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Overall CRA Rating
Institution’s CRA Rating: This institution is rated “ Satisfactory.”

The following table indicates the performance level of Territorial Savings Bank, FSB with
respect to the Lending, Investment, and Service Tests:

Territorial Savings Bank, FSB
Performance Tests

Performance Levels Lending Test* Investment Test Service Test

Outstanding

High Satisfactory X X

Low Satisfactory X

Needs to Improve

Substantial Noncompliance

*  The lending test is weighted more heavily than the investment and service tests when arriving at an overall
rating.

The major factors that support this rating include:

e Al home mortgage loans and small loans to businesses were made within the bank's
assessment areas (AAS);

e The geographic distribution of home mortgage loans in the AAs reflects good penetration;

e The distribution of home loans in the AAs reflects excellent penetration among borrowers of
different income levels;

e The bank has an adequate level of community development investments and is responsive
to identified credit needs; and,

e The branch distribution system is accessible to geographies and individuals of different
income levels in the AA. The bank provides a relatively high level of community
development services.
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Definitions and Common Abbreviations

The following terms and abbreviations are used throughout this performance evaluation,
including the CRA tables. The definitions are intended to provide the reader with a general
understanding of the terms, not a strict legal definition.

Affiliate: Any company that controls, is controlled by, or is under common control with another
company. A company is under common control with another company if the same company
directly or indirectly controls both companies. A bank subsidiary is controlled by the bank and
is, therefore, an affiliate.

Aggregate Lending: The number of loans originated and purchased by all reporting lenders in
specified income categories as a percentage of the aggregate number of loans originated and
purchased by all reporting lenders in the MA/assessment area.

Census Tract (CT): A small subdivision of metropolitan and other densely populated counties.
Census tract boundaries do not cross county lines; however, they may cross the boundaries of
metropolitan areas. Census tracts usually have between 2,500 and 8,000 persons, and their
physical size varies widely depending upon population density. Census tracts are designed to
be homogeneous with respect to population characteristics, economic status, and living
conditions to allow for statistical comparisons.

Community Development: Affordable housing (including multifamily rental housing) for low-
or moderate-income individuals; community services targeted to low- or moderate-income
individuals; activities that promote economic development by financing businesses or farms
that meet the size eligibility standards of the Small Business Administration’s Development
Company or Small Business Investment Company programs (13 CFR 121.301) or have gross
annual revenues of $1 million or less; or, activities that revitalize or stabilize low- or moderate-
income geographies.

Effective September 1, 2005, the Board of Governors of the Federal Reserve System, Office of
the Comptroller of the Currency, and the Federal Deposit Insurance Corporation have adopted
the following additional language as part of the revitalize or stabilize definition of community
development. Activities that revitalize or stabilize-
(1) Low-or moderate-income geographies;
(i) Designated disaster areas; or
(i)  Distressed or underserved nonmetropolitan middle-income geographies
designated by the Board, Federal Deposit Insurance Corporation, and Office of
the Comptroller of the Currency, based on-
a. Rates of poverty, unemployment, and population loss; or
b. Population size, density, and dispersion. Activities that revitalize and
stabilize geographies designated based on population size, density, and
dispersion if they help to meet essential community needs, including needs
of low- and moderate-income individuals.

Community Reinvestment Act (CRA): the statute that requires the OCC to evaluate a
bank’s record of meeting the credit needs of its local community, consistent with the safe and



Charter Number 705991

sound operation of the bank, and to take this record into account when evaluating certain
corporate applications filed by the bank.

Consumer Loan(s): A loan(s) to one or more individuals for household, family, or other
personal expenditures. A consumer loan does not include a home mortgage, small business,
or small farm loan. This definition includes the following categories: motor vehicle loans, credit
card loans, home equity loans, other secured consumer loans, and other unsecured consumer
loans.

Family: Includes a householder and one or more other persons living in the same household
who are related to the householder by birth, marriage, or adoption. The number of family
households always equals the number of families; however, a family household may also
include non-relatives living with the family. Families are classified by type as either a married-
couple family or other family, which is further classified into ‘male householder’ (a family with a
male householder’ and no wife present) or ‘female householder’ (a family with a female
householder and no husband present).

Full Review: Performance under the Lending, Investment, and Service Tests is analyzed
considering performance context, quantitative factors (e.g., geographic distribution, borrower
distribution, and total number and dollar amount of investments), and qualitative factors (e.g.,
innovativeness, complexity, and responsiveness).

Geography: A census tract delineated by the United States Bureau of the Census in the most
recent decennial census.

Home Mortgage Disclosure Act (HMDA): The statute that requires certain mortgage lenders
that do business or have banking offices in a metropolitan statistical area to file annual
summary reports of their mortgage lending activity. The reports include such data as the race,
gender, and the income of applications, the amount of loan requested, and the disposition of
the application (e.g., approved, denied, and withdrawn). Beginning in 2004, the reports also
include additional data on loan pricing, the lien status of the collateral, any requests for
preapproval and loans for manufactured housing.

Home Mortgage Loans: Such loans include home purchase, home improvement and
refinancings, as defined in the HMDA regulation. These include loans for multifamily (five or
more families) dwellings, manufactured housing and one-to-four family dwellings other than
manufactured housing.

Household: Includes all persons occupying a housing unit. Persons not living in households
are classified as living in group quarters. In 100 percent tabulations, the count of households
always equals the count of occupied housing units.

Limited Review: Performance under the Lending, Investment, and Service Tests is analyzed
using only quantitative factors (e.g., geographic distribution, borrower distribution, total number
and dollar amount of investments, and branch distribution).

