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Forward-Looking Statements

Meta Financial Group, In@, (“Meta Financial” or “the Company” or “us”) antsiwholly-owned subsidiary, MetaBank™ (the “Bart(”
“MetaBank”), may from time to time make written oral “forward-looking statementsijticluding statements contained in this Annual Repo
Form 10-K, in its other filings with the Securitiard Exchange Commission (“SECI),its reports to stockholders, and in other comitations b
the Company, which are made in good faith by then@any pursuant to the “safe harbprovisions of the Private Securities Litigation Bafi Act
of 1995.

" ou LT " ou LTS HNTH

You can identify forward-looking statements by weslich as “may,” “hope,” “will,” “should,” “expect,’plan,” “anticipate,” “intend,”
“believe,” “estimate,” “predict,” “potential,” “cotinue,” “could,” “future” or the negative of those terms or other words wiilair meaning. Yo
should read statements that contain these wordsfullgr because they discuss our future expectationsstate other “forward-looking”
information. These forward-looking statementsunde statements with respect to the Compabgliefs, expectations, estimates, and intentioa
are subject to significant risks and uncertaintes] are subject to change based on various factonse of which are beyond the Company’
control. Such statements address, among other§ltbeing subjects: future operating results; ocuser retention; loan and other product dem
important components of the Compasyalance sheet and income statements; growth xgrahsion; new products and services, such as
offered by MetaBank™ (the “Bank”) or Meta Paymentsms® (“MPS”),a division of the Bank; credit quality and adequadyreserve:
technology; and the Company’'s employees. The fatigwfactors, among others, could cause the Compafigancial performance to dif
materially from the expectations, estimates, amehitions expressed in such forwdodking statements: the strength of the UnitedeStaconom
in general and the strength of the local econorimieghich the Company conducts operations; the &ffe€ and changes in, trade, monetary,
fiscal policies and laws, including interest ratdigies of the Board of Governors of the Federaddtee System (the “Federal Reserva§,well a
efforts of the United States Treasury in conjunctigith bank regulatory agencies to stimulate thenemy and protect the financial syst
inflation, interest rate, market, and monetary tilations; the timely development of and acceptasfoeew products and services offered by
Company as well as risks (including reputational tigation) attendant thereto and the perceiveerall value of these products and service
users; the risks of dealing with or utilizing thipdrty vendors; the scope of restrictions and ccanpk requirements imposed by the superv
directives and/or the Consent Orders entered iptthé Company and the Bank with the Office of Tih8tipervision (the functions of which w
transferred to the Office of the Comptroller of Berrency (“OCC")and the Federal Reserve) and any other such aetioich may be initiated; tt
impact of changes in financial servicdais and regulations, including but not limitedcor relationship with our regulators, the OCC ahe
Federal Reserve; technological changes, includirgnbt limited to the protection of electronic §iler databases; acquisitions; litigation ris
general, including but not limited to those risksdlving the MPS division; the growth of the Companbusiness as well as expenses re
thereto; changes in consumer spending and savhitshand the success of the Company at managihgatecting assets of borrowers in default.

" ou " ow“

The foregoing list of factors is not exclusive. diibnal discussions of factors affecting the Compa business and prospects
contained in the Company'’s periodic filings witletSEC. The Company expressly disclaims any irdenbligation to update any forwatdeking
statement, whether written or oral, that may beerfaam time to time by or on behalf of the Companyts subsidiaries.

Available Information

The Company’s website address is www.metabank.cbine. Company makes available, through a link with SECS EDGAR databas
free of charge, its annual report on Form 10-K,rtprby reports on Form 10-Q, current reports onnkr&K, amendments to those reports filer
furnished pursuant to Section 13(a) or 15(d) of $eeurities Exchange Act of 1934 (the “Exchange”A@nd beneficial ownership reports
Forms 3, 4, and 5. The information found on thenany’s website is not incorporated by reference indhiany other report the Company file
furnishes to the SEC.
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PART I
ltem 1. Business
General

Meta Financial, a registered unitary savings armah loolding company, is a Delaware corporation,pifiecipal assets of which are all
issued and outstanding shares of the Bank, a fedavings bank, the accounts of which are insunedouapplicable limits under the Dept
Insurance Fund (“DIF”) of the Federal Deposit Irsge Corporation (“FDIC”")Unless the context otherwise requires, refereneesir to th:
Company include Meta Financial and the Bank, ahgldisidiaries on a consolidated basis.

The Bank, a wholly-owned full service banking sdimiy of Meta Financial, is both a commundsiented financial institution offering
variety of financial services to meet the needthefcommunities it serves and a payments compaatyptvides services on a nationwide basi
further described below. The principal businesshef Bank has historically consisted of attractietpil deposits from the general public
investing those funds primarily in one- to four-fmresidential mortgage loans, commercial and rfaltnily real estate, agricultural operations
real estate, construction, and consumer and conmetherperating loans primarily in the Bamskmarket areas. The Bank also purchases
participations from time to time from other finaakinstitutions, but presently at a lower level qg@red to prior years, as well as mortgageke«
securities and other investments permissible uagplicable regulations.

