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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 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 Security Bank
of Laurel, Laurel, Montana, prepared by the Federal Reserve Bank of

M nneapolis, the institution's supervisory agency, as of August 19, 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."

Several reasons justify the bank's satisfactory CRA rating. First, the bank
has mai ntai ned a reasonabl e | oan-to-deposit ratio since the |ast eval uation
Second, it has originated a substantial portion of its loans within its
assessment area. Third, it lends a reasonable percentage of its loans to | ow
and noderate-incone residents and to small businesses and farns. Finally, the
distribution of the bank's | oans anong geographies of different incone |evels
conforms with the assessment area's popul ation distribution
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The followi ng table indicates the perfornmance | evel

of First Security Bank of

Laurel, Laurel, Montana, with respect to each of the five performance

criteria.

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

FI RST SECURI TY BANK OF LAUREL

LAUREL, 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

Loans

Loan-to-Deposit Ratio X
Lendi ng i n Assessnment Area X
Lendi ng to Borrowers of X
Different Incone Levels and

to Busi nesses of Different

Si zes

Ceographic Distribution of 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 neet the credit needs of assessnent area residents
effectively. The bank received a satisfactory CRArating at its |ast
evaluation. |Its only office is located in Laurel, Mntana, a community of
about 6,500 residents. Since the last evaluation, the bank added two cash-
di spensing automated teller machines at retail operations in Laurel and

i npl enented a 24-hour tel ephone banki ng servi ce.

The bank's asset size has increased since the |ast evaluation. Based on its
June 30, 1996, Report of Condition ("ROC'), the bank's assets total ed about
$21.6 nmillion, almost $3 million nore than the |ast evaluation. According to
the same ROC, a significant percentage of its |loan portfolio consists of
conmerci al |oans. Approximately 38% of the portfolio is comrercial |oans and
anot her 25%is agricultural loans. The remainder of the portfolio contains
19% consuner real estate, 11%other, 6% consuner, and 1% commercial rea
estate | oans.

The bank offers a variety of credit products that help serve the credit needs

of assessment area residents. It provides agricultural, conmmrercial, consuner
and residential real estate loans. It also originates |oans guaranteed by the
Smal | Busi ness Admi nistration and Farm Service Agency. In addition, the bank

refers applicants interested in secondary-narket real estate loans to a
Billings, Mntana, nortgage conpany.

DESCRI PTI ON OF FI RST SECURI TY BANK OF LAUREL' S ASSESSMENT AREA

The bank's assessnment area includes portions of Yellowstone, Stillwater, and
Carbon counties in south-central Montana. Its Yell owstone County portion
consists of three census tracts (14, 16, and 19) that are part of the Billings
Metropolitan Statistical Area ("MBA'"). Census tract 16 includes a snal
portion of the Crow Indian Reservation ("Reservation"”). This section of the
Reservation has no towns and few residents. Although its census tracts
surround Billings, the assessment area does not include the city. Laurel is

| ocated in census tract 19. The remai nder of the assessment area includes

bl ock nunbering areas ("BNA') 9662, 9663, and 9664 in Stillwater County and
9652, 9653, 9654, and 9655 in Carbon County.

CRA divides inconme levels into four categories: |ow, noderate, mddle, and
upper income. The categorization of a borrower or geography's incone is
determned relative to the statew de nonnmetropolitan nedian famly incone for
non- MSA areas and the MSA nedian famly income for MSA areas. Lowincone

i ndi vi dual s have i ncones of |ess than 50% of the statew de nonmetropolitan or
MBA nedi an fam |y income, while noderate-incone individuals have incones of at
| east 50% but | ess than 80% of this amount. The regul ation defines a mniddle-
i ncone individual as one with an incone at |east 80% but |ess than 120% of the
statew de nonnetropolitan or MSA nedian famly inconme. An individual with an
i nconme that is 120% or nore of the statew de nonnetropolitan or MSA nedi an
famly income is considered an upper-incone person. BNAs and census tracts
are classified using simlar categories based on the |evel of the nedian
famly income in the geography.

