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BACKGROUND

The Uniform Interagency Bank Rating System (the CAMEL Rating System) was developed by the
Federal Financial Institutions Examination Council (FFIEC) and is utilized by the Arkansas State
Bank Department. On March 1, 1993, the Arkansas State Bank Department made a decision to advise
Boards of Directors of state chartered banks of the entire CAMEL rating assigned pursuant to an
examination by this agency. By disclosing all component ratings, it is felt that Directors are fully
informed of the institution’s condition, as indicated by the assigned component ratings, and therefore
better equipped to address all financial and operational deficiencies.

Effective July 1, 1997, the updated rating system now referred to as the Uniform Financial Institutions
Rating System (UFIRS) or CAMELS rating system is utilized by the Arkansas State Bank
Department. This rating system is also used by federal bank regulatory agencies. Each institution’s
Board of Directors is advised of the assigned rating in the examination report, and the rating will not
be a matter of public information. The rating disclosed in the examination report is that assigned by
the Examiner in Charge and approved by supervisory personnel and the Bank Commissioner as a
result of an independent examination by the Arkansas State Bank Department or as a result of a joint
or concurrent examination in which the Arkansas State Bank Department participated. While the
CAMELS rating assigned by the Arkansas State Bank Department may be the same as that assigned
by the respective federal agency, some differences in component and composite ratings may exist. It
is important to note that the overall uniform bank rating is not an arithmetic mean of the six
component ratings, but the composite rating should be consistent with the individual performance
ratings. The Arkansas State Bank Department will conduct an exit meeting at the conclusion of every
examination. In addition, a Board meeting is required at the conclusion of every examination in which
the composite rating is a 3, 4, or 5.

OVERVIEW OF THE RATING SYSTEM

The rating system is based upon a careful evaluation and rating of six critical components of an
institution’s operations that reflect in a comprehensive fashion an institution's financial condition,
managerial performance, compliance with banking regulations and statutes and overall operating
safety and soundness. The specific components that are to be evaluated are the following:

Capital
Asset Quality
Management
Earnings
Liquidity
Sensitivity to Market Risk
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Each of these components is to be rated on a scale of 1 thru 5 in descending order of performance
quality. Thus, 1 represents the highest and 5 the lowest (and most critically deficient) level of
operating and/or financial performance.

Each bank is assigned a composite rating that is predicated upon the evaluations of the six specific
performance dimensions. The composite rating is also based upon a scale of 1 thru 5 in ascending
order of supervisory concern. In arriving at a composite rating, each financial component must be
weighed and due consideration given to the interrelationships among the various aspects of a bank's
operations. The delineation of component ratings does not preclude consideration of other factors
that, in the judgment of the examiner or reviewer, are deemed relevant to accurately reflect the overall
condition and soundness of a particular bank. However, the assessment of the specific components
represents the essential foundation upon which the composite rating is based.

COMPOSITE RATING
The five composite ratings are defined and distinguished as follows:
Composite 1

Financial institutions in this group are sound in every respect and generally have components rated
1 or 2. Any weaknesses are minor and can be handled in a routine manner by the Board of Directors
and management. These financial institutions are the most capable of withstanding the vagaries of
business conditions and are resistant to outside influences such as economic instability in their
trade area. These financial institutions are in substantial compliance with laws and regulations. As
a result, these financial institutions exhibit the strongest performance and risk management
practices relative to the institution's size, complexity, and risk profile, and give no cause for
supervisory concern.

Composite 2

Financial institutions in this group are fundamentally sound. For a financial institution to receive
this rating, generally no component rating should be more severe than 3. Only moderate
weaknesses are present and are well within the Board of Directors' and management's capabilities
and willingness to correct. These financial institutions are stable and are capable of withstanding
business fluctuations. These financial institutions are in substantial compliance with laws and
regulations. Overall risk management practices are satisfactory relative to the institution's size,
complexity, and risk profile. There are no material supervisory concerns and, as a result, the
supervisory response is informal and limited.
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Composite 3

Financial institutions in this group exhibit some degree of supervisory concern in one or more of
the component areas. These financial institutions exhibit a combination of weaknesses that may
range from moderate to severe; however, the magnitude of the deficiencies generally will not cause
a component to be rated more severely than 4. Management may lack the ability or willingness to
effectively address weaknesses within appropriate time frames. Financial institutions in this group
generally are less capable of withstanding business fluctuations and are more vulnerable to outside
influences than those institutions rated a composite 1 or 2.

