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Item 1. Financial Statements (Unaudited)

META FINANCIAL GROUP, INC.
AND SUBSIDIARIES

Condensed Consolidated Statements of Financial Condition
(Dollars in Thousands, Except Share and Per Share Data)

ASSETS

Cash and cash equivalents

Investment securities available for sale
Mortgage-backed securities available for sale
Loans receivable - net of allowance for loan losses of $4,762 at March 31,
2012 and $4,926 at September 30, 2011
Federal Home Loan Bank Stock, at cost
Accrued interest receivable

Insurance receivable

Premises, furniture, and equipment, net
Bank-owned life insurance

Foreclosed real estate and repossessed assets
Intangible assets

MPS accounts receivable

Other assets

Total assets
LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES

Non-interest-bearing checking
Interest-bearing checking

Savings deposits

Money market deposits

Time certificates of deposit

Total deposits

Advances from Federal Home Loan Bank
Securities sold under agreements to repurchase
Subordinated debentures

Accrued interest payable

Contingent liability

Accrued expenses and other liabilities
Total liabilities

STOCKHOLDERS’ EQUITY

Preferred stock, 800,000 shares authorized, no shares issued or outstanding
Common stock, $.01 par value; 5,200,000 shares authorized, 3,372,999 shares
issued, 3,202,056 and 3,146,867 shares outstanding at March 31, 2012 and

March 31,

2012

(Unaudited)

$ 236,074

91,051
876,955

321,685
6,739
5,740
4,364
17,133
14,579
2,958
1,795
8,963
9,581

1,597,617

1,247,071
35,143
27,587
38,020
104,375
1,452,196
11,000
13,598
10,310
197

5,465
17,516
1,510,282

34

September 30,

2011

276,893
28,330
590,918

314,410
4,737
4,133
2,264
17,168
14,322
2,671
1,315
7,677
10,643

1,275,481

945,956
31,249
11,136
36,717
116,562
1,141,620
11,000
8,055
10,310
223

3,649
20,047
1,194,904

34
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September 30, 2011, respectively

Additional paid-in capital 32,538 32,471
Retained earnings - substantially restricted 57,724 45,494
Accumulated other comprehensive income (loss) 99 ) 6,336
Treasury stock, 170,943 and 226,132 common shares, at cost, at March 31,

2012 and September 30, 2011, respectively (2,862 ) (3,758
Total stockholders’ equity 87,335 80,577
Total liabilities and stockholders’ equity $ 1,597,617 $ 1,275,481

See Notes to Condensed Consolidated Financial Statements.
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META FINANCIAL GROUP, INC.
AND SUBSIDIARIES
Condensed Consolidated Statements of Operations (Unaudited)
(Dollars in Thousands, Except Share and Per Share Data)

Three Months Ended Six Months Ended
March 31, March 31,
2012 2011 2012 2011
Interest and dividend income:
Loans receivable, including fees $4,492 $4,909 $9,032 $10,356
Mortgage-backed securities 5,198 4,433 9,985 8,351
Other investments 609 238 897 493
10,299 9,580 19,914 19,200
Interest expense:
Deposits 553 753 1,206 1,642
FHLB advances and other borrowings 335 410 659 863
888 1,163 1,865 2,505
Net interest income 9,411 8,417 18,049 16,695
Provision for loan losses 200 214 899 186
Net interest income after provision for loan losses 9,211 8,203 17,150 16,509
Non-interest income:
Card fees 15,691 18,392 29,604 32,466
Gain on sale of securities available for sale, net 11,381 632 12,431 1,158
Deposit fees 143 163 305 344
Loan fees 290 85 619 286
Bank-owned life insurance income 130 130 258 263
Other income (854 ) 68 (754 ) 259
Total non-interest income 26,781 19,470 42,463 34,776
Non-interest expense:
Compensation and benefits 8,057 8,188 15,233 15,984
Card processing expense 4,976 8,120 10,298 13,343
Occupancy and equipment expense 2,088 2,168 4,186 4,210
Legal and consulting expense 2,019 1,339 3,285 2,750
Goodwill impairment - - - 1,508
Marketing 325 411 492 672
Data processing expense 278 273 553 546
Other expense 2,470 2,752 4,957 5,856
Total non-interest expense 20,213 23,251 39,004 44,869

Income before income tax expense 15,779 4,422 20,609 6,416
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Income tax expense 5,809 1,675 7,548
Net income $9,970 $2,747 $13,061
Earnings per common share:

Basic $3.12 $0.88 $4.10
Diluted $3.10 $0.88 $4.09

See Notes to Condensed Consolidated Financial Statements.

2,948

$3,468

$1.11
$1.11
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META FINANCIAL GROUP, INC.

AND SUBSIDIARIES
Condensed Consolidated Statements of Comprehensive Income (Unaudited)
(Dollars in Thousands)
Three Months Ended Six Months Ended
March 31, March 31,
2012 2011 2012 2011
Net income $9,970 $2,747 $13,061 $3,468

Other comprehensive loss:
Change in net unrealized gains (losses) on securities

available for sale (1,495 ) 258 2,009 (1,960
Gains realized in net income (11,381 ) (632 ) (12,431 ) (1,158
(12,876 ) (374 ) (10,422 ) (3,118
Deferred income tax effect (4,925 ) (145 ) (3,987 ) (1,193
Total other comprehensive loss (7,951 ) (229 ) (6,435 ) (1,925
Total comprehensive income $2,019 $2,518 $6,626 $1,543

See Notes to Condensed Consolidated Financial Statements.

~— N N —
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META FINANCIAL GROUP, INC.
AND SUBSIDIARIES
Condensed Consolidated Statements of Changes in Stockholders' Equity (Unaudited)
For the Six Months Ended March 31, 2012 and 2011
(Dollars in Thousands, Except Share and Per Share Data)

Accumulated
Additional Other Total
Common Paid-in Retained Comprehensive Treasury  Stockholders’
Stock Capital Earnings  Income (Loss) Stock Equity

Balance, September 30, 2010 $34 $32,381 $42.475 $ 1,599 $(4,445 ) $72,044
Cash dividends declared on
common stock ($.26 per
share) - - (810 ) - - (810 )
Issuance of 5,950 common
shares from treasury stock due
to issuance of restricted stock - (12 ) - - 123 111
Stock compensation - 42 - - - 42
Change in net unrealized gains
(losses) on securities available
for sale - - - (1,925 ) - (1,925 )
Net income - - 3,468 - - 3,468
Balance, March 31, 2011 $34 $32,411 $45,133 $ (326 ) $(4,322 ) $72,930
Balance, September 30, 2011  $34 $32.471 $45,494 $ 6,336 $(3,758 ) $80,577
Cash dividends declared on
common stock ($.26 per
share) - - (831 ) - - (831 )
Issuance of 55,189 common
shares from treasury stock due
to issuance of restricted stock - 49 - - 896 945
Stock compensation - 18 - - - 18
Change in net unrealized gains
(losses) on securities available
for sale - - - (6,435 ) - (6,435 )
Net income - - 13,061 - - 13,061

10



Balance, March 31, 2012

Edgar Filing: META FINANCIAL GROUP INC - Form 10-Q

$34 $32,538 $57,724 $ (99 ) $(2,862

See Notes to Condensed Consolidated Financial Statements.

