banks
and thrifts. Thronghout its history, FBOP has never paid a common stock dividend.

FBOP has always been an active community lender, with a primary focus on a variety of
teal estate lending Nationally recognized real estate experts have praised the
underwriting of these loans as “A quality” and “best in class”. Its credit administration
practices have also been cifed as “best practices” by the regulatory community. FBOP’s
historical net loan charge-offs have been approximately % of industry averages, primarily
due to FBOP’s underwriting and credit administration practices, even though its loan
portfolios have traditionally contained a higher than peer percentage of past due credits.
Additionally, FBOP never engaged in subprime lending or predatory lending practices.

EBOP takes pride in its role of being a good corporate citizen. Its banks donated 28% of

their profits in 2007 and 2008, ot $55 million, to local community entities by way of

investments and donations, and FBOP contributed an additional $17 million at the
holding company level. In addition, the community reinvestment efforts (“CRA™) of !
FBOP’s four large banks, which tepresented approximately 94% of its total assets, wete i
designated to be “Outstanding”, Less than 8% of banks in the countiy hold the

“Outstanding” CRA rating designation.

Investments in Fannie Mae and Freddie Mac Preferred Securitles

Like many banks, over the years FBOP Corporation invested in perpetual preferred stock
in Fannie Mae and Freddie Mac. These investments were for regulatory purposes
considered to be relatively risk-free and cattied the same capital risk weighting as
similarly viewed risk assets such as U.S. Government Agencies and cash in bank. The
market and rating agencies as well as notable economists also viewed these investments
as relatively risk-free due to an assumption that these securities carried the implieit
guarantee of the US Government. This assumption later proved to be incorrect.

On September 7, 2008, FBOP Cotporation had a total investment of $896 million in
Fannie Mae and Freddic Mac preferred securities. Duting the years it had held these
investments, neither the size nor nature of the investment had been criticized by any
regulator. FBOP and all of its subsidiary banks were “well capitalized” and had solid
CAMELS 1atings from all its regulators  On September 7, FBOP was wotking on




finalizing its purchase of a large troubled financial institution in Southern California
which had received preliminaty approval by the appropriate banking regulators.

Fanrnie Mae and Freddie Mac Conservatorship

On September 7, 2008, the Federal Housing Finance Agency, a department of the U.S.
Treasury, placed Fannie Mae and Freddie Mac (“GSE”) into conservatorship,
concutrently wiping out virtually all the value of the outstanding preferred stock in the
two companies. FBOP Corporation lost $885 million in this single federal government
action. The recognized loss on the GSEs resulted in a reduction of FBOP’s Tier 1 capttal
from $1.540 billion to $784 million with its four largest banks’ capital levels immediately
falling below “well capitalized” standards.

On the morning of the government takeover of Panme Mae and Freddie Mac, Treasuty
Secretary Henry Paulson said:

“The agencies encourage depository institutions fo contact their primary federal
regulator if they believe that losses on their holdings of Fannie Mae and Freddie Mac
common or preferred shares, whether realized or unrealized, arve likely to reduce their
regulatory capital below “well capitalized”. The banking agencies are prepared to work
with the affected institutions io develop capital restoration plans consistent with capital
regulations ”

It was later acknowledged by a Federal Reserve Governor that the extent of bank
holdings of Fannie Mae and Freddie Mac preferred stock was not accurately know at the
time these organizations were placed info receivership.

On September 9, 2008, FBOP Corporation began to work with its investment bankers,
Sandler O’Neill and Keefe, Bruyette & Woods, in an effoit to raise $600 million in
capital to offset the Fannie and Freddie losses. In later September and early October,
management of FBOP met with a series of potential investors. Despite the market’s -
general antipathy at that time for bank capital instruments, the FBOP story resonated with
investors and was favorably received

Troubled Asset Relief Program (TARP):

On October 14, 2008 the Treasury Department announced the Troubled Asset Relief
Program (TARP) for financial institutions which was designed “to build capital and
increase the flow of financing to US businesses and consumers to suppo1t the US
economy”. Special provisions were made in the Program to give preference to financial
institutions which suffered losses on Fannie Mae and Freddie Mac securities. The nine
largest financial institutions in the United States were immediately approved for TARP
investments Howevet, an unintended consequence that resulted from the introduction of
TARP was that private capital and debt markets froze and obtaining private capital
infusions for institutions like FBOP became impossible over the near to mid-term.




