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INSTITUTION'S CRA RATING - Thisinstitution israted Satisfactory.

The bank has a good didtribution of loans to individuds of different income levels, including low-
and moderate-income levels, and businesses of different sizes.

A mgority of loans are originated insde the bank’ s assessment area.
The geographic distribution of |oans reflects an adequate dispersion throughout the assessment area.

Theloan-to-depodit rétio is reasonable.

DESCRIPTION OF INSTITUTION

The Firgt National Bank of Norway (FNB-Norway) isa$66 million community bank with $8 millionin
tier-one capitd. The bank islocated in Norway, M|, a middle-income block numbering area (BNA).
The bank iswholly owned by Northern Interstate Financia, Inc., aone-bank holding company with $67
million in assats located in Norway, MI. The bank operates two full-service branches, which are
located in the following aress: the Ebding' s IGA supermarket in Norway, MI (middle-income BNA)
and north Iron Mountain (middlie-income BNA). The bank aso operates five non-depository ATMs at
the following locations: the main office, the Iron Mountain branch, the Ebeling’'s IGA, the Amoco gas
gation in Norway, and the Amoco gas sation in Quinnesec, MI. All ATMsare accessble during
norma business hours except for the main office and Iron Mountain branch machines, which are

ble 24 hours. No branches have been closed since the previous performance evauation. The
Iron Mountain branch was opened in October 2001. All financia information is as of December 31,
2002.

The bank offerstraditiond community bank services with anet loan portfolio representing 76% of tota
assets as of December 31, 2002. The bank is primarily a commercid and residentia real estate lender
with aloan portfolio that conssts of (by dollar value) 49% residentid red estate loans, 45% commercia
loans, and 6% consumer loans.

There are no financid or lega impediments that would hinder the bank's ability to help meset the credit
needs of its assessment area. The previous CRA evauation dated July 31, 1997, resulted ina
satisfactory rating.

DESCRIPTION OF ASSESSMENT AREA

The bank's assessment area includes al of Dickinson County in Michigan, whichis comprised of seven
BNAS. The assessment areais comprised of six middle- (86%) and one upper-income (14%) BNAs.
The assessment areais consdered legal and appropriate. 1t consists of only whole BNASs and does not



arbitrarily excdlude any low- or moderate-income geographies.

According to 1990 census data, the total population of the bank's assessment areais 26,831, which is
comprised of 7,594 families. Income levels for these families are asfollows. 1,186 low-income families
(16%), 1,374 moderate-income families (18%), 1,692 middle-income families (22%), and 3,342
upper-income families (44%). Of the low-income families, 569 (48%) are below the poverty leve.
The HUD updated median family income for nonmetropolitan areas in Michigan was $44,800 in 2002
and $42,700 in 2001. These figures were used in the borrower income distribution test. The 1990
census median family income for nonmetropolitan areasin Michigan is $27,893. Thisfigure wasused in
the geographic digtribution test. The median housing vaue within the assessment areais $42,848, with
65% of the totd housing units being owner-occupied.

The current local economy is characterized as stable. The local economy is primarily dependent on the
timber industry, including, paper mills, wood fiber processing and independent logging operations.
Tourism is secondary to the local economy. Mgor employersin the areainclude: Internationa Paper,
Grede Foundries and the Norway School Didtrict. No mgor employers have left or moved into the
area. A Home Depot recently opened in Iron Mountain, which added severa new jobsto the area
Two large employersin Iron Mountain, namely MJ Electric and Cable Congtructors have reduced their
workforce in the Iron Mountain area in the recent past. The average unemployment rate for 2002 for
the Upper Peninsula of Michigan was 7.2%. The average unemployment rate for the bank's assessment
areafor the same time period was 6.0%. These figures are not seasondly adjusted.

Competition in the arealis rdaively strong. The bank's competitors include: branches of two large
multi- state banks, branches of two large Michigan state banks, the main office and branches of one
Michigan community bank, branches of two Michigan community banks, two credit unions and severa
mortgage companies. In total deposits, FNB-Norway, with a market share of 14.0%, ranks third out
of dl FDIC-insured ingtitutions with a least one branch located in Dickinson County. Thisisusing
FDIC market share data as of June 30, 2002. The baance of the market share is divided among seven
ingtitutions with market shares ranging from 38.1% down to 2.1%.

In conducting this assessment of the bank’ s performance, we contacted aloca city manager. The
contact Sated that local financid inditutions are meeting the credit needs of the community and had only
favorable comments concerning the bank's performance.

