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the preceding 12 months (or for such shorter period that the Registrant was
required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes [X] No [_]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405
of Regulation S-K is not contained herein, and will not be contained, to the
best of Registrant's knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K. [X]

As of March 27, 2001, the aggregate value of the 10,073,168 shares of Class B
Common Stock of the Registrant issued and outstanding on such date, which
excludes 167,661 shares held by all directors and officers of the Registrant as
a group, was approximately $170.0 million. This figure is based on the closing
price of $16.88 per share of the Registrant's Class B Common Stock on March 27,
2001.

Number of shares of Class B Common Stock outstanding as of March 27, 2001:
10,240,829.

DOCUMENTS INCORPORATED BY REFERENCE

List hereunder the following documents incorporated by
reference and the Part of the Form 10-K into which the document is incorporated:

(1) Portions of the Annual Report to Stockholders for the fiscal vyear ended
December 31, 2000 are incorporated into Parts II and IV.

(2) Portions of the definitive proxy statement for the Annual Meeting of
Stockholders are incorporated into Part III.

PART T
ITEM 1: Business
General
The Company. R&G Financial Corporation ("R&G Financial") is a
Puerto Rico chartered financial holding company that operates R&G Mortgage Corp.
("R&G Mortgage"), the second largest mortgage company headquartered in Puerto
Rico, R-G Premier Bank of Puerto Rico (the "Bank"), a Puerto Rico commercial

bank, and Home and Property Insurance Corporation, which it recently acquired.
Through R&G Mortgage, R&G Financial also operates The Mortgage Store of Puerto
Rico, Inc., ("The Mortgage Store"), formerly Champion Mortgage Corporation, and
through the Bank it operates Continental Capital Corporation ("Continental"),
Huntington Station, New York, a mortgage banking company. With its acquisition
of Continental in late 1999, R&G Financial plans to expand its mortgage Dbanking

operations in the United States, concentrating initially in New York and then
into other markets to the extent that it is presented with appropriate expansion
opportunities. During late 2000, Continental opened an office in Charlotte,

North Carolina. Continental ©presently originates loans in the states of New
York, Connecticut, New Jersey, North Carolina and Florida.

R&G Financial, through its subsidiaries, 1is primarily engaged
in a wide range of real estate secured lending activities, including the
origination, servicing, purchase and sale of mortgages on single-family
residences, the securitization and sale of various mortgage-backed and related

securities and the holding and financing of mortgage loans and mortgage-backed
and related securities for sale or investment. R&G Financial also originates for
its portfolio commercial real estate loans, residential construction loans,
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commercial business loans and consumer loans. Finally, R&G Financial provides a
variety of trust and investment services to its customers.

R&G Financial has generally sought to achieve long-term
financial strength and profitability by increasing the amount and stability of
its net interest 1income and non-interest income. R&G Financial has sought to
implement this strategy by (1) establishing and emphasizing the growth of its
mortgage Dbanking activities, including the origination and sale of mortgage
loans and growing its loan servicing operation; (2) expanding its retail banking
franchise in order to achieve increased market ©presence and to increase core
deposits; (3) enhancing its net interest income by increasing its loans held for

investment, particularly single-family residential loans and investment
securities; (4) developing new business relationships through an increased
emphasis on commercial real estate and commercial Dbusiness lending; (5)
diversifying its retail products and services, including an increase in consumer
loan originations (such as credit cards); (6) meeting the banking needs of its
customers through, among other things, the offering of trust and investment
services and insurance products; and (7) controlled growth and the pursuit of a

variety of acquisition opportunities when appropriate.

R&G Financial recently promoted Ramon Prats, its Vice
Chairman, to the office of President. Mr. Prats formerly was Executive Vice
President of R&G Mortgage. Mr. Victor Galan continues to hold the positions of
R&G Financial's Chairman of the Board and Chief Executive Officer.

R&G Financial operates its business under the regulations of
the Federal Deposit Insurance Corporation ("FDIC") and the Office of the
Commissioner of Financial 1Institutions ("OCFI") of Puerto Rico. As of December
31, 2000, R&G Financial had consolidated total assets of approximately $3.5
billion, consolidated total deposits of approximately $1.7 Dbillion and
consolidated stockholders' equity of approximately $308.8 million. R&G Financial
operated 58 mortgage banking and bank branch offices at that date.

R&G Mortgage. R&G Mortgage 1is engaged primarily in the
business of originating first and second mortgage loans on single family
residential properties secured by real estate which are either insured by the

Federal Housing Administration ("FHA") or guaranteed by the Veterans
Administration ("VA"). R&G Mortgage also operates The Mortgage Store, a mortgage
banking company, as a wholly-owned subsidiary. Pursuant to agreements entered
into between R&G Mortgage and the Bank, non-conforming conventional

single-family residential 1loans and consumer loans secured by real estate are
also originated by R&G Mortgage for portfolio retention by the Bank. The Bank
retains the non-conforming conventional single-family residential loans because
these loans generally do not satisfy resale guidelines of ©purchasers in the
secondary mortgage market, ©primarily Dbecause of size or other wunderwriting
technicalities at the time of origination. Jumbo loans may be packaged into
collateralized mortgage obligations ("CMOs") and sold while loans with
underwriting technicalities may Dbe cured through payment experience and
subsequently sold.

R&G Mortgage pools FHA/VA loans into mortgage-backed
securities which are guaranteed by the Government National Mortgage Association

("GNMA"), which securities are sold to securities Dbroker dealers and other
investors. Conventional loans may either be sold directly to agencies such as
the Federal National Mortgage Association ("FNMA") and the Federal Home Loan

Mortgage Corporation ("FHLMC") or to private investors, or which may be pooled
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into FNMA- or FHLMC-backed mortgage-backed securities which are generally sold
to investors. R&G Mortgage generally retains the servicing function with respect
to the loans which have been securitized and sold. R&G Mortgage is subject to
regulation and examination by the FHA, FNMA, FHLMC, GNMA, VA, the Department of
Housing and Urban Development ("HUD") and the Office of the Commissioner of
Financial Institutions ("OCFI") of Puerto Rico.

R&G Premier Bank. The Bank's principal Dbusiness consists of
attracting deposits from the general public and tax—-advantaged funds from
eligible Puerto Rico corporations and using such deposits, together with funds
obtained from other sources, to originate (through R&G Mortgage) and purchase
loans secured primarily by residential real estate in Puerto Rico, and to
purchase mortgage-backed and other securities. To a lesser extent but with
increasing emphasis over the past few years, the Bank also originates consumer
loans, commercial Dbusiness loans and loans secured by commercial real estate.
Such loans offer higher vyields, are generally for shorter terms and facilitate
the Bank's provision of a full range of financial services to its customers. The
Bank also offers trust services through its Trust Department. The Bank's
deposits are insured by the Federal Deposit Insurance Corporation ("FDIC") and
it is regulated and examined by the FDIC as its primary federal regulatory
agency as well as by the OCFI. Continental operates as a subsidiary of the Bank.