Additionally, these financial institutions may be in significant noncompliance with laws and
regulations. Risk management practices may be less than satisfactory relative to the institution's
size, complexity, and risk profile. These financial institutions require more than normal
supervision, which may include formal or informal enforcement actions. Failure appears unlikely,
however, given the overall strength and financial capacity of these institutions.

Composite 4

Financial institutions in this group generally exhibit unsafe and unsound practices or conditions.
There are serious financial or managerial deficiencies that result in unsatisfactory performance.
The problems range from severe to critically deficient. The weaknesses and problems are not being
satisfactorily addressed or resolved by the Board of Directors and management. Financial
institutions in this group generally are not capable of withstanding business fluctuations. There
may be significant noncompliance with laws and regulations. Risk management practices are
generally unacceptable relative to the institution's size, complexity, and risk profile. Close
supervisory attention is required, which means, in most cases, formal enforcement action is
necessary to address the problems. Institutions in this group pose a risk to the deposit insurance
fund. Failure is a distinct possibility if the problems and weaknesses are not satisfactorily addressed
and resolved.

Composite 5

Financial institutions in this group exhibit extremely unsafe and unsound practices or conditions;
exhibit a critically deficient performance; often contain inadequate risk management practices
relative to the institution's size, complexity, and risk profile; and are of the greatest supervisory
concern. The volume and severity of problems are beyond management's ability or willingness to
control or correct. Immediate outside financial or other assistance is needed in order for the
financial institution to be viable. Ongoing supervisory attention is necessary. Institutions in this
group pose a significant risk to the deposit insurance fund and failure is highly probable.
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COMPONENT RATINGS
CAPITAL

A financial institution is expected to maintain capital commensurate with the nature and extent of
risks to the institution and the ability of management to identify, measure, monitor, and control
these risks.

The capital adequacy of an institution is rated (1 thru 5) based upon, but not limited to, an
assessment of the following evaluation factors:

(a)
(b)
(©)

(d)

()
(0
(2
(h)

The level and quality of capital and the overall financial condition of the institution.

The ability of management to address emerging needs for additional capital.

The nature, trend, and volume of problem assets, and the adequacy of allowances for loan
and lease losses and other valuation reserves.

Balance sheet composition, including the nature and amount of intangible assets, market
risk, concentration risk, and risks associated with nontraditional activities.

Risk exposure represented by off-balance sheet activities.
The quality and strength of earnings, and the reasonableness of dividends.
Prospects and plans for growth, as well as past experience in managing growth.

Access to capital markets and other sources of capital, including support provided by a
parent holding company.
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RATINGS
Capital rated 1 indicates a strong capital level relative to the institution's risk profile.
A 2 rating indicates a satisfactory capital level relative to the financial institution's risk profile.

A rating of 3 indicates a less than satisfactory level of capital that does not fully support the
institution's risk profile. The rating indicates a need for improvement, even if the institution's
capital level exceeds minimum regulatory and statutory requirements.

A 4 rating indicates a deficient level of capital. In light of the institution's risk profile, viability of
the institution may be threatened. Assistance from shareholders or other external sources of
financial support may be required.

Capital rated 5 indicates a critically deficient level of capital such that the institution's viability is
threatened. Immediate assistance from shareholders or other external sources of financial support
is required.

ASSET QUALITY

The asset quality rating reflects the quantity of existing and potential credit risk associated with
the loan and investment portfolios, other real estate owned, and other assets, as well as off- balance
sheet transactions. The ability of management to identify, measure, monitor, and control credit risk
is also reflected here.

