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GENERAL | NFORMATI ON

The Conmunity Rei nvestnent Act (CRA) requires each federal
supervi sory agency to use its authority when exam ning financi al
institutions subject to its supervision, to assess the
institution's record of neeting the credit needs of its entire
communi ty, including | owand noderate-inconme nei ghbor hoods,
consi stent wth safe and sound operation of the institution.
Upon concl usi on of such exam nation, the agency nust prepare a
witten evaluation of the institution’s record of neeting the
credit needs of its conmmunity.

Thi s docunent i s an eval uation of the Conmmunity Rei nvestnent Act
(CRA) performance of Merchants National Bank of Kittanni ng
prepared by the Office of the Conptroller of the Currency, the
institution’s supervisory agency, as of August 9, 1999. The
agency rates the CRA perfornmance of an institution consistent

w th the provisions set forth in Appendix A to 12 CFR Part 25.

| NSTI TUTIONS' S CRA RATING This institution is rated
SATI SFACTORY

Maj or factors supporting the overall rating for Merchants
Nat i onal Bank of Kittanning include the follow ng:

. The distribution of residential mortgage loans among various geographies is strong.

. The | oan distribution anong borrowers of different incones
and busi nesses of different sizes is reasonabl e.

¢ The majority of loans are originated within the assessment area.



DESCRI PTI ON OF | NSTI TUTI ON

Merchants National Bank of Kittanning (M\B) is a $125 million
community bank |l ocated in central Arnstrong County. The bank is
headquartered approximately 50 m | es northeast of Pittsburgh,
Pennsylvania in the town of Kittanning, the seat of Arnstrong
County. The bank is wholly owned by Merchants Bancorp of
Pennsyl vania, Inc., a one-bank holding conpany. M\B is a ful
service bank offering a wi de range of deposit and | oan products.
Loan products include residential and comrerci al nortgages,
consuner and commercial |loans. M\B received a satisfactory CRA
rating as a result of the previous CRA eval uation, which was
conducted as of August 1, 1996.

Net | oans represent 51% of M\B's total assets. M\B s |oan
portfolio is broken down by dollar volune as follows: 44%
residential real estate |oans, 27% consuner |oans, 21% conmerci al
real estate |loans and 8% commercial |oans. There are no
financial or legal inpedinments that woul d preclude M\NB from

| endi ng.

The bank has four branch | ocations. The main office and two

addi tional branch offices are located in Kittanning,

Pennsyl vania. One additional branch office is located in

nei ghbori ng Wrthi ngton, Pennsylvania. The bank al so has six
Automatic Teller Machines (ATM |ocated throughout the Kittanning
and Wort hi ngton areas.

DESCRI PTI ON OF ASSESSMENT AREA

MNB has identified eight whol e geographies as its assessnent area
(AA). Seven of the geographies are located in Arnstrong County
whil e the remai ni ng geography is located in Butler County. The
assessnment area is conprised primarily of m ddle-incone
geographi es. However, the assessnment area al so contains one
noder at e-i ncome geography situated in Arnstrong County. The
assessnent area contains no | ow or upper-incone geographies.
The bank does not operate any branches or ATMs within a
Metropolitan Statistical Area (MSA.) According to 1998

denogr aphi ¢ data, the Pennsylvania non- MSA nedian famly incone
is $35,200. The assessnent area conplies with all regulatory
requi renents and does not arbitrarily exclude | ow or noderate-
i ncone areas.

The bank’s assessnent area consists of predom nantly small town
and rural comunities. The population of M\B's assessnent area
as of the 1990 census was 41, 255. Denographi c data coll ected
during the 1990 census reports the nedian famly income to be
$35, 833 for the assessnment area of the bank. The sane data al so
reports that within the bank’s assessnent area, owner occupied
housi ng represents 70% of housing units, and the nedi an housing
val ue equal s $47,975. The mpjority (70% of households are



supported by wage or salaried jobs. However, 12% of househol ds
are considered to be at or bel ow poverty | evel.
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| ndustry within the assessnent area is diverse. Mjor enployers
are manufacturers of plunbing ware and rubber. O her significant
enpl oyers include county governnment, a |local hospital, four
school districts and a small branch canpus of a state university.
The remai nder of l|ocal industry consists of small retail and
service establishnents as well as several snmaller machi ne shops.
Technol ogy and industry consolidation have resulted in the |oss
of sonme jobs. A significant portion of the population now
commutes to jobs in Butler and Al egheny Counties. However, a
nearby industrial park is being developed to attract new

i ndustries such as optical manufacturing. Overall, economc
conditions in the assessnment area remain stagnant.

