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Overall CRA Rating

Institution’s CRA Rating: This institution is rated Satisfactory.
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The following table indicates the performance level of Hawaii National Bank with respect to the
Lending, Investment, and Service Tests:

Performance Levels

Hawaii National Bank
Performance Tests

Lending Test*

Investment Test

Service Test

Outstanding

X

High Satisfactory

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:

A high level of CD lending responsive to the needs of the community.

An excellent geographic distribution of small loans to businesses in the Oahu

assessment area.

An adequate borrower distribution of small loans to businesses in the Oahu assessment

area.

A good level of investments responsive to the needs of the Oahu assessment area.

A good level of community development services.

Banking services that are readily accessible to geographies and individuals of different
income levels in its assessment areas.
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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.

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: 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
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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.

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.
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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. [f 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.
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Description of Hawaii National Bank

Hawaii National Bank (HNB) is a wholly owned subsidiary of Hawaii National Bancshares, Inc
(HB). The bank opened in September 19, 1960, and is headquartered in downtown Honolulu,
HI. The bank is an intrastate bank and operates 14 branch offices on three islands. HNB
offers a full range of products through its 11 full service branch offices located in the more
populated areas of Honolulu, Pearl City, and Kailua on the island of Oahu. The bank operates
one full-service branch on the island of Hawaii located in the community of Hilo and two full-
service branches on the island of Maui in the communities of Kahului and Kihei.

As of March 31, 2002, HNB had total assets of $332 million and equity capital of $27 million.
The bank has not engaged in any merger activity during the assessment period. As of March
31, 2002, total loans represented 70% of total assets. HNB’s commercial loans totaled $137
million or 59% of total loans. One to four family residential loans totaled $80 million or 34% of
total loans.

The bank’s primary focus is on small business customers and to a lesser extent to individuals
for home loans and consumer credit within the bank’s assessment area. Most of the bank’s
customers are small family enterprises and closely-held businesses. HNB is the smallest
commercial bank headquartered and doing business in Hawaii. WWhen comparing the bank to
its peers, we are referring to this group of local banks that includes Bank of Hawaii, First
Hawaiian Bank, American Savings Bank, Central Pacific Bank, City Bank, Territorial Savings
and Loan Association and Finance Factors Limited.

The bank has 1.63% of the state’s FDIC insured deposits. The bank competes for business
loans in the assessment area with six commercial banks headquartered in Hawaii, two of
which are part of large multi-state commercial bank holding companies. The only bank similar
to HNB in size and market focus is City Bank, with $1.6 billion in total assets. The bank also
competes with two large savings and loans. The total number of financial institutions reporting
small business loans in the state of Hawaii in 2000 was 57. Of these, 17 had more than 1%
market share. Of the top ten lenders, six were either national credit card lenders or
commercial banks headquartered on the mainland.

The Hawaiian market for home and consumer loans is also very competitive. The reported
HMDA data shows that there were 272 mortgage lenders active in the state of Hawaii with 216
active in the Honolulu MSA alone. 76 of these lending entities made 50 or more loans during
the year. The HMDA reporters include local banks, financial institutions from the mainland,
numerous local credit unions, and non-bank lenders. Of the top ten HMDA lenders, six were
financial institutions from the mainland.

HNB is affiliated through common ownership as defined in 12 U.S.C 371c with various
business entities of the Luke family who own more than 85% of the holding company, Hawaii
National Bancshares, Inc. These various business entities contributed service and
investments for various community development projects. After a review of the assets and
profitability of the Luke family’s various enterprises, we conclude that these enterprises are not
engaged in banking activities and the bank does not conduct banking activities through these
affiliated entities. The contributions and investments made by the affiliated entities were
considered in our assessment of the bank’s performance under CRA.
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HNB’s CRA performance was evaluated at this examination using Large Retail Bank CRA
procedures. The bank’s CRA performance was rated Satisfactory at the CRA examination in
May 1999.
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Scope of the Evaluation

Evaluation Period/Products Evaluated

This Performance Evaluation assesses the bank’s performance from January 1, 1999, through
April 15, 2002. We evaluated HNB’s small business and residential mortgage loan
originations from January 1, 1999, through December 31, 2001. Community development
loans, services and investments were evaluated during the time period from May 3, 1999,
through April 15, 2002. The bank did not submit optional consumer loan information for
consideration, therefore optional table 13 was not included in Appendix C. For more
information about the scope of this evaluation, please refer to Appendix A.

