Small Ingtitution Performance Evaluation
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 Farmers and Merchants
Bank, Huron, South Dakota, prepared by the Federal Reserve Bank of

M nneapolis, the institution's supervisory agency, as of April 8, 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 " Qutstanding".

Several factors support the bank's outstanding rating. First, the bank has
consistently mai ntained a high | oan-to-deposit ratio since the |ast

eval uation. Second, based on an analysis of the bank's |oans, the bank | ends
to borrowers of many different income |evels and to small busi nesses and
farms. Third, the bank has nade a substantial portion of its loans within its
assessnment ar ea.
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The followi ng table indicates the perfornmance | evel
Bank, Huron, South Dakota, with respect to each of the five perfornmance

criteria.

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

FARVERS AND MERCHANTS BANK,
HURON, SOUTH DAKCTA
PERFORMANCE LEVELS

of Farnmers and Merchants

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

Different | ncones and to
Busi nesses of Different
Si zes

Loan-to-Deposit Ratio X
Lendi ng i n Assessnment Area X
Lendi ng to Borrowers of X

Ceographic Distribution of
Loans

X

Response to Conpl aints

No conpl aints were received since the prior

eval uati on.
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DESCRI PTI ON OF | NSTI TUTI ON

Based on its size and financial condition, the bank is able to nmeet the credit
needs of the conmunities in its assessnment area effectively. According to the
bank' s Decenber 31, 1995, Report of Condition ("ROC'), its total assets are
approximately $153.6 nillion. Since June 30, 1994, the bank's total assets
have increased approximately $6.7 mllion. The bank's volune of |oans and
deposits have remai ned stable since the previous evaluation. A significant
portion of the bank's | oan portfolio includes agriculture-related | oans, which
mrrors the agricultural nature of the |ocal econony. According to the bank's
Decenber 31, 1995, ROC, agricultural |oans conprise 38% of the bank's
portfolio. The remainder of the portfolio includes 22% commercial, 20%
residential real estate, 17% consuner, and 3% ot her | oans.

The bank offers nmany different types of |oan products that serve |oca
residents' credit needs. |Its agricultural products include farmreal estate,
agricul tural subordination and participation | oans, South Dakota Departnent of
Agricul ture VALU | oans, and Rural Economi ¢ and Conmunity Devel opnent | oans.
Conmrer ci al custonmers may obtain conventional |oans for start-up funds,

i nventory financing, and real estate purposes. In addition to its
agricultural and commercial products, the bank provides a variety of rea
estate | oan products, a nunber of which serve | ower-incone borrowers. For
exanpl e, the bank offers Federal Housing Adm nistration, Departmnent of
Veterans Affairs, and conventional nortgage |oans, as well as South Dakota
Housi ng Devel opnent Aut hority hone inprovenent |oans. The bank al so has an
active consumer |ending program The bank's | oan products appear appropriate
for its community's credit needs.

DESCRI PTI ON OF ASSESSMENT AREA

The bank defines its assessnment area as Beadl e, Spink, Oark, Kingsbury,
Sanborn, and Jerauld counties in South Dakota. The bank's main office and one
of its branches are located in Huron, which is in Beadle County. A second
branch is | ocated approximately 20 miles northwest of Huron in H tchcock, also
in Beadl e County. Approximately 40 mles north of Huron in Dol and, |ocated in
Spink County, is a third branch. The fourth branch is | ocated approxinmately
30 mles east of Huron in De Snet, a Kingsbury County community. Based on
1990 census data, the bank's assessment area has a popul ati on of 41, 820.

CRA divides inconme levels into four categories: |owincone, noderate incong,
m ddl e i ncone, and upper inconme. Because the bank's assessnment area is not in
a netropolitan statistical area, the categorization of a borrower's or bl ock
nunbering area's ("BNA") incone is determned relative to the statew de
nonnmetropolitan median famly income. Lowincone individuals have incones of
| ess than 50% of the statew de nonmetropolitan nmedian famly inconme, while
noder at e-i ncone i ndi vi dual s have incones of at |east 50% but |ess than 80% of
this amount. The regul ation defines a mddle-inconme individual as one with an
i ncome of at |east 80% but |ess than 120% of the statew de nonnetropolitan
medi an income. An individual with an inconme that is 120% or nore of the
statewi de nonnetropolitan median i ncone is considered an upper-income person
BNAs are classified using simlar categories based on the | evel of the median
famly income in the geography.

