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As used in this report, the terms “we,” “us,” “our,” “Citizens Community Bancorp” and the “Company” mean Citizens
Community Bancorp, Inc. and its wholly owned subsidiary, Citizens Community Federal N.A., unless the context

indicates another meaning. As used in this report, the term “Bank” means our wholly owned subsidiary, Citizens
Community Federal N.A.

Forward-Looking Statements

Certain matters discussed in this Form 10-K contain “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995 and the Company intends that these forward-looking statements be covered

by the safe harbor for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995.

These statements may be identified by the use of forward-looking words or phrases such as “anticipate,” “believe,” “could,”
“expect,” “intend,” “may,” “planned,” “potential,” “should,” “will,” “would,” or the negative of those terms or other words of «
meaning. Similarly, statements that describe the Company’s future plans, objectives or goals are also forward-looking
statements. Such forward-looking statements are inherently subject to many uncertainties in the Company’s operations

and business environment.

Factors that could affect actual results or outcomes include the matters described under the caption “Risk Factors” in

Item 1A of this report and the following:

99 ¢

eonditions in the financial markets and economic conditions generally;

the possibility of a deterioration in the residential real estate markets;

enterest rate risk;

{ending risk;

the sufficiency of loan allowances;

changes in the fair value or ratings downgrades of our securities;

competitive pressures among depository and other financial institutions;

our ability to realize the benefits of net deferred tax assets;

our ability to maintain or increase our market share;

acts of terrorism and political or military actions by the United States or other governments;
legislative or regulatory changes or actions, or significant litigation, adversely affecting the Company or
Bank;

tncreases in FDIC insurance premiums or special assessments by the FDIC;

disintermediation risk;

our inability to obtain needed liquidity;

our ability to raise capital needed to fund growth or meet regulatory requirements;

the possibility that our internal controls and procedures could fail or be circumvented;

our ability to attract and retain key personnel;

our ability to keep pace with technological change;

eybersecurity risks;

risks posed by acquisitions and other expansion opportunities;

difficulties and delays in integrating the acquired business operations or fully realizing the cost savings and other

benefits;

changes in federal or state tax laws;

changes in accounting principles, policies or guidelines and their impact on financial performance;

restrictions on our ability to pay dividends; and

the potential volatility of our stock price.

Stockholders, potential investors and other readers are urged to consider these factors carefully in evaluating the
forward-looking statements and are cautioned not to place undue reliance on such forward-looking statements. The
forward-looking statements made herein are only made as of the date of this filing and the Company undertakes no
obligation to publicly update such forward-looking statements to reflect subsequent events or circumstances occurring
after the date of this report.
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PART 1

ITEM 1. BUSINESS

General

Citizens Community Bancorp, Inc. (the "Company") is a Maryland corporation organized in 2004. The Company is a
bank holding company and is subject to regulation by the Office of the Comptroller of the Currency (“OCC”) and by the
Federal Reserve Bank. Our primary activities consist of holding the stock of our wholly-owned subsidiary bank,
Citizens Community Federal N.A. (the "Bank"), and providing commercial, agricultural and consumer banking
activities through the Bank. At September 30, 2018, we had approximately $975 million in total assets, $747 million
in deposits, and $136 million in equity. Unless otherwise noted herein, all monetary amounts in this report, other than
share, per share and capital ratio amounts, are stated in thousands.

Citizens Community Federal N.A.

The Bank is a federally chartered National Bank serving customers in Wisconsin, Minnesota and Michigan through 21
full-service branch locations as of September 30, 2018. Its primary markets include the Chippewa Valley Region in
Wisconsin, the Twin Cities and Mankato Minnesota, and various rural communities around these areas. The Bank
offers traditional community banking services to businesses, agricultural operators and consumers, including
one-to-four family residential mortgages.

Wells Insurance Agency, a Minnesota corporation formed in 1976 and wholly owned subsidiary of the Bank (“WIA”),
provides financial and insurance products to customers of the Bank and members of the general public in the Bank's
market area. Intercompany interest income and interest expenses are eliminated in the preparation of the consolidated
financial statements. WIA maintains adequate cash at the Bank to fund operations.

Acquisitions

On June 20, 2018, the Company entered into a Stock Purchase Agreement (the “Stock Purchase Agreement”) with
United Bancorporation and its wholly-owned subsidiary, United Bank, a Wisconsin chartered bank (“United Bank™) to
acquire 100% of the common stock of United Bank . On October 19, 2018, the Company completed the acquisition of
United Bank. In connection with the acquisition, the Company merged United Bank with and into the Bank, with the
Bank surviving the merger. Our financial statements for the fiscal year ended September 30, 2018 do not include the
impact of the October 19, 2018 closing of the United Bank acquisition. The Company plans to file separate financial
statements and pro forma financial information, as required by SEC rules, in a Current Report on Form 8-K within the
prescribed 75-day period following consummation of the acquisition of United Bank. See Note 19, “Subsequent Events”
for additional information.

