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DEAR SHAREHOLDERS AND FRIENDS OF FIRST BUSINESS:
The third quarter of 2016 was an unusual quarter for First Business. While we
have encountered some signiﬁcant and uncharacteristic credit issues, we have
also made some great strides in working on our business and improving our
long term earnings power. The credit issues, which we take very seriously, were
disclosed in our third quarter earnings press release and 10-Q and we have
made great efforts to make the changes necessary to improve our processes
to mitigate future credit costs, although they will always remain part of the
banking business.
In this report, I would like to explain further the recent work that has been
done to continue to build long term shareholder value in a challenging
business lending environment by continuing to improve on our core
business. These improvements include revenue generating initiatives, such as
investments in our trust and investment and SBA businesses, and disciplined
expense management, which we believe will be meaningful contributors
towards achieving positive operating leverage as we move forward.

ECONOMIC TRENDS
Our progress toward integrating Alterra’s SBA lending platform across the
Company generated non-interest revenue growth in the ﬁrst half of 2016 that
far exceeded our expectations. Nationally, loan balances under the SBA’s
most popular 7(a) program were up more than 25% from just two years ago,
as of the SBA’s ﬁscal year ended September 30, 2016, and we captured a
disproportionately large share of that growth as evidenced by our inclusion on
the SBA’s list of the 100 most active 7(a) lenders(1). In order to meet continued
market demand and drive high-quality, relationship-based growth in 2017
and beyond, we are working to ensure First Business’s future SBA growth
is achieved in a measured and sustainable way. Consequently, we have
temporarily slowed our SBA production while we make proactive investments
to enhance the infrastructure, capacity and scalability of the business.
The deliberate, temporary reduction in SBA production is accompanied
by broader industry headwinds for our rate of near-term growth. While the
national economy has been expanding at a moderate pace this year, it has
been primarily driven by growth in the consumer segment, a segment in which
we do not meaningfully participate. Commercial and industrial lending in
our market has been stagnant or shrinking as the manufacturing sector loan
demand has been particularly sluggish. This makes the competition for quality
commercial credits that much more aggressive, and we are witnessing other
banks loosening structures and cutting pricing in a manner that we simply
won’t consider. Our commitment to quality, combined with elevated payoffs
during the ﬁrst half of the year, has resulted in loans growing in 2016, but at a
modest rate by First Business’s historical standards. Period-end gross loans
and leases receivable grew to $1.458 billion at September 30, 2016, increasing
$81.1 million, or 5.9%, from September 30, 2015.

REVENUE DIVERSIFICATION ABATES HEADWINDS
In light of these short-term challenges, we have taken several important steps
to improve our revenue outlook. We expect our SBA platform investments
to yield meaningful and sustainable income streams as we move into the
future. In addition, we’ve recently reduced the rate paid on the majority of
money market and interest-bearing transaction accounts across the First

Business footprint. Exclusive of any material market-driven rate or depositmix changes, we expect this will have a favorable impact on our net interest
margin as we continue to manage to our long-term target of 3.50%.

This growth trajectory is even more
impressive when compared to the rest of
the banking industry. From 2012 to 2015,
our trust and investment services fee
income grew at a compound annual rate
of approximately 19%, which ranks First
Business in the 80th percentile of publicly
traded banks with $1-$5 billion in total
assets during the same time period(2).

Millions

Further, we are seeing the results of investments made in our trust and
investment services business, which again posted record non-interest income
totaling $1.4 million for the third quarter of 2016, up 9.0% from the prior year
on record levels of trust assets under management and administration. Within
the last twelve months we signiﬁcantly
expanded our trust and investment sales
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Source: FBIZ management. 2016 data represents
balances as of September 30, 2016.

