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PART I
Item 1. Business

BUSINESS
General

First Business Financial Services, Inc. (together with all of its subsidiaries, collectively referred to as “Corporation,”
“FBFS,” “we,” “us,” or “our”) is a registered bank holding company originally incorporated in 1986 under the laws of the State
of Wisconsin and engaged in the commercial banking business through our two wholly-owned bank subsidiaries, First
Business Bank (“FBB”), headquartered in Madison, Wisconsin, and First Business Bank-Milwaukee (“FBB-Milwaukee”
and, together with FBB, the “Banks”), headquartered in Brookfield, Wisconsin. All of our operations are conducted
through the Banks and certain subsidiaries of FBB. The Banks operate as business banks focusing on delivering a full
line of commercial banking products, including commercial loans and commercial real estate loans, and services

tailored to meet the specific needs of small- and medium-sized businesses, business owners, executives, professionals
and high net worth individuals. The Banks generally target businesses with annual sales between $2.0 million and

$75.0 million. Because of their focus on business banking, the Banks do not utilize branch networks to attract retail
clients and, to supplement their business banking deposit base, the Banks utilize wholesale funding alternatives to

fund a portion of their assets. As of December 31, 2013, on a consolidated basis, we had total assets of $1.269 billion,
total deposits of $1.130 billion and total stockholders’ equity of $109.3 million.

Our Business Lines
Commercial Lending

We strive to meet the specific commercial-lending needs of small- to medium-sized companies in our target market
areas of Wisconsin, primarily through lines of credit for working capital needs and term loans to businesses with
annual sales between $2.0 million and $75.0 million. Through FBB, we have a strong presence in Madison and its
surrounding areas. In 2000, we opened FBB-Milwaukee to take advantage of the strong commercial base located in
Milwaukee and the surrounding communities. In 2006, FBB opened a loan production office in Appleton to take
advantage of the strong commercial environment in Northeast Wisconsin. Since then, we have opened additional loan
production offices in Oshkosh and Green Bay.

Our commercial loans are typically secured by various types of business assets, including inventory, receivables and
equipment. We also originate loans secured by commercial real estate, including non-residential owner-occupied
commercial facilities, multi-family housing, office buildings, retail centers, and, to a lesser extent, commercial real
estate construction loans. In very limited cases, we may originate loans on an unsecured basis. As of December 31,
2013, our commercial real estate and commercial loans, excluding asset-based lending and equipment financing,
represented approximately 79.7% of our total gross loans and leases receivable.

Asset-Based Financing

First Business Capital Corp. (“FBCC”), a wholly-owned subsidiary of FBB, is focused on asset based lending to small to
medium-sized companies. With its seven sales offices located in six states, FBCC does not limit itself to conducting
business in Wisconsin.

FBCC primarily provides revolving lines of credit and term loans for financial and strategic acquisitions
(e.g., leveraged or management buyouts), capital expenditures, working capital to support rapid growth, bank debt
refinancing, debt restructuring, corporate turnaround strategies and debtor-in-possession financing in the course of
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bankruptcy proceedings or the exit therefrom. As a bank-owned, asset-based lender with strong underwriting
standards, FBCC is positioned to provide cost-effective financing solutions to companies with annual sales between
$5.0 million and $50.0 million and do not have the established stable cash flows necessary to qualify for a more
traditional commercial lending product. Asset-based lending is generally more profitable than traditional commercial
lending. This line of business complements our traditional commercial loan portfolio and provides us with more

diverse income opportunities. As of December 31, 2013, our asset-based lending line represented 13.3% of our total
gross loan and leases receivable.
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First Business Factors (“FBF”), a division of FBCC, provides factored receivable financing by purchasing accounts
receivable from clients on a full recourse basis and advances up to 85% of the purchased receivable. FBF provides
competitive rates to clients starting up, seeking growth and needing cash flow support, or currently experiencing
financial issues. Factored receivable arrangements typically have contracts of one to two years. Similar to asset-based
lending, factoring is generally more profitable than traditional commercial lending, and complements our traditional
commercial portfolio. The purchase of the accounts receivable on a full recourse basis mitigates our risk and provides
us with more diverse income opportunities. We started this line of business in November 2012 and we believe we will
continue to grow this business in the future. The FBF office is located in Chicago, Illinois. As of December 31, 2013,
our factored receivable financing line represented 0.1% of our total gross loan and leases receivable.

Equipment Financing

First Business Equipment Finance, LLC (“FBEF”), a wholly-owned subsidiary of FBB, delivers a broad range of
equipment finance products, including leases and loans, to address the financing needs of commercial clients in a
variety of industries. FBEF’s focus includes manufacturing equipment, industrial assets, construction and
transportation equipment, and drilling and oil field equipment, in addition to a wide variety of other commercial
equipment. These financings generally range between $1.0 million and $10.0 million with terms of 36 to 84 months.
We believe that we will continue to grow this business through our existing offices in Wisconsin, Kansas City, Kansas
and Denver, Colorado. As of December 31, 2013, our equipment financing business line represented approximately
5.4% of our total gross loans and leases receivable.

Treasury Management Services

The Banks provide comprehensive services for commercial clients to manage their cash and liquidity, including
lockbox, accounts receivable collection services, electronic payment solutions, fraud protection, information
reporting, reconciliation and data integration solutions. The Banks also offer a variety of deposit accounts and balance
optimization solutions. As we continue to seek to diversify our income and increase our non-interest income, we have
focused on increasing these services and have emphasized these offerings with new and existing business clients.

Trust and Investment Services

FBB, through its First Business Trust & Investments division, acts as fiduciary and investment manager for individual
and corporate clients, creating and executing asset allocation strategies tailored to each client’s unique situation. First
Business Trust & Investments has full fiduciary powers and offers trust, estate, financial planning and investment
services, acting in a trustee or agent capacity. First Business Trust & Investments also provides brokerage and
custody-only services, for which it administers and safeguards assets but does not provide investment advice. At
December 31, 2013, First Business Trust & Investments had $959.0 million of assets under management and
administration.

Competition

The Banks encounter strong competition in attracting commercial loan, asset-based finance, equipment finance and
deposit clients as well as trust and investment clients. Such competition includes banks, savings institutions, mortgage
banking companies, credit unions, finance companies, equipment finance companies, mutual funds, insurance
companies, brokerage firms and investment banking firms. The Banks’ market areas include branches of several
commercial banks that are substantially larger in terms of loans and deposits. Furthermore, credit unions exempt from
income taxes operate in the Banks’ market areas and aggressively price their products and services to a large portion of
the market. The Banks also compete with regional and national financial institutions, many of which have greater
liquidity, higher lending limits, greater access to capital, more established market recognition and more resources and

6
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collective experience than the Banks. We believe that the strength of our executive management team, the experience
and capabilities of our front-line banking professionals, the range and quality of the products that we offer and our
emphasis on building long-lasting relationships sets us apart from our competitors.

The following table lists the counties in which the Banks have their main offices as well as certain other information
as of June 30, 2013, the most recent data published by the FDIC:

Total Number Total Number Total Deposits FBFS FBFS
County of Banking of Banking in County Market Share Ran Market Deposit
Organizations Offices (In Thousands) hare
Dane County 40 187 $13,525,864 5 6.97 %
Waukesha County 38 194 $10,153,346 14 2.14 %

2
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Employees

At December 31, 2013, we had 164 employees equating to 145.4 full-time equivalent employees. We believe that our
relationship with our employees is good. At December 31, 2013, none of our employees were represented by a union.

Our Subsidiaries
First Business Bank

FBB is a state bank chartered in 1909 under the name Kingston State Bank. In 1990, FBB relocated its home office to
Madison, Wisconsin, opened a banking facility in University Research Park, and began focusing on providing
high-quality banking services to small- to medium-sized businesses located in Madison, Wisconsin and the
surrounding area. FBB’s product lines include commercial loans, commercial real estate loans, equipment loans and
leases and treasury management services. FBB offers a variety of deposit accounts and personal loans to business
owners, executives, professionals and high net worth individuals. FBB also offers trust and investment services
through First Business Trust & Investments, a division of FBB. FBB has three loan production offices in the Northeast
Region of Wisconsin serving Appleton, Oshkosh, and Green Bay and their surrounding areas.

FBB has four wholly-owned subsidiaries:

First Business Capital Corp., is an asset-based commercial lending company specializing in providing lines of credit,
factored receivable financing and term loans secured by accounts receivable, inventory, equipment and real estate
assets, primarily to manufacturers and wholesale distribution companies located predominately in the Midwest. FBCC
was established in 1995 and has sales offices in seven states.

First Business Equipment Finance, LLC is a commercial equipment finance company offering a full array of finance
and leasing options to commercial clients of which the largest percentage are currently located in Wisconsin. It offers
new and replacement equipment loans and leases, debt restructuring, consolidation, and sale-lease-back transactions
through its primary banking locations in Wisconsin and business development offices in Kansas City, Kansas and
Denver, Colorado.

FBB Real Estate, LLC (“FBBRE”) is a limited liability company established for the purpose of holding and liquidating
real estate and other assets acquired by FBB through foreclosure or other legal proceedings.

.First Madison Investment Corp. (“FMIC”) is located in and formed under the laws of the state of Nevada, and was
organized for the purpose of managing a portion of FBB’s investment portfolio.

As of December 31, 2013, FBB had total gross loans and leases of $867.0 million, total deposits of $937.7 million and
total stockholders’ equity of $110.8 million.

First Business Bank-Milwaukee

FBB-Milwaukee is a state bank chartered in 2000 in Wisconsin. We formed FBB-Milwaukee to focus on commercial
banking in the greater Milwaukee market area. Like FBB, FBB-Milwaukee’s product lines include commercial loans,
commercial real estate loans and treasury management services for similar sized businesses as those served by FBB.
FBB-Milwaukee offers a variety of deposit accounts and personal loans to business owners, executives, professionals
and high net worth individuals. FBB-Milwaukee also offers trust and investment services through a trust service office
agreement with FBB. FBB-Milwaukee has one wholly-owned subsidiary, FBB-Milwaukee Real Estate, LL.C
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(“FBBMRE”), which is a limited liability company established for the purpose of holding and liquidating real estate and
other assets acquired through foreclosure or other legal proceedings.

As of December 31, 2013, FBB-Milwaukee had total loans of $114.7 million, total deposits of $197.9 million and
total stockholders’ equity of $16.3 million.

FBFS Statutory Trust II

In September 2008, we formed FBFS Statutory Trust IT (“Trust II”’), a Delaware business trust wholly-owned by FBFS.
In 2008, Trust II completed the sale of $10.0 million of 10.5% fixed rate trust preferred securities. Trust II also issued

3
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common securities in the amount of $315,000 to us. Trust II used the proceeds from the offering to purchase $10.3
million of 10.5% junior subordinated notes issued by us. FBFS has the right to redeem the junior subordinated notes at
each interest payment date on or after September 26, 2013. The preferred securities are mandatorily redeemable upon
the maturity of the junior subordinated notes on September 26, 2038. FBFS’s ownership interest in Trust II has not
been consolidated into the financial statements.

Corporate Information

Our principal executive offices are located at 401 Charmany Drive, Madison, Wisconsin 53719 and our telephone
number is (608) 238-8008. We maintain an Internet website at www.firstbusiness.com. This Form 10-K and all of our
other filings under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), are available through that
website, free of charge, including copies of our proxy statement, annual reports on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K and any amendments to those reports, on the date that we file those materials
with, or furnish them to, the Securities and Exchange Commission (“SEC”). These filings are also available to the public
on the internet at the SEC’s website at www.sec.gov. Shareholders may also read and copy any document that we file

at the SEC’s public reference rooms located at 100 F Street, NE, Washington, DC 20549. Shareholders may call the
SEC at 1-800-SEC-0300 for further information on the public reference room.

Our Market Area

Although certain of our business lines are marketed throughout the Midwest and beyond, our primary market areas lie
in Wisconsin. Specifically, our three target market areas consist of Madison and Milwaukee, Wisconsin and their
surrounding communities, and Northeastern Wisconsin, including Appleton, Green Bay and Oshkosh, Wisconsin and
their surrounding communities. Each of our primary markets provides a unique set of economic and demographic
characteristics which provide us with a variety of strategic opportunities. A brief description of each of our primary
markets is as follows:

Madison

As the capital city of Wisconsin and home of the University of Wisconsin - Madison, our Madison market,

specifically Dane County, offers an appealing economic environment populated by a highly educated workforce (more
than 45% of the population of Dane County age 25 or older holds a bachelor’s degree or higher degree according to the
U.S. Census Bureau, as compared to 26% for the State of Wisconsin as a whole). While the economy of the Madison
market is driven in large part by the government and education sectors, there is also a diverse array of industries
outside of these segments, including significant concentration of insurance companies (one of which, American
Family Insurance Group, is a Fortune 500 Company) and agricultural-related industries. Madison is also home to a
concentration of research and development related companies, which benefit from the area’s strong governmental and
academic ties, as well as the University of Wisconsin Hospital, which provides healthcare services to the South

Central Wisconsin market.

According to the U.S. Census Bureau, as of April 1, 2010 (the 2010 Census Date), the Madison metropolitan
statistical area ("MSA"), consisting of Dane County, Columbia County and lowa County, had a total population of
568,593 and 229,033 total households. Since 2000, the Madison MSA has experienced population growth of 13%,
compared to the State of Wisconsin's population growth rate of 6%. Due to the composition of its workforce and
major economic drivers, the Madison area generally experienced fewer adverse economic effects than many other
areas of the country during the period of challenging economic conditions in recent years. As of April, 2010, the
five-year average median household income level in Dane County - the largest county within the Madison MSA - was
$60,519, which compares favorably to the average median household income levels in the United States and the State
of Wisconsin of $51,914 and $51,598, respectively. According to preliminary Bureau Labor of Statistics data, as of

10
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December 2013, the unadjusted unemployment rate in the Madison MSA was 4.0% compared to the national
unemployment rate of 6.5% and an unemployment rate in the State of Wisconsin of 5.8%. The unemployment rate in
the Madison MSA improved 0.7% from December 2012, compared to the improvement in the national and Wisconsin
averages, which was 1.1% and 0.8%, respectively over the same period.

Milwaukee

Our Milwaukee market, the primary commercial and industrial hub for Southeastern Wisconsin, provides a diverse
economic base, with both a highly skilled labor force and significant manufacturing base. The most prominent
economic sectors in the Milwaukee market include manufacturing, financial services, health care, diversified service
companies and education. The metropolitan area ranks among the top manufacturing centers in the United States.
Milwaukee’s percentage of workforce in the manufacturing sector is one of the highest of any MSA. In addition to this
strong manufacturing base, Milwaukee is home to several major hospitals, providing health services to the greater
Southeastern Wisconsin market, several

4
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large academic institutions including the University of Wisconsin-Milwaukee and Marquette University, and a wide
variety of small- to medium-size firms with representatives in nearly every industrial classification. The Milwaukee
area is also the home to six Fortune 500 companies, including Johnson Controls, Inc., Harley Davidson, Inc., Kohl’s
Corporation, Rockwell Automation, Inc., ManPower Group and Northwestern Mutual.

According to the U.S. Census Bureau, as of April 1, 2010 (the 2010 Census Date), the Milwaukee MSA, consisting of
Milwaukee County, Ozaukee County, Washington County, and Waukesha County, had a total population of 1,555,908
and 615,847 total households. Since 2000, the Milwaukee MSA has experienced a population growth of 4%,
compared to the State of Wisconsin’s population growth rate of 6%. As of April, 2010, the five-year average median
household income level in Waukesha County - our primary market within the Milwaukee Area - was $75,064, which
compares favorably to the median household income level averages in the United States and the State of Wisconsin of
$51,914 and $51,598, respectively. Despite the period of challenging economic conditions in recent years, the
Milwaukee area has begun to experience improvement in its general economic climate. As of December 2013, the
preliminary unadjusted unemployment rate in the Milwaukee MSA was 6.2%, compared to the national
unemployment rate of 6.5% and an unemployment rate in the State of Wisconsin generally of 5.8%. The
unemployment rate in the Milwaukee MSA improved 0.7% from December 2012, compared to the improvement in
the national and Wisconsin averages, which was 1.1% and 0.8%, respectively, over the same period.

