GENERAL | NFORMATI ON

The Conmmunity Reinvestnent Act (CRA) requires each federal financial
supervisory agency to use its authority when examning financial
institutions subject to its supervision, to assess the institution s
record of neeting the credit needs of its entire community, including
| ow- and noder at e-i nconme nei ghbor hoods, consistent with safe and sound
operation of the institution. Upon conclusion of such exam nation, the
agency nust prepare a witten evaluation of the institution’s record of
meeting the credit needs of its comunity.

This docunent is an evaluation of the Community Reinvestnent Act (CRA
performance of COVMONWEALTH STATE BANK prepared by the Federal Reserve
Bank of Phil adel phia, the institution’s supervisory agency, as of July
8., 1996. The agency rates the CRA performance of an institution
consistent with the provisions set forth in Appendix A to 12 CFR Part
228.

| NSTI TUTI ON' S CRA RATI NG Satisfactory




COVMUNI TY REI NVESTMVENT ACT ASSESSMENT

The Community Reinvestnent Act (CRA) of 1977 (U .S C 2901), as
inplenented by Regulation BB, encourages each insured depository
institution covered by the Act to help neet the credit needs of the
communities in which it operates. The Act also requires that each
federal financial supervisory agency assess the record of each covered
depository institution in helping to neet the credit needs of its entire
comunity, including | ow and noderate-incone nei ghborhoods, consistent
with safe and sound banking practices.

Pursuant to April 1995 revisions to Regulation BB, a financial
institution’s CRA performance is assessed under one of four alternative
performance standards: (1) a small bank performance standard (2)
| ending, investnment, and service tests applicable to large, retail banks
(3) a community developnment test applicable to wholesale or Iimted
pur pose banks; or (4) a strategic plan option.

Accordingly, Commonwealth State Bank’s perfornmance was neasured under

the small institution performance criteria. The established assessnent
met hod for small institutions contains the followng five perfornmance
criteria:

1 A bank’s l|oan-to-deposit ratio given bank size, financial

condition, and credit needs of assessnent area (fornerly called
service area), adjusted for seasonal variation, and other | ending
related activities, such as loan origination for sale in the
secondary narket;

The percentage of |oans the bank makes in its assessnent areas;

The bank’s record of lending to borrowers of different incone
| evel s and to busi nesses of different sizes;

The geographic distribution of the bank’s |oans; and

The bank’s record of responding to witten conplaints about its CRA
per f or mance.



COVMUNI TY REI NVESTMENT ACT ASSESSMENT ((CONTI NUED)

The following table indicates the performance |evel of COMMONWEALTH
STATE BANK with respect to each of the five performance criteria.

SVALL | NSTI TUTI ON COVWONVEALTH STATE BANK

JASSESSVENT CRI TERI A PERFORMANCE LEVELS
Exceeds Standards for Meet s Standards for Does not neet Standards
Satisfactory Satisfactory for Satisfactory
Per f or mance Per f or mance Per f or mance

Loan to Deposit Ratio X

Lendi ng i n Assessment

ea X

Di fferent | nconmes and

Lendi ng to Borrowers of
0 Businesses of

Di fferent Sizes X
Geographi c Distribution
of Loans X

Response to Conpl aints
NO COVPLAI NTS WERE RECEI VED SI NCE THE PRI OR EXAM NATI ON

DESCRI PTI ON OF COMVONWEALTH STATE BANK

The adm nistrative headquarters and main office of Commonwealth State
Bank (CSB) is located in Newtown Township, Pennsylvani a. The main
of fice maintains regular business hours Mnday through Thursday from
8:30 am to 4:00 p.m, Friday 8:30 am to 6:00 p.m, and Saturday 9: 00
a.m to 12:00 p.m The bank al so operates a branch office |ocated in
Yardl ey, Pennsyl vani a. That office is open Mnday through Thursday
from 10:00 a.m to 6:00 p.m, Friday 10:00 a.m to 7:00 p.m, and
Saturday 10:00 a.m to 1:00 p.m CSB is a nenber of the Mney Access
Center (MAC) automated teller nmachine (ATM network and operates one ATM
at its Yardley office.

