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loczaiigel 1pl) ew England performed during the
Oelg! /ee 12 What are the trends?
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~ What’s on the horizon?

Disclaimer: The views expressed in this presentation are mine and do not
necessarily represent the views of the Federal Reserve Bank of Boston or the
Federal Reserve System. 2
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Customized Charts Package

: YOUR BANK NAME
Subsidiary of the following bank holding company:

YOUR HC NAME
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REWIONEINSANKS

> Corgolfelelis d ASSeLS (for multizbank holding companies) Detween $1 -
SHIONII JJJOH;G Banknorth and \Webster Bank

. Dr»r ssets 0F$104 billion and 59% of New England R&C combined
36 anks

C ‘umcf ;mfty Banks

| anks with total assets less than $1 billion
e ,':'_ = Total assets of $72 billion and 41% of New England R&C combined
——_ =—""e_251 banks

Reminders

* All'bank financial data are merger adjusted (historical data for existing institutions
and their legacy banks)

* References between New England and “District” are the same
* S&l s are excluded
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C ro‘fnﬁ’more lObUSt tAIS year, outpacmg

'erJ ASSEI growinei6o -

200
180
160
140
120
100

80

60

$ Billions

.
—

20

Bl Loans

Asset Composition Trends

S

1997 1998 1999 2000 2001 2002 2003

W Securities O Other Assets

District Regional & Community Banks

Source: All bank financial data in this presentation are from call reports obtained
via the FDIC Data Access Retrieval Tool or the Federal Reserve's PRISM software.




Fozn growth averaged overtyY% desplte Stal)le
JH@} I\ poertfelies

i

Loan Portfolio Trends

50

45 | — 1-4 Family

40 -
N /
30 -

25 4

$ Billions

Commercial
Home Equity

Consumer
Construction

/ Multl-fam”y
T T T T T T T T T T T 1

2000

10 +

1992 1993 1994 1995 1996 1997 1998 1999 2001 2002 2003

District Regional & Community Banks



Fozin growth excluding sigle family: re3|dent|al
WL ls Y0, Vardesyhy. portiolie F

—

Loan Growth by Portfolio

Construction & Commercial Multi-Family 1-4 Single Home Equity = Commercial & consumer
| Development Real Estate Family Lines Industrial
Residential

Linked quarter growth, March 2002 - Dec 2003 (left-right)
District Regional & Community Banks




T
S HGher risk ™ portfolios continue upward

HENERCONCENtratieons,on the rIse 2

s
-

"Higher Risk" Loan Trends

(C&Il,CRE, C&D, Multi-family to Total Loans)

50%

0, _|
40% Multi-family

30% - Construction & Development

20%

10%

Commercial & Industrial
0%
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

District Regional & Community Banks



L Clent CREConcentrations neyw: meet or exceedilevels

-~ frorn 1990 (e 1900 merger adjusted data Includes, enlyaiEsE ERKS HES
SUIWAVEWNIE 1900 anking| CHSIS)

CRE Loan Concentration Trends
1990 Peak versus 2003

20%
18% -
16% -
14% -
12% -
10% -
8% -
6%
4% -
=3
O% I ]

>200% >300% >400% >500%
% of GAAP Capital

01990 (Merger Adjusted)

Source: call report data, merger adjusted E %888 (All banks)

n.'
% of Banks




BENRSICONUNUEUT0radd long-term’ product tortieln
BIEGCENSHIEELS despite histerically lowanterest rates

—

Trends in Holdings of Long-term Assets

35%
30%
25%

- | 20%
15%
10%

5%

0%
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

District Regional & Community Banks
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nierest rate risk distribution reflects higher levelsiand
NIETEEsIg thends, even at the outer extremes!

——

Long-term Asset Distribution

35%
% of Banks with LTA/TA

Greater than 40%:

25% -

1997 14%
2002 31%
2003 36%

20% -

% of First District Banks

30 50

60

40

Long-term Assets to Total Assets (%)




- deposﬂ growtn led ny" MIVIDA |nflows
NINEY CORINUE?