Northeastern Wisconsin

The cities of Appleton, Green Bay, and Oshkosh, Wisconsin serve as the primary population centers in our Northeast
Wisconsin market and provide an attractive market to a variety of industries, including transportation, utilities,
packaging and diversified services, with the most significant economic drivers being the manufacturing, packaging
and paper goods industries. The most significant individual employers in this market include Bemis Company, Inc., a
packaging company, and Oshkosh Corporation, a specialty truck manufacturer, each of which is a Fortune 500
company. As the home of the Green Bay Packers NFL franchise, tourism is also a meaningful industry in this market.

According to the U.S. Census Bureau, as of April 1, 2010 (the 2010 Census Date), the three major MSAs in our
Northeast Wisconsin market (Appleton, Green Bay and Oshkosh-Neenah) had a total population of 698,901 and total
households of 275,674. Since 2000, these MSAs have experienced a population growth of 9%, compared to the State
of Wisconsin’s population growth rate of 6%. As of April, 2010, the five-year average median household income level
in Outagamie County - where our primary loan production office in this region is located - was $55,914, compared to
the median household income level averages in the United States and the State of Wisconsin of $51,914 and $51,598,
respectively. According to the Bureau of Labor Statistics, as of December 2013, the preliminary unemployment rate in
the three major MSAs in this market ranged from 5.1% to 5.3%, compared to the national unemployment rate of 6.5%
and an unemployment rate in the State of Wisconsin of 5.8%. These unemployment rates improved 0.8% from
December 2012 in all three major MSAs in this market, compared to the improvement in the national and Wisconsin
averages, which was 1.1% and 0.8%, respectively, over the same period.

Executive Officers of the Registrant

The following contains certain information about the executive officers of FBFS. There are no family relationships
between any directors or executive officers of FBFS.

Corey A. Chambas, age 51, has served as a director of FBES since July 2002, as Chief Executive Officer since
December 2006 and as President since February 2005. He served as Chief Operating Officer of FBFS from February
2005 to September 2006 and as Executive Vice President from July 2002 to February 2005. He served as Chief
Executive Officer of FBB from July 1999 to September 2006 and as President of FBB from July 1999 to February
2005. He also currently serves as a director of our subsidiaries FBCC and First Madison Investment Corp. Mr.

12
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Chambas has over 25 years of commercial banking experience. Prior to joining FBFS, he was a Vice President of
Commercial Lending with M&I Bank, now known as BMO Harris Bank, in Madison, Wisconsin.

James F. Ropella, age 54, has served as Senior Vice President and Chief Financial Officer of FBFS since September
2000. Mr. Ropella also serves as the Chief Financial Officer of each of the Banks. He also currently serves as a
director of our subsidiaries First Madison Investment Corp. and FBB - Milwaukee. Mr. Ropella has over 30 years of
experience in finance and accounting, primarily in the banking industry. Prior to joining FBES, Mr. Ropella was
treasurer of a consumer products company. Prior to that, he was Treasurer of Firstar Corporation, now known as

U.S. Bancorp. On February 20, 2014, Mr. Ropella announced his plans to retire from his position during the fourth
quarter of 2014. In order to ensure a smooth transition, Mr. Ropella will remain in his position at FBFS as we conduct
a thorough search for his replacement. We anticipate establishing a longer-term consulting arrangement with Mr.
Ropella following his retirement.

5
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Michael J. Losenegger, age 56, has served as Chief Credit Officer of FBFS since May 2011. Mr. Losenegger also
serves as the Chief Credit Officer of the Banks. He also currently serves as a director for our subsidiaries First
Madison Investment Corp., FBCC and FBEF. Prior to being appointed Chief Credit Officer, Mr. Losenegger served as
FBFS’s Chief Operating Officer since September 2006. Mr. Losenegger joined FBFS in 2003 and has held various
positions with FBB, including Chief Executive Officer, Chief Operating Officer and Senior Vice President of
Business Development. Mr. Losenegger has over 25 years of experience in commercial lending. Prior to joining
FBEFS, Mr. Losenegger was Senior Vice President of Lending at M&I Bank, now known as BMO Harris Bank, in
Madison, Wisconsin.

Barbara M. Conley, age 60, has served as FBFS’s General Counsel since June 2008 and as Senior Vice
President/Corporate Secretary since December 2007. Ms. Conley also serves as General Counsel, Senior Vice
President and Corporate Secretary of the Banks. She has also served as a Director of FBCC since June 2009.
Ms. Conley has over 30 years of experience in commercial banking. Directly prior to joining FBFS in 2007,

Ms. Conley was a Senior Vice President in Corporate Banking with Associated Bank. She had been employed at
Associated Bank since May 1976.

Jodi A. Chandler, age 49, has served as Senior Vice President-Human Resources & Administration of FBFS since
January 2010. Prior to that, she held the position of Senior Vice President-Human Resources for several years. She has
been an employee of FBES for over 20 years.

Mark J. Meloy, age 52, has served as President and Chief Executive Officer of FBB since December 2007. Mr. Meloy
joined FBFS in 2000 and has held various positions including Executive Vice President of FBB and President and
Chief Executive Officer of FBB-Milwaukee. He currently serves as CEO of FBEF. He also currently serves as a
director of our subsidiaries FBB and FBEF. Mr. Meloy has over 25 years of commercial lending experience. Prior to
joining FBFS, Mr. Meloy was a Vice President and Senior Relationship Manager with Firstar Bank, NA, Cedar
Rapids, lowa and Milwaukee, Wisconsin, now known as U.S. Bank, working in their financial institutions group with
mergers and acquisition financing.

Joan A. Burke, age 62, has served as President of FBB’s Trust Division since September 2001. Ms. Burke has over
30 years of experience in providing trust and investment advice. Prior to joining FBFS, Ms. Burke was the President,
Chief Executive Officer and Chairperson of the Board of Johnson Trust Company and certain of its affiliates.

Charles H. Batson, age 60, has served as the President and Chief Executive Officer of FBCC since January 2006. He
also serves as a director for FBCC. Mr. Batson has over 30 years of experience in asset-based lending. Directly prior
to joining FBCC, Mr. Batson served as Vice President and Business Development Manager for Wells Fargo Business
Credit, Inc. since 1990.

David J. Vetta, age 59, has served as President and Chief Executive Officer of FBB-Milwaukee since January 2007.
He also serves as a director for FBB-Milwaukee. Prior to joining FBB-Milwaukee, Mr. Vetta was Managing Director
at JP Morgan Asset Management since 1992 overseeing National Institutional Investment Sales teams and the
Regional Private Client Group, while serving as a member of the executive committee. Mr. Vetta was affiliated with
JP Morgan Chase and its predecessor companies in various other roles since 1976.

SUPERVISION AND REGULATION

Below is a brief description of certain laws and regulations that relate to us and the Banks. This narrative does not
purport to be complete and is qualified in its entirety by reference to applicable laws and regulations.

General

Financial institutions, their holding companies and their affiliates are extensively regulated under federal and state
law. As a result, our growth and earnings performance may be affected not only by management decisions and general

14
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economic conditions, but also by the requirements of federal and state statutes and by the regulations and policies of
various bank regulatory agencies, including the Division of Banking of the Wisconsin Department of Financial
Institutions (the “WDFI”), the Board of Governors of the Federal Reserve System (the “Federal Reserve”), the Federal
Deposit Insurance Corporation (the “FDIC”) and the Bureau of Consumer Financial Protection (the “CFPB”).
Furthermore, taxation laws administered by the Internal Revenue Service and state taxing authorities, accounting rules
developed by the Financial Accounting Standards Board and securities laws administered by the SEC and state
securities authorities have an impact on our business. The effect of these statutes, regulations, regulatory policies and
accounting rules are significant to our operations and results, and the nature and

6
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extent of future legislative, regulatory or other changes affecting financial institutions are impossible to predict with
any certainty.

Federal and state banking laws impose a comprehensive system of supervision, regulation and enforcement on the
operations of financial institutions, their holding companies and affiliates that is intended primarily for the protection
of the FDIC-insured deposits and depositors of banks, rather than shareholders. These federal and state laws, and the
regulations of the bank regulatory agencies issued under them, affect, among other things, the scope of business, the
kinds and amounts of investments banks may make, reserve requirements, capital levels relative to operations, the
nature and amount of collateral for loans, the establishment of branches, the ability to merge, consolidate and acquire,
dealings with insiders and affiliates and the payment of dividends. Moreover, turmoil in the credit markets in recent
years prompted the enactment of unprecedented legislation which allowed the U.S. Department of the Treasury (the
“Treasury”) to make equity capital available to qualifying financial institutions to help restore confidence and stability in
the U.S. financial markets. This legislation imposes additional requirements on institutions in which the Treasury has
an investment.

This supervisory and regulatory framework subjects banks and bank holding companies to regular examination by
their respective regulatory agencies, which results in examination reports and ratings that are not publicly available
and that can impact the conduct and growth of their businesses. These examinations consider not only compliance
with applicable laws and regulations, but also capital levels, asset quality and risk, management ability and
performance, earnings, liquidity, and various other factors. The regulatory agencies generally have broad discretion to
impose restrictions and limitations on the operations of a regulated entity where the agencies determine, among other
things, that such operations are unsafe or unsound, fail to comply with applicable law or are otherwise inconsistent
with laws and regulations or with the supervisory policies of these agencies.

The following is a summary of the material elements of the supervisory and regulatory framework applicable to us
and the Banks. It does not describe all of the statutes, regulations and regulatory policies that apply, nor does it restate
all of the requirements of those that are described. The descriptions are qualified in their entirety by reference to the
particular statutory and regulatory provision.

Financial Regulatory Reform

On July 21, 2010, President Obama signed the Dodd-Frank Wall Street Reform and Consumer Protection Act (the
“Dodd-Frank Act”) into law. The Dodd-Frank Act represents a sweeping reform of the U.S. supervisory and regulatory
framework applicable to financial institutions and capital markets in the wake of the global financial crisis, certain
aspects of which are described below in more detail. In particular, and among other things, the Dodd-Frank Act: (i)
created a Financial Stability Oversight Council as part of a regulatory structure for identifying emerging systemic
risks and improving interagency cooperation; (ii) created the CFPB, which is authorized to regulate providers of
consumer credit, savings, payment and other consumer financial products and services; (iii) narrowed the scope of
federal preemption of state consumer laws enjoyed by national banks and federal savings associations and expanded
the authority of state attorneys general to bring actions to enforce federal consumer protection legislation; (iv)
imposed more stringent capital requirements on bank holding companies and subjected certain activities, including
interstate mergers and acquisitions, to heightened capital conditions; (v) with respect to mortgage lending, (a)
significantly expanded requirements applicable to loans secured by 1-4 family residential real property, (b) imposed
strict rules on mortgage servicing, and (c) required the originator of a securitized loan, or the sponsor of a
securitization, to retain at least 5% of the credit risk of securitized exposures unless the underlying exposures are
qualified residential mortgages or meet certain underwriting standards; (vi) repealed the prohibition on the payment of
interest on business checking accounts; (vii) restricted the interchange fees payable on debit card transactions for
issuers with $10 billion in assets or greater; (viii) prohibited in the so-called “Volcker Rule,” subject to numerous
exceptions, depository institutions and affiliates from making certain investments in, and sponsorship of, hedge funds
and private equity funds and from engaging in proprietary trading; (ix) provided for enhanced regulation of advisers to
private funds and of the derivatives markets; (x) enhanced oversight of credit rating agencies; and (xi) prohibited
banking agency requirements tied to credit ratings. These statutory changes shifted the regulatory framework for
financial institutions, impacted the way in which they do business and have the potential to constrain revenues.
Numerous provisions of the Dodd-Frank Act are required to be implemented through rulemaking by the appropriate
federal regulatory agencies. Many of the required regulations have been issued and others have been released for
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public comment, but there remain a number that have yet to be released in any form. Furthermore, while the reforms
primarily target systemically important financial service providers, their influence is expected to filter down in
varying degrees to smaller institutions over time. Our management will continue to evaluate the effect of the
Dodd-Frank Act changes; however, in many respects, the ultimate impact of the Dodd-Frank Act will not be fully
known for years, and no current assurance may be given
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that the Dodd-Frank Act, or any other new legislative changes, will not have a negative impact on the results of
operations and financial condition of FBFS and the Banks.

The Increasing Regulatory Emphasis on Capital

Regulatory capital represents the net assets of a financial institution available to absorb losses. Because of the risks
attendant to their business, depository institutions are generally required to hold more capital than other businesses,
which directly affects earnings capabilities. While capital has historically been one of the key measures of the
financial health of both bank holding companies and banks, its role is becoming fundamentally more important in the
wake of the global financial crisis, as the banking regulators recognized that the amount and quality of capital held by
banks prior to the crisis was insufficient to absorb losses during periods of severe stress. Certain provisions of the
Dodd-Frank Act and Basel 111, discussed below, establish strengthened capital standards for banks and bank holding
companies, require more capital to be held in the form of common stock and disallow certain funds from being
included in capital determinations. Once fully implemented, these standards will represent regulatory capital
requirements that are significantly more stringent than those in place currently and historically.

FBFS and Bank Required Capital Levels. Bank holding companies have historically had to comply with less stringent
capital standards than their bank subsidiaries and were able to raise capital with hybrid instruments such as trust
preferred securities. The Dodd-Frank Act mandated the Federal Reserve to establish minimum capital levels for bank
holding companies on a consolidated basis that are as stringent as those required for insured depository institutions.
As a consequence, the components of holding company permanent capital known as “Tier 1 Capital” are being restricted
to capital instruments that are considered to be Tier 1 Capital for insured depository institutions. A result of this
change is that the proceeds of hybrid instruments, such as trust preferred securities, are being excluded from Tier 1
Capital unless such securities were issued prior to May 19, 2010 by bank holding companies with less than $15 billion
of assets, subject to certain restrictions. Because we have assets of less than $15 billion, we are able to maintain our
trust preferred proceeds, subject to certain restrictions, as Tier 1 Capital, but will have to comply with new capital
mandates in other respects and will not be able to raise Tier 1 Capital in the future through the issuance of trust
preferred securities.

Under current federal regulations, the Banks are subject to the following minimum capital standards:

a leverage requirement, consisting of a minimum ratio of Tier 1 Capital to total adjusted book assets of 3% for the
most highly-rated banks with a minimum requirement of at least 4% for all others, and

arisk-based capital requirement, consisting of a minimum ratio of Total Capital to total risk-weighted assets of 8%
and a minimum ratio of Tier 1 Capital to total risk-weighted assets of 4%.

For these purposes, “Tier 1 Capital” consists primarily of common stock, noncumulative perpetual preferred stock and
related surplus less intangible assets (other than certain loan servicing rights and purchased credit card relationships).
“Total Capital” consists primarily of Tier 1 Capital plus “Tier 2 Capital,” which includes other nonpermanent capital
items, such as certain other debt and equity instruments that do not qualify as Tier 1 Capital, and a portion of the
Banks’ respective allowance for loan and lease losses. Further, “risk-weighted assets” for the purposes of the
risk-weighted ratio calculations are balance sheet assets and off-balance-sheet exposures to which required risk
weightings of 0% to 100% are applied.

The capital standards described above are minimum requirements and will be increased under Basel 111, as discussed
below. Bank regulatory agencies are uniformly encouraging banks and bank holding companies to be “well-capitalized”
and, to that end, federal law and regulations provide various incentives for banking organizations to maintain
regulatory capital at levels in excess of minimum regulatory requirements. For example, a banking organization that is
“well-capitalized” may: (i) qualify for exemptions from prior notice or application requirements otherwise applicable to
certain types of activities; (ii) qualify for expedited processing of other required notices or applications; and (iii)

accept brokered deposits. Under the capital regulations of the FDIC and Federal Reserve, in order to be

“well capitalized,” a banking organization, under current federal regulations, must maintain:

a leverage ratio of Tier 1 Capital to total assets of 5% or greater,

a ratio of Tier 1 Capital to total risk-weighted assets of 6% or greater, and

a ratio of Total Capital to total risk-weighted assets of 10% or greater.
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The FDIC and Federal Reserve guidelines also provide that banks and bank holding companies experiencing internal
growth or making acquisitions will be expected to maintain capital positions substantially above the minimum

supervisory levels without significant reliance on intangible assets. Furthermore, the guidelines indicate that the
agencies will continue to
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consider a “tangible Tier 1 leverage ratio” (deducting all intangibles) in evaluating proposals for expansion or to engage
in new activities.

