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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 eval uation of the CRA performance of F&M Bank- Superi or
Superior, Wsconsin, prepared by the Federal Reserve Bank of M nneapolis, the
institution's supervisory agency, as of January 27, 1997. 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 high | oan-to-deposit ratio since becom ng a nenber of the Federa
Reserve System ("FRS') on August 15, 1995. Second, the bank has a reasonabl e
distribution of loans to borrowers of different inconmes and to business of
different sizes. Finally, it makes a reasonabl e percentage of its loans in
the | ow and noderate-incone census tracts in its assessnent area.
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The followi ng table indicates the perfornmance | evel
with respect to each of the five performance criteria.

Superior, Wsconsin,

of F&M Bank- Superi or,

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

F&M BANK- SUPERI OR
SUPERI CR, W SCONSI N
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

The bank has

not received any CRA conplaints
since becom ng a nmenber of the FRS
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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 its assessnent area. This is the bank's first CRA eval uation since
it became an FRS nenber on August 15, 1995. The bank's performance was rated
satisfactory by the Federal Deposit |Insurance Corporation at the previous CRA
eval uation. The bank's sole office is |located in downtown Superior. The bank
recently installed a drive-up automated teller machine in the parking | ot at
its main office.

According to the Decenber 31, 1996, Report of Condition ("ROC'), the bank had
total assets of approximately $32 nillion. As of its Septenmber 30, 1995, ROC
data, the bank had total assets of $28.6 nmillion. This 12%increase is
primarily the result of growth in the comrercial and consunmer real estate
areas of the loan portfolio. According to the Decenber 31, 1996, ROC dat a,
the bank's | oan portfolio is 69% commercial, 26% consumer real estate, 4%
consuner, and the remaining 1% other |oans. The bank's |loan portfolio mx has
remai ned rel atively stable over the last five quarters.

The bank offers a variety of |oan products that serve the credit needs of
residents and businesses within its assessnent area. It extends consuner
open- and cl osed-end, residential real estate, and conmercial |oans. The bank
al so provides | oans guaranteed by a nunber of federal and state agencies.

DESCRI PTI ON OF F&M BANK- SUPERI OR S ASSESSMENT AREA

The bank's assessment area follows the boundaries of Douglas County,

Wsconsin. The bank's sole office is |ocated in Douglas County, Wsconsin
Dougl as County lies in the Duluth, M nnesota/Superior, Wsconsin, netropolitan
statistical area ("MSA"). Because of the bank's size and location in an MSA
it is subject to the requirenments of Regul ation G -Honme Mrtgage D scl osure
Act ("HVDA"). The MSA is defined as St. Louis County in Mnnesota and Dougl as
County in Wsconsin. The bank's assessnent area does not include any of the
MBA's M nnesota census tracts. Douglas County is conmposed of 15 census
tracts.

According to 1990 census data, the assessment area has a total popul ation of

41,758. Individuals famliar with housing and small business and econom c
devel opnent issues and activities in the assessnent area were intervi ewed
during the CRA evaluation. Information fromthese contacts and bank

managenent was used in the evaluation. Conmmunity contacts indicated that
Superior's popul ati on has declined in the |ast two decades; however, the

popul ati on decrease has slowed in the last few years. The contacts attri buted
t he popul ati on decline to reduced shipping port traffic for grain and iron
ore, acconpani ed by the reduction in jobs associated with these industries.
According to conmunity contacts, a nunber of jobs in the grain and iron ore

i ndustries have becone automated. In addition, contacts indicated that there
is a strong need for higher-paying jobs in Superior and that residents in
Superior travel to Duluth, Mnnesota, for higher-paying jobs. 1In addition

the smal |l business and econom ¢ devel oprment contact stated the business
conmunity in Superior was primarily conposed of small retail businesses.
There are a few nmanufacturing conpanies in Superior, but the job narket
primarily consists of retail enployment. The |argest enployers in Superior
are Superior Water, Light & Power Co.; Lakehead Construction Inc.; and Barco
Hydraulics, Inc. The housing contact indicated that the Superior area has an
oversupply of qualified affordabl e housing units. The contact al so stated
that a nunmber of individuals who qualify for these housing units have

rel ocated to Duluth, M nnesota. The housing contact stated that the |oca

af f ordabl e housi ng of fice has been using a marketing firmto advertise the
abundance of affordabl e housing in Superior

Conmuni ty contacts and bank managernent indicated that the | ocal econony is
relatively stable. During the evaluation, exam ners noticed a nunber of
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vacant commercial lots in downtown Superior. Small business contacts and bank
managenent indicated that Superior used to have a nunber of drinking and
eating establishments on the north end of the downtown area. During the |ast
few years, the city of Superior purchased a nunber of these retail buildings--
usually at a premum-and then razed them The city has been attenpting to
sell these vacant lots at a discount to attract new busi ness. However, these
vacant lots and the fact that the city is selling themat a discount have
caused comercial real estate prices in Superior to decline.

