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For every life change

Customers don’t change banks every day. And they shouldn’t. But when “real life” changes, it is just smart
to make sure their financial life changes with it. In fact, we think it makes so much sense that we offer a
unique Life Change Program®" to both individual and business customers. Life Change Specialists®™ utilize
detailed checklists and financial know-how to coach them through the personal and financial challenges

of the most common life changes ... so Meta customers can spend more time enjoying life.

COMPANY STRUCTURE

META FINANCIAL GROUP, INC.
.............................................. META TRUST

METABANK METABANK WEST CENTRAL
BROOKINGS MARKET CENTRAL I0WA MARKET SIOUX EMPIRE MARKET META PAYMENT SYSTEMS

NORTHWEST I0WA MARKET

COMPANY PROFILE

Meta Financial Group, Inc. is a $776 million bank holding company for MetaBank is a federally-chartered savings bank with four market
MetaBank, MetaBank West Central and Meta Trust Company. Headquartered areas: Northwest lowa, Brookings, Central lowa, Sioux Empire; and the
in Storm Lake, lowa, the Company converted from mutual ownership to nationally recognized Meta Payment Systems division. Meta Payment
stock ownership in 1993. Its primary business is marketing deposits, Systems manages four primary business lines that contribute to revenue
loans and other financial services and products to meet the needs of its and deposits: prepaid cards, credit cards, Automated Teller Machine (ATM)
commercial, agricultural, and retail customers. sponsorship and Automated Clearing House (ACH) origination. MetaBank
Meta Financial Group operates under a super-community banking West Central is a state-chartered commercial bank located in West Central
philosophy that allows the Company to grow while maintaining its lowa. Eighteen bank offices support customers throughout central and
community bank roots, with local decision making and customer service. northwest lowa and in Brookings and Sioux Falls, South Dakota. Meta Trust
Administrative functions, transparent to the customer, are centralized to provides professional trust services to bank customers.
enhance the banks’ operational efficiencies and to improve customer The Company is affiliated with Bill Markve and Associates to offer a
service capabilities. wide range of non-insured investment and insurance products to customers

through Ameritas Investment Corporation and other companies.

Banks are Members FDIC and Equal Housing Lenders. As of September 30, 2005, the company and its subsidiary banks had capital ratios in excess of regulatory requirements and are considered well capitalized under regulatory guidelines.
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To Our Shareholders

L TO R: J. TYLER HAAHR, JAMES S. HAAHR

“You’ve just gotta take
care of the people” is
the simple credo our
company was founded
upon more than half a
century ago. It is still
the cornerstone of our
business philosophy
today, and is the heart
of our mission to make
money management
easy through every
life change.

Earnings for 2005 were disappoint-
ing for Meta Financial Group (MFG).
The Company reported a net loss
of $924 thousand or negative
$0.38 per diluted share for the
fiscal year ended September 30,
2005. This compares to net income
of $4.0 million or $1.57 per diluted
share for fiscal year 2004. Boosting
the 2004 fiscal year’s results was a
branch sale net gain, after income
taxes, of $699 thousand or $0.28
per diluted share.

For the quarter ended
September 30, 2005, the Company
recorded net income of $546 thou-
sand or $0.22 per diluted share.
Compared to net income of $498
thousand or $0.20 per diluted
share for same quarter the previ-
ous year, fourth quarter earnings
increased $48 thousand or 9.6
percent from 2004 to 2005.

A $4.8 million additional
provision for loan losses during
the third quarter ended June 30,
2005 was the primary cause for
the fiscal 2005 loss. After income
taxes, the additional provision
reduced earnings by $1.25 per
diluted share for the fiscal year.

The additional provision for
loan losses related to $9.8 million
of loans, which was the Company’s
share of approximately $32.0 mil-
lion of total loans to three affiliated
companies involved in automobile
sales, service and financing, and
to the owners thereof.

Liquidation of all three compa-
nies’ assets has been underway

since the beginning of MFG’s
fourth fiscal quarter. During the
fourth quarter, MFG incurred
costs related to the liquidation
totaling approximately $330
thousand, or $218 thousand
net of tax. These costs reduced
earnings by approximately $0.09
per share for both the quarter
and the 2005 fiscal year. Please
consult Management’s Discussion
and Analysis later in this annual
report for further information.
Excluding the impact of the
additional provision for loan
losses, the associated liquidation
costs, the start-up costs for Meta
Payment Systems, and the costs

period ended September 30, 2004,
and net income of $1.49 per dilut-
ed share, excluding the profit from
the branch sale, for the year ended
September 30, 2004. While exclud-
ing the impact of the above items
is a non-GAAP measure, we believe
that it may be useful to provide
such information due to the nature
of the expenses in order to more
accurately compare the results of
the periods presented.

At September 30, 2005, non-
performing assets totaled $5.4
million ($4.7 million of which is
associated with the credit discussed
previously) and the ratio of non-
performing assets to total assets

Even though MetaBank, a wholly
owned subsidiary of Meta Financial
Group Inc., didn’t enter the prepaid
card business until May 2004 with
the creation of its Meta Payment
Systems division, the company has
become one of the premier financial
institutions in the prepaid arena.’

related to the Company’s name
change, net income would have
been $705 thousand or $0.28 per
diluted share for the fourth quarter,
and $3.7 million or $1.46 per
diluted share for the year ended
September 30, 2005. This com-
pares to net income of $0.34 per
diluted share for the three-month

was 0.69 percent. This compares to
$729 thousand and 0.09 percent at
September 30, 2004. The Company
had $1.91 million of 30-day past
due loans, or 0.43 percent of total
loans, as of September 30, 2005.
This compares to $1.89 million of
30-day past due loans, or 0.45 per-
cent of total loans the previous year.