Higher capital levels may also be required if warranted by the particular circumstances or risk profiles of individual
banking organizations. For example, the Federal Reserve’s capital guidelines contemplate that additional capital may
be required to take adequate account of, among other things, interest rate risk, or the risks posed by concentrations of
credit, nontraditional activities or securities trading activities. Further, any banking organization experiencing or
anticipating significant growth would be expected to maintain capital ratios, including tangible capital positions (i.e.,
Tier 1 Capital less all intangible assets), well above the levels to be considered well-capitalized.

Prompt Corrective Action. A banking organization’s capital plays an important role in connection with regulatory
enforcement as well. Federal law provides the federal banking regulators with broad power to take prompt corrective
action to resolve the problems of undercapitalized institutions. The extent of the regulators’ powers depends on
whether the institution in question is “well-capitalized,” “adequately capitalized,” “undercapitalized,” “significantly
undercapitalized” or “critically undercapitalized,” in each case as defined by regulation. Depending upon the capital
category to which an institution is assigned, the regulators’ corrective powers include: (i) requiring the institution to
submit a capital restoration plan; (ii) limiting the institution’s asset growth and restricting its activities; (iii) requiring
the institution to issue additional capital stock (including additional voting stock) or to sell itself; (iv) restricting
transactions between the institution and its affiliates; (v) restricting the interest rate that the institution may pay on
deposits; (vi) ordering a new election of directors of the institution; (vii) requiring that senior executive officers or
directors be dismissed; (viii) prohibiting the institution from accepting deposits from correspondent banks;

(ix) requiring the institution to divest certain subsidiaries; (x) prohibiting the payment of principal or interest on
subordinated debt; and (xi) ultimately, appointing a receiver for the institution.

As of December 31, 2013: (i) neither of the Banks were subject to a directive from the FDIC to increase its capital to
an amount in excess of the minimum regulatory capital requirements; and (ii) the Banks were each “well-capitalized,” as
defined by FDIC regulations. As of December 31, 2013, FBFS had regulatory capital in excess of the Federal
Reserve’s requirements and met the Dodd-Frank Act requirements.

The Basel International Capital Accords. The current risk-based capital guidelines described above, which apply to the
Banks and are being phased in for FBFS, are based upon the 1988 capital accord known as “Basel I’ adopted by the
international Basel Committee on Banking Supervision, a committee of central banks and bank supervisors, as
implemented by the U.S. federal banking regulators on an interagency basis. In 2008, the banking agencies
collaboratively began to phase-in capital standards based on a second capital accord, referred to as “Basel II,” for large
or “core” international banks (generally defined for U.S. purposes as having total assets of $250 billion or more, or
consolidated foreign exposures of $10 billion or more). Basel II emphasized internal assessment of credit, market and
operational risk, as well as supervisory assessment and market discipline in determining minimum capital
requirements.

On September 12, 2010, the Group of Governors and Heads of Supervision, the oversight body of the Basel
Committee on Banking Supervision, announced agreement on a strengthened set of capital requirements for banking
organizations around the world, known as Basel III, to address deficiencies recognized in connection with the global
financial crisis. Basel III was intended to be effective globally on January 1, 2013, with phase-in of certain elements
continuing until January 1, 2019, and it is currently effective in many countries.

U.S. Implementation of Basel III. After an extended rulemaking process that included a prolonged comment period, in
July 2013, the U.S. federal banking agencies approved the implementation of the Basel III regulatory capital reforms
in pertinent part, and, at the same time, promulgated rules effecting certain changes required by the Dodd-Frank Act
(the “Basel III Rule”). In contrast to capital requirements historically, which were in the form of guidelines, Basel III
was released in the form of regulations by each of the agencies. The Basel III Rule is applicable to all U.S. banks that
are subject to minimum capital requirements, including federal and state banks and savings and loan associations, as
well as to bank and savings and loan holding companies other than “small bank holding companies™ (generally bank
holding companies with consolidated assets of less than $500 million). Generally, financial institutions (except for
large, internationally active financial institutions) become subject to the new rules on January 1, 2015. However, there
will be separate phase-in/phase-out periods for: (i) the capital conservation buffer; (ii) regulatory capital adjustments
and deductions; (iii) nonqualifying capital instruments; and (iv) changes to the FDIC’s prompt corrective action rules
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(each as discussed further below). The phase-in periods commence on January 1, 2016 and extend until 2019.

The Basel III Rule not only increases most of the required minimum capital ratios, but it introduces the concept of
“Common Equity Tier 1 Capital,” which consists primarily of common stock, related surplus (net of Treasury stock),
retained earnings, and Common Equity Tier 1 minority interests subject to certain regulatory adjustments. The Basel
IIT Rule also
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expanded the definition of capital as in effect currently by establishing more stringent criteria that instruments must
meet to be considered Additional Tier 1 Capital (Tier 1 Capital in addition to Common Equity) and Tier 2 Capital. A
number of instruments that now qualify as Tier 1 Capital will not qualify, or their qualifications will change.

For example, cumulative preferred stock and certain hybrid capital instruments, including trust preferred securities,
will no longer qualify as Tier 1 Capital of any kind, with the exception, subject to certain restrictions, of such
instruments issued before May 10, 2010 by bank holding companies with total consolidated assets of less than $15
billion as of December 31, 2009. For those institutions, trust preferred securities and other nonqualifying capital
instruments currently included in consolidated Tier 1 Capital are permanently grandfathered under the Basel III Rule,
subject to certain restrictions. Noncumulative perpetual preferred stock, which now qualifies as simple Tier 1 Capital,
will not qualify as Common Equity Tier 1 Capital, but will qualify as Additional Tier 1 Capital. The Basel III Rule
also constrains the inclusion of minority interests, mortgage-servicing assets, and deferred tax assets in capital and
requires deductions from Common Equity Tier 1 Capital in the event such assets exceed a certain percentage of a
Bank’s Common Equity Tier 1 Capital.

The Basel III Rule requires:

& new required ratio of minimum Common Equity Tier 1 equal to 4.5% of risk-weighted assets;

an increase in the minimum required amount of Tier 1 Capital from the current level of 4% of total assets to 6% of
risk-weighted assets;

a continuation of the current minimum required amount of Total Capital (Tier 1 plus Tier 2) at 8% of risk-weighted
assets; and

& minimum leverage ratio of Tier 1 Capital to total assets equal to 4% in all circumstances.

In addition, institutions that seek the freedom to make capital distributions (including dividends and repurchases of
stock) and pay discretionary bonuses to executive officers without restriction must also maintain 2.5% in Common
Equity Tier 1 attributable to a capital conservation buffer to be phased in over three years beginning in 2016. The
purpose of the conservation buffer is to ensure that banks maintain a buffer of capital that can be used to absorb losses
during periods of financial and economic stress. Factoring in the fully phased-in conservation buffer increases the
minimum ratios depicted above to 7% for Common Equity Tier 1, 8.5% for Tier 1 Capital and 10.5% for Total
Capital. The leverage ratio is not impacted by the conservation buffer.

The Basel III Rule maintained the general structure of the current prompt corrective action framework, while
incorporating the increased requirements. The prompt corrective action guidelines were also revised to add the
Common Equity Tier 1 Capital ratio. In order to be a “well-capitalized” depository institution under the new regime, a
bank or holding company must maintain a Common Equity Tier 1 Capital ratio of 6.5% or more, a Tier 1 Capital ratio
of 8% or more, a Total Capital ratio of 10% or more, and a leverage ratio of 5% or more. It is possible under the Basel
III Rule to be well-capitalized while remaining out of compliance with the capital conservation buffer discussed
above.

The Basel III Rule revises a number of the risk weightings (or their methodologies) for bank assets that are used to
determine the capital ratios. For nearly every class of assets, the Basel III Rule requires a more complex, detailed and
calibrated assessment of credit risk and calculation of risk weightings. While Basel III would have changed the risk
weighting for residential mortgage loans based on loan-to-value ratios and certain product and underwriting
characteristics, there was concern in the United States that the proposed methodology for risk weighting residential
mortgage exposures and the higher risk weightings for certain types of mortgage products would increase costs to
consumers and reduce their access to mortgage credit. As a result, the Basel III Rule did not effect this change, and
banks will continue to apply a risk weighting of 50% or 100% to their exposure from residential mortgages, with the
risk weighting depending on, among other things, whether the mortgage was a prudently underwritten first lien
mortgage.

Furthermore, there was significant concern noted by the financial industry in connection with the Basel III rulemaking
as to the proposed treatment of accumulated other comprehensive income (“AOCI”). Basel III requires unrealized gains
and losses on available-for-sale securities to flow through to regulatory capital as opposed to the current treatment,
which neutralizes such effects. Recognizing the problem for community banks, the U.S. bank regulatory agencies
adopted the Basel III Rule with a one-time election for smaller institutions like FBFS and the Banks to opt out of
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including most elements of AOCI in regulatory capital. This opt-out, which must be made in the first quarter of 2015,
would exclude from regulatory capital both unrealized gains and losses on available-for-sale debt securities and
accumulated net gains and losses on cash-flow hedges and amounts attributable to defined benefit post-retirement
plans. Our management is currently evaluating whether we will make the opt-out election.
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FBFS

General. We are a bank holding company registered under the Bank Holding Company Act of 1956, as amended
(“BHCA”), and are subject to regulation, supervision, and examination by the Federal Reserve. We are required to file
an annual report with the Federal Reserve and such other reports as the Federal Reserve may require. In accordance
with Federal Reserve policy, and as now codified by the Dodd-Frank Act, we are legally obligated to act as a source
of financial strength to the Banks and to commit resources to support the Banks in circumstances where we might not
otherwise do so. Under the BHCA, we are subject to periodic examination by the Federal Reserve.

Acquisitions, Activities and Change in Control. The primary purpose of a bank holding company is to control and
manage banks. The BHCA generally requires the prior approval of the Federal Reserve for any merger involving a
bank holding company or any acquisition by a bank holding company of another bank or bank holding company.
Subject to certain conditions (including deposit concentration limits established by the BHCA and the Dodd-Frank
Act), the Federal Reserve may allow us to acquire banks located in any state of the United States. In approving
interstate acquisitions, the Federal Reserve is required to give effect to applicable state law limitations on the
aggregate amount of deposits that may be held by the acquiring bank holding company and its insured depository
institution affiliates in the state in which the target bank is located (provided that those limits do not discriminate
against out-of-state depository institutions or their holding companies) and state laws that require that the target bank
have been in existence for a minimum period of time (not to exceed five years) before being acquired by an
out-of-state bank holding company. Furthermore, in accordance with the Dodd-Frank Act, bank holding companies
must be well-capitalized and well-managed in order to effect interstate mergers or acquisitions. For a discussion of the
applicable capital requirements, see ‘“The Increasing Regulatory Emphasis on Capital” above.

The BHCA limits the amount of our investment in any company that is not a bank and our ability to engage in any
business other than that of banking, managing and controlling banks or furnishing services to banks and their
subsidiaries. This limitation is subject to a number of exceptions. The principal exception allows bank holding
companies to engage in, and to own shares of companies engaged in, certain businesses found by the Federal Reserve
prior to November 11, 1999 to be “so closely related to banking . . . as to be a proper incident thereto.” This authority
would permit us to engage in a variety of banking-related businesses, including the ownership and operation of a
thrift, or any entity engaged in consumer finance, equipment leasing, the operation of a computer service bureau
(including software development) and mortgage banking and brokerage. The BHCA generally does not place
territorial restrictions on the domestic activities of nonbank subsidiaries of bank holding companies.

Additionally, bank holding companies that meet certain eligibility requirements prescribed by the BHCA and elect to
operate as financial holding companies may engage in, or own shares in companies engaged in, a wider range of
nonbanking activities, including securities and insurance underwriting and sales, merchant banking and any other
activity that the Federal Reserve, in consultation with the Secretary of the Treasury, determines by regulation or order
is financial in nature or incidental to any such financial activity or that the Federal Reserve determines by order to be
complementary to any such financial activity and does not pose a substantial risk to the safety or soundness of
depository institutions or the financial system generally. We have not elected to operate as a financial holding
company.

Federal law also prohibits any person or company from acquiring “control” of an FDIC-insured depository institution or
its holding company without prior notice to the appropriate federal bank regulator. “Control” is conclusively presumed
to exist upon the acquisition of 25% or more of the outstanding voting securities of a bank or bank holding company,
but may arise under certain circumstances between 10% and 24.99% ownership.

Capital Requirements. Bank holding companies are required to maintain capital in accordance with Federal Reserve
capital adequacy requirements, as affected by the Dodd-Frank Act and Basel III. For a discussion of these capital
requirements, see “-The Increasing Regulatory Emphasis on Capital” above.

U.S. Government Investment in Bank Holding Companies. Events in the U.S. and global financial markets leading up
to the global financial crisis, including deterioration of the worldwide credit markets, created significant challenges for
financial institutions throughout the country beginning in 2008. In response to this crisis affecting the U.S. banking
system and financial markets, on October 3, 2008, the U.S. Congress passed, and the President signed into law, the
Emergency Economic Stabilization Act of 2008 (the “EESA”). The EESA authorized the Secretary of the Treasury to
implement various temporary emergency programs designed to strengthen the capital positions of financial institutions
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and stimulate the availability of credit within the U.S. financial system. Financial institutions participating in certain
of the programs established under the EESA are required to adopt the Treasury’s standards for executive compensation
and corporate governance.
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On October 14, 2008, the Treasury announced a program that provided Tier 1 Capital (in the form of perpetual
preferred stock and common stock warrants) to eligible financial institutions. This program, known as the Troubled
Asset Relief Program-Capital Purchase Program (the “CPP”), allocated $250 billion from the $700 billion authorized by
EESA to the Treasury for the purchase of senior preferred shares from qualifying financial institutions (the “CPP
Preferred Stock™). Eligible institutions were able to sell equity interests to the Treasury in amounts equal to between
1% and 3% of the institution’s risk-weighted assets. We did not participate in the CPP.

Dividend Payments. Our ability to pay dividends to our shareholders may be affected by both general corporate law
considerations and policies of the Federal Reserve applicable to bank holding companies. As a Wisconsin
corporation, we are subject to the limitations of the Wisconsin Business Corporation Law, which prohibit us from
paying dividends if such payment would: (i) render us unable to pay our debts as they become due in the usual course
of business, or (ii) result in our assets being less than the sum of our total liabilities plus the amount needed to satisfy
the preferential rights upon dissolution of any shareholders with preferential rights superior to those shareholders
receiving the dividend.

As a general matter, the Federal Reserve has indicated that the board of directors of a bank holding company should
eliminate, defer or significantly reduce dividends to shareholders if: (i) the bank holding company’s net income
available to shareholders for the past four quarters, net of dividends previously paid during that period, is not
sufficient to fully fund the dividends; (ii) the prospective rate of earnings retention is inconsistent with the bank
holding company’s capital needs and overall current and prospective financial condition; or (iii) such bank holding
company will not meet, or is in danger of not meeting, its minimum regulatory capital adequacy ratios. The Federal
Reserve also possesses enforcement powers over bank holding companies and their nonbank subsidiaries to prevent or
remedy actions that represent unsafe or unsound practices or violations of applicable statutes and regulations. Among
these powers is the ability to proscribe the payment of dividends by banks and bank holding companies.

Federal Securities Regulation. Our common stock is registered with the SEC under the Exchange Act. Consequently,
FBES is subject to the information, proxy solicitation, insider trading and other restrictions and requirements of the
SEC under the Exchange Act.

Corporate Governance. The Dodd-Frank Act addresses many investor protection, corporate governance and executive
compensation matters that will affect most U.S. publicly traded companies. The Dodd-Frank Act will increase
shareholder influence over boards of directors by requiring companies to give shareholders a nonbinding vote on
executive compensation and so-called “golden parachute” payments, and authorizing the SEC to promulgate rules that
would allow shareholders to nominate and solicit voters for their own candidates using a company’s proxy materials.
The legislation also directs the Federal Reserve to promulgate rules prohibiting excessive compensation paid to
executives of bank holding companies, regardless of whether such companies are publicly traded.

