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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 community, 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 Security Bank

M nnesota, Al bert Lea, Mnnesota, prepared by the Federal Reserve Bank of
M nneapolis, the institution's supervisory agency, as of Novenber 18, 1996
The agency rates the CRA performance of an institution consistent with the
provisions set forth in Appendix Ato 12 CFR Part 228

I NSTI TUTION' S CRA RATING: This institution is rated " Satisfactory."”

Several factors support the bank's satisfactory CRArating. First, the bank
has mai ntai ned a very good | oan-to-deposit ratio since the |ast eval uation
Second, it nakes a majority of its loans to residents and businesses in its
assessnment area. Third, it has a reasonable distribution of loans to
borrowers of different incones and busi nesses of different sizes. Finally, it
makes a reasonabl e percentage of its loans to residents in the noderate-incone
census tract in its assessnment area.
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The followi ng table indicates the perfornmance | evel of Security Bank
M nnesota, Al bert Lea, Mnnesota, with respect to each of the five performance
criteria.

SECURI TY BANK M NNESOTA

SMALL | NSTI TUTI ON ALBERT LEA, M NNESCTA
ASSESSVENT CRI TERI A PERFORVANCE LEVELS
Exceeds Meet s Does Not Meet
St andar ds St andar ds St andar ds
for for for

Satisfactory Satisfactory Satisfactory
Per f or mance Per f or mance Per f or mance

Loan-to-Deposit Ratio X

Lendi ng i n Assessnment Area X

Lendi ng to Borrowers of X

Different |Incone Levels and

to Busi nesses of Different

Si zes

Ceographic Distribution of X

Loans

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 its size and financial condition, the bank is able to nmeet the credit
needs of its assessnment area effectively. The bank was rated satisfactory in
hel ping to neet the credit needs of its conmunity at its previous CRA

eval uation. The bank operates two full-service offices: the main office is
in Al bert Lea, Mnnesota, and a branch office is in Austin, Mnnesota. In
addi tion, the bank maintai ns deposit-accepting automated teller machi nes
("ATM') at each office and a stand-al one, cash-dispensing ATMin A bert Lea.
The bank has not opened or closed any offices since the I ast eval uation.

According to its Septenmber 30, 1996, Report of Condition ("ROC'), the bank's
assets totaled approxinately $68.9 million. The Septenber 30, 1996, RCC

i ndicates that the bank is primarily a commercial |ender; approximtely 48.2%
of its loan portfolio is conposed of comrercial or conmercial-related | oans.
The bal ance of the bank's | oan portfolio is conposed of 32.0% consuner, 15.1%
consuner real estate, 3.4%agricultural, and 1.3%other |oans. The
conposition of the bank's |oan portfolio reflects the | evel of denmand for
specific types of |loans by residents of the assessnent area

The bank offers a variety of |oan products that serves the credit needs of
area residents. Commercial custonmers nmay obtain conventional |oans for

equi pnent, business start-up funds, accounts receivable financing, inventory,
and commercial real estate purposes. The bank is also certified to offer

sel ected Small Business Adm nistration ("SBA") loan prograns. |n addition

the bank participates in the State of Mnnesota's Capital Access Program
("MCAP"). This programfosters econom c grow h by encouraging private |ending
institutions to lend to small- and nedi um si zed busi nesses.

For consuner real estate |oans, the bank provides several conventional rea
estate | oan products for purchase, refinance, and hone inprovenent purposes.
The bank is certified to offer selected | oan prograns for the Departnent of
Vet erans Affairs, Federal Housing Adm nistration, and M nnesota Housi ng

Fi nance Agency ("MHFA"). Through the MHFA, the bank offers First-Ti me Hone
Buyer, the Great Mnnesota Fi x-up Fund, and the Home Energy Loan prograns.
The Great M nnesota Fix-up Fund | oans are targeted to honeowners with gross
annual househol d i ncomes of $44,000 or less. The bel ownmarket interest rates
on these | oans are based on the annual househol d i ncone. Honmeowners with

| ower incomes pay a lower interest rate. The bank actively offers consuner
real estate loans that it sells on the secondary market. The bank does this
to provide custoners with real estate | oan products with conpetitive interest
rat es.

