O

LARGE BANK

Comptroller of the Currency
Administrator of National Banks

Washington, DC 20219

Public Disclosure

October 20, 2003

Community Reinvestment Act

Performance Evaluation

National Bank of Arizona
Charter Number: 21383

335 North Wilmot Road
Tucson, Arizona

Office of the Comptroller of the Currency
Large Bank Supervision
250 E Street, SW
Washington, D.C. 20219-0001

NOTE: This document is an evaluation of this institution's record of meeting the credit
needs of its entire community, including low- and moderate-income
neighborhoods, consistent with safe and sound operation of the institution.
This evaluation is not, and should not be construed as, an assessment of the
financial condition of this institution. The rating assigned to this institution
does not represent an analysis, conclusion, or opinion of the federal financial
supervisory agency concerning the safety and soundness of this financial
institution.



Charter Number: 21383

Table of Contents

OVverall CRA Rating .....cccviiiiiiiiiiiiiii i rira s s s s s s s s s s s s s naran s s s s ansansanennannans 1
Definitions and Common Abbreviations ...........c.cocviiiiiiii 2
Description of INStitution .........coiiiii e 6
Scope of the Evaluation ..........ccooiiiiiiiiiii et rr e e rr s s a e e n e 7
Fair Lending ReVIEW ..o s s e s s s r s s s s s s nn s nmnns 8
Conclusions With Respect to Performance Tests .......ccccvieiiiiiiiiiiiciiicric i 8
0= g o [T 0 T TR I = 8
Investment TeSt ... ..o 15
SerViCe TSt ..uiuiiiiiii e 17
Appendix A: Scope of Examination ..........c.cooiiiiiiiiiiii i e A-1
Appendix B: Market Profiles For Full-Scope Areas ...........ccooeiiiiiicieiiiviciicnneeeeens B-1

Appendix C: Tables of Performance Data .............cooiiiiiiiiiiiiiicccr e C-1



Overall CRA Rating

Institution’s CRA Rating: “Satisfactory”

The following table indicates the performance level of National Bank of Arizona with
respect to the Lending, Investment, and Service Tests:

National Bank of Arizona
Performance Tests

Performance Levels Lending Test* Investment Test | Service Test
Outstanding X
High Satisfactory X X

Low Satisfactory

Needs to Improve

Substantial Noncompliance

* The lending Test is weighted more heavily than the investment and service tests when arriving
at an overall rating.

The major factors that support this rating include:

e Lending levels that reflect a good responsiveness by NBA to the credit needs of
its AAs, particularly businesses located throughout those areas.

e (Good distribution of loans among geographies and borrowers of different income
levels, particularly the distribution of small loans to businesses.

e Excellent level and nature of community development investments.
e Good branch distribution.

e A high level of community development services.



Definitions and Common Abbreviations

The following terms and abbreviations are used throughout this performance evaluation,
including the CRA tables. The definitions are intended to provide the reader with a
general understanding of the terms, not a strict legal definition.

Affiliate: Any company that controls, is controlled by, or is under common control with
another company. A company is under common control with another company if the
same company directly or indirectly controls both companies. A bank subsidiary is
controlled by the bank and is, therefore, an affiliate.

Aggregate Lending: The number of loans originated and purchased by all reporting
lenders in specified income categories as a percentage of the aggregate number of
loans originated and purchased by all reporting lenders in the MA/assessment area.

Assessment Area (AA): Geographic area as delineated by a bank within which the
OCC evaluates the bank’s record of helping to meet the credit needs.

Block Numbering Area (BNA): A statistical subdivision of a county for grouping and
numbering blocks in non-metropolitan counties where local census statistical area
committees have not established census tracts. A BNA does not cross county lines.

Census Tract (CT): A small subdivision of metropolitan and other densely populated
counties. Census tract boundaries do not cross county lines; however, they may cross
the boundaries of metropolitan areas. Census tracts usually have between 2,500 and
8,000 persons, and their physical size varies widely depending upon population density.
Census tracts are designed to be homogeneous with respect to population
characteristics, economic status, and living conditions to allow for statistical
comparisons.

Community Development (CD): Affordable housing (including multifamily rental
housing) for low- or moderate-income individuals; community services targeted to low-
or moderate-income individuals; activities that promote economic development by
financing businesses or farms that meet the size eligibility standards of the Small
Business Administration’s Development Company or Small Business Investment
Company programs (13 CFR 121.301) or have gross annual revenues of $1 million or
less; or, activities that revitalize or stabilize low- or moderate-income geographies.

Community Reinvestment Act (CRA): the statute that requires the OCC to evaluate a
bank’s record of meeting the credit needs of its local community, consistent with the
safe and sound operation of the bank, and to take this record into account when
evaluating certain corporate applications filed by the bank.

Consumer Loan(s): A loan(s) to one or more individuals for household, family, or other
personal expenditures. A consumer loan does not include a home mortgage, small
business, or small farm loan. This definition includes the following categories: motor



vehicle loans, credit card loans, home equity loans, other secured consumer loans, and
other unsecured consumer loans.

