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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-incone nei ghborhoods,
consistent with safe and sound operation of the institution. Upon conclusion of
such exami nation, the agency nust prepare a witten evaluation of the
institution's record of nmeeting the credit needs of its community.

This docunent is an evaluation of the Community Reinvestment Act (CRA)
performance of Farmers and Merchants Bank, Tinmberville, Virginia, prepared by The
Federal Reserve Bank of Richnond, the institution s supervisory agency, as of
January 13, 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 Qutstanding.

The bank's | oan-to-deposit ratio is considered nore than reasonable given its
financial capacity, location, and demand for credit in the area. A mpjority of

| oans sanpl ed during the examnmination were provided to residents of the assessnent
area. Furthernore, the institution's high |level of lending to | ow and noderate-
i ncone borrowers denonstrates an outstanding performance. Wile there are no

| ow- or noderate-income census tracts within the assessnent area, 98% of the
sanpl ed | oans were extended to persons residing in niddle-income tracts. This

| oan distribution conpares favorably to the 52% of borrowers residing in such
areas. Investnents and services were also considered in the bank’s CRA
performance rating. The institution has invested in two statew de Housing Equity
Funds. These funds are used to finance

| ow- and noderat e-i ncome housi ng t hroughout the Conmonweal th of Virginia.



The followi ng table indicates the performance | evel of Farmers and Merchants Bank
with respect to each of the five performance criteria.
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DESCRI PTI ON OF | NSTI TUTI ON

Farmers and Merchants Bank operates five offices located in Tinmberville (main

of fice), Bridgewater (1), Broadway (1), and Elkton (2), Virginia. As of

Sept enber 30, 1996, the bank had $152 million in assets, of which 71% were | oans.
Vari ous deposit and | oan products are avail abl e through the institution including
| oans for hone purchase, residential construction, home inprovenment, consuner,
and commerci al purposes. The |loan portfolio as of Septenber 30, 1996, was
comprised of the following: 81%real estate secured (consumer and business), 14%
consumer, and 5% commercial. Based on the nunber of |oans extended during the
previous six months, consunmer purpose |oans were identified as the primary credit
product offered by the bank. The institution's previous CRA rating was
satisfactory.

DESCRI PTI ON OF ASSESSMENT AREA

The bank’s assessnment area enconpasses all of Rocki ngham County, Virginia, as
wel | as census tract 702.00 in Augusta County and census tract 408.00 in
Shenandoah County. This community is located in the northwestern region of the
Commonweal th and is part of Virginia' s Shenandoah Valley. The local market is
primarily rural and has a popul ation of 64,467, with 71% of the residents living
in owner-occupi ed dwellings. The assessnment area consists of 21 census tracts,
of which 11 are niddle-income and ten are upper-incone. There are no | ow or
noder at e-i ncome geographies within the bank’s market area.

Industry in the area is dom nated by agriculture, principally relating to poultry
production. Oher business and enpl oyment opportunities are provi ded through
smal | manufacturing operations, government and educational facilities, and
tourism The unenpl oynent rates for Augusta, Rocki ngham and Shenandoah Counti es
are 3% 2.2% and 3.9% respectively, and conpare favorably to Virginia s jobless
rate of 3.8% Housing prices continue to be relatively high because of the close
proximty to Washi ngton,

D. C., and the scarcity of land due to the nmountainous terrain. The 1996
nonmetro-politan median famly incone for Virginia was $33, 600.

A community contact was performed during the evaluation with a private individua
know edgeabl e about the comunity to further assist in evaluating the bank’'s CRA
performance. The contact indicated there is a shortage of adequate housing and
services for rural, lowincone residents in the comunity.

CONCLUSI ONS W TH RESPECT TO PERFORMANCE CRI TERI A

LOAN- TO- DEPGSI T RATI O

The institutions’s average | oan-to-deposit ratio for the previous five quarters
is 86% and is considered highly responsive to area | oan demand. Considering the
institu-tion's financial capacity, size, and current |ocal econom c conditions,
this ratio exceeds expectations for satisfactory performance. The average | oan-
to-deposit ratio for banks headquartered in nonnetropolitan areas of Virginia and
of simlar asset size to Farners and Merchants Bank is 72%



LENDI NG | N ASSESSMENT AREA

To determine the institution's volume of lending within the assessnent area, a
sanpl e of consunmer | oans extended during the previous six nonths was revi ewed.

