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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 State Bank of Terry,
Terry, Mntana, prepared by the Federal Reserve Bank of M nneapolis, the
institution's supervisory agency, as of Septenber 30, 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 factors support the bank's satisfactory rating. First, the bank has
mai nt ai ned a reasonabl e | oan-to-deposit ratio since the |ast eval uation
Second, a majority of the bank's | oans have been originated in its assessment
area. Third, the bank provides a |large percentage of its agricultural and
conmercial loans to small businesses and farns. Finally, the bank makes the
majority of its loans to residents of its assessnent area's noderate-incone
bl ock nunbering areas ("BNA").
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The followi ng table indicates the perfornmance | evel
Mont ana, with respect to each of the five performance criteria

Terry,

of State Bank of Terry,

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

STATE BANK OF TERRY

TERRY, MONTANA

PERFORVMANCE 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

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

Based on a variety of factors, the bank is able to neet the credit needs of
its assessnment area effectively. At the previous eval uation, the bank was
rated satisfactory in helping to neet the credit needs of its community. The
bank's only office is in Terry, Montana, a comunity | ocated between d endive
and Mles Gty, Mntana. The bank has not added or closed any offices since
the previous evaluation. The bank does not have an automated teller machine.

The bank's size supports its ability to neet the credit needs of residents in
its assessment area. According to its June 30, 1996, Report of Condition
("ROC"), the bank has total assets of $36.3 mllion. The bank's | oan
portfolio consists of 84% agricultural, 7% conmmrercial, and 9% consuner | oans.

The bank offers a variety of products that serve the credit needs of the
assessment area. The bank provides agricultural, comercial, and consuner
loans. It does not offer direct residential real estate |oans because of its
l[imted experience with this type of product. However, the bank does refer
real estate applicants to other local financial institutions that provide rea
estate | oans.

DESCRI PTI ON OF STATE BANK OF TERRY' S ASSESSMENT AREA

The bank's assessnment area consists of 11 BNAs in a four-county area in

sout heastern Montana. The assessnent area includes all of Custer County (BNAs
9613 t hrough 9617), Dawson County ( BNAs 9531 through 9534), and Prairie County
(BNA 9584). The assessnent area al so i ncludes BNA 9540, located in the

sout hern half of McCone County. The largest towns in the assessnent area are
@ endive, located in Dawson County, and Mles City, located in Custer County.
The bank is located in Prairie County. According to the 1990 census, the
assessment area has a total popul ation of 24,089.

Bank managenent and a conmunity contact indicated that the popul ation of the
surroundi ng area has remained relatively stable. The community contact al so

i ndicated that the | ocal econony is stable and crop prices have been very
good. However, beef prices have declined during the |ast year and remain | ow.

CRA divides incone |levels for borrowers into four categories: |ow noderate,
m ddl e, and upper. Because the bank's assessnent area is not in a
metropolitan statistical area, the categorization of a borrower or BNA' s
incone is determined relative to the statew de nonnetropolitan median famly
incone. Lowincone individuals have inconmes of |ess than 50% of the statew de
nonnetropolitan medi an fam |y income, and noderate-inconme individuals have

i ncomes of at |east 50% but |ess than 80% of this anount. The regul ation
defines a mddl e-incone individual as one with an incone of at |east 80% but
| ess than 120% of the statew de nonnetropolitan nedian famly income. An

i ndi vidual with an inconme that is 120% or nore of the statew de
nonnetropolitan median famly income is considered an upper-incone person
BNAs and census tracts are classified using simlar categories based on the

| evel of the nmedian famly income in the geography.