The Banks

General. The Banks are Wisconsin-chartered banks, the deposit accounts of which are insured by the FDIC’s Deposit
Insurance Fund (“DIF”) to the maximum extent provided under federal law and FDIC regulations. As
Wisconsin-chartered FDIC-insured banks, the Banks are subject to the examination, supervision, reporting and
enforcement requirements of the WDFI, the chartering authority for Wisconsin banks, and the FDIC, designated by
federal law as the primary federal regulator of insured state banks that, like the Banks, are not members of the Federal
Reserve System (“nonmember banks™). The Banks are members of the Federal Home Loan Bank System, which
provides a central credit facility primarily for member institutions.

As of January 1, 2012, FBB had reached total assets of greater than $1 billion, and as a result became subject to
further reporting requirements under FDIC rules, specifically 12 C.F.R. Part 363 (“Annual Independent Audits and
Reporting Requirements”). Pursuant to these rules, management prepares a report that contains an assessment by
management of the effectiveness of our internal control structure and procedures for financial reporting as of the end
of the fiscal year. FBB is also required to obtain an independent public accountant’s attestation report concerning its
internal control structure over financial reporting that includes the Reports of Condition and Income (a so-called “Call
Report”) and/or our FR Y-9C report. In accordance with FDIC rules, we will satisfy these requirements on behalf of
FBB.

Deposit Insurance. As FDIC-insured institutions, the Banks are required to pay deposit insurance premium
assessments to the FDIC. The FDIC has adopted a risk-based assessment system whereby FDIC-insured depository
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institutions pay insurance premiums at rates based on their risk classification. An institution’s risk classification is
assigned based on its capital levels and the level of supervisory concern the institution poses to the regulators.
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On November 12, 2009, the FDIC adopted a final rule that required insured depository institutions to prepay on
December 30, 2009, their estimated quarterly risk-based assessments for the fourth quarter of 2009 and for all of 2010,
2011, and 2012. As such, on December 31, 2009, the Banks prepaid their assessments based on their respective actual
September 30, 2009 assessment bases, adjusted quarterly by an estimated 5% annual growth rate through the end of
2012. The FDIC also used the institution’s total base assessment rate in effect on September 30, 2009, increasing it by
an annualized three basis points beginning in 2011. The FDIC began to offset prepaid assessments on March 30, 2010,
representing payment of the regular quarterly risk-based deposit insurance assessment for the fourth quarter of 2009.
Any prepaid assessments not exhausted after collection of the amounts due on June 30, 2013 were returned to
institutions and normal quarterly payments resumed.

Amendments to the Federal Deposit Insurance Act also revise the assessment base against which an insured
depository institution’s deposit insurance premiums paid to the DIF will be calculated. Under the amendments, the
assessment base will no longer be the institution’s deposit base, but rather its average consolidated total assets less its
average tangible equity. This may shift the burden of deposit insurance premiums toward those large depository
institutions that rely on funding sources other than U.S. deposits. Additionally, the Dodd-Frank Act makes changes to
the minimum designated reserve ratio of the DIF, increasing the minimum from 1.15% to 1.35% of the estimated
amount of total insured deposits, and eliminating the requirement that the FDIC pay dividends to depository
institutions when the reserve ratio exceeds certain thresholds. The FDIC has until September 3, 2020 to meet the
1.35% reserve ratio target. Several of these provisions could increase the Banks” FDIC deposit insurance premiums.
The Dodd-Frank Act permanently increases the maximum amount of deposit insurance for banks, savings institutions
and credit unions to $250,000 per insured depositor, retroactive to January 1, 2009. Although the legislation provided
that non-interest-bearing transaction accounts had unlimited deposit insurance coverage, that program expired on
December 31, 2012.

FICO Assessments. The Financing Corporation (“FICO”) is a mixed-ownership governmental corporation chartered by
the former Federal Home Loan Bank Board pursuant to the Competitive Equality Banking Act of 1987 to function as
a financing vehicle for the recapitalization of the former Federal Savings and Loan Insurance Corporation. FICO
issued 30-year noncallable bonds of approximately $8.1 billion that mature in 2017 through 2019. FICO’s authority to
issue bonds ended on December 12, 1991. Since 1996, federal legislation has required that all FDIC-insured
depository institutions pay assessments to cover interest payments on FICO’s outstanding obligations. These FICO
assessments are in addition to amounts assessed by the FDIC for deposit insurance. The FICO assessment rate is
adjusted quarterly and for the fourth quarter of 2013 was approximately 0.0064%, which reflects the change from an
assessment base computed on deposits to an assessment base computed on assets as required by the Dodd-Frank Act.
Supervisory Assessments. All Wisconsin banks are required to pay supervisory assessments to the WDFI to fund the
operations of the WDFI. The amount of the assessment is calculated on the basis of total assets. During the year ended
December 31, 2013, FBB and FBB - Milwaukee paid supervisory assessments to the DFI totaling $44,000 and $9,200,
respectively.

Capital Requirements. Banks are generally required to maintain capital levels in excess of other businesses. For a
discussion of capital requirements, see “-The Increasing Regulatory Emphasis on Capital” above.

Dividend Payments. Under Wisconsin banking law, the Banks generally may not pay dividends in excess of their
respective undivided profits, and if dividends declared and paid in either of the two immediately preceding years
exceeded net income for either of those two years respectively, the Banks may not declare or pay any dividend in the
current year that exceeds year-to-date net income. The various bank regulatory agencies have authority to prohibit
banks under their jurisdiction from engaging in an unsafe or unsound practice. Under certain circumstances, the
payment of a dividend by the Banks could be considered an unsafe or unsound practice. In the event that: (i) the FDIC
or the WDFI increase minimum required levels of capital; (ii) the total assets of the Banks increase significantly;

(iii) the income of the Bank decreases significantly; or (iv) any combination of the foregoing occurs, then the board of
directors of the Bank may decide or be required by the FDIC or the WDFI to retain a greater portion of the Bank’s
earnings, thereby reducing or eliminating dividends.

The payment of dividends by any financial institution is affected by the requirement to maintain adequate capital
pursuant to applicable capital adequacy guidelines and regulations, and a financial institution generally is prohibited
from paying any dividends if, following payment thereof, the institution would be undercapitalized. As described
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above, the Banks exceeded the minimum capital requirements under applicable guidelines, and, as of December 31,
2013, approximately $71.1 million was available to be paid as dividends by FBB. FBB - Milwaukee did not have any

capacity to pay dividends at
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that time. Notwithstanding the availability of funds for dividends, however, the WDFI and FDIC may prohibit the
payment of dividends by the Banks if they determine such payment would constitute an unsafe or unsound practice.
Insider Transactions. The Banks are subject to certain restrictions imposed by federal law on “covered transactions”
between the Banks and its “affiliates.” We are an affiliate of the Banks for purposes of these restrictions, and covered
transactions subject to the restrictions include extensions of credit to us, investments in our stock or other securities
and the acceptance of our stock or other securities as collateral for loans made by the Banks. The Dodd-Frank Act
enhances the requirements for certain transactions with affiliates as of July 21, 2011, including an expansion of the
definition of “covered transactions” and an increase in the amount of time for which collateral requirements regarding
covered transactions must be maintained.

Certain limitations and reporting requirements are also placed on extensions of credit by the Banks to its directors and
officers, to our directors and officers and our subsidiaries, to our principal shareholders and to “related interests” of such
directors, officers and principal shareholders. In addition, federal law and regulations may affect the terms upon which
any person who is a director or officer of FBFS or the Banks, or a principal shareholder of FBFS, may obtain credit
from banks with which the Banks maintains a correspondent relationship.

Safety and Soundness Standards/Risk Management. The federal banking agencies have adopted guidelines that
establish operational and managerial standards to promote the safety and soundness of federally insured depository
institutions. The guidelines set forth standards for internal controls, information systems, internal audit systems, loan
documentation, credit underwriting, interest rate exposure, asset growth, compensation, fees and benefits, asset quality
and earnings.

In general, the safety and soundness guidelines prescribe the goals to be achieved in each area, and each institution is
responsible for establishing its own procedures to achieve those goals. If an institution fails to comply with any of the
standards set forth in the guidelines, the institution’s primary federal regulator may require the institution to submit a
plan for achieving and maintaining compliance. If an institution fails to submit an acceptable compliance plan, or fails
in any material respect to implement a compliance plan that has been accepted by its primary federal regulator, the
regulator is required to issue an order directing the institution to cure the deficiency. Until the deficiency cited in the
regulator’s order is cured, the regulator may restrict the institution’s rate of growth, require the institution to increase its
capital, restrict the rates the institution pays on deposits or require the institution to take any action the regulator
deems appropriate under the circumstances. Noncompliance with the standards established by the safety and
soundness guidelines may also constitute grounds for other enforcement action by the federal banking regulators,
including cease and desist orders and civil money penalty assessments.

During the past decade, the bank regulatory agencies have increasingly emphasized the importance of sound risk
management processes and strong internal controls when evaluating the activities of the institutions they supervise.
Properly managing risks has been identified as critical to the conduct of safe and sound banking activities and has
become even more important as new technologies, product innovation, and the size and speed of financial transactions
have changed the nature of banking markets. The agencies have identified a spectrum of risks facing a banking
institution including, but not limited to, credit, market, liquidity, operational, legal, and reputational risk. In particular,
recent regulatory pronouncements have focused on operational risk, which arises from the potential that inadequate
information systems, operational problems, breaches in internal controls, fraud, or unforeseen catastrophes will result
in unexpected losses. The Banks are expected to have active board and senior management oversight; adequate
policies, procedures, and limits; adequate risk measurement, monitoring, and management information systems; and
comprehensive internal controls.

Branching Authority. The Banks have the authority under Wisconsin law to establish branches anywhere in the State
of Wisconsin, subject to receipt of all required regulatory approvals.

Federal law permits state and national banks to merge with banks in other states subject to: (i) regulatory approval;
(ii) federal and state deposit concentration limits; and (iii) state law limitations requiring the merging bank to have
been in existence for a minimum period of time (not to exceed five years) prior to the merger. The establishment of
new interstate branches or the acquisition of individual branches of a bank in another state (rather than the acquisition
of an out-of-state bank in its entirety) has historically been permitted only in those states with laws expressly
authorizing such expansion. However, the Dodd-Frank Act permits well-capitalized and well-managed banks to
establish new branches across state lines without these impediments.
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State Bank Investments and Activities. The Banks are permitted to make investments and engage in activities directly
or through subsidiaries as authorized by Wisconsin law. However, under federal law and FDIC regulations,
FDIC-insured state banks are prohibited, subject to certain exceptions, from making or retaining equity investments of
a type, or in an
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amount, that are not permissible for a national bank. Federal law and FDIC regulations also prohibit FDIC-insured
state banks and their subsidiaries, subject to certain exceptions, from engaging as principal in any activity that is not
permitted for a national bank unless the bank meets, and continues to meet, its minimum regulatory capital
requirements and the FDIC determines that the activity would not pose a significant risk to the DIF. These restrictions
have not had, and are not currently expected to have, a material impact on the operations of the Banks.

Transaction Account Reserves. Federal Reserve regulations require depository institutions to maintain reserves
against their transaction accounts (primarily NOW and regular checking accounts). For 2014: (i) the first $13.3
million of otherwise reservable balances are exempt from the reserve requirements; (ii) for transaction accounts
aggregating more than $13.3 million to $89.0 million, the reserve requirement is 3% of total transaction accounts; and
(iii) for net transaction accounts in excess of $89.0 million, the reserve requirement is $2,271,000 plus 10% of the
aggregate amount of total transaction accounts in excess of $89.0 million. These reserve requirements are subject to
annual adjustment by the Federal Reserve. The Banks are in compliance with the foregoing requirements.

Federal Home Loan Bank System. The Banks are members of the Federal Home Loan Bank of Chicago (the “FHLB”),
which serves as a central credit facility for its members. The FHLB is funded primarily from proceeds from the sale of
obligations of the FHLB system. It makes loans to member banks in the form of FHLB advances. All advances from
the FHLB are required to be fully collateralized as determined by the FHLB. Outstanding FHLB advances as of
December 31, 2013 amounted to $0.

Community Reinvestment Act Requirements. The Community Reinvestment Act requires each Bank to have a
continuing and affirmative obligation in a safe and sound manner to help meet the credit needs of its entire
community, including low- and moderate-income neighborhoods. Federal regulators regularly assess the Banks’
records of meeting the credit needs of their respective communities. Applications for additional acquisitions would be
affected by the evaluation of the Banks’ effectiveness in meeting their respective Community Reinvestment Act
requirements.

Anti-Money Laundering. The Uniting and Strengthening America by Providing Appropriate Tools Required to
Intercept and Obstruct Terrorism Act of 2001 (the “Patriot Act”) is designed to deny terrorists and criminals the ability
to obtain access to the U.S. financial system and has significant implications for depository institutions, brokers,
dealers and other businesses involved in the transfer of money. The Patriot Act mandates financial services companies
to have policies and procedures with respect to measures designed to address any or all of the following matters: (i)
customer identification programs; (ii) money laundering; (iii) terrorist financing; (iv) identifying and reporting
suspicious activities and currency transactions; (v) currency crimes; and (vi) cooperation between financial institutions
and law enforcement authorities.

Commercial Real Estate Guidance. The interagency Concentrations in Commercial Real Estate Lending, Sound Risk
Management Practices guidance (“CRE Guidance”) provides supervisory criteria, including the following numerical
indicators, to assist bank examiners in identifying banks with potentially significant commercial real estate loan
concentrations that may warrant greater supervisory scrutiny: (i) commercial real estate loans exceeding 300% of
capital and increasing 50% or more in the preceding three years; or (ii) construction and land development loans
exceeding 100% of capital. The CRE Guidance does not limit bank’s levels of commercial real estate lending activities
but rather guides institutions in developing risk management practices and levels of capital that are commensurate
with the level and nature of their commercial real estate concentrations. Based on our current loan portfolio, the Banks
do not exceed these guidelines. Even though the Banks do not exceed these regulatory guidelines, we believe that we
have taken appropriate precautions to address the risks associated with our concentrations in commercial real estate
lending. We do not expect the CRE Guidance to adversely affect our operations or our ability to execute our growth
strategy.

Consumer Financial Services

There are numerous developments in federal and state laws regarding consumer financial products and services that
impact each Bank’s business. Importantly, the current structure of federal consumer protection regulation applicable to
all providers of consumer financial products and services changed significantly on July 21, 2011, when the CFPB
commenced operations to supervise and enforce consumer protection laws. The CFPB has broad rulemaking authority
for a wide range of consumer protection laws that apply to all providers of consumer products and services, including
the Banks, as well as the authority to prohibit “unfair, deceptive or abusive” acts and practices. The CFPB has
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examination and enforcement authority over providers with more than $10 billion in assets. Banks and savings
institutions with $10 billion or less in assets, like the Banks, will continue to be examined by their applicable bank
regulators. Below are additional recent regulatory developments relating to consumer mortgage lending activities. Due
to our limited consumer mortgage portfolio, we do not currently expect these provisions to have a significant impact
on our operations; however, additional compliance resources will be needed to monitor changes.
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Ability-to-Repay Requirement and Qualified Mortgage Rule. The Dodd-Frank Act contains additional provisions that
affect consumer mortgage lending. First, it significantly expands underwriting requirements applicable to loans
secured by 1-4 family residential real property and augments federal law combating predatory lending practices. In
addition to numerous new disclosure requirements, the Dodd Frank Act imposes new standards for mortgage loan
originations on all lenders, including banks and savings associations, in an effort to strongly encourage lenders to
verify a borrower’s ability to repay, while also establishing a presumption of compliance for certain “qualified
mortgages.” In addition, the Dodd-Frank Act generally requires lenders or securitizers to retain an economic interest in
the credit risk relating to loans that the lender sells and other asset backed securities that the securitizer issues if the
loans have not complied with the ability-to-repay standards. The risk retention requirement generally will be 5%, but
could be increased or decreased by regulation.