With the strong encoutagement of its primary regulator, the Office of the Comptroller of
the Currency (“OCC”), FBOP submitted on October 14, 2008, an application to Treasury
for a TARP investment. The investment would have brought all but one of its subsidiary
banks back to “well capitalized” status with the remaining bank projected to be “well
capitalized” by the end of the first quatter, 2009. The FBOP TARP application was
presented to Treasury along with a group consisting of a tier of large banks throughout
the country, FBOP undetstands that most if not all the publicly traded banks in this tier
received TARP funds. FBOP received a verbal assurance on October 20 from the OCC
that its application had been approved. However, on October 21%, TBOP was notified
that its application had in fact been defetred by Treasury as it was the only privately held
institution recommended at that time for TARP funding and no mechanism existed for
valuing private companies’ watrants associated with the preferred stock investment

On November 17, 2008, the Treasury issued TARP guidelines for non-publicly traded
financial institutions. Again with the encouragement of the OCC, FBOP resubmitted its
application for $544 million of TARP funding The application included an FBOP
commitment to raise an additional $100 million of funding that would be used as capital
contributions to the subsidiary banks The OCC took this application to the TARD
interagency committee and recommend its approval on December 17, 2008. Howevet,
during this period, the political landscape and the direction from Treasury began to
change as well as the perceived criteria for qualifying for TARP. As a result of these
changes, the committec deferred the FBOP TARP application into January. A slightly
modified FBOP application, which in included a commitment to raise additional funds
for bank capital purposes, was subsequently deferred by the committee into February.

Proposed Five Year Net Operating Loss Carryback:

On Febtuary 12, 2009, the congressional budget conference committee eliminated the
five year net operating loss carryback provision for all but small business entities. The
carryback provision for the Fannie Mae and Freddie Mac losses, which had previously
passed both houses, would have resulted in $200 million of additional capital for the
FBOP subsidiary banks.

Cuapital Raising Efforis:

In late Fiebruary, the OCC recommended that FBOP raise matching equity funds to be
eligible to recetve TARP funding, With this direction, FBOP Corporation re-entered a
capital market that had been unreceplive to privately held bank capital needs, particularly
for organizations stigmatized by not receiving TARP  Announced FDIC loss sharing
agreements on failed institutions made the raise even more difficult. Nevertheless, by
July, 2009, FBOP Corporation identified a group of willing investors and entered into
negotiations for a common stock capital infusion which would have resulted in a change
in ownetship of FBOP. Due diligence work was undertaken and third parties engaged to
review the banks® loan portfolios These reviews confirmed management’s
representations and regulatory conclusions that the loans were well underwritten and that
banks’ loan loss reserves were adequate o absorb the embedded losses in the portfolios.




The September, 2009 FDIC request for bids on the nine FBOP Corporation dramatically
changed the tone and tenot of the final negotiations with investors. The identified
investors began to investigate and later would requite a loss shating arrangement with the
FDIC on potential losses in the loan portfolio  On October 26, 2009, the investors and
FBOP agreed to terms on a $600 million equity investment. The agreed upon terms
would have put the existing shareholder’s equity at risk before any loss te the FDIC.
Based upon the due diligence work petformed and FBOP’s acknowledged expertise in
working through preblem credits, the ultimate amount of any loss paid by the FDIC,
regardless of scenatios selected, was projected to be significantly less than the losses that
would be incurred by placing banks into receivership.

