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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

AMENDMENT NO. 2 TO

FORM S-1
REGISTRATION STATEMENT UNDER THE SECURITIES ACT OF 1933

HOME FEDERAL BANCORP, INC.

(Exact name of registrant as specified in its charter)

Federal 6035 20-0945587

(State or other jurisdiction of (Primary Standard Industrial (I.R.S. Employer

incorporation or organization) Classification Code Number) Identification
Number)

500 12th Avenue South
Nampa, Idaho 83653
(208) 466-4634
(Address, including zip code, and telephone number,
including area code, of registrant's principal executive offices)

John F. Breyer, Jr., Esquire
Breyer & Associates PC
8180 Greensboro Drive, Suite 785
McLean, Virginia 22102
(703) 883-1100
(Name, address, including zip code, and telephone number,
including area code, of agent for service)

Approximate date of commencement of proposed sale to the public:
As soon as practicable after this registration statement becomes effective.

If any of the securities being registered on this Form are to be offered on a
delayed or continuous basis pursuant to Rule 415 under the Securities Act of
1933, check the following box. [X]

If this Form is filed to register additional securities for an offering pursuant
to Rule 462 (b) under the Securities Act, please check the following box and list
the Securities Act registration statement number of the earlier effective
registration statement for the same offering. [ ]

If this Form is a post-effective amendment filed pursuant to Rule 462 (c) under
the Securities Act, check the following box and list the Securities Act
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registration statement number of the earlier effective registration statement
for the same offering. [ ]

If this Form is a post-effective amendment filed pursuant to Rule 462 (d) under
the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [ ]

If delivery of the prospectus is expected to be made pursuant to Rule 434,
please check the following box. [ ]

Calculation of Registration Fee

Title of Each Class of Securities Amount to be Proposed Maximum Proposed Maxim

to be Registered Registered (1) Offering Price Per Unit Aggregate Offering
Common Stock, $0.01 par value 5,416,960 $10.00 $54,169,600 (
(1) Estimated solely for purposes of calculating the registration fee. As

described in the prospectus, the actual number of shares to be issued and
sold are subject to adjustment based upon the estimated pro forma market
value of the registrant and market and financial conditions.

(2) In addition, pursuant to Rule 416(c) under the Securities Act, this
registration statement also covers an indeterminate amount of interests to
be offered or sold pursuant to the Home Federal Savings and Loan
Association of Nampa 401 (k) Savings Plan.

(3) The securities of Home Federal Bancorp, Inc. to be purchased by the Home
Federal Savings and Loan Association of Nampa 401 (k) Savings Plan are
included in the amount shown for Common Stock. Accordingly, pursuant to
Rule 457 (h) of the Securities Act, no separate fee is required for the
participation interests. Pursuant to such rule, the amount being registered
has been calculated on the basis of the number of shares of Common Stock
that may be purchased with the current assets of such Plan.

(4) Previously paid.

The registrant hereby amends this registration statement on such date or dates
as may be necessary to delay its effective date until the registrant shall file
a further amendment which specifically states that this registration statement
shall thereafter become effective in accordance with Section 8(a) of the
Securities Act of 1933 or until the registration statement shall become
effective on such date as the Securities and Exchange Commission, acting
pursuant to said Section 8 (a), may determine.
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Transactions and Directors
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Indemnification for Securities Act Liabilities
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PROSPECTUS SUPPLEMENT

HOME FEDERAL BANCORP, INC.
HOME FEDERAL SAVINGS AND LOAN ASSOCIATION OF NAMPA
401 (K) SAVINGS PLAN AND TRUST

This prospectus supplement relates to the election by participants in
the Home Federal Savings and Loan Association of Nampa 401 (k) Savings Plan to
direct the plan trustee to invest all or a portion of their funds in the plan in
the common stock of Home Federal Bancorp, Inc. ("Home Federal Bancorp"). The
Home Federal Savings and Loan Association of Nampa 401 (k) Savings Plan is
referred to in this prospectus supplement as the 401 (k) Plan.

The common stock may be purchased through an additional investment
option called the Employer Stock Fund. The interests offered under this
prospectus supplement are conditioned on the completion of the mutual holding
company reorganization of Home Federal Savings and Loan Association of Nampa
("Home Federal"). Your investment in the Employer Stock Fund in connection with
the reorganization of Home Federal is also governed by the purchase priorities
contained in Home Federal's plan of reorganization. The 401 (k) Plan permits you,
as a participant, to direct the trustee of the Employer Stock Fund to purchase
Home Federal Bancorp common stock with amounts in the 401 (k) Plan attributable
to your accounts. This prospectus supplement relates solely to the initial
election of a participant to direct the purchase of Home Federal Bancorp common
stock in the mutual holding company reorganization and not to any future
purchases under the 401 (k) Plan or otherwise.

The prospectus dated , 2004 of Home Federal Bancorp, which is
being delivered with this prospectus supplement, includes detailed information
with respect to Home Federal Bancorp, the reorganization, Home Federal Bancorp
common stock and the financial condition, results of operations and business of
Home Federal Bancorp. This prospectus supplement, which provides detailed
information with respect to the 401 (k) Plan, should be read only in conjunction
with the prospectus.

For a discussion of certain factors that you should consider before investing,
see "Restrictions on Resale" at page 12 in this prospectus supplement
and "Risk Factors" beginning on page 1 in the prospectus.

The securities offered hereby are not deposits or accounts and are not
federally insured or guaranteed.
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The securities offered hereby have not been approved or disapproved by
the Securities and Exchange Commission, the Office of Thrift Supervision, or any
state securities commission or agency, nor have these agencies passed upon the
accuracy or adequacy of this prospectus supplement. Any representation to the
contrary is a criminal offense.

The date of this prospectus supplement is , 2004.

This prospectus supplement contains information you should consider
when making your investment decision. You should rely only on the information
provided in this prospectus supplement. Home Federal Bancorp has not authorized
anyone else to provide you with different information. Home Federal Bancorp is
not making an offer of its common stock in any state where an offer is not
permitted. The information in this prospectus supplement is accurate only as of
the date of this prospectus supplement, regardless of the time of delivery of
this prospectus supplement or any sale of Home Federal Bancorp common stock.
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THE OFFERING

Election to Purchase Home Federal Bancorp Common Stock in the Reorganization and
Stock Offering
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In connection with the Home Federal mutual holding company
reorganization, the 401 (k) Plan will permit each participant to direct that all
or part of the funds in his or her accounts under the 401 (k) Plan be transferred
to the Employer Stock Fund and used to purchase Home Federal Bancorp common
stock in the stock offering. The trustee of the Employer Stock Fund will follow
the participants' directions and exercise subscription rights to purchase the
common stock in the stock offering to the extent provided in our plan of
reorganization. Funds in the 401 (k) Plan that you do not want to be used to
purchase Home Federal Bancorp common stock will remain invested in accordance
with your investment instructions in effect at the time.

Respective purchases by the 401 (k) Plan in the stock offering will be
counted as purchases by the individual participants at whose election they are
made, and will be subject to the purchase limitations applicable to the
individual, rather than being counted in determining the maximum amount that the
Home Federal Bancorp tax—-qualified employee plans (as defined in the prospectus)
may purchase in the aggregate. See "Home Federal's Reorganization and Stock
Offering - Subscription Offering" in the prospectus.

All plan participants are eligible to direct a transfer of funds to the
Employer Stock Fund. However, these directions are subject to the purchase
priorities in the plan of reorganization of Home Federal. Your order will be
filled based on your status as an eligible account holder or supplemental
eligible account holder in the stock offering. An eligible account holder is a
depositor whose deposit account (s) totaled $50.00 or more on December 31, 2002.
A supplemental eligible account holder is a depositor whose deposit account (s)
totaled $50.00 or more on June 30, 2004. If you fall into one of the above
subscription offering categories, you have subscription rights to purchase
shares of Home Federal Bancorp common stock in the subscription offering and you
may use funds in the 401 (k) Plan account to pay for the shares of Home Federal
Bancorp common stock that you are eligible to purchase.

If we receive subscriptions for more shares than are to be sold in the
offering, shares will be allocated to subscribers in the order of the priorities
established in the Home Federal Bancorp plan of reorganization under a formula
outlined within the plan of reorganization. In that case, as a result of the
allocation, the trustee for the 401 (k) Plan may not be able to purchase all of
the common stock you requested in the stock offering. The trustee would purchase
in the stock offering as many shares as it is able and would pro-rate those
shares to each participant's account based on the purchase priorities contained
in the Home Federal Bancorp plan of reorganization and outlined above.

Securities Offered

The securities offered in connection with this prospectus supplement
are participation interests in the 401 (k) Plan. In connection with the mutual
holding company reorganization, and subject to any limits set out in the plan of
reorganization, up to 100 percent of the assets of the 401 (k) Plan may be used
by the 401 (k) Plan trustee to acquire our common stock for the accounts of
employees participating in the 401 (k) Plan. Based on the asset value of the
401 (k) Plan as of December 31, 2003 and the offering price, up to 270,729 shares
of our common stock could be acquired by the 401 (k) Plan. Home Federal Bancorp
is the issuer of the common stock and only the employees of Home Federal Bancorp
and Home Federal may participate in the 401 (k) Plan. Information relating to the
401 (k) Plan is contained in this prospectus supplement and information relating
to Home Federal Bancorp, the reorganization and the financial condition, results
of operations and business of Home Federal Bancorp is contained in the
prospectus delivered with this prospectus supplement. The address of our
principal executive office is 500 12th Avenue South, Nampa, Idaho 83653, and our
telephone number is (208) 466-4634. As of December 31, 2003, the market value of
the assets of the 401 (k) Plan equaled approximately $2.7 million. The plan
administrator has informed each participant of the value of his or her
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beneficial interest in the 401 (k) Plan. The value of 401 (k) Plan assets
represents past contributions to the 401 (k) Plan on your behalf, plus or minus
earnings or losses on the contributions, less previous withdrawals.

Method of Directing Transfer

Included with this prospectus supplement is an election and investment
form. If you wish to direct some or all of your beneficial interest in the
assets of the 401 (k) Plan into the Employer Stock Fund to purchase Home Federal
Bancorp common stock in the reorganization, you should indicate that decision by
checking the appropriate box of the election form and completing this part of
the election form. If you do not wish to make an election at this time, you do
not need to take any action.

Time for Directing Transfer

The deadline for submitting a direction to transfer amounts to the
Employer Stock Fund in order to purchase Home Federal Bancorp common stock in
the stock offering is , 2004, unless extended. Your completed election
form must be returned to the stock information center, 500 12th Avenue South,
Nampa, Idaho 83653, by 12:00 Noon, Mountain time on that date.

Irrevocability of Transfer Direction

Once received in proper form, your executed election form may not be
modified, amended or revoked without our consent unless the stock offering has
not been completed within 45 days after the end of the subscription and
community offering. See also "Investment of Contributions - Home Federal Bancorp
Common Stock Investment Election Procedures" below.

Subsequent Elections

After the offering, you will continue to be able to direct the
investment of past balances and current contributions in the investment options
available under the 401 (k) Plan, including the Employer Stock Fund (the
percentage invested in any option must be a whole percent). The allocation of
your interest in the wvarious investment options offered under the 401 (k) Plan
may be changed daily. Special restrictions may apply to transfers directed to or
from the Employer Stock Fund by those participants who are our executive
officers and principal stockholders and are subject to the provisions of Section
16(b) of the Securities Exchange Act of 1934, as amended. In addition, executive
officers of Home Federal Bancorp and Home Federal will not be able to transfer
their initial investment out of the Employer Stock Fund for a period of one year
following consummation of the reorganization and stock offering.

Purchase Price of Home Federal Bancorp Common Stock

Shares of Home Federal Bancorp common stock purchased through the
401 (k) Plan will be held in the Employer Stock Fund. Based on the requirements
of the trustee, units in this Fund will consist of shares of Home Federal common
stock and cash. The funds transferred to the Employer Stock Fund for the
purchase of Home Federal Bancorp common stock in the stock offering will be used
by the trustee to purchase shares of the common stock. Because of the cash
component of the Employer Stock Fund, the price paid for the shares of Home
Federal Bancorp common stock will be $10.70 per share, as compared to the $10.00
per share paid by all other persons who purchase our common stock in the stock
offering.
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Nature of a Participant's Interest in Home Federal Bancorp Common Stock

Home Federal Bancorp common stock will be held in the name of the
trustee of the Employer Stock Fund, in its capacity as trustee. Because the
401 (k) Plan actually purchases the shares, you will acquire a "participation
interest" in the shares and not own the shares directly. The trustee will
maintain individual accounts reflecting each participant's individual interest
in the Employer Stock Fund.

Voting and Tender Rights of Home Federal Bancorp Common Stock

The plan administrator generally will exercise voting rights
attributable to all of the common stock held by the Employer Stock Fund. With
respect to matters involving tender offers for Home Federal Bancorp, the plan
administrator will vote shares allocated to participants in the 401 (k) Plan, as
directed by participants with interests in the Employer Stock Fund. The trustee
will provide to you voting instruction rights reflecting your proportional
interest in the Employer Stock Fund. The number of shares of common stock held
in the Employer Stock Fund that the trustee votes in the affirmative and
negative on each matter will be proportionate to the voting instructions given
by the participants. Where no voting or tender offer instructions are given by
the participant, the shares shall be voted or tendered in the manner directed by
the plan administrator.

DESCRIPTION OF THE 401 (k) PLAN
Introduction

The 401 (k) Plan was adopted by Home Federal and is formally named the
"Home Federal Savings and Loan Association of Nampa 401 (k) Savings Plan." This
profit sharing plan contains a cash-or-deferred feature described at Section
401 (k) of the Internal Revenue Code of 1986, as amended, to encourage employee
savings and to allow eligible employees to supplement their income upon
retirement.

Reference to Full Text of 401 (k) Plan. The following statements are
summaries of certain provisions of the 401 (k) Plan. They are not meant to be a
complete description of these provisions and are qualified in their entirety by
the full text of the 401 (k) Plan. Copies of the 401 (k) Plan are available to all
employees. You should submit your request to the plan administrator, Home
Federal Savings and Loan Association of Nampa, 500 12th Avenue South, Nampa,
Idaho 83653. We encourage you to read carefully the full text of the 401 (k) Plan
to understand your rights and obligations under the plan.

Tax and Securities Laws. Participants should consult with legal counsel
regarding the tax and securities laws implications of participation in the
401 (k) Plan. Any officers or beneficial owners of more than 10% of the
outstanding shares of common stock should consider the applicability of Sections
16(a) and 16(b) of the Securities Exchange Act of 1934, as amended, to his or
her participation in the 401 (k) Plan. See "Securities and Exchange Commission
Reporting and Short Swing Profit Liability" on page 14 of this prospectus
supplement.

Eligibility and Participation
All employees of Home Federal Bancorp or a subsidiary are eligible to

participate in the cash or deferred portion (i.e., that portion of the Plan
under which 401 (k) deferrals are made) as of the first day of the month
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following the commencement of employment. All employees of Home Federal Bancorp
or a subsidiary who have completed at one Year of Service are eligible to
participate in the profit sharing and matching contribution portions of the

401 (k) Plan, as of the next following January 1 or July 1. As of December 31,
2003, there were approximately 232 employees eligible to participate in the cash
or deferred portion of the 401 (k) Plan, and 109 employees had elected to
participate in the cash or deferred portion of the 401 (k) Plan.

Contributions Under the 401 (k) Plan

401 (k) Contributions. The 401 (k) Plan permits each participant to defer
receipt of up to 100 percent of their annual compensation, not to exceed $13,000
(for 2004), and to have that compensation contributed to the 401 (k) Plan.
Generally, the plan describes a participant's annual compensation as total
compensation while the employee is a participant, taking into account pre-tax
deferrals and excluding fringe benefits. However, no more than $205,000 of
compensation may be taken into account for purposes of determining 401 (k)
contributions (and matching contributions) for 2004. You may modify the rate of
your future 401 (k) contributions by filing a new deferral agreement with the
plan administrator. Modifications to your rate of 401 (k) contributions may take
effect as soon as practicable following when you make your revised deferral
election.

Catch-Up 401 (k) Contributions. The 401 (k) Plan permits each participant
who has attained age 50 to defer up to an additional $3,000 (for 2004) into the
401 (k) Plan. Catch-up 401 (k) contributions are not subject to any limitations
other than the $3,000 dollar limitation.

Matching Contributions. The 401 (k) Plan currently provides for matching
contributions to the 401 (k) Plan. The annual matching contribution amount is
determined by Home Federal Bancorp (and may be zero).

Profit Sharing Contributions. The 401 (k) Plan currently permits Home
Federal Bancorp to make discretionary profit sharing contributions to the Plan.
To be eligible for a profit sharing contribution in any year, you must be
actively employed with Home Federal Bancorp or Home Federal on the last day of
the Plan Year, or have terminated employment during the year having completed at
least 501 hours of service during the Plan Year. Profit sharing contributions
are allocated proportionally among eligible participants based on compensation.

Rollover Contributions. You may also rollover or directly transfer
accounts from another qualified plan or an individual retirement account
("IRA"), provided the rollover or direct transfer complies with applicable law.
If you want to make a rollover contribution or direct transfer, you should
contact the plan administrator.

Limitations on Contributions

Limitations on 401 (k) Contributions. Although the 401 (k) Plan allows
you to defer receipt of up to 100% of your compensation each year as a 401 (k)
contribution, federal law limits your total 401 (k) contributions under the
401 (k) Plan, and any similar plans, to $13,000 for 2004. This annual limitation
will increase by $1,000 for each subsequent year until 2006, when the annual
deferral limit will be $15,000. 401 (k) contributions in excess of this
limitation are considered excess deferrals, and will be included in an affected
participant's gross income for federal income tax purposes in the year the
401 (k) contribution is made. In addition, any excess deferral will again be
subject to federal income tax when distributed by the 401 (k) Plan to the
participant, unless the excess deferral, together with any income earned on the
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excess deferral, is distributed to the participant not later than the first
April 15th following the close of the taxable year in which the excess deferral
is made. Any income on the excess deferral that is distributed not later than
such date shall be treated, for federal income tax purposes, as earned and
received by the participant in the taxable year in which the distribution is
made.

Limitations on Annual Additions and Benefits. Pursuant to the
requirements of the Internal Revenue Code, the 401 (k) Plan provides that the
total amount of all contributions and forfeitures (annual additions) allocated
to participants during any plan year may not exceed the lesser of 100% of the
participant's compensation for the plan year, or $41,000. The $41,000 limit will
be increased from time to time to reflect increases in the cost of living.
Annual additions for this purpose generally include 401 (k) deferrals, matching
contributions and employer contributions to this or any other qualified plan
sponsored by Home Federal Bancorp. Annual additions do not include rollover
contributions.

Limitation on 401 (k) and Matching Contributions for Highly Compensated
Employees. Sections 401 (k) and 401 (m) of the Internal Revenue Code limit the
amount of 401 (k) contributions and matching contributions that may be made to
the 401 (k) Plan in any plan year on behalf of highly compensated employees
(defined below) in relation to the amount of 401 (k) contributions and matching
contributions made by or on behalf of all other employees eligible to
participate in the 401 (k) Plan. Specifically, the percentage of 401 (k)
contributions made on behalf of a participant who is a highly compensated
employee shall be limited so that the average actual deferral percentage for the
group of highly compensated employees for the current plan year does not exceed
the greater of (i) the average actual deferral percentage for the group of
eligible employees who are non-highly compensated employees for the prior plan
year multiplied by 1.25; or (ii) the average actual deferral percentage for the
group of eligible employees who are non-highly compensated employees for the
prior plan year, multiplied by two (2); provided that the difference in the
average actual deferral percentage for eligible non-highly compensated employees
does not exceed 2%. Similar discrimination rules apply to matching
contributions. The discrimination rules do not apply to 401 (k) catch-up
contributions.

In general, a highly compensated employee includes any employee who was
a 5% owner of the employer at any time during the year or preceding year or had
compensation for the preceding year in excess of $90,000. The dollar amount in
the foregoing sentence is for the plan year ended December 31, 2004. This amount
may be adjusted to reflect increases in the cost of living.

Contributions allocated to highly compensated employees that exceed the
average deferral limitation in any plan year are referred to as excess
contributions. In order to prevent the disqualification of the 401 (k) Plan, any
excess 401 (k) contributions, together with any income earned on these excess
contributions, must be distributed to the highly compensated employees before
the close of the following plan year. However, the employer will be subject to a
10% excise tax on any excess contributions unless the excess contributions,
together with any income earned on these excess contributions, are distributed
before the close of the first 2 1/2 months following the plan year to which the
excess contributions relate. Matching contributions that relate to the returned
deferral contributions will be forfeited (if not vested) or distributed (if
vested) at the same time as the excess deferral contributions are returned to
you. Regarding matching contributions that do not satisfy the limitation tests
described above, in order to prevent the disqualification of the 401 (k) Plan,
any excess matching contributions, together with any income earned on these

10
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excess contributions, must be distributed to the highly compensated employees
before the close of the following plan year. Excess matching contributions, plus
income allocable thereto, will be forfeited (if not vested) or distributed (if
vested). There are specific rules for determining which highly compensated
employees will be affected by the excess contribution return rules, and the
amount of excess 401 (k) contributions and matching contributions that must be
returned to the affected employees.

Deduction Limits. Matching and profit sharing contributions are subject
to and limited by Internal Revenue Code deduction rules. Contributions will not
be made to the extent they would be considered nondeductible. 401 (k)
contributions are neither subject to nor limited by the Internal Revenue Code
deduction rules.

Top-Heavy Plan Requirements. If for any plan year the 401 (k) Plan is a
top-heavy plan, then minimum contributions may be required to be made to the
401 (k) Plan on behalf of non-key employees. Contributions otherwise being made
under the Plan may apply to satisfy these requirements.

In general, the 401 (k) Plan will be regarded as a "top-heavy plan" for
any plan year if, as of the last day of the preceding plan year, the aggregate
balance of the accounts of participants who are key employees exceeds 60% of the
aggregate balance of the accounts of all participants. Key employees generally
include any employee who, at any time during the plan year, is (1) an officer of
Home Federal Bancorp or its subsidiaries having annual compensation in excess of
$130,000 who is in an officer in an administrative or policy-making capacity,

(2) a 5% owner of Home Federal Bancorp (i.e., owns directly or indirectly more
than 5% of the stock of Home Federal Bancorp, or stock possessing more than 5%
of the total combined voting power of all stock of Home Federal Bancorp) or (3)
a 1% owner of Home Federal Bancorp having annual compensation in excess of
$150,000. The $130,000 dollar amount (but not the $150,000 amount) in the
foregoing sentence are for 2004, and will adjusted in the future for cost of
living increases.

Investment of Contributions

Investment Options. All amounts credited to participants' accounts
under the 401 (k) Plan are held in trust. The trust is administered by a trustee
appointed by Home Federal Bancorp's Board of Directors.

You must instruct the trustee as to how funds held in your account are
to be invested. In addition to the Employer Stock Fund, which will consist of
shares of Home Federal Bancorp common stock and cash, participants may elect to
instruct the trustee to invest such funds in any or all of the following
investment options:

ING VP Money Market Portfolio, Class I - seeks to provide high
current return, consistent with preservation of capital and
liquidity by investing in high-quality money market
instruments.

ING VP Bond Portfolio, Class I Fund - seeks to provide as high
a level of total return as is consistent with reasonable risk,

primarily through investment in a diversified portfolio of

5

investment-grade corporate bonds and debt securities issued or
guaranteed by the U.S. Government, its agencies or
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instrumentalities.

ING Governmental Fund, Class A - seeks to provide income
consistent with the preservation of capital through investment
in securities issued or guaranteed by the U.S. Government, its
agencies or instrumentalities.

ING Fixed Account - seeks to provide stability; guarantees a
minimum rate of interest for the life of the contract, and may
credit a higher interest rate from time to time.

Templeton Global Bond Fund, Class A - seeks to provide capital
appreciation and growth of income.

ING VP Index Plus LargeCap Portfolio - seeks to outperform the
total return performance of the Standard & Poor's 500
Composite Index (S&P 500), while maintaining a market level of
risk.

Oppenheimer Main Street Fund, Class A - seeks a high total
return.

Pioneer Fund, Class A - seeks reasonable income and capital
growth.

Fidelity VIP Contrafund Portfolio, Initial Class - seeks
long-term capital appreciation.

MFS Capital Opportunities Fund, Class A - seeks capital
appreciation.

Fidelity Advisor Mid Cap Fund, Class T - seeks long-term
capital growth.

Franklin Small-Mid Cap Growth Fund, Class A - seeks long-term
capital growth.

ING VP Index Plus SmallCap Portfolio - seeks to outperform the
total return performance of the Standard and Poor's Small-Cap
600 Index (S&P 600), while maintaining a market level of risk.

Lord Abbett Series Fund, Mid-Cap Value Portfolio, Class VC -
seeks capital appreciation through investments, primarily in
equity securities, which are believed to be undervalued in the
marketplace.

ING VP International Value Portfolio, Class I - seeks
long-term capital appreciation.

Janus Aspen Series Worldwide Growth Portfolio, Institutional
Shares - seeks long-term growth of capital in a manner
consistent with the preservation of capital.

ING American Century Small Cap Value Portfolio, Initial Class
- seeks long-term growth of capital; income is a secondary

objective.

ING Baron Small Cap Growth Portfolio, Initial Class - seeks
capital appreciation.

ING VP Index Plus MidCap Portfolio, Class I - seeks to
outperform the total return performance of the Standard &
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Poor's MidCap 400 Index (S&P 400), while maintaining a market
level of risk.

Washington Mutual Investors Fund, Class R3 - seeks to produce
income and to provide an opportunity through growth of
principal consistent with sound common stock investing.

American Balanced Fund, Class R3 - seeks conservation of
capital, current income and long-term growth of capital and
income.

6

For descriptions of these other investment options available to 401 (k)
Plan participants, you may request a prospectus for each of the investment
options from the plan administrator. If no investment direction is given, all
contributions to a participant's account will be invested in the Money Market
Fund.

The investment in Home Federal Bancorp common stock involves certain
risks. No assurance can be given that units in the Employer Stock Fund purchased
pursuant to the 401 (k) Plan will thereafter be able to be sold at a price equal
to or in excess of the purchase price. See also "Risk Factors" in the
prospectus.

Home Federal Bancorp Common Stock Investment Election Procedures. You
may instruct the trustee to purchase Home Federal Bancorp common stock by
redirecting funds from your existing accounts into the Employer Stock Fund by
filing an election form with the plan administrator on or prior to the election
deadline. The amount of funds redirected into the Employer Stock Fund must be
allocated in whole dollar increments from investment options containing the
participant's 401 (k) Plan funds. When you instruct the trustee to redirect the
funds in your existing accounts into the Employer Stock Fund in order to
purchase units in the Employer Stock Fund, the trustee will liquidate funds from
the appropriate investment option(s) and apply such redirected funds as
requested, in order to effect the new allocation. Approximately 93% of the
elected funds will be invested in Home Federal Bancorp common stock and the
remaining 7% will be invested in a money market account.

For example, you may fund an election to purchase $1,000 worth of the
Employee Stock Fund by redirecting the aggregate purchase price of $1,000 for
the shares from the following investment options (provided the necessary funds
are available in such Investment Options): (i) 10% from the ING VP Money Market
Fund, (ii) 30% from the ING Bond Fund, and (iii) 60% from the Lord Abbett
Mid-Cap Value Fund. In such case, the trustee would liquidate $100 of the
participant's funds from the Money Market Fund, $300 from funds in the Bond Fund
and $600 from funds in the Mid-Cap Value Fund to raise the $1,000 aggregate
purchase price. If your instructions cannot be fulfilled because you do not have
the required funds in one or more of the investment options to purchase the
shares of Home Federal Bancorp common stock subscribed for, you will be required
to file a revised election form with the plan administrator by the election
deadline. Once received in proper form, an executed election form may not be
modified, amended or rescinded without our consent unless the stock offering has
not been completed within 45 days after the end of the subscription and
community offering.

Adjusting Your Investment Strategy. Until changed in accordance with
the terms of the 401 (k) Plan, future allocations of your contributions would
remain unaffected by the election to purchase units in the Employer Stock Fund
through the 401 (k) Plan in the reorganization. You may modify a prior investment
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allocation election or request the transfer of funds to another investment
vehicle by telephone at (800) 584-6001 or on the Internet at
www.ingretirementplans.com. After the reorganization and stock offering,
modifications and fund transfers relating to the Employer Stock Fund will be
permitted on a daily basis.

Valuation of Accounts. The 401 (k) Plan uses a unit system for valuing
each investment fund. Under this system, your share in any investment fund is
represented by units. The unit value is determined as of the close of business
each regular business day. The total dollar value of your share in any
investment fund as of any valuation date is determined by multiplying the number
of units held by you by the unit value of the fund on that date. The sum of the
values of the funds you select represents the total value of your 401(k) Plan
account.

Financial Data

Employer Contributions. For the plan year ended December 31, 2003, we
made matching contributions totaling approximately $129,000 into the 401 (k)
Plan. No profit sharing contribution was made to the 401 (k) Plan for the plan
year ended December 31, 2003.

If we adopt other stock-based benefit plans, such as an employee stock
ownership plan or a restricted stock plan, then we may decide to reduce our
matching contribution and/or our discretionary contribution under the 401 (k)
Plan in order to reduce overall expenses. We are currently planning to adopt an
employee stock ownership plan. If we adopt a restricted stock plan, the plan
would not be submitted for stockholder approval for at least six months
following completion of the reorganization.

Performance of Home Federal Bancorp Common Stock. As of the date of
this prospectus supplement, no shares of Home Federal Bancorp common stock have
been issued or are outstanding and there is no established market for our common
stock. Accordingly, there is no record of the historical performance of Home
Federal Bancorp common stock.

Performance of Investment Options. The following table provides
performance data with respect to the investment options available under the
401 (k) Plan, based on information provided to Home Federal Bancorp by ING.

The information set forth below with respect to the investment options
has been reproduced from materials supplied by ING, which administers the 401 (k)
Plan and is responsible for providing investment alternatives under the Plan
other the Employer Stock Fund. Home Federal Bancorp and Home Federal take no
responsibility for the accuracy of such information.

Additional information regarding the investment options may be
available from ING or Home Federal Bancorp. Participants should review any
available additional information regarding these investments before making an

investment decision under the 401 (k) Plan.

The total percentage return for the prior three years is provided for
each of the following funds.

NET INVESTMENT PERFORMANCE
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For the Year Ended
December 31,

2003 2002
ING VP Money Market Portfolio, Class I 0.10% 0.81%
ING VP Bond Portfolio, Class I 5.88 7.90
ING Governmental Fund, Class A 1.61 8.33
ING Fixed Account 4.92 5.65
Templeton Global Bond Fund, Class A 20.62 19.37
ING VP Index Plus Large Cap Portfolio, Class I 25.64 -21.84
Oppenheimer Main Street Fund, Class A 26.25 -19.86
Pioneer Fund, Class A 23.89 -20.78
Fidelity VIP Contrafund Portfolio, Initial Class 27.57 -9.98
MFS Capital Opportunities Fund, Class A 26.90 -30.73
Fidelity Advisor Mid Cap Fund, Class T 43.17 -19.04
Franklin Small-Mid Cap Growth Fund, Class A 36.92 -29.97
ING VP Index Plus Small Cap Portfolio, Class I 31.92 -12.44
Lord Abbett Series Fund, Mid-Cap Value Portfolio, Class VC 23.89 -10.41
ING VP International Value Portfolio, Class I 29.40 -15.71
Janus Aspen Series Worldwide Growth Portfolio, Institutional Shares 23.13 -26.02
ING American Century Small Cap Value Portfolio, Initial Class 35.03 N/A
ING Baron Small Cap Growth, Initial Class 33.07 N/A

8

ING VP Index Plus MidCap Portfolio, Class I 35.03 -12.44
Washington Mutual Investors Fund, Class R3 24.79 -16.04
American Balanced Fund, Class R3 21.08 -6.96

FEach participant should note that past performance is not necessarily an
indicator of future results.

Administration of the 401 (k) Plan

Trustees. The trustee is appointed by the Board of Directors of Home
Federal Bancorp to serve at its pleasure. Currently, ING is the trustee for all
funds and upon the conclusion of the common stock offering by Home Federal
Bancorp, ING will also serve as the trustee of the Employer Stock Fund.

The trustee receives and holds the contributions to the 401 (k) Plan in
trust and distributes them to participants and beneficiaries in accordance with
the provisions of the 401 (k) Plan. The trustee is responsible for following
participant direction, effectuating the investment of the assets of the trust in
the Employer Stock Fund and the other investment options.

Benefits Under the 401 (k) Plan
Plan Benefits. Your 401 (k) Plan benefit is based on the value of the

vested portion of your 401 (k) Plan accounts as of the valuation date next
preceding the date of distribution to you.
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Vesting. You will always have a fully vested (nonforfeitable) interest
in your 401 (k) contribution account and rollover account. Your matching
contribution account and profit sharing contribution account will vest at a rate
of 20% for each year of service after you complete two years of service (that
is, 100% vested after six years of service). Generally, a year of service is a
plan year (January 1 to December 31) during which you perform at least 1,000
hours of service for Home Federal Bancorp, Home Federal or an affiliated
employer. You also will become 100% vested in your matching contribution account
and profit sharing contribution account if you are actively employed on your
retirement date, death or disability.

Withdrawals and Distributions from the 401 (k) Plan

Withdrawals Prior to Termination of Employment. You may elect to
receive an in-service distribution from your rollover account at any time. You
may also receive an in-service distribution if you have a hardship. Whether a
hardship has occurred in determined in accordance with IRS rules.

Distribution Upon Retirement or Disability. Upon your retirement or
disability, you will receive a lump sum payment from the Plan.

Distribution Upon Death. If you die prior to your benefits being paid
from the 401 (k) Plan, your benefits will be paid to your surviving spouse or
beneficiary in a lump sum payment.

Distribution Upon Termination for any Other Reason. If you terminate
employment for any reason other than retirement, disability or death and your
vested 401 (k) Plan account balances exceed $5,000, the trustee will make your
distribution on your normal retirement date, unless you request an earlier or
later distribution date. Your vested 401 (k) Plan accounts will be distributed in
a lump sum payment. If your vested account balances do not exceed $5,000, the
trustee will generally distribute your benefits to you as soon as
administratively practicable in a lump sum following your termination of
employment.

Form of Distribution. Distributions from the 401 (k) Plan will generally
be in the form of cash. However, you have the right to request that your
distribution from the Employer Stock Fund be in the form of Home Federal Bancorp
common stock.

Nonalienation of Benefits. Except with respect to federal income tax
withholding and as provided with respect to a qualified domestic relations
order, benefits payable under the 401 (k) Plan shall not be subject in any manner
to anticipation, alienation, sale, transfer, assignment, pledge, encumbrance,
charge, garnishment, execution, or levy of any kind, either voluntary or
involuntary, and any attempt to anticipate, alienate, sell, transfer, assign,
pledge, encumber, charge or otherwise dispose of any rights to benefits payable
under the 401 (k) Plan shall be void.

Reports to 401 (k) Plan Participants

As soon as practicable after the end of each calendar quarter, the plan
administrator will furnish to each participant a statement showing (i) balances
in the participant's accounts as of the end of that period, (ii) the amount of
contributions allocated to his or her accounts for that period, and (iii) the
number of units in each of the funds. Participants may also access information
regarding their 401 (k) Plan Accounts by using internet access made available by
ING, the plan investment manager.

Amendment and Termination
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We intend to continue to participate in the 401 (k) Plan. Nevertheless,
we may amend or terminate the 401 (k) Plan at any time. If the 401 (k) Plan is
terminated in whole or in part, then, regardless of other provisions in the
401 (k) Plan, each participant affected by the termination shall become fully
vested in all of his or her accounts.

Federal Income Tax Consequences

The following is a brief summary of the material federal income tax
aspects of the 401(k) Plan. You should not rely on this summary as a complete or
definitive description of the material federal income tax consequences relating
to the 401 (k) Plan. Statutory provisions change, as do their interpretations,
and their application may vary in individual circumstances. Finally, the
consequences under applicable state and local income tax laws may not be the
same as under the federal income tax laws. Please consult your tax advisor with
respect to any distribution from the 401 (k) Plan and transactions involving the
plan.

As a "tax—qualified retirement plan," the Internal Revenue Code affords
the 401 (k) Plan special tax treatment, including:

the sponsoring employer is allowed an immediate tax deduction
for the amount contributed to the plan each year;

participants pay no current income tax on amounts contributed
by the employer on their behalf; and

earnings of the Plan are tax-deferred, thereby permitting the
tax—-free accumulation of income and gains on investments.

We will administer the 401 (k) Plan to comply with the requirements of the
Internal Revenue Code as of the applicable effective date of any change in the
law.

Taxation of Distributions. Generally, 401 (k) Plan distributions are
taxable as ordinary income for federal income tax purposes.

Common Stock Included in a Lump Sum Distribution. If a lump sum
distribution includes common stock, the distribution generally will be taxed in
the manner described above, except that the total taxable amount will be reduced
by the amount of any net unrealized appreciation with respect to the common
stock. Net unrealized appreciation is the excess of the value of the common
stock at the time of the distribution over its cost or other basis to the trust.
The tax basis of the common stock for purposes of computing gain or loss on its
subsequent sale equals the value of the common stock at the time of distribution
less the amount of net unrealized appreciation. Any gain on a subsequent sale or
other taxable disposition of the common stock up to the amount of net unrealized

10

appreciation at the time of distribution will be considered long-term capital
gain regardless of the holding period of the common stock. Any gain on a
subsequent sale or other taxable disposition of the common stock in excess of
the amount of net unrealized appreciation at the time of distribution will be
considered either short-term or long-term capital gain depending upon the length
of the holding period of the common stock. The recipient of a distribution may
elect to include the amount of any net unrealized appreciation in the total
taxable amount of the distribution to the extent allowed by the regulations
issued by the Internal Revenue Service.
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Rollovers and Direct Transfers to Another Qualified Plan or to an IRA;
Mandatory Tax Withholding. Except as discussed below, you may roll over
virtually all distributions from the 401 (k) Plan to another tax-favored plan or
to a standard IRA without regard to whether the distribution is a lump sum
distribution or a partial distribution. You have the right to elect to have the
trustee transfer all or any portion of an "eligible rollover distribution”
directly to another qualified retirement plan (subject to the provisions of the
recipient qualified plan) or to an IRA. If you do not elect to have an "eligible
rollover distribution" transferred directly to another qualified plan or to an
IRA, the distribution will be subject to a mandatory federal withholding tax
equal to 20% of the taxable distribution. Your state may also impose tax
withholding on your taxable distribution. An "eligible rollover distribution"
means any amount distributed from the plan except: (1) a distribution that is
(a) one of a series of substantially equal periodic payments (not less
frequently than annually) made for your life (or life expectancy) or the joint
lives of you and your designated beneficiary, or (b) for a specified period of
ten years or more; (2) any amount required to be distributed under the minimum
distribution rules; and (3) any other distributions excepted under applicable
federal law. If you elect to rollover or directly transfer common stock, you may
not take advantage of the favorable net unrealized appreciation that applies to
common stock, discussed above.

Ten-Year Averaging Rules. Under a special grandfather rule, if you have
completed at least five years of participation in the 401 (k) Plan before the
taxable year in which the distribution is made, and you turned age 50 by 1986,
you may elect to have your lump sum distribution taxed using a "ten-year
averaging” rule. The election of the special averaging rule applies only to one
lump sum distribution you or your beneficiary receive, provided such amount is
received on or after you attain age 59 1/2 and you elect to have any other lump
sum distribution from a qualified plan received in the same taxable year taxed
under the ten-year averaging rule or receive a lump sum distribution on account
of your death.

Additional Tax on Early Distributions. A participant who receives a
distribution from the 401 (k) Plan prior to attaining age 59 1/2 will be subject
to an additional income tax equal to 10% of the amount of the distribution. The
10% additional income tax will not apply, however, in certain cases, including
(but not limited) to distributions rolled over or directly transferred into an
IRA or another qualified plan, or the distribution is (i) made to a beneficiary
(or to the estate of a participant) on or after the death of the participant,
(ii) attributable to the participant's being disabled within the meaning of
Section 72 (m) (7) of the Internal Revenue Code, (iii) part of a series of
substantially equal periodic payments (not less frequently than annually) made
for the life (or life expectancy) of the participant or the joint lives (or
joint life expectancies) of the participant and his beneficiary, (iv) made to
the participant after separation from service under the 401 (k) Plan after
attainment of age 55, (v) made to pay medical expenses to the extent deductible
for federal income tax purposes, (vi) pursuant to a qualified domestic relations
order, or (vii) made to effect the distribution of excess contributions or
excess deferrals.

This is a brief description of federal income tax aspects of the 401 (k)
Plan which are of general application under the Internal Revenue Code. It is not
intended to be a complete or definitive description of the federal income tax
consequences of participating in or receiving distributions from the 401 (k)
Plan. Accordingly, you are urged to consult a tax advisor concerning the
federal, state and local tax consequences that may be particular to you of
participating in and receiving distributions from the 401 (k) Plan.

ERISA and Other Qualification

As noted above, the 401 (k) Plan is subject to certain provisions of
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ERISA, the primary federal law governing retirement plans, and is intended to be
a qualified retirement plan under the Internal Revenue Code.

11

Restrictions on Resale

Any person receiving shares of Home Federal Bancorp common stock under
the 401 (k) Plan who is an "affiliate" of Home Federal Bancorp or Home Federal as
the term "affiliate" is used in Rules 144 and 405 under the Securities Act of
1933 (e.g., directors, officers and significant stockholders of Home Federal
Bancorp and Home Federal) may re-offer or resell such shares only pursuant to a
registration statement or, assuming the availability thereof, pursuant to Rule
144 or some other exemption from the registration requirements of the Securities
Act of 1933. Any person who may be an "affiliate" of Home Federal Bancorp may
wish to consult with counsel before transferring any Home Federal Bancorp common
stock owned by him or her. In addition, participants are advised to consult with
counsel as to the applicability of Section 16 of the Securities Exchange Act of
1934 which may restrict the sale of Home Federal Bancorp common stock acquired
under the 401 (k) Plan, or other sales of Home Federal Bancorp common stock.