While 2005 did not prove to
be a good earnings year for MFG,
progress was made toward initiatives
that we believe will enhance long-
term performance and earnings:
1. Growth of low-cost deposits and
commercial loans;
2. Growth of Meta Payment Systems,
a division of MetaBank;
3. Branch expansion; and
4. The name change completion.

Low-cost deposit balances
(checking, money market, and savings
accounts) grew $75.8 million or 38.5
percent while total deposit balances
grew $79.2 million or 17.2 percent
in 2005. The Company’s focus to
increase low-cost deposits has pro-
duced a $194 million gain or a 247.1
percent increase in low-cost deposit
balances and a $222 million gain or a
70.0 percent increase in total deposit
balances over the past five years.

Meta Financial Group’s commit-
ment to attract low-cost deposits
has shifted the percentage of low-
cost funds from 26.8 percent of total
deposits to 50.4 percent between
the end of fiscal 2001 and fiscal
2005. The shift directly improves
loan-to-deposit interest rate spreads
and enhances the Company’s net
interest income.

LOW-COST
DEPOSIT BALANCES
In millions

05 $273
04— $197
03— $137

02 — $102

01 ——— 591

LOW-COST
DEPOSIT BALANCES
As a percentage of

total deposit balances

05 50%
04 43%

03— 31%
02 e——29%

01— 27%

Net interest income grew
$1.47 million or 8.3 percent for the
year ended September 30, 2005.

In addition to strong low-cost
deposit balance growth, total loans
increased $36.1 million or 8.9 per-
cent during fiscal 2005. Originated
commercial real estate and operat-
ing loans increased by $45.3 million,
or 21.8 percent during the fiscal
year. This follows 19.3 percent and
43.5 percent increases in 2004 and
2003 respectively. As the volume

of originated commercial loans
increases, the Company benefits
with the related deposit accounts,
better loan-to-deposit spreads, less
interest rate sensitivity, and more
fee income.

Since its inception in May
2004, MetaBank, through its Meta
Payment Systems (MPS) division,
has become one of the premier
financial institutions in the prepaid
arena." It serves banks, card proces-
sors, and third-party marketing
companies nationwide. The MPS
group launched and now manages
four primary business lines that
contribute to the Company’s revenue
and deposits: prepaid cards, credit
cards, Automated Teller Machine
(ATM) sponsorship, and Automated
Clearing House (ACH) origination.

MPS expands the Company’s
opportunity and reach in the grow-
ing payments industry. Start up
costs associated with MPS resulted
in a net loss of $808 thousand or
$0.32 per diluted share for the year
ended September 30, 2005. This
follows a net loss of $490 thousand
or $0.20 per diluted share for the
previous fiscal year. As the Company
anticipated and ahead of original
projections, MPS, which operates
as a separate business segment,
recorded its first profitable quarter
with net income of $59 thousand
or $0.02 per diluted share in the
fourth quarter of fiscal 2005.

The Company also proceeded
with previously disclosed plans to
open two additional branch offices in
Sioux Falls, South Dakota. The third
and fourth full-service retail bank
offices opened in August and October
respectively. The newest facility
houses retail bank activities and the
Meta Payment Systems division.

It is not a
coincidence
that Meta
means change.

In January 2005, the Company
and its subsidiaries united under
one name. During the fiscal year,
one-time costs related to the name
changes, net of income taxes,
totaled $428 thousand or $0.17 per
diluted share. The Company expects
to recoup one-time expenses within
the next fiscal year as a result of
improved operating and marketing
efficiencies associated with the
name change.

It is not a coincidence that
Meta means change. MetaBank’s
mission is to make money manage-
ment easy for customers through
every life change. To support the
mission, the Company initiated
a unique Life Change Programs"
designed to coach customers—
both individual and business—
through the ten most common life
changes. More than 50 percent of
employees are trained Life Change
Specialists™™ The customer-focused
program is just one way MetaBank
differentiates itself as it builds
stronger customer relationships
and a stronger brand.

On June 28, 2005 MFG
announced that J. Tyler Haahr,
who had served as president and
chief operating officer, was named
president and chief executive

officer of MFG and MetaBank.
James S. Haahr, who has worked
for the Company since 1961, most
recently as chairman and CEO,
continues to serve as chairman of
the board. Troy Moore, president

of MetaBank’s central lowa market,
was named executive vice presi-
dent, chief operating officer and
member of the executive committee
for MFG and MetaBank. Gene
Richardson, who serves as
MetaBank West Central’s market
president also assumed responsi-
bilities as MetaBank’s central lowa
market president.

On October 25, 2005 Brad
Hanson was elected to the board
of directors for MFG, MetaBank,
MetaBank West Central and Meta
Trust. In addition, Mr. Hanson was
appointed executive vice president
and member of the executive com-
mittee for MFG and MetaBank. He
also serves as president of Meta
Payment Systems and is a pioneer
in the payment systems industry.

On behalf of all Meta Financial
Group associates, we remain dedi-
cated to increasing shareholder
value and enhancing your return.
Thank you for investing in our
company.

@?@/i L

JAMES S. HAAHR
Chairman of the Board

J. TYLER'HAAHR
President & CEO

@ Cullen, Scott. “Banking on Prepaid— Those making
a successful transition do so by picking the right
partners,” Intele-Card News, September 1, 2005.



