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dear shareholders

Anniversaries and birthdays in our personal lives typically give us pause

to reflect on the struggles and successes of the past while assessing our

readiness for further growth and development Whether it was your 21
birthday your

20tF
year working at your employer or your

50th wedding

anniversary each date was time of both celebration and self-assessment

Peoples State Bank represented by our staff enjoys similar milestones and

it is with excitement that introduce
you to the celebration of Peoples State

Banks 50th anniversary in this 201 Annual Report As you look to the

timeline and historical information included in this special report you will

see similar theme hardworking local people and entrepreneurs working

together with Peoples staff sharing the same goals the financial success of

not only the individual but the community at large

Since my story with Peoples began in 2003 as Regional President of the

Peoples branch location in Rhinelander Wisconsin reflect on important

changes that prepared us for the future The Rhinelander branch which

opened in 2002 began period of northern Wisconsin expansion outside

of Marathon County Today this represents approximately 20% of our total

assets and 30% of our net income In 2004 Peoples invested $4.8 million

ri new home office
upon

the site of the original bank location in Wausau
Wisconsin to prepare

for growth and greater regional presence In 2009
PSB declined participation in federal TARP capital funds after deciding the

bank could best serve customers and meet shareholder demands without

onerous government restrictions Most recently in 2010 we moved to

new data
processing platform that expanded our commercial deposit cash

management product lineup and positioned the bank to accommodate

changing technologies for many years

During 2011 PSB generated record earnings of $3.37
per

share on net

income of $5.3 million compared to earnings of 3.04 per share on net

income of $4.8 million during 2010 up 11% Total assets increased to $623

million at December 31 2011 compared to $621 million last year While

asset growth was minimal loans receivable increased $5.8 million during

2011 totaling $438 million at year-end Net book value increased 7%

during 2011 reaching $31 .96
per

share Return on average stockholders

equity was 10.78% during 2011 compared to 10.59% during 2010 which

ranks in the top 5% of public community banks with assets $500 million

to $1 billion during 2011 as measured by SNL Financial SNL Financial

also recently recognized PSB us one of
just

35 public bunks in the United

States who has increased shareholder cash dividends at least .5% each

year during the last 10 years

2011 earnings increased from higher tax adjusted net interest income up

$386000 or 2% driven by net margin that rose from 3.5 1% of earnings

assets in 2010 to 3.55% in 2011 In addition operating expenses before

credit related costs declined $495000 or 3% primarily from lower FDIC

insurance premium expense Credit losses and foreclosure costs remained

historically high and were $2.6 million in both 2011 and 2010 Problem

assets remain manageable and were 2.9% of assets at December31 2011

compared to 2.6% last year
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Looking ahead to 2012 increased government regulation and an uncertain

economy continue difficult banking environment and several factors

are expected to slow profit growth First while the rules established by

the Dodd-Frank Wall Street Reform and Consumer Protection Act were

targeted primarily at the nations largest banks many provisions will impact

community banks like Peoples As the largest banking legislation since the

Great Depression the Dodd-Frank Act is estimated to include 7000 pages of

law and associated regulation when complete As
person

familiar with the

process
Ronald Reagan once said have wondered at times what the Ten

Commandments would have looked like if Moses had run them through the

U.S Congress Dodd-Frank and other recent regulations will have an impact

on our overdraft income and debit card transaction income going forward In

addition as mortgage interest rates settle at historical lows refinance activity

which fueled mortgage banking profits since 2009 is expected to wane
while new home purchase activity remains low The expectation of lower

