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What is the nation facing during 20107

Adealth Care Reform

MBad Debt Expense

Acinancial Overhaul

AGulf Oil Cleanup

AContinued Economic Recession
(Possible Double Dip)

AElection Year

AJncertainty & Mixed Messages
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The Good, The Bad, The Ugly -- The Economy

The Good

Current Indicators Point to Recovery Underway

APositive growth in Real GDP (up to 2.4% in 2Q) The Bad

ABusinesses posting profits Rebound May Be Short-Lived

AConsumer & business confidence on upswing AGDP growth may be more the residual results of

ABanks fortifying balance sheets government stimulus efforts

AConsumer savings up to high of 4% in May AContinued 9.5% unemployment rate

ANBER likely to determine Great Recession ended sometime ACommercial real estate markets still weak
between June and September, 2009. AConsumers & businesses remain heavily

leveraged

AHome sales have softened and starts are flat.
Gains in prices have stalled.

The Uglyé Trut

Slow-to-No Growth Predicted for 2010

AWages & income expected to remain flat

AFull economic recovery likely to be slow, especially in the labor market.

AcCareful approach to creditworthiness of borrowers and capital preservation still likely to constrain lending

AGreat Recession, which started in December 2007, will be longest, deepest, most painful and costly
since Great Depression.
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Economic Trends

US Unemployment Rate by State
June, 2010

But an economic recovery may be slower,
and jobless, when coupled with a banking
crisis.

Unemployment is less severe in
Colorado and the surrounding
region.

It will likely take years for the unemployment rate to
recover from this recession.
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The Banking Industry

A140 bank failures in 2009; 103 YTD 2010

AMedian Assets: $1.4 B

AFailures projected to accelerate throughout
2010

ASmaller banks failing at higher rate as
deteriorating loan portfolios burn through
capital
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The Ban klng |ndUStry - Regulatory Reform Update

AOn July 21, 2010, President Obama signed the Dodd-Frank Wall Street Reform and Consumer Protection Act (HR

4173) into law.

AThis is very broad and complex legislation that puts in place a sweeping new financial services regime that will have
significant regulatory and legal consequences for banks now and for years to come.

Alt is expected that the bill may stabilize the economy somewhat more than in the past, although such stabilization is
most likely to come with the cost of slower economic growth in the U.S.

AFollowing is list of the major components of the bill and what impact they may have on the financial services industry

Components of the
Reform Legislation

What it does.

What it means to us.

Creation of The Bureau of
Consumer Financial Protection
(BCFP), the Financial
Oversight Council (FSOC) and
the Office of Financial
Research (OFR).

ABCFP has broad authority to regulate consumer
financial products and services provided by
banks and a wide range of non-bank entities.

AOther two offices will study and evaluate certain
financial regulations and make
recommendations.

AMore than 5,000 pages of new rules will
increase compliance burden and new
reporting requirements on bank.

A Substantially increased compliance
costs due to both Bureau rules and
weakened national preemption.

AMany companies will have to assess
and perhaps change low profitability
accounts.

Heightened Regulation on
Mortgages

ARequires mortgage originators to act in the best
interests of a consumer and seeks to ensure
that a consumer will have the capacity to repay
a loan that the consumer enters into.

ABans payments to brokers for steering
borrowers into higher priced loans and from
receiving a commission based on the interest
rate of the loan.

AEstablishes limits on mortgage origination fees
and prepayment penalties.

AConsumers who were declined home
and personal loans must be offered free
credit scores.

AMany companies who participated in any
risky mortgage lending practices that are
addressed in these new rules must
change their fees and underwriting
standards.
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The Ban klng |ndUStry - Regulatory Reform Update

Components of the
Reform Legislation

What it does.

What it means to us.

Orderly Liquidation
Authority ( a k a
Too Fail

nT
Act

AThis provision gives regulators the

0 @authBritydo seize and break up troubled

0 financial firms whose collapse might cause
widespread financial damage.

AMany companies may be disadvantage vis-a-vis both
smaller (less capital) and larger (more scale) competitors.
AAnnual and semi-annual stress tests.

Expanded FDIC

APermanently increases the $250,00

APermanently higher FDIC premiums.