FINANCIAL HIGHLIGHTS
(Dollars in Thousands except Per Share Data) 2005 2004 2003 2002 2001

AT SEPTEMBER 30

Total @SSets. ... $ 776,349 $ 780,799 $772,285 $ 607,648 $523,183
Total loans, net ... 440,190 404,051 349,692 341,937 333,062
Total deposits ... 540,770 461,581 435,553 355,780 338,782
Shareholders’ equity. ... ‘ 42,959 47,274 43,031 44,588 43,727
Book value per common share........................................... $ 17.16 $ 18.98 $ 17.25 $ 18.06 $ 1771
Total equity to @ssets........................ 5.53% 6.05% 5.57% 7.34% 8.36%

FOR THE FISCAL YEAR

Net interest income............................... $ 19,239 $ 17,769 $ 15,728 $ 13,700 $ 12,833
Net income (I0SS). ... (924) 3,987 3,397 2,157 1,910
Diluted earnings (loss) per share....................................... $ (0.39) $§ 157 $ 136 $ o087 $ 078
Return on average assets ... -0.12% 51% A7% .38% 37%
Return on average equity...................... -2.05% 8.69% 7.57% 4.95% 4.57%
Net yield on interest-earning assets........................................ ‘ 2.56% 2.40% 2.31% 2.56% 2.59%
TOTAL ASSETS TOTAL LOANS, NET TOTAL DEPOSITS

In millions In millions In millions

05 I $7 76 05 I $440 05 I 54 1
04 I 73 1 04 I, 5404 04 I 462

03 I 772 03 I $350 03 I 5436

02 I $608 02 I $342 02 I 356

01 I 5523 01 I $333 01 I $339
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Meta Financial Group, Inc. and Subsidiaries

SELECTED CONSOLIDATED FINANCIAL INFORMATION

SEPTEMBER 30, 2005 2004 2003 2002 2001

SELECTED FINANCIAL CONDITION DATA
(In Thousands)

Total assets $ 776,349 $ 780,799 $ 772,285 $ 607,648 $ 523,183
Loans receivable, net 440,190 404,051 349,692 341,937 333,062
Securities available for sale 230,893 322,524 366,075 218,247 145,374
Excess of cost over net assets acquired, net 3,403 3,403 3,403 3,403 3,403
Deposits 540,770 461,581 435,553 355,780 338,782
Total borrowings 190,522 269,109 291,486 205,266 138,344
Shareholders’ equity 42,959 47,274 43,031 44,588 43,727

YEAR ENDED SEPTEMBER 30,

SELECTED OPERATIONS DATA
(In Thousands, Except Per Share Data)

Total interest income $ 41,093 $ 36,180 $ 35,179 $ 35,434 $ 38,224
Total interest expense 21,854 18,411 19,451 21,734 25,391
Net interest income 19,239 17,769 15,728 13,700 12,833
Provision for loan losses 5,482 489 350 1,090 710
Net interest income after provision for loan losses 13,757 17,280 15,378 12,610 12,123
Total noninterest income 3,731 3,596 3,555 2,781 1,492
Total noninterest expense 19,097 14,830 13,858 12,268 10,695
Income (loss) before income taxes (1,609) 6,046 5,075 3,123 2,920
Income tax expense (benefit) (685) 2,059 1,678 966 1,010
Net income (loss) $ (924) $ 3,987 $ 3,397 $ 2,157 $ 1,910

Earnings (loss) per common and common equivalent share:

Basic earnings (loss) per share $ -0.38 $ 1.61 $ 1.37 $ 0.88 $ 0.79
Diluted earnings (loss) per share $ -0.38 $ 157 $ 1.36 $ 0.87 $ 0.78

YEAR ENDED SEPTEMBER 30,

SELECTED FINANCIAL RATIOS
AND OTHER DATA

PERFORMANCE RATIOS

Return on average assets -0.12% 0.51% 0.47% 0.38% 0.37%
Return on average shareholders’ equity -2.05% 8.69% 7.57% 4.95% 4.57%
Interest rate spread information:
Average during the year 2.37% 2.27% 2.18% 2.37% 2.24%
End of year 2.56% 2.28% 1.90% 2.53% 2.21%
Net yield on average interest-earning assets 2.56% 2.40% 2.31% 2.56% 2.59%
Ratio of operating expense to average total assets 2.43% 1.91% 1.93% 2.16% 2.09%

QUALITY RATIOS

Non-performing assets to total assets at end of year 0.69% 0.09% 0.28% 0.58% 0.49%
Allowance for loan losses to non-performing loans 1,057.39% 754.35% 492.75% 220.33% 240.02%

CAPITAL RATIOS

Shareholders’ equity to total assets at end of period 5.53% 6.05% 5.57% 7.34% 8.36%
Average shareholders’ equity to average assets 5.77% 5.91% 6.25% 7.68% 8.17%
Ratio of average interest-earning assets to average

interest-bearing liabilities 106.74% 105.01% 104.53% 104.86% 106.90%

OTHER DATA

Book value per common share outstanding. $ 17.16 $ 18.98 $ 17.25 $ 18.06 $ 17.71
Dividends declared per share $ 0.52 $ 0.52 $ 0.52 $ 0.52 $ 0.52
Dividend payout ratio Q) 32% 38% 59% 65%
Number of full-service offices 17 16 16 15 14

™ Calculation of the Dividend Payout Ratio Is not meaningful due to the net loss for fiscal 2005.



