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INSTITUTION'SCRA RATING
Thisingitution israted Satisfactory.

Theinditution exhibits areasonable loan-to-deposit ratio. Theingtitution’srecord of lending to borrowers
within its assessment areais satisfactory. The inditution’s record of lending to borrowers of different
income levels and businesses of different Szesis dso satisfactory. The bank has not received any CRA
related complaints since the last evauation.

DESCRIPTION OF INSTITUTION

Firgt Nationa Bank of the Carolinas (FNB) is $54 million commercid bank headquartered in Gaffney,
SC. The bank operates two full service officesin Gaffney and one office in Blacksburg, SC. Each
banking office has an ATM and drive-through facility. FNB isawhally owned subsdiary of FNB
Bancshares, Inc., aone-bank holding company, aso headquartered in Gaffney, SC. The assets and
scope of the holding company mirror those of the bank.

FNB offers afull range of banking servicesto individuas and businesses, including the taking of time
deposits, making loans, and offering norndeposit investment services. As of March 31, 2002, loans
totaled $42 million and deposits totaled $46 million. Loans represent 78% of total assets. The bank is
primarily acommercial and red estate lender. The didtribution of the loan portfolio as of March 31,
2002, was asfollows. commercid (including commercid red edtate) (54%); 1-4 family resdentid
properties (26%); consumer loans (15%) and real estate construction (5%). FNB's Tier 1 capital is $5
million and their ratio of risk-based capitd to risk weighted assetsis 12%. There are no legd, financid
or other factorsimpeding the bank’s ability to help meet the credit needs in the assessment area.

FNB's CRA performance was rated " Satisfactory” in the last public evaluation dated
July 22, 1998.

DESCRIPTION OF CHEROKEE COUNTY

The bank has designated al of Cherokee County as their Assessment Area (AA). The bank's
ddineation meets the legd requirements of the regulation as they have adopted the entire county and not
excluded any geography. The AA conssts of 1 moderate (14%) and 6 middle (86%) income census
tracts. There are no low-or upper-income geographiesin the AA. All of FNB's banking offices are
located in middle-income census tracts.

Approximately 12,456 familiesresdeinthe AA. Of thistota, 23% are classfied low-income, 20% are
moderate-income, 27% are middle-income and 30% are upper-income. The population of the AA is
approximately 44,506. The 2001 updated HUD, median family income for the AA is $50,400. 2001
Business Demographic Data reflects 1699 reported businessesin the AA. Most were smal businesses
as 88% reported revenues under $1IMM and 76% of them had fewer than 10 employees.



The AA is has been impacted by job losses as aresult of the continued decline of the textile and
manufacturing industries. The Outlet Shops have helped to stimulate the growth of retail and service
busnessesinthearea. Asof July 2002, the unemployment rate of the AA was 7.5%, which is above
the statewide average of 5.5% for the same period. Mgor Cherokee County employersinclude;
Nestle Frozen Foods Company (1583 employees), The Timkin Company (1000 employees),
Encompass, Inc. (700 employees) and Milliken & Company (600 employees).

Competition in the AA ismoderate. There are 6 other financid inditutions with 8 banking officesin the
AA. Mgor competitorsin the AA include a diverse mix of community, regiond and multinationa
banking companies.

During our review, we made a community contact to ascertain the credit needs of the AA. The contact
indicated the primary credit needs were smal business loans (start-up and working capitd) and a
combinaion of sngle family and multifamily affordable housing.

CONCLUSIONSABOUT PERFORMANCE CRITERIA

Based on our review the bank's loan mix, we determined the bank’s primary [oan products were home
mortgage loans and commercid loans. Our borrower and geographic lending analyses were based on
review of asample of 36 home mortgage loans originated in the AA during 2000 and 2001. Our
evauation of commercia lending performance was based on a sample of 20 commercid loans
originated in the AA since our last examination. Our evauation period was from December 31, 1999
through December 31, 2001.

L oan-to-Deposit Ratio

FNB's quarterly average loan-to-depogt ratio since the last examination is 84%. Thisratio is more than
reasonable in light of the bank's capacity to lend and the volume of lending opportunitiesin the bank's
AA. FNB's loanto-depost ratio congstently exceeds that of smilarly situated banksin the locdl
market.

Lending in the Assessment Area

A high percentage of FNB's |oans were made within the AA. During the period under review FNB
made 80% of their loan originations within the AA. By loan product, 80% of the number and 78% of
the dollar volume of home mortgage loans were insde the bank's AA. In terms of commercid loans,
77% of the number and 72% of the dollar volume were made in the AA.



L ending to borrowers of different incomes and businesses of different sizes

FNB's distribution of home mortgage loans is reasonable. The bank made 6% and 31% of their home
mortgage loans to low- and moderate-income borrowers, respectively.  Demographic information
reflects 23% of the familiesin the AA are low-income and 20% are moderate income. The bank's
performance to low-income borrowers is mitigated by the fact that 17% of the low-income familiesin
the AA live below the poverty level, which makesit difficult for them to afford and maintain ahome. In
addition, thereis an identified need for affordable housing in the AA. Performance above the
demographic data in the moderate-income tract aso supports the bank’ s efforts to make loans to
borrowers of different incomes.

FNB's digtribution of commercid loansis reasonable. The bank made 50% of their commercid loans
to smal businesses (businesses annud revenues of $1 million or less). This compares reasonably to
demographic information, which indicates small businesses represent 88% of the businessesin the AA.
The bank’ s performance in comparison to the demographic is mitigated by the fact that 76% of the
businesses reported fewer than 10 employees. In many cases businesses of this Sze obtain funding from
private sources or interndly. Our andysis aso reflected 40% of FNB's commercid loan originations
were for amounts of $100 thousand or less, evidencing the bank's efforts to be responsive to smal
business credit needs.

Geographic Digtribution of L oans

FNB's geographic digtribution of home mortgage loansis satisfactory. Based on our review of the loan
sample, 5% of the bank's home mortgage |oans were made in the moderate-income census tract.

In terms of commercid loans, FNB made 11% of their loans in the moderate-income geography. This
performance compares reasonably to demographic data, which indicates 13% of the businessesin the
AA arelocated in the moderate-income geography.

Response to Complaints

FNB did not receive any CRA related consumer complaints during this evauation period.

Fair Lending Review

Analyses of public comments and the 1998, 1999 and 2000 HMDA-LAR reports were performed
according to the OCC'srisk based fair lending approach. The ingtitution has a reasonable record of
complying with anti-discrimination laws and regulations. No violations of the subgtantive provisons of

the anti-discrimination laws and regulations were identified. The last comprehensve far lending review
was performed in July 1998.



