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NOTE: This evaluation is not, nor should it be construed as,
an assessnent of the financial condition of this
institution. The rating assigned to this institution
does not represent an anal ysis, conclusion or opinion of
the federal financial supervisory agency concerning the
safety and soundness of this financial institution.

GENERAL | NFORMATI ON

The Community Rei nvestnent 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 comunity, including | ow and noderate-inconme nei ghborhoods, consistent with
safe and sound operation of the institution. Upon conclusion of such examination, the
agency must prepare a witten evaluation of the institution's record of nmeeting the
credit needs of its conmunity.

This docunent is an evaluation of the CRA performance of Heritage Bank and Trust,
Norfol k, Virginia, prepared by The Federal Reserve Bank of Richnond, the institution's
supervi sory agency, as of May 19, 1997. The agency rates the CRA perfornmance 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 is considered reasonable in relation to demand for
credit in the area. A substantial nmajority of |oans sanpled during the exani nation
were to residents of the assessment area. While lending to borrowers of different

i ncone |levels neets standards for satisfactory performance, the bank's | ending

t hr oughout geographi es of varying income | evels does not reflect assessnent area
popul ati ons.



The following table indicates the performance | evel of Heritage Bank and Trust with
respect to each of the five performance criteria.

SMVALL
I NSTI TUTI ON Heritage Bank and Trust
ASSESSNVENT PERFORMANCE LEVELS
CRI TERI A
Exceeds Meet s Does not
St andar ds St andar ds meet
for for St andar ds
Sati sfactory Sati sfactory for
Per f or mance Per f or mance Sati sfactory

Per f or mance

Loan to Deposit
Rati o X

Lending in
Assessnent
Ar ea X

Lending to
Borrowers of

Di fferent |ncones
and to Businesses
of Different Sizes X

Geogr aphi ¢
Di stribution of
Loans X

Response to No conpl ai nts have been received since the previous
Compl ai nts exam nati on.




DESCRI PTI ON OF | NSTI TUTI ON

Heritage Bank and Trust operates two offices located within the City of Norfol k and
one office located in the City of Chesapeake, Virginia. As of March 31, 1997, the
bank had total assets of $83 million of which 55% were | oans. Various credit and
deposit products are available through the institution including |oans for small
busi ness, residential real estate, comrercial and industrial, and consuner purposes.
The loan portfolio as of March 31, 1997, was conprised of the following: 72%rea
estate secured (consumer and business), 20% comrercial and industrial, and 8%
consurmer. Based on the number of |oans originated during 1996, consuner |oans (credit
cards, motor vehicle, hone equity, and unsecured) were deternmined to be the prinmary
credit products offered by the bank. The institution's previous CRA rating was
satisfactory.

DESCRI PTI ON OF ASSESSMENT AREA
The bank defines its assessnent area as the entire Cities of Norfolk and Virginia

Beach, as well as the eastern portion of Chesapeake. The portion of Chesapeake within
the institution's assessnent area includes the follow ng 22 census tracts:

200. 01 203. 00 208. 01 209. 04 211.02
200. 02 204. 00 208. 03 210.01 212.00
200. 03 205. 02 208. 04 210. 03
201. 00 206. 00 209. 01 210. 04
202. 00 207. 00 209. 03 211.01

The assessnment area is part of the Norfol k-Virginia Beach- Newport News Metropolitan
Statistical Area (MSA), and, according to the 1990 census, has a popul ati on of

758, 883. One-hundred and seventy-eight census tracts are included in the bank's
assessnment area; however, four are unpopulated. O the conmunity's 174 popul ated
geogr aphi es, 20 are |lowincome, 40 are noderate-inconme, 65 are middle-income, and 49
are upper-incone.

Enpl oynent opportunities are avail abl e from nunerous manufacturing and service
compani es, as well as fromtourismand comrercial and residential real estate

devel opment. Several nmilitary bases and shipyards are located in the area and al so
provide a significant nunmber of jobs to |ocal residents. As of March 1997, the

Nor f ol k- Virgi ni a Beach- Newport News MSA had an unenpl oyment rate of 4.6% as conpared
to a jobless rate of 4% for the Commonwealth. Despite mlitary downsizing,

unenpl oynent remains relatively stable and prospects for future econonic growth appear
good. The 1996 nedian-fam|ly inconme for the Norfol k-Virginia Beach- Newport News MSA
was $42, 100.

A community contact was recently performed with a representative froma | ocal economc
devel opment organi zation to further assist in evaluating the bank's CRA performance.
The contact suggested that additional business credit would benefit the area.



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 66%and is

consi dered reasonable given the institution's size, financial capacity, and current
econom ¢ conditions. The average range of |oan-to-deposit ratios for banks
headquartered in nmetropolitan areas of Virginia of simlar asset size to Heritage Bank
and Trust Conpany is 69%to 72%

LENDI NG I N ASSESSMENT AREA

A sanple of 103 recently extended | oans was reviewed to deternine the bank's | ending
distribution within its assessment area. This sanple consisted of an assortment of
consumer unsecured, credit card, notor vehicle, and hone equity loans. As illustrated
bel ow, a substantial mpjority of the number and dollar ambunt of the sanpled | oans
have been provided to residents of the assessnent area.