) $87,335

11
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META FINANCIAL GROUP, INC.
AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows (Unaudited)

(Dollars in Thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation, amortization and accretion, net

Disbursement of non-real estate consumer loans originated for sale

Proceeds from sale of non-real estate consumer loans

Disbursement of 1-4 family residential mortgage loans originated for sale

Proceeds from sale of 1-4 family residential mortgage loans
Loss (gain) on sale of loans

Provision for loan losses

Loss (gain) on sale of other assets

Gain on sale of securities available for sale, net

Net change in accrued interest receivable

Goodwill impairment

Net change in other assets

Net change in accrued interest payable

Net change in accrued expenses and other liabilities
Net cash provided by operating activities

Cash flow from investing activities:

Purchase of securities available for sale

Proceeds from sales of securities available for sale
Proceeds from maturities and principal repayments of
securities available for sale

Loans purchased

Net change in loans receivable

Proceeds from sales of foreclosed real estate
Federal Home Loan Bank stock purchases

Federal Home Loan Bank stock redemptions
Proceeds from the sale of premises and equipment
Purchase of premises and equipment

Other, net

Net cash used in investing activities

Cash flows from financing activities:

Net change in checking, savings, and money market deposits
Net change in time deposits

Net change in securities sold under agreements to repurchase
Cash dividends paid

Stock compensation

Proceeds from exercise of stock options

2012

$ 13,061

7,599
(431,935
432,428

368

7

899
964
(12,431
(1,607

(2,966
(26
(715
5,646

(811,441
364,911

93,906
(4,372
(6,399
382
(29,353
27,351
30
(1,718
3,987
(362,716

322,763
(12,187
5,543
(831

18

945

)

)

)

Six Months Ended March 31,
2011

$ 3,468

5,166
(479,911 )
478,555
(1,713 )
2,904

(146 )
186

(128 )
(1,158 )
312

1,508
(2,694 )
(151 )
428

6,626

(238,464 )
46,239

68,066
(1,039 )
37,271

362

89

(955 )
1,193
(87,238 )

177,003
(27412 )
2,883

(810 )
42

111

12
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Net cash provided by financing activities
Net change in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosure of cash flow information
Cash paid during the period for:

Interest

Income taxes

Supplemental schedule of non-cash investing activities:
Loans transferred to foreclosed real estate

See Notes to Condensed Consolidated Financial Statements.

316,251
(40,819

276,893
$ 236,074

$ 1,891
3,409

$ 1,729

)

151,817
71,205

87,503
$ 158,708

$ 2,655
1,834

13



Edgar Filing: META FINANCIAL GROUP INC - Form 10-Q

Table of Contents

META FINANCIAL GROUP, INC. ®
AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements (Unaudited)

NOTE 1.BASIS OF PRESENTATION

The interim unaudited condensed consolidated financial statements contained herein should be read in conjunction
with the audited consolidated financial statements and accompanying notes to the consolidated financial statements

for the fiscal year ended September 30, 2011 included in Meta Financial Group, Inc.’s (“Meta Financial” or the
“Company”’) Annual Report on Form 10-K filed with the Securities and Exchange Commission (“SEC”) on December 20,
2011. Accordingly, footnote disclosures which would substantially duplicate the disclosure contained in the audited
consolidated financial statements have been omitted.

The financial information of the Company included herein has been prepared in accordance with U.S. generally
accepted accounting principles (“GAAP”) for interim financial reporting and has been prepared pursuant to the rules and
regulations for reporting on Form 10-Q and Rule 10-01 of Regulation S-X. Such information reflects all adjustments
(consisting of normal recurring adjustments), that are, in the opinion of management, necessary for a fair presentation
of the financial position and results of operations for the periods presented. The results of the interim period ended
March 31, 2012, are not necessarily indicative of the results expected for the year ending September 30, 2012.

NOTE 2.CREDIT DISCLOSURES

Loans are considered impaired if full principal or interest payments are not probable in accordance with the
contractual loan terms. Impaired loans are carried at the present value of expected future cash flows discounted at the
loan’s effective interest rate or at the fair value of the collateral if the loan is collateral dependent. A portion of the
allowance for loan losses is allocated to impaired loans if the value of such loans is deemed to be less than the unpaid
balance. If these allocations cause the allowance for loan losses to require an increase, such increase is reported as a
component of the provision for loan losses.

The allowance consists of specific, general, and unallocated components. The specific component relates to impaired

loans. For such loans, an allowance is established when the discounted cash flows (or collateral value or observable

market price) of the impaired loan are lower than the carrying value of that loan. The general component covers loans

not considered impaired and is based on historical loss experience adjusted for qualitative factors. An unallocated

component is maintained to cover uncertainties that could affect management’s estimate of probable losses. The
unallocated component of the allowance reflects the margin of imprecision inherent in the underlying assumptions

used in the methodologies for estimating specific and general losses in the portfolio.

Smaller-balance homogeneous loans are evaluated for impairment in total. Such loans include residential first

mortgage loans secured by one-to-four family residences, residential construction loans, and automobile,

manufactured homes, home equity and second mortgage loans. Commercial and agricultural loans and mortgage

loans secured by other properties are evaluated individually for impairment. When analysis of borrower operating

results and financial condition indicates that underlying cash flows of the borrower’s business are not adequate to meet
its debt service requirements, the loan is evaluated for impairment. Often this is associated with a delay or shortfall in

payments of 90 days or more. Generally, non-accrual loans are considered impaired. Impaired loans, or portions

thereof, are charged off when deemed uncollectible.

14
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Loan receivables at March 31, 2012 and September 30, 2011 are as follows:

March 31, September 30,
2012 2011

(Dollars in Thousands)
One to four family residential mortgage loans $ 39,850 $ 33,753
One to four family residential mortgage loans held for sale - 375
Commercial and multi-family real estate loans 194,622 194,414
Agricultural real estate loans 21,087 20,320
Consumer loans 34,669 32,418
Consumer loans held for sale 1,690 1,980
Commercial operating loans 12,582 14,955
Agricultural operating loans 22,041 21,200
Total Loans Receivable 326,541 319,415
Less:
Allowance for loan losses 4,762 ) (4,926 )
Net deferred loan origination fees 94 ) (79 )
Total Loans Receivable, Net $ 321,685 $ 314,410

Activity in the allowance for loan losses for the three and six month periods ended March 31, 2012 and 2011 is as
follows:

Three Months Ended Six Months Ended
March 31, March 31,

(Dollars in Thousands) 2012 2011 2012 2011
Beginning balance $ 4,565 $ 4,763 $ 4,926 $ 5,234
Provision for loan losses 200 214 899 186
Charge-offs (€] ) 314 ) (1,072 ) 829 )
Recoveries - 78 9 150
Ending balance $ 4,762 $ 4,741 $ 4,762 $ 4,741
8

16
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Allowance for loan losses and loans receivable for the three and six month periods ended March 31, 2012 and 2011 is
as follows:

Commercial
and
1-4 Multi Agricultural
Family Family Real Commercial Agricultural

Residential Real Estate Estate  Consumer Operating Operating Unallocated  Total

Three Months
Ended March 31,
2012

Allowance for

loan losses:

Beginning

balance $ 181 $ 3,609 $ - $ 21 $ 38 $ 65 $ 651 $ 4,565
Provision

charged

(credited) to

expense (31 ) 366 - 6 (1 ) (65 ) (75 ) 200
Losses charged

off 3 ) - - - - - - 3 )
Recoveries - - -
Ending balance $ 147 $ 3975 $ - $ 27 $ 37 $ - $ 576 $ 4762

Six Months
Ended March 31,
2012

Allowance for
loan losses:

Beginning

balance $ 165 $ 3,901 $ - $ 16 $ 36 $ 67 $ 741 $ 4,926

Provision

charged

(credited) to

expense (16 ) 1,141 - 9 @3 ) (67 ) (165 ) 899

Losses charged

off 3 ) (1,067 ) - 2 ) - - - (1,072 )

Recoveries 1 - - 4 4 - - 9

Ending balance $ 147 $ 3,975 $ - $ 27 $ 37 $ - $ 576 $ 4,762

Ending balance:

individually

evaluated for

impairment $ 8 $ 1,513 $ - $ - $ 8 $ - $ - $ 1,529
$ 139 $ 2462 $ - $ 27 $ 29 $ - $ 576 $ 3,233