Meta Financial Group, Inc. and Subsidiaries

MANAGEMENT’S DISCUSSION AND ANALYSIS

MANAGEMENT’S DISCUSSION AND ANALYSIS

GENERAL

Meta Financial Group, Inc. (the “Company”) is a bank holding company whose primary
subsidiaries are MetaBank and MetaBank West Central (“MetaBank WC”). The Company
was incorporated in 1993 as a unitary non-diversified savings and loan holding company
and, on September 20, 1993, acquired all of the capital stock of MetaBank in connection
with MetaBank’s conversion from mutual to stock form of ownership. On September 30,
1996, the Company became a bank holding company in conjunction with the acquisition
of MetaBank WC.

The Company focuses on establishing and maintaining long-term relationships with
customers, and is committed to serving the financial service needs of the communities
in its market area. The Company’s primary market area includes the following counties:
Adair, Buena Vista, Dallas, Guthrie, Pocahontas, Polk, and Sac located in lowa, and the
counties of Brookings, Lincoln and Minnehaha located in east central South Dakota.

The Company attracts retail deposits from the general public and uses those deposits,
together with other borrowed funds, to originate and purchase residential and commer-
cial mortgage loans, to originate consumer, agricultural and other commercial loans.

The Company’s basic mission is to maintain and enhance core earnings while
serving its primary market area. As such, the Board of Directors has adopted a business
strategy designed to (i) maintain the Company’s tangible capital in excess of regulatory
requirements, (i) maintain the quality of the Company’s assets, (iii) control operating
expenses, (\v) maintain and, as possible, increase the Company’s interest rate spread,
and (v) manage the Company’s exposure to changes in interest rates.

CORPORATE DEVELOPMENTS IN FISCAL 2005

During the third fiscal quarter of 2005, the Company determined that $9.8 million of its
assets were impaired under generally accepted accounting principles. The Company was
the lead lender and servicer of approximately $32.0 million in loans to three affiliated
companies and their owners. Approximately $22.2 million of the total had been sold to
ten participating financial institutions. The Company’s portion of the affected assets
included total operating loans secured by new and used cars and contracts receivable of
approximately $6.8 million to two of the companies, which filed for reorganization under
Chapter 11 of the U.S. Bankruptcy Code in June 2005. The Company also had real
estate loans totaling approximately $2.0 million to the third company, and $1.0 million

to the majority owner of the three companies. As of June 30, 2005, $7.6 million of the
loans related to these borrowers were deemed non-performing, and placed on non-
accrual status. In early July, the Company took possession of the assets of one of the
companies that had filed for reorganization, and subsequently accepted deeds on the
real estate from the third company and the majority owner. The other company remains
in Chapter 11 bankruptcy. During the fourth quarter of fiscal 2005, the loan balances,
except for loans to the one company still in bankruptcy, were transferred to foreclosed
real estate or repossessed assets, net of specific allowance. The process of liquidation

of assets of all three companies has been underway since early July. Based on an exten-
sive review and evaluation of the assets, including use of outside expertise, the Company
concluded that, as of June 30, 2005, an additional provision for loan losses was required
in the amount of $4.8 million. One loan totaling $1.3 million was charged to the
allowance as of June 30, 2005, and $2.5 million of the additional allowance was offset
against the loan balances when the transfers to foreclosed real estate and repossessed
assets took place. The Company also estimated that the costs related to the liquidation
of the assets could be as much as $500,000. During the fourth fiscal quarter, the
Company’s expenses related to the liquidation totaled $330,000, or $218,000 net of
income taxes. The additional provision recorded in the third quarter reduced net income
per diluted share for the fiscal year by $1.25, and the liquidation expenses incurred
during the fourth quarter reduced earnings per diluted share by $.09 for both the quarter
and the fiscal year. The Company believes that the $4.8 million in additional allowance
related to these assets was, and continues to be, reasonable based on information

currently available. However, it is possible that other factors and circumstances could
result in a different final realized loss on these assets. We can make no prediction at this
time as to any other losses or recoveries that might occur related to the bankruptcy and
related matters. See “Non-performing Assets and Allowance For Loan Losses,” herein.

On May 6, 2004, the Company announced that MetaBank had started a new oper-
ating division to position the Company to take advantage of opportunities in the growing
area of prepaid debit cards and related systems and services. On May 4, 2004, the first
five members of the management group leading this new division joined MetaBank.
These individuals have extensive experience and a proven track record for creating value
and profitability in this emerging market. As of September 30, 2004, the division had a
total of seventeen (17) employees, operating under the name Meta Payment Systems.
The first cards for the operation were issued during the fourth quarter of the fiscal year
ended September 30, 2004. The development process continued throughout the fiscal
year ended September 30, 2005, at which point the division had twenty-nine (29)
employees. Meta Payment Systems, which constitutes an operating segment for financial
reporting purposes, is based in Sioux Falls, South Dakota, and relocated to the newly
completed MetaBank office building in October 2005. During the first thirteen months of
operations, primarily the start-up phase, through June 30, 2005, Meta Payment Systems
generated an operating loss of aimost $1.4 million, net of income taxes. The Meta
Payment System operating loss for the fiscal year ended September 30, 2005 totaled
$808,000, or $0.33 per diluted share. (See Note 18 of Notes to Consolidated Financial
Statements.) However, in the fourth quarter of fiscal 2005, Meta Payment Systems
generated a profit of $59,000. It is anticipated that, going forward, the division will
continue to operate profitably.

On August 8, 2005, MetaBank opened its third office in Sioux Falls, South Dakota.
The facility, small but strategically located, had been announced near the end of the
second fiscal quarter. A fourth Sioux Falls office opened on October 24, 2005. It is a
large facility designed to house branch operations, commercial lending for the Sioux Falls
market, Meta Payment Systems and several other corporate functions. As a result of
opening of new branch offices, additional expenses will be incurred, primarily in compen-
sation and benefits, and in costs associated with owning, operating and maintaining an
office building.