Managenent indicates that the bank’s primary business focus is to serve
t he banki ng needs of professionals and small- and nedi umsize busi nesses
| ocated in that portion of Bucks County known, locally, as Lower Bucks
County.

The Uniform Consolidated Statenent of Condition and Inconme as of March
31, 1996 revealed total assets of $132.4 mllion,$70.7 mllion or 53%
of which, were |oans. The bank’s loan mx essentially reflects a
whol esal e orientation, with comerci al nor t gages; comnrer ci al &
industrial |oans; and | oans secured by residential real estate, extended
for commercial purposes; representing nost of the total |oan portfolio.
Consuner retail credit (including installnent |oans and open-end hone
equity credit) accounted for less than 7% of total |oans outstandi ng at
March 31, 1996. A nore detailed exhibit of CSB' s actual |ending profile
is presented quantitatively in the table bel ow



COVMUNI TY REI NVESTMENT ACT ASSESSMENT ((CONTI NUED)

DESCRI PTI ON OF COVWONWEALTH STATE BANK (conti nued)

LOAN TYPE 3/ 31/ 96 % 12/ 31/ 95 % 12/ 31/ 94 %
Commercial &
Mul ti-Famly Real
Estate Loans 34, 487 47.8 33, 223 47.5 27,313 48. 1
Resi denti al Real
Estate Loans 24,816 34.4 23,707 34.0 16, 101 28. 4
Commercial &
I ndustrial Loans 5,618 7.8 5, 387 7.7 4,711 8.3
Consuner |/L
Loans 3,036 4.2 2,888 4.1 2,126 3.7
Open-end Hone
Equity Credit 1,915 2.7 2,019 2.9 1, 835 3.2
Real Estate
Construct. Loans 1, 387 1.9 1, 805 2.6 3,395 6.0
Secured by
Farm and 421 0.6 425 0.6 433 0.8
Al'l other Loans 402 .6 429 .6 825 1.5
Tot al $72, 082 100. 0% $69, 883 100. 0% $56, 739 100. 0%

Not wi t hst andi ng
t hr ough

credit
arr angenent ,

its whol esale orientation,

a

third-party
t he bank originates and funds hone nortgage |oans with the

understanding that they wll

in the near
pri ced,

term
| ong-term

The arrangenent
fixed-rate residentia

mor t gage

pur chase and hone refinance needs.

CSB offers hone nortgage
ori gi nator.

Under this

be sold into the secondary nortgage market

enables CSB to offer conpetitively

nortgage credit to neet hone

The bank also offers hone nortgage loans that do not conform to
secondary nmarket underwiting criteria. Such |oans are available with
either adjustable or fixed rates of interest, have maxinumterns of 15
years, and provide for flexible debt-to-income and | oan to val ue rati os.
Addi tionally, CSB offers home nortgage Jloans to self-enployed
i ndividuals, without the formal requirement of three years of sustained
net inconme, provided an applicant can denonstrate other sources of
stabl e incone.

DESCRI PTI ON OF ASSESSMENT AREA

Managenent delineated CSB's assessnent area based upon the bank's
effective lending territory, in conjunction wth existing geographic and
natural boundaries. A specific description of the assessnent area is as
fol | ows:



COVMUNI TY REI NVESTMENT ACT ASSESSMENT ((CONTI NUED)

DESCRI PTI ON OF ASSESSMENT AREA (conti nued)

Using CSB's Newtown office as a central point, the assessnent area
extends six mles northeast to the Del aware River, 10 mles
southeast to the Delaware R ver, seven mles south to the
Pennsyl vania Turnpi ke, seven mles southwest to Street Road in
Feasterville, nine mles west to York Road in Warm nster Township
and 10 mles northwest to York Road in Bucki ngham Townshi p.

The assessnment area, which contains retail, comercial, industrial, and
agricul tural segnents, enconpasses several relatively affluent
geogr aphi es. Mor eover, steady increases in local population and real
estate developnent over the past several years created a highly
conpetitive financial services market that contains several |arge
financial institutions. Area conpetition continues to intensify as
smaller financial entities continue to be acquired by |arger regional
and super-regional entities.