Securities and Exchange Commission Reporting and Short-Swing Profit Liability

Section 16 of the Securities Exchange Act of 1934 imposes reports and
liability requirements on officers, directors and persons beneficially owning
more than 10% of public companies such as Home Federal Bancorp. Section 16(a) of
the Securities Exchange Act of 1934 requires the filing of reports of beneficial
ownership. Within ten days of becoming a person subject to the reporting
requirements of Section 16(a), a Form 3 reporting initial beneficial ownership
must be filed with the Securities and Exchange Commission. Certain changes in
beneficial ownership, such as purchases, sales and participation in savings and
retirement plans must be reported on a Form 4 within two business days of when a
change occurs. Certain other changes in beneficial ownership, such as gifts and
inheritances, may be reported on a Form 4 or annually on a Form 5 within 45 days
after the close of our fiscal year. Participation in the Employer Stock Fund of
the 401 (k) Plan by our officers, directors and persons beneficially owning more
than 10% of the outstanding Home Federal Bancorp common stock must be reported
to the Securities and Exchange Commission at least annually on a Form 4 or Form
5 by such individuals.

Section 16 (b) of the Securities Exchange Act of 1934 provides for the
recovery by us of any profits realized by an officer, director or any person
beneficially owning more than 10% of the Home Federal Bancorp common stock
resulting from the purchase and sale or sale and purchase of Home Federal
Bancorp common stock within any six-month period. The Securities and Exchange
Commission rules provide an exemption from the profit recovery provisions of
Section 16(b) for certain transactions within an employee benefit plan, such as
the 401 (k) Plan, provided certain requirements are met. If you are subject to
Section 16, you should consult with counsel regarding the applicability of
Section 16 to specific transactions involving the 401 (k) Plan.

LEGAL OPINIONS
The validity of the issuance of Home Federal Bancorp common stock will
be passed upon by Breyer & Associates PC, McLean, Virginia, which firm acted as
special counsel for Home Federal Bancorp and Home Federal in connection with
Home Federal Bancorp's reorganization and stock offering.

12
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Up to 4,600,000 Shares of Common Stock

Home Federal Bancorp, Inc.
(Proposed Holding Company for Home Federal Savings and Loan Association of
Nampa)

Home Federal Bancorp, Inc. is offering its common stock for sale in
connection with the reorganization of Home Federal Savings and Loan Association
of Nampa into the mutual holding company structure. The shares being offered for
sale will represent 40.00% of the outstanding common stock of Home Federal
Bancorp, Inc. after the completion of this stock offering. Home Federal Bancorp,
Inc. has been formed to be the holding company for Home Federal Savings and Loan
Association of Nampa. Home Federal MHC has been formed to be the holding company
for Home Federal Bancorp, Inc. and will own 59.04% of the outstanding common
stock of Home Federal Bancorp, Inc. The remaining 0.96% will be held by a
charitable foundation that will be established by Home Federal Bancorp, Inc.
Home Federal Bancorp, Inc. expects its common stock to be listed for trading on
the Nasdag National Market under the symbol "HOME."

TERMS OF THE OFFERING
Price Per Share: $10.00; Minimum Subscription: 25 shares or $250

Maximum,

Minimum Maximum as adjusted (1)
Number of Shares. . ...ttt eneenneeeenns 3,400,000 4,600,000 5,290,000
Underwriting Commission .........oeeeeeeeennnnn. S 376,511 S 525,240 S 610, 759
OLhETY EXPENSES e v it ittt ettt teeeeeenneeeesneeenns $ 1,017,400 $ 1,017,400 S 1,017,400
Net Proceeds to Home Federal Bancorp, Inc...... $ 32,606,089 $ 44,457,360 S 51,271,841
Net Proceeds Per Share.........ieeeeeenneeeennn S 9.59 $ 9.66 S 9.69
(1) Represents an amount that is 15% more than the maximum of the offering

range as a result of changes in financial or market conditions. The sale of
stock at this amount does not require the resolicitation of subscribers.

For a discussion of material risks you should consider,
please refer to "Risk Factors" beginning on page 1 of this prospectus.

Keefe, Bruyette & Woods will use its best efforts to assist Home Federal
Bancorp, Inc. in selling at least the minimum number of shares shown above, but
does not guarantee that this number will be sold. Keefe, Bruyette & Woods is not
obligated to purchase any shares of common stock in the offering. Keefe,
Bruyette & Woods intends to make a market in the common stock.

Home Federal Bancorp, Inc. will establish a charitable foundation,
which it will fund with cash and stock equal to 3% of the gross proceeds of
shares sold in the offering. Of the contribution, 80% will be made in stock and
20% will be made in cash. At the maximum of the offering range, 110,400 shares
will be contributed to the foundation. These shares will be issued in addition
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to the shares being sold in the offering. In addition, the employee stock
ownership plan of Home Federal Bancorp, Inc. will purchase in the offering a
number of shares equal to 3.3% of the number of shares issued in the
reorganization, including those issued to Home Federal MHC, or if shares are not
available, in the open market after the stock offering.

Directors and executive officers of Home Federal Bancorp, Inc., together
with the employee stock ownership plan, intend to purchase $7.5 million and $9.0
million in the offering, or 22.0% and 19.5%, respectively, of the offering based
on the minimum and the maximum of the total shares to be sold to the public.
These purchases will count towards the minimum purchases needed to complete the
offering, and will be made for investment purposes only and not for resale.

The offering will begin on __, 2004 and will end at 12:00 Noon,
Mountain time, on __, 2004. We may also commence a direct community
offering and a syndicated community offering concurrently with, during or
promptly after the subscription offering. We may extend the offerings, without

notice to you, but they must be completed or terminated by __, 2004,
unless the Office of Thrift Supervision approves a later date, which may not be
beyond __, 2006. Home Federal Bancorp, Inc. will hold all subscribers'

funds in an interest-bearing savings account at Home Federal Savings and Loan
Association of Nampa until the stock offering is completed or terminated. Funds
will be returned promptly with interest if the offering is terminated.

These securities are not deposits or accounts and are not insured or
guaranteed by the Federal Deposit Insurance Corporation or any other
governmental agency.

Neither the Securities and Exchange Commission, the Office of Thrift
Supervision, the Federal Deposit Insurance Corporation nor any other federal
agency or state securities regulator has approved or disapproved these
securities or determined if this prospectus is accurate or complete. Any
representation to the contrary is a criminal offense.

For information on how to subscribe, call the stock information center
at (208) 468-5025.

KEEFE, BRUYETTE & WOODS

[MAP APPEARS HERE]
[GRAPHIC OMITTED]
SUMMARY
This summary highlights selected information from this prospectus and
may not contain all the information that is important to you. To completely
understand the stock offering, you should read this entire prospectus carefully,
including the consolidated financial statements and the notes to the

consolidated financial statements.

The Companies:
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Home Federal Bancorp, Inc.
500 12th Avenue South
Nampa, Idaho 83653
(208) 466-4634

Home Federal Bancorp, Inc. ("Home Federal Bancorp") will be formed a
federally-chartered stock corporation for the purpose of acquiring all of the
capital stock that Home Federal Savings and Loan Association of Nampa ("Home
Federal") will issue upon its reorganization into a mutual holding company
structure. Following the reorganization, a majority of the outstanding common
stock of Home Federal Bancorp will be held by Home Federal MHC, a
federally-chartered mutual holding company.

As part of the reorganization, Home Federal Bancorp is offering for sale
up to 5,290,000 shares of common stock, subject to adjustment. These shares will
represent 40.00% of the outstanding common stock of Home Federal Bancorp after
the completion of the reorganization and stock offering. Home Federal Bancorp
will form a charitable foundation, to which it will contribute cash and stock
equal to 3% of the gross proceeds of shares sold in the offering. Of the
contribution, 80% will be made in stock and 20% will be made in cash. Home
Federal MHC will own the remainder of the outstanding common stock of Home
Federal Bancorp. The following chart shows the corporate structure after
completion of the reorganization and stock offering.

Home Federal MHC Public Stockholders of Home Federal
Home Federal Bancorp Foundation, Inc.
59.04% 40.00% 0.96%

Home Federal Bancorp
100.00%
Home Federal
Home Federal MHC

500 12th Avenue South
Nampa, Idaho 83653
(208) 466-4634

Home Federal MHC will be formed as a federally-chartered mutual holding
company in connection with the mutual holding company reorganization of Home
Federal. Following completion of the reorganization, Home Federal MHC will own
59.04% of the outstanding common stock of Home Federal Bancorp. So long as Home
Federal MHC is in existence, it will at all times own at least a majority of the
outstanding common stock of Home Federal Bancorp.

Home Federal Savings and Loan Association of Nampa
500 12th Avenue South
Nampa, Idaho 83653
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(208) 466-4634

Home Federal was founded in 1920 as a building and loan association and
reorganized as a federal mutual savings and loan association in 1936. We are a
community-oriented financial institution dedicated to serving the financial
service needs of consumers and businesses within its market area. We engage
primarily in the business of attracting deposits from the general public and
using these funds to originate loans. We emphasize the origination of loans
secured by first mortgages on owner-occupied, residential real estate,
residential development and construction, and commercial real estate. To a
lesser extent, we originate other types of real estate loans, commercial
business loans and consumer loans. See "Business of Home Federal - Lending
Activities."

We serve the Treasure Valley region of southwestern Idaho, which
includes Ada, Canyon, Elmore and Gem Counties, through our 14 full-service
banking offices, two loan centers, 15 automated teller machines and Internet
banking services. Included in our 14 full-service banking offices are five
Wal-Mart in-store branch locations and an office located in the Hispanic
Cultural Center of Idaho.

At March 31, 2004, we had total assets of $496.8 million, deposit
accounts of $329.5 million and equity of $42.4 million. Through the
reorganization, we are changing our corporate structure by becoming a
federally-chartered stock savings bank and also are changing our name to "Home
Federal Bank."

Our Operating Strategy

Our mission is to operate and grow a profitable community-oriented
financial institution serving individuals and commercial real estate customers
in our market area. We plan to achieve this by executing our strategy of:

o maintaining favorable asset quality reflected primarily by a low
level of nonperforming assets, low charge-offs and adequacy of
loan loss reserves;

o seeking to improve net interest margin through a combination of
reduced funding costs and improved pricing relative to asset
risk;

o analyzing profitability of products and business lines and

allocating resources to those areas offering the greatest
potential for future profits;

o expanding the number of households we serve through internal
expansion of the branch network and possible selective
acquisitions of financial service providers in existing or
surrounding markets;

o pursuing further loan portfolio diversification, with an
emphasis on credit risk management;

e} continuing an internal management culture which is driven by a
focus on profitability, productivity and accountability for
results and which responds proactively to the challenge of
change;

o providing our staff members with the knowledge and skills
necessary to perform their job functions and develop their
career potential;
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o enhancing the perception of Home Federal with both the retail
and commercial banking public as the bank of choice;

o maintaining a sales and service culture based on an
understanding of the customer's needs and reflecting our
commitment to excellence;

ii

o reducing future reliance on net interest income by creating
additional sources of fee income from products and services we
offer; and

o utilizing technology to gain efficiencies in processing customer
information, to provide a competitive tool to assist the sales
process and to allow the efficient integration of acquired
businesses.

The Reorganization and Stock Offering

In connection with Home Federal's reorganization into the mutual holding
company form of organization, it is offering the common stock of Home Federal
Bancorp to the public primarily to allow it to grow through expanded operations,
particularly in the area of commercial real estate lending, as well as through
increased branching within our current market area. The stock form of
organization will also give us more flexibility to increase our capital position
and to offer stock-based employee compensation which will provide greater
incentive to improve corporate performance. Home Federal also considered
reorganizing as the wholly-owned subsidiary of a stock holding company, known as
a standard conversion, rather than as a second-tier subsidiary of a mutual
holding company. The amount of equity capital that would be raised in a standard
conversion, however, would be substantially more than the amount raised in a
minority stock offering by a subsidiary of a mutual holding company. As a
result, the capital raised in a standard conversion would be significantly in
excess of the amount needed for business operations, thereby making it more
difficult for Home Federal Bancorp to achieve acceptable returns on equity. See
"Home Federal's Reorganization and Stock Offering - Our Reasons for the
Reorganization and Stock Offering."

We are offering between 3,400,000 and 4,600,000 shares of Home Federal
Bancorp common stock at $10.00 per share, which corresponds to the offering
range based on our independent appraisal after the contribution of shares to the
charitable foundation formed by Home Federal Bancorp and shares that will be
held by Home Federal MHC. Home Federal Bancorp will contribute cash and stock
equal to 3% of the gross proceeds of shares sold in the offering to the Home
Federal Foundation, Inc. ("Home Federal Foundation"). Of this contribution, 80%
will be made in stock and 20% will be made in cash. Home Federal MHC will own
59.04% of the outstanding common stock of Home Federal Bancorp. In the event of
subsequent developments in the financial condition of Home Federal Bancorp or
Home Federal or general financial market conditions before we complete the stock
offering, the number of shares we offer may increase up to 5,290,000 shares with
the approval of the Office of Thrift Supervision and without any notice to you.
If so, you will not have the chance to change or cancel your stock order.

Keefe, Bruyette & Woods will assist us in selling the stock. For further
information about the role of Keefe, Bruyette & Woods in the offering, see "Home
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Federal's Reorganization and Stock Offering - Marketing Arrangements."
Terms of the Stock Offering

We are offering the shares of common stock to those with subscription
rights in the following order of priority:

(1) Depositors who held at least $50 with us on December 31, 2002.
(2) The Home Federal Bancorp, Inc. employee stock ownership plan.
(3) Depositors who held at least $50 with us on June 30, 2004.
(4) Depositors with us as of ___ _ , 2004 and borrowers as of
March 16, 2004 whose loans continue to be outstanding as of
2004.

-

Shares of common stock not subscribed for in the subscription offering
will be offered to the general public in a direct community offering with a
preference to natural persons residing in Ada, Canyon, Elmore and Gem

Counties, Idaho and, if necessary, a syndicated community offering. The direct
community offering and syndicated community offering, if any, shall begin at the
same time as, during or promptly after the subscription offering. See "Home
Federal's Reorganization and Stock Offering - Subscription Offering and
Subscription Rights," "- Direct Community Offering" and "- Syndicated Community
Offering."

If we receive subscriptions for more shares than are to be sold in this
offering, shares will be allocated in order of the priorities described above
under a formula outlined in the plan of reorganization and stock issuance. If we
increase the number of shares to be sold above 4,600,000, the employee stock
ownership plan will have the first priority right to purchase any shares
exceeding that amount to the extent that its subscription has not previously
been filled. Any shares remaining will be allocated in the order of priorities
described above. See "Home Federal's Reorganization and Stock Offering -
Subscription Offering and Subscription Rights" for a description of the
allocation procedure.

How We Determined the Offering Range and the $10.00 Price Per Share

The independent appraisal by RP Financial, LC. ("RP Financial"), dated
as of May 21, 2004, established the offering range. This appraisal was based on
our financial condition and operations and the effect of the additional capital
raised in the stock offering. The $10.00 price per share was determined by our
Board of Directors and is the price most commonly used in stock offerings
involving reorganizations of mutual savings institutions.

The appraisal incorporated an analysis of a peer group of publicly
traded mid-tier thrift holding companies and mutual holding companies that RP
Financial deemed comparable to Home Federal. This analysis included an
evaluation of the average and median price-to-earnings and price-to-tangible
book value ratios indicated by the market prices of the peer group companies. RP
Financial applied the peer group's pricing ratios, as adjusted for certain
qualitative valuation factors to account for differences between Home Federal
and the peer group, to Home Federal's pro forma earnings and book value to
derive the estimated pro forma market value of Home Federal.
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RP Financial has estimated that as of May 21, 2004, the pro forma market
value of Home Federal Bancorp on a fully converted basis, including the effect
of the contribution of cash and stock to the Home Federal Foundation, ranged
from a minimum of $85.0 million to a maximum of $115.0 million. Based on this
valuation and the $10.00 per share price, the number of shares of common stock
to be issued by Home Federal Bancorp will range from a minimum of 8,500,000
shares to a maximum of 11,500,000 shares. Home Federal Bancorp 1is offering
40.00% of these shares, or between 3,400,000 and 4,600,000 or $34.0 million to
$46.0 million, for sale to eligible members of Home Federal, the Home Federal
Bancorp, Inc. Employee Stock Ownership Plan and possibly to the general public
in a community offering. In addition, the charitable foundation established by
Home Federal Bancorp will be funded with cash and stock equal in value to 3% of
the shares sold in the offering. It is intended that 80% of the foundation
funding will be made by means of a stock contribution and 20% of the foundation
funding will be made by means of a cash contribution. Accordingly, based on the
minimum and maximum of the offering range, respectively, a minimum of 81,600
shares to a maximum of 110,400 shares will be contributed in stock and a minimum
of $204,000 to a maximum of $276,000 will be contributed in cash. Home Federal
MHC will own between 5,018,400 and 6,789,600 shares, or 59.04%, of Home Federal
Bancorp at the completion of the stock offering. The establishment of the
charitable foundation has the effect of reducing the valuation of Home Federal
Bancorp. See "Comparison of Valuation and Pro Forma Information With and Without
Charitable Foundation."

The following tables present a summary of selected pricing ratios for
the peer group companies and the resulting pricing ratios for Home Federal
Bancorp. The estimated appraised value and the resulting premium/discount took
into consideration the potential financial impact of the stock offering of Home
Federal Bancorp.

iv

Recent and projected stock trading multiples. The following table presents the
pricing ratios for the peer group companies in their current structure, as
publicly traded mutual holding companies, and the pro forma pricing ratios for
Home Federal Bancorp.

Price-to-earnings Price-to-tangible

multiple book value ratio

Home Federal Bancorp (pro forma)

MaxXIMUI. oo o oo oottt eennnnneeeeeennn 24.9x 143.9%

MInimumM. ....oeeeieitniinnneeeeeeennn 18.1 121.7
Valuation of peer group
companies as of May 21, 2004 (1)

AVE T AT S e v v v ettt eaeeeee e 23.1x 200.5%

ST = o - 23.1 203.2

(1) Reflects earnings of the most recent 12 month period for which data
is publicly available.

Stock trading multiples of mutual holding companies on a fully-converted basis.
The following table presents pro forma pricing ratios for the peer group
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companies, assuming they had completed a second-step conversion, and for Home
Federal Bancorp, assuming it had also fully converted. RP Financial's
calculations of the fully-converted pricing multiples for the peer group
companies assume the pro forma impact of selling the mutual holding company
shares of each of the peer group companies at their respective trading prices as
of May 21, 2004. RP Financial's calculation of the fully-converted pricing
multiples for Home Federal Bancorp assumes the pro forma impact of selling 100%
of the shares to be issued to the public at $10.00 per share.

Pro forma Pro forma
price-to-earnings price-to-tangible
multiple book wvalue ratio
Home Federal Bancorp
Maximum. . oo e oo eeeeeeeennnns 25.2x% 82.6%
Minimum.......coooieeeeennnnn. 18.2 74.6
Valuation of peer group
companies as of May 21, 2004 (1)
AVETrATES e v v v vttt eeeeee e 25.4x% 99.0%
MediansS. . uueuweeeee i iieinnnnnnns 20.7 95.5

(1) Reflects earnings of the most recent 12 month period for which data
is publicly available.

The pro forma fully-converted calculations for Home Federal Bancorp and
the peer group companies include the following assumptions:

o 8.0% of the shares sold would be purchased by an employee stock
ownership plan, with the expense to be amortized over ten years;

o 4.0% of the shares sold would be purchased by a restricted stock
plan, with the expense to be amortized over five years; and

o offering expenses would equal 2.0% of the gross proceeds of the
offering.

With respect to Home Federal Bancorp, the pro forma fully-converted calculations
also assume the impact of the establishment of a charitable foundation, funded
at the rate of 3.0% of the gross proceeds of the offering.

Based on the results of the appraisal, compared to the average pricing of the
peer group on a fully-converted basis, Home Federal Bancorp's fully-converted
pro forma pricing ratios at the maximum of the offering range indicated a
discount of 0.8% on a price-to-earnings basis and a discount of 16.6% on a
price-to-book basis.

The independent appraisal is not necessarily indicative of the post-stock
offering trading value. Do not assume or expect that the valuation of Home
Federal Bancorp as indicated above means that the common stock will trade at or
above the $10.00 purchase price after the stock offering is completed.
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The independent valuation must be updated before we complete the stock

offering. The amount of common stock being offered may be increased by up to 15%

without notice to persons who have subscribed for stock, so th
5,290,000 shares would be sold in the offering. We received au
the Office of Thrift Supervision to conduct the stock offering
2004. The updated independent valuation will be subject to the
of the Office of Thrift Supervision before we can complete the
If the updated independent valuation would result in more than

being sold, we would notify persons who have subscribed for stock and they would
iption orders. See

have the opportunity to confirm, change or cancel their subscr
"Pro Forma Data."

After-Market Performance Information Provided by Independent A

The following information was provided to the Board of
Financial as part of its appraisal review. The table presents
holding company reorganizations with a minority stock issuance
2003 to May 21, 2004, and from January 1, 2002 to May 21, 2004
median percentage stock appreciation from the initial trading
offering to the dates presented in the table. The Board did no
data particularly relevant to Home Federal's appraisal given t
information relates to stock appreciation experienced by other
reorganized in different markets and that may have issued more

40.00% of their outstanding common stock. In addition, the companies may have no

similarities to Home Federal with regard to the market in whic
competes, earnings quality and growth potential, among other f
the amount of proceeds raised as a percentage of pro forma sto
for Home Federal Bancorp is substantially higher than the amou
raised as a percentage of pro forma stockholders' equity for t
represented in the table.

The substantial proceeds raised as a percentage of pro
stockholders' equity may have a negative effect on our stock p
See "Risk Factors - After this offering, our return on equity
compared to other companies and our compensation expenses will
could negatively impact the price of our stock."

This table is not intended to indicate how our stock m
appreciation is affected by many factors, including, but not 1
factors set forth below. Before you make an investment decisio
carefully read this prospectus, including, but not limited to,
beginning on page 1.

at a total of

thorization from
on .,
further approval
stock offering.
5,290,000 shares

ppraiser

Directors by RP
for all mutual
from October 1,

, the average and

date of the

t consider this

hat the
companies that
or less than

h Home Federal
actors. Finally,

ckholders' equity

nt of proceeds
he institutions

forma
rice performance.
will be low
increase. This

ay perform. Stock
imited to, the

n, we urge you to
the Risk Factors

Average Percentage Stock Price Appre- Median Percentage S
ciation from Initial Public Offering Price ciation from Initial P
Through
Number of After One After One May 21, After One After
Transactions Day Month 2004 Day Mon
October 1, 2003-
May 21, 2004 8 36.2% 31.8% 21.6% 31.4% 25
January 1, 2002
-May 21, 2004 12 33.7% 31.1% 42.8% 29.4% 25
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Data presented in the table were calculated on a small sample. The data,
therefore, may not be meaningful for investors. While stock prices of
reorganizing institutions have, on average, increased for the period presented,
there can be no assurance that our stock price will appreciate the same amount,
if at all. There can also be no assurance that our stock price will not trade
below $10.00 per share, as has been the case for some thrift institutions that
have formed mutual holding companies. In addition, the transactions from

vi

which the data are arrived occurred primarily during a falling interest rate
environment, during which the market for financial institutions typically
increases. If interest rates rise, our net interest income and the value of our
assets likely would be reduced, negatively affecting our stock price. See "Risk
Factors — A significant decline or rise in rising interest rates may hurt our
profits and net portfolio value."

The increase in any particular company's stock price is subject to
various factors, including the amount of proceeds a company raises (see "Risk
Factors - After this offering, our return on equity will be low compared to
other companies and our compensation expenses will increase. This could
negatively impact the price of our stock."), the quality of management and
management's ability to deploy proceeds (such as through investments, the
acquisition of other financial institutions or other businesses, the payment of
dividends and common stock repurchases). In addition, stock prices may be
affected by general market conditions, the interest rate environment, the market
for financial institutions and merger or takeover transactions, the presence of
professional and other investors who purchase stock on speculation, as well as
other unforeseeable events not necessarily in the control of management.

The Board of Directors carefully reviewed the information provided to it
by RP Financial through the appraisal process, but did not make any
determinations regarding whether or not prior mutual to stock conversions have
been undervalued on a price-to-tangible-book value basis, nor did the Board draw
any conclusions regarding how the historical data reflected above may impact
Home Federal's appraisal. Instead, the Board hired RP Financial to help it
understand the regulatory process and to advise the Board as to how much capital
Home Federal Bancorp would likely be required to raise under the Office of
Thrift Supervision's appraisal guidelines. The Board's ability to control the
amount of capital Home Federal will raise in the stock offering is limited by
the regulatory framework established by the Office of Thrift Supervision, which
requires that Home Federal hire an independent appraiser and permit the
independent appraiser to arrive at a value without undue influence from outside
parties, including Home Federal. The Board fully complied with the Office of
Thrift Supervision's guidelines and permitted RP Financial to arrive at the
appraised value of Home Federal independently, which the Board also understood
would be subject to Office of Thrift Supervision review and approval. RP
Financial, an independent appraisal firm expert in the appraisal guidelines of
the Office of Thrift Supervision, considered all factors that may appropriately
be considered under the Office of Thrift Supervision's appraisal guidelines when
arriving at the appraised value of Home Federal.

The Board of Directors recognized the duty of care it owes to Home
Federal and its members to proceed with the reorganization transaction in an
informed manner with the best interests of Home Federal and its members in the
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forefront of its deliberations and decision making. The Board worked closely
with RP Financial to understand RP Financial's methodology and to consider the
appropriateness of RP Financial's assumptions in determining the appraised
value. The Board understood that if RP Financial's assumptions were appropriate
and the methodology employed was consistent with the Office of Thrift
Supervision's appraisal guidelines, the appraisal, once approved by the Office
of Thrift Supervision, would fairly estimate the pro forma market value of Home
Federal.

Termination of the Offering

The subscription offering will end at 12:00 Noon, Mountain time, on
__, 2004, unless extended. The direct community offering and syndicated
community offering, if any, will also end at 12:00 Noon, Mountain time, on
__, 2004, unless extended. If fewer than the minimum number of shares are
subscribed for in the subscription offering and we do not get orders for at
least the minimum number of shares by __, 2004, we will either:

(1) promptly return any payment you made to us, with interest, or
cancel any withdrawal authorization you gave us; or

(2) extend the offering, if allowed, and give you notice of the
extension and of your rights to confirm, change or cancel your
order. If we extend the offering and you do not respond to the
notice, then we will cancel your order and return your payment,
with interest, or cancel any withdrawal authorization you gave
us. We must complete or terminate the offering by
2006.

—

vii

How We Will Use the Proceeds Raised from the Sale of Common Stock

We intend to use the net proceeds received from the stock offering as
follows:

Minimum Maximum

GrOSS PrOCEEAS e v v v vttt ettt et e e e e eeneeeeseeeeesenneeeneeens $ 34,000 $ 46,000
Less:
Estimated underwriting commission...............euuunn.. 377 526
Estimated other offering expenses........c.oeiiieeeennnnn. 1,017 1,017
Net PrOCEEAS . v it it ittt ettt e et et et ettt ettt e 32,606 44,457
Less:
Net proceeds to Home Federal........ouiiiiientennnnnnnnn 16,303 22,229
Loan to our employee stock ownership plan............... 2,785 3,768
Cash contribution to the Home Federal Foundation........ 204 276
Funding of the restricted stock plan.................... 2,486 3,363
Net cash proceeds retained by Home Federal Bancorp........ $ 10,828 $ 14,821

Maximum,
as adjusted
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The net proceeds retained by Home Federal Bancorp and Home Federal may
ultimately be used to support lending and investment activities, and future
expansion of operations through the establishment or acquisition of additional
banking offices or other financial service providers, although no such
acquisitions are specifically being considered at this time. We intend to use
the proceeds for future lending and investment activities, repurchasing stock
and payment of dividends, in addition to general and other corporate purposes.
See "Risk Factors" and "How We Intend to Use the Proceeds from this Offering."

We May Pay a Cash Dividend in the Future

We may pay cash dividends in the future, however, the amount and timing
of any dividends has not yet been determined. Although future dividends are not
guaranteed, based on our pro forma net income and stockholders' equity, we
believe Home Federal Bancorp will be capable of paying a dividend after
completion of this offering. Based on the minimum and maximum of net proceeds
expected to be retained, Home Federal Bancorp will have between $10.8 million
and $14.8 million available for payment of dividends. Home Federal Bancorp can
also pay dividend from dividends it receives from Home Federal. As of May 21,
2004, all of the companies that comprised the peer group for the independent
appraisal paid regular cash dividends with implied dividend yields ranging from
1.08% to 4.86%. As of May 21, 2004, the median dividend yield paid by the peer
group companies equaled 2.37%.

We currently have no intention to pay or take any steps to pay a
tax—-free dividend which qualifies as a return of capital. Regulations of the
Office of Thrift Supervision prohibit a return of capital during the term of the
three-year business plan submitted by Home Federal to the Office of Thrift
Supervision in connection with the reorganization and stock offering.

Plans to List the Common Stock for Trading on the Nasdag National Market

We plan to list our common stock for trading on the Nasdag National
Market under the symbol "HOME." Our application to list our stock on the Nasdag
National Market is currently pending. However, because of the unpredictability
of the stock market and other factors, persons purchasing shares may not be able
to sell their shares when they want to, or at a price equal to or above $10.00.

viii

Limitations on the Purchase of Common Stock in the Stock Offering
The minimum purchase is 25 shares.

The maximum purchase in the subscription offering by any person or group
of persons through a single deposit account is $250,000 of common stock, which
equals 25,000 shares.

The maximum purchase by any person in the direct community offering is
$250,000 of common stock, which equals 25,000 shares.

The maximum purchase in the subscription offering, direct community
offering and syndicated community offering combined by any person, related
persons or persons acting together is one percent of the shares sold in the
offering. At the maximum of the offering range, this equals $529,000 of common
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stock, or 52,900 shares.

If any of the following persons purchase common stock, their purchases
when combined with your purchases cannot exceed one percent of the shares sold
in the offering:

o your spouse or relatives of you or your spouse living in your
house;
o companies, trusts or other entities in which you have an

interest or hold a position; or
o other persons who may be acting in concert with you.
How to Purchase Common Stock

Note: Once we receive your order, you cannot cancel or change it without
our consent. If Home Federal Bancorp intends to sell fewer than 3,400,000 shares
or more than 5,290,000 shares, all subscribers will be notified and given the
opportunity to confirm, change or cancel their orders. If you do not respond to
this notice, we will return your funds promptly with interest or will cancel any
withdrawal authorization you gave us.

If you want to subscribe for shares, you must complete an original stock
order form and drop it off at any Home Federal branch office or send it,
together with full payment or withdrawal authorization, to Home Federal in the
postage-paid envelope provided. You must sign the certification that is part of
the stock order form. We must receive your stock order form before the end of
the offering period.

You may pay for shares in any of the following ways:

o By check or money order made payable to Home Federal Bancorp,
Inc.
o By authorizing a withdrawal from an account at Home Federal,

including certificates of deposit, designated on the stock order
form. To use funds in an individual retirement account at Home
Federal, you must transfer your account to an unaffiliated
institution or broker. Please contact the stock information
center at (208) 468-5025 as soon as possible for assistance.

o In cash, if delivered in person to any Home Federal branch
office.

We will pay interest on your subscription funds at the rate Home Federal
pays on regular savings accounts from the date we receive your funds until the
stock offering is completed or terminated. Payments for shares subscribed for,
other than withdrawals from a deposit account at Home Federal, will be deposited
in a segregated deposit account at Home Federal. All funds authorized for
withdrawal from deposit accounts with Home Federal will earn interest at the
applicable account rate until the stock offering is completed. There will be no
early withdrawal penalty for withdrawals from certificates of deposit at Home
Federal used to pay for stock.

ix

You may subscribe for shares of common stock using funds in your
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individual retirement account ("IRA") at Home Federal or elsewhere. However,
common stock must be held in a self-directed retirement account. Home Federal's
IRAs are not self-directed, so they cannot be invested in common stock. If you
wish to use some or all of the funds in your Home Federal IRA to purchase common
stock, the applicable funds must be transferred to a self-directed account
reinvested by an independent trustee, such as a brokerage firm. If you do not
have such an account, you will need to establish one before placing your stock
order. An annual administrative fee may be payable to the independent trustee.
Because individual circumstances differ and processing of retirement fund orders
takes additional time, we recommend that you contact the stock information
center promptly, preferably at least two weeks before the end of the offering
period, for assistance with purchases using your IRA or other retirement
account. Whether you may use these funds for the purchase of shares in the stock
offering may depend on timing constraints and possible limitations imposed by
the institution where the funds are held.

For further discussion regarding the stock ordering procedures, see
"Home Federal's Reorganization and Stock Offering - Procedure for Purchasing
Shares in the Subscription Offering."

Purchases of Common Stock by Home Federal Officers and Directors

Home Federal's directors and executive officers intend to subscribe for
332,500 shares regardless of the number of shares sold in the offering. This
number equals 7.2% of the 4,600,000 shares that would be sold at the maximum of
the offering range. If fewer shares are sold in the stock offering, then
officers and directors will own a greater percentage of Home Federal Bancorp.
Directors and executive officers will pay the same $10.00 per share price for
these shares as everyone else who purchases shares in the stock offering.

Tax Consequences of the Reorganization

As a general matter, the reorganization will not be a taxable
transaction for purposes of federal or state income taxes to Home Federal MHC,
Home Federal Bancorp or Home Federal or persons who receive or exercise
subscription rights. Our special counsel, Breyer & Associates PC, has issued an
opinion to us that, among other items, for federal income tax purposes:

o the reorganization will qualify as a tax free reorganization;

o it is more likely than not that the fair market value of the
subscription rights is zero and accordingly, no gain or loss
will be recognized by recipients of subscription rights; and

o no gain or loss will be recognized for federal income tax
purposes by Home Federal MHC, Home Federal Bancorp or Home
Federal as a result of the reorganization to mutual holding
company structure.

Home Federal has also received an opinion from Penland Munther Goodrum,
Chartered, stating that, assuming the reorganization does not result in any
federal income tax liability to Home Federal, its account holders, Home Federal
Bancorp or Home Federal MHC, the reorganization will not result in any Idaho
income tax liability to those entities or persons.

For a further discussion of the tax consequences of the reorganization
and stock offering, see "Home Federal's Reorganization and Stock Offering -
Effects of the Reorganization and Stock Offering - Tax Effects."

Benefits to Management from the Offering

We intend to establish an employee stock ownership plan, which will
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purchase in the offering 3.3% of the aggregate shares issued in the
reorganization, including those issued to Home Federal MHC, or if shares are not
available, in the open market after the stock offering. A loan from Home Federal
Bancorp to the plan, funded by a portion of the proceeds from this offering,
will be used to purchase these shares. The loan will accrue interest at the
prime rate in effect at the time the employee stock ownership loan is entered
into. The employee stock ownership

plan will provide a retirement benefit to all employees eligible to participate
in the plan. The establishment of the employee stock ownership plan will result
in additional compensation expense to Home Federal Bancorp. See "Pro Forma Data"
for an illustration of the effects of this plan.

We also intend to adopt a stock option plan and a restricted stock plan
for the benefit of our directors, officers and employees, subject to stockholder
approval. If we adopt the restricted stock plan, some of these individuals will
be awarded stock at no cost to them. As a result, both the employee stock
ownership plan and the restricted stock plan will increase the voting control of
management without a cash outlay by the recipient of shares.

The establishment of the restricted stock plan and the stock option plan
will result in additional compensation expense to Home Federal. At this time, no
determination has been made regarding whether any options that may be granted
will be expensed; however, if we were to expense options, it would negatively
affect net income.

The value of the stock options that would be issued under a stock option
plan will be affected by the price of the Home Federal Bancorp stock at the time
the stock option plan is implemented and the options are granted. If a stock
option plan were to award stock options for 7.3% of the maximum amount of shares
that could be issued in the reorganization based on RP Financial's appraisal,
the total shares subject to options would be 621,814 shares, 731,546 shares,
841,277 shares and 967,469 shares, respectively, at the minimum, midpoint,
maximum and maximum, as adjusted, of the valuation range.

The following table presents the total estimated value of the shares of
common stock, assuming 11,500,000 shares are issued in the reorganization at the
maximum of the offering range, which would be acquired by the employee stock
ownership plan and the total value of all shares to be available for award and
issuance under the restricted stock plan. The table assumes that the value of
the shares is $10.00 per share. The table does not include a value for the
options because the price paid for the option shares will be equal to the fair
market value of the common stock on the day that the options are granted. As a
result, financial gains can be realized under an option only if the market price
of the common stock increases.

Estimated Percentage of
Number of Shares Value of Shares Shares Issued

(Dollars in Thousands)

Employee stock ownership plan. 376,832 $ 3,768 3.3%

Restricted stock awards....... 336,323 3,363 2.9

Stock options................. 841,277 8,413 7.3
Total.. vttt 1,554,432 $ 15,544 13.5%
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The value of the shares obtained for the restricted stock plan will be
based on the price of Home Federal Bancorp's common stock at the time those
shares are purchased or issued, which, subject to stockholder approval, cannot
be implemented until at least six months after the reorganization and offering.
The following table presents the total value of all shares to be available for
award and issuance under the restricted stock plan, assuming the shares for the
plan are purchased or issued in a range of market prices from $8.00 per share to
$14.00 per share.

xi
248,586 Shares 336,323 Shares 386,771 Shares
Awarded at 292,456 Shares Awarded at Awarded at
Minimum of Awarded at Maximum of Maximum of
Share Price Range Midpoint of Range Range Range, As Adjusted

(Dollars in Thousands)

$ 8.00 $ 1,989 $ 2,340 $ 2,691 $ 3,094
$ 10.00 2,486 2,925 3,363 3,868
$ 12.00 2,983 3,509 4,036 4,641
$ 14.00 3,480 4,094 4,709 5,415

In addition, upon completion of the stock offering, we intend to enter
into an employment agreement with Daniel L. Stevens, President and Chief
Executive Officer, and severance agreements with Robert A. Schoelkoph, Roger D.
Eisenbarth, Lynn A. Sander, Denis J. Trom and Karen Wardwell. The agreements are
designed to assist us in maintaining a stable and competent management team
after the stock offering. The agreements will have a term of three years and
provide for a severance payment in the event of a change in control of Home
Federal Bancorp or Home Federal. The employment and severance agreements to be
entered into provide no additional compensation to members of management as the
employment agreement maintains Mr. Stevens' current annual salary of $205,000
and the severance agreements do not provide for a benefit, except under certain
circumstances, such as a change in control.

For a further discussion of benefits to management, see "Management."
Stock Information Center

If you have any questions regarding the offering or our conversion to
stock form, please call the stock information center at (208) 468-5025.

Subscription Rights

Subscription rights are not allowed to be transferred, and we will act
to ensure that you do not do so. We will not accept any stock orders that we
believe involve the transfer of subscription rights.

Home Federal Bancorp Has Established a Charitable Foundation

In connection with the reorganization, Home Federal Bancorp has
established a charitable foundation, the Home Federal Foundation, in order to
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further its commitment to the local community. The foundation is anticipated to
distribute at least 5% of its assets each year to support charitable
organizations and activities that enhance the quality of life for residents
within its market area. The Home Federal Foundation will allow the local
communities to share in the anticipated future success of Home Federal and Home
Federal Bancorp through cash dividends payable on the common stock and potential
appreciation of the value of the common stock, as well as enable Home Federal
Bancorp and its related entities to develop a unified charitable donation
strategy. Directors of the foundation will be charged with the specific
development of a donation strategy consistent with the regulations set forth in
Section 501 (c) (3) of the Internal Revenue Code.

Home Federal Bancorp will fund the foundation with a contribution of
cash and stock equal in value to 3% of the shares sold in the offering. It is
intended that 80% of the foundation funding will be made by means of a stock
contribution and 20% of the foundation funding will be made by means of a cash
contribution. Accordingly, based on the minimum and maximum of the offering
range, respectively, a minimum of 81,600 shares to a maximum of 110,400 shares
will be contributed in stock and a minimum of $204,000 to a maximum of $276,000
will be contributed in cash. There are no plans by Home Federal Bancorp to
provide additional funding beyond this initial funding to the foundation over
the next three years.

xii

As a result of the foundation's establishment and funding, the appraisal
will be reduced and Home Federal Bancorp will sell fewer shares of common stock
than if the reorganization were completed without the foundation. See
"Comparison of Valuation and Pro Forma Information With and Without Charitable
Foundation" and "Home Federal Foundation."

Important Risks in Owning Home Federal Bancorp's Common Stock

Before you decide to purchase stock, you should read the "Risk Factors"
section on pages 1 to 4 of this prospectus.

Possible Conversion of Home Federal MHC to Stock Form

In the future, Home Federal MHC may convert from the mutual to capital
stock form, in a transaction commonly known as a "second-step conversion." This
second-step conversion may be undertaken in order to, among other things, raise
additional capital for Home Federal or facilitate an acquisition transaction.
Home Federal MHC is not fully converting to stock form at this time because the
expected net proceeds from the stock offering are sufficient in our opinion to
support the growth of Home Federal MHC and Home Federal anticipated at this
time.

In a second-step conversion, members of Home Federal MHC would have
subscription rights to purchase common stock in an offering of new shares to be
conducted by Home Federal Bancorp or its successor, the shares of Home Federal
Bancorp would be cancelled and the public stockholders of Home Federal Bancorp
would be entitled to exchange their shares of common stock for an equal
percentage of new shares of the converted Home Federal MHC. This percentage may
be adjusted to reflect any assets owned by Home Federal MHC. Home Federal
Bancorp's public stockholders, therefore, would own approximately the same
percentage of the resulting entity as they owned prior to the second-step
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conversion. The Board of Directors has no current plans to undertake a
"second-step conversion" transaction.

Restrictions on Acquisition of Home Federal Bancorp and Home Federal

Federal law restricts the ability of any person, firm or entity to
acquire Home Federal Bancorp, Home Federal or their respective capital stock. No
person, firm or entity may acquire more than 25% of any class of voting stock of
Home Federal Bancorp or Home Federal without approval by the Office of Thrift
Supervision. In addition, for a period of three years following completion of
the stock offering, Office of Thrift Supervision regulations generally prohibit
any person from acquiring or making an offer to acquire beneficial ownership of
more than 10% of the stock of Home Federal Bancorp or Home Federal without
approval from the Office of Thrift Supervision. Certain provisions in the
charter and bylaws of Home Federal Bancorp and Home Federal affect the ability
of any person, firm or entity or acquire control of Home Federal Bancorp and
Home Federal. These provisions include limitations on voting rights of persons
owning more than 10% of any class of outstanding voting stock of Home Federal
Bancorp or Home Federal.

RISK FACTORS

You should consider these risk factors, in addition to the other
information in this prospectus, before deciding whether to make an investment in
Home Federal Bancorp's stock.

A significant decline or rise in interest rates may hurt our profits and net
portfolio value.