Family: Includes a householder and one or more other persons living in the same
household who are related to the householder by birth, marriage, or adoption. The
number of family households always equals the number of families; however, a family
household may also include non-relatives living with the family. Families are classified
by type as either a married-couple family or other family, which is further classified into
‘male householder’ (a family with a male household and no wife present) or ‘female
householder’ (a family with a female householder and no husband present).

Full Review: Performance under the Lending, Investment, and Service Tests is
analyzed considering performance context, quantitative factors (e.g., geographic
distribution, borrower distribution, and total number and dollar amount of investments),
and qualitative factors (e.g., innovativeness, complexity, and responsiveness).

Geography: A census tract or a block numbering area delineated by the United States
Bureau of the Census in the most recent decennial census.

Home Mortgage Disclosure Act (HMDA): The statute that requires certain mortgage
lenders that do business or have banking offices in a metropolitan area to file annual
summary reports of their mortgage lending activity. The reports include such data as
the race, gender, and the income of applications, the amount of loan requested, and the
disposition of the application (e.g., approved, denied, and withdrawn).

Home Mortgage Loans: such loans include home purchase and home improvement
loans, as defined in the HMDA regulation. This definition also includes loans for
multifamily (five or more families) dwellings, loans for the purchase of manufactured
homes and refinancing of home improvement and home purchase loans.

Household: Includes all persons occupying a housing unit. Persons not living in
households are classified as living in group quarters. In 100 percent tabulations, the
count of households always equals the count of occupied housing units.

Limited Review: Performance under the Lending, Investment, and Service Tests is
analyzed using only quantitative factors (e.g., geographic distribution, borrower
distribution, total number and dollar amount of investments, and branch distribution).

Low-Income: Individual income that is less than 50 percent of the area median income,
or a median family income that is less than 50 percent, in the case of a geography.

Low-or moderate-income (LMI): Income levels that are less than 50% of the median
family income, and, income levels that are at least 50%, but less than 80% of the
median family income.



Market Share: The number of loans originated and purchased by the institution as a
percentage of the aggregate number of loans originated and purchased by all reporting
lenders in the MA/assessment area.

Median Family Income (MFI): The median income determined by the U.S. Census
Bureau every ten years and used to determine the income level category of
geographies. Also, the median income determined by the Department of Housing and
Urban Development annually that is used to determine the income level category of
individuals. For any given area, the median is the point at which half of the families
have income above it and half below it.

Metropolitan Area (MA): Any primary metropolitan area (PMA), metropolitan area
(MA), or consolidated metropolitan area (CMA), as defined by the Office of
Management and Budget, with a population of 250,000 or more, and any other area
designated as such by the appropriate federal financial supervisory agency.

Middle-Income: Individual income that is at least 80 percent and less than 120 percent
of the area median income, or a median family income that is at least 80 percent and
less than 120 percent, in the case of a geography

Moderate-Income: Individual income that is at least 50 percent and less than 80
percent of the area median income, or a median family income that is at least 50
percent and less than 80 percent, in the case of a geography.

Multifamily: Refers to a residential structure that contains five or more units.

Other Products: Includes any unreported optional category of loans for which the
institution collects and maintains data for consideration during a CRA examination.
Examples of such activity include consumer loans and other loan data an institution may
provide concerning its lending performance.

Owner-Occupied Units: Includes units occupied by the owner or co-owner, even if the
unit has not been fully paid for or is mortgaged.

Qualified Investment: A qualified investment is defined as any lawful investment,
deposit, membership share, or grant that has as its primary purpose community
development.

Rated Area: A rated area is a state or multi-state metropolitan area. For an institution
with domestic branches in only one state, the institution’s CRA rating would be the state
rating. If an institution maintains domestic branches in more than one state, the
institution will receive a rating for each state in which those branches are located. If an
institution maintains domestic branches in two or more states within a multi-state
metropolitan area, the institution will receive a rating for the multi-state metropolitan
area.



Small Loan(s) to Business(es): A loan included in 'loans to small businesses' as
defined in the Consolidated Report of Condition and Income (Call Report) and the Thrift
Financial Reporting (TFR) instructions. These loans have original amounts of $1 million
or less and typically are either secured by nonfarm or nonresidential real estate or are
classified as commercial and industrial loans. However, thrift institutions may also
exercise the option to report loans secured by nonfarm residential real estate as "small
business loans" if the loans are reported on the TFR as nonmortgage, commercial
loans.

Small Loan(s) to Farm(s): A loan included in ‘loans to small farms’ as defined in the
instructions for preparation of the Consolidated Report of Condition and Income (Call
Report). These loans have original amounts of $500,000 or less and are either secured
by farmland, or are classified as loans to finance agricultural production and other loans
to farmers.

Tier One Capital: The total of common shareholders’ equity, perpetual preferred
shareholders’ equity with non-cumulative dividends, retained earnings and minority
interests in the equity accounts of consolidated subsidiaries.

Upper-Income: Individual income that is more than 120 percent of the area median
income, or a median family income that is more than 120 percent, in the case of a

geography.



