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FFIEC November 13, 1995

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 Dacotah Bank

Webst er, South Dakota, prepared by the Federal Reserve Bank of M nneapolis,
the institution's supervisory agency, as of Novenber 4, 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."

There are several factors that support the bank's satisfactory rating. First,
t he bank mai ntains a reasonabl e | oan-to-deposit ratio. Second, it has nade a
significant majority of its loans within its assessnent area. Third, it |lends
to borrowers of many different income levels and to small farnms. Finally, its
| oans are reasonably distributed anmong geographies of different inconme |evels
inits assessnent area
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The following table indicates the perfornmance | evel of

Dacot ah Bank, Webster,

Sout h Dakota, with respect to each of the five perfornmance criteria.

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

DACOTAH BANK

WEBSTER, SOUTH DAKOTA

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

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

The bank is able to neet the credit needs of the comunities in its assessnent
area effectively. The bank received a satisfactory rating at its |ast
performance evaluation. |In addition to the main banking office in Wbster

the bank operates a full-service branch in Roslyn, South Dakota. The bank has
installed a 24-hour, full-service automated teller machine at one of the gas
stations in Webster since the |ast eval uation.

The bank's size supports its ability to neet the credit needs in its
assessment area. According to the Septenber 30, 1996, Report of Condition
("RCC'), the bank's total assets were approxinmately $45.1 mllion. The bank's
total assets have increased $.7 nillion since March 31, 1995. Loan vol ume has
been stable, with a decrease of $2.5 mllion since March 31, 1995. The nmjor
conponent of the bank's | oan portfolio is agricultural |oans, which reflects
the agricultural nature of the |local econony. According to the Septenber 30,
1996, ROC, agricultural-related | ending makes up 57% of the portfolio. The
remai ning loan mx is 21% comrerci al, 14% consuner real estate, and 8%
consurer .

The bank's many | oan products serve the wide variety of |ocal residents

credit needs. The bank offers conventional |oan products for agricultural
commer ci al, consunmer, and consuner real estate loans. |In addition, it

provi des | oans guaranteed by a nunber of state and federal agencies, including
the Smal |l Business Administration and the Farm Servi ce Agency. The bank is
just beginning to offer consuner real estate loans that will be sold on the
secondary market. The bank al so of fers governnent - guarant eed student | oans.

DESCRI PTI ON OF DACOTAH BANK' S ASSESSMENT AREA

The bank defines its assessnment area as Day County, South Dakota. Located in
east-central South Dakota, the county is nade up of three bl ock nunbering
areas ("BNA"), 9526, 9527, and 9528. The popul ation of the assessnment area
according to 1990 census data is 6,978. Wbster, located in BNA 9528, is the
| argest community in the county; it has a population of 2,017. Roslyn, the
site of the branch office, is located in BNA 9527; it has a popul ation of 251
The assessnent area includes a small portion of the Lake Traverse | ndian
Reservati on

CRA divides inconme levels into four categories: |ow, noderate, mddle, and
upper. Because the bank's assessnent area is not in a nmetropolitan
statistical area, the categorization of a borrower or BNA's incone is
determned relative to the statew de nonnetropolitan nedian famly incone.
Lowi ncone i ndi vi dual s have incones of |ess than 50% of the statew de
nonnetropolitan nmedian famly income, while noderate-incone individuals have
i ncomes of at |east 50% but |ess than 80% of this anount. The regul ation
defines a mddl e-income person as one with an incone of at |east 80% but |ess
than 120% of the statew de nonnetropolitan nedian income. An individual with
an incone that is 120% or nore of the statew de nonmetropolitan nmedi an i ncome
i s considered an upper-incone person. BNAs are classified using simlar
categories based on the level of the nmedian famly income in the geography.

BNA 9526 is classified as noderate incone, while BNAs 9527 and 9528 are
classified as mddle income. According to 1990 census data, the assessnent
area's nedian famly incone is $22,906, while the nedian famly incone for
nonmetropolitan areas in South Dakota is $25,547. O the 2,754 households in
t he assessnent area, approximately 26% are | ow i ncone, 19% are noderate

i ncome, 19%are mddle incone, and 36% are upper income. Approxinmately 21% of
the assessnment area's househol ds and 16%of its famlies have incones bel ow

t he poverty |evel

Agriculture is the dom nant industry in the area. The average farmsize is
about 600 acres. Small grains such as corn, soybeans, and wheat are the major



Small Ingtitution Performance Evaluation
FFIEC November 13, 1995

crops. Wile flooding has been a problemin the past few years, this year's
growi ng season has been very good. According to a conmunity contact, this is
the first time in the last six years that the county has not been declared a
di saster area. Although the nunber of |ivestock operations has decreased,
many farnmers have diversified their operations to remain profitable. The
outl ook for agriculture remains stable.