On August 18, 2017, the Company completed its merger with Wells Financial Corporation (“WFC”), pursuant to the
merger agreement, dated March 17, 2017. At that time, the separate corporate existence of WFC ceased, and the
Company survived the merger. In connection with the merger, the Company caused Wells Federal Bank to merge with
and into the Bank, with the Bank surviving the merger. The merger expanded the Bank's market share in Mankato and
southern Minnesota, and added seven branch locations along with expanded services through Wells Insurance
Agency, Inc.. For further disclosure and discussion, see Note 2, “Acquisitions”.

Capital Raising Transactions

On June 20, 2018, the Company entered into a Securities Purchase Agreement (the “Securities Purchase Agreement”)
with each of a limited number of institutional and other accredited investors, including certain officers and directors of
the Company (collectively the “Purchasers”), pursuant to which the Company sold an aggregate of 500,000 shares of the
Company’s 8.00% Series A Mandatorily Convertible Non-Cumulative Non-Voting Perpetual Preferred Stock, par
value $0.01 per share, (the “Series A Preferred Stock™), in a private placement (the “Private Placement”) at $130.00 per
share, for aggregate gross proceeds of $65 million.

On September 28, 2018, each share of Series A Preferred Stock was mandatorily converted into 10 shares of common
stock following receipt of stockholder approval of the issuance of the 5,000,000 shares of common stock.

Internet Website

We maintain a website at www.ccf.us. We make available through that website, free of charge, copies of our Annual
report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, proxy statements for our
annual stockholders’ meetings and amendments to those reports or documents, as soon as reasonably practicable after
we electronically file those materials with, or furnish them to, the Securities and Exchange Commission (“SEC”). We

7
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are not including the information contained on or available through our website as a part of, or incorporating such
information by reference into, this Annual Report on Form 10-K. The SEC also maintains a website at www.sec.gov
that contains reports, proxy statements and other information regarding SEC registrants.
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Selected Consolidated Financial Information
This information is included in Item 6; “Selected Financial Data” herein.
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Yields Earned and Rates Paid

This information is included in Item 7; “Management’s Discussion and Analysis of Financial Condition and Results of
Operations”, under the heading “Statement of Operations Analysis” herein.

Rate/Volume Analysis

This information is included in Item 7; “Management’s Discussion and Analysis of Financial Condition and Results of
Operations”, under the heading “Statement of Operations Analysis” herein.

Average Balance, Interest and Average Yields and Rates

This information is included in Item 7; “Management’s Discussion and Analysis of Financial Condition and Results of
Operations”, under the heading “Statement of Operations Analysis” herein.

Lending Activities

We offer a variety of loan products including commercial real estate loans, commercial and industrial (C&I) loans,
agricultural real estate loans, agricultural non-real estate loans, residential mortgages, home equity lines-of-credit and
consumer loans. We make real estate, consumer, commercial and agricultural loans in accordance with the basic
lending policies established by Bank management and approved by our Board of Directors. We focus our lending
activities on individual consumers and small commercial borrowers within our market areas. Our lending has been
historically concentrated primarily within Wisconsin, Minnesota and Michigan. Competitive and economic pressures
exist in our lending markets, and recent and any future developments in (a) the general economy, (b) real estate
lending markets, and (c) the banking regulatory environment could have a material adverse effect on our business and
operations. These factors may impact the credit quality of our existing loan portfolio, or adversely impact our ability
to originate sufficient high quality loans in the future.

Our total gross outstanding loans, before net deferred loan costs and unamortized discounts on acquired loans, as of
September 30, 2018, were $762,693, consisting of $353,020 in commercial agricultural real estate loans, $102,843 in
commercial/agricultural non-real estate loans, $209,781 in residential real estate loans and $97,089 in consumer
non-real estate loans. See Item 7; “Management’s Discussion and Analysis of Financial Condition and Results of
Operations”, under the heading “Balance Sheet Analysis” for further analysis of our loan portfolio.

Investment Activities

We maintain a portfolio of investments, consisting primarily of mortgage-backed securities, U.S. Government
sponsored agency securities, bonds and other obligations issued by states and their political subdivisions, corporate
debt securities and corporate asset based securities. We attempt to balance our portfolio to manage interest rate risk,
regulatory requirements, and liquidity needs while providing an appropriate rate of return commensurate with the risk
of the investment. See Item 7; “Management’s Discussion and Analysis of Financial Condition and Results of
Operations”, under the heading “Balance Sheet Analysis Investment Securities” for further analysis of our investment
portfolio.