CRA divides inconme levels into four categories: |ow, noderate, mddle, and
upper. Because the bank's assessnent area is located in an M5A, the
categorization of a borrower or census tract's inconme is determned relative
to the MBA median famly income. Pursuant to CRA's definitions, |owincone
i ndi vi dual s have i ncones of |ess than 50% of the MSA nedian famly incone,
whi | e 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 m ddl e-i ncone individuals as
persons with inconmes of at |east 80%but |ess than 120% of the MSA nedi an
famly income. Individuals with incones of 120% or nore of the MSA nedi an
famly income are classified as upper-incone persons. According to the 1996
updat ed census data, the nedian famly incone for the MSA is $38, 600.

As previously nmentioned, the bank's assessnent area consists of 15 census
tracts. Based on the 1990 census data, census tracts 201.00, 201.99, and
210.99 are classified as |low inconme. The population in the | owincone census
tracts is 1,719, or 4%of the total assessnent area population. Two of the
census tracts, 201.99 and 210.99, are classified crews-of-vessels tracts and
reflect a conbi ned popul ation of two individuals. These tracts are |ocated on
the waterfront where individuals maintain residences on watercraft.

Tracts 202.00, 203.00, and 206.00, are classified as noderate incone and are

| ocated in the downtown Superior area; the bank's main office is located in
census tract 206.00. These tracts have a total population of 8,262, or 20% of
the total assessnent area popul ation. The remnaining census tracts that make
up the assessnent area are classified as mddle income. Census tracts 204. 00,
205. 00, 207.00, 208.00, 209.00, 210.00, 301.00, 302.00, and 303.00 are in this
category. Tracts 301, 302, and 303 are outside the city of Superior in rura
areas of Douglas County. None of the census tracts in the assessnent area is
classified as upper income. Census data indicate that these tracts have a
total population of 31,777, or 76% of the assessment area's total popul ation
As indicated previously, the tracts that make up the bank's assessnent area
have a total popul ation of 41, 758.

According to 1990 census data, the assessnment area nedian famly inconme is
$27,425. The nedi an househol d incone is $22,123. The census data provides a
br eakdown of the percentage of | ow, noderate-, mddle-, and upper-incone

i ndi vidual s who reside in the assessnent area. According to the census data,
25% of the households in the assessnment area are classified as | ow income, 17%
as noderate inconme, 20% as mddl e i ncone, and 38% as upper inconme. The nunber
of households in the assessment area bel ow the poverty level is 15%

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. Mich of the analysis on the followi ng pages was based on a
statistical sanmple of 65 consunmer real estate and 48 consuner |oans origi nated
in the six nonths before the evaluation. The analysis of the bank's small

busi ness lending is based on a sanple of 158 small business | oans ori gi nat ed
in the 12 nonths preceding the evaluation. The following criteria were
reviewed in determning this rating.

LOAN- TO DEPCSI T RATI O ANALYSI S

The bank's | oan-to-deposit rati o exceeds the standards for satisfactory
performance based on the ratio's consistently strong level. The quarterly
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average of the bank's | oan-to-deposit ratio since Septenber 30, 1995, is
80.3% The chart below, based on quarterly ROC data, reflects that the | oan-
to-deposit ratio has increased by nore than 13 percentage points during 1996.
The increase occurred steadily on a quarterly basis and primarily resulted
fromincreased commercial loan activity. The chart also shows that between
Sept enber 30, 1995, and March 31, 1996, the bank's deposits declined by nore
than $1.5 mllion. According to bank managenent, this decline occurred
because there was a change in bank ownership that resulted in several |arge
depositors wi thdrawi ng their deposits.