Description of Institution

National Bank of Arizona (NBA) is a wholly owned subsidiary of Zions Bancorporation
(Zions), a multibank holding company. As of September 30, 2003, NBA reported total
assets of $2.9 billion and a Tier 1 Capital position of $157 million making it the fourth
largest bank in Arizona, preceded by Bank One, Arizona, N.A., Bank of America, N.A,,
and Wells Fargo Bank, Arizona, N.A.

NBA is an intrastate bank with ten AAs identified within the state of Arizona. The bank
was founded in Tucson in 1984. During the first 10 years of operation, the bank
experienced dramatic growth opening several other offices in Tucson, Phoenix, and
Flagstaff. NBA was acquired by Zions in 1994 and merged with Zions First National
Bank of Arizona and Rio Salado Bank in the metro Phoenix area. The following year,
the bank merged with Southern Arizona Bank in Yuma. In 1997, NBA acquired 11
branches from a sizeable institution in rural communities throughout the state.

NBA offers a full range of financial services through its nearly one thousand employees.
The bank has 48 full-service branch offices, 45 automated teller machines (ATMs), and
one Loan Production Office. NBA’s operations are centered in Phoenix and its AAs
encompass most of the state.

NBA'’s traditional market niche is focused on business banking. Its target market has
been small to medium sized businesses and commercial real estate projects. Over the
past three years, more than 75% of NBA'’s loans were comprised of commercial and
commercial real estate credits. There are no financial impediments that limit NBA's
ability to help meet the credit needs of its AAs.

NBA’s CRA performance was last evaluated as of May 3,1999. At that time, the bank’s
overall performance was rated “Satisfactory.”



Scope of the Evaluation
Evaluation Period/Products Evaluated

This Performance Evaluation (PE) evaluates information on NBA’s small loans to
businesses, small loans to farms, and residential mortgage loan originations from
January 1, 1999 through December 31, 2002. We also evaluated community
development loans made from May 3, 1999 through October 20, 2003. Unless
otherwise stated, references to loans mean exclusively these four types of loans and
not any other NBA loan originations, e.g. large commercial loans. The PE also
evaluates NBA'’s activities under the Investment and Service Tests. The evaluation
period for these two tests is May 3, 1999 through October 20, 2003. Appendix A
contains additional details on the scope of this PE.

Data Integrity

We performed a data integrity review prior to this CRA Examination to help ensure data
could be relied upon for our evaluation. A sample was chosen of small loans to
businesses and small loans to farms originated in 2002 (CRA data). We also evaluated
a sample of the bank’s community development activities to help ensure a reasonable
understanding was in place regarding the requirements for CRA credit.

Overall, we found the CRA data and the bank’s proposed transactions for community
development to be substantially correct. While some errors were noted, this did not
affect the overall integrity and reliability of the information used.

The bank’s Corporate Compliance unit also conducted a HMDA data integrity review.
Their conclusions revealed no significant reporting issues and the data was found to be
substantially accurate.

In summary, the data used in our CRA evaluation is considered reliable from which to
draw conclusions on the bank’s CRA performance.

Selection of Areas for Full-Scope Review

We selected three AAs for our full-scope reviews. These are the Phoenix-Mesa,
Tucson, and Yuma MAs. NBA has a strong presence in these MAs as they account for
about 74% of its deposit gatherings and 70% of its lending activity. Accordingly, these
three AAs are considered representative of NBA’s overall CRA performance. The other
two limited scope reviews are Flagstaff and six non-MA AAs grouped together, hereafter
referred to as the Non-metropolitan Areas (non-MA).

Ratings

NBA'’s overall performance rating is based primarily on conclusions reached on the full-
scope AAs since again, these areas are most reflective of the bank’s activity. The
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bank’s performance in the AAs receiving a limited-scope review was assessed primarily
to ensure consistency.

In evaluating the NBA’s performance under the Lending Test, small loans to businesses
were weighted significantly more than HMDA loans in the Phoenix-Mesa and Tucson
MAs. In the Yuma MA, HMDA loans and small loans to businesses were weighted
relatively equal with small loans to farms receiving only a minimal weighting. The
weighting is reflective of NBA'’s loan volumes over the evaluation period in each full-
scope AA. The combined geographic and borrower distribution of HMDA, small loans to
businesses, and small loans to farms provided the most weight to NBA'’s lending test
conclusions. Qualitative factors, such as lending volume and the use of innovative and
flexible lending programs provided a lesser amount of weight to conclusions.
Community development lending provided a neutral or positive impact to the overall
Lending Test rating, based on the volume and complexity of those types of loans.

AAs more influential with final ratings are those with higher percentage bank deposits
and lending activity. Ratings are based primarily on full-scope reviews, but were also
tempered by performance in limited-scope AAs.

Other Information

This PE considered banking opportunities in NBA's AAs, particularly in lending. To help
determine these opportunities, we considered information from community
organizations to supplement our knowledge of the bank’s AAs. Such community

information included community contact data already on file with the various banking
regulators, as well as, recent inquiries initiated as a result of this examination.

