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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

Al cester, Alcester, South Dakota, prepared by the Federal Reserve Bank of

M nneapolis, the institution's supervisory agency, as of April 29, 1996. The
agency rates the CRA performance of an institution consistent with the
provisions set forth in Appendix Ato 12 CFR Part 228.

INSTITUTION' S CRA RATING: This institution is rated " Qutstanding."

The bank's outstanding rating is based on several factors. First, the bank
has mai ntai ned a high | oan-to-deposit ratio since the previous eval uation
Second, it has a substantial majority of its small business/agricultural
consuner, and real estate loans in its assessnment area. Finally, it
underwites a significant portion of its loans to borrowers with | ow and
noder at e-i ncone | evel s and to businesses of different sizes.
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The following table indicates the perfornmance | evel of State Bank of Al cester,
Al cester, South Dakota, with respect to each of the five performance criteria.

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

St at e Bank of Al cester
Al cester, South Dakota

PERFORMANCE LEVELS

Exceeds
St andar ds
for
Satisfactory
Per f or mance

Satisfactory
Per f or mance

Meet s Does Not Meet
St andar ds St andar ds
for for

Satisfactory
Per f or mance

D fferent | 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 conplaints were received since the

previ ous 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 neet the credit
needs of the conmunities located in its assessment area. The bank's main
office is located in Al cester, South Dakota; it is the community's only
financial institution. It has two automated teller machines ("ATM') in
Beresford, South Dakota, and a third ATMin Al cester. The bank is also adding
drive-through deposit services to its main office.

According to the March 31, 1996, Report of Condition ("ROC'), the bank has
total assets of $54.3 million and total deposits of $46.1 mllion. |Its |oan
portfolio mx is 53%agricultural and agricultural real estate, 16% consuner,
15% consuner real estate, 14% commercial, and approxi mately 2% comercial rea
estate and other |oans. The bank's net |oans have renai ned stabl e since the
previ ous eval uation, ranging from$27.7 mllion to $30.6 nillion. Net |oans
as of March 31, 1996, are $29.5 mllion. However, the bank's total deposits
have increased as well; total deposits ranged from$44.2 mllion to $46.1
mllion during the sane tinme period. Bank managenent indicated that tota
deposits have increased as a result of interest rates perceived to be higher
than those of the bank's conpetitors. However, rate surveys have shown t hat
the bank's interest rates are equal to its conpetitors. Covernmental contacts
i ndi cated that a nunmber of small businesses and public entities bypass their
own |local financial institutions to deposit funds with the bank

Considering its asset size, the bank offers a remarkable variety of credit and
deposit products. For exanple, it offers several types of consuner | oans,
including five credit card prograns. Furthernore, it offers conventional
Federal Housing Adm nistration, Rural Econom c and Comunity Devel opment Rura
Housi ng, Veterans Admi nistration, South Dakota Housing Devel opment Authority,
hone i nprovenent, and multifamly nortgage | oans. The bank al so partici pates
in a nunber of South Dakota-guaranteed farm and small business | oan prograns.

DESCRI PTI ON OF THE ASSESSMENT AREA FOR STATE BANK OF ALCESTER, ALCESTER, SOUTH
DAKOTA

Located in the northeastern part of Union County, Al cester is close to the
lowa border. The community is approximately 40 mles southeast of Sioux
Falls, South Dakota. Sioux Falls is outside the bank's assessnment area but is
the largest city in the eastern part of South Dakota. The Sioux Falls
metropolitan statistical area ("MSA") enconpasses Lincoln County, which is
part of the bank's assessment area. Bank nanagenent indicated that because of
popul ation growh in Sioux Falls, it is possible that Union County m ght be

i ncorporated into the MSA in the future.

The bank's assessment area consists of four block nunbering areas ("BNA")
(201, 202, 9703, and 9704) and one census tract (104); it covers a two-state
area that enconpasses two counties in southeastern South Dakota and two
counties in northwestern lowa. The major towns in the assessnent area are

Al cester, South Dakota, and Akron and Hawarden, lowa. Alcester is located in
Uni on County, South Dakota. Akron and Hawarden are in the lowa counties of

Pl ymout h and Si oux, respectively.