Data Integrity

We reviewed a sample of HMDA and small business loans to determine the integrity of the
data used in this analysis. The data was corrected for errors found in the small business
portfolio. The accuracy of the bank’s investments, services and community development data
was also verified. This analysis is based on accurate data.

Selection of Areas for Full-Scope Review

HNB operates primarily in three assessment areas in Hawaii. One assessment area is
comprised of part of the Honolulu MSA and the other two are selected census tracts on the
islands of Maui and Hawaii that represent the immediate area around the bank’s branches on
those two islands. We selected the Oahu assessment area and the two other assessment
areas as a group for the two areas of full scope review. Both areas contribute to the evaluation
of HNB’s performance in the state of Hawaii. However, more weight is given to the bank’s
performance in the Oahu AA because it comprises a significant majority of the deposits and
assets of the bank.

Ratings
The bank’s overall rating is based primarily on its performance in the Oahu assessment area.
This area accounts for 91% of HNB'’s deposits and 87% of its loans. More weight was given to

the small business lending because it represents a majority of the bank’s lending volume and
is the bank’s strategic focus.

Other

Please refer to Market Profiles in Appendix B for a detailed discussion of credit needs and
community contacts.
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Fair Lending Review

An analysis of the most recent public comments and consumer complaint information, and
HMDA, small business and small farm lending data was performed according to the OCC'’s risk
based fair lending approach. Based on its analysis of the information, the OCC decided that a
comprehensive fair lending examination would not need to be conducted in connection with the
CRA evaluation this year. The latest comprehensive fair lending exam was performed in May
of 1999. The bank was found to be in satisfactory compliance with fair lending laws. There
was no evidence of disparate treatment applied on a prohibited basis and no violations of fair
lending laws were cited.
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Conclusions with Respect to Performance Tests

LENDING TEST

Conclusions for Areas Receiving Full-Scope Reviews

The bank’s performance under the lending test is rated “High Satisfactory”. Based on full-
scope reviews, the bank’s performance in the Oahu AA is good and in the Hawaii Maui AA
adequate.

Lending Activity

Refer to Table 1 Lending Volume in appendix C for the facts and data used to evaluate the
HNB’s lending activity.

HNB’s lending reflects good responsiveness to the credit needs in its assessment areas. HNB
originated 1,407 loans totaling $145 million within its assessment areas during the evaluation
period. The majority of loans originated (88% in number 75% in dollar volume) were small
loans to businesses. HMDA loans comprised 23% of total dollar volume originated and small
farm loans comprised less than 1% of total dollar volume originated. This distribution reflects
HNB’s emphasis on commercial lending to better focus its efforts and serve its customer base.
The market for HMDA lending is highly competitive and is well served by the 50 plus banks
originating mortgage loans in the Hawaiian Islands.

Peer lending data for the year 2000 showed HNB with overall market share of 8% of the dollar
volume and 2.5% of the number of small loans to businesses in the Honolulu area. This is
very good compared to the 1.82% market share of deposits in the Honolulu MSA. This
indicates that the bank’s share of the market extends beyond its footprint or deposit base and
that HNB is reaching out to serve its business customers beyond its base of deposits.
Similarly, in the Hawaii Maui AA, the bank has a market share of 3% of the dollar volume of
loans compared to its .8% and 1.2% market share of deposits on the islands of Hawaii and
Maui respectively.