Low-Income: Individual income that is less than 50 percent of the area median income, or a
median family income that is less than 50 percent, in the case of a geography.
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Market Share: The number of loans originated and purchased by the institution as a
percentage of the aggregate number of loans originated and purchased by all reporting lenders
in the MA/assessment area.

Median Family Income (MFI): The median income determined by the U.S. Census Bureau
every ten years and used to determine the income level category of geographies. Also, the
median income determined by the Department of Housing and Urban Development annually
that is used to determine the income level category of individuals. For any given area, the
median is the point at which half of the families have income above it and half below it.

Metropolitan Area (MA): Any metropolitan statistical area or metropolitan division, as
defined by the Office of Management and Budget and any other area designated as such by
the appropriate federal financial supervisory agency.

Metropolitan Division: As defined by Office of Management and Budget, a county or group
of counties within a Metropolitan Statistical Area that contains a population of at least 2.5
million. A Metropolitan Division consists of one or more counties that represent an
employment center or centers, plus adjacent counties associated with the main county or
counties through commuting ties.

Metropolitan Statistical Area: An area, defined by the Office of Management and Budget, as
having at least one urbanized area that has a population of at least 50,000. The Metropolitan
Statistical Area comprises the central county or counties, plus adjacent outlying counties
having a high degree of social and economic integration with the central county as measured
through commuting.

Middle-Income: Individual income that is at least 80 percent and less than 120 percent of the
area median income, or a median family income that is at least 80 percent and less than 120
percent, in the case of a geography

Moderate-Income: Individual income that is at least 50 percent and less than 80 percent of
the area median income, or a median family income that is at least 50 percent and less than
80 percent, in the case of a geography.

Multifamily: Refers to a residential structure that contains five or more units.

Other Products: Includes any unreported optional category of loans for which the institution
collects and maintains data for consideration during a CRA examination. Examples of such

activity include consumer loans and other loan data an institution may provide concerning its
lending performance.

Owner-Occupied Units: Includes units occupied by the owner or co-owner, even if the unit
has not been fully paid for or is mortgaged.

Qualified Investment: A qualified investment is defined as any lawful investment, deposit,
membership share, or grant that has as its primary purpose community development.
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Rated Area: A rated area is a state or multi-state metropolitan area. For an institution with
domestic branches in only one state, the institution’s CRA rating would be the state rating. If
an institution maintains domestic branches in more than one state, the institution will receive a
rating for each state in which those branches are located. If an institution maintains domestic
branches in two or more states within a multi-state metropolitan area, the institution will receive
a rating for the multi-state metropolitan area.

Small Loan(s) to Business(es): A loan included in 'loans to small businesses' as defined
in the Consolidated Report of Condition and Income (Call Report) and the Thrift Financial
Reporting (TFR) instructions. These loans have original amounts of $1 million or less and
typically are either secured by nonfarm or nonresidential real estate or are classified as
commercial and industrial loans.

Small Loan(s) to Farm(s): A loan included in ‘loans to small farms’ as defined in the
instructions for preparation of the Consolidated Report of Condition and Income (Call Report).
These loans have original amounts of $500,000 or less and are either secured by farmland, or
are classified as loans to finance agricultural production and other loans to farmers.

Tier One Capital: The total of common shareholders’ equity, perpetual preferred
shareholders’ equity with non-cumulative dividends, retained earnings and minority interests in
the equity accounts of consolidated subsidiaries.

Upper-Income: Individual income that is at least 120 percent of the area median income, or a
median family income that is at least 120 percent, in the case of a geography.
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Description of Institution

Territorial Savings Bank (TSB or the Bank) is a full-service federally chartered savings bank
headquartered in Honolulu, Hawaii. In July 2009, TSB converted from a mutual savings bank
to a stock institution. As of December 31, 2012, the bank had total assets of $1.6 billion, total
deposits of $1.3 billion, total loans of $783.9 million, and Tier One Capital of $207.3 million.
TSB is a wholly owned subsidiary of Territorial Bancorp Inc. (TBNK), a bank holding company
headquartered in Honolulu, Hawaii and traded on the NASDAQ stock exchange.

TSB is an intrastate bank that operates 27 branches throughout Hawaii. Twenty-one branches
are located in the Honolulu MSA, two are located in Hawaii County, three are located in Maui
County, and one is located in Kauai County.

TSB offers a full-range of loan and deposit products and services. Approximately ninety-nine
per cent of the bank’s loan portfolio is comprised of residential real estate loans. The Bank’s
primary business focus is one-to-four family residential mortgage loans. The bank also
originates home equity loans and lines of credit, construction, commercial, other non-
residential real estate loans, consumer loans, and multi-family mortgage loans. It offers Small
Business Administration (SBA) loans for new business startups and to expand an existing
business. TSB provides a variety of alternative banking services including telephone banking,
on-line banking, ATM services, bill payment, and direct deposit.

There are no known legal, financial, or other factors that impede the bank’s ability to help meet
the credit needs of its assessment areas. The bank received a “Satisfactory” rating on its last
CRA examination dated August 6, 2008.
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Scope of the Evaluation

Evaluation Period/Products Evaluated

We reviewed home mortgage loans from January 1, 2009 through December 31, 2011. The
mortgage loans reviewed were home purchase, home improvement, and home refinance
loans. We reviewed community development (CD) loans, investments, and services for the
period August 6, 2008, which is the date of the last CRA evaluation, to December 31, 2012.
Our analysis does not include small business, small farm, or multifamily home mortgage
originations. The number of reported loans by these product types is insufficient for meaningful
analysis in both assessment areas. Consumer loans were not evaluated as they do not
constitute a substantial majority of the bank's business.

