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GENERAL INFORMATION

The Community Reinvestment Act (CRA) requires each federal financial supervisory agency to
use its authority when examining financial institutions subject to its supervision, to assessthe
ingtitution’s record of meeting the credit needs of its entire community, including low- and
moder ate-income neighborhoods, cons stent with safe and sound operation of the institution.
Upon conclusion of such examination, the agency must prepare a written evaluation of the
ingtitution's record of meeting the credit needs of its community.

This document is an evaluation of the Community Reinvestment Act (CRA) performance of
Bayshore National Bank prepared by The Office of the Comptroller of the Currency, the
ingtitution's supervisory agency, as of August 3, 1999. The agency rates the CRA performance of
an inditution congstent with the provisions set forth in Appendix A to 12 CFR Part 25. A copy
of this document should be placed in the bank’ s public file.

INSTITUTION'SCRA RATING: Thisinditutionisrated “ Satisfactory.”

Bayshore Nationd Bank has asatidactory record of meeting credit neads within the community.
< The bank’ sloan-to-depost retio is reasonable.
< A mygority of loans originated by Bayshore National Bank are within the assessment area

< The geographic digribution of |oans reflects a reasonable digperson throughout the assessment
area.

< The bank’ srecord of lending to borrowers of different income levels, induding low-and
moderate-income individuas and busnesses of different Szesis reasonable.

DESCRIPTION OF INSTITUTION
Baydhore Nationd Bank iswholly owned by Bay Bancshares, Inc. (apublidy traded halding
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company). Itisa$ 298 million full sarvice bank with the main office in LaPorte, Texas. Cudomersare
a0 sarved through nine (9) full service branches, ten (10) ATMs and drive-in fadlities, and three Loan
Production Offices located throughout the bank’ s designated assessment areas Five (5) new branches
were opened in the pagt two years. One branch was dosed. Bayshore Nationd Bank offers
convenient banking hours and sarvices a dl locations: The bank offers generd and specidized loan
products for consumers and amdl busnesses. The bank’s primary business focusis consumer lending.
Specificdly, the bank has been active in originating indirect consumer loans. As of June 30, 1999, net
loans represented 62 percent of totd assats. Lending activity wasin the following categories loansto
individuas (55 percent) which indudes sngle payment, consumer aswell asindirect consumer loans
oneto four family resdentid loans (7 percent), loans secured by red edtate (26 percent) indude loans
secured by nonfarm nonresidentid properties and congtruction and land devel opment; and commercid
and indudtrid loans (12 percant). Also, through its affiliated mortgage company the bank originetes and
sdls home purchase loansin the secondary market. 1n 1998 and 1999 the mortgage company daossd
goproximatdy 244 loans of thistype. These loans are dso an indication of the bank’ s effortsto meat
the community credit needs No legd redrrictions exigt thet could impede the bank’ s aility to meet the
credit needs of the assessment area. Bayshore Nationd Bank’s CRA Performance was last evduated
February 13, 1997 and arding of “ Satisfactory” was assgned.

DESCRIPTION OF ASSESSMENT AREA

Bayshore Nationd Bank has defined the assessment area as the Greater Houston Primary Metropolitan
Satidicd Area(PMSA). The assessment area meets the requirements of the CRA and does not
arbitrarily exdude low- or moderate-income geographies. The assessmant areaincorporates Harris
County and the saven contiguous counties surrounding Harris County.  These counties indude:
Brazoria, Chambers, Fort Bend, Gaveston, Liberty, Montgomery and Waler counties Bayshore
Nationd Bank islocated in amiddle income censustract in the Houston Metropoliten Satidtical Area
A breskdown of the censustracts within the assessment area (PMSA) isdetalled in the Table 1.