Fair Lending Review
We found no evidence of illegal discrimination or other illegal credit practices.
Conclusions with Respect to Performance Tests
LENDING TEST
Conclusions for Areas Receiving Full-Scope Reviews

NBA'’s performance under the Lending Test is rated “High Satisfactory.” Based on full-
scope reviews, the bank’s performance in the Phoenix-Mesa, Tucson, and Yuma MAs is
good.

Lending Activity

Refer to Table 1 in Appendix C for the facts and data used to evaluate the bank’s
lending activity.



Approximately two-thirds of the number of loans originated or purchased by NBA in the
Phoenix-Mesa MA and over three-fourths in the Tucson MA were small loans to
businesses, with HMDA loans comprising the remainder. The composition of the
lending activity is reflective of NBA'’s focus on business banking in the larger
metropolitan areas. Conversely, in the smaller Yuma MA, over one-half (55%) of the
loans originated or purchased by NBA were HMDA loans with small loans to businesses
comprising the majority of the remainder. Small loans to farms represented a relatively
smaller portion of reportable loans in the MA.

Lending activity by NBA in its full-scope AAs is good. In the Phoenix-Mesa and Tucson
MAs, performance is good. NBA ranks seventh in deposit market share in the Phoenix
MA with a 2.34% share and sixth in the Tucson MA with a 5.62% share. Three large
nationwide banks dominate the market for deposits in both AAs, commanding
approximately 60% of the deposits in each. In addition, nationwide credit card
companies dominate the market for small loans to businesses in all three full-scope AAs
resulting in large numbers of loan originations with relatively low average loan sizes. As
such, a comparison to the number of loans originated or purchased is less meaningful
than the comparison of the dollar amount of loans originated or purchased. In the
Phoenix-Mesa MA, NBA ranks tenth in the number of small loans to businesses
originated or purchased with a 1.22% share, however, they rank second in terms of the
dollar amount of loans extended with a 9.95% share. Performance is similar in the
Tucson MA where NBA ranks ninth in the number of small loans to businesses with a
2.51% share but first in terms of the dollar amount of loans extended with almost 18% of
total dollars lent in the MA. NBA'’s market shares of HMDA loans in both MAs are
significantly lower than its deposit market shares, which is reflective of NBA'’s focus on
business lending in these MAs. Performance in the Yuma MA is adequate. NBA ranks
first in deposit market share with a 21.6% share, in a market where approximately 80%
of the deposits are split fairly evenly among the top four banks. NBA ranks fourth in
both the number and dollar amount of HMDA loans originated in the MA with 4.44% and
4.74% shares, respectively. For small loans to businesses, NBA ranks fifth in the
number of loans originated or purchased with a 6.96% share but first in terms of the

dollar amount of loans extended with a significant 42% share. NBA also ranks first in
the number of small loans to farms in the MA, with a 37% share of the total number and
43% of the total dollar amount of loans extended.

Distribution of Loans by Income Level of the Geography

The overall geographic distribution of NBA’s HMDA, small loans to businesses, and
small loans to farms reflects good penetration throughout the full-scope AA
geographies. Performance is good in the Phoenix-Mesa, Tucson, and Yuma MAs.

Home Mortgage Loans

Refer to Tables 2, 3, 4, and 5 in Appendix C for the facts and data used to evaluate the
geographic distribution of the bank’s home mortgage loan originations and purchases.



Home purchase loan geographic distribution overall is adequate. In the Phoenix-Mesa
MA, performance is adequate. While the portion of home purchase loans originated or
purchased in low-income geographies is somewhat lower than the portion of owner-
occupied units that are within those geographies, NBA’s market share for those loans
exceeds its overall market share for home purchase loans in the AA. The portion and
market share of home purchase loans in moderate-income geographies is significantly
lower than the comparable demographic and NBA’s overall market share for such loans
in the AA. In the Tucson MA, performance is poor. The portion of home purchase
loans originated or purchased in low-income geographies is significantly lower than the
comparable demographic. Market share information indicates that no such loans were
originated or purchased by NBA in low-income geographies in 2002. In moderate-
income geographies, the portion of home purchase loans is somewhat lower than the
comparable demographic, however, NBA’s market share for those loans exceeds its
overall market share for home purchase loans in the AA. Performance is also poor in
the Yuma MA where the portion of loans in moderate-income geographies is
significantly lower than the comparable demographic and market share is somewhat
lower than NBA'’s overall market share for such loans in the AA. An analysis of
performance in the single low-income geography in the Yuma MA is not meaningful, as
it includes only 11 owner-occupied and 37 total housing units.

Home improvement loan geographic distribution is excellent. Given the volume of home
improvement loans originated or purchased by NBA in the Phoenix-Mesa and Tucson
MAs (12 and 11 loans, respectively) was not sufficient to perform a meaningful analysis,
the overall conclusion is based on performance in the Yuma MA. The portion and
market share of home improvement loans originated and purchased by NBA in
moderate-income geographies in the Yuma MA exceeds the portion of owner-occupied
units that are within those geographies and NBA'’s overall market share for home
improvement loans in that AA.