Funding Structure

Borrowings

%)

c
Q
=
&

All Other Nonmaturity Deposits

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

District Regional & Community Banks

12



Return on Assets & Return on Equity

1.25 145
1.20 1 135
115 -
1.10 A = 125
< 105 T 115
S 100 - 1 o
0.95 - 10.5
0.90 - -~ 95
0.85 -
0.80 - T 85
0.75 - | | | - 75

1997 1998 1999 2000 2001 2002 2003

% District Regional Banks

I Return on Assets
— Return on Equity

1997 1998 1999 2000 2001 2002 2003 I Return on Assets
— Return on Equity

District Community Banks




.

W Regional’anks are more profitablestiian
SOy anks :

=
=
-

Difference between ROA components
Regional versus Community Banks

%
0.40
0.30 -
- 0.20 -
- 0.00 ‘ ‘ ‘ ‘ ‘ —. ‘ ‘ ‘
-0.10 - . _
Net | st Total N st Provision Security Income Net Income
0.20 - Income Noninterest Expense Gains & Taxes
- Income Losses
-0.30 -

-0.40 -

02002 W 2003

(Regional Bank averages less Community Bank averages)



NiiVisseriect a'slight rebound diiring| 4™ guarter it
MENYAEIIRSTArE DEGInNNING, 20045 at Vel oA EVEIS

:'||_l-

Net Interest Margin
Annual 1997 - 2003, Quarterly 4Q02 - 4Q03 (L-R)

Annual | Quarterly

T

First District Regional Banks

First District Community Banks



Overhead Expenses held steady, noninterest revenues
GJreuy S gy, NIIVI pressure caused WEeaKeRINGoi™ s

.-

gffic]e cy liatios

Operating Efficiency
Overhead (L)

4.0%
3.5%
on | - . 1 200
3.0% ‘ Efficiency Ratio (R) 2 6% 70%

25% T

2.0%
1.5% -
1.0% +
0.5% T

T 65%

Efficiency Ratio

T 60%

% of Average Assets

1997 1998 1999 2000 2001 2002 2003
District Regional Banks

Operating Efficiency

4.0% 75%
L 35% Oyefhead (L) Efficiencx Ratio (R)
g 3.0% 2.8% 1+ 7006 2
» @®
< 25% @
> -
g 20% t | 65% O
(0]
zZ 15% + Ig
E; 1.0% | 1 60% o

05% -

0.0% L 550

1997 1998 1999 2000 2001 2002 2003
District Community Banks




SINGRIiEEst revenues sources

-

Noninterest Income Components
Year ending 2003

T
Income from Service Net gains Income from Investment Net Servicing Net Net gains
Fiduciary Charges on (losses) on Other Banking, Fees Securitization (losses) on
Activities Dep Accts- sales of loans Insurance and Advisory, Income sales of OREO
Dom Off Reinsurance Brokerage, & other assets
Activities and excluding
Underrwiting securities
Fees and
Commissions

mAggregate* MRegional* mCommunity

* Excludes Investors Bank & Trust




Asset Quality and Reserve Coverage Indicators

2.50%

2.00% - Past Due & Nonaccrual Loans
» . 0
g Loan Loss Reserve
S 150%
I
F 1.00% -+ \
S
X

0.50%

Net Charge-offs
0.00% - B N B m

1997 1998 1999 2000 2001 2002 2003
District Regional Banks

2.50%
N’ast Due & Nonaccrual Loans

2.00%
[2]
2 \
[
2 1.50% —
§ \
S 1000
5 1.00% Loan Loss Reserve
O\O

0.50%

Net Charge-offs
0.00%

1997 1998 1999 2000 2001 2002 2003
District Community Banks
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ayels remain sound

Tier 1 Leverage Capital Ratios
1997-2003 (L-R)

First District Regional Banks

First District Community Banks
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SVhipNredicted this?

-

Yield & Spread Comparison

10 Year U.S. Treasury

AT f

3 month U.S. Treasury
2,,
Spread —»
1 | “
0 HHHHH

M ..M‘H ]L

Apr-94 Apr -95 Apr-96 Apr -97 Apr-98 Apr -99 Apr- 00 Apr -01 Apr-02 Apr-03 Apr
-1+

-2

Source: Bloomberg



2N BSEIPICTLIE OF Volatility....