Deposits and Other Sources of Funds

General. The Company's primary sources of funds are deposits; amortization, prepayments and maturities of
outstanding loans; other short- term investments; and funds provided from operations.

Deposits. We offer a broad range of deposit products through our branches, including demand deposits, various
savings and money-market accounts and certificates of deposit. Deposits are insured by the Deposit Insurance Fund of
the Federal Deposit Insurance Corporation (“FDIC”) up to statutory limits. At September 30, 2018, our total deposits
were $746,529 including interest bearing deposits of $659,034 and non-interest bearing deposits of $87,495.
Borrowings. In addition to our primary sources of funds, we maintain access to additional sources of funds through
borrowing, including FHLB borrowings, lines of credit with the Federal Reserve Bank, our Revolving Loan and our
Note. See Item 7; “Management’s Discussion and Analysis of Financial Condition and Results of Operations”, under the
heading “Balance Sheet Analysis Federal Home Loan Bank (FHLB) advances and other borrowings” for further analysis
of our borrowings.

Competition

We compete with other financial institutions and businesses both in attracting and retaining deposits and making loans
in all of our principal markets. We believe the primary factors in competing for deposits are interest rates,
personalized services, the quality and range of financial services, technology, convenient locations and office hours,
and alternative delivery systems. One such delivery system is remote deposit capture for those commercial customers

10
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that are not conveniently located near one of our branches or mobile banking for retail customers. Competition for
deposit products comes primarily from other banks, credit unions and non-bank competitors, including insurance
companies, money market and mutual funds, and other investment

7
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alternatives. We believe the primary factors in competing for loans are interest rates, loan origination fees, and the
quality and the range of lending services. Successful loan originations tend to depend not only on interest rate and
terms of the loan but also on being responsive and flexible to the customer's needs. Competition for loans comes
primarily from other banks, mortgage banking firms, credit unions, finance companies, leasing companies and other
financial intermediaries. Some of our competitors are not subject to the same degree of regulation as that imposed on
national banks or federally insured institutions, and these other institutions may be able to price loans and deposits
more aggressively. We also face direct competition from other banks and their holding companies that have greater
assets and resources than ours. However, we have been able to compete effectively with other financial institutions by
building customer relationships with a focus on small-business solutions, including internet and mobile banking,
electronic bill pay and remote deposit capture.

Regulation and Supervision

The banking industry is highly regulated, and the Company and the Bank are subject to numerous laws and
regulations. As a bank holding company, the Company is subject to regulation, supervision and examination by the
Board of Governors of the Federal Reserve System (the “FRB”). The Bank is also subject to regulation, supervision and
examination by the OCC. The Bank is a member of the Federal Reserve System and the Federal Home Loan Bank
System. In addition, the Bank’s deposit accounts are insured by the FDIC to the maximum extent permitted by law,
and the FDIC has certain enforcement powers over the Bank.

The following is a brief summary of material statutes and regulations that affect the Company and the Bank. The
following summary is not a complete discussion or analysis and is qualified in its entirety by reference to the statutes
and regulations summarized below. Changes in statutes, regulations and policies applicable to the Company or the
Bank cannot be predicted with certainty, but they may have a material effect on the business and earnings of the
Company.

Securities Regulation and Listing

Our common stock is registered under the Securities Exchange Act of 1934, as amended (the “Exchange Act”) and is
listed on the NASDAQ Global Market under the symbol “CZWI.” We are subject to the information, proxy solicitation,
insider trading, corporate governance, and other disclosure requirements and restrictions of the Exchange Act, as well
as the Securities Act of 1933 (the “Securities Act”), both administered by the SEC. As a company listed on the
NASDAQ Global Market, we are subject to NASDAQ standards for listed companies.

The Company is currently a “smaller reporting company” which allows us to provide certain simplified and scaled
disclosures in our filings with the SEC. In June 2018, the SEC adopted amendments that raised the thresholds for a
company to be eligible to provide scaled disclosures as a smaller reporting company to $250 million of public float.
As such, we will remain a smaller reporting company for so long as the market value of the Company’s common stock
held by non-affiliates as of the end of its most recently completed second fiscal quarter is less than $250 million.
Although we remain a smaller reporting company, we have become an “accelerated filer” because our public float
exceeds $75 million.

Sarbanes-Oxley Act.