Conmpetition is strong. Kittanning is heavily banked, housing a
total of seven banks including MNB. Bank managenent considers
the primary conpetition for its customer base to be four of the
smal l er, local banks. A fifth bank is primarily a deposit taking
institution. The remaining bank is the branch of a |arge
regional institution located in Pittsburgh. Local branches of
two other |arge regional banks have closed in recent years.

Di scussions with managenent indicated that within the assessnent
area, credit needs continue to be concentrated primarily in
residential nortgage, consuner (autonobile and hone inprovenent)
and smal | business | ending. Exam ners contacted the program
coordi nator of Armstrong County Industrial Devel opnent Authority.
The credit needs identified by the contact were consistent with
managenent’ s assessnent. The contact indicated that the | ocal
community banks are responsive to comunity credit needs.
According to the contact, |ocal community banks actively
participate in community devel opnent rel ated projects and have
utilized avail able community outreach prograns. The contact
mentioned a revolving |oan fund established by | ocal banks for

t he purpose of revitalizing downtown Kittanning. The contact

al so specifically identified Merchants National Bank as a | ocal
financial institution that “ does a lot” to neet community
credit needs.

SAMPLI NG

Busi ness, residential nortgage and consuner | oan data was

coll ected fromthe bank through a random sanple of residential
nort gage | oans and consuner | oans originated to borrowers |ocated
i nside and outside of the bank’s assessnent area. Since the bank
experi enced no significant changes in |ending patterns during the
years since the previous CRA evaluation, data derived from1/1/98
t hrough 6/30/99 was used to represent |ending throughout the
entire period.



CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

Loan to Deposit Analysis

. The loan to deposit ratio is reasonable conpared to | ocal
peer banks and neets the perfornance standard.
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The loan to deposit ratio over the past 12 quarters averages
59.2% This conpares reasonably to the I evel of |ending achieved
by the bank’s | ocal peer group, which averaged 62. 7% over the
same 12 quarters. Peer banks included twenty-four | ocal

Pennsyl vani a banks with an asset size of $250 million or |ess,
operating within a seven county area. Overall, the loan to
deposit ratio has trended upward from 51.8% as of 6/30/96.

Lendi ng i n Assessnent Area

¢ The mpjority of sanpled residential nortgage, consuner | oans
and business |loans are originated within the bank’s assessnent
area, which neets the performnce standard.

To assess M\B's level of lending in its assessnent area, we
sanpled a total of 75 | oans originated between 1/1/98 and

6/ 30/99. CQur sanple revealed that 67% of the total |oan vol une
and 79% of the total |oan dollars were originated within the
assessment area. Conversely, residential nortgage, consumer and
busi ness | oan originations to borrowers |ocated outside of the
assessnent area were 33%of the total |oan volunme and 21% of the
total |oan dollars.

The following table details the percentage of |oans originated by
MNB i nside the assessnment area broken down by | oan type.

