PRESIDENT’S LETTER

Peter Knitt

Dear Shareholders,
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Earned a record net income of $8.4
million, or $5.48 per share
Posted total assets of $828 million, an
increase of 5.5% over 2015 and the
highest in our history
Increased cash dividends to an all-time
high of $0.90 per share
Added value for our shareholders with
the stock price up 33%, compared to
25% in 2015
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By adhering to the values that are the
legacy of our organization, we achieved a
milestone year in 2016.
•
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Customers choose Peoples because we do
things a little differently, a little better. We’re
not just their lender, we’re their partner,
working through their financial challenges
together.

Earnings and Dividends per Share

$4.83

As a shareholder of Peoples State Bank,
you have invested in one of the most trusted
financial institutions in the region.
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2016 AT A GLANCE

$45.2 million

commercial net loan growth

$100 million
new residential first
mortgage loans

$29.4 million

in net local deposit growth

households served
retail checking
and savings
accounts
opened

in investments actively
managed for clients on
a fee basis
(passing $50 million for the first time)
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As we continue to evaluate growth and
merger opportunities, we can report very
favorable response to our new commercial
lending office in Milwaukee, which
opened in April 2016. The area’s vigorous
economy provides great potential and
value for shareholders.

Looking Ahead

Return on Equity vs. Peer

2012

A 28% increase in average retail checking
balances shows that customers have
confidence in Peoples as their primary bank,
and is a good measure of our potential to
acquire their business in other areas as well.
We also had very high levels of residential
fixed-rate mortgages for new home purchases.

Expanding Our Market

$51 million

10%

Peoples is proud to be a “blue-collar” bank,
ranked among the region’s top five Small
Business Administration lenders. Supporting
small business infuses local economic
growth and creates jobs. While maintaining
very high credit standards and managing
risk, we originated more than $135 million
in commercial loans in 2016, enabling
commercial customers to meet their capital
needs, purchase equipment and grow their
business.

Robust Retail Confidence

17,276
2,896

Supporting Small Business, the
Backbone of our Communities

2016

SNL Financial LC Peer Median
$500M - $1B Assets

As a market leader, we enter 2017 in a
position of strength, reporting average
return on shareholder equity of nearly
11% during the past five years, and in the
top 20% of peer banks similar in size to
Peoples. We continue our customer-centric
approach to banking and are pursuing a
number of initiatives to improve internal
and customer-oriented processes.

PRESIDENT’S LETTER
Continued
An improving economy and a pro-growth
Donald Trump administration point to
increased short-term interest rates. This
could lead to declining net interest margins
and less income growth from residential
mortgages during 2017. Commercial
loan growth will likely be important to
maintaining net income growth during
2017, with our Milwaukee commercial
lending office being an important driver.
I would like to take this opportunity to
recognize our Board of Directors and Senior
Management team for their outstanding
leadership. We are fortunate to be served
by such a knowledgeable, dedicated, and
diverse group that represents our community
so well.
We greatly miss Director Emeritus Pat
Crooks, who passed away in August. He
was involved with Peoples State Bank since
its founding in 1962.

Pat was first involved as an attorney and
then as a member of our Board of Directors
for 24 years, serving as Chairman for 10 of
those years. Pat’s impact on our organization
and on each of us is immeasurable. We
are deeply grateful for his contributions.
As we look forward to 2017, our 55th
anniversary year, we do so with great
confidence knowing that our time-honored
approach to banking truly sets us apart.
Sincerely,

Peter W. Knitt
President & CEO
PSB Holdings Inc. & Peoples State Bank

QUALITY SERVICE
SNAPSHOT
Rated best local bank in the Wausau
Daily Herald Readers’ Choice
Awards for the 5th consecutive year.
Top 200 Community Bank for the
7th consecutive year by American
Banker Magazine.
Compared to the industry average,
Peoples customers are twice as likely
to recommend us to others.

Pat Crooks
Director Emeritus

2016 FINANCIAL HIGHLIGHTS
Peoples State Bank enjoyed great
financial results for 2016, resulting in
significant continued investment growth for
shareholders. All key shareholder value
measurements showed positive momentum,
including increased earnings per share (up
13.5%), cash dividends paid (up 7.1%),
tangible net book value per share (up
9.7%), and per share value on the open
market (up 33.3%).
Higher earnings, compared to 2015, were
led by $34.3 million of average loan and
securities growth (up 4.9%), increasing net
interest income by $1,316,000. In addition,
disregarding the 2015 large non-recurring
loan recovery, 2016 provision for loan
losses dropped $645,000 (down 92.1%)
on improved credit quality and favorable
resolution of several problem loans. These
increases in revenue offset an inflationary
rise in costs of $386,000 and $238,000
of operating expense associated with the
new Milwaukee commercial lending office.