Refinance loan geographic distribution overall is poor. In the Phoenix-Mesa MA,
performance is poor. NBA did not originate or purchase any refinance loans in low-
income geographies in the AA. While the portion of refinance loans originated or
purchased in moderate-income geographies is significantly lower than the portion of
owner-occupied units that are within those geographies, NBA’s market share for such
loans equals its overall market share for refinance loans in the AA. Performance is also
poor in the Tucson MA. The portion and market share of refinance loans in low-income
geographies is significantly lower than the comparable demographic and NBA’s overall
market share for such loans in the AA. In moderate-income geographies, the portion of
refinance loans originated or purchased is lower than the portion of owner-occupied
units that are within those geographies. NBA’s market share for such loans, however,
exceeds its overall market share for refinance loans in the AA. Performance is good in
the Yuma MA where the portion of refinance loans in moderate-income geographies is
only somewhat lower than the comparable demographic and market share exceeds
NBA'’s overall market share for such loans in the AA.

The volume of multi-family loan originations and purchases was not sufficient to perform
a meaningful analysis, in each full-scope AA.
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Small Loans to Businesses

Refer to Table 6 in Appendix C for the facts and data used to evaluate the geographic
distribution of the bank’s origination and purchase of small loans to businesses.

The geographic distribution of small loans to businesses is excellent. Performance in all
three full-scope AAs is excellent. In the Phoenix-Mesa MA, the portions and market
shares of NBA’s small loans to businesses in both LMI geographies exceeds the portion
of businesses located in those geographies and overall market share for that MA. In the
Tucson MA, the portion of small loans to businesses in low-income geographies is only
near to the comparable demographic, however, NBA’s market share for such loans
exceeds it's overall market share for small loans to businesses in the MA. In moderate-
income geographies, both the portion and market share of such loans exceeds the
comparable demographic and overall market share. In the Yuma MA, the portion of
loans in moderate-income geographies exceeds the comparable demographic and the
market share for such loans exceeds NBA'’s overall market share for small loans to
businesses in the MA. There are no businesses located in the single low-income
geography in the Yuma MA.

Small Loans to Farms

Refer to Table 7 in Appendix C for the facts and data used to evaluate the geographic
distribution of the bank’s origination/purchase of small loans to farms.

The geographic distribution of NBA’s small loans to farms is excellent. Because the
volume of such loans originated or purchased by NBA in the Phoenix-Mesa and Tucson
MAs (24 and 14 loans, respectively) were not sufficient to perform a meaningful
analysis, the overall conclusion is based on performance in the Yuma MA. While the
portion of small loans to farms originated and purchased by NBA in moderate-income
geographies in the Yuma MA is only near to the portion of farms that are within those
geographies, NBA’s overall market share for such loans exceeds it’'s overall market
share for small loans to farms in the MA. There are no farms located in the single low-
income geography in the Yuma MA.

Lending Gap Analysis

An analysis of geographies where NBA had not originated or purchased any HMDA
loans, small loans to businesses, or small loans to farms was performed for each full-
scope AA. No unexplained conspicuous gaps were identified.

Inside/Outside Ratio

The substantial majority of NBA’s reportable lending is within its AAs. Over the

evaluation period, approximately 93% of home purchase loans, 98% of small loans to
businesses, and 90% of small loans to farms originated or purchased by NBA were
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within its AAs. The high percentage of lending within its AAs had a positive impact on
the analysis of the distribution of lending by income level of geography.

Distribution of Loans by Income Level of the Borrower

The overall borrower distribution of NBA’s HMDA, small loans to businesses, and small
loans to farms reflects a good dispersion among borrowers of different income levels
throughout the full-scope AAs. Performance is good in the Phoenix-Mesa, Tucson, and
Yuma MAs.

Home Mortgage Loans

Refer to Tables 8, 9, and 10 in Appendix C for the facts and data used to evaluate the
borrower distribution of the bank’s home mortgage loan originations and purchases.

Home purchase loan borrower distribution is adequate. In the Phoenix-Mesa and
Tucson MAs, performance is good. The portion of loans made to low-income borrowers
in the Phoenix-Mesa MA is near to the portion of families that are defined as such, while
the market share for such loans exceeds NBA'’s overall market share for home
purchase loans in that MA. In addition, the portion of loans made to moderate-income
borrowers in the Phoenix-Mesa MA exceeds the comparable demographic. In the
Tucson MA, the portion of loans made to low-income borrowers is significantly lower
than the comparable demographic, however, the portion of loans made to moderate-
income borrowers is near to the comparable demographic. In addition, the market
share of loans made to low-income borrowers is near to and to moderate-income
borrowers exceeds NBA'’s overall market share for home purchase loans in that MA.
Performance in the Yuma MA is poor. The portion of loans made to low-income
borrowers is significantly lower and to moderate-income borrowers is lower than the
comparable demographics. In addition, market shares for both income categories are
lower than NBA'’s overall market share for home purchase loans in that MA.

Home improvement loan borrower distribution is excellent. Because the volume of
home improvement loans originated or purchased by NBA in the Phoenix-Mesa and
Tucson MAs (12 and 11 loans, respectively) were not sufficient to perform a meaningful
analysis, the overall conclusion is based on performance in the Yuma MA. The portions
of loans made to low-income borrowers is near to and to moderate-income borrowers
exceeds the portions of families that are defined as such in the Yuma MA. In addition,
market shares for both income categories greatly exceed NBA’s overall market share
for home improvement loans in that MA.