The Sarbanes-Oxley Act of 2002 (SOX) was enacted to increase corporate responsibility, to provide for enhanced
penalties for accounting and auditing improprieties at publicly traded companies and to protect investors by improving
the accuracy and reliability of corporate disclosures pursuant to the securities laws. SOX and the SEC’s implementing
regulations include provisions addressing, among other matters, the duties, functions and qualifications of audit
committees for all public companies; certification of financial statements by the chief executive officer and the chief
financial officer; the forfeiture of bonuses or other incentive-based compensation and profits from the sale of an
issuer’s securities by directors and senior officers in the twelve month period following initial publication of any
financial statements that later require restatement; disclosure of off-balance sheet transactions; a prohibition on
personal loans to directors and officers, except (in the case of banking companies) loans in the normal course of
business; expedited filing requirements for reports of beneficial ownership of company stock by insiders; disclosure of
a code of ethics for senior officers, and of any change or waiver of such code; the formation of a public accounting
oversight board; auditor independence; disclosure of fees paid to the company's auditors for non-audit services and
limitations on the provision of such services; attestation requirements for company management and external auditors,

12
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relating to internal controls and procedures; and various increased criminal penalties for violations of federal securities
laws.

Section 404 of SOX requires management of the Company to undertake a periodic assessment of the adequacy and
effectiveness of the Company’s internal control over financial reporting. Since the Company has become an
“accelerated filer, “ we have become subject to the provisions of Section 404(b) of the Sarbanes-Oxley Act requiring
that an independent registered public accounting firm provide an attestation report on the Company’s internal control
over financial reporting and the operating effectiveness of these controls, making the public reporting process more
costly. The Company has incurred, and expects to continue to incur, costs in connection with its on-going compliance
with Section 404.

13
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The Dodd-Frank Act

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (Dodd-Frank Act) significantly changed
the regulatory structure for financial institutions and their holding companies, including with respect to lending,
deposit, investment, trading and operating activities. Among other provisions, the Dodd-Frank Act:

spermanently increased the FDIC’s standard maximum deposit insurance amount to $250,000, changed the FDIC
insurance assessment base to assets rather than deposits and increased the reserve ratio for the deposit insurance fund
to ensure the future strength of the fund;

erepealed the federal prohibitions on the payment of interest on demand deposits, thereby permitting depository
institutions to pay interest on business transaction and other accounts;

ecreated and centralized significant aspects of consumer financial protection by creating a new agency, the Consumer
Financial Protection Bureau (the “CFPB”). Smaller institutions are subject to rules promulgated by the CFPB and are
also examined and supervised by their federal banking regulators for consumer compliance purposes;

simposed limits for debit card interchange fees for issuers that have assets greater than $10 billion, which also could
affect the amount of interchange fees collected by financial institutions with less than $10 billion in assets;

erestricted the preemption of state law by federal law and disallowed subsidiaries and affiliates of national banks from
availing themselves of such preemption;

*imposed comprehensive regulation of the over-the-counter derivatives market subject to significant rulemaking
processes, to include certain provisions that would effectively prohibit insured depository institutions from conducting
certain derivatives businesses in the institution itself;

esestablished new requirements related to mortgage lending, including prohibitions against payment of steering
incentives and provisions relating to underwriting standards, disclosures, appraisals and escrows;

eprohibited banks and their affiliates from engaging in proprietary trading and investing in and sponsoring certain
unregistered investment companies (the Volcker Rule); and

*implemented corporate governance revisions that apply to all public companies, not just financial institutions.
Federal banking regulators and other agencies including, among others, the FRB, the OCC and the CFPB, have been
engaged in extensive rule-making efforts under the Dodd-Frank Act. Some of the rules that have been adopted or
proposed to comply with Dodd-Frank Act mandates are discussed in more detail below.

2018 Regulatory Reform

In May 2018, the Economic Growth, Regulatory Relief and Consumer Protection Act (the “EGRRCPA”), was enacted
to modify or remove certain financial reform rules and regulations, including some of those implemented under the
Dodd-Frank Act. While the EGRRCPA maintains most of the regulatory structure established by the Dodd-Frank Act,
it amends certain aspects of the regulatory framework for small depository institutions with assets of less than $10
billion and for large banks with assets of more than $50 billion. Many of these changes could result in meaningful
regulatory relief for community banks such as the Bank.

The EGRRCPA, among other matters, expands the definition of qualified mortgages which may be held by a financial
institution and simplifies the regulatory capital rules for financial institutions and their holding companies with total
consolidated assets of less than $10 billion by instructing the federal banking regulators to establish a single
“Community Bank Leverage Ratio” of between 8 and 10 percent. Any qualifying depository institution or its holding
company that exceeds the “community bank leverage ratio” will be considered to have met generally applicable leverage
and risk-based regulatory capital requirements and any qualifying depository institution that exceeds the new ratio will
be considered to be “well capitalized” under the prompt corrective action rules. The EGRRCPA also expands the
category of holding companies that may rely on the “Small Bank Holding Company and Savings and Loan Holding
Company Policy Statement” (the “HC Policy Statement”) by raising the maximum amount of assets a qualifying holding
company may have from $1 billion to $3 billion. This expansion also excludes such holding companies from the
minimum capital requirements of the Dodd-Frank Act. In addition, the EGRRCPA includes regulatory relief for
community banks regarding regulatory examination cycles, call reports, the Volcker Rule (proprietary trading
prohibitions), mortgage disclosures and risk weights for certain high-risk commercial real estate loans.