According to the 1990 census, the assessnent area has 27,716 residents. Based
on the sane census, its nedian famly inconme is $28,850 and its nedi an
househol d i ncone is $24,407. Mntana's nonnetropolitan nedian famly income
is $27,352 and the MSA's nedian famly incone is $31,534 as of the 1990
census. Alnost half the assessnment area's residents are upper incone.
Specifically, of the 10,267 households in the assessnment area, approximately
21% are | ow i ncone, 18% are noderate inconme, 19% are middle incone, and 41%
are upper incone. Approximately 9% of the assessnent area's famlies and 13%
of its households |live bel ow the poverty | evel

The assessnent area includes one noderate-incone BNA (9655); the renmai nder of
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the area has m ddl e-i ncome census tracts and BNAs. BNA 9655 contains only 3%
of the assessnent area's total population and is |ocated on the outer edge of
the assessnment area. In addition, there are several financial institutions

| ocated closer to this BNA than the bank. Several of the other outlying BNAs
are | arge, sparsely popul at ed geographi c areas.

Laurel "s econony has renmained strong primarily because of its status as a
Billings bedroomcommunity. Although many residents work in Billings,
agricultural, railroad, and oil refinery operations enploy nost of the |ocal
i ndividuals. Local agricultural comodities include sugar beets, wheat,
barl ey, and cattle. According to bank nanagenent, all sectors of the |Ioca
agricul tural econony except cattle are stable. Continued |ow cattle prices
have hurt local ranchers.

Bank managenent and community contacts described Laurel's housing narket as
tight. Although there are a fair nunber of available honmes priced at nore
than $100, 000, few hones are available for less than this anount. The
conmunity al so suffers froma |ack of affordable rental housing. People often

must live in Billings to find rental housing. An influx of new residents has
strained the city's water treatnent and ot her services. According to one
conmuni ty contact, Laurel's school district continues to monitor the city's
popul ati on grow h.

The bank operates in a very conpetitive banking market. Anmong its conpetitors
are anot her bank, a federal savings bank, and two credit unions. In addition
Billings has a | arge nunber of financial institutions, including severa

| arge, regional banks. According to bank nanagenent, nany residents work and
bank in Billings. The local credit unions provide a significant anount of
conpetition for local residents' consuner banking business.

Exami ners contacted community nenbers who provided information used in the CRA
eval uation process. These conmmunity contacts included a | ocal business-
person, a government representative, and individuals famliar with credit
needs on the Reservation

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

The bank's performance in neeting the credit needs of assessment area
residents is satisfactory. As part of this analysis, exam ners conducted a
statistical review of commercial and agricultural loans originated in the |ast
si x nonths and consumer real estate and consumer | oans originated since the

| ast eval uati on.

LOAN- TO DEPCSI T RATI O ANALYSI S

The bank's | oan-to-deposit ratio is reasonable and neets the standards for
satisfactory performance. Since the previous evaluation, the quarterly
average of the bank's net |oan-to-deposit ratio is 61% Al though the bank's
deposits have increased since the previous evaluation, its | oans have renmai ned
relatively stable. The follow ng chart, based on quarterly ROC data, shows
the bank's | evel of |ending and deposit activity since the previous

eval uati on.

NET LQANS DEPCSI TS LOAN- TO
DATE (I'n thousands) (I'n thousands) DEPCSI T RATI O
June 30, 1996 $11, 649 $19, 827 59%
March 31, 1996 $11, 161 $19, 628 57%
Decenber 31, 1995 $11, 377 $18, 808 60%
Sept enber 30, 1995 $11, 437 $17, 989 64%
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June 30, 1995 $11, 027 $16, 737 66%

Al t hough the bank does not originate |oans for sale on the secondary market,
it does assist individuals interested in applying for such | oans. The bank
hel ps the applicant conplete an application and then sends the information to
a Billings secondary-market provider. The bank has only two | oan officers,
and managenent indicated that the bank does not have the resources or
expertise to originate conplicated real estate |oans.