Conparison of Credit Extended Inside and Qutside of Assessnment Area

I nsi de Assessment | Qutsi de Assessment
Ar ea Ar ea Tot al
Total Number of Loans 84 19 103
Percent age of Total Loans 82% 18% 100%
Total Anmpunt of Loans (000s) $1, 292 $256 $1, 548
Percent age of Total Anount 83% 17% 100%

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

The followi ng chart illustrates the distribution of consumer |oans extended in the
bank's assessment area by income |evel of the borrower.

Distribution of Loans by Incone Level of Borrower

Moder at e- M ddl e- Upper -
Low | ncome I ncone I ncone I ncone Tot al
Total Number of Loans 15 15 17 37 84
Percent age of Total Loans 18% 18% 20% 44% 100%
Total Anmpunt of Loans (000s) $117 $119 $228 $828 $1, 292
Percent age of Total Loans 9% 9% 18% 64% 100%




As a means of conparison

the incone | evel of fanmlies.

the follow ng table provi des assessnent area denographics by

Low- Moder ate- | M ddl e- | Upper -
I nconme I ncone I ncone I nconme Tot al
Percentage of Area Fanilies
by I ncome Level 17% 19% 24% 40% 100%
When measured agai nst the income characteristics of area fanilies, consunmer lending is

reasonably distributed anong borrowers of al

noder at e-i ncone.

GEOGRAPHI C DI STRI BUTI ON OF LOANS

The revi ew of

di stribution of the 84 sanpl ed consuner

according to inconme |eve

| oan files also included an anal ysis of
tracts within the bank's assessnent area.

i ncone | evel s,

i ncluding | ow and

| endi ng anpbng vari ous census
The followi ng chart depicts the

| oans made within the assessnent
of the geography.

Distribution of Loans in Assessnent Area by |ncone Level

area

of Census Tract

Low- Moder at e- M ddl e- Upper -

I nconme I nconme I ncone I nconme Tot al
Total Number of Loans 1 4 28 51 84
Percent age of Total Loans 1% 5% 33% 61% 100%
Total Anmpunt of Loans (000s) $11 $13 $449 $819 $1, 292
Percent age of Total Loans 1% 1% 35% 63% 100%

The percent age of

19%

Sever al

in close proximty to,
| arge credit unions that
operate within such tracts and throughout the assessment
particul ar

| ow- and noder ate-i ncome census tracts.

f our

ar ea.

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

No credit
and fair

practices inconsistent with the substantive provisions of the fair
| ending aws and regul ations were identified.

Hone Mortgage Di sclosure Act's Regul ati on C were noted.
procedures,
| endi ng and credit

Techni cal

and training prograns have been devel oped to support
activities.

Ni ne per

lending in low and noderate-incone tracts is substantially | ower
than the proportion of the population residing in such tracts (28%.
respectively,
i ncome census tracts.
area are located within, or
presence of

cent and
of the assessnment area popul ation reside in |low and noderate-

of the noderate-incone geographies in the assessment
mlitary installations. The
have traditionally serviced mlitary personnel
Conpetition fromthese
credit unions nay have contributed to the | ow volune of bank | ending wthin

housi ng
viol ations of the
Adequat e policies,
nondi scrim nation in




Regr essi on Program Usage Report

(This formshould be filled out for each exani nation conducted involving a HVDA
reporter.)

I nstitution Nanme: Heri t age Bank and Trust
City, State: Norfolk, Virginia
Exam Dat e: May 19, 1997

Nunber of HMDA LAR records

Year (s) of data consi dered: 1995 and 1996
FHA, VA, &
FmHA HOMVE Conventi onal
Pur chase Honme Purchase Ref i nanci ngs Hone | nprovenent
1995 1996 1995 1996 1995 1996 1995 1996
White 0 0 15 10 6 5 19 13
Approval s
White 0 0 1 0 0 0 0 0
Deni al s
M nority 0 0 0 0 0 0 1 3
Approval s
M nority 0 0 0 0 0 0 0 0
Deni al s
Was Step 1 of regression programrun? No

if "N', why not? |Insufficient nunmber of minority denials

What grouping(s) of data (i.e, |oan type, M N Pr > Chi

| ocation, year(s), etc.) were used? Squar e Val ue
(1)
(2)
(3)
(4)
(5)
(6)




Results from Regression Step 2

(Fill this page out for each grouping on which step 2 was run.)

St andard Vari abl es which were not needed for Step 2:

Judgnent al Vari abl es which were collected for Step 2:
Cash Avail able for Cl osing Speci al Loan Program

Refi from Sane Lender Cash Qut vs No Cash Qut

Val ue of M N Pr > Chi-Square:

Nunber of M nority Rejections:

Nunmber of "Dom nant Pairs":

Explain which files pair analysis used:

What additional factors expl ained away pairs?

Were pairs of loan files given to bank for explanation? Y N

Exami ner hours spent specifically on regression:




