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GENERAL | NFORVATI ON

The Community Reinvestnent Act ("CRA") requires each federal financia

supervi sory agency to use its authority when exam ning financial institutions
subject to its supervision to assess the institution's record of neeting the
credit needs of its entire conmmunity, including | ow and noderate-incone

nei ghbor hoods, consistent with the 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 community.

Thi s docurment is an evaluation of the CRA performance of First Security Bank
of Havre, Havre, Mntana, prepared by the Federal Reserve Bank of M nneapolis,
the institution's supervisory agency, as of April 8, 1996. The agency rates
the CRA performance of an institution consistent with the provisions set forth
in Appendix Ato 12 CFR Part 228.

I NSTITUTION S CRA RATING: This institution is rated " Satisfactory."

Three primary factors support this rating. First, the bank nmaintains a
reasonabl e | oan-to-deposit ratio. Second, the bank made a significant nunber
of its loans within its assessnent area. Third, the bank has an excell ent
distribution of |oans anong individuals of different income |evels.
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The followi ng table indicates the perfornmance | evel

Havre, Havre,

of First Security Bank of
Mont ana, with respect to each of the five perfornmance criteria.

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

FI RST SECURI TY BANK OF HAVRE

PERFORMANCE LEVELS

Exceeds
St andar ds
for
Satisfactory
Per f or mance

Meet s
St andar ds
for
Satisfactory
Per f or mance

Does Not Meet
St andar ds
for
Satisfactory
Per f or mance

Loan-to-Deposit Ratio

X

Lendi ng i n Assessnment Area

Lendi ng to Borrowers of
Different | ncones and to
Busi nesses of Different
Si zes

Ceographic Distribution of
Loans

X

Response to Conpl aints

No CRA conpl aints were received since the

prior eval uation.
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DESCRI PTI ON OF | NSTI TUTI ON

Based on a variety of factors, the bank is able to neet the credit needs of
the local comunity in an effective manner. The bank's one office is in
Havre, Montana, which is located in the north-central "high line" region of
Mont ana, about 45 miles south of the Canadi an border

The bank's size supports its ability to neet credit needs in its assessnent
area. Based on the Decenber 31, 1995, Report of Condition ("ROC')

informati on, the bank had total assets of approximately $54.3 mllion. Since
Sept enber 30, 1994, the bank's assets have increased by approxi mately

$9.7 mllion. As of Decenber 31, 1995, the bank's loan portfolio consisted

of approximately 48% agricultural, 20%real estate, 20% comercial, and 12%
consuner |oans. According to quarterly ROC information, the bank's percentage
of real estate |oans has decreased slightly and the percentages of conmerci al
and consumner | oans have increased sightly since the previous CRA eval uation.

The bank offers many types of |oan products. In addition to offering a
variety of commercial and agricultural |oans, the bank offers the follow ng
consuner real estate products: construction, mnobile home, Departnent of
Housi ng and Urban Devel opment ("HUD') Section 184, Federal Housing

Adm nistration, Departnment of Veterans Affairs, Mntana Board of Housing,

Mont ana Board of Investnents, and Rural Economi c and Community Devel oprent
Services (formerly Farmers Hone Administration) |oans. The bank al so
originates and sells conventional and governnent-insured real estate |loans to
vendors on the secondary market. Furthernore, the bank offers Small Business
Adm nistration and Bureau of Indian Affairs loans. In addition, it provides
cl osed- and open-end | oans for a variety of consumer purposes.

As stated, the bank's only office is located in Havre, Montana. The bank has
not opened or closed any offices since its inception. The bank is able to
provide its products and services to its entire assessnent area.

DESCRI PTI ON OF THE ASSESSMENT AREA

The bank's assessment area includes HlIl, Liberty, and Bl aine counties, and
about one-third of Chouteau County. The assessnent area includes the
foll ow ng bl ock nunbering areas ("BNA"):

HIl County: 9731, 9732, 9733, 9734, 9735, 9736, and 9737
Li berty County: 9745 and 9746

Bl ai ne County: 9723, 9724, and 9725

Chout eau County: 9714

In addition to Havre, the bank's assessnent area includes the Mntana
conmuni ties of Chester, H ngham Big Sandy, Chinook, and Harlem the Rocky
Boys Indi an Reservation, and the majority of the Fort Bel knap I ndian
Reservation. The sparsely popul ated eastern quarter of the Fort Bel knap

I ndi an Reservation is located in Phillips County, Montana, which is not

i ncluded in the bank's assessnent area.