17
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Ending balance:
collectively
evaluated for
impairment

Loans:

Ending balance:

individually

evaluated for

impairment $ 76 $ 14578 $ - $ - $ 84 $ - $ -
Ending balance:

collectively

evaluated for

impairment $ 39,774 $ 180,044 $ 21,087 $ 34,669 $ 12,498 $ 22,041 $ -

$ 14,738

$ 310,11

3

18
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Commercial
1-4 and Agricultural
Family = Multi Family Real Commercial Agricultural

Residential Real Estate Estate  Consumer Operating Operating Unallocated Total

Three Months
Ended March 31,
2011

Allowance for

loan losses:

Beginning

balance $ 47 $ 3,174 $ 25 $370 $ 110 $ 102 $ 935 $4,763
Provision charged

(credited) to

expense 76 274 13 (142 ) @3 ) (34 ) 30 214
Losses charged

off 41 ) - - 258 ) (@15 ) - - 314 )
Recoveries - - - 78 - - - 78
Ending balance ~ $ 82 $ 3,448 $ 38 $48 $92 $ 68 $ 965 $4,741
Six Months

Ended March 31,

2011

Allowance for

loan losses:

Beginning

balance $ 50 $ 3,053 $111 $738 $ 131 $ 125 $1,0206 $5,234
Provision charged

(credited) to

expense 73 410 (73 ) (82 ) (24 ) (57 ) (61 ) 186
Losses charged

off (41 ) (15 ) - (758 ) (15 ) - - 829 )
Recoveries - - - 150 - - - 150
Ending balance  $ 82 $ 3,448 $ 38 $48 $92 $ 68 $ 965 $4,741

Ending balance:

individually

evaluated for

impairment $62 $ 1,135 $ 14 $- $4 $ - $ - $1,215
Ending balance:

collectively

evaluated for

impairment $20 $ 2,313 $24 $48 $ 88 $ 68 $ 965 $3,526

Loans:
Ending balance: $ 150 $ 11,797 $ 1,383 $- $95 $ - $ - $13,425
individually

19
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evaluated for

impairment

Ending balance:

collectively

evaluated for

impairment $36,184 $ 188,573 $17912 $38,866 $ 14,843 §$25022 §- $321,400

Federal regulations provide for the classification of loans and other assets, such as debt and equity securities

considered by our regulator, the Office of the Comptroller of the Currency (the “OCC”), to be of lesser quality, as
“substandard,” “doubtful” or “loss.” An asset is considered “substandard” if it is inadequately protected by the current net
worth and paying capacity of the obligor or of the collateral pledged, if any. “Substandard” assets include those
characterized by the “distinct possibility” that the savings association will sustain “some loss” if the deficiencies are not
corrected. Assets classified as “doubtful” have all of the weaknesses inherent in those classified “substandard,” with the
added characteristic that the weaknesses present make “collection or liquidation in full,” on the basis of currently

existing facts, conditions, and values, “highly questionable and improbable.” Assets classified as “loss” are those
considered “uncollectible” and of such minimal value that their continuance as assets without the establishment of a
specific loss reserve is not warranted.

General allowances represent loss allowances which have been established to recognize the inherent risk associated

with lending activities, but which, unlike specific allowances, have not been allocated to particular problem

assets. When assets are classified as “loss,” MetaBank (the “Bank™) is required either to establish a specific allowance for
losses equal to 100% of that portion of the asset so classified or to charge-off such amount. The Bank’s determinations

as to the classification of its assets and the amount of its valuation allowances are subject to review by its regulatory
authorities, which may order the establishment of additional general or specific loss allowances.

10
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The asset classification of loans at March 31, 2012 and September 30, 2011, which excludes loans held for sale, are as
follows:

March 31, 2012

Commercial
and

1-4 Family =~ Multi Family  Agricultural Commercial Agricultural

Residential ~ Real Estate Real Estate Consumer  Operating  Operating Total
Pass $39,363 $ 168,054 $21,087 $34,424 $11,477 $22,041 $296,446
Watch 382 6,695 - 113 551 - 7,741
Special Mention - 4,283 - 16 250 - 4,549
Substandard 105 15,590 - 86 304 - 16,085
Doubtful - - - 30 - - 30

$39,850 $ 194,622 $21,087 $34,669 $12,582 $22,041 $324,851
September 30,
2011

Commercial
and

1-4 Family =~ Multi Family  Agricultural Commercial Agricultural

Residential ~ Real Estate Real Estate Consumer  Operating  Operating Total
Pass $33,830 $ 161,109 $20,320 $31,967 $13,737 $14,500 $275,463
Watch 281 10,446 - 318 913 6,700 18,658
Special Mention 17 3,006 - 38 53 - 3,114
Substandard - 19,827 - 60 252 - 20,139
Doubtful - 26 - 35 - - 61

$34,128 $ 194,414 $20,320 $32,418 $14,955 $21,200 $317,435

One- to Four-Family Residential Mortgage Lending. One- to four-family residential mortgage loan originations are
generated by the Company’s marketing efforts, its present customers, walk-in customers and referrals. The Company
offers fixed-rate and ARM loans for both permanent structures and those under construction. The Company’s one- to
four-family residential mortgage originations are secured primarily by properties located in its primary market area
and surrounding areas.

The Company originates one- to four-family residential mortgage loans with terms up to a maximum of 30 years and
with loan-to-value ratios up to 100% of the lesser of the appraised value of the security property or the contract

price. The Company generally requires that private mortgage insurance be obtained in an amount sufficient to reduce
the Company’s exposure to at or below the 80% loan-to-value level, unless the loan is insured by the Federal Housing
Administration, guaranteed by Veterans Affairs or guaranteed by the Rural Housing Administration. Residential
loans generally do not include prepayment penalties.

The Company currently offers one, three, five, seven and ten year adjustable rate mortgage (ARM) loans. These loans
have a fixed rate for the stated period and, thereafter, such loans adjust annually. These loans generally provide for an
annual cap of up to 200 basis points and a lifetime cap of 600 basis points over the initial rate. As a consequence of
using an initial fixed rate and caps, the interest rates on these loans may not be as rate sensitive as is the Company's
cost of funds. The Company’s ARMs do not permit negative amortization of principal and are not convertible into a
fixed rate loan. The Company’s delinquency experience on its ARM loans has generally been similar to its experience

21
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on fixed rate residential loans. Current market conditions make ARM loans unattractive and very few are originated.

Due to consumer demand, the Company also offers fixed-rate mortgage loans with terms up to 30 years, most of
which conform to secondary market, i.e., Fannie Mae, Ginnie Mae, and Freddie Mac, standards. Interest rates charged
on these fixed-rate loans are competitively priced according to market conditions. The Company currently sells most,
but not all, of its fixed-rate loans with terms greater than 15 years.

11
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In underwriting one- to four-family residential real estate loans, the Company evaluates both the borrower’s ability to
make monthly payments and the value of the property securing the loan. Properties securing real estate loans made by
the Company are appraised by independent appraisers approved by the Board of Directors. The Company generally
requires borrowers to obtain an attorney’s title opinion or title insurance, and fire and property insurance (including
flood insurance, if necessary) in an amount not less than the amount of the loan. Real estate loans originated by the
Company generally contain a “due on sale” clause allowing the Company to declare the unpaid principal balance due
and payable upon the sale of the security property. The Company has not engaged in sub-prime residential mortgage
originations.

Commercial and Multi-Family Real Estate Lending. The Company engages in commercial and multi-family real
estate lending in its primary market area and surrounding areas and, in order to supplement its loan portfolio, from
time to time purchases whole loan and participation interests in loans from other financial institutions. The purchased
loans and loan participation interests are generally secured by properties located in the Midwest and West.