Three of the 11 BNAs in the assessnent area are classified as noderate inconme
and eight are classified as mddle income. The bank is located in BNA 9584, a
noder ate-i ncome BNA. BNA 9532 is also classified as noderate i nconme and
covers the southern portion of Dawson County. This BNA borders Prairie County
about 15 mles northeast of Terry. The third noderate-incone BNA, 9614,

covers the southern portion of Custer County and is approximately 35 nmiles
fromthe bank. The assessnment area's renaining eight mddl e-income BNAs are

| ocated in Custer, Dawson, and M:Cone counties. According to the 1990 census
data, the three noderate-incone BNAs have a total popul ation of 2,405, or
about 10% of the assessnent area's total popul ation

According to 1990 census data, the assessnment area's medi an househol d i ncome
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is $21,802; its median famly inconme is $26,660. Based on the sane census,
the nmedian famly incone for the nonnetropolitan areas of Mntana is $27, 352
whi ch exceeds the assessnent area's nedian famly inconme. According to 1990
census data, 25% of the households in the assessnment area are classified as

| ow i ncone and 16% are classified as noderate inconme. M ddle-incone
househol ds account for 19% of the assessment area's househol ds and upper-

i ncome househol ds represent 40% of the total. Approximately 16% of the
assessment area's househol ds and 12%of its famlies have i ncones bel ow the
poverty | evel.

Exam ners contacted a government official as part of the CRA eval uation
process. Information obtained fromthis community contact was used in

eval uating the bank's CRA performance. The contact indicated that there were
no unnet credit needs in the bank's assessnent area.

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

The bank has done a satisfactory job of neeting the credit needs in its
assessment area. The criteria detailed below were reviewed in determning
this rating.

LOAN- TO DEPCSI T RATI O ANALYSI S

The bank's lending | evels nmeet the standards for satisfactory perfornmance.
According to its June 30, 1996, ROC, the bank's net |oan-to-deposit ratio was
approxi mately 62% The bank's quarterly average | oan-to-deposit ratio since
the previous evaluation is 59% The table on the foll owi ng page, based on
quarterly ROC data, shows that the bank's | oan-to-deposit ratio has renai ned
steady since the previous eval uation.



Small Ingtitution Performance Evaluation
FFIEC November 13, 1995

Net Loans Deposits Net Loan-to-

Dat e (i n thousands) (i n thousands) Deposit Ratio
June 30, 1996 $19, 304 $31, 369 62%
March 31, 1996 $17, 270 $31, 407 55%
Decenber 31, 1995 $16, 739 $32, 255 52%
Sept enber 30, 1995 $19, 223 $30, 240 64%
June 30, 1995 $18, 957 $30, 140 63%
March 31, 1995 $17, 310 $29, 711 58%

The fluctuation in the bank's | oan-to-deposit ratio is due to the agricultura
nature of the |ocal economy. The bank's primary borrowers are |ocal farners.

In the spring, the bank originates revolving lines of credit for crop
production expenses. In the winter, crops are harvested and sold, resulting
inthe lines of credit being paid off. As such, the bank's | oan-to-deposit
ratio reflects these seasonal changes in | ending patterns.

The bank's main conpetitors are located in dendive and Mles Cty, Mntana.
The following table shows the total assets and the quarterly average | oan-to-
deposit ratios for the subject bank and the three | ocal conpetitor banks.

Total Assets Quarterly Average
Bank June 30, 1996 Loan-to-Deposit Ratio
Subj ect Bank $ 36, 286 59%
Bank A $110, 205 50%
Bank B $144, 494 87%
Bank C $ 31,279 75%

The subj ect bank has the third highest |oan-to-deposit ratio of the four
banks. In addition, according to the June 30, 1996, Uniform Bank Perfornmance
Report, the bank's | oan-to-deposit ratio of 62%places it in the 48th
percentile conpared with peer banks. The bank's |oan-to-deposit ratio
conpared with the conpetitor financial institutions is reasonable.

As previously nmentioned, a community contact indicated that there were no
unnet credit needs in the community. Gven the size of two |arge conpetitor
financial institutions and the agricultural nature of the assessnent area, the
bank's | oan-to-deposit ratio is reasonabl e.

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

The bank's lending in its assessnent area exceeds standards for satisfactory
performance. A review of a statistical sanple of |oans originated by the bank
since the previous evaluation reveals that a substantial majority of its |oans
were nmade inside its assessnent area. The table below reflects the percentage
of the total nunmber and dollar volune of |oans by |oan type originated inside
the assessnent area.