According to 1990 U S. census data, the assessnent area's population is
28,311. Havre has a popul ation of 10,201 and is the county seat of Hill
County, which has a popul ation estinmated at 18,000. The area's econony is
primarily agricultural. A bunper crop reportedly was harvested in 1995, and
1996 crop prospects | ook favorable. Low cattle prices have adversely affected
the livestock operations in the area. Havre serves as a hub for a railroad
conpany, and maj or enployers in the area include a college, hospital, and the
| ocal school district.
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CRA divides inconme levels into four categories: |ow, noderate, mddle, and
upper inconme. Because the bank's assessment area is not in a nmetropolitan
statistical area, the categorization of a borrower or BNA incone is determ ned
relative to the statew de nonnmetropolitan nedian famly incone. Lowincone

i ndi vi dual s have i ncones of |ess than 50% of the statew de nonnetropolitan
medi an famly inconme, while noderate-incone individuals have inconmes of at

| east 50% but | ess than 80% of this amount. The regul ati on defines a m ddl e-

i ncone individual as one with an incone of at |east 80% but |ess than 120% of
t he statew de nonnmetropolitan median famly income. An individual with an
income that is 120% or nore of the statew de nonnetropolitan nmedian incone is
consi dered an upper-income person. BNAs are classified using simlar
categories based on the level of the nmedian famly income in the geography.

As graphically represented on the map i ncluded as Attachment |, the bank's
assessment area is divided into the followi ng 13 BNAs:

Low | ncone BNAs Moder at e- 1 nconre BNAs M ddl e- 1 ncone BNAs Upper -1 ncome BNAs

None. 9723 9724 9731
9725* 9714 9734
9737** 9732 9736

9733

9735

9745

9746

*The Fort Bel knap I ndi an Reservation
**The Rocky Boys I ndian Reservation

According to 1990 U S. census data, the assessnent area's nedian famly incone
is $28,258, while the median famly incone for the nonnetropolitan areas in
Montana is $27,352. Approxinmately 21% of the population in the bank's
assessnment area reside in the noderate-incone BNAs, 46%are in the mddle-

i ncome BNAs, and 33% reside in the upper-incone BNAs.

Al t hough the bank's assessment area does not include any | owincome BNAs,

anal ysi s of househol d i ncone shows that the assessnent area's population is
concentrated at the ends of the spectrum Lowincome househol ds conprise

24. 1% of total househol ds, and upper-incone househol ds conprise 42.9% of tota
househol ds. O the remaini ng househol ds, 14.4% are noderate inconme and 18. 5%
are mddle income. The assessment area's nedi an househol d i ncome of $23, 388
is belowits nedian famly income of $28,258. According to 1990 U.S. census
data, 18.3% of the assessment area's househol ds are bel ow the poverty |evel
As previously discussed, the bank's assessnent area includes three noderate-
incone BNAs. Two of those BNAs, 9737 and 9725, include Indian reservations.
The Rocky Boys Indian Reservation is |located within BNA 9737; its nedi an
househol d i ncone is $18,859. The majority of the Fort Bel knap | ndi an
Reservation is located in BNA 9725; its nedi an household income is $13, 603.

According to staff of the Chippewa Cree Tribe and the Fort Bel knap I ndi an
Conmuni ty, the unenpl oynent rate ranges between 70%to 80% on t he
reservations, and nost tribal nenbers are | ow and noderate-incone

i ndividuals. Mst housing for tribal menbers has been built through HUD
progranms. The | argest enployers on the reservations are the respective
tribes, the Bureau of Indian Affairs, the Indian Health Service, and the
schools. In addition, many tribal nenbers are ranchers.