During the evaluation period, the bank provided 36 trade letters of credit totaling more than
$1.2 million dollars to business with revenues of less than one million dollars. These loans are
not reported in the bank’s small loans to businesses because they do not fall under the
regulatory definition. However, they fulfill an important need for small businesses in the bank’s
assessment area because of the importance of international trade to the Hawaiian economy.
Promoting international trade is one of the key economic objectives to revitalize and stabilize
the Hawaiian economy.
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Assessment Area Concentration

HNB maintains a high concentration of lending in its assessment area. 77% of the number
and 81% of the dollar volume of HMDA loans were made within the bank’s assessment areas.
88% of the number and 87% of the dollar volume of loans to small businesses was made
within the assessment area. Almost 100% of its loans are made within the Hawaiian Islands.
Those loans outside of the assessment area are only a few miles from the boundaries of
HNB’s designated assessment areas.

Lending Gaps

There were several geographies throughout the assessment area where the bank made no
loans. Most of the geographies were random and did not reflect any bias or intent. However,
there were two clusters of low, moderate and middle-income census tracts with no lending.
These clusters were discussed with the bank and it was determined that these were areas
which included military bases, recreation fields and high concentrations of residences that
would not normally be marketable areas for commercial lending. We determined that these
clusters were not a concern and did not reflect negatively on the bank.

Distribution of Loans by Income Level of the Geography

The geographic distribution of HNB’s small loans to businesses, home purchase loans, home
improvement and home refinance loans was excellent based on the lending in the Oahu
assessment area.

Small Loans to Businesses

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

Oahu AA

Geographic distribution of small loans to businesses is excellent. To assess the bank’s
geographic distribution of loans, we calculated the number of bank loans in low, moderate,
middle and upper income geographies as a percentage of all loans originated during this
review period. We then compare this to the percentage of businesses located in the low-,
moderate-, middle- and upper-income geographies. This provides some indication of the
available lending opportunities within HNB’s assessment area. We also compared the bank’s
lending in those geographies to the percentage of loans made by other banks within HNB’s
assessment area. This comparison tells us how well the bank did compared to peer.
Additionally, we compared the bank’s overall market share for each type of loan (small
business and HMDA) to the bank’s market share for each type of loan in the four geographic
income categories. This is an indicator of the bank’s commitment to lend in low- and moderate-
income geographies.

The percentage of the bank’s loans in moderate-income geographies exceeds the percentage
of businesses in those geographies by almost 10%. Although peer bank lending also exceeds
the percentage of businesses in those geographies, the bank’s lending is well above peer.

11
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The percentage of loans in low-income geographies is slightly less than the percentage of
business located in those geographies but is still good. Also, only 5% of businesses are
located in low-income geographies.

HNB’s market share in moderate-income geographies substantially exceeds its overall market
share. HNB’s market share of loans in low-income geographies is slightly less than the overall
market share. This is an indication of HNB’s focus on the needs of businesses in low- and
moderate-income geographies.

Hawaii Maui AA

Geographic distribution of small loans to businesses in moderate-income geographies is
adequate. The percentage of bank loans in moderate-income geographies is less than the
percentage of businesses in these geographies and also below peer. The bank’s market share
in moderate-income geographies is less than the overall market share.

There are no low-income geographies in HNB’s Hawaii Maui assessment area.

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 HNB’s home mortgage loan originations and purchases.

Oahu AA
Geographic distribution is excellent.

The percentage of the bank’s home purchase loans in moderate-geographies exceeds the
percentage of owner occupied homes in these geographies. The percentage of HNB’s home
improvement and refinance loans also exceeds the percentage of owner occupied loans in
moderate-income geographies. Because of the extreme high cost of home ownership,
affordable housing is an issue for persons and families in moderate-income geographies. The
bank’s distribution of loans for home purchase, home improvement and refinance indicates
responsiveness to the needs of these geographies.

HNB’s market share of home purchase and refinance loans in moderate-income geographies
exceeds its overall market share and is further evidence of their responsiveness. The market
share of home improvement loans is not sufficient for analysis.

