Earnings

This rating reflects the profitability of an institution's fiduciary activities and its effect on the financial condition of
the institution. The use and adequacy of budgets and earnings projections by functions, product lines and clients
are reviewed and evaluated. Risk exposure that may lead to negative earnings is also evaluated.

An evaluation of earnings is required for all institutions with fiduciary activities. An assignment of an
earnings rating, however, is required only for institutions that, at the time of the examination, have total
trust assets of more than $100 million, or are a non-deposit trust company (those institutions that
would be required to file Schedule E of FFIEC 001).

For institutions where the assignment of an Earnings rating is not required by the UITRS, the Federal supervisory
agency has the option to assign an earnings rating using an alternate set of ratings. A rating will be assigned in
accordance with implementing guidelines adopted by the supervisory agency. The definitions for the alternate
ratings are included in the revised UITRS and may be found in the section immediately following the definitions
for the required ratings.

The evaluation of earnings is based upon, but not limited to, an assessment of the following factors:

e The profitability of fiduciary activities in relation to the size and scope of those activities and to the overall
business of the institution;

e The overall importance to the institution of offering fiduciary services to its customers and local
community;

e The effectiveness of the institution's procedures for monitoring fiduciary activity income and expense
relative to the size and scope of these activities and their relative importance to the institution, including
the frequency and scope of profitability reviews and planning by the institution's board of directors or a
committee thereof.

For those institutions for which a rating of earnings is mandatory, additional factors should include the following:

e The level and consistency of profitability, or the lack thereof, generated by the institution's fiduciary
activities in relation to the volume and character of the institution's business;

e Dependence upon non-recurring fees and commissions, such as fees for court accounts;

o The effects of charge-offs or compromise actions;

e Unusual features regarding the composition of business and fee schedules;

e Accounting practices that contain practices such as (1) unusual methods of allocating direct and indirect
expenses and overhead, or (2) unusual methods of allocating fiduciary income and expense where two or
more fiduciary institutions within the same holding company family share fiduciary services and/or
processing functions;

e The extent of management's use of budgets, projections and other cost analysis procedures;

e Methods used for directors' approval of financial budgets and/or projections;

e Management's attitude toward growth and new business development;

e New business development efforts, including types of business solicited, market potential, advertising,
competition, relationships with local organizations, and an evaluation by management of risk potential
inherent in new business areas.

Ratings

A rating of 1 indicates strong earnings. The institution consistently earns a rate of return on its fiduciary activities
that is commensurate with the risk of those activities. This rating would normally be supported by a history of
consistent profitability over time and a judgement that future earnings prospects are favorable. In addition,
management techniques for evaluating and monitoring earnings performance are fully adequate and there is
appropriate oversight by the institution's board of directors or a committee thereof. Management makes effective
use of budgets and cost analysis procedures. Methods used for reporting earnings information to the board of
directors, or a committee thereof, are comprehensive.

A rating of 2 indicates satisfactory earnings. Although the earnings record may exhibit some weaknesses, earnings
performance does not pose a risk to the overall institution nor to its ability to meet its fiduciary obligations.



Generally, fiduciary earnings meet management targets and appear to be at least sustainable. Management
processes for evaluating and monitoring earnings are generally sufficient in relationship to the size and risk of
fiduciary activities that exist, and any deficiencies can be addressed in the normal course of business. A rating of 2
may also be assigned to institutions with a history of profitable operations if there are indications that
management is engaging in activities with which it is not familiar, or where there may be inordinately high levels of
risk present that have not been adequately evaluated. Alternatively, an institution with otherwise strong earnings
performance may also be assigned a 2 rating if there are significant deficiencies in its methods used to monitor and
evaluate earnings.

A rating of 3 indicates less than satisfactory earnings. Earnings are not commensurate with the risk associated with
the fiduciary activities undertaken. Earnings may be erratic or exhibit downward trends, and future prospects are
unfavorable. This rating may also be assigned if management processes for evaluating and monitoring earnings
exhibit serious deficiencies, provided the deficiencies identified do not pose an immediate danger to either the
overall financial condition of the institution or its ability to meet its fiduciary obligations.

A rating of 4 indicates earnings that are seriously deficient. Fiduciary activities have a significant adverse effect on
the overall income of the institution and its ability to generate adequate capital to support the continued
operation of its fiduciary activities. The institution is characterized by fiduciary earnings performance that is poor
historically, or faces the prospect of significant losses in the future. Management processes for monitoring and
evaluating earnings may be poor. The board of directors has not adopted appropriate measures to address
significant deficiencies.

A rating of 5 indicates critically deficient earnings. In general, an institution with this rating is experiencing losses
from fiduciary activities that have a significant negative impact on the overall institution, representing a distinct
threat to its viability through the erosion of its capital. The board of directors has not implemented effective
actions to address the situation.

Alternate Rating of Earnings
Alternate ratings are assigned based on the level of implementation of four minimum standards by the board of
directors and management. These standards are:

Standard No. 1--The institution has reasonable methods for measuring income and expense commensurate with
the volume and nature of the fiduciary services offered.

Standard No. 2--The level of profitability is reported to the board of directors, or a committee thereof, at least
annually.

Standard No. 3--The board of directors periodically determines that the continued offering of fiduciary services
provides an essential service to the institution's customers or to the local community.

Standard No. 4--The board of directors, or a committee thereof, reviews the justification for the institution to
continue to offer fiduciary services even if the institution does not earn sufficient income to cover the expenses of
providing those services.

Ratings

A rating of 1 may be assigned where an institution has implemented all four minimum standards. If fiduciary
earnings are lacking, management views this as a cost of doing business as a full service institution and believes
that the negative effects of not offering fiduciary services are more significant than the expense of administrating
those services.

A rating of 2 may be assigned where an institution has implemented, at a minimum, at least three of the four
standards. This rating may be assigned if the institution is not generating positive earnings or where formal
earnings information may not be available.

A rating of 3 may be assigned if the institution has implemented at least two of the four standards. While
management may have attempted to identify and quantify other revenue to be earned by offering fiduciary



services, it has decided that these services should be offered as a service to customers, even if they cannot be
operated profitably.

A rating of 4 may be assigned if the institution has implemented only one of the four standards. Management has
undertaken little or no effort to identify or quantify the collateral advantages, if any, to the institution from

offering fiduciary services.

A rating of 5 may be assigned if the institution has implemented none of the standards.