Interest rates are at historically low levels with most deposit rates
well below 2%. If interest rates were to rapidly decline further, Home Federal
may not be able to reduce the rates it pays on its deposits and other
interest-bearing liabilities in the same proportion or as rapidly as the decline
it would experience on the rates it receives on its loans and other
interest-earning assets. The difference between the rates received on
interest-earning assets and the rates paid on interest-bearing liabilities is
referred to as our interest rate spread. When our interest rate spread
decreases, so does our profitability. When interest rates rise, our net interest
income and the value of our assets could be significantly reduced if interest
paid on interest-bearing liabilities, such as deposits and borrowings, increases
more quickly than interest received on interest-earning assets, such as loans,
investment securities and mortgage-backed securities. For example, if we
experienced an immediate 200 basis point increase in interest rates as of March
31, 2004, the market value of our portfolio equity could decrease by $10.0
million or 19.1%. See "Management's Discussion and Analysis of Financial
Condition and Results of Operations - Asset and Liability Management and Market
Risk." In addition, rising interest rates may hurt our income because they may
reduce the demand for loans such as real estate loan refinancings and the
resulting interest income. Management also expects reduced income from secondary
marketing activities in a rising rate environment with corresponding reductions
in the gains on the sale of loans.

Our loan portfolio possesses increased risk due to our substantial outstanding
balances of construction and development, commercial real estate and consumer

loans, which could increase the level of our provision for loan losses.

Our outstanding construction and land development, commercial real
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estate and consumer loans accounted for more than 34.5% of our total loan
portfolio as of March 31, 2004. We have had a significant increase in commercial
real estate loans since we began originating these loans in 1997. Generally, we
consider construction and development, commercial real estate and consumer loans
to involve a higher degree of risk compared to first mortgage loans on one- to
four-family, owner-occupied residential properties. These loans have higher
risks for the following reasons:

o Construction and Development Loans. Repayment depends on the
successful completion and if applicable, sale, of the
improvements to the land.

o Commercial Real Estate Loans. Repayment depends on income being
generated in amounts sufficient to cover operating expenses and
debt service.

o Consumer Loans. Consumer loans (such as automobile loans) are
collateralized, if at all, with assets that may not provide an
adequate source of repayment of the loan due to depreciation,
damage or loss.

Because we plan to increase our emphasis on construction and
development, commercial real estate and consumer loans, we may determine it
necessary to increase the level of our provision for loan losses. Increased
provisions for loan losses would reduce our profits. For further information
concerning the risks associated with construction and development, commercial
real estate and consumer lending, see "Business of Home Federal - Lending
Activities" and "- Asset Quality."

The value of our mortgage servicing rights declines during periods of falling
interest rates.

We have a loan servicing portfolio that consists of the right to service
(i.e., collect the principal and interest) on loans that we originated and sold
to investors. At March 31, 2004 and at September 30, 2003, we

serviced $258.3 million and $246.0 million, respectively, of loans for others
and these mortgage servicing rights had a value of $3.0 million and $3.1
million, respectively, at those dates. The value of the loans we service for
others is significantly affected by interest rates. In general, during periods
of falling interest rates such as we recently experienced, mortgage loans prepay
at faster rates and the value of the mortgage servicing declines. Conversely,
during periods of rising interest rates, the value of the mortgage servicing
rights generally increases as a result of slower rates of prepayment. We may be
required to recognize this decrease in value by taking a charge against our
earnings, which would cause our profits to decrease. We have experienced an
increase in prepayments of mortgages as interest rates have decreased
dramatically during the past two years, which has impacted the value of our
servicing asset. Accordingly, we recognized impairment charges on our servicing
portfolio of $249,000 and $1.5 million for the years ended September 30, 2003
and 2002, respectively. We believe, based on historical experience, that the
amount of prepayments and related impairment charges should decrease as interest
rates increase.

After this offering, our return on equity will be low compared to other
companies and our compensation expenses will increase. This could negatively

impact the price of our stock.

The proceeds we will receive from the sale of Home Federal Bancorp's
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common stock will significantly increase our capital and it will take us time to
fully use this capital in our business operations. Therefore, we expect our
return on equity to be below our historical level and less than our regional and
national peers. For the six months ended March 31, 2004 and the year ended
September 30, 2003, our return on equity was 9.38% (on an annualized basis) and
13.39%, respectively. On a pro forma basis, at the maximum of the offering
range, our return on equity would have been 4.43% on an annualized basis for the
six months ended March 31, 2004, and 6.51% for the year ended September 30, 2003
as compared to industry (all fully converted publicly-traded thrifts) of 8.07%
and 9.67%, respectively. This low return on equity could hurt our stock price.
We cannot guarantee when or if we will achieve returns on equity that are
comparable to industry peers. For further information regarding pro forma income
and expenses, see "Pro Forma Data."

Strong competition within our market area may limit our growth and
profitability.

Competition in the banking and financial services industry is intense.
In our market area, we compete with commercial banks, savings institutions,
mortgage brokerage firms, credit unions, finance companies, mutual fund
companies, insurance companies, and investment brokerage and financial planning
firms operating locally and elsewhere. Many of these competitors have
substantially greater resources and lending limits than we do and may offer
certain services that we do not or cannot provide. Our profitability depends
upon our continued ability to successfully compete in our market.

Persons who purchase stock in the offering will own a minority of Home Federal
Bancorp's common stock and will not be able to exercise voting control over most
matters put to a vote of stockholders.

Public stockholders will own a minority or 40.96% of the outstanding
shares of Home Federal Bancorp's common stock after the stock offering. The same
directors and executive officers who manage Home Federal Bancorp also manage
Home Federal MHC, which will own 59.04% of the outstanding common stock of Home
Federal Bancorp. The Board of Directors of Home Federal MHC will be able to
exercise voting control over most matters put to a vote of stockholders because
Home Federal MHC will own a majority of Home Federal Bancorp's common stock. For
example, Home Federal MHC may exercise its voting control to prevent a sale of
Home Federal Bancorp in which the public stockholders could receive a premium
for their shares.

In addition, Home Federal Bancorp's directors, executive officers and
their associates are expected to purchase approximately 332,500 shares sold in
the offering, which represents 7.2% of the shares sold at the maximum of the
offering range. These purchases, together with the purchase of 3.3% of the
shares issued in the reorganization by the Home Federal Bancorp, Inc. Employee
Stock Ownership Plan will result in the inside ownership of Home Federal Bancorp
common stock of 6.2% at the maximum of the offering range. Furthermore, if
stockholders of Home Federal Bancorp approve the restricted stock plan and the
stock option plan, and provided that all shares under the restricted stock plan
are awarded and all options under the stock option plan are awarded and

2

exercised, directors and executive officers may own up to an additional 25.6% of
the shares of the stock sold in the offering. See "Management - Benefits" and
"Proposed Purchases by Management."

The contribution to the Home Federal Foundation will reduce earnings and your
ownership interest.
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In connection with the reorganization, Home Federal Bancorp has
established the Home Federal Foundation and will contribute, based on the
maximum of the offering range, a maximum of 110,400 of its shares sold in the
offering and $276,000 in cash. This contribution will be a significant one-time
expense to Home Federal Bancorp and will decrease operating results for the year
ending September 30, 2004. Home Federal Bancorp, based on the maximum of the
offering range, will recognize a one-time expense of $1.4 million before taxes
upon making its contribution to the foundation. The $1.4 million expense will
reduce net income on an after tax basis by $840,000. Net income after taxes for
the year ended September 30, 2003 was $5.5 million. Net income for the year
ended September 30, 2003 would have been $4.6 million if the foundation expense
of $840,000 after taxes had been recorded in the year ended September 30, 2003.
In addition, the contribution of stock to the foundation will reduce your
ownership percentage in Home Federal Bancorp. For additional information, see
"Comparison of Valuation and Pro Forma Information With and Without Charitable
Foundation."

Holders of Home Federal Bancorp common stock may not be able to sell their
shares when desired if a liquid trading market does not develop, or for $10.00
or more per share even if a liquid trading market develops.

We have never issued common stock to the public. Consequently, there is
no established market for the common stock. We expect Home Federal Bancorp's
common stock to be listed for trading on the Nasdag National Market under the
symbol "HOME." We cannot predict whether a liquid trading market in shares of
Home Federal Bancorp's common stock will develop or how liquid that market might
become. Persons purchasing shares may not be able to sell their shares when they
desire if a liquid trading market does not develop and may not be able to sell
them at a price equal to or above $10.00 per share even if a liquid trading
market develops.

We intend to grant stock options and restricted stock to the Board of Directors
and certain employees following the stock offering which will likely reduce your
ownership interest.

If approved by a vote of the stockholders, we intend to establish a
stock option plan with a number of shares equal to 7.3% of the shares issued in
the reorganization and a restricted stock plan with a number of shares equal to
2.9% of the shares issued in the reorganization. These stock benefit plans are
being established for the benefit of selected directors, officers and employees
of Home Federal Bancorp and Home Federal and are worth a total of $11.8 million
at the purchase price, based on the maximum of the estimated offering range.
Awards under these plans will likely reduce the ownership interest of all
stockholders by increasing the number of shares outstanding. The issuance of
authorized but unissued shares of common stock pursuant to the exercise of
options under the stock option plan and the restricted stock plan would dilute
the voting interests of existing stockholders, by up to 6.8% and 2.8%,
respectively. For further discussion regarding these plans, see "Pro Forma Data"
and "Management - Benefits - Other Stock Benefit Plans."

Implementation of new benefit plans will increase our future compensation
expense, which will reduce our profitability and stockholders' equity.

We will recognize additional annual material employee compensation and
benefit expenses as a result of the shares purchased or granted to employees and
executives under new benefit plans. We cannot predict the actual amount of these
new expenses because applicable accounting practices require that they be based
on the fair market value of the shares of common stock at specific points in the
future. We would recognize expenses for our employee stock ownership plan when
shares are committed to be released to participants' accounts and would
recognize expenses for restricted stock awards over the vesting period of awards
made to recipients. These expenses have been estimated in the pro forma
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financial information under "Pro Forma Data" assuming the $10.00 per share
purchase price as fair market value. Actual expenses, however, may be higher or
lower, depending on the price of Home Federal Bancorp's common stock. In
addition, changes in accounting guidelines may require us to recognize

3

expenses relating to stock option grants. For further discussion of these plans,
see "Management - Benefits - Other Stock Benefit Plans."

The economy in our local market area may adversely affect our operations.

Our financial results may be adversely affected by changes in prevailing
economic conditions, including: decreases in real estate values, changes in
interest rates and adverse employment conditions; the monetary and fiscal
policies of the federal government; and other significant external events.
Because we hold a significant amount of real estate loans, decreases in real
estate values could adversely affect the value of property used as collateral
for these loans. Adverse changes in the economy may also have a negative effect
on the ability of our borrowers to make timely repayments of their loans, which
would have an adverse impact on our earnings. In this regard, approximately
88.5% of our loans are to individuals and businesses in our primary market area.

A WARNING ABOUT FORWARD-LOOKING STATEMENTS
This prospectus contains forward-looking statements, which can be
identified by the use of words such as "believes," "expects," "anticipates,"
"estimates" or similar expressions. Forward-looking statements include:

o statements of our goals, intentions and expectations;

o statements regarding our business plans, prospects, growth and
operating strategies;

o statements regarding the quality of our loan and investment
portfolios; and

o estimates of our risks and future costs and benefits.
These forward-looking statements are subject to significant risks and
uncertainties. Actual results may differ materially from those contemplated by

the forward-looking statements due to, among others, the following factors:

o general economic conditions, either nationally or in our market
area, that are worse than expected;

o changes in the interest rate environment that reduce our
interest margins or reduce the fair value of financial
instruments;

o increased competitive pressures among financial services
companies;

o changes in consumer spending, borrowing and savings habits;

o legislative or regulatory changes that adversely affect our

business;
o adverse changes in the securities markets; and

o changes in accounting policies and practices, as may be adopted
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by the bank regulatory agencies, the Public Company Accounting
Oversight Board or the Financial Accounting Standards Board.

Any of the forward-looking statements that we make in this prospectus
and in other public statements we make may turn out to be wrong because of
inaccurate assumptions we might make, because of the factors illustrated above
or because of other factors that we cannot foresee. Consequently, no
forward-looking statement can be guaranteed.

SELECTED FINANCIAL AND OTHER DATA

The summary information presented below under "Financial Condition Data"
and "Operating Data" for, and as of the end of, each of the years ended
September 30 is derived from our audited consolidated financial statements.
Information as of March 31, 2004 and the six months ended March 31, 2004 and
2003 is unaudited but we believe it reflects all adjustments (consisting of
normal recurring adjustments) necessary for a fair presentation of such
information. The results of operations for the six months ended March 31, 2004
are not necessarily indicative of the results to be achieved for the fiscal year
ending September 30, 2004. The following information is only a summary and you
should read it in conjunction with our consolidated financial statements and
related notes beginning on page F-1.

At Septemb
At March 31, = —--—mmmmm— oo

36,
289,

266,

73,
32,

Year Ended Sep

$ 26,
14,

12,

2004 2003 2002

FINANCIAL CONDITION DATA: (In Thousands)
Total aSSEeLS vuiiieeeiereeennnnnans $ 496,773 $ 450,196 $ 416,543
Investment securities, available

for sale, at fair value .......... 6,404 5,440 2,507
Mortgage-backed securities, held

to maturity ........c.ci it 55,033 24,425 44,325
Loans receivable, net ............. 383,950 372,629 318,297
Loans held for sale ............... 3,160 5,066 12,722
Total deposit accounts ............ 329,515 301,273 279,772
Advances from Federal

Home Loan Bank .........coeeueeenn 113,074 96,527 91,008
Equity capital .......c.eiiiieinn... 42,356 40,399 34,961

Six Months Ended
March 31,
2004 2003 2003 2002

OPERATING DATA: (In Thousands)
Interest and dividend income ...... S 13,217 S 13,670 S 26,896 S 26,904
Interest exXpense .........eeueeenen.. 4,682 4,922 9,705 11,465
Net interest income ............... 8,535 8,748 17,191 15,439
Provision for loan losses ......... 600 287 615 277
Net interest income after

provision for loan losses ........ 7,935 8,461 16,576 15,162
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Noninterest income ................
Noninterest expense ..........o....

Income before income taxes ........
Income tax EXPENSE v eweneeeeenns

Net income .......ciiiiiieinnnnnn.

OTHER DATA:

Number of:
Real estate loans outstanding

Deposit accounts ................
Full-service offices ............

KEY FINANCIAL RATIOS:

Performance Ratios:

Return on assets (2) ...
Return on equity (3) ...
Equity-to-assets ratio (4) ........
Interest rate spread (5) ..........
Net interest margin (6) ...........
Efficiency ratio (7) ..............

Average interest-earning assets
to average interest-bearing

liabilities ...,

Noninterest expense as a percent

of average total assets ..........

Capital Ratios:
Tier 1 (core) capital

(to risk-weighted assets) ........

Total risk-based capital

(to risk-weighted assets) ........

Tier 1 risk-based capital

(to risk-weighted assets) ........

Asset Quality Ratios:
Nonaccrual and 90 days or
more past due loans as a

percent of total loans ...........

Nonperforming assets as a

percent of total assets ..........

4,341 5,319 11,188 5,767 6,
9,218 9,796 18,885 17,178 14,
3,058 3,984 8,879 3,751 3,
1,105 1,559 3,423 1,644 1,
1,953 $ 2,425 S 5,456 $ 2,107 S 1,
At Septemb
At March 31, = - mmmmmm— e
2004 2003 2002 2001
3,006 3,053 2,565 2,
57,513 56,308 54,459 50,
15 14 14
At or For the
Six Months Ended At or For the
March 31, September
2004 (1) 2003 (1) 2003 2002 2001
0.83% 1.13% 1.23% 0.53% 0
9.38 12.83 13.39 6.03 5
8.85 8.80 9.17 8.74 9
3.70 4.17 3.93 3.98 3
3.94 4.42 4.19 4.23 3
71.59 69.64 66.55 81.01 79
111.00 109.97 110.96 107.83 108
3.92 4.55 4.25 4.29 4
8.46 8.37 8.89 8.50 8
13.81 13.59 14.18 13.79 14
13.07 14.16 13.56 13.27 13
0.15 0.09 0.04 0.14 1
0.11 0.12 0.03 0.17 0
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Allowance for losses as a percent

of gross loans receivable ........ 0.62 0.45 0.49 0.41
Allowance for losses as a percent

of nonperforming loans ........... 425.97 517.63 1393.23 295.94
Net charge-offs to average

outstanding loans ................ 0.01 0.03 0.04 0.10

(1) Ratios for the six-month periods have been annualized, where applicable.

(2) Net income divided by average total assets.

(3) Net income divided by average equity.

(4) Average equity divided by average total assets.

(5) Difference between weighted average yield on interest-earning assets and
weighted average rate on interest-bearing liabilities.

(6) Net interest income as a percentage of average interest-earning assets.

(7) DNoninterest expense divided by total noninterest income and net interest
income before provision for loan loss.

RECENT DEVELOPMENTS

The following tables set forth certain information concerning our
consolidated financial position and results of operations at the dates and for
the periods indicated. Information at June 30, 2004 and March 31, 2004 and the
three and nine months ended June 30, 2004 and 2003 are unaudited, but, in the
opinion of management, contain all adjustments (none of which were other than
normal recurring entries) necessary for a fair presentation of the results of
these periods. The results of operations for the three and nine month periods
ended June 30, 2004 are not necessarily indicative of the results of operations
which may be expected for the year ending September 30, 2004. This information
should be read in conjunction with our consolidated financial statements and
related notes beginning on page F-1 of this prospectus.

At June 30, At March 31, At September 30,
FINANCIAL CONDITION DATA: 2004 2004 2003

(In Thousands)

TOLAl ASSEES ittt ittt ittt e ettt et e e $ 519,251 S 496,773 S 450,196
Investment securities, available for sale,

at fair value . ...t e e e e e e 893 6,404 5,440
Mortgage-backed securities, held to maturity .. 82,653 55,033 24,425
Loans receivable, net .......iiiii it itnnennnnn 386,837 383,950 372,695
Loans held for sale .....uii ittt tneieenenennn 1,813 3,160 5,066
Total deposit accounts . ...t iiienneeeeennnn 333,522 329,515 301,273
Advances from Federal Home Loan Bank .......... 131,756 113,074 96,527
Equity capital ..ttt ittt ittt e 43,676 42,356 40,399

Three Months Ended Nine Months Ended
June 30, June 30,
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OPERATING DATA:

Interest and dividend income ... $
Interest expense ...............

Net interest income ............
Provision for loan losses ......

Net interest income after
provision for loan losses

Noninterest income .............
Noninterest expense ............

Income before income taxes .....
Income tax expense .............

Net income ........iiiiiiinnen.. $

KEY FINANCIAL RATIOS:

Performance Ratios:

Return on assets (2) .«.viiiiiieinnnn.
Return on equity (3) ...
Equity-to-assets ratio (4) ............
Interest rate spread (5) ..............
Net interest margin (6) ...............
Efficiency ratio (7) ...

Average interest-earning assets to
average interest-bearing liabilities
Noninterest expense as a percent of

average total assets ................

Capital Ratios:
Tier I (core) capital

(to risk-weighted assets) ...........

Total risk-based capital

(to risk-weighted assets) ...........

Tier 1 risk-based capital

.25

.32

75

2004 2003 2004 2003
(In Thousands)
6,884 S 6,753 $ 20,101 S 20,424
2,391 2,421 7,073 7,343
4,493 4,332 13,028 13,081
300 150 900 437
4,193 4,182 12,128 12,644
2,616 2,976 6,957 8,295
4,721 3,913 13,939 13,711
2,088 3,245 5,146 7,228
770 1,397 1,875 2,955
1,318 S 1,848 S 3,271 S 4,273
7
At or For the At or For the
Three Months Ended Nine Months Ended
June 30, June 30,
2004 (1) 2003 (1) 2004 (1) 2003 (1)
Ce. 1.05 1.62% 0.91% 1
Ce. 12.64 19.92 10.10 14
Ce. 8.28 8.15 8.97
.. 3.63 3.80 3.66 4
Ce. 3.87 4.07 3.90 4
Ce. 66.41 53.54 69.75 64
111.21 111.77 111.33 110
Ce 3.75 3.44 5.79 6
Ce 8.35 8.32 8.35 8
Ce 13.61 13.75 13.61 13.
Ce 12.83 13.18 12.83 13.

(to risk-weighted assets) ...........
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Asset Quality Ratios:
Nonaccrual and 90 days or more past

due loans as a percent of total loans .. 0.17 0.01 0.17 0.
Nonperforming assets as a percent of

total assets ... i e e 0.15 0.04 0.15 0.
Allowance for losses as a percent of

gross loans receivable ................. 0.69 0.46 0.69 0.
Allowance for losses as a percent of

nonperforming loans .........iiiiiee... 400.30 3,315.69 400.30 3,315.
Net charge-offs to average outstanding

o = o = P 0.01 0.04 0.02 0.
(1) Ratios for the three and nine month periods have been annualized, where

applicable

(2) Net earnings divided by average total assets.
(3) Net earnings divided by average equity.
(4) Average equity divided by average total assets.
(5) Difference between weighted average yield on interest-earning assets and

weighted average rate on interest- bearing liabilities.
(6) Net interest income as a percentage of average interest-earning assets.
(7) DNoninterest expense divided by total noninterest income and net interest
income before provision for loan loss.

Regulatory Capital

The table below sets forth Home Federal's capital position relative to
its Office of Thrift Supervision capital requirements at June 30, 2004. The
definitions used in the table are those provided in the capital regulations
issued by the Office of Thrift Supervision. See "How We Are Regulated -
Regulation and Supervision of Home Federal - Capital Requirements."

At June 30, 2004

Percent of
Amount Assets (1)

Equity capital under general
accepted accounting principles

("GARP") ittt e $ 43,676 8.41%
Tier 1 risk-based capital ....... 43,356 12.83
Requirement .........c..ciiiiieonn. 13,521 4.00
EXCESS vttt ittt it et e i e e 29,835 8.83
Tier 1 (core) capital ........... 43,356 8.35
Requirement ...........iiiiieonn. 20,782 4.00
EXCESS vttt ittt it et e i e e 22,574 4.35
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Total risk-based capital ........ 46,002 13.61
Risk-based requirement .......... 27,041 8.00
EXCESS vttt it ittt ettt e e S 18,961 5.61%

MANAGEMENT'S DISCUSSION AND ANALYSIS OF RECENT DEVELOPMENTS
Comparison of Financial Condition at June 30, 2004 and September 30, 2003

General. Our total assets increased $69.1 million, or 15.3%, to $519.3
million at June 30, 2004 compared to $450.2 million at September 30, 2003. Asset
growth was concentrated primarily in mortgage-backed securities, which increased
$58.2 million, and loans originated in our local market area, which increased
$14.2 million. The growth was funded by $32.2 million in increased deposits,
$35.2 million in additional borrowings from the Federal Home Loan Bank of
Seattle and $3.3 million in net income.

In connection with our asset and liability management practices, we use
asset and liability duration measures as a component of interest rate risk
measurement. Duration measures cash flows that are generated from investments,
loans or deposits by weighting the present value of the cash flows according to
the periods of time when the cash flows are received with the result being an
average date when the cash flows are received or paid. We use months as the
measure of time. Our goal is to manage the mismatch between the duration
maturities of cash inflows that comes from loans and investments, and cash
outflows that comes from deposits and borrowings. We accomplish this by reducing
our asset durations, or cash inflows, and lengthening our liability durations,
or cash outflows, so that the net duration mismatch between assets and
liabilities is within our policy guidelines. During the nine months ended June
30, 2004, total asset duration decreased 3.93 months to 38.87 months, and
liability duration decreased 5.23 months to 22.25 months for a net duration gap
of 16.62 months, up 1.3 months from September 30, 2003.

Assets. During the nine months ended June 30, 2004, total assets
increased $69.1 million. The changes were primarily concentrated in the
following asset categories:

Increase/ (Decrease)
Balance at from Percentage
June 30, 2004 September 30, 2003 Increase/ (Decrea

(Dollars in Thousands)

Cash and amounts due from

depository institutions ....... S 13,694 $ 2,576 23.2%
Securities available for sale,

at fair value ..........ciii... 893 (4,547) (83.6)
Mortgage-backed securities,

held to maturity .............. 82,653 58,228 238.4
Loans held for sale (1) ......... 1,813 (3,253) (64.2)
Loans receivable, net ........... 386,837 14,208 3.8
(1) Loans held for sale includes one- to four-family residential loans that
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have been sold into the secondary market awaiting delivery to the
purchaser.

Cash and amounts due from depository institutions increased $2.6 million
primarily as the result of an increase in customer checking account deposit
clearing items that were due from other banks. In addition, cash balances held
at the Federal Home Loan Bank of Seattle increased.

During the nine months ended June 30, 2004, we purchased Fannie Mae and
Freddie Mac mortgage-backed securities in order to leverage the balance sheet
and achieve the desired level of total interest-earning assets. Mortgage-backed
securities have payment characteristics that are similar to those of residential
loans. The net increase of $58.2 million represented 84.3% of our total asset
growth. Loans receivable, net increased $14.2 million from loans originated in
our local area.

Deposits. Deposits increased $32.2 million during the nine months ended
June 30, 2004. Deposit growth resulted from increases in demand deposits and
certificates of deposits. The following table details the source of that growth:

Increase/ (Decrease)
Balance at from Percentage
June 30, 2004 September 30, 2003 Increase/ (Decrea

Savings deposits.............. S 25,104 $ 681 2.8%
Demand deposits............... 149,956 18,178 13.8
Certificates of deposit....... 158,462 13,390 9.2
Total deposit accounts........ S 333,522 S 32,249 10.7%

Demand deposits increased $18.2 million during the nine months ended
June 30, 2004, and accounted for 56.4% of the $32.2 million in total deposit
growth. Noninterest-bearing demand deposits grew $2.0 million and
interest-bearing demand deposits grew $16.2 million. Certificates of deposit
increased $13.4 million primarily as a result of local advertised specials for
certificate accounts with maturities ranging from nineteen to thirty-nine
months.

Borrowings. Advances from the Federal Home Loan Bank of Seattle
increased $35.2 million, or 36.5%, to $131.8 million during the nine months
ended June 30, 2004. We use advances from the Federal Home Loan Bank of Seattle
as an alternative funding source to deposits in order to manage funding costs,

10

reduce interest rate risk and to leverage the balance sheet. The net effect was
to fund increases in total interest-earning assets, thereby incrementally
increasing our net interest income.

Equity. Total equity increased $3.3 million, or 8.1%, to $43.7 million
at June 30, 2004 as compared to $40.4 million at September 30, 2003. The source
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of the increase was $3.3 million in net income for the nine months ended June
30, 2004. Our total tier 1 (core) capital ratio was 8.35% and our total tier 1
risk-based capital ratio was 13.61% at June 30, 2004.

Comparison of Operating Results for the Three Months ended June 30, 2004 and
June 30, 2003

General. Our net income for the three months ended June 30, 2004 was
$1.3 million, a decrease of $530,000 from the three months ended June 30, 2003.
The reduction in net income was caused, in part, by an increase in the provision
for loan losses of $150,000, a decrease in total noninterest income of $360,000
and an increase in total noninterest expense of $808,000. This was partially
offset by an increase in net interest income of $161,000 and a decrease in
income tax expense of $627,000.

Net Interest Income. Our net interest income increased $161,000 for the
three months ended June 30, 2004 compared to the three months ended June 30,
2003. Average total interest-earning assets increased $39.6 million between the
two three month time periods. Loan refinancing driven by low interest rates
resulted in a 43 basis point decline in our average asset yields. During that
same period, our average cost of funds declined 26 basis points, resulting in a
17 basis point decrease in our net interest spread.

Interest and Dividend Income. Total interest and dividend income for the
three months ended June 30, 2004 increased $131,000 to $6.9 million compared to
the three months ended June 30, 2003. The following table compares detailed
average earning asset balances, associated yields and resulting changes in
interest and dividend income for the three months ended June 30, 2004 and 2003:

Three Months Ended June 30,

age
nce

(Dollars in Thousands)

7,192
2,879

7,825

1,263
6,086

2004
Average Aver
Balance Yield Bala
Loans receivable, nNet .......iiuiiieeeennnnnn $ 384,123 6.01% $ 35
Loans held for sale .....c.iiiiiiieeneennnnnnn 3,246 5.57
Investment securities, available for sale,
including interest-bearing deposits in
other banks ... ..ttt ittt 4,346 1.84 2
Mortgage-backed securities, held
Lo MatuUrity .. i ittt e e e e e e 66,380 5.12 3
Federal Home Loan Bank stock ................ 6,711 3.99
Total interest-earning assets ............... $ 464,806 5.92% S 42

We had a 43 basis point decline in the average yield on total
interest-earning assets, however, the increase in average total interest-earning
assets of $39.6 million for the three months ended June 30, 2004 compared to the
three months ended June 30, 2003 resulted in an increase of $131,000 in total
interest income. Continuing low interest rates and customer loan refinancings
resulted in a 60 basis point reduction in the average yield on loans receivable,
net and a $132,000 reduction in related interest income. Rapid prepayments
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received on higher coupon mortgage-backed securities and decreased reinvestment
rates for purchased securities resulted in an 83 basis point reduction in the
associated average yield. Mortgage-backed

11

security interest income increased $384,000 as a result of the $35.1 million or
112.3% increase in the average balance between the three months ended June 30,
2004 and 2003.

Interest Expense. Total interest expense for the three months ended June
30, 2004 was $2.4 million, virtually unchanged from the three months ended June
30, 2003. The following table details average balances, cost of funds and the
change in interest expense for the three months ended June 30, 2004 and 2003:

Three Months Ended June 30,

2004 2003 Inc
—————————————————————————————————————————————— (De
in T

Average Average Ex
Balance Cost Balance Cost fro

(Dollars in Thousands)

Savings acCCOUNLS vttt v vvennneeeenns S 24,971 0.19% S 24,988 0.40% S
Interest-bearing demand accounts .... 87,291 0.24 73,148 0.22
Money market accounts ............... 33,734 0.70 31,689 0.67
Certificates of deposit ............. 156,547 2.84 142,635 3.14
Federal Home Loan Bank advances ..... 115,425 4.01 108,001 4.38

Total interest-bearing liabilities .. S 417,968 2.29% $ 380,461 2.55% S

The average balance of total interest-bearing liabilities increased
$37.5 million for the three months ended June 30, 2004 compared to that of the
three months ended June 30, 2003, however, our average cost of funds for total
interest-bearing liabilities decreased 26 basis points, and total interest
expense decreased $30,000. The average balance of certificates of deposit
increased $13.9 million during the same time period, however, the average cost
of funds decreased 30 basis points and interest expense decreased $10,000.
Similarly, the average balance of interest- bearing demand deposits increased
$14.1 million and the average cost of funds increased 2 basis points, resulting
in a $12,000 increase in related interest expense. The current low interest rate
environment is the primary cause of the reduction of the cost of funds.

Provision for Loan Losses. Our Asset Liability Committee assesses the
adequacy of the allowance for loan losses on a quarterly basis. The Committee
analyzes several different factors, including delinquency, charge- off rates and
the changing risk profile of our loan portfolio, as well as local economic
conditions including unemployment rates, bankruptcies and vacancy rates of
business and residential properties. Our methodology for analyzing the allowance
for loan losses consists of three components: formula, specific and general
allowances. The formula allowance is determined by applying an estimated loss
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percentage to various groups of loans. The loss percentages are generally based
on various historical measures such as the amount and type of classified loans,
past due ratios and loss experience, which could affect the collectibility of
the respective loan types. The specific allowance component is created when
management believes that the collectibility of a specific large loan, such as a
real estate or multi-family or commercial real estate loan, has been impaired
and a loss is probable. The general allowance component is established to ensure
the adequacy of the allowance for loan losses in situations where the Asset
Liability Management Committee believes that there are risk factors associated
with the collectibility of the portfolio that may not be adequately addressed in
the formula or specific allowance components. Information considered for the
general allowance element includes regional economic and employment data.

Our provision for loan losses increased $150,000 for the three months
ended June 30, 2004 compared to the same period in the prior year. The following
table details selected activity associated with the allowance for loan losses
for the three months ended June 30, 2004 and 2003:

12
At or For the Three Months
Ended June 30,
2004 2003
(Dollars in Thousands)

Provisions for 10an 10SSES .t uviiieeeereeeeennnnneens $ 300 $ 150
Net charge—0ffs ...t ittt et et e et e eaeeenn 13 35
Allowance for 10an 10SSES ittt ittt tneeneeeeeeneeneean 2,706 1,691
Allowance for losses as a percentage of total loans

outstanding at a the end of the period ............. 0.69% 0.46%
Allowance for loan losses as a percentage of

nonperforming loans at end of period ............... 400.30% 3,315.69%
Nonperforming loansS ...t tiin ettt teeneeeeeeeennenns 676 51
Nonaccrual and 90 days or more past due loans as a

percentage of loans receivable ........... .. ... 0.17% 0.01%
Total 10aAns, NEL &ttt ittt ittt e ittt et ettt eeeeenan 388,650 370,305
Total commercial real estate and construction loans .. 117,402 97,270

The increase in the provision was due to an $18.3 million increase in
net loans receivable at June 30, 2004 as compared to June 30, 2003, increased
risk associated with the continued growth of our commercial real estate and
construction loan portfolio as a percentage of total gross loans, and the
increase in nonperforming loans from $51,000 at June 30, 2003 to $676,000 at
June 30, 2004. Total commercial real estate and construction loans represented
30.3% of our total net loans receivable at June 30, 2004 compared to 26.3% at
June 30, 2003. Nonaccrual and 90 days or more past due loans as a percentage of
loans receivable at June 30, 2004 and 2003 were 0.17% and 0.01% respectively.
Management expects the allowance for loan losses as a percentage of loans
receivable to continue to increase in the future as the concentration of
commercial real estate and construction loans increases in the portfolio.

Noninterest Income. Noninterest income for the three months ended June
30, 2004 was $2.6 million, a decrease of $360,000, or 12.1%, from the three

51



Edgar Filing: HOME FEDERAL BANCORP INC - Form S-1/A

months ended June 30, 2003. The following table provides a detailed analysis of
the changes in components of noninterest income:

Three Months Ended Increase/ (Decrease) Percentage
June 30, 2004 from June 30, 2003 Increase/ (Decre

(Dollars in Thousands)

Service fees and charges ......... S 2,198 S (265) (10.8)%
Increase in cash surrender

value of life insurance ........ 122 (177) (59.2)
Mortgage servicing rights, net ... 287 (21) (6.8)
0] o= 9 103 N/A
Total noninterest income ......... S 2,616 S (360) (12.1)%

Service fees and charges declined mainly due to lower debit card fee
income. Income from the increase in the cash surrender value of life insurance
decreased due to lower interest rates. Mortgage servicing rights, net was
$287,000 for the three months ended June 30, 2004, a decrease of $21,000
compared to the three months ended June 30, 2003. Mortgage servicing rights, net
is an accounting estimate that represents the present value of the future
servicing fees from the right to service mortgage loans for others. It is
impacted by prepayment speeds of the underlying mortgages and interest rates. In
general, during periods of falling interest rates such as we experienced during
the three months ended June 30, 2004, mortgage loans prepay faster and the value
of our mortgage-servicing asset declines. On a quarterly basis, we perform an
independent valuation review of mortgage servicing rights in order to determine
if there has been a decline in its fair market value.

13

Noninterest Expense. Total noninterest expense for the three months
ended June 30, 2004 was $4.7 million, an increase of $808,000 or 20.6% compared
to the three months ended June 30, 2003. The following table provides a detailed
analysis of the changes in components of noninterest expense:

Three Months Ended Increase/ (Decrease) Percentage
June 30, 2004 from June 30, 2003 Increase/ (Decrea

(Dollars in Thousands)

Compensation and benefits .... S 2,753 $ 727 35.9%
Occupancy and equipment ...... 686 (45) (6.2)
Data processing .............. 374 39 11.6
Advertising ........ ... 309 41 15.3
Postage and supplies ......... 193 (11) (5.4)
Other ... ... .. i, 406 57 16.3
Total noninterest expense .... $ 4,721 S 808 20.6%
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Compensation and benefits accounted for $727,000 in increased
noninterest expense. Compensation increased due to salary increases and an
increase in the number of employees. Data processing expense increased
principally as a result of an increase in the expense to operate our Internet
banking system. Advertising expense increased primarily due to production costs
of television advertising.

Income Tax Expense. Income tax expense for the three months ended June
30, 2004 was $770,000, which represented a decrease of $627,000 from the three
months ended June 30, 2003. Income before income taxes was $2.1 million for the
three months ended June 30, 2004 compared to $3.2 million for the three months
ended June 30, 2003, a decrease of $1.2 million, or 35.7%. Income recognized
from the increase in the cash surrender value of life insurance is generally not
subject to income tax and this reduced income tax by $48,000 and $117,000 for
the three months ended June 30, 2004 and 2003, respectively. The effective
income tax rate for the three months ended June 30, 2004 was 34% for federal and
7.6% for the State of Idaho.

Comparison of Operating Results for the Nine Months ended June 30, 2004 and June
30, 2003.

General. Our net income for the nine months ended June 30, 2004 was $3.3
million, a decrease of $1.0 million compared to the nine months ended June 30,
2003. Income and expense items that contributed to the reduction in net income
include decreases in net interest income and total noninterest income of $53,000
and $1.3 million, respectively, and increases in the provision for loan losses
and total noninterest expense of $463,000 and $228,000, respectively. This was
partially offset by a decease in income tax expense of $1.1 million.

Net Interest Income. Our net interest income was $13.0 million for the
nine months ended June 30, 2004 compared to $13.1 million for the nine months
ended June 30, 2003, a decrease of $53,000. Average total interest- earning
assets increased $39.1 million between the two nine month time periods as a
result of a record number of customer loan refinancings driven by historically
low interest rate; however, lower interest rates resulted in a 69 basis point
decline in our average asset yields. During that same period, our average cost
of funds declined only 31 basis points, resulting in a 38 basis point reduction
in our net interest spread.

Interest and Dividend Income. Total interest and dividend income for the
nine months ended June 30, 2004 decreased $323,000 to $20.1 million compared to
the nine months ended June 30, 2003. The following table compares detailed
average earning asset balances, associated yields and resulting changes in
interest and dividend income for the nine months ended June 30, 2004 and 2003:

14
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Average Average
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(Dollars in Thousands)

Loans receivable, nNet .......iuuiiieeennnnnnn $ 381,052 6.20% $ 344,608 6.9
Loans held for sale .....c.iiiiiiinineennennnn 3,036 5.78 3,171 5.7
Investment securities, available for sale,

including, interest-bearing deposits in

other banks . ...ttt iinnnnn. 6,809 1.96 15,436 2.0
Mortgage-backed securities, held

Lo MAatUTItY vttt et et e e e 47,500 5.32 37,013 6.0
Federal Home Loan Bank stock ................ 6,620 4.33 5,648 6.3
Total interest-earning assets ............... $ 445,017 6.02% $ 405,876 6.7

Average total interest-earning assets increased $39.1 million during the
nine months ended June 30, 2004 when compared to the nine months ended June 30,
2003; however, we had a 69 basis point decrease in the average yield on total
interest—-earning assets and a decrease of $323,000 in total interest income.
Historically low interest rates and a record number of customer loan
refinancings resulted in a 79 basis point reduction in the average yield on
loans receivable, net and a $349,000 reduction in related interest income. Rapid
repayments received on higher coupon mortgage-backed securities and decreased
reinvestment rates for purchased securities resulted in a 72 basis points
reduction in the associated average yield.

Interest Expense. Total interest expense for the nine months ended June
30, 2004 was $7.1 million, a decrease of $270,000 from that of the nine months
ended June 30, 2003. The following table details average balances, cost of funds
and the resulting decrease in interest expense for the nine months ended June
30, 2004 and 2003:

Nine Months Ended June 30,

2004 2003 I
—————————————————————————————————————————————— (T
in

Average Average E
Balance Cost Balance Cost fr

(Dollars in Thousands)

Savings aCCOUNLS « vttt v veeeneeeeennnn S 24,262 0.26% S 24,279 0.47% $
Interest-bearing demand accounts ..... 81,277 0.24 70,052 0.31
Money market accounts ................ 32,636 0.64 33,231 0.80
Certificates of deposit .............. 150,678 2.89 137,578 3.32
Federal Home Loan Bank advances ...... 110,892 4.16 101,879 4.54

Total interest-bearing liabilities ... $ 399,745 2.36% $ 367,019 2.67% S

The average balance of total interest-bearing liabilities increased
$32.7 million for the nine months ended June 30, 2004 compared to June 30, 2003;
however, our average total cost of funds decreased 31 basis points and total
interest expense decreased $270,000. The average balance of certificates of
deposit increased $13.1 million during the same period, however the average cost
of funds decreased 43 basis points and interest expense declined $158,000.
Similarly, the average balance of interest-bearing demand deposits increased
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llion, however, the average cost of funds decreased 7 basis points,

g in a $19,000 reduction in related interest expense. In addition, the

balance of money market deposits decreased $595,000 and the average cost
decreased 16 basis points. The current low interest rate environment
lted in a significant reduction in our average cost of funds and total
expense.