Data Integrity

Prior to this CRA evaluation, we performed two data integrity examination to ensure the
accuracy of the bank’s publicly filed information on home mortgage loans and small loans to
businesses. The data we reviewed was collected and reported by the bank over the
evaluation period. The testing indicated no substantive inaccuracies in the data. Therefore,
we concluded that the home mortgage loans and small loans to businesses could be relied
upon for this examination. Additionally, CD loans, investments, and services made or
rendered during the evaluation period were reviewed to determine their eligibility for
consideration. We included in this examination all activities found to meet the definition of CD.
Finally, we reviewed the appropriateness of the bank’s processes for collecting and reporting
home mortgage and small business loan data. We found no substantive deficiencies in these
processes.

Selection of Areas for Full-Scope Review

We performed a full-scope review for both of the bank’s AAs, the Honolulu MSA and Hawaii
non-MSA. Please refer to Appendix A for more information on the scope of the examination
and the Market Profiles in Appendix B for detailed demographics and other performance
context information for the AAs.

Ratings

TSB'’s overall CRA rating is a blend of its performance under the Lending, Investment, and
Service Tests. Under each of those tests, performance in the Honolulu MSA AA carried the
most weight as most of the bank’s loans and branches are located in this AA. Additionally,
when evaluating the bank’s mortgage lending performance under the Lending Test, we placed
greater weight on home purchase and home refinance loans, with home improvement loans
receiving less weight due to the volume of these loans.

Other

We conducted contacts with several community organizations within the AAs to identify
community needs. One organization we contacted is a statewide community development
financial institution (CDFI) that works with low-income Hawaiian residents in both urban and

8
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rural geographies. The organization’s mission is to provide services for immigrants, refugees,
and low-income residents of Hawaii enabling them to achieve self-sufficiency. We also met
with representatives from a broad spectrum of community and government organizations.
According to these contacts, some of the most pressing financial needs and opportunities for
financial institutions in the AAs include affordable housing, financial literacy, small business
loans, and banking services for Low- and Moderate-Income (LMI) individuals.

Fair Lending or Other lllegal Credit Practices Review

Pursuant to 12 C.F.R. 25.28(c), or 12 C.F.R. 195.28(c), in determining a national bank’s (bank)
or Federal savings association’s (FSA) CRA rating, respectively, the OCC considers evidence
of discriminatory or other illegal credit practices in any geography by the bank or FSA, or in
any assessment area by an affiliate whose loans have been considered as part of the bank’s
or FSA'’s lending performance.

We found no evidence of discriminatory or other illegal credit practices inconsistent with
helping to meet community credit needs.
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Conclusions with Respect to Performance Tests

LENDING TEST
Conclusions for Areas Receiving Full-Scope Reviews

Territorial Savings Bank’s performance under the Lending Test is rated “High Satisfactory.”
Based upon full-scope reviews, the bank’s overall performance within the Honolulu MSA AA
and the Hawaii non-MSA AA is good.

Lending Activity

Refer to Table 1 Lending Volume in Appendix C for the facts and data used to evaluate the
bank’s lending activity.

The bank’s overall lending levels reflect a good responsiveness to assessment area credit
needs given the bank’s business strategy, volume of lending, and competition. During the
evaluation period, 100 percent of the bank's loan originations were made within its AAs.
Mortgage loans are the bank’s major product and represent the primary business focus. To a
much lesser extent, the bank also originates small loans to businesses. The percentage of
TSB'’s lending that occurs within each AA generally correlates with its concentration of core
branch deposits within the AA. This demonstrates that the bank is focusing its lending
activities to reinvest core deposit resources into the community that helps fund its operations.

Home refinance, purchase, and home improvement loans represented 47 percent, 40 percent,
and 13 percent, respectively, of all home mortgages originated in the Honolulu MSA AA.
Additionally, home refinance, purchase, and home improvement loans represented 54 percent,
27 percent, and 19 percent, respectively, of all home mortgages originated in the Hawaii-non
MSA AA. Therefore, home refinance loans will carry the most weight in the assessment of
home mortgages in both AAs. The volume of multifamily, small business, and small farm loans
made by the bank was not significant. Therefore, an analysis of these loans is not meaningful.

There is strong competition for mortgage loans and small business loans in the bank’s
markets. The primary competitors are the four larger Hawaii based banks: Bank of Hawaii,
First Hawaiian Bank, American Savings Bank, and Central Pacific Bank. The bank also faces
competition from some of the larger credit unions in Hawaii. In addition, there is significant
competition from non-Hawaii based mortgage lenders including Chase, Bank of America,
Wells Fargo, and other large mortgage lenders.

Hawaii non-MSA

In this AA TSB has a deposit market share of 2.9 percent and ranked fifth among eight
depository institutions. For home purchase lending there are 118 lenders in the AA reflecting
strong competition. TSB ranked 30™ in home purchase lending with a 0.37 percent market
share, 9" in home improvement lending with a 2.49 percent market share, and 24" in home
refinance lending with 0.48 percent market share. There are 40 lenders that made home

10
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improvement loans and 149 lenders that made home refinance loans in the AA. For small
loans to businesses, TSB has a zero market share among 49 lenders.