In addition to its communitpriented lending and deposit gathering activitie2004, the Bank created a division known as MRetgmer
Systems (“MPS”)which issues prepaid cards, provides consumer tcpedducts, sponsors ATMs into various debit nekspiand offers oth
payment industry products and services. Througladtivities, MPS generates both fee income and &wd noeost deposits for the Bank.
noted in the “Management’s Discussion and AnalgéiBinancial Condition and Results of Operationgtiich is included in Item 7 of this Annt
Report on Form 10-K, MPS continues to expand arglayp a significant role in the Company’s finangielrformance.

The Company’s revenues are derived primarily fromeriest on commercial and residential mortgagesioarortgagésacked securitie
fees generated through the activities of MPS, oitegstments, consumer loans, agricultural opegdtians, commercial operating loans, inc
from service charges, loan origination fees, amaah Igervicing fee income.

Meta Financial owned Meta Trust Company (“Meta Tisa South Dakota trust corporation. Meta Trust, ldisfaed in April 2002 as
South Dakota corporation and a wholiwned subsidiary of Meta Financial, provided a falhge of trust services. On September 30, 20k
Company sold Meta Trust.
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First Midwest Financial Capital Trust, also a wiedwned subsidiary of Meta Financial, was establisheduly 2001 for the purpose
issuing trust preferred securities.

Meta Financial and the Bank are subject to comprgilie regulation and supervision. See “Regulatimarein.

The principal executive office of the Company isdted at 5501 South Broadband Lane, Sioux FallsthSBakota 57108. Its telephc
number at that address is (605) 782-1767.

Market Areas

The Bank has four market areas and the MPS divigdorthwest lowa (“NWI”), Brookings, Central lowdCI”), and Sioux Empir
(“SE”). The Banks home office is located at 121 East Fifth Stree$torm Lake, lowa. NWI operates two offices inr8t Lake, lowa. Brooking
operates one office in Brookings, South Dakota.orates a total of six offices in lowa: Des Msr(3), West Des Moines (2) and Urbandale
operates three offices and one administrative effic Sioux Falls, SD. MPS, which offers prepaiddsaand other payment industry products
services nationwide, operates out of Sioux Falieit!$ Dakota and has an administrative office in Gmaebraska. See “Meta Payment Sys@ms
Division.”

The Bank has a total of twelve full-service branoffices, and one non-retail service branch in Meisphennessee.

The Companys primary commercial banking market area inclutiesidwa counties of Buena Vista, Dallas and Paik, the South Dako
counties of Brookings, Lincoln, Minnehaha and Moodgwa ranks 10" and South Dakota 1% in “The Best States for Business
Careers” Forbes.com, November 2011). lowa has low corpdreteme and franchise taxes. South Dakota hasormprate income tax, perso
income tax, personal property tax, business invgrtx, or inheritance tax.

Storm Lake is located in low&’'Buena Vista County approximately 150 miles noesiwof Des Moines and 200 miles southwe:
Minneapolis. Like much of the state of lowa, Stotake and the surrounding market area are highpedéent upon farming and agricultt
markets. Major employers in the area include Budfista Regional Medical Center, Tyson Foods, Saee L[Foods, and Buena Vi
University. The Northwest lowa market operates bifices in Storm Lake.

Brookings is located in Brookings County, South Btak approximately 50 miles north of Sioux FallsdaRO0 miles west
Minneapolis. The Bank’s market area encompasspogimately a 60wile radius of Brookings. The area is generallsakuand agriculture is
significant industry in the community. South Dakdtate University is the largest employer in Bingk. The community also has sev
manufacturing companies, including 3M, Larson Maetidiring, Daktronics, Falcon Plastics, Twin CitynFand Rainbow Play Systems, Inc.
Brookings market operates from an office locateddawntown Brookings.