On January 10, 2013, the CFPB issued a final rule, effective January 10, 2014, which implements the Dodd-Frank
Act’s ability-to-repay requirements and clarifies the presumption of compliance for “qualified mortgages.” In assessing a
borrower’s ability to repay a mortgage-related obligation, lenders generally must consider eight underwriting factors:
(i) current or reasonably expected income or assets; (ii) current employment status; (iii) monthly payment on the
subject transaction; (iv) monthly payment on any simultaneous loan; (v) monthly payment for all mortgage-related
obligations; (vi) current debt obligations, alimony, and child support; (vii) monthly debt-to-income ratio or residual
income; and (viii) credit history. The final rule also includes guidance regarding the application of, and methodology
for evaluating, these factors.

Further, the final rule also clarifies that qualified mortgages do not include “no-doc” loans and loans with negative
amortization, interest-only payments, balloon payments, terms in excess of 30 years, or points and fees paid by the
borrower that exceed 3% of the loan amount, subject to certain exceptions. In addition, for qualified mortgages, the
monthly payment must be calculated on the highest payment that will occur in the first five years of the loan, and the
borrower’s total debt-to-income ratio generally may not be more than 43%. The final rule also provides that certain
mortgages that satisfy the general product feature requirements for qualified mortgages and that also satisfy the
underwriting requirements of Fannie Mae and Freddie Mac (while they operate under federal conservatorship or
receivership) or the U.S. Department of Housing and Urban Development, Department of Veterans Affairs, or
Department of Agriculture or Rural Housing Service are also considered to be qualified mortgages. This second
category of qualified mortgages will phase out as the aforementioned federal agencies issue their own rules regarding
qualified mortgages, the conservatorship of Fannie Mae and Freddie Mac ends, and, in any event, after seven years.
As set forth in the Dodd-Frank Act, subprime (or higher-priced) mortgage loans are subject to the ability-to-repay
requirement, and the final rule provides for a rebuttable presumption of lender compliance for those loans. The final
rule also applies the ability-to-repay requirement to prime loans, while also providing a conclusive presumption of
compliance (i.e., a safe harbor) for prime loans that are also qualified mortgages. Additionally, the final rule generally
prohibits prepayment penalties (subject to certain exceptions) and sets forth a 3-year record retention period with
respect to documenting and demonstrating the ability-to-repay requirement and other provisions.

In general, qualified residential mortgage lending is a small component of our business. Management has taken
necessary actions to ensure compliance with the new requirements of this rule; however, the implementation of this
final rule did not have a significant impact to our operations.

Changes to Mortgage Loan Originator Compensation. Under existing regulations, mortgage loan originators may not
receive compensation based on a mortgage transaction’s terms or conditions other than the amount of credit extended
under the mortgage loan. Further, the new standards limit the total points and fees that a bank and/or a broker may
charge on conforming and jumbo loans to 3.0% of the total loan amount. Mortgage loan originators may receive
compensation from a consumer or from a lender, but not both. These rules contain requirements designed to prohibit
mortgage loan originators from “steering” consumers to loans that provide mortgage loan originators with greater
compensation. In addition, the rules contain other requirements concerning recordkeeping.

Servicing. On January 17, 2013, the CFPB announced rules to implement certain provisions of the Dodd-Frank Act
relating to mortgage servicing. The new servicing rules require servicers to meet certain benchmarks for loan
servicing and customer service in general. Servicers must provide periodic billing statements and certain required
notices and acknowledgments, promptly credit borrowers’ accounts for payments received and promptly investigate
complaints by borrowers and take additional steps before purchasing insurance to protect the lender’s interest in the
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property. The new servicing rules also call for additional notice, review and timing requirements with respect to
delinquent borrowers, including early intervention, ongoing access to servicer personnel and specific loss mitigation
and foreclosure procedures. The rules provide for an exemption from most of these requirements for “small servicers.”
A small servicer is defined as a loan servicer that services 5,000 or fewer mortgage loans and services only mortgage
loans that they or an affiliate originated or own. The new servicing rules took effect on January 10, 2014. As we
service fewer than 5,000 mortgage loans, we are exempt from this
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requirement.

Foreclosure and Loan Modifications. Federal and state laws further impact foreclosures and loan modifications, with
many of such laws having the effect of delaying or impeding the foreclosure process on real estate secured loans in
default. Mortgages on commercial property can be modified, such as by reducing the principal amount of the loan or
the interest rate, or by extending the term of the loan, through plans confirmed under Chapter 11 of the Bankruptcy
Code. In recent years, legislation has been introduced in the U.S. Congress that would amend the Bankruptcy Code to
permit the modification of mortgages secured by residences, although at this time the enactment of such legislation is
not presently proposed. The scope, duration and terms of potential future legislation with similar effect continue to be
discussed. We cannot predict whether any such legislation will be passed or the impact, if any, it would have on our
business.

Additional Constraints on FBFS and the Banks

Monetary Policy. The monetary policy of the Federal Reserve has a significant effect on the operating results of
financial or bank holding companies and their subsidiaries. Among the means available to the Federal Reserve to
affect the money supply are open market transactions in U.S. government securities, changes in the discount rate on
member bank borrowings and changes in reserve requirements against member bank deposits. These means are used
in varying combinations to influence overall growth and distribution of bank loans, investments and deposits, and
their use may affect interest rates charged on loans or paid on deposits.

The Volcker Rule. In addition to other implications of the Dodd-Frank Act discussed above, the act amends the
BHCA to require the federal regulatory agencies to adopt rules that prohibit banks and their affiliates from engaging
in proprietary trading and investing in and sponsoring certain unregistered investment companies (defined as hedge
funds and private equity funds). This statutory provision is commonly called the “Volcker Rule.” On December 10,
2013, the federal regulatory agencies issued final rules to implement the prohibitions required by the Volcker Rule.
Thereafter, in reaction to industry concern over the adverse impact to community banks of the treatment of certain
collateralized debt instruments in the final rule, the federal regulatory agencies approved an interim final rule to
permit banking entities to retain interests in collateralized debt obligations backed primarily by trust preferred
securities (“TruPS CDOs”). Under the interim final rule, the agencies permit the retention of an interest in or
sponsorship of covered funds by banking entities under $15 billion in assets if the following qualifications are met:
the TruPS CDO was established, and the interest was issued, before May 19, 2010;

the banking entity reasonably believes that the offering proceeds received by the TruPS CDO were invested primarily
in qualifying TruPS collateral; and

the banking entity’s interest in the TruPS CDO was acquired on or before December 10, 2013.

Although the Volcker Rule has significant implications for many large financial institutions, we do not currently
anticipate that the Volcker Rule will have a material effect on the operations or financial condition of FBFS or the
Banks. We may incur costs if we are required to adopt additional policies and systems to ensure compliance with the
Volcker Rule, but any such costs are not expected to be material. Until the application of the final rules is fully
understood, the precise financial impact of the rule on us, the Banks, our clients or the financial industry more
generally, cannot be determined.

Item 1A. Risk Factors

You should carefully read and consider the following risks and uncertainties. We may encounter risks in addition to
those described below, including risks and uncertainties not currently known to us or that we currently deem to be
immaterial. The risks described below, as well as such additional risks and uncertainties, may impair or materially and
adversely affect our business, results of operations and financial condition.

Risks Related to Our Business

If we do not effectively manage our credit risk, we may experience increased levels of delinquencies, nonperforming
loans, and charge-offs, which would require increases in our provision for loan and lease losses.
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There are risks inherent in making any loan or lease, including risks inherent in dealing with individual borrowers,
risks of nonpayment, risks resulting from uncertainties as to the future value of collateral and cash flows available to
service debt and risks resulting from changes in economic and market conditions. We cannot assure you that our credit
risk approval and monitoring procedures will identify all of these credit risks, and they cannot be expected to
completely eliminate our credit
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risks. If the overall economic climate in the United States, generally, or our market areas, specifically, fails to
improve, or even if it does improve, our borrowers may experience difficulties in repaying their loans and leases, and
the level of nonperforming loans and leases, charge-offs and delinquencies could rise and require increases in the
provision for loan and lease losses, which would cause our net income and return on equity to decrease.

Our allowance for loan and lease losses may not be adequate to cover actual losses.

We establish our allowance for loan and lease losses and maintain it at a level considered appropriate by management
based on an analysis of our portfolio and market environment. The allowance for loan and lease losses represents our
estimate of probable losses inherent in the portfolio at each balance sheet date and is based upon relevant information
available to us. The allowance contains provisions for probable losses that have been identified relating to specific
relationships, as well as probable losses inherent in our loan and lease portfolio that are not specifically identified.
Additions to the allowance for loan and lease losses, which are charged to earnings through the provision for loan and
lease losses, are determined based on a variety of factors, including an analysis of our loan and lease portfolio by
segment, historical loss experience and an evaluation of current economic conditions in our market areas. The actual
amount of loan and lease losses is affected by changes in economic, operating and other conditions within our
markets, which may be beyond our control, and such losses may exceed current estimates.

At December 31, 2013, our allowance for loan and lease losses as a percentage of total loans and leases was 1.42%
and as a percentage of total nonperforming loans and leases was 87.7%. Although management believes that the
allowance for loan and lease losses is appropriate, we may be required to take additional provisions for losses in the
future to further supplement the allowance, either due to management’s decision to do so or requirements by our
banking regulators. In addition, bank regulatory agencies will periodically review our allowance for loan and lease
losses and the value attributed to nonaccrual loans or to properties acquired through foreclosure. Such regulatory
agencies may require us to adjust our determination of the value for these items. Any significant increases to the
allowance for loan and lease losses may materially decrease our net income, which may adversely affect our business,
financial condition and results of operations.

A significant portion of our loan and lease portfolio is comprised of commercial real estate loans, which involve risks
specific to real estate values and the real estate markets in general.

At December 31, 2013 we had $645.1 million of commercial real estate loans, which represented 65.7% of our total
loan portfolio. Because payments on such loans are often dependent on the successful operation or development of the
property or business involved, repayment of such loans is often more sensitive than other types of loans to adverse
conditions in the real estate market or the general economy, which are outside the borrower’s control. In the event that
the cash flow from the property is reduced, the borrower’s ability to repay the loan could be negatively impacted. The
deterioration of one or a few of these loans could cause a material increase in our level of nonperforming loans, which
would result in a loss of revenue from these loans and could result in an increase in the provision for loan and lease
losses and an increase in charge-offs, all of which could have a material adverse impact on our net income.
Additionally, many of these loans have real estate as a primary or secondary component of collateral. The market
value of real estate can fluctuate significantly in a short period of time as a result of economic conditions. Adverse
developments affecting real estate values in one or more of our markets could impact collateral coverage associated
with the commercial real estate segment of our portfolio, possibly leading to increased specific reserves or
charge-offs, which would adversely affect profitability.

A large portion of our loan and lease portfolio is comprised of commercial loans secured by various business assets,
the deterioration in value of which could increase our exposure to future probable losses.

At December 31, 2013, approximately 29.9%, or $293.6 million, of our loan and lease portfolio was comprised of
commercial loans to businesses collateralized by general business assets including accounts receivable, inventory, and
equipment. Our commercial loans are typically larger in amount than loans to individual consumers and, therefore,
have the potential for larger losses on an individual loan basis. Additionally, asset based borrowers are usually highly
leveraged and/or have inconsistent historical earnings. Significant adverse changes in various industries could cause
rapid declines in values and collectability associated with those business assets resulting in inadequate collateral
coverage that may expose us to future losses. An increase in specific reserves and charge-offs may have a material
adverse impact on our results of operations.
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Nonperforming assets take significant time to resolve and adversely affect our results of operations and financial
condition, and could result in further losses in the future.

At December 31, 2013, our nonperforming loans totaled $15.9 million, or 1.61% of our loan and lease portfolio, and

our nonperforming assets (which include nonperforming loans and foreclosed properties) totaled $16.2 million, or
1.28% of total assets.
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Our nonperforming assets adversely affect our net income in various ways. We do not record interest income on
nonaccrual loans or foreclosed properties, thereby adversely affecting our net income and returns on assets and equity,
increasing our loan administration costs and adversely affecting our efficiency ratio. When we take collateral in
foreclosure and similar proceedings, we are required to mark the collateral to its then net realizable value, less
estimated selling costs, which may result in a loss. These nonperforming loans and foreclosed properties also increase
our risk profile and the capital our regulators believe is appropriate in light of such risks. The resolution of
nonperforming assets requires significant time commitments from management and can be detrimental to the
performance of their other responsibilities. If we experience increases in nonperforming loans and nonperforming
assets, our net interest income may be negatively impacted and our loan administration costs could increase, each of
which could have an adverse effect on our net income and related ratios, such as return on assets and equity.

Real estate construction and land development loans are based upon estimates of costs and values associated with the
completed project. These estimates may be inaccurate, and we may be exposed to significant losses on loans for these
projects.

Real estate construction and land development loans comprised approximately 7.0% of our total loan and lease
portfolio as of December 31, 2013, and such lending involves additional risks because funds are advanced upon the
as-completed value of the project, which is uncertain prior to its completion, and costs may exceed realizable values in
declining real estate markets. Because of the uncertainties inherent in estimating construction costs and the realizable
market value of the completed project and the effects of governmental regulation of real property, it is relatively
difficult to evaluate accurately the total funds required to complete a project and the related loan-to-value ratio. As a
result, construction loans often involve the disbursement of substantial funds with repayment dependent, in part, on
the success of the ultimate project and the ability of the borrower to sell or lease the property, rather than the ability of
the borrower or guarantor to repay principal and interest. If the appraisal of the completed project’s value proves to be
overstated or market values or rental rates decline, we may have inadequate security for the repayment of the loan
upon completion of construction of the project. If we are forced to foreclose on a project prior to or at completion due
to a default, we may not be able to recover all of the unpaid balance of, and accrued interest on, the loan and may
incur related foreclosure and holding costs. In addition, we may be required to fund additional amounts to complete
the project and may have to hold the property for an unspecified period of time while we attempt to dispose of it.

Our business has been and may continue to be adversely affected by conditions in the financial markets and economic
conditions generally.

Although it has recently shown certain signs of improvement, since late 2007, the U.S. economy has generally
experienced challenging economic conditions. Business activity across a range of industries and regions remains
reduced from historical levels under more favorable economic conditions. Likewise, many local governments have
been experiencing certain difficulties, including lower tax revenues, which have impacted their ability to cover costs.
Unemployment also remains at elevated levels. Under conditions such as these in the past, the financial services
industry has been affected by declines in the values of various significant asset classes and the lack of opportunities to
originate new loans. While these challenges are generally less severe today than during certain periods in the recent
past, their impact continues to be felt, particularly with respect to loan originations.

As a result of these economic conditions, many lending institutions, including the Banks, have experienced declines in
the performance of their loans from historical norms in recent years. Moreover, competition among depository
institutions, particularly for quality loans, has increased significantly. In addition, the values of real estate collateral
supporting many loans remain below previous levels and may decline in the future. There have been significant new
laws and regulations regarding lending and funding practices and liquidity standards, with a potential for further
regulation in the future, and bank regulatory agencies in general have been diligent in responding to concerns and
trends identified in examinations, including through formal or informal enforcement actions or orders. The impact of
new legislation in response to these developments may negatively impact our operations by restricting our business
operations, including our ability to originate or sell loans, and adversely impact our financial performance or our stock
price.

In addition, if the overall economic climate in the United States, generally, or our market areas, specifically, fails to
continue to improve, this may affect consumer confidence levels and may cause adverse changes in payment patterns,

40



Edgar Filing: FIRST BUSINESS FINANCIAL SERVICES, INC. - Form 10-K

causing increases in delinquencies and default rates, which may impact our charge-offs and provisions for credit

losses. A worsening of these conditions likely would exacerbate the adverse effects on us and others in the financial
services industry noted above.
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Our business is concentrated in and largely dependent upon the continued growth and welfare of the general
geographical markets in which we operate.

Our operations are heavily concentrated in the South Central region of Wisconsin and to a lesser extent the
Southeastern and Northeastern regions of Wisconsin, and, as a result, our financial condition, results of operations and
cash flows are significantly impacted by changes in the economic conditions in those areas. Our success depends to a
significant extent upon the business activity, population, income levels, deposits and real estate activity in these
markets. Although our clients’ business and financial interests may extend well beyond these market areas, adverse
economic conditions that affect these market areas could reduce our growth rate, affect the ability of our clients to
repay their loans to us, affect the value of collateral underlying loans and generally affect our financial condition and
results of operations. Because of our geographic concentration, we are less able than other regional or national
financial institutions to diversify our credit risks across multiple markets. Although, in general, the Wisconsin
economy and real estate market were not affected as severely as some other areas of the United States during the
challenging economic environment of recent years, they are not immune to challenging economic conditions that
affect the United States and world economies.

