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INSTITUTION'SCRA RATING
Thisingtitution israted Satisfactory.

Major factors supporting thisrating are:

Community National Bank’ s record of lending within its assessment aressis excdlent. The bank
originated amgority of itsloans to borrowers insde its assessment aress.

The bank’ s loanto-deposit (LTD) ratio is good.

Loan digribution reflects a good penetration among individuds of different income leves, induding
low- and moderate-income, and a satisfactory penetration among business of different sizes.

The geographic distribution of residentid red estate loansis excdlent and for commercid and
consumer loans, digtribution is adequate.

DESCRIPTION OF INSTITUTION

Community National Bank (CNB) is a $397 million bank headquartered in Chanute, Kansas. CNB is
owned by Community Bancshares of Chanute, Inc. (CBC), a one-bank holding company.

Snceitslast CRA evduation in 1999, the bank’s asset Size increased from $94 million to $397 million.
In December 1999, CBC merged with Edna Bancshares, a $65 million holding company of the Firgt
State Bank of Edna. During 2001, CNB opened three new branch offices in Parsons, Pittsburg, and
Burns, acquired the branch offices and some of the deposits of Commercid Federd, F.S.B. in Fredonia
and lola; and merged the three offices of the First State Bank of Ednalocated in Edna, Cherryvae, and
Neodeshainto CNB. This activity resulted in an increase of $100 million in assets. In 2002, CNB
opened two new branch officesin Caney and Coffeyville and acquired a branch office and deposits of
Intrust Bank, NA in Eurekaresulting in an increase of $24 million in assets. CNB operates 20 fulll
service branches and 24 ATMsin sixteen markets in the state of Kansas. The main officeislocated in
Chanute.

CNB’s primary businessfocusisresdentid red estate and commercid lending. Asof

December 31, 2002 the bank reported net 1oans of $309 million or 78 percent of total assets. Theloan
portfolio is comprised of 36 percent resdentia red estate, 33 percent commercid and industrid, 16
percent agriculture, 13 percent consumer, and 2 percent other loans.

Thereare no legd or financid limitations that impede the bank’ s ability to meet the credit needs of its
communities. CNB wasrated “ Satisfactory” in the last Performance Evaluation dated January 4, 1999.

DESCRIPTION OF ASSESSMENT AREAS



CNB has two assessment areas (AAS), both of which meet the requirements of the regulation and do
not arbitrarily exclude any low- or moderate-income aress.

AA#1: Allen, Crawford, Greenwood, Labette, Montgomery, Neosho, Wilson, and Woodson
Counties (Non-Metropolitan Satistical Area Counties Combined)

AA #1 iscomprised of eight contiguous counties in southeast Kansas. The AA is anon-Metropolitan
Statigtical Area(non-MSA). The AA contains 52 Block Numbering Areas (BNAS) of which 12 (23
percent) are moderate-, 36 (69 percent) are middle-, and three (6 percent) are upper- income. One
BNA (2 percent) isidentified as not having an income designation. There are no low-incometractsin
the AA.

The 1990 median family income for the AA was $28,067 and the 2002- updated statewide

nortMSA median family income is $44,200. The 1990 census population of the AA is 152,002, with
low-, moderate-, middle- and upper- income families representing 21 percent, 20 percent, 24 percent,
and 35 percent, respectively. Household income levels for low-, moderate-, middle-, and upper-
incomeis 28 percent, 17 percent, 19 percent, and 36 percent, respectively. Nineteen percent of the
AA population resides in the moderate-income tracts, 72 percent in the middle-income tracts, and nine
percent in the upper-income tracts. Approximately 63 percent of the housing unitsin the AA are
owner-occupied and 24 percent of the housing units are rental-occupied.

Economic conditionsin the AA are stable. Asof December 31, 2002, the Bureau of Labor Statistics
reports the combined unemployment rate in the AA was 4.14 percent. By county the unemployment
ratesare Allen — 3 percent, Crawford — 3.9 percent, Greenwood — 5.4 percent, Labette — 4.3
percent, Montgomery — 4.3 percent, Neosho — 3.3 percent, Wilson — 2.7 percent, and Woodson — 7.5
percent. This compares with the unemployment rate for the State of Kansas of 4.2 percent and a
nationd rate of 6 percent for the same time period. Mgor employersin the AA include Nuwa
Industries, Inc., Monarch Cement, Superior Indugtries, Internationd, Inc., Pittsburg State University,
local hospitas, locd school didtricts, and city governments.