Provision for Loan Losses. Our provision for loan losses for the nine

nded June 30, 2004 was $900,000, an increase of $463,000 over that of
months ended June 30, 2003. The following table details selected
associated with the allowance for loan loss for the nine months ended
2004 and 2003:

At or For the Nine Months
Ended June 30,

(Dollars in Thousands)

Provisions for 10an 10SSES ittt eeeeenennnaeennns S 900 S 437
Net charge—0ffs ...ttt ittt e e e ettt e 64 136
Allowance for 10aAn 10SSES v ittt it teeeeneeneeneeeneenns 2,706 1,691
Allowance for losses as a percentage of total loans

outstanding at a the end of the period .............. 0.69% 0.46%
Allowance for loan losses as a percentage of

nonperforming loans at end of period ................ 400.30% 3,315.69%
Nonperforming loansS ...ttt ittt et eeeeeeeenneeeens 676 51
Nonaccrual and 90 days or more past due loans as a

percentage of total 10aNsS ... iii ittt ittt 0.17% 0.01%
Total net loans receivable .......i ittt ennennn 388, 650 370,305
Total commercial real estate and construction loans 117,402 97,270
The increase in the provision for loan losses was due to an $18.3
increase in loans net at June 30, 2004 as compared to June 30, 2003,
d risk associated with the growth of our commercial real estate and
tion loan portfolio as a percentage of total gross loans and the

in nonperforming loans from $51,000 at June 30, 2003 to $676,000 at

2004. Total commercial real estate and construction loans represented

our total net loans receivable at June 30, 2004, compared to 26.3% at

2003.
Noninterest Income. Noninterest income for the nine months ended June

was $7.0 million, a decrease of $1.3 million, or 16.1%, from the nine
nded June 30, 2003. The following table provides a detailed analysis of
ges in components of noninterest income:

Nine Months Ended Increase/ (Decrease) Percenta

2003

June 30, 2004

from June 30, Increase/ (De

(Dollars in Thousands)
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Service fees and charges .......... $ 6,004 S (109)
Gain on sale of loans ............. 421 (172)
Mortgage servicing rights, net .... 173 (863)
OLher ..ttt ittt i ettt eeeennn 359 (194)
Total noninterest income .......... S 6,957 S (1,338)

Service fees and charges totaled $6.0 million for the nine months ended
June 30, 2004, a decrease of $109,000, or 1.8%, over the comparable nine months
ended June 30, 2003. Service fees and charges represented 86.3% of total
noninterest income for the nine months ended June 30, 2004 up from 73.7% for the
nine months ended June 30, 2003.
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Gain on the sale of loans was $421,000 for the nine months ended June
30, 2004, a decrease of $172,000 from that of the nine months ended June 30,
2003. Gain on the sale of loans is directly related to mortgage loan
originations sold in the secondary market. The reduction in the income was the
result of a $67.4 million, or 59.0%, reduction in the sale of mortgage loans
during the nine months ended June 30, 2004 as compared to the nine months ended
June 30, 2003. Mortgage servicing rights, net was $173,000 for the nine months
ended June 30, 2004, a decrease of $863,000 compared to the nine months ended
June 30, 2003. The volume of consumer mortgage loans sold declined $67.4
million, or 59.0%, to $46.8 million for the nine months ended June 30, 2004
compared to the same period in 2003.

Noninterest Expense. Total noninterest expense for the nine months ended
June 30, 2004 was $13.9 million compared to $13.7 million for the nine months
ended June 30, 2003, an increase of $228,000. The following table provides a
detailed analysis of the changes in components of noninterest expense:

Nine Months Ended Increase/ (Decrease)
June 30, 2004 from June 30, 2003

(Dollars in Thousands)

Compensation and benefits.......... $ 8,094 $ 238
Occupancy and equipment............ 2,062 (144)
Data processing......c.cueueeeeeeeennn. 1,098 98
Advertising.......oii it 824 (66)
Postage and supplies............... 601 34
Other. ... . it 1,260 68
Total noninterest expense.......... S 13,939 S (228)

Compensation and benefits accounted for $238,000 in increased
noninterest expense. The deferral of salary and benefit expense related to
mortgage originations was the primary cause of the increase in compensation and
benefits expense. This deferral decreased from $1.1 million for the nine months
ended June 30, 2003 to $571,000 for the same period in 2004. Commissions and
incentive compensation expense decreased $306,000 and $121,000, respectively,
for the nine months ended June 30, 2004 compared to the nine months ended June

Percenta
Increase/ (De
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30, 2003. Commissions are paid to our loan originators based on residential
mortgage dollar origination volumes; those volumes decreased $160.6 million, or
66.1%, for the nine months ended June 30, 2004 compared to the nine months ended
June 30, 2003.

Occupancy expense declined $144,000 principally as a result of decreased
rent expense as we closed three Wal-Mart branch locations in the nine months
ending June 30, 2003. Data processing expense increased $98,000 due to increased
expense to operate our Internet banking system. Advertising expense was $824,000
for the nine months ended June 30, 2004, a $66,000 decrease from the $890,000 in
expense for the nine months ended June 30, 2003. The primary reason for the
decrease was a $53,000 reduction in market research expense.

Income Tax Expense. Income tax expense for the nine months ended June
30, 2004 was $1.9 million, a decrease of $1.1 million from that of the nine
months ended June 30, 2003. Income before income taxes was $5.1 million for the
nine months ended June 30, 2004 compared to $7.2 million for the nine months
ended June 30, 2003, a decrease of $2.1 million, or 28.8%. Income recognized
from the increase in the cash surrender value of life insurance is generally not
subject to income tax and this reduced income tax by $145,000 and $195,000 for
the three months ended June 30, 2004 and 2003, respectively. The effective
income tax rate for the nine months ended June 30, 2004 was 34% for federal and
7.6% for the State of Idaho.

HOME FEDERAL BANCORP

Home Federal Bancorp will be incorporated under federal law to hold all
of the stock of Home Federal. Initially, Home Federal Bancorp will not be an
operating company and will have no significant assets other than all
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of the outstanding shares of common stock of Home Federal, the net proceeds it
keeps from the offering and its loan to the Home Federal employee stock
ownership plan. Home Federal Bancorp will have no significant liabilities. See
"How We Intend to Use the Proceeds From this Offering." Initially, the
management of Home Federal Bancorp and Home Federal will be substantially the
same. Home Federal Bancorp intends to utilize the support staff and offices of
Home Federal and will pay Home Federal for these services. If Home Federal
Bancorp expands or changes its business in the future, it may hire its own
employees.

We believe the proposed holding company structure will give us more
flexibility to enhance our business activities by forming new companies that we
own, or by acquiring other companies, including other financial institutions and
financial services companies. We do not, however, have any current plans to do
these things. Home Federal Bancorp intends to pay for its business activities
with the proceeds it keeps from the offering and the money it earns from
investing these proceeds, as well as from dividends from Home Federal. See "Our
Policy Regarding Dividends."

The principal executive offices of Home Federal Bancorp are located at
500 12th Avenue South, Nampa, Idaho 83653 and its telephone number is (208)
466-4634.

HOME FEDERAL MHC

Home Federal MHC will be a federally-chartered mutual holding company
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formed in connection with the mutual holding company reorganization of Home
Federal. Following completion of the reorganization, it will be a mutual holding
company registered with the Office of Thrift Supervision.

Following completion of the reorganization, Home Federal MHC's principal
assets will be a majority of the outstanding common stock of Home Federal
Bancorp and $50,000 in cash it received from Home Federal Bancorp as its initial
capitalization. At the present time, we expect that Home Federal MHC will not
engage in any business activity other than its investment in a majority of the
common stock of Home Federal Bancorp. Federal law and regulations require that
as long as Home Federal MHC is in existence, it must own a majority of Home
Federal Bancorp's common stock. Following completion of the reorganization and
stock offering, Home Federal MHC will own 59.04% of Home Federal Bancorp's
outstanding common stock. Federal law and regulation, and the plan of
reorganization and stock issuance permit Home Federal MHC to convert to the
stock form of organization. For additional information regarding a stock
conversion of Home Federal MHC, see "How We Are Regulated - Regulation and
Supervision of Home Federal Bancorp - Conversion of Home Federal MHC to Stock
Form."

The principal executive offices of Home Federal MHC are located at 500
12th Avenue South, Nampa, Idaho 83653 and its telephone number is (208)
466-4634.

HOME FEDERAL

Home Federal is a community-oriented financial institution dedicated to
serving the financial service needs of consumers and businesses within its
market area. We engage primarily in the business of attracting deposits from the
general public and using these funds to originate loans. We emphasize the
origination of loans secured by first mortgages on owner-occupied, residential
real estate, residential development and construction, and commercial real
estate. To a lesser extent, we originate other types of real estate loans,
commercial business loans and consumer loans. See "Business of Home Federal -
Lending Activities."

We serve the Treasure Valley region of southwestern Idaho, which
includes Ada, Canyon, Elmore and Gem Counties, through our 14 full-service
banking offices, two loan centers, 15 automated teller machines and Internet
banking services. Included in our 14 full-service banking offices are five
Wal-Mart in-store branch locations and an office located in the Hispanic
Cultural Center of Idaho.

Home Federal was founded in 1920 as a building and loan association and
reorganized as a federal mutual savings and loan association in 1936. At March
31, 2004, we had total assets of $496.8 million, deposit accounts of $329.5
million and equity of $42.4 million. Through the reorganization and stock
offering, we are changing our
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corporate structure by becoming a federally-chartered stock savings bank and
also are changing our name to "Home Federal Bank."

Home Federal is examined and regulated by the Office of Thrift
Supervision, its primary regulator. Home Federal is also regulated by the
Federal Deposit Insurance Corporation ("FDIC"). Home Federal is required to have
certain reserves set by the Board of Governors of the Federal Reserve System and
is a member of the Federal Home Loan Bank of Seattle, which is one of the 12
regional banks in the Federal Home Loan Bank System.
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The principal executive offices of Home Federal are located at 500 12th
Avenue South, Nampa, Idaho 83653 and its telephone number is (208) 466-4634.

HOW WE INTEND TO USE THE PROCEEDS FROM THIS OFFERING

Although the actual net proceeds from the sale of the shares of common
stock cannot be determined until the stock offering is completed, we presently
anticipate that the net proceeds will be between $32.6 million at the minimum of
the offering range and $44.5 million at the maximum of the offering range, and
may be up to $51.3 million assuming an increase in the estimated offering range
by 15%. See "Pro Forma Data" and "Home Federal's Reorganization and Stock
Offering - How We Determined Our Price and the Number of Shares to Be Issued in
the Stock Offering" as to the assumptions used to arrive at these amounts.

We intend to use the net proceeds received from the stock offering as

follows:
M
Minimum Maximum as
(In Thousands)

GrOSS PrOCEEAS v ittt ittt ettt e e e eeneeeeeeseeeeenaeeeeeseeeennnaes S 34,000 S 46,000 S
Less:

Estimated underwriting commission...........oi it inenneeennnn 377 526

Estimated other offering expenses . .......iiii it itneeeeeeennnnn 1,017 1,017
Estimated net pProCeeds . ... it ittt ittt et eeeeeee e 32,606 44,457
Less:

Net proceeds to Home Federal . ... ..ot iiiiineeeeeeneeeeeeeeannns 16,303 22,229

Loan to our employee stock ownership plan ..........coeeeeenn.. 2,785 3,768

Cash contribution to the Home Federal Foundation .............. 204 276

Funding of the restricted stock plan .........iiiiiiiieennnn. 2,486 3,363
Net cash proceeds retained by Home Federal Bancorp .............. S 10,828 $ 14,821 S

Home Federal Bancorp will retain 50% of the net stock offering proceeds
and will purchase all of the capital stock of Home Federal to be issued in the
reorganization in exchange for the remaining 50% of the net stock offering
proceeds. Home Federal Bancorp intends to use a portion of the net proceeds to
make a loan directly to the employee stock ownership plan to enable it to
purchase up to 3.3% of the aggregate shares of common stock issued in the
reorganization, or if shares are not available, in the open market after the
stock offering. Based upon the sale of 3,400,000 shares of common stock in the
offering at the minimum of the estimated offering range and the sale of
4,600,000 shares of common stock in the offering at the maximum of the estimated
offering range, the loan to the Home Federal Bancorp, Inc. employee stock
ownership plan would be $2.8 million and $3.8 million, respectively. See
"Management - Benefits - Employee Stock Ownership Plan."

Home Federal Bancorp will contribute to the Home Federal Foundation a
combination of cash and stock equal to 3% of the gross proceeds of the shares
sold in the offering. Eighty percent of the total contribution will be made in
stock and 20% will be made in cash. In addition, Home Federal Bancorp intends to
adopt a restricted stock plan, subject to stockholder approval, and will use a
portion of its proceeds to fund the purchase of shares in the open market for
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the plan. The restricted stock plan intends to purchase 2.9% of the aggregate
shares issued in the
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reorganization, or $2.5 million and $3.4 million at the minimum and maximum of
the estimated offering range, respectively, assuming a $10.00 per share purchase
price.

The remaining net proceeds retained by Home Federal Bancorp initially
may be used to invest in mortgage-backed or other securities, U.S. Government
and federal agency securities of various maturities, deposits in either Home
Federal or other financial institutions, or a combination thereof. The net
proceeds may ultimately be used:

o to support the growth in Home Federal's core retail business
activities within its geographical market;

o to provide funding for Home Federal's lending activities;
o to support the future expansion of operations through the
establishment or acquisition of additional banking offices or

other customer facilities;

o to acquire other financial service providers, although no
acquisitions are specifically being considered at this time;

o to diversify Home Federal's activities as opportunities become
available;
o for other business and investment purposes, including the

payment of regular or special cash dividends, possible
repurchases of the common stock or returns of capital, although
we have no current plans to declare or pay any return of capital
on the common stock; or

o for general corporate purposes.

Following the completion of the stock offering, to the extent permitted
by the Office of Thrift Supervision and based upon then existing facts and
circumstances, Home Federal Bancorp's Board of Directors may determine to
repurchase shares of common stock, subject to any applicable statutory and
regulatory requirements. Facts and circumstances which may lead us to repurchase
shares include but are not limited to:

o market and economic factors such as the price at which the stock
is trading in the market, the volume of trading, the
attractiveness of other investment alternatives in terms of the
rate of return and risk involved in the investment, the ability
to increase the book value and/or earnings per share of the
remaining outstanding shares, and an improvement in Home Federal
Bancorp's return on equity;

o the avoidance of dilution to stockholders by not having to issue
additional shares to cover the exercise of stock options or to

fund employee stock benefit plans; and

o any other circumstances in which repurchases would be in the
best interests of Home Federal Bancorp and its stockholders.

Any stock repurchases will be subject to the determination of our Board
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of Directors that Home Federal will be capitalized in excess of all applicable
regulatory requirements after any repurchases.

The portion of the net proceeds used by Home Federal Bancorp to purchase
the capital stock of Home Federal will be added to Home Federal's general funds
to be used for general corporate purposes, including increased lending and
investment activities. While the amount of net proceeds received by Home Federal
will further strengthen Home Federal's capital position, its capital position
already exceeds all regulatory requirements. After the stock offering, based
upon the maximum of the estimated offering range, Home Federal's tangible
capital ratio will be approximately 11.0%. As a result, Home Federal will
continue to be a well-capitalized institution.
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The net proceeds may vary because total expenses of the stock offering
may be more or less than those estimated. The net proceeds will also vary if the
number of shares to be sold in the stock offering is adjusted to reflect a
change in the estimated pro forma market value of Home Federal. Payments for
shares made through withdrawals from existing deposit accounts at Home Federal
will not result in the receipt of new funds for investment by Home Federal but
will result in a reduction of Home Federal's interest expense and liabilities as
funds are transferred from interest-bearing certificates or other deposit
accounts.

OUR POLICY REGARDING DIVIDENDS

The Board of Directors of Home Federal Bancorp may pay cash dividends on
the common stock in the future. However, the amount and timing of any dividends
has not yet been determined. The payment of dividends will depend upon a number
of factors, including capital requirements, our financial condition and results
of operations, tax considerations, statutory and regulatory limitations, and
general economic conditions. No assurances can be given that any dividends will
be paid or that, if paid, dividends will not be reduced or eliminated in future
periods. Special cash dividends, stock dividends or returns of capital may, to
the extent permitted by the Office of Thrift Supervision policy and regulations,
be paid in addition to, or in lieu of, regular cash dividends. Home Federal
Bancorp may file consolidated tax returns with Home Federal. Accordingly, it is
anticipated that any cash distributions made by Home Federal Bancorp to its
stockholders would be treated as cash dividends and not as a return of capital
for federal and state tax purposes.

Dividends from Home Federal Bancorp will depend, in large part, upon
receipt of dividends from Home Federal, because Home Federal Bancorp initially
will have limited sources of income other than dividends from Home Federal,
earnings from the investment of proceeds retained by Home Federal Bancorp from
the sale of shares of common stock and interest payments with respect to Home
Federal Bancorp's loan to its employee stock ownership plan. A regulation of the
Office of Thrift Supervision imposes limitations on "capital distributions" by
savings institutions. See "How We Are Regulated - Regulation and Supervision of
Home Federal - Limitations on Dividends and Other Capital Distributions."

If we pay dividends to stockholders of Home Federal Bancorp, it is
anticipated that any dividends payable to Home Federal MHC would be waived by
Home Federal MHC, subject to Office of Thrift Supervision approval. Under Office
of Thrift Supervision regulations, such dividends would not result in dilution
to public stockholders if Home Federal MHC converts to stock form in the future.
See "How We Are Regulated - Regulation and Supervision of Home Federal -
Limitations on Dividends and Other Capital Distributions."

Home Federal Bancorp currently has no intention to initiate any action
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which leads to a return of capital (as distinguished from a dividend) to its
stockholders. Regulations of the Office of Thrift Supervision prohibit a return
of capital during the three-year term of the business plan submitted by Home
Federal to the Office of Thrift Supervision in connection with the stock
offering.

MARKET FOR THE COMMON STOCK

Home Federal Bancorp and Home Federal have never issued capital stock,
and, consequently, there is no established market for the common stock at this
time. Home Federal Bancorp has applied to have its common stock listed on the
Nasdag National Market under the symbol "HOME." There can be no assurance,
however, that Home Federal Bancorp will meet Nasdaqg's listing requirements. The
development of a liquid public market depends on the existence of willing buyers
and sellers, the presence of which is not within the control of Home Federal
Bancorp, Home Federal or any market maker. Accordingly, the number of active
buyers and sellers of the common stock at any particular time may be limited.
Home Federal Bancorp intends to meet the requirements for listing on the Nasdag
National Market. There can be no assurance that purchasers will be able to sell
their shares at or above the initial purchase price of $10.00 per share. See
"Risk Factors."
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CAPITALIZATION

The following table presents the capitalization of Home Federal at March
31, 2004, and the pro forma consolidated capitalization of Home Federal Bancorp
after giving effect to the reorganization and stock offering, including the
issuance of shares to the charitable foundation and excluding assumed earnings
on the net proceeds, based upon the sale of the number of shares shown below and
the other assumptions set forth under "Pro Forma Data."

Home Federal Ba
Based Upon Sale a

Home Federal

Capitalization 3,400,000 4,000,000

At Shares Shares
March 31, (Minimum (Midpoint
2004 of Range) of Range)

(In Thousands)

DEPOSIitsS (2) tiii ittt e e e $ 329,515 S 329,515 $ 329,515
BOTrrOWINGS &t ittt ittt et e ettt e e 113,074 113,074 113,074
Total deposits and borrowings .............. 442,589 442,589 442,589

Stockholders' equity
Preferred stock, $.01 par value per
share, 5,000,000 shares authorized,
none 1sSsued ...ttt ittt $ - $ - $ -
Common stock, $.01 par value per
share, 50,000,000 shares authorized,

shares to be issued as reflected ....... —— 850 1,000
Additional paid-in capital (3) ........... - 32,572 38,492
Retained earnings (4) ..., 42,368 42,318 42,318
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Net unrealized gain (loss) ... enn. (12) (12) (12)
Less:
Contribution to the Home Federal
Foundation vt ittt et e e et —— (1,020) (1,200)
Common stock to be acquired by the
employee stock ownership plan (5) ....... —— (2,785) (3,277)
Common stock to be acquired by the
restricted stock plan (6) .......ccee... —— (2,486) (2,925)
Plus:
Tax benefit of contribution to the
Home Federal Foundation (7) ...v.evevio... —— 399 469
Total stockholders' equity ..........co..... $ 42,356 S 69,836 $ 74,866
Equity-to—-assets ratio (8) .............o... 8.53% 13.32% 14.14%

(1) As adjusted to give effect to an increase in the number of shares which
could be offered due to an increase in the estimated offering range of up
to 15% to reflect changes in market and financial conditions following the
commencement of the stock offering.

(2) Does not reflect withdrawals from deposit accounts for the purchase of
common stock in the stock offering. Any withdrawals would reduce pro forma
deposits by the amount of the withdrawals.

(footnotes continued on following page)
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(3) Reflects the issuance of the shares of common stock to be sold in the
offering, less the offering expenses and commission. No effect has been
given to the issuance of additional shares of common stock pursuant to the
proposed stock option plan. Shares of Home Federal Bancorp's common stock
assumed sold in the offering at the minimum, midpoint, maximum and maximum,
as adjusted, of the offering range were 3,400,000, 4,000,000, 4,600,000 and

5,290,000, respectively. See "Pro Forma Data" and "Management - Benefits -
Other Stock Benefit Plans."
(4) Retained earnings are substantially restricted by applicable regulatory

capital requirements.

(5) Assumes that 3.3% of the common stock issued in the reorganization will be
purchased by the employee stock ownership plan, which is reflected as a
reduction of stockholders' equity. The employee stock ownership plan shares
will be purchased with funds loaned to the plan by Home Federal Bancorp.
See "Pro Forma Data" and "Management - Benefits - Employee Stock Ownership
Plan."

(6) Home Federal Bancorp intends to adopt a restricted stock plan and to submit
the plan to stockholders at an annual or special meeting of stockholders
held at least six months following the completion of the stock offering. If
the plan is approved by stockholders, Home Federal Bancorp intends to
contribute sufficient funds to the restricted stock plan to enable the plan
to purchase a number of shares of common stock equal to 2.9% of the common
stock issued in the reorganization. This assumes that stockholder approval
has been obtained and that the shares have been purchased in the open
market at a purchase price of $10.00 per share. However, if Home Federal
Bancorp issues authorized but unissued shares of common stock to the
restricted stock plan in the amount of 2.9% of the common stock issued in
the reorganization, the voting interests of existing stockholders would be
diluted approximately 2.8%. The shares are reflected as a compensation
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expense resulting in a reduction of stockholders' equity. See "Pro Forma
Data" and "Management - Benefits - Other Stock Benefit Plans."

(7) Assumes that the one-time expense for establishing the foundation will
create a tax benefit at a 39.1% tax rate. In order to fully realize this
net deferred tax asset, Home Federal Bancorp will need to generate
sufficient future taxable income. While management has projected future
income to utilize the credit, there can be no assurances that such levels
of taxable income will be generated. See "Home Federal Foundation."

(8) Total equity divided by total assets.

HOME FEDERAL
EXCEEDS ALL REGULATORY CAPITAL REQUIREMENTS

At March 31, 2004, Home Federal exceeded all of its applicable
regulatory capital requirements. The table on the following page sets forth the
regulatory capital of Home Federal at March 31, 2004 and the pro forma
regulatory capital of Home Federal after giving effect to the reorganization and
stock offering, based upon the sale of the number of shares shown in the table.
The pro forma regulatory capital amounts reflect the receipt by Home Federal of
50% of the net stock proceeds, after expenses. The pro forma risk-based capital
amounts assume the investment of the net proceeds received by Home Federal in
assets that have a risk-weight of 20% under applicable regulations, as if such
net proceeds had been received and so applied at March 31, 2004.
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Pro Forma at Mar
3,400,000 Shares
At Sold at
March 31, 2004 $10.00 per Share
Percent of Percent of
Amount Assets (1) Amount Assets
(Dollars in Thousands)

Equity capital under generally

accepted accounting

principles ("GAAP") .. iiiiiiieeannn $ 42,335 8.52% S 53,387 10.39%
Tier 1 risk-based capital .............. $ 42,066 13.07% S 53,098 16.34%

Requirement ..........cuiiiiieeeennnnn. 12,870 4.00 13,000 4.00

] = = $ 29,196 9.07% S 40,098 12.34%
Tier 1 (core) capital ...........c.cco... S 42,066 8.46% S 53,0098 10.34%

Requirement ..........cuiiiiieeennnnn. 19,881 4.00 20,533 4.00

EXCESS vttt teeeeeeeneeeeseeeeenaneees $ 22,185 4.46% S 32,565 6.34%
Risk-based capital .......cciiiiiiinne... $ 44,417 13.81% S 55,449 17.06%

Risk-based requirement ............... 25,740 8.00 26,000 8.00

EXCESS vttt teeeeeeeneeeeseeeeenaneees $ 18,677 5.81% S 29,449 9.06%
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Reconciliation of capital
infused into Home Federal:

Net proceeds infused ................

Less:
Common stock acquired by

employee stock ownership plan

Common stock acquired by

restricted stock plan ............

Pro forma increase in GAAP and

regulatory capital .................

Equity capital under generally
accepted accounting

principles ("GAAP") ... ..ttt
Tier 1 risk-based capital ...........
Requirement .........c.cciiiiieennnn.
EXCess it i e e
Tier 1 (core) capital ...............
Requirement .........c.c.ciiiiieennnn..
EXCess it i e e e
Risk-based capital ............ ... ...
Risk-based requirement ............

EXCess it i e e

Reconciliation of capital
infused into Home Federal:

Net proceeds infused ................

Less:
Common stock acquired by

employee stock ownership plan

Common stock acquired by

restricted stock plan ............

Pro forma increase in GAAP and

regulatory capital .................

Pro Forma at

S 16,303

2,785

2,486

S 11,032
March 31,

2004

4,600,000 Shares
Sold at
$10.00 per Share

Percent of

5,290,000 Shares
Sold at
$10.00 per Share

Percent of

Amount Assets Amount Assets
(Dollars in Thousands)
$ 57,452 11.06% S 59,790 11.43
S 57,163 17.52% S 59,501 18.20
13,048 4.00 13,075 4.00
S 44,115 13.52% S 46,426 14.20
S 57,163 11.01% S 59,501 11.38
20,770 4.00 20,906 4.00
$ 36,393 7.01% S 38,595 7.38
$ 59,514 18.25% S 61,852 18.92
26,095 8.00 26,150 8.00
$ 33,419 10.25% S 35,702 10.92
S 22,229 S 25,636
3,768 4,334
3,363 3,868
$ 15,097 $ 17,435
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(1) Adjusted total or adjusted risk-weighted assets, as appropriate.
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PRO FORMA DATA

We cannot determine the actual net proceeds from the sale of our common
stock until the stock offering is completed. However, we estimate that net
proceeds will be between $32.6 million and $44.5 million, or $51.3 million if
the estimated offering range is increased by 15%, based upon the following
assumptions:

o all shares of common stock will be sold through non-transferable
rights to subscribe for the common stock, in order of priority,
to:

o eligible account holders, who are depositors of Home
Federal with account balances of at least $50 as of the
close of business on December 31, 2002;

o the proposed employee stock ownership plan, which will
purchase 3.3% of the shares of common stock issued in
the reorganization;

o supplemental eligible account holders, who are
depositors of Home Federal with account balances of at
least $50 as of the close of business on June 30, 2004;

and

o other members, who are depositors of Home Federal as of
the close of business on __, 2004 and borrowers
as of March 16, 2004 whose loans continue to be
outstanding as of __, 2004, other than eligible
account holders or supplemental eligible account
holders.

o Keefe, Bruyette & Woods will receive a success fee equal to

1.35% of the gross proceeds from the offering, excluding shares
of common stock sold to directors, officers, employees and the
employee stock ownership plan, and shares contributed to the
charitable foundation; and

o total expenses, excluding the success fee paid to Keefe,
Bruyette & Woods, are estimated to be approximately $1,017,400,
although actual expenses may vary from those estimated.

Pro forma consolidated net income and stockholders' equity of Home
Federal Bancorp have been calculated for the year ended September 30, 2003 and
the six months ended March 31, 2004 as if the common stock to be sold in the
stock offering had been sold at the beginning of the period and the net proceeds
had been invested at 1.15% and 1.20%, respectively, which represents the yield
on one-year U.S. Government securities at September 30, 2003 and March 31, 2004,
respectively. This rate is used because we believe it reflects the yield that we
will receive on the net proceeds of the stock offering. The effect of
withdrawals from deposit accounts for the purchase of common stock has not been
reflected. A tax rate of 39.1% has been assumed for the periods resulting in

66



Edgar Filing: HOME FEDERAL BANCORP INC - Form S-1/A

after-tax yields of 0.70% and 0.73% for the year ended September 30, 2003 and
the six months ended March 31, 2004, respectively. Historical and pro forma per
share amounts have been calculated by dividing historical and pro forma amounts
by the indicated number of shares of common stock, as adjusted to give effect to
the shares purchased by the employee stock ownership plan. See Note 2 to the
following tables. As discussed under "How We Intend to Use the Proceeds from
this Offering," Home Federal Bancorp intends to retain 50% of the net proceeds
from the stock offering from which it will make a loan to fund the purchase of
3.3% of the common stock issued in the reorganization by the employee stock
ownership plan.

No effect has been given in the tables to the issuance of additional
shares of common stock pursuant to the proposed stock option plan. See
"Management - Benefits - Other Stock Benefit Plans." The table below gives
effect to the restricted stock plan, which is expected to be adopted by Home
Federal Bancorp following the stock offering and presented along with the stock
option plan to stockholders for approval at an annual or special meeting of
stockholders to be held at least six months following the completion of the
stock offering. If the restricted stock plan is approved by stockholders, the
restricted stock plan intends to acquire an amount of common stock equal to 2.9%
of the shares of common stock issued in the reorganization, either through open
market purchases or from authorized but unissued shares of common stock, if
permissible. The following tables assume that stockholder approval has been
obtained, as to which there can be no assurance, and that the shares acquired by
the restricted stock plan are
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purchased in the open market at $10.00 per share. No effect has been given to
Home Federal Bancorp's results of operations after the stock offering, the
market price of the common stock after the offering or a less than 2.9% purchase
by the restricted stock plan.

The pro forma stockholders' equity is not intended to represent the fair
market value of the common stock and may be different than amounts that would be
available for distribution to stockholders in the event of liquidation.

The following pro forma information may not be representative of the
financial effects of the foregoing transactions at the dates on which such
transactions actually occur and should not be taken as indicative of future
results of operations. Pro forma stockholders' equity represents the difference
between the stated amount of assets and liabilities of Home Federal Bancorp
computed in accordance with GAAP.

At or For the Six Months End

3,400,000 4,000,000
Shares Sold at Shares Sold at Sha
$10.00 Per $10.00 Per S
Share Share
(Minimum (Midpoint
of Range) of Range)

(Dollars in Thous

GrOSS PrOCEEAS vttt et ittt ettt e e e eennaeeeeseennnnns S 34,000 S 40,000 S
Plus shares issued to the Home
Federal Foundation ........iiiiiiiinnneteennneenns 816 960
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Pro forma market capitalization .................. S 34,816 S 40,960 $
GrOSS PrOCEEAS v ittt ittt ettt eeeeeennaeeeeseennnnns S 34,000 S 40,000 S
Less: Offering expenses and commissions .......... 1,394 1,468
Estimated net stock offering proceeds ............ 32,606 38,532
Less: Cash contribution to the Home
Federal Foundation .......euiiieieeneeneennn (204) (240)
Shares purchased by the employee
stock ownership plan (2) ... (2,785) (3,277)
Shares purchased by the restricted
stock plan (3) .« ittt it e e e e (2,486) (2,925)
Net investable proceeds (4) ..iiviinineeeennnnn S 27,131 S 32,091 S
Net income:
HisStorical vttt ittt e ittt ettt ie e S 1,953 S 1,953 S
Pro forma income on net proceeds ........... 99 117
Pro forma employee stock
ownership plan adjustment (2) ............. (85) (100)
Pro forma restricted stock
plan adjustment (3) ..ottt (151) (178)
Pro forma net INCOME . . v vt inennenneennennn S 1,816 S 1,792 S
Net income per share:
Historical ...ttt ettt ieaeeenennns $ 0.24 $ 0.20 $
Pro forma income on net
proceeds, as adjusted ........i.iiiiiiiaa.. 0.01 0.01
Pro forma employee stock
ownership plan adjustment (3) ............. (0.01) (0.01)
Pro forma restricted stock plan
adjustment (5) ..ottt e e e e e e (0.02) (0.02)
Pro forma net income per share (3) (5) (6) ... S 0.22 S 0.18 S
Offering price as a percentage of pro forma
net annualized earnings per share ............... 22.7% 27.8%

(table continued on following page)
30)

(Footnotes on page

26

At or For the Six Months End

3,400,000 4,000,000
Shares Sold at Shares Sold at Sha
$10.00 Per $10.00 Per S
Share Share
(Minimum (Midpoint
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Stockholders' equity:
Historical ...ttt
Estimated net proceeds .........cciiiiiieon..

Less:

Plus:

Less:

Less:

Plus:

Less:

Less:

Capitalization of Home

Federal MHC .. ...ttt iiiiieeneennnnnns
Stock issued to the Home

Federal Foundation ..................
Stock contribution to the Home
Federal Foundation ..................
Cash contribution to the Home

Federal Foundation ..................
Tax benefit of the contribution to
the Home Federal Foundation .........
Common stock acquired by the

employee stock ownership plan (2)

Common stock to be acquired
by the restricted stock plan (3)

Pro forma stockholders' equity (2) (3) (7)....

Stockholders' equity per share:
Historical . ...ttt
Estimated net proceeds .........c.ciiiiiieonn.

Less:
Plus:

Less:

Less:

Plus:

Less:

Less:

Capitalization of Home Federal MHC
Stock issued to the Home

Federal Foundation ..................
Stock contribution to the Home
Federal Foundation ..................
Cash contribution to the Home

Federal Foundation ..................
Tax benefit of the contribution to
the Home Federal Foundation .........
Common stock acquired by the

employee stock ownership plan (2)

Common stock to be acquired
by the restricted stock plan (3)

Pro forma stockholders' equity per

share

(3)(5) (6) (7)) e e e i i

Offering price as a percentage of pro
forma stockholders' equity (5) .....c.ciiiii..

Number of shares outstanding for pro forma
stockholders' equity per share calculations (5)

27

of Range) of Range)
(Dollars in Thous
42,356 $ 42,356 $
32,606 38,532

(50) (50)

816 960

(816) (960)

(204) (240)

399 469
(2,785) (3,277)
(2,480) (2,925)
69,836 $ 74,866 $

4.98 $ 4.24 $
3.84 3.85
(0.01) (0.01)
0.10 0.10
(0.10) (0.10)
(0.02) (0.02)
0.05 0.05
(0.33) (0.33)
(0.29) (0.29)
8.22 S 7.49 S
121.65% 133.51%
8,235,398 9,688,704

(Footnotes on page 30)
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GrOSS PrOCEEAS vt vttt ittt ettt eeeeeeeeeeaaaeaeesns
Plus shares issued to the Home
Federal Foundation

Pro forma market capitalization

Gross proceeds

Less: Offering expenses and commissions

Estimated net stock offering proceeds

Less: Cash contribution to the Home
Federal Foundation
Shares
stock
Shares
stock

purchased by the employee

ownership plan (2)
purchased by the restricted
plan (3)

Net investable proceeds (4)

Net income:
Historical . ...ttt
Pro forma income on net proceeds
Pro forma employee stock
ownership plan adjustment
Pro forma restricted stock
plan adjustment (3)

(2)

Pro forma net income

Net income per share:
Historical
Pro forma income on net
proceeds, as adjusted
Pro forma employee stock
ownership plan adjustment (3)
Pro forma restricted stock plan
adjustment (5)

Pro forma net income per share (3) (5) (6)

At or For the Year Ended Sep
© s,00,000 4,000,000
Shares Sold at Shares Sold at Sha
$10.00 Per $10.00 Per S
Share Share
(Minimum (Midpoint
of Range) of Range)
 (Dollars in Thous
$ 34,000 $ 40,000 $
816 960
$ 34,816 $ 40, 960 $
S 34,000 $ 40,000 $
1,394 1,468
32,606 38,532
(204) (240)
(2,785) (3,277)
(2,486) (2,925)
s 2 s 300 5
$ 5,456 $ 5,456 $
190 224
(170) (200)
(303) (356)
$ 5,173 $ 5,124 $
$ 0.66 $ 0.56 $
0.02 0.02
(0.02) (0.02)
(0.04) (0.04)
s oe s o525
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Offering price as a percentage of pro forma
net annualized earnings per share ...............

(table continued on following page)

28

16.1%

19.2%

(Footnotes on page 30)

At or For the Year Ended Se

3,400,000 4,000,000
Shares Sold at Shares Sold at Sha
$10.00 Per $10.00 Per S
Share
(Minimum (Midpoint
of Range) of Range)
(Dollars in Thous
Stockholders' equity:
Historical . ..iiiiiiii ittt ittt ieaeeeeennns $ 40,399 $ 40,399 $
Estimated net proceeds .........cciiiiiionn. 32,606 38,532
Less: Capitalization of Home
Federal MHC ...t ittt ittt eeeeeennn (50) (50)
Plus: Stock issued to the Home
Federal Foundation .................. 816 960
Less: Stock contribution to the Home
Federal Foundation .........ouuevuevo.. (816) (960)
Less: Cash contribution to the Home
Federal Foundation .................. (204) (240)
Plus: Tax benefit of the contribution to
the Home Federal Foundation ......... 399 469
Less: Common stock acquired by the
employee stock ownership plan (2) (2,785) (3,277)
Less: Common stock to be acquired
by the restricted stock plan (3) (2,486) (2,925)
Pro forma stockholders' equity (2) (3) (7).... S 67,879 S 72,909 S
Stockholders' equity per share:
Historical ...ttt ettt ieeeeeeenens S 4.75 $ 4.04 $
Estimated net proceeds .........cciiiiiionn. 3.84 3.85
Less: Capitalization of Home Federal MHC (0.01) (0.01)
Plus: Stock issued to the Home
Federal Foundation .................. 0.10 0.10
Less: Stock contribution to the Home
Federal Foundation .................. (0.10) (0.10)
Less: Cash contribution to the Home
Federal Foundation .........ovivuevo.. (0.02) (0.02)
Plus: Tax benefit of the contribution to
the Home Federal Foundation ......... 0.05 0.05
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Less: Common stock acquired by the
employee stock ownership plan (2) .. (0.33) (0.33)

Less: Common stock to be acquired
by the restricted stock plan (3) .... (0.29) (0.29)

Pro forma stockholders' equity per
share (3) (5) (6) (7) v v ettt et et e ieeeeann $ 7.99 $ 7.29

Offering price as a percentage of pro
forma stockholders' equity (5) .....c.ciiiiia.. 125.16% 137.17%

Number of shares outstanding for pro forma
stockholders' equity per share calculations (5) . 8,249,325 9,705,088

(Footnotes on page 30)

29

As adjusted to give effect to an increase in the number of shares which
could be offered due to an increase in the estimated offering range of up
to 15% to reflect changes in market and financial conditions following the
commencement of the stock offering.

It is assumed that 3.3% of the shares of common stock issued in the
reorganization will be purchased by the employee stock ownership plan with
funds loaned by Home Federal Bancorp. Home Federal intends to make annual
contributions to the employee stock ownership plan in an amount at least
equal to the principal and interest requirement of the debt. The pro forma
net earnings assumes (1) that the loan to the employee stock ownership plan
is payable over ten years, with the employee stock ownership plan shares
having an average fair value of $10.00 per share in accordance with
Statement of Position 93-6 of the American Institute of Certified Public
Accounting, entitled "Employers' Accounting for Employee Stock Ownership

Plans," and (2) the effective tax rate was 39.1% for the period. See
"Management - Benefits - Employee Stock Ownership Plan."

Gives effect to the restricted stock plan we expect to adopt following the
offering for the benefit of directors, officers and employees. This plan
intends to acquire, following stockholder approval of the plan, a number of
shares of common stock equal to 2.9% of the shares of common stock issued
in the reorganization or 248,586, 292,456, 336,323 and 386,777 shares of
common stock at the minimum, midpoint, maximum and adjusted maximum of the
estimated offering range, respectively. Funds used by the restricted stock
plan to purchase the shares initially will be contributed by Home Federal
Bancorp. It is further assumed that the shares were acquired by the
restricted stock plan at the beginning of the period presented in open
market purchases at 10% and 20% of the amount contributed, net of taxes,
was an amortized expense during the six months ended March 31, 2004 and the
year ended September 30, 2003, respectively. The issuance of authorized but
unissued shares of common stock pursuant to the restricted stock plan in
the amount of 2.9% of the common stock issued in the reorganization would
dilute the voting interests of existing stockholders by approximately 2.8%
and under such circumstances, pro forma net earnings per share would be
$0.21, $0.18, $0.15 and $0.13, and $0.60, $0.51 $0.43 and $0.37 at the
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minimum, midpoint, maximum and 15% above the maximum of the estimated
offering range for the six months ended March 31, 2004 and for the year
ended September 30, 2003, respectively, and pro forma stockholders' equity
per share would be $8.27, $7.58, $7.05 and $6.59, and $8.05, $7.39, $6.88
and $6.45 at the minimum, midpoint, maximum and 15% above the maximum of
such range for the six months ended March 31, 2004 and the year ended
September 30, 2003, respectively. There can be no assurance that the actual
purchase price of shares purchased by or issued to the restricted stock
plan will be $10.00 per share. See "Management - Benefits - Other Stock
Benefit Plans."

Estimated proceeds available for investment consists of the estimated net
proceeds from the stock offering less (1) the proceeds attributable to the
purchase by the employee stock ownership plan, (2) the contribution to the
charitable foundation and (3) the value of the shares to be purchased by
the restricted stock plan, subject to stockholder approval, after the
offering at an assumed purchase price of $10.00 per share.

The per share calculations are determined by adding the number of shares
sold in the offering and for purposes of calculating net income per share,
in accordance with Statement of Position 93-6, subtracting 264,202 shares,
311,296 shares, 357,990 shares and 411,689 shares; and 250,675 shares,
294,912 shares, 339,149 shares and 390,021 shares at the minimum, midpoint,
maximum and 15% above the maximum of the offering range, representing the
employee stock ownership plan shares which have not been committed for
release during the six months ended March 31, 2004 and the year ended
September 30, 2003, respectively. See note 3 above. For purposes of
calculating pro forma stockholders' equity per share, it is assumed that
shares outstanding total 8,500,000 shares at the minimum of the estimated
pro forma market value of Home Federal on a fully converted basis, of the
estimated valuation range, 10,000,000 shares at the midpoint of the range,
11,500,000 shares at the maximum of the range and 13,225,000 shares at 15%
above the maximum of the range.

No effect has been given to the issuance of additional shares of common
stock pursuant to the stock option plan, which will be adopted by Home
Federal Bancorp following the stock offering and presented for approval by
stockholders at an annual or special meeting of stockholders of Home
Federal Bancorp held at least six months following the completion of the
offering. If the stock option plan is approved by stockholders, an amount
equal to 7.3% of the common stock issued in the reorganization, or 621,814
shares at the minimum of the estimated offering range, 731,546 shares at
the midpoint of the range, 841,277 shares at the maximum of the range and
967,469 shares at 15% above the maximum of the range will be reserved for
future issuance upon the exercise of options to be granted under the stock
option plan. The issuance of common stock pursuant to the exercise of

(footnotes continue on the following page)
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options under the stock option plan will result in the dilution of existing
stockholders' voting interests by approximately 6.8%. Assuming stockholder
approval of the stock option plan, that all these options were exercised at
the beginning of the period at an exercise price of $10.00 per share and
that the shares to fund the restricted stock plan are acquired through open
market purchases at a purchase price of $10.00 per share, pro forma net
earnings per share would be $0.19, $0.16, $0.14 and $0.12, and $0.58,

$0.49, $0.42 and $0.36 at the minimum, midpoint, maximum and 15% above the
maximum of the estimated offering range for the six months ended March 31,
2004 and the year ended September 30, 2003, respectively, and pro forma
stockholders' equity per share would be $8.37, $7.71, $7.23 and $6.81, and
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$8.16, $7.53, $7.08 and $6.67 at the minimum, midpoint, maximum and 15%
above the maximum of the range at March 31, 2004 and at September 30, 2003,
respectively. See "Management - Benefits - Other Stock Benefit Plans."