Coverage individual deposit coverage. ABank customers will continue to benefit from the
ANon-interest bearing transaction account increased FDIC coverage in their deposit accounts.
balances fully insured 100% through 2012
The Durbin AAllows the Federal Reserve Board to set ALowering our debit card interchange fee will result in
Amendment interchange fees on debit card approximately significant loss of revenue for all

transactions

AMerchants would be able to set minimum
or maximum amounts allowable on debit or
credit cards.

companies in banking industry.
AAs a result, many debit and credit card reward programs
may need to be assessed and possibly changed.

Interest on business
checking accounts

AAllows banks to pay interest once again on
business checking accounts. (Repeals

prohibition establis

AMany businesses may move to a bank and away from
interest-bearing accounts that are offered by nonbank

h &ndncial mstitutiorss. 1 93 006 s )

APaying interest on additional deposit accounts will result
in additional interest expense for banks.

Asmal | business customers w
been able to earn interest in ways larger businesses can.

Improvements to
Regulation and The

APronhibits a bank or institution that owns a
bank from engaging in proprietary trading

A Securities will be phased out as a form of capital during
the next five years as part of the bill.

Volcker Rule that isn't at the behest of its clients, and
from owning or investing in a hedge fund
or private equity fund.

AEstablishes regulations regarding capital
levels.

-
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US Debt as Percentage of Gross Domestic Product (GDP)

What it measures:

GDP is the output of goods and services produced by labor and property located in the
US. GDP as a percent of debt is a measure that provides context for the federal debt by
relating it to the size of the economy.
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Why it matters:

Real GDP growth is a key indicator of economic
activity. It provides useful insight in assessing
recession risk and recovery potential. In a healthy,
non-recessionary economy, Real GDP averages

3%. A growing economy can, in theory, sustain
heavier debt loads. So it helps to look at the

national debt in relation to GDP as a measure of how

Total Debt (3) and Total Debt Relative to GDP (%) We” the economy can Sustain

3 Trillion

e s | that debt. If it reaches 100%,

as it did after WWII, the US

o ///'WH Is essentially spending twice
. as much asitearnsi an

unsustainable trajectory.

Source: 2010 Budget _
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Employment Rate & Personal Income

What it measures:

The unemployment rate measures
the percentage of those in the
labor force who are available to
work and seeking work, but are
currently without work. Personal
Income is the income received by
persons from all sources.
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Why it matters:

People need to make money to
spend money. Improvement in
labor stats may be slow since
growth will be too weak to create
jobs. Unemployment number will
come down, but it will take time.
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Retall Sales Index & Consumer Confidence

What it measures:

The Retail Sales Index is a
monthly measurement of all
goods sold by a sample of

retailers. This is often taken as

an indicator of consumer
confidence, the degree of

optimism on the economy that

consumers are expressing

through their activities of savings

and spending.

Why it matters:
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U.S. retail sales fell by a greater than anticipated 0.5 percent in June. That
followed a 1.1 percent fall in May and provided further evidence that the
recovery in the U.S. is stuttering. Excluding autos, spending was down 0.1

percent in June.
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Consumer Price Index (CPI)

What it measures:

The Consumer Price Index (CPI) measures inflation by reporting on the price
changes of a cross-section of goods and services purchased by urban

households. Core CPI excludes volatile measures of food and energy to really
determine how the government policies and economic tools are working.
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Why it matters:

CPlis used by the
government to determine
whether economic policies
need to be modified. Core
CPI rose 0.2 percent in June
after increasing 0.1 percent
in May. Likely to remain low
for some time as slack in the
economy constrains pricing
power.
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Colorado Unemployment Rates

The Colorado Department
of Labor and Employment
estimates total Colorado
employment to be down
43,200 jobs (-1.9%) from
a year ago.

The statedos
rate has averaged 7.8%
during 2010, largely
matching the 7.7%
average during 2009. The
rate could stay
uncomfortably high over
the balance of the year
as thousands of formerly
discouraged workers
return to the labor force.

Source: Jeff Thredgold, Vectra Bank Insight, Summer 2010
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V ECTRARANK

COLORADO




