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LETTER FROM THE PRESIDENT

Welceme te The Cerrespendent,
Marshall BankFirst's corperate
newsletter previding yeu with
the latest happenings in and
arcund Marshall BankFirst
Cerp. and its affiliates. | am
very excited te intreduce you
te this newsletter as | knew the infermation we
previde will be beth infermative and education-
al te yeu and yeur celleagues.

Marshall BankFirst recently clesed its becks on
cne of its mest successful years ever — by any
measure. We are very preud ef cur accemplish-
ments and are thankful to cur business clients
whe have put their trust in us.

We are very excited abeut the prespects for 2007.
This year will undeubtedly bring tremendous
eppertunities for business as well as new chal-
lenges. Seme of these challenges are already
evident, including a highly dynamic real estate
market and new regulatery guidelines fer
lenders naticnwide. At Marshall BankFirst, we
are keeping cur fecus en these and ether issues
facing cur industry teday.

As a significant lender in Cemmercial Real
Estate (CRE), we are well aware of the latest CRE
lending guidelines presented by the Federal
Reserve Beard. While there is ne question these
guidelines will have seme impact en CRE
lending this year and beyend, we are cenfident
they will ultimately make lending pregrams mere
successful for cemmunity banks natienwide.
Jim Clifferd, Executive Vice President and Chief
Credit Officer of BankFirst, recently previded
his insight an hew these guidelines will have an
impact en lending. Te learn mere, please read
“"How Cemmunity Banks Can Survive the New
CRE Lending Guidelines.”

In additien te the new CRE lending guidelines,
we have been paying particular attenticn te the
regicnal and lecal markets in which we lend.
While the current state of naticnwide lending
markets is centinually fluctuating, we have seen
a significant shift in the real estate market of
scutheast Flerida. A recent market analysis has
been completed by Eric Daly, Vice President of
Credit/Appraisal Review at BankFirst, previding
his insight inte the financial cutleck of this
lending market.

Aleng with these market fluctuatiens and
significant lending regulaticns, many of our
current clients are aware of the recent acceunt-
ing cenversion we have undergene at Marshall
BankFirst. We are happy te repert that we are at
the end ef cur transiticn precess. We are cenfident
this new acceunting platferm will preduce pesi-
tive results and make the lcan servicing precess
even mere streamlined than befere. Te share a
bit mere insight en the acceunting cenversien
as well as intreduce secme medifications that
will help participants in the future, please read
ceur lean cperaticns update previded by Tem
Grady, Executive Vice President of Marketing
and Distribution.

We hepe yeu enjey this inaugural issue of The
Correspendent . We leck forward te continuing
our relatienship with eur clients and knew that
2007 will be an interesting and exciting year for
all ef us.

Scett H. Andersen

okt D

President and Chief Operating Officer
Marshall BankFirst Cerp.


www.marshallbankfirst.com

Marshall BankFirst | Commercial Lending & Loan Participations

In 2006, through its
subsidiary BankFirst,
Marshall BankFirst
originated and closed
more than $1.6 billion in

transactions nationwide.

2006 BUSINESS UNIT RESULTS

COMMERCIAL LENDING:

> 2006 Originated Loans

B 38% - Land
. 16% - Hospitality/Entertainment
|:| 15% — Commercial Real Estate

- 9% - Residential Development & Sale
[l 7% - Tribal/Non Tribal Gaming

. 6% — Energy

. 4% - Health Care

|:| 3% - Rental Housing

|:| 2% — Commercial & Industrial

> Average Transaction Size: $14.7 million

> Transaction Locations (states shown in blue)

2003 56 | $500 million
2004 61 $870 million
> Number of Closed Deals 5495 $11 billion
2006 T3l $1.6 billion*
o] 210 4I0 6IO 8I0 1(;0

*Includes Financial Advisorv
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INSTITUTIONAL SALES:

> New Bank Clients

LOAN PORTFOLIO (threugh 12/31/06):

> Current Outstanding Balance

> Tetal Pertfelic Commitment Ameunt
> Active Participants

> Active Participations

> Average Loan Term

> Average Effective Yield

RESIDENTIAL MORTGAGE:

> Number of Financed Units
> Average Loan Size
> Dollar Amount of Originated Loans

STORED VALUE SOLUTIONS:

> Number of Active Accounts
> Current Spend Volume
> Outstanding Balance

156

2004 2005 2006

$2.258 billion
$3.307 billien
764

3,525

26 months
8.65%

1,470
$220,000
$314 million

2,510,144
$1,718,812,955
$389,488,750

Marshall BankFirst Transactien Summary

Finance and Alternative Energy Finance.

To see a sample of cur 2006 transactiens click here.