VWhile agriculture is the primary industry in Day County, there are al so

several | arge conmrercial enterprises. Dakotah, Inc., is a hone-decorating
fabrics manufacturer and retailer with approxi mately 400 enpl oyees. Mereen
Johnson is a foundry operation with approximately 75 enployees. In addition

Lake Area Hospital and the Day County Medical Center have recently conpleted a
$3 million expansion project. Whbster's proxinmty to Aberdeen is also seen as
a positive influence on the prospects for the | ocal econony.

According to a community contact, the majority of the nenbers of the Sisseton-
Wahpeton Sioux Tribe ("Tribe") live in the Sisseton area, which is outside the
bank' s assessnent area. The majority of tribal nenbers bank in Sisseton at
the bank's affiliated institution. The Tribe also owns a credit union that
provides credit products for many tribal nenbers.

Exam ners made comunity contacts with a governnent official famliar with
tribal credit needs and a government official famliar with agricultura
credit needs as part of this evaluation. Information obtained fromthese
i ndi vidual s was used in evaluating the bank's CRA perfornmance.

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

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

LOAN- TO DEPCSI T RATI O ANALYSI S

The bank's | oan-to-deposit ratio neets the standards for satisfactory
performance. Since the previous evaluation, the quarterly average of the
bank's net |oan-to-deposit ratio is 56.4% According to the Septenber 30,
1996, ROC, the bank's | oan-to-deposit ratio was 51.8% The followi ng chart,
based on quarterly ROC data, shows the relative stability of the bank's |oan
and deposit volunme. The decrease in the Septenber 1996 ratio reflects
significant payments received in the bank's | oan portfolio.

NET LQANS DEPCSI TS NET LOAN-TO
DATE (I'n thousands) (I'n thousands) DEPCSI T RATIO
Sept enber 30, 1996 $20, 250 $39, 098 51. 8%
June 30, 1996 $21, 441 $37, 479 57. 2%
March 31, 1996 $20, 946 $37, 981 55.1%
Decenber 31, 1995 $22, 062 $39, 258 56. 2%
Sept enber 30, 1995 $22, 574 $38, 779 58. 2%
June 30, 1995 $22, 478 $38, 778 57. 9%
March 31, 1995 $22, 833 $39, 020 58. 5%

According to its June 30, 1996, Uniform Bank Performance Report, the bank's
57.2% 1 oan-to-deposit ratio is belowits peer group average of 66.6% The
bank's ratio places it in the 26th percentile conpared with its peers. The
followi ng chart shows the average | oan-to-deposit ratio for the bank's
conpetitor.



Small Ingtitution Performance Evaluation
FFIEC November 13, 1995

TOTAL ASSETS QUARTERLY AVERAGE

Sept enber 30, 1996 NET LOAN- TO- DEPCSI T
BANK (I'n thousands) RATI O
Subj ect Bank $45, 093 56. 4%
Competitor A $22, 811 55. 7%

As shown above, the bank's quarterly average net |oan-to-deposit ratio
conpares favorably with the ratio of its main |local competitor. Wbster is

| ess than 50 miles from Aberdeen, South Dakota, a |arge regional trade center
with many financial institutions. The bank has felt the effects of this
conpetitive market on its loan volune. Information fromcommunity contacts
did not identify any unnet credit needs. Accordingly, based on the |evel of
| endi ng by the bank and the information fromcomunity contacts, the bank's

| oan-to-deposit ratio nmeets the standards for satisfactory performance.

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

A review of a statistical sanple of the | oans originated by the bank in the
six nonths preceding the evaluation reveals that a significant mgjority of its
| oans were made inside the assessnent area. The follow ng table shows the
percentage of |oans within the assessment area based on total nunber and | oan
amount in each major | oan category.
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PERCENTAGE OF LOANS | N THE ASSESSMENT AREA

Loan Type Total Number of Loans Total Anpunt of Loans
Consuner 79 79

Agri cul tural 97 100
As discussed previously, a majority of the bank's loans are agricultural. As
shown in the chart, the bank made 97%of its agricultural |oans to assessnent

because of
but who live just

area residents. The percentage of consuner |oans is |ower
borrowers who reside close to the branch office in Roslyn,
out si de the assessment area boundary. Based on the high concentration of
lending within the assessnment area, the bank's lending in the assessnent area
exceeds the standards for satisfactory performance.