EFFICIENCY - A CORE STRENGTH
Efﬁciency is the core of our business
banking model, and expense discipline is in our DNA at First Business. Our
commitment to efﬁcient execution naturally leads us to evaluate expense run
rates to align with revenue expectations. This mindset of efﬁciency drives our
business, from our limited branch network to our unique funding structure,
from our niche business focus to our investments in talent and technology.
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At the end of the third quarter of 2016, we initiated measures to moderate
annual operating costs,
including the announcement
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the Company’s long-term
operating goal of 58-62%.
At the same time, our
commitment to building a

Source: SNL Financial. “All BHCs” represents all Bank Holding Companies.

scalable organization remains unchanged. Excluding the impact of tax credit
investment impairment expense, the $455,000 increase in total non-interest
expense year-over-year primarily reﬂects an 11.4% increase in full-time
equivalent employees to 263 at September 30, 2016 from 236 at September
30, 2015. We have scaled back in other areas in order to maintain our
commitment to investing in our greatest asset - talent. Accelerating growth
in our Milwaukee market, for example, is a direct outcome of the additional
investment in talent we strategically made there two years ago.
Similarly, our SBA business has demonstrated its clear potential to provide
a meaningful earnings catalyst for First Business. When our investments are
complete, we expect our enhanced SBA program to further build franchise
value with a relationship approach that is unique in a typically transactional
SBA lending market.

LOOKING FORWARD
At First Business, we continue to do the work necessary to build long term
value in our differentiated business banking franchise.
We are committed to our long-term key objectives: drive top line revenue
growth, strengthen in-market deposit mix, generate consistent, strong
proﬁtability, and deliver earnings per share growth. We strongly believe
our recent and current expense reductions, revenue initiatives, investments
in talent, core asset quality and ongoing discipline in the day-to-day
management of our franchise will serve us well in achieving these objectives
over the long term.
We fully believe our unique, niche business banking model has substantial
capacity for high-quality growth, and we plan to achieve it over time, in a
responsible, proﬁtable and sustainable way.
As always, thank you for your continued support of First Business.
Sincerely,

Corey Chambas, President and CEO
(1) Source: www.SBA.gov
2) Source: SNL. Represents publicly traded banks with $1-$5 billion in total assets as of September 30, 2016 and that reported trust and
investment services fee income of at least $1 million for the full year ended 2015.
This letter includes “forward-looking statements” related to First Business Financial Services, Inc. (the “Company”) that can generally be
identiﬁed as describing the Company’s future plans, objectives, goals or expectations. Such forward-looking statements are subject to risks
and uncertainties that could cause actual results or outcomes to differ materially from those currently anticipated. These forward-looking
statements are made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. For further information
about the factors that could affect the Company’s future results, please see the Company’s most recent quarterly report on Form 10-Q and
other ﬁlings with the Securities and Exchange Commission.

Financial Highlights
As of and for the Three Months Ended

Income Statement Data

9/30/16

9/30/15 % Change

As of and for the Nine Months Ended

9/30/16

9/30/15 % Change

(in thousands)

Net interest income
Non-interest income, excluding
gain on sale of securities
Total operating revenue
Total operating expense (1)
Non-GAAP pre-tax adjusted earnings (2)

$ 15,295

$ 14,610

4.7%

$ 46,575

$ 43,728

6.5%

3,640
18,935
12,048
6,887
3,537
16
375
3,314
–

(11.3)%
1.2%
(0.7)%
4.6%
1,132.4%
(100.0)%
(11.1)%
*
*
*
(105.5)%
(240.5)%
(42.0)%

14,050
60,625
37,874
22,751
6,824
93
48
375
3,520
(7)
11,898
1,095
$ 10,803

12,076
55,804
35,813
19,991
1,491
(178)
55
–
–
–
18,623
6,192
$ 12,431

16.3%
8.6%
5.8%
13.8%
357.7%
(152.2)%
(12.7)%
*
*
*
(36.1)%
(82.3)%
(13.1)%

62.47%

64.18%

$ 1.24
0.36

$ 1.43
0.33

Provision for loan and lease losses
Net loss (gain) on foreclosed properties
Amortization of other intangible assets
Recourse reserves
Impairment of tax credit investments
Loss (gain) on sale of securities
Income (loss) gain before income tax expense
Income tax (beneﬁt) expense
Net income

(355)
(2,895)
$ 2,540

4,102
18,712
12,129
6,583
287
(163)
18
_
–
–
6,441
2,060
$ 4,381

Efﬁciency ratio (3)