Tablel

Census Tracts Within the Assessment Area (AA)

Census Tracts




County Low M oder ate Middle Upper NA
Income Income Income Income
Tracts Tracts Tracts Tracts
Harris 73 179 169 147 14
Brazoria 0 11 34 5 5
Chambers 0 2 2 1 1
Fort Bend 1 4 21 23 0
Galveston 9 16 25 13 4
Liberty 1 7 5 0 0
Montgomery |1 9 18 11 0
Waller 1 3 1 2 1
Total 86 231 275 202 25

The assesament area (PM SA) has a combined population of about 3.7 million, with 13 percent living
below the established poverty levdl. The assessment area has goproximatdy 1,537 thousand housing
units with 66 percent being oneto four family units: The number of owner occupied unitsis high,
acoounting for 49 percent of the oneto four family units. The percentage of vacant housng unitsislow
a 13 percent of thetotd. The median housng vaueis$ 72,774 and the median monthly grossrent is$
417. According to the 1990 census, the weighted average Metropolitan Satistical Area(MSA) Non-
MSA'’s Census Median Family Incomewas $ 36,930. The updated Median Family Income of dl
Non-MSAsis$ 53,957.

Baydhore Nationd Bank has ahigh degree of competition from numerous commeraa banks, credit
unions, and consumer finance companies located in counties and nearby arees. The bank dso
competes with branches of multinationd banks, mortgage banking companies, insurance companies
and government agendies.

LaPorte, Texas isasuburban community located adjacent to Hougton, Texas. Accessto LaPorte has
been enhanced with the devd opment of the Fred Hartman Bridge. The LaPorte-Bayshore areahas
experienced sgnificant growth inthe pedt few years: The economy is srong with Sgnificant
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deve opment (new businesses, schools, and homes). Severd businesses have been built or renovated.
Mgor contributorsto thelocd economy are retal trade, sarvice providers and manufacturing. A large
portion of the community work at the Port of Houston and the numerous petrochemica plants located
throughout the area. Overdl, unemployment in the LaPorte-Bayshore arealislow. .

COMMUNITY’SCREDIT NEEDS

Bayshore Nationd Bank has identified consumer loans as the assessment aredl s primary credit nesds
One community organization was contacted during the examingtion to determine economic conditions,
community credit needs, and other opportunities available for bank involvement. This contact indicated
the banksin the area are respondve to nesds of  the community in both lending and providing sarvice
The community contact aso identified the nesd for multi family housing as the population of the arealis
growing. No legd regrictions exist thet could impede the bank’ s ahility to meet the credit nesds of the
asEesIment area

CONCLUSONSWITH RESPECT TO PERFORMANCE CRITERIA:

LOAN TO DEPOSIT RATIO

The bank’ sloan+to-deposit ratio meets the Sandards for satisfactory performance,

Bayshore Nationd Bank actively attempts to meet the credit needs of its assessment aea. Thebank’s
|oan-to-depogit ratio is reasonable based on the community’s credit needs. Thisratio exceeds other
smilarly stuated banks (average of 32 percent, and ranged from 23 percent to 54 percernt).

The loan-to-depogt ratio as of June 30, 1999 was 70 percent. Since the prior CRA Performance

Evduation dated February 3, 1997, the bank’ s loan-to-deposit ratio has averaged 67 percent.
Bayshore Nationd Bank’ sratiosfor the five most recent quarters are shown in Table 2.

Table2

QUARTER ENDED LOAN-TO-DEPOSIT RATIOS

June 30, 1999 70%




QUARTER ENDED LOAN-TO-DEPOSIT RATIOS

March 31, 1999

December 31, 1998

September 30, 1998
June 30, 1998

Five Quarter Average

LENDING IN THE ASSESSMENT AREA

The bank’ s lending in the assessment area exceeds the Sandards for satisfactory performance.

An examing andyd's parformed during the examinaion induded asample totd of Sixty-Sx (66)
consumer, home equity, indirect consumer and commerdd loanfiles Thisandydsreveded that 92
percent of the number and 95 percent of the dollar volume were within the assessment arean Detall
reaing to thisandydsisshown in Table 3.