Our financial condition and results of operations could be negatively affected if we fail to effectively execute our
strategic plan or manage the growth called for in our strategic plan.

Among other things, our strategic plan currently calls for maintaining strong asset quality, generating in-market core
deposits to improve our net interest margin and increasing fee income. Our ability to increase profitability in
accordance with this plan will depend on a variety of factors including the identification of desirable business
opportunities, competitive responses from financial institutions in our market areas and our ability to manage liquidity
and funding sources. While we believe we have the management resources and internal systems in place to
successfully execute our strategic plan, we cannot guarantee that opportunities will be available and that the strategic
plan will be successful or effectively executed.

Although we do not have any current definitive plans to do so, in implementing our strategic plan we may expand into
additional communities or attempt to strengthen our position in our current markets through opportunistic acquisitions
of similar or complementary financial services organizations. To the extent that we open new offices or undertake
acquisitions, we are likely to experience the effects of higher operating expenses relative to operating income from the
new operations, which may have an adverse effect on our levels of reported net income, return on average equity and
return on average assets. Other effects of engaging in such growth strategies may include potential diversion of our
management’s time and attention and general disruption to our business.

To the extent that we grow through additional office openings, we cannot assure you that we will be able to
adequately and profitably manage this growth. Acquiring other banks and businesses will involve similar risks to
those commonly associated with branching, but may also involve additional risks, including potential exposure to
unknown or contingent liabilities of banks and businesses we acquire and exposure to potential asset quality issues of
the acquired bank or related business.

Monetary policies and regulations of the Federal Reserve could adversely affect our business, financial condition and
results of operations.

In addition to being affected by general economic conditions, our earnings and growth are affected by the policies of
the Federal Reserve. An important function of the Federal Reserve is to regulate the money supply and credit
conditions. Among the instruments used by the Federal Reserve to implement these objectives are open market
operations in U.S. government securities, adjustments of the discount rate and changes in reserve requirements against
bank deposits. These instruments are used in varying combinations to influence overall economic growth and the
distribution of credit, bank loans, investments and deposits. Their use also affects interest rates charged on loans or
paid on deposits.

The monetary policies and regulations of the Federal Reserve have had a significant effect on the operating results of
commercial banks in the past and are expected to continue to do so in the future. The effects of such policies upon our
business, financial condition and results of operations cannot be predicted.

We operate in a highly regulated industry and the laws and regulations that govern our operations, corporate
governance, executive compensation and accounting principles, or changes in them, or our failure to comply with
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them, may adversely affect us.
We are subject to extensive regulation and supervision that govern almost all aspects of our operations. Intended to

protect clients, these laws and regulations, among other matters, prescribe minimum capital requirements, impose
limitations

20

43



Edgar Filing: FIRST BUSINESS FINANCIAL SERVICES, INC. - Form 10-K

Table of Contents

on our business activities, limit the dividends or distributions that we can pay, restrict the ability of institutions to
guarantee our debt and impose certain specific accounting requirements that may be more restrictive and may result in
greater or earlier charges to earnings or reductions in our capital than generally accepted accounting principles.
Compliance with laws and regulations can be difficult and costly and changes to laws and regulations often impose
additional compliance costs. Further, our failure to comply with these laws and regulations, even if the failure was
inadvertent or reflects a difference in interpretation, could subject us to restrictions on our business activities, fines
and other penalties, any of which could adversely affect our results of operations, capital base and the price of our
securities.

Recent legislative and regulatory reforms applicable to the financial services industry may have a significant impact
on our business, financial condition and results of operations.

The laws, regulations, rules, policies and regulatory interpretations governing us are constantly evolving and may
change significantly over time as Congress and various regulatory agencies react to adverse economic conditions or
other matters. The global financial crisis of 2008-09 served as a catalyst for a number of significant changes in the
financial services industry, including the Dodd-Frank Act, which reformed the regulation of financial institutions in a
comprehensive manner, and the Basel III regulatory capital reforms, which will increase both the amount and quality
of capital that financial institutions must hold.

The Dodd-Frank Act, together with the regulations developed and to be developed thereunder, affects large and small
financial institutions alike, including several provisions that impact how community banks, thrifts and small bank and
thrift holding companies will operate in the future. Among other things, the Dodd-Frank Act changes the base for
FDIC insurance assessments to a bank’s average consolidated total assets minus average tangible equity, rather than its
deposit base, permanently raises the current standard deposit insurance limit to $250,000, and expands the FDIC’s
authority to raise the premiums we pay for deposit insurance. The legislation allows financial institutions to pay
interest on business checking accounts, contains provisions on mortgage-related matters (such as steering incentives,
determinations as to a borrower’s ability to repay and prepayment penalties) and establishes the CFPB as an
independent entity within the Federal Reserve. This entity has broad rulemaking, supervisory and enforcement
authority over consumer financial products and services, including deposit products, residential mortgages,
home-equity loans and credit cards. Moreover, the Dodd-Frank Act includes provisions that affect corporate
governance and executive compensation at all publicly traded companies.

In addition, in July 2013, the U.S. federal banking authorities approved the implementation of the Basel III Rule. The
Basel III Rule is applicable to all U.S. banks that are subject to minimum capital requirements as well as to bank and
saving and loan holding companies, other than “small bank holding companies” (generally bank holding companies with
consolidated assets of less than $500 million). The Basel III Rule not only increases most of the required minimum
regulatory capital ratios, it introduces a new Common Equity Tier 1 Capital ratio and the concept of a capital
conservation buffer. The Basel III Rule also expands the current definition of capital by establishing additional criteria
that capital instruments must meet to be considered Additional Tier 1 Capital (i.e., Tier 1 Capital in addition to
Common Equity) and Tier 2 Capital. A number of instruments that now generally qualify as Tier 1 Capital will not
qualify or their qualifications will change when the Basel III Rule is fully implemented. However, the Basel III Rule
permits banking organizations with less than $15 billion in assets to retain, through a one-time election, the existing
treatment for accumulated other comprehensive income, which currently does not affect regulatory capital. The Basel
III Rule has maintained the general structure of the current prompt corrective action thresholds while incorporating the
increased requirements, including the Common Equity Tier 1 Capital ratio. In order to be a “well-capitalized” depository
institution under the new regime, an institution must maintain a Common Equity Tier 1 Capital ratio of 6.5% or more,
a Tier 1 Capital ratio of 8% or more, a Total Capital ratio of 10% or more, and a leverage ratio of 5% or more.
Institutions must also maintain a capital conservation buffer consisting of Common Equity Tier 1 Capital. Generally,
financial institutions will become subject to the Basel III Rule on January 1, 2015 with a phase-in period through 2019
for many of the changes.

The implementation of these provisions, as well as any other aspects of current or proposed regulatory or legislative
changes to laws applicable to the financial industry, will impact the profitability of our business activities and may
change certain of our business practices, including the ability to offer new products, obtain financing, attract deposits,
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make loans, and achieve satisfactory interest spreads, and could expose us to additional costs, including increased
compliance costs. These changes also may require us to invest significant management attention and resources to
make any necessary changes to operations in order to comply, and could therefore also materially and adversely affect
our business, financial condition and results of operations. Our management is actively reviewing the provisions of the
Dodd-Frank Act and the Basel III Rule, many of which are to be phased-in over the next several months and years,
and assessing the probable impact on our operations. However, the ultimate effect of these changes on the financial
services industry in general, and us in particular, is uncertain at this time.
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We are periodically subject to examination and scrutiny by a number of banking agencies and, depending upon the
findings and determinations of these agencies, we may be required to make adjustments to our business that could
adversely affect us.

Federal and state banking agencies periodically conduct examinations of our business, including compliance with
applicable laws and regulations. If, as a result of an examination, a federal banking agency was to determine that the
financial condition, capital resources, asset quality, asset concentration, earnings prospects, management, liquidity,
sensitivity to market risk or other aspects of any of our operations has become unsatisfactory, or that we or our
management is in violation of any law or regulation, it could take a number of different remedial actions as it deems
appropriate. These actions include the power to enjoin “unsafe or unsound” practices, to require affirmative actions to
correct any conditions resulting from any violation or practice, to issue an administrative order that can be judicially
enforced, to direct an increase in our capital, to restrict our growth, to change the asset composition of our portfolio or
balance sheet, to assess civil monetary penalties against our officers or directors, to remove officers and directors and,
if it is concluded that such conditions cannot be corrected or there is an imminent risk of loss to depositors, to
terminate our deposit insurance. If we become subject to such regulatory actions, our business, results of operations
and reputation may be negatively impacted.

The repeal of federal prohibitions on payment of interest on demand deposits could increase our interest expense.

On July 21, 2011, all federal prohibitions on the ability of financial institutions to pay interest on demand deposit
accounts were repealed as part of the Dodd-Frank Act. As a result, some financial institutions have commenced
offering interest on these demand deposits to compete for clients. Although this development has not meaningfully
impacted our interest expense in the current low-interest-rate, high-liquidity environment in which competition among
financial institutions for deposits is generally low, competitive pressures in the future may require us to pay increased
interest on these demand deposits to attract and retain business clients, in which case our interest expense would
increase and our net interest margin would decrease. This could have a material adverse effect on our business,
financial condition and results of operations.

Liquidity risks could affect operations and jeopardize our business, financial condition, and results of operations.

Our ability to implement our business strategy will depend on our liquidity and ability to obtain funding for loan
originations, working capital and other general purposes. An inability to raise funds through deposits, borrowings, the
sale of loans and other sources could have a substantial negative effect on our liquidity. Our preferred source of funds
consists of customer deposits, which we supplement with other sources such as brokered deposits. Such account and
deposit balances can decrease when clients perceive alternative investments as providing a better risk/return tradeoff.
If clients move money out of bank deposits and into other investments, we may increase our utilization of brokered
deposits, FHLB advances and other wholesale funding sources necessary to fund desired growth levels. Because these
funds generally are more sensitive to interest rate changes than our core deposits, they are more likely to move to the
highest rate available. In addition, the use of brokered deposits without regulatory approval is limited to banks that are
“well capitalized” according to regulation. As of December 31, 2013, 40.6% of FBB’s total deposits and 7.7% of
FBB-Milwaukee’s total deposits were brokered deposits. If the Banks are unable to maintain their capital levels at “well
capitalized” minimums, we could lose a significant source of funding, which would force us to utilize different
wholesale funding or potentially sell assets at a time when pricing may be unfavorable, increasing our funding costs
and reducing our net interest income and net income.

Our access to funding sources in amounts adequate to finance or capitalize our activities or on terms that are
acceptable to us could be impaired by factors that affect us directly or the financial services industry or economy in
general, such as disruptions in the financial markets or negative views and expectations about the prospects for the
financial services industry. Regional and community banks generally have less access to the capital markets than do
national and super regional banks because of their smaller size and limited analyst coverage. During periods of
economic turmoil or decline, the financial services industry and the credit markets generally may be materially and
adversely affected by declines in asset values and by diminished liquidity. As demonstrated by the recent financial
crisis, under such circumstances the liquidity issues are often particularly acute for regional and community banks, as
larger financial institutions may curtail their lending to regional and community banks to reduce their exposure to the
risks of other banks. Correspondent lenders may also reduce or even eliminate federal funds lines for their
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correspondent clients in difficult economic times.

As aresult, we rely on our ability to generate deposits and effectively manage the repayment and maturity schedules
of our loans and investment securities, respectively, to ensure that we have adequate liquidity to fund our operations.
Any decline in available funding could adversely impact our ability to originate loans, invest in securities, meet our
expenses, pay dividends to our shareholders or fulfill obligations such as repaying our borrowings or meeting deposit
withdrawal demands, any of which could have a material adverse impact on our liquidity, business, financial condition
and results of operations.
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We rely on our management, and the loss of one or more of those managers may harm our business.

Our success has been and will be greatly influenced by our continuing ability to retain the services of our existing
senior management and, if we expand, to attract and retain additional qualified senior and middle management. The
unexpected loss of key management personnel or the inability to recruit and retain qualified personnel in the future
could have an adverse effect on our business and financial results. In addition, our failure to develop and/or maintain
an effective succession plan will impede our ability to quickly and effectively react to unexpected loss of key
management and in turn may have an adverse effect on our business.

On February 20, 2014, Mr. James F. Ropella, our Senior Vice President and Chief Financial Officer announced his
plans to retire from his position during the fourth quarter of 2014. Mr. Ropella will remain in his position as we
conduct a thorough search for his replacement and we anticipate establishing a longer-term consulting arrangement
with Mr. Ropella following his retirement. There can be no guarantee that we will find a suitable successor to Mr.
Ropella by the fourth quarter of 2014. Additionally, the search for Mr. Ropella’s successor will require significant
time and focus from our senior management and board of directors, which could adversely affect our business if we
fail to pursue other beneficial opportunities due to the demands of conducting such a search.

Interest rate shifts may reduce net interest income and otherwise negatively impact our financial condition and results
of operations.

Shifts in short-term interest rates may reduce net interest income, which is the principal component of our earnings.
Net interest income is the difference between the amounts received by us on our interest earning assets and the interest
paid by us on our interest bearing liabilities. In certain scenarios, when interest rates rise, the rate of interest we pay on
our liabilities may rise more quickly than the rate of interest that we receive on our interest bearing assets, which could
cause our profits to decrease. However, the structure of our balance sheet and resultant sensitivity to interest rates in
various scenarios may change in the future.

Additionally, interest rate increases often result in larger payment requirements for our borrowers, which increases the
potential for default. At the same time, the marketability of underlying collateral may be adversely affected by any
reduced demand resulting from higher interest rates. In a declining interest rate environment, there may be an increase
in prepayments on certain loans as borrowers refinance at lower rates.

Changes in interest rates also can affect the value of loans. An increase in interest rates that adversely affects the
ability of borrowers to pay the principal or interest on loans may lead to an increase in nonperforming assets and a
reduction of income recognized, which could have a material adverse effect on our results of operations and cash
flows. Further, when we place a loan on nonaccrual status, we reverse any accrued but unpaid interest receivable,
which decreases interest income. Subsequently, we continue to have a cost to fund the loan, which is reflected as
interest expense, without any interest income to offset the associated funding expense. Thus, an increase in the amount
of nonperforming assets would have an adverse impact on net interest income.

Rising interest rates may also result in a decline in value of our fixed-rate debt securities. The unrealized losses
resulting from holding these securities would be recognized in other comprehensive income and reduce total
stockholders’ equity. If debt securities in an unrealized loss position are sold, such losses become realized and will
reduce our regulatory capital ratios.

The risk of net interest margin compression is typically heightened during prolonged periods of low short-term
interest rates, such as that which the financial service industry has been experiencing in recent years and is expected to
continue to face in the near future. This may have a material adverse effect on our net interest income and our results
of operations.

We could recognize losses on securities held in our securities portfolio, particularly if interest rates increase or
economic and market conditions deteriorate.

As of December 31, 2013, the fair value of our securities portfolio was approximately $180.1 million. Factors beyond
our control can significantly influence the fair value of securities in our portfolio and can cause potential adverse
changes to the fair value of these securities. For example, fixed-rate securities acquired by us are generally subject to
decreases in market value when interest rates rise. Additional factors include, but are not limited to, rating agency
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downgrades of the securities, defaults by the issuer or individual mortgagors with respect to the underlying securities,
and instability in the credit markets. Any of the foregoing factors could cause other-than-temporary impairment in
future periods and result in realized losses. The process for determining whether impairment is other-than-temporary
usually requires difficult, subjective judgments about the future financial performance of the issuer and any collateral
underlying the security in order to assess the probability of
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receiving all contractual principal and interest payments on the security. Because of changing economic and market
conditions affecting interest rates, the financial condition of issuers of the securities and the performance of the
underlying collateral, we may recognize realized and/or unrealized losses in future periods, which could have an
adverse effect on our financial condition and results of operations.

The Company is a bank holding company and its sources of funds necessary to meet its obligations are limited.