(7) Pro forma stockholders' equity and pro forma stockholders' equity per share
do not give effect to the bad debt reserves established by Home Federal for
federal income tax purposes in the event of liquidation.
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COMPARISON OF VALUATION AND PRO FORMA INFORMATION
WITH AND WITHOUT CHARITABLE FOUNDATION

As reflected in the table below, if the charitable foundation was not
established and funded as part of the reorganization, RP Financial has estimated
that the pro forma valuation of Home Federal Bancorp would be greater, and as a
result, a greater number of shares of common stock would be sold in the
offering. At the minimum, midpoint and maximum of the valuation range, the pro
forma valuation of Home Federal Bancorp equaled $85.0 million, $100.0 million
and $115.0 million, as compared to $86.7 million, $102.0 million and $117.3
million, respectively, without the foundation. There is no assurance that if the
foundation were not formed, the appraisal prepared at that time would have
concluded that the pro forma market value of Home Federal Bancorp would be the
same as that estimated here. Any appraisal prepared at that time would be based
on the facts and circumstances existing at that time, including, among other
things, market and economic conditions.

For comparative purposes only, set forth below are certain pricing
ratios and financial data and ratios, at the minimum, midpoint, maximum and
adjusted maximum of the estimated valuation range, assuming the reorganization
was completed at May 21, 2004, with and without the foundation. The valuation
amounts referred to in the table below relate to the value of the shares sold to
members of Home Federal and the public, excluding shares issued to Home Federal
MHC.

At the Minimum At the Midpoint
With No With N
Foundation Foundation Foundation Found

(Dollars in Thousands)

Estimated offering amount .............. S 34,000 S 35,512 S 40,000 S

Pro forma market capitalization ........ 34 ,816 35,512 40,960

Total ASSEeLS v vttt ittt it 524,253 525,445 529,283 5
Total liabilities ......iiiiiiiiennnn. 454,417 454,417 454,417 4
Pro forma stockholders' equity ......... 69,836 71,028 74,866

Pro forma consolidated net income ...... 1,816 1,817 1,792

Pro forma stockholders' equity

Per share ... ..ttt e e 8.22 8.19 7.49

Pro forma consolidated net income

PEer share ... ..ttt et e e 0.22 0.21 0.18

Pro forma pricing ratios:
Offering price as a percentage of
Pro forma stockholders' equity
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Per share . ... 121.65% 122.10% 133.51%
Offering price to pro forma net
income per share .................. 22.73 23.81 27.78

Pro forma market capitalization
to assets
Pro forma financial ratios:

Return on assets ......cciiiiiiinnnee.. 0.69% 0.69% 0.68%
Return on stockholders' equity ....... 5.20% 5.12% 4.79%
Stockholders' equity to assets ....... 13.32% 13.52% 14.14%

Total shares issued

At the Maximum,

At the Maximum As Adjusted
With No With N
Foundation Foundation Foundation Found

(Dollars in Thousands)

Estimated offering amount .............. S 46,000 S 48,046 S 52,900
Pro forma market capitalization ........ 47,104 48,046 54,170
Total ASSEeLS v vttt ittt ittt 534,312 535,926 540,097
Total liabilities ......iiiiiiieennn. 454,417 454,417 454,417
Pro forma stockholders' equity ......... 79,895 81,509 85, 680
Pro forma consolidated net income ...... 1,768 1,770 1,741
Pro forma stockholders' equity

PEer share ... ..ttt et e e 6.96 6.95 6.49
Pro forma consolidated net income

PEer share ... ..ttt e e e 0.16 0.15 0.13

Pro forma pricing ratios:
Offering price as a percentage of
Pro forma stockholders' equity

Per share ..... ..ot 143.68% 143.68% 154.08%
Offering price to pro forma net
income per share .................. 31.25 33.33 38.46

Pro forma market capitalization
to assets
Pro forma financial ratios:

Return on assets ......cciiiiiiiinnen.. 0.66% 0.66% 0.64%
Return on stockholders' equity ....... 4.43% 4.34% 4.06%
Stockholders' equity to assets ....... 14.95% 15.21% 15.86%

Total shares issued
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PROPOSED PURCHASES BY MANAGEMENT

The following table sets forth, for each of Home Federal's directors and
executive officers and for all of the directors and executive officers as a
group, the proposed purchases of common stock, assuming sufficient shares are
available to satisfy their subscriptions. The amounts include shares that may be
purchased through individual retirement accounts and by associates. These
purchases are intended for investment purposes only, and not for resale.
Directors, officers, their associates and employees will pay the same price as
all other subscribers for the shares for which they subscribe.
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At the Minimum of the
Estimated Offering Range

As a Percent

Number of Shares

Name Amount of Shares Offered
Directors:

Daniel L. Stevens (1) . iiieinnnnnn S 500,000 50,000 1.47%
Fred H. Helpenstell, M.D .......cooo.... 300,000 30,000 0.88
Thomas W. MalsOn . .vt it tineeneeneennenn 250,000 25,000 0.74
N. Charles Hedemark .......c.ciueueeneen.. 250,000 25,000 0.74
Richard J. Schrandt ..........ciiiiueo... 250,000 25,000 0.74
James R. Stamey ... iiiiineneeeennnnns 100,000 10,000 0.29
Robert A. Tinstman ........euoeeueeeeneeen. 500,000 50,000 1.47
Executive Officers:

Robert A. Schoelkoph ................... 200,000 20,000 0.59
Roger D. Eisenbarth .................... 200,000 20,000 0.59
Lynn A. SANder i i ittt ettt 250,000 25,000 0.74
Denis J. TrOM & vttt netneeeeeeneeneeens 350,000 35,000 1.03
Karen Wardwell . .....ui ittt neeneenneenn 175,000 17,500 0.51
All directors and executive

officers as a group (12 persons) ...... $ 3,325,000 332,500 9.78%

At
Estima

(1) Mr. Stevens is also an executive officer of Home Federal.
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HOME FEDERAL AND SUBSIDIARY
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

The following condensed consolidated statements of income are based on
the consolidated statements of income of Home Federal and subsidiary for the
fiscal years ended September 30, 2003, 2002 and 2001 audited by Moss Adams LLP,
independent certified public accountants, whose report thereon appears elsewhere
herein. The condensed consolidated statements of income for the six months ended
March 31, 2004 and 2003, are unaudited but, in the opinion of management,
reflect all adjustments necessary for a fair presentation of the results of
operations for those periods. All such adjustments are of a normal recurring
nature. The results of operations for the six months ended March 31, 2004 are
not necessarily indicative of the results of which may be expected for the
entire year or any other subsequent period. These condensed consolidated
statements of income should be read in conjunction with the consolidated
financial statements and related notes included elsewhere herein.

Six Months Ended

March 31, Year Ended September 30,
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2004 2003 2003 2002 2001
(unaudited) (In Thousands)
Interest and dividend income ...... S 13,217 $ 13,670 S 26,896 $ 26,904 S 26,
Interest exXpense .........eeueenenen.. 4,682 4,922 9,705 11,465 14,
Net interest income ............... 8,535 8,748 17,191 15,439 12,
Provision for loan losses ......... 600 287 615 277
Net interest income after
provision for loan losses ........ 7,935 8,461 16,576 15,162 11,
Noninterest income ................ 4,341 5,319 11,188 5,767 6,
Noninterest expense ........c..oo... 9,218 9,796 18,885 17,178 14,
Income before income taxes ........ 3,058 3,984 8,879 3,751 3,
Income tax EXPENSE . vvveeeeennnnnns 1,105 1,559 3,423 1,644 1,
Net TNnCOME ..ttt e e eeeennneeenenn S 1,953 $ 2,425 S 5,456 $ 2,107 S 1,
34

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

Our results of operations depend primarily on revenue generated as a
result of our net interest income and noninterest income. Net interest income is
the difference between the interest income we earn on our interest-earning
assets (consisting primarily of loans and investment securities) and the
interest we pay on our interest-bearing liabilities (consisting primarily of
customer savings and money market accounts, time deposits and borrowings) .

Noninterest income consists primarily of service charges on deposit and
loan accounts, gains on the sale of loans and investments, loan servicing fees,
and investment and mortgage servicing income. Our results of operations are also
affected by our provisions for loan losses and other expenses.

Other expenses consist primarily of noninterest expense, including
compensation and benefits, occupancy, equipment, data processing, advertising,
postage and supplies, professional services and, when applicable, deposit
insurance premiums. Compensation and benefits consist primarily of the salaries
and wages paid to our employees, payroll taxes and expenses for retirement and
other employee benefits. Occupancy and equipment expenses, which are the fixed
and variable costs of building and equipment, consist primarily of lease
payments, real estate taxes, depreciation charges, maintenance and costs of
utilities.

Our results of operations may also be affected significantly by general
and local economic and competitive conditions, changes in market interest rates,

governmental policies and actions of regulatory authorities.

Business Strategy
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Our strategy is to operate as an independent community-based financial
institution dedicated to serving the needs of customers and the local community.
We focus on providing exceptional service and quality products and services, as
well as convenient access to generate a high level of customer satisfaction. Our
principal business consists of attracting retail deposits from the general
public which we invest primarily in loans secured by first mortgages on
owner—-occupied, one- to four-family residences. We also originate multi-family
loans, commercial real estate loans and a variety of consumer loans. We intend
to continue implementing this strategy while pursuing further loan portfolio
diversification, with an emphasis on credit risk management. Our commitment is
to provide a reasonable range of products and services to meet the needs of our
customers. As part of this commitment, we will continue the course established
over the past few years of increasing commercial real estate lending and
consumer lending with a particular emphasis on home equity loans. Our goal is to
grow Home Federal while providing exceptional and effective services to
customers and the local community.

Operating Strategy

Our mission is to operate and grow a profitable community-oriented
financial institution serving individuals and commercial real estate customers
in our market area. We plan to achieve this by executing our strategy of:

o maintaining favorable asset quality reflected primarily by a low
level of non-performing assets, low charge-offs and adequacy of
loan loss reserves;

o seeking to improve net interest margin through a combination of
reduced funding costs and improved pricing relative to asset
risk;

o analyzing profitability of products and business lines and

allocating resources to those areas offering the greatest
potential for future profits;
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o expanding the number of households we serve through internal
expansion of the branch network and possible selective
acquisitions of financial service providers in existing or
surrounding markets;

o pursuing further loan portfolio diversification, with an
emphasis on credit risk management;

e} continuing an internal management culture which is driven by a
focus on profitability, productivity and accountability for
results and which responds proactively to the challenge of
change;

o providing our staff members with the knowledge and skills
necessary to perform their job functions and develop their
career potential;

o enhancing the perception of Home Federal with both the retail
and commercial banking public as the bank of choice;

o maintaining a sales and service culture based on an

understanding of the customer's needs and reflecting our
commitment to excellence;
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o reducing future reliance on net interest income by creating
additional sources of fee income from products and services we
offer; and

o utilizing technology to gain efficiencies in processing customer
information, to provide a competitive tool to assist the sales
process and to allow the efficient integration of acquired
businesses.

Maintaining favorable asset quality reflected primarily by a low level
of non-performing assets, low charge-offs and adequacy of loan loss reserves. We
believe that high asset quality is a key to long-term financial success. We have
sought to maintain a high level of asset quality and moderate credit risk by
using underwriting standards we believe are conservative. At March 31, 2004, our
nonaccrual and 90 days or more past due loans as a percentage of loans
receivable was only 0.15%. Although we intend to increase our multi-family and
commercial real estate lending after the stock offering, we intend to continue
our philosophy of managing large loan exposures through our conservative
approach to lending.

Seeking to improve net interest margin through a combination of reduced
funding costs and improved pricing relative to asset risk. We intend to manage
our net interest income and net interest margin in order to ensure that the
balance sheet reflects an optimum mix of assets and liabilities that result in
the maximization of the net interest income and net portfolio value within the
limits of acceptable credit risk. On the asset side of the balance sheet, we
intend to originate residential and commercial real estate and consumer loans in
our local area. In addition, we may purchase mortgage-backed securities when
loan origination levels are not adequate to fund necessary asset growth. We will
fund asset growth with deposits and borrowings that have pricing and cash flow
characteristics that are similar to the asset side of the balance sheet.

Analyzing profitability of products and business lines and allocating
resources to those areas offering the greatest potential for future profits. We
have implemented comprehensive cost accounting and customer information systems
to provide the data necessary to build effective product and customer
profitability reporting for all of our lines of business. We intend to use this
profitability data as we build business plans to support the expansion of
current lines of business and in the implementation of new products and
services.

Expanding the number of households we serve through internal expansion
of the branch network and possible selective acquisitions of financial service
providers in existing or surrounding markets. We continually monitor the growth
in our four-county market area and work closely with commercial real estate
experts to target sites for future branch locations. We currently are planning
to open a branch in Eagle, Idaho, a suburb of Boise. The property has been
purchased and construction is planned for mid-2005. We plan to place a temporary

36

office on the site as early as October 2004. Our long-term strategy is to build
one branch per year 1if appropriate sites can be identified and obtained. As a
result of the conversion from mutual to stock form, we will also actively search
for appropriate acquisitions to enhance our ability to deliver products and
services in our existing markets and to expand into surrounding markets.

Pursuing further loan portfolio diversification, with an emphasis on

credit risk management. We have developed an excellent team of lenders across
our market area who focus on realtor and builder relationships as well as direct

79



Edgar Filing: HOME FEDERAL BANCORP INC - Form S-1/A

marketing to individual buyers. We anticipate expanding the real estate markets
in Ada and Canyon Counties and we are well positioned to increase our market
share in these areas. We continue to increase our presence in the small- to
mid-size commercial real estate market as a result of the strength of our
products and the quality of our service.

Continuing an internal management culture which is driven by a focus on
profitability, productivity and accountability for results and which responds
proactively to the challenge of change. The primary method for reinforcing our
culture is the comprehensive application of our "Pay for Performance" total
compensation program. Every employee at Home Federal has clearly defined
accountabilities and performance standards that tie directly or indirectly to
the profitability of Home Federal. All incentive compensation is based on
specific profitability measures or sales volume goals. This approach encourages
all employees to focus on the profitability of Home Federal and has created an
environment that embraces new products, services and delivery systems.

Providing our staff members with the knowledge and skills necessary to
perform their job functions and develop their career potential. We understand
the relationship between effective training and employee satisfaction. Although
we have always provided appropriate technical training, we have expanded our
focus to include comprehensive supervisory and leadership training. Our goal is
to provide development opportunities for every employee who wants to grow with
Home Federal and to fill future leadership positions with qualified internal
candidates whenever possible.

Enhancing the perception of Home Federal with both the retail and
commercial banking public as the bank of choice. We have a long tradition of
focusing on the needs of consumers in the communities we serve and a strong
reputation as an active corporate citizen. We deliver personalized service and
respond with flexibility to customer needs. We believe our community orientation
is attractive to our customers and distinguishes us from the large national
banks that operate in our market area. We fully intend to maintain this
community focus as we grow.

Maintaining a sales and service culture based on an understanding of the
customer's needs and reflecting our commitment to excellence. We use a
sophisticated, professional approach to measuring and continually improving our
sales and service culture. Our primary tool is a well-developed sales and
service training curriculum focused on identifying and meeting customer needs
and supported by an intensive coaching program. We assess our employees' level
of sales and service skills on an annual basis using a trainer to approach the
employee as a customer. These annual assessments are used to identify specific
training opportunities and to set sales and service improvement goals for the
following year.

Reducing future reliance on net interest income by creating additional
sources of fee income from products and services we offer. We have created
cross—functional teams who continually monitor the market for new product and
service opportunities on both the asset and liability sides of the business. We
intend to broaden the scope of these teams to actively seek new sources of fee
income and non-interest revenue, build business plans to support these sources,
and implement the plans to generate increased income.

Utilizing technology to gain efficiencies in processing customer
information, to provide a competitive tool to assist the sales process and to
allow the efficient integration of acquired businesses. In preparation for the
mutual to stock conversion, we have focused on developing and acquiring the
appropriate in-house expertise to manage and leverage our technology investments
to meet the needs of a rapidly changing organization. We intend to
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continue to manage our technology resources internally in order to remain more
flexible and responsive than our competition to new opportunities in the market.

Critical Accounting Policies

We use estimates and assumptions in our financial statements in
accordance with generally accepted accounting principles. Material or critical
estimates that are susceptible to significant change include the determination
of the allowance for loan losses and the associated provision for loan losses,
and the fair market value of capitalized mortgage servicing rights, as well as
deferred income taxes and the associated income tax expense. Management reviews
the allowance for loan losses for adequacy on a quarterly basis and establishes
a provision for loan losses that is sufficient for the loan portfolio growth
expected and the loan quality of the existing portfolio. Income tax expense and
deferred income taxes are calculated using an estimated tax rate and are based
on management's and our tax advisor's understanding of our effective tax rate
and the tax code. These estimates are reviewed by our independent auditors on an
annual basis and by our regulators when they examine Home Federal.

Allowance for Loan Losses. Management recognizes that loan losses may
occur over the life of a loan and that the allowance for loan losses must be
maintained at a level necessary to absorb specific losses on impaired loans and
probable losses inherent in the loan portfolio. Our Asset Liability Management
Committee assesses the allowance for loan losses on a quarterly basis. The
Committee analyzes several different factors, including delinquency, charge-off
rates and the changing risk profile of our loan portfolio, as well as local
economic conditions including unemployment rates, bankruptcies and vacancy rates
of business and residential properties.

We believe that the accounting estimate related to the allowance for
loan losses 1s a critical accounting estimate because it is highly susceptible
to change from period to period requiring management to make assumptions about
future losses on loans; and the impact of a sudden large loss could deplete the
allowance and potentially require increased provisions to replenish the
allowance, which would negatively affect earnings.

Our methodology for analyzing the allowance for loan losses consists of
three components: formula, specific and general allowances. The formula
allowance is determined by applying an estimated loss percentage to various
groups of loans. The loss percentages are generally based on various historical
measures such as the amount and type of classified loans, past due ratios and
loss experience, which could affect the collectibility of the respective loan
types.

The specific allowance component is created when management believes
that the collectibility of a specific large loan, such as a real estate,
multi-family or commercial real estate loan, has been impaired and a loss is
probable.

The general allowance element relates to assets with no well-defined
deficiency or weakness (i.e., assets classified pass or watch) and takes into
consideration loss that is inherent within the portfolio but has not been
realized. Borrowers are impacted by events well in advance of a lender's
knowledge that may ultimately result in a loan default and eventual loss.
Examples of such loss-causing events in the case of consumer or one- to
four-family residential loans would be a borrower job loss, divorce or medical
crisis. Examples in commercial or construction loans may be the loss of
customers due to competition or changes in the economy. General allowances for
each major loan type are determined by applying to the associated loan balance
loss factors that take into consideration past loss experience, asset duration,
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economic conditions and overall portfolio quality.

The allowance is increased by the provision for loan losses, which is
charged against current period operating results and decreased by the amount of
actual loan charge-offs, net of recoveries.

Mortgage Servicing Rights. Mortgage servicing rights represent the
present value of the future servicing fees from the right to service loans in
the portfolio. The most critical accounting policy associated with mortgage
servicing is the methodology used to determine the fair value of capitalized
mortgage servicing rights, which requires the development of a number of
estimates, the most critical of which is the mortgage loan prepayment speeds
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assumption. The mortgage loan prepayment speeds assumption is significantly
impacted by interest rates. In general, during periods of falling interest
rates, the mortgage loans prepay faster and the value of our mortgage servicing
asset declines. Conversely, during periods of rising rates, the value of
mortgage servicing rights generally increases due to slower rates of
prepayments. The amount and timing of mortgage servicing rights amortization is
adjusted quarterly based on actual results and updated projections. In addition,
on a quarterly basis, we perform an independent valuation review of mortgage
servicing rights for potential declines in value. Based on the significance of
any changes in assumptions since the preceding independent appraisal, this
valuation may include an independent appraisal of the fair value of our
servicing portfolio. This quarterly valuation review entails applying current
assumptions to the portfolio stratified by predominant risk characteristics such
as loan type, interest rate and loan term.

Deferred Income Taxes. Deferred income taxes are reported for temporary
differences between items of income or expense reported in the financial
statements and those reported for income tax purposes. Deferred taxes are
computed using the asset and liability approach as prescribed in Statement of
Financial Accounting Standards No. 109, "Accounting for Income Taxes." Under
this method, a deferred tax asset or liability is determined based on the
enacted tax rates that will be in effect when the differences between the
financial statement carrying amounts and tax basis of existing assets and
liabilities are expected to be reported in an institution's income tax returns.
The deferred tax provision for the year is equal to the net change in the net
deferred tax asset from the beginning to the end of the year, less amounts
applicable to the change in value related to investments available for sale. The
effect on deferred taxes of a change in tax rates is recognized as income in the
period that includes the enactment date. The primary differences between
financial statement income and taxable income result from depreciation expense,
mortgage servicing rights, loan loss reserves and dividends received from the
Federal Home Loan Bank. Deferred income taxes do not include a liability for
pre—-1988 bad debt deductions allowed to thrift institutions which may be
recaptured if the institution fails to qualify as a bank for income tax purposes
in the future.

Comparison of Financial Condition at March 31, 2004 and September 30, 2003

General. Our total assets increased $46.6 million, or 10.4%, to $496.8
million at March 31, 2004 compared to $450.2 million at September 30, 2003. The
asset growth resulted mainly from an increase in purchases of mortgage-backed
securities of $30.6 million and an increase in loans originated in our local
market area of $9.4 million. This growth was funded by $28.2 million in
increased deposits, $16.5 million in borrowings from the Federal Home Loan Bank
of Seattle and $2.0 million in net income.
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We use asset and liability duration measures as a component of interest
rate risk measurement. As described above, duration measures cash flows that are
generated from investments, loans or deposits by weighting the present value of
the cash flows according to the periods of time when the cash flows are received
with the result being an average date when the cash flows are received or paid.
During the six month period ended March 31, 2004, total asset duration decreased
4.1 months to 38.7 months, and liability duration decreased 2.1 months to 25.4
months for a net duration gap of 13.3 months, down 2.0 months from September 30,
2003.

Assets. Total assets increased $46.6 million during the six months ended
March 31, 2004. The increase was primarily concentrated in the following
interest-earning asset categories:

Increase

~
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Balance at Increase from
March 31, 2004 September 30, 2003 Percentage
(Dollars in Thousands)
Cash and amounts due from
depository institutions ............. S 15,992 S 4,874 43,
Securities available for sale,
at fair value . ...ttt 6,404 964 17.
Mortgage-backed securities,
held to maturity ............c... 55,033 30,608 125
Loans receivable, net ................ 383,950 11,321
Loans held for sale (1) .«.ieuieieeenn.. 3,160 (1,906) (37
Properties and equipment, net ........ 10,101 343
(1) Loans held for sale includes one- to four-family residential loans that
have been sold into the secondary market awaiting delivery to the
purchaser.

Cash and amounts due from depository institutions increased $4.9 million
primarily as a result of an increase in customer checking account deposit
clearing items that were due from other banks. In addition, teller cash on hand
increased as a result of a regular weekly cash order received from the Federal
Reserve at March 31, 2004. Home Federal maintains cash balances at branch and
ATM locations in order to meet customer cash withdrawal needs.

During the six months ended March 31, 2004, we purchased Fannie Mae and
Freddie Mac mortgage-backed securities in order to leverage the balance sheet
and achieve the desired level of total interest-earning assets. Mortgage-backed
securities have payment characteristics that are similar to those of residential
loans. The net increase of $30.6 million represented 65.7% of total asset
growth. Loans receivable, net increased $11.3 million from loans originated in
our local area.

During the six months ended March 31, 2004, properties and equipment,
net increased $343,000 net of accumulated depreciation. This increase consisted
of $494,000 in costs incurred to complete the construction of our new Caldwell
branch which opened in January 2004. The remaining change in properties and
equipment was the result of $804,000 of depreciation expense.
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As part of our ongoing business activities, we remodel our existing
facilities, build new branches, improve technology and improve our
infrastructure in order to provide the best possible customer service. As a
result of these activities, we will from time to time enter into contracts
committing to various asset purchases and construction projects. At March 31,
2004, we did not have any asset purchase or construction commitments
outstanding.

Deposits. During the six months ended March 31, 2004, deposits increased
$28.2 million. The following table details the sources of that growth:

Balance at Increase from
March 31, 2004 September 30, 2003 Percentage Increas

(Dollars in Thousands)

Savings deposits ...ttt $ 24,620 S 197 0.8%

Demand deposits ......uiiiiiiinnann. 149,299 17,521 13.3

Certificates of deposit .............. 155,596 10,524 7.3

Total deposit accounts ............... S 329,515 S 28,242 9.4%
40

Demand deposits increased $17.5 million during the six months ended
March 31, 2004, and accounted for 62.0% of the $28.2 million in total deposit
growth. Noninterest-bearing demand deposits grew $3.6 million and
interest-bearing demand deposits grew $13.9 million. Certificates of deposit
grew $10.5 million during the six months ended March 31, 2004. Of this growth,
$1.9 million in certificates were opened in connection with the announcement of
our reorganization, and the remaining $8.6 million in certificates resulted from
locally advertised specials.

Borrowings. We use borrowings from the Federal Home Loan Bank of Seattle
as an alternative funding source to deposits to manage funding costs and reduce
interest rate risk and to leverage the balance sheet. The net effect was to fund
increases in total interest-earning assets, thereby incrementally increasing our
net interest income. The Federal Home Loan Bank of Seattle provides term
borrowings at competitive interest rates and terms ranging from overnight to 30
years. Total borrowings at March 31, 2004 were $113.1 million, an increase of
$16.5 million, or 17.1%, from September 30, 2003.

Equity. Total equity increased $2.0 million, or 4.8%, to $42.4 million
at March 31, 2004 from $40.4 million at September 30, 2003. The source of
increase in our equity was $2.0 million from net income for the six months ended
March 31, 2004. Our tier 1 capital ratio was 8.46% and our total risk-based
capital ratio was 13.07% at March 31, 2004.

Comparison of Operating Results for the Six Months Ended March 31, 2004 and
March 31, 2003

General. Our net income for the six months ended March 31, 2004 was $2.0
million, a decrease of $472,000 from the comparable period in the prior year.
The decrease in net income was the result of a $213,000 decrease in net interest
income, a $313,000 increase in the provision for loan losses and a $978,000
decrease in total noninterest income, offset by a reduction of $578,000 in
noninterest expense and $454,000 in income tax expense.
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Net Interest Income. Our net interest income decreased $213,000 for the
six month period ended March 31, 2004 to $8.5 million, compared to $8.7 million
for the comparable period in the prior year. Average total interest-earning
assets increased $37.4 million between the two six month time periods, however,
a record number of loan refinances driven by historically low interest rates
resulted in an 80 basis point decline in our average asset yields. During that
same period, our average cost of funds declined only 33 basis points resulting
in a 47 basis point reduction in our interest rate spread.

Interest and Dividend Income. Total interest and dividend income for the
six months ended March 31, 2004 decreased $453,000 to $13.2 million from the
comparable period of the prior year. The following table compares detailed
average earning asset balances, associated yields and resulting changes in
interest and dividend income for the six months ended March 31, 2004 and 2003:

Six Months Ended March

Average
Balance

(Dollars in Thousands)

41
2004
Average
Balance Yield
Loans receivable, net .......iiiii ittt inneannn S 379,533 6.21%
Loans held for sale .....ii it ttneeneenenanns 2,927 5.65
Investment securities, available for sale,
including, interest-bearing deposits in
other banks ...ttt ittt e et ettt e e 6,499 2.46
Mortgage-backed securities, held
tO MatuUrity .oi ittt e e e e e e e 38,112 5.50
Federal Home Loan Bank stock ................... 6,575 4.50
Total interest-earning assets .............co... $ 433,646 6.10%

$ 338,350
3,316
9,240

39,889
5,430

Average total interest-earning assets increased $37.4 million during the
six months ended March 31, 2004 compared to the six months ended March 31, 2003,
however we had an 80 basis point drop in the average yield on total
interest-earning assets resulting in a decrease of $453,000 in total interest
income. Historically low interest rates and a record number of customer loan
refinances resulted in a 87 basis point reduction in the average yield on loans
receivable, net and a $210,000 reduction in related interest income. Rapid
repayments received on higher coupon mortgage-backed securities, and decreased
reinvestment rates for purchased securities resulted in a 58 basis point
reduction in the associated average yield.

Interest Expense. Total interest expense for the six month period ended
March 31, 2004 was $4.7 million, a decrease of $240,000 from the comparable
period in the prior year. The following table details average balances, cost of
funds and resulting decrease in interest expense for the six months ended March
31, 2004 and 2003:
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Six Months Ended March

Average Average
Balance Cost Balance

(Dollars in Thousands)

SAVINGS ACCOUNES ittt ettt e eeeeeeeeeeennnnnees S 23,910 0.29% S 23,925
Interest-bearing demand accounts ............... 78,286 0.24 68,505
Money market accounts ........iiiiiiiiiiieeeenn. 32,090 0.61 34,002
Certificates of deposit ......iiiiiiii .. 147,759 2.92 135,050
Federal Home Loan Bank advances .............c... 108,637 4.23 98,818
Total interest-bearing liabilities ............. S 390, 682 2.40% S 360,300

The average balance of total interest-bearing liabilities increased
$30.4 million for the six months ended March 31, 2004 compared to March 31,
2003; however, our total interest expense decreased $240,000 as a result of a 33
basis point decrease in our average total cost of funds. The average balance of
certificates of deposit increased $12.7 million during the same period, however
the average cost of funds decreased 50 basis points and interest expense
declined $149,000. Similarly, the average balance of interest-bearing demand
deposits increased $9.8
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million, however the average cost of funds decreased 12 basis points resulting
in a $30,000 reduction in related interest expense. Additionally, the average
balance of money market deposits declined $1.9 million and the average cost of
funds decreased 25 basis points. The current low interest rate environment has
resulted in a significant reduction in our average cost of funds and total
interest expense.

Provision for Loan Losses. Our Asset Liability Management Committee
assesses the allowance for loan losses on a quarterly basis. As described above,
the Committee analyzes several different factors, including delinquency,
charge-off rates and the changing risk profile of our loan portfolio, as well as
local economic conditions including unemployment rates, bankruptcies and vacancy
rates of business and residential properties. The following table details
activity associated with the allowance for loan losses for the six month periods
ended March 31, 2004 and 2003:

At or For the Six Months
Ended March 31,

(Dollars in Thousands)

Provisions for 10an 10SSES i iiieeeteeeeenennneeeenns $ 600 S 287
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Net charge—0ffs ...t ittt e e ettt e eeeeenn 42
Allowance for 10aAn 10SSES v ittt inteeeeeeeneeoeeeneenns 2,411
Allowance for losses as a percentage of total loans

outstanding at a the end of the period ............... 0.62%
Allowance for loan losses as a percentage of

nonperforming loans at end of period ................. 425.97%
Total nonaccrual and 90 days or more past due loans ... 566
Nonaccrual and 90 days or more past due loans as a

percentage of loans receivable ......... ... 0.15%

Our provision for loan losses for the six months ended March 31, 2004
was $600,000, an increase of $313,000 compared to the six months ended March 31,
2003. This increase is a direct result of a $262,000 increase in total
nonaccrual and 90 days or more past due loans and is related to the addition a
delinquent one- to four-family residential loan to nonaccrual status. The ratio
of the allowance for loan losses as a percentage of nonperforming loans
decreased from 517.63% at March 31, 2003 to 425.97% at March 31, 2004. Although
management uses the best information available in determining the allowance for
loan losses, future adjustments to the allowance may be necessary due to
economic, operating, regulatory and other conditions that may be beyond our
control. Any increase or decrease in the provision for loan losses has a
corresponding negative or positive effect on net income.

Noninterest Income. Noninterest income decreased $978,000, or 18.4%, to
$4.3 million for the six month period ended March 31, 2004 from the comparable
period of the prior year. The following table provides a detailed analysis of
the changes in the components of noninterest income:

43

Six Months Ended Increase/ (Decrease)
March 31, 2004 from March 31, 2003

(Dollars in Thousands)

Service fees and charges .......... S 3,807 S 157
Gain on sale of loans ............. 344 (243)
Increase in cash surrender

value of life insurance .......... 249 48
Mortgage servicing rights, net .... (114) (842)
Other ittt et e e e e e e e 55 (98)
Total noninterest income .......... S 4,341 S (978)

Service fees and charges totaled $3.8 million for the six months ended
March 31, 2004, an increase of $157,000, or 4.3%, over the six months ended
March 31, 2003. Service fees and charges represented 87.7% of total noninterest
income for the six months ended March 31, 2004, up from 68.6% for the six months
ended March 31, 2003.

Mortgage servicing rights, net was ($114,000) for the six months ended
March 31, 2004, a decrease of $842,000 compared to the six months ended March
31, 2003. Mortgage servicing rights, net is an accounting estimate that
represents the present value of the future servicing rights from the right to

517.63%
304

Percentage
Increase/ (Decreas
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service mortgage loans for others. It is affected by prepayment speeds of the
underlying mortgages and interest rates. In general, during periods of falling
interest rates like those experienced during the six months ended March 31,
2004, mortgage loans repay faster and the value of our mortgage-servicing asset
declines. On a quarterly basis, we perform an independent valuation of mortgage
servicing rights in order to determine if there has been a decline in its fair
market value. An independent appraisal was performed on March 31, 2004 and
required us to reduce the carrying value of the mortgage-servicing asset by
$230,000.

Gain on the sale of loans was $344,000 for the six months ended March
31, 2004, a decrease of $243,000 from the six months ended March 31, 2003. Gain
on the sale of loans is directly related to mortgage loan originations that are
sold in the secondary market. The reduction in the income was the result of a
$49.7 million or 56.8% reduction in the sale of mortgage loans during the six
months ended March 31, 2004 as compared to the six months ended March 31, 2003.
During the six months ended March 31, 2003, we experienced record loan volumes
associated with customer mortgage loan refinances that were directly related to
historically low interest rates. We do not expect the refinancing trend to
continue at those volumes during the remaining months of our current fiscal year
and our future origination activities will be more dependent on the sale of
homes in the local area.

Noninterest Expense. Noninterest expense decreased $578,000 during the
six months ended March 31, 2004 to $9.2 million, compared to $9.8 million for
the comparable period of the prior year. The following table provides an
analysis of the changes in the components of noninterest expense:
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Six Months Ended Increase/ (Decrease) Perc
March 31, 2004 from March 31, 2003 Increase
(Dollars in Thousands)
Compensation and benefits........ $ 5,340 S (490)
Occupancy and equipment.......... 1,375 (100)
Data processing.........oeeee.o... 724 59
Advertising.......oiiiiiiii.. 515 (108)
Postage and supplies............. 408 44
Other. ... .. ittt 856 17
Total noninterest expense........ $ 9,218 S (578)

The $490,000 reduction in compensation and benefits accounted for the
majority of the decrease in noninterest expense for the six months ended March
31, 2004. Commissions expense decreased $229,000 for the six months ended March
31, 2004. Commissions are paid to our loan originators based on residential
mortgage dollar origination volumes; those volumes decreased $109.7 million, or
67.0%, for the six months ended March 31, 2004. Management intends to
concentrate on mortgage loan originations generated from the sale of homes in
our local market area and does not anticipate a continuation of the prior year
record refinancing mortgage loan volumes for the remainder of the fiscal year
ending September 30, 2004. In addition, we terminated deferred compensation
plans for vice presidents resulting in a $155,000 reduction in compensation
expense for the six months ended March 31, 2004.
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Advertising expense was $515,000 for the six months ended March 31,
2004, a $108,000 decrease from the $623,000 in expense for the six months ended
March 31, 2003. The primary reason for the decrease was a $153,000 reduction in
premiums paid to attract new checking account customers.

Income Tax Expense. Income tax expense decreased $454,000 for the six
months ended March 31, 2004 to $1.1 million from $1.6 million for the six months
ended March 31, 2003. Income before income taxes was $3.1 million for the six
months ended March 31, 2004, compared to $4.0 million for the six months ended
March 31, 2003, a decrease of $926,000 or 23.2%. Income recognized from the
increase in the cash surrender value of bank owned life insurance is not
generally subject to income tax and this reduced income tax expense by $97,000
and $78,000 for the six months ended March 31, 2004 and 2003, respectively. The
effective income tax rate for the six months ended March 31, 2004 was 34% for
federal and 7.6% for the State of Idaho.

Comparison of Financial Condition at September 30, 2003 and September 30, 2002

General. Total assets increased $33.7 million, or 8.1%, during the year
ended September 30, 2003. Record mortgage loan originations, brought on by
record low interest rates, provided a $54.3 million increase in loans
receivable, net. Asset growth was funded by an increase of $21.5 million in
deposits and $5.5 million in borrowings from the Federal Home Loan Bank of
Seattle. From an asset and liability perspective, total asset duration increased
10.5 months to 42.8 months, and liability duration increased 11.5 months to 27.5
months for a net duration gap of 15.3 months, down 1.0 month from September 30,
2002.

Assets. Asset growth was primarily concentrated in the following
interest-earning asset categories:
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Balance at Increase/ (Decrease)
September 30, 2003 from September 30, 2002
(Dollars in Thousands)

Securities available for sale,

at falr value. .o u ittt e it ieeeeennn S 5,440 S 2,933
Mortgage-backed securities,

held to maturity...... ... 24,425 (19,900)
Loans receivable, net of

allowance for loan losseS............ 372,629 54,332
Loans held for sale......uuiiiieninnnn. 5,066 (7,656)
Mortgage servicing rights, net........ 3,130 1,370

During the year ended September 30, 2003, we originated $289.2 million
in one- to four-family mortgage loans of which $164.3 million were sold in the
secondary market and $143.3 million in principal was received from loan
amortizations. We also originated $21.2 million in commercial real estate and
multi-family mortgages, $32.9 million in real estate construction loans, $17.2
million in consumer loans and $1.2 million in commercial/business loans. The
mortgage-backed securities portfolio decreased $19.9 million as we concentrated
on residential mortgage growth.

The value of mortgage servicing rights increased $1.4 million as a
result of the record sales of residential mortgage loans in the secondary
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market. We service residential mortgage loans for Freddie Mac, Fannie Mae and
the Federal Home Loan Bank of Seattle. The principal balance of the loans we
service for others increased $39.9 million, or 19.4%, to $246.0 million at
September 30, 2003.

Deposits. During the year ended September 30, 2003, deposits increased
$21.5 million, which is detailed in the following table:

Balance at Increase from
September 30, 2003 September 30, 2002

(Dollars in Thousands)

Savings deposits............ S 24,423 S 1,216
Demand deposits............. 131,778 5,440
Certificates of deposit..... 145,072 14,845
Total deposit accounts...... $ 301,273 S 21,501

The majority of certificate account growth resulted from offering of the
"Escalator CD," a four-year step-rate certificate of deposit with predetermined
step-up rates and the customer option of a one-time penalty-free withdrawal at
each six month interval until maturity. These accounts contributed $12.2 million
to the $14.8 million increase in certificate accounts. Checking account growth
consisted of $3.7 million in interest-bearing checking and $3.4 million in
medical savings accounts, offset by a decline of $3.4 million in money market
accounts.

Borrowings. During the year ended September 30, 2003, $30.1 million in
Federal Home Loan Bank of Seattle borrowings matured and we borrowed $35.6
million in additional Federal Home Loan Bank of Seattle advances which resulted
in a net increase in borrowings of $5.5 million, or 6.1%. We took advantage of
the historically low interest rate environment and borrowed funds with longer
terms to maturity, increasing the duration of total borrowings from 17.3 months
at September 30, 2002 to 51.4 months at September 30, 2003. In addition to
extending the duration, our cost of funds decreased 21 basis points to 4.53% at
the end of the fiscal year. The borrowings were used to fund a portion of the
$54.3 million growth in our loans receivable, net with durations that more
closely match the terms of the loans.
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Equity. Equity increased $5.4 million from net income for the year ended
September 30, 2003 offset by a small decrease related to the change in the
market value of available—-for-sale securities. Our Tier 1 (core) and total
risk-based capital (to risk-weighted assets) ratios were 8.89% and 13.56%,
respectively, at September 30, 2003.

Comparison of Operating Results for the Years Ended September 30, 2003 and
September 30, 2002

General. Net income for the year ended September 30, 2003 was $5.5
million, a $3.3 million or 158.9% increase from the prior year. The two primary

factors that contributed to the increase in net income were:

o an increase of $1.8 million in net interest income; and

Percenta
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o an increase of $5.4 million in noninterest income.

Noninterest expense increased $1.7 million and income tax expense
increased $1.8 million during the year ended September 30, 2003 compared to the
prior year, partially offsetting the gains in net interest and noninterest
income.

Net Interest Income. Net interest income for the year ended September
30, 2003 was $17.2 million, a $1.8 million increase from the prior year. Total
interest and dividend income remained level with the prior year while total
interest expense decreased $1.8 million. Interest rates declined during the year
ended September 30, 2003. During this period, our balance sheet was liability
sensitive so the decline in interest rates resulted in a more rapid repricing of
our liabilities as compared to the asset side of the balance sheet. Therefore,
in a declining rate environment as we experienced during the year ended
September 30, 2003, interest expense declined more rapidly than interest income.
As a result of these record low interest rates, increased loan prepayment rates
and decreased asset reinvestment rates limited opportunities for increased
yields on our assets. The same factors contributed to the significant decline in
total interest expense.