In 2006, threugh its subsidiary BankFirst, Marshall BankFirst criginated and clesed mere
than $1.6 billien in transactions naticnwide in the arenas of Commercial Real Estate,
Cemmercial and Industrial Financing, Native American Gaming Finance, Senicr Heusing

Te learn mere abeut cur current lean efferings, please visit www.lcanparts.cem.
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MARSHALL BANKFIRST REMAINS A LEADING COMMERCIAL LENDER

Throeugheut 2006, Marshall BankFirst reperted
centinued success in develeping cne of the
naticns’ largest and mest diverse commercial
lending cperatiens throcugh its subsidiary,
BankFirst.

Recently, Marshall BankFirst was recegnized for
its centinued accemplishments by the
Minneapelis/St. Paul Business Jaurnal. Every
year, the Minneapelis/St. Paul Business Journal
creates the "Beek of Lists,” an annual publica-
tien centaining categerized lists of excepticnal
cempanies in and arcund the Minneapelis/St.
Paul area. Lists cecmpiled within this publication
are categerized by industry and centain ccmpanies
knewn as the “Whe's Whe" ef businesses.

Marshall BankFirst was recently ranked #2 con
the Tep 25 Cemmercial Mertgage Cempanies
List within the Beck of Lists publicatien.

This list censisted of tocp cemmercial mertgage
cempanies within the Minneapelis/St. Paul area
and results of the list were based en the dellar
velume of leans clesed natienwide in 2005.
(Click here to see the Tep 25 Cemmercial
Mecrtgage Cempanies list.)

In additien te being ranked within the
Minneapolis/St. Paul Business Jeurnals Bock of
Lists, Marshall BankFirst was alse ranked #16 cn
the 2006 Tep 25 Direct Lenders list within
Midwest Real Estate News’ "Best of the Best”
publicatiocn. The “Best ef the Best” publicaticen is
cempesed annually and the Tep Direct Lenders
List was based con the tetal dellar ameunt of
prejects financed threugheut the Midwest in
2005.

NEW FACES AT MARSHALL BANKFIRST CORP.

Scott Fjellman

administraticn and banking eperatiens.

Chief Financial Officer | Marshall BankFirst Corp. | BankFirst
scott.fijellman@marshallbankfirst.com

Marshall BankFirst Cerp. recently appeinted Scett Fjellman as Chief Financial Officer. As Chief
Financial Officer, Fjellman is respensible for managing corperate perfermance, acceunting, financial

Pricr te his pesition at Marshall BankFirst, Fjellman served as Senicr Vice President and Treasurer of Metris
Cempanies, Inc. where he was respensible for all treasury functiens, including cash management, cerperate funding,
structured finance initiatives, insurance and invester relaticn functiens.

Tim Ring

Senior Vice President, Loan Clesing & Cerporate Counsel
tim.ring@marshallbankfirst.com

Tim Ring is Senicr Vice President in the Lean Clesing divisien ef BankFirst. He is respensible for

, overseeing the erganizatien’s lcan decumentatien creatien and previding legal guidance regarding
/i

issues pertaining te lean structure, decumentatien and general legal advice.

Prier to his pesition with Marshall BankFirst Cerp., Ring werked as Asscciate Coeunsel of the Institutiocnal Channel of
GMAC Financial Services where he was respensible for negetiating and decumenting mertgage Iean purchase
agreements and wareheuse lending facilities for billien/hundred millien dellar facilities.

Michael Hayes

-

Vice President, Loan Clesing | BankFirst
michael.hayes@marshallbankfirst.com

Marshall BankFirst recently appcinted Michael Hayes as Vice President ef Lean Clesing. As Vice
President, Hayes is respensible for all areas related te the erganizatien's special asset transactiens.

Hayes cemes te Marshall BankFirst Cerp. with mere than 17 years of legal experience, mest recently

werking as Atterney and Vice President of Special Credits with JP Mergan Chase Bank, N.A. At Chase, he was respen-
sible fer advising werkeut efficers en legal issues related te secured transactiens, bankruptcy, litigatien and lender lia-
bility as well as negetiating and restructuring leans with custemers and their representatives.

Pricr to his werk at JP Mergan Chase Bank, Hayes werked as an Asscciate Atterney for Schwartz, Ceeper,
Greenberger and Krauss where he cenducted legal research, drafted memeranda and prepared metiens and briefs for
bankruptcy cases representing beth secured parties and debters in bankruptcy and state ceurt preceedings.
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MARSHALL BANKFIRST LOAN OPERATIONS UPDATE

Tom Grady, Executive Vice
President and Director of
Marketing and Distribution

As many of cur clients know,
we recently coenverted our
lcan cperaticns platferm. We
experienced scme unexpected
issues cencerning eur cenversien which, unfer-
tunately, impacted cur ability te precess
censtruction draws and distribute lean pay-
ments in a timely manner. First and feremest,
we want all ef eur clients te knew hew much we
appreciate yeur patience during this time. We
sincerely regret any incenvenience this issue
has caused you or yeur institution.

| am pleased te repert that a vast majerity of
our issues have been cempletely reselved. We
have seen a significant decrease in guesticns
ceming frem cur participants regarding
payments and we are eager te get on with the
business ef lending.