The Company is a bank holding company, and its operations are primarily conducted by the Banks, which are subject
to significant federal and state regulation. Cash available to pay dividends to our shareholders, pay our obligations and
meet our debt service requirements is derived primarily from our existing cash flow sources, our third party line of
credit, dividends received from the Banks, or a combination thereof. Future dividend payments by the Banks to us will
require generation of future earnings by the Banks and are subject to certain regulatory guidelines. If the Banks are
unable to pay dividends to us, we may not have the resources or cash flow to pay or meet all of our obligations.
Competition from other financial institutions could adversely affect our profitability.

We encounter heavy competition in attracting commercial loan, equipment finance and deposit clients as well as trust
and investment clients. We believe the principal factors that are used to attract quality clients and distinguish one
financial institution from another include value added relationships, interest rates and rates of return, types of accounts,
service fees, flexibility, and quality of service.

Our competition includes banks, savings institutions, mortgage banking companies, credit unions, finance companies,
equipment finance companies, mutual funds, insurance companies, brokerage firms and investment banking firms. We
also compete with regional and national financial institutions that have a substantial presence in our market areas,
many of which have greater liquidity, higher lending limits, greater access to capital, more established market
recognition and more resources and collective experience than we do. In addition, some larger financial institutions
that have not historically competed with us directly have substantial excess liquidity and have sought, and may
continue to seek, smaller lending relationships in our target markets. Furthermore, tax-exempt credit unions operate in
most of our market areas and aggressively price their products and services to a large portion of the market. Finally,
technology has also lowered the barriers to entry and made it possible for nonbanks to offer products and services we
have traditionally offered, such as automatic funds transfer and automatic payment systems. Our profitability depends,
in part, upon our ability to successfully maintain and increase market share.

We may be adversely affected by the soundness of other financial institutions.

Financial services institutions are interrelated as a result of trading, clearing, counterparty, or other relationships. We
have exposure to many different industries and counterparties and routinely execute transactions with counterparties
in the financial services industry, including commercial banks, brokers and dealers, investment banks, and other
institutional clients. Many of these transactions expose us to credit risk in the event of a default by a counterparty or
client. Any such losses could have a material adverse effect on our financial condition and results of operations.

Our framework for managing risks may not be effective in mitigating risk and loss to us.

Our risk management framework seeks to mitigate risk and loss to us. We have established processes and procedures
intended to identify, measure, monitor, report and analyze the types of risk to which we are subject, including liquidity
risk, credit risk, market risk, interest rate risk, operational risk, compensation risk, legal and compliance risk, and
reputational risk, among others. However, as with any risk management framework, there are inherent limitations to
our risk management strategies as there may exist, or develop in the future, risks that we have not appropriately
anticipated or identified. Our ability to successfully identify and manage risks facing us is an important factor that can
significantly impact our results. If our risk management framework proves ineffective, we could suffer unexpected
losses and could be materially adversely affected.

We are subject to certain operational risks, including, but not limited to, clients or employee fraud and data processing
system failures and errors.

Employee errors and employee and client misconduct could subject us to financial losses or regulatory sanctions and
seriously harm our reputation. Misconduct by our employees could include hiding unauthorized activities from us,
improper or unauthorized activities on behalf of our clients or improper use of confidential information. It is not
always possible to prevent employee errors and misconduct, and the precautions we take to prevent and detect this
activity may not be effective in all cases. Employee errors or misconduct could also subject us to financial claims for
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We maintain a system of internal controls and insurance coverage to mitigate our operational risks, including data
processing system failures and errors and client or employee fraud. If our internal controls fail to prevent or detect an
occurrence, or if any resulting loss is not insured or exceeds applicable insurance limits, it could have a material
adverse effect on our business, financial condition and results of operations.

If we are unable to keep pace with technological advances in our industry, our ability to attract and retain clients could
be adversely affected.

The banking industry is constantly subject to technological changes with frequent introductions of new

technology driven products and services. In addition to better serving clients, the effective use of technology increases
our efficiency and enables us to reduce costs. Our future success will depend in part on our ability to address the needs
of our clients by using technology to provide products and services that will satisfy client demands for convenience as
well as create additional efficiencies in our operations. A number of our competitors have substantially greater
resources to invest in technological improvements, as well as significant economies of scale. There can be no
assurance that we will be able to implement and offer new technology driven products and services to our clients. If we
fail to do so, our ability to attract and retain clients may be adversely affected.

A breach in security of our systems or our third party service providers’ communications and information technologies,
including with respect to our internet banking activities, could have a material adverse effect on our business.

We rely heavily on communications and information technology to conduct our business and internet banking
activities. Any failure or interruption due to a breach in security, denial of service attack, malware and spyware or
other disruptive activity by hackers could result in failures or disruptions in our general ledger, deposit, loan,
investment management, debit card management system, electronic banking and other systems or those of our internet
banking clients. As part of our business, we collect, process and retain sensitive and confidential client information on
our behalf and on behalf of other third parties. Advances in computer capabilities or other developments could result
in a breach of our systems designed to protect client data despite the security measures we have in place. We have
policies and procedures designed to prevent or limit the effect of such a failure or interruption due to a security breach
or other events of our information systems; however, there can be no assurance that any such events will not occur or,
if they do, that they will be adequately addressed. The occurrence of any failures, interruptions or security breaches of
our or our internet banking clients’ information systems could damage our reputation, result in a loss of clients, subject
us to additional regulatory scrutiny, or expose us to litigation and possible financial liability which could have an
adverse effect on our operating results and financial condition. Failure in any of these situations subjects us to risks
that may vary in size and scope.

In addition, we rely on third party service providers for a substantial portion of our communications, information,
operating and financial control systems technology. While we have selected these third party service providers
carefully, we do not control their actions. If any of these third party service providers experience financial, operational
or technological difficulties, security breaches, or if there is any disruption in our relationships with them, we may be
required to locate alternative sources for these services. There can be no assurance that we could negotiate terms as
favorable to us or obtain services with similar functionality as we currently have without the expenditure of substantial
resources. Any of these circumstances could have a material adverse effect on our business.

Our business continuity plans could prove to be inadequate, resulting in a material interruption in or disruption to, our
business and a negative impact on our results of operations.

We rely heavily on communications and information systems to conduct our business, and our operations are
dependent on our ability to protect our systems against damage from fire, power loss or telecommunication failure.
The computer systems and network infrastructure we use could be vulnerable to unforeseen problems. These problems
may arise in both our internally developed systems and the systems of our third party service providers. Any failure or
interruption of these systems, whether due to severe weather, natural disasters, acts of war or terrorism, criminal
activity or other factors, could result in failures or disruptions in general ledger, deposit, loan, client relationship
management and other systems. While we have a business continuity plan and other policies and procedures designed
to prevent or limit the effect of a failure, interruption or security breach of our information systems, there can be no
assurance that any such failures or interruptions will not occur or, if they do occur, that they will be adequately
addressed. The occurrence of any failures or interruptions of our information systems could damage our reputation,
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result in a loss of clients, subject us to additional regulatory scrutiny, or expose us to civil litigation and possible
financial liability, any of which could have a material adverse effect on our results of operations.
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Our trust and investment services operations may be negatively impacted by changes in economic and market
conditions.

Our trust and investment services operations may be negatively impacted by changes in general economic conditions
and the conditions in the financial and securities markets, including the values of assets held under management. Our
management contracts generally provide for fees payable for services based on the market value of assets under
management. Because most of our contracts provide for a fee based on market values of securities, declines in
securities prices will generally have an adverse effect on our results of operations from this business. Market declines
and reductions in the value of our clients’ trust and investment services accounts could result in us losing trust and
investment services clients, including those who are also banking clients.

We are subject to claims and litigation pertaining to our fiduciary responsibilities.

Some of the services we provide, such as trust and investment services, require us to act as fiduciaries for our clients
and others. From time to time, third parties make claims and take legal action against us pertaining to the performance
of our fiduciary responsibilities. If fiduciary investment decisions are not appropriately documented to justify action
taken or trades are placed incorrectly, among other possible claims, and if these claims and legal actions are not
resolved in a manner favorable to us, we may be exposed to significant financial liability and/or our reputation could
be damaged. Either of these results may adversely impact demand for our products and services or otherwise have a
harmful effect on our business and, in turn, on our financial condition and results of operations.

Negative publicity could damage our reputation and adversely impact our business and financial results.

Reputation risk, or the risk to our earnings and capital due to negative publicity, is inherent in our business. Negative
publicity can result from our actual or alleged conduct in a number of activities, including lending practices,
information security, management actions, corporate governance, and actions taken by government regulators and
community organizations in response to those activities. Negative publicity can adversely affect our ability to keep
and attract clients, and can expose us to litigation and regulatory action, all of which could have a material adverse
effect on our business, financial condition and results of operations.

Potential acquisitions may disrupt our business and dilute stockholder value.

While we remain committed to organic growth, we also may consider acquisition opportunities involving
complementary financial service organizations if the right situation were to arise. Various risks commonly associated
with acquisitions, include, among other things:

Potential exposure to unknown or contingent liabilities of the target company.

Exposure to potential asset quality issues of the target company.

Potential disruption to our business.

Potential diversion of our management’s time and attention.

Possible loss of key employees and clients of the target company.

Difficulty in estimating the value of the target company.

Potential changes in banking or tax laws or regulations that may affect the target company.

Acquisitions may involve the payment of a premium over book and market values, and, therefore, some dilution of
our tangible book value and net income per common share may occur in connection with any future transaction.
Furthermore, failure to realize the expected revenue increases, cost savings, increases in geographic or product
presence, and/or other projected benefits from an acquisition could have a material adverse effect on our business,
financial condition and results of operations.

We are subject to changes in accounting principles, policies or guidelines.
Our financial performance is impacted by accounting principles, policies and guidelines. Some of these policies
require the use of estimates and assumptions that may affect the value of our assets or liabilities and financial results.

Some of our accounting policies are critical because they require management to make difficult, subjective and
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complex judgments about matters that are inherently uncertain and because it is likely that materially different
amounts would be reported under different conditions or using different assumptions. If such estimates or assumptions
underlying our financial statements are incorrect, we may experience material losses.
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From time to time, the Financial Accounting Standards Board and the SEC change the financial accounting and
reporting standards or the interpretation of those standards that govern the preparation of our financial statements.
These changes are beyond our control, can be difficult to predict and could materially impact how we report our
financial condition and results of operations. Changes in these standards are continuously occurring, and given recent
economic conditions, more drastic changes may occur. The implementation of such changes could have a material
adverse effect on our financial condition and results of operations.

Our internal controls may be ineffective.

Management regularly reviews and updates its internal controls, disclosure controls and procedures, and corporate
governance policies and procedures. Any system of controls, however well designed and operated, is based in part on
certain assumptions and can provide only reasonable, not absolute, assurances that the objectives of the controls are
met. Any failure or circumvention of our controls and procedures or failure to comply with regulations related to
controls and procedures could cause us to report a material weakness in internal control over financial reporting and
conclude that our controls and procedures are not effective, which could have a material adverse effect on our
business, results of operations, and financial condition.

Risks Related to Investing in Our Common Stock

Our stock is thinly traded and our stock price can fluctuate.

Although our common stock is listed for trading on the NASDAQ Global Select Market, low volume of trading
activity and volatility in the price of our common stock may make it difficult for our shareholders to sell common
stock when desired and at prices they find attractive. Our stock price can fluctuate significantly in response to a
variety of factors including, among other things:

actual or anticipated variations in our quarterly results of operations;

recommendations by securities analysts;

operating and stock price performance of other companies that investors deem comparable to us;

news reports relating to trends, concerns and other issues in the financial services industry;

perceptions in the marketplace regarding us or our competitors and other financial services companies;

new technology used, or services offered, by competitors; and

changes in government regulations.

General market fluctuations, industry factors and general economic and political conditions and events, such as
economic slowdowns or recessions, interest rate changes or credit loss trends, could also cause our stock price to
decrease regardless of our operating results.

To maintain adequate capital levels, we may be required to raise additional capital in the future, but that capital may
not be available when it is needed and/or could be dilutive to our existing shareholders.

We are required by regulatory authorities to maintain adequate levels of capital to support our operations. In order to
ensure our ability to support the operations of the Banks we may need to limit or terminate cash dividends that can be
paid to our shareholders. In addition, we may need to raise capital in the future. Our ability to raise capital, if needed,
will depend in part on our financial performance and conditions in the capital markets at that time, and accordingly,
we cannot guarantee our ability to raise capital on terms acceptable to us. In addition, if we decide to raise equity
capital in the future, the interests of our shareholders could be diluted. Any issuance of common stock would dilute
the ownership percentage of our current shareholders and any issuance of common stock at prices below tangible book
value would dilute the tangible book value of each existing share of our common stock held by our current
shareholders. The market price of our common stock could also decrease as a result of the sale of a large number of
shares or similar securities, or the perception that such sales could occur. If we cannot raise capital when needed, our
ability to serve as a source of strength to the Banks, pay dividends, maintain adequate capital levels and liquidity, or
further expand our operations could be materially impaired.
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If equity research analysts publish research or reports about our business with unfavorable commentary or downgrade
our common stock, the price and trading volume of our common stock could decline.

The trading market for our common stock could be affected by whether equity research analysts publish research or
reports about us and our business and what is included in such research or reports. If equity analysts publish research
reports about us containing unfavorable commentary, downgrade our stock or cease publishing reports about our
business, the price of our stock could decline. If any analyst electing to cover us downgrades our stock, our stock price
could decline rapidly. If any
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analyst electing to cover us ceases coverage of us, we could lose visibility in the market, which in turn could cause our
common stock price or trading volume to decline and our common stock to be less liquid.

Item 1B. Unresolved Staff Comments

None

Item 2. Properties
The following table provides certain summary information with respect to the principal properties in which we
conduct our operations, all of which were leased, as of December 31, 2013:

Location Function Expiration
Date

401 Charmany Drive, Madison, WI Full service banking location of FBB and office of FBFS 2028

18500 W. Corporate Drive, Brookfield, WI Full service banking location of FBB - Milwaukee 2020

3913 West Prospect Avenue, Appleton, WI Loan production office of FBB 2017

230 Ohio Street, Oshkosh, WI Loan production office of FBB 2018

300 N. Broadway, Green Bay, W1 Loan production office of FBB 2014

For the purpose of generating business development opportunities in asset-based financing and equipment financing,
office space is also leased in the following metropolitan areas: Minneapolis, Minnesota; Cleveland, Ohio; St. Louis,
Missouri; Detroit, Michigan; Denver, Colorado; Chicago, Illinois and Kansas City, Kansas under shorter-term lease
agreements, which generally have terms of less than one year.

Item 3. Legal Proceedings

We believe that no litigation is threatened or pending in which we face potential loss or exposure which could
materially affect our consolidated financial position, consolidated results of operations or cash flows. Since our
subsidiaries act as depositories of funds, lenders and fiduciaries, they are occasionally named as defendants in lawsuits
involving a variety of claims. This and other litigation is incidental to our business.

Item 4. Mine Safety Disclosures
Not applicable.
PART II.

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity

Securities

Holders, Price Range and Dividends Declared

The common stock of the Corporation is traded on the NASDAQ Global Select Market under the symbol “FBIZ.” As of
February 28, 2014, there were 386 registered shareholders of record of the Corporation’s common stock. Certain of the
Corporation’s shares are held in “nominee” or “street” name and the number of beneficial owners of such shares is
approximately 592.
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The following table presents the range of high and low sale prices of our common stock for each quarter within the
two most recent fiscal years, according to information provided by NASDAQ, and cash dividends declared in such
years.

High Low Dividend Declared
2013
1st Quarter $27.99 $22.84 $0.14
2nd Quarter 30.10 25.51 0.14
3rd Quarter 33.95 29.03 0.14
4th Quarter 38.65 29.97 0.14
2012
1st Quarter $19.00 $14.81 $0.07
2nd Quarter 23.50 16.20 0.07
3rd Quarter 24.51 20.00 0.07
4th Quarter 26.30 22.38 0.07
Dividend Policy

It has been our practice to pay a dividend to common shareholders. Dividends historically have been declared in the
month following the end of each calendar quarter. However, the timing and amount of future dividends are at the
discretion of the Board of Directors of the Corporation (the “Board”) and will depend upon the consolidated earnings,
financial condition, liquidity and capital requirements of the Corporation and its subsidiaries, the amount of cash
dividends paid to the Corporation by its subsidiaries, applicable government regulations and policies, supervisory
actions and other factors considered relevant by the Board. Refer to Item 1 - Business - Supervision and Regulation -
FBEFS - Dividend Payments for additional discussion regarding the limitations on dividends and other capital
contributions by the Banks to the Corporation. The Board anticipates it will continue to declare dividends as
appropriate based on the above factors.