——
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5.00 -

4.50 -

TR S
A\l 'u]‘.
YL

10 Year U.S. Treasury Yield |

Source:

Bloomberg through May 7, 2004



lfiterasef Outlook

o Vlay 4"5"-— OVIC Statement: _
ACCOMMOUauVE SIaNCENS ProvICING IMpPertant'SUPPOIT 1o' EConemIc
ACHIVILY @uitput isicontinuing to expand!and hiring appears to have
p]ckec‘l__- [Cong-terminfilation expectations appear to have remained
Wellicontaimed. Upside and downside risks to sustainable growth for
tEmext few: guarters are roughly equal. Risks to the goal of price
S stability have moved into balance. With inflation low and resource use
— ——€-3 ack; policy accommodation can be removed at a pace that is likely to
~~ = bemeasured.

—e 'Market Interpretation: The Fed Is getting everyone ready

—
for a rate hike this year. Fed funds futures prices pushed up the
likelthood of tightening at the June meeting to a 92% chance of a 25 basis
point Increase, with successive 25bp hikes in August, September and
November.

-
-

The author has no involvement in or insider knowledge of the FOMC process!
23
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ieresigikate Outlook: what to watch

. L. ,'-,; Y n - - . =
el | [fellels)t : - a—

OIVIC WECISIONS

-
REOHOELERMI rales:
J_:}m_'fé jon indicators (market consensus- modest this year)

E

= e tighter: than predicted job markets

-
p— =

= __:_;—.__'*‘ ~ & fwin deficits...outlook Is not favorable (budget and trade)

— — oy -

- el

- Volatility: expect continued volatility this year
* peware risks In trying to “time” the market

* Will'the economy prove more sensitive to rate
Increases than historically? 2
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i

INIETESRate RISk and Proﬂgabw

PRVIEEItlde of ratelincreases and shape of the yieldicurve are
GIGEINSSUES -
— i) GEneral; the more rapid the Increase and the flatter the yield curve
UENMIBIE difficulty/ in managing margins

D0 yoU | Uy Aderstand your “worst nightmare” scenario? Have you
Jrlern,_;p agl\y/our strategy should it occur?

B,

-;; /ale the risks in trying to “time” the market

—
a_

ou running nonparallel rate shocks?

*I—'Iow much fixed rate long-term product have you booked over
the |ast year at historically low rates?
— know your risk and options if you’re out in the “tail”

* Have you reviewed your deposit pricing assumptions recently?

A



e S

—

=ileineeaiterns and hidden risks,

g
-
-

[
-

Aggregate Funding Structure
180 -
160 -
OBorrowings

140
120 O TCD $100M+
= | S100 @ TCD < $100M
D 80 m MMDA

60

W Other Savings
B NOW/ATS

| DDA
2003

1993 1994 1996 1997 1998 1999 2000 2001 2002




e 03|t growth nas been mitienced by MI\/IDA
er [ICE 1aterO0ks

Annual Deposit Growth (Merger Adjusted)

Total Deposits

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

District Regional & Community Banks




9%
8%
7%
6%
5%
4%
3%
2%
1%
0%

eiVAMIMIDA patterns are Iess enceiiagiies

Deposit Growth From Prior Quarter

" MMDA
/\/

A 6.2%

/ N\ "\

~ _— \

~— \

\

Total Deposits

-1% -

\ \ \ \ \\_0_3%

6/02 9/02 12/02 3/03 6/03 9/03 12/03

District Regional & Community Banks
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NiiEtaeattern, IS emerging?

Share of Personal Savings in Deposit Institutions and Mutual Fund Vehicles

100%
J
90% -

6%

0% T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T

O =« N M < IO © N~ 0 O O o N MO ¥ 1 © I 0 O O o4 N O I 1 O I 0 O O «d N ™M
~ I~ I I I I IS I I I 0 00 0 0 00 0 W W 0 W o oo 0O o 0o 0O o o 0o o O O o o
D O O O O O O O O O 0O O O O 0O O 0O O O O 0O O 0O O OO OO 0O o oo oo O o o o
L T B R I B B = IR T T B B T I B I I RS T I B I T B B I RS T R B Y o\ A oV B o VA oV

Total Mutual Funds

Total Depository Institutions

Source: Federal Reserve Flow of Funds



DENOU haveliquidity/interest rate risk higl'pgjm'-’ |
VOLIf JEPESIT as“e?---!_'- — —

- — — #- -

DIENOLNIaVE SIgnIfIcant™ parked™ funds that may/
HeYVAleraliemative: Investiments once the economy
XIS
SRS ISierIcall patterns regarding nondeposit retention and
ﬁ;f‘ ng may not be as relevant.
How will you fund potential outflows or otherwise
': ’ attempt to maintain deposits in-house?