Des Moines, lowa capital, is located in central lowa and is thitipal, economic and cultural capital of the staf@es Moines was rank
4thin “The Best Places for Business and Caredfstifes.com, June 2012). The Des Moines marketeme@mpasses Polk County and surrour
counties. The Bank’Central lowa main office is located in the hedrtiowntown Des Moines. The Urbandale office imihigh growth area ju
off 1-80 at the intersection of two major streefhe West Des Moines office operates near a trgfific intersection, across from a major shop
mall. The Ingersoll office is located near therhed Des Moines, on a major thoroughfare, in asddy populated area. The Highland Park fac
is located in a historical district approximatelyef minutes north of downtown Des Moines. The dar€reek office is located near Jordan C
Town Center in West Des Moines, one of the fagiestving communities in the State of lowa and theakr Des Moines area. The Des Ma
metro area is a center of insurance, printing,nfiea retail and wholesale trades as well as inguptoviding a diverse economic base. M
employers include Principal Life Insurance Compdowa Health — Des Moines, Mercy Hospital Medicain@r, HyVee Food Stores, Inc., City
Des Moines, United Parcel Service, Nationwide Mutmaurance Co., Pioneer Hi Bred International Jremd Wells Fargo. Universities ¢
colleges in the area include Des Moines Area Conityu@ollege, Drake University, Simpson College, Ddsines University, Grand Vie
College, AIB College of Business, and Upper lowavdrsity. The unemployment rate in the Des Moinextro area was 4.50% as of Septer
2012.
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Sioux Falls is located at the crossroads of Iniest29 and 90 in southeast South Dakota, 270 solahwest of Minneapolis. The Sic
Falls market area encompasses Minnehaha and Liccointies. The main branch is located at the highwth area of 51 and Western. Oth
branches are located at 3and Minnesota and the intersection of 12th and Eouy OnForbes’ June 2012 list of The Best Small Places
Business and Career$§foux Falls ranked No. 1 among the best smallitidajor employers in the area include SanforditHeAvera McKenna
Hospital, John Morrell & Company, Citibank (Soutlak®ta) NA, and HyYee Food Stores. Sioux Falls is home to Augustaollege and TF
University of Sioux Falls. The unemployment rateSioux Falls was 3.7% as of September 2012.

Several of the Company’s market areas are depemfeagriculture and agriculturelated businesses, which are exposed to exog
risk factors such as weather conditions and comiyqdices. Loss rates in the agricultural reahtesand agricultural operating loan portfolios t
been minimal in the past three years primarily @ukigher commodity prices as well as above aveyégds which have created positive econc
conditions for most farmers in our markets durinig time period. Nonetheless, management stileetgothat future losses in this portfolio, wt
have been very low, could be higher than recenotical experience. Management believes that uarievels of drought weather conditions wi
our markets has the potential to negatively imgatential yields which would have a negative ecoicoeffect on our agricultural markets.
addition, management believes the continuing rémess/ economic environment may also negativelydotgonsumers’ repayment capacities.

Lending Activities

General. Historically, the Company originated fixed-ratme- to fourfamily mortgage loans. In the early 1980s, the @any began 1
focus on the origination of adjustable-rate moreg&tARM”) loans and shorterm loans for retention in its portfolio in order increase tr
percentage of loans in its portfolio with more fueqt repricing or shorter maturities, and in sorases higher yields, than fixedte residentii
mortgage loans. The Company originates firatd- residential mortgage loan originations in oese to consumer demand. At September 30,
the Company had $259.8 million in fixed-rate loaasd $71.4 million in ARM loans. See “Managemsriiscussion and Analysis of Finan
Condition and Results of Operations,” which is uigd in Item 7 of this Annual Report on FormK@er further information on Asset/Liabili
Management.

In addition, the Company has more recently focusedending activities on the origination of commiat and multifamily real estal
loans, agricultural related loans and commerciarating loans. The Company also continues to ruaigi one-tdour family mortgage loans a
consumer loans. The Company originates most db#ss in its primary market area. At September2812, the Compang’net loan portfoli
totaled $327.0 million, or 19.8% of the Companyat assets, as compared to $314.4 million, or46 September 30, 2011.
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Loan applications are initially considered and appd at various levels of authority, depending fom tiype and amount of the loan. -
Company has a loan committee consisting of seeioddrs and Market Presidents, and is led by thefQlending Officer. Loans in excess
certain amounts require approval by at least twmlrezs of the loan committee, a majority of the loammittee, or by the ComparsyBoard Loa
Committee, which has responsibility for the ovesalpervision of the loan portfolio. The Compangemes the right to discontinue, adjust or ci
new lending programs to respond to competitiveoiact

At September 30, 2012, the Companyargest lending relationship to a single borrowergroup of related borrowers totaled $
million. The Company had 24 other lending relagioips in excess of $3.6 million as of September2822. At September 30, 2012, one of tl
loans totaling $0.8 million was classified as sabdard. See “Non-Performing Assets, Other LoarBoofcern, and Classified Assets.”
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Loan Portfolio Composition . The following table provides information abohéetcomposition of the Comparsyloan portfolio in dolle
amounts and in percentages as of the dates indicB@®lances related to discontinued bank operatimave been eliminated for all peri
presented.