Section 201 requires the Federal banking agencies to promulgate a rule establishing a new “Community Bank Leverage
Ratio” of 8%-10% for depository institutions and depository institution holding companies, including banks and bank
holding companies, with less than $10 billion in total consolidated assets. If such a depository institution or holding

14



Edgar Filing: Citizens Community Bancorp Inc. - Form 10-K

company maintains tangible equity in excess of this leverage ratio, it would be deemed to be in compliance with (1)
the leverage and risk-based capital requirements promulgated by the Federal banking agencies; (2) in the case of a
depository institution, the capital ratio

9
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requirements to be considered “well capitalized” under the Federal banking agencies’ “prompt corrective action” regime;
and (3) “any other capital or leverage requirements” to which the depository institution or holding company is subject, in
each case unless the appropriate Federal banking agency determines otherwise based on the particular institution’s risk
profile. In carrying out these requirements, the Federal banking agencies are required to consult with State banking
regulators and notify the applicable State banking regulator of any qualifying community bank that exceeds or no
longer exceeds the Community Bank Leverage Ratio.

It is difficult at this time to predict when or how any new standards under the EGRRCPA will ultimately be applied to
us or what specific impact the EGRRCPA and the yet-to-be-written implementing rules and regulations will have on
community banks.

Capital Adequacy

Banks and bank holding companies, as regulated institutions, are required to maintain minimum levels of capital. The
FRB and the OCC have adopted minimum risk-based capital requirements (Tier 1 capital, common equity Tier 1
capital (“CET1”) and total capital) and leverage capital requirements, as well as guidelines that define components of
the calculation of capital and the level of risk associated with various types of assets. Financial institutions are
expected

to maintain a level of capital commensurate with the risk profile assigned to their assets in accordance with the
guidelines.

In addition to the minimum risk-based capital and leverage ratios, banking organizations must maintain a “capital
conservation buffer” consisting of CET1 in an amount equal to 2.5% of risk-weighted assets in order to avoid
restrictions on their ability to make capital distributions and to pay certain discretionary bonus payments to executive
officers. In order to avoid those restrictions, the capital conservation buffer effectively increases the minimum CET1
capital, Tier 1 capital, and

total capital ratios for U.S. banking organizations to 7.0%, 8.5%, and 10.5%, respectively. Banking organizations with
capital levels that fall within the buffer will be required to limit dividends, share repurchases or redemptions (unless
replaced within the same calendar quarter by capital instruments of equal or higher quality), and discretionary bonus
payments. The capital conservation buffer will be fully phased in on January 1, 2019.

The Bank’s capital categories are determined solely for the purpose of applying the “prompt corrective action” rules
described below and they are not necessarily an accurate representation of its overall financial condition or prospects
for other purposes. Failure to meet capital guidelines could subject a bank or bank holding company to a variety of
enforcement remedies, including issuance of a capital directive, the termination of deposit insurance by the FDIC, a
prohibition on accepting

brokered deposits, and certain other restrictions on its business. See “Bank Regulation - Prompt Corrective Action”
below.

Bank Holding Company Regulation

As a bank holding company, the Company is subject to the Bank Holding Company Act of 1956 (the “BHCA”) and
regulation and supervision by the FRB. A bank holding company is required to obtain the approval of the FRB before
making certain acquisitions or engaging in certain activities. Bank holding companies and their subsidiaries are also
subject to restrictions on transactions with insiders and affiliates.

A bank holding company is required to obtain the approval of the FRB before it may acquire all or substantially all of
the assets of any bank, and before it may acquire ownership or control of the voting shares of any bank if, after giving
effect to the acquisition, the bank holding company would own or control more than five percent of the voting shares
of such bank. The approval of the FRB is also required for the merger or consolidation of bank holding companies.
Pursuant to the BHCA, the FRB has the power to order any bank holding company or its subsidiaries to terminate any
activity or to terminate its ownership or control of any subsidiary when the FRB has reasonable grounds to believe
that continuation of such activity or ownership constitutes a serious risk to the financial soundness, safety or stability
of any bank subsidiary of the bank holding company.

The Company is required to file periodic reports with the FRB and provide any additional information the FRB may
require. The FRB also has the authority to examine the Company and its subsidiaries, as well as any arrangements
between the Company and its subsidiaries, with the cost of any such examinations to be borne by the Company.
Banking subsidiaries of bank holding companies are also subject to certain restrictions imposed by federal law in
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dealings with their holding companies and other affiliates.