The Company’s commercial and multi-family real estate loan portfolio is secured primarily by apartment buildings,
office buildings, and hotels. Commercial and multi-family real estate loans generally have terms that do not exceed

20 years, have loan-to-value ratios of up to 80% of the appraised value of the security property, and are typically

secured by personal guarantees of the borrowers. The Company has a variety of rate adjustment features and other

terms in its commercial and multi-family real estate loan portfolio. Commercial and multi-family real estate loans

provide for a margin over a number of different indices. In underwriting these loans, the Company currently analyzes

the financial condition of the borrower, the borrower’s credit history, and the reliability and predictability of the cash
flow generated by the property securing the loan. Appraisals on properties securing commercial real estate loans

originated by the Company are performed by independent appraisers.

Commercial and multi-family real estate loans generally present a higher level of risk than loans secured by one- to
four-family residences. This greater risk is due to several factors, including the concentration of principal in a limited
number of loans and borrowers, the effect of general economic conditions on income producing properties and the
increased difficulty of evaluating and monitoring these types of loans. Furthermore, the repayment of loans secured
by commercial and multi-family real estate is typically dependent upon the successful operation of the related real
estate project. If the cash flow from the project is reduced (for example, if leases are not obtained or renewed, or a
bankruptcy court modifies a lease term, or a major tenant is unable to fulfill its lease obligations), the borrower's
ability to repay the loan may be impaired.

Agricultural Lending. The Company originates loans to finance the purchase of farmland, livestock, farm machinery
and equipment, seed, fertilizer and other farm related products. Agricultural operating loans are originated at either an
adjustable or fixed rate of interest for up to a one year term or, in the case of livestock, upon sale. Most agricultural
operating loans have terms of one year or less. Such loans provide for payments of principal and interest at least
annually or a lump sum payment upon maturity if the original term is less than one year. Loans secured by
agricultural machinery are generally originated as fixed-rate loans with terms of up to seven years.

Agricultural real estate loans are frequently originated with adjustable rates of interest. Generally, such loans provide
for a fixed rate of interest for the first one to five years, which then balloon or adjust annually thereafter. In addition,
such loans generally amortize over a period of ten to 20 years. Adjustable-rate agricultural real estate loans provide
for a margin over the yields on the corresponding U.S. Treasury security or prime rate. Fixed-rate agricultural real
estate loans generally have terms up to five years. Agricultural real estate loans are generally limited to 75% of the
value of the property securing the loan.

12
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Agricultural lending affords the Company the opportunity to earn yields higher than those obtainable on one- to
four-family residential lending. Nevertheless, agricultural lending involves a greater degree of risk than one- to
four-family residential mortgage loans because of the typically larger loan amount. In addition, payments on loans are
dependent on the successful operation or management of the farm property securing the loan or for which an operating
loan is utilized. The success of the loan may also be affected by many factors outside the control of the farm
borrower.

Weather presents one of the greatest risks as hail, drought, floods, or other conditions can severely limit crop yields
and thus impair loan repayments and the value of the underlying collateral. This risk can be reduced by the farmer
with a variety of insurance coverages which can help to ensure loan repayment. Government support programs and
the Company generally require that farmers procure crop insurance coverage. Grain and livestock prices also present
arisk as prices may decline prior to sale resulting in a failure to cover production costs. These risks may be reduced
by the farmer with the use of futures contracts or options to mitigate price risk. The Company frequently requires
borrowers to use future contracts or options to reduce price risk and help ensure loan repayment. Another risk is the
uncertainty of government programs and other regulations. During periods of low commodity prices, the income from
government programs can be a significant source of cash to make loan payments and if these programs are
discontinued or significantly changed, cash flow problems or defaults could result. Finally, many farms are dependent
on a limited number of key individuals upon whose injury or death may result in an inability to successfully operate
the farm.

Consumer Lending- Retail Bank. The “Retail Bank™ (generally referring to traditional banking operations in our four
market areas) offers a variety of secured consumer loans, including home equity, home improvement, automobile,
boat and loans secured by savings deposits. In addition, the Retail Bank offers other secured and unsecured consumer
loans. The Retail Bank currently originates most of its consumer loans in its primary market area and surrounding
areas. The Retail Bank originates consumer loans on both a direct and indirect basis.

The largest component of the Retail Bank’s consumer loan portfolio consists of home equity loans and lines of
credit. Substantially all of the Retail Bank’s home equity loans and lines of credit are secured by second mortgages on
principal residences. The Retail Bank will lend amounts which, together with all prior liens, typically may be up to
100% of the appraised value of the property securing the loan. Home equity loans and lines of credit generally have
maximum terms of five years.

The Retail Bank primarily originates automobile loans on a direct basis, but also originates indirect automobile loans

on a very limited basis. Direct loans are loans made when the Retail Bank extends credit directly to the borrower, as

opposed to indirect loans, which are made when the Retail Bank purchases loan contracts, often at a discount, from

automobile dealers which have extended credit to their customers. The Retail Bank’s automobile loans typically are
originated at fixed interest rates with terms up to 60 months for new and used vehicles. Loans secured by automobiles

are generally originated for up to 80% of the N.A.D.A. book value of the automobile securing the loan.

Consumer loan terms vary according to the type and value of collateral, length of contract and creditworthiness of the
borrower. The underwriting standards employed by the Company for consumer loans include an application, a
determination of the applicant’s payment history on other debts and an assessment of ability to meet existing
obligations and payments on the proposed loan. Although creditworthiness of the applicant is a primary
consideration, the underwriting process also includes a comparison of the value of the security, if any, in relation to
the proposed loan amount.

Consumer loans may entail greater credit risk than do residential mortgage loans, particularly in the case of consumer

loans which are unsecured or are secured by rapidly depreciable assets, such as automobiles or recreational
equipment. In such cases, any repossessed collateral for a defaulted consumer loan may not provide an adequate
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source of repayment of the outstanding loan balance as a result of the greater likelihood of damage, loss or
depreciation. In addition, consumer loan collections are dependent on the borrower’s continuing financial stability,
and thus are more likely to be affected by adverse personal circumstances. Furthermore, the application of various
federal and state laws, including bankruptcy and insolvency laws, may limit the amount which can be recovered on
such loans.
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Consumer Lending- Meta Payment Systems (“MPS”). MPS offers credit products on a nationwide basis in the
following categories (1) sponsorship lending and (2) portfolio lending. In a sponsorship lending model, MPS
typically originates loans and sells (without recourse) the resulting receivables to third party investors. In portfolio
lending, the Company retains some or all receivables and relies on the borrower as the underlying source of
repayment.

Consumer loan collections are dependent on the borrower’s continuing financial stability, and thus are more likely to
be affected by adverse personal circumstances.

The Company monitors concentrations of credit that may naturally occur and may take the form of a large volume of
related loans to an individual, a specific industry, a geographic location or an occupation.

Commercial Operating Lending. The Company also originates commercial operating loans. Most of the Company’s
commercial operating loans have been extended to finance local and regional businesses and include short-term loans
to finance machinery and equipment purchases, inventory and accounts receivable. Commercial loans also involve
the extension of revolving credit for a combination of equipment acquisitions and working capital in expanding
companies.

The maximum term for loans extended on machinery and equipment is based on the projected useful life of such
machinery and equipment. Generally, the maximum term on non-mortgage lines of credit is one year. The
loan-to-value ratio on such loans and lines of credit generally may not exceed 80% of the value of the collateral
securing the loan. The Company’s commercial operating lending policy includes credit file documentation and
analysis of the borrower’s character, capacity to repay the loan, the adequacy of the borrower’s capital and collateral as
well as an evaluation of conditions affecting the borrower. Analysis of the borrower’s past, present and future cash
flows is also an important aspect of the Company’s current credit analysis.