At September 30,
2012 2011 2010 2009 2008
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollars in Thousands

Real Estate Loan:

1-4 Family $ 49,13 14.8% $ 34,12¢ 10.7% $ 40,45« 10.9% $ 48,50¢ 12.2% $ 55,66¢ 13.(%
Commercial & Multi-
Family 191,90! 58.(% 194,41 60.€% 204,82( 55.1% 232,75( 58.4% 222,65: 51.2%
Agricultural 19,86: 6.C% 20,32( 6.4%  25,89¢ 7.C% 26,75t 6.7%  30,04¢ 6.€%
Total Real Estate Loan 260,90( 78.6% 248,86. 78.(% 271,16¢ 73.1% 308,01: 77.%% 308,36¢ 71.1%

Other Loans
Consumer Loans

Home Equity 13,29¢ 4.C% 14,83¢ 4.6% 16,897 4.5%  18,55* 4.7% 21,35 4.%%
Automobile 792 0.2% 794 0.2% 737 0.2% 92¢ 0.2% 922 0.2%
Other (1) 18,74° 57  18,76¢ 5% 30,47¢ 8.2% 16,51¢ 4.1% 27,05« 6.2%
Total Consumer Loar  32,83¢ 9.9%  34,39¢ 10.7% 48,11 13.(%  35,99¢ 9.C% 49,32¢ 11.4%
Agricultural Operating 20,98: 6.2% 21,20( 6.€% 32,52¢ 8.6% 27,88¢ 7.C% 31,15: 7.2%
Commercial Operating 16,45: 5.0% 14,95¢ 4.7%  19,70¢ 5.3% 26,86¢ 6.7% 44,97 10.2%
Total Other Loans 70,27 21.2% 70,55 22.(% 100,35( 26.€% 90,757 22.1% 125,45: 28.%
Total Loans 331,17: 100.(% 319,41! 100.(% 371,51¢ 100.(% 398,76¢ 100.(% 433,82 100.(%
Less:
Deferred Fees and
Discounts 21¢ 79 24C 16¢€ 16C
Allowance for Loan Loss 3,971 4,92¢ 5,23¢ 6,99: 5,73

Total Loans Receivable,
Net $326,98: $314,41( $366,04! $391,60¢ $427,92¢

(1) Consist generally of various types of secured arstoured consumer loal
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The following table shows the composition of them@any’s loan portfolio by fixed and adjustable rate a& tlates indicated. Balan
related to discontinued bank operations have bimimated for all periods presented.

Fixed Rate Loans:

Real Estate
1-4 Family
Commercial & Mult-Family
Agricultural

Total Fixed-Rate Real Estate
Loans

Consume
Agricultural Operating
Commercial Operating

Total Fixed-Rate Loans

Adjustable Rate Loan
Real Estate
1-4 Family
Commercial & Mult-Family
Agricultural

Total Adjustable Real Estate Loz

Consume
Agricultural Operating
Commercial Operating

Total Adjustable Loans
Total Loans

Less:
Deferred Fees and Discoul
Allowance for Loan Losses

Total Loans Receivable, Net

September 30

2012

2011

2010

2009

2008

Amount Percent

Amount Percen

Amount Percent

Amount Percent

Amount Percen

(Dollars in Thousands

$ 44,04t 13.2% $ 30,41( 9.5%$ 34,51! 9.2%$ 42,31( 10.€% $ 42,95: 9.£%
162,55: 49.1% 155,78t 48.8% 163,84: 44.(% 180,89: 45.2% 171,11 39.4%
15,39¢ 4.€% 16,41¢ 5.1% 16,93] 4.€% 17,31 4.4% 20,26: 4.€%
221,99 67.(% 202,61: 63.4% 215,29 57.€% 240,51t 60.2% 234,32 53.%
20,32: 6.1% 15,49/ 4.5% 19,06¢ 5.1% 17,39¢ 4.4% 42,19: 9.7%
10,627 3.2% 12,57( 3.8% 22,49( 6.C% 15,75: 3.8% 16,84( 3.£%
6,81¢ 2.1%  7,13¢ 2.5% 11,143 3.1% 15,57¢ 3.8% 25,22¢ 5.8%
259,76: 78.4% 237,81« 74.5% 267,99t 72.1% 289,24 72.5% 318,58 73.2%
5,08¢ 15  3,71¢ 1.2% 5,941 1.6% 6,19¢ 1.6% 12,717 2.8%
29,35 8.8% 38,62¢ 12.1% 40,971 11.% 51,85¢ 13.% 51,53: 11.%
4,462 1.4%  3,90¢ 1.2%  8,95¢ 2.5%  9,43¢ 2.4% 9,784 2.5%
38,90¢ 11.8% 46,25( 14.5% 55,87¢ 15.1% 67,49: 17.% 74,03¢ 17.1%
12,51¢ 3.8% 18,90/ 5.8% 29,04 7.8% 18,60 4% 7,137 1.7%
10,35¢ 3.1%  8,63( 2.7% 10,03¢ 27% 12,13} 3.C% 14,31 3.5%
9,63¢ 2% 7,81 2.48%  8,56: 2.3% 11,29¢ 2.8% 19,74¢ 4.€%
71,40¢ 21.€% 81,60: 25.5% 103,52 27.% 109,52 27.5% 115,23t 26.1%
331,17.  100.(% 319,41! 100.(% 371,51¢ 100.% 398,76( 100.% 433,82( 100.(%
21¢ 79 24C 16€ 16C
3,971 4,92¢ 5,23¢ 6,99° 5,732
$326,98: $314,41( $366,04! $391,60¢ $427,92¢
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The following table illustrates the maturity anasy®f the Compang loan portfolio at September 30, 2012. Mortgagisch hav

adjustable or renegotiable interest rates are stemsvmaturing in the period during which the corttraprices. The table reflects managenent’

estimate of the effects of loan prepayments omadurents based on data from the Company’s histioeijaeriences and other third party sources.