The asset quality of an institution is rated (1 thru 5) based upon, but not limited to, an assessment
of the following evaluation factors:

(@) The adequacy of underwriting standards, soundness of credit administration practices,and
appropriateness of risk identification practices.

(b) The level, distribution, severity, and trend of problem, classified, nonaccrual, restructured,
delinquent, and nonperforming assets for both on- and off-balance sheet transactions.

(c) The adequacy of the allowance for loan and lease losses and other asset valuation
reserves.
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(d) The credit risk arising from or reduced by off-balance sheet transactions, such as unfunded
commitments, credit derivatives, commercial and standby letters of credit, and lines of

credit.

(e) The diversification and quality of the loan and investment portfolios.

® The extent of securities underwriting activities and exposure to counterparties in trading
activities.

(g) The existence of asset concentrations.
(h) The adequacy of loan and investment policies, procedures, and practices.

(1) The ability of management to properly administer its assets, including the timely
identification and collection of problem assets.

() The adequacy of internal controls and management information systems.

(k) The volume and nature of credit documentation exceptions.
RATINGS

Asset quality rated 1 indicates strong asset quality and credit administration practices. Identified
weaknesses are minor in nature and risk exposure is modest in relation to capital protection and
management's abilities. Asset quality in such institutions is of minimal supervisory concern.

A rating of 2 indicates satisfactory asset quality and credit administration practices. The level and
severity of classifications and other weaknesses warrant a limited level of supervisory attention.
Risk exposure is commensurate with capital protection and management's abilities.

A 3 rating is assigned when asset quality or credit administration practices are less than
satisfactory. Trends may be stable or indicate deterioration in asset quality or an increase in risk
exposure. The level and severity of classified assets, other weaknesses, and risks require an
elevated level of supervisory concern. There is generally a need to improve credit administration
and risk management practices.
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An asset quality rating of 4 is assigned to financial institutions with deficient asset quality or credit
administration practices. The levels of risk and problem assets are significant, inadequately
controlled, and subject the financial institution to potential losses that, if left unchecked, may
threaten its viability.

A rating of 5 represents critically deficient asset quality or credit administration practices that
present an imminent threat to the institution's viability.

MANAGEMENT

The management rating evaluates the capability of the Board of Directors and management, in
their respective roles, to identify, measure, monitor, and control the risks of an institution's
activities and to ensure a financial institution's safe, sound, and efficient operation in compliance
with applicable laws and regulations.

The capability and performance of management and the Board of Directors is rated (1 thru 5) based
upon, but not limited to, an assessment of the following:

(a) The level and quality of oversight and support of all institution activities by the Board of
Directors and management.

(b) The ability of the Board of Directors and management, in their respective roles, to planfor,
and respond to, risks that may arise from changing business conditions or the initiation of
new activities or products.

(©) The adequacy of, and conformance with, appropriate internal policies and controls
addressing the operations and risks of significant activities.

(d) The accuracy, timeliness, and effectiveness of management information and risk
monitoring systems appropriate for the institution's size, complexity, and risk profile.

(e) The adequacy of audits and internal controls to: promote effective operations and reliable
financial and regulatory reporting; safeguard assets; and ensure compliance with laws,
regulations, and internal policies.

(H Compliance with laws and regulations and responsiveness to recommendations from
auditors and supervisory authorities.
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(2) Management depth and succession and the extent that the board of directors and
management is affected by, or susceptible to, dominant influence or concentration of
authority.
(h) Reasonableness of compensation policies and avoidance of self-dealing.
(i) Demonstrated willingness to serve the legitimate banking needs of the community.
) The overall performance of the institution and its risk profile.
RATINGS

A 1 rating indicates strong performance by management and the Board of Directors and strong risk
management practices relative to the institution's size, complexity, and risk profile. All significant
risks are consistently and effectively identified, measured, monitored, and controlled. Management
and the board have demonstrated the ability to promptly and successfully address existing and
potential problems and risks.