During the eval uation, numerous business and tribal community contacts were
made in the assessnent area. Information fromthe contacts was used in
eval uating the bank's CRA perfornance.
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CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

The bank's performance in nmeeting the credit needs of its assessnent area is
satisfactory. The criteria detailed below were evaluated in determning this
rating.

LOAN- TO DEPCSI T RATI O ANALYSI S

The bank's | oan-to-deposit ratio is reasonabl e considering the assessment
area's credit needs. As such, it nmeets the standard for satisfactory
performance. According to the bank's Decenber 31, 1995, ROC data, its
quarterly |l oan-to-deposit ratio was approxi mately 69% Since Septenber 30,
1994, the quarterly average of the bank's net |oan-to-deposit ratio has been
76%

The foll owing chart, based on quarterly ROC data, shows that the bank's | oan-
to-deposit ratio has decreased by 14 percentage points since the previous CRA
eval uation. Analysis shows that the decrease in the | oan-to-deposit ratio is
primarily because the bank's total deposits increased by approxi mately

$10 nmillion during that period. In the second quarter of 1995, the bank
received a | arge deposit, which contributed to its substantial growth in
deposits. The deposit represents tenmporary funds to be used for construction
pur poses; accordingly, these funds have not been invested in | oans. The
bank's total |oans fluctuated during the same period, nostly because of
seasonal variations related to the agricultural enphasis in the area's
econony. Historically, |oans have been at the | owest |evels in Decenber when
farmlines have been paid down. This seasonal fluctuation explains the
continued decline in the |loan-to-deposit ratio since the deposit was nade.
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Net
Loan-t o- Deposi t

Dat e Loans Deposits Rati o
Sept enber 30, 1994 $32, 258 $39, 028 83%
Decenber 31, 1994 $30, 512 $40, 443 75%
March 31, 1995 $29, 979 $38, 725 77%
June 30, 1995 $35, 302 $45, 087 78%
Sept enber 30, 1995 $35, 881 $46, 969 76%
Decenber 31, 1995 $33, 964 $49, 092 69%
Aver age Loan-t o- Deposit 76%

According to the Decenber 31, 1995, Uniform Bank Perfornmance Report ("UBPR'),

t he bank's Decenber 31, 1995 | oan-to-deposit ratio places the bank in the 70th
percentile of its peer group. The bank's conpetition in Havre includes
branches of two regi onal banks, branches of two savings and | oan associ ati ons,
and two credit unions. A conparison of the bank to the regi onal bank
conpetitors in Havre is not neani ngful because of the vast difference in the
sizes of the institutions. |In addition, financial information is not
available for the Havre branch offices of these institutions. UBPR data for

i ndependent area banks as of Decenber 31, 1995, is shown in the chart bel ow.

Decenber 31, 1995 Decenber 31, 1995
Total Assets Loan-t o- Deposi t
Bank Nanme and Locati on (I n Thousands) Rati o
FI RST SECURI TY BANK
OF HAVRE, HAVRE, MONTANA $54, 352 69%
Bank A $60, 544 66%
Bank B $27, 322 77%

As noted, the bank originates and sells conventional and government-i nsured
real estate loans to vendors on the secondary market. The bank's | oan-to-
deposit ratio identified in the chart does not include | oans sold by the bank
since the last evaluation. |In addition, one econonic devel opnment conmunity
contact described the bank as the nost active commercial |ender in the area,
indicating that it has a positive reputation for working with snal

busi nesses. Another comunity contact know edgeabl e about agricultural credit
needs characterized the bank as an active agricultural lender. 1In 1995, the
bank was one of the nost active providers of Farners Home Adm nistration | oans
in the state.

As di scussed previously under the Description of Institution section, the bank
offers a variety of |oan products that benefit the community. The bank has
al so originated several conmunity devel opnent | oans since the | ast eval uation
Specifically, the bank provided a substantial revolving line of credit to
facilitate the construction of 45 | ow and noderate-i ncone housing units on
the Fort Bel knap I ndi an Reservation and funded several |oans totaling a
significant anount for the construction of 75 | ow and noderate-incone housing
units on the Rocky Boys Indian Reservation. Several community contacts who
have ties to the reservati ons nenti oned during the evaluation that affordable
housing is in short supply.
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The bank's | oan-to-deposit ratio is consistent with that of its competitors
but has declined by 14 basis points since the | ast evaluation. Nevertheless,
t he bank has engaged in a nunber of community devel opnent | oans benefiting
noder at e-i ncone areas. Based on these facts, the | oan-to-deposit ratio neets
the standards for satisfactory perfornance.