While Peoples repurchased 56,350 shares
of its stock during 2016, the recently higher
price is likely to reduce the number of shares
acquired by the company during 2017;
however, Peoples intends to continue its
stock buyback program.
A faster growing economy could promote
inflation and higher short-term interest rates
from the Federal Reserve. Although banks
benefit from normalized rates to historically
higher levels, this process can reduce
income from lower residential mortgage
sales and higher deposit costs in the short
term, while fixed loan rates take longer
to reprice higher. If interest rates do rise,
earnings growth during 2017 will depend
significantly on continued loan growth.
Despite many changes expected in 2017,
we are optimistic about our momentum to
continue strong shareholder value.

Most banks enjoyed a significant increase
in their stock price following November’s
Presidential election. Investors expect an
environment that supports higher bank
earnings from lower tax rates, decreased
regulatory burdens, and a faster growing
economy from various stimulus programs.
PSB Holdings, Inc. common stock market
value increased nearly 22% following the
November 8 election through December
31, 2016, typical for many banks our size.

Scott Cattanach
Chief Financial Officer

SUMMARY BALANCE SHEETS

(DEC. 31)

($000s except per share data)

2016

2015

2014

2013

2012

Cash and cash equivalents

$34,994

$48,047

$25,106

$31,552

$48,847

Securities

169,476

164,029

147,581

135,515

149,674

Loans receivable, net

586,109

535,325

525,583

509,880

477,991

Premises and equipment

10,427

10,927

10,841

9,669

10,240

Other assets

26,522

26,082

25,256

24,955

25,214

Total assets

$827,528

$784,410

$734,367

$711,541

$711,966

Deposits

$686,760

$666,176

$622,951

$577,514

$565,442

FHLB advances

37,769

22,042

20,271

38,049

50,124

Other borrowings

14,860

11,527

10,324

20,441

20,728

Senior subordinated notes

2,500

3,500

4,000

4,000

7,000

Junior subordinated
debentures

7,732

7,732

7,732

7,732

7,732

Other liabilities

8,855

8,348

7,628

7,052

6,493

Stockholders' equity

69,052

65,085

61,461

56,753

54,447

Total liabilities
and stockholders' equity

$827,528

$784,410

$734,367

$711,541

$711,966

Net book value per share

$45.25

$41.30

$37.69

$34.36

$32.93

Net Book Value per Common Share - Dec. 31
$50.00

Net Interest Margin (tax adjusted)

3.40%

3.46%

3.45%

3.45%

$41.30
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SUMMARY STATEMENTS OF INCOME

($000s except per share data)

2016

2015

2014

2013

2012

Net interest income

$24,997

$23,681

$22,132

$21,305

$20,153

Provision (credit) for loan losses

55

(530)

560

4,015

785

Net interest income after
loan loss provision (credit)

24,942

24,211

21,572

17,920

19,368

Noninterest income

6,969

6,148

5,694

5,623

6,568

Operating expenses

19,505

18,881

17,920

16,506

17,392

Net income before
income taxes

12,406

11,478

9,346

6,407

8,544

Provision for income taxes

3,970

3,729

2,906

1,663

2,535

Net income

$8,436

$7,749

$6,440

$4,744

$6,009

Diluted earnings
per share

$5.48

$4.83

$3.90

$2.87

$3.61

Cash dividends per share

$0.90

$0.84

$0.80

$0.78

$0.74

Average common
shares outstanding

1,539,985

1,603,907

1,651,045

1,652,700

1,663,147

Return on average assets

1.07%

1.03%

0.90%

0.68%

0.91%

Return on average equity

12.39%

12.04%

10.75%

8.37%

11.33%

Operating Expense to Average Assets

Total Assets, Loans, and Deposits - Dec. 31 ($000s)
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NEW MARKET, NEW OPPORTUNITIES
Introducing Our Milwaukee Commercial Lending Office
A major accomplishment in 2016 was the
opening of our Milwaukee commercial
lending office. Under the leadership of
Market President and Milwaukee native
Jeff Musa, it is expected to add significant
value and growth for shareholders. Joining
Jeff is Commercial Portfolio Manager
Jose Pimienta, Jr., who also grew up in
Milwaukee.
“We’re seeking to grow in long-term
relationships with local business owners
to make a difference in this market,” Jeff
said. “It’s really a philosophy that translates
back to Wausau; we are focused on being
that financial partner. No one else is doing
that here.”