A rating of 2 indicates satisfactory management and Board performance and risk management
practices relative to the institution's size, complexity, and risk profile. Minor weaknesses may exist
but are not material to the safety and soundness of the institution and are being addressed. In
general, significant risks and problems are effectively identified, measured, monitored, and
controlled.

The 3 rating indicates management and Board performance that need improvement or risk
management practices that are less than satisfactory given the nature of the institution's activities.
The capabilities of management or the Board of Directors may be insufficient for the type, size, or
condition of the institution. Problems and significant risks may be inadequately identified,
measured, monitored, or controlled.

A 4 rating indicates deficient management and Board performance or risk management practices
that are inadequate considering the nature of an institution's activities. The level of problems and
risk exposure is excessive. Problems and significant risks are inadequately identified, measured,
monitored, or controlled and require immediate action by the Board and management to preserve
the soundness of the institution. Replacing or strengthening management or the Board may be
necessary.
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A rating of 5 indicates critically deficient management and board performance or risk management
practices. Management and the Board of Directors have not demonstrated the ability to correct
problems and implement appropriate risk management practices. Problems and significant risks
are inadequately identified, measured, monitored, or controlled and now threaten the continued
viability of the institution. Replacing or strengthening management or the Board of Directors is
necessary.

EARNINGS

This rating reflects not only the quantity and trend of earnings, but also factors that may affect the
sustainability or quality of earnings. The quantity as well as the quality of earnings can be affected
by excessive or inadequately managed credit risk that may result in loan losses and require
additions to the allowance for loan and lease losses, or by high levels of market risk that may
unduly expose an institution's earnings to volatility in interest rates.

The rating (1 thru 5) of an institution’s earnings is based upon, but not limited to, an assessment
of the following evaluation factors:

(a) The level of earnings, including trends and stability.

(b) The ability to provide for adequate capital through retained earnings.

(c) The quality and sources of earnings.
(d) The level of expenses in relation to operations.

(e) The adequacy of the budgeting systems, forecasting processes, and management
information systems in general.

H The adequacy of provisions to maintain the allowance for loan and lease losses and other
valuation allowance accounts.

(2) The earnings exposure to market risk such as interest rate, foreign exchange, and price
risks.
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RATINGS

Earnings rated 1 indicates earnings that are strong. Earnings are more than sufficient to support
operations and maintain adequate capital and allowance levels after consideration is given to asset
quality, growth, and other factors affecting the quality, quantity, and trend ofearnings.

A 2 rating indicates earnings that are satisfactory. Earnings are sufficient to support operations and
maintain adequate capital and allowance levels after consideration is given to asset quality, growth,
and other factors affecting the quality, quantity, and trend of earnings. Earnings that are relatively
static, or even experiencing a slight decline, may receive a 2 rating provided the institution's level
of earnings is adequate in view of the assessment factors listed above.

A rating of 3 indicates earnings that need to be improved. Earnings may not fully support
operations and provide for the accretion of capital and allowance levels in relation to the
institution's overall condition, growth, and other factors affecting the quality, quantity, and trend
of earnings.

The 4 rating indicates earnings that are deficient. Earnings are insufficient to support operations
and maintain appropriate capital and allowance levels. Institutions so rated may be characterized
by erratic fluctuations in net income or net interest margin, the development of significant negative
trends, nominal or unsustainable earnings, intermittent losses, or a substantive drop in earnings
from the previous years.

A 5 rating indicates earnings that are critically deficient. A financial institution with earnings rated
5 is experiencing losses that represent a distinct threat to its viability through the erosion of capital.

LIQUIDITY

In evaluating the adequacy of a financial institution's liquidity position, consideration should be
given to the current level and prospective sources of liquidity compared to funding needs, as well
as to the adequacy of funds management practices relative to the institution's size, complexity, and
risk profile.