COVPARI SON OF CREDI T EXTENDED | NSI DE AND QUTSI DE THE ASSESSMENT AREA

A review of a statistical sanple of |oans originated by the bank since the
previous evaluation reveals that a majority of its loans were nmade inside its
assessment area. The follow ng table shows the percentages for the nunber and
dol I ar volune of |oan product lines that were inside the assessnent area.

PERCENTAGE OF LOANS | N THE ASSESSMENT AREA

Maj or Loan Total Nunmber of Total Anount of
Pr oduct Li ne Loans Loans
Real Estate Loans 97% 99%
Consuner Loans 93% 92%
Smal | Busi ness/ Agri cul tur al 96% 94%

This |l evel of concentration of loans in the assessnent area exceeds standards
for satisfactory performance. As noted in the table, the vast majority of al
the bank's |l oans are within the assessnent area.

DI STRIBUTION OF CREDIT WTH N THE ASSESSMENT AREA

Lending to Borrowers of Different Inconmes and to Businesses of Different Sizes

A review of the distribution of loans to borrowers of different income |evels
shows that the bank actively provides |oans to borrowers of all incone |evels.
The income | evel of consuner borrowers is conpared to the nmedian famly
inconme for a famly residing outside the netropolitan statistical areas in
Mont ana. As di scussed previously, the assessnent area median famly income as
of the 1990 U. S. census is $28, 258; Mntana's nonmetropolitan nmedian famly
income is $27,352. The bank's distribution of |oans by income |level is shown
in the follow ng table.
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DI STRIBUTI ON OF LOANS BY BORROAER | NCOVE LEVEL | N THE ASSESSMENT AREA *

Low Moder at e M ddl e Upper

Loan Type I ncone I ncone I nconme | ncome
REAL ESTATE LQANS
Percent age of total |oans 9 15 26 50
Percent age of total |oan anounts 3 7 19 71
CONSUVER LOANS
Percent age of total |oans 34 24 21 21
Percent age of total |oan anounts 20 19 22 39

*Income | evel is based on the 1995 Montana nonnetropolitan median famly
i ncone of $32, 200.

As illustrated above, the bank made a reasonabl e percentage of its consuner
real estate loans to borrowers of different incone |evels since the |ast
evaluation. Gven high real estate costs in the area, the bank's consuner
real estate lending to | ow and noderate-incone borrowers (24% appears
reasonable. Al so, many | ow and noderate-inconme people live on the two Indian
reservations in the bank's assessnment area where there have been few
opportunities for the bank to become involved in real estate |lending activity.
Most housing for tribal nenbers has been built through HUD prograns that do
not require bank involvenent. As discussed previously, |ow and noderate-
i nconme individuals conprise 38% of the households in the assessnent area.
Al t hough m ddl e-i ncome househol ds make up only 19% of total households, the
bank nmade 26% of its consuner real estate |oans to mddl e-i ncome borrowers.
The bank made 50% of its consumer real estate |oans to upper-inconme borrowers;
43% of total households in the assessnent area are upper Incone. A conmunity
contact familiar with real estate activity in the area said that housing in
all price ranges is in short supply. Such lending patterns by the bank seem
reasonabl e given the lack of availability, the high cost of real estate, and
conpetition fromlarger financial institutions and nortgage conpani es.

In contrast, the bank made nore than half (58% of its consunmer |oans to | ow
and noderat e-i nconme borrowers. M ddle-incone borrowers accounted for 21% of

t he bank's consuner | oans, and upper-income borrowers accounted for another
21% of the bank's consuner | oans. These |ending patterns are reasonabl e given
t he assessnent area's denographics as di scussed above.