Honolulu MSA

In this AA TSB has a deposit market share of 3.9 percent and ranked fifth among 13
institutions. For home purchase lending there are 117 lenders in the AA reflecting strong
competition. TSB ranked 11™ in home purchase lending with a 2.61 percent market share, 6™
in home improvement lending with a 5.64 percent market share, and 14™ in home refinance
lending with 1.99 percent market share. There are 58 lenders that made home improvement
loans and 173 lenders that made home refinance loans in the AA. For small loans to
businesses, TSB ranked 20" among 43 lenders with a 0.06 percent market share.

Distribution of Loans by Income Level of the Geography

Overall, the geographic distribution of home mortgage loans in the AAs reflects good
penetration.

Home Mortgage Loans

Overall, the geographic distribution of home mortgage loans is good. Our analysis took into
consideration the low percentage of owner-occupied housing units in low-income geographies.
Therefore, we placed more weight on moderate-income lending. We also considered the
strong competition from large, local and nationwide financial institutions operating in the State
of Hawaii.

Refer to Tables 2, 3, and 4 in Appendix C for the facts and data used to evaluate the
geographic distribution of the bank's home mortgage loan originations and purchases.

Hawaii non-MSA

The overall geographic distribution of home mortgage loans in the Hawaii non-MSA is
excellent. The Hawaii non-MSA has only one low-income geography and zero owner-occupied
units are located in that geography. Therefore, home mortgage lending is limited to moderate,
middle, and upper geographies. Our review focused on the bank’s distribution to moderate-
income geographies.

Home Purchase

The bank’s geographic distribution of home purchase loans is excellent. The percentage of
loans in moderate-income geographies is near to the percentage of owner-occupied units and
significantly exceeds the percentage of peer aggregate home purchase lending in moderate-
income geographies.

Home Improvement Loans

The bank’s geographic distribution of home improvement loans is good. TSB's percentage of
home improvement loans made in moderate-income geographies is somewhat lower than the

11
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percentage of owner-occupied housing units. However, the percentage of home improvement
loans made in moderate-income geographies significantly exceeds the percentage of peer
aggregate home improvement lending in moderate-income geographies.

Home Refinance Loans

TSB’s geographic distribution of home refinance loans is excellent. The bank's percentage of
home refinance loans made in moderate-income geographies is near to the percentage of
owner- occupied housing units in moderate-income geographies. However, the percentage of
home refinance loans made in moderate-income geographies significantly exceeds the
percentage of peer aggregate home refinance lending in moderate-income geographies.

Honolulu MSA
The overall geographic distribution of home mortgage loans in the Honolulu MSA is good.
Home Purchase

TSB’s geographic distribution of home purchase loans is excellent. The percentage of home
purchase loans made in low-income geographies significantly exceeds both the percentage of
owner-occupied housing units and the percentage of peer aggregate home purchase lending
in low-income geographies.

The percentage of home purchase loans made in moderate-income geographies significantly
exceeds both the percentage of owner-occupied housing units and the percentage of peer
aggregate home purchase lending in moderate-income geographies.

Home Improvement Loans

The bank’s geographic distribution of home improvement loans is adequate. The bank did not
make any loans to low-income geographies during the evaluation period. However, the bank's
opportunity to make loans in low-income geographies is limited given the percent of owner-
occupied housing units in low-income geographies is low at 0.42 percent. Furthermore, peer
aggregate lending in low-income geographies is extremely low at 0.28 percent.

Territorial faces strong competition in the home improvement market where the top five
institutions have over 58 percent of the market share. TSB ranks sixth out of 58 lenders with a
5.6 percent market share.

TSB's percentage of home improvement loans made in moderate-income geographies is lower
than the percentage of owner-occupied housing units in moderate-income geographies.
However, the percentage of home improvement loans made in moderate-income geographies
significantly exceeds the percentage of peer aggregate home improvement lending in
moderate-income geographies.

Home Refinance Loans

12
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TSB’s geographic distribution of home refinance loans is good. The percentage of home
refinance loans made in low-income geographies is lower than the percentage of owner-
occupied housing units in low-income geographies and is significantly lower than the
percentage of peer aggregate home refinance lending in low-income geographies.

However, the bank's percentage of home refinance loans made in moderate-income
geographies significantly exceeds both the percentage of owner-occupied housing units and
the percentage of peer aggregate home refinance lending in moderate-income geographies.

Lending Gap Analysis

We reviewed summary reports and maps and analyzed TSB’s home mortgage and small
business lending activity over the evaluation period to identify any gaps in the geographic
distribution of loans. We did not identify any unexplained conspicuous gaps. Both of the
bank’s AAs consist of whole geographies, meet the requirements of the CRA regulation, and
do not arbitrarily exclude any low- or moderate-income areas.

Inside/Outside Ratio

This ratio is a bank-wide calculation and is not calculated by individual AA. Analysis is limited

to bank originations and purchases and does not include any affiliate data. For the evaluation
period, all loan products were made inside the bank’s AAs.

Distribution of Loans by Income Level of the Borrower

The distribution of home loans in the AAs reflects excellent penetration among borrowers of
different income levels.

Home Mortgage Loans

The distribution of home mortgage loans by income level of the borrower reflects excellent
penetration. Our analysis took into consideration the limited opportunities to lend to low-
income families given the high cost of housing compared to low median family income.
Therefore, we placed more weight on moderate-income lending. We also took into
consideration the types of home mortgage products offered by the bank as well as the strong
competition from local lenders, large national banks, and mortgage companies.

Refer to Tables 8, 9, and 10 in Appendix C for the facts and data used to evaluate the
borrower distribution of the bank’s home mortgage loan originations and purchases.