WE’RE SEEKING TO GROW
IN LONG-TERM RELATIONSHIPS
WITH LOCAL BUSINESS
OWNERS TO MAKE A
DIFFERENCE IN THIS MARKET
“We’ve been able to fill the gap, and
that gap is extremely significant.” Jeff
and Jose have the full support of Peoples
headquarters in Wausau. “This is very
much a team approach,” Jeff explained.
“We have an $828 million bank behind
us. So we’re growing, and keeping both
our values and shareholders top of mind
as we do.”
Milwaukee
Commercial
Lending Office:

Jeff Musa

8112 W. Bluemound Rd.
Suite 71
Wauwatosa, WI 53213

Market President
Jeff has11 years of bank
management experience
and serves on the
finance committee of
the Wisconsin Regional
Training Partnership.
He holds a bachelor’s
degree in business
administration from
Wisconsin Lutheran
College, as well as
a master’s degree in
business administration
and management from
the University of Phoenix.
He is married and has
two children ages six
months and two years.

Jose Pimienta, Jr.
Commercial Portfolio
Manager

Jose has seven years of
banking experience and
a bachelor’s degree in
finance and accounting
from UW-Milwaukee
School of Business
Administration. He
served eight years in
the U.S. Army Reserve,
is married, and has
three children ages two,
three, and 11.

BEYOND BANKING
Community Outreach
Our Shared Value

Special Recognition

From north central Wisconsin to Milwaukee,
customers tell us they like being part of a bank
that is so dedicated to the communities we
serve. We are proud of these outstanding
accomplishments in 2016.

Kari Solomonson, VP Retail Team Leader,
received the ATHENA Award, which honors
professional excellence and mentorship of
women. Heather Martell, Cash Management
Specialist, also was nominated.

Community Boards & Committees

Peoples’ United Way Campaign

Many of our employees are involved
in civic, education, youth, economic,
housing, and human service organizations
that positively impact our communities.

$29,189 Raised
17 % Above Goal

EMPLOYEE VOLUNTEERISM
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BOARD OF DIRECTORS

LEFT TO RIGHT: Charles Ghidorzi, Lee Guenther, Karla Kieffer, William Fish, Peter Knitt,
Kevin Kraft, William Reif, Thomas Polzer, Timothy Sonnentag

William J. Fish

Chairman of
PSB Holdings, Inc.
& Peoples State Bank
Retired President BILCO, Inc.

Charles A. Ghidorzi
Managing Member
Ghidorzi Construction
Company, LLC

Lee A. Guenther

Retired CEO
T.A. Solberg Co., Inc.

Karla M. Kieffer

Co-owner and VP Sales
SUN Printing

Peter W. Knitt

Thomas R. Polzer

President & CEO
Polzer of Wausau, LLC
M&J Sports, Inc.

President & CEO
PSB Holdings, Inc.
& Peoples State Bank

William M. Reif

Kevin J. Kraft

Timothy J. Sonnentag

CEO
JARP Industries, Inc.

CEO
Wausau Coated Products, Inc.
President & CEO
County Materials Corporation

SENIOR MANAGEMENT

LEFT TO RIGHT: Pat Heier, Maureen Jorgensen, Tom Knudsen, Peter Knitt,
Donna Staples, Keith Baars, Scott Cattanach, Leif Christianson

Keith Baars

Vice President
Commercial Banking

Scott Cattanach

Senior Vice President
Chief Financial Officer

Leif Christianson

Senior Vice President
Chief Operations Officer

Pat Heier

Senior Vice President
Group Leader
Commercial Banking

Maureen Jorgensen
Senior Vice President
Retail Sales & Service

Peter Knitt

President
Chief Executive Officer

Tom Knudsen

Senior Vice President
Northern Market President

Donna Staples

Senior Vice President
Human Resources Director

At Peoples, It’s about you:
our customers, employees and shareholders.
stock symbol PSBQ
investor site www.psbholdingsinc.com
888.929.9902