Unlike residential mortgage loans, which generally are made on the basis of the borrower’s ability to make repayment
from his or her employment and other income and which are secured by real property whose value tends to be more
easily ascertainable, commercial operating loans typically are made on the basis of the borrower’s ability to make
repayment from the cash flow of the borrower’s business. As a result, the availability of funds for the repayment of
commercial operating loans may be substantially dependent on the success of the business itself (which, in turn, is
likely to be dependent upon the general economic environment). The Company’s commercial operating loans are
usually, but not always, secured by business assets and personal guarantees. However, the collateral securing the
loans may depreciate over time, may be difficult to appraise and may fluctuate in value based on the success of the
business. Commercial operating loans have been a declining percentage of the Company’s loan portfolio since 2005.

Generally, when a loan becomes delinquent 90 days or more or when the collection of principal or interest becomes
doubtful, the Company will place the loan on a non-accrual status and, as a result of this action, previously accrued
interest income on the loan is deducted from interest income. The loan will remain on non-accrual status until the
loan has been brought current or until other circumstances occur that provide adequate assurance of full repayment of
interest and principal.

14
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Past due loans at March 31, 2012 and September 30, 2011 are as follows:

60-89 Greater
30-59 Days Days Than Total Past
March 31, 2012 Past Due Past Due 90 Days Due

Residential 1-4

Family $93 $- $- $93
Commercial Real

Estate and Multi

Family 46 - - 46
Agricultural Real

Estate - - - -
Consumer 14 - 55 69
Commercial

Operating - - - -
Agricultural
Operating - - -
Total $153 $- $ 55 $208

September 30,
2011

Residential 1-4

Family $51 $30 $- $81
Commercial Real

Estate and Multi

Family 2,460 - - 2,460
Agricultural Real

Estate - - - -
Consumer 26 14 24 64
Commercial

Operating - - - -
Agricultural
Operating - - -
Total $2,537 $44 $ 24 $2,605

15

Current

$39,681

188,288

21,087
34,600

12,559

22,041
$318,256

$33,920

178,929

20,320
32,354

14,925

21,200
$301,648

Non-Accrual Total Loans
Receivable

Loans

$76

6,288

23

$ 6,387

$ 127

13,025

30

$ 13,182

$39,850

194,622

21,087
34,669

12,582

22,041
$324,851

$34,128

194,414

20,320
32,418

14,955

21,200
$317,435
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Impaired loans at March 31, 2012 and September 30, 2011 are as follows:

March 31, 2012

Loans without a specific valuation
allowance

Residential 1-4 Family
Commercial Real Estate and Multi
Family

Agricultural Real Estate
Consumer

Commercial Operating
Agricultural Operating

Total

Loans with a specific valuation
allowance

Residential 1-4 Family
Commercial Real Estate and Multi
Family

Agricultural Real Estate
Consumer

Commercial Operating
Agricultural Operating

Total

September 30, 2011

Loans without a specific valuation
allowance

Residential 1-4 Family
Commercial Real Estate and Multi
Family

Agricultural Real Estate
Consumer

Commercial Operating
Agricultural Operating

Total

Loans with a specific valuation
allowance

Residential 1-4 Family

Recorded
Balance

$76

14,578

84

$14,738

Recorded
Balance

$127

$

Unpaid
Principal
Balance

116

20,014

127

20,257

Unpaid
Principal
Balance

172

Average
Investment
Specific in Impaired
Allowance Loans
$- $ -
$- $ -
$8 $ 133
1,513 12,739
- 280
- 10
8 73
$1,529 $ 13,235
Average
Investment
Specific in Impaired
Allowance Loans
$- $ -
$- $ -
$1 $ 117

Interest
Income
Recognized

Interest
Income
Recognized
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Commercial Real Estate and Multi

Family 13,025 18,427 1,845 9,306
Agricultural Real Estate - - - 1,176
Consumer - - - 36
Commercial Operating 30 45 3 109
Agricultural Operating - - - 80
Total $13,182 $ 18,644 $1,849 $ 10,824
16
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The Company’s troubled debt restructurings (“TDR”) (which involved forgiving a portion of interest or principal on any
loans or making loans at a rate materially less than that of market rates) are included in the below table. Loans

modified in a TDR during the three and six month periods ended March 31, 2012 and 2011 are as follows:

For the Three Months Ended March 31,

2012 For the Three Months Ended March 31, 2011
Pre-ModificatioRost-Modification Pre-Modification Post-Modification
Number  Outstanding  Outstanding  Number Outstanding Outstanding
of Recorded Recorded of Recorded Recorded
Loans Balance Balance Loans Balance Balance
Residential 1-4 Family - $ - $ - - $ - $ -
Commercial Real Estate
and Multi Family - - - 3 3,552 3,552
Agricultural Real Estate - - - - - -
Consumer - - - - - -
Commercial Operating - - - 1 34 34
Agricultural Operating - - - - - -
Total - $ - $ - 4 $ 3,586 $ 3,586

For the Six Months Ended March 31,

2012 For the Six Months Ended March 31, 2011
Pre-ModificatioRost-Modification Pre-Modification Post-Modification
Number  Outstanding  Outstanding  Number Outstanding Outstanding
of Recorded Recorded of Recorded Recorded
Loans Balance Balance Loans Balance Balance

Residential 1-4 Family - $ - $ - - $ - $ -
Commercial Real Estate
and Multi Family - - - 3 3,552 3,552
Agricultural Real Estate - - - - - -
Consumer - - - - - -
Commercial Operating - - - 1 34 34
Agricultural Operating - - - - - -
Total - $ - $ - 4 $ 3,586 $ 3,586

The following table provides information on TDR loans for which there was a payment default during the three month
period ending March 31, 2012 and 2011, that had been modified during the 12-month period prior to the default:

With Payment Defaults During the Following Three Months

Ended
March 31, 2012 March 31, 2011
Number of Recorded Number of Recorded
Loans Investment Loans Investment
Residential 1-4 Family - $ - - $ -

Commercial Real Estate and Multi Family - - - -
Agricultural Real Estate = = - -
Consumer - - - -
Commercial Operating - = - -
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NOTE 3.ALLOWANCE FOR LOAN LOSSES

At March 31, 2012, the Company’s allowance for loan losses was $4.8 million, a decrease of $0.1 million from $4.9
million at September 30, 2011. During the three months ended March 31, 2012, the Company recorded a provision
for loan losses of $0.2 million.

During the six months ended March 31, 2012, the Company recorded a provision for its Retail Bank division in the
amount of $0.9 million due to increases in the general reserves caused by increases in the historical loss rates for
commercial real estate and multi-family loans.

During the three months ended March 31, 2012, the Company recorded a provision for loan losses for its Retail Bank
division in the amount of $0.2 million due to increases in the general reserves caused by increases in the historical loss
rates for commercial real estate and multi-family loans.

The Company’s total net charge-offs for the three and six months ended March 31, 2012 were $3,000 and $1.1 million,
respectively.

The allowance for loan losses represents management’s estimate of probable loan losses which have been incurred as
of the date of the consolidated financial statements. The allowance for loan losses is increased by a provision for loan
losses charged to expense and decreased by charge-offs (net of recoveries). Estimating the risk of loss and the amount
of loss on any loan is necessarily subjective. Management’s periodic evaluation of the adequacy of the allowance is
based on the Company’s past loan loss experience, known and inherent risks in the portfolio, adverse situations that
may affect the borrower’s ability to repay, the estimated value of any underlying collateral, and current economic
conditions. While management may periodically allocate portions of the allowance for specific problem loan
situations, the entire allowance is available for any loan charge-offs that occur.

The Company establishes its provision for loan losses, and evaluates the adequacy of its allowance for loan losses
based upon a systematic methodology consisting of a number of factors including, among others, historic loss
experience, the overall level of classified assets, non-performing loans, TDR loans, the composition of its loan
portfolio and the general economic environment within which the Company and its borrowers operate.