To that end, we recently ccmmunicated a few
changes that will help cur bank participants.
They include:

> Amended Draw Request Process: Effective
immediately, if you are in a censtruction
lecan yeu will receive twe separate draw
requests — a request for hard and/er soft
costs and a request for interest. In the past,
the lenger timeline fer this verification
caused a delay in sending the interest pay-
ment te you. The new precess will ensure that
the menthly interest payments are made in
a timely manner and allew for the additienal
time we may need te cecmplete the detailed
werk en hard and seft cost verification.

> Unfunded Advance Adjustments: In the near
future, yeu will netice a change in the trans-
actioen descriptien feound en Lean-Link as it
relates te draws funded after the requested
funding date. Meving ferward, if the request-
ed funds are ncet remitted by 2:00 pm CST
and we elect te advance funds en yeur behalf,
the transacticn will appear en Lean-Link as
an “Unfunded Advance”. When the funds
are remitted as requested, an interest
adjustment will be applied for the late remit-
tance ef funds. The interest adjustment will
be calculated at the rate in effect en the cred-
it agreement far the number of days between
the unfunded advance and the date funds are
received by us.

> Payoffs and Principal Reductions: The
methoed of payment of unscheduled principal
reducticns and lean payeffs may differ frem
what you have experienced in the past. Funds
cellected frem a Berrewer eon yeur behalf
will generally be paid te yeu via ACH. This
applies te reqgularly scheduled payments cn
a lean as well as unscheduled principal
reducticns and lean payeffs.

> Account Verifications: We are currently in
the precess ef updating eur recerds fer all of
cur bank participants. Te ensure that we
have the mest up-te-date infermatien
regarding yoeur ACH and wire instructicns, a
member of cur erganizatien will be in cen-
tact with yeur institution.

If yeu have any further questicns regarding
these changes, please coentact yeur
Marshall BankFirst Sales Representative at
1.800.328.6122.

Tem Grady is Executive Vice President and Directer of Marketing and Distributien fer Marshall BankFirst Cerp. He
is respensible for the firm's lean distribution, marketing strategy, branding, client relatiens, advertising and public

relatiens. tem.grady@marshallbankfirst.com

MBA-CREF CONVENTION

Sean Sjedin (left), Assistant Vice President of Marshall BankFirst's
Cemmercial Real Estate divisien, and Bill Snyders (right), Senier
Vice President of Marshall BankFirst's Ceommercial Real Estate divisien
were ameng several empleyees sharing in the success of the MBA-
CREF cenventien recently held in San Diege, Califernia. This cenven-

ticn is ene of the mest attended cenferences natienwide and is hested foer cemmercial and
multifamily real estate finance prefessicnals whe pessess a werking knewledge of the real
estate and mertgage industries. At the cenventien, Marshall BankFirst unveiled their new
beeth, which shewcased their expertise in natiecnwide cemmercial lending as well as seme of
the diverse transactiens financed threugheut 2006.
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The new published
guidelines made several
amendments from the
initial proposal which,
from a community
bank’s standpoint, made
the new requirements

more palatable.
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HOW COMMUNITY BANKS CAN SURVIVE THE NEW CRE GUIDELINES

Jim Clifferd, Executive Vice
President and Chief Credit
Officer

Federal regulaters recently
published new guidelines for
lenders with significant cen-
centratiens in Cemmercial
Real Estate (CRE). Banking regulaters first
drafted the prepesed CRE lending guidelines
in January 2006, resulting in mere than
4,000 ccmments frem cemmunity banks, state
erganizations and trade greups. Clearly, CRE
lending is a het tepic far cemmunity bankers
and they let their feelings be kncwn te the
regulatery agencies as te hew they felt abeut
the propesed guidelines. The new published
guidelines made several amendments frem the
initial prepesal which, frem a cemmunity bank's
standpeint, made the new requirements mere
palatable.

Streng feelings exist en beth sides ef the aisle.
Federal agencies are heping te aveid a significant
banking crisis like the S&L debacle ef the late
1980s. Cemmunity banks believe CRE lending is
the enly way te cempete against the bigger
regicnal and super-regicnal banks that can
afferd te cut pricing and fees te win business.
With s much at stake, a cleser review of the
guidelines is warranted.

