Edgar Filing: TIERONE CORP - Form 10-K

TIERONE CORP
Form 10-K
March 09, 2005

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (d)
OF THE SECURITIES EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2004

Commission File Number: 005-78774

TierOne Corporation

(Exact name of registrant as specified in its charter)

Wisconsin 04-3638672
(State or Other Jurisdiction of Incorporation (IR.S. Employer
or Organization) Identification Number)

1235 N Street, Lincoln, Nebraska 68508
Telephone Number (402) 475-0521

Securities registered pursuant to Section 12(b) of the Act:
None

Securities registered pursuant to Section 12(g) of the Act:
Title of Class Common Stock, Par Value $0.01 Per Share

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months and (2) has been subject to such filing requirements for the past 90 days. YES _X_ NO ___

Indicate by check mark whether the Registrant is an accelerated filer as defined in Rule 12b-2 of the Securities Exchange Act of 1934.
YES _X_NO __

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of the Registrant s knowledge in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K. |_|

The aggregate market value of the voting stock held by non-affiliates of the Registrant was $393,327,795 as of June 30, 2004. As of March 1,
2005, there were 18,284,311 issued and outstanding shares of the Registrant s common stock.

Documents Incorporated by Reference

Portions of the definitive Proxy Statement for the Registrant s Annual Meeting of Shareholders to be held May 2, 2005 are incorporated by
reference in Part III, Items 10, 11, 12, 13 and 14.

Documents Incorporated by Reference 1



Edgar Filing: TIERONE CORP - Form 10-K

TierOne Corporation
Form 10-K Index

Part 1. Page
Item 1. Business 3
Item 2. Properties 50
Item 3. Legal Proceedings 50
Item 4. Submission of Matters to a Vote of Security Holders 51
Part II.
Item 5. Market for the Registrant's Common Stock, Related Stockholder Matters
and Issuer Purchases of Equity Securities 52
Item 6. Selected Financial Data 54
Item 7. Management's Discussion and Analysis of Financial Condition and Results
of Operations 55
Item 7A. Quantitative and Qualitative Disclosures About Market Risk 81
Item 8. Financial Statements and Supplementary Data 82
Item 9. Changes in and Disagreements With Accountants on Accounting and
Financial Disclosure 131
Item 9A. Controls and Procedures 131
Item 9B. Other Information 132
Part III.
Item 10. Directors and Executive Officers of the Registrant 133
Item 11. Executive Compensation 133
Item 12. Security Ownership of Certain Beneficial Owners and Management and
Related Stockholder Matters 134
Item 13. Certain Relationships and Related Transactions 134
Item 14. Principal Accountant Fees and Services 134
Part IV.
Item 15. Exhibits and Financial Statement Schedules 135
Signatures 136
2

Part I.

Item 1. Business

ltem 1. Business



Edgar Filing: TIERONE CORP - Form 10-K

Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995

Statements contained in this Annual Report on Form 10-K and the accompanying 2004 Annual Report which are not historical facts may be
forward-looking statements as that term is defined in the Private Securities Litigation Reform Act of 1995. Such forward looking statements are
subject to risks and uncertainties which could cause actual results to differ materially from those currently anticipated due to a number of factors.
Factors which could result in material variations include, but are not limited to:

Changes in interest rates which could affect net interest margins and net interest income;

Competitive factors which could affect net interest income and noninterest income;

Changes in demand for loans, deposits and other financial services in the company's market area;
Changes in asset quality and general economic conditions;

Unanticipated issues associated with the execution of the company's strategic plan;

Unanticipated difficulties in realizing the growth opportunities and cost savings from recent acquisitions;
Unanticipated issues related to the resultant integration of recent acquisitions; and

Other factors discussed in documents filed by the company with the Securities and Exchange Commission from time to time.

These factors should be considered in evaluating the forward-looking statements and undue reliance should not be placed on such
statements. The company undertakes no obligation, and disclaims any obligation, to update information contained in this annual report on Form
10-K, including these forward-looking statements, to reflect events or circumstances that occur after the date of the filing of this Form 10-K and
the accompanying 2004 Annual Report.

Available Information

TierOne Corporation ( Company ) is a public company and files annual, quarterly and current reports, proxy statements and other
information with the Securities and Exchange Commission ( SEC ). The Company maintains a website_at www.tieronebank.com and makes
available, free of charge, on its Internet web site copies of its Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current
Reports on Form 8-K and any amendments to such documents as soon as reasonably practicable after the reports have been electronically filed
or furnished to the SEC. In addition, the Company has available on its website, free of charge, its Code of Conduct and Ethics, Audit Committee
Charter, Compensation Committee Charter and Nominating and Corporate Governance Committee Charter. The Company is not including the
information contained on or available through its website as a part of, or incorporating by reference into, this Annual Report on Form 10-K.
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General

The Company is a Wisconsin corporation headquartered in Lincoln, Nebraska. The Company became the holding company for TierOne
Bank ( Bank ), a federally chartered stock savings bank, in connection with the mutual to stock conversion of the Bank which was completed in
October 2002. The Bank operates from 68 banking offices located in Nebraska, Iowa and Kansas and eight loan production offices located in
Arizona, Colorado, Florida, Minnesota and North Carolina. The executive office of the Company is located at 1235 N Street, Lincoln, Nebraska
68508.

As used in this report, unless the context otherwise requires, the terms we, us, or our refer to TierOne Corporation and its wholly owned
subsidiary, TierOne Bank.

The assets of the Company, on an unconsolidated basis, primarily consist of 100% of the Bank s common stock. The Company has no
significant independent source of income and therefore depends on cash distributions from the Bank to meet its funding requirements.

Our principal business is gathering deposits from the general public in the market areas surrounding our 68 banking offices and investing
those deposits, together with funds generated from operations and borrowings, primarily in loans and to a lesser degree in investment securities.

We continue to implement our management strategy to grow and diversify our operations as a regional community bank. Highlights of our
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management strategy, which is also designed to increase our profitability, include:

building a strong corporate brand and identity;

continuing our controlled growth and expanding our franchise;

repositioning our loan portfolio to increase yields and/or reduce interest rate risk;
emphasizing growth of our core deposits and managing our cost of funds;
increasing our fee income and expanding our products and services; and
maintaining asset quality.