The bank's assessnment area includes 18 BNAs, 17 of which are designated as

m ddl e i ncone. The remaining BNA is designated as upper inconme. According to
1990 census data, the assessnent area's nedian famly incone is $25,737, while

the median famly incone for nonnetropolitan areas in South Dakota is $25, 547.
O the 16,400 total households in the assessnent area, approximtely 23%are
| ow i ncone, 17% are noderate incone, 19% are m ddl e i nconme, and 41% are upper

i ncome. Approximately 15% of the househol ds have i ncones bel ow the poverty

| evel .

Agriculture is a primary factor in the assessnent area's econony. According
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to community contacts and bank enpl oyees, cattle ranching is one of the
region's primary agricultural activities. Recent low cattle prices have had a
negati ve effect on the region's cattle industry. However, other sectors of

t he econony have experienced significant growth in recent years. Beadle
County, in particular, has seen an increase in its popul ation, industry, and
sal es tax revenues since 1991

Conmuni ty contacts and bank staff noted that housing, particularly in the

$50, 000 to $70,000 range, is in short supply. This problem should be renedied
somewhat with the construction of the Wndsor Square Housi ng Devel opment, a
single-famly hone comunity being devel oped with the help of a comunity
devel oprment bl ock grant fromthe U S. Departnent of Housing and Urban

Devel opment. This devel opnment has designated 13 single-famly honmes for |ow
and noderate-incone individuals. An additional 30 to 50 hones will be added
by the time the three-year project is conmplete.

Exam ners contacted several nenbers of the community as part of the bank's CRA
eval uation, including a community devel opnent partici pant and a gover nnment
official. Information fromthese contacts was used in evaluating the bank's
CRA performance.

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

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

Loan-to-Deposit Rati o Anal ysis

The bank's | oan-to-deposit rati o exceeds the standards for satisfactory

per formance based on its consistently high | oan-to-deposit ratio, its
secondary market real estate lending, and its community devel opnment | oans.
Since the previous evaluation, the quarterly average of the bank's | oan-to-
deposit ratio is 72% The followi ng chart, based on quarterly RCC data, shows
that the bank's ratio has been consistently high since the | ast eval uation
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G oss Loans Deposits Loan-t o-
Dat e (I'n thousands) (I'n thousands) Deposit Ratio
Decenmber 31, 1995 $91, 812 $125, 980 73%
Sept enber 30, 1995 $91, 694 $123, 258 74%
June 30, 1995 $89, 737 $121, 763 74%
March 31, 1995 $88, 315 $122, 273 72%
Decenber 31, 1994 $87, 348 $124, 427 70%
Sept enber 30, 1994 $85, 775 $121, 034 71%
June 30, 1994 $84, 924 $122, 890 69%

Not included in the bank's |oan-to-deposit ratio is a significant nunber of
real estate loans that were sold to the secondary market in 1995

The bank's | oan-to-deposit ratio is consistent with that of its three main
conpetitors in the assessnment area. Those conpetitors had quarterly | oan-to-
deposit ratios in 1995 of 88% 78% and 72%

The bank made several significant comunity devel opment | oans since the |ast
evaluation. First, the bank financed construction of a housing facility for
senior citizens. Second, the bank financed subcontractors working on a | ow
i ncome housing project. Third, the bank supplied a line of credit to a debt-
counseling service. Finally, the bank provided funds to build a honme for a

| owi ncone individual or famly.

Lending in the Assessnent Area

According to a statistical review of loan originations within at |east the

| ast six nonths, the bank made a substantial nmajority of its loans within its
assessment area. This high concentration of lending within its assessment
area exceeds standards for satisfactory performance. The percentage of |oans
within the assessnent area varied by |oan type. For exanple, 95% of the
nunber and 93% of the total dollar anmount of the bank's real estate |oans were
made in the assessnent area. Simlarly, 93%of the total nunber and 95% of
the total dollar anmount of commercial and agricultural |oans were made in the
assessment area. The percentages decreased sonewhat for consuner |oans, with
85% of the total nunber and 81% of the total dollar anount of those |oans
bei ng made within the assessnent area.