-* Analysis of your deposit base and scenario analysis of
potential outcomes are valuable risk management
EXEercises.

30



Craitrsikeentdenk s favorable. Even modest increases
IEEsigpronlems would be unwelcome in I[ght O)
mrlrrpn Pressure.

Annual Loan Charge-off Rates
1997 - 2003 (L-R)

1.00 -

District Regional Banks District Community Banks




\BESIONIeIICENACANEIES at peak.and forecasted to trend.dewn.

SSIOINmEIKES (Employment) are 1agging naticAWIEES s
fecovery

Boston Office Submarket Vacancy;Rates
40% -

35% ~

30% ~

25%

20%

15% |
Forecast

—e— 128 North —m— 128 West —a— Cambridge CBD —x—1-495 North
—e—1-495 South —+—1-495 West

Metrowide Southern Suburbs

Source: Property & Portfolio Research Submarket Forecast 4Q03
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RENELIIDLIES VarTed significantly across submarkets...rent
e EINSLEN/SH OV GVERIG/ECASIEH PLHGHE NS _—

i~

Boston Office Submarket Rental Rates

80

NN

60

ol

$/square foot

—e— 128 North —m— 128 West —a—Cambridge CBD —x—1-495 North
—e—1-495 South —+—1-495 West

Metrowide Southern Suburbs

Source: Property & Portfolio Research Submarket Forecast 4003



BSOSO INUUSTIal marketstarerstill experiencing
IEINENaCancies - —

A

Boston Industrial Availability Rates

%

Forecast

RPN 2T R VR - R S T Z- T S L - B P - T S ] 2N~ T S Y
g~ B q; g~ &c @; &~ 0. x; N~ N‘ »; (L~ (L. fL; fLo fbu fb; (bo fb. &; &o &c &; 6~ 63;
Oy S O Oy QO Q Q QO Q Q O Q Q O Q Q Q O O

> ™
HT O
Q Q
S o

—t— Metrowide —m— Boston/Suffolk County —a— Cambridge Northern Suburbs

—x— Route 128 North —e— Route 128 South —+—Route 128 West —=—Route 3 North

—=— Route 495 Northeast Route 495 South Route 495 /Mass Pike West —a— Route 495/Rt 2 West
Worcester

Source: Torto Wheaton Research 1Q04 Industrial Outlook
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2005.4,5.68

Forecast

Metrowide Boston Industrial Rent Index
N

T T
o o
S o
N~ (o]

5.50 -
5.00

T T
o o
) S
N~ (o]

8.50
8.00 -

FEEIrCUT Until 4@05

100} a.Jenbs/$

>
o
Source: Torto Wheaton Research 1Q04 Industrial Outlook

EEsIeRIRdUStIal rent levelsinot projectedio

I




RISKAISTUIIGUEReour poertfielio, collateral andiss
IEEYAVIING:...SOME DeA0EN ISSUES IONG! Eli—

N GISIERIiIcant rent inflat‘lo#ﬂr'-'th' e forecasts, doinot expect vacancies
oM lINeNAENEeVEIS ofi thelate 10908 anyiimesoen,

S BVVASETISILIVE arEN/OUIRC R SEIVICETCOVETAUE 1iatios 1 a [SINofIate
EIIVAIONIMENT

WlIRGERratesinerease wWith interest rates and/or continuing manket
WEZRMESSES?: How much would this narrow your collateral
IIOLECLION?

s -~_'rpfiles flow directly into debt risk; not all markets are created

— S .
==& Uo i
S ——
a—
i
-

-

- — In'what markets/property types are you lending? Where is your exposure?

- — Do you have loans coming up for renewal in markets/property types

- experiencing weakness? How will your underwriting criteria factor in this
risk?

— \What iIs the seasoning of your loan portfolio? Do your current loans have more
risk of default than seasoned loans? Did your underwriting criteria consider
this?

— Does your ALLL allocation criteria account for different property type and
market risk characteristics? (Should it?)