Recently, The Federal Reserve Bank of San
Francisce (FRBSF) published an Ecenemic
Letter examining the rise in CRE lending
cencentration at cemmercial banks and the
recent perfermance of CRE leans. The FRBSF's
analysis shews that “while cencentratien in CRE
lending has increased substantially at many
banks, foer these banks with CRE cencentratiens,
the subsequent perfermance of their CRE lean
pertfelie, as well as their everall lean pertfelies,
has net been netably different frem other
banks.” And that, “cn balance what has been a
relatively benign eccnemic envirenment, banks
fecusing en CRE lending have been as effective
as ether banks in managing their lending risks."”

Te read this article, please visit the FRBSF web-
site at http://www.frbsf.crg/publicatiens/ece-

nemics/letter/2007/e12007-01.html.

In my cpinien, it is impertant fer cemmunity
bankers to understand that the new guidelines
will net dramatically change the landscape of
CRE lending. | believe the guidelines were net
established te restrict CRE lending activity in
any way. Te the centrary, the guidelines are a
testament te the viability ef CRE lending -
primarily for the last 10 years. The competition
for geed, quality assets will centinue and in the
end, the best lenders will still win. Merecver,
many ccmmunity banks are already adhering te
the new guidelines. Althcugh they de net estab-
lish specific limits en CRE lending, the new
guidelines de establish certain areas that will
require additicnal regulater examinatien based
en CRE pertfelie size and grewth. These specific
requirements are summarized inte the fellew-
ing eight areas.

1. Beard and Management Oversight

The new guidelines remind cevered institutions
that their Beard of Directers has the ultimate
respensibility for the level ef risk assumed by
the institution. Instituticns with high levels of
CRE expesure sheuld address the ratienale for
their CRE expesure levels in relatien te their
cverall grewth cbjectives in their strategic
plans. Beards sheuld establish written pelicy
guidelines which incerperate coverall CRE
expesure limits and previde cversight of the
precedures and centrels management has in
place to adhere te the institution's pelicies and
strategies. In additien, Beards shoeuld review
and appreve CRE risk expesure limits and
apprepriate sub-limits te cenferm te the
institution’s strategy changes.

2. Pertfelic Management and CRE
Concentration Assessments

Institutions are expected to perform periedic
risk assessments toe identify CRE concentrations.
This means that pertfelies need te be stratified
te identify segments “that have cemmen risk
characteristics or sensitivities te ecenemic,
financial or business develepments.”
Institutions are enccuraged under the new
quidelines te assess their ewn cencentration
limits based on risk characteristics, the quality
cf risk management precesses and capital levels.
They are further instructed te establish

(continued)
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Banks which are

subject to the published
guidance will need to
demonstrate a clear
understanding of the
market dynamics of the
areas in which they

make CRE loans.
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internal concentration limits and repert these
cencentrations toc management and their Beard
cf Directers on a periedic basis.

3. Management Informaticn Systems

The new gquidelines emphasize the need fer
streng management infermation systems te
effectively manage an institutien's pertfelic.
There is an acknewledgement that the "“sephis-
ticatien of MIS will necessarily vary with the
size and cemplexity of the CRE pertfelie, and
the level and nature of cencentratien risk.” MIS
systems shcould be adequate te identify strata
within an instituticen’s lcan pertfelic and be able
te identify and aggregate trends in the pertfelie’s
risk including risk rating migratiens.

4. Market Analysis

Banks which are subject te the published gquid-
ance will need to demenstrate a clear under-
standing of the market dynamics ef the areas in
which they make CRE leans. This must include a
thercugh review of the current cenditiens in
the areas in which they cencentrate their real
estate lending. They will alsc be expected te
make pelicy and/er underwriting gquideline
adjustments based en their market assessment
results and cenclusiens.

5. Credit Underwriting Standards

The new guidance emphasizes that instituticns
with CRE cencentratiens sheuld have “clear and
measurable underwriting standards” that take
intc censideration beth internal and external
facters such as market pesition, histerical
experience, staff capabilities and technelegy
rescurces. CRE lending pelicies need te address
the fellewing standards:

* Maximum lean ameunt by type of
preperty

+ Lean terms

* Pricing structures

+ Cellateral valuatien

* LTV limits by preperty type

» Requirements for feasibility studies and
sensitivity analysis/stress testing

* Minimum requirements for initial
investment and maintenance of hard
equity by the berrewer

* Minimum standards fer berrewer net
werth, preperty cash flew and debt
service coverage

Commercial Lending & Loan Participations

In additien, institutions’ lending pelicies sheuld
permit excepticns te underwriting standards
enly en a limited basis. When excepticns are
permitted, the exceptiecn sheuld be clearly
decumented. Raticnale for the exceptien sheuld
be clearly stated and reperted regularly in
aggregate te their Beard ef Directers (“detail-
ing the number, nature, justificatiens and
trends for excepticns”). Leans in excess of
supervisery LTV limits sheuld be menitered and
findings should be reperted te their Beard at
least quarterly. Instituticns will alse be required
te have apprepriate contrels in place te ensure
that the minimum berrewer equity ameunts are
maintained threugheut the term ef the lean and
precedures are in place geverning lean
disbursements during censtructien.