During the second quarter of the fiscal year, the Company obtained the required
approvals and completed the name change that was announced during fiscal 2004.
First Midwest Financial, Inc. became Meta Financial Group, Inc., First Federal Savings
Bank of the Midwest became MetaBank, Security State Bank became MetaBank West
Central, and First Services Trust Corporation became Meta Trust Company. The Meta
name is symbolic of positive change and expands on the existing operating philosophy
of the Company and its subsidiaries to make money management easy for individuals
and businesses through every life change. The costs associated with the name change,
net of income taxes, reduced net income by $428,000, or $.17 per diluted share, during
fiscal 2005. The Company’s stock has continued after the name change to trade on the
NASDAQ National Market under the symbol “CASH”.

FINANCIAL CONDITION

The following discussion of the Company’s consolidated financial condition should
be read in conjunction with the Selected Consolidated Financial Information and
Consolidated Financial Statements and the related notes included elsewhere herein.

The Company’s total assets at September 30, 2005 were $776.3 million, a
decrease of $4.5 million, or 0.6%, from $780.8 million at September 30, 2004. The
decrease in assets was due primarily to a decrease in securities available for sale, which
was partially offset primarily by increases in net loans receivable, cash and cash equiva-
lents, foreclosed real estate and other repossessed assets and premises and equipment.

The Company’s portfolio of securities purchased under agreements to resell and
available for sale decreased $54.1 million, or 16.8%, to $268.4 million at September
30, 2005 from $322.5 million at September 30, 2004. The Company’s portfolio of



Meta Financial Group, Inc. and Subsidiaries

MANAGEMENT’S DISCUSSION AND ANALYSIS

securities available for sale consists primarily of mortgage-backed securities, most with
balloon maturities, which have relatively short expected average lives and limited matu-
rity extension. During fiscal 2005, purchases of securities available for sale increased to
$55.1 million from $46.2 million in 2004. Additionally, $25.8 million of securities avail-
able for sale were sold during fiscal 2005 at a net loss of $19,000. Repayment and
prepayment of principal decreased, to $78.0 million in 2005 from $89.2 million in 2004.
Excess funds provided by repayment of securities were used to fund loan growth. (See
Note 4 of Notes to Consolidated Financial Statements.)

The Company’s portfolio of net loans receivable increased by $36.1 million, or
8.9%, to $440.2 million at September 30, 2005 from $404.1 million at September 30,
2004. Net loans receivable increased as a result of the increased origination of commer-
cial and multi-family real estate loans on existing and newly constructed properties and
the increased origination of commercial business loans. The total of purchased commer-
cial real estate and business loans decreased during the year. In addition, the increase
reflects small increases in consumer loans and conventional one to four family residen-
tial mortgage loans. (See Note 5 of Notes to Consolidated Financial Statements.)

The Company’s investment in the Federal Home Loan Bank of Des Moines (“FHLB”)
stock decreased $2.9 million, or 26.2%, to $8.2 million at September 30, 2005 from
$11.1 million at September 30, 2004. The decrease was due to a decrease in the level
of borrowings from the FHLB, which require a calculated level of stock investment based
on a formula determined by the FHLB.

Customer deposit balances increased by $79.2 million, or 17.2%, to $540.8 million
at September 30, 2005 from $461.6 million at September 30, 2004. The increase in
deposits is primarily due to the operations of the Meta Payment Systems division of
MetaBank. The division's deposit grew by $72.5 million, all but $15,000 of which was
in non-interest bearing accounts. In addition to the growth provided by Meta Payment
Systems, the Company’s total checking balances, savings account balances and certifi-
cates of deposit grew by $16.0 million, $16.6 million and $3.4 million, respectively.
These increases were partially offset by a decrease of $29.3 million in money markst
accounts. The overall increase in deposits, along with the net decrease in securities
available for sale, was used to reduce borrowings and fund loan growth during the
period. (See Note 8 of Notes to Consolidated Financial Statements.)

The Company’s borrowings from the Federal Home Loan Bank decreased by
$66.6 million, or 29.4%, to $159.7 million at September 30, 2005 from $226.3 million
at September 30, 2004. The balance in securities sold under agreements to repurchase
decreased by $12.0 million, or 37.0%, to $20.5 million at September 30, 2005 from
$32.5 million at September 30, 2004. The overall decrease in borrowings was more
than offset by the increase in deposits. (See Notes 9 and 10 of Notes to Consolidated
Financial Statements.)

Shareholders’ equity decreased $4.3 million, or 9.1%, to $43.0 million at
September 30, 2005 from $47.3 million at September 30, 2004. The decrease in
shareholders’ equity was primarily due to the net loss for the year, an increase in
unrealized loss on securities available for sale in accordance with SFAS 115, dividends
paid to shareholders and the purchase of Company stock for the Employee Stock
Ownership Plan during the period. (See Note 16 of Notes to Consolidated Financial
Statements.)

RESULTS OF OPERATIONS

The following discussion of the Company’s results of operations should be read in con-
junction with the Selected Consolidated Financial Information and Consolidated Financial
Statements and the related notes included elsewhere herein.