Interest and Dividend Income. Total interest and dividend income for the
year ended September 30, 2003 remained largely unchanged from the previous year.
The following table compares detailed average earning asset balances, associated
yields and resulting change in interest and dividend income for the years ended
September 30, 2003 and 2002:

Year Ended Septen

Average Average
Balance Yield Balance

(Dollars in Thousands)

Loans receivable, Net ...ttt eennnens S 352,124 6.81% S 301,507
Loans held for sale ...ttt ittt tetinennns 3,721 5.99 11,045
Investment securities available for

sale, including interest-bearing

deposits in other banks .......... .. ... . . ... 14,842 2.03 6,137
Mortgage-backed securities, held
tO Maturity .ottt e e e e e e 33,893 6.02 41,690
Federal Home Loan Bank stock .........c.iiuie.... 5,841 6.03 4,634
Total interest-earning assets ........iiveuee... S 410,421 6.55% S 365,013
47

Record low interest rates and high loan volumes from refinanced mortgage
loans resulted in an 85 basis point decline in yield on our loans receivable
portfolio and a 33 basis point decline in yield on our loans held for sale for
the year ended September 30, 2003. However, as a result of a $43.3 million
increase in the total average outstanding balances of both our loan portfolio
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and loans held for sale during the same time period, the combined interest
income received increased by $394,000. Rapid prepayments received on higher
coupon mortgage-backed securities, and decreased reinvestment rates for
purchased mortgage-backed securities resulted in a 26 basis point reduction in
the yield on mortgage-backed securities. The reduction in yield combined with
the $7.8 million decrease in the average balance outstanding in mortgage-backed
securities portfolio resulted in a $577,000 decrease in related interest income
for securities. During the year ended September 30, 2003, we increased our
average investment securities available for sale portfolio by $8.7 million,
which resulted in a net increase of $107,000 in related interest income.

Interest Expense. Total interest expense for the year ended September
30, 2003 was $9.7 million, a decrease of $1.8 million from the prior fiscal
year. The following table details average balances, cost of funds and resulting
change in interest expense for the years ended September 30, 2003 and 2002:

Year Ended September 30

Average Average
Balance Cost Balance

(Dollars in Thousands)

Savings deposSits .ttt e e e e e $ 24,354 0.43% S 22,633
Interest-bearing demand accounts ............... 70,956 0.27 62,773
Money market accounts ........i.iiiiiiiiieenn. 33,159 0.73 36,963
Certificates of deposit ......iiiiiiii .. 139,254 3.26 129,556
Federal Home Loan Bank advances ................ 102,173 4.53 86,577
Total interest-bearing liabilities ............. S 369,896 2.62% S 338,502

The total cost of funds for total interest-bearing liabilities at
September 30, 2003 decreased 77 basis points from the year ended September 30,
2002. Historically low interest rates allowed us to fund balance sheet growth
with a $31.4 million increase in the average balance of interest-bearing
liabilities at a $1.8 million decrease in interest expense.

Provision for Loan Losses. The provision for loan losses increased
$338,000, or 122.0%, to $615,000 for the year ended September 30, 2003. The
allowance for loan losses as a percentage of total loans outstanding increased
eight basis points to 0.49% at September 30, 2003. The following table details
activity and information related to the allowance for loan losses for the years
ended September 30, 2003 and 2002:

48

At or For the Year
Ended September 30,

(Dollars in Thousands)
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Provisions for 10an 10SSES .t i iiiiitneeeeeeeeeeennnneeennns S 615 S 277
Net charge—0ffs ..ttt ettt et ettt ettt eeeeeeeenn 147 323
Allowance for 10aAn 1OSSES ittt tteeeneeeeeeeeeneeeeeeneean 1,853 1,385
Allowance for loan losses as a percentage of total

loans outstanding at the end of period .................. 0.49% 0.41%
Allowance for loan losses as a percentage of

nonperforming loans at end of period .................... 1,393.23% 295.94%
Total nonaccrual and 90 days or more past due loans ...... 133 468
Nonaccrual and 90 days or more past due loans

as a percentage of loans receivable ......... ... ... ... 0.04% 0.14%
Loans receivable, Net ...ttt ittt ittt teteeeeneenns 372,629 318,297
Total loans originated .......ii ittt eneneneeeeeenennns S 361,666 S 234,547

The decrease in net charge-offs and nonaccrual and 90 days past due
loans from September 30, 2002 to September 30, 2003 resulted from the completion
of our work out of loan quality issues which began in 2000. During fiscal 2001,
2002 and 2003, we worked through the collection process on several one- to
four-family residential construction loans and a large single-family residential
loan resulting in total charge-offs of approximately $900,000. We increased our
provision for loan losses for the year ended September 30, 2003 compared to the
prior year in connection with the unseasoned nature of our loan portfolio that
resulted from a record volume of refinanced mortgage loans. Total loan
originations were $234.5 million and $361.7 million during the years ended
September 30, 2002 and 2003, respectively. In management's Jjudgment, this
resulted in an increase in the level of unseasoned loans within the loan
portfolio thereby increasing the inherent risk of loss to Home Federal. As a
result, management increased the general allowance to allow for the additional
inherent risk of the loan portfolio.

Noninterest Income. Noninterest income increased $5.4 million, or 94.0%,
during the year ended September 30, 2003 from the prior year. The following
table provides a detailed analysis of the changes in components of noninterest
income:

Year Ended Increase from
September 30, 2003 September 30, 2002 Percen

(Dollars in Thousands)

Service fees and charges ........c.iiiiiiinnnnnnnn. S 8,120 S 2,155
Gain on sale Of 10ANS v . ittt ittt ittt etnetaneens 1,044 368
Increase in cash surrender value

of life 1nsUrancCe ... ..ttt it eennenns 601 185
Mortgage servicing rights, net ................... 1,370 2,417
(0w o 53 296
Total noninterest INCOME ... ...ttt nnennnnneenns S 11,188 $ 5,421

Mortgage servicing rights, net increased $2.4 million as a result of a
77.1% increase in residential mortgage loan sales on the secondary market and a
$1.5 million impairment of the mortgage servicing rights for the year ended
September 30, 2002. An impairment is recorded when the market value of the
mortgage servicing asset 1is reduced as a result of market conditions. In
general, during periods of falling interest rates, mortgage loans prepay rapidly
and the value of mortgage servicing assets declines. We contracted with an
outside appraisal firm in order to establish the market value for our mortgage
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servicing rights for fiscal years 2002 and 2003.
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Service fees and charges increased by $2.2 million during the year ended
September 30, 2003 compared to fiscal 2002. The increase resulted mainly from
$915,000 in increased debit card fees and $814,000 in increased checking account
fees.

Gain on sale of loans increased $368,000 in fiscal 2003 as a result of a
$71.5 million increase in loans sold on the secondary market. Residential loan
sales for fiscal 2003 amounted to $164.3 million, compared to $92.8 million for
fiscal 2002.

Noninterest Expense. Noninterest expense increased $1.7 million during
the year ended September 30, 2003 from the prior fiscal year. The following
table provides a detailed breakdown of the components of noninterest expense for
fiscal 2003 and the increases or decreases from the prior year:

Year Ended Increase from
September 30, 2003 September 30, 2002 Perce

(Dollars in Thousands)

Compensation and benefits.......... S 10,980 S 938
Occupancy and equipment............ 2,909 119
Data processSing......c.ououeeeeeeeennn. 1,366 369
Advertising......eii it 1,256 92
Other. ... . it 2,374 189
Total noninterest expense.......... $ 18,885 S 1,707

Compensation and benefits increased $938,000 for the year ended
September 30, 2003 compared to the prior year. Sales commissions paid to our
mortgage loan officers and originators increased $279,000 due to an increase of
$127.5 million in total real estate loan originations. Retirement expense
increased $572,000 based on the cumulative increased vesting of non-qualified
retirement plan participants and a $120,000 adjustment to the director indexed
retirement plans.

Data processing expense increased $369,000 primarily due to increased
expenses for computer software maintenance of $97,000, internet banking of
$88,000 and debit cards of $129,000.

Other expenses increased $189,000 for the year ended September 30, 2003
from the prior year. Professional services, included in other expenses,
increased $167,000 primarily as a result of increased audit fees of $42,000,
fees for commercial loan reviews of $34,000 and consulting fees of $32,000
related to the implementation of our performance-based compensation system.

Income Tax Expense. Income tax expense increased $1.8 million during the
year ended September 30, 2003 compared to fiscal 2002. Income tax expense
increased primarily as a result of a $5.1 million increase in net income before
tax. Income recognized from the increase in the cash surrender value of bank
owned life insurance is not generally subject to income tax. This reduced income
tax expense by $243,000 for the year ended September 30, 2003 and $162,000 for
the year ended September 30, 2002. The effective income tax rate is 34.0% for
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federal and 7.6% for the State of Idaho.

Comparison of Operating Results for the Years Ended September 30, 2002 and
September 30, 2001

General. Net income for the year ended September 30, 2002 was $2.1
million, a $319,000 or 17.8% increase over the prior year.

Net Interest Income. Net interest income increased $3.4 million during
the year ended September 30, 2002 from the prior year. Interest and dividend
income increased $390,000 as a result of the increase in
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interest-earning assets offset by the decline in interest rates. In addition,
interest expense decreased $3.0 million as a result of the decline in interest
rates.

Interest and Dividend Income. Total interest and dividend income for the
year ended September 30, 2002 increased $390,000 from the prior year. The
following table compares detailed average earning asset balances and associated
yields for the years ended September 30, 2002 and 2001:

2002
Average
Balance Yield
(Dol
Loans receivable, net .......iiiii it inneannn S 301,507 7.66%
Loans held for sale .....ii ittt eneeneennns 11,045 6.32
Investment securities, available for
sale, including interest-bearing
deposits in other banks .......... .. .. . . . .. 6,137 3.18
Mortgage-backed securities, held
tO MatuUrity .o ittt it e e e e e e 41,690 6.28
Federal Home Loan Bank stock ................... 4,634 6.13
Total interest-earning assets ............0con.. $ 365,013 7.37%

Year Ended Septen

Average
Balance

lars in Thousands
S 267,532
7,074
5,945

42,041
3,852

Declining interest rates and strong loan volumes at lower rates resulted
in an 80 basis point decrease in the yield on the loans receivable portfolio and
an 89 basis point decrease on the loans held for sale for the year ended
September 30, 2002. Average balances in loans receivable and loans held for sale
increased $34.0 million and $4.0 million, respectively, offset by decreases in
yields, resulting in increases of only $480,000 and $188,000, respectively, in
interest income from loans receivable. Increasing prepayment rates on higher
coupon mortgage-backed securities resulted in a 40 basis point reduction in the
yield on mortgage-backed securities. The reduction in yield in addition to the
$351,000 decrease in the average outstanding balances resulted in a $193,000
decrease in interest income for the securities. We increased the average
portfolio of available-for-sale investment securities and interest-bearing
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deposits in other banks $192,000, however, the 190 basis point decrease in yield
resulted in a $107,000 decrease in income from the investment securities.

Interest Expense. Total interest expense for the year ended September
30, 2002 was $11.5 million, a decrease of $3.0 million from the prior fiscal
year. The following table details average balances, cost of funds and resulting
change in interest expense for the years ended September 30, 2002 and 2001:

51
Year Ended September 30
2002 200
Average Average
Balance Cost Balance
(Dollars in Thousands)
Savings deposSits ittt e e e e e $ 22,633 0.87% S 23,078
Interest-bearing demand deposits ............... 62,773 0.87 53,735
Money market demand deposits ...........i.in.. 36,963 1.86 25,839
Certificates of deposit ......iiiiiii .. 129,556 4.31 130,362
Federal Home Loan Bank advances .........ooeeeo.. 86,577 5.14 66,910
Total interest-bearing liabilities ............. S 338,502 3.39% S 299,924

The total cost of funds of total interest-bearing liabilities for the
year ended September 30, 2002 decreased 144 basis points from the year ended
September 30, 2001. A rapidly declining interest rate environment allowed us to
increase average liability funding balance $38.6 million, while reducing
interest expense $3.0 million. The average balance in certificates of deposit
decreased $806,000 and the associated cost of funds declined 166 basis points
for a $2.2 million decrease in interest expense. The average balance in
interest-bearing demand deposits increased $9.0 million in 2002 while the
average cost of funds fell 102 basis points for a decrease of $468,000 in
interest expense.

Provision for Loan Losses. The following table details activity and
information related to the provision for loan losses for the years ended
September 30, 2002 and 2001:

At or For the Year
Ended September 30,

(Dollars in Thousands)

Provisions for 10an 10SSES .ttt eeeeennnneeeeens S 277 S 748
Net charge—0ffs ...t i ittt e e ettt et 323 446
Allowance for 10an 10SSES v ittt it teeeeeeeneeoeeeneenns 1,385 1,431
Allowance for loan losses as a percentage of total

loans outstanding at the end of period ............... 0.41% 0.47%
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Allowance for loan losses as a percentage of

nonperforming loans at end of period ................. 295.94% 48.21%
Total nonaccrual and 90 days or more past due loans ... 468 3,658
Nonaccrual and 90 days or more past due loans

as a percentage of loans receivable .................. 0.14% 1.22%
Loans receivable, Net .. ...ttt ittt tneteeneneenenn 318,297 289,385
Total real estate construction loans ..........cceeee... S 14,570 S 25,247

The provision for loan losses decreased from $748,000 for the year ended
September 30, 2001 to $277,000 for the year ended September 30, 2002. This
decrease was the result of improved loan quality in our loan portfolio. At
September 30, 2001, we were in the process of working out several one- to
four-family residential construction loans with aggregate loan balances of over
$2.0 million. During the year ended September 30, 2002, we completed the work
out of these loan problems as evidenced by the significant reduction in the
total of nonaccrual loans and loans 90 days past due loans from $3.7 million at
September 30, 2001 to $468,000 at September 30, 2002.
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The decrease in the provision is also the result of a 42.3%, or $10.7
million, reduction in total real estate construction loans outstanding at
September 30, 2002 as compared to September 30, 2001. Real estate construction
loans have greater credit risk than permanent one- to four-family residential
loans and therefore are given a greater weight in determining the allowance for
loan loss analysis. This analysis is performed by management on a quarterly
basis.

Noninterest Income. Noninterest income decreased $552,000 during the

year ended September 30, 2002 from the prior year. The following table provides
a detailed analysis of the changes in components of noninterest income:

Year Ended Increase/ (Decrease) from
September 30, 2002 September 30, 2001 In

(Dollars in Thousands)

Service fees and charges ............. $ 5,965 S 1,201
Gain on sale of loans ........eeueenn. 676 390
Increase in cash surrender value

of life insurance ........oiiiiieeenn. 416 84
Mortgage servicing rights, net ....... (1,047) (1,925)
OLher vttt ittt et et ettt e (243) (302)
Total noninterest income ............. S 5,767 S (552)

Mortgage servicing rights, net decreased $1.9 million due in part to a
$1.5 million impairment of the mortgage servicing rights for the year ended
September 30, 2002 and a decline in the valuation of mortgage servicing rights
for mortgage loan production for the same year. We contracted with an outside
appraisal firm in order to establish the market value for our mortgage servicing
rights for fiscal year 2002.

Service fees and charges increased by $1.2 million during the year ended
September 30, 2002 compared to fiscal 2001. The increase resulted primarily from
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increased checking account fees.

Gain on sale of loans increased $390,000 in fiscal 2002 as the result of
a $22.9 million increase in loans sold on the secondary market. Residential loan
sales for fiscal 2002 were $92.8 million.

Noninterest Expense. Noninterest expense increased $2.6 million during
year ended September 30, 2002 from the prior fiscal year. The following table
provides a detailed breakdown of the components of noninterest expense for
fiscal 2002 and the increases or decreases from the prior year:

Year Ended Increase/ (Decrease) from
September 30, 2002 September 30, 2001

(Dollars in Thousands)

Compensation and benefits........... S 10,042 S 1,787
Occupancy and equipment............. 2,790 437
Data processing........ceueeeeeeeeenn. 997 191
Advertising.....c.oee ittt 1,164 126
[ w0 oL 2,185 43
Total noninterest expense........... S 17,178 S 2,584

Compensation and benefits expense increased $1.8 million as a result of
increased salary expense of $963,000, incentive and commissions of $386,000,
payroll taxes of $115,000, medical and dental insurance of $116,000, training of
$59,000, and other items, net of $112,000. The increase in salary expense 1is
attributable to the
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opening of eight new Wal-Mart in-store branch locations starting in August 2001
through September 30, 2002. Data processing expense increased during the year
ended September 30, 2002 as a result of higher internet banking expense and
debit card fees.

Income Tax Expense. Income tax expense for the year ended September 30,
2002 increased $421,000 from the prior fiscal year. Income tax expense increased
primarily a result of higher net income before tax (up $740,000). The effective
income tax rate was 34.0% for federal and 7.6% for the State of Idaho in 2002
and 8.0% in 2001.

Impact of Benefit Plans

Following the completion of the stock offering, we will have an employee
stock ownership plan. We also intend to adopt, subject to stockholder approval,
a restricted stock plan and a stock option plan. The implementation of the
employee stock ownership plan and the restricted stock plan will affect our
results of operations as a component of employee compensation expense. The
employee stock ownership plan will result in employee compensation expense equal
to the current market price of the shares being released and allocated to the
participants in the plan for that year. The effect the restricted stock plan
will have on employee compensation expense will be equal to the current market
price of the shares being awarded to the employees receiving the shares
recognized as compensation expense over the vesting period of the shares. Home
Federal may currently elect to account for stock option awards issued to
employees under Accounting Principles Board Opinion No. 25, which requires

98



Edgar Filing: HOME FEDERAL BANCORP INC - Form S-1/A

recognition of compensation expense based on the intrinsic value of the award at
the measurement date, which is generally the date of grant. The intrinsic value
is equal to the difference between the current market price of the stock and the
exercise prices of the stock option award. Because the options to be issued are
intended to have an exercise price equal to the current market price of the

stock, there will be no compensation expense recognized on these awards. See
"Pro Forma Data."
54
Average Balances, Interest and Average Yields/Cost
The following table sets forth for the periods indicated, information

regarding average balances of assets and liabilities as well as the total dollar
amounts of interest income from average interest-earning assets and interest
expense on average interest-bearing liabilities, resultant yields, interest rate
spread, net interest margin (otherwise known as net yield on interest-earning
assets), and the ratio of average interest-earning assets to average
interest-bearing liabilities. Average balances have been calculated using the
average of daily balances during the period. Interest and dividends are reported
on a tax-equivalent basis. During the time periods presented, we did not own any
tax-exempt investment securities.

onths Ended
arch 31,

Yield/
Cost (2)

I <n

Six M
M
2004
Interest
Average and
Balance (1) Dividends
Interest-earning assets:
Loans receivable, net .............. S 379,533 S 11,776
Loans held for sale ........ouiui.o.. 2,927 165
Investment securities,
available for sale, including
interest- bearing deposits
in other banks ........ ... 6,499 80
Mortgage-backed securities,
held to maturity ................. 38,112 1,048
Federal Home Loan Bank stock ....... 6,575 148
Total interest-earning assets..... 433,646 13,217
Noninterest earning assets ........... 36,902
Total average assets ............... S 470,548
Interest-bearing liabilities:
Savings deposits ..., S 23,910 $ 35
Interest-bearing demand deposits 78,286 93
Money market accounts .............. 32,090 98
Certificates of deposit ............ 147,759 2,157
Total deposits ... 282,045 2,383
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Interest-earning assets:

Loans receivable, net ..............
Loans held for sale ................

Investment securities,
available for sale, including
interest- bearing deposits

in other banks ........... ... . ...,

Mortgage-backed securities,

held to maturity .................
Federal Home Loan Bank stock .......

Total interest-earning assets.....
Noninterest earning assets ...........

Total average assets ...............

Interest-bearing liabilities:

Savings deposits ...

Interest-bearing demand deposits

Money market accounts ..............
Certificates of deposit ............

Total deposits ...

Interest-earning assets:

Loans receivable, net ..............
Loans held for sale ................

Investment securities,
available for sale, including
interest- bearing deposits

in other banks .......... ... ...

Mortgage-backed securities,

held to maturity .................
Federal Home Loan Bank stock .......

Total interest-earning assets.....

Noninterest earning assets ...........

Six Months Ended

March 31,
2003
Yield/ Average
Cost (2) Balance (1)
7.08% $ 352,124
5.95 3,721
1.90 14,842
6.08 33,893
6.89 5,841
6.90 410,421
33,985
$ 444,406
0.51 S 24,354
0.36 70, 956
0.86 33,159
3.42 139,254
2.02 267,723
2002
Interest
and Yield/
Dividends Cost

S 23,110 7.66
698 6.32
195 3.18
2,617 6.28
284 6.13
26,904 7.37

Year Ende
September

Interest
and
Dividends

$ 23,979
223

Year Ended
September 30,

Average
Balance (1)

$ 267,532
7,074

5,945

42,041
3,852
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Total average assets

Interest-bearing liabilities:
Savings deposits
Interest-bearing demand deposits
Money market accounts
Certificates of deposit

Total deposits

(table continues on following page)

Federal Home Loan Bank advances

55

Total interest-bearing liabilities....

Noninterest-bearing liabilities

Total average liabilities

Average equity

Total liabilities and equity

Net interest income
Interest rate spread.........ccovieo...
Net interest margin (3)
Ratio of average interest-earning
assets to average interest-bearing
liabilities

A
Bal

$ 356,942
198 0.87 $ 23,078
547 0.87 53,735
686 1.86 25,839
5,586 4.31 130,362
7,017 2.79 233,014
Six Months Ended
March 31,
2004 200
Interest Inte
Average and Yield/ Average a
Balance (1) Dividends Cost (2) Balance (1) Divi
(Dollars in Thousands)
108,637 2,299 4.23 98,818
390, 682 4,682 2.40 360,300
38,218 32,209
428,900 392,509
41,648 37,892
$ 470,548 $ 430,401
$ 8,535 $
3.70%
3.94%
111.00% 1
Year Ended
September 30,
2003 2002
Interest Interest
verage and Yield/ Average and Yie
ance (1) Dividends Cost Balance (1) Dividends Co

(Dollars in Thousands)
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Federal Home Loan Bank advances..... 102,173 4,625 53 86,577 4,448 5
Total interest-bearing liabilities 369,896 9,705 62 338,502 11,465 3
Noninterest-bearing liabilities..... 33,769 26,781
Total average liabilities......... 403, 665 365,283
Average equUity. .ottt 40,741 34,967
Total liabilities and equity...... S 444,406 S 400,250
Net interest income................. 17,191 15,439
Interest rate spread................ 3.93% 3.98%
Net interest margin (3)............. 4.19% 4.23%
Ratio of average interest-earning
assets to average interest-bearing
liabilities . v e ettt i i 110.96% 107.83%
(1) The average loans receivable, net balances include non-accruing loans.
(2) Rates for the three months have been annualized.
(3) Net interest margin, otherwise known as yield on interest earning assets,

is calculated as net interest income divided by average interest-earning

assets.

Yields Earned and Rates Paid

The following table sets forth

(on a consolidated basis)

for

the

periods and at the dates indicated, the weighted average yields earned on our

assets, the weighted average interest rates paid on our liabilities,

with the net yield on interest-earning assets.

Weighted average yield on: ..............
Loans receivable, net .................
Loans held for sale .........cciiiie...

Investment securities, available for
for sale, including interest-bearing

deposits in other banks ..............

Mortgage-backed securities, held

to maturity ...t e e
Federal Home Loan Bank stock ..........
Total interest-earning assets .......

Weighted average rate paid on:

At
March 3

IS

1,

.33

.23
.00
.84

together

Six Months Ended

March 31, Year Ende
2004 2003 2003
6.21 7.08% 6.81%
5.65 5.95 5.99
2.46 1.90 2.03
5.50 6.08 6.02
4.50 6.89 6.03
6.10 6.90 6.55

102



Edgar Filing: HOME FEDERAL BANCORP INC - Form S-1/A

Savings deposits

Interest-bearing demand deposits
Money market accounts
Certificates of deposit
Total average deposits
Federal Home Loan Bank advances
Total interest-bearing liabilities

Interest rate spread (spread between
weighted average rate on all
interest-earning assets and all

interest-bearing liabilities)

Net interest margin

income (expense)

of average interest-earning assets)

............................... 0.20 0.29
............... 0.26 0.24
.......................... 0.64 0.61
........................ 2.60 2.92
....................... 1.52 1.69
................ 4.08 4.23
........... 2.22 2.40
................... 3.62 3.70
(net interest
as a percentage
............. N/A 3.94
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Rate/Volume Analysis

0.51 0.43
0.36 0.27
0.86 0.73
3.42 3.26
2.02 1.90
4.62 4.53
2.73 2.62
4.17 3.93
4.42 4.19

The following table sets forth the effects of changing rates and volumes

on our net interest income.
on interest income attributable to changes in volume
multiplied by prior rate); (2)
(changes in rate multiplied by prior volume);
rate/volume are allocated proportionately to the changes in rate and volume.

changes in rate

Information is provided with respect to: (1)
(changes in volume
effects on interest income attributable to
and (3)

Six Months Ended March 31,
2004 Compared to Six Months

effects

changes in

Year Ended Septen

Ended March 31, 2003 Compared to Septen
Increase (Decrease) Increase (De
Due to Due t
Rate Volume Total Rate Volun
(In Thou
Interest-earning assets:
Loans receivable, net .............. S (10,777) $ 10,567 S (210) S (1,721) $ 2,5
Loans held for sale ................ (9) (23) (32) (36) (4
Investment securities, available for
sale, including interest-bearing
deposits in other banks ........... - (8) (8) (36) 1
Mortgage-backed securities, held
to maturity ........ it (112) (52) (164) (104) (4
Federal Home Loan Bank stock ....... (98) 59 (39) (5)
Total net change in income on
interest-earning assets ............. S (10, 9906) $ 10,543 S (453) S (1,902) $ 1,8
Interest-bearing liabilities:
Savings deposits ... $ (26) $ - $ (26) $ (110) $
Interest-bearing demand deposits (53) 23 (30) (436)
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Money market accounts
Certificates of deposit ............

Total average deposits
Federal Home Loan Bank advances

Total net change in expense on
interest-bearing liabilities

Net change in net interest income

Interest-earning assets:
Loans receivable, net
Loans held for sale ................
Investment securities, available for

sale, including interest-bearing

deposits in other banks
Mortgage-backed securities,

to maturity
Federal Home Loan Bank stock

held

Total net change in income on
interest-earning assets

Interest-bearing liabilities:
Savings deposits
Interest-bearing demand deposits
Money market accounts
Certificates of deposit

Total average deposits
Federal Home Loan Bank advances

Total net change in expense on
interest-bearing liabilities

Net change in net interest income

(41) (8) (49) (380) (
(423) 274 (149) (1,510) 4
(543) 289 (254) (2,436) 4
(82) 96 14 (344) 5
$ (625) $ 385 $ (240) $ (2,780) $ 1,0
$ (213)
Year Ended September 30, 2002
Compared to September 30, 2001
Increase (Decrease)
Due to
Rate Volume Total
$ (1,360) $ 1,840 S 480
(53) 241 188
(117) 10 (107)
(170) (23) (193)
(21) 43 22
$ 1,721 $ 2,111 $ 390
$ (280) $ (9) $ (289)
(680) 212 (468)
(1,910) 1,633 (283)
(2,140) (48) (2,194)
(5,023) 1,789 (3,234)
(384) 603 219
$ (5,407) S 2,392 S (3,015)
$ 3,405

Asset and Liability Management and Market Risk

General.

Our Board of Directors has established an asset and liability

management policy to guide management in maximizing net interest rate spread by
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managing the differences in terms between interest-earning assets and
interest-bearing liabilities while maintaining acceptable levels of liquidity,
capital adequacy, interest rate sensitivity, credit risk and profitability. The
policy includes the use of an Asset Liability Management Committee whose members
include certain members of senior management. The Committee's purpose is to
communicate, coordinate and manage our asset/liability positions consistent with
our business plan and Board-approved policies, as well as to price savings and
lending products, and to develop new products. The Asset Liability Management
Committee meets weekly to review various areas including:

o economic conditions;

o interest rate outlook;

o asset/liability mix;

o interest rate risk sensitivity;

o current market opportunities to promote specific products;
o historical financial results;

o projected financial results; and

o capital position.

The Committee also reviews current and projected liquidity needs, although not
necessarily on a weekly basis. As part of its procedures, the Asset Liability
Management Committee regularly reviews interest rate risk by forecasting the
impact of alternative interest rate environments on net interest income and
market value of portfolio equity, which is defined as the net present value of
an institution's existing assets, liabilities and off-balance sheet instruments,
and evaluating such impacts against the maximum potential change in market value
of portfolio equity that is authorized by the Board of Directors.

Our Risk When Interest Rates Change. The rates of interest we earn on

assets and pay on liabilities generally are established contractually for a
period of time. Market interest rates change over time. Our loans generally have
longer maturities than our deposits. Accordingly, our results of operations,
like those of other financial institutions, are impacted by changes in interest
rates and the interest rate sensitivity of our assets and liabilities. The risk
associated with changes in interest rates and our ability to adapt to these
changes is known as interest rate risk and is our most significant market risk.

How We Measure the Risk of Interest Rate Changes. We measure our
interest rate sensitivity on a monthly basis utilizing an internal model.
Management uses various assumptions to evaluate the sensitivity of our
operations to changes in interest rates. Although management believes these
assumptions are reasonable, the interest rate sensitivity of our assets and
liabilities on net interest income and the market value of portfolio equity
could vary substantially if different assumptions were used or actual experience
differs from such assumptions. Although certain assets and liabilities may have
similar maturities or periods of repricing, they may react differently to
changes in market interest rates. The interest rates on certain types of assets
and liabilities may fluctuate in advance of changes in market interest rates,
while interest rates on other types of assets and liabilities lag behind changes
in market interest rates. Non-uniform changes and fluctuations in market
interest rates across various maturities will also affect the results presented.
In addition, certain assets, such as adjustable rate mortgage loans, have
features which restrict changes in interest rates on a short-term basis and over
the 1life of the asset. In the event of a significant change in interest rates,
prepayment and early withdrawal levels would likely deviate from those assumed.
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The assumptions we use are based upon proprietary and market data and reflect
historical results and current market
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conditions. These assumptions relate to interest rates, prepayments, deposit
decay rates and the market value of certain assets under the various interest
rate scenarios. An independent service was used to provide market rates of
interest and certain interest rate assumptions to determine prepayments and
maturities of loans, investments and borrowings, and used its own assumptions on
deposit decay rates except for time deposits. Time deposits are modeled to
reprice to market rates upon their stated maturities. We assumed that
non-maturity deposits can be maintained with rate adjustments not directly
proportionate to the change in market interest rates. Our historical deposit
decay rates were used, which are substantially lower than market decay rates. In
the past, we have demonstrated that the tiering structure of our deposit
accounts during changing rate environments results in relatively low volatility
and less than market rate changes in our interest expense for deposits. Our
deposit accounts are tiered by balance and rate, whereby higher balances within
an account earn higher rates of interest. Therefore, deposits that are not very
rate sensitive (generally, lower balance tiers) are separated from deposits that
are rate sensitive (generally, higher balance tiers).

When interest rates rise, we do not have to raise interest rates
proportionately on less rate sensitive accounts to retain these deposits. These
assumptions are based upon an analysis of our customer base, competitive factors
and historical experience. The Office of Thrift Supervision provides us with the
information presented in the following table, which is based on information we
have provided to the Office of Thrift Supervision in determining our interest
rate sensitivity. The table shows the change in our net portfolio value at March
31, 2004 that would occur upon an immediate change in interest rates based on
the Office of Thrift Supervision assumptions, but without giving effect to any
steps that we might take to counteract that change. The net portfolio value is
calculated based upon the present value of the discounted cash flows from assets
and liabilities. The difference between the present value of assets and
liabilities is the net portfolio value and represents the market value of equity
for the given interest rate scenario. Net portfolio value is useful for
determining, on a market value basis, how much equity changes in response to
various interest rate scenarios. Large changes in net portfolio value reflect
increased interest rate sensitivity and generally more volatile earnings
streams.

Net Portfolio as % of

Net Portfolio Value ("NPV") Portfolio Value of Assets
Basis Point
Change in Rates Amount $ Change (1) % Change NPV Ratio (2) % Change (3)

(Dollars in Thousands)

300 $ 35,396 $ (16,939) (32.37)% 7.38% (2.80)%
200 42,344 (9,991) (19.09) 8.61 (1.56)
100 48,386 (3,949) (7.55) 9.61 (0.57)

0 52,335 - - 10.18 Base
(100) 53,071 736 1.41 10.18 -
(200) 57,707 5,372 10.26 10.84 0.66
(300) 57,330 4,995 9.54 10.65 0.47

Pre-Shock NPV Ratio 10.18

Asset M
Valu
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Post-Shock NPV Ratio 8.61
Static Sensitivity Measure - decline in NPV Ratio 1.56
Policy Maximum 3.00%
(1) Represents the increase (decrease) of the estimated net portfolio value

at the indicated change in interest rates compared to the net portfolio
value assuming no change in interest rates.

(2) Calculated as the estimated net portfolio value divided by the portfolio
value of total assets.
(3) Calculated as the increase (decrease) of the net portfolio value ratio

assuming the indicated change in interest rates over the estimated net
portfolio value ratio assuming no change in interest rates.
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The following table illustrates the change in net interest income at
March 31, 2004 that would occur in the event of an immediate change in interest
rates, with no effect given to any steps that might be taken to counter the
effect of that change in interest rates.

Net Interest Income

Basis Point
Change in Rates Amount $ Change (1) % Change

(Dollars in Thousands)

300 $ 18,802 $ (167) (0.88)%
200 18,923 (46) (0.24)
100 19,033 64 (0.34)
0 18,969 Base Base
(100) 18,454 (515) (2.71)
(200) 17,782 (1,187) (6.26)
(300) 16,842 (2,127) (11.21)
(1) Represents the decrease of the estimated net interest income at the

indicated change in interest rates compared to net interest income
assuming no change in interest rates.

We use certain assumptions in assessing our interest rate risk. These
assumptions relate to interest rates, loan prepayment rates, deposit decay rates
and the market values of certain assets under differing interest rate scenarios,
among others.

As with any method of measuring interest rate risk, shortcomings are
inherent in the method of analysis presented in the foregoing tables. For
example, although assets and liabilities may have similar maturities or periods
to repricing, they may react in different degrees to changes in the market
interest rates. Also, the interest rates on certain types of assets and
liabilities may fluctuate in advance of changes in market interest rates, while
interest rates on other types may lag behind changes in market rates.
Additionally, certain assets, such as adjustable rate mortgage loans, have
features that restrict changes in interest rates on a short-term basis and over
the life of the asset. Further, if interest rates change, expected rates of
prepayments on loans and early withdrawals from certificates of deposit could
deviate significantly from those assumed in calculating the table.

Liquidity and Commitments
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We are required to have enough cash flow in order to maintain sufficient
liquidity to ensure a safe and sound operation. Historically, we have maintained
cash flow above the minimum level believed to be adequate to meet the
requirements of normal operations, including potential deposit outflows. On a
quarterly basis, we review and update cash flow projections to ensure that
adequate liquidity is maintained.

Our primary sources of funds are from customer deposits, loan
repayments, loan sales, maturing investment securities and advances from the
Federal Home Loan Bank of Seattle. These funds, together with retained earnings
and equity, are used to make loans, acquire investment securities and other
assets, and fund continuing operations. While maturities and the scheduled
amortization of loans are a predictable source of funds, deposit flows and
mortgage prepayments are greatly influenced by the level of interest rates,
economic conditions and competition. We believe that our current liquidity
position, and our forecasted operating results are sufficient to fund all of our
existing commitments.

Liquidity management is both a daily and long-term function of business
management. Excess liquidity is generally invested in short-term investments
such as overnight deposits or mortgage-backed securities. On a longer term
basis, we maintain a strategy of investing in various lending products as
described in greater detail under "Business of Home Federal - Lending
Activities." At March 31, 2004, the total approved loan origination
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commitments outstanding amounted to $12.0 million. At the same date, unused
lines of credit were $19.0 million. We use our sources of funds primarily to
meet ongoing commitments, to pay maturing certificates of deposit and savings
withdrawals, to fund loan commitments and to maintain our portfolio of
mortgage-backed securities and investment securities. Certificates of deposit
scheduled to mature in one year or less at March 31, 2004 totaled $57.4 million.
Although the average cost of deposits has decreased throughout fiscal 2003,
management's policy is to maintain deposit rates at levels that are competitive
with other local financial institutions. Based on historical experience, we
believe that a significant portion of maturing deposits will remain with Home
Federal. In addition, we had the ability at March 31, 2004 to borrow an
additional $85.6 million from the Federal Home Loan Bank of Seattle as a funding
source to meet commitments and for liquidity purposes.

We measure our liquidity based on our ability to fund our assets and to
meet liability obligations when they come due. Liquidity (and funding) risk
occurs when funds cannot be raised at reasonable prices, or in a reasonable time
frame, to meet our normal or unanticipated obligations. We regularly monitor the
mix between our assets and our liabilities to manage effectively our liquidity
and funding requirements.

Our primary source of funds is our deposits. When deposits are not
available to provide the funds for our assets, we use alternative funding
sources. These sources include, but are not limited to: cash management from the
Federal Home Loan Bank of Seattle, wholesale funding, brokered deposits, federal
funds purchased and dealer repurchase agreements, as well as other short-term
alternatives. Alternatively, we may also liquidate assets to meet our funding
needs.

On a quarterly basis, we estimate our liquidity sources and needs for
the coming three-month, six-month, and one-year time periods. Also, we determine
funding concentrations and our need for sources of funds other than deposits.
This information is used by our Asset Liability Management Committee in
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forecasting funding needs and investing opportunities.
Capital

Consistent with our goal to operate a sound and profitable financial
organization, we actively seek to maintain a "well capitalized" institution in
accordance with regulatory standards. Total equity capital was $42.4 million at
March 31, 2004, or 8.5%, of total assets on that date. As of March 31, 2004, we
exceeded all regulatory capital requirements. Our regulatory capital ratios at
March 31, 2004 were as follows: Tier 1 capital 8.5%; Tier 1 (core) risk-based
capital 13.1%; and total risk-based capital 13.8%. The regulatory capital
requirements to be considered well capitalized are 5%, 6% and 10%, respectively.
See "How We Are Regulated - Regulation and Supervision of Home Federal - Capital
Requirements."

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements, as defined by
Securities and Exchange Commission rules, and have not had any such arrangements
during the six months ended March 31, 2004 or the three years ended September
30, 2003.

Impact of Inflation

The Consolidated Financial Statements and related financial data
presented herein have been prepared in accordance with accounting principles
generally accepted in the United States of America. These principles generally
require the measurement of financial position and operating results in terms of
historical dollars, without considering changes in the relative purchasing power
of money over time due to inflation.

Unlike most industrial companies, virtually all the assets and
liabilities of a financial institution are monetary in nature. The primary
impact of inflation is reflected in the increased cost of our operations. As a
result, interest rates generally have a more significant impact on a financial
institution's performance than do general levels of inflation. Interest rates do
not necessarily move in the same direction or to the same extent as the prices
of goods
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and services. In a period of rapidly rising interest rates, the liquidity and
maturity structures of our assets and liabilities are critical to the
maintenance of acceptable performance levels.

The principal effect of inflation on earnings, as distinct from levels
of interest rates, is in the area of noninterest expense. Expense items such as
employee compensation, employee benefits and occupancy and equipment costs may
be subject to increases as a result of inflation. An additional effect of
inflation is the possible increase in dollar value of the collateral securing
loans that we have made. Our management is unable to determine the extent, if
any, to which properties securing loans have appreciated in dollar value due to
inflation.

Recent Accounting Pronouncements

During 2003, the Financial Accounting Standard Board issued the
following accounting standards related to the financial services industry:

Statement of Financial Accounting Standards No. 149, "Amendment of
Statement 133 on Derivative Instruments and Hedging Activities." This Statement
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amends and clarifies financial accounting and reporting for derivative
instruments, including certain derivative instruments embedded in other
contracts and for hedging activities under Statement of Financial Accounting
Standard Board Statement No. 133, "Accounting for Derivative Instruments and
Hedging Activities." This Statement is effective for certain contracts entered
into or modified after June 30, 2003, and for certain hedging relationships
designated after June 30, 2003. Implementation of this Statement is not expected
to have a material impact on our financial position or results of operations.

Statement of Financial Accounting Standard No. 150, "Accounting for
Certain Financial Instruments with Characteristics of both Liabilities and
Equity." This Statement establishes standards for how an issuer classifies and
measures certain financial instruments with characteristics of both liabilities
and equity. It requires that an issuer classify a financial instrument that is
within its scope as a liability (or an asset in some circumstances). The
Statement is effective for financial instruments entered into or modified after
May 31, 2003, and otherwise is effective at the beginning of the first interim
period beginning after June 15, 2003, except for mandatorily redeemable
financial instruments of nonpublic entities. Implementation of this Statement is
not expected to have a material impact on our financial position or results of
operations.

Financial Accounting Standards Board Interpretation No. 45, "Guarantor's
Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others." This Interpretation requires the
guarantor to recognize as a liability the fair value of the obligation at the
inception of the guarantee. The disclosure requirements in this Interpretation
are effective for financial statements of interim or annual periods ending after
December 15, 2002. The recognition provisions are to be applied on a prospective
basis to guarantees issued after December 31, 2002. The adoption of the
recognition provisions of this Interpretation has not had a material impact on
our financial statements or results of operations.

Financial Accounting Standards Board Interpretation No. 46,
"Consolidation of Variable Interest Entities." This Interpretation defined a
variable interest entity as a corporation, partnership, trust or any other legal
structure used for the business purpose that either (a) does not have equity
investors with voting rights or (b) has equity investors that do not provide
sufficient financial resources for the entity to support its activities. This
Interpretation will require a variable interest entity to be consolidated by a
bank if that bank is subject to a majority of the risk of loss from the variable
interest entity's activities or entitled to receive a majority of the entity's
residual return. The provisions of this Interpretation are required to be
applied immediately to variable interest entities created after January 31,
2003. We do not have any variable interest entities and accordingly the
implementation of this Interpretation did not result in any impact on our
financial position or results of operations.

The Emerging Issues Task Force researched a consensus in Emerging Issues
Task Force 03-1, "The Meaning of Other-Than-Temporary Impairment and Its
Application to Certain Investments." The consensus was that certain quantitative
and qualitative disclosures should be required for debt and marketable equity
securities classified as available for sale or held to maturity under Financial
Accounting Standards Board Statement Nos. 115 and 124,
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that are impaired at the balance sheet date but for which an other-than
temporary impairment has not been recognized. This Emerging Issues Task Force

consensus 1is effective for fiscal years ending after December 15, 2003. It is
not anticipated that the adoption of the Emerging Issues Task Force consensus
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will result in an impact on our statement of financial position or results of
operations.

BUSINESS OF HOME FEDERAL MHC

Home Federal MHC will be a federally-chartered mutual holding company
formed in connection with the mutual holding company reorganization of Home
Federal. Following completion of the reorganization, it will be a mutual holding
company registered with the Office of Thrift Supervision.