6. Portfalio Stress Testing and

Sensitivity Analysis

Banks with high cencentrations of CRE are
expected to perfoerm sensitivity analyses on
their lcan pertfelies te expese segments of the
pertfelic that may be particularly expesed te
market risk, general eccnemic risk or lean
purpese risk. This means banks will be expected
te utilize the segmentation analysis cutlined
abeve te perferm pertfelie sheck testing en
specific segments eof their pertfelie to gauge
the ecenemic risk te the bank. This includes
perferming rate shecks te varieus segments of
their pertfelic as well as increasing the likeliheed
of less te varieus segments ef their pertfelie te
measure the petential impact te beth earnings
and capital at risk. The final guidance was
specifically revised after a large number of
ccmmenters cited the petential cests of
installing cemplex ecenemetric medeling inte
their banks. The final guidelines clearly delegate
the respensibility for the extent ef this medeling
te bank management and Beards of Directers
te establish "apprepriate” teels fer their
institutions.

7. Credit Risk Review Function

The new guidance emphasizes the need for
a “streng credit risk review function” te self-
assess emerging risk. A scund, accurate and
timely risk-rating system prevides the
feundatien fer this review functien te assess
credit quality and identify preblem leans.
Risk ratings should be reviewed regularly foer
apprepriateness.

(continued)
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8. Assessment of Capital Adequacy

The werding in this sectiocn of the new guide-
lines has been significantly changed frem the
eriginal language which had a dracenian tene
tewards the need fer significantly higher levels
of capital fer institutiocns with large ameunts of
CRE expesure. The new language reminds
institutions with CRE cencentratiens that “their
capital levels be ccmmensurate with the risk
prefile of their CRE portfelies.” The agencies
will censider a wide range of facters in assessing
the adequacy of an institutien’s capital includ-
ing “inherent risk in the CRE pertfelic as well as
management expertise, histerical perfermance,
underwriting standards, risk management
practices, market cenditiens and any lean less
reserves allecated for CRE cencentration risk."”

Commercial Lending & Loan Participations

In summary, ccmmunity banks shculd net
cewer in fear cver the new guidelines. Yes, they
place new requirements ecn hew we cenduct
curselves in cur lending markets. Still, the best
banks will centinue te thrive as they will demen-
strate that they have reascnable levels of
expertise in CRE lending with preven knewledge
in the markets in which they are mest preva-
lent. The new guidelines are an excellent cppor-
tunity te remind the banking cemmunity that
streng risk management practices, shrewd
underwriting standards and adequate levels of
capital are essential elements of a successful
lending pregram, chiefly for lenders with a
substantial CRE lending fecus. n

Jim Clifferd is Executive Vice President and Chief Credit Officer ef Marshall BankFirst Cerp. and BankFirst.
He is respensible fer managing the bank's Credit and Risk Management greups. jim.clifferd@marshallbankfirst.cem

LOAN-LINK PROVIDES CLIENTS WITH ADVANCED LOAN

SERVICING CAPABILITIES

At Marshall BankFirst eur clients always ceme first — ne exceptiens. We are centinucusly werk-
ing en ways te previde limitless access te pregrams and services that help eur clients ccmplete
precesses they could net etherwise finalize en their cwn.

Marshall BankFirst recently made significant enhancements te Lean-Link, cur secure, enline
lean servicing platferm that prevides cur bank clients with up-te-date infermatien and decu-
mentaticn related te their specific participant leans.

In additien te previding updated infermation en participation ameunts, current balances and
tetal earnings, the recent Lean-Link enhancements made the fellewing items available to all
lean participants:

At Marshall BankFirst

our clients quuys.come > Lean-specific rate change histery;

> Capabilities of experting Lean-Link data inte Micreseft Excel;

fIrSt il exceptlons. > Current lean balance infermatien; and

> Additienal lean data fields previding supplemental infermatien including
maturity date, current interest rate, next payment due date as well as
principal and interest paid year-tc-date.

By adding these enhancements te the already existing ccmpenents ef Lean-Link, cur partici-
pants have access te every available decument related te their leans.

Aleng with previding superier lean servicing capabilities, Lean-Link utilizes the mest efficient
technelegy available enabling participants te enhance their preductivity and time management.