CONCLUSIONSABOUT PERFORMANCE CRITERIA
L oan-to-Deposit Ratio

The bank’ sloan-to-depogit retio is reasonable given its Sze, financia condition, and credit needs of the
community. The average quarterly loan-to-deposit ratio for the bank since the last examination is 79%,
which ranksfifth in the peer group of five smilarly stuated banks. The peer group conssts of banks
with assets less than $250 million that are chartered within 50 miles of FNB-Norway. The bank’s loar+



to-deposit ratio trend over the past five years shows FNB-Norway's ratio increasing at a steady pace.
At December 31, 2002, FNB-Norway had the second highest |oan-to-deposit ratio of the five smilarly
Stuated banks a 87%. Additiondly, the bank originates resdentid red ettate loans that are
immediately sold to a correspondent bank. These loans would not be used in the loan-to-deposit
cdculation. In 2002 and 2001, the bank originated and sold $1,556M and $1,040M, respectively.
FNB-Norway hasthethird largest level of average assets of these banks at $62 million. The other
banks average assets ranged from $42 million to $195 million. The average loan-to-deposit ratios for
the smilarly situated banks ranged from 81% to 100%, over the same time period.

Lending in Assessment Area

The bank originates amgority of itsloans inside the assessment area. This conclusion is based on an
andyds of the origind dollar amount and number of dl commercid, resdentid red estate and consumer
loans originated or refinanced by the bank between January 1, 2001 and December 31, 2002. A
comparison of zip code and BNA boundaries indicated they are smilar; therefore, the location of
borrowers with loansin the selected time period was determined using their zip code as a proxy for the
BNA address. A report sorted by zip code and loan type was generated to complete the analysis. The
following table illugrates the level of lending inside the bank’ s assessment arear

Penetration of Lending Inside the Bank’s Assessment Area
January 2001 — December 2002 L oan Originations

% of Total Number of LoansInside | % of Total Dollar Amount of L oans
the Assessment Area Insde the Assessment Area

Commercial Loans 74% 82%

Consumer Loans 84% 80%

Residential Real Estate Mortgages 82% 78%

Total 81% 80%

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

The bank’ s lending practices represent a good penetration among individuas of different income levels,
induding low- and moderate-income borrowers, and businesses of different sizes. The bank’s primary
loan products were used in our sample and are depicted in the following tables. A sample of 30
commercia customers located in the bank’ s assessment area indicates the following breakdown of
annua revenues.



Lending Distribution Based on Revenue Size of Businesses
January 2001 — December 2002

Revenue Size of Bank Lending Per centage of Businessesin
Businesses Sampled Digribution by Per cent Each Revenue Category
(000’ s) Number of L oans (censusinformation)
<$100 43%
$100 - $500 30%
3% %
> $1,000 % P
Revenue not Reported 17% -
Totals: 100% 100%

84%

The table above shows 93% of the businesses sampled have revenues less than $1 million. Loansfor
bus nesses with unreported revenues include loans where no income information was evident in the loan
file. These businesses areincluded in the less than $1 million revenue category because it can be
reasonably inferred from the type of business that gross revenues are under $1 million.

The following table is based on an andysis of 30 residentid first lien red estate mortgage loans
containing income information for the borrower. These customers are located within the bank’s
assessment area and were randomly sdected from dl resdentid firgt lien red estate mortgages
originated between January 1, 2001 and December 31, 2002.

Lending Distribution Based on Income L evel of
Residential First Lien Real Estate Borrowers
January 2001 — December 2002 L oan Originations

Borrower Income Bank Lending Bank Lending Per centage of Familiesin
Leve Distribution by Distribution by Dollar each Income Category
Number of Loans Value of Loans (Censusinformation)

Low 27% 20% 16%

Middle 30% A% 2%

Totals 100% 100% 100%

Asindicated by the table above, 47% of the number and 41% of the dollar vaue of loans were made to
low- and moderate-income borrowers, who make up 34% of the assessment ared’ s population. This
represents a good distribution of lending to borrowers of different income levels,



Geographic Distribution of Loans

As discussed in the description of assessment area section, the bank’ s assessment area consists of only
middle- and upper-income BNAs. Due to there being no low- or moderate-income BNAs in the
asessment area, a meaningful geographic digtribution analys's could not be performed. A limited
andysis was performed; however, which reveded a reasonable distribution of loans throughout the
assessment area. According to 1990 census data and bank management, low- and moderate-income
families are not concentrated in any one particular area. These families are dispersed throughout the
assessment areq, in neighborhoods with middle- and upper-income families

Responsesto Complaints

No complaints have been received by the bank or OCC relating to the bank's CRA performance since
the previous evauation.

Fair Lending Review

An andlyss of 2002 public comments and consumer complaint information was performed according to
the OCC's risk based fair lending approach. Based on analysis of thisinformation (or absence of
information), the OCC decided that a comprehensive fair lending examination would not need to be
conducted in connection with the CRA evduation thisyear. The latest comprehensive fair lending exam
was performed in conjunction with the previous CRA evauation in 1997.



