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FFIEC November 13, 1995

GENERAL | NFORVATI ON

The Comunity Reinvestnent Act ("CRA') requires each federal financial

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 conmunity, 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 docunment is an evaluation of the CRA performance of First Valley Bank,
Seel ey Lake, Montana, prepared by the Federal Reserve Bank of M nneapolis, the
institution's supervisory agency, as of Decenber 16, 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."

The CRA eval uation reveal ed several factors that support rating the bank's CRA
performance as satisfactory. First, the bank's net |oan-to-deposit ratio is
high. Second, it has originated a majority of its |loans to assessnent area
residents and busi nesses. Third, it actively extends |oans to individuals
with low to noderate incomes and to small businesses. Finally, it originates

| oans to borrowers residing throughout its assessnent area.
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The followi ng table indicates the perfornmance | evel
Montana, with respect to each of the five performance criteria.

Seel ey Lake,

of First Valley Bank

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

FI RST VALLEY BANK

SEELEY LAKE, MONTANA

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

X

Lendi ng to Borrowers of
Different | ncone Levels 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 previous eval uation
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DESCRI PTI ON OF | NSTI TUTI ON

The bank is able to fulfill area credit needs effectively. The previous CRA
eval uation reveal ed that the bank's performance in nmeeting comunity credit
needs was outstanding. The bank operates one full-service office in Seel ey
Lake, Montana. The bank al so operates one cash-di spensing automated teller
machi ne ("ATM'), which is located in a grocery store; however, it does not

i ssue ATM access cards to bank custoners. The bank's main office, centrally
located within the assessment area, is in a mddle-income census tract ("CT")
in Mssoula County.

Al though it does not issue access cards to custoners, the bank installed a
cash-di spensing ATMin Seel ey Lake since the | ast evaluation. The bank
installed the ATMprimarily for the benefit of |ocal small businesses.
Tourists' cash demands apparently are very high, and the ATM services these
demands.

The bank's size does not restrict its ability to neet the credit needs of
residents of its assessnment area. According to its Septenber 30, 1996, Report
of Condition ("ROC'), the bank's assets total ed approximately $11 nillion

The bank's | oan portfolio's size has fluctuated since the |ast eval uation but
increased by 7% The bank's quarterly | oan and deposit growh rates are set
forth in the foll ow ng table:

QUARTERLY GROMH RATES

Peri od Loans Deposits

Cctober 1, 1995, to 3% (5%
Decenber 31, 1995

January 1, 1996, to (4% (1%
March 31, 1996

April 1, 1996, to 7% 14%
June 30, 1996

July 1, 1996, to 1% 3%
Sept enber 30, 1996

The Septenber 30, 1996, ROC indicates that the bank is primarily a comerci al

| ender; approximately 63%of its portfolio is conmrercial and conmercial rea
estate | oans. The bal ance of the bank's |oan portfolio is conposed of

approxi mately 11% consuner, 25% consuner real estate, and 1% other |oans. The
conposi tion of the bank's |oan portfolio reflects the | evel of denmand for
specific types of credit by residents of the assessment area.

The bank offers a variety of |oan products to fulfill the credit needs of
residents and businesses within its assessnent area. |t extends consuner,
residential real estate, nobile home, commercial, and agricultural loans. |Its
residential real estate |oan portfolio includes nunmerous |oans that do not
conformto secondary market standards. |In addition to these conventional | oan

products, the bank extends Small Business Administration | oans. The bank al so
extends | oans secured by borrower |eased properties, which are owned by the
state. The bank also refers residential real estate |oan applicants to
secondary narket | enders.

DESCRI PTI ON OF FI RST VALLEY BANK' S ASSESSMENT AREA

The bank has defined its assessnent area as sections of three counties:

M ssoul a, Lake, and Powell. O these three counties, Mssoula County has the
| argest popul ation, 78,687. Lake and Powel|l counties have popul ati ons of
21,041 and 6, 620, respectively. The assessnent area has a total popul ation of
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9,074. 1t includes the followi ng towns: Seel ey Lake, Condon, Potonac,
Ovando, Helnville, Bigfork, and Swan Lake, Mbontana.

Seel ey Lake is | ocated approximately 50 miles northeast of Mssoula in the
nort hwest corner of Montana. Due to its size and |ocation, the bank has not

i ncluded the Mssoula netropolitan area in its assessnment area; however, it
has included the Mssoula County CTs 14 and 17 within the assessnent area.