The bank makes alnmpost all of its commercial and agricultural |oans to snal
busi nesses and farns. Only three of the sanpled borrowers had gross annual
revenues exceeding $1 mllion. In addition, 87%of the commercial and
agricultural borrowers received |loans for |ess than $100,000. Only 8% of the
borrowers received | oans of at |east $100,000 but |ess than $250, 000, and 5%
recei ved | oans in excess of $250,000. Based on the bank's consumer, rea
estate, and business and agricultural lending relative to credit needs and
denogr aphi c characteristics of the assessnent area, the bank neets the
standards of satisfactory performance in this category.

Ceographic Distribution of Loans

Al though the follow ng chart shows that the vast majority of the bank's | oans
are within m ddl e- and upper-income BNAs and that the percentage of the bank's
| oans in noderate-inconme BNAs is sonewhat |ow, the distribution of the bank's



Small Ingtitution Performance Evaluation
FFIEC November 13, 1995

| oans t hroughout its assessnent area is reasonable. As such, the bank's
geographic distribution of | oans nmeets the standards for satisfactory
per f or mance.

DI STRI BUTI ON OF LQANS | N THE ASSESSMENT
AREA BY BNA | NCOVE LEVEL*
Moder at e- M ddl e- 1 ncone | Upper -1 ncone

Loan Type I nconme BNAs BNAs
COMVERCI AL AND AGRI CULTURAL
Total Nunber of Loans 19% 54% 27%
Total Amount of Loans 17% 59% 24%
CONSUVER REAL ESTATE
Total Nunber of Loans 6% 35% 59%
Total Amount of Loans 2% 21% 77%
CONSUMER
Total Nunber of Loans 16% 35% 49%
Total Amount of Loans 19% 32% 49%

*The bank's assessnent area does not include any | owincome BNAs.

As di scussed, the bank's assessnent area includes three noderate-income BNAs,
seven m ddl e-i ncome BNAs, and three upper-incone BNAs. The bank's sole office
is located in Havre, which is within the boundaries of an upper-income BNA
Approxi mately 21% of the assessnent area's 28,311 residents live in noderate-

i ncome BNAs. In conparison, about 46% of the residents live in mddle-incone
BNAs and 33% 1ive in upper-income BNAs. A review of the bank's |oan
portfolio, as discussed in the Description of Institution section, reveals

t hat approxi mately 68% of the bank's | oans are comercial and agricultural,
20% are consuner real estate, and 12% are consuner | oans.

Al so previously discussed, two of the noderate-income BNAs, 9737 and 9725, are
| ocated on Indian reservations, the residents of which historically have not
been active real estate borrowers. 1In addition, both reservations have triba
| oan prograns that provide consunmer |oans for tribal menmbers. Al so, the other
noder at e-i ncome BNA, 9723, has another bank | ocated within its boundari es.
This BNA is approximately 40 mles fromthe bank at its cl osest point.

Despite these conditions, the consumer and conmercial/agricultural lending in
t he noder ate-i ncome BNAs approxi mate the percentage of the assessnment area's
popul ation residing in these areas. For the foregoing reasons, the bank's

l ending in the noderate-income BNAs is reasonable and neets the standards for
satisfactory perfornance.

Ceneral Comments

The eval uation did not reveal any substantive violations of fair |ending | ans
and regul ations. |Isolated violations of the technical aspects of the Equa
Credit Opportunity Act's Regulation B and the Fair Credit Reporting Act were
noted during the eval uation. Managenent prom sed pronpt corrective action.
In addition, the bank has not received any CRA conplaints since the previous
eval uati on.
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PUBLIC DISCLOSURE

April 8, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

First Security Bank of Havre
Name of Depoditory Ingtitution

09300590000
I dentification Number of Ingtitution

Havre, Montana
Address of Ingtitution

Federal Reserve Bank of Minneapolis
250 Marquette Avenue
Minneapolis, Minnesota 55401-2171

NOTE: This evaluation is not, nor should it be construed as, an assessment of the financial condition of
thisingtitution. The rating assigned to this ingtitution does not represent an analys's, conclusion,
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or opinion of the federal financial supervisory agency concerning the safety and soundness of this
financial ingtitution.