Following completion of the reorganization, Home Federal MHC's principal
assets will be a majority of the outstanding common stock of Home Federal
Bancorp and $50,000 in cash it received from Home Federal Bancorp as its initial
capitalization. At the present time, we expect that Home Federal MHC will not
engage in any business activity other than its investment in a majority of the
common stock of Home Federal Bancorp. Federal law and regulations require that
as long as Home Federal MHC is in existence, it must own a majority of Home
Federal Bancorp's common stock. Following completion of the reorganization and
stock offering, Home Federal MHC will own 59.04% of Home Federal Bancorp's
outstanding common stock. Federal law and regulation, and the plan of
reorganization and stock issuance permit Home Federal MHC to convert to the
stock form of organization. For additional information regarding a stock
conversion of Home Federal MHC, see "How We Are Regulated - Regulation and
Supervision of Home Federal Bancorp - Conversion of Home Federal MHC to Stock
Form."

BUSINESS OF HOME FEDERAL BANCORP

Home Federal Bancorp is a federally-chartered stock corporation formed
as part of the mutual holding company reorganization of Home Federal. Following
completion of the reorganization, it will be a savings and loan holding company
registered with the Office of Thrift Supervision.

Initially following the completion of the stock offering, Home Federal
Bancorp will not be an operating company and will have no significant assets
other than 100% of the outstanding common stock of Home Federal and 50% of the
net proceeds from the stock offering. Home Federal Bancorp will use a portion of
the net proceeds to make a loan to the employee stock ownership plan and will
invest its initial capital as discussed in "How We Intend to Use the Proceeds
from this Offering." At a later date, it may use a portion of the net proceeds
to pay dividends to stockholders and to repurchase shares of common stock,
subject to regulatory limitations.

In the future, as the holding company of Home Federal, Home Federal
Bancorp will be authorized to pursue other business activities permitted by
applicable laws and regulations for savings and loan holding companies, which
may include the acquisition of banking and financial services companies. See
"How We Are Regulated - Regulation and Supervision of Home Federal Bancorp" for
a discussion of the activities that are permitted for savings and loan holding
companies. We currently have no plans regarding any specific acquisition
transaction.

Initially, Home Federal Bancorp will neither own nor lease any property
but will instead use the premises, equipment and furniture of Home Federal with
the payment of appropriate rental fees, as required by applicable law. At the
present time, Home Federal Bancorp intends to employ only persons who are
officers of Home Federal to serve as officers of Home Federal Bancorp. It also
plans to use the support staff of Home Federal from time to time, however, it
will not separately compensate these individuals.

As the savings and loan holding company for Home Federal, the
competitive conditions applicable to Home Federal Bancorp will be the same as
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those confronting Home Federal. See "Business of Home Federal - Competition."
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BUSINESS OF HOME FEDERAL
General

Home Federal was founded in 1920 as a building and loan association and
reorganized as a federal mutual savings and loan association in 1936. Through
the reorganization to mutual holding structure, we are changing our corporate
structure by becoming a federally-chartered stock savings bank and also are
changing our name to "Home Federal Bank."

Our principal business consists of attracting retail deposits from the
general public which we invest primarily in loans secured by first mortgages on
owner—-occupied, one- to four-family residences. We also originate multi-family
loans, commercial real estate loans and consumer loans, with an emphasis on home
equity loans.

We offer a variety of deposit accounts having a wide range of interest
rates and terms, which generally include savings accounts, money market deposit
and term certificate accounts and checking accounts. We solicit deposits in our
market areas and, to a lesser extent from other programs nationwide, and we have
accepted brokered deposits on a limited basis.

Market Areas

We intend to continue to operate as an independent community-based
financial institution dedicated to serving the needs of customers primarily in
Ada, Canyon, Elmore and Gem Counties. Nearly 40% of the state's population lives
and works in the four counties served by Home Federal. Ada County has the
largest population and includes the City of Boise, the state capitol. Home
Federal maintains its largest branch presence in Ada County with seven
locations, followed by Canyon County with five offices, including Home Federal's
corporate headquarters in Nampa. As of June 30, 2003, we had a 5.5% market share
of the FDIC-insured deposits in these two counties, ranking us sixth among all
insured depository institutions in these counties. The two remaining branches
are located in Elmore and Gem Counties.

The local economy is primarily urban with the City of Boise being the
most populous of the markets that we serve, followed by Nampa, the state's
second largest city. The regional economy is well diversified with government,
healthcare, manufacturing, high technology, call centers and construction
providing sources of employment. In addition, agriculture and related industries
continue to be key components of the economy in southwestern Idaho. Generally,
sources of employment are concentrated in Ada and Canyon Counties and include
the headquarters of Micron Technology, Albertsons, Washington Group
International, J.R. Simplot Company and Boise Corporation. Other major employers
include Hewlett-Packard, two regional medical centers and Idaho state government
agencies. The City of Boise is also home to Boise State University, the state's
largest and fastest growing university. The unemployment rate at October 2003 in
the State of Idaho was 4.4%, compared to the U.S. unemployment rate of 5.6%, and
the unemployment rates for Ada, Canyon, Elmore and Gem Counties were 4.1%, 5.9%,
5.2% and 5.9%, respectively. The higher unemployment rates in Canyon and Gem
Counties generally reflect areas that have a small employment base and
experience only modest rates of job growth. Elmore County employment continues
to be positively influenced by Mountain Home Air Force Base and the services
needed to support it.

Lending Activities
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General. Historically, our principal lending activity has consisted of
the origination of loans secured by first mortgages on owner-occupied, one- to
four-family residences and loans for the construction of one- to four-family
residences. We also originate consumer loans, with an emphasis on home equity
lines of credit. In 1997, we hired an experienced commercial loan department
manager and began aggressively offering commercial loans and to a lesser extent,
multi-family loans, primarily in the Treasure Valley. A substantial portion of
our loan portfolio is secured by real estate, either as primary or secondary
collateral, located in our primary market area. As of March 31, 2004, the net
loan portfolio totaled $384.0 million and represented 77.3% of our total assets.
As of March 31, 2004, our total loan portfolio was comprised of: 63.4%
single-family home loans, 5.9% home equity
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loans, 27.3% commercial real estate loans, 1.6% multi-family real estate loans,
0.4% commercial business loans, and 1.1% secured consumer loans and 0.3%
unsecured consumer loans.

At March 31, 2004, the maximum amount which we could have loaned to any
one borrower and the borrower's related entities under applicable regulations
was $5.3 million. Our internal policy limits loans to one borrower and the
borrower's related entities to the lesser of 80% of the regulatory limit or
1.25% of total loans outstanding, or $5.0 million. At March 31, 2004, we had no
loans or group of loans to related borrowers with outstanding balances in excess
of this amount.

Our largest single borrower relationship was a commercial real estate
loan for $4.0 million made to an individual and secured by a franchise hotel
property that was made in conjunction with a Small Business Administration
lending program. The second largest lending relationship was three commercial
real estate loans with an aggregate balance of $3.6 million secured by
office/professional space, an office warehouse building and an industrial
building. This loan was made to a family trust. The third largest lending
relationship was a commercial real estate loan totaling $5.8 million secured by
a professional building. This loan was made to a family trust and we have sold
$2.8 million of a participation interest to two other financial institutions.
The fourth largest lending relationship was a commercial real estate loan for
$2.9 million secured by a professional office building and made to a
partnership. The fifth largest lending relationship was for $2.7 million and
secured by a mobile home dealership and made to a limited liability company. All
of these loans, including those made to corporations, have personal guarantees
in place as an additional source of repayment. All of the properties securing
these loans are in our primary market area. These loans were performing
according to their terms at March 31, 2004.
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Loan Portfolio Analysis. The following table sets forth the composition
of Home Federal's loan portfolio by type of loan at the dates indicated.

At September 30,
At March 31, = ———mmmmmmmmm e
2004 2003
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Real estate:

$ 247,309
7,750
79,020

375,852

(Dollars

in Thousan

One- to four-family residential (1). $ 241,089
Multi-family residential............ 6,315
CommercCial. o et e et eeeeeeeneeneenn 94,519
Total real estate................. 341,923
Real estate construction:
One- to four-family residential..... 4,428
Multi-family residential............ -
Commercial and land
development ...ttt inenneeeeennn 11,277
Total real estate construction.... 15,705
Consumer:
Home equity lines of credit.......... 22,929
Automobile. . vttt ittt et e 3,095
Other CONSUMET . ... v 'ttt teeeneennennns 2,161
Total CONSUMET . . vt i et v teeennnnn 28,185
Commercial business.......ueeeeeeeenn. 1,734
Total 10ANS . i it ittt it e et eneeaneens 387,547
Less:
Net deferred loan origination
(feesS) COSES .t it it it ittt et et eeeean (1,186
Allowance for loan losseS........... (2,411
Loans receivable, net................. $ 383,950
Amount
Real estate:
One- to four-family residential (1). $ 173,835
Multi-family residential............ 8,700
Commercial. oo e ie et eneeeeeneennenn 59,752
Total real estate................. 242,287

Real estate construction:
One- to four-family residential..... 13,927

Multi-family residential............ 904
Commercial and land

development ...ttt tinnnnneeeenns 10,416

Total real estate construction.... 25,247

$ 143,576
5,475
44,700
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Consumer:
Home equity lines of credit.......... 15,250 5.20 15,604 6.34 16,
Automobile. ...ttt e 2,133 0.73 1,185 0.48 1,
Other consumer....... ..ot eennnnn. 4,332 1.48 4,128 1.68 4,
Total CONSUMET . v v vttt e eeeeeennn 21,715 7.41 20,917 8.50 22,
Commercial business.........coeeuunn.. 3,662 1.25 3,031 1.23 1,
Total 10ANS . i i ie et eeeeeeenneeeeennnn 292,911 100.00% 246,243 100.00% 191,
Less:
Net deferred loan origination
(feesS) COSES .t it it ittt it et et eeeeenn (2,095) (1,992) (1,
Allowance for loan 10oSS€S.......o... (1,431) (1,129) (
Loans receivable, net..........oouo... $ 289,385 $ 243,122 $ 189,

(1) Does not include loans held for sale of $3.2 million, $5.1 million, $12.7
million, $9.4 million, $4.8 million and $2.1 million at March 31, 2004 and
September 30, 2003, 2002, 2001, 2000 and 1999, respectively.
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The following table shows the composition of Home Federal's loan
portfolio by fixed and adjustable rate loans at the dates indicated.

At September 30,
At March 31, = ————mmmmmmm o
2004 2003

FIXED RATE LOANS
Real estate:

One- to four-family residential .... $ 194,560 50.21% $ 198,882 52.91% $ 133,
Multi-family residential ........... 2,144 0.55 2,137 0.57 2,
Commercial . ..vieireeneeeeeeeeennnnns 12,947 3.34 8,461 2.25 8,

Total it e e e e e, 209,651 54.10 209,480 55.73 143,

Real estate construction:

One- to four-family residential .... 2,790 0.72 4,909 1.31 2,
Multi-family residential ........... - - - -
Commercial and land development .... 817 0.21 2,478 0.66
Total i e 3,607 0.93 7,387 1.97 2,
Consumer:
Home equity .. iiii i iniiieennn. 3,461 0.89 2,906 0.77
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Total fixed rate loans ...............

ADJUSTABLE RATE LOANS

Real estate:
One- to four-family residential
Multi-family residential
Commercial

FIXED RATE LOANS

Real estate:
One- to four-family residential
Multi-family residential
Commercial

Real estate construction:
One- to four-family residential
Multi-family residential
Commercial and land development

Consumer:
Home equity
Automobile
Other consumer

Total fixed rate loans ...............

ADJUSTABLE RATE LOANS

Real estate:
One- to four-family residential
Multi-family residential
Commercial

$ 102,463

1,939
2,827

225,314

48,427
5,613
70,559

124,599

At September 30,

65,407
5,209
34,501

105,117
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(table continues on following page)

68
At September 30,
At March 31, = ————mmmmmmm
2004 2003
Amount Percent Amount Percent Amoun
(Dollars in Thousan
Real estate construction:
One- to four-family residential .... 1,638 0.42 316 0.08 4,
Multi-family residential ........... —— —— 352 0.09 1,
Commercial and land development .... 10,460 2.70 6,650 1.77 6,

Total ittt e e e e e 12,0098 3.12 7,318 1.94 12,
Consumer:

Home equity lines .................. 19,468 5.02 17,734 4.72 17,
Automobile . ...t e e - - - -
Other consumer ........c.oeeieeeeeennn. - - - -

Total CONSUMEY . ivvv v tennnnnnnns 19,468 5.02 17,734 4.72 17,
Commercial/busSiness ......eueeeueeenennnn 827 0.21 887 0.24 1,
Total adjustable rate loans .......... 164,665 42.49 150,538 40.05 168,
Total 10ANS v v v i ittt ittt eeeneeeeennns 387,547 100.00% 375,852 100.00% 322,
Less:

Net deferred loan origination
(fees) CoSts i it ittt e i i (1,186) (1,370) (2,
Allowance for loan losses .......... (2,411) (1,853) (1,
Loans receivable, net ...........0..... $ 383,950 $ 372,629 $ 318,
At September 30,
2001 2000
Amount Percent Amount Percent Amount
(Dollars in Thousands)
Real estate construction:
One- to four-family residential .... 11,064 3.78 18,403 7.47 16,
Multi-family residential ........... 904 0.31 1,857 0.76
Commercial and land development .... 10,231 3.49 5,516 2.24 6,
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Consumer:
Home equity lines ..................
Automobile ...t e e
Other consumer ........c.c.oeieeeeeenn.

Total CONSUMEY & vvvv v vennnnennnns

Commercial/busSiness ......eueeeueeennnn

Total adjustable rate loans ..........

Total 10ANS t ittt ettt eteeeeeeeeanns

Less:
Net deferred loan origination
(feesS) COSES ittt ittt it et et et eeenn

Allowance for loan losses ..........

Loans receivable, net ................ $
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One- to Four-Family Residential Real Estate Lending. As

292,911

7.58

246,243

of March 31,

2004, $241.1 million, or 62.2%, of our total loan portfolio consisted of

permanent loans secured by one- to four-family residences.
fixed rate loans and adjustable rate loans in our residential lending program.

We originate both

10.47

Generally, 30 year fixed rate loans are originated to meet the requirements for

sale in the secondary market to Fannie Mae and Freddie Mac.

We do from time to

time, however, retain a portion of the fixed rate loans that we originate,

particularly loans with maturities of 20 years or less,

meet management's asset and liability objectives.
million, or 80.7%, of our permanent one- to four-family loan portfolio consisted

of fixed rate loans.

At March 31,

We also offer adjustable rate mortgage loans at rates and terms
competitive with market conditions. All of the adjustable rate mortgage loans we
originate are retained in the loan portfolio and are not originated for the

purpose of selling them in the secondary market,
secondary market standards. We offer several adjustable rate mortgage products
which adjust annually after an initial period ranging from one to ten years.

Contractual annual adjustments are generally limited to increases or decreases
of no more than two percent, subject to a maximum increase of no more than six
percent from the rate offered at the time of origination.

although they do conform to

The adjustable rate

mortgage loans held in our portfolio do not permit negative amortization of

principal and generally carry no prepayment restrictions.

Borrower demand for

in our loan portfolio to
2004, $194.6

adjustable rate mortgage loans versus fixed rate mortgage loans is a function of
the level of interest rates, the expectations of changes in the level of

interest rates and the difference between the initial interest rates and fees

charged for each type of loan. The relative amount of fixed rate mortgage loans
and adjustable rate mortgage loans that can be originated at any time is largely

determined by the demand for each in a competitive environment.

At March 31,

118



Edgar Filing: HOME FEDERAL BANCORP INC - Form S-1/A

2004, we had $46.5 million, or 19.1%, of our permanent one- to four-family
mortgage loans in adjustable rate loans.

The retention of adjustable rate mortgage loans in our loan portfolio
helps us reduce our exposure to changes in interest rates. There are, however,
credit risks resulting from the potential of increased interest to be paid by
the customer as a result of increases in interest rates. It is possible that,
during periods of rising interest rates, the risk of default on adjustable rate
mortgage loans may increase as a result of repricing and the increased costs to
the borrower. Furthermore, because adjustable rate mortgage loans may be offered
at initial rates of interest below the rates that would apply were the
adjustment index used for pricing initially, these loans may be subject to
increased risks of default or delinquency. This issue is of particular concern
in the low interest rate environment we have experienced since 2001. Another
consideration is that although adjustable rate mortgage loans allow us to
increase the sensitivity of our asset base as a result of changes in the
interest rates, the extent of this interest sensitivity is limited by the
periodic and lifetime interest rate adjustment limits. Because of these
considerations, there is no assurance that yields on adjustable rate mortgage
loans will be sufficient to offset increases in our cost of funds, particularly
in today's low interest rate environment.

We generally underwrite our one- to four-family loans based on the
applicant's employment and credit history and the appraised value of the subject
property. Presently, we lend up to 80% of the lesser of the appraised value or
purchase price for one- to four-family residential loans. In situations where we
grant a loan with a loan-to-value ratio in excess of 80%, we require private
mortgage insurance in order to reduce our exposure to 80% or less. Properties
securing our one- to four-family loans are generally appraised by independent
fee appraisers approved by the Board of Directors. We require our borrowers to
obtain title and hazard insurance, and flood insurance, if necessary, in an
amount not less than the value of the property improvements.

Our fixed rate, single family residential mortgage loans are normally
originated with 15 to 30 year terms, although these loans typically remain
outstanding for substantially shorter periods, particularly in the declining
interest rate environment since 2001. In addition, substantially all residential
mortgage loans in our loan portfolio contain due-on-sale clauses, which allow us
to declare the unpaid amount of the loan due and payable upon the sale of the
property securing the loan. Typically, we enforce these due-on-sale clauses to
the extent permitted by law and as a standard course of business. The average
loan maturity is a function of, among other factors, the level of purchase and
sale activity in the real estate market, prevailing interest rates and the
interest rates payable on outstanding loans.
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At March 31, 2004, $24.7 million, or 6.4%, of our total loans consisted
of loans for non-owner occupied properties. This consisted of $9.2 million of
loans on second homes, $14.3 million of loans for investment and $1.2 million of
short term construction loans on investment properties. Loans secured by one to
two units are generally made with loan to value ratios of up to 90% and loans
secured by three units or more are made with loan to value ratios of up to 75%.

In an effort to provide financing for moderate income and first-time
buyers, we participate in the Idaho Housing and Finance Association's Single
Family Mortgage Program. The Idaho Housing and Finance Association is a
non-profit organization that provides housing resources to low-to
moderate—-income families through various below market housing programs. The
program 1s designed to meet the needs of qualified borrowers in the low-to
moderate—-income brackets. The program has established income limits based on
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family size and sales price limits for both existing and new construction. We
offer residential mortgage loans through this program to qualified individuals
and originate the loans using modified underwriting guidelines. All of these
loans have private mortgage insurance on the portion of the principal amount
that exceeds 80% of the appraised value of the property. We sold loans of $4.3
million and $1.9 million to the Idaho Housing and Finance Association in the
year ended September 30, 2003 and six months ended March 31, 2004, respectively.

The Idaho Housing and Finance Association also has available a Down
Payment and Closing Cost Assistance Program that provides funds to qualified
borrowers for the purchase of a home. The maximum grant for households with
income of 80% or less of the median county income is $2,000. Households with
income greater than 80% but not exceeding 100% of the median county income are
eligible for a grant of up to $1,000.

Construction and Land Development Loans. We have been an active
originator of construction and land development loans in our market area for
many years. At March 31, 2004, our construction and land development loans
amounted to $15.7 million, or 4.1%, of the total loan portfolio. At March 31,
2004, our construction lending includes loans to individuals for the
construction of personal residences, which amounted to approximately $2.0
million, and loans to residential developers, which amounted to approximately
$2.4 million. At March 31, 2004, the unadvanced portion of residential
construction loans in process amounted to $4.1 million.

The following table shows the composition of the construction permanent

loans portfolio. At the dates indicated, the composition of our construction
loan portfolio was as follows:

At March 31,

2004

One- to four-family residential:

Construction speculative..............v.... S 2,011

Construction permanent...........ccovvie... 2,008

Custom construction.........cciiiiiiiinnn 409
Multi-family residential:

Construction permanent...........ccovvie.... -
Commercial real estate:

Construction permanent...........ccovvie... 7,618
Land development 10a@nNS. ..ot nneneneeenns 3,659
Total construction and land development...... $ 15,705

Our construction loans to individuals to build their personal residences
typically are structured as construction/permanent loans whereby there is one
closing for both the construction loan and the permanent
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At Septern

(In Thousands)

$ 1,185
3,351
689

352
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financing. During the construction phase, which typically lasts for six months,
our staff appraiser or an approved fee inspector makes periodic inspections of
the construction site and loan proceeds are disbursed directly to the
contractors or borrowers as construction progresses. Typically, disbursements
are made in five draws during the construction period. Construction loans
require payment of interest only during the construction phase and are
structured to be converted to fixed rate permanent loans at the end of the
construction phase. Prior to making a commitment to fund a construction loan, we
require an appraisal of the property by an independent fee appraiser or our
in-house appraiser. Our staff appraiser or an approved fee inspector also
reviews and inspects each project prior to every disbursement of funds during
the term of the construction loan. Loan proceeds are disbursed based on a
percentage of completion.

During the year ended September 30, 2003 and six months ended March 31,
2004, we originated $22.5 million and $10.6 million, respectively, of short-term
builder construction loans to fund the construction of one- to four-family
residential properties. Most loans are written with maturities of one year, have
interest rates that are tied to the prime rate plus a margin, and are subject to
monthly rate adjustment with the movement of the prime rate. All
builder/borrowers are underwritten to the same standards as other commercial
loan credits, requiring minimum debt service coverage ratios and established
cash reserves to carry projects through construction completion and on to
project sale. The maximum loan to value ratio on both pre-sold and speculative
projects is 80%. There were no default or foreclosure actions involving builder
construction loans during the year ended September 30, 2003 or six months ended
March 31, 2004, with all loans performing according to their terms. We plan to
expand the residential builder construction lending operation during the year
ending September 30, 2004, which may create additional loan portfolio credit
risk.

We originate construction and site development loans to contractors and
developers primarily to finance the construction of single-family homes and
subdivisions. Loans to finance the construction of single-family homes and
subdivisions are generally offered to experienced builders and developers in our
primary market area. Residential subdivision development loans are typically
offered with terms of up to 36 months. The maximum loan-to-value limit
applicable to these loans is 75% of the appraised prospective discounted value
upon completion of the project. Construction loan proceeds are disbursed
periodically in increments as construction progresses and as inspection by our
approved inspectors warrant. At March 31, 2004, our largest subdivision
development loan had an outstanding principal balance of $1.4 million and was
secured by a first mortgage lien. This loan was performing according to its
original terms at March 31, 2004. At March 31, 2004, we estimate that the
average outstanding principal balance of subdivision loans to contractors and
developers was approximately $915,000.

We also make construction loans for commercial development projects. The
projects include multi-family, apartment, retail, office/warehouse and office
buildings. These loans generally have an interest-only phase during
construction, and generally convert to permanent financing when construction is
completed. Disbursement of funds is at our sole discretion and is based on the
progress of construction. The maximum loan-to-value limit applicable to these
loans is 80% of the appraised post-construction value.

We originate land loans to local contractors and developers for the
purpose of holding the land for future development. These loans are secured by a
first lien on the property, are limited to 65% of the lower of the acquisition
price or the appraised value of the land, and generally have a term of up to two
years with a floating interest rate based on our internal base rate. Our land
loans are generally secured by property in our primary market area. We require
title insurance and, if applicable, a hazardous waste survey reporting that the
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land is free of hazardous or toxic waste.

Construction financing is generally considered to involve a higher
degree of credit risk than long-term financing on improved, owner-occupied real
estate. Risk of loss on a construction loan depends largely upon the accuracy of
the initial estimate of the property's value at completion of construction
compared to the estimated cost, including interest, of construction and other
assumptions. Additionally, if the estimate of value proves to be inaccurate, we
may be confronted with a project, when completed, having a value less than the
loan amount. We have attempted to minimize these risks by generally
concentrating on residential construction loans in our market area to
contractors with whom we have established relationships.
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Multi-Family and Commercial Real Estate Lending. We have originated
commercial real estate loans, and to a lesser extent multi-family loans, since
1997 when we hired an experienced commercial lender. Loans are underwritten by
designated lending staff or loan committee depending on the size of the loan. As
of March 31, 2004, $6.3 million, or 1.6%, and $105.8 million, or 27.3%, of our
total loan portfolio was secured by multi-family and commercial real estate
property, respectively.

We actively pursue multi-family and commercial real estate loans. These
loans generally are priced at a higher rate of interest than one- to four-family
residential loans. Typically, these loans have higher loan balances, are more
difficult to evaluate and monitor, and involve a greater degree of risk than
one— to four-family residential loans. Often payments on loans secured by
multi-family or commercial properties are dependent on the successful operation
and management of the property; therefore, repayment of these loans may be
affected by adverse conditions in the real estate market or the economy. We
generally require and obtain loan guarantees from financially capable parties
based upon the review of personal financial statements. If the borrower is a
corporation, we generally require and obtain personal guarantees from the
corporate principals based upon a review of their personal financial statements
and individual credit reports. The multi-family and commercial real estate loan
portfolio is relatively unseasoned and contains a higher risk of default and
loss than the single-family residential loan portfolio.

The average size loan in our multi-family and commercial real estate
loan portfolio was $526,000 as of March 31, 2004. As of that date, $6.3 million,
or 1.6%, of our total loan portfolio was secured by multi-family dwellings
located primarily in our market area. We target individual multi-family and
commercial real estate loans to small- and mid-size owner occupants and
investors between $500,000 and $2.0 million; however, we can by policy originate
loans to one borrower up to 80% of our regulatory limit, or 1.25% of our total
outstanding loans. As of March 31, 2004, the maximum we could lend to any one
borrower based on this limit was $5.0 million. The largest multi-family loan as
of March 31, 2004 was a 44-unit residential apartment complex with an
outstanding principal balance at March 31, 2004 of $1.8 million located in
Canyon County. This loan is performing according to its terms as of March 31,
2004.

Multi-family and commercial real estate loans up to $500,000 can be
approved by the Vice President and Manager of the Commercial Lending Department,
the Chief Lending Officer or the President and Chief Executive Officer. Loans up
to $1.5 million can be approved by the combined authority of these three
individuals. Our Management Loan Committee, which presently consists of the
President and Chief Executive Officer, the Chief Lending Officer, the
Residential Lending Operations Manager and the Commercial Loan Department
Manager, 1s authorized to approve loans to one borrower or a group of related
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borrowers of up to $1.5 million in the aggregate, with no single loan over $1.5
million. Loans over these amounts or outside our general underwriting guidelines
must be approved by the Board of Directors.

We offer both fixed and adjustable rate loans on multi-family and
commercial real estate loans. Loans originated on a fixed rate basis generally
are originated at fixed terms up to ten years, with amortization terms up to 25
years. As of March 31, 2004, we had $105.8 million in commercial real estate
loans and $6.3 million in multi-family residential loans.

Multi-family residential and commercial real estate adjustable rate
loans are originated with variable rates that generally adjust after an initial
period ranging from five to ten years. Adjustable rate multi-family residential
and commercial real estate loans are generally priced utilizing the Five Year
U.S. Treasury Constant Maturity Index plus a margin of 2.75% to 3.75%, with
principal and interest payments fully amortizing over terms up to 25 years.
These loans generally have a prepayment penalty. As of March 31, 2004, we had
$4.2 million in adjustable rate multi-family residential loans and $92.0 million
in adjustable rate commercial real estate loans. Both adjustable rate mortgages
and fixed rate mortgages generally allow provisions for assumption of a loan by
another borrower subject to lender approval and a 1% assumption fee. The maximum
loan-to-value ratio for multi-family residential loans is generally 80% on
purchases and refinances. The maximum loan-to-value ratio for commercial real
estate loans is generally 80% for both purchases and refinances. We require
appraisals of all properties securing multi-family residential and commercial
real estate loans. Appraisals are performed by independent appraisers designated
by us
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or by our staff appraiser. We require our multi-family residential and
commercial real estate loan borrowers with outstanding balances in excess of
$250,000 to submit annual financial statements and rent rolls on the subject
property. We also inspect the subject property at least every three to five
years if the loan balance exceeds $500,000. We generally require a minimum pro
forma debt coverage ratio of 1.2 times for loans secured by multi-family
residential and commercial properties except for a few loans to religious
organizations which have a debt coverage ratio of 1.0 times.

We originate commercial real estate loans, including hotels, office
space, office/warehouse, retail strip centers, mobile home dealership,
mini-storage facilities, medical and professional, retail and churches located
in our Idaho market area. Commercial real estate loans totaled $105.8 million,
or 27.3%, of our total loan portfolio as of March 31, 2004.

Consumer Lending. We offer a variety of consumer loans to our customers,
including, primarily, home equity loans and lines of credit, savings account
loans, automobile loans, recreational vehicle loans and personal unsecured
loans. Generally, consumer loans have shorter terms to maturity and higher
interest rates than mortgage loans. The maximum term we offer on automobile
loans is 72 months and is applicable to new and one year old cars and light
trucks. In addition, we offer loan terms of up to 120 months on motor homes, and
qualifying travel trailers and boats. All automobile loans are risk priced based
on the percentage of cost, or established value, being financed. Consumer loans
are made with both fixed and variable interest rates and with varying terms. At
March 31, 2004, consumer loans amounted to $28.2 million, or 7.3%, of the total
loan portfolio.

At March 31, 2004, the largest component of the consumer loan portfolio
consisted of real estate secured loans and home equity lines of credit, which
totaled $22.9 million, or 5.9%, of the total loan portfolio. Home equity lines
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of credit are made for, among other purposes, the improvement of residential
properties, debt consolidation and education expenses. The majority of these
loans are secured by a first or second mortgage on residential property. The
maximum loan-to-value ratio is 89.9% or less, when taking into account both the
balance of the home equity line of credit and the first mortgage loan. Home
equity lines of credit allow for a ten-year draw period, plus an additional ten
year repayment period, and the interest rate is tied to the prime rate as
published in The Wall Street Journal, and may include a margin.

Consumer loans entail greater risk than do residential mortgage loans,
particularly in the case of consumer loans that are unsecured or secured by
rapidly depreciating assets such as automobiles. In these cases, any repossessed
collateral for a defaulted consumer loan may not provide an adequate source of
repayment of the outstanding loan balance as a result of the greater likelihood
of damage, loss or depreciation. The remaining deficiency often does not warrant
further substantial collection efforts against the borrower beyond obtaining a
deficiency judgment. In addition, consumer loan collections are dependent on the
borrower's continuing financial stability, and are more likely to be adversely
affected by job loss, divorce, illness or personal bankruptcy. Furthermore, the
application of various federal and state laws, including federal and state
bankruptcy and insolvency laws, may limit the amount that can be recovered on
these loans. These risks are not as prevalent with respect to our consumer loan
portfolio because a large percentage of the portfolio consists of home equity
lines of credit that are underwritten in a manner such that they result in
credit risk that is substantially similar to one- to four-family residential
mortgage loans. Nevertheless, home equity lines of credit have greater credit
risk than one- to four-family residential mortgage loans because they are
secured by mortgages subordinated to the existing first mortgage on the
property, which we may or may not hold and do not have private mortgage
insurance coverage. At March 31, 2004, there were $53,000 of consumer loans
delinquent in excess of 90 days or in nonaccrual status. During the six months
ended March 31, 2004 and the years ended September 30, 2003 and 2002, we charged
off $51,000, $147,000 and $114,000, respectively, in consumer loans.

Commercial Business Lending. At March 31, 2004, commercial business
loans totaled $1.7 million, or 0.5%, of our loan portfolio. Our commercial
business lending policy includes credit file documentation and analysis of the
borrower's background, capacity to repay the loan, the adequacy of the
borrower's capital and collateral, as well as an evaluation of other conditions
affecting the borrower. Analysis of the borrower's past, present and future cash
flows is also an important aspect of our credit analysis. We generally obtain
personal guarantees on our
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commercial business loans. Nonetheless, these loans are believed to carry higher
credit risk than single family loans.

Unlike residential mortgage loans, commercial business loans are
typically made on the basis of the borrower's ability to make repayment from the
cash flow of the borrower's business. As a result, the availability of funds for
the repayment of commercial business loans may be substantially dependent on the
success of the business itself, which is often dependent in part upon general
economic conditions. Our commercial business loans are usually, but not always,
secured by business assets. However, the collateral securing the loans may
depreciate over time, may be difficult to appraise and may fluctuate in value
based on the success of the business.

Loan Maturity and Repricing. The following table sets forth certain

information at March 31, 2004 regarding the dollar amount of loans maturing in
Home Federal's portfolio based on their contractual terms to maturity, but does
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not include scheduled payments or potential prepayments. Demand loans, loans
having no stated schedule of repayments and no stated maturity are reported as
due in one year or less. Loan balances do not include undisbursed loan proceeds,

unearned discounts, unearned income and allowance for loan losses.

After After After

1 Year 3 Years 5 Years
Within Through Through Through
1 Year 3 Years 5 Years 10 Years

Real estate:

One- to four-family residential ...... $ 13,292 S 15,983 $ 12,896 S 22,329
Multi-family residential ............. 366 1,558 1,772 495
Commercial . .vuiiiieeeeeeeeeennnnneens 8,340 31,485 33,156 19,041
Total real estate ........ ... ... 21,998 49,026 47,824 41,865
Real estate construction:
One- to four-family residential ...... 2,255 165 36 174
Multi-family residential ............. - - - -
Commercial and land development ...... 952 3,524 1,424 1,436
Total real estate construction ..... 3,207 3,689 1,460 1,610
Consumer:
Home equity .« iii i iii et eeeeenns 19,519 50 38 506
Automobile .. ...t e 40 675 928 1,452
Other CONsSUMEeYr . ...t tiineneennennns 830 1,077 138 67
Total CONSUMEY . v viv it imeeeeeneenns 20,389 1,802 1,104 2,025
Commercial busSiness .....iieieeneenenns 1,012 205 150 367
Total it e e e $ 46,606 S 54,722 $ 50,538 S 45,867
75

The following table sets forth the dollar amount of all loans due one
year or more after March 31, 2004, which have fixed interest rates and have

floating or adjustable interest rates.

Floating or
Adjustable Fixed
Rate Rates

(In Thousands)

Real estate:

One- to four-family residential ...... S 33,237 $ 194,560
Multi-family residential ............. 3,805 2,144
CommercCial v .vu it ittt ettt e e e 73,312 12,867

S 227,797
5,949
86,179
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Total real estate ...........o. ... 110, 354 209,571 319,925

Real estate construction:

One- to four-family residential ...... 375 1,798 2,173
Multi-family residential ............. - - -
CommerCial ..ttt ittt ettt 10,325 —— 10,325
Total real estate construction ..... 10,700 1,798 12,498
Consumer:
Home equity .« .iii i iii i e eeeeennn - 3,410 3,410
Automobile . ...ttt e e e e e - 3,055 3,055
Other consumer .......c.c.oeiieeeeennnenns - 1,331 1,331
Total CONSUMEY & v viv it imeeeeeneenns - 7,796 7,796
Commercial business .........ceeeeuee... - 722 722
Total i e e e e S 121,054 $ 219,887 $ 340,941

Loan Solicitation and Processing. Loan originations are obtained from a
variety of sources, including walk-in customers, loan brokers for primarily
multi-family and commercial loans, and referrals from builders and realtors.
Residential real estate loans are solicited through media advertising, direct
mail to existing customers and by realtor referrals. We are also in the process
of developing a program to accept broker-originated one- to four-family loans.
Loan originations are further supported by lending services offered through our
Internet web site, advertising, cross-selling and through our employees'
community service.

Upon receipt of a loan application from a prospective borrower, we
obtain a credit report and other data to verify specific information relating to
the loan applicant's employment, income and credit standing. An appraisal of the
real estate offered as collateral generally is undertaken by an appraiser we
have retained and who is licensed in the State of Idaho and has been approved by
the Board of Directors.

Mortgage loan applications are initiated by loan officers and are
required to be approved by our underwriting staff that have Board-approved
lending authority. Loans that exceed the lending authority must be approved by
one or more members of the Management Loan Committee. All loans up to and
including $1.5 million may be approved by the Management Loan Committee without
Board approval; loans in excess of $1.5 million and up to $4.9 million must be
approved by the Board Loan Committee and loans over $4.9 million by the entire
Board of Directors.

We require title insurance on all real estate loans, fire and casualty
insurance on all secured loans and on home equity lines of credit where the
property serves as collateral.
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Loan Originations, Servicing, Purchases and Sales. During the six months
ended March 31, 2004 and the year ended September 30, 2003, our total loan

originations were $91.0 million and $361.7 million, respectively.

One- to four-family home loans are generally originated in accordance
with the guidelines established by Freddie Mac and Fannie Mae, with the
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exception of our special community development loans under the Community
Reinvestment Act. We originate residential first mortgages and service them
using an in-house mortgage system. We utilize the Freddie Mac Loan Prospector
and Fannie Mae Desktop Underwriter automated loan systems to underwrite
approximately 95% of our residential first mortgage loans (excluding community
development loans). The remaining loans are underwritten by designated real
estate loan underwriters internally in accordance with standards as provided by
our Board-approved loan policy.

We actively sell residential first mortgage loans to the secondary
market. Generally, all 30-year fixed rate residential mortgages are sold to the
secondary market at the time of origination. Fixed rate residential mortgage
loans with terms of 20 years or less and adjustable rate mortgage loans are

generally

and 2001 we sold $164 million,
market representing 56.8%,
residential loans,

been with
Loan Bank
sold into
basis. As

held in our portfolio. During the years ended September 30,
$93 million and $70 million to the secondary
57.2% and 61.2% of total one- to four-family
respectively. Our primary secondary market relationship has

2003, 2002

Freddie Mac and Fannie Mae, and more recently with the Federal Home

of Seattle. We generally retain the servicing on the majority of loans
the secondary market. Loans are generally sold on a non-recourse

of March 31, 2004, our loan servicing portfolio was $258.3 million.

Multi-family and commercial real estate loans are underwritten by
designated lending staff or our Management Loan Committee depending on the size
of the loan and are serviced by the commercial loan department.

77

The following table shows total loans originated, purchased,
repaid during the periods indicated.

sold and

Six Months Ended

March 31, Year
2004 2003 2003
(In Thousand
Loans originated:
Real Estate:
One- to four-family residential (1) ............ S 43,389 $ 154,499 $ 289,175
Multi-family residential .........cciiiieeeeenn. 51 - 664
(O} 141111 ot 1= S 21,730 9,855 20,539
Total real estate ... ...ttt innennnn 65,170 164,354 310,378
Real Estate Construction:
One- to four-family residential ................ 10,628 9,177 22,494
Multi-family residential .........cciiiieeeeenn. - 618 900
Commercial and land development ................ 5,715 3,128 9,471
Total real estate construction ............... 16,343 12,923 32,865
Consumer:
AUtomMObIile 10ANS vt ittt ittt ettt eneeaeeeas 1,620 562 968
Home equity 1oans ..t iiii it teeeeeeeeeeennenns 6,880 5,167 14,903
Other CONSUMEY . it ii ittt ittt ettt st eeeeneeanns 358 484 1,332
Total CONSUMET & vt ittt ittt e teeteeeeeeeneennns 8,858 6,213 17,203
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Commercial bUSINESS ..ttt ittt ettt 669 951

Total loans originated ..........c.ciiiiieeeonn. 91,040 184,441

Loans sold:

Total whole loans sS0ld ...t it ittt eeeeeenennn (34,902) (87,404)
Participation 1oans .. ...ttt itieneeeeeennnnns (2,800) -
Total 1oans SOld i ii ittt teeteeeeneeneennns (37,702) (87,404)
Principal repayments . ...ttt eeeeeeeennnneennn (41, 644) (79,025)
Loans securitized ...ttt - -
Transfer to real estate owned ........ciiiiieennenn —— (249)
Increase (decrease) 1in other items (net) ......... (375) (60)
Loans held for sale ...ttt eeeeneennnnns (1,905) (9,240)
Net increase in loans receivable, net ............ S 9,414 S 8,463

361,666

(164,322)

(164,322)
(143,283)

(249)
521

(1) Includes loans held for sale of $24.3 million and $75.7 million for the six
months ended March 31, 2004 and 2003, respectively, and $141.1 million,
$85.0 million and $65.5 million for the years ended September 30, 2003,
2002 and 2001, respectively.

Loan Origination and Other Fees. In some instances, we receive loan
origination fees on real estate related products. Loan fees generally represent
a percentage of the principal amount of the loan that is paid by the borrower.
Accounting standards require that certain fees received, net of certain
origination costs, be deferred and amortized over the contractual life of the
loan. Net deferred fees or costs associated with loans that are prepaid or sold
are recognized as income at the time of prepayment. We had $1.2 million of net
deferred loan fees and costs as of March 31, 2004.
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Asset Quality

The objective of our loan review process is to determine risk levels and
exposure to loss. The depth of review varies by asset types, depending on the
nature of those assets. While certain assets may represent a substantial
investment and warrant individual reviews, other assets may have less risk
because the asset size is small, the risk is spread over a large number of
obligors or the obligations are well collateralized and further analysis of
individual assets would expand the review process without measurable advantage
to risk assessment. Asset types with these characteristics may be reviewed as a
total portfolio on the basis of risk indicators such as delinquency (consumer
and residential real estate loans) or credit rating. A formal review process 1is
conducted on individual assets that represent greater potential risk. A formal
review process 1is a total re-evaluation of the risks associated with the asset
and is documented by completing an asset review report. Certain real
estate-related assets must be evaluated in terms of their fair market value or
net realizable value in order to determine the likelihood of loss exposure and,
consequently, the adequacy of valuation allowances.

We define a loan as being impaired when, based on current information
and events, it is probable that we will be unable to collect all amounts due
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under the contractual terms of the loan agreement. We consider one- to
four-family mortgage loans and consumer installment loans to be homogeneous and,
therefore, do not separately evaluate them for impairment. All other loans are
evaluated for impairment on an individual basis.

We generally assess late fees or penalty charges on delinquent loans of
five percent of the monthly principal and interest amount. Substantially all
fixed rate and adjustable rate mortgage loan payments are due on the first day
of the month, however, the borrower is given a 15-day grace period to make the
loan payment. When a mortgage loan borrower fails to make a required payment
when it is due, we institute collection procedures. The first notice is mailed
to the borrower on the 16th day requesting payment and assessing a late charge.
Attempts to contact the borrower by telephone generally begin upon the 30th day
of delinquency. If a satisfactory response is not obtained, continual follow-up
contacts are attempted until the loan has been brought current. Before the 90th
day of delinquency, attempts to interview the borrower are made to establish the
cause of the delinquency, whether the cause is temporary, the attitude of the
borrower toward the debt and a mutually satisfactory arrangement for curing the
default.