The bank's | oan-to-deposit ratio exceeds that of one of its main Laure
conpetitors. The follow ng chart shows the bank's ratio in conparison to this
conpetitor and the two additional independent banks |located within its
assessment area. The table reflects information obtained fromquarterly ROC
data for the individual banks.

June 30, 1996 QUARTERLY AVERACE
TOTAL ASSETS LOAN- TO DEPCSI T
BANK NAME (I'n thousands) RATI O
Subj ect Bank $21, 574 61%
Conpetitor A $66, 325 46%
Conpetitor B $16, 022 73%
Conpetitor C $41, 791 55%
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As illustrated in the chart, the bank's | oan-to-deposit ratio exceeds all but
one of its conpetitors. Although its assessnent area does not include
Billings, the bank conpetes with Billings financial institutions. Because of

the size of nost of these institutions, they are not included in the

conpari sons. Because the bank's ratio conpares favorably with its conpetitors
and community contacts did not identify any unnmet credit needs in the
assessment area, the bank's |oan-to-deposit is reasonable. As such, it neets
the standards for satisfactory perfornance.

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

The bank's | ending performance within its assessnent area neets the standards
for satisfactory performance. The bank provides a majority of its |oans
within its assessnent area. The follow ng chart shows | ending inside and
out si de the assessment area based on percentage of total nunber of |oans and
total dollar volune of |oans.

PERCENTAGE OF LOANS | N THE ASSESSMENT AREA

Total Nunmber of Total Anount of
Loan Type Loans Loans
Consuner Real Estate 65 63
Consuner 82 76
Conmrer ci al / Agri cul tural 79 63

As shown above, the bank has a majority of its loans within its assessnent
area. Mst of the bank's consumer and conmercial and agricul tural borrowers
live within the assessnment area. This fact is significant considering that
nost of the bank's | oan portfolio contains conmrercial and agricultural |oans.
As shown, the bank has fewer consuner real estate borrowers in its assessnent
area. According to bank managenent, the bank's real estate construction |oan
busi ness has increased significantly in recent years. Several of these

borrowers live in Billings. Bank managenment expl ained that few | arge area
banks provide real estate construction |oans and they refer construction
borrowers to the bank. 1In addition, the bank originates a small nunber of

real estate |oans each year. Because the bank makes nost of its loans within
its assessnment area, its |ending perfornmance neets the standards of
satisfactory perfornance.

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

SI ZES

The bank's | evel of lending to borrowers of different incone |levels and to
busi nesses of different sizes is reasonable and neets the standards of
satisfactory performance. As discussed, CRA groups incone into four
categories: |ow, noderate, mddle, and upper incone. The follow ng table,
based on borrower incone level, reflects the bank's |l ending patterns to
borrowers of different incones.
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DI STRIBUTI ON OF LOANS I N THE ASSESSMENT
AREA BY BORROWER | NCOVE LEVEL*
Low Moder at e M ddl e Upper

Loan Type I nconme I ncone I ncone I ncone
CONSUMER REAL ESTATE
Total Number of Loans 12% 6% 24% 59%
Total Amount of Loans 7% 0% 10% 83%
CONSUMER
Total Number of Loans 23% 23% 36% 19%
Total Amount of Loans 13% 20% 23% 44%
*Income |l evel is determ ned based on Montana's 1995 nonnetropolitan
nedi an famly income of $32,200 and the MSA nedian famly income of
$38, 000.

As shown above, the bank made 46% of its consuner |oans to | ow and nboder at e-

i ncome individuals. This figure is reasonable given that 39% of the
assessnent area's househol ds have | ow and noderate inconmes. |In addition, bank
managenent indicated that intense conpetition makes obtaining consumer | oan
customers difficult.

The bank provides many nore consuner real estate |oans than consuner |oans to
upper-income individuals. Wile the bank nade only 19% of its consuner | oans
to upper-incone borrowers, it made 59% of its consuner real estate loans to
these individuals. Only 18% of these |oans went to | ow and noderate-i ncone
borrowers. Based on 1995 Home Mortgage Discl osure Act ("HVDA") data, the bank
made three of its six MSA loans to | ow and noderate-incone individuals.