Net Loans Deposits Loan-t o- Deposi t

Dat e (I'n thousands) | (I n thousands) Rati o
Decenber 31, 1996 $22, 461 $26, 036 86. 2%
Sept enber 30, 1996 $22, 451 $25, 623 87.6%
June 30, 1996 $20, 883 $25,578 81. 6%
March 31, 1996 $19, 478 $24, 136 80. 7%
Decenber 31, 1995 $18, 731 $25, 706 72. 9%
Sept enber 30, 1995 $18, 822 $25, 732 73. 1%

The bank's average | oan-to-deposit ratio from Septenber 30, 1995, to

Sept enber 30, 1996, is 79.18% According to the Septenber 30, 1996, Uniform
Bank Performance Report ("UBPR'), the bank's | oan-to-deposit ratio for the
quarter places it in the 91st percentile of its peer group

The bank's average | oan-to-deposit ratio conpares favorably with the quarterly
average ratios of its local competitors. Based on quarterly ROC data from
Sept enber 30, 1995, to Septenber 30, 1996, the following table identifies the
asset size and quarterly average | oan-to-deposit ratios for the bank and its
conpetitors. Only one of the bank's competitors has a higher | oan-to-deposit
rati o than the subject bank. Since becom ng a nmenber of the FRS in 1995, the
bank has originated and sold a significant amount of real estate |oans on the
secondary market. If included, the bank's quarterly | oan-to-deposit ratio
woul d i ncrease by several percentage points.

TOTAL ASSETS QUARTERLY AVERAGE
(Sept ember 30, 1996) LOAN- TO DEPOSI T

BANK AND LOCATI ON (I'n thousands) RATI O
F&M Bank- Super i or $ 31,782 79%
Superior, Wsconsin
Conpetitor A $ 31, 865 87%
Conpetitor B $ 9,656 47%
Competitor C $173, 797 78%
Conpetitor D $ 99, 889 79%
Conpetitor E $ 35,917 77%

In addition to the conpeting banks |isted above, several nonbank entities
extend credit to residents and businesses within the bank's assessnent area.
The many financial institutions that operate in the bank's assessnent area
create a very conpetitive market. Comunity contacts famliar with the smnal
busi ness environnment in the assessment area stated that Superior has a very
conpetitive small business |oan narket. There is a sizable nunber of
financial institutions that aggressively solicit and price such |oans. Al so,
the comunity contacts interviewed during the evaluation indicated that there
are no unmet credit needs in the assessnment area based on the conpetitive
banki ng envi ronnent .

Based on the bank's strong and steadily increasing | oan-to-deposit ratio,
conparison to its conpetitors, its UBPR peer group ranking, and the | ack of
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any identified unnet credit needs, the bank's |oan-to-deposit rati o exceeds
the standards for satisfactory perfornance.

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

Overall, the bank's lending activity within its assessnment area does not mneet
the standards for satisfactory performance. As reflected in the foll ow ng
table, the | oans sanpled indicate that the bank made a substantial majority of
its consuner and consuner real estate loans in its assessnent area; however,
the majority of small business |oans originated are outside the bank's
assessment area. As previously nentioned, snall business |oans account for
69% of the bank's | oan portfolio.
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PERCENTAGE OF LOANS | N THE ASSESSMENT AREA
Tot al Nunber Tot al Anmpunt
Loan Type of Loans of Loans
Consuner 96 99
Consurrer Real Estate 86 85
Smal | Busi ness 39 35

The bank attributed the | ow small business origination rates in the assessnent
area to several factors. First, the bank purchases insurance prem um and

t el ephone systeminstallation contracts fromvarious |ocal agents. The
majority of these contracts are from busi nesses | ocated outside the assessment
area, but in northern areas of Wsconsin and M nnesota. Second, the bank has
participated in a few large dollar comrercial |oan participations that are

al so outside of the assessnent area. Third, community contacts indicated that
there are no unnet credit needs in the assessnent area. In addition, contacts
identified the larger conpeting financial institutions in the assessnent area
as the primary small business |l enders. Finally, according to bank managenent,
t he bank had the option of originating these contract |oans or purchasing

i nvestnments that may have been considered qualified investnments under CRA

The bank decided to originate these | oans and earn a hi gher yield.

busi ness | oans | ocat ed outside of the
assessment area, bank managenent reviewed the reasonabl eness of its assessnent
area. |t believes that based on the size of the bank, the assessnent area is
r easonabl e.

Because of the percentage of small

According to bank's reported HVDA data, the bank is not a | eading real estate
lender in either the MSA or its assessment area. |n 1995, the bank origi nated
85 real estate loans in its assessnment area. This represents 94.4% of the
bank's total HVDA reportabl e | oans.