When a consumer loan borrower fails to make a required payment on a
consumer loan by the payment due date, we institute the same collection
procedures as for our mortgage loan borrowers.

The Board of Directors is informed monthly as to the status of all
mortgage and consumer loans that are delinquent by more than 30 days, and is
given information regarding classified assets.

If a borrower is chronically delinquent and all reasonable means of
obtaining payments have been exercised, we will seek to recover any collateral
securing the loan according to the terms of the security instrument and
applicable law. In the event of an unsecured loan, we will either seek legal
action against the borrower or refer the loan to an outside collection agency.
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The following table shows our delinquent loans by the type of loan and

number of days delinquent as of March 31, 2004:
Loans Delinquent For:
60-89 Days Over 90 Days
Principal Principal
Number Balance Number Balance
of Loans Loans of Loans Loans
(Dollars in Thousands)
Real estate:
One- to four-family residential ...... 5 S 426 4 S 285
Multi-family residential ............. - - - -
Commercial . ...ttt iee et - - - -
Total real estate ....... ... ... 5 426 4 285

Real estate construction:
One- to four-family residential ...... - - -
Multi-family residential ............. - - -
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Commercial and land
development . ........iiiiiiiieeann. —— - —— ——

Total real estate construction ..... - - - -

Consumer:
Home equity lines of credit .......... 6 175 - -
Automotive ...t e e e e e 1 7 - ——
Personal l0ansS ...t eineneeeeennnenens 4 9 4 6
Other consumer ........c.oeiieeeeennnenns 6 7 13 13
Total CONSUMEY . v viv vt ineeennneenns 17 198 17 19
Commercial business .........ceeeeeee... - - - -
o o 22 S 624 21 S 304

When a loan becomes 90 days delinquent, we place the loan on nonaccrual
status. As of March 31, 2004, nonaccrual loans and loans 90 days or more past
due as a percentage of total loans was 0.15%, and as a percentage of total
assets it was 0.11%. Nonperforming assets as a percentage of total assets were
0.11% as of March 31, 2004.
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Nonperforming Assets. The following table sets forth information with
respect to our nonperforming assets and restructured loans within the meaning of
Statement of Financial Accounting Standards No. 15 for the periods indicated.
During the periods presented, there were no accruing loans which were
contractually past due 90 days or more.

At March 31,

Real estate:

One- to four-family residential ................ $ 513 S 285
Multi-family residential .......... ... - -
CommercCial ..ttt ettt e ettt e - -

Total real estate ... .. iiiiiieneennn 513 285

Real estate construction:
One- to four-family residential ................ - -
Multi-family residential .......... ... - -
Commercial and land development ................ - -

Total real estate construction ............... - -

Consumer:
Home equity lines of credit ............. ... ... 39 -
AULOMOLIVE vttt ittt e e e e e e e e e e - -
Personal 1OaANS vttt ineeeeeeeenneeeeeeeeaneens 9 6
Other COoNnSUMET . ...ttt ittt ettt eeeeeeeennanns 5 13
Total CONSUMET & v i vttt ettt e e eeeeeeeeneenns 53 19
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Commercial bUSINESS ..ttt ittt ettt

Total of nonaccrual and 90 days past due loans

Repossessed asSsets ittt ittt ettt

Real estate owned .....iii it iiinteeeeeennnnennnn

Total nonperforming assets ..........ccvvvunn..

Restructured 10ans ...ttt tineeeeeeeennneeennn

Allowance for loan loss on nonperforming loans

Classified assets included in nonperforming

F S U

Allowance for loan losses on classified assets

Nonaccrual and 90 days or more past due

loans as a percentage of loans receivable .......

Nonaccrual and 90 days or more past due

loans as a percentage of total assets ...........

Nonperforming assets as a percentage

0f total assets ..ttt e e e e

Loans receivable, nNet . ... .ttt ittt etennnnn
Nonaccrued interest (1) ..ttt teeeenenenn
Total ASSEE S ittt ittt et ettt et e e

Real estate:

One- to four-family residential ................
Multi-family residential .......... ...
Commercial ...ttt ittt i it e e

Total real estate ... ..ttt iiieieneennn

Real estate construction:

One- to four-family residential ................
Multi-family residential .......... ...
Commercial and land development ................

Total real estate construction ...............

Consumer:

Home equity lines of credit .............. ... ...

At September 30,

$ 566 $ 304
566 304

- 239

$ 566 $ 543
28 15

566 534

28 15

0.15% 0.09
0.11% 0.07
0.11% 0.12

$ 383,950 $ 348,657
$ 13 S 8
$ 496,773 $ 447,184

2003 2002

$ 69 $ 70
69 70

— 326

— 326

41 52
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AULOMOLIVE &ttt ittt e e e e e e e e e e e 9 5 5
Personal 1OaANS vttt teeeeeeeenneeeeeeeennenns 7 13 6
Other COoNnSUMET ...ttt ittt ettt eeennenns 7 2 23
Total CONSUMEY & v i vttt ettt e e eeeeeeeeeeenns 64 72 74
Commercial bUSINESS ..ttt ittt ettt - - 8
e o $ 133 $ 468 $ 3,658 S
Total of nonaccrual and 90 days past due loans ... $ 133 S 468 $ 3,658 S
Repossessed asSsets ittt ittt ettt - 6 3
Real estate owned .....iiii ittt e e eeennenennnn - 248 55
Total nonperforming assets ........c.eeeenennnn. $ 133 S 722 $ 3,716 S
Restructured 10ans ...ttt itneeeeeeeennneeennn - - -
Allowance for loan loss on nonperforming loans ... 9 42 353
Classified assets included in nonperforming
ASSEE S ittt it e e e e e e ettt et e e e 133 722 3,716
Allowance for loan losses on classified assets ... 9 42 353
Nonaccrual and 90 days or more past due
loans as a percentage of loans receivable ....... 0.04% 0.14% 1.22%
Nonaccrual and 90 days or more past due
loans as a percentage of total assets ........... 0.03% 0.11% 0.96%
Nonperforming assets as a percentage
0f total assets ..ttt i e e e e 0.03% 0.17% 0.97%
Loans receivable, Net . ...ttt eennennnenn $ 372,629 $ 318,297 $ 289,385 S 243
Nonaccrued interest (1) ...t ininneneeeeeennnnn S 1 S 3 $ 27 S
Total ASSELS vttt ittt ittt ettt eeeeeeaaaeeeas $ 450,196 $ 416,543 $ 382,504 $ 325
(1) If interest on the loans classified as nonaccrual had been accrued,
interest income in these amounts would have been recorded on nonaccrual
loans.
81

Real Estate Owned and Other Repossessed Assets. Real estate we acquire
as a result of foreclosure or by deed-in-lieu of foreclosure is classified as
real estate owned until it is sold. When the property is acquired, it is
recorded at the lower of its cost, which is the unpaid principal balance of the
related loan plus foreclosure costs, or the fair market value of the property
less selling costs. Other repossessed collateral, including autos, are also
recorded at the lower of cost (i.e., the unpaid principal balance plus
repossession costs) or fair market value. As of March 31, 2004, we had no
residential real estate owned properties or repossessed assets from other
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secured loans.

Restructured Loans. According to generally accepted accounting
principles, we are required to account for certain loan modifications or
restructuring as a "troubled debt restructuring." In general, the modification
or restructuring of a debt is considered a troubled debt restructuring if we,
for economic or legal reasons related to a borrower's financial difficulties,
grant a concession to the borrower that we would not otherwise consider. We had
no restructured loans as of March 31, 2004.

Classified Assets. Federal regulations provide for the classification of
lower quality loans and other assets, such as debt and equity securities, as
substandard, doubtful or loss. An asset is considered substandard if it is
inadequately protected by the current net worth and pay capacity of the borrower
or of any collateral pledged. Substandard assets include those characterized by
the distinct possibility that we will sustain some loss if the deficiencies are
not corrected. Assets classified as doubtful have all the weaknesses inherent in
those classified substandard with the added characteristic that the weaknesses
present make collection or liquidation in full highly questionable and
improbable on the basis of currently existing facts, conditions and values.
Assets classified as loss are those considered uncollectible and of such little
value that their continuance as assets without the establishment of a specific
loss reserve is not warranted.

When we classify problem assets as either substandard or doubtful, we
may establish a specific allowance in an amount we deem prudent and approved by
the Classified Asset Committee to address the risk specifically or we may allow
the loss to be addressed in the general allowance. General allowances represent
loss allowances which have been established to recognize the inherent risk
associated with lending activities, but which, unlike specific allowances, have
not been specifically allocated to particular problem assets. When an insured
institution classifies problem assets as a loss, it is required to charge off
such assets in the period in which they are deemed uncollectible. Assets which
do not currently expose us to sufficient risk to warrant classification in one
of the aforementioned categories but possess weaknesses are required to be
designated as special mention. Our determination as to the classification of our
assets and the amount of our valuation allowances is subject to review by the
Office of Thrift Supervision or the FDIC, which can order the establishment of
additional loss allowances.

In connection with the filing of periodic reports with the Office of
Thrift Supervision and in accordance with our classification of assets policy,
we regularly review the problem assets in our portfolio to determine whether any
assets require classification in accordance with applicable regulations. On the
basis of our review of our assets, as of March 31, 2004, we had classified $2.5
million of our assets as substandard. The total amount classified of $2.5
million represented 5.9% of equity capital and 0.5% of total assets as of March
31, 2004.

The aggregate amounts of our classified assets at the dates indicated
were as follows:

82

At September 30,

At March 31, @ ————————-
2004 2003

(In Thousands)
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Classified Assets:

T 1 1 S - $ - $
@ G o X i B PP - 7 7
SR6N XS T ir=¥ o e 1= ol KN 2,487 946 1,0
e o= S 2,487 $ 953 $ 1,7
Classified assets including in nonperforming loans...... 566 133 7
Allowance for loan loss on classified assets............ 28 9

During the six months ended March 31, 2004, we classified four
commercial real estate loans totaling $1.1 million and a one- to four-family
residential loan of $570,000. During that same period, our classified consumer
loans decreased $92,000. Commercial real estate loans that were classified
consisted of a fitness center, a retail lumberyard, a subdivision development
and a restaurant with outstanding balances of $418,000, $344,000, $135,000 and
$211,000, respectively, at March 31, 2004. None of the classified commercial
real estate loans were delinquent more than 30 days. Subsequent to March 31,
2004, the subdivision development loan of $203,000 was paid off. We do not
expect any losses to arise from any of the commercial real estate loans.

The one- to four-family residential loan was to a borrower in Park City,
Utah. The outstanding loan amount was $570,000 at March 31, 2004. We have
private mortgage insurance on the loan that covers our interest up to the 25% of
the appraised value. The borrower has complied with the payment plan. The final
payment under the plan is due May 15, 2004, at which time the borrower will be
current through the June 1, 2004 payment. We do not expect a loss and have not
set aside an allowance specific to this loan.
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The following table summarizes the distribution of the allowance for
loan losses by loan category.

At March 31, At

Percent of

Loans
in Loan
Category
Amount to
Loan by Loan Total Loan
Balance Category Loans Balance

(Dollars in Thousands)

Real estate:

One- to four-family residential ..... $ 241,089 S 836 62.21% $ 247,309
Multi-family residential ............ 6,315 22 1.63 7,750
Commercial . ..vuiiieeeeeeeeeeennnnnnns 94,519 1,033 24.39 79,020

Total real estate ................. 341,923 1,891 88.23 334,079

Real estate construction:
One- to four-family residential ..... 4,428 15 1.14 5,225

September 3

Amount
by Loan
Category

$ 635

13
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Multi-family residential ............ - - - 352 1
Commercial and land
development ........ceiiiiiraennn 11,277 98 2.91 9,128 70
Total real estate ................. 15,705 113 4.05 14,705 84
Consumer:
Home equity lines of credit ......... 22,929 153 5.91 20,640 99
Automotive ...l i e 3,095 83 0.80 1,939 40
Other consumer ........c.ceooieeeeeennnn 2,161 125 0.56 2,827 244
Total CONSUMEY . vvvv vt innnennnnnnn 28,185 361 7.27 25,406 383
Commercial/business ......uoeeeeeeennnn. 1,734 46 0.45 1,662 34
Total 1oaNS .. iiiiiii ittt $ 387,547 s 2,411 100.00% $ 375,852 $ 1,853

Percent of

Loans
in Loan
Category
Amount to Amount
Loan by Loan Total Loan by Loan
Balance Category Loans Balance Category

(Dollars in Thousands)

Real estate:

One- to four-family residential ..... $ 194,088 s 348 60.27% $ 173,835 $ 182
Multi-family residential ............ 7,512 14 2.34 8,700 17
Commercial ...t eeeeeennnnnns 79,197 714 24.59 59,752 551

Total real estate ................. 280,797 1,076 87.19 242,287 750

Real estate construction:

One- to four-family residential ..... 6,505 12 2.02 13,927 20
Multi-family residential ............ 1,486 3 0.46 904 10
Commercial and land
development ........ceiiiiiteaan.. 6,579 58 2.04 10,416 256
Total real estate ................. 14,570 73 4.52 25,247 286
Consumer:
Home equity lines of credit ......... 18,069 86 5.61 15,250 72
Automotive ... i e 2,297 30 0.71 2,133 28
Other consumer ........c.oeeieeeeeennnn 3,666 79 1.14 4,332 238
Total CONSUMEY . vvvv vt tenennnennnn 24,032 195 7.46 21,715 338
Commercial/business ......eeeeneeeennnn. 2,641 41 0.82 3,662 57
Total 1oaNS . ii ittt ittt ettt $ 322,040 s 1,385 100.00% s 292,911 s 1,431
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At September 30,

Percent of

Loans
in Loan
Category
Amount to Amount
Loan by Loan Total Loan by Loan
Balance Category Loans Balance Category

Real estate:

One- to four-family residential ..... $ 143,576 S 153 58.31% $ 111,980 S 50
Multi-family residential ............ 5,475 10 2.22 1,676 5
Commercial . ..uuiiieeeeeeeeeeennnnnnns 44,700 412 18.15 28,990 140

Total real estate .........ciu... 193,751 575 78.68 142,646 195

Real estate construction:

One- to four-family residential ..... 21,171 30 8.60 18,170 26
Multi-family residential ............ 1,857 24 0.75 - -
Commercial and land
development . .......ceiiiiieeaanan 5,516 136 2.24 6,610 85
Total real estate ................. 28,544 190 11.59 24,780 111
Consumer:
Home equity lines of credit ......... 15,604 74 6.34 16,145 40
Automotive ... i e e 1,185 16 0.48 1,285 20
Other consumer ........c.oeoeieeeeeennnn 4,128 227 1.68 4,798 225
Total CONSUMEY . v vvv vt ienennnnnnnn 20,917 317 8.50 22,228 285
Commercial/business ......eeeeweeennnn. 3,031 47 1.23 1,851 29
Total 10oaNS ..t iiiiii ittt S 246,243 s 1,129 100.00% $ 191,505 $ 620

Management believes that it uses the best information available to
determine the allowance for loan losses. However, unforeseen market conditions
could result in adjustments to the allowance for loan losses and net income
could be significantly affected, if circumstances differ substantially from the
assumptions used in determining the allowance.
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The following table sets forth an analysis of our allowance for loan
losses at the dates and for the periods indicated.

Six Months Ended
March 31, Year Ended Sep
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Allowance at beginning of period ......... $ 1,853
Provisions for loan losses .......c.ceeee... 600
Recoveries:
Real estate:
One- to four-family residential ........ -
Multi-family residential ............... -
Commercial ...ttt iin et eeeeeeeeen -
Total real estate loans .............. -
Real estate construction:
One- to four-family residential ........ -
Multi-family residential ............... -
Commercial and land development ........ -
Total real estate construction ....... -
Consumer
Home equity lines of credit ............ -
Automobile ... e e e, 6
Other consuUmMer . ......ouiiiieeeennnnennnn 3
Total CONSUMEY & v v vttt tmeeeeeneeenns 9
Commercial business .........iiiiiieneee.. -
Total reCoOVeriesS ...ttt ii e eennenns 9
Charge-offs:
Real estate:
One- to four-family residential ........ -
Multi-family residential ............... -
Commercial and land development ........ -
Total real estate .......c.ciiiiin.. -
Real estate construction:
One- to four-family residential ........ -
Multi-family residential ............... -
Commercial ...ttt eeeeeeeen -
Total real estate construction ....... -
Consumer:
Home equity lines of credit ............ -
Automobile ... e e e 17
Other consumer . .......iiiieeeennnneennn 34
Total CONSUMEY & v vttt vt tneeeeeneeenns 51
Commercial business ..........iiiiieneee.. -

(Dollars in Thousands)

$ 1,385 $ 1,385 $ 1,431
287 615 277
— — 2
— — 2
— — 1
4 7 3

4 7 4
— — 2
4 7 8

7 7 145

7 7 145
— — 72
— — 72
26 37 39
38 40 6
31 20 69
95 147 114

(table continues on the following page)
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Six Months Ended

March 31, Year Ended Sep

(Dollars in Thousands)

Total charge-offs ....... .. 51 102 154 331
Net charge-offs ...t 42 98 147 323
Balance at end of period ................. $ 2,411 $ 1,574 $ 1,853 $ 1,385 $ 1
Allowance for loan losses as
a percentage of total loans
outstanding at the end of the period .... 0.62% 0.45% 0.49% 0.41%
Net charge-offs as a percentage
of average loans outstanding
during the period ....... ... ... 0.01% 0.03% 0.04% 0.10%
Allowance for loan losses as a
percentage of nonaccrual and
90 days or more past due loans
loans at end of period .................. 425.97% 517.63% 1393.23% 295.94% 4
(1) Ratios for the six month periods have been annualized.
Our Asset Liability Management Committee determines the appropriate
level of the allowance for loan losses on a quarterly basis and establishes the
provision for loan losses based on the risk composition of our loan portfolio,
delinquency levels, loss experience, economic conditions, bank regulatory
examination results, seasoning of the loan portfolios and other factors related
to the collectibility of the loan portfolio. The allowance is increased by the
provision for loan losses, which is charged against current period operating
results and decreased by the amount of actual loan charge-offs, net of
recoveries. Some of the factors that management applied in determining the level
of the amount of additions to our provision for loan losses for the six months
ended March 31, 2004 and 2003 and for the years ended September 30, 2003, 2002,
2001, 2000 and 1999 include the items listed in the following table.
Six Months Ended
March 31, Year Ended S
2004 2003 2003 2002 20
(Dollars in Thousands)
Provisions for loan losses $ 600 $ 287 $ 615 $ 277 $
Allowance for loan losses 2,411 1,574 1,853 1,385 1

Allowance for loan losses as a
percentage of total loans
outstanding at the end of the period 0.62% 0.45% 0.49% 0.41%
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Net charge-offs 42 98 147 323
Total of nonaccrual and 90 days

past due loans 566 304 133 468
Nonaccrual and 90 days or more past due

loans as a percentage of loans receivable 0.15% 0.09% 0.04% 0.14%
Loans receivable, net 383,950 348,657 372,629 318,297

For the year ended September 30, 1999, the provision for loan losses was
$575,000. Management based the level of the provision on the composition of the
loan portfolio, the level of nonaccrual and 90 days past due
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loans, the then current level of the allowance for loan losses and overall
growth in the loan portfolio. At September 30, 1999, the mix of our loan
portfolio consisted of 70.4% in homogeneous loans and 29.6% non-homogeneous;
nonaccrual loans were only $52,000. Homogeneous loans consist of one- to
four-family residential loans and consumer loans. Non-homogeneous loans consist
of multi-family residential and commercial real estate loans, real estate
construction loans and commercial business loans. Non-homogeneous loans
typically have an increased risk of loss compared to homogeneous loans.

Our provision for loan losses for the year ended September 30, 2000
increased by $25,000 to $600,000 from the year ended September 30, 1999. The mix
of our loan portfolio shifted to 67.4% in homogenous loans and 32.6% in
non-homogeneous loans, a decrease and increase of 3 basis points, respectively,
from the year ended September 30, 1999. In addition, the level of our total
nonaccrual and 90 days past due loans increased to $888,000 at September 30,
2000.

For the year ended September 30, 2001, our provision for loan losses was
$748,000, an increase of $148,000 over the year ended September 30, 2000.
Management based the level of the provision on the increase in our nonaccrual
and 90 days past due loans and overall growth in our loan portfolio. Total
nonaccrual and 90 days past due loans increased $2.8 million from September 30,
2000 to $3.7 million. Loans receivable, net increased $46.3 million or 19.0%
from September 30, 2000. Our portfolio mix was similar to that of the year ended
September 30, 2002 with 67.8% homogeneous loans and 32.2% non-homogeneous.

For the year ended September 30, 2002, our provision for loan losses was
$277,000, a decrease of $471,000 from September 30, 2001. Total nonaccrual and
90 days past due loans decreased $3.2 million from September 30, 2001 to
$468,000. In addition, our loan portfolio mix was 69.0% in homogeneous loans and
31.0% non-homogeneous, an increase and decrease of 1.2 basis points,
respectively. Loans receivable, net grew $28.9 million, or 10.0%, from September
30, 2001.

Our provision for loan losses for the year ended September 30, 2003
increased $338,000 from September 30, 2002 to $615,000. Management based the
increase in our provision for loan losses on the $54.3 million growth in loans
receivable, net. In addition, a significant percentage of that growth resulted
from residential mortgage loan refinances. These loans are unseasoned and may
have higher risks of loss than our historical experience may indicate.

Investment Activities
General. Office of Thrift Supervision regulations permit us to invest in

various types of liquid assets, including U.S. Treasury obligations, securities
of various federal agencies, certain certificates of deposit of federally
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insured banks and savings institutions, banker's acceptances, repurchase
agreements and federal funds. Subject to various restrictions, we also may
invest a portion of our assets in commercial paper and corporate debt
securities.

Our investment policy is designed to provide and maintain adequate
liquidity and to generate favorable rates of return without incurring undue
interest rate or credit risk. Our investment policy generally limits investments
to mortgage-backed securities, U.S. Government and agency securities, municipal
bonds, certificates of deposit and marketable corporate debt obligations.
Investment in mortgage-backed securities includes those issued or guaranteed by
Fannie Mae, Freddie Mac and Ginnie Mae. We purchase mortgage-backed securities
to supplement the loan originations for our portfolio during periods when we
have not been able to originate our desired level of portfolio loan product.

At March 31, 2004, our consolidated investment portfolio totaled $61.5
million and consisted principally of an adjustable rate mortgage fund,
mortgage-backed securities and Federal Home Loan Bank stock. From time to time,
investment levels may be increased or decreased depending upon yields available
on investment alternatives and management's projections as to the demand for
funds to be used in loan originations, deposits and other activities.
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Mortgage-Backed Securities. Our mortgage-backed securities had a fair
value of $57.7 million and a $56.0 million amortized cost at March 31, 2004. The
mortgage-backed securities were comprised of Fannie Mae and Freddie Mac
mortgage-backed securities. At March 31, 2004, the portfolio had a
weighted-average coupon rate of 5.23% and an estimated weighted-average yield of
4.95%. These securities had an estimated average maturity of 14.42 years and an
estimated average life of 4.60 years at March 31, 2004.

Federal Home Loan Bank Stock. As a member of the Federal Home Loan Bank
of Seattle, we are required to own its capital stock. The amount of stock we
hold is based on percentages specified by the Federal Home Loan Bank of Seattle
on our outstanding advances. The redemption of any excess stock we hold is at
the discretion of the Federal Home Loan Bank of Seattle. The carrying value of
Federal Home Loan Bank stock totaled $6.7 million and had a
weighted-average-yield of 4.00% at March 31, 2004.

Bank-Owned Life Insurance. We purchase bank-owned life insurance
policies ("BOLI") to offset future employee benefit costs. At March 31, 2004, we
had a $9.8 million investment in life insurance contracts. The purchase of BOLI
policies, and its increase in cash surrender value, is classified as "Investment
in life insurance contracts" in our consolidated statements of financial
condition. The income related to the BOLI, which is generated by the increase in
the cash surrender value of the policy, is classified in "increase in cash
surrender value of life insurance" in our consolidated statements of income.
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The following table sets forth the composition of our investment
securities portfolios at the dates indicated. The amortized cost of the
available for sale investments and mortgage backed-securities is their net book
value before the mark-to-market fair value adjustment.

At March 31,
2004

Amortized
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Cost Fair Value
Available for sale:
Investment securities:
Adjustable rate mortgage fund ... S 5,468 $ 5,440
Mortgage-backed securities:
Fannie Mae ......iiiiitiinnnnnnnn. 958 964
Freddie Mac ...t iiinnnnnnnn. - -
Total available for sale ...... S 6,426 $ 6,404
Held to maturity:
Mortgage-backed securities:
Fannie Mae ...uuiet et nnnnnneennn S 33,381 S 34,300
Freddie Mac ...t iiiinnnnnnnn. 21,652 22,432
Total held to maturity ........ S 55,033 S 56,732
At September 30,
2003 2002
Amortized Amortized Amortiz
Cost Fair Value Cost Fair Value Cost

Available for sale:
Investment securities:

Adjustable rate mortgage fund ... S 5,468 $ 5,440 S 2,504 $ 2,507 S 7,
Mortgage-backed securities:

Fannie Mae ......iiiiitiinnnnnnnn. - - - -

Freddie Mac ...t iiinnnnnnnn. - - - -

Total available for sale ...... S 5,468 S 5,440 S 2,504 S 2,507 S 8,

Held to maturity:
Mortgage-backed securities:

Fannie Mae ....viiutinnennneennnn S 10,485 S 10,832 S 16,880 $ 17,631 S 10,

Freddie MaAcC ... vivitinnnnneennnn 13,940 14,591 27,445 28,648 26,

Total held to maturity ........ S 24,425 S 25,423 S 44,325 S 46,279 S 36,
89

The table below sets forth information regarding the amortized cost,
weighted average yields and maturities or periods to repricing of our investment
portfolio at March 31, 2004.

Amount Due or Repricing within:
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Available for sale:

Investment securities:
Adjustable rate mortgage funds

Mortgage-backed securities:
Freddie Mac
Fannie Mae

Total available for sale

Held to maturity:

Mortgage-backed securities:
Freddie Mac
Fannie Mae

Total held to maturity

Total investment securities

Available for sale:

Investment securities:
Adjustable rate mortgage funds

Mortgage-backed securities:
Freddie Mac
Fannie Mae

Total available for sale
Held to maturity:
Mortgage-backed securities:

Freddie Mac

Fannie Mae

Total held to maturity

Total investment securities

One Year or Less Over One to Five Years Over Fi
Weighted Weighted
Amortized Average Amortized Average Amortiz
Cost Yield (1) Cost Yield (1) Cost
(Dollars in Thousands)
S 4,538 2.35 $ 930 2.35% $
S 4,538 2.35 $ 930 2.35
27 6.56 3,504 6.55
-— - 120 6.69
27 6.56 3,624 6.55
S 4,565 2.37 S 4,554 5.70% $ 1,
Amount Due or Repricing within:
Over Ten Years Totals
Weighted Weighted
Amortized Average Amortized Average
Cost Yield (1) Cost Yield (1)
(Dollars in Thousands)
$ - - $ 5,468 2.35%
- - 958 4.01
-— - 6,426 2.60
17,399 5.24 21,652 5.52
33,261 5.03 33,381 5.03
50,660 5.10 55,033 5.22
$ 50,660 5.10 $ 61,459 4.95%
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(1) Interest and dividends are reported on a tax-equivalent basis. During the
time periods presented, Home Federal did not own any tax exempt investment
securities.
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The following table sets forth certain information with respect to each
category which had an aggregate book value in excess of 10% of Home Federal's
total equity at the date indicated.

At March 31, 2004 At September 30, 20
Amortized Market Amortized Market
Cost Value Cost Value
(In Thousands)
Available for sale:
Investment Securities:
Adjustable rate mortgage fund................. $ 5,468 S 5,440 $ 5,468 S 5,
Mortgage-backed securities:
Fannie Mae. ..ottt ittt et eeeeeeeeeenaenns 958 964 -
Freddie MacC. .« o i ittt ittt eeeeeeeeeaaenns - - -
Total investment securities................. S 6,426 S 6,404 S 5,468 S 5,
Held to maturity:
Mortgage-backed securities:
Fannie Mae. ... v i e e e e e eeeeeeeeeeeennneeeenneenn 33,381 34,300 10,485 10,
Freddie MacC. .. u e e e e e oottt eeeeeennneeeenneenn 21,652 22,432 13,940 14,
Total held to maturity.....oeeee e ennnn. $ 55,033 $ 56,732 $ 24,425 S 25,

Deposit Activities and Other Sources of Funds

General. Deposits and loan repayments are the major sources of our funds
for lending and other investment purposes. Scheduled loan repayments are a
relatively stable source of funds, while deposit inflows and outflows and loan
prepayments are influenced significantly by general interest rates and market
conditions. Borrowings from the Federal Home Loan Bank of Seattle are used to
supplement the availability of funds from other sources and also as a source of
term funds to assist in the management of interest rate risk.

Our deposit composition reflects a mixture with certificates of deposit
accounting for approximately one-half of the total deposits while interest and
noninterest-bearing checking, savings and money market accounts comprise the
balance of total deposits. We rely on marketing activities, convenience,
customer service and the availability of a broad range of deposit products and
services to attract and retain customer deposits.

Deposits. Substantially all of our depositors are residents of the State
of Idaho. Deposits are attracted from within our market area through the
offering of a broad selection of deposit instruments, including checking
accounts, money market deposit accounts, savings accounts and certificates of
deposit with a variety of rates. Deposit account terms vary according to the
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minimum balance required, the time periods the funds must remain on deposit and
the interest rate, among other factors. We offer a number of different deposit
programs including our High Performance Checking; Wall Street Select Checking
and Money Market Account; Medical Savings and Health Savings Account; and
Escalator Certificate of Deposit. Our High Performance Checking program is
comprised of seven different transaction account products with varying minimum
balance requirements, number of checks permitted and interest rate options. Our
Wall Street Select Checking and Money Market Account products offer
significantly higher rates of interest on larger deposit balances while
maintaining the availability of the customer's funds. Our Medical Savings and
Health Savings Accounts are offered directly or through an unaffiliated third
party marketing company to qualified individuals and employers. The program is
offered on a nationwide basis and participants in the plan receive a debit card
to facilitate account access. Our Escalator Certificate of Deposit has a
guaranteed blended rate for its four-year term with fixed rate increases
occurring every six months from the date of the original deposit. The Escalator
also offers the customer the opportunity to withdrawal the entire balance at any
six-month anniversary without a pre-payment penalty. In determining the terms of
our deposit accounts, we consider the development of long term profitable
customer relationships, current market interest rates, current maturity
structure and deposit mix, our customer preferences and the profitability of
acquiring customer deposits compared to alternative sources.
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At March 31, 2004, we had $31.5 million of jumbo ($100,000 or more)
certificates of deposit, which are primarily from local customers, representing
9.6% of total deposits at that date.

Deposit Activities. The following table sets forth the total deposit
activities of Home Federal for the periods indicated.

Six Months
Ended March 31, Year E

(In Thousands)

Beginning balanCe .. ...t iiennenneeeeeeneennnnns $ 301,273 S 279,772 S 279,772
Net deposits before interest credited ............ 26,303 17,295 17,516
Interest credited ......ci ittt it 1,939 2,032 3,985
Net increase in deposits ......iii it 28,242 19,327 21,501
Ending balance ... ...ttt $ 329,515 $ 299,099 $ 301,273

Time Deposits by Rates. The following table sets forth the time deposits
in Home Federal classified by rates as of the dates indicated.

At September 30,
At March 31, @ ————————————
2004 2003 2002 2001

(In Thousands)
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0.00 — 0.99%...... S 20,499 S 11,742 S —— S ——
1.00 — 1.99%...... 29,959 36,899 28,383 -
2.00 - 2.99%...... 42,465 40,884 36,647 1,931
3.00 — 3.99%...... 41,087 31,983 29,473 27,524
4.00 - 4.99%...... 18,451 18,726 22,896 16,927
5.00 — 5.99%...... 1,902 2,968 6,952 27,928
6.00 — 6.99%...... 1,233 1,870 5,876 47,253
7.00 = 7.99%...... -— - - 11,249
Total........ S 155,596 $ 145,072 S 130,227 $ 132,812
92
Time Deposits by Maturities. The following table sets forth the amount
and maturities of time deposits at March 31, 2004.
Amounts Due
Less Than 1-2 2-3 3-4
One Year Years Years Years 4
(In Thousands)
0.00 — 0.99% ittt i $ 18,631 S 1,834 $ 34 S - S
1.00 — 1.99% it i 15,258 6,063 914 7,685
2.00 = 2.99% i e e e 5,519 20,486 15,543 372
3.00 — 3.99% L e 6,022 9,245 23,962 1,479
4.00 — 4.99% .. e e 10,659 6,129 1,303 360
5.00 — 5.99% .. e e 751 317 828 5
6.00 — 6.99% i e 416 804 - 12
T.00 — 7.99% i e - -— - -—
e = $ 57,256 S 44,878 $ 42,584 9,913 $
The following table sets forth information concerning Home Federal's
time deposits and other deposits at March 31, 2004.
Weighted
Average Perc
Interest Minimum of
Rate Term Category Amount Balance Dep
(In Thousands)
0.20% N/A Regular savings S 24,620 S 50
0.29 N/A Interest-bearing demand deposits 53,419 50
—— N/A Noninterest-bearing demand
deposits 30,325 50
0.64 N/A Money market accounts 33,928 1,000
0.20 N/A Medical savings accounts 31,627 25

Certificates of Deposit
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1-12 months
13-24 months
25-36 months
37-60 months
Over 60 months
18 months

Fixed
Fixed
Fixed
Fixed
Fixed
Other

term,
term,
term,
term,
term,

TOTAL
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The following table indicates the
certificates of deposit by time remaining until maturity as of March 31,
Jumbo certificates of deposit are certificates in amounts of $100,000 or more.

Maturity Period

Three months or less
Over three through six months
Over six through twelve months

Over twelve months

fixed
fixed
fixed
fixed
fixed

rate
rate
rate
rate
rate

amount of Home Federal's jumbo
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Certificates

$100,000 and

Deposit

of

2004.

(In Thousands)

3,4
2,3
4,7

50
21
50

20,954

Deposit Flow. The following table sets forth the balances of deposits in
the various types of accounts offered by Home Federal at the dates indicated.

Fixed rate certificates that mature in
the year ending:

Within 1 year
After 1 year,
After 2 years,
After 5 years

but within 2 years....
but within 5 years

At March 31,

2004

24,620
83,744
33,928
31,627

56,793
44,608
53,456

17.
13.
16.

24
54
22

Increase/
(Decrease)

500
500
500
500
500
500

Amount

(Dollars in Thousand

$ 197
11,578
1,800
4,143

(781)
5,865
5,677

(109)

146

24,423
72,166
32,128
27, 484

57,574
38,743
47,77¢
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2002
Percent
of Increase/
Amount Total (Decrease)
(Dollars in Thousa
Savings deposSits .ttt e e e e e S 23,207 8.29% S 390
Demand ACCOUNLS vttt ittt it ittt teeteeeeeeeneeaeeens 66,767 23.86 9,229
Money market accounts ......iii ittt 35,507 12.69 2,798
Medical savings acCoUNLsS .. vii ittt neeeeeeennnenns 24,004 8.60 3,624
Fixed rate certificates that mature in
the year ending:
Within 1 Year & i vttt ittt ettt e eeeeeeeeennn 58,823 21.03 (49, 661)
After 1 year, but within 2 years ............. 25,481 9.11 9,192
After 2 years, but within 5 years ............ 44,837 16.03 38,374
AfLer 5 YEaATrS ittt ittt e e e e e e e 15 0.01 (22)
(0w o 1,071 0.38 (468)
S 279,772 100.00% S 13,456
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Borrowings. Customer deposits are the primary source of funds for our
lending and investment activities. We do, however, use advances from the Federal
Home Loan Bank of Seattle to supplement our supply of lendable funds to meet
short-term deposit withdrawal requirements and also to provide longer term
funding to better match the duration of selected loan and investment maturities.

As one of our capital management strategies, we have used borrowings
from the Federal Home Loan Bank of Seattle to fund the purchase of investment
securities in order to increase our net interest income when attractive
opportunities exist. Depending upon the retail banking activity and the
availability of excess post-stock offering capital that may be provided to us,
we will consider and undertake additional leverage strategies within applicable
regulatory requirements or restrictions. We expect these borrowings would
primarily consist of Federal Home Loan Bank of Seattle advances. We may also
consider increasing our use of borrowed funds prior to the offering of Home
Federal Bancorp capital stock in order to reduce the exposure of investing the
sizable amount of the net proceeds from the stock offering at single point in
the interest rate cycle.

As a member of the Federal Home Loan Bank of Seattle, we are required to
own its capital stock and are authorized to apply for advances on the security
of the stock and certain of our mortgage loans and other assets (principally
securities which are obligations of, or guaranteed by, the U.S. Government)
provided certain creditworthiness standards have been met. Advances are made
individually under various terms pursuant to several different credit programs,
each with its own interest rate and range of maturities. We maintain a committed
credit facility with the Federal Home Loan Bank of Seattle that provides for
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immediately available advances up to an aggregate of 40% of total assets, or
$198.7 million as of March 31, 2004. At March 31, 2004, our outstanding advances
from the Federal Home Loan Bank of Seattle totaled $113.1 million.

The following table sets forth information regarding our borrowings at

the end of and during the periods indicated. The table includes both long- and
short-term borrowings.

At or For the

Six Months Ended

March 31,
2004 2003

Maximum amount of borrowing outstanding at any month end:

Federal Home Loan Bank advanCesS. ...t enweeeeeeneeneenn $ 116,735
Approximate average borrowings outstanding:

Federal Home Loan Bank advanCesS. ... ieweeeeeeeeeneenn 108,637
Approximate weighted average rate paid on:

Federal Home Loan Bank advanCesS.........ueieeeeeennnennens 4.23%

At March 31, —-—-———-

2004
Balance outstanding at end of period:
Federal Home Loan Bank advanCesS.........eeeenenennneeeeeens S 113,074 S
Weighted average rate paid on:
Federal Home Loan Bank advanCeS........eueieeeeeennnennens 4.08%
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Subsidiaries and Other Activities

Home Federal has one wholly-owned subsidiary, Idaho Home Service
Corporation, which was established in 1981 as Home Service Corporation for the
purpose of facilitating various business activities. Most recently, its
activities included the sale of investment and insurance products through an
affiliation with Lincoln Financial Advisor from 1998 to 2000. Since 2000, Idaho
Home Service Corporation has been inactive.

Competition

We face intense competition in originating loans and in attracting
deposits within our targeted geographic market. We compete by leveraging our
full service delivery capability comprised of convenient branch locations,
including five branches located inside Wal-Mart Superstores offering extended
banking hours, call center and Internet banking, and consistently delivering

S 104,478

98,818

(Dollars in Th

s 112,28
102,17
% 4.5

At Septemb

(Dollars in

96,527 $ 91,
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high-quality, individualized service to our customers that result in a high
level of customer satisfaction.

We currently rank fifth in terms of deposits, among the 20
federally-insured depository institutions in Ada and Canyon Counties, our
primary market area. Our key competitors are U.S. Bank, Wells Fargo, Washington
Mutual, Key Bank, Washington Federal and Farmers & Merchants State Bank. These
competitors control approximately 75.25% of the deposit market with deposits of
$3.57 billion, of the $4.75 billion total deposits in Ada and Canyon Counties as
of June 30, 2003. Aside from these traditional competitors, credit unions,
insurance companies and brokerage firms are an increasingly competing challenge
for consumer deposit relationships. We also compete for loans and deposits with
single branch offices in Gem and Elmore Counties.

Our competition for loans comes principally from mortgage bankers,
commercial banks, thrift institutions, credit unions and finance companies.
Several other financial institutions, including those previously mentioned, have
greater resources than we do and compete with us for lending business in our
targeted market area. Among the advantages of some of these institutions are
their ability to make larger loans, finance extensive advertising campaigns,
access lower cost funding sources and allocate their investment assets to
regions of highest yield and demand. This competition for the origination of
loans may limit our future growth and earnings prospects.

Employees

At March 31, 2004, we had 210 full-time employees and 26 part-time
employees. Our employees are not represented by any collective bargaining group.
We consider our employee relations to be good.

Properties

At March 31, 2004, we had 15 full service banking offices and two loan
centers, ten of which are leased. During the year ended September 30, 2003, we
closed three branch offices, which resulted in the disposition of $530,000 in
assets. We retained all of the deposit and loan accounts associated with these
closure of these branch offices. We also have received approval from the Office
of Thrift Supervision for the sale of a branch facility located in Jerome,
Idaho, which is scheduled to close on April 2, 2004. At March 31, 2004, the net
book value of our investment in premises, equipment and leaseholds was
approximately $9.2 million. The net book value of the data processing and
computer equipment utilized by us at March 31, 2004 was approximately $654,000.
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The following table provides a list of our main and branch offices and
indicates whether the properties are owned or leased:

Lease
Leased or Expiration
Location Owned Date
ADMINISTRATIVE OFFICE
500 12th Avenue South Owned N/A

Nampa, Idaho 83651 (1) (2)

Net Book
March 3

(Dollars in
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BRANCH OFFICES:

Downtown Boise (2)
800 West State Street
Boise, Idaho 83702

Parkcenter (2)
871 East Parkcenter Boulevard
Boise, Idaho 83706

Fairview (2)
10443 Fairview Avenue
Boise, Idaho 83704

Meridian (2)
55 East Franklin Road
Meridian, Idaho 83642

Caldwell (2)
923 Dearborn
Caldwell, Idaho 83605

Mountain Home (2)
400 North 3rd East
Mountain Home, Idaho 83647

Emmett (2)
250 South Washington Avenue
Emmett, Idaho 83617

Boise (3)
8300 West Overland Road
Boise, Idaho 83709

Meridian (3)

4051 East Fairview Avenue
Meridian, Idaho 83642

Location

Jerome (3) (4)
2680 S. Lincoln
Jerome, Idaho 83338

Nampa (3)
2100 12th Avenue Road
Nampa, Idaho 83651

Caldwell (3)
5108 East Cleveland Boulevard
Caldwell, Idaho 83605

Leased

Owned

Building owned

Land leased

Owned

Owned

Owned

Owned

Leased

Leased
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Leased or
Owned

Leased

Leased

Leased

August 2010

N/A

June 2070

N/A

N/A

N/A

N/A

May 2005

May 2005

Lease
Expiration
Date

April 2004

May 2005

May 2005

Net Book
March 3

(Dollars in
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