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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 nust 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 Heritage Bank prepared by The Federal Reserve Bank of Richnond, the
institution's supervisory agency, as of March 25, 1996. The agency rates the CRA
performance of an institution consistent with the provisions set forth in Appendi x
A of 12 CFR Part 228.

INSTITUTION' S CRA RATING This institution is rated Satisfactory.

The bank's | oan-to-deposit ratio and lending to residents within its assessnent
area are considered adequate given its financial capacity and |ocation. The |oans
sanpl ed during the exanination reveal ed a reasonable distribution of lending to
borrowers of different incomes and businesses of different sizes. Wile all the

| oans sanpl ed were provided to residents and busi nesses in upper-incone tracts,
this was not considered unreasonable given the institution's |ocation and narket
strategy.
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DESCRI PTI ON OF | NSTI TUTI ON

Heritage Bank has one office |ocated within Fairfax County, Virginia which is
reasonably accessible to all census tracts within the assessnent area. As of
Sept enber 30, 1995, the bank had $42.7 million in assets of which 60% were | oan
receivables. A variety of credit services is offered including commercial, snal
busi ness, residential, and consuner |oans. The main focus of the bank continues
to be comercial |ending which conprises approximtely 51% of the | oan portfolio.
Additionally, real estate |oans constitute 14% and consumer credit represents 3%
of the portfolio.

DESCRI PTI ON OF ASSESSMENT AREA

The bank's assessment area includes the followi ng census tracts in Fairfax
County:

4601
4603 to 4605
4608
4609
4701 to 4713
4801 to 4805
4808
4819 to 4822

The assessnment area includes all of the City of MLean, Virginia, and surrounding
portions of Fairfax County which are part of the Washington, D. C.-Maryl and-
Virginia Metropolitan Statistical Area (MSA). The population for the delineated
market is 134,518. Wthin the market, 29% and 71% of the popul ati on,
respectively, reside in mddle- and upper-incone census tracts. The |loca

econony is diverse and affords enpl oynent opportunities with the Federa
Government, nilitary, |ight manufacturing, and retail-rel ated busi nesses. Many
residents commute to Washington, D. C. for jobs, while others are enployed by
area service and technology firnms that receive substantial contract work fromthe
Federal Governnment. Unenploynent in Fairfax County remains | ow conpared to
national figures and is currently 2.5% MlLean, Virginia, is primarily an

af fluent area, and Fairfax County has one of the highest per capita inconme |evels
in the nation. Information froma local public official was used to assist in
evaluating the institution's CRA performance in the assessnent area. Information
gathered fromthe contact reveal ed that |ocal econom c conditions are considered
good.

CONCLUSI ONS W TH RESPECT TO PERFORMANCE CRI TERI A

LOAN- TO- DEPGSI T RATI O

The current econony of the assessnment area suggests strong demand for consumner
and smal |l business |lending. The average |oan-to-deposit ratio of 68% for the
previous six quarters is considered reasonable in relation to the institution's
financial capacity, size, and current econonic conditions.



LENDI NG I N ASSESSMENT AREA

A sanpl e of 43 business and 45 consuner | oans was reviewed to determ ne the

vol ume of lending within the assessment area. Lending inside the assessnent area
represented a majority of the nunmber and dollar amounts of the loans in the
sanple, as illustrated in the chart bel ow

Conparison of Credit Extended Inside and Qutside of Assessnent Area

COMVERCI AL_AND CONSUMER LOANS

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

Total Nunber of 50 38 88
Loans
Percent age of Tot al 57% 43% 100%
Loans
Total Ampunt of $1, 850 $1, 529 $3, 379
Loans (000's)
Percent age of Tot al 55% 45% 100%
Amount

LENDI NG TO BORROVWERS OF DI FFERENT | NCOVES AND BUSI NESSES OF DI FFERENT SI ZES

O loans within the assessnment area, 27 comercial and 20 consuner |oan files
contai ned information about revenue or incone. The follow ng tables depict

| endi ng to businesses of different sizes and applicants of different incone

| evel s.

Distribution of Loans by Size of Business

Revenues < $ 1 Revenues > $ 1 Tot a
M11lion M11lion

Total Nunmber of 19 8 27
Loans
Percent age of Tot al 70% 30% 100%
Loans
Tot al Anpunt of $623 $900 $1, 523
Loans (000's)
Percent age of Tot al 41% 59% 100%
Anmount




Distribution of Loans by Incone Level of Borrower

Consuner _Loans

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

Total Number of 1 4 1 14 20
Loans
Per cent age of 5% 20% 5% 70% 100%
Total Loans
Total Anpunt of $3 $14 $1 $317 $336
Loans (000's)
Per cent age of 1% 4% 0% 95% 100%
Total Loans

The review of comrercial |lending revealed that the majority of these |loans was to

busi nesses with revenues under $1 million dollars and denonstrates the bank's
responsi veness to the needs of smmll businesses. The distribution of the nunber
of consunmer | oans to borrowers at all inconme |levels is generally proportional to

the percentage of famlies in each income range. Wthin the assessnment area, a
substantial portion (83% of fanmlies are considered m ddl e- and upper-incone.
Seventy-five percent of |oans were to mddl e- and upper-incone borrowers, but the
concentration of the dollar amount of |oans to upper-income borrowers is sonewhat
hi gher then the 63% of such families in the market. G ven the institution's
size, location, and market strategy that focuses on commercial |ending, the

di stribution of lending is reasonable.

GEOGRAPHI C DI STRI BUTI ON OF LOANS

The review of loan files also included an anal ysis of |ending anmbng census tracts
within the assessnent area. The follow ng table depicts the geographic

di stribution of the bank's |ending throughout the market by incone-level of the
tracts.



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

Commerci al _and Consuner Loans

M ddl e- Upper - | ncone Tot al
I ncome
Total Number of 0 50 50
Loans
Per cent age of 0% 100% 100%
Total Loans
Total Anpunt of $0 $1, 850 $1, 850
Loans (000's)
Per cent age of 0% 100% 100%
Tot al Anpunt

No census tracts in the assessment area are considered | ow and noderate-incone.
VWile no | oans were nmade in middle-inconme tracts, the inmediate vicinity around

the bank's only office is primarily comercial and is surrounded by upper-incomnme
tracts. Additionally, only 29% of the assessnent area popul ation resides in

m ddl e-i ncome tracts.

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 I ending | aws and regul ations were identified. Adequate
policies, procedures, and training programs have been devel oped to support
nondi scrimnation in lending and credit activities.