Refinance loan borrower distribution is poor. In the Yuma MA, performance is
adequate. While the portion of loans made to low-income borrowers is significantly
lower and moderate-income borrowers is somewhat lower, the market shares for each
income category exceed NBA'’s overall market share for refinance loans in that MA. In
the Phoenix-Mesa MA, performance is poor. While the distribution of loans is similar to
that in the Yuma MA, the market shares for both income categories are lower than
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NBA'’s overall market share for such loans in the Phoenix-Mesa MA. Performance in
the Tucson MA is also poor.

Small Loans to Businesses

Refer to Table 11 in Appendix C for the facts and data used to evaluate the borrower
distribution of the bank’s origination/purchase of small loans to businesses.

The distribution of small loans to businesses of different sizes is good. Performance in
the Yuma MA is excellent. The portion of loans made to businesses with revenues of
less than $1 million is near to the portion of businesses defined as such in the MA, while
the market share of such loans greatly exceeds NBA'’s overall market share for small
loans to businesses in that MA. In the Phoenix-Mesa and Yuma MAs, performance is
good. In both MAs, the portion of loans to businesses with revenues of less than $1
million is lower than the comparable demographic, however, the market shares for such
loans exceed NBA'’s overall market shares for small loans to businesses in each MA.

Small Loans to Farms

Refer to Table 12 in the Appendix C for the facts and data used to evaluate the
borrower distribution of the bank’s origination/purchase of small loans to businesses.

The distribution of NBA’s small loans to farms of different sizes is good. Because the
volume of such loans originated or purchased by NBA in the Phoenix-Mesa and Tucson
MAs (24 and 14 loans, respectively) were not sufficient to perform a meaningful
analysis, the overall conclusion is based on performance in the Yuma MA. While the
portion of loans originated to farms with revenues of less than $1 million is lower than
the portion of farms that are defined as such, the market shares for such loans exceed
NBA'’s overall market share for small loans to farms in that MA.

Community Development Lending

Refer to Table 1 Lending Volume in appendix C for the facts and data used to evaluate
the bank’s level of community development lending. This table includes all CD loans,
including multifamily loans that also qualify as CD loans. In addition, Table 5 includes
geographic lending data on all multi-family loans, including those that also qualify as CD
loans. Table 5 does not separately list CD loans.

NBA originated a high level of CD loans within its AA, which had a positive impact on
the Lending Test rating. CD loans originated are particularly responsive to credit needs
that support affordable housing and economic development activities. The bank
originated 25 loans totaling $76.6 million. Examples of CD loans originated include:

e A $1.3 million loan in the Tucson MA to refinance a 92-unit apartment complex

located in a moderate-income tract. The apartment complex provides affordable
housing for LMI tenants.
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e A $10.7 million loan in the Phoenix-Mesa MA to fund infrastructure costs for the
development of 132 single-family lots and commercial land in a moderate-income
area. The single-family houses will provide affordable housing for LMI people.

e Aloan for $151 thousand to a CD organization to purchase two homes for
renovation and sale to LMI families in the Phoenix-Mesa MA.

e Two loans totaling $3 million to a CD organization to fund development of 135
lots and infrastructure for another 183 lots located in a moderate-income area in
the Yuma MA. The single-family homes provide affordable housing for LMI
people.

e A loan for $2.1 million to finance construction of a supermarket in the Tucson
MA. The supermarket provides services and jobs to residents of the town, which
consists of two moderate-income geographies, and contributes to the
revitalization and stabilization of the community. This is the only supermarket in
the town.

Product Innovation and Flexibility

Innovation and flexibility in product design and application had a positive effect on NBAs
Lending Test conclusions. Innovative and flexible lending products are primarily
designed to meet the affordable housing needs of LMI borrowers. The bank partnered
with a number of CD non-profit organizations and municipalities throughout the AA, to
offer an affordable housing product.

The bank’s Affordable Housing Program (AHP) is available to first time homebuyers and
is uniquely tailored to meet the program parameters of each participating non-profit or
municipality. All homebuyers must complete pre-purchase counseling. Interest rates
are lower than those offered for standard products, down payment assistance is
available, borrower’s contribution is reduced, and underwriting, including qualifying
ratios, is flexible. The AHP’s flexibility allows borrowers to leverage their down payment
assistance to include various funding sources. Income guidelines are restricted to LMI
applicants.

During the evaluation period, the bank made a total of 140 AHP loans for $11.2 million.
NBA dedicated the resources to effectively disseminate information about the product to
eligible applicants, and to underwrite, approve, fund, and monitor the loans.