Commercial Agricultural
Real Estate(V) Consumer Operating Operating Total
Weighted Weighted Weighted Weighted Weighted
Average Average Average Average Average
Amount Rate Amount Rate Amount Rate Amount Rate Amount Rate
(Dollars in Thousands

Due During Years
Ending September 30,
2013 $ 23,12. 6.1(% $13,34¢ 421% $ 4,83¢ 4.89% $16,26° 5.15% $ 57,57+ 5.2%
2014-2015 39,53¢ 6.06%  4,00¢ 5.8%  8,12¢ 4886 2,02 5.44% 53,68t 5.84%
2016 and following 198,24 5.2(% 15,48 5106 3,497 495%  2,69¢ 4.81% 219,91 5.18%
Total $260,90( $32,83¢ $16,45: $20,98 $331,17:

@
@

Includes on-to-four family, mult-family, commercial and agricultural real estateni
Includes demand loans, loans having no stated ityaaund overdraft loan:
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One- to Four-Family Residential Mortgage LendingOne- to fourfamily residential mortgage loan originations aengrated by tt
Company’s marketing efforts, its present customeedk-in customers and referrals. At September281,2, the Company’s one- to folamily
residential mortgage loan portfolio totaled $49illiom, or 15% of the Company’s total loans. Sé&rigjinations, Purchases, Sales and Servicil
Loans and Mortgage-Backed Securities.” At Septen@e 2012, the average outstanding principal lwlaof a one- to foufamily residentie
mortgage loan was approximately $88,000. At Sep&n80, 2012, $0.3 million, or 0.6% of the Companghe- to four-family residentie
mortgage loans, were non-performing.

The Company offers fixetate and ARM loans for both permanent structured @nose under construction. During the year e
September 30, 2012, the Company originated $5.Romibf ARM loans and $41.4 million of fixed-ratedns secured by one- to fdamily
residential real estate. The Company’s one- to-family residential mortgage originations are sedupeimarily by properties located in
primary market area and surrounding areas.

The Company originates one- to four-family resid@ntinortgage loans with terms up to a maximum ofy8ars and with loan-tealue
ratios up to 100% of the lesser of the appraisédevaf the security property or the contract priddie Company generally requires that pri
mortgage insurance be obtained in an amount sefffi¢d reduce the Company’s exposure to at or béievB0% loan-taralue level, unless the lo
is insured by the Federal Housing Administratiomagnteed by Veterans Affairs or guaranteed byRilnal Housing Administration. Residen
loans generally do not include prepayment penalties

The Company currently offers one, three, five, seard ten year ARM loans. These loans have a fiati for the stated period a
thereafter, such loans adjust annually. Theseslggmerally provide for an annual cap of up to B@6is points and a lifetime cap of 600 b
points over the initial rate. As a consequencesirig an initial fixedrate and caps, the interest rates on these loapsotde as rate sensitive a
the Company's cost of funds. The Company’s ARMsalopermit negative amortization of principal aré not convertible into a fixed rate loan.
The Companys delinquency experience on its ARM loans has gdigdreen similar to its experience on fixed rasidential loans. Current mar
conditions make ARM loans relatively unattractivel avery few are originated.

Due to consumer demand, the Company also offeeddfixte mortgage loans with terms up to 30 years, mbsthich conform t
secondary market,e ., Fannie Mae, Ginnie Mae, and Freddie Mac stargdalterest rates charged on these fisatd-loans are competitive
priced according to market conditions.

In underwriting one- to four-family residential teestate loans, the Company evaluates both theoberis ability to make month
payments and the value of the property securindodue. Properties securing real estate loans ropdbe Company are appraised by indeper
appraisers approved by the Board of Directors. Cbmpany generally requires borrowers to obtaiattorneys title opinion or title insurance, a
fire and property insurance (including flood inswse, if necessary) in an amount not less thannieuat of the loan. Real estate loans origir
by the Company generally contain a “due on salalise allowing the Company to declare the unpéitipal balance due and payable upor
sale of the security property. The Company haengaged in sub-prime residential mortgage originat