Hawaii non-MSA
The overall distribution of home mortgage loans in the AA is good.
Home Purchase Loans

Borrower distribution for home purchase loans reflects excellent penetration. The percentage
of home purchase loans to low-income borrowers is significantly lower than the percentage of
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low-income families in this AA. However, the percentage of home purchase loans to low-
income borrowers significantly exceeds the percentage of peer aggregate lending to low-
income borrowers in the AA.

The percentage of home purchase loans to moderate-income borrowers significantly exceeds
both the percentage of moderate-income families and the peer aggregate lending to moderate-
income borrowers in the AA.

Home Improvement Loans

Borrower distribution for home improvement loans is good. The percentage of home
improvement loans to low-income borrowers is significantly lower than the percentage of low-
income families in the AA. However, the percentage of home improvement loans to low-
income borrowers significantly exceeds the peer aggregate lending to low-income borrowers in
the AA.

The percentage of home improvement loans to moderate-income borrowers exceeds the
percentage of moderate-income families in the AA. The percentage of home improvement
loans to moderate-income borrowers substantially meets the peer aggregate lending to
moderate-income borrowers in the AA.

Home Refinance Loans

Borrower distribution for home refinance loans reflects adequate penetration. The percentage
of home refinance loans to low-income borrowers is significantly lower than the percentage of
low-income families located in the AA and the percentage of peer aggregate lending to low-
income borrowers in the AA.

The percentage of refinance loans to moderate-income borrowers is near to the percentage of
moderate-income families in the AA and exceeds the percentage of peer aggregate lending to
moderate-income borrowers in the AA.

Honolulu MSA

The overall distribution of home mortgage loans in the AA is excellent.

Home Purchase Loans

Borrower distribution for home purchase loans reflects excellent penetration. The percentage
of home purchase loans to low-income borrowers is significantly lower than the percentage of
low-income families in this AA. However, the percentage of home purchase loans to low-
income borrowers significantly exceeds the percentage of aggregate peer lending to low-
income borrowers in the AA.

The percentage of home purchase loans to moderate-income borrowers significantly exceeds

both the percentage of moderate-income families and the peer aggregate lending to moderate-
income borrowers in the AA.

14
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Home Improvement Loans

Borrower distribution for home improvement loans is good. The percentage of home
improvement loans to low-income borrowers is significantly lower than the percentage of low-
income families in the AA. The percentage of home improvement loans to low-income
borrowers is below the percentage of peer aggregate lending to low-income borrowers in the
AA.

However, the percentage of home improvement loans to moderate-income borrowers
significantly exceeds both the percentage of moderate-income families and the percentage of
peer aggregate lending to moderate-income borrowers in the AA.

Market competition for home improvement loans in the Honolulu MSA is strong. The 2011
peer mortgage data indicates that the top five lenders dominated the market with over 58
percent of the market share for home improvement loans. TSB ranks sixth out of 58 lenders
with a market share of less than six percent.

Home Refinance Loans

Borrower distribution for home refinance loans reflects excellent penetration. The percentage
of home refinance loans to low-income borrowers is significantly lower than the percentage of
low-income families located in the AA. However, the percentage of home refinance loans to
low-income borrowers significantly exceeds the percentage of peer aggregate lending to low-
income borrowers in the AA.

The percentage of refinance loans to moderate-income borrowers exceeds the percentage of
home refinance loans to moderate-income families located in the AA. In addition, the
percentage of home refinance loans to moderate-income borrowers significantly exceeds the
percentage of peer aggregate lending to moderate-income borrowers in the AA.

Community Development Lending

TSB did not originate any CD loans in the AAs during the evaluation period.

Product Innovation and Flexibility

Territorial’'s product flexibility had a neutral impact on its Lending Test conclusions. The bank
offers some flexible loan products directed towards affordable housing. Products include the
Section 8 mortgages and United States Department of Agriculture Loans (USDA) program.
The United States Department of Agriculture Loan program is primarily used to help low-
income individuals or households purchase homes in rural areas. The program features
higher LTVs, lower rates, longer terms, and payment assistance subsidies. During the review
period, the bank originated one USDA loan totaling $38 thousand in Hawaii.

Section 8 Mortgages provides loans to borrowers who have been approved by either the State

of Hawaii or the City and County of Honolulu for mortgage payment subsidies versus receiving
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a subsidy for rent. During the review period, TSB originated 11 Section 8 loans totaling $425
thousand in Hawaii.

INVESTMENT TEST

Conclusions for Areas Receiving Full-Scope Reviews

The bank’s performance under the Investment Test is rated “Low Satisfactory.” Based on a
full-scope review, the bank’s performance in the Honolulu MSA AA is adequate. The bank’s
performance in the Hawaii non-MSA AA is adequate.

We allocated the statewide contributions based on the AA’s pro rata share of deposits. The
bank had 86.70 percent of its CRA contributions in the Honolulu MSA AA and 13.30 percent of
its CRA contributions in the Hawaii non-MSA AA.

Refer to Table 14 in appendix C for the facts and data used to evaluate the bank’s level of
gualified investments.

Hawaii non-MSA

Overall, the bank’s Investment Test performance in the Hawaii non-MSA AA is adequate given
the bank’s opportunities for investment. During the evaluation period, TSB made qualified
investments and donations in the Hawaii non-MSA totaling $596 thousand. In addition, we
considered the investment made prior to the current evaluation period. The remaining balance
of that investment as of the date of our examination was $71 thousand. Combined, the total of
$667 thousand represents approximately 2.4 per cent of allocated Tier One Capital for the AA,
and is considered adequate. While none of the investments are considered innovative or
complex, these investments are responsive to the credit needs and benefit the AA. One
example of a qualified investment made during the evaluation period was a mortgage-backed
security which provided several loans for affordable housing to individuals in low- and
moderate-income geographies.