NBA is the only bank in the Phoenix area to participate in the City of Phoenix First Time
Homebuyers program, which is available to low-income applicants at very low interest
rates. Down-payment assistance, reduced borrower contribution, and flexible
underwriting are part of the program. This is an acquisition and rehabilitation program,
and a minimum of $5 thousand in rehabilitation expenses is required on the purchased
residence. During the evaluation period, a total of 19 such loans were made for
approximately $2 million.
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NBA provided a flexible loan product to finance construction of a subdivision in a town in
a moderate-income geography in the Phoenix-Mesa MA. The subdivision is for low-
and moderate-income state and prison workers in the town. This product was flexible
as the bank disbursed 100% of the sales price during the construction period, which is
not traditionally done, and the loans were at a reduced cost. During the evaluation
period, a total of 26 such loans were made totaling $2.7 million.

NBA was approached by a non-profit organization in the Tucson MA to address a need
for small dollar amount loans for emergency car repairs, medical expenses, or housing
problems that might prevent low-income people from continuing to work or go to school.
The bank provided a $50 thousand low interest, extended term loan to the non-profit
organization, which was then able to provide very low-interest loans with flexible
underwriting for a maximum of $3 thousand to eligible applicants. The loans, which are
serviced by NBA, have a two-year maturity. There have been 12 loans made under the
program.

Conclusions for Areas Receiving Limited-Scope Reviews

Based on limited-scope reviews, the bank’s performance under the Lending Test in the
Flagstaff MA is consistent with the bank’s overall “High Satisfactory” performance under
the Lending Test. In the non-metropolitan areas of the state, NBA’s performance is
weaker than it's overall performance under the Lending Test, but remains adequate.
The weaker performance is centered in the poor geographic distribution of loans to
small businesses within the non-metropolitan areas. The weaker performance did not
impact the overall conclusions for the Lending Test, which was based primarily on
performance in the full-scope AAs. Refer to Tables 1 through 12 in Appendix C for the
facts and data that support these conclusions.

INVESTMENT TEST

Conclusions for Areas Receiving Full-Scope Reviews

The bank’s performance under the Investment Test is rated “Outstanding”. Based on
full-scope reviews, the bank’s performance in Phoenix-Mesa and Yuma MAs is
excellent and good in the Tucson MA.

Refer to Table 14 in appendix C for the facts and data used to evaluate the bank’s level
of qualified investments.

NBA'’s investment performance in Arizona is based on its level of investments and
management’s active participation and leadership in providing CD investments. The
primary credit needs of the communities that comprise the bank’s AA are affordable
housing for LMI people and economic development. The investments made were very
responsive to the identified credit needs. The bank’s qualified investments and
donations totaled $43.8 million. Of that total, $27.6 million in investments and $353
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thousand in grants and donations were made during the current evaluation period.
Another $15.8 million investment was made prior to the evaluation period and remains
on the bank’s books. All qualified investments were made within the bank’s AAs.

The bank’s performance in the Phoenix-Mesa MA is reflective of its overall excellent
performance. Investments totaled $15.7 million. Three investments totaling $11.9
million were for CD municipal bonds. NBA has developed an expertise in issuing CD
related bonds to local rural municipalities throughout the bank’s AA. NBA has displayed
leadership and innovativeness by developing a significantly streamlined application
process with expedited approval and reduced upfront costs. CD related bonds issued in
the Phoenix-Mesa MA were used to finance a health care facility in a moderate-income
area, to construct a sewage system as part of a plan to revitalize and stabilize a
moderate-income town, and to provide economic development opportunities and
services in a distressed area targeted for redevelopment. The bonds require creative
structuring including capitalization of interest, delay of principal repayment, pre-pay
without penalties, and reduced cost structure to maintain affordability for these usually
non-rated and non-insured communities. The remaining investments in the Phoenix-
Mesa MA consisted of the purchase of $3 million in CD qualified mortgage-backed
securities and a $50 thousand investment in an economic development community
development corporation.

The bank’s performance in the Tucson MA was good. Investments totaled $2.4 million
and consisted of the purchase of CD qualified mortgage-backed securities.

The bank’s performance in the Yuma MA was excellent. Investments totaled $5.8
million and consisted primarily of a $5.6 million investment in a health care facility that
promotes CD for LMI individuals.

The bank made three investments totaling $2 million in an AA wide small business
investment company that was formed by a bank affiliate. The investment has been
allocated throughout the AA based on the MA'’s pro rata share of deposits.

NBA made a total of 182 grants and donations totaling $353 thousand to CD
organizations throughout the AA. These grants and donations all targeted LMI persons
through a wide variety of community needs, including affordable housing, small
business financing, welfare-to-work programs, and other services primarily focused on
battered women and children, at-risk youth, and the homeless.

In addition, the bank had a total of $81 thousand in Federal Home Loan Bank foregone
dividends. These foregone dividends fund the Federal Home Loan Bank’s Affordable
Housing Program.

Conclusions for Area Receiving Limited-Scope Reviews

Based on limited-scope reviews, the bank’s performance under the Investment Test in

the Flagstaff MA is not inconsistent with the bank’s overall “Outstanding” performance.
The bank’s performance in the non-MA is not consistent with the bank’s overall
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“Outstanding” performance under the Investment Test. The bank made no investments
in the non-MA during the evaluation period other than 33 grants and donations totaling
$21 thousand. The non-MA area also received a $465 thousand allocation of the AA
wide investment based on its pro rata share of deposits. Refer to the Table 14 in
appendix C for the facts and data that support these conclusions.