The Company’s results of operations are primarily dependent on net interest income,
non-interest income, non-interest expense and income tax expense. Net interest income
is the difference, or spread, between the average yield on interest-earning assets and
the average rate paid on interest-bearing liabilities. The interest rate spread is affected
by regulatory, economic, and competitive factors that influence interest rates, loan

demand, and deposit flows. The Company, like other financial institutions, is subject
to interest rate risk to the extent that its interest-earning assets mature or reprice at
different times, or on a different basis, than its interest-bearing liabilities.

The Company’s non-interest income is derived primarily from the activities of the
Meta Payment Systems division of MetaBank and fees charged on transaction accounts,
which help offset the costs associated with establishing and maintaining these deposit
accounts. In addition, non-interest income is derived from gains or losses on the sale of
loans and securities available for sale. Additionally, non-interest income has been derived
from the activities of Meta Trust Company, a wholly-owned subsidiary of Meta Financial
Group, which provides a variety of professional trust services.

COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED
SEPTEMBER 30, 2005 AND SEPTEMBER 30, 2004

GENERAL

The Company recorded a net loss of $924,000 for the year ended September 30, 2005,
compared to net income of $3,987,000 for the year ended September 30, 2004. The
decrease in net income primarily reflects a substantial increase of in the provision for
loan losses, as discussed above in “Corporate Developments in 2005”. In addition,

there was an increase in non-interest expense. These items were partially offset by

an increase in net interest income and a small increase in non-interest income.

NET INTEREST INCOME

Net interest income for the year ended September 30, 2005 increased by $1,471,000,
or 8.3%, to $19,240,000 compared to $17,769,000 for the period ended September
30, 2004. The increase in net interest income reflects a $9,404,000 increase in the
average balance of interest-earning assets, and an increase in the net yield on average
earning assets. The net yield on average earning assets increased to 2.56% for the
period ended September 30, 2005 from 2.40% for the same period in 2004, The
increase in net yield on average earning assets was due primarily to a change in the
composition of the balance sheet during the year which resulted in significant growth in
loans receivable and a significant reduction in securities available for sale. The average
interest rate spread between loans and interest-bearing deposits decreased to 4.19%
for the fiscal year ended September 30, 2005 from 4.35% for the previous year. The
decrease in spread reflects an increase in the average cost of deposits due to the gen-
eral increase in market rates on deposits, and to a competitive rate environment for
commercial real estate and commercial operating loans, on which rates increased but
by a lesser amount. The decrease in spread does not factor in the significant increase
in non-interest bearing deposits during the year. Had the non-interest bearing deposits
been considered, the spread would have decreased by seven basis points instead of
sixteen. Interest rates, particularly at the shorter end of the yield curve, increased during
the last half of fiscal 2004 and throughout fiscal 2005. The yield curve flattened signifi-
cantly during the same period of time. Management believes interest rates in fiscal 2006
will more likely increase than decrease. This should result in an increase in both interest
income and in interest expense during the coming year, which combined with continued
growth in shorter term adjustable loans and lower cost deposits, would increase net
interest income.

INTEREST AND DIVIDEND INCOME

Interest and dividend income for the year ended September 30, 2005 increased
$4,913,000, or 13.6%, to $41,093,000 from $36,180,000 for the same period in
2004. The increase was due primarily to an increase of $5,572,000 in interest income
from loans receivable, which was the result of an increase of $61,696,000 in the aver-
age balance of loans receivable during the period. This increase was partially offset by
a decrease of $659,000 in interest and dividends on investments which was the result
of a decrease of $52,292,000 in the average balance of these assets during the period.
The yield on loans receivable increased by .36% during the period.
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The following table sets forth the weighted average effective interest rate on interest-earning assets and interest-bearing liabilities at the end of each of the years presented.

AT SEPTEMBER 30, 2005 2004 2003
WEIGHTED AVERAGE YIELD ON
Loans receivable 6.76% 6.04% 6.17%
Mortgage-backed securities available for sale 3.79 3.81 2.87
Securities available for sale 3.95 2.50 2.23
FHLB stock 1.40 2.25 3.00
Combined weighted average yield on interest-earning assets 5.58 4.94 4.42
WEIGHTED AVERAGE RATE PAID ON
Demand, NOW and money market demand deposits 1.18 1.22 0.83
Savings deposits 2.81 1.32 1.14
Time deposits 3.43 2.81 2.78
FHLB advances 4.56 3.62 3.40
Other borrowed money 4.49 3.23 1.71
Combined weighted average rate paid on interest-bearing liabilities 3.02 2.66 2.52
Spread 2.56 2.28 1.90

RATE/VOLUME ANALYSIS

The following schedule presents the dollar amount of changes in interest income and interest expense for major components of interest-earning assets and interest-bearing liabilities.
It distinguishes between the increase related to higher outstanding balances and that due to the levels and volatility of interest rates. For each category of interest-earning assets and
interest-bearing liabilities, information is provided on changes attributable to (i) changes in volume (i.e., changes in volume multiplied by old rate) and (ii) changes in rate (i.., changes
in rate multiplied by old volume). For purposes of this table, changes attributable to both rate and volume that cannot be segregated have been allocated proportionately to the change

due to volume and the change due to rate.