Mortgage Banking Activities

Loan Originations, Purchases and Sales. During the years ended
December 31, 2000, 1999 and 1998, R&G Financial originated a total of $1.1
billion, $1.1 billion and $914.1 million of residential mortgage loans,
respectively. These aggregate originations include 1loans originated by R&G
Mortgage directly for the Bank of $451.4 million, $437.1 million and $450.6
million during the years ended December 31, 2000, 1999 and 1998, respectively of
such originations, or 43%, 41% and 49%, respectively, of total originations. The
loans originated by R&G Mortgage for the Bank are comprised primarily of
conventional residential loans and, to a lesser extent, consumer loans secured
by real estate.

R&G Financial 1s engaged to a significant extent in the
origination of FHA-insured and VA-guaranteed single-family residential loans
which are primarily securitized into GNMA mortgage-backed securities and sold to
institutional and/or private investors in the secondary market. During the years
ended December 31, 2000, 1999 and 1998, R&G Financial originated $307.1 million,
$288.8 million, and $255.6 million, respectively, of FHA/VA loans, which

2
represented 29.2%, 27.3% and 28.0% respectively, of total loans originated
during such respective periods.
R&G Financial also originates conventional single-family

residential loans which are either insured by private mortgage insurers or do
not exceed 80% of the appraised wvalue of the mortgaged property. During the
years ended December 31, 2000, 1999 and 1998, R&G Financial originated $699.7

million, $738.6 million and $610.4 million, respectively, of conventional
single-family residential mortgage loans. Substantially all conforming
conventional single-family residential 1loans are securitized and sold in the
secondary market, while substantially all non-conforming conventional

single-family residential loans are originated by R&G Mortgage on behalf of the
Bank and either held by the Bank in its portfolio or subsequently securitized by
R&G Mortgage and sold in the secondary market. All non-conforming conventional
loans originated by R&G Mortgage through The Money Store are held by The Money
Store in its portfolio or subsequently sold in the secondary market.



Edgar Filing: R&G FINANCIAL CORP - Form 10-K

Non-conforming loans generally consist of loans which,
primarily Dbecause of size or other underwriting technicalities which may be
cured through seasoning, do not satisfy the guidelines for resale of FNMA,
FHLMC, GNMA and other private secondary market investors at the time of
origination. Management Dbelieves that these loans are essentially of the same

credit quality as conforming loans. During the years ended December 31, 2000,
1999 and 1998, non-conforming conventional loans represented approximately 38%,
38% and 44%, respectively, of R&G Financial's total volume of mortgage loans

originated, substantially all of which were originated by R&G Mortgage on behalf
of the Bank. During the years ended December 31, 2000, 1999 and 1998, 83.8%,
86.6% and 85.5% of loans originated by R&G Mortgage on Dbehalf of the Bank
consisted of single-family residential loans during such respective periods. R&G

Mortgage originates single-family residential, construction and commercial real
estate loans on behalf of the Bank pursuant to the terms of a Master Production
Agreement between R&G Mortgage and the Bank. See "- Lending Activities of the

Bank - Origination, Purchase and Sale of Loans."

While R&G Financial makes available a wide variety of mortgage
products designed to respond to consumer needs and competitive conditions, it
currently emphasizes 15-year and 30-year conventional first mortgages and
15-year and 30-year FHA loans and VA loans. Substantially all of such loans
consist of fixed-rate mortgages. The average loan size for FHA/VA mortgage loans
and conventional mortgage loans 1is approximately $95,000 and $87,000,
respectively.

R&G Financial also offers second mortgage loans up to $125,000

with a maximum term of 15 years. The maximum loan-to—-appraised wvalue ratio on
second mortgage loans permitted by R&G Financial is generally 80% (including the
amount of any first mortgage). In addition, R&G Financial also offers real

estate secured consumer loans up to $60,000 with a maximum term of 15 years. The
maximum loan-to-appraised value ratio on real estate secured consumer loans
permitted Dby R&G Financial is generally 80%. R&G Financial will secure such
loans with either a first or second mortgage on the property.

The Company's loan origination activities in Puerto Rico are
conducted out of R&G Mortgage offices and mortgage banking centers. Residential
mortgage loan applications are attributable to walk-in customers, existing
customers and advertising and promotion, referrals from real estate brokers and
builders, loan solicitors and mortgage brokers.

Loan origination activities performed by the Company include
soliciting, completing and processing mortgage loan applications and preparing
and organizing the necessary loan documentation. Loan applications are examined
for compliance with underwriting criteria and, if all requirements are met, the
Company issues a commitment to the prospective borrower specifying the amount of

3

the loan and the loan origination fees, points and closing costs to be paid by
the borrower or seller and the date on which the commitment expires.

R&G Mortgage also purchases FHA loans and VA loans from other
mortgage Dbankers for resale to institutional investors and other investors in
the form of GNMA mortgage-backed securities. R&G Mortgage's strategy is to
increase its servicing portfolio primarily though internal originations through
its branch network and, to a lesser extent, purchases from third parties.
Purchases of loans from other mortgage Dbankers in the wholesale loan market is
generally 1limited to FHA loans and VA loans and such purchases provide R&G
Mortgage with a source of low cost production that allows R&G Mortgage to
continue to increase the size of its servicing portfolio. R&G Mortgage purchased
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$145.9 million, $307.8 million and $207.1 million of loans from third parties
during the years ended December 31, 2000, 1999 and 1998, respectively.

The following table sets forth loan originations, purchases
and sales from its mortgage Dbanking business by R&G Financial for the periods
indicated.