Commercial and Multi-Family Real Estate Lendinghe Company engages in commercial and rfaftily real estate lending in
primary market area and surrounding areas andrdardo supplement its loan portfolio, has purchaséole loan and participation interest:
loans from other financial institutions. At Septean 30, 2012, the Company’s commercial and nfaitiily real estate loan portfolio totaled $1¢
million, or 58% of the Compang’total loans. The purchased loans and loan fgation interests are generally secured by propetticated in tt
Midwest and West. See “Originations, PurchasegsSand Servicing of Loans and Mortgage-Backed &exzi” The Company purchased $
million, $5.5 million, and $4.8 million, of suchdas during fiscal 2012, 2011 and 2010, respectivAlySeptember 30, 2012, $1.4 million, or O
of the Company’s commercial and multi-family reatege loans, were non-performing. See “NRmrforming Assets, Other Loans of Concern
Classified Assets.”
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The Company’s commercial and mutimily real estate loan portfolio is secured priityalby apartment buildings, office buildings, ¢
hotels. Commercial and multi-family real estatene generally are underwritten with terms that dioexceed 20 years, have loanvidue ratios ¢
up to 80% of the appraised value of the securigperty, and are typically secured by personal quaes of the borrowers. The Company F
variety of rate adjustment features and other témits commercial and multi-family real estaterdgaortfolio. Commercial and multamily rea
estate loans provide for a margin over a numbetdifférent indices. In underwriting these loanss Biompany currently analyzes the finar
condition of the borrower, the borrowsrtredit history, and the reliability and predidliép of the cash flow generated by the propertgwseg the
loan. Appraisals on properties securing commerell estate loans originated by the Company affermeed by independent appraisers.

At September 30, 2012, the Company’s largest comialeand multifamily real estate loan was a $7.5 million loanused by rec
estate. At September 30, 2012, the average odistaprincipal balance of a commercial or mddtinily real estate loan held by the Company
approximately $675,000.

Commercial and multi-family real estate loans galgrpresent a higher level of risk than loans seduby one- to foufamily
residences. This greater risk is due to sevecabifg, including the concentration of principalaitimited number of loans and borrowers, the e
of general economic conditions on income produgamgperties and the increased difficulty of evalbgtiand monitoring these types
loans. Furthermore, the repayment of loans sedawyesbmmercial and mulfamily real estate is typically dependent uponghecessful operatis
of the related real estate project. If the caelvffrom the project is reduced (for example, ifSkes are not obtained or renewed, or a bankr
court modifies a lease term, or a major tenannible to fulfill its lease obligations), the borress ability to repay the loan may be impaired.
September 30, 2012, the Bank’s nonresidentialestalte loans totaled 115% of risk-based capital.

Agricultural Lending. The Company originates loans to finance thelmge of farmland, livestock, farm machinery andigmgent, see:
fertilizer and other farm related products. At teepber 30, 2012, the Company had agricultural estdte loans secured by farmland of $
million or 6% of the Company’s total loans. At tbeme date, $21.0 million, or 6% of the Compartgtal loans, consisted of secured loans re
to agricultural operations. Agricultural relateshding constituted 12% of total loans.

Agricultural operating loans are originated at eitlan adjustable or fixed rate of interest for apatone year term or, in the cast
livestock, upon sale. Such loans provide for paymhef principal and interest at least annually dump sum payment upon maturity if the orig
term is less than one year. Loans secured byugnial machinery are generally originated as fixaté loans with terms of up to seven years
September 30, 2012, the average outstanding paihleglance of an agricultural operating loan heidhe Company was $106,000. At Septer
30, 2012, none of the Company’s agricultural opegdbans were non-performing.
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Agricultural real estate loans are frequently ovdged with adjustable rates of interest. Generalligh loans provide for a fixed rate
interest for the first five to ten years, whichrhegalloon or adjust annually thereafter. In additisuch loans generally amortize over a perio20
to 25 years. Fixedate agricultural real estate loans generally hiaxas up to ten years. Agricultural real estagmoare generally limited to 7!
of the value of the property securing the loan.SaAptember 30, 2012, none of the Company’s agui@llteal estate loans were non-performing.

Agricultural lending affords the Company the oppaity to earn yields higher than those obtainalsieone- to fourfamily residentie
lending. Agricultural lending involves a greategdee of risk than one- to fotamily residential mortgage loans because of theafly larger loa
amount. In addition, payments on loans are depegnaie the successful operation or management ofatme property securing the loan or
which an operating loan is utilized. The succdsb®loan may also be affected by many factorsidatthe control of the borrower.

Weather presents one of the greatest risks asdnailght, floods, or other conditions, can sevelietjt crop yields and thus impair lo
repayments and the value of the underlying coléiteFhis risk can be reduced by the farmer wittadety of insurance coverages which can he
ensure loan repayment. Government support progaatishe Company generally require that farmersysecrop insurance coverage. Grain
livestock prices also present a risk as prices degjine prior to sale resulting in a failure to eoproduction costs. These risks may be reduc
the farmer with the use of futures contracts oiomstto mitigateprice risk. The Company frequently requires boemwo use futures contracts
options to reduce price risk and help ensure le@ayment. Another risk is the uncertainty of goweent programs and other regulations. Dt
periods of low commodity prices, the income fronvgmment programs can be a significant source sif ar the borrower to make loan payme
and if these programs are discontinued or signiflgachanged, cash flow problems or defaults coakllt. Finally, many farms are dependent
limited number of key individuals upon whose injunydeath may result in an inability to succesgfapperate the farm.