Honolulu MSA

Overall, the bank’s Investment Test performance in the Honolulu MSA AA is adequate. During
the evaluation period, TSB made qualified investments and donations in the Honolulu MSA
totaling $2.9 million. In addition, we considered the ongoing impact that the investments made
prior to the current evaluation period had within the AA. The remaining balance of the two
prior period investments as of the date of our examination was $433 thousand. When
considering both current and prior period investments, the total of $3.3 million represents
approximately 1.9 percent of allocated Tier One Capital for the AA, and is considered
adequate. While none of the investments are considered innovative or complex, these
investments are responsive to the credit needs and benefit the AA. One example of a qualified
investment made during the evaluation period was a $1.1 million mortgage-backed security
which provided several loans for affordable housing to individuals in low- and moderate-
income geographies.
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SERVICE TEST
Conclusions for Areas Receiving Full-Scope Reviews

Territorial Savings Bank’s performance under the Service Test is rated “High Satisfactory.”
Based on full-scope reviews, the bank’s performance in the Hawaii non-MSA AA and the
Honolulu MSA is good.

Retail Banking Services

Refer to Table 15 in Appendix C for the facts and data used to evaluate the distribution of the
bank’s branch delivery system and branch openings and closings.

Hawaii non-MSA

TSB'’s branch distribution in the Hawaii non-MSA AA is adequate. Branches are accessible to
geographies and individuals of different income levels in the AA. The bank operates six
branches in the AA and all are located in middle-income geographies. However, there is only
one low-income geography in the AA and 10 moderate-income geographies in the AA.
Additionally, the population in the low- and moderate-income geographies is low at 16 per
cent. One of the bank’s branches is in close proximity to moderate-income geographies and
another branch is in close proximity to the low-income geography in the AA. Also, it should be
noted that in Hawaii County, the AA covers a large geographic and sometimes sparsely
populated area. During the rating period, the bank opened one branch in a middle-income
geography. There were no branch closings, which has not affected the overall accessibility of
the bank’s delivery systems.

Branch services and hours do not vary in a way that would inconvenience portions of the AA,
particularly LMI individuals. TSB offers a wide variety of traditional banking products and
services to meet the needs of the AA. Five of the six branches have Saturday hours and all
but one branch have deposit taking and cash withdrawal ATMs. Customers are allowed to use
other banks ATM services free of charge.

Delivery systems are accessible to essentially all portions of the AAs. In addition to the bank’s
ATM network, TSB offers telephone banking, online banking, and night deposit services to
supplement the bank’s branch network and serve as alternative delivery systems to increase
accessibility of banking services.

TSB is responsive to the needs of the LMI community through programs involved with the
Department of Hawaiian Home Mortgage Lands Mortgages, United States Department of
Agriculture Loans, and Section 8 Mortgages.

Honolulu MSA

TSB’s branch distribution in the Honolulu MSA is good. Branches are accessible to
geographies and individuals of different income levels in the AA. The bank has 21 full-service
branches in this AA. TSB has no branches in low-income geographies and six branches in
moderate-income geographies. The remaining 15 branches are located in middle- or upper-
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income geographies with one undesignated income geography. One branch in a middle-
income geography is in close proximity to a low-income geography and another is in close
proximity to a moderate-income geography in the AA. Another branch in an undesignated
geography is in close proximity to a moderate-income geography in the AA. Although none of
the bank’s branches or ATMs are located in low-income geographies, only 2 percent of the
AA’s population is within these geographies. The distribution of branches and ATMs in
moderate-income geographies is comparable to the percentage of the population in moderate-
income geographies. During the rating period, the bank opened two branches. One branch
was located in a moderate-income geography, improving the overall accessibility of the bank’s
delivery systems. The other branch was opened in an upper-income geography. There were
no branch closings.

Branch services and hours do not vary in a way that would inconvenience portions of the AA,
particularly LMI individuals. TSB offers a wide variety of traditional banking products and
services to meet the needs of the AA. Six branches have Saturday hours and all of the 21
branches have deposit taking and cash withdrawal ATMs.

Delivery systems are accessible to essentially all portions of the AAs. In addition to the bank’s
ATM network, TSB offers telephone banking, online banking services, and night deposit
services to supplement the bank’s branch network and serve as alternative delivery systems to
increase accessibility of banking services.

TSB is responsive to the needs of the LMI community through programs involved with the
Department of Hawaiian Home Mortgage Lands Mortgages, United States Department of
Agriculture Loans, and Section 8 Mortgages.

Community Development Services

TSB provides a relatively high level of community development services. TSB employees in
the Honolulu MSA AA provided a good level of community development services. TSB
employees in the Hawaii Non-MSA AA provided an adequate level of community development
services. Bank employees participated in a variety of organizations and partnerships, some in
leadership roles, that benefited LMI individuals, promoted economic development, and
provided affordable housing. They also provided technical assistance on financial and banking
related matters to numerous community groups, low- and moderate-income persons and
families, and small businesses.

Hawaii non-MSA

In the Hawaii non-MSA, two Bank employees provided their expertise to two community
development organizations. The community development services are listed below.

e Employee served as Treasurer for a non-profit health care center which provides free
health screenings for uninsured and underinsured women.

e Employee served as Treasurer, Financial Committee Chair, and Board member for a
non-profit agency that provides food assistance to low income, elderly, children,
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homeless, unemployed and those experiencing temporary emergencies throughout both
AAs.