Year Ended

(Dollars i

Loans Originated For the Bank:
Conventional loans (1) :

Number of loans 4,929

Volume of loans $ 407,461 S|
FHA/VA loans:

Number of loans -

Volume of loans -
Consumer loans(2):

Number of loans 1,807

Volume of loans S 43,943 S
Total loans:

Number of loans 6,736

Volume of loans $ 451,404 S 4

Percent of total volume 38%

Loans Originated For Third Parties:

Conventional loans (1) :

Number of loans 3,377

Volume of loans $ 292,283 S 3
FHA/VA loans:

Number of loans 3,241

Volume of loans $ 307,128 S 2
Total loans:

Number of loans 6,618

Volume of loans $ 599,411 S 6

Percent of total volume 50%

Total loan originations $1,050,815 $1,0
Loans Purchased For R&G Mortgage:

Number of loans (3) 1,627

Volume of loans $ 145,881 S 3

Percent of total volume 12%

Total loan originations and purchases

GNMA Pools Purchased for R&G Mortgage:

$1,196,696 $1,3
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Volume of loans - $

Year Ended December 31

(Dollars in Thousands)

Loans Sold To Third Parties (4):
Conventional loans (1) :

Number of loans 3,937 6,511
Volume of loans $ 332,930 $ 470,443
FHA/VA loans:
Number of loans 4,167 4,255
Volume of loans $ 367,868 $ 373,730
Total loans:
Number of loans 8,104 9,434
Volume of loans $ 700,798 $ 844,173 (3)
Percent of total volume 59% 62%
Adjustments:
Loans originated for the Bank $(451,404) ($437,105)
Loan amortization (18,544) ( 38,863)
Increase in loans held for sale $ 25,950 S 69,695

Average Initial Loan Origination Balance:
The Bank:
Conventional loans (1) S 83 S 80
FHA/VA loans - -
Third Parties:

Conventional loans (1) S 87 S 68
FHA/VA loans 95 87
Total
Conventional loans (1) S 84 S 74
FHA/VA loans 95 87
Refinancings (5) :
The Bank 56% 72%
Third Parties 29% 49%

(1) Includes non-conforming loans.

(2) All of such loans were secured by real estate.

(3) Includes $63.0 and $123.2 million of loans purchased from another
institution, and securitized and sold to the same financial institution 2000
and during 1999, respectively.

(4) Includes loans converted into mortgage-backed securities.

(5) As a percent of the total dollar volume of mortgage loans originated by R&G
Mortgage for the Bank (excluding consumer loans) or third parties, as the
case may be. In the case of the Bank, refinancings do not necessarily
represent refinancings of loans previously held by the Bank.
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All loan originations, regardless of whether originated
through the Company or purchased from third parties, must be underwritten in
accordance with R&G Financial's underwriting criteria, including
loan-to—-appraised value ratios, borrower income qualifications, debt ratios and
credit history, investor requirements, necessary 1insurance and property
appraisal requirements. R&G Financial's underwriting standards also comply with
the relevant guidelines set forth by HUD, VA, FNMA, FHLMC, bank regulatory
authorities, private mortgage investment conduits and private mortgage insurers,
as applicable. The Company's underwriting personnel, while operating out of its
loan offices, make underwriting decisions independent of the Company's mortgage
loan origination personnel.

Typically, when a mortgage loan is originated, the borrower
pays an origination fee. These fees are generally in the range of 0% to 7% of
the principal amount of the mortgage loan, and are payable at the closing of
such loan. The Company receives these fees on mortgage loans originated through
its retail Dbranches. The Company may charge additional fees depending upon
market conditions and regulatory considerations as well as the Company's
objectives concerning mortgage loan origination volume and pricing. The Company

incurs certain costs in originating mortgage loans, including overhead,
out-of-pocket costs and, in some cases, where the mortgage loans are subject to
a purchase commitment from private investors, related commitment fees. The

volume and type of mortgage loans and of commitments made by investors vary with
competitive and economic conditions (such as the level of interest rates and the
status of the economy in general), resulting in fluctuations in revenues from
mortgage loan originations. Generally accepted accounting principles ("GAAP")
require that general operating expenses incurred in originating mortgage loans
be charged to current expense. Direct origination costs and origination income
must be deferred and amortized using the interest method, until the repayment or
sale of the related mortgage loans. Historically, the value of servicing rights
which result from R&G Financial's origination activities has exceeded the net
costs attributable to such activities.

R&G Financial customarily sells most of the loans that it
originates, except for those originated on behalf of the Bank pursuant to the
Master Production Agreement with R&G Mortgage. See "-Lending Activities of the
Bank - Origination, Purchases and Sales of Loans." The loans originated by R&G
Mortgage (including FHA loans, VA loans and conventional loans) are secured by
real property located in Puerto Rico. During the years ended December 31, 2000,
1999 and 1998, R&G Financial sold $637.8 million, $721.0 million and $493.0
million of loans, respectively, which includes loans securitized and sold but
does not include loans originated by R&G Mortgage on behalf of the Bank or loans
securitized for other institutions. With respect to such loan sales, $270.8
million or 42.5%, $271.9 million or 37.7%, and $298.1 million or 60.5% consisted
of GNMA-guaranteed mortgage-backed securities of FHA loans or VA loans packaged
into pools of $1 million or more ($2.5 million to $5 million for GNMA serial
notes) by R&G Mortgage. These securities were sold through the Bank's Trust
Department or indirectly through securities broker-dealers.

Conforming conventional loans originated or purchased by the
Company are generally sold directly to FNMA, FHLMC or private investors for cash
or are grouped into pools of $1 million or more in aggregate principal balance
and exchanged for FNMA or FHLMC-issued mortgage-backed securities, which the
Company sells to securities Dbroker-dealers. 1In connection with any such
exchanges, the Company pays guarantee fees to FNMA and FHLMC. The issuance of
mortgage-backed securities provides R&G Financial with flexibility in selling
the mortgages which it originates or purchases and also provides income by
increasing the value and marketability of the loans.
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Mortgage loans that do not conform to GNMA, FNMA or FHLMC
requirements (so-called "non-conforming loans") are generally originated on
behalf of the Bank by R&G Mortgage and either retained in the Bank's portfolio,
sold to financial institutions or other private investors or securitized into
"private label" CMOs through grantor trusts or other mortgage conduits and sold
through securities broker-dealers. Non-conforming loans consist of jumbo loans
or loans that do not satisfy all requirements of FNMA, FHLMC and GNMA at the
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time of origination of the loan (such as missing tax returns, slightly higher
loan-to-value ratios, etc.). R&G Mortgage and the Bank have made no sales of

CMOs in securitization transactions during the last three fiscal years. When
such transactions are made, either the Bank or R&G Mortgage generally retains
the residual certificates issued by the respective trusts as well as the
subordinate <certificates issued in such transactions. As of December 31, 2000,
R&G Mortgage held residual certificates issued in CMO transactions involving R&G
Mortgage and the Bank with a fair value of $3.7 million. In addition, the Bank
held CMO subordinated certificates and residual certificates from one of its
issues with a fair value of $9.3 million at December 31, 2000. See "- Investment
Activities."