If yoeu weuld like mere infermatien regarding these recent Lean-Link enhancements er have
any additicnal ccmments or suggestiocns for future enhancements, please centact Marshall
BankFirst's Pertfelic Management Team at 1.866.373.MBFC (6232).
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By updating and
maintaining our
research and analysis
we keep our finger

on the pulse of the
local markets where
we do business and
find new markets

in which to expand

our portfolio.
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SOUTHEAST FLORIDA MARKET ANALYSIS

Eric Daly, Vice President,
Credit/Appraisal Review |
BankFirst

In respense te the rapidly
changing and dynamic real
estate  market we find
curselves in, BankFirst has
initiated a market research preject. The pur-
pese of this preject is te better understand the
markets in which we de business as well
as te identify petential new markets. BankFirst
will cellect and analyze market data and rely
upen lecal and natienal data services including
Meedy's, MetreStudy and CeStar. In addition,
we take advantage of cur extensive contacts in
these markets including brekers, appraisers,
bankers, develepers and investers.

Based upen these types of research and
the kncwledge of cur empleyees, we make
cenclusiens  regarding  current  market
cenditiens and prejectiens abeut the future of
each market. By updating and maintaining cur
research and analysis we keep cur finger oan the
pulse of the lecal markets where we de business
and find new markets in which te expand cur
pertfelic.

In an effert to get a better understanding of
marketing dynamics, BankFirst has made the
decisicn te share this data and analysis with cur
clients. Our first market analysis cevers the
scutheast Flerida market, including Miami, Ft.
Lauderdale and Miami Beach. Future studies
may include Arizena, scuthern and nerthern
Califernia, Texas, greater Flerida and any ether
markets en an as-needed basis.

Mecody's Analysis
MIAMI

The engeing heusing cerrectien has acted as a
drag cn censtructien, causing censtruction
empleyment te stagnate since the beginning of
2006. The impact ef falling heuse prices en the
real eccnemy is, hewever, net as severe as cne
might think. Remarkably, the financial industry
remains cne of the few unguesticnable pesitives
for the Miami ecenemy.

Housing
Thus far, Miami's hcusing market has held up

better than the markets in the rest ef scuth
Flerida. The dewndraft currently seen in
Miami's heusing market is, in part, the result of
a spillever frem neighbering markets rather
than due te facters specific te the Miami metre
divisien.

Accerding te data frem the Flerida Asscciatien
of Realters, the median price for existing single-
family hemes fell by 2.3% in Octeber cempared
te the previcus menth. Prices are new apprexi-
mately 7% lewer than at their peak in March;
messt of the price decline has taken place in the
last three menths. Sales activity drepped by
nearly 30% frem September te Octeber,
pushing them right back te the lew levels seen
last winter, i.e., abeut half ef the recerd levels
seen in the summer of 2005.

It will likely take longer for the heusing cerrection
te werk itself eut in Miami than in ether Flerida
metre areas, as the metre divisien's eccnemic
and demecgraphic fundamentals are weaker
than the rest cof the state.

Tourism

Since mest of Flerida's visiters are demestic
visiters, the likely impact is that travel and
tourism will continue te shew lackluster growth
geing inte 2007, as the increase in the number
of internaticnal visiters will be tee small te
make up fer the slewdewn in demestic teurism.

Conclusion

Miami's near-term cutleck is fer a centinued
mederation of grewth, due te further jeb lesses
in censtructioen and heusing-related industries.
The peer demegraphics will alse hamper the
leng-term grewth prospects of the metre
divisien. Grewth will, ncnetheless, exceed or
match the U.S. pace threcugheut the ferecast
herizen.

WEST PALM BEACH

West Palm Beach's eccnemy has slewed dewn
frem its ferecicus expansien in 2005 but still
displays very rcebust grewth. Jeb grewth is
mere than twice as high as the U.S. average.
That said, West Palm Beach has been hit harder
by the hausing market decline than the rest of
seuth Flerida and censtruction empleyment is

(continued)
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new beginning te give way. This is likely the
start of a ccming spate of lesses in censtructien
employment. In September, the unempleyment
rate was unchanged at 3.4%, which is slightly
higher than the average fer the earlier menths
in 2006, but net high encugh te establish an
upward trend. The near-term future cof
censtruction is bleak due te the depressed state
cof the hcusing market. On the cther hand,
prefessional/business services will expand at a
rebust pace inte 2007. The industry new carries
almest twice the weight of the leisure/hespitality
industry, and this shift away frem a teurism-
based eccnemy te an ecenemy driven by
prefessicnal services and technelegy will centinue
over the foreseeable future.

Housing

West Palm Beach has been hit harder by the
housing bust than its neighbering scuth Flerida
metre divisiens. Accerding te data frem the
Flerida Asscciaticn of Realters, the median
sales price fer existing single-family hemes
drepped by nearly 10% cver the three menths
ended September, to a level mere than 12%
belew the peak in late 2005. That the median
price stayed unchanged frem September to
Octeber was geed news, pessibly heralding
improved price stability. Alse peinting in that
direction is an increase in transactien velumes
cof 9%. Against the backdrep of stable sales
cver several preceding menths, this suggests
that the werst may be cver as far as market
activity gees. Hewever, given the typical lag
between sales and prices, further price declines
are to be expected in the menths ahead.