Consumer Lending The Company, through the auspices of its “Ré&aihk” (generally referring to the Compasydperations in our fo
market areas discussed above), originates a vasfesgcured consumer loans, including home egbityne improvement, automobile, boat
loans secured by savings deposits. In additiom,Rktail Bank offers other secured and unsecureduroer loans. The Retail Bank curre
originates most of its consumer loans in its prynasarket area and surrounding areas. At SepteBMe2012, the Retail Bank’consumer lo¢
portfolio totaled $16.4 million, or 5% of its totébans. Of the consumer loan portfolio at Septen®ife 2012, $10.2 million were shomnc
intermediate-term, fixed-rate loans, while $6.2lioil were adjustable-rate loans.

The largest component of the Retail Bankbnsumer loan portfolio consists of home equignk and lines of credit. Substantially a
the Retail Banks home equity loans and lines of credit are sechiyesecond mortgages on principal residences. Retail Bank will lend amoun
which, together with all prior liens, may be up@ of the appraised value of the property secutiedoan. Home equity loans and lines of ¢
generally have maximum terms of five years.

The Retail Bank primarily originates automobilerisaon a direct basis. Direct loans are loans mad® the Retail Bank extends cr
directly to the borrower, as opposed to indireen® which are made when the Retail Bank purchiasescontracts, often at a discount, fi
automobile dealers which have extended crediteg tustomers. The Bargcautomobile loans typically are originated at dixieterest rates wi
terms up to 60 months for new and used vehiclemnk secured by automobiles are generally originateup to 80% of the N.A.D.A. book val
of the automobile securing the loan.
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Consumer loan terms vary according to the type \aide of collateral, length of contract and creditthiness of the borrower. T
underwriting standards employed by the Bank forscomer loans include an application, a determinaifahe applicans payment history on ott
debts and an assessment of ability to meet existitigations and payments on the proposed loathodbh creditworthiness of the applicant
primary consideration, the underwriting proces® algludes a comparison of the value of the seguifitany, in relation to the proposed Ic
amount.

Consumer loans may entail greater credit risk thesidential mortgage loans, particularly in theeca$ consumer loans which .
unsecured or are secured by rapidly depreciabsgsich as automobiles or recreational equipmarguch cases, any repossessed collatera
defaulted consumer loan may not provide an ademiece of repayment of the outstanding loan balasca result of the greater likelihoot
damage, loss or depreciation. In addition, consuoan collections are dependent on the borrasveontinuing financial stability, and thus m
likely to be affected by adverse personal circumsta. Furthermore, the application of various fadand state laws, including bankruptcy
insolvency laws, may limit the amount which carréeovered on such loans. At September 30, 20X% abthe Bank’s consumer loans were non-
performing.

Consumer Lending - MPSMPS has a loan committee consisting of membeExecutive Management. This committee, knownha&
MPS Credit Committee, is charged with monitoringalaating, and reporting portfolio performance dhe overall credit risk posed by its cre
products. All proposed credit programs must firatreviewed and approved by the committee befoth puograms are presented to the Bank’
Board of Directors for approval. The Board of Bia@'s of the Bank is ultimately responsible forfimpproval of any credit program. Among o
things, under the terms of a Consent Order, thekBahsent prior permission from its primary fedenegulator, may not originate tax reft
anticipation loans or offer a tax refund processiegvice. The Bank has not offered such progrante SOctober 2010. For a summary of
Consent Orders and related matters; see “RegulaBamk Supervision and Regulation — Consent OrdedsRelated Matters.”

At September 30, 2012, the BaslIPS consumer loan portfolio totaled $16.4 million5% of total loans. Of the consumer loan mdid
at September 30, 2012, $10.1 million were short-iatermediate-term, fixed-rate loans, while $6i8iom were adjustable-rate loans.

The Company believes that well-managed, nationweidelit programs can help meet legitimate creditdaefer prime and suprime
borrowers, and affords the Company an opportunitydiversify the loan portfolio and minimize earrmsngxposure due to econol
downturns. Therefore, subject to the Consent Omeferenced above, MPS designs and administeiceredit programs that seek to accom)
these objectives.

MPS has strived to offer consumers innovative payrpeoducts, including credit products. Most ctgatioducts have fallen into one
two general categories: (1) sponsorship lending(@hgortfolio lending. In a sponsorship lendingdel, MPS typically originates loans and ¢
(without recourse) the resulting receivables todtimiarty investors equipped to take the associatedit risk. The Company continues to worl
new alternative portfolio lending products strivitg serve its core customer base and provide undoekinnovative lending solutions to
unbanked and unddéanked segment. This effort has been supportecetgnt enhancements to the MPS Credit Policy fatfétim Lending
Programs. See “Regulation - Bank Supervision agguation - Consent Orders and Related Matters.”