While R&G Financial's exchanges of mortgage loans into agency
securities and sales of mortgage loans are generally made on a non-recourse
basis, the Company also engages in the sale or exchange of mortgage loans on a
recourse Dbasis. In the past, recourse sales often involved the sale of
non-conforming loans to FNMA, FHLMC and 1local financial institutions. R&G
Financial estimates the fair value of the retained recourse obligation at the
time mortgage loans are sold. As of December 31, 2000, R&G Financial had
reserves for possible losses related to its recourse obligations of $472,000. At
December 31, 2000, R&G Mortgage had loans in its servicing portfolio with
provisions for recourse in the principal amount of approximately $680.5 million,
as compared to $646.3 million and $507.4 million as of December 31, 1999 and

1998, respectively. Of the recourse loans existing at December 31, 2000,
approximately $398.0 million in principal amount consisted of loans sold to FNMA
and FHLMC and converted into mortgage-backed securities of such agencies, and

approximately $282.5 million in principal amount consisted of non-conforming
loans sold to other private investors.

Loan Servicing. R&G Financial acquires servicing rights
through its mortgage loan originations (including originations on behalf of the
Bank) and purchases from third parties. The Company generally retains the rights
to service mortgage loans sold, which it has originated or purchased, and
receives the related servicing fees. Loan servicing includes collecting
principal and interest and remitting the same to the holders of the mortgage
loans or mortgage-backed securities to which such mortgage loan relates, holding
escrow funds for the payment of real estate taxes and insurance premiums,
contacting delinquent borrowers, supervising foreclosures in the event of
unremedied defaults and generally administering the loans. The Company receives
annual loan servicing fees ranging from 0.25% to 0.50% of the declining
outstanding principal Dbalance of the loans serviced plus any late charges. 1In
general, the Company's servicing agreements are terminable by the investor for
cause without penalty or after payment of a termination fee ranging from 0.5% to
1.0% of the outstanding principal balance of the loans being serviced.

R&G Financial's servicing portfolio has grown significantly
over the past several vyears. At December 31, 2000, R&G Financial's servicing
portfolio totaled $6.6 billion and consisted of a total of 110,874 loans. These
amounts include R&G Mortgage's servicing portfolio totaling $6.1 billion and
Continental's servicing portfolio totaling $463.0 million at December 31, 2000.
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At December 31, 2000, R&G Financial's servicing portfolio included $1.1 billion
of loans serviced for the Bank or 16.0% of the total servicing portfolio.
Substantially all of the mortgage loans in R&G Financial's servicing portfolio
are secured by single (one-to-four) family residences. Most of R&G Financial's
mortgage servicing portfolio is comprised of mortgages secured by real estate
located in Puerto Rico.

The Bank sells to R&G Mortgage the servicing rights to all
first and second mortgage loans secured by residential properties which become
part of the Bank's loan portfolio. R&G Mortgage services all other loans held in
the Bank's loan portfolio (including single-family residential loans retained by
the Bank and certain commercial real estate loans), although R&G Mortgage does
not actually acquire such servicing rights. The Bank pays R&G Mortgage servicing
fees with respect to the loans serviced by R&G Mortgage on behalf of the Bank.
In addition, the Bank processes payments of all loans originated by R&G Mortgage
on behalf of the Bank. In connection therewith, R&G Mortgage pays the Bank a fee

equal to between $0.50 and $1.00 per loan. See "- Regulation - R&G Financial -
Limitations on Transactions with Affiliates."

R&G Financial's mortgage loan servicing portfolio is subject
to reduction by reason of normal amortization, prepayments and foreclosure of
outstanding mortgage loans. Additionally, R&G Financial may sell mortgage loan
servicing rights from time to time.

The following table sets forth certain information regarding
the total loan servicing portfolio of R&G Financial for the periods indicated.

Year Ende

2000
(Dollars
Composition of Servicing Portfolio at End of
Period:
Conventional and other mortgage loans (1) $3,447,383 $3,0
FHA/VA loans 3,186,676 3,0
Total servicing portfolio(2) $6,634,059 $6,1
Activity in the Servicing Portfolio:
Beginning servicing portfolio $6,177,511 $4, 8
Add: Loan originations and purchases 1,280,898 1,6
Servicing of portfolio loans acquired(3) 31,404 5
Less: Sale of servicing rights (4) (213, 959) (

10
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Run-offs (5) (641,795) (7
Ending servicing portfolio $6,634,059 $6,1
Number of loans serviced(6) 110,874 1
Average loan size (6) S 60 $
Average servicing fee rate (6) 0.483%

(1) Includes non-conforming loans.

(2) At the dates shown, included $1.1 billion, $1.1 billion and $754.6 million
of loans serviced for the Bank, respectively, which constituted 16.0%, 17.3%
and 15.6% of the total servicing portfolio, respectively.

(3) Includes $496.5 million related to the servicing portfolio acquired as part
of the Company's acquisition of Continental in October 1999, and a $1.1
billion servicing portfolio acquired from another Puerto Rico financial
institution in November 1998 comprised of approximately 32,400 loans.

(4) Includes loans sold, servicing released, Dby Continental totaling $172.9
million and $55.5 million in 2000 and 1999, respectively.

(5) Run-off refers to regular amortization of loans, prepayments and
foreclosures. Includes transfers in 1998 of $67.7 million of mortgage loans
to financial institutions who acquired certain banks whose loans were being
serviced by R&G Mortgage.

(6) At December 31, 2000, R&G Mortgage was servicing 12,411 loans for the Bank
with an average loan size of approximately $85,000 and at an average
servicing rate of 0.25%. Amounts include late and other miscellaneous
charges.

10

The following table sets forth certain information at December
31, 2000 regarding the number of, and aggregate principal balance of, the
mortgage loans serviced by R&G Financial for the Bank and for third parties at
various mortgage interest rates.

At December 31, 2000

Loans Serviced Loans Serviced
for the Bank for Third Parties
Number of Aggregate Number of Aggregate Number of
Loans Principal Balance Loans Principal Balance Loans

(Dollars in Thousands)

Mortgage Interest Rate

Less than 7.00% 277 $ 30,691 10,743 $ 746,085 11,020
7.00% — 7.49% 2,352 213,427 20,190 1,285,279 22,542
7.50% - 7.99% 3,247 303,345 24,432 1,498,789 27,679

11
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8.00% — 8.49% 2,275 230,669 14,749 850,621
8.50% - 8.99% 2,610 205,428 14,061 674,613
9.50% - 9.99% 620 38,174 5,145 216,909
10.00% - 10.49% 411 18,089 4,261 126,423
10.50% - 10.99% 160 6,780 1,557 52,900
11.00% or more 279 8,662 990 32,976
180 5,621 2,337 88,578

12,411 $1,060,886 98,465 $5,573,173

The amount of principal prepayments on mortgage loans serviced
by R&G Financial was $176.3 million, $162.6 million and $96.5 million for the
years ended December 31, 2000, 1999 and 1998 respectively. This represented
approximately 2.7%, 2.6% and 2.6% of the aggregate principal amount of mortgage
loans serviced during such periods. The primary means used by R&G Mortgage to
reduce the sensitivity of its servicing fee income to changes in interest and
prepayment rates is the development of a strong internal origination capability
that has allowed R&G Financial to continue to increase the size of its servicing
portfolio even in times of high prepayments.