Table3

1999 LENDING IN THE ASSESSMENT AREA

% Within AA(by #) % Within AA (by $)

93% 93%

80% 87%
95% 91%
92% 97%

LENDING TO BORROWERS OF DIFFERENT INCOMESAND TO BUSNESSES OF
DIFFERENT SZES



The bank’ slending to borrowers of different incomes and businesses of different 9zes medtsthe
dandardsfor satisfactory performance.

Ovedl, Baydhore Nationd Bank’slevd of lending to individuas of different income levdsand
busnesses of different Szesisreasonable. The bank does not routindy collect income deta on loans
and no internd analyd's of lending patterns had been performed. Since indirect consumer loans
represented the largest portion of the bank’ sloan portfalio, asample of indirect consumer loan fileswas
reviewed during the examingtion. Thisreview reveded loan gpplications are Sdlidted from dl income
levdlsand isin line with the profile of the assessment area. In addition, our sample of commeraid loans
reveded alarge portion of 1oans originated were to smal businesses with revenuesless than $1 million
per year. Table4 summiarizes our review.

Tabled4

LENDING TO BORROWERS OF DIFFERENT INCOMES AND BUS NESSES OF
DIFFERENT SZES

Area Demogrgphic
Characteridics

GEOGRAPHIC DISTRIBUTION OF LOANS



The bank’ s geographic didtribution of 1oans meets the dandards for satisfactory performance.

The geogrgphic digtribution of loans reflects a reasonable digperson throughout the assessment area
Our sample of loan ariginations from the bank’ sindirect consumer and commerdd loan portfolios
reveded a reasonable geographic digribution of loans. The sample andysisreflectslending in dl tracts.
The percentage of loans dosay goproximates the area demographic characterigics Table 5 is based
uponthis information and details the digtribution of loans within the assessment area

Tableb5

GEOGRAPHIC DISTRIBUTION OF LOANS

Area
Demaogrgphic
Characteridics

Count

RESPONSE TO COMPLAINTS

Bayshore Nationad Bank has nat recaived any consumer complaints regarding its CRA performance
sncethe prior CRA examinaion. However, the bank has satifactory proceduresin place to handle
CRA rdaed consumer complants



COMPLIANCE WITH ANTI-DISCRIMINATION LAWS

A Far Lending review was performed in conjunction with the CRA examination. The scope of the Far
Lending examination induded a determination as to whether al loan gpplicants are baing treated equaly
and an evaduation of the bank’sleve of compliance with the Equal Credit Opportunity Act (ECOA),
Fair Housng Act (FHA), and the Home Mortgege Disdosure Act (HMDA). A sample of home
improvement |oan gpplications (recaived during the first seven months of 1999) were reviewed.

Severd technicd vidaions of the ECOA and the HMDA were dited during the examination.

However, no vidlaions of the subgtantive provisons of the anti-discrimination laws and regulaions
were noted. The examination did not reved evidence of discrimination on a prohibited bass

OTHER CONS DERATIONS

Through the Mortgage Divison, Bayshore Nationd Bank isvery involved in promoting affordable
housng in ther market. Lending personnd spedificaly of the mortgege divison are involved in the
following lending rdaed activities

< Participation in the Houston Housing Partnership Program, which offers up to $9,500 in down
payment and dosing cogt assigtance to low-moderate income buyersin the dity limits of
Hougon.

< Involvement with the Southwest Texas Housing Finance Corporaion, on anumber of low-to-
moderate income housing programs and Sngle family and multifamily programs, which provide
down payment and dosing codt assstance, condruction finanding and permanent finandng.

< Bayshore Nationd Bank is one of two gpproved lenders for the Baytown Housng Asssance
Program.

< Bayshore Nationd Bank a0 participates in various counsding workshops, educationa
saminars, and committees which provide home buyer counsding spedificdly, to potentia low
and moderate income home buyers.