63.63%

64.82%

$ 0.29
0.12
16.88

$ 0.50
0.11
15.60

Common Per Share Data(4)
Earnings - Diluted
Cash dividend declared
Period end tangible book value

Balance Sheet Data (in millions)

9/30/16
$ 1,458
1,772
1,117
160

Total gross loans and leases
Total assets
In-market deposits (5)
Stockholders’ equity

(42.2)%
9.1%
8.2%

(13.3)%
9.1%

9/30/15 % Change
$ 1,377
5.9%
1,743
1.7%
1,063
5.1%
148
8.1%

* Not meaningful
(1) “Operating expense” is a non-GAAP measure deﬁned as non-interest expense excluding losses or gains on foreclosed properties,
other discrete items that are unrelated to our primary business activities and amortization of other intangible assets, if any.
(2) “Non-GAAP pre-tax adjusted earnings” is a non-GAAP measure deﬁned as pre-tax income excluding the effects of provision
for loan and leases losses, other identiﬁable costs of credit and other discrete items that are unrelated to First Business’s primary
business activities.
(3) “Efﬁciency ratio” is a non-GAAP measure deﬁned as total operating expense divided by total operating revenue. Please refer
to the calculations and management’s reason for using these measures in the Company’s most recent investor presentation,
furnished as an exhibit to our Current Report on Form 8-K dated November 18, 2016.
(4) All per share amounts have been adjusted to reﬂect the 2-for-1 stock split in the form of a 100% stock dividend completed in
August 2015.
(5) Total deposits excluding wholesale deposits.

Stock Performance
This table shows the high, low, and closing price for
FBIZ’s common stock in recent quarters as reported by
NASDAQ.

Quarter
Ending

Trade Price
High
Low

Closing
Price

Volume

9/30/16

24.74

20.96

23.50

872,940

6/30/16

25.94

22.19

23.47

1,251,542

3/31/16

24.70

20.06

22.93

1,640,080

12/31/15

27.35

21.90

25.01

1,613,868

9/30/15

23.92

20.62

23.52

2,014,747

Dividend Reinvestment
and Stock Purchase Plan
The corporation offers its shareholders a convenient
and economical plan to increase their investment in
First Business Financial Services common stock. This
plan provides a method of investing cash dividends and
voluntary cash payments in additional shares of common
stock without payment of brokerage commissions or
service charges.
Individuals who wish to purchase FBIZ stock for the ﬁrst
time may also participate in this plan. For additional
information about the plan and a brochure, please
contact:

Computershare CIP
c/o Computershare Investor Services
P.O. Box 30170
Annual and quarterly shareholder reports, regulatory
ﬁlings, press releases, and articles about the corporation College Station, TX 77842-3170
which have appeared in various publications are
www.computershare.com/investor
generally available in the “Investor Relations” section of
our website, www.ﬁrstbusiness.com, or may be obtained 1-800-893-4698 (U.S. and Canada)
from Mr. Ed Sloane, Jr. by calling (608) 232-5970 or via
1-781-575-3120 (Outside U.S. and Canada)
e-mail at esloane@ﬁrstbusiness.com.

Investor Materials

Equipment Finance Business Development Office

Factoring Office

Asset-Based Lending Business Development Office

Charlotte, NC

Appleton, WI

Cleveland, OH

Kenosha, WI
Detroit, MI

Milwaukee, WI

Hockessin, DE

2014, November – Alterra Bank

2014, September – First Business Bank - Milwaukee establishes Kenosha Region

2012, November – First Business Factors

2006, September – First Business Bank establishes Northeast Region

2001, December – First Business Trust & Investments

2000, June – First Business Bank - Milwaukee

1998, October – First Business Equipment Finance, LLC.

1995, May – First Business Capital Corp.

1990, April – First Business Bank

Timeline

Kansas City

St. Louis, MO

Chicago, IL

Madison, WI

Minneapolis, MN

Seattle, WA

Banking Office

Denver, CO

Footprint

401 Charmany Drive . Madison, WI 53719