LENDI NG I N
ASSESSVENT AREA
Vol une Dol | ar
Per cent age Per cent age
in in
Tot al Assessment Tot al Assessment
Ar ea (000’ s) Ar ea
Residential Real 25 84% 1, 499 70%
Estate
Consumer 25 36% 185 65%
Loans




. 25 80% 3,730 84%
Business Loans

75 67% 5,414 79%

Total Loans

Lendi ng to Borrowers of Different |nconmes and Busi nesses of
Different Sizes

¢ MIB' s lending to borrowers of different incone |evels and
busi nesses of different sizes neets the perfornmance standard.
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Resi dential Mrtgage and Consunmer Lendi ng

MNB's primary product |ines include residential nortgage | oans
and consunmer | oans. A sanple of 50 |oans originated by M\B was
reviewed to determine the level of lending to | owinconme and
noder at e-i nconme borrowers. The sanple reveal ed that between
1/1/98 and 6/30/99, conbined residential nortgage and consuner
lending to LM borrowers (Il ow and noderate- incone borrowers
col l ectively) represented 32% of the conbined | oan vol unme and 24%
of the combined | oan dollars, respectively. Denographic
information taken from 1990 U. S. Census data indicates that LM
famlies represent 39% of the assessnent area popul ation.
Overall, M\B's record of lending to LM borrowers is considered
to be reasonabl e.

The following table illustrates MNB's | ending to borrowers of
different incone |levels for the sane sanple of 50 | oans.

LENDING TO BORROWERS OF DIFFERENT INCOME LEVELS
LOAN SAMPLE
AssiisEl\gENT Residential Mortgage
POPULATION Loans Consuner Loans
# $000’s # $000’s
19% 1 36 1 1

FaMILIES. ° 4% 2% 4% 1%
MODERATE 8 337 6 37
INCOME 20% ; : - -
FAMILIES 32% 23% 24% 20%
MIDDLE 24 6 246 11 62
%ﬁ%s ° 24% 16% 44% 34%
UPPER 10 880 7 85
INCOME 37% : - - -
FAMILIES 40% 59% 28% 46%
TOTAL °
FAMILIES 100% 25 1,499 25 185




100% 100% 100% 100%

M\B's record of |ending to noderate-incone borrowers conpares
favorably to assessnent area denographics. As indicated above,
of residential nortgage originations, 32% of |oan volunme and 23%
of loan dollars were originated to noderate-inconme borrowers
conpared to total AA famlies of which 20% are noderate incone.
As the table also indicates, of consunmer |oan originations 24% of
| oan vol une and 20% of |oans dollars were originated to noderate-
i ncone borrowers, while of total AA famlies 20% are noder at e-

i ncome.
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M\B's | evel of residential nortgage and consuner lending to | ow

i ncome borrowers conpared to assessnment area (AA) denographics is
reasonable. O sanpled | oans, residential nortgages originated
to | owinconme borrowers represented 4% of nortgage volunme and 2%
of nortgage

dollars. NMNB' s opportunity to originate nortgage |loans to | ow

i ncone borrowers is inpacted by the environment in which the bank
operates. For exanple, of households in the bank’s assessnent
area, 12% are considered to be at or bel ow poverty level. This
makes it difficult for many | owincone borrowers to qualify for
avai | abl e owner-occupi ed housi ng. According to bank managenent,
much of the area’s |owincone, affordable housing is conprised of
rental rather than owner-occupied units.

In addition, qualifying nortgage applicants are generally
directed by local realtors to county prograns, which provide
credit to |l owincone borrowers on nore favorable terns than the
bank is able to offer. Nevertheless, M\B is responsive to the
needs of | owincome nortgage borrowers by offering |oan terns and
progranms which require mninmumfunds to close. For exanple, MB
offers residential nortgages with no points, PM (Private

Mort gage | nsurance) and PHFA (Pennsyl vani a Housi ng and Fi nance
Agency) Prograns. The PHFA program i ncreases borrower access to
residential nortgages by facilitating financing requiring m ninm
down paynents. M\B directs qualifying borrowers requiring down
paynment assi stance towards the PHFA prograns.

O sanpl ed | oans, consuner |oans originated to | owi ncone
borrowers represented 4% of consumer | oan volunme and 1% of
consuner | oan dollars. M\B s opportunity to originate consuner

| oans to | owincome borrowers is inpacted by the bank’s operating
environment. For exanple, M\B's ability to originate hone

i nprovenent loans is [imted by the availability of a program
offered by a local non-profit housing organization. This program



provides low interest and no interest $5,000 and $10,000 | oans to
| ow-i nconme individuals for specific hone inprovenent purposes.

