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GENERAL | NFORMATI ON

The Community Rei nvestnment Act (CRA) requires each Federal financial supervisory
agency to use its authority when examining financial institutions subject to its
supervision, to assess the institution’s record of neeting the credit needs of its
entire community, including | ow and noderate-income nei ghborhoods, consistent with
safe and sound operation of the institution. Upon conclusion of such exam nation, the
agency must prepare a witten evaluation of the institution's record of neeting the
credit needs of its conmunity.

This docunent is an evaluation of the Community Rei nvestment Act (CRA) performance of
Bank of Lancaster, Kilmarnock, Virginia, made by The Federal Reserve Bank of Ri chnond,
the institution’s supervisory agency, as of

Decenber 9, 1996. The agency rates the CRA performance of an institution consistent
with the provisions set forth in Appendix A of 12 CFR Part 228.

INSTITUTION S CRA RATING This institution is rated Satisfactory.

The bank’s | oan-to-deposit ratio appears reasonable in relation to demand for credit
in the assessment area. A substantial mpjority of |oans sanpled during the

exam nati on were extended to borrowers residing within the local comunity. In

addi tion, the bank denonstrated a satisfactory |level of lending activity to |low and
noder at e-i ncome borrowers. \While the bank’s assessnment area contains no | ow or
noder at e-i ncome bl ock nunbering areas (BNAs), the penetration of |oans throughout

m ddl e- and upper-income geographi es appears reasonable in relation to area

denogr aphi cs.



The followi ng table indicates the performance | evel of Bank of Lancaster with respect
to each of the five performance criteria.
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Conpl ai nt's examni nati on.




DESCRI PTI ON OF | NSTI TUTI ON

Bank of Lancaster operates three offices located in Lancaster County, Virginia. As of
Sept ember 30, 1996, the bank had assets of approximately $157 mllion, of which 61%
were credit extensions. Various |oan and deposit products are avail abl e through the
institution, including |oans for residential nortgage, comercial, consuner, and
agricul tural purposes. The loan portfolio as of June 30, 1996, included the
following: 85%real estate secured (business and consumer), 11% consuner, and 4%
commercial. Based on the number of |oans made during the previous year, consumer homne
purchases and unsecured | oans were identified as the principal credit products offered
by the bank. The Bank of Lancaster received an outstanding CRA rating during its
previ ous eval uati on.

DESCRI PTI ON OF ASSESSMENT AREA

The bank’s assessment area, which is situated between the Potomac and Rappahannock
Ri vers approximtely 80 mles east of the City of Richnond, enconpasses all of
Lancaster and M ddl esex Counties, Virginia, as well as BNAs 9902 and 9903 in

Nor t hunber| and County. The assessnment area contains eight mniddle-income and one
upper-incone BNAs. There are no | ow or noderate-incone geographies |ocated within
the comunity.

Overall, the assessnent area is predoninately rural and has a popul ati on of 26, 666
according to 1990 census data. The local econony is supported by agriculture,
commerci al fishing/processing, and tourism Due to the seasonal nature of these

i ndustries, enmployment rates vary widely during the year. Residents also commute to
the nearby Cities of Richnond, Hanpton, Newport News, and Washington, D. C. for

enpl oyment. As of October 1996, the unenploynent rates for Lancaster, M ddl esex, and
Nor t hunber| and Counties were 7.4% 3.2% and 5.4% respectively. |In recent years, the
area has becone attractive as a retirement community which has contributed to the
growth of additional retail businesses, construction projects, and residential rea
estate. |In Lancaster County al one, 26% of the population is age 65 and over, and the
medi an age is 45. The nigration has put upward pressure on the cost of real estate in
t he area.

The followi ng table provides denographic information about the bank’s assessnent area
regardi ng i ncome | evel of families and the percentage of population living in BNAs of
varying income | evels.

Low- Moder at e- M ddl e- Upper - Tot al
I ncone I ncone I ncone I ncone

Percent age of Area

Fam lies by Incone

Level 19% 16% 21% 44% 100%

Per cent age of

Popul ation Residing in

BNAs by I ncone Level 0% 0% 85% 15% 100%




A community contact was performed with a representative froma |ocal consuner

organi zation to further assist in evaluating the bank’s CRA performance. According to
the contact, the area has experienced significant growth in its senior citizen

popul ation in recent years. |In addition, the Northern Neck area is experiencing a
shortage of affordabl e housing options.