CTs 14 and 17 are m ddl e-i ncone areas and have popul ati ons of 5,014 and 2, 567,
respectively.

The assessnent area al so includes bl ock nunbering areas ("BNA") in Lake and
Powel | counties. The bank has desi gnated Lake County BNA 9950, which is north
of Mssoula County CT 17, as part of the assessnent area. Lake County BNA
9950 is sparsely popul ated with 982 persons and is a mddl e-i ncone area. The
bank' s assessnment area al so i ncludes Powel| County BNA 9812, which is |ocated
east of Mssoula County CT 17. Powell County BNA 9812 has a popul ation of 511
and is a noderate-inconme area. The assessnment area does not include any |ow
or upper-inconme CTs or BNAs.

The sout heastern section of the Flathead Indian Reservation ("Reservation") is
in the bank's assessnent area. This section of the Reservation is
geographically separated from Seel ey Lake by a nountain range. According to
bank managenent, road access between Seel ey Lake and the Reservation is
limted to | ogging routes, which generally are closed during the wnter
Consequently, the few residents of the southeastern section of the Reservation
do not obtain financial services fromthe bank

CRA divides inconme levels into four categories: |ow, noderate, mddle, and
upper. Because the bank's assessnent area is not located in a netropolitan
statistical area, the categorization of a borrower or area's incone is
determned relative to the statew de nonnetropolitan nedian fam ly incone.
Pursuant to the CRA's definitions, |owincone individuals have inconmes of |ess
than 50% of the statew de nonmetropolitan nedian famly inconme, while
noder at e-i ncone i ndi vi dual s have incones of at |east 50% but |ess than 80% of
this amount. The regul ation defines m ddl e-inconme individuals as persons with
an incone of at |east 80% but |ess than 120% of the statew de nonnetropolitan
median famly inconme. Individuals with incomes of 120% or nore than the
statew de nonnetropolitan median fanmly incone are classified as upper-incomne
persons. According to the 1996 updated data, the statew de nonnetropolitan
nedian famly income in Mntana is $34,700; this figure is used to classify

i ncone | evels of borrowers. CIs and BNAs are classified using simlar
categori es based on the level of the nedian famly income in the geography
conpared with the 1990 statew de nonmetropolitan nmedian famly inconme of

$27, 352.

1

According to the 1990 U S. Census data, the assessnment area's medi an househol d
incone is $26,960, while its nedian famly inconme is $29,622. There are 3,452
househol ds and 2,698 fanmilies within the assessnent area. Approximately 16. 7%
of the households and 13.5% of the famlies residing within the assessnent

area have incones bel ow the poverty | evel. The percentage of such househol ds
and famlies in the assessnent area is slightly higher than the statew de

per cent ages of 15.7% and 12% respectively. The distribution of househol d and
famly income for the assessnent area is summarized in the follow ng table.

ASSESSVENT AREA PCPULATI ON DI STRI BUTI ON BY | NCOVE LEVEL

Unit of Measure | ncone | ncone | ncone | ncone

‘ Low ‘ Moder at e ‘ M ddl e ‘ Upper

'Al t hough M ssoul a County has been tracted, it is not a metropolitan
statistical area.
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Househol ds Conpared to 21% 15% 14% 50%
Medi an Househol d

| ncome

Fam | ies Conpared to 20% 15% 24% 41%
Medi an Fam |y | ncone

As previously noted, the bank's assessment area has two m ddl e-i ncone CTs, one
m ddl e-i ncone BNA, and one noderate-income BNA. The popul ation distribution
of these areas is 55%in CT 14, 28%in CT 17, 11%in BNA 9950, and 6% in BNA
9812.

The | ocal econony is stable. According to 1990 U. S. Census data, the
assessment area's unenploynent rate was 7.7% This rate is slightly higher
than the state's unenpl oynent rate of 6.9% and the state's nonnetropolitan
area unenpl oynent rate of 7.3%

Exam ners contacted a county official and an area real estate agent as part of
the bank's CRA evaluation. Information fromthese contacts was used in
eval uating the bank's CRA perfornance.

The bank is located in the Rocky Muntains. Consequently, tinber-related
busi nesses enpl oy a | arge nunber of |ocal residents. Seeley Lake has a
locally owned tinber mill, which enploys approxi mately 100 peopl e; several
post and pool production plants and nechani cal |ogging contractors are al so
| ocated in the bank's assessnment area. Oher significant enployers include
federal, state, and county governnents.