Busi ness Lendi ng

M\B has denonstrated a commtnent to small businesses. Sanpl ed
busi ness | oans originated to | ocal small businesses exceed the
vol ume of reporting small businesses in the assessnent area.
Smal | business | oans are defined as those | oans nade to
enterpri ses whose annual gross revenues are $1, 000,000 or | ess.
The vol une of businesses in the bank’s AA reporting to Dunn and
Bradstreet with gross revenues less than $1 million represents
60% of total businesses. O all sanpled | oans originated by M\B
to busi nesses during 1998, 92%of the total nunber of business
| oans and 90% of total business |loan dollars were originated to
smal | busi nesses.

Geographic Distribution of Loans

¢ M\B' s distribution of sanpled residential nortgage and
consuner | oans anong vari ous geographies neets the performance
st andar d.
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Overall, the bank’ s geographic distribution of residenti al

nort gage | oans denonstrates a strong di spersion throughout the
AA. O all owner-occupied housing available within the AA only
8% is |located within the AA' s only noderate-incone geography.
Nevert hel ess, of sanpled residential nortgage |oans, 14% were
originated within this noderate-inconme geography.

The follow ng table details residential nortgages originated by
M\B to borrowers |ocated within | ow, noderate-, mddle-, and
upper -i ncome geographies as conpared to the representation of
owner occupied housing within | ow, noderate-, mddle-, and
upper-income geographies in the bank’s assessnment area.

GECGRAPHI C DI STRI BUTI ON OF

LOANS
LOW MODERATE | NCOME M DDLE | NCOVE UPPER | NCOVE TOTAL
| NCOVE GEOGRAPHI ES GEOCGRAPHI ES GEOGRAPHI ES GECGRAPHI ES
GEOGRAPHI ES
OWNER
e | ow 8% 92% 0% 100%
$000
witt | s w### | $000 | #### | $000 |#### | $000 |#### | $000
S S S S
RESI| DENTI AL $1’ O
e o 0 3 $91 |18 $966 |0 $0 21 57
0% |0% |14% |9% |86% |91% |0% |0% |100% |100%




Overall, M\B s geographic distribution of consumer |oans
denonstrates a favorabl e di spersion throughout the AA. O the
total population in the AA 12%is located within the AA's only
noder at e-i ncome geogr aphy and of sanpl ed consumer |oans, 12% were
originated within this sane geography.

The follow ng table details the consumer |oans origi nated by M\B
to borrowers located within | ow, noderate-, mddle-, and upper-
i ncome geogr aphi es as conpared to the representati on of the
popul ation within | ow, noderate-, mddle-, and upper-incone
geographies within the bank’s assessnent area. The ability of
the bank to originate consunmer |oans within the noderate incone
geography where 23% of househol ds are bel ow poverty level, is
[imted by the housing programdi scussed in the Loans to
Borrowers of Different Inconmes and Businesses of Different Sizes
section of this eval uation.

GEOGRAPHI C DI STRI BUTI ON OF
LOANS
LOW MODERATE | NCOMVE M DDLE | NCOVE UPPER | NCOVE TOTAL
| NCOVE GEOGRAPHI ES GEOGRAPHI ES GEOGRAPHI ES GEOGRAPHI ES
GEOGRAPHI ES
ASSESSMVENT
PoROLATION | 0% 12% 88% 0% 100%
#### | $000 |##u# | 000 |#u## | $000 | #### | $000 | #### | $000
S S S S S
CONSUMER
LOANS 0 $0 2 $12 |14 $109 |0 $0 16 $121
0% |0% |12% |10% |88% |90% |0% |0% |100% |100%

Response to Conpl aints

No conpl ai nts have been received since the | ast exam nation.

Record of Conpliance with Anti-Di scrinination Laws

A fair | ending exam nation was performed concurrently with this
exam nation. Exam ners found no violations of antidiscrimnation
| aws and regul ations. The bank has appropriate policies,
procedures, and training prograns in place to prevent
discrimnatory or other illegal credit practices.