Servicing agreements relating to the mortgage-backed
securities programs of FNMA, FHLMC and GNMA, and certain other investors,
require R&G Financial to advance funds to make scheduled payments of principal,
interest, taxes and insurance, if such payments have not been received from the
borrowers. During the years ended December 31, 2000, 1999 and 1998, the monthly
average amount of funds advanced by R&G Financial under such servicing
agreements was $5.8 million, $5.5 million and $2.3 million , respectively. Funds
advanced by R&G Financial pursuant to these arrangements are generally recovered
by R&G Financial within 30 days.

In connection with its 1loan servicing activities, R&G
Financial holds escrow funds for the payment of real estate taxes and insurance
premiums with respect to the mortgage loans it services.

At December 31, 2000, R&G Financial held $104.4 million of
such escrow funds, $91.8 million of which were deposited in the Bank and $12.6
million of which were deposited with other financial institutions. The escrow
funds deposited with the Bank lower its overall cost of funds and is a means of
compensating it for processing mortgages checks received by R&G Mortgage, while
the escrow funds deposited with other financial institutions serve as part of
R&G Financial's compensating balances which permit the Company to borrow funds
from such institutions (pursuant to certain warehouse lines of credit) at rates
that are 1lower than would otherwise apply. See "- Sources of Funds -
Borrowings."

The degree of risk associated with a mortgage loan servicing
portfolio is largely dependent on the extent to which the servicing portfolio is
non-recourse or recourse. In non-recourse servicing, the principal credit risk
to the servicer is the cost of temporary advances of funds. In recourse
servicing, the servicer agrees to share credit risk with the owner of the
mortgage loans such as FNMA or FHLMC or with an insurer or guarantor. Losses on

11

recourse servicing occur primarily when foreclosure sale proceeds of the
property underlying a defaulted mortgage are less than the then outstanding
principal Dbalance and accrued interest of such mortgage loan and the cost of
holding and disposing of such wunderlying property. At December 31, 2000, R&G

17,024
16,671
5,765
4,672
1,717
1,269
2,517
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Financial was servicing mortgage loans with an aggregate principal amount of
$680.5 million on a recourse basis. During the last three years, losses incurred
due to recourse servicing have not been significant.

R&G Financial's general strategy is to retain the servicing
rights related to the mortgage loans it originates and purchases. Nevertheless,
there is a market in Puerto Rico for servicing rights, which are generally
valued in relation to the present value of the expected income stream generated
by the servicing rights. Among the factors which influence the value of a
servicing portfolio are servicing fee rates, loan balances, loan types, loan
interest rates, the expected average life of the underlying loans (which may be
reduced through foreclosure or prepayment), the value of escrow balances,
delinquency and foreclosure experience, servicing costs, servicing termination
rights of permanent investors and any recourse provisions. Although the Company
may on occasion consider future sales of a portion of its servicing portfolio,
management does not anticipate sales of servicing rights to become a significant
part of its operations.

The market wvalue of, and earnings from, R&G Financial's
mortgage loan servicing portfolio may be adversely affected if mortgage interest
rates decline and mortgage loan prepayments increase. In a period of declining
interest rates and accelerated prepayments, income generated from the Company's
mortgage loan servicing portfolio may also decline. Conversely, as mortgage
interest rates increase, the market wvalue of the Company's mortgage loan
servicing portfolio may be positively affected. See Note 1 to R&G Financial's
Notes to Consolidated Financial Statements for a discussion of SFAS No. 125 and
the treatment of servicing rights, incorporated by reference into Item 8 hereof.
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Mortgage Loan Delinquencies and Foreclosures. The following
table shows the delinquency statistics for R&G Mortgage's servicing portfolio at
the dates indicated.

Year Ended December 31,

Percent of
Servicing
Portfolio

2000
Percent of
Number of Servicing Number of
Loans Portfolio Loans
Loans delinquent for:
30-59 days 5,336 4.81% 5,334
60-89 days 1,547 1.40 1,559
90 days or more 2,300 2.07 2,109
Total delinquencies (1) 9,183 8.28% 9,002
Foreclosures pending(2) 1,845 1.66% 1,262

13
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(1) Includes at December 31, 2000, an aggregate of $122.2 million of delinquent
loans serviced by R&G Mortgage for the Bank, or 1.84% of the total servicing
portfolio and $11.2 million of delinquent loans held in R&G Mortgage's own
portfolio.

(2) At December 31, 2000, the Bank had foreclosures pending on $38.2 million of
loans Dbeing serviced by R&G Mortgage, which constituted 0.58% of the
servicing portfolio. R&G Mortgage had foreclosures pending on $12.0 million
of loans it is servicing for its own portfolio at December 31, 2000.

While delinquency rates in Puerto Rico are generally higher

than in the mainland United States, these rates are not necessarily indicative
of future foreclosure rates or losses on foreclosures. Real estate owned as a
result of foreclosures ("REO") related to R&G Mortgage's mortgage Dbanking

business arise primarily through foreclosure on mortgage loans repurchased from
investors either because of breach of representations or warranties or pursuant
to recourse arrangements. As of December 31, 2000, 1999 and 1998, R&G Mortgage
held REO with a book value of approximately $1.3 million, $128,000 and $128,000,
respectively. Sales of REO resulted 1n gains to R&G Mortgage of $168,000,
$209,000 and $26,000 for the years ended December 31, 2000, 1999 and 1998,
respectively. There is no liquid secondary market for the sale of R&G Mortgage's
REO.

With respect to mortgage loans securitized through GNMA
programs, the Company is fully insured as to principal by the FHA and VA against
foreclosure loans. As a result of these programs, foreclosure on these loans had
generated no loss of principal as of December 31, 2000. R&G Mortgage, however,
incurs about $3,000 per loan foreclosed in interest and legal charges during the
time between payment by R&G Mortgage and FHA or VA reimbursement. For the years
ended December 31, 2000, 1999 and 1998, total expenses related to FHA or VA
loans foreclosed amounted to $235,000, $35,000 and $286,000, respectively.
Although FNMA and FHLMC are obligated to reimburse the Company for principal and
interest payments advanced by the Company as a servicer (except for recourse
servicing), the funding of delinquent payments or the exercise of foreclosure
rights involves costs to the Company which may not be recouped. Such nonrecouped
expenses have to date been immaterial.