Bank Regulation

Anti-Money Laundering and OFAC Regulation. The Bank is subject to a number of anti-money laundering laws
(“AML”) and regulations. The Bank Secrecy Act of 1970 (“BSA”) and subsequent laws and regulations require the Bank
to take steps to prevent the use of the Bank or its systems from facilitating the flow of illegal or illicit money or

terrorist funds. Those requirements include ensuring effective board and management oversight, establishing policies
and procedures, performing comprehensive risk assessments, developing effective monitoring and reporting

capabilities, ensuring adequate training and establishing a comprehensive independent audit of BSA compliance
activities.

10
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The Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct

Terrorism Act of 2001 (“Patriot Act”) significantly expanded the AML and financial transparency laws and regulations
by imposing significant new compliance and due diligence obligations, creating new crimes and penalties and
expanding the extra-territorial jurisdiction of the United States. Regulations promulgated under the Patriot Act impose
various requirements on financial institutions, such as standards for verifying client identification at account opening
and maintaining expanded records (including “Know Your Customer” and ‘“Enhanced Due Diligence” practices) and other
obligations to maintain appropriate policies, procedures and controls to aid the process of preventing, detecting, and
reporting money laundering and terrorist financing. An institution subject to the Patriot Act must provide AML
training to employees, designate an AML compliance officer and annually audit the AML program to assess its
effectiveness. The FDIC continues to issue regulations and additional guidance with respect to the application and
requirements of BSA and AML.

The United States has imposed economic sanctions that affect transactions with designated foreign countries, nationals
and others. Based on their administration by the United States Department of the Treasury's Office of Foreign Assets
Control (“OFAC”), these are typically known as the “OFAC” rules. The OFAC-administered sanctions targeting countries
take many different forms. Generally, however, they contain one or more of the following elements: (i) restrictions on
trade with or investment in a sanctioned country, including prohibitions against direct or indirect imports from and
exports to a sanctioned country and prohibitions on “United States persons” engaging in financial transactions relating to
making investments in, or providing investment-related advice or assistance to, a sanctioned country; and (ii) a
blocking of assets in which the government or specially designated nationals of the sanctioned country have an
interest, by prohibiting transfers of property subject to United States jurisdiction (including property in the possession
or control of United States persons). Blocked assets (e.g., property and bank deposits) cannot be paid out, withdrawn,
set off or transferred in any manner without a license from OFAC.

Failure of a financial institution to maintain and implement adequate BSA, AML and OFAC programs, or to comply
with all of the relevant laws or regulations, could have serious legal and reputational consequences for the institution
and result in material fines and sanctions. The Bank has implemented policies and procedures to comply with the
foregoing requirements.

Prompt Corrective Action. The Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA”)
establishes a system of prompt corrective action to resolve the problems of undercapitalized financial institutions.
Under this system, the federal banking regulators have established five capital categories: well capitalized, adequately
capitalized, undercapitalized, significantly undercapitalized, and critically undercapitalized, in which all institutions
are placed. The federal banking agencies have also specified by regulation the relevant capital levels for each

category.

A “well-capitalized” bank is one that is not required to meet and maintain a specific capital level for any capital measure
pursuant to any written agreement, order, capital directive, or prompt corrective action directive, and has a total
risk-based capital ratio of at least 10%, a Tier 1 risk-based capital ratio of at least 8%, a CET1 capital ratio of at least
6.5%, and a Tier 1 leverage ratio of at least 5%. Generally, a classification as well capitalized will place a bank

outside of the regulatory zone for

purposes of prompt corrective action. However, a well-capitalized bank may be reclassified as “adequately capitalized”
based on criteria other than capital, if the federal regulator determines that a bank is in an unsafe or unsound

condition, or is engaged in unsafe or unsound practices, which requires certain remedial action.

The FRB may also set higher capital requirements for holding companies whose circumstances warrant it. For
example, holding companies experiencing internal growth or making acquisitions are expected to maintain strong
capital positions substantially above the minimum supervisory levels, without significant reliance on intangible assets.
At this time, the bank regulatory agencies are more inclined to impose higher capital requirements to meet
well-capitalized standards and future regulatory change could impose higher capital standards as a routine matter. The
Bank, as a matter of prudent management, targets as its goal the maintenance of capital ratios which exceed these
minimum requirements and that are consistent with the Bank’s risk profile.