In recent years, we have increased our emphasis on construction, commercial real estate and land, second mortgage residential, consumer,
business, multi-family residential and agricultural loans and warehouse mortgage lines of credit. These loans typically have higher yields than
single-family residential first mortgage loans and/or expected shorter terms to maturity. At December 31, 2004, our portfolio of second mortgage
residential, multi-family residential, commercial real estate and land, construction, agricultural, business and consumer loans and warehouse
mortgage lines of credit amounted to $2.7 billion in the aggregate, or 86.5%, of our total loan portfolio, compared to an aggregate of $1.7 billion,
or 74.8% of our total loan portfolio, at December 31, 2003. The remainder of our loan portfolio consisted of one-to-four family residential first
mortgage loans which amounted to $418.3 million, or 13.5% of the total loan portfolio, and $559.1 million, or 25.2% of the total loan portfolio,
at December 31, 2004 and 2003, respectively.
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We originate loans to customers located in Nebraska, lowa, Kansas, Arizona, Colorado, Florida, Minnesota and North Carolina ( Primary
Lending Market Area ). We also purchase loans and loan participation interests from financial institutions, loan correspondents and mortgage
bankers located throughout the United States. At December 31, 2004 approximately 29.2% of our loan portfolio consisted of loans secured by
properties or made to individuals located outside our Primary Lending Market Area. During 2004, we redefined our Primary Lending Market
Area to include Arizona, Florida, Minnesota and North Carolina. We purchase adjustable-rate, single-family residential first mortgage loans for
our portfolio, while selling substantially all newly originated fixed-rate, single-family residential first mortgage loans in the secondary market
(with servicing retained). We sell substantially all newly originated fixed-rate, single-family residential first mortgage loans which produce
noninterest income in the form of net gains and losses on sales and loan servicing fees. We also have developed relationships with several
financial institutions from which we purchase commercial real estate and land and construction loans or participation interests in such loans. In
addition, we originate warehouse mortgage lines of credit with a number of mortgage brokerage firms located throughout the United States.

In order to effectively manage our diversified loan portfolio, we have employed a number of additional loan officers in recent years with
experience in construction, commercial real estate, business, agricultural and consumer lending. We endeavor to ensure that all of our loans,
whether originated by us or purchased, are in compliance with our underwriting standards.

In addition to our loan activities, we focus on our deposit products, particularly checking accounts, and the sale of other products such as
annuities and securities.

Our revenues are derived principally from interest on our loans, and, to a lesser extent, noninterest income and interest and dividends on our
investment securities. Our primary sources of funds are principal and interest payments on loans, proceeds from the sale of loans, advances from
the Federal Home Loan Bank ( FHLB ), deposits and principal and interest payments on investment securities.

Market Area and Competition

We are a community-oriented bank offering a variety of financial products and services to meet the needs of the customers we serve. Our
deposit gathering is concentrated in the communities surrounding our 68 banking offices located in Nebraska, seven counties in southwest lowa
and two counties in northern Kansas ( Primary Banking Market Area ). In addition to loans generated through our banking offices, our lending
efforts have been expanded to include eight loan production offices located in Arizona, Colorado, Florida, Minnesota and North Carolina whose
sole purpose is to originate commercial real estate and land and/or construction loans in their respective states. In recent years, we have
increased our investment in commercial real estate and land and construction loans secured by properties located in other parts of the United
States. The five largest concentrations of loans outside our Primary Lending Market Area (excluding warehouse mortgage lines of credit) are
California ($130.5 million or 4.2% of the total loan portfolio), South Carolina ($117.9 million or 3.8%), Texas ($83.9 million or 2.7%), New
York ($63.1 million or 2.0%) and the State of Washington ($56.0 million or 1.8%).

5

Our corporate headquarters are located in Lincoln, Nebraska, which is the state capital and home of the University of Nebraska-Lincoln.
The Primary Banking Market Area in which our banking offices are located was once dominated by agriculture, but now consists of a diverse
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blend of industries, urban centers and significant corporate investment. The region s population is 1.9 million persons and more than 90% of the
individuals in our Primary Banking Market Area live in Nebraska. Population growth continues in the region and, according to the latest Census
Bureau estimates, Nebraska exhibited the second highest population growth between 2003 and 2004 of all states in the northern Great Plains
area with populations of one million or more residents. The region s main metropolitan areas of Omaha and Lincoln, as well as other mid-sized
regional growth centers scattered throughout our Primary Banking Market Area, lead the balance of the region in net population growth. The
U.S. Census Bureau reported the median household income in Nebraska was estimated to be $41,406 in 2003, a 10.8% increase from 2000
compared to a national median household income growth rate of 5.0% for the same period. Nebraska s cost of living index ranks the state as the
tenth most affordable in the country based on data from the third quarter of 2004.

The nation s continued economic recovery during 2004 contributed to Nebraska s growing economic momentum despite a state budget
deficit and only modest relief from a continued severe drought which has impacted several states throughout the Midwest. Nebraska non-farm
employment growth has been relatively consistent and continues to experience modest gains. Strong growth in the transportation, health care,
professional/business and financial services sectors, combined with a large and relatively stable retail workforce, has helped to offset declines in
the educational services area. Unemployment rates in Nebraska have historically been approximately two to three percentage points below
national averages and typically rank the state among the lowest in the country for unemployment. Nebraska unemployment finished 2004 at
3.6% compared to a national level of 5.4%. After a record 2003, taxable retail sales through October 2004 have already outpaced the previous
year by 7.8%. Sales of existing homes in Nebraska s two leading urban markets (Omaha and Lincoln) continue near record activity with major
developments of new home construction in both communities. Median sales prices of existing single-family homes at the quarter ended
September 30, 2004 were $134,100 and $139,600 for Omaha and Lincoln, respectively, and are well below national levels of $188,500 and less
than the Des Moines ($144,500), Kansas City ($152,300) and Minneapolis ($219,800) metropolitan areas. Total Nebraska nonresidential and
non-building construction contracts slowed in 2004 from record levels in 2003; however, residential construction continued to grow to over
$1.65 billion, a 4.6% increase above 2003 record levels. Major capital developments throughout Omaha and Lincoln and continued corporate
expansion of leading regional businesses, combined with other investment projects scattered throughout the primary banking market region, are
expected to contribute to a modestly growing regional economy.

We strengthened our market footprint within our existing Primary Banking Market Area following the August 2004 acquisition of United
Nebraska Financial Co. ( UNFC ), the parent company of United Nebraska Bank ( UNB ) headquartered in Grand Island, Nebraska. As a result of
the acquisition, we added 16 banking offices in 11 Nebraska communities including Broken Bow, Burwell, Callaway, Columbus, Grand Island,
Holdrege, Lexington, North Platte, Omaha, O Neill and Ord. Four existing Bank offices in Broken Bow, Columbus, North Platte and Ord were
consolidated and the former UNB Omaha office was closed. As a result, we improved our market share position to the top three in nine of eleven
former UNB communities. Virtually all of these communities serve as a regional economic growth center for retail commerce, medical care and
professional and government services for local and surrounding area residents. Located generally in agricultural areas of Greater Nebraska,
unemployment rates have historically run at or below state levels and many of the larger communities have diversified their industrial
employment mix to minimize cyclical trends in the agricultural economy.