Tourismis a developing industry in the bank's assessnent area. The area's
natural resources offer visitors year-round recreational opportunities, such
as fishing, water skiing, snowrobiling, cross-country skiing, and canping.
However, summertinme recreational activities continue to attract nost of the
area's tourists. Because of the devel oping tourismindustry, the nunber of
persons enployed in the retail service sector has increased in recent years.

A large percentage of the real property in the bank's assessnment area i s not
owned by individuals. Federal and state governnents manage designated forests
and | ease some property for use by individuals. A tinber conpany is also a
significant land owner in the area. According to bank nmanagenent, only 45% of
the land mass within a 15-mile radius of Seeley Lake in privately owned. In
the Condon area north of Seeley Lake, the anount of privately owned real
property drops to 19%

Seel ey Lake has a | arge nunber of part-tine residents, primarily retirees.
Accordi ng to bank managenent, Seel ey Lake's popul ation increases 100%in the
sumrer. The retirees are financially secure and have limted, if any, need
for credit. The influx of wealthy retirees has increased real property val ues
in the assessnent area.

Accordi ng to bank managenent, Seel ey Lake experienced significant comrercia
devel opnment during the past decade. Opportunities for additional growth
appear limted, however, because of the area's renote |ocation

The bank is the only financial institution |ocated in Seel ey Lake. Because of
its location, the bank conmpetes with M ssoula financial institutions, many of

whi ch are regional banks. Individuals and comercial entities in the northern
section of the assessnment area typically obtain financial services from
institutions in Big Fork and Kalispell, Mntana, while many individuals and

commercial entities in the eastern section of the assessnment areas obtain such
services frominstitutions in Deer Lodge, Helena, Butte, or M ssoula, Mntana.
The bank al so conpetes with G eentree Financial Corporation and nobile hone
deal ers for the opportunity to finance mobile home | oans.
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CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

The bank's performance in nmeeting the credit needs in its assessnent area is
satisfactory. Mich of the analysis on the foll ow ng pages was based on a
statistical sample of 48 consumer, 42 consuner real estate, and 53 snal

busi ness | oans originated since the |ast evaluation. The following criteria
were analyzed to determine this rating: Loan-to-deposit ratio analysis,
conpari son of credit extended inside and outside the assessnent area, |ending
to borrowers of different incone |evels and to businesses of different sizes,
geographic distribution of |oans, and general information

LOAN- TO DEPCSI T RATI O ANALYSI S

The bank's net |oan-to-deposit rati o exceeds the standards for satisfactory
performance. Since the l|ast evaluation, the bank's net |oan-to-deposit ratio
has fluctuated between 73% and 83% It also conpares favorably with its peer
group, based on the Septenber 30, 1996, Uniform Bank Performance ("UBPR')
data. These data indicate that the bank's Septenber 30, 1996, net |oan-to-
deposit ratio of 73%ranks the bank in the 77th percentile as conmpared with
its peers. The quarterly average of the bank's net |oan-to-deposit ratio,
based on the data for the five cal endar quarters since Septenber 30, 1995,

is 78% The following chart summari zes the bank's | oan-to-deposit ratio and
its conponents since Septenber 30, 1995.

NET LOANS DEPCSI TS NET LOAN- TO-
DATE (I'n thousands) (I'n thousands) DEPCSI T RATI O
Sept enber 30, 1995 $6, 714 $8, 730 77%
Decenber 31, 1995 $6, 910 $8, 314 83%
March 31, 1996 $6, 660 $8, 271 81%
June 30, 1996 $7, 141 $9, 460 75%
Sept enber 30, 1996 $7, 177 $9, 787 73%

Because of its size and renote | ocation, the bank does not have any simlarly
situated competitors. Persons and businesses in the assessnent area are
served by a bank located in the northern section of the bank's |ending area.
As previously discussed, the bank conpetes with Mssoula's financi al
institutions, which are nostly large, regional banks. A conparison between
the bank and its M ssoul a conpetitors was not conducted because of this
factor. The table below, which uses quarterly UBPR information, conpares the
bank's net | oan-to-deposit ratio with that of its conpetitor.

TOTAL ASSETS
(Septenmber 30, 1996) QUARTERLY AVERAGE
BANK (I n thousands) NET LOAN- TO- DEPCSI T RATI O
First Valley Bank $11, 730 78%
Seel ey Lake, Mbontana
Conpetitor A $50, 468 70%

As that table shows, the bank's net |oan-to-deposit ratio is higher than that
of Conpetitor A, which is significantly larger than the bank.