As di scussed previously, the bank is primarily a small comercial | ender

Based on the small percentage of small commercial |oans the bank originated in
the assessnent area, the level of lending in the bank's assessnent area does
not neet 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 is reasonable and neets the standards for
satisfactory performance. As previously mentioned, CRA classifies incone
levels into four categories: |ow noderate, m ddle, and upper. Based on 1990
census data, the nedian fam |y and househol d i nconmes for the bank's assessnent
area are $27,425 and $22, 123, respectively. Both figures are |ower than the
1990 MSA nedian family and househol d i ncomes of $30,561 and $23, 690,
respectively. The follow ng table shows the percentage of sanpled | oans made
to borrowers of different incone |evels.

DI STRIBUTT ON OF LOANS I N THE ASSESSMVENT AREA
BY BORROVER | NCOVE LEVELS*
Moder at e- M ddl e- Upper -
Low | ncone | ncone | ncone | ncone
Loan Type Borrowers Borrowers Borrowers Borrowers

Consumer
Total Nunber of Loans 27 23 25 25
Total Amount of Loans 23 17 42 18
Consuner Real Estate
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Total Amount of Loans 9 10 22 59

*Income level 1s determ ned based on the 1996 nedian famly i1 nconme of
$38, 600 for the Dul uth/Superior NBA

Total Nunber of Loans 11 14 29 ‘ 46

The tabl e shows that the bank's consuner lending is reasonable. According to
1990 census data, 25% of the households in the assessnment area are classified
as low incone, 17% as noderate incone, 20% as middl e i ncome, and 38% as upper
i ncome. The bank's | ending percentages for consumer |oans to | ow and
noder at e-i nconme househol ds (50% is slightly higher than the percentages of

t hese households in the assessnment area. Likew se, the percentage of |ending
to mddl e- and upper-incone borrowers is fairly representative of the

per cent age of such households in the assessnment area.

The tabl e al so indicates that the percentage of consuner real estate |oans
originated to | ow and noderate-income househol ds is bel ow the percentage of
such households in the assessnent area. This is attributable to a couple of
factors. First, bank nanagenent sells the majority of its consuner rea
estate | oans on the secondary market. As a result, it nmust foll ow secondary
mar ket underwriting standards and many | ow and noderate-i ncone people do not
meet such standards. Second, as previously discussed, a comunity contact
famliar with affordable housing in the area stated that Superior has an
oversupply of affordable housing. This situation would tend to denonstrate
weak demand for real estate |loans froml|ow and noderate-incone residents.

W al so note that the bank's 1995 HVDA data indicate that the bank origi nated
19 real estate loans to | ow and noderate-income individuals residing in the
assessment area. These |oans represent 22.4%of total |oans in the assessnent
area. Aggregate |enders made 421 |loans to | ow and noderate-incone residents,
representing 32.5%of total |oans. The bank's |ower percentage is due to its
size relative to other conpetitors and the inability to offer real estate |oan
prograns targeted to | ow and noderate-income borrowers

The bank has an excellent record of lending to small businesses inits
assessnent area. CRA defines a small business as one with | ess than

$1 million in gross annual revenues. Al of the small business | oans sanpl ed
had annual revenues of less than $1 million. O these |oans, 89% were nade in
ampbunt s under $100, 000. This distribution of small business |loans is
consistent with the bank's asset size, legal lending limt, and the overal
assessnent area's econom ¢ conditions.

As the preceding table shows, the percentage of consumer |oans reflects that
50% of the | oans originated and 40% of the anount borrowed were to | ow and
noder at e-i nconme borrowers. This |oan category was selected for the CRA sanple
because of the nunber of |oan originations during the |ast six nonths.

However, consuner |oans represent only 4% of the bank's total |oan portfolio.
Accordingly, exam ners applied greater significance to the small business and
consuner real estate | oan categories in assigning the rating for this

cat egory.

Based on the |level of small business |oans originated, and the | evel of
consuner and consuner real estate loans to | ow and noderate-incone

i ndi viduals, the bank neets the standards for satisfactory performance in this
cat egory.