6

We also expanded our loan production capabilities in early 2004 with the opening of a third Colorado loan production office in Fort
Collins. This growth was further supplemented through the November 2004 purchase from First Indiana Bank of Indianapolis, Indiana of four
residential construction loan production offices located in Phoenix, Arizona; Orlando, Florida; and Charlotte and Raleigh, North Carolina and
outstanding loan balances of $134.4 million. These additional offices will enable us to build upon our growing commercial real estate and land
and/or construction lending business and were located in metropolitan areas known for economic growth and vitality. Five of our eight loan
production offices are located in the top ten fastest growing major metropolitan areas of the country.

Fort Collins, Colorado, just 62 miles north of Denver, is Colorado s third largest metropolitan area with a 2000 Census population of over
251,000 residents. Fort Collins ranked as the fastest growing metropolitan area along Colorado s Front Range during the 1990 s with a population
growth rate of 35.1%. Together with nearby Loveland, Fort Collins is the primary regional growth center of north central Colorado. Colorado
State University is the area s largest employer and leads a diverse mix of education, health, retail and banking industries. Unemployment in
December 2004 was 5.0%; moderately below the national unemployment rate of 5.4%.

Phoenix, Arizona, the 14" largest metropolitan area in the United States with over 3.25 million residents, ranks among the top three fastest
growing metropolitan areas in the nation with populations in excess of one million. The greater Phoenix area is a $50 billion marketplace driven
by technology and is the corporate or regional headquarters for Intel, Avnet, Motorola, AlliedSignal, Honeywell and Boeing Company. Nearly
one-third of all Phoenix jobs are in the service sector with nearly one-fourth of all jobs in wholesale or retail trade. A strong manufacturing
sector, especially in electronics, has ranked Phoenix third in the nation among electronic production centers. The third quarter 2004 median sale
price of an existing single-family home in Phoenix was $172,700. The Phoenix metropolitan area is also home to Arizona State University.
Unemployment in the Phoenix metropolitan area was 3.3% in December 2004.

Ranked as the 27" largest metropolitan area in the United States, Orlando, Florida had 1.6 million people in 2000; an increase of 34.3%
from 1990. Orlando is considered the sixth fastest growing city in the nation. Tourism, lead by Walt Disney World, Epcot Center and Sea World,
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is a $21.8 billion annual industry followed by high technology at $9.0 billion. Orlando s cost of living index ranks the community below national
levels. The median sales price for an existing home in the third quarter of 2004 was $180,500. Leading employment sectors include trade,
transportation and utilities (181,600 employees), leisure and hospitality (178,600), professional and business services (162,000), government
(108,800) and education and health services (99,100). The University of Central Florida, with over 42,000 students, is located in Orlando.
December 2004 unemployment for the Orlando metropolitan area was 3.8%.

7

Charlotte, North Carolina is the nation s 39 largest metropolitan area with nearly 1.5 million people in 2000. During the 1990 s, Charlotte s
population grew 29.0% ranking it among the ten fastest growing cities (one million or more in population) in the United States. By 2013, the
metropolitan area is expected to have 2.1 million people. Charlotte has more headquartered Fortune 500 companies than all but five other U.S.
cities. Considered the nation s second largest banking center, Charlotte s largest industry segment is wholesale trade followed by services,
manufacturing and construction. Over 12,600 residential units were built in Charlotte in 2004 totaling $1.6 billion. Unemployment was 5.2% in
December 2004.

In 2000, Raleigh, North Carolina was ranked as the 40" largest metropolitan area in the United States with nearly 1.2 million people. It s
growth rate during the 1990 s of 38.9% tied with Atlanta, Georgia as the fourth fastest growing major metropolitan area in the U.S. The tri-city
metropolitan area of Raleigh, Durham and Chapel Hill, North Carolina has averaged growth of nearly 3,500 people each month since 2000.
Forbes Magazine ranked Raleigh-Durham as the second best city in the country for business. The tri-city area is home to North Carolina State
University, the University of North Carolina and Duke University. Education and health care is the area s leading employment industry followed
by trade/transportation/utilities, professional and business services and manufacturing. The median sales price for residential homes was
$184,800 in the third quarter 2004. The unemployment rate in Raleigh was 3.3% in December 2004.

We face significant competition, both in generating loans as well as in attracting deposits. Our market area is highly competitive and we
face direct competition from a significant number of financial service providers, many with a statewide or regional presence and, in some cases,
a national presence. In recent years, our market area has experienced continued consolidation of the banking industry as locally based
institutions have been acquired by large regional and nationally based financial institutions.

Many of these financial service providers are significantly larger than us and have greater financial resources. Our competition for loans
comes principally from commercial banks, savings banks, credit unions, mortgage brokers, mortgage-banking companies and insurance
companies. Our most direct competition for deposits has historically come from commercial banks, savings associations and credit unions. In
addition, we face increasing competition for deposits from non-bank institutions such as brokerage firms and insurance companies in such
instruments as short-term money market funds, corporate and government securities funds, equity securities, mutual funds and annuities.

Lending Activities

Loan Portfolio Composition. At December 31, 2004, our total loans receivable amounted to $3.1 billion, of which $418.3 million or 13.5%
consisted of one-to-four family residential loans. Our investment in one-to-four family residential loans decreased $140.9 million, or 25.2%, as
implementation of our lending strategy has caused us to increase our emphasis on construction, second mortgage residential, consumer,
commercial real estate and land, business, multi-family residential and agricultural loans as well as warehouse mortgage lines of credit. Our
emphasis on higher yielding and/or shorter term loans has also allowed us to reduce the weighted average contractual maturity of our loan
portfolio. At December 31, 2004, 77.4% of our total loan portfolio had contractual maturities of 10 years or less compared to 64.9% at
December 31, 2003. Additionally, 64.0% of our total loan portfolio had adjustable interest rates at December 31, 2004 compared to 63.0% at
December 31, 2003.

8

The types of loans that we may purchase and originate are subject to federal and state laws and regulations. The interest rates we charge on
loans are affected by the demand for such loans and the supply of money available for lending purposes and the rates offered by competitors.
These factors include, but are not limited to, economic conditions, monetary policies of the Federal Government, including the Board of
Governors of the Federal Reserve System ( Federal Reserve Board ) and legislative tax policies.