YEAR ENDED SEPTEMBER 30,

2005 VS. 2004

2004 VS. 2003

(in Thousands)

Increase Increase Total Increase Increase Total
(Decrease) (Decrease) Increase (Decrease) (Decrease) Increase
Due to Volume Due to Rate (Decrease) Due to Volume Due to Rate (Decrease)
INTEREST-EARNING ASSETS
Loans receivable $ 4,220 $ 1,351 $ 5,571 $ 1,981 $ (1,820) $ 161
Mortgage-backed securities available for sale (1,867) 640 (1,227) 991 (20) 971
Securities available for sale (27) 518 491 6 (72) (66)
FHLB stock - 78 78 25 (90) (65)
Total interest-earning assets $ 2,326 $ 2,587 $ 4913 $ 3,003 $ (2,002) $ (1,001)
INTEREST-BEARING LIABILITIES
Demand, NOW and money market deposits $ ) $ 572 $ 567 $ 202 $ (12 $ 190
Savings deposits 489 357 846 249 19 268
Time deposits (600) 1,628 1,028 805 (2,115) (1,310)
FHLB advances 257 489 746 973 (721) 252
Other borrowed money (420) 675 255 (906) 526 (440)
Total interest-bearing liabilities $ (279) $ 3,721 $ 3,442 $ 1,263 $ (2,303) $ (1,040)
Net effect on net interest income $ 2,605 $ (1,134) $ 1,471 $ 1,740 $ 301 $ 2,041
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AVERAGE BALANCES, INTEREST RATES AND YIELDS
The following table presents for the periods indicated the total dollar amount of interest income from average interest-eaming assets and the resultant yields, as well as the interest
expense on average interest-bearing liabilities, expressed both in dollars and rates. No tax equivalent adjustments have been made. Non-accruing loans have been included in the

table as loans carrying a zero yield.

YEAR ENDED SEPTEMBER 30, 2004 2003 2002
(Dollars in Thousands)
Average Interest Average Interest Average Interest
Outstanding Earned Yield  Outstanding Earned Yield Outstanding Earned Yield
Balance /Paid /Rate Balance /Paid /Rate Balance /Paid /Rate
INTEREST-EARNING ASSETS
Loans receivable™ $ 436146 $ 29,831 684% $ 374450 § 24,260 648% $ 343879 § 24,099 7.01%
Mortgage-backed securities available for sale 265,996 9,644 3.63 317,489 10,871 342 288,560 9,900 343
Securities available for sale 38,100 1,319 3.46 38,886 828 213 38,623 894 231
FHLB stock 10,349 299 2.89 10,362 221 213 9,188 286 311
Total interest-earning assets 750,591 $ 41,093 5.48% 741,187 § 36,180 4.88% 680,250 § 35179 517%
Non-interest-earning assets 35,607 34,477 37,737
Total assets $ 786,198 § 775664 $ 717,987
INTEREST-BEARING LIABILITIES
Demand, NOW and money market
demand deposits $ 112495 § 1,856 165% $ 112817 § 1,289 114% $ 95118 ¢ 1,099 1.16%
Savings deposits 57,566 1,321 2.29 36,236 475 1.31 17,239 207 1.20
Time deposits 285,115 8,903 3.12 304,322 7,875 2.59 273,214 9,185 3.36
FHLB advances 209,618 8,295 3.96 203,135 7,549 372 176,961 7,297 412
Other borrowed money 38,377 1,478 3.85 49,287 1,223 2.48 88,209 1,663 1.89
Total interest-bearing liabilities 703171 § 21,853 3.11% 705797 § 18411 2.61% 650,741 § 19451 2.99%
Non-interest-bearing:
Deposits 34,794 19,419 15,375
Liahilities 2,882 4,582 6,978
Total liabilities 740,847 729,798 673,094
Shareholders’ equity 45,351 45,866 44,893
Total liabilities and shareholders’ equity $ 786,198 $ 775664 $ 717,987
Net interest-earning assets $ 47,420 § 35390 $ 29509
Net interest income $ 19,240 $ 17,769 $ 15728
Net interest rate spread 2.37% 2.27% 2.18%
Net yield on average interest-earning assets 2.56% 2.40% 2.31%
Average interest-earning assets to average
interest-bearing liabilities 106.74% 105.01% 104.53%

 Calculated net of deferred loan fees, loan discounts, loans in process and allowance for loan losses.

INTEREST EXPENSE

Interest expense increased $3,443,000, or 18.7%, to $21,854,000 for the year ended
September 30, 2005 from $18,411,000 for the 2004. Interest expense on deposits
increased by $2,441,000, due primarily to an increase in the average rates paid on
interest-bearing deposits during the period to 2.65% from 2.13%, and to a $1,801,000
increase in the average balance of interest-bearing deposits between the periods. The
average balance of non-interest bearing deposits increased by $15,375,000 which
resulted in an increase of $17,176,000 in the average balance of deposits. Interest
expense on FHLB advances and other borrowings increased by $1,002,000 during

the period, due to an increase in the average cost to 3.94% from 3.48%, which was
partially offset by a decrease of $4,427,000 in the average balance outstanding

during the period.

PROVISION FOR LOAN LOSSES

The provision for loan losses for the year ended September 30, 2005 was $5,482,000
compared to $489,000 for the same period in 2004. The primary reason for the signifi-
cant increase in the provision for loan losses was the problem credits discussed earlier
in “Corporate Developments in 2005”. Management believes that, based on a detailed

review of the loan portfolio, historic loan losses, current economic conditions, growth of
the loan portfolio, and other factors, the current level of provision for loan losses, and the
resulting level of the allowance for loan losses, reflects an adequate allowance against
probable losses from the loan portfolio at such date.

Economic conditions in the agricultural sector of the Company’s market areas are
currently strong and stable. In 2005, above average yields offset modest deterioration in
commodity prices. The agricultural economy is accustomed to commodity price fluctua-
tions and is generally able to handle such fluctuations without significant problem. Higher
petroleum prices had some dampening effect on 2005 profits and could cause more of
a negative impact on profits in 2006 and beyond due to price increases in chemicals
used in agricultural production. Increased interest rates will also be a negative factor
for the agricultural sector. Should there be an extended period of low commodity prices,
the Company’s agricultural loan portfolio could weaken and create a need for the
Company to increase its allowance for loan losses through increased charges to provi-
sion for loan losses.