GEOCGRAPHI C DI STRI BUTI ON OF LQANS

The distribution of the bank's | oans by incone | evel of geographi es throughout
its assessment area neets the standards for satisfactory performance. The
following table illustrates the distribution of the bank's | oans by different
geographies. As previously discussed, 1990 census data indicates that 4% of
the popul ation resides in the |l owincone census tracts, 20%in the noderat e-
incone tracts, and 76%in the m ddl e-i ncome census tracts.
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DI STRI BUTT ON OF LOANS TN THE ASSESSMENT AREA BY CENSUS |
TRACT | NCOVE LEVEL
Low Moder at e M ddl e

Loan Type I ncone I ncone I ncone
Consurner
Total Nunber of Loans 2% 13% 85%
Total Ampunt of Loans 1% 9% 90%
Consurrer Real Estate
Total Nunber of Loans 1% 20% 79%
Total Ampunt of Loans 1% 15% 84%
Smal | Busi ness
Total Nunber of Loans 8% 45% 47%
Total Ampunt of Loans 12% 41% 47%
*There are no upper-inconme census tracts in the bank's
assessnent area.

As di scussed previously, the assessnment area contains three census tracts that
are classified as low income, three tracts that are classified as noderate
income, and nine tracts that are classified as mddle i ncone. The assessnent
area does not include any upper-income census tracts. As discussed, small
busi ness and consuner real estate | oans account for 95% of the bank's | oan
portfolio.

The preceding table indicates that 53% of the small business | oans ori gi nat ed
and 53% of the total amounts borrowed for snmall business |oans were to snall
busi nesses located in the | ow and noderate-income census tracts. The
remai ni ng small busi ness | oans were originated in the m ddl e-i ncome census
tracts. As discussed previously, 24% of the assessnent area's popul ati on
resides in | ow and noderate-inconme census tracts. Since the noderate-incone
tracts conprise the bulk of the downtown area, this concentration is expected.

Based on the | oans that the bank has originated in its assessnent area, one
of every two small business | oans have been originated in the | ow and
noder at e-i ncome census tracts.

According to the table, 21%of the consuner real estate |oans originated and
16% of the anounts borrowed were in | ow and noderate-incone census tracts.
As di scussed, 24% of the population in the assessnent area resides in these
tracts. The percentage of consumer real estate |oans origi nated approxi mates
t he percentage of the assessnent area's | ow and noderate-i ncone popul ation
that resides in these tracts. There are 287 owner-occupi ed households in the
| owi ncone tracts and 1,635 owner-occupi ed househol ds in the noderate-incone
tracts. HVDA data indicate that all |enders nmade only 215 loans in these
tracts. The bank's 18 loans in the | ow and noderate-incone tracts represent
21% of its total loans in the assessment area. Aggregate |enders made 17% of
total loans in these geographies. As nmentioned, community contacts indicated
that there is an abundance of affordable housing in the assessnent area.

As for consuner |oans, the table reflects that 15% of the | oans origi nated and
10% of the dollars borrowed were to borrowers residing in the | ow and
noder at e-i ncone census tracts. The bank's consuner lending in | ow and

noder ate-i ncone tracts is |lower than the percentage of the popul ation in those
tracts.

As previously discussed, although consunmer |oans represent only 4% of the
bank's total l|oan portfolio, this | oan category was sel ected because of the
nunber of | oan originations over the |last six nmonths. Exam ners applied
greater significance to the small business and consuner real estate |oan
categories in assigning the geographic distribution rating.
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The bank's geographic distribution of |oans is reasonable. Although a |arge
per cent age of assessnent area small business |oans are in | ow and noderate-
inconme tracts, this pattern is reasonable since these tracts include the bul k
of the downtown area. Mreover, as noted previously, |ess than 40% of the
bank's smal|l business loans are within the assessnent area. This
concentration of this activity outside the assessment area m nim zes the
significance of the distribution of small business |oans within the assessnent
area. The distribution of consuner and real estate |oans through various
tracts appears reasonable in light of the demand for these products in the
geogr aphi es of various incomne |evels.

GENERAL

The eval uation did not reveal any practices that are inconsistent with the
substantive provisions of the fair I ending and fair housing | aws and

regul ations. The evaluation revealed mnor isolated violations of the
techni cal aspects of HVDA's Regulation C. Bank management agreed to correct
these violations. The bank has not received any CRA conplaints since the |ast
eval uati on.

10
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PUBLIC DISCLOSURE

January 27, 1997
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

F&M Bank-Superior
Name of Depository Ingtitution

095549000000
I dentification Number of Ingtitution

Superior, Wisconsin
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.