CONCLUSI ONS W TH RESPECT TO PERFORMANCE CRI TERI A:

LOAN- TO- DEPGSI T RATI O

The average | oan-to-deposit ratio for the previous five quarters is 67% and is

consi dered reasonable given the institution’s financial capacity, size, and current

| ocal economic conditions. This level of Iending is considered responsive to the
area’'s |l oan denmand. The average | oan-to-deposit ratio for banks headquartered in
nonmetropol itan areas of Virginia and of simlar asset size to the Bank of Lancaster
is 70%

LENDI NG | N ASSESSMENT AREA

To determine the institution’s volume of lending within its assessnent area, a sanple
of 100 recently extended consumer |oans was reviewed. This sanple included 60
consumer unsecured | oans and 40 honme purchase nortgage | oans since these two
categories represent the |largest volune of recent originations. As illustrated in the
chart below, a substantial majority of the nunber and dollar anpunts of the sanpled

| oans have been provided to residents of the area.

Conparison of Credit Extended Inside and Qutside of Assessnent Area

| nsi de Assessnent Qut si de Assessment Tot al
Ar ea Ar ea

Total Nunber of
Loans 91 9 100
Percent age of Tot al
Loans 91% 9% 100%
Total Ampunt of
Loans (000's) $4, 542 $563 $5, 105
Percent age of Tot al
Anpunt 89% 11% 100%




LENDI NG TO BORROVWERS OF DI FFERENT | NCOVES

I nf ormati on about applicant
within the assessnent area.

Distribution of Loans by Incone Level

of Borrower

i ncone was gathered for the sanpled | oans ori gi nated
The followi ng charts illustrate the distribution of

unsecured and home purchase | oans extended to borrowers of different incone |evels.

Unsecured | nstal nent Loans
Low- | ncone Moder at e- M ddl e- Upper - Tot al
| ncone | ncone I ncone

Total Nunber of
Loans 19 14 12 12 57
Per cent age of
Total Loans 33% 25% 21% 21% 100%
Total Ampunt of
Loans (000's) $37 $28 $31 $49 $145
Per cent age of
Tot al Anmpunt 26% 19% 21% 34% 100%

When conpared to the market distribution of famlies by incone,
consumer unsecured lending to | ow and noderate-incone individuals (58% substantially

t he bank’s vol une of

exceeds the percentage of such fanmlies residing within the assessnent area (35% .

Distribution of Loans by Incone Level

of Borrower

Hone Purchase Loans

Low- | ncone Moder at e- M ddl e- Upper - Tot al
| ncone I ncone | ncone

Total Nunber of
Loans 0 4 10 20 34
Per cent age of
Total Loans 0% 12% 29% 59% 100%
Total Ampunt of
Loans (000's) $0 $188 $863 $3, 346 $4, 397
Per cent age of
Tot al Anpunt 0% 4% 20% 76% 100%




The review of the sanpl ed hone purchase nortgage | oans indicated that the bank’s

vol ume of lending to |l ow and noderate-incone individuals (12% is significantly |ess
than the popul ati on representation (35%. Wiile no honme purchase | oans were extended
to lowincone individuals, the high cost of housing in the area has nade it difficult
for such residents to purchase or owmn a home. According to 1990 census data, 85% of
the housing units in the community were valued in excess of $41,000 and the nedian
housi ng val ue was $84, 145. Based on the 1996 income figure, lowincone families in
nonmetropolitan Virginia would earn | ess than $16, 800 per year.

GEOGRAPHI C DI STRI BUTI ON OF LOANS

The review of |loan files also included an anal ysis of |ending anong mi ddl e- and
upper-incone BNAs within the institution's assessnment area. As nentioned previously,
there are no | ow- or noderate-incone geographies located in the bank’s market. The
following charts illustrate the distribution of the sanpled | oans according to i ncome
| evel of the BNA

Distribution of Loans in Assessnent Area by |Incone Level of Census Tract

Unsecured | nstal nent Loans

M ddl e- Upper - Tot al
| ncone I ncone
Total Nunber of
Loans 37 20 57
Per cent age of
Total Loans 65% 35% 100%
Total Ampunt of
Loans (000's) $84 $61 $145
Per cent age of
Tot al Anpunt 58% 42% 100%
Hone Purchase Loans
M ddl e- Upper - Tot al
| ncone I ncone
Total Nunber of
Loans 24 10 34
Per cent age of
Total Loans 71% 29% 100%
Total Ampunt of
Loans (000's) $3, 051 $1, 346 $4, 397
Per cent age of
Tot al Anpunt 69% 31% 100%




Wthin the assessnent area, 85% of the population resides in niddle-income geographies
and 15% i n upper-income nei ghborhoods. As evidenced above, the sanple of 57 consumer
unsecured | oans and 34 hone purchase | oans reveal ed that the bank has maintai ned
adequat e penetration within the respective BNAs as conpared to market denographi cs.

COVPLI ANCE W TH ANTI DI SCRI M NATI ON LAWS AND REGULATI ONS

No credit practices inconsistent with the substantive provisions of the fair housing
and fair lending |laws and regul ations were identified. Adequate policies, procedures,
and training progranms have been devel oped to support nondi scrim nation in |ending
activities.