Liquidity is rated (1 thru 5) based upon, but not limited to, an assessment of the following
evaluation factors:
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@ The adequacy of liquidity sources compared to present and future needs and the ability of
the institution to meet liquidity needs without adversely affecting its operations or
condition.
(b) The availability of assets readily convertible to cash without undue loss.
© Access to money markets and other sources of funding.
d The level of diversification of funding sources, both on- and off-balance sheet.
© The degree of reliance on short-term, volatile sources of funds, including borrowings and
brokered deposits, to fund longer term assets.
® The trend and stability of deposits.
© The ability to securitize and sell certain pools of assets.
(h) The capability of management to properly identify, measure, monitor, and control the

institution's liquidity position, including the effectiveness of funds management strategies,
liquidity policies, management information systems, and contingency funding plans.

RATINGS

A liquidity rating of 1 indicates strong liquidity levels and well-developed funds management practices.
The institution has reliable access to sufficient sources of funds on favorable terms to meet present and

anticipated liquidity needs.

A rating of 2 indicates satisfactory liquidity levels and funds management practices. The institution
has access to sufficient sources of funds on acceptable terms to meet present and anticipated
liquidity needs. Modest weaknesses may be evident in funds management practices.

A 3 rating indicates liquidity levels or funds management practices in need of improvement.
Institutions rated 3 may lack ready access to funds on reasonable terms or may evidence significant
weaknesses in funds management practices.

A rating of 4 indicates deficient liquidity levels or inadequate funds management practices.
Institutions rated 4 may not have or be able to obtain a sufficient volume of funds on reasonable
terms to meet liquidity needs.
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The 5 rating indicates liquidity levels or funds management practices so critically deficient that
the continued viability of the institution is threatened. Institutions rated 5 require immediate
external financial assistance to meet maturing obligations or other liquidity needs.

SENSITIVITY TO MARKET RISK
Sensitivity to market risk is rated with respect to the degree to which changes in interest rates,
foreign exchange rates, commodity prices, or equity prices can adversely affect a financial

institution's earnings or economic capital.

Market risk is rated (1 thru 5) based upon, but not limited to, an assessment of the following
evaluation factors:

(a) The sensitivity of the financial institution's earnings or the economic value of its capital to
adverse changes in interest rates, foreign exchanges rates, commodity prices, or equity prices.

(b) The ability of management to identify, measure, monitor, and control exposure to market
risk given the institution's size, complexity, and risk profile.

(c) The nature and complexity of interest rate risk exposure arising from nontradingpositions.

Where appropriate, the nature and complexity of market risk exposure arising from trading and foreign

operations.

RATINGS

A sensitivity to market risk rating of 1 indicates that market risk sensitivity is well controlled and that
there is minimal potential that the earnings performance or capital position will be adversely affected.
Risk management practices are strong for the size, sophistication, and market risk accepted by the
institution. The level of earnings and capital provide substantial support for the degree of market risk
taken by the institution.

A rating of 2 indicates that market risk sensitivity is adequately controlled and that there is only
moderate potential that the earnings performance or capital position will be adversely affected. Risk
management practices are satisfactory for the size, sophistication, and market risk accepted by the
institution. The level of earnings and capital provide adequate support for the degree of market risk
taken by the institution.
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A 3 rating indicates that control of market risk sensitivity needs improvement or that there is
significant potential that the earnings performance or capital position will be adversely affected. Risk
management practices need to be improved given the size, sophistication, and level of market risk
accepted by the institution. The level of earnings and capital may not adequately support the degree
of market risk taken by the institution.

The 4 rating indicates that control of market risk sensitivity is unacceptable or that there is high
potential that the earnings performance or capital position will be adversely affected. Risk
management practices are deficient for the size, sophistication, and level of market risk accepted by
the institution. The level of earnings and capital provide inadequate support for the degree of market
risk taken by the institution.

A rating of 5 indicates that control of market risk sensitivity is unacceptable or that the level of market
risk taken by the institution is an imminent threat to its viability. Risk management practices are
wholly inadequate for the size, sophistication, and level of market risk accepted by the institution.
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