Lending Activities 6
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Loan Portfolio Composition. The following table shows the composition of our loan portfolio by type of loan at the dates indicated:

December 31,

2004 2003 2002 2001 2000
(Dollars in thousands) Amount % Amount % Amount % Amount % Amount %
Real estate loans:
One-to-four family
residential (1) $ 418,270 13.54% $ 559,134 2520% $ 547,619 28.66% $ 487,015 32.10% $ 541,711 44.79%
Second mortgage residential 255,222 8.26 258,121 11.63 25,590 1.34 15,487 1.03 23,730 1.96
Multi-family residential 142,454 4.61 99,078 4.47 79,953 4.18 74,209 4.89 67,025 5.54
Commercial real estate and
land 597,114 19.33 449,152 20.25 398,076 20.83 258,277 17.03 210,654 17.42
Residential construction 601,075 19.46 245,782 11.08 156,322 8.18 113,300 7.47 77,421 6.40
Commercial construction 282,399 9.14 154,247 6.95 143,020 7.49 95,614 6.30 46,187 3.82
Agriculture 66,830 2.16 - - - - - - - -
Total real estate loans 2,363,364 76.50 1,765,514 79.58 1,350,580 70.68 1,043,902 68.82 966,728 79.93
Business loans 142,675 4.62 64,522 291 33,375 1.75 12,193 0.80 2,755 0.23
Agriculture - operating 71,223 2.31 -- - - - - -- -- -
Warehouse mortgage lines of
credit 132,928 4.30 78,759 3.55 236,492 12.38 224,067 14.77 37,173 3.07
Consumer loans:
Home equity 56,441 1.83 33,874 1.53 37,522 1.96 45,398 2.99 57,264 4.74
Home equity line of credit 142,725 4.62 117,899 5.31 94,801 4.96 61,839 4.08 38,700 3.20
Home improvement 73,386 2.37 74,915 3.38 82,081 4.30 76,555 5.05 76,015 6.29
Automobile 80,512 2.61 67,351 3.04 60,707 3.18 42,547 2.80 22,496 1.86
Other 25,956 0.84 15,621 0.70 15,131 0.79 10,486 0.69 8,283 0.68
Total consumer loans 379,020 12.27 309,660 13.96 290,242 15.19 236,825 15.61 202,758 16.77
Total loans 3,089,210  100.00% 2,218,455 100.00% 1,910,689  100.00% 1,516,987  100.00% 1,209,414  100.00%
Unamortized premiums,
discounts
and deferred loan fees 7,228 10,790 3,998 (232) (768)
Undisbursed portion of
construction and land
development loans in
process (441,452) (193,063) (123,331) (109,852) (70,625)
Net loans 2,654,986 2,036,182 1,791,356 1,406,903 1,138,021
Allowance for loan losses (26,831) (19,586) (17,108) (13,464) (9,947)

Lending Activities 7
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December 31,

Net loans after allowance
for
loan losses $ 2,628,155 $ 2,016,596 $ 1,774,248 $ 1,393,439 $ 1,128,074

(1) Includes loans held for
sale $ 11,956 $ 7,083 $ 8,504 $ 14,373 $ 3,712
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L]
Contractual Terms to Final Maturities. The following table shows the scheduled contractual maturities of our loans as of December 31,

2004, before giving effect to net items. Demand loans, loans having no stated schedule of repayments and no stated maturity, and overdrafts are
reported as due in one year or less. The amounts shown below do not take into account loan prepayments.

Commercial
One-to-Four Second Real Estate
Family Mortgage  Multi-Family and Residential Commercial
(Dollars in thousands) Residential Residential Residential Land Construction Construction
Amounts due after December 31, 2004 in:
One year or less $ 1,579 $ 145  $ 5251  $ 77,496 $ 548,066 $ 39,278
After one year through two years 1,031 911 12,354 42,007 38,654 43,299
After two years through three years 2,195 2,102 19,908 63,419 - 16,580
After three years through five years 15,688 6,596 38,391 102,336 - 76,527
After five years through ten years 15,086 34,739 59,904 269,659 194 91,001
After ten years through fifteen years 29,236 141,248 4,260 25,885 573 1,474
After fifteen years 353,455 69,481 2,386 16,312 13,588 14,240
Total (1) $ 418270 $ 255222 § 142454 $ 597,114 $ 601,075 $ 282,399

1 Gross of unamortized premiums, discounts and deferred loan fees, undisbursed portion of construction and land development loans in
process and allowance for loan losses.

Warehouse
Agriculture -  Mortgage

(Dollars in thousands) Agriculture Business Loans Operating Lines of Credit Consumer Total
Amounts due after December 31, 2004 in:

One year or less $ 6,574 $ 57,095 $ 54264 $ 132,928 §$ 26,075 $ 948,751
After one year through two years 2,448 9,176 4,487 - 34,193 188,560
After two years through three years 2,487 24,526 1,845 - 66,410 199,472
After three years through five years 10,005 33,239 7,416 - 207,874 498,072
After five years through ten years 35,615 16,880 2,887 - 28,942 554,907
After ten years through fifteen years 5,067 1,497 167 -- 14,705 224,112
After fifteen years 4,634 262 157 - 821 475,336
Total (1) $ 66,830 $ 142,675 $ 71,223 $ 132,928 $ 379,020 $ 3,089,210

(1)  Gross of unamortized premiums, discounts and deferred loan fees, undisbursed portion of construction and land development loans in
process and allowance for loan losses.
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The following table shows the dollar amount of all loans, including loans held for sale, before net items, due after one year from December
31, 2004 as shown in the preceding table, which have fixed interest rates or which have floating or adjustable interest rates.

(Dollars in thousands) Fixed-Rate Floating or Total
Adjustable-Rate

Lending Activities 8
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One-to-four family residential $ 85,883 $ 330,808 $ 416,691
Second mortgage residential 240,527 14,550 255,077
Multi-family residential 60,221 76,982 137,203
Commercial real estate and land 107,016 412,602 519,618
Residential contruction 22,391 30,618 53,009
Commercial construction 151,612 91,509 243,121
Agriculture 13,124 47,132 60,256
Business loans 44,712 40,868 85,580
Agriculture - operating 10,144 6,815 16,959
Consumer 216,392 136,553 352,945
Total $ 952,022 $ 1,188,437 $ 2,140,459

Origination, Purchase, Sale and Servicing of Loans. Our lending activities are subject to underwriting standards and loan origination
procedures established by our Board of Directors and management. Applications for mortgages and other loans are taken at our banking and loan
production offices. In the past, we relied on a network of loan correspondents and brokers to originate a substantial part of our loans. In recent
years we have greatly expanded our capacity to directly originate loans through the expansion of our loan production office network and the
employment of a number of experienced loan originators. We continue to use loan correspondents to originate single-family residential loans to
supplement our origination efforts. A substantial portion of such loans consists of fixed-rate, single-family residential mortgage loans which we
sell into the secondary market with servicing retained.