The bank's quarterly average net |oan-to-deposit ratio is high. Furthernore,
it conpares very favorably with the net |oan-to-deposit ratio of its
conpetitor. For these reasons and given the lack of credit demand fromthe

| arge nunber of seasonal residents, sonme of whom hold deposit accounts at the
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bank, the bank's lending activity exceeds this category's standards for a
satisfactory rating.

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

The bank's lending activity within its assessnent area exceeds the standards
for satisfactory performance. Since the last evaluation, the bank has
extended a large majority of its loans to residents and busi nesses of its
assessment area. The table bel ow shows the percentage of consuner, consumer
real estate, and small business |oans by total number and dol |l ar anount
originated within the assessnent area.

LOANS I N THE ASSESSMENT AREA

LOAN TYPE TOTAL NUMBER OF LQOANS TOTAL DOLLAR AMOUNT OF LOANS
Consuner 92% 94%
Consuner Real 90% 89%
Estate
Smal | Busi ness 91% 88%

As nentioned previously, the data is based on a statistical sanpling of
consuner, consumer real estate, and small business | oans originated since the
| ast evaluation. As the data indicate, the bank's lending activity is heavily
concentrated within the assessnment area.

The bank extends alnost all of its comercial |oans, which represent 63% of
its loan portfolio, to small businesses located in its assessnment area. It
al so extends al nmost all of its consuner and consuner real estate |oans to
borrowers residing in the assessnent area. For these reasons, the bank's

| endi ng performance in the assessnent area exceeds this category's standard
for satisfactory performance

LENDI NG TO BORRONERS OF DI FFERENT | NCOVE LEVELS AND TO BUSI NESSES OF DI FFERENT

SI ZES

The bank's |l evel of lending to individuals of different inconmes and to

busi nesses of different sizes neets the standards for satisfactory
performance. As previously discussed, the CRA classifies inconme levels into
four categories: |low, mnoderate, mddle, and upper. The 1990 nedi an househol d
and famly incomes for the bank's assessnment area are $26,960 and $29, 622,
respectively.

The table on the foll owi ng page shows the percentage of consuner |oans made to
borrowers of different incone |evels.
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DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA BY BORROVER | NCOVE LEVELS*

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

Loan Type Borrower s Borrower s Borrower s Borrower s
CONSUMER
Tot al Number of 25% 48% 16% 11%
Loans
Total Amount of 22% 42% 28% 8%
Loans

CONSUMER REAL

ESTATE
Tot al Nunber of 14% 19% 42% 25%
Loans
Tot al Amount of 6% 13% 41% 40%
Loans

*I ncome | evel is determ ned based on the 1996 nonnetropolitan nedian famly
i ncone of $34, 700.

The consuner | oan data reveal that the bank extends a | arge percentage of
consuner loans to | ow and noderate-income borrowers. Consuner |oans to these
borrowers represented 73% of the total number of |oans and 64% of the tota
amount of loans in the sanple. Low and noderate-income househol ds and
fam lies comprise 36% and 35% of the assessnent area popul ation, respectively.
More specifically, |owincone households and famlies represent 21% and 20%
of the local popul ation, respectively; nopderate-inconme househol ds and famlies
represent the bal ance. Thus, the bank's consuner lending to | ow and
noder at e-i ncone borrowers appears to exceed the representation of such persons
in the assessnent area. Many upper-income residents are seasonal residents
who are frequently retired and have |limted demand for consuner | oans.

The consuner real estate data show that the bank's lending to | ow and
noder at e-i ncone persons is 33%of the total nunmber and 19% of the total anount
of such loans. The bank's consuner real estate |oan originations to | ow

i ncome persons is less than expected given the assessnent area's econonic
characteristics. This factor is primarily a function of area's high property
val ues, which nmakes owning residential real property prohibitively expensive
for low and noderate-income persons. Because of rising property val ues and
the amount of state-|lease property in the assessnment area, many area consuners
demand nobi |l e home | oans. According to bank management, since the |ast

eval uation, the bank has origi nated many such | oans to | ow and noder at e-

i nconme persons.