A Portfolio Credit Policy which has been approvedthe Board of Directors governs portfolio credittintives undertaken by MF
whereby the Company retains some or all receivadnhesrelies on the borrower as the underlying soofcrepayment. Several portfolio lenc
programs also have a contractual provision thatireg the Bank to be indemnified for credit loses meet or exceed predetermined levels.

a program carries additional risks not commonlynfibin sponsorship programs, specifically funding aredit risk. Therefore, MPS has strive
employ policies, procedures, and information systéhat it believes are commensurate with the adi#dand exposure. Due to supervis
directives and a Consent Order initiated by oumfar regulator, an MPS lending program — iAdvanceas eliminated effective October
2010. In addition, our third party relationshippgrams have been limited to third party relatiopshin existence at the time the directives \
issued, absent prior approval to engage in newioakhips. For additional discussion, see “Regutat- Bank Supervision and Regulatien
Consent Orders and Related Matters.”
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The Company recognizes that concentrations of tredy naturally occur and may take the form ofrgdavolume of related loans to
individual, a specific industry, a geographic légat or an occupation. Credit concentration israd, indirect, or contingent obligation that ta
common bond where the aggregate exposure equaiceeds a certain percentage of the Bafiker 1 Capital plus the Allowance for Loan Los:

The MPS Credit Committee monitors and identifies thedit concentrations and evaluates the spetdifiure of each concentratior
determine the potential risk to the Bank. An eatibn includes the following:

e A recommendation regarding additional controls eeei mitigate the concentration exposi

e Alimitation or cap placed on the size of the corication.

e The potential necessity for increased capital anctedit reserves to cover the increased risk chbgehe concentration(s
e A strategy to reduce to acceptable levels thoseerdration(s) that are determined to create undiuda the Bank

Pursuant to the terms of its Consent Order, thekBalopted a new concentration policy including ewea risk analysis, monitoring ¢
management for its respective concentration limits.

Commercial Operating Lending The Company also originates commercial operdtiags. Most of the Comparsycommercial operati
loans have been extended to finance local and mabiousinesses and include shertm loans to finance machinery and equipment [aset
inventory and accounts receivable. Commercialdadso involve the extension of revolving creditdocombination of equipment acquisitions
working capital in expanding companies. At Septeng, 2012, $16.5 million, or 5% of the Companigtal loans, was comprised of comme
operating loans.

The maximum term for loans extended on machiney eguipment is based on the projected useful Iffesuch machinery ai
equipment. Generally, the maximum term on non-gageé lines of credit is one year. The loarhie ratio on such loans and lines of ci
generally may not exceed 80% of the value of tHtmwal securing the loan. The Compagbmmercial operating lending policy includes @
file documentation and analysis of the borroweHharacter, capacity to repay the loan, the adeqoftlye borrowers capital and collateral as w
as an evaluation of conditions affecting the boeowAnalysis of the borrowes’past, present and future cash flows is also g@oritant aspect
the Company’s current credit analysis. Nonethekassh loans are believed to carry higher creslit than more traditional investments.
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The largest commercial operating loan outstandinGeptember 30, 2012 was a $6.0 million loan setime business assets of
borrower. The next largest commercial operatingnl@utstanding at September 30, 2012 was a $5lJiomiban secured by assets of
borrower. At September 30, 2012, the average and#tg principal balance of a commercial operatiogn held by the Company w
approximately $87,000.

Unlike residential mortgage loans, which generaltg made on the basis of the borroweability to make repayment from his or
employment and other income and which are secwredd property whose value tends to be more easitertainable, commercial operating Ic
typically are made on the basis of the borrowebditg to make repayment from the cash flow of therrowers business. As a result,
availability of funds for the repayment of commaitaperating loans may be substantially dependenhe success of the business itself (whic
turn, is likely to be dependent upon the generahemic environment). The Compasytommercial operating loans are usually, but hoays
secured by business assets and personal guarahteesver, the collateral securing the loans mayeldate over time, may be difficult to appri
and may fluctuate in value based on the succedgdfusiness. At September 30, 2012, $18,000,186,00f the Compang’ commercial operatil
loans were non-performing.

Originations, Purchases, Sales and Servicing of Laa

Loans are generally originated by the Comparstaff of loan officers. Loan applications arketa and processed in the branches an
main office of the Company. While the Company imiéges both adjustable-rate and fixade loans, its ability to originate loans is degemt upo
the relative customer demand for loans in its mark®emand is affected by the interest rate and@uic environment.

The Company, from time to time, sells whole loand ban participations, generally without recourse.September 30, 2012, there w
no loans outstanding sold with recourse. Whendaae sold, the Company sometimes retains the me#glity for collecting and remitting loi
payments, making certain that real estate tax paisr&re made on behalf of borrowers, and othergéseicing the loans. The servicing fe
recognized as income over the life of the loanse Tompany services loans that it originated afditetaling $14.5 million at September 30, 2(
of which $11.2 million were sold to Fannie Mae &33 million were sold to others.

In periods of economic uncertainty