PERCENTAGE OF LOANS | N THE ASSESSMENT AREA

Maj or Loan
Pr oduct Li nes Total Nunber of Loans Total Amount of Loans
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Agricul tural / Smal | 90% 93%
Busi ness
Consurmer 78% 82%

As indicated in the table,

agricultural and small business | oans and consuner

the two maj or product categories reviewed were

As previously

menti oned, the bank's | oan portfolio consists primarily of agricultural |oans.

The bank's | ending percentages reflect the agricul tura

nature of the bank's

assessment area. Gven the bank's status as an agricultural |ender, |ess
signi ficance shoul d be placed on the fact that the bank had fewer consuner
busi ness loans in its assessnment area. The
concentration of lending in the assessnent area exceeds satisfactory

than agricul tural and snal

per f or mance.

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

SI ZES

The bank's | ending to borrowers of different

income | evels and to businesses

of different sizes neets the standards for satisfactory performance. The bank

does not collect incone data for its consuner | oans.
of incone for such | oans coul d be made
conmerci al and agri cul tural

i ndividuals with total gross annua
addition, many of these |oans had anmpbunts under $100, 000.
of these | oans had anpbunts | ess than or equa

Accordi ngly, no analysis
The bank provides alnmpst all of its

| oans to small business and farm borrowers. Al
of the agricultural and business |oans reviewed were to entities or

to $100, 000.

revenues of $1 mllion or less. In

Specifically, 95%
The remai ni ng 5%

of the loans were split al nost evenly between the $100,000 to $250, 000 | oan
amount category and the $250,000 to $1 mllion | oan anobunt category.
Agricultural and small business | oans constitute approxi mately 91% of the

bank's | oan portfolio.

This distribution of agricultural and small business loans is consistent with
the bank's asset size, legal lending limt, and the credit demand in the

assessment area. The bank's level of lending to snal
nmeets the standards for satisfactory performance.

GEOCGRAPHI C DI STRI BUTI ON OF LQANS

busi nesses and farns

The distribution of bank | oans between assessnent area geographi es of
different incone |evels exceeds the standards for satisfactory perfornance.

As previously nentioned, the bank's assessnent area includes three BNAs that
are classified as noderate inconme and eight BNAs that are classified as nmiddle
income. The table below reflects the bank's | oan penetration in the noderate-

and m ddl e-i ncone BNAs.

DI STRIBUTI ON OF LOANS | N THE ASSESSMENT AREA BY BNA | NCOVE LEVEL

Moder at e- | ncone

M ddl e- 1 ncone

Loan Type BNAs BNAs
Agri cul tural / Smal
Busi ness
Total Nunber of Loans 73% 27%
Total Dol | ar Amount of 51% 49%
Loans
Consumer
Total Nunber of Loans 75% 25%
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Total Dol | ar Amount of
Loans 69% 31%

As previously nmentioned, BNA 9584 enconpasses Prairie County. The bank is
located in this BNA. BNA 9532 enconpasses the southern portion of Dawson
County and borders Prairie County. BNA 9614 covers the southern portion of
Custer County and is considerable distance fromthe bank. The popul ati on of
these three noderate-income BNAs is 2,405, or 10% of the assessnent area's
popul ation. The table indicates that 73% of the bank's agricultural and smnal
busi ness | oans and 75% of its consumer |oans were to individuals residing in

t he noderate-income BNAs. As such, the bank's loan originations in the
noder at e-i nconme BNAs significantly exceed the percentage of individuals that
reside in these BNAs. The fact that the bank is |located in a noderate-incone
BNA hel ps explain its high level of lending in the assessnent area's noder at e-
i ncome BNAs. The level of the bank's lending to individuals residing in the
assessment area's noderate-income BNAs significantly exceeds the standards for
satisfactory perfornance.

GENERAL
The eval uation did not reveal any violations of the substantive provisions of

the fair housing and fair lending | aws and regul ations. |In addition, the bank
has not received any CRA conpl aints since the previous eval uation
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PUBLIC DISCLOSURE

September 30, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

State Bank of Terry
Name of Depository Ingtitution

093010000000
I dentification Number of Ingtitution

Terry, 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.