Any significant adverse economic developments in Puerto Rico
could result in an increase in defaults or delingquencies on mortgage loans that
are serviced by R&G Mortgage or held Dby R&G Mortgage pending sale in the
secondary mortgage market, thereby reducing the resale value of such mortgage
loans.
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Lending Activities from Banking Operations

General. At December 31, 2000, R&G Financial's loans
receivable, net totaled $1.6 billion, which represented 46.1% of R&G Financial's
$3.5 billion of total assets. At December 31, 2000, all but $1.2 million of R&G
Financial's loans receivable, net were held by the Bank. The principal category
of loans in R&G Financial's portfolio are conventional 1loans which are secured
by first liens on single-family residences. Conventional residential real estate
loans are loans which are neither insured by the FHA nor partially guaranteed by
the VA. At December 31, 2000, all but $1.3 million of R&G Financial's first
mortgage single-family residential loans consisted of conventional loans. The
other principal categories of loans in R&G Financial's 1loans receivable, net
portfolio are second mortgage residential real estate loans, construction loans,

14
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commercial real estate loans, commercia

Loan Portfolio Compos
composition of R&G Financial's loan
indicated.

held in the Bank's loan portfolio.

Residential real estate - first
mortgage

Residential real estate - second
mortgage

Retail construction

Commercial construction and land
acquisition

Commercial real estate

Commercial business

Consumer loans:
Loans secured by deposits
Real estate secured consumer loans
Unsecured consumer loans

Total loans receivable

Less:
Allowance for loan losses
Loans in process
Deferred loan fees
Unearned interest

Loans receivable, net (2)

Residential real estate - first
mortgage (1)

Residential real estate - second
mortgage (1)

Retail construction

Except as noted in the footnotes to the table,

1 business loans and consumer loans.
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ition. The following table sets forth the
portfolio Dby type of loan at the dates
all of the loans are

December 31,

(Dollars in Thousan

99,843

13,029
38,950

78,133
04,155
54,231
20,539

76,944
37,653

, 876

, 757

67.75

.80
.40

.81

.57
.34

$ 1,005,371 56.87% $ 1,0
27,419 1.55
47,698 2.70
184,906 10.46
270,459 15.30 2
59,120 3.34
26,926 1.52
100,357 5.68
45,563 2.58
1,767,819 100.00% 1,6
(11,600)
(125,429) (
909
(423)
(136,543) (
$ 1,631,276 $ 1,5
December 31,
1997
Amount Percent Amo
$ 476,729 61.25% $ 370
17,831 2.29 15
13,367 1.72 5

, 351
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Commercial construction and land

acquisition 5,785 0.74 5,700 0.9
Commercial real estate 81,722 10.50 69,514 11.3
Commercial business 39,128 5.03 31,063 5.0
Consumer loans:

Loans secured by deposits 12,472 1.60 9,409 1.5

Real estate secured consumer loans 81,252 10.44 42,893 7.0

Unsecured consumer loans 50,103 6.43 59,864 9.8

Total loans receivable 778,389 100.00% 610,427 100.0
Less:

Allowance for loan losses (6,772) (3,332)

Loans in process (6,218) (2,430)

Deferred loan fees 172 41

Unearned interest (512) ( 955)

(13,330) (6,676)

Loans receivable, net (2) $ 765,059 $ 603,751

(1) Includes $33.9 million and $49.7 million of residential real estate - first
mortgage loans which are held by R&G Mortgage at December 31, 1997 and 1996,
respectively.

(2) Does not include mortgage loans held for sale of $95.7 million, $77.3
million, $117.1 million, $46.9 million and $54.5 million at December 31,
2000, 1999, 1998, 1997 and 1996, respectively.
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Contractual Principal Repayments and Interest Rates. The
following table sets forth certain information at December 31, 2000 regarding
the dollar amount of loans maturing in R&G Financial's total loan portfolio
based on the contractual terms to maturity. Loans having no stated schedule of
repayments and no stated maturity are reported as due in one year or less.

Due 1-5 Due 5 or more

years after years after

Due 1 year December 31, December 31,
or less 2000 2000 Tot

(In Thousands)

Residential real estate $ 122 $ 3,078 $1,029,590 $1,0
Retail construction 47,698 - -
Commercial real estate(2) 100,187 235,946 119,232 4
Commercial business 33,130 24,378 1,612
Consumer:
Loans on savings 15,245 11,174 507
Real estate secured consumer loans 1,004 6,609 92,744 1
Unsecured consumer loans 20,765 17,366 7,432
Total (3) $ 218,151 $ 298,551 $1,251,117 $1,7
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(1) Amounts have not been reduced for the allowance for loan losses, loans in
process, deferred loan fees or unearned interest.

(2) Includes $184.9 million of commercial construction and land acquisition
loans.

(3) Does not include mortgage loans held for sale.
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The following table sets forth the dollar amount of total
loans due after one year from December 31, 2000, as shown in the preceding
table, which have fixed interest rates or which have floating or adjustable
interest rates.

Floating or
Fixed rate adjustable-rate Total

Residential real estate.......uiiineeinnnnnn $1,032,790 S - $1,032,790
Retail Construction.........uiiiii it nnnnnns 47,698 —— 47,698
Commercial real estate (1) .. vttt eeeeennnn 113,343 342,022 455,365
Commercial DUSINESS. vt ittt ittt ittt eeeneeanns 34,605 24,515 59,120
Consumer:

Loans ON SAVINGS . e vttt enneeeeeeeonnneeennn 26,926 —— 26,926

Real estate secured consumer loansS......... 100,357 —— 100,357

Unsecured CONSUMETY l1OANS ... eenneennenneenn 45,563 —— 45,563
o o $1,401,282 $366,537 $1,767,819

(1) Includes $184.9 million of commercial construction and land acquisition
loans.

Scheduled contractual amortization of loans does not reflect
the expected term of R&G Financial's loan portfolio. The average life of loans
is substantially 1less than their contractual terms because of prepayments and,
with respect to conventional loans originated for the Bank after February 1994,
due-on-sales clauses, which give R&G Financial the right to declare a
conventional loan immediately due and payable in the event, among other things,
that the borrower sells the real property subject to the mortgage and the loan
is not repaid. The average life of mortgage loans tends to increase when current
mortgage loan rates are higher than rates on existing mortgage loans and,
conversely, decrease when rates on existing mortgage loans are lower than
current mortgage loan rates (due to refinancing of adjustable-rate and
fixed-rate loans at lower rates). Under the latter circumstance, the weighted
average vyield on loans decreases as higher-yielding loans are repaid or
refinanced at lower rates.