Finally, the bank offers a wide array of consumer |oans, including autonobile
purchase, debt consolidation, and nobile home purchase | oans. Its open-end
credit products include overdraft protection credit lines, hone equity lines
of credit, and credit cards. The bank refers guaranteed student |oans to a
student | oan conpany based in Wst Des Mines, lowa. The bank's |oan products
appear appropriate for its community's credit needs.
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DESCRI PTI ON OF SECURI TY BANK M NNESOTA' S ASSESSMENT AREA

Al bert Lea is 55 mles southwest of Rochester, Mnnesota, and 100 mles south
of the M nneapolis-St. Paul, Mnnesota, netropolitan area. Approxinmately
18,448 people reside in Albert Lea. The branch office in Austin, which has a
popul ati on of about 22,000, is 20 mles east of Al bert Lea.

The bank has defined its assessnent area as Freeborn and Mower counties in
M nnesota. Based on the 1990 census, the popul ation for Freeborn and Mwer
counties is approximately 33,060 and 37, 385, respectively. The assessnent
area contai ns bl ock nunbering areas ("BNA") 9801, 9802, 9803, 9804, 9805,
9806, 9807, 9808, 9809, and 9810 in Freeborn County and census tracts 1. 00,
2.00, 3.00, 4.10, 6.00, 8.00, 9.00, 10.00, 12.00, 13.00, and 14.00 in Mower
County. Census tract 4.10 is designated a noderate-incone area, while

BNA 9804 and census tract 2.00 are designated upper-incone areas. The
remai ni ng BNAs and census tracts are considered m ddl e-i nconme areas. The
bank's Al bert Lea office is in BNA 9806 and its Austin office is in census
tract 4.10, the noderate-incone tract.

CRA divides inconme levels into four categories: |ow, noderate, mddle, and
upper. Because the bank's assessnent area is not in a metropolitan
statistical area, the categorization of a borrower or geography's incone is
determned relative to the statew de nonnetropolitan nedian fam ly incone.
Lowi ncone i ndivi 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 anobunt. The regul ation
defines a mddl e-incone individual as one with an incone at |east 80% but |ess
than 120% of the statew de nonnetropolitan nedian famly incone. An

i ndi vidual with an inconme that is 120% or nore of the statew de
nonnetropolitan median famly income is considered an upper-inconme person
BNAs and census tracts are classified using simlar categories based on the
| evel of the nmedian famly income in the geography. Based on 1990 census
data, M nnesota's statew de nonnetropolitan nedian fanmly inconme is $28, 933.

Based on 1990 census data, the bank's assessnent area has 70, 445 resi dents,
its median famly inconme is $29,387, and its medi an househol d i ncone is
$24,227. O the 28,053 households in the assessnent area, 21.5%are | ow

i ncome, 16.6% are noderate i ncone, 20.8% are mddl e i ncone, and 41. 0% are
upper income. Approximately 7.3%of the assessnent area's famlies and 11.4%
of its househol ds have incomes bel ow t he poverty |evel

The majority of the assessment area's residents live in mddle-inconme BNAs and
census tracts. Specifically, 84.5%of the residents live in mddle-incone
BNAs and census tracts, 9.0%live in the upper-incone BNA and census tract,
and 6.5%Ilive in the noderate-incone census tract. The assessnent area has no
| ow-i ncome BNAs or census tracts.

The econony in A bert Lea is diversified, stable, and growing steadily. The
city's largest enployer, a shelving manufacturer, has approximately 900
workers. Oher large enployers are related to the health care industry and
the local educational system The city also has several smaller businesses
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t hat each empl oy 100 people or fewer in the manufacturing, food processing,
and retail industries. The population in Albert Lea is considered stable.

Austin's econony is dom nated by a | arge nmeat processing conpany. The econony
is considered diversified, growing, and stable. A comunity contact
attributed Austin's overall economc growh to it being home to the corporate
headquarters of a large international conmpany. The conpany brings in new jobs
at the managenent |evel, which helps the |ocal econony by addi ng consuners to
t he popul ati on. The downtown retail environnment has declined in the past few
years because of the increase of shopping nmalls outside the downtown area.

Exam ners contacted two nenbers of the comunity famliar with the business
devel opnent needs of the assessnment area as part of the bank's CRA eval uation
Information received fromthese contacts was relied on to help evaluate the

bank' s CRA performance.

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. Mich of the analysis below is based on a statistical sanple
of 167 consunmer and 118 small business |oans. The criteria detailed bel ow
were reviewed in determning this rating.

