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INSTITUTION'SCRA RATING

Thisingtitution israted “ Satisfactory.”

Llano Nationa Bank’s (LNB) lending performance is good given its Sze, financia condition, and the
known credit needsin its assessment area (AA).

The bank’ s loan-to-depost (L TD) ratio exceeds the lending performance of other smilarly sized and
Stuated peer competitors, and has averaged 45% for thisevauation period. Peer banksaveraged 37%
for this period.

A subgtantid mgority of LNB’sloans are withinits AA.

Given the demographic characteristics of the bank’s AA, LNB has exceeded the standard for
satisfactory distribution of loans to individuds of varying incomes and businesses of different Szes.

The geographic distribution of the bank’ sloanswithinthe AA comparesfavorably tolow- to moderate-
income (LMI) area demographics.

There have been no complaints with respect to LNB’s CRA performance.

DESCRIPTION OF INSTITUTION

LNB isheadquarteredinthecity of LIano, Llano County, Texas, which isapproximately 70 miles northwest
of Augtin. On March 30, 1998, the bank opened its second branch located inside of the Super S grocery
gore on the north Side of thecity of the Llano. The branch isknown asthe® Super SBranch.” Thisbranch
does not have facilities to make loans. On September 16, 2002, LNB opened a loan production office
(LPO) in the city of Burnet, which islocated 30 miles east of the city of Llano. LNB has one automated
teller machine (ATM ) that islocated in LlIano. The bank aso hastwo drive-through facilitieslocated behind
the main bank in Llano and its full service branch near Lake Buchanan. LNB is 100% owned by
independent shareholders, amgority of which residesin Llano County.

Theinditution’ sprincipa focusisto promote economic development initsAA through itslending programs.

LNB’s primary lending products include resdentid, consumer, commercid, and agriculturd loans. The
bank has no minimum loan limits. Tota loans as of June 30, 2002, amounted to 25.5 million, which
comprise42% of totd assets. Thefollowing tablereflectsadetailed breskdown of LNB'’ sloan portfolio as
of June 30, 2002.



Dollar Amount
Loan Type (000's) % of Total Loans
Real Estate (RE) Construction 1,762 6.9
RE Farmland 413 16
RE Residential (1-4) 4,869 19.1
RE Multifamily Residential 0 0
RE Nonfarm Nonresidential 6,469 253
Agricultural Production 4173 16.3
Commercia and Industrial 3,188 125
Consumer 4,433 174
States and Political Subdivisions 0 0
Other 225 o*
Total 25,532 100

Bank lobby and drive-through services are provided Monday through Friday at the main bank and at the
Lake Buchanan branch, while only drive-through servicesare provided on Saturday. The Super Sbranch
lobby and walk-up services are open on Saturday aswell. LNB faces strong competition from other banks
inthe AA aswdl asthose located outside the AA. Based on itsfinancia condition, the local economy,
product offerings, competition, and prior performance, LNB hasthe ability to meet the various credit needs
in itscommunity. At our last CRA examination held on

June 15, 1998, LNB'’s CRA rating was “ Satisfactory.” No lega impediments or other factors hinder the
bank’ s ability to provide credit inits AA.

DESCRIPTION OF LLANO COUNTY

LNB hasdesignated LIano County asits assessment area. Thisareaincludesthecity of Llano and smdler
communities such as Kingdand, Lake Buchanan, Sunrise Beach, Horseshoe Bay, Valey Springs, and
Village City. Specific demographic and economic datafor this areaiis liged in the table on the following

page.



DEMOGRAPHIC AND ECONOMIC CHARACTERISTICS OF AA

Population

Number of Families 3,732

Number of Households 5,295
Geographies

Number of Census Tracts/Block Numbering Area (BNA) 6

% L ow-Income Census TractsBNA 0.0

% M oderate-Income Census TractsBNA 16.7

% Middle-Income Census Tracts/BNA 50.0

% Upper-Income Census Tracts/BNA 33.3
Median Family Income (MFI)

1990 MFI for AA 23,635

2001 HUD-Adjusted MFI 35,800

2002 HUD-Adjusted MFI 36,100
Economic Indicators

Unemployment Rate 174

2001 Median Housing Value 82,699

% of Households Below Poverty Level 2.85

This area meets the requirements of the regulation and does not arbitrarily exclude LMI geographies. A
further description of the AA is presented below.

Based on 1990 Census data, the AA hasacombined population of 11,631. Thereare 9,773 housing units
inthe AA, of which 43% are owner-occupied, 11% renter-occupied and 46% are vacant. Approximately
23% of thefamiliesinthe AA are consdered low-income. M oderate-incomefamiliesgpproximeate 18%o of
the population, while middle- and upper-incomefamiliescomprisethe remaining 59%. Theloca economy
iscons dered good with an unemployment rate of 1.74%. Thelargest Sngleindustry isagricultura-related,
yet commercia business has begun to prosper over the past few years. Mg or employersin the assessment
areaincludethe City of LIano, LIano County, LIano School Didtrict, LIano Memoria Hospital, and Buttery
Hardware.

In order to gather more current information on the nature of the community and potentid lending
opportunitiesin the AA, we contacted one community leader during this examination. The contact isthe
Mayor of the City of Llano. He stressed the need for affordable housing and rental properties for LMI

familieswithinthe AA. The contact stated that economic conditionswere stable and that LNB isactivein
the community and responsive to the credit needs in the county it serves.