The assessnent area is |located within Bucks County and is conprised of
58 census tracts or geographies. Two or 4%of the tracts are designated
as low to noderate-incone, based upon 1990 U S. Census data. Bot h
tracts are located in southeastern Bucks County; one, a noderate-incone
tract, in Falls Township, and the other, a lowincone tract, in
Tul | ytown Townshi p. Fifty-one percent of the tracts wthin the
assessnment area are mddle-incone, while 45% are upper-incone.
Managenent periodically reviews the adequacy of its assessnent area to
ensure that it remains reasonable.

Based upon 1995 HVDA Anal ysis Reports, the popul ation of the assessnent
area is conprised as foll ows:

Nunmber Per cent

MVar ket Popul ati on 280, 629 100. 0%

1/ M Mar ket

Popul ati on 656 0.2%

Mnority

Popul ati on 16, 273 5. 8%

/M Mnority

Popul ati on 60 Less tharD. 1%
(L/ M designates | ow to noderate-incone)

The popul ation of Bucks County is 541,174, based on 1990 U S. Census
dat a. The mnority population wthin the county is conprised as
follows: 2.8 % Black, 1.6% H spanic, 0.1% Anerican Indian, and 1.6%
Asian/Pacific Islander. The county’s nedi an household incone is $43, 347
conpared to nedian incones of $29,069 and $35,406 for the entire state
of Pennsyl vania and the Philadel phia MSA, respectively. There are
199, 934 occupi ed housing units in Bucks County, 190,507, of which, are
owner - occupi ed. The nedi an val ue of such units is $140,000, conpared to
medi an values of $69,700 and $100,400 for Pennsylvania and the
Phi | adel phia MSA, respectively.



COVMUNI TY REI NVESTMENT ACT ASSESSMENT ((CONTI NUED)

LOAN TO DEPOSI T RATI O

As already noted, CSB exhibits a wholesale lending profile, with nost of
its |loans extended to small- and nmedi umsize businesses. The March 31,
1996 Uni form Bank Performance Report (UBPR) indicates that the bank
mai ntained a |oan-to-deposit ratio of 67.0% (peer 64.0% at Mrch 31
1996. The UBPR additionally indicates that, at Decenber 31, 1995 and
Decenber 31, 1994, CSB's loan-to-deposit ratio was 64.5% and 59. 1%
respectively.

The table below depicts the institution's quarterly |oan-to-deposit
ratios since the previous exam nation. It also illustrates the
quarterly loan-to-deposit rati o average since the previous exam nation.
The quarterly |l oan-to-deposit ratio average is derived by adding the
quarterly loan-to-deposit ratios and dividing by the nunber of quarters
since the previous exam nation

As of Net Loans Deposi ts
Ratio
3/ 31/ 95 $58, 589 $94, 610 61. 9%
6/ 30/ 95 $61, 719 $98, 757 62. 5%
9/ 30/ 95 $66, 972 $108, 046 62. 0%
12/ 31/ 95 $68, 613 $106, 318 64. 5%
3/ 31/ 96 $70, 706 $105, 507 67. 0%
Quarterly Loan to Deposit Ratio Average Since
Previ ous Exam nati on 63. 6%

Addi tionally, CSB' s |oan-to-deposit ratios and growh rates over the
past four years are presented below The data indicates that the bank
experienced steady growmh during this period, while maintaining an
increasing level of loans relative to deposits.

12/ 31/ 95 12/ 31/ 94 12/ 31/ 93 12/ 31/ 92
Loan to Deposit 64. 5% 59.1% 57.3% 55. 2%
Asset G owth 13. 2% 15. 5% 20. 9% 46. 8%
Net Loan Growth 23. 9% 23. 8% 19. 6% 14. 9%
Overall, CSB' s average |oan-to-deposit ratio is deened reasonabl e, based

upon the institution's size and nature and the denographic, economc,
and conpetitive factors present within its assessnent area.