LOAN- TO DEPCSI T RATI O ANALYSI S

The bank's | oan-to-deposit ratio neets the standard for satisfactory
performance. Based on quarterly ROC data, the bank's average net | oan-to-
deposit ratio since the previous evaluation is 76% The foll owi ng chart,
based on quarterly ROC data since the previous eval uation, shows that the
bank's net |oan-to-deposit ratio has ranged from 74%to 81% According to the
June 30, 1996, Uniform Bank Perfornmance Report, the bank's net | oan-to-deposit
ratio is 78.19% which places the institution in the 83rd percentile of its
peer group.

NET LQANS DEPCSI TS NET LOAN-TO
DATE (I'n thousands) (I'n thousands) DEPCSI T RATI O
March 31, 1995 $38, 050 $51, 112 74%
June 30, 1995 $39, 875 $53, 436 75%
Sept enber 30, 1995 $41, 278 $54, 935 75%
Decenber 31, 1995 $42, 769 $56, 076 76%
March 31, 1996 $45, 242 $60, 350 75%
June 30, 1996 $46, 546 $59, 532 78%
Sept enber 30, 1996 $49, 202 $61, 102 81%

The bank's average | oan-to-deposit ratio is conparable to the quarterly
average ratios of many of its |ocal conpetitors. Based on quarterly ROC data
from March 31, 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.
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TOTAL ASSETS QUARTERLY AVERAGE
( Sept enber 30, LOAN- TO DEPCSI T
BANK and LOCATI ON 1996) RATI O

(I'n thousands)
Security Bank M nnesota $68, 990 76%
Al bert Lea, M
Conpetitor A $59, 913 92%
Conpetitor B $108, 688 71%
Conpetitor C $18, 832 74%
Conpetitor D $17, 045 87%

In addition to the conpetitor banks |isted above, several credit unions,

savi ngs banks, and nonbank entities extend credit to residents and busi nesses
wi thin the bank's assessnent area. There are also several branches of |arger
regi onal banks, for which local |oan-to-deposit ratio information is not

avail able. The many financial institutions operating within the bank's
assessment area create a very conpetitive credit market for the types of |oans
offered by the bank. As reflected by the conpetitor data, it appears that the
demand for credit in the Albert Lea and Austin nmarket is strong, and | oca
banks are willing to extend credit to fulfill the needs of |ocal residents and
busi nesses. As the conpetitor data above show, the bank does not conpete

agai nst many simlarly sized banks in the assessnment area. The bank's
quarterly average | oan-to-deposit ratio is roughly in the mddle of this
group. The bank's |oan-to-deposit ratio, however, is lower than two of its
smal | er conpetitors.

The bank's | oan-to-deposit ratio does not reflect its sale of residential rea
estate |l oans to the secondary | oan market. Though the bank actively engages
inthis activity, its loan-to-deposit ratio would increase slightly if such

| oans were included in its total |oans.

The bank has experienced significant growh in its loan portfolio since the

| ast evaluation. On March 31, 1995, the bank's net |oans, exclusive of |oans
sold on the secondary nmarket, total ed approximately $38 million. By

Sept enber 30, 1996, the |loan portfolio had increased by 29%to approxi nat ely
$49 nillion. Its ROC data show that the bank has consistently increased the
size of its loan portfolio each quarter since the last evaluation. It has
acconplished this continuous growh by actively marketing for new | oan
custoners, in addition to maintaining and increasing | oan volune with existing
custoners. Many of the bank's |local competitors have sustained simlar |oan
grow h during the sane period.

In addition to the bank's | oan-to-deposit ratio being above its peer group and
several |ocal conpetitors, the bank has nade several MHFA nortgage and hone

i nprovenent | oans since the |last evaluation. The bank al so nade a nunber of
conmuni ty devel opnent | oans since the |ast evaluation. In addition, community
contacts indicated that the bank is responsive to the credit needs of the
conmuni ty; they are unaware of any unnet |ocal credit needs. Based on these
facts, the bank's loan-to-deposit ratio neets satisfactory standards.

LENDI NG I N THE ASSESSMENT AREA

A review of a statistical sanple of |oans originated by the bank from at | east
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the last six nonths preceding the evaluation reveals that a majority 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
amount in each mgjor | oan category.