CNB operates 17 branch officesin thisAA. Five branches (29 percent) are located in moderate-
income, and 12 (71 percent) are in middie-income BNAs. The main officein Chanuteisin amiddle-
income BNA. Thereare 19 ATMsinthe AA, 10 of which accept deposits. ATM didtribution within
the AA is 26 percent in moderate-income tracts and 74 percent in middle-income tracts. There are 39
other financid indtitutions operating in the AA. CNB identified devenfinandd inditutions asits primary
competition in the AA, however only four are consdered similarly Stuated based on asset Sze, markets
served, business focus, and branch structure.

We conducted one community contact in this AA with the Assstant City Manager of the City of
Chanute. This contact aso serves as the Director of Economic Development for the City of Chanute.
Our contact believes the greatest credit needs are small business lending and first time homebuyer
programs. The contact fedls thereis abarrier to homeownership when financid inditutions require large
down payments for home loans, forcing consumersto turn to dternative or out of arealending sources.
The contact feds small business lending needs are being met by locd financid inditutions and
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complimented CNB on its willingness to work with businessesin the area.

AA #2: Butler County and Block Numbering Area (BNA) 9898 of Marion County

AA #2 iscomprised of Butler County and BNA 9898 of Marion County. Butler County is part of the
Wichita Metropolitan Statistical Area(MSA) and is contiguous to BNA 9898 in Marion County, a norr
MSA county. For analysis purposes we evaluated these areas together because BNA 9898 does not
substantialy extend beyond the MSA boundary. The AA contains 11 census tracts in Butler County
and one BNA in Marion County; one census tract (8 percent) is moderate- and 11 census tracts (92
percent) are middle-income. There are no low-income tractsin the AA.

The 1990 median family income for the AA was $35,276 and the 2002- updated statewide MSA family
incomeis $57,767. The 1990 census population of the AA is 55,106 with low-,

moderate-, middie- and upper- income families representing 17 percent, 20 percent, 26 percent, and
37 percent, respectively. Household income levels for low-, moderate-, middle-, and upper-incomeis
21 percent, 17 percent, 21 percent, and 41 percent, respectively. Eight percent of the AA population
resides in the moderate-income tract and 92 percent reside in the middle-incometract. Approximately
69 percent of the housing unitsin the AA are owner-occupied and 25 percent of the housing units are
rental-occupied.

Economic conditionsin the AA are generdly stable. As of December 31, 2002, the Bureau of Labor
Statigtics reports the unemployment rate in Butler County was 5.1 percent and in Marion County was
2.4 percent, compared to the state and national unemployment rates for the same time period of 4.2
percent and 6 percent respectively. Mgor employersin the AA include Pioneer Balloon Company, the
El Dorado Correctiond Center, and Century Plastics, Inc. Many residents of this AA a'so commute to
Wichitafor employment.

CNB operates three branch offices and five ATMSs, three of which accept deposits, inthisAA. All the
branches and ATMs are located in middle-income tracts. There are 24 other financid indtitutions
operating inthe AA. CNB identified four financia indtitutions asits primary competition in the AA,
however, only two are consdered smilarly stuated based on asset size, markets served, business focus,
and branch structure.



CONCLUSIONSABOUT PERFORMANCE CRITERIA

We evauated the bank’ s performance by sampling 20 loans of each typein both AAs. residentia redl
estate (home purchase, home improvement, and home refinance), commercid, and consumer loans.
Our sample period focused on loans originated in caendar years 2001 and 2002. We gave more
weight to the bank’ s performance in AA #1 because this is where the mgjority of branches (85 percent)
are located and where amgjority of the loans (88 percent) originated.