Management closely monitors economic developments both regionally and nationwide, and considers these factors
when assessing the adequacy of its allowance for loan losses.

NOTE 4. EARNINGS PER COMMON SHARE (“EPS”)

Basic EPS is computed by dividing income available to common stockholders (the numerator) by the weighted
average number of common shares outstanding (the denominator) during the period. Shares issued during the period
and shares reacquired during the period are weighted for the portion of the period that they were
outstanding. Allocated ESOP shares are considered outstanding for earnings per common share calculations as they
are committed to be issued; unallocated ESOP shares are not considered outstanding. Diluted EPS shows the dilutive
effect of additional common shares issuable pursuant to stock option agreements.
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A reconciliation of the income and common stock share amounts used in the computation of basic and diluted EPS for

the three and six months ended March 31, 2012 and 2011 is presented below.

Three Months Ended March 31,
(Dollars in Thousands, Except Share and Per Share Data)

Earnings
Net Income

Basic EPS

Weighted average common shares outstanding

Less weighted average unallocated ESOP and nonvested shares
Weighted average common shares outstanding

Earnings Per Common Share
Basic

Diluted EPS

Weighted average common shares outstanding for basic earnings per common share
Add dilutive effect of assumed exercises of stock options, net of tax benefits
Weighted average common and dilutive potential common shares outstanding

Earnings Per Common Share
Diluted

Six Months Ended March 31,
(Dollars in Thousands, Except Share and Per Share Data)

Earnings
Net Income

Basic EPS

Weighted average common shares outstanding

Less weighted average unallocated ESOP and nonvested shares
Weighted average common shares outstanding

Earnings Per Common Share
Basic

Diluted EPS

Weighted average common shares outstanding for basic earnings per common share
Add dilutive effect of assumed exercises of stock options, net of tax benefits
Weighted average common and dilutive potential common shares outstanding

Earnings Per Common Share
Diluted

19

2012

$9,970

3,197,117

3,197,117
$3.12

3,197,117
20,494
3,217,611

$3.10
2012
$13,061

3,187,269

3,187,269
$4.10

3,187,269
8,475
3,195,744

$4.09

2011

$2,747

3,115,640
(1,667 )
3,113,973

$0.88

3,113,973
1,896
3,115,869

$0.88
2011
$3,468

3,113,756
(1,667 )
3,112,089

$1.11

3,112,089

3,112,089

$1.11
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Stock options totaling 325,437 and 367,138 were not considered in computing diluted EPS for the three and six
months ended March 31, 2012, respectively, because they were not dilutive. Stock options totaling 364,478 and
364,907 were not considered in computing diluted EPS for the three and six months ended March 31, 2011,
respectively, because they were not dilutive.

NOTE 5.SECURITIES

The amortized cost, gross unrealized gains and losses and estimated fair values of available for sale securities at
March 31, 2012 and September 30, 2011 are presented below.

Gross Gross
Amortized Unrealized Unrealized
March 31, 2012 Cost Gains (Losses) Fair Value
(Dollars in Thousands)
Debt securities
Trust preferred and corporate securities $87,330 $ 307 $ (7,036 ) $80,601
Obligations of states and political subdivisions 10,084 376 (10 ) 10,450
Mortgage-backed securities 870,752 7,253 (1,050 ) 876,955
Total debt securities $968,166 $ 7,936 $ (8,096 ) $968,006
Gross Gross
Amortized Unrealized Unrealized
September 30, 2011 Cost Gains (Losses) Fair Value
(Dollars in Thousands)
Debt securities
Trust preferred and corporate securities $30,582 $ - $ (8,470 ) $22,112
Obligations of states and political subdivisions 5,937 281 - 6,218
Mortgage-backed securities 572,467 18,591 (140 ) 590,918
Total debt securities $608,986 $ 18,872 $ (8,610 ) $619,248
Included in securities available for sale are trust preferred securities as follows:
At March 31, 2012
Unrealized S&P Moody
Credit Credit
Issuer(1) Book Value Fair Value (Loss) Rating Rating
(Dollars in Thousands)
Key Corp. Capital I 4,983 $ 3,853 $ (1,130 ) BBB- Baa3
Huntington Capital Trust II SE 4,973 3,796 (1,177 ) BB+ Baa3
Bank Boston Capital Trust IV (2) 4,966 3,502 (1,464 ) BB+ Bal
Bank America Capital III 4,955 3,505 (1,450 ) BB+ Bal
PNC Capital Trust 4,955 3,903 (1,052 ) BBB Baa2
Total 24,832 $ 18,559 $ 6,273 )

(1)Trust preferred securities are single-issuance. There are no known deferrals, defaults or excess subordination with

respect to such securities.

(2)Bank Boston was acquired by Bank of America.
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Gross unrealized losses and fair value, aggregated by investment category and length of time that individual securities
have been in continuous unrealized loss position at March 31, 2012 and September 30, 2011, are as follows:

LESS THAN 12

MONTHS OVER 12 MONTHS TOTAL
Fair Unrealized Fair Unrealized Fair Unrealized
March 31, 2012 Value (Losses) Value (Losses) Value (Losses)
(Dollars in Thousands)
Debt securities
Trust preferred and corporate
securities $45,595 $(763 ) $18,559 $6,273 ) $64,154 $(7,036 )
Obligations of states and
political subdivisions 735 (10 ) - - 735 (10 )
Mortgage-backed securities 201,517 (1,050 ) - - 201,517 (1,050 )
Total debt securities $247,847 $(1,823 ) $18,559 $6,273 ) $266,406 $(8,006 )
LESS THAN 12
MONTHS OVER 12 MONTHS TOTAL
Fair Unrealized Fair Unrealized Fair Unrealized
September 30, 2011 Value (Losses) Value (Losses) Value (Losses)
(Dollars in Thousands)

Debt securities

Trust preferred and corporate

securities $5,713 $(42 ) $16,399 $(8.428 ) $22,112 $@8.470 )
Obligations of states and
political subdivisions - - - -
Mortgage-backed securities 23,886 (140 ) - - 23,886 (140 )
Total debt securities $29,599 $(182 ) $16,399 $(8,428 ) $45,998 $@8,610 )

Management has implemented a process to identify securities that could potentially have a credit impairment that is
other-than-temporary. This process involves evaluating the length of time and extent to which the fair value has been
less than the amortized cost basis, reviewing available information regarding the financial position of the issuer,
monitoring the rating of the security and projecting cash flows. Other factors, but not necessarily all, considered

are: that the risk of loss is minimized and easier to determine due to the single-issuer, rather than pooled, nature of the
individual securities, the financial condition of issuer, and whether there have been any payment deferrals or defaults
to-date. Such factors are subject to change over time.

Management also determines if it is more likely than not we will be required to sell the security before the recovery of
its amortized cost basis which, in some cases, may extend to maturity. To the extent we determine that a security is
deemed to be other-than-temporarily impaired, an impairment loss is recognized in earnings.

For all securities that are considered temporarily impaired, the Company does not intend to sell these securities (has
not made a decision to sell) and it is not more likely than not that the Company will be required to sell the security
before recovery of its amortized cost basis, which may occur at maturity. The Company believes that it will collect all
principal and interest due on all investments that have amortized cost in excess of fair value that are considered only
temporarily impaired.

At March 31, 2012, the investment portfolio included securities with current unrealized losses which have existed for
longer than one year. All of these securities are considered to be acceptable credit risks. Because the declines in fair
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value were due to changes in market interest rates and other market factors, not in estimated cash flows, no
other-than-temporary impairment was recorded at March 31, 2012. In addition, the Company has the intent and
ability to hold these investment securities for a period of time sufficient to allow for an anticipated recovery.
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NOTE 6.COMMITMENTS AND CONTINGENCIES

At March 31, 2012 and September 30, 2011, the Company had outstanding commitments to originate and purchase
loans and unused lines of credit totaling $45.2 million and $48.0 million, respectively. It is expected that outstanding
loan commitments will be funded with existing liquid assets. At March 31, 2012, the Company had no commitments
to purchase or sell securities available for sale.