Honolulu MSA
In the Honolulu MSA, approximately 48 employees provided their expertise to nine different
community development organizations and programs. Examples of the community

development services are listed below.

e Employees provided homebuyer education and financial literacy sessions through a
non-profit corporation providing services to low- and moderate-income individuals.

e Several employees serve as instructors for a non-profit organization that provides home
ownership counseling to low- and moderate-income families.

e Employees provide financial literacy education and banking services to inmates of a
prison facility.
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Appendix A: Scope of Examination

The following table identifies the time period covered in this evaluation, affiliate activities that were
reviewed, and loan products considered. The table also reflects the metropolitan and nonmetropolitan
areas that received comprehensive examination review (designated by the term “full-scope”) and those

that received a less comprehensive review (designated by the term “limited-scope™).

) ) ) Lending Test (excludes CD Loans): (1/1/09 to 12/31/11)
Time Period Reviewed Investment and Service Tests and
CD Loans: (08/06/08 to 12/31/12)

Financial Institution

Products Reviewed

Territorial Savings Bank, FSB (TSB)
Honolulu, Hawaii

Home Mortgage Loans (includes home
purchase, home improvement, and home
refinance loans) reported on the HMDA Loan
Application Register, as well as small loans to
businesses as reported on the CRA Loan
Register.

Community Development loans, investments,
and services.

Affiliate(s) Affiliate Relationship

Products Reviewed

N/A

List of Assessment Areas and Type of Examination

Assessment Area Type of Exam Other Information
Honolulu MSA #26180 Full-Scope Honolulu County (Island of Oahu)
Hawaii Non-MSA Full-Scope

Hawaii County (Island of Hawaii),

Kauai County (Islands of Kauai and

Niihau), and

Maui County (Islands of Maui, Lanali,

and Molokai, but excluding Island of
Kahoolawe)
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Appendix B: Market Profiles for Full-Scope Areas

Hawaii non-MSA AA

Demographic Information for Full-Scope Area: Hawaii non-MSA AA 2000 Census
. - Low Moderate Middle Upper NA*
Demographic Characteristics # % of # % of # % of # % of # % of #

Geographies (Census Tracts/BNAS) 68 1.47 14.71 66.18 16.18 1.47
Population by Geography 335,234 0.00 17.11 68.85 14.04 0.00
Owner-Occupied Housing by Geography 71,550 0.00 17.81 67.84 14.35 0.00
Businesses by Geography 40,564 0.80 12.70 72.54 13.96 0.00
Farms by Geography 1,564 0.64 15.86 68.93 14.58 0.00
Family Distribution by Income Level 81,851 20.51 17.95 21.83 39.72 0.00
Distribution of Low- and Moderate-Income
Families throughout AA Geographies 31,474 0.01 24.41 66.53 9.05 0.00
Median Family Income = $50,555 . . _
HUD Adjusted Median Family Income for XXXX = $72,400 Miedian Housing Value = $214,362
Households Below the Poverty Level =12% ploy T

(*) The NA category consists of geographies that have not been assigned an income classification.
Source: 2000 U.S. Census, and 2011 HUD updated MFI.

The Hawaii non-MSA Assessment Area is comprised of three counties, Hawaii, Kauai, and
Maui. The AA is made up of the Islands of Hawaii, Kauai, and Maui, but it excludes the non-
public Islands of Kahoolawe, Niihau, and Lanai and the Island of Molokai. However, TSB will
consider requests for banking services from residents of these islands. As of June 30, 2012,
the bank had $163.6 million in deposits in this AA, representing 13.3 percent of total deposits.
There are eight FDIC insured financial institutions in the AA with 91 offices. TSB’s main
competitors include the four larger Hawaii-based banks: Bank of Hawaii, First Hawaiian Bank,
American Savings Bank, and Central Pacific Bank. Combined, they hold over 94 percent of
the deposit market share. In addition, there is significant competition from JPMorgan Chase,
Bank of America, and Wells Fargo. TSB operates six branches and five deposit taking ATMs
in this AA.

Similar to Honolulu, the non-MSA AA economy is heavily dependent on tourism. Hawaii
County is the island of Hawaii. It is the largest in terms of land mass of the six major islands
and the second most populous with an estimated population in 2010 of 185,079. Despite
having one of the higher population totals among the neighboring islands, Hawaii County is
perceived to be relatively underdeveloped because of its vast land size of 4,028 square miles.
Kauai County includes the island of Kauai. Kauai is the fourth largest of the six major
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Hawaiian Islands. Only a small portion of its land is developed, mostly in the coastal areas,
leaving the interior of the island reserved for agriculture and conservation. Kauai County’s
estimated 2010 population is 67,091. Maui County includes the island of Maui. Itis the
economic center and seat of county government for the islands of Kahoolawe, Lanai, and
Molokai. Maui County is the third most populous county within the state of Hawaii with an
estimated population in 2010 of 144,444. The largest employment sectors for the three
counties combined are accommodation and food services, government and government
enterprises, and retail trade.

Within the AA, 20.5 percent of the families were low income, earning a median family income
of $36 thousand or less and 17.9 percent were moderate income, earning an annual income of
$57 thousand or less. Approximately 12 percent of all households in the AA had incomes
below the poverty level. Approximately zero percent of the population and 0.8 percent of small
businesses are located in low-income geographies. These figures show that the lending
opportunities in low-income geographies are very limited.

