STRATEGIC PLAN

THE STATE EXCHANGE BANK

MANKATO, KS

Adopted by the board of directors:  4/25/23
I. Direction of Lending:  The focus of the lending program is to develop relationships with borrowers that will last a lifetime.  Management will put the safety and soundness of the bank first.  Consistent with that goal, management will make loans that they believe the customer will be willing and able to repay, and which are reasonable in view of the applicant’s long-term goals.

A. Production Agriculture:  
1. The primary industry of our trade territory is production agriculture. 
2.  Loans to farmers and ranchers will form the core of our loan portfolio.  
3. Due to the limited number of operators in our trade territory, and the number of institutions competing for their business, it will be difficult to make significant increases in this area.  
4. Management will pursue good quality loan lines to new farm customers.  
5. Adequate collateral margins will be required, and the borrower must be able to demonstrate their ability to generate sufficient cash-flow to service debt.
6.  Collecting and analyzing financial data will be a priority.  If a borrower fails to provide the requested documentation, we will suspend advances until the documentation is complete.

B. Commercial Lending:  
1. Small businesses are essential to the survival of our community. 
2.  Management will seek out opportunities for small business lending, consistent with the loan policy.  
3. Management will participate in business recruitment efforts, with an emphasis on promoting entrepreneurship among current residents.
C. Consumer Lending:  
1. Management will pursue this market by contacting new residents of the community, and by offering loan products to established customers.  
2. Products offered will include primary residential real estate loans, auto loans, and personal loans.
3. Credit will only be extended to qualified borrowers, regardless of the collateral. 

D. Participations: Only those borrowers with strong financial positions will be considered for participation purchases. We will only purchase participations through Bankers Bank of Kansas and Swedish-American State Bank.
II. Management Succession:  
A. Bank stock and board are controlled by the Diamond, Menhusen, and Shulda families.  
B. These families have the intent and ability to see the bank remain an independent, stand-alone institution.  
C. Current management is committed to remaining with the bank.  
D. Jon B Menhusen, chairman of the board and Rick W Diamond, vice chairman of the board, intend to remain associated with the bank for the foreseeable future.  While their role in the day-to-day operations of the bank has decreased, their expertise continues to be available as needed, e.g. the death, disability, or family obligation of an officer.
E. When Philip Menhusen retires in ’30, Brian will become president, Ashley, vice president, and Houston, cashier.  
III. Dividend Goals:  

A. Earnings will be retained to first adequately fund the allowance for loan and lease loss;
B. The majority of remaining earnings will be retained to build up capital until our leverage ratio reaches 12%;
C.  Stockholders will be paid at least enough dividend to compensate them for their income tax expense, when this can be done without depleting the allowance for loan loss reserve and capital accounts below required minimums;
D. The bank’s long-term goal is to retain enough capital in excess of the minimum for qualifying as adequately capitalized to provide a cushion for future contingencies.  
IV. Personal View of Bank’s Future in Five to Ten Years:
A. Slow growth is our goal, so long as such growth can be accomplished without increasing the risk to the bank.
B. We feel strongly that there is a bright future for the community bank that focuses on meeting the needs of the area.  
C. We will consider additional product offerings when our customers want them if we can do so profitably and without undue risk.   

V. Return on Assets Goals:  
A. Our goal is to earn a one percent return on assets.  
B. Our ability to do this will depend upon the level of loan demand, market conditions, and economic conditions.  
C. Since we take a long-term view of our business, and strive to develop customer relationships that will last a lifetime, we attempt to strike a balance by setting our interest rates at a level that:

1.  Is fair to our customers;

2. Compensates us for the level of risk we are taking;

3. Provides a reasonable level of profit.  
D. We will not endanger long-term customer relationships to realize short-term gains.
VI. Capital Goals:
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5-Year Plan
A. Community Bank Leverage Ratio
11.14%


12%


B. Liquidity Ratio:



26.76%


over 15%;
C. Dependency Ratio:


-6.95%



less than 20%;

D. Capital and Surplus Growth:  

0%



0%

We will retain earnings sufficient to maintain our capital ratio goals and anticipated growth and will distribute the remainder as dividends.
E. Undivided Profits Growth:  

1.60%



.5-1% 

VII. Technology Improvements Anticipated:  
A. Migration to thin-client/server farm platform in November, ’23;
B.  Possible conversion of loan software from Compliance One to Hawthorne River/Compliance Systems.  If this happens, we intend to maintain signed loan documentation in an imaged format in additional to paper, which will simplify reporting for examinations;

C.  Conversion from BBOK’s ABIL system to PATH;

D.  Implementation of Beneficial Ownership reporting starting 1/1/24.

VIII. We will continue to rely on Nex-Tech as our primary IT provider in the following areas:
A. Off-site backup:  When we migrate to the server farm, they will be responsible for backing up to a mirror location in a different state;
B.  Anti-malware:  We will continue using Webroot;
C.  Firewall:  This will continue with Sonic Wall.  When end of service is announced for our model, NexTech will provide a replacement.
D.  Management reports:  Nextech provides us with 14 periodic reports, in addition to what we receive from DCI;

E.  Equipment:  All of our servers, laptops, and workstations are leased for five years, ending in November 23.  At the maturity of the lease, NexTech will replace the equipment with thin-client.
IX.  Asset Growth:  

A. Our expectation is that assets will continue to be in the $40-50 million range, with season variation due to deferred payments and county tax receipts.  

B. If we do experience higher than expected growth, our balance sheet is well-equipped to accommodate it, since our capitalization is significantly higher that the minimum.
X.  New Products:  No new products are planned.  
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