On October 30, 2009, Treasury Secretary Timothy Geithner awards $50 million in New
Market Tax Credits to Park National Bank Initiatives, a subsidiary of FBOP Corporation,
in recognition of the work it does in the community it serves.

On October 30, 2009 the nine FBOP banks were placed into receivership.
Aftermath:

As was widely anticipated, on November 6, 2009 President Obama signed the Workets,
Homeowners, and Business Assistance Act of 2009, Among other incentives, the
legislation would have allowed banks like FBOP to carry back the Fannie Mae and
Freddie Mac losses for five years, resulting in the realization of approximately $150
million of additional capital to the FBOP banks. The capital 1ecognition realized from
this Act would have substantially enhanced the capital of the FBOP’s subsidiary banks
and insured the snecess of'its capital raise efforts.

Other Observations:

The fevel of nonperforming assets in FBOP Corporation’s loan portfolio increased
dramatically during 2009, rising to $880 million as of September 20, 2009, mimarily due
to its historical concentration in real estate lending Despite the increased level of
nonpetforming loans, the 2009 loan losses recognized during this time remained at peer
level. The embedded losses in the loan portfolios were projected to conlinue to remain
manageable due primarily to the recognized strong underwriting of the credits and the
acknowledged robust credit workout systerns and practices  Third patty reviews
performed during the third quarter of 2009 found the Corporation’s $329 million
allowance for loan Tosses to be adequate to absorb all present and future losses contained
in the current portfolio. Significant recoveties were also identified on properties held in
its Real Estate Owned portfolio. Also, the subsidiary banks had $1.030 billion of equity
GAAP capital on their respective balance sheets at quarter end to further absorb potential
losses.




FBOP’s problems and ultimate placement of its subsidiary banks into receivership were
the direct result of its investment in the government sponsored entities Fannie Mae and
Freddie Mae. 1t is unfortunate that a TARP investment, which was initially designed in
patt to aid banks with GSE losses, was not made into FBOP. Given its track recotd for
strong petformance, we believe that the TARP funding would have been a safe and
profitable investment for the Treasury. More importantly, with such an investment,
FBOP’s subsidiary banks would have been able to continue the role they had been often
recognized for performing so well .. .being local community barks that bank, lend, and
service the variety of needs.. be it financial or other ..of the local community.




INCENTIVES FOR BANKS TO BUY FANNIE MAE AND FREDDIE
MAC PREFERRED STOCK

1 National banks could invest, “without limitation”, in perpetual preferred stock of
Fannie Mag¢ and Freddie Mac (12 USC 24(Seventh)). Except in 1are instances,
banks are not allowed to invest in equity investments. In addition, US
Government and Agency bonds are the only other assets a bank may investin
without doflar limitations

2. The FDIC permifted banks to invest up to 100% of their Tier 1 capital in Fannie
Mae and Freddie Mac prefetred securities {FDIC .gov/regulations/laws
bankdecisions/Invest Activity/miscellaneous). Other investments were generally
restticted to 10% of Tier 1 capital.

3. Fannie Mae and Freddie Mac preferred stock investment was considered to be
relatively risk-free. National banks were assigned a 20% capital risk weighting
for Fannie Mae and Freddie Mac perpetual preferred stock, the same risk
weighting as U.S. Agencies bonds, AAA rated investments or cash in bank (OCC
Interpretive Letier No. 964). Most other investments have a 50% or a 100%
capital risk weighting, reflecting the perceived inherent risk of the investment

4. The FDIC had stated that investments in Fannie Mae and Freddie Mac preferred
stock “does not represent a significant risk to the Deposit Insurance Fund” (12
CER 362 3(b)(2)(iii)

5 Fannie Mze and Freddie Mac perpetual preferred stock were perceived by the
market to have the implicit guarantee of the U.8. Government. Until August,
2008, the three major rating agencies classified these government sponsored
enterprises’ abilities to meet their financial obligations as strong.