We determined the primary product types using bank prepared reports of loans originated since the
previous CRA evauation. The primary product types by number of loans are consumer (48 percent),
resdentia red estate (21 percent) and commercia (16 percent). The primary product types by dollar
volume are resdentid red estate (34 percent) and commercid (31 percent).

L oan-to-Deposit Ratio

CNB’sloanto-depost (LTD) ratiois good. The quarterly average LTD ratio is 89 percent and has
not substantialy changed since the last CRA evauation. As of December 31, 2002, the bank’sLTD
ratio is 91 percent. CNB ranks seventh among 14 competitive financia ingtitutions operating in the
bank’s AAs. The quarterly average LTD ratio among competitive banks ranges from 54 percent to
148 percent.

Competitive banks vary in Sze and financia capacity, however, given the rurd marketsin which CNB
operates, and the limited number of financid inditutionsin each market, they are in direct competition
with al of these banks for deposit and loan demand. For contextud information, only Six inditutionsin
the AAs are consdered smilarly situated based on size, markets served, business focus, and branch
dructure. The quarterly LTD ratio for the smilarly stuated banks ranges from 54 percent to 92
percent. CNB’s quarterly LTD ratio ranks second among these ingtitutions.

Lending in Assessment Area

The bank’ s record of lending within its AAsis excdlent. The bank originated a mgority of itsloansto
borrowersingdeits AAs. OCC Examiners tested an internaly generated report that sorted loans
originated since the last CRA evauation by city and Sate. This enabled us to determine loans made to
borrowers insde versus outsde the AA. Based on this information, we found 90 percent by number
and 87 percent by dollar amount of loans originated to borrowersin the AAs.



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

Loan digribution reflects a good penetration among individuals of different income leves, including low-
and moderate-income, and a satisfactory penetration among businesses of different Szes. Refer to page
9 for the facts and data used to evauate the borrower distribution of loans.

Residential Real Estate Lending

CNB has agood record of making residentia real estate loans to borrowers of different income levels,
Performance is strongest in home purchase lending to moderate-income borrowers where the bank
exceeds the demographics in both AAs. Lending to low-income borrowersin both AAsis lower than
demographics but considered adequate given the family poverty rates of 12 percent in AA #1 and 6
percent in AA #2. Homeimprovement lending is stronger in AA #1 where performance to moderate-
income borrowers exceeds the demographics, however lending to low-income borrowers is much lower
than demographics. In AA #2, home improvement lending is lower than demographics to both low-

and moderate-income borrowers. Home refinance lending performance in AA #1 to both low- and
moderate-income borrowersis adequate. Performance in AA #2 is poor to low-income borrowers and
good to moderate-income borrowers. Although CNB does not specificdly offer afirgt time homebuyer
program, lending activity demonsirates good performance and awillingness to work with borrowers of
al income levels to achieve homeownership.

Commercial Lending

CNB has a satisfactory record of lending to businesses of different szesin both AAs. Commercid
lending in AA #1 to businesses with revenues of less than $1 million is less than percentage of
businessesin the AA who report revenues of less than $1 million; in AA #2 performance exceeds the
percentage of businesses with revenues of lessthan $1 million. Smal business lending is a fundamental
credit need in both AAs,

Consumer Lending

The digtribution of consumer loans by borrower income level isgood. In AA #1, the percentage of
loans to moderate-income borrowers exceeds the demographics. The percentage of loans to low-
income borrowersis lower than demographics but is considered good given the household poverty rate
of 17 percent in this AA. Lending performance to low- and moderate-income borrowersin AA #2 is
excdlent and exceeds AA demographics.



Geographic Digribution of L oans

The overdl geographic digtribution of loansisgood. For resdentid red estate |oans the digtribution is
excdlent, for commercia and consumer loans, the distribution is adequate. There are no low-income
tractsin either AA. AA #1 has 12 moderate-income tracts, and AA #2 has one moderate-income
tract. The geographic distribution of loans by dollar volumein AA #1 shows 19 percent of loansto
borrowersin moderate-income tracts, 73 percent to middle-income tracts, and 8 percent in upper-
incometracts. In AA #2, the digtribution of loans by dollar volume shows 4 percent in the moderate-
income tract and 96 percent in the middle-income tracts. Refer to page 10 for the facts and data used
to evauate the geographic distribution of loans.