According to the Bureau of Labor Statistics, as of December 2012, the unemployment rate for
Hawaii County, Kauai County, and Maui County were 6.9 percent, 6.0 percent, and 5.2
percent, respectively. The state unemployment rate was 5.2 percent. According to the State
of Hawaii’'s Department of Business, Economic Development, and Tourism, the economic
activity in all three counties has begun to improve and should remain stable in the next few
years. Recovering tourism, improving real estate values, and decreasing unemployment rates
have contributed to the county’s economic improvement. Thirteen areas of the counties within
the AA have been designated as Enterprise Zones.

Within the AA, zero percent of the housing units are owner occupied and 100 percent are
renter occupied in low-income geographies and 51.3 percent of housing units are owner
occupied and 31.9 percent of units are renter occupied in moderate income geographies.
Additionally, 100 percent of all units are 1-4 family unit homes and zero percent of units are 5+
housing units in low-income geographies and 87.8 percent of all units are 1-4 family unit
homes and 11.1 percent of units are 5+ housing units in moderate income geographies.
According to the National Association of Realtors, the 2012 average median housing price for
Hawaii County, Kauai County, and Maui County Honolulu were $232 thousand, $363
thousand, and $382 thousand, respectively.
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Honolulu MSA AA

Demographic Information for Full-Scope Area: Honolulu MSA AA 2000 Census
. - Low Moderate Middle Upper NA*
Demographic Characteristics # % of # % of # % of # % of # % of #

Geographies (Census Tracts/BNAS) 217 3.69 29.49 36.41 27.65 2.76
Population by Geography 876,156 2.03 28.72 42.14 27.10 0.00
Owner-Occupied Housing by Geography 156,233 0.42 16.11 43.47 40.00 0.00
Businesses by Geography 81,520 4.67 32.96 36.04 25.01 1.33
Farms by Geography 933 2.25 19.40 50.91 26.69 0.75
Family Distribution by Income Level 207,147 20.32 17.94 22.25 39.49 0.00
Distribution of Low- and Moderate-Income
Families throughout AA Geographies 79,256 3.95 43.02 38.09 14.95 0.00
Median Family Income =$60,110 . . _
HUD Adjusted Median Family Income for 2011 = $81,600 Mﬁs:nlr%img'?\;@ ue : 229514‘;,/169
Households Below the Poverty Level =10% ploy T eI

(*) The NA category consists of geographies that have not been assigned an income classification.
Source: 2000 U.S. Census, and 2011 HUD updated MFI.

The Honolulu MSA Assessment Area consists of all of Honolulu County. Honolulu County
consists of the island of Oahu. As of June 30, 2012, the bank had $1.1 billion in deposits in
this AA, representing 86.7 percent of total deposits. There are 13 FDIC insured financial
institutions in the AA with 189 offices. TSB’s main competitors include the four larger Hawaii-
based banks: Bank of Hawaii, First Hawaiian Bank, American Savings Bank, and Central
Pacific Bank. Combined, they hold over 91 per cent of the deposit market share. In addition,
there is significant competition from JPMorgan Chase, Bank of America, and Wells Fargo.
TSB operates 21 branches and 21 deposit taking ATMSs in this AA.

Oahu is the third largest Hawaiian Island and the most populated. Based on the 2010 Census,
the population of the AA was 953,000. The city of Honolulu is the state’s capital and the
primary population center. Much of the Eastern portion of the island of Oahu is made up of
forest reserves and watersheds. A small portion of the Western area is also made up of forest
reserves. Oahu is home to the United Military Command for the Pacific and a significant
portion of the island is made up of military installations. Aside from the large military presence,
Honolulu’s economy is heavily dependent on the tourist industry. Oahu is the primary
destination of the majority of tourists to the state, and has close to 36,000 hotel and
condominiums units, most of which are focused in the Walikiki area. Historically, agriculture
was a dominant element of the local economy, and it continues to represent a significant
element. In spite of the large population on the island, the 2007 Agricultural Census indicated
that more than 60,000 acres (15.7 percent of the land area) are still used for agricultural
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production. The island is also home to the University of Hawaii and three private universities.
The top five major employers provide hospitality and health services.

Within the AA, 20.3 percent of the families were low income, earning a median family income
of $40 thousand or less and 17.9 percent were moderate income, earning an annual income of
$65 thousand or less. Approximately 10 percent of all households in the AA had incomes
below the poverty level. Approximately 2 percent of the population and 4.7 percent of small
businesses are located in low-income geographies. These figures show that the lending
opportunities in low-income geographies are limited.

According to the Bureau of Labor Statistics, as of December 2012, the unemployment rate for
the AA totaled 4.7 percent. The state unemployment rate was 5.2 percent. According to
Moody’s Investors Service, the economic activity in Honolulu has begun to improve and should
remain stable in the next few years. Honolulu’s recovering tourism, improving real estate
values, large military presence, overall employment stability, and public investment has
contributed to the county’s economic stability. Five areas of the county have been designated
as Enterprise Zones. One of the areas is Urban Honolulu, which includes the airport,
downtown, and Ala Moana areas.

Within the AA, 11.6 percent of the housing units are owner occupied and 78.7 percent are
renter occupied in low-income geographies and 24.3 percent of housing units are owner
occupied and 61.8 percent of units are renter occupied in moderate income geographies.
Additionally, 26.2 percent of all units are 1-4 family unit homes and 73.4 percent of units are 5+
housing units in low-income geographies and 36.0 percent of all units are 1-4 family unit
homes and 63.8 percent of units are 5+ housing units in moderate income geographies.
According to the National Association of Realtors, the 2012 average median housing price for
Honolulu totaled $63