During recent years, the Company has increased its origination of multi-family,
commercial real estate and commercial business loans. The Company anticipates activity
in this type of lending to continue in future years. While generally carrying higher rates,
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this lending activity is considered to carry a higher level of risk due to the nature of the
collateral and the size of individual loans.

Furthermore, although the Company maintains its allowance for loan losses at a
level that it considers to be adequate, investors and others are cautioned that there
can be no assurance that future losses will not exceed estimated amounts, or that
additional provisions for loan losses will not be required in future periods. In addition,
the Company’s determination of the allowance for loan losses is subject to review by its
regulatory agencies, which can require the establishment of additional general or specific
allowances.

NON-INTEREST INCOME

Non-interest income increased by $135,000, or 3.8%, to $3,731,000 for the year
ended September 30, 2005 from $3,596,000 for the same period in 2004. The
increase in non-interest income is primarily the result of an increase in other income

of $1,408,000 and an increase in fees on deposits of $56,000. These increases were
substantially offset by a non-recurring gain of $1,113,000 on the sale of a branch
office during 2004, a decrease in the gain on sale of loans of $54,000, a decrease in
the return on Bank Owned Life Insurance of $52,000 and a net loss of $19,000 on

the sales of securities available for sale. The increase in other income was due to fee
income generated by the Meta Payment Systems division of MetaBank, which totaled
$1,591,000 for 2005, compared to $7,000 for 2004. The increase in deposit fees is
primarily the result of an increase in transaction account balances in 2005 compared
to 2004. The decrease in gain on the sale of loans reflects a lower volume of originations
of 1-to-4 family, fixed rate loans during the year due to the slow down in the mortgage-
refinancing market resulting from increased market rates. It is anticipated that fiscal
2006 will produce significant continued growth in fee income from Meta Payment
Systems and an increase in deposit related service charges with continued growth in
checking balances. Gains on the sale of loans will likely be flat due to current interest
rate environment.

NON-INTEREST EXPENSE

Non-interest expense increased by $4,266,000, or 28.8%, to $19,097,000 for the
year ended September 30, 2005 from $14,831,000 for the same period in 2004. The
increase in non-interest expense primarily reflects the costs associated with the start-up
of operations for Meta Payment Systems, costs related to the process of changing
corporate names, costs associated with the liquidation of the repossessed assets and
foreclosed real estate arising from the loans discussed in “Corporate Developments in
2005”, a full year of operations of the second Sioux Falls office ( which opened late in
fiscal 2004), the opening of a third office and preparation for opening a fourth office in
Sioux Falls, South Dakota, and additional staffing in the lending departments.

INCOME TAX EXPENSE

Due to the net loss for the year ended September 30, 2005, the Company recorded

a benefit of $685,000, compared to an expense of $2,059,000 for the year ended
September 30, 2004. The increase in income taxes is reflective of the change in operat-
ing result between the comparable periods.

COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED
SEPTEMBER 30, 2004 AND SEPTEMBER 30, 2003

GENERAL

Net income for the year ended September 30, 2004 increased $590,000, or 17.4%, to
$3,987,000, from $3,397,000 for the same period ended September 30, 2003. The
increase in net income reflects an increase in net interest income and a small increase
in non-interest income, which were partially offset by an increase in non-interest
expense and a small increase in provision for loan losses.

NET INTEREST INCOME

Net interest income for the year ended September 30, 2004 increased by $2,041,000,
or 13.0%, to $17,769,000 compared to $15,728,000 for the period ended September
30, 2003. The increase in net interest income reflects a $60.9 million increase in the
average balance of interest-earning assets, and an increase in the net yield on average
earning assets. The net yield on average earning assets increased to 2.40% for the
period ended September 30, 2004 from 2.31% for the same period in 2003. The
increase in net yield on average earning assets was due primarily to balance sheet
growth during the year as the result of the growth in loans receivable. The average
interest rate spread between loans and deposits increased to 4.35% for the fiscal year
ended September 30, 2004 from 4.29% for the previous year. The increase in spread
reflects a reduction in the average cost of deposits due to an increase in the level of
lower cost transactional deposit accounts and an increased percentage of originated
commercial loans at relatively higher yields during the period. Interest rates, particularly
at the shorter end of the yield curve, increased during the last half of fiscal 2004.

INTEREST AND DIVIDEND INCOME

Interest and dividend income for the year ended September 30, 2004 increased
$1,001,000, or 2.8%, to $36,180,000 from $35,179,000 for the same period in 2003.
The increase was due primarily to an increase of $840,000 in interest and dividends

on investments which was the result of an increase of $30,366,000 in the average
balance of these assets during the period. Additionally, there was an increase of
$161,000 in interest income from loans receivable which was the result of an increase
of $30,571,000 in the average balance of loans receivable during the period. The yield
on loans receivable decreased by .53% during the period, which partially offset the
increase in income from the higher average balance.

INTEREST EXPENSE

Interest expense decreased $1,040,000, or 5.3%, to $18,411,000 for the year ended
September 30, 2004 from $19,451,000 for the 2003. Interest expense on deposits
decreased by $851,000 due primarily to a decrease in the average rates paid on
deposits during the period from 2.72% to 2.13%, which was partially offset by a
$67,804,000 increase in the average