Lending to Borrowers of Different Inconme Levels and to Busi nesses of Different

Si zes

The bank's record of lending to borrowers of different incone levels is very
good and, as such, exceeds the standards for satisfactory performance. The
bank provi des consumer and consuner real estate |oans to individuals of all
different incone categories, as shown in the follow ng chart.
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DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA
BY BORRONER | NCOMVE LEVEL*

Low Moderate | Mddle Upper
Loan Type I nconme I ncone I nconme I ncone
CONSUMER REAL ESTATE
Total Nunber of Loans 15% 10% 23% 53%
Total Amount of Loans 16% 5% 13% 66%
CONSUMER
Total Nunber of Loans 34% 31% 20% 14%
Total Amount of Loans 40% 17% 20% 24%

*Income | evel based on South Dakota's 1995 nedian fam |y incone of
$30, 100.

As shown above, the bank nmade al nost two-thirds of its consunmer |oans to | ow
and noderate-inconme borrowers. In addition, the bank nade 25% of its consuner
real estate loans to | ow and noderate-income borrowers. As previously

di scussed under the Description of Institution section, real estate |oans
conprise 20% and consumner | oans conprise 17% of the bank's total |oan
portfolio. Low and noderate-income househol ds account for 40% of the
assessment area's popul ation. The bank's consuner lending to | ow and
noder at e-i ncone i ndi vi dual s exceeds the percentage of these individuals |iving
in the assessnent area. Wile the remaining consuner |oans are evenly

di stributed between the m ddl e- and upper-incone categories, the remaining
real estate loans were primarily nade to upper-incone borrowers. This seens
reasonabl e given that both bank staff and comunity contacts stated that there
is a shortage of affordable housing for | ow and noderate-inconme residents in
the area.

Most of the bank's conmercial and agricultural borrowers are small businesses.
In fact, all the conmercial and agricultural |oans sanpled went to borrowers
with gross annual revenues of $1 mllion or less. The size and volunme of the
| oans appear reasonable. Based on the CRA | oan sanple, 97% of the commercia
and agricultural |loans had anounts | ess than or equal to $100,000. The
remai ni ng 3% of such | oans had anpbunts between $100, 000 and $250, 000. No
comrercial or agricultural |oan had an ambunt that exceeded $250, 000. Census
data for 1990 indicates that 98% of the businesses in the assessnent area
enpl oy 49 enpl oyees or fewer. The bank's enphasis on small business | ending,
together with the high percentage of consuner |oans to | ow and noder at e-
i ncome borrowers, denonstrates a strong conmtment to neeting the credit needs
of all segments of the comunity and exceeds the standards for satisfactory
per f or mance.
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Ceographic Distribution of Loans

The distribution of the bank's |oans throughout its assessnment area is
reasonable. As previously discussed, the bank's assessment area includes 17
m ddl e-i ncone and one upper-income BNA. Approximately 87% of the assessnent
area's popul ation resides in the 17 m ddl e-incone BNAs. As the follow ng
chart indicates, the bank has the majority of its loans in the m ddl e-i ncone
BNAs.

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

M ddl e- 1 ncone Upper - I ncomne
Loan Type BNA BNA
COMMVERCI AL AND
AGRI CULTURAL
100% 0%
Total Number of Loans 100% 0%

Total Amount of Loans
CONSUMER REAL ESTATE

Total Nunber of Loans 70% 30%
Total Amount of Loans 72% 28%
CONSUMVER

Total Nunber of Loans 80% 20%
Total Amount of Loans 81% 19%

Cener al

The eval uation did not reveal any violations of the substantive or technical
provisions of the fair lending and fair housing | aws and regulations. In
addi tion, the bank has not received any CRA conplaints since the previous
eval uati on.
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PUBLIC DISCLOSURE

April 8, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

Farmers and Merchants Bank
Name of Depository Ingtitution

094607400000
I dentification Number of Ingtitution

Huron, 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.