Deposit Insurance. The deposits of the Bank are insured by the Deposit Insurance Fund (DIF) of the FDIC up to the
limits set forth under applicable law and are subject to the deposit insurance premium assessments of the DIF. Under
the Dodd-Frank Act, the maximum per depositor FDIC insurance amount increased from $100,000 to $250,000. The
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FDIC applies a risk-based system for setting deposit insurance assessments, which was amended by the Dodd-Frank
Act. Under this system, the assessment rates for an insured depository institution vary according to the level of risk
incurred in its activities. To arrive at an assessment rate for a banking institution, the FDIC places it in one of four risk
categories determined by reference to its capital levels and supervisory ratings. In addition, in the case of those
institutions in the lowest risk category, the FDIC further determines its assessment rate based on certain specified
financial ratios or, if applicable, its long-term debt ratings. The assessment rate schedule can change from time to
time, at the discretion of the FDIC, subject to certain limits. In addition to deposit insurance assessments, the FDIC is
authorized to collect assessments from FDIC insured depository institutions to service the outstanding obligations of
Financing Corporation (FICO).

11
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The Dodd-Frank Act changed the assessment formula for determining deposit insurance premiums and modified
certain insurance coverage provisions of the FDIA. The FDIC’s implementing rules redefined the base for FDIC
insurance assessments from the amount of insured deposits to average consolidated total assets less average tangible
equity.

Federal Home Loan Bank (“FHLB”) System. The Bank is a member of the FHLB of Chicago, which is one of the 11
regional Federal Home Loan Banks. The primary purpose of the FHLBs is to provide funding to their saving
association members in support of the home financing credit function of the members. Each FHLB serves as a reserve
or central bank for its members within its assigned region. FHLBs are funded primarily from proceeds derived from
the sale of consolidated obligations of the FHLB System. FHLBs make loans or advances to members in accordance
with policies and procedures established by the board of directors of the FHLB. These policies and procedures are
subject to the regulation and oversight of the Federal Housing Financing Board. All advances from a FHLB are
required to be fully secured by sufficient collateral as determined by the FHLB. Long-term advances are required to
be used for residential home financing and small business and agricultural loans.

As a member, the Bank is required to purchase and maintain stock in the FHLB of Chicago. As of September 30,
2018, the Bank had $3,015 million in FHLB stock, which was in compliance with this requirement. The Bank receives
dividends on its FHLB stock.

Community Reinvestment Act. The Community Reinvestment Act (“CRA”) is intended to encourage insured depository
institutions, while operating safely and soundly, to help meet the credit needs of their communities. CRA specifically
directs the federal bank regulatory agencies, in examining insured depository institutions, to assess their record of
helping to meet the credit needs of their entire community, including low- and moderate-income neighborhoods,
consistent with safe and sound banking practices. CRA further requires the agencies to take a financial institution's
record of meeting its community credit needs into account when evaluating applications for, among other things,
domestic branches, consummating mergers or acquisitions or holding company formations.

The federal banking agencies have adopted regulations which measure a bank’s compliance with its CRA obligations
on a performance-based evaluation system. This system bases CRA ratings on an institution’s actual lending service
and investment performance rather than the extent to which the institution conducts needs assessments, documents
community outreach or complies with other procedural requirements. The ratings range from “outstanding” to a low of
“substantial noncompliance.”

The Bank had a CRA rating of “Satisfactory” as of its most recent regulatory examination.

Consumer Compliance and Fair Lending Laws. The Bank is subject to a number of federal and state laws designed to
protect borrowers and promote lending to various sectors of the economy and population. These laws include the
Patriot Act, BSA, the Foreign Account Tax Compliance Act, CRA, the Fair Credit Reporting Act, as amended by the
Fair and Accurate Credit Transactions Act, the Equal Credit Opportunity Act, the Truth in Lending Act, the Fair
Housing Act, the Home Mortgage Disclosure Act, the Real Estate Settlement Procedures Act, the National Flood
Insurance Act, various state law counterparts, and the Consumer Financial Protection Act of 2010, which constitutes
part of the Dodd-Frank Act. The enforcement of fair lending laws has been an increasing area of focus for regulators,
including the OCC and CFPB.

Tax Cuts and Jobs Act

The Tax Cuts and Jobs Act of 2017 (“Tax Act”), enacted on December 22, 2017, reduces corporate Federal income tax
rates for the Company from 34% to 24.5% for 2018, and 21% for 2019. The Company anticipates that this tax rate
change should reduce its federal income tax liability in future years, but the Company did recognize certain effects of
the tax law changes related to the revaluation of the deferred tax assets to both the revaluation of timing differences
and the unrealized loss on securities. See Item 7; “Management’s Discussion and Analysis of Financial Condition and
Results of Operations”, under the heading “Critical Accounting Estimates Income Taxes.”

Effects of Government Monetary Policy

The earnings of the Company are affected by general and local economic conditions and by the policies of various
governmental regulatory authorities. In particular, the FRB regulates money supply, credit conditions and interest
rates in order to influence general economic conditions, primarily through open market operations in United States
Government Securities, varying the discount rate on member bank borrowings, setting reserve requirements against
member and nonmember bank deposits, regulating interest rates payable by member banks on time and savings
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deposits and expanding or contracting the money supply. FRB monetary policies have had a significant effect on the
operating results of commercial banks and their holding companies, including the Bank and the Company, in the past
and are expected to continue to do so in the future.