Although we originate both adjustable-rate and fixed-rate loans, our ability to originate and purchase fixed or adjustable-rate loans is
dependent upon the relative customer demand for such loans, which is affected by the current and expected future level of interest rates. In order
to implement our strategy of building a mortgage loan portfolio that consists primarily of adjustable-rate loans, our purchase activity has
increased in recent years. The loans purchased for retention during this period consisted of construction, one-to-four family residential, second
mortgage residential, consumer (primarily home improvement loans and indirect automobile financing), commercial real estate and land
(including participation interests), multi-family residential and business loans.

Generally, we originate adjustable-rate mortgage loans for retention in our portfolio. It is our current policy to sell substantially all the
single-family, fixed-rate residential first mortgage loans we originate or purchase. Substantially all of the loans sold are sold to either Fannie
Mae ( FNMA ) or the Federal Home Loan Mortgage Corporation ( FHLMC ) or the FHLB pursuant to the Mortgage Partnership Finance program.
Upon receipt of an application to make a fixed-rate loan, we typically enter into agreements to sell such loans to FNMA, FHLMC or the FHLB
pursuant to forward sale commitments, with delivery being required in approximately 90 days. We generally agree to deliver a somewhat
smaller dollar amount of loans in the event that not all the loans for which applications are submitted actually close. Loans are delivered
pursuant to such sale contracts upon their origination or purchase and are not aggregated for sale as loan packages. As a result, we typically do
not have a significant amount of loans held for sale at any given point in time. We recognize, at the time of disposition, the gain or loss on the
sale of the loans. The gain or loss is based on the difference between the net proceeds received and the carrying value of the loans sold. During
2002, 2003 and 2004, we increased our purchases of fixed-rate, single-family residential first mortgage loans for immediate sale as we continued
to increase the size of our loan servicing portfolio. While we purchased $15.6 million of such loans in 2000, in 2001, 2002, 2003 and 2004 such
purchases increased to $195.4 million, $339.0 million, $324.1 million and $159.4 million, respectively.
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In recent years, we have developed lending relationships with several financial institutions and mortgage bankers pursuant to which we
have purchased whole loans or loan participation interests secured by properties located outside our Primary Lending Market Area. Our
purchases have consisted of second mortgage residential, construction loans or participation interests in such loans, both residential and
commercial, as well as commercial real estate and land, and were originated under underwriting guidelines substantially identical to our own
guidelines. For loans in which we hold a participation interest we generally require the lead lender to maintain anywhere from 5% to 50%
interest in the loans. Prior to entering into such relationships, we conduct on-site due diligence of each lender, including document review as
well as management interviews. We also conduct on-site inspections of selected properties and of the market areas in which the properties are
located. In addition, we apply our own underwriting standards to each loan or loan participation we purchase. We also review and underwrite,
with respect to construction loans, the individual builders to whom loans are being extended, establishing a limit as to the total amount that we
will lend to each such builder. We engage local independent inspectors to inspect the progress of construction on properties securing such loans
and base our disbursements on such inspections. We also generally visit the lenders every three to six months to conduct follow-up inspections
of the lenders operations as well as to review the collateral property securing the loans. The following primary lending relationships existed at
December 31, 2004:

Charleston and Columbia, South Carolina. Of the primary relationships, the first is with a mortgage banker in the Charleston and
Columbia, South Carolina markets. Pursuant to the relationship with this mortgage banker, we have purchased loans made to local
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builders to finance the construction of residential properties. Under the terms of our arrangement, we service these loans and the
mortgage banker shares 50% of any losses incurred. As of December 31, 2004, this relationship consisted of 620 individual loans with an
aggregate balance of $127.0 million. The outstanding loan balance under this relationship (disbursed loan proceeds) was $70.6 million at
December 31, 2004.

Maitland (Orlando), Florida. The second relationship is with a mortgage banker in the Maitland (Orlando), Florida area which began in
April 2003. Pursuant to this relationship, we have purchased loans made to individual borrowers to finance the construction of
single-family residential properties. Under the terms of this relationship, all loans purchased are pre-approved for permanent financing
following the construction phase. Disbursements are made on the purchased loans by others as the construction phase progresses. As of
December 31, 2004, this relationship encompassed 455 individual loans with an aggregate balance of $67.3 million. The outstanding loan
balance under this relationship (disbursed loan proceeds) was $31.5 million at December 31, 2004.
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Birmingham, Alabama. The third relationship is with a financial institution headquartered in Birmingham, Alabama and involves the
purchase of generally a 50% loan participation interest in residential construction and commercial real estate and land loans extended to
builders. Currently, the loans are secured by properties located in Birmingham, Alabama; Atlanta, Georgia and Las Vegas, Nevada. At
December 31, 2004, this relationship consisted of 397 individual loans with an aggregate balance of $36.0 million. The outstanding loan
balance under this relationship (disbursed loan proceeds) was $26.7 million at December 31, 2004.

At December 31, 2004 and 2003, we were servicing $1.1 billion and $956.7 million, respectively, of loans for others, primarily consisting
of one-to-four family residential loans sold by us to investors. In recent years, we began selling substantially all fixed-rate loans with servicing
retained in order to develop additional sources of noninterest income. Loan servicing includes collecting and remitting loan payments,
accounting for principal and interest, contacting delinquent borrowers, supervising foreclosures and property dispositions in the event of
unremedied defaults, remitting certain insurance and tax payments on behalf of the borrowers and generally administering the loans. The gross
servicing fee income from loans sold is generally 0.25% to 0.50% of the total balance of each loan serviced.

Loans-to-One Borrower Limitations. As a federal savings bank, we are limited in the amount of loans we can make to any one borrower.
This amount is equal to 15% of our unimpaired capital and surplus (this amount was approximately $38.5 million at December 31, 2004),
although we are permitted to lend up to an additional 10% of unimpaired capital and surplus if the loans are secured by readily marketable
securities. Our aggregate loans to any one borrower have been within these limits for the year ended December 31, 2004. At December 31, 2004,
our six largest credit relationships with an individual borrower and related entities consisted of loans that total $25.4 million, $24.9 million,
$20.0 million, $20.0 million, $19.4 million and $18.9 million. A brief summary of these six relationships follows:

The largest credit is a $25.4 million relationship collateralized by a 364 unit apartment complex located in Colorado Springs,
Colorado. This relationship consists of three loans: a $12.6 million one-year adjustable-rate loan with a five-year term, a $12.7
million fixed-rate loan with a five-year term and a $100,000 fixed-rate loan with a five- year term. These loans are classified as
multi-family residential loans in the loan composition table.