SERVICE TEST

Conclusions for Areas Receiving Full-Scope Reviews

NBA'’s performance under the Service Test is rated “High Satisfactory.” Based on full-
scope reviews the banks performance in the Phoenix-Mesa, Tucson and Yuma MAs is
good.

Retail Banking Services

Refer to Table 15 in Appendix C for the facts and data used to evaluate the distribution of the
bank’s branch delivery system.

The accessibility of the bank’s retail services is good in the Phoenix-Mesa, Tucson and
Yuma MAs. NBA'’s branch delivery systems are accessible to essentially all portions of
the banks AA’s. In addition, NBA reflects leadership traits in several of its CD services.
Branch distribution received the most weight in rating the bank’s performance under the
service test.

NBA'’s distribution of branches in the Phoenix-Mesa MA is good. While NBA does not
have branches in the low-income areas here, only 5% of the population resides there.
Customers within this area are serviced with one nearby branch located within one mile
of these low-income census tracts. NBA'’s distribution of branches in moderate-income
areas at 35% greatly exceeds the respective population distribution of 26% there.

NBA'’s distribution of branches in the Tucson, MA is good. The bank’s six branches in
the low-income tracts of this AA represent 17% of its total greatly exceeding the
respective population of 5% residing in those areas. This measurement declines in
moderate-income areas where the banks distribution of branches is 17% versus the
population distribution of 28%. However, the overall accessibility is improved as the
percentage of other branches in close proximity to moderate-income areas essentially
matches the population demographics.

NBA'’s branch distribution in the Yuma MA is good. The bank currently has a total of six
branches in this AA, of which 17% are located in moderate-income tracts where 34% of
the population resides. The bank does not have any branches in low-income areas,
however the population level here is minimal at .1%. Two full-service bordering
branches improve the bank’s accessibility here. These bordering branches are located
a nominal .25 and .50 miles from the moderate-income census tract and are located in
high traffic shopping areas accessible by public transportation.
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NBA’s ATM network within the Phoenix-Mesa Multi-state AA provides an alternative
delivery system for providing retail-banking services within moderate-income areas.
However, the banks proprietary ATMs located in moderate-income geographies (18%)
are below the population (26%) residing there. There are no ATM’s located within low-
income geographies.

NBA’s ATM network within the Tucson, MA offers an effective alternative delivery
system for providing retail-banking services. The banks proprietary ATMs located in
moderate-income geographies at 33% exceed the respective 28% population residing
there. NBA does not have proprietary ATM locations within low-income areas where 5%
of the population resides. The one branch located in the low-income area does not have
an ATM at this location.

NBA’s ATM network within the Yuma AA offers also serves as an alternative delivery
system for providing retail-banking services. The banks proprietary ATMs located in
moderate-income geographies at 17% is below the 34% population distribution residing
there. However, ATMs bordering moderate-income areas augments the delivery of
services which when added exceeds the population distribution in the moderate-income
census tracts.

Changes in Branch Locations

During the evaluation period, NBA’s branch opening and closing activity in each of its
full-scope AAs has generally not adversely affected the accessibility of its delivery
systems, particularly in LMI geographies. During the examination, we reviewed the
bank’s file reports for branches closed in LMI census tracts. The reports were found to
be reasonable with details regarding closing analyses, financial institutions within a
three-mile radius of the branch being considered for closure, and distance to the
nearest NBA office.

Reasonableness of Business Hours and Services in Meeting Assessment area
Needs

The reasonableness of business hours and services offered at branch locations in the
Phoenix-Mesa, Tucson and Yuma MA'’s do not vary in a way that inconveniences
certain portions of the AAs, particularly LMI geographies or individuals. The range and
accessibility of services is comparable to those in middle- and upper-income tracts.

Consumers within LMI census tracts are serviced within the traditional banking store
format. The traditional branch format provides a wide array of banking services
including; full teller transactional services, safe deposit, and new account and loan
services. Traditional branch banking hours are Monday-Thursday 9a.m.- 4p.m. and
Fridays 9:a.m. to 5p.m or 9a.m to 6p.m.

NBA offers a wide array of products and services through many of its branch locations.

In addition, NBA'’s alternative banking systems include 24-hour telephone banking and
24-hour Internet banking services. NBA customers are able to obtain deposit and loan
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account information, pay bills electronically, and transfers funds from remote locations.
All of this makes banking services accessible to a wide geographical area. Some of the
more notable products and services offered by NBA include:

Individual Development Accounts (IDA) - The IDA account is designed to assist low —
to-moderate income families in accumulating funds necessary to purchase their first
home, start a business, or finance a post-secondary education. NBA waives all fees and
minimum balance requirements. The IDA also accrues interest and saving funds are
matched by a participating agency at the end of the authorized time period. NBA was
the first bank in the state of Arizona to offer IDAs and has over 150 such accounts.

Affordable Housing Program — NBA'’s affordable housing program provides financial
literacy counseling, down payment and closing cost assistance, low down payment
loans, and competitive rates for LMI i