According to 1990 census data, the assessment area has a total popul ation of
16, 652. Census data, bank staff, and community contacts all indicate that the
assessment area has been experiencing a popul ation increase. This is due to
popul ati on growth in Lincoln County, which borders Sioux Falls and is part of
the Sioux Falls MSA. The largest enployers in Al cester are a retirenment hone
with approximately 125 enpl oyees, a manufacturing conpany with 75 enpl oyees, a
service conpany with 50 enpl oyees, and the school systemw th approxi mately 50
enpl oyees.
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CRA divides incone into four categories: |owincone, noderate inconme, mddle
i ncome, and upper inconme. Because the majority of the bank's assessnent area
is not in an MSA, the categorization of a borrower or geography'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 median famly income, while noderate-incone individuals have
i nconmes 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 nonmetropolitan nedian i ncome. An individua
with an incone that is 120% or nore of the statew de nonnetropolitan nmedi an

i ncome is considered upper income. BNAs and census tracts are classified
using simlar categories based on the level of the nedian famly incone in the

geogr aphy.

The BNAs and census tract in the assessment area are classified as mddl e

i ncone. The assessnent area's nedi an household incone is $22,677; its nedi an
famly income is $27,206. According to 1990 census data, the nedian famly
incone for the statew de nonnetropolitan areas of South Dakota is $25,547 and
of lowa is $29,303. The 1990 census data indicate that 24% of the assessnent
area' s households are | ow i ncome, 17% are noderate incone, 22% are m ddl e

i ncome, and 37% are upper incone. The mnority popul ati on of the assessnent
area is only .5%of the total population

The assessnent area's econony is based on agricultural production. However,
there are a nunber of small retail businesses in Alcester that provide stable
enpl oyment. A primary need in the assessnent area has been residenti al
housing in Alcester. In an attenpt to neet this need, the bank sold a parce
of real estate to a devel opment corporation. The corporation made
infrastructure inprovenments and sold the individual lots to | ocal residential
devel opers.

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A
The bank has done an outstanding job of neeting the credit needs in its
assessment area. The criteria detailed bel ow were reviewed in determning

this rating.

Loan-to-Deposit Rati o Anal ysis

The bank's lending in its assessnent area exceeds the standards for
satisfactory perfornmance. The quarterly average of the bank's | oan-to-deposit
rati o since the previous evaluation is 66% The follow ng chart, based on
quarterly ROC data, reflects that the | oan-to-deposit ratio has been
consistently nore than 60% since the |ast eval uation

Net Loans Deposits Loan-t o- Deposi t

Dat e (I'n thousands) (I'n thousands) Rati o
March 31, 1996 $29, 525 $46, 150 64%
Decenber 31, 1995 $30, 033 $45, 447 66%
Sept enber 30, 1995 $30, 652 $44, 096 70%
June 30, 1995 $29, 115 $44, 077 66%
March 31, 1995 $27, 728 $42, 250 66%
Decenber 31, 1994 $28, 998 $44, 203 66%
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The bank's net |oans have renained relatively stable since the previous

eval uation. Furthernore, the deposits have increased since the previous

eval uation. The bank attributes this growh to the addition of customers who
have noved their accounts fromconpetitors. The bank's |oan-to-deposit ratio
does not include a nunber of residential real estate |oans sold on the
secondary market since the previous eval uation

The tabl e bel ow shows how ot her banks in the assessnment areas conpare with the
subject bank in terns of total assets and quarterly average | oan-to-deposit
ratio.

Nane Total Assets Loan-to-Deposit Ratio
Subj ect Bank $54, 283, 000 66%
Conpetitor A $27, 674, 000 68%
Conpetitor B $24, 109, 000 75%
Conpetitor C $13, 663, 000 86%
Conpetitor D $23, 258, 000 66%

The bank's 66% | oan-to-deposit ratio is on the I ow end of the spectrum
However, as noted above, the bank sold several secondary narket real estate

| oans since the previous evaluation. The previous evaluation reflected the
same | oan-to-deposit ratio pattern anong the same conpetitor banks. The bank
indicated that it has had very little |loan growh, but continues to attract
deposits. Governnental contacts confirmed that the bank attracts deposits
fromvarious public entities that bypass their local financial institutions.
Based on its asset size, the bank offers a remarkable variety of credit
products for its custoners. In addition, conpetition for |loans is also

provi ded by a nunber of large financial institutions located in Sioux Falls,
Sout h Dakota. Many of these institutions do not conpete with the bank for
deposit custoners. Based on the strong conmpetition for |oans, the bank's size
relative to its direct competitors, and the sale of |oans, the | oan-to-deposit
rati o exceeds standards for satisfactory.

Lendi ng i n Assessnment Area

The bank's lending in its assessnent area exceeds the standards for
satisfactory perfornmance because a | arge percentage of its loans are inits
assessment area. A review of a statistical sanple of bank |oans originated in
the past six nonths reveals that a substantial mjority of them were nmade

i nside the assessnent area. Exam ners reviewed the bank's three major |oan
product categories (agricultural/small business, consuner, and consuner rea
estate) by analyzing the nunber and doll ar anount of new | oans origi nated

i nsi de and outside the assessnent area.