17
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Origination, Purchase and Sales of Loans. The following table
sets forth loan originations, purchases and sales from banking operations for
the periods indicated.

Loan originations:
Loans originated by R&G Mortgage:
Residential MOt gage S . v v v vt ittt ettt e eeeee e et aeeeeeeeeeaneeeeenns
CommerCial MO GagE S . v v i ittt ettt e et e e et eaeeeeeeseeaseeeeesenneenns
Residential CONSTIrUCLION. v it ittt ittt it e ittt et e et ettt eaaeeeeenns
CONSUMET 10N St o v v v et vt e e e e e et et aaeeeeeseeaeeeeeeseeaeeeeeesenneenens
Total loans originated by R&G MOrtgage. .. .o v v ettt eneeeneeeenns
Other loans originated:
Commercial real estate. .. ittt ittt et ettt eaeeeeeeeeaaaens
Commercial bUSINESS. . ittt ittt ettt et ettt et e eaeeeeeeeeeaaenns
Construction and development ... ..ttt intn ettt eeeneeeeeeenneenns
Consumer loans:
Loans ON dePOSIt i vt ittt ittt it e e et e e e et et et e e
Real estate secured CONSUMEY L1OANS . .ttt v it eeeeeeennneeeeeeeaneeeeenns
Unsecured CONSUMEY LOANS .t v v v ot v e e oo e eeennnneeeseeanneeeeeeeeaneeeeenas
Total other loans originated....... ..t iin it eeneeeeeeeenns
LoansS PULChASEd . t ittt it it e e ettt e e et e ettt ae ettt e
Total loans originated and purchased.........ii ittt eeeennn
7= 8 o ¥= =T 21 '
Loan principal redUChionS. . ...ttt ittt ittt eeaeeeeeeeenneenns
Net increase before other items, net..... ...ttt tnennenns
Loans securitized and transferred to mortgage-backed securities......

Net increase in loan pPortfolio. ...ttt ittt ittt et eeeeeeeeennn

R&G Financial, through the Bank, originates for Dboth
investment and sale mortgage loans secured by residential real estate (secured
by both first and second mortgage 1liens) as well as construction loans (for
residential real estate), commercial real estate loans, commercial business
loans and consumer loans.

R&G Mortgage assists the Bank in meeting its loan production
targets and goals by, among other things, (1) advertising, promoting and
marketing to the general public; (ii) interviewing prospective Dborrowers and
conducting the initial processing of the requisite loan applications, consistent
with the Bank's underwriting guidelines; and (iii) providing personnel and
facilities with respect to the execution of loan agreements approved by the
Bank. R&G Mortgage performs the foregoing loan origination services on behalf of
the Bank with respect to residential mortgage loans, some commercial real estate

$

(
(

(

378,398
29,063
43,943

451,404

150,329
48,060
127,473

45,474
32,517
403,853
128, 824
984,081
105, 653
329,591
548,837
410,453
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loans and construction loans. R&G Mortgage receives from the Bank 75% of the
applicable loan origination fee with respect to loans originated by R&G Mortgage
on behalf of the Bank. During the years ended December 31, 2000, 1999 and 1998,
R&G Mortgage received $8.1 million, $7.5 million and $7.5 million, respectively,
of loan origination fees with respect to loans originated by R&G Mortgage on
behalf of the Bank. These fees are eliminated in consolidation in R&G
Financial's Consolidated Financial Statements. See "- Regulation - R&G Financial
- Limitations on Transactions with Affiliates."

The Bank originates commercial real estate, commercial
business and consumer loans. Applications for commercial real estate, commercial
business and unsecured consumer loans are taken at all of the Bank's branch

18

offices and may be approved by various lending officers of the Bank within
designated 1limits, which are established and modified from time to time to
reflect an 1individual's expertise and experience. All loans in excess of an
individual's designated 1limits are referred to an officer with the requisite
authority. In addition, the Management Credit Committee is authorized to approve
all loans not exceeding $5.0 million, and the Executive Committee of the Board
of Directors is authorized +to approve all loans exceeding $5.0 million. All
loans originated or purchased by the Bank must be approved by one of the three
committees set forth above. Management of the Bank believes that its relatively
centralized approach to approving loan applications ensures strict adherence to
the Bank's underwriting guidelines while still allowing the Bank to approve loan
applications on a timely basis.

The Bank also purchases conventional loans secured by first

liens on single-family residential real estate from unrelated financial
institutions. Such loan purchases are underwritten by the Bank pursuant to the
same guidelines as direct loan originations. Loans purchased by the Bank are

from time to time securitized by R&G Mortgage and sold by the Bank. During the
years ended December 31, 2000, 1999 and 1998, the Bank purchased $128.8 million,
$279.5 million and $175.7 million of loans, respectively.

During the years ended December 31, 2000, 1999 and 1998, loans
sold from banking operations were $105.7 million, $133.7 million and $282.0
million. These loans, which were primarily nonconforming loans at the time of
origination, were generally sold in packages 1n ©privately negotiated
transactions with FNMA and FHLMC.

The Bank sells to R&G Mortgage the servicing rights to all
first and second mortgage loans secured by residential properties which are or
will become part of the Bank's loan portfolio once the Bank has a commitment to
sell the 1loans. R&G Mortgage services all other loans held in the Bank's
portfolio (including single-family residential loans retained Dby the Bank,
commercial real estate, commercial Dbusiness and consumer loans (although R&G
Mortgage does not actually acquire such servicing rights)). 1In addition, the
Bank ©processes payments on all loans serviced by R&G Mortgage on behalf of the
Bank. Finally, R&G Mortgage renders securitization services with respect to the
pooling of some of the Bank's mortgage loans into mortgage-backed securities.
See "- Mortgage Banking Activities."

Single-Family Residential Real Estate Loans. The Bank has
historically concentrated its lending activities on the origination of loans
secured by first mortgage 1liens on existing single-family residences. At
December 31, 2000, $1.0 billion or 57.9% of R&G Financial's total loans held for
investment consisted of such loans, of which all but $1.3 million consisted of
conventional loans. The Bank's first mortgage single-family residential loans
consist exclusively of fixed-rate loans with terms of between 15 and 30 years.
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As evidenced by this statistic, the Puerto Rico residential mortgage market has
not been receptive to long-term adjustable rate mortgage loans.

The Bank's first mortgage single-family residential loans
typically do not exceed 80% of the appraised value of the security property.
Pursuant to underwriting guidelines adopted by the Board of Directors, the Bank
can lend up to 95% of the appraised value of the property securing a first
mortgage single-family residential loan provided the Bank obtains private
mortgage insurance with respect to the top 25% of the loan.