—

e
—

36



L Conventionalnvisdem- default sk rises for first four(ox

ESO)NERISIoNialoan’s life. Boston market conaitions aress
IeVIEINING  typical results;

Probability of Default by Property Type
Boston Market

18%

—— Exposed Industrial

—=— Industrial

- 10% |+ Exposed Multi-Housing
- 8% | —— Multi-Housing

- 6% | Exposed Office

49, | Office

/\x - 16%
/ / 14%

12%

- 2% - ,
Underwriting assumptions are

x x x S —x— —X 0% the same for all property

1998 1999 2000 2001 2002 2003 types: 1.2DSCR, 75% LTV,

Loan Origination Date fixed rate, 10 year term, 30
year amortization.

Source: Torto Wheaton Research Spring 2003 Outlook
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S BUEIReENmarkets still geing strong

New England OFHEO House Price Index

25% +
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20+ %0 change (Left) NE Index (Right)
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-10%
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50
e OQFHEO House Price Index, New England (Right) =——USA Index (Right)

1Q1980 =100
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IHETEXPERSEVEISpoken... the@:ls NO nationwide e
IEUBIERBLIBIE” BUt Some markets are me

X L
ORICOlIeCton than Otherse

—

e : j.-,__

AUUIEYEie|0SSes throughout New England'should remain
ralaiivel YAl o andimanageable this year

pAVER/OU | dentified whether you are lending In a market that
il gn e more vulnerable to price decline?

— _I:J;_)-_L ~many ARMSs and HELOCs have you written in the past
:_ v- al7- Hoew rigorous were your underwriting standards?

=e. loes your ALLL methodology consider the risk in your
~ market, product and underwriting criteria?

40



RHBIAIECESSIONWITEre speculationiwas far mereeVident

e WesIHeNerces felly residential lossesawere:

MENEGEERIE

——

'I.|l|L g

n

550

500

450

400

350

300

250

200

Annual 1-4 Family Residential Charge-off Rates

Regional Banks
Net Charge-off Rate

Community Banks
i Net Charge-off Rate

OFHEO NE Home Price Inde

(Left)

0.40
- 0.35
- 0.30
- 0.25
- 0.20
- 0.15
X 0.10
- 0.05

0.00

-0.05

Source: OFHEO (Office of Federal Housing Enterprise Oversight)

Dec-92 Dec-93 Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-00 Dec-01 Dec-02 Dec-03
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RISteVianagement in the 215 Centur

-l

e

— [

g stiategiesiand competing more effectively
strong ISk management.

SVTore ﬁgorous disciplined process to risk
JIENE e ment (@nd decision making) IS emerging.

!»; 3: ks that i Improve their processes that provide
*déClSlon making Information are destined to make
| _“'* “better decisions.

__'..-u-
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ssrdVignagement Myths

-
T

Icall teols are not readily available

ks ‘have the information and processes, they just aren’t
2lf fullest

! gement IS 100 expensive versus Iits benefits
'dewn processes and therefore cost to meet needs.

' est decisions are made by intuition

--'" =3 *De(:lsmns made based on numbers without experience can lead to

---'F'—-f__ _disaster...those made by experience without any numbers may prove
=~ incorrect....those made based on both are optimal.

- 4., Forecasting imprecision makes scenario analysis difficult to
rely upon
sForecasts can't predict the future, but they can give you a reasonable

idea of what to expect under varying conditions. Its the assumptions you

have to understand. ;
il




RISKESOECUUINIENUNE, greater the,[ISk the greater the.needs
e oraefs @

OITIBIEOEVEloped risk management. i —
WHEIATGINCan do =

—

. j-,-_

Qi anadianalyzerthe data tnat are availanle.

Rl Jaenrl analyses prior te making decisions
— Use zno that you may already have.

Don’té Sstme that the past is the precursor to the future.
...'_f ugstlon/verlfy your assumptions, processes and results periodically.

\SYOU grow. in size and sophistication, grow your risk

_,.-

management program (people, processes and systems).

_'-0 Don“t forget to take a look at your long-term trends to keep
sk profiles and performance in perspective.

_-_._.. —
=
ﬁ-:..r —
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AJJe; e of panking, and Its art, lie in flndlng the
lopriate balance between risk and return."

-'-h'-_'_ _

Kevin Koontz and John Walker, BNK Advisors
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