Anecdetal evidence indicates that fereclesures
have gene up mere in West Palm Beach than
elsewhere. Seme of this could be the result of
speculative buying if investers have been
unable te sell er seld at a less.

Cenclusien

Despite the weakness in the heusing market,
West Palm Beach will remain an abcve-average
perfermer cver the forecast herizen. A thriving
financial industry and prefessicnal/business
services previde the backbene of the metre
division's service expansion, with educatien/
health services and leisure/hespitality providing
further reinfercement. The metre area’s
eccnemic and demegraphic fundamentals are
very streng and this strength will cutweigh the
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dewndraft frem the heusing secter beth in the
shert and in the lenger run.

FT. LAUDERDALE

Heusing has been cccupying center stage fer
seme time, even mere se in Flerida than in the
naticn at large. It is semewhat surprising, there-
fore, to find that the stagnatien in the Ft.
Lauderdale eccnemy dees net appear te be
clesely tied te the deterieratien in its heusing
market. Censtruction empleyment peaked in
September and declined enly marginally in
Octeber. The financial industry alse shews
surprising resiliency censidering the cenditiens
in the heusing markets.

The stagnatien in Ft. Lauderdale's cverall
empleyment is instead attributable te the
remeval of traditienal suppert pillars fer jeb
grewth, education/health and prefessicnal/
business services industries that are faltering.
We expect this stagnaticn te be temperary, with
grewth resuming early in 2007.

Heusing

Ft. Lauderdale's heusing market has detericrated
significantly cver the past several menths.
Accerding te data frem the Flerida Asscciatien
of Realters, sales of existing single-family
hemes teck anether hit in Octeber, drepping by
20% cempared te the previeus menth. Sales
activity is new cnly half ef what it was in the
spring and summer of 2005. The drep in market
activity has impacted prices as well. The median
price for an existing single-family heme
drepped by 5.6% between September and
Octeber, and is new 8.1% belew the peak
reached in July. The price drep will likely centin-
ue for ancther few menths befere the metre
divisien's streng fundamentals gain the upper
hand in stabilizing the market.

Conclusion

A dewnturn in Ft. Lauderdale's heusing market
should hit the ecenemy directly through
reduced censtructien and indirectly threugh a
negative wealth effect en censumer spending.
Ft. Lauderdale’s ececnemic and demegraphic
fundamentals all peint in ene directien—-teward
resumed grewth in 2007 and a rebust leng-
term grewth trend.

BankFirst Analysis

In a September Market Update Cenference,
(continued)
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veterans stated that
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costs are starting to
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are lowering bids and
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data service provider MetreStudy stated that
while the market is “correcting” in scuth
Florida the twe key compenents to the slow-
down have been the fall-cut of speculaters and
afferdability, the latter especially in West Palm
Beach. MetreStudy stated that prejects with
mere afferdable hausing centinued te de well.

The number of multifamily permits issued in
Miami was dewn by 25% in 2006 cempared te
2005 and existing heme prices rese slightly. In
West Palm Beach, multifamily heusing permits
were dewn slightly fer the same time peried, as
was the average existing heme price. These
figures suppert the fact that while there is
indeed a “slewdewn” or "market cerrectien”
taking place in the scuth Florida market,
compared te the naticenal averages it is miner
and is indeed a “cerrectien” and net a “crash”.

On December 27, the Cemmerce Department
reperted on a naticnal level that sales of new
houses rese 3.4 percent cver the prier menth,
while builders’ unseld inventeries drepped te
their lowest level since last February. All of
which suggests that the 18-menth market
cerrection that fellowed the feur-year heusing
bcoem has just abeut run its course.

Many cof the industry prefessicnals that we
interviewed indicated that cne reasen fer the
slewdewn was the impact ef “invester buyers”
or “speculaters” which created a "false market.”
These “speculaters” have all but disappeared
frem the market which is centributing to the
lenger abserptien rates and the slewdewn.
However, moest experts agree that this return te
a "nermal” buyer-user market was needed and
after the initial dewnturn the market will return
to a “stable” market in 2007 and beyend.

It was alse neted that cceanfrent prejects
centinued te de better than interier, land-lecked
cende prejects. Discussiens with lecal area
brekers and appraisers appear te suppert this
with several stating that althcugh all cende
prejects have been affected, the cceanfrent
prejects appear te be “weathering the sterm”
better than inland units.

Experts agree that much of the slewdewn is at
the high end of the market and that mere
afferdable units are selling well. Lawrence Yun,
a senier ecenemist at the Natienal Asseciatien
of Realters, expects demand frem baby-
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bcemers te strengthen as mere of them
appreach retirement age cver the next five te
10 years.