Owner occupied housing in low-income geographies is less than 1 percent of the total housing
stock and is not considered a viable area of lending for home purchase, home improvement
and refinance loans. Supply is limited due to the extremely high cost of housing in the Oahu
AA. Housing needs for low-income persons are best met through multifamily lending. HNB'’s
multifamily loans were made during the evaluation period through a consortium of lenders.
Discussion of the distribution is in the community development lending section.

12
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Hawaii Maui AA

Analysis of the geographic distribution of home purchase and improvement loans in the Hawaii
Maui is not meaningful as the bank made only five loans there during the evaluation period.
Distribution of home refinance loans was poor because the bank made no loans in low- or
moderate-income census tracts.

Distribution of Loans by Income Level of the Borrower

The overall borrower distribution of small loans to businesses, home purchase, home
improvement and home refinance loans reflects an adequate dispersion among borrowers of
different income levels throughout the bank’s assessment areas.

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.

Oahu AA

Distribution of small loans to business with revenues of less than one million dollars is
adequate. HNB'’s percentage of loans to businesses is more than half of the percentage of
businesses in the AA with revenues of less than one million dollars and is also less than the
percentage of loans made by its peer banks. However, the majority of the bank’s loans are for
less than $100,000 indicating responsiveness to the needs of the businesses in the area. The
bank’s market share of loan to businesses with revenues less than one million dollars is
greater than its overall market share to all businesses further indicating a responsiveness to
the needs of small businesses.

Hawaii Maui AA

Distribution of small loans to businesses with revenues of less than one million dollars is
adequate. HNB’s percentage of loans to businesses is near the percentage of businesses with
revenues of less than one million dollars but still less than peer banks in the area. However,
market share to these businesses is greater than the HNB’s overall market share to
businesses of all revenue sizes in the AA and the majority of loans originated were for
amounts less than $100,000. Again, indicating responsiveness to the needs of small
businesses.

13
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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.

Oahu AA

The cost of housing in the Oahu assessment area is one of the highest in the United States
and the supply is very limited. The high cost housing coupled with below average median
incomes makes home ownership and affordable home mortgages almost impossible for low-
income borrowers and very difficult for moderate and middle-income borrowers. Lending to
low-, moderate- and middle-income borrowers is considered significant for this reason.

Borrower distribution for home purchase and home improvement loans is considered adequate
although the bank’s loans to low- and moderate-income borrowers are substantially less than
the percentage of low- and moderate-income borrowers in the assessment area, the bank’s
lending is only slightly less than peer bank. HNB'’s loans to middle income borrowers are
almost half of the percentage of borrowers in the AA. The bank’s lending volume was
insufficient for market share analysis.

Home mortgage refinancing is good with the percentage of loans to middle-income borrowers
very near the percentage of these borrowers in the AA and the loans to moderate-income
borrowers more than half of the percentage of borrowers in the AA.

Hawaii Maui AA
The HMDA lending in the Hawaii Maui AA was insufficient for analysis.
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.

HNB made a high level of community development loans during the evaluation period. The
level of community development lending had a positive impact on the lending test. HNB made
a total of 13 community development loans totaling $2.5 million. This represents 9% of tier
one capital. All loans are very responsive to the identified needs in the community.

Twelve loans totaling $296 thousand represent participations with the Hawaii Community
Reinvestment Corporation in affordable housing projects throughout the assessment areas.
The projects provided 491 units of specifically designated low- and moderate-income housing
throughout the Hawaiian Islands.

One loan for $2.25 million was made by the bank to fund an infrastructure project to provide
telecommunication lines and equipment for the Hawaiian Home Lands. The project will provide
the infrastructure necessary to make the land viable as home sites for native Hawaiians. The
bank also provided the project a line of credit for an additional $1.2 million. The line had not
been used at the time of the evaluation. More than 50% of Hawaiian natives have incomes
that are considered low or moderate.

14
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Affordable housing for Hawaiian natives was identified as a need in both assessment areas.
The loan was allocated to projects on land in both assessment areas.

Product Innovation and Flexibility

The bank has not developed any innovative or flexible loan products. The bank partners with
several other institutions to offer affordable housing loan products. Because only a small
number of loans have been made under the program, these products have a