The second largest credit relationship consists of a business revolving line of credit for $12.0 million and an equipment term note
of $12.9 million. Both loans are secured by the assets of four related companies in Lincoln, Nebraska engaged in asphalt and
concrete paving and utilities construction. The $12.0 million adjustable-rate revolving line of credit, which matures in September
2006, is intended to finance work-in-process, accounts receivable and inventory. The $12.9 million adjustable-rate term note,
which matures in September 2009, consolidated existing equipment loans with other financial institutions. At December 31, 2004,
the total outstanding balance on the line of credit was $12.0 million. These loans are classified as business loans in the loan
composition table.
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The third largest credit relationship consists of two $10.0 million business revolving lines of credit secured by real estate and other
business assets to a borrower who owns an excavation and construction company in Lincoln, Nebraska. One $10.0 million line is
intended to finance work-in-process, accounts receivable and inventory. The other $10.0 million line is intended to finance
equipment. Both loans have adjustable interest rates and mature in September 2006. At December 31, 2004, the total outstanding
balance for both lines of credit aggregated $575,000. These lines of credit are classified as business loans in the loan composition
table.
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The fourth largest credit relationship consists of two adjustable-rate business revolving lines of credit, one for $19.75 million and
one for $250,000 to four related companies located in Lincoln, Nebraska. The $19.75 million line of credit is used to purchase real
estate tax sale certificates from various governmental entities in several states while the $250,000 line of credit is used to meet
operating needs of the borrower. The borrower s interest in the real estate tax sale certificates purchased and all other business
assets of the borrower are used to secure both lines of credit. At December 31, 2004, the total outstanding balance for both lines of
credit aggregated $14.3 million. These lines of credit are classified as business loans in the loan composition table.

The fifth largest credit relationship consists of a $19.4 million credit relationship to construct a 323 unit apartment complex to be
built in San Antonio, Texas. In addition to being secured by real estate, we are also secured by letters of credit totaling $1.1
million. This credit relationship carries a fixed interest rate for the first three years with annual adjustments thereafter and matures
in September 2009. At December 31, 2004, $1,000 had been disbursed under this credit relationship as this is a new loan which is
classified as a commercial construction loan in the loan composition table.

The sixth largest credit relationship is an $18.9 million participation interest in the construction financing of a 442,576 square foot
retail center located in Omaha, Nebraska. We are one of three financial institutions participating in this $67.3 million construction
project. This loan has an adjustable-rate and matures in August 2005. At December 31, 2004, a total of $18.0 million had been
disbursed under this credit relationship. This loan is classified as a commercial construction loan in the loan composition table.

Each of these relationships was performing in accordance with its terms and conditions as of December 31, 2004.
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The following table shows total loans originated, purchased, sold and repaid during the years indicated:

Year Ended December 31,
(Dollars in thousands) 2004 2003 2002
Net loans after allowance for loan losses,
beginning of year $ 2,016,596 $ 1,774,248 $ 1,393,439
Loan originations:
One-to-four family residential 145,655 377,661 239,093
Second mortgage residential 3,361 2,787 1,084
Multi-family residential 10,794 42,309 6,243
Commercial real estate and land 167,448 99,426 75,889
Residential construction 190,964 154,695 100,599
Commercial construction 166,714 59,075 69,793
Agriculture 7,404 -- -
Business 221,466 99,198 38,340
Agriculture - operating 37,432 -- --
Warehouse mortgage lines of credit (1) 3,145,266 5,491,777 4,427,554
Consumer 152,692 147,069 133,379
Total loan originations 4,249,196 6,473,997 5,091,974
Loan purchases:
One-to-four family residential (2) 192,163 652,751 641,188
Second mortgage residential 122,069 304,593 31,984
Multi-family residential 12,895 13,500 19,696
Commercial real estate and land 44,925 43,949 120,291
Residential construction 551,654 184,126 97,949
Commercial construction 42,371 45,568 14,200
Business 8,511 21,326 -
Consumer 75,891 67,526 85,249
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Year Ended December 31,
Total loan purchases 1,050,479 1,333,339 1,010,557
Total loan originations and purchases 5,299,675 7,807,336 6,102,531
Sales and loan principal repayments:
Loan sales:
One-to-four family residential (280,990) (627,525) (565,585)
Consumer (4,041) (6,519) (2,129)
Loan principal repayments:
Mortgage, business and consumer (1,349,928) (1,215,568) (725,674)
Warehouse mortgage lines of credit (1) (3,091,097) (5,649,510) (4,415,441)
Total loan sales and principal
repayments (4,726,056) (7,499,122) (5,708,829)
Increase due to acquisition 304,300 -- --
Decrease due to other items (3) (266,360) (65,866) (12,893)
Net loans after allowance for loan losses,
end of year $ 2,628,155 $ 2,016,596 $ 1,774,248

(1)  Reflects amounts advanced and repaid under such lines of credit during the years presented.

2) Substantially all of these loans were acquired from mortgage bankers and sold to Fannie Mae, Freddie Mac or the Federal Home Loan
Bank with servicing retained.

(3)  Other items consist of unamortized premiums, discounts and deferred loan fees, undisbursed portion of construction and land
development loans in process and the allowance for loan losses.
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One-to-Four Family Residential Mortgage Lending. We offer both fixed-rate and adjustable-rate loans with maturities of up to 30 years
secured by single-family residences. Single-family mortgage loan originations are generally obtained from our in-house loan representatives,
from existing or past customers, from mortgage bankers and through referrals from members of our local communities. At December 31, 2004,
our one-to-four family residential mortgage loans totaled $418.3 million or 13.5% of total loans. Of such amount, $224.2 million, or 53.6%,
related to loans secured by properties located outside our Primary Lending Market Area and approximately 79.3% had adjustable rates. The
average loan size of our one-to-four family residential mortgage portfolio was $108,000 at December 31, 2004. A total of $1.9 million, or
0.46%, of our one-to-four family residential mortgage loans at December 31, 2004 were 90 days or more delinquent compared to $1.5 million,
or 0.26%, at December 31, 2003. During the years ended December 31, 2004 and 2003, we charged-off an aggregate of $16,000 and $6,000 of
one-to-four family residential mortgage loans, respectively.

We currently originate or purchase adjustable-rate, single-family residential mortgage loans with terms of up to 30 years and interest rates
which generally adjust one to seven years from the outset of the loan and thereafter annually for the duration of the loan. The interest rates for
such adjustable-rate loans are normally tied to indices such as the U.S. Treasury CMT or Libor, plus a margin. Our adjustable-rate loans
generally provide for periodic caps (not more than 2.0%) on the increase or decrease in the interest rate at any adjustment date. The maximum
amount the rate can increase or decrease from the initial rate during the life of the loan is 5% to 6%.