Employees

At December 10, 2018, we had 254 full-time employees and 282 total employees, company-wide. We have no
unionized employees, and we are not subject to any collective bargaining agreements.

12
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ITEM 1A. RISK FACTORS

The risks described below are not the only risks we face. Additional risks that we do not yet know of or that we
currently believe are immaterial may also impair our future business operations. If any of the events or circumstances
described in the following risks actually occurs, our business, financial condition or results of operations could be
materially adversely affected. In such cases, the trading price of our common stock could decline.

Our business may be adversely affected by conditions in the financial markets and economic conditions generally. We
operate primarily in the Wisconsin, Minnesota and Michigan markets. As a result, our financial condition, results of
operations and cash flows are significantly impacted by changes in the economic conditions in those areas. In
addition, our business is susceptible to broader economic trends within the United States economy. Economic
conditions have a significant impact on the demand for our products and services, as well as the ability of our
customers to repay loans, the value of the collateral securing loans and the stability of our deposit funding sources. A
significant decline in general economic conditions caused by inflation, recession, tariffs, unemployment, changes in
securities markets, changes in housing market prices or other factors could impact economic conditions and, in turn,
could have a material adverse effect on our financial condition and results of operations.

Deterioration in the markets for residential real estate, including secondary residential mortgage loan markets, could
reduce our net income and profitability. During the severe recession that lasted from 2007 to 2009, softened
residential housing markets, increased delinquency and default rates, and volatile and constrained secondary credit
markets negatively impacted the mortgage industry. Our financial results were adversely affected by these effects
including changes in real estate values, primarily in Wisconsin, Minnesota and Michigan, and our net income declined
as a result. Decreases in real estate values adversely affected the value of property used as collateral for loans as well
as investments in our portfolio. Continued slow growth in the economy since 2009 resulted in increased competition
and lower rates, which has negatively impacted our net income and profits.

The foregoing changes could affect our ability to originate loans and deposits, the fair value of our financial assets and
liabilities and the average maturity of our securities portfolio. An increase in the level of interest rates may also
adversely affect the ability of certain of our borrowers to repay their obligations. If interest rates paid on deposits or
other borrowings were to increase at a faster rate than the interest rates earned on loans and investments, our net
income would be adversely affected.

We are subject to interest rate risk. Through our banking subsidiary, the Bank, our profitability depends in large part
on our net interest income, which is the difference between interest earned from interest-earning assets, such as loans
and mortgage-backed securities, and interest paid on interest-bearing liabilities, such as deposits and borrowings. Our
net interest income will be adversely affected if market interest rates change such that the interest we pay on deposits
and borrowings increase faster than the interest earned on loans and investments. The rates of interest we earn on
assets and pay on liabilities generally are established contractually for a period of time. Market interest rates change
over time due to many factors that are beyond our control, including but not limited to: general economic conditions
and government policy decisions, especially policies of the Federal Reserve Bank. Accordingly, our results of
operations, like those of other financial institutions, are impacted by changes in interest rates and the interest rate
sensitivity of our assets and liabilities. The risk associated with changes in interest rates and our ability to adapt to
these changes is known as interest rate risk.

We are subject to lending risk. There are inherent risks associated with our lending activities. These risks include the
impact of changes in interest rates and changes in the economic conditions in the markets we serve, as well as those
across the United States. An increase in interest rates or weakening economic conditions (such as high levels of
unemployment) could adversely impact the ability of borrowers to repay outstanding loans, or could substantially
weaken the value of collateral securing those loans. Downward pressure on real estate values could increase the
potential for problem loans and thus have a direct impact on our consolidated results of operations.

We are subject to higher lending risks with respect to our commercial and agricultural banking activities which could
adversely affect our financial condition and results of operations. Our loans include commercial and agricultural loans,
which include loans secured by real estate as well as loans secured by personal property. Commercial real estate
lending, including agricultural loans, typically involves higher loan principal amounts and the repayment of these
loans is generally largely dependent on the successful operation of the property or the business conducted on the
property securing the loan. Commercial real estate loans may be more adversely affected by conditions in the real
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estate markets or in the general economy. Agricultural non-real estate loans carry significant risks as they may involve
larger balances concentrated with a single borrower or group of related borrowers. In addition, repayment of such
loans depends on the successful operation or management of the farm property securing the loan for which an
operating loan is utilized. Farming operations may be affected by factors outside of the borrower's control, including
adverse weather conditions, such as drought, hail or floods that can severely limit crop yields and decline