The Bank also originates loans secured by second mortgages on
single-family residential properties. At December 31, 2000, $27.4 million or
1.6% of R&G Financial's total loans held for investment consisted of second
mortgage loans on single-family residential ©properties. The Bank offers such
second mortgage loans in amounts up to $125,000 for a term not to exceed 15
years. The loan-to-value ratio of second mortgage loans generally is limited to
75% of the property's appraised value (including the first mortgage) .

19

Construction Loans. The Bank has been active in originating
loans to construct single-family residences. These construction lending
activities generally are conducted throughout Puerto Rico, although loans are
concentrated in areas contiguous to Bank branches. At December 31, 2000, retail
construction ("spot") loans amounted to $47.7 million or 2.7% of R&G Financial's
total loans held for investment, while commercial construction and land
acquisition loans amounted to $184.9 million or 10.5% of total loans held for
investment.

The Bank offers "spot" loans to individual borrowers for the
purpose of constructing single-family residences. Substantially all of the
Bank's construction lending to individuals is originated on a
construction/permanent mortgage loan basis. Construction/permanent loans are
made to individuals who hold a contract with a general contractor acceptable to
the Bank to construct their personal residence. The construction phase of the
loan provides for monthly payments on an interest only basis at a designated
fixed rate for the term of the construction period, which generally does not
exceed nine months. Thereafter, the permanent loan is made at then market rates,
provided that such rate shall not be more than 2% greater than the interim
construction rate. R&G Mortgage's construction loan department approves the
proposed contractors and administers the loan during the construction phase. The
Bank's construction/permanent loan program has been successful due to its
ability to offer borrowers a single closing and, consequently, reduced costs. At
December 31, 2000, the Bank's construction loan portfolio included 432
construction/permanent loans with an aggregate ©principal balance of $47.7
million.

The Bank also originates construction loans to developers to
develop single family residential properties. The Bank has organized a
Construction Loan Department to work primarily with real estate developers. At
December 31, 2000, the Bank had 13 residential construction loans outstanding to
develop single-family residences with an aggregate principal balance of $36.0
million; commitments for future funding approximate $97.4 million. In addition,
the Bank had 5 loans to develop commercial properties with an aggregate
principal Dbalance of $6.8 million; commitments for future fnding approximates
$9.8 million. All loans are performing in accordance with their terms at
December 31, 2000.

In addition to the foregoing, at December 31, 2000, the Bank
had 31 land acquisition loans with outstanding balances ranging from $29,000 to
$4.4 million, and an aggregate balance of $24.9 million, the majority of which
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were made in connection with projects to construct single-family residences. The
Bank and another financial institution, which makes the interim construction
loans, have entered into an agreement pursuant to which the Bank is to be paid a
percentage of the proceeds from each home as it is released wupon construction
and sale. The Bank expects to make the permanent construction loan on some of
these projects. The Bank has also made a working capital/pre-development loan
with an outstanding principal balance of $10.0 million at December 31, 2000,
which is secured by land.

The Bank intends to continue to increase its involvement in
single-family residential construction lending. Such loans afford the Bank the
opportunity to increase the interest rate sensitivity of its loan portfolio.
Construction 1lending is generally considered to involve a higher level of risk
as compared to permanent single-family residential lending, due to the
concentration of principal in a limited number of loans and borrowers and the
effects of general economic conditions on real estate developers and managers.
Moreover, a construction loan can involve additional risks Dbecause of the
inherent difficulty in estimating both a property's value at completion of the
project and the estimated costs (including interest) of the project. The nature
of these loans is such that they are generally more difficult to evaluate and
monitor. The Bank has taken steps to minimize the foregoing risks by, among
other things, 1limiting 1its construction 1lending primarily to residential
properties. 1In addition, the Bank has adopted wunderwriting guidelines which
impose stringent loan-to-value (80% with respect to single-family residential
real estate), debt service and other requirements for loans which are believed
to involve higher elements of credit risk and by working with builders with whom
it has established relationships or knowledge thereof. At December 31, 2000,
$487,000 of the Bank's retail construction loans were classified as
non-performing. As of such date, no commercial construction or land acquisition
loans were non-performing.

20
Commercial Real Estate Loans. The Bank also originates
mortgage loans secured by commercial real estate. At December 31, 2000, $270.5

million or 15.3% of R&G Financial's total loans held for investment consisted of
such loans. As of such date, the Bank's commercial real estate loan portfolio
consisted of approximately 1,084 loans with an average principal balance of
$250,000. At December 31, 2000, $11.9 million of the Bank's commercial real
estate loans were classified as nonperforming.

Commercial real estate loans originated by the Bank are
primarily secured by office buildings, retail stores, warehouses and general
purpose 1industrial space. Although terms vary, commercial real estate loans
generally are amortized over a period of 7-15 years and have maturity dates of
five to seven years. The Bank will originate these loans with interest rates
which adjust monthly in accordance with a designated prime rate plus a margin,
which generally is negotiated at the time of origination. Such loans will have a
floor but no ceiling on the amount by which the rate of interest may adjust over
the loan term. Loan-to-value ratios on the Bank's commercial real estate loans
are currently limited to 80% or lower. As part of the criteria for underwriting
commercial real estate loans, the Bank generally requires a debt coverage ratio
(the ratio of net cash from operations before payment of debt service to debt
service) of 1.20 or more. It is also the Bank's general policy to seek
additional ©protection to mitigate any weaknesses identified in the underwriting
process. Additional coverage may be provided through mortgage insurance,
secondary collateral and/or personal guarantees from the principals of the
borrower.

Commercial real estate lending entails different and
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significant risks when compared to single-family residential 1lending because
such loans typically involve large loan balances to single borrowers and because
the payment experience on such loans is typically dependent on the successful
operation of the project or the borrower's Dbusiness. These risks can also be
significantly affected by supply and demand conditions in the local market for
apartments, offices, warehouses or other commercial space. The Bank attempts to
minimize its risk exposure by limiting the extent of its commercial lending
generally. In addition, the Bank imposes stringent loan-to-value ratios,
requires conservative debt coverage ratios, and continually monitors the
operation and physical condition of the collateral. Although the Bank has begun
to increase its emphasis on commercial real estate lending, management does not
currently anticipate that its portfolio of commercial real estate loans will
grow significantly as a percentage of the total loan portfolio.

Commercial Business Loans. The Bank offers commercial business

loans, including working capital 1lines of credit, inventory and accounts
receivable loans, equipment financing (including equipment leases), term loans,
insurance premiums loans and loans guarantee