COVMUNI TY REI NVESTMENT ACT ASSESSMENT ((CONTI NUED)

LOAN TO DEPCSI T RATI O (conti nued)

Wthin the general context of CSB's lending activities between
exam nations, the bank originated and funded three |oans through the
Federal Hone Loan Bank of Pittsburgh’s Community Investnent Program
(ap. Under the program financial institutions may obtain | ow cost
funding to finance eligible community devel opnent projects. CP funds
are available on a non-conpetitive basis for housing needs or broader
economc and comunity developnment initiatives regarding low to
noder at e-i ncone individuals or geographies. Details of the three |oans
are provided below (Note: two of the loans involve comunity
devel opnent initiatives |located in geographies outside of the bank’'s
assessnent area)

! The |l oan that was originated within the bank’s assessnent area, was
coordinated through the Bucks County Housing Devel opnent
Corporation (BCHDC), a non-profit entity that provides affordable
housing to low to noderate-inconme individuals. The | oan was
extended as a $132,000 comercial nortgage to purchase a five
bedroom residence located in Fairless HIlls, Pennsylvania. This
credit facility was also conditioned upon a $339,000 financial
grant from the U S. Departnent of Housing and U ban Devel opnent
(HUD) to fund renovations and furnishings within the residence.
The residence is to be used as transitional housing, in which daily
living skills and training are provided to eight “noderate-care”
psychi atrically disabled individuals.

A $135, 000 commercial nortgage | oan was extended for renovations to
a church facility located in a |low to noderate-incone geography
within the dney section of the city of Phil adel phia.

A $700,000 commercial nortgage was extended to a limted
par t nership that manages a 52 unit apartnment conplex |ocated
within the Gak Lane section of the city of Philadel phia. Al though
the conplex is located in a mddle-income geography, apartnent
renters nust qualify as low to noderate-incone individuals. The
credit facility was extended to refinance an existing nortgage of
$600, 000 and provide for $100,000 in renovations.

Addi tional ly, although CSB has had I|imted participation in
governnental | y-insured, subsidized, or guaranteed |oan prograns, such as
those admnistered by the U S. Small Business Admi nistration (SBA), the
U.S. Fair Housing Association (FHA), or the U S Veterans Adm nistration
(VA), it originated one loan in an amount of $235,000 under an SBA
Guar ant eed Loan Program during the period between exam nati ons.



COVMUNI TY REI NVESTMENT ACT ASSESSMENT ((CONTI NUED)

LOAN TO DEPCSI T RATI O (conti nued)

Managenent indicated that, in many instances when CSB consi dered using
governnment related financing, it determned that the bank could
structure loans on terns and conditions nore acceptable to its custoners
without wutilizing a governnent sponsored program Managenent indicated
that, when appropriate, it expects to utilize governnent insured and
publicly sponsored prograns.

LENDI NG | N ASSESSMENT AREA

Consistent wth its wholesale nature, the mpjority of CSB s |oan

originations between examnations were commercial loans; while its
volume of consuner loan originations (i.e installnment credit, honme
nort gages, and personal lines of «credit) was relatively limted.

Accordingly, a sanple was drawn from all commercial |oans originated
during the first six nonths of 1996 to assess the bank’s |ending
presence wthin its assessnent area. Supplenentally, a consuner |oan
sanple, drawn from a period covering March 1995 through June 1996, was
also utilized for the sane purpose. The followng table presents the
distribution of originations inside and outside of the bank’s assessnent
areas, based on such sanpling.

Loans I nside and Cutside of Assessnent Area
I nstal | nent Mor t gage Li nes of Commer ci a
Loans Loans Credit Loans Total Loans
# % # % # % # % # %

I nsi de 59 79% 18 67% 18 95% 35 53% 130 70%
Qut si de 15 20% 9 33% 1 5% 31 47% 56 30%
Unknown 1 1% 0 0% 0 0% 0 0% 1 0%
Tot al 75 100% 27 100% 19 100% 66 100% 187 100%

(Unknown denotes census tracts which could not be identified)

The distribution indicates that a majority of CSB s |oans were made
within its assessnent area. G ven the foregoi ng percentages, the bank’s
lending presence within its assessnent area is deened to neet the
standards for satisfactory performance, for purposes of CRA, given its
asset-size, financial condition, business objectives, and response to
identified credit needs within its delineated comunity.

GEOGRAPHI C DI STRI BUTI ON OF LOANS

The following table presents the geographic distribution of CSB s | oan
originations wthin |ow, noder at e-, m ddl e- and upper-income
geographies within its assessnent area. The distribution is also based
on the aforenentioned | oan sanpl es.