The sanpl e of commrercial |oans reviewed during the evaluation showed that the
bank originates |oans to small businesses, defined as entities with gross
annual revenues of less than $1 mllion. |In fact, all of the sanpled |oans
were to small businesses. According to the data, the bank originates | oans of
varying anounts to small businesses. Al nost all of the sanpled small business
| oans had | oan anmpunts of $100,000 or |less. Mre specifically, 96% of the
total nunmber of snall business |oans to borrowers in the assessnent area,
representing 73% of the total ampbunt of |oans, had | oan ambunts of $100, 000 or
| ess. The remai ning 4% of the sanpled small business | oans had amounts greater
t han $100, 000 but |ess than or equal to $250,000. This |oan distribution is
expect ed because al nost all commrercial entities in the bank's assessnent area
are classified as small busi nesses.
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The bank's snal |
entities in the assessnment area.
i ncome consuners is very strong.

r eal

estate | oan

busi ness | oan perfornmance reflects the concentration of such
The bank's lending to | ow and noder at e-
The bank's consuner

performance is satisfactory given the nature of the assessment area's real

est ate narket.
borrowers and the econonic characteristics of the assessnent area,
lending to | ow and noderate-i ncone borrowers and to snall

| evel

of

Consequent | y,

nmeets the standards for satisfactory performance.

GEOCGRAPHI C DI STRI BUTI ON OF LOANS

based on the inconme distribution of the bank's
t he bank's
busi nesses

The distribution of the bank's | oans throughout the assessnment area neets the
standards of satisfactory performance.
assessment area has one noderate-inconme BNA, one middl e-i ncome BNA and two

m ddl e-i ncone CTs.

As previously discussed,

the bank's

The followi ng table shows the distribution of the bank's

consuner, consumer real estate, and small business | oans in noderate- and
m ddl e-i ncone ar eas.

DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA BY BNA | NCOVE LEVEL*

Loan Type Moder at e- 1 ncomre BNA |M ddl e- I ncone CTs and BNA
CONSUVER
Tot al Number of Loans 2% 98%
Tot al Anopunt of Loans 1% 99%
CONSUMER REAL ESTATE
Tot al Number of Loans 3% 97%
Tot al Anopunt of Loans 3% 97%
SMALL BUSI NESS
Tot al Number of Loans 0% 100%
Tot al Anopunt of Loans 0% 100%
*The bank's assessnent area includes no | ow or upper-inconme CTs or
BNAs.
The bank extends a majority of its Toans to persons and businesses in CT 17,
the area in which the bank is |ocated. The data show the foll ow ng
distribution by CT or BNA
AREA LOAN TYPE
CONSUMER CONSUMER REAL ESTATE COMVERCI AL
Nunber of | Dol | ar Amount [Number of |Dol | ar Anount |Nunber of | Dol | ar Anount
Loans of Loans Loans of Loans Loans of Loans

14 - - - - 2% -

17 90% 93% 88% 86% 89% 87%
9812 2% 1% 2% 3% - -
9950 8% 6% 10% 11% 9% 12%

As the data show,

t he bank does not extend many | oans to peopl e or businesses
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in CT 14, which is |located between it and Mssoula. It is not unexpected that
nost peopl e or businesses in CT 14 do not obtain banking services froma bank
located in Seeley Lake. It seens plausible that they would conduct their

banki ng activities at one of the many financial institutions in M ssoul a.
Wth respect to the bank's lending activity in BNA 9812, a | ocal governnent
official contacted during the evaluation stated that nost residents of Powell
County obtain financial services frominstitutions in Deer Lodge, Helena, or
M ssoul a, Montana. Consequently, the bank's |oan distribution appears
reasonabl e given the bank's asset size and assessnent area.

The bank extends | oans to persons residing in and small farns | ocated

t hr oughout the assessnment area. G ven the popul ation and | ocation of the
noder at e-i nconme BNA, the ampbunt and nunber of | oan originations to borrowers
| ocated in the noderate-income BNA appears reasonable. G ven these factors,
the bank's lending activity neets this category's standard for satisfactory
per f or mance.

GENERAL
The eval uation did not reveal any violations of the fair lending or fair

housing | aws and regul ations. 1In addition, the bank has not received any CRA
conpl aints since the | ast evaluation

10
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PUBLIC DISCLOSURE

December 16, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

Firdg Valley Bank
Name of Depository Ingtitution

093009100000
I dentification Number of Ingtitution

Sedley Lake, Montana 59868
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,
or opinion of the federal financial supervisory agency concerning the safety and soundness of this
financial ingtitution.