Our geographic digtribution analysis included areview for any unexplained lending gapsin the AAs,
particularly in the moderate-income tracts. We performed this analys's usng maps and reports showing
the bank’ s lending activity in each tract. Our analysis found CNB achieved penetration in dl tracts of
both AAs.

Residential Real Estate Lending

The geographic digtribution of resdentia rea estate loans in the moderate-income tractsis excdlent in
AA #1 and exceeds the demographics for home purchase and home improvement loans. The
digtribution for home refinance loansis good and is dightly lower than demographics. The geographic
digtribution of resdentia red etate loans in the moderate-income tract of AA #2 for home purchase
and home improvement loansis dightly higher than the demographics. The bank did not originate any
home refinance loans in the moderate-income tract of this AA.

Commercial Lending

The geographic digtribution of small loansto businessesis adequate. CNB’s performance is adequate
in AA #1 where the percentage of loans in the moderate-income tracts is somewhat lower than the
demographics. In AA #2, performance is poor, with no penetration in the moderate-income tract.
Consumer Lending

The geographic distribution of consumer loans is adequate. The percentage of loansin the moderate-

income tracts in AA #1 matches the demographics, and in AA #2 is dightly lower than the
demographics.



Community Development Activities

A bank officer serves as the chairman of the Chanute Restoration and Devel opment Corporation
(CRD), a nonprofit organization dedicated to buying and sdlling dilapidated buildingsin the centrd
business digtrict of downtown Chanute. CRD renovates properties for resale to smal business owners,
oftentimes a aloss, to promote small business development in the downtown area. During the
evauation period, CNB originated five loans totaling $269,000 to four borrowers on nine properties
sold by CRD.

In October 2000, CNB originated a$2.5 million loan to an organization to congtruct affordable housing
units targeted to low- and moderate-income familiesin the ity of El Dorado. The maximum income
requirement for this project was 60 percent of the area median income level set by the Department of
Housing and Urban Development. The construction project, completed in three phases, resulted in 140
new housing units. Low-and moderate-income families occupy approximately 75 percent of the units.

Responsesto Complaints

The bank has not received any CRA related complaints during this evaluation period.

Fair Lending Review

An anaysis of caendar years 1999 through 2001 public comments, consumer complaint information,
and reportable Home Mortgage Disclosure Act activity was performed according to the OCC's risk
based fair lending approach. Based on its andysis of the information, the OCC decided that a

comprehengve fair lending examination would not need to be conducted in connection with the CRA
evauation this year.



Borrower Distribution

HOME PURCHASE LOANS

Tgtal I:ome Low-Income Moderate-Income Middle-Income Upper-Income
urchase Borrowers Borrowers Borrowers Borrowers
Assessment Loans Sampled
Area % of % % of % % of % % of % % of
# Familie Bank Familie Bank Familie Bank Familie Bank
Total
S Loans S Loans S Loans S Loans
AA #1 20 100% 21% 15% 20% 25% 24% 10% 35% 50%
AA #2 20 100% 17% 10% 20% 35% 26% 25% 37% 30%
HOME IMPROVEMENT LOANS
Total Home Low-Income Moderate-Income Middle-Income Upper-Income
Improvement
Borrowers Borrowers Borrowers Borrowers
Assessment Loans Sampled
Area % of % % of % % of % % of % % of
# Familie Bank Familie Bank Familie Bank Familie Bank
Total
S Loans S Loans S Loans S Loans
AA #1 20 100% 21% 10% 20% 30% 24% 25% 35% 35%
AA #2 20 100% 17% 5% 20% 15% 26% 45% 37% 35%
HOME REFINACNE LOANS
TROt?.l Home Low-Income Moderate-Income Middle-Income Upper-Income
elinance Borrowers Borrowers Borrowers Borrowers
Assessment Loans Sampled
Area % of % % of % % of % % of % % of
# Familie Bank Familie Bank Familie Bank Familie Bank
Total
S Loans S Loans S Loans S Loans
AA #1 20 100% 21% 11% 20% 17% 24% 39% 35% 33%
AA #2 20 100% 17% 0% 20% 25% 26% 45% 37% 30%