PERCENTAGE OF LOANS | N THE ASSESSMENT AREA
Total Nunmber Total Anount
Loan Product of Loans of Loans
Smal | Busi ness 73% 54%
Consuner 74% 73%

As noted in the table, the majority of the bank's | oans are within the
assessment area. Further, many | oans outside the bank's assessnent area are
to borrowers in neighboring communities. Bank managenent al so stated that
some borrowers noved fromthe area but maintained their banking rel ationshi ps,
whi ch in sone cases includes |loans. This level of concentration in the
assessment area neets 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 lending to borrowers of different incones and to busi nesses of
different sizes nmeets 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. The follow ng table shows the percentage
of consuner | oans nade to borrowers of different incone levels in the bank's
assessnment ar ea.

DI STRI BUTI ON OF LOANS BY BCORROAER | NCOVE LEVEL
IN THE ASSESSMENT AREA*

Low Moder at e M ddl e Upper
Loan Type I ncone I ncone | ncone I ncone

CONSUVER
Percent age of Total Loans 24% 24% 30% 23%
Per cent age of Total Loan Amounts 10% 23% 29% 26%

*Income Tevel is determ ned based on M nnesota's 1995 nonnetropolitan nedi an
fam |y i nconme of $34, 100.

The data in the table indicate the bank provided 48% of the sanpl ed consuner

| oans to | ow and noderate-income individuals who live in the assessnent area.
As previously nmentioned, approximately 38% of the assessment area's
househol ds are classified as | ow and noderate incone. This |evel of consuner
lending to | ow and noderate-incone individuals is reasonabl e and approxi mat es
the percentage of these individuals living in the assessnent area. In

addi tion, the bank made a nuch snall er percentage of |oans to upper-incone
borrowers (23%, as conpared with the percentage of upper-inconme househol ds in
t he assessnent area (41%.

The bank al so has a very good record of lending to small businesses. Nearly
95% of the comercial loans in the sanple were provided to small businesses or
individuals with total gross annual revenues of $1 mllion or less. In
addition, 98% of these |oans had anbunts |l ess than or equal to $100,000. This
distribution of small business loans is consistent with the bank's asset size,
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legal lending limt, and the overall assessnment area econonic conditions.

Based on the |level of consuner lending to | ow and noderate-income borrowers
relative to the representation of those individuals in the community and the
nunber of small business | oans extended, the bank neets the standards for
satisfactory perfornance.

GEOCGRAPHI C DI STRI BUTI ON OF LQANS

The distribution of the bank's | oans in geographies of different income |evels
i s reasonabl e and neets the standards for satisfactory performance. The table
i ndi cates the bank's | oan penetration in the assessnent area's noderate -,

m ddl e-, and upper-income BNAs and census tracts.
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DI STRI BUTI ON OF LOANS | N ASSESSMENT AREA
BY BNA OR CENSUS TRACT | NCOVE LEVEL*

Type of Loan Moder at e | ncome M ddl e I ncone | Upper | ncone
SVALL BUSI NESS

Total Number of Loans 12% 83% 6%
Total Anmount of Loans 18% 75% 6%
CONSUVER

Total Number of Loans 6% 87% 7%
Total Anmount of Loans 5% 88% 7%

*The bank'™s assessnent area does not contain any [owincome BNAs or
census tracts.

As previously discussed, the bank's assessnent area includes one noderat e-

i ncome census tract, 18 m ddl e-i ncome BNAs and census tracts, and two upper-

i ncone BNAs and census tracts. The noderate-incone tract is |ocated in south-
central Austin and represents 6.5% of the assessnent area's popul ation

Di scussions w th bank managenent indicate that other assessment area banks
have targeted their marketing efforts to | arger comercial businesses in

Al bert Lea and Austin. Conversely, the bank's primary marketing efforts have
been directed to small businesses and individual consuners considered to be in
the "blue collar" segment of the popul ation. These narketing efforts are

evi denced by the geographic distribution of its |oans. Despite the high
degree of conpetition, both consumer and small business |oan |levels are well
proportioned to the assessnent area's percentage of persons living in the
noder at e-i ncone census tract. The bank's lending in mddle- and upper-incone
BNAs and census tracts al so conpares favorably with the percentage of
residents living in these areas.

According to community nmenbers contacted during the evaluation, there are no
unnet credit needs. Overall, considering the bank's lending in the noderate-
i ncome census tract, its lending in the various geographies of its assessnent
area i s reasonable and neets the standards for satisfactory performance.

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

the fair housing and fair lending | aws and regul ati ons. The bank has not
recei ved any CRA conplaints since the previous eval uation
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PUBLIC DISCLOSURE

November 18, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

Security Bank Minnesota
Name of Depoditory Ingtitution

092701060000
I dentification Number of Indtitution

Albert Lea, Minnesota
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.