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

SI ZES

The bank's |l evel of lending to individuals of different income |levels and to
busi nesses of different sizes exceeds the standards for satisfactory
performance. The follow ng table shows the percentage of consuner |oans made
to borrowers of different incone |evels.

DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA BY BORROVER | NCOVE LEVEL*

Low Moder at e- M ddl e- Upper -

I ncome I ncome I ncone I nconme
Loan Type Borrower s Borrower s Borrower s Borrower s
Consumer.
Total Nunmber 43% 25% 18% 14%
of Loans
Total Anount 28% 20% 23% 29%
of Loans

*]l ncone | evel

based on South Dakota's 1996 nedian famly inconme of $32,800.

As shown above,

t he bank nade nore than two-thirds of

| ow and noderate-incone borrowers. As discussed earlier

its consumer

| oans to

approxi mately 45%

of the area's households are classified as | ow and noderate i ncone, 19% are

m ddl e i ncone,

| evel of

and 36% are classified as upper incone.
lending to | ow and noderate-incone borrowers significantly exceeds

Ther ef or e,

t he percentage of such individuals living in the assessnent area

Al nost al

of the bank's agricultura
(99% of the loans in the sanple were to borrowers with gross annua

borrowers are snall

farms.

t he bank's

Al nost al

revenues
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of $1 nmillion or less. |In addition, the data reveal that 99% of the
agricultural loans in the sanple were for anounts |ess than $250,000. The
bank had one loan in the sanple that was nore than $250,000. The size and
vol ume of the | oans appear reasonable given that agricultural |oans represent
the majority of the bank's loan portfolio. The bank's enphasis on lending to
smal|l farms and its high percentage of consuner |oans to | ow and noderate-

i ncome borrowers denonstrate a strong commitnment to nmeeting the credit needs
of all segments of the comunity and exceeds the standards for satisfactory
per f or mance.

GEOCGRAPHI C DI STRI BUTI ON OF LQANS

The distribution of the bank's | oans between geographies of different incone
levels in its assessnent area is reasonable. As previously discussed, the
bank's assessnment area includes one noderate-inconme and two m ddl e-i ncone
BNAs. Approximately 34% of the area's popul ation resides in the noderate-

i ncome BNA; the remaining 66%is al nost evenly divided between the m ddl e-

i ncome BNAs. The following chart illustrates the bank's lending in the

di fferent geographies.

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

LOAN TYPE MODERATE | NCOVE M DDLE | NCOVE
CONSUVER

Total Nunber of Loans 23% 77%
Total Amount of Loans 14% 86%

AGRI CULTURAL

Total Nunber of Loans 47% 53%
Total Amount of Loans 26% 74%

The bank's assessment area does not include any | ow or upper-inconme BNAs.

The distribution of the bank's agricultural |oans exceeds the representation
of the residents in the noderate-incone BNA classification. Wile the

per cent age of consumner |oans in the noderate-income BNA nmay seem | ow given the
popul ation, there are a couple of factors that influence this nunber. O the
| owi ncone househol ds, 31%are classified bel ow the poverty level in the
noder at e-i nconmre BNA while only 17% of the househol ds in the m ddl e-i ncome BNAs
fall into this category. Consuners with incomes bel ow the poverty level are
less likely to borrow noney fromfinancial institutions. Another factor is
the nunmber of financial institutions serving the noderate-incone BNA
including the tribal credit union, which may offer nore conpetitive or
attractive consunmer |oan products. @ ven the nunber of |owincome househol ds
in the noderate-income BNA, especially the nunber bel ow the poverty level, it
appears that the bank's consuner |ending between different geographies is
reasonable. The bank's lending to borrowers in the different geographies in

t he assessnent area nmeets the standards for satisfactory performance.
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GENERAL

The eval uation revealed a violation of a technical aspect of the Equal Credit
Qpportunity Act. Bank nanagenent promised to correct the violation pronptly.
In addition, the bank has received no CRA-rel ated conpl aints since the

previ ous eval uati on.
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PUBLIC DISCLOSURE

November 4, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

Dacotah Bank
Name of Depository Ingtitution

094615600000
I dentification Number of Ingtitution

Webster, South Dakota
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.