The origination or purchase of adjustable-rate, residential mortgage loans helps reduce our exposure to increases in interest rates. However,
adjustable-rate loans generally pose credit risks not inherent in fixed-rate loans, primarily because as interest rates rise, the underlying payments
of the borrower rise, thereby increasing the potential for default. Periodic and lifetime caps on interest rate increases help to reduce the risks
associated with adjustable-rate loans but also limit the interest rate sensitivity of such loans.

Generally, we originate single-family residential mortgage loans in amounts up to 80% of the lower of the appraised value or the selling
price of the property and up to 100% if private mortgage insurance is obtained. Mortgage loans originated by us generally include due-on-sale
clauses which provide us with the contractual right to deem the loan immediately due and payable in the event the borrower transfers ownership
of the property without our consent. We require fire, casualty, title and, in certain cases, flood insurance on properties securing real estate loans
made by us.
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Second Mortgage Residential Lending. Second mortgage loans declined to $255.2 million, or 8.3% of the total loan portfolio, at December
31, 2004 compared to $258.1 million, or 11.6% of the total loan portfolio, at December 31, 2003. Although the purchase for retention in our
portfolio of fixed-rate second mortgage residential loans is contrary to our general policy of pursuing adjustable-rate loans, the expected yields
and lives of the fixed-rate loans justified their inclusion in our loan portfolio. At December 31, 2004, $212.2 million, or 83.1% of our second
mortgage residential loans, were secured by properties located outside our Primary Lending Market Area. The average loan size of our second
mortgage residential loan portfolio was $35,000 at December 31, 2004. Of the second mortgage residential loans outstanding at December 31,
2004, approximately 94.3% were fixed-rate loans. At December 31, 2004, $739,000, or 0.29%, were 90 or more days delinquent compared to
$224,000, or 0.09%, at December 31, 2003. During the years ended December 31, 2004 and 2003, we charged-off an aggregate of $520,000 and
$107,000, respectively, of second mortgage residential loans.
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Multi-Family Residential Real Estate. We invest in multi-family residential loans that are secured by multi-family housing units generally
located in our Primary Lending Market Area. At December 31, 2004, our multi-family residential loan portfolio totaled $142.5 million, or 4.6%
of the total loan portfolio, compared to $99.1 million, or 4.5% of the total loan portfolio, at December 31, 2003. At December 31, 2004, 86.6%
of the multi-family residential loans were secured by properties located in our Primary Lending Market Area. The average loan size of our
multi-family residential loan portfolio was $1.8 million at December 31, 2004 and 54.0% of our multi-family residential loans had adjustable
rates of interest. At December 31, 2004, $2.4 million, or 1.7% of our multi-family residential loans, were 90 or more days delinquent. We had no
multi-family residential loans 90 or more days delinquent at December 31, 2003. We had no charge-offs of multi-family residential loans during
the years ended December 31, 2004 and 2003.

The largest multi-family residential credit relationship at December 31, 2004 is a $25.4 million relationship collateralized by a 364 unit
apartment complex located in Colorado Springs, Colorado. This relationship consists of three loans: a $12.6 million one-year adjustable-rate
loan with a five-year term, a $12.7 million fixed-rate loan with a five-year term and a $100,000 fixed-rate loan with a five-year term. These
loans were performing in accordance with their loan terms at December 31, 2004.

Commercial Real Estate and Land Lending. We invest in commercial real estate loans that are secured by properties generally used for
business purposes, such as office buildings and retail facilities, and land being held for commercial and residential development. The properties
securing these loans are located primarily in Lincoln and Omaha, Nebraska and in selected areas outside of our Primary Lending Market Area.
We have increased our involvement in this lending category as part of our strategy to increase our investment in loans with higher yield and/or
shorter expected average lives. We have also increased our capacity to originate such loans internally with the hiring of several experienced
commercial real estate lenders as well as the opening of loan production offices in Arizona, Colorado, Florida, Minnesota and North Carolina.

Our underwriting procedures provide generally that commercial real estate loans (as well as multi-family, land and commercial construction
loans) may be made in amounts up to 80% of the value of the property if it is located within our Primary Lending Market Area and 75% of the
value if it is outside our Primary Lending Market Area. Any loan exceeding such loan-to-value ratio must be supported by documentation of the
relevant factors justifying the deviation which is reviewed by the Board of Directors on a quarterly basis. The following is a summary of lending
guidelines concerning our commercial real estate lending:

The total of commercial real estate loans exceeding established loan-to-value limits may not exceed 30% of our risk-based capital.
At December 31, 2004, we were in compliance with established guidelines related to risk-based capital as these loans totaled
18.0% of our risk-based capital.
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The total of all commercial real estate loans, land loans related to commercial development, multi-family residential loans and
commercial construction loans cannot exceed 50% of our total loan portfolio. At December 31, 2004, 33.1% of our total loan
portfolio consisted of such loans. Furthermore, no more than 40% of such loans can be secured by properties located outside of
our Primary Lending Market Area. At December 31, 2004, 19.4% of such loans were secured by properties outside our Primary
Lending Market Area, with the highest concentration of such loans in California (4.2%).

Such loans are currently originated with various indices such as U.S. Treasury CMT, Libor or prime rate, plus a margin, with
various terms and with interest rates which generally adjust every three or five years. The majority of these loans have 20 or 25
year amortization schedules and require payment of the remaining principal at maturity. Our adjustable-rate loans generally do not
have periodic limits on the increases or decreases in the interest rate that may be affected at the time of the adjustment other than
lifetime floor and ceiling limits.
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Most commercial real estate and land and multi-family residential loans are underwritten by our centralized loan underwriting
department. In underwriting these loans, we consider all aspects of the credit profile of each borrower s ability to repay the debt.
We consider the borrower s income, probable continuation of income and credit history.

Loans in excess of $10.0 million, in addition to management level approval, must also be approved by our Board of Directors.

We have generally required that the properties securing these real estate loans have debt service coverage ratios (the ratio of
earnings before debt service to debt service) of at least 125%. Personal guarantees are generally required. In addition, we require
that security instruments contain affirmative language concerning the prospective borrower s responsibility for compliance with
laws and regulations (including environmental, health and safety) and for protecting the environmental conditions of the security
property. A phase one environmental assessment report, prepared in conformance with our environmental risk policy, is normally
obtained if the loan is in excess of $1.0 million or if there is any indication of possible contamination at the security property.