COVMUNI TY REI NVESTMENT ACT ASSESSMENT ((CONTI NUED)

GEQGRAPHI C DI STRI BUTI ON OF LOANS (conti nued)

Geographic Distribution of Loans By Product Type
I nstal | nent Mor t gage Li nes of Comrer ci al Total Loans
Loans Loans Credit Loans

# % # % # % # % # %
Low 0 0% 0 0% 0 0 5 8% 5 3%
Mbder at e 3 4% 0 0% 0 0 0 0% 3 2%
M ddl e 21 28% 4 15% 3 16% 25 38% 53 28%
Upper 42 56% 20 74% 14 74% 24 36% 100 53%
Unknown 9 12% 3 11% 2 10% 12 18% 26 14%
Tot al 75 100% 27 100% 19 100% 66 100% 187 100%
Unknown denotes census tracts which could not be identified)

The foregoing distribution is deened reflective of the denographic
characteristics of CSB s assessnent area. Mreover, the distribution
reflects a reasonabl e | ending presence throughout the bank’s assessnent
area, including |ow and noderate-incone geographies.

LENDI NG TO BORRONERS OF DI FFERENT | NCOVES

CGenerally, a low or noderate-incone designation refers to incone that
is less than 80% of the nmedian famly incone of an NMSA The
Phi | adel phia MSA nedian famly income is $41,908, based on 1990 U. S
Census data. Thus, famlies residing within the nine-county MSA with
annual incones of |ess than 80% of the nedian MSA incone ($33,526), are
considered | ow to noderate-incone. In particular, borrower incones,
categori zed by denographic group, are detailed as foll ows.

Low | ncone Less than 50% of the Medi an MSA | ncone - Less
t han $20, 954

Mbder at e | ncone 50% to 80% of the Medi an MSA | ncone - Between
$20, 954 and $33, 526

M ddl e | ncone 80% to 120% of the Medi an MSA | ncone - Between
$33, 526 and $50, 289

Upper | ncone G eater than 120% of the Median MSA | ncone -
Greater than $50, 289

Usi ng the sanme sanpling techni qgues as noted under Lending in Assessnent
Area and GCeographic Distribution of Loans, a distribution of CSB
borrowers, based on their incone levels is presented bel ow
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LENDI NG TO BORRONERS OF DI FFERENT | NCOVES (conti nued)

Borrower |ncone Distribution
Instal | nent Loans | Mbrtgage Loans Lines of Credit Total Loans
# % # % # % # %

Low 11 15% 1 4% 0 0% 12 10%

Moder at e 2 3% 0 0% 2 11% 4 3%

M ddl e 20 27% 3 11% 1 5% 24 20%

Upper 38 50% 22 81% 16 84% 76 63%

Unknown 4 5% 1 4% 0 0% 5 4%

Tot al 75 100% 27 100% 19 100% 121 100%
Overall, the distribution indicates that 13% of the borrowers sanpl ed
are designated as |low to noderate-incone. Since the nedian famly

incone for the bank’s assessnent area ($52,214) is significantly above
that of the entire MSA, it was decided to also present an inconme
di stri bution based on that nedian anount. Accordingly, borrower
i ncones are categorized as foll ows:

Low | ncone Less than 50% of the Median Assessnent Area
| ncone - Less than $26, 107

Mbder at e | ncone 50% to 80% of the Median Assessnent Area
| ncone - Between $26, 107 and $41, 771

M ddl e | ncone 80%to 120% of the Medi an Assessnent Area | ncone
- Between $41, 771 and $62, 657

Upper | ncone Greater than 120% of the Median Assessnent
Area Inconme - Geater than $62, 657

Correspondingly, the following inconme distribution is presented.

Borrower | ncone Distribution
Instal | nent Loans | Mbrtgage Loans Lines of Credit Total Loans

# % # % # % # %
Low 12 16% 1 4% 2 11% 15 13%
Mbder at e 11 15% 0 0% 0 0% 11 9%
M ddl e 21 28% 5 18% 3 16% 29 24%
Upper 27 36% 20 74% 14 73% 61 50%
Unknown 4 5% 1 4% 0 0% 5 4%
Tot al 75 100% 27 100% 19 100% 121 100%
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COVMUNI TY REI NVESTMENT ACT ASSESSMENT ((CONTI NUED)

LENDI NG TO BORRONERS OF DI FFERENT | NCOVES (conti nued)

Based on 1990 U. S. Census data, 22% of the famlies located in CSB s
assessnent area have inconmes of |ess than 80% of the nedian incone of
the assessnment area (i.e.categorized as |low to noderate-incone based on
t hat nedi an). Twenty five percent are categorized as mddle-incone,
whil e 53% are categorized as upper-inconme. G ven such denographics, the
bank’s vol unme of |oan originations to | ow and noderate-incone borrowers
is deened reasonable.