CONCLUSIONSABOUT PERFORMANCE CRITERIA

Management has been successful in meeting the credit needs of itsAA, including LMI individuds, with loan
digtributions comparing very favorably to AA demographics.



L oan-to-Deposit Ratio

The bank’sLTD ratio exceeds the lending performance of other smilarly sized and Situated competitors.
TheLTD ratiofor these competitorsaveraged 37%. LNB’sLTD ratio as June 30, 2002 was 47% and has
averaged 45% for this evauation period. LNB continuesto provide anecessary serviceto resdentsof its
AA by not implementing loan limits for borrowers. The following table is comprised of smilarly situated
indtitutions within LNB’ s market area and comparable competitors.

Assets Average
as of LTD Ratio
Institution 09/30/02 % (**)
Arrowhead Bank 100,000 34.0
Highland Lakes Bank 76,000 4511
Pioneer NB 70,000 33.17
Llano NB 61,000 45.37

**Theaverage LTD ratio for thefour banksisfor the period from January 1998 through June 2002.

Lending in Assessment Area

A subgtantid mgority of the bank’ s loans were made within its AA. In order to assess performance for
these criteria, we reviewed a sample of 30 commercid, 22 consumer, and 20 residentia |oans originated
snceour last evaluation. Our anayssdetermined that 92% of the number and 94% of thedollar amount of
the loans sampled were made within the AA. Internd reports provided by management for al loans
originated in 2001 indicated 91% of the number and 94% of the dollar amount loanswere made within the
AA. Our andyss dso vdidates management’ s procedures in evauating the bank’ s lending performance
withinits AA. Thefollowing table provides a detailed breskdown of our findings.

TOTAL LOANS REVIEWED
IN ASSESSMENT AREA OUT OF ASSESSMENT AREA
LOAN TYPE # % $ (000s) % # % $ (000s) %
Consumer 20 91 98 91 2 9 10 9
Real Estate 22 100 708 100 0 0 0 0
Commercial 26 87 601 88 4 13 82 12
Total Reviewed 66 92 1,407 94 6 8 92 6




Lending to Borrower s of Different Incomes and to Businesses of Different Sizes

Lending to LMI familiesin the AA is excdlent and significantly exceeds demographic characteristics. A
sample of consumer and real estate loans was reviewed to assess the distribution of loansto borrowers of
different income levels in the AA. The table below reflects the distribution of 20 consumer and 20
resdentia loansfrom our sample. LNB continuesto provide anecessary serviceto resdentsof itsAA by
not implementing minimum loan limits for borrowers.

RESIDENTIAL REAL ESTATE
Borrower Income Level LOW MODERATE MIDDLE UPPER
% of AA Families 22.9 18.3 19.3 39.6
% of % of % of % of % of % of % of % of
Number [ Amount | Number | Amount | Number | Amount | Number | Amount
Total 20 15 25 20 15 18 40 47
CONSUMER
Borrower Income Level LOW MODERATE MIDDLE UPPER
% of AA Households 26.1 16.5 18.9 38.6
% of % of % of % of % of % of % of % of
Number Amount Number Amount Number Amount Number Amount
Total 35 30 20 31 10 10 35 29

LNB originates asubstantia number of commercid and agriculturd |oans, the vast mgority of which have
been made to “smal businesses with revenues less than $1 million.” Management continues to focus on
providing loansthat will enhancetheloca economy. Thefollowing chart reflects our andyssof asample of
20 commercid loans made since the last CRA Performance Evauation (PE).

BORROWER DISTRIBUTION OF SMALL LOANS TO BUSINESSES
Business Revenues £$1,000,000 >$1,000,000
% of AA Businesses 96 4
% of Bank Loans in AA # 95 5
% of Bank Loans in AA $ 94 6




Geographic Digtribution of Loans

The geographic distribution of the bank’ sloanswithinthe AA is excellent and exceeds area demographics.
Our andysis included 20 resdential, 20 consumer, and 26 commercid loans originated since the last
evauation. The tables on this page reflect the results of our geographic distribution test for residentid,
consumer, and commercia loans.

RESIDENTIAL REAL ESTATE
Census Tract Income Level LOW MODERATE MIDDLE UPPER
%of AA Owner Occupied4 0.0 18 58 24
% of % of % of % of % of % of % of % of
Number [ Amount | Number | Amount [ Number | Amount | Number [ Amount
Totals 0.0 0.0 35 32 65 68 0.0 0.0
CONSUMER
Census Tract Income Level LOW MODERATE MIDDLE UPPER
%of AA Households 16 62 22
% of % of % of % of % of % of % of % of
Number [ Amount | Number | Amount | Number| Amount | Number [ Amount
Totals 0.0 0.0 20 27 75 72 5 1

BUSINESS LOANS
Census Tract Income Level LOW MODERATE MIDDLE UPPER
% of AA Businesses 0.0 8.5 74.8 16.7
% of % of % of % of % of % of % of % of
Number | Amount [ Number | Amount | Number [ Amount | Number Amount
Totals 0.0 0.0 8 3 88 96 4 1

Responsesto Complaints

LNB has received no complaints relating to its CRA performance.

Fair Lending Review

An analyss of nonbusiness-related loans, public file comments, and consumer complaint information was
performed in conjunction with the prior eva uation, in accordance with the OCC' s risk-basaed fair lending
examination Sandards. Those examinationsreveded no basisfor the OCC to conduct acomprehengvefair



lending examination in connection with this CRA evauation.