This sanpl e consisted of 107 secured and unsecured nonreal

The distribution is represented in the chart bel ow

estate consuner | oans.

Conparison of Credit Extended Inside and Qutside of Assessnment Area

I nsi de Assessnent Qut si de Assessnent Tot al
Ar ea Ar ea
Total Number of
Loans 85 22 107
Percent age of Tot al
Loans 79% 21% 100%
Total Anount of
Loans (000's) $464 $178 $642
Per cent age of Tot al
Ampunt 2% 28% 100%
As illustrated above, a majority of the nunber and dollar anounts of the sanpled

| oans have been provided to borrowers residing within the assessnent area.

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

A review of the 85 sanpled |loans within the assessnent area was conducted to

anal yze borrower income characteristics.

The followi ng chart

illustrates the

di stribution of consunmer |oans extended in the assessnent area by borrower incone

| evel .

Distribution of Loans by Incone Level of Borrower

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

Total Number of
Loans 21 36 17 11 85
Per cent age of
Total Loans 25% 42% 20% 13% 100%
Total Anount of
Loans (000's) $73 $179 $140 $72 $464
Per cent age of
Tot al Anpunt 16% 39% 30% 15% 100%




As a means of conparison, the chart bel ow depicts the famlies residing within
the assessnment area by |low, noderate-, mddle-, and upper-income |evels.

Percentage of Fanmilies in Assessment Area by |ncone Level

Low- | ncone Moder at e- M ddl e- Upper - I ncone Tot al
I ncone I ncone
Per cent age of
Fam |ies 11% 16% 25% 48% 100%

When conpared to the market distribution of famlies, the bank's vol une of
lending to | ow and nmoderate-incone individuals (67% significantly exceeded the
percentage of such fanmlies residing within the assessnent area (27% . Moreover,
a mpjority of the dollar amunt of |oans extended (55% were to |ow and

noder at e-i ncome borrowers.

GEOGRAPHI C DI STRI BUTI ON OF LOANS

The review of consumer loan files also included an anal ysis of |ending

di stribution anong middl e- and upper-incone census tracts within the
institution's assessment area. As previously nentioned, there are no | ow or
noder at e-i ncome geographies within the local market. The follow ng chart depicts
| oan penetration according to inconme |evel of census tract.

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

M ddl e- 1 ncone Upper - | ncone Tot al
Total Number of
Loans 83 2 85
Per cent age of
Total Loans 98% 2% 100%
Total Anount of
Loans (000's) $455 $9 $464
Per cent age of
Tot al Anpunt 98% 2% 100%

When conpared to narket dempgraphics, the institution's |ending performance
within the assessnent area reflects a high level of lending to residents of

m ddl e-i ncome census tracts. The bank's penetration in m ddle-incone tracts
represented 98% of the sanpled | oans and significantly exceeded the percentage of
i ndi viduals residing in mddle-income geographies (55% .



| N\VESTMENTS AND SERVI CES

As of January 13, 1996, the institution had paid $334, 188 towards a $400, 000
comm tment to the Housing Equity Fund Il of Virginia and $500 towards a recent
$500, 000 conmitnment to the Housing Equity Fund Il of Virginia. These funds,

whi ch are provided by numerous corporate investors, are used to finance | ow and
noder at e-i ncome housi ng t hroughout the Comonwealth of Virginia. Commitnents
fromall the investors totaled $10.4 mllion for the Housing Equity Fund Il and
will total between $8 and $10 nmillion for the Housing Equity Fund Il1l. In lieu
of payments, the bank receives tax credits for its investnments.

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 | aws and regul ations were identified. Technical
violations of the Equal Credit Opportunity Act's Regul ation B were noted.
Adequat e policies, procedures, and training prograns have been devel oped to
support nondi scrimnation in lending and credit activities.