Our commercial real estate and land loan portfolio at December 31, 2004 was $597.1 million, or 19.3% of total loans, compared to $449.2
million, or 20.3% of total loans, at December 31, 2003. At December 31, 2004, $468.2 million, or 78.4% of our commercial real estate and land
loans, were secured by properties located within our Primary Lending Market Area. The average loan size of our commercial real estate loan
portfolio at December 31, 2004 was $631,000. At December 31, 2004, 78.7% of our commercial real estate and land loans had adjustable rates.
A total of $707,000, or 0.12%, of our commercial real estate and land loans at December 31, 2004 were 90 days or more delinquent. We had no
commercial real estate and land loans delinquent 90 or more days at December 31, 2003. During the years ended December 31, 2004 and 2003,
we charged-off an aggregate of $0 and $330,000, respectively, of commercial real estate and land loans.

The largest commercial real estate loan outstanding at December 31, 2004 is a $16.3 million 10-year adjustable-rate loan and a $3.0 million
adjustable-rate operating line of credit secured by a 59 bed acute care hospital located in Lincoln, Nebraska dedicated to heart surgeries and
related procedures. These loans were performing in accordance with their terms at December 31, 2004.
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In recent years we have increased our lending to finance the acquisition of land for residential and commercial real estate projects. Such
land loans totaled $151.2 million, or 4.9% of total loans, at December 31, 2004 ($106.2 million of which had been disbursed at such date). The
average size of our land loans at December 31, 2004 was $724,000.

During 2004, we refinanced a land development loan and a revolving line of credit loan aggregating $20.0 million which are secured by a
290 acre parcel of land in Lincoln, Nebraska. At December 31, 2004, a total of $10.8 million had been disbursed to the borrower. The loans were
performing in accordance with their terms at December 31, 2004.

Loans secured by commercial real estate and multi-family residential real estate properties generally involve larger principal amounts and a
greater degree of risk than single-family residential mortgage loans. Payments on loans secured by multi-family and commercial real estate
properties are often dependent on the successful operation or management of the properties. Repayment of such loans may be subject to adverse
conditions in the real estate market or the economy and a concentration of loans in a geographic region may be subject to greater risk because of
the potential for adverse economic conditions affecting that region. We seek to minimize these risks through our underwriting standards.

Construction Lending. We offer residential construction loans for either pre-sold houses (a purchase contract has been signed) or
speculative houses (properties for which no buyer yet exists). We are also involved in commercial real estate construction lending as well as
purchasing participation interests in such loans. Approximately 60% of our residential construction loans are for pre-sold houses. We originate
our residential construction loans within our Primary Lending Market Area typically through direct contact with home builders. Most of such
loans involve properties located in our Primary Lending Market Area. During the past few years, we have become involved in purchasing
residential construction loans and participation interests in such loans secured by properties located outside our Primary Lending Market Area,
generally in more densely populated cities in South Carolina, Georgia, Alabama and Nevada. As part of the increased emphasis on construction
lending, we have, in recent years, hired several experienced loan originators in order to increase our capabilities in this type of lending.
Additionally, on November 1, 2004, we completed the purchase of all non-Indiana residential construction loan production offices from First
Indiana Bank. The purchase, which included $134.4 million of outstanding residential construction loans against forward commitments of
$264.5 million, also included loan production offices in Phoenix, Arizona; Charlotte, North Carolina; Raleigh, North Carolina and Orlando,
Florida. The following summarizes the residential construction loan portfolios at each of the loan production offices acquired from First Indiana
Bank:

Phoenix, Arizona. At December 31, 2004, there were 131 individual residential construction loans to individuals and local builders
outstanding. The aggregate balance of these loans was $52.3 million ($24.6 million had been disbursed) at December 31, 2004.
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Charlotte, North Carolina. At December 31, 2004, there were 205 individual residential construction loans to individuals and local
builders outstanding. The aggregate balance of these loans was $63.1 million ($25.4 million had been disbursed) at December 31, 2004.

Raleigh, North Carolina. At December 31, 2004, there were 114 individual residential construction loans to individuals and local
builders outstanding. The aggregate balance of these loans was $56.7 million ($25.1 million had been disbursed) at December 31, 2004.

Orlando, Florida. At December 31, 2004, there were 107 individual residential construction loans outstanding to both individuals and
local builders. The aggregate balance of these loans was $98.9 million ($49.3 million had been disbursed) at December 31, 2004.

The following is a summary of our lending guidelines for residential construction loans:

Whether we originate or purchase residential construction loans, we review all plans, specifications and cost estimates and require
that the contractor be deemed reputable.

The amount of construction advances to be made, together with the sum of previous disbursements, may not exceed the
percentage of completion of the construction.

Such loans generally have terms not exceeding 18 months, have loan-to-value ratios of 90% or less of the appraised value upon
completion and do not require the amortization of the principal during the term of the loan.

The loans are generally made with adjustable rates of interest based on the Wall Street Journal prime rate plus a margin.

At December 31, 2004, residential construction loans (including participation interests) totaled $601.1 million (including undisbursed loans
in process), or 19.5%, of our total loan portfolio. Of such amount, $156.7 million, or 26.1%, related to loans secured by properties located
outside our Primary Lending Market Area. The average loan size of our residential construction loans was $304,000 at December 31, 2004. A
total of 83.6% of our residential construction loans had adjustable rates of interest at December 31, 2004. At December 31, 2004, $2.3 million,
or 0.38%, of our total residential construction loan portfolio was 90 or more days delinquent compared to $1.0 million, or 0.41%, at December
31, 2003. During the years ended December 31, 2004 and 2003, we charged-off an aggregate of $138,000 and $13,000, respectively, of
residential construction loans.

We have increased significantly our involvement in commercial construction lending during the last three years. Most of such loans are
extended to build office buildings, retail centers or apartment buildings. As a result of such efforts, commercial construction loans totaled $282.4
million (including undisbursed loans in process) at December 31, 2004, or 9.1% of total loans, compared to $154.2 million, or 7.0% of total
loans, at December 31, 2003. The average loan size of our commercial construction loan portfolio was $3.7 million at December 31, 2004. At
December 31, 2004, $50.3 million, or 17.8%, of our commercial construction loans were secured by properties located outside our Primary
Lending Market Area. Of the commercial construction loans outstanding at December 31, 2004, approximately 41.4% had adjustable rates. At
December 31, 2004 and 2003, we had no commercial construction loans 90 or more days delinquent. Additionally, there were no commercial
construction loans charged-off during the years ended December 31, 2004 and 2003.
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At December 31, 2004, our largest commercial construction loan was an $18.9 million participation in the construction financing of a
442,576 square foot retail center located in Omaha, Nebraska. We are one of three financial institutions participating in this $67.3 million
construction project. At December 31, 2004, a total of $18.0 million had been disbursed under this credit relationsh