overdraft income lower debit card fee income and lower mortgage banking

income will make fee income growth difficult in future years

While interest rates have remained
very

low for over three years continued

low rate environment is expected to
pressure

net interest margin lower as

loans are renewed at lower interest rates while deposit rates have little

room to decline In periods of declining net margin banks have traditionally

increased loan volume to keep net interest income growing but low customer

loan growth demand will make such strategy difficult during 2012 The

combination of lower fee income low organic loan growth and
pressure on

net interest margin will make net income growth challenging during 2012

To address these and other long-term challenges we are pursuing several

strategies in the coming year We believe asset growth is an important driver

of shareholder value through an increased earnings base and recognition of

Peoples by wider
range

of potential investors Therefore we continue to

seek opportunities for growth through acquisition of banks with reasonable

credit quality that are good fit with our existing product base and operation

We focus on expansion possibilities in nearby markets but also evaluate all

options for building shareholder value if good acquisition opportunities do

not arise Options for value other than acquisitions could include pay down

of senior notes or limited repurchase of stock at open market prices in

coming years

There are several strategies we are pursuing to improve our sales and service

culture We are working to streamline our account opening process
while

allowing sales people to cross sell products during opening Our new data

processing system has several tools which aid in this process to improve our

sales penetration and create faster customer service experience Our new

technology platform also allows us to provide all types of emerging services

including mobile banking and personal financial management tools through

our online banking channel Lending to local small businesses is an important

product offering and we have goat of developing system to underwrite

and approve local small business loans to certain customers within 24 hours
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also believe there is potential to build on our longstanding retail banking

franchise to better use our existing eight locations in north central Wisconsin

to grow consumer accounts To that end we are looking to improve the

customer experience within updated facilities and to collaborate more closely

with mortgage and commercial product sales people with appropriate retail

relationships better customer experience combined with tools to better

understand customer needs allows us to segment our customer base for

direct marketing and referrals of products as well Against changing bank

landscape we are researching new retail checking account options that are

beneficial for the customer and profitable for the bank

The upcoming year
will mark the retirement of two of our longest serving

directors Patrick Crooks has served on the board for 24
years

and was

instrumental in providing the original legal work on the banks formation as

young Wausau attorney during the early 60s Gordon Gullickson was

President of Peoples State Bank during 986 through 999 and therefore

served as President or Chairman of the company for the
past

26 years Both

Gordon and Patrick have been instrumental in our companys success am

honored to say
that both have been strong mentors to me personally and

wish them well

Those who visit our home office in Wausau are greeted at the door with

our mission statement Its about you our customers employees and

shareholders It is our vision to be the community bank that all others strive to

be We continue to seek new opportunities for growth and expect to write new

chapters to the Peoples State Bank story However as our mission statement

declares the story isnt about us its about you Thanks for 50 years

Sincerely

Peter Knitt

President CEO

PSB Holdings Inc Peoples State Bank
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by the numbers

flow vve measure longterm success Scott Cattc no SPA hii fIflUfllCil ffr

Our 996 annual report featured the story
of Peoples conversion to new

internal computer system and highlighted future customer benefits including

telephone banking home banking and cash management services At that

time few of us could have imagined just
15 years

later the prevalence of

banking technology such as mobile banking and the many ways for customers

to manage their personal and business cash flows

In addition banking regulatory oversight and the responsibility of banks

to provide customers with expanded financial disclosures has increased

exponentially For example our 996 audited financial statements were

pages long while our 2011 financial statements are over 50 pages long In

almost all areas the past 15 years
has been period of incredible change

for Peoples Have we been successful The best way to evaluate success is to

consider our financial performance in the areas most important to investors

During the past 15 years assets have grown from $204 million to $623

million an average
annual growth rate of 7.8% Average annual growth

in shareholder net book value has been even stronger at 8.3% since 1996

Shareholders have enjoyed an increased cash dividend of at least 2.5%

every year
for the past 19 years and since 1996 dividends have increased

an average
of 4.2% per year

However the greatest
financial measurement of all is performance against

the vision of Peoples founders 50 years ago to provide banking services

to local business people that met customer needs and also rewarded local

investors Investors in the original summer of 962 stock issue that have held

those shares through today have enjoyed an average
annual 2% total return

on the investment including increases in the share price and cash dividends

received during the past 50 years
Our founders sought to build base of

happy customers and enthusiastic shareholders That is success story we

continue to write
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Net nte est income $19557 $19099 $16951 $14407 $14 135

ovision for loan losses 1390 1795 3700 885 480

Net interest income
3655

after loan loss
provision

18167 17304 325 13522

Nonrterestncome 533 5363 5576 318 3700

Operating expenses 15778 15925 14829 12566 11948

Ne income befo income taxes 726 6742 3998 4140 5407

Provision for income taxes 2421 988 88 839 126/

Net income $505 $4754 $31 $3301 $A140

Diluted earnings per
share $J37 $3.04 $2.00 $2 $2 64

Cash dividends per
share $0 $0.72 $0.70 $0 68 .66

Ave age common
shares outstanding 1574153 1564256 5.9 285 548898 5652 12

Return on average assets .87% .79 540 .61

Return on average equity 78% 059c 38c 8.63% 11 .79%
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our line in time