COMMERCIAL LOANS

Total Commercial

Businesses with Revenue

of

Businesses with Revenue

of

Businesses with

Assii,;nent Loans Sampled $1 million or Less $1 million or More No Revenue Reported
% of % of % of Bank % % of Bank % % of Bank
# . . .
Total Businesses Loans Businesses Loans Businesses Loans
AA #1 20 100% 72% 65% 4% 15% 24% 20%
AA #2 20 100% 69% 80% 4% 15% 27% 5%

CONSUMER LOANS




Total
Consumer Low-Income Moderate-Income Middle-Income Upper-Income
Loans Borrowers Borrowers Borrowers Borrowers
Assessment
Area Sampled

% of % % of % % of % % of % % of

# Total Household Bank Household Bank Household Bank Household Bank
S Loans S Loans S Loans S Loans

AA #1 20 100% 28% 18% 17% 29% 19% 41% 36% 12%
AA #2 20 100% 21% 26% 17% 32% 21% 32% 41% 10%

Source: The percentages of families, businesses, and households by income level of the borrower are based on the
1990 U.S. Census data.

Geographic Distribution

HOME PURCHASE LOANS

Total Home Low-Income Moderate-Income Middle-Income Upper-Income
Purchase Geographies Geographies Geographies Geographies
Loans Sampled
Assessment % of % of % of % of
Area 00 % of 00 % of 00 % of 00 % of
% of Owner Owner Owner Owner
# Bank Bank Bank Bank
Total Oce Loans Oce Loans Oce Loans Oce Loans
Units Units Units Units
AA#1 20 100% NA NA 17% 20% 74% 75% 9% 5%
AA#2 20 100% NA NA 4% 5% 96% 95% NA NA

HOME IMPROVEMENT LOANS

Total Home Low-Income Moderate-Income Middle-Income Upper-Income
Improvement Geographies Geographies Geographies Geographies
Loans Sampled
Assessment % of % of % of % of
Area 00 % of 00 % of 00 % of 00 % of
% of Owner Owner Owner Owner
# Bank Bank Bank Bank
Total Occ Loans Occ Loans Occ Loans Occ Loans
Units Units Units Units
AA #1 20 100% NA NA 17% 25% 74% 75% 9% 0%
AA #2 20 100% NA NA 4% 5% 96% 95% NA NA
HOME REFINANCE LOANS
Totgl Home Low-Income Moderate-Income Middle-Income Upper-Income
Refinance Geographies Geographies Geographies Geographies
Loans Sampled grap grap grap grap
Assessment % of % of % of % of
Area 00 % of 00 % of 00 % of 00 % of
% of Owner Owner Owner Owner
# Bank Bank Bank Bank
Total Occ Occ Occ Occ
. Loans . Loans . Loans . Loans
Units Units Units Units
AA#1 20 100% NA NA 17% 15% 74% 75% 9% 10%
AA #2 20 100% NA NA 4% 0% 96% 100% NA NA
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COMMERCIAL LOANS
Total .
. Low-Income Moderate-Income Middle-Income Upper-Income
Commercial Geographies Geographies Geographies Geographies
Assessment | Loans Sampled grap grap grap grap
Area % of % % of % % of % % of % % of
# Businesse Bank Businesse Bank Businesse Bank Businesse Bank
Total
S Loans S Loans S Loans S Loans
AA #1 20 100% NA NA 24% 20% 70% 80% 6% 0%
AA #2 20 100% NA NA 9% 0% 91% 100% NA NA
CONSUMER LOANS
Total
Consumer Low-Income Moderate-Income Middle-Income Upper-Income
Assessment Loans Geographies Geographies Geographies Geographies
Area Sampled
% of % % of % % of % % of % % of
# Total Household Bank Household Bank Household Bank Household Bank
S Loans S Loans S Loans S Loans
AA #1 20 100% NA NA 20% 20% 71% 75% 9% 5%
AA #2 20 100% NA NA 6% 5% 94% 95% NA NA

are based on the 1990 U.S. Census data.
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