Based on 1994 HVDA data, the bank nade 6 of its 14 MSA loans to | ow and
noder at e-i ncone i ndi vi dual s.

Al t hough the bank nakes few consuner real estate |loans to | ow and noder at e-

i ncome borrowers, valid reasons explain this fact. First, because of resource
i ssues, the bank does not originate governnent-guaranteed real estate |oans
that are attractive to | owinconme borrowers. To neet this credit need, the
bank refers applicants to a Billings secondary-market provider. Although the
bank provides this service to its custoners, our |oan sanple did not include

t hese borrowers because the bank did not originate their |oans. Second,
conmuni ty contacts and bank managenent expl ained that Laurel suffers froma
shortage of affordable hones. However, the community has a sufficient supply
of homes priced at nore than $100,000. As a result, it seens |likely that nost
of the community's real estate borrowers are middl e and upper incone.

Al nmost all of the bank's commercial and agricultural borrowers have gross
annual revenues of less than $1 mllion. Based on the sanpled comercial and
agricultural |oans, the bank nade 96% of the total nunber of |oans to snal
busi nesses and farns. Approximately 78% of the total dollar volunme of sanpled
| oans went to business and farmborrowers with less than $1 million in gross
annual revenues. Based on a review of |oan size, about 85%of the |oans had
amounts of $100,000 or less. Another 13% had anmounts between $100, 000 and
$250, 000, and the remaini ng 2% of | oans had anounts greater than $250, 000.
Because of the bank's reasonable level of lending to | ow and noderate-incone
borrowers and to small businesses and farns, the bank's |ending perfornmance
nmeets the standards of satisfactory perfornmance.
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GEOCGRAPHI C DI STRI BUTI ON OF LQANS

The bank's | ending in geographies of different incone |levels neets the
standards for satisfactory performance. As discussed, the bank's assessnent
area has one noderate-i ncome BNA and ni ne mi ddl e-i ncone BNAs and census
tracts. The noderate-income BNA has 817 residents who represent only 3% of
the assessnent area's total residents. As shown in the follow ng table, the
bank makes few [ oans in this noderate-income BNA

DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA BY
CENSUS TRACT OR BNA | NCOVE LEVEL*
Moder at e- | ncone M ddl e- I ncome

Loan Type BNA BNAs & Tracts
CONSUVER REAL ESTATE
Total Number of Loans 0% 100%
Total Amount of Loans 0% 100%
CONSUVER
Total Number of Loans 0% 100%
Total Amount of Loans 0% 100%
COMVERCI AL
Total Number of Loans 4% 96%
Total Amount of Loans 5% 95%
*The bank's assessnent area includes no | ow or upper-incone
BNAs or census tracts.

The bank's lending | evels in the noderate-incone BNA are reasonabl e gi ven
several factors. First, the BNA has only a small percentage of the assessnent
area's popul ation and contains nostly ranch land. As such, it seens
reasonabl e that the bank woul d have only a small nunber of loans in this area.
Second, the BNA is |ocated on the outer edge of the assessment area. Few BNA
residents travel to Laurel for banking services because several other
financial institutions are nore accessible. Because the bank's |ending
patterns in its noderate-income BNA and m ddl e-i ncone BNAs and census tracts
resenble the area's popul ation distribution, the bank's performance neets
satisfactory standards.

GENERAL

The eval uation did not reveal any substantive violations of fair |ending | ans
and regul ations. The evaluation reveal ed isolated violations of the technica
aspects of HVDA. Bank nmanagenent agreed to institute procedures to prevent
simlar violations fromrecurring. |In addition, the bank has not received any
CRA conpl ai nts.



Small Ingtitution Performance Evaluation
FFIEC November 13, 1995

PUBLIC DISCLOSURE

August 19, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

First Security Bank of Laurel
Name of Depository Ingtitution

093006670000
I dentification Number of Ingtitution

Laurd, 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,
or opinion of the federal financial supervisory agency concerning the safety and soundness of this
financial ingtitution.