As told through emp/oyees shareholders and customers
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ust begirning on the west side of the ye ewart Avenue was no the busy

street many know to be today ste of retal shops and bu ies he

were 1am tarT and an opportuli
for grow Ce san was ru for ne

surrounding conmuritie
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and farr rs came togethe on nights and weekend explor the oo iblity

of launchi ia new bank Over the cour of eighteen mor hs the mall group

grcw larger as nterest and excitemcnt about the bank pread

rerrember like twos yesterday said Gene WitN oundirg aeriber

the banks board It was just
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00 Fe trio ieca th dcv ia force behind what vould cor Pea Ic

State Bark

angina ti soar ew fifte W1O reali ed Wausaus

bank ig
needs we not ig se ved They start tng gula ly at
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Crooks

961 nawy ground was broken rma iert Iocaton ter eight

maiths of con lion the operations
of Peoples Sate Bank officially began

on Au 96 wher th ao ed urldi ig Par

tkry ccuHit wai rt tF new aid visired when Fe balk

was ted ou make hftt ale Wter ever ou it his tractor

am his nearby fa help al tie ive up vi idows the icy bank

buil ng The ri coopera or will igness up
tfe leeves

wau becorre th hall nc of he rew ancial in titu ia
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meet our staff

Curtis Aderholdt Katherine Hoenisch Shari Lyon Mary Schneider

Ron Aderholdt Sara Holtz Susan Mathwich Mary Schreiber

Tina Andrasek Brody Honkanen Victoria Mauritz Christine Schreiner

Dan Augustine Jennifer Huset Barbara Miller Kenneth Schultz

Keith Baars Jeffery lsaacson Erin Miller Heather Schulz

Beverly Bauman Denise Jantzen Daniel Mortensen Stephanie Seyfert

Pamela Bautsch Christopher Kalk Janis Mueller Adam Siewert

Karen Bieszk Brandon Karaba Jennifer Mulder Kari Solomonson

Gayle Boettcher Jennifer Kasmarek Tiffany Neiter Karl Spaay
Dawn Borchardt Lois Kegel Leonard Olbrantz

Shelly Spaay

Benlamin Bowman Jacqueline Kell Kerry Olson Donna Staples

Gary Brainard Karen Kindelberger Robert Olszewski Scott Staszak

Anthony Braun Kayle Kislow Darren Parker Kenneth Stengl

Lenore Breit
Lynn Klein Debra Patek Peggy Swanson

Scott Cattanach Kathy Klockziem Amy Peek Cynthia Swendrzynski

Kathy Chavez Julie Knetter Shanon Peel Paula Szydel

Leif Christianson Peter Knitt Deborah Perry Anna Tessmer

Victoria Davis Thomas Knudsen Jessica Perry Mark Tushkowski

Paula Denfeld Lynn Kosina Christopher Pfender Craig Van Der Leest

Connie
Devoe-Aspeitia Peter Kramer Alice Piehl Julie Vang

Barbara Donner Mary Kranz Debra Pradarelli Sarah Verber

Sandy Dreger Lisa Krause Gene Prei Bernadine Verick

Valerie Dreger Stuart Krause Jason Preu Tern Vrolilk

Lisa Dupree Laura Kuckkahn John Proulx Penny Wetzel

Karen Eckert Kristine LaCrosse Melanie Przybylski Jaime Weyneth
Thomas Feck Sheri Langsdorf Holly Purcell Delores Wiernasz

Heidi Fleurant Danielle Laszewski Amanda Raduechel Bradley Will

Greg Framke
Craig Lau Kathleen Rein Terry Winchell

Sarah Grabko Emmy Lawrence Kristin Reinicke Pamela Woltasiak

Peggy Hardt Kayeng Lee Moua Michelle Roland
Cynthia Wright

Janet Hegy Sydney Lenhard Dennis Rosenau Ka Youa Xiong

Patrick Heier Michelle Lewens Paige Rueth Nou Xiong

Mai Her Tina Lis Nancy Rutta Amy Young
Julia Hernandez Phong Lo Timothy Sanderson Carole Ziemendorf

Connie Higgins Jane Laos April Scheurer

Sara Hill Charlotte Ludkey Christine Schlichte

Matthew Hoenecke Dawn Lynch Lyndsay Schmeltzer