Legal Proceedings

All lawsuits against the Bank involving the sale of purported Bank certificates of deposit (“CDs”’) have now been settled
and have been approved by the Court. The underlying matter was first disclosed in the Company's quarterly report for
the period ended December 31, 2007, which stated that an employee of the Bank had sold fraudulent CDs for her own
benefit. The unauthorized and illegal actions of the employee prompted a number of demands and lawsuits to be filed
against the Bank seeking recovery on the fraudulent CDs, which have been disclosed in subsequent filings. The
employee was prosecuted, convicted and, on June 2, 2010, sentenced to more than seven years in federal prison and
ordered to pay more than $4 million in restitution. The Company did not incur losses in addition to the amounts
previously expensed.

In re Meta Financial Group, Inc., Securities Litigation; Case No. C10-4108MWB. Two former stockholders filed
separate purported class action lawsuits against the Company and certain of its officers alleging violations of certain
federal securities laws. The cases were filed on October 22, 2010 and November 5, 2010 in the United States District
Court for the Northern District of lowa purportedly on behalf of those who purchased the Company's stock between
May 14, 2009 and October 15, 2010. On January 12, 2011, Judge Mark W. Bennett appointed The Eden Partnership
lead plaintiff and on March 14, 2011 Eden Partnership filed its amended complaint. The amended complaint alleges
that the named officers violated Sections 10(b) and 20(a) of the Securities Exchange Act and SEC Rule 10b-5 in
connection with certain allegedly false and misleading public statements made between May 14, 2009 and October 15,
2010 by the Company and its officers. Defendants moved to dismiss the amended complaint in its entirety but on July
18, 2011, the court denied the motion and ordered that discovery proceed. The parties conducted a mediation on
December 5, 2011 and reached a tentative settlement of the matter. On March 8, 2012, the court preliminarily
approved the terms of the settlement, directed that notice of the settlement be provided to all prospective class
members and set the case for a final fairness hearing on June 29, 2012. If, after that hearing, the court enters an order
finally approving the settlement, the case will be dismissed with prejudice. As of the filing of this Form
10-Q, provided that the amount of the tentative settlement is approved by the court, and the amount of the settlement
is paid by the Company's insurance as expected by the Company, the Company does not expect to incur losses
in addition to the amounts that it has previously expensed which would be material to its consolidated financial
statements.

On December 9, 2011, a stockholder derivative complaint captioned Brown v. Haahr, et al., CL 123931, was filed in
the Iowa District Court for Polk County against certain officers and directors of the Company. The suit alleges that
named parties breached their fiduciary duties to the Company by, among other things, making statements between
May, 2009 and October, 2010, which plaintiff claims were false and misleading and by allegedly failing to implement
adequate internal controls and means of supervision at the Company. The individual defendants intend to vigorously
defend the suit. An estimate of a range of reasonably possible loss cannot be made as of the filing of this Form 10-Q
because of the early stage of the litigation.

In addition to the previously disclosed ATM lawsuits, there were two additional lawsuits filed concerning ATMs
sponsored by the Bank, each involving claims that a notification required to be placed upon an automated teller
machine was absent on a specific date, in violation of Regulation E of the Electronic Fund Transfer Act: Richard
Jiminez, individually and on behalf of all others similarly situated v. MetaBank, Case No. 1:12-cv-00035, filed in the
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United States District Court for the Southern District of Texas, Brownville Division; and Yaakov Katz, on behalf of
himself and the class, v. Slice & Co. Fine Gourmet Brick Oven Pizza, Cardnet Group Corp., and MetaBank, Case No.

11-cv-9411, filed in the United States District Court for the Southern District of New York. The Company denies

liability in these matters, and will contest these lawsuits with the ATM operators, which are each obligated to

indemnify the Company for losses, costs and expenses in these matters. An estimate of a range of possible loss cannot

be made at this stage of the litigation because the extent of the Company’s indemnification by the ATM operators is
unknown.
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A class action complaint has been filed in the Supreme Court of the State of New York, County of Nassau, titled

Richard J. Strauss, M.D., on behalf of himself and all others similarly situated, v. MetaBank, which complaint was

served upon the Bank on March 28, 2012. The complaint alleges that the plaintiff was the holder of two gift cards

issued by the Bank. The complaint further alleges that after the expiration date on the cards, plaintiff’s attempts to
obtain replacement cards were unsuccessful due to the Bank’s refusal to issue replacement cards. The Complaint
contains several causes of action including breach of contract and violation of New York state law. The Company

denies liability in these matters and intends to vigorously defend the suit. An estimate of a range of possible loss

cannot be made at this early stage of the litigation.

On May 4, 2011, Patrick Finn and Light House Management Group, Inc. as Receivers for First United Funding, LL.C
and Corey N. Johnston (“Receivers”) filed a complaint, Patrick Finn and Light House Management Group, Inc. as
Receiver for First United Funding, LLC and Corey N. Johnston v. MetaBank et al., Case No. 5:11-cv-04041, against
the Bank in the United States District Court for the Northern District of lowa requesting judgment avoiding
approximately $1.5 million of transfers that allegedly resulted in a profit to the Bank arising from the Bank’s
participation in loans originated by First United Funding, LLC. Similar complaints have been filed by the Receivers
against other lenders who purchased participation interests in the same or similar loans originated by First United
Funding, LLC. The complaint states that First United Funding, LLC and Corey N. Johnston were involved in a
criminal enterprise to defraud creditors. Under a variety of theories, Receivers claim that loan repayments to the Bank
constitute fraudulent transfers and the Bank was unjustly enriched to the detriment of these creditors. The Bank
intends to vigorously defend the case. An estimate of a range of reasonably possible loss is approximately $0 to $0.5
million as of the filing date of this Form 10-Q.

The Bank utilizes various third parties for, among other things, its processing needs, both with respect to standard
bank operations and with respect to its MPS division. MPS was notified in April 2008 by one of the processors that
the processor's computer system had been breached, which led to the unauthorized load and spending of funds from
Bank-issued cards. The Bank believes the amount in question to be approximately $2.0 million. The processor and
program manager both have agreements with the Bank to indemnify it for any losses as a result of such unauthorized
activity, and the matter is reflected as such in its financial statements. In addition, the Bank has given notice to its
own insurer. The Bank has been notified by the processor that its insurer has denied the claim filed. The Bank made
demand for payment and filed a demand for arbitration to recover the unauthorized loading and spending amounts and
certain damages. The Bank has settled its claim with the program manager, and has received an arbitration award
against the processor. That arbitration has been entered as a judgment in the State of South Dakota, which judgment
has been transferred to the State of Florida for garnishment proceedings against the processor and its insurer. The
Company’s estimate of a range of reasonably possible loss is approximately $0 to $0.5 million as of the filing date of
this Form 10-Q.

Certain corporate clients of an unrelated company named Springbok Services, Inc. (“Springbok™) requested through
counsel a mediation as a means of reaching a settlement in lieu of commencing litigation against the Bank. The
results of that mediation have not led to a settlement. These claimants purchased the Bank prepaid reward cards from
Springbok, prior to Springbok’s bankruptcy. As a result of Springbok’s bankruptcy and cessation of business, some of
the rewards cards which had been purchased were never activated or funded. Counsel for the corporate clients of
Springbok have indicated that they are prepared to assert claims totaling approximately $1.5 million against the Bank
based on principal/agency or failure to supervise theories. The Company denies liability with respect to these
claims. The Company’s estimate of a range of reasonably possible loss is approximately $0 to $0.3 million.
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Other than the matters set forth above, there are no other new material pending legal proceedings or updates to which
the Company or its subsidiaries is a party other than ordinary litigation routine to their respective business.