The tabl e bel ow shows the percentage of the total nunber and dollar vol ume of
reviewed | oans that were inside the assessnent area.

Percent age of Loans in the Assessnent Area

Maj or Loan Product Lines Total Number of Loans Total Amount of Loans

Agricul tural /Smal | Busi ness 85% 92%
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Consurmer 75% 62%

Consuner Real Estate 81% 72%

The bank originated a sizable nunber of |oans and total dollar volunme of |oans

inits assessnment area. This is particularly true for agricultural and smal

busi ness | oans which represent 67% of the bank's | oan portfolio. The

percent ages for consuner |oans are affected by the bank's | ending to borrowers

who reside in Sioux Falls, South Dakota. Although the bank has sonme customers

inthe Sioux Falls area, the bank is |located nore than 40 miles fromthe city.
In addition, Sioux Falls is a very conpetitive consuner banking narket.

Lending to Borrowers of Different Inconmes and to Businesses of Different Sizes

The bank's lending to borrowers of different incones and to busi nesses of

di fferent sizes exceeds the standards for satisfactory performance. The bank
provides a significant portion of its loans to | ow and noderate-i ncone
borrowers and to small businesses and farnms. The incone |evel of consunmer and
consuner real estate |loans is determ ned based on the nonmetropolitan nmedi an
famly income for the state in which the consuner resides. The bank's
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distribution of loans in its assessnent area by incone level is illustrated in
the followi ng chart.

Distribution of Loans in the Assessnment Area by Borrower Income Level *

Low Moder at e M ddl e Upper

| ncone | ncone | ncone | ncone
Consuner :
Per cent age of 48 35 8 9
Total Loans
Per cent age of 37 42 7 14
Total Loan
Amount s
Real Estate:
Per cent age of 15 22 33 30
Total Loans
Per cent age of 4 24 33 40
Total Loan
Amount s

*Income |l evel is determ ned based on the 1995 statew de nedian famly incone
of $30,100 for South Dakota and $34,400 for lowa. The 1995 Sioux Falls MsA
medi an fanily incone is $40, 500.

The data in the table indicate that the bank provi ded 83% of the consuner and
37% of the consuner real estate loans to | ow and noderate-incone individuals.
Overall, these percentages nmeet or exceed the percentage of [ow and
noder at e-i ncone individuals who live in the assessnment area. As previously
ment i oned, approxi mately 38% of the assessnent area's househol ds are
classified as | ow and noderate i ncone. The bank's percentages of |oans
origi nated and amounts borrowed for consuner |oans significantly exceed the
per cent age of these households in the assessment area. The percentage of
originated consuner real estate |oans equals this percentage. However, it
shoul d be noted that the bank originates and sells consuner real estate |oans
on the secondary market. Consuner real estate |oans that are sold on the
secondary market often follow a nore stringent underwiting criteria than
| oans which are maintained with the bank.

The bank lends to snall business and agricultural borrowers. Al but one of
the bank's agricultural and small business |oans were provided to entities or
individuals with total gross annual revenues of less than $1 mllion. This
distribution of agricultural and small business loans is consistent with the
bank's asset size, legal lending limt, and the overall assessnent area
econom c conditions. Alnost all the comrercial and agricultural |oans

revi ewed during the evaluation had | oan amounts of |ess than or equal to
$100, 000. Specifically, 96% of these |oans had anounts of |ess than or equal
to $100,000. The renmining 4% of the |oans have | oan anobunts split evenly
bet ween the $100, 000 to $250, 000 | oan anount category and the $250, 000 to

$1 nmillion | oan anount category. The substantial |evel of consumer lending to
| ow and noderate-incone individuals and to small farnms exceeds standards for
satisfactory perfornance.

Ceographic Distribution of Loans

The geographic distribution of |oans in the assessnment area neets the
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standards for satisfactory performance. The bank's assessnent area includes
four m ddl e-i ncone BNAs and one m ddl e-i ncone census tract. Consequently, al
|l oans originated in the assessnent area are in mddle-income BNAs or tracts.
No further analysis is required. There is no reason to believe that any | ow
or noderate-income BNAs or census tracts should be added to the bank's
assessnment ar ea.

CGener a

The eval uation did not reveal any violations of the substantive or technica
provi sions of the fair housing and fair lending | aws and regulations. In
addi tion, the bank has not received any CRA conplaints since the |ast

eval uati on.
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PUBLIC DISCLOSURE

April 29, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

State Bank of Alcester
Name of Depository Ingtitution

094600300000
I dentification Number of Ingtitution

Alcester, South Dakota
Address of Institution

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,
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or opinion of the federal financial supervisory agency concerning the safety and soundness of this
financial ingtitution.