LENDI NG TO BUSI NESSES OF DI FFERENT S| ZES

A small business loan, for purposes of CRA neans a loan included in
“loans to small Dbusinesses” as defined in the instructions for
preparation of the Consolidated Report of Condition and |ncone.

Schedule RC-C Part Il (Loans to Small Businesses and Small Farns) of
CSB's Consolidated Reports of Condition and Incone as of June 30, 1995
i ndicates that 97% of the conbined outstandings of commercial and
industrial and comercial nortgage |oans were classified as snall
busi ness | oans and are detail ed bel ow

Coans to Snall Busi ness
Consol i dated Reports of Condition and | ncone as of 6/30/95
Schedul e RC-C Part ||
Loans Secured by Nonfarm Nonresidential Properties

Anpunt CQut st andi ng
Nunber of Loans Per cent at 6/30/95 Per cent
Wth original anpunts
of $100, 000 or |ess 50 38.8% $1, 906, 000 7.2%
Wth original anpunts
of nmore than $100, 000
t hrough $250, 000 45 34. 9% $8, 227, 000 31. 1%
Wth original anpunts
of nore than $250, 000
through $1, 000, 000 34 26. 3% $16, 304, 000 61. 7%
TOTAL 129 100% $26, 437, 000 100%

Loans to Small Business
Consol i dated Reports of Condition and | ncone as of 6/30/95
Schedul e RC-C Part 11
Comerci al and Industrial Loans

Anpunt CQut st andi ng
Number of Loans Per cent at 6/30/95 Per cent

Wth original anpunts
of $100, 000 or |ess 267 96. 4% $1, 906, 000 45. 1%

Wth original anpunts
of nore than $100, 000
t hrough $250, 000 7 2.5% $911, 000 21. 6%

Wth original anpunts
of nmore than $250, 000
through $1, 000, 000 3 1.1% $1, 404, 000 33.3%

TOTAL 277 100% $4, 221, 000 100%
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LENDI NG TO BUSI NESSES OF DI FFERENT SI ZES (conti nued)

Additionally, the statistical sanple of commercial |oans originated
during the six nonth period covering January 1996 through June 1996 was
utilized to determne the distribution of I|oans to businesses of
different sizes. Specifically, a sanple of 66 comercial |oans
originated during this period revealed that 55 | oans or 83% were made to
busi nesses with gross revenues of $1 million or less. Eight |oans or
12% were nmade to businesses with gross revenues of $1 mllion or nore.
The remaining three loans or 5% could not be identified. Such
distribution is deemed comensurate with the institution’s asset size,
| endi ng capacity, and the overall denographic nature of its assessnent
ar ea.

COVPLI ANCE W TH ANTI DI SCRI M NATI ON LAWS

CSB generally solicits credit applications from all segnents of its
| ocal comunity. Managenent has established consunmer and commerci al
| oan policies that evidence its commtnent to evaluate and offer credit
requests without regard to any prohibited basis. A review of the bank’s
credit policies revealed no evidence of prohibited discrimnatory
practices such as prescreening or the discouragenent of applicants for
the types of credit set forth in CSB s CRA statenent.

The bank is in general conpliance wth the substantive provisions of the
antidi scrimnation laws and regulations, including the Equal Credit
Qoportunity Act, and the Fair Housing Act and other agency regul ations
pertaining to nondiscrimnatory treatnment of credit applicants. An
evaluation of the actual l|lending practices of the bank noted an overall
adherence to the antidiscrimnation |aws and fair |ending statutes.

Finally, no consuner conplaints have been filed with this Reserve Bank

as of this examnation date, nor is the bank currently engaged in any
litigation related to consunmer credit statutes.
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