Seme lecal industry veterans stated that given
the current slewdewn, censtructien cests are
starting to ceme dewn te mere reascnable
prices and general centracters are lewering
bids and shertening censtruction timeframes.

BankFirst Cenclusions

Based upen market data gathered frem varieus
seurces including Meedy's and discussiens with
local area brekers, appraisers and develepers, it
is evident that the scuth Flerida market is
currently experiencing a heusing cerrection
fueled by the end of speculaters in the market.
Heowever, the data suggests that this market will
centinue te cutperform the natienal averages
and remains a streng market in the future due
te a streng ecenemy, streng teurism particularly
frem Eurcpe and Latin America, and centinued
in-migratiecn te scuth Flerida including an
increase frem baby beemers.

It is BankFirst's epinien that while cautien is
reccmmended when making underwriting
decisicns, seuth Flerida is still a streng market
with geed leng-term petential.

Scurces: Meedy's Nevember 2006 Market Reperts;
MetreStudy; CeStar; Natienal Asscciatien of Realters;
Yahee! News; Allan Friedman, MAI, Friedman & Cempany,
Miami, FL; Frank Hernstein, MAI, AppraisalFirst Inc.,
Miami, FL; Michael Martin, MAI, Diversified Real Estate
Censultants, Ft. Lauderdale, FL; Heraldtribune.ccm of
Flerida.

Eric Daly is Vice President of Credit/Appraisal Review of
BankFirst. He is respensible fer the direct appraisal
review and market research functions fer the
organization. eric.daly@marshallbankfirst.com
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a positive impact
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as well as share
information on
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MARSHALL BANKFIRST CONTINUES COMMITMENT OF BEING
AN OQUTSTANDING CORPORATE CITIZEN

Every year, Marshall BankFirst makes a
ccmmitment te beceme an cutstanding
coerperate citizen in the cemmunity. Threugh
spensership, velunteer eppertunities and valuable
centributions, we have dedicated curselves te
building streng and vibrant cemmunities,
impreving quality of life and making a pesitive
difference where we live as well as where we
werk. Threugheut the year, empleyees of
Marshall BankFirst have centinucusly pulled
tegether and realized hew much ef a difference
can be made by jeintly centributing te werthy
causes.

Threugheut 2006, Marshall BankFirst became
significantly invelved with several nen-profit
crganizations within the ccmmunity. Seme of
these ecrganizatiens include:

« Minneapelis/St. Paul Children's Theatre
* Minneapelis Heart Institute

» Special Olympics

+ Minneapelis Pediatrics Feundatien

+ Juvenile Diabetes Research Feundation
» Greater Metrepelitan Heusing Ceuncil

In additicn te these corganizations, many
Marshall BankFirst employees expressed their
ccmmitment and gratitude te the Twin Cities
Renald McDenald Heuse/Upper Midwest divi-
sien. In 2006, Scett Andersen, President and
Chief Operating Officer of Marshall BankFirst,
became President-Elect of the Beard cof
Directers for the Twin Cities Renald McDenald
House. As a dedicated member of the Beard,
Andersen is respensible foer setting strategic
visien fer the Heuse and previding financial
cversight. “Being directly invelved with the
Renald McDenald Heuse truly makes me believe
how impertant it is te previde suppert to all
individuals,” said Andersen. “This facility is
remarkable and | am centinucusly amazed at

(i ——

Empleyees frem Marshall BankFirst serve
an evening meal te individuals staying at the
Twin Cities Renald McDenald Heuse.

the strength and enccuragement it prevides
individuals natiecnwide.”

Thrcugheut the year, empleyees of Marshall
BankFirst made a difference by previding their
suppert at varieus Renald McDenald Heuse
events. In Octeber, Marshall BankFirst was a
Diamend and Lead Spenser of the annual
Renald McDenald Hoeuse FamGlam charity gala.
This was a night for Families te cecme tegether
in Glam style and previde suppert te the
crganization knoewn as a heme-away-frem-
heme for hundreds ef families every year.

Empleyees have alse consistently taken an
active rele in the Renald McDenald House,
Ceeks for Kids velunteer meal pregram in which
empleyees velunteer their time te prepare and
serve an evening meal te families staying at the
facility.

In the ceming menths, a main fecus ef Marshall
BankFirst will be to ensure that cur charitable
centributions have a pesitive impact en cur
cemmunities as well as share infermatien en
cppertunities to get mere invelved. “Net enly
will enceuraging cerperate citizenship directly
affect the community but it will alse centribute
te eur cerperate success,” said Andersen.

CONTACT INFORMATION

If you weuld like mere infermatien en any
of the articles previded in The
Cerrespendent, please centact:

thecerrespendent@marshallbankfirst.com.
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