NOTE 7. STOCK OPTION PLAN

The Company maintains the 2002 Omnibus Incentive Plan, which, among other things, provides for the awarding of
stock options and nonvested (restricted) shares to certain officers and directors of the Company. Awards are granted
by the Stock Option Committee of the Board of Directors based on the performance of the award recipients or other
relevant factors.

In accordance with ASC 718, Compensation — Stock Compensation, compensation expense for share based awards is
recorded over the vesting period at the fair value of the award at the time of grant. The exercise price of options or
fair value of nonvested shares granted under the Company’s incentive plans is equal to the fair market value of the
underlying stock at the grant date. The Company assumes no projected forfeitures on its stock based compensation,
since actual historical forfeiture rates on its stock based incentive awards has been negligible.

A summary of option activity for the six months ended March 31, 2012 is presented below:

Weighted
Weighted Average
Number Average  Remaining Aggregate
of Exercise  Contractual Intrinsic
Shares Price  Term (Yrs) Value
(Dollars in Thousands, Except Share and Per Share Data)
Options outstanding, September 30, 2011 485,352 $23.28 5.90 $463
Granted - -
Exercised (8,357 ) 15.08
Forfeited or expired (60,931 ) 2322
Options outstanding, March 31, 2012 416,064 $23.46 5.33 $ 640
Options exercisable, March 31, 2012 396,439 $23.42 5.32 $ 604

The Company had no outstanding nonvested shares at March 31, 2012 or September 30, 2011. In addition, there was
no grant activity for the six months ended March 31, 2012.

At March 31, 2012, stock based compensation expense not yet recognized in income totaled $36,000 which is
expected to be recognized over a weighted average remaining period of 0.84 years.

NOTE 8.SEGMENT INFORMATION

An operating segment is generally defined as a component of a business for which discrete financial information is
available and whose results are reviewed by the chief operating decision-maker. Operating segments are aggregated
into reportable segments if certain criteria are met. The Company has determined that it has two reportable segments.
The first reportable segment, Retail Banking, a division of the Bank, operates as a traditional community bank
providing deposit, loan and other related products to individuals and small businesses, primarily in the communities
where their offices are located. The second reportable segment, MPS, a division of the Bank, provides a number of
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products and services to financial institutions and other businesses. These products and services include issuance of
prepaid debit cards, sponsorship of ATMs into the debit networks, credit programs, ACH origination services, gift
card programs, rebate programs, travel programs and tax related programs. Other programs are in the process of
development. The remaining grouping under the caption “All Others” consists of the operations of the Company and
inter-segment eliminations. Transactions between affiliates, the resulting revenues of which are shown in the
intersegment revenue category, are conducted at market prices, meaning prices that would be paid if the companies
were not affiliates. The following tables present segment data for the Company for the three and six months ended
March 31, 2012 and 2011, respectively.
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Three Months Ended March 31, 2012
Interest income

Interest expense

Net interest income (expense)
Provision for loan losses
Non-interest income

Non-interest expense

Income (loss) before tax

Income tax expense (benefit)

Net income (loss)

Inter-segment revenue (expense)
Total assets
Total deposits

Three Months Ended March 31, 2011
Interest income

Interest expense

Net interest income (expense)
Provision for loan losses
Non-interest income

Non-interest expense

Income (loss) before tax

Income tax expense (benefit)

Net income (loss)

Inter-segment revenue (expense)

Total assets
Total deposits

25

Retail
Banking

$7,167
724
6,443
200
11,148
5,370
12,021
4,440

$7,581

$3,362
310,314
217,757

Retail
Banking

$6,568
1,008
5,560
300
1,137
5,274
1,123
431

$692

$2,584
310,905
219,460

Meta Payment
Systems® All Others Total

$ 3,132 $- $10,299
43 121 888
3,089 (121 ) 9,411
- - 200
15,622 11 26,781
14,761 82 20,213
3,950 (192 ) 15,779
1,445 (76 ) 5,809

$ 2,505 $(116 ) $9,970

$ 3362 ) §- $-
1,285,412 1,891 1,597,617

1,235,041 (602 ) 1,452,196

Meta Payment
Systems® All Others Total

$ 3,012 $- $9,580
40 115 1,163
2,972 (115 ) 8,417
(86 ) - 214
18,320 13 19,470
17,875 102 23,251
3,503 (204 ) 4,422
1,327 (83 ) 1,675

$ 2,176 $(121 ) $2,747

$ (2584 ) §- $-
870,443 2,055 1,183,403
828,332 (747 ) 1,047,045
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Six Months Ended March 31, 2012
Interest income

Interest expense

Net interest income (expense)
Provision for loan losses
Non-interest income

Non-interest expense

Income (loss) before tax

Income tax expense (benefit)

Net income (loss)

Inter-segment revenue (expense)
Total assets
Total deposits

Six Months Ended March 31, 2011
Interest income

Interest expense

Net interest income (expense)
Provision for loan losses
Non-interest income

Non-interest expense

Income (loss) before tax

Income tax expense (benefit)

Net income (loss)

Inter-segment revenue (expense)

Total assets
Total deposits

26

Retail
Banking

$13,648
1,548
12,100
900
12,951
10,153
13,998
5,156

$8,842

$5,989
310,314
217,757

Retail
Banking

$13,164
2,181
10,983
300
2,409
12,218
874
855

$19

$4,888
310,905
219,460

Meta Payment
Systems®

$ 6,266
81
6,185
(1
29,495
28,703
6,978
2,538

$ 4,440

$ (5,989

1,285,412
1,235,041

Meta Payment
Systems®

$ 6,030
87
5,943
(114
32,344
32,360
6,041
2,285

$ 3,756

$ (4,888
870,443
828,332

All Others

$-
236
(236

) -

17
148
(367
(146
$(221

) $-
1,891
(602

All Others

$6
237
(231

) -

23
291
(499
(192

$(307

) $-
2,055
(747

Total

$19,914
1,865
) 18,049
899
42,463
39,004
) 20,609
) 7,548
) $13,061

$-
1,597,617
) 1,452,196

Total

$19,200
2,505
) 16,695
186
34,776
44,869
) 6,416
) 2,948
) $3,468

$-
1,183,403
) 1,047,045
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The following tables present gross profit data for MPS for the three and six months ended March 31, 2012 and 2011.

Three Months Ended March 31, 2012 2011
Interest income $ 3,132 $ 3,012
Interest expense 43 40

Net interest income 3,089 2,972
Provision for loan losses - (86 )
Non-interest income 15,622 18,320
Card processing expense 4,953 8,120
Gross Profit 13,758 13,258
Other non-interest expense 9,808 9,755
Income before tax 3,950 3,503
Income tax expense 1,445 1,327
Net Income $ 2,505 $ 2176
Six Months Ended March 31, 2012 2011
Interest income $ 6,266 $ 6,030
Interest expense 81 87

Net interest income 6,185 5,943
Provision for loan losses (1 ) (114 )
Non-interest income 29,495 32,344
Card processing expense 10,263 13,343
Gross Profit 25,418 25,058
Other non-interest expense 18,440 19,017
Income before tax 6,978 6,041
Income tax expense 2,538 2,285
Net Income $ 4,440 $ 3,756
NOTE 9. NEW ACCOUNTING PRONOUNCEMENTS

Accounting Standards Update No. 2011-03, Transfers and Servicing (Topic 860): Reconsideration of Effective

Control for Repurchase Agreements

This ASU applies to all entities that enter into agreements to transfer financial assets that both entitle and obligate the

transferor to repurchase or redeem the financial assets before their maturity (repo arrangements). It focuses the

transferor’s assessment of effective control on its contractual rights and obligations by removing the