Equity Compensation Plan Information

The following table summarizes certain information with respect to compensation plans under which equity securities
of the Corporation are authorized for issuance as of December 31, 2013.

Number of securities Number of securities
to remaining available for

. Weighted-average .
be issued upon . . future issuance under
exercise price of

Plan category exercise outstanding options equity compensation

of outstanding : ‘plans (excluding
. warrants and rights . .

options, securities reflected in
warrants and rights column (a))
(a) (b) (c)

Equity compensation plans approved by security

holders 51,000 $ 2424 198,949

Equity compensation plans not approved by security

holders o o
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Issuer Purchases of Securities

The following tables sets forth information about the Corporation's purchases of its common stock during the three
months ended December 31, 2013.

Total Number  Approximate

of Shares Dollar Value of
Total Number Average Price Purchased as Shares that May
Period of Shares Paid Per Share Part of Publicly Yet Be
Purchased (D Announced Purchased
Plans or Under the Plans
Programs or Programs
October 1, 2013 - October 31, 2013 4,148 $32.49 — $—
November 1, 2013 - November 30, 2013 6,116 35.52 — —
December 1, 2013 - December 31, 2013 2,146 38.00 — —
Total 12,410 —

All of the shares in this column represent: (i) the 7,128 shares that were surrendered to us to satisfy income tax
(1)withholding obligations in connection with the vesting of restricted shares; and (ii) 5,282 shares used to exercise
stock options as part of a cashless exercise.
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Item 6. Selected Financial Data
Five Year Comparison of Selected Consolidated Financial Data

INCOME STATEMENT:
Interest income

Interest expense

Net interest income
Provision for loan and lease
losses

Non-interest income
Non-interest expense
Endowment to First Business
Charitable Foundation
Goodwill impairment

Net (gain) loss on foreclosed
properties

Income tax expense

Net income

Yield on earning assets
Cost of funds

Interest rate spread

Net interest margin
Return on average assets
Return on average equity

ENDING BALANCE SHEET:

Total assets

Securities

Loans and leases, net
Deposits

FHLB advances and other
borrowings

Junior subordinated notes
Stockholders’ equity
FINANCIAL CONDITION
ANALYSIS:

Allowance for loan and lease
losses to year-end loans

Allowance to non-accrual loans

and leases

Net charge-offs to average
loans and leases
Non-accrual loans to gross
loans and leases

Average equity to average
assets

STOCKHOLDERS’ DATA:

As of and for the Year Ended December 31,

2013

(Dollars In Thousands, Except Per Share Data)

$53,810
11,705
42,105

(959

8,442
29,188

1,300
(117
7,389
$13,746

4.52
1.18
3.34
3.54
1.10
13.12

$1,268,655
180,118

967,050
1,129,855

11,936

10,315
109,275

1.42
87.68
0.06
1.61

8.39

%
%
%
%
%
%

%

%

%

%

%

2012

$54,766
16,885
37,881

4,243

8,699
28,076

585
4,750
$8,926

4.86
1.75
3.11
3.36
0.75
12.65

$1,226,108
200,596

896,560
1,092,254

12,405

10,315
99,539

1.69
109.05
0.35
1.55

5.96

%
%
%
%
%
%

%

%

%

%

%

2011

$56,217
20,756
35,461

4,250

7,060
25,977

420
3,449
$8,425

522
2.20
3.02
3.29
0.75
14.03

$1,177,165
170,386

836,687
1,051,312

40,292

10,315
64,214

1.66
65.03
0.74
2.56

5.32

%
%
%
%
%
%

%

%

%

%

%

2010

$56,626
24,675
31,951

7,044

6,743
25,465

2,689
206

2,349
$941

5.39
2.57
2.82
3.04
0.09
1.67

$1,107,057
153,379

860,935
988,298

41,504

10,315
55,335

1.85
42.37
0.57
4.37

5.11

%
%
%
%
%
%

%

%

%

%

%

2009

$56,356
28,322
28,034

8,225

6,450
23,810

691
717
$1,041

5.57
3.03
2.53
2.77
0.10
1.90

$1,117,436
122,286

839,807
984,374

57,515

10,315
54,393

1.65
50.76
0.69
3.26

5.19

%
%
%
%
%
%

%

%

%

%

%
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Basic earnings per common

$3.50 $3.30 $3.23 $0.37 0.41
share()
Diluted earnings per common 3.49 329 393 0.37 0.41
share()
Book value per share atend of —,; 25.41 24.46 21.30 21.42
period
Tangible book value per share —,; 25.41 24.46 21.29 20.34
at end of period
Dividend declared per share 0.56 0.28 0.28 0.28 0.28
Dividend payout ratio 16.06 % 8.51 % 8.67 % 75.68 % 68.29 %
Shares outstanding 3,943,997 3,916,667 2,625,569 2,597,820 2,539,306

Basic and diluted earnings per share reflect earnings per common share as calculated under the two-class method
due to the existence of participating securities.

ey
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Statements

When used in this report the words or phrases “may,” “could,” “should,” “hope,” “might,” “believe,” “expect,” “plan,” “assum
“estimate,” “anticipate,” “project,” “likely,” or similar expressions are intended to identify “forward-looking statements.” Such
statements are subject to risks and uncertainties, including, without limitation, changes in economic conditions in the
market areas of FBB or FBB - Milwaukee, changes in policies by regulatory agencies, fluctuation in interest rates,
demand for loans in the market areas of FBB or FBB - Milwaukee, borrowers defaulting in the repayment of loans and
competition. These risks could cause actual results to differ materially from what we have anticipated or projected.
These risk factors and uncertainties should be carefully considered by our shareholders and potential investors. See
Item 1A—Risk Factors for discussion relating to risk factors impacting us. Investors should not place undue reliance on
any such forward-looking statements, which speak only as of the date made. The factors described within this Form
10-K could affect our financial performance and could cause actual results for future periods to differ materially from
any opinions or statements expressed with respect to future periods.

Where any such forward-looking statement includes a statement of the assumptions or bases underlying such
forward-looking statement, we caution that, while our management believes such assumptions or bases are reasonable
and are made in good faith, assumed facts or bases can vary from actual results, and the differences between assumed
facts or bases and actual results can be material, depending on the circumstances. Where, in any forward-looking
statement, an expectation or belief is expressed as to future results, such expectation or belief is expressed in good

faith and believed to have a reasonable basis, but there can be no assurance that the statement of expectation or belief
will be achieved or accomplished.

We do not intend to, and specifically disclaim any obligation to, update any forward-looking statements.

The following discussion and analysis is intended as a review of significant events and factors affecting the financial
condition and results of operations for the periods indicated. The discussion should be read in conjunction with the
Consolidated Financial Statements and the Notes thereto and the Selected Consolidated Financial Data presented in

this Form 10-K.

LR T3 9 ¢ 99 ¢

LR T3

OVERVIEW

We are a registered bank holding company incorporated under the laws of the State of Wisconsin and are engaged in
the commercial banking business through our wholly-owned banking subsidiaries, FBB and FBB-Milwaukee. All of
our operations are conducted through the Banks and certain subsidiaries of FBB. We operate as a business bank
focusing on delivering a full line of commercial banking products and services tailored to meet the specific needs of
small- and medium-sized businesses, business owners, executives, professionals and high net worth individuals.
Products include commercial lending, asset-based lending, equipment financing, factoring, trust and investment
services, treasury management services and a broad range of deposit products. We do not utilize a branch network to
attract retail clients. Our operating philosophy is focused on local decision-making and local client service from each
of our primary banking locations in Madison, Brookfield and Appleton, Wisconsin combined with the efficiency of
centralized administrative functions such as support for information technology, loan and deposit operations, finance
and accounting and human resources. We believe we have a unique niche business banking model and we consistently
operate within this niche. This allows us to provide a great deal of expertise in offering financial solutions to our
clients with an experienced staff who serve our clients on an ongoing basis.

Our 2013 strategic initiatives included, but were not limited to, maintaining strong asset quality as well as increasing
full-service banking relationships with commercial and industrial clients in order to increase our in-market deposits,
enhancing our loan and lease portfolio and growing our non-interest income. We have achieved success on all points
of this strategic plan by posting record net income and record pre-tax adjusted earnings while continuing to grow the
balance sheet, maintaining strong asset quality, and improving our overall operating efficiency. In 2014, we plan to
continue to diligently focus on maintaining asset quality, increasing the number and volume of transaction accounts in
an effort to support ongoing efforts to increase fee revenue associated with treasury management services and
maintaining our efficiency ratio. We believe this strategy will create opportunities to capitalize on economic
expansion as well as any current disruption to our competitors' businesses in our core Wisconsin markets. We
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continue to believe significant opportunity remains for this type of organic growth in our commercial business lines,
particularly within our Milwaukee and Northeast Wisconsin markets.

32

64



Edgar Filing: FIRST BUSINESS FINANCIAL SERVICES, INC. - Form 10-K

Table of Contents

OPERATIONAL HIGHLIGHTS

pur total assets increased to $1.269 billion as of December 31, 2013, a 3.5% increase from $1.226 billion at
December 31, 2012.
Net income for the year ended December 31, 2013 was a record $13.7 million, 54.0% higher than the previous record
of $8.9 million earned for the year ended December 31, 2012.
Diluted earnings per common share were $3.49 for the year ended December 31, 2013 compared to $3.29 earned in
the prior year.
Net interest margin was 3.54% for the year ended December 31, 2013, improving 18 basis points compared to the
year ended December 31, 2012.
:Fop line revenue, which consists of net interest income and non-interest income, of $50.5 million for the year ended
December 31, 2013 increased 8.5% compared to $46.6 million for the same period in 2012.
Return on average assets and return on average equity for the year ended December 31, 2013 were 1.10% and 13.12%
respectively, compared to 0.75% and 12.65% for 2012.
Pre-tax adjusted earnings, defined as pre-tax income excluding the effects of provision for loan and lease losses, other
identifiable costs of credit and other discrete items unrelated to our primary business activities, increased 15.4% to a
tecord level of $21.4 million for the year ended December 31, 2013 as compared to $18.5 million for the year ended
December 31, 2012.
We recorded a negative $959,000 provision for loan and lease losses for the year ended December 31, 2013 as
compared to an expense of $4.2 million for the year ended December 31, 2012.
Net loans and leases at December 31, 2013 increased $70.5 million, or 7.9%, to $967.1 million from $896.6 million as
of December 31, 2012.
Non-performing assets were $16.2 million and 1.28% of total assets as of December 31, 2013, compared to
$15.7 million and 1.28% as of December 31, 2012.
Net charge-offs as a percentage of average loans was 0.06% for the year ended December 31, 2013 compared to
0.35% for the year ended December 31, 2012.
Trust assets under management and administration as of December 31, 2013 were a record $959.0 million, an increase
of $174.7 million, or 22%, from December 31, 2012.
Average in-market deposits of $712.3 million, or 64.4% of total deposits, for the year ended December 31, 2013
increased 9.8%, compared to $649.0 million, or 61.8% of total deposits, for the same period in 2012.
During the fourth quarter of 2013 we donated $1.3 million to the First Business Charitable Foundation (“the
Foundation”), establishing an endowment for charitable giving in our markets.

RESULTS OF OPERATION

Top Line Revenue

Top line revenue is comprised of net interest income and non-interest income. This measurement is also commonly
referred to as operating revenue. In 2013, top line revenue increased by approximately 8.5% from the prior year. The
components of top line revenue were as follows:

For the Year Ended December 31,

2013 2012 Change

(Dollars In Thousands)
Net interest income $42.105 $37,881 11.2 %
Non-interest income 8,442 8,699 3.0 )
Total top line revenue $50,547 $46,580 8.5
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Pre-Tax Adjusted Earnings

Pre-tax adjusted earnings is comprised of our pre-tax income adding back (1) our provision for loan and leases losses,
(2) other identifiable costs of credit and (3) other discrete items that are unrelated to our primary business activities. In
our judgment, the presentation of pre-tax adjusted earnings allows our management team, investors and analysts to
better assess the growth of our business by removing the volatility that is associated with costs of credit and other
discrete items and facilitates a more streamlined comparison of growth to our benchmark peers. Pre-tax adjusted
earnings is a non-GAAP financial measure that does not represent and should not be considered as an alternative to
net income derived in accordance with GAAP. Our pre-tax adjusted earnings metric improved by 15.4% when
comparing the year ended December 31, 2013 to the year ended December 31, 2012.

For the Year Ended December 31,

2013 2012 Change
(Dollars in Thousands)
Net income before taxes $21,135 $13,676 54.5 %
Add back:
Provision for loan and lease losses (959 ) 4,243 NM
Net (gain) loss on foreclosed properties (117 ) 585 NM
Endowment to First Business Charitable Foundation 1,300 — NM
Pre-tax adjusted earnings $21,359 $18,504 154

NM = Not meaningful

Return on Average Assets and Return on Average Equity

Return on average assets (“ROAA”) was 1.10% for the year ended December 31, 2013 compared to 0.75% for the year
ended December 31, 2012. The increase in ROAA was primarily due to the improvement in net income. Net income
increased 54.0% year over year, primarily due to improved net interest income and negative provision for loan and
lease losses, which reflects continued overall asset quality improvement. ROAA is a critical metric used by us to
measure the profitability of our organization and how efficiently our assets are deployed. ROAA also allows us to
better benchmark our profitability to our peers without the need to consider different degrees of leverage which can
ultimately influence return on equity measures.

Return on average equity (“ROAE”) for the year ended December 31, 2013 was 13.12% compared to 12.65% for the
year ended December 31, 2012. ROAE increased as a result of improved net income outpacing the increase in our
growth in average equity. In December 2012, we successfully raised $29.1 million through the issuance and sale of
1,265,000 common shares at $23.00 per share. The $27.1 million of net proceeds was used to immediately repay a
portion of our outstanding subordinated debt and increased our overall equity levels. In spite of the increase in our
average equity due to this, 2013’s ROAE was greater than 2012. We view ROAE as an important measurement for
monitoring profitability, and continue to focus on improving our return to our shareholders by enhancing the overall
profitability of our client relationships, controlling our expenses and minimizing our costs of credit.

Net Interest Income

Net interest income levels depend on the amounts of and yields on interest-earning assets as compared to the amounts
of and rates paid on interest-bearing liabilities. Net interest income is sensitive to changes in market rates of interest
and the asset/liability management processes to prepare for and respond to such changes. The table on the next page
shows our average balances, interest, average rates, net interest margin and the spread between combined average
rates earned on our interest-earning assets and cost of interest-bearing liabilities for the periods indicated. The average
balances are derived from average daily balances.
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Interest-earning
assets

Commercial real
estate and other
mortgage loans)
Commercial and
industrial loans(»
Direct financing
leases()
Consumer and other
loans()

Total loans and
leases receivable(D)
Mortgage-related
securities®

Other investment
securities®

FHLB stock
Short-term
investments

For the Year Ended December 31,

2013

Average
Average Interest  yield/
balance

cost
(Dollars In Thousands)

$633,605 $32,021 5.05

268,376 16,739
17,413 844
16,446 634
935,840 50,238
159,188 2,841
33,990 474
1,402 4
59,737 253

Total interest-earning 1.190.157 53.810

assets

6.24

4.85

3.86

5.37

1.78

1.39
0.29
0.42

4.52

%

%

%

%

%

%

%
%
%

2012

Average
balance

$583,594

245,706
15,873
16,899
862,072
171,043

17,532
1,537
74,493

Interest

$31,667

17,916
888
654
51,125
3,168

249
4
220

Average
yield/

cost

543

7.29

5.59

3.87

5.93

1.85

1.42
0.28
0.30

%

%

%

%

%

%

%
%
%

2011

Average
balance

$608,665

219,754
16,974
18,591
863,984
162,817

410
2,367
48,395

Interest

$33,192

16,959
1,039
742
51,932
4,156

10
2
117

Average

yield/

cost

545

7.72

6.12

3.99

6.01

2.55

2.36
0.10
0.24

%

%

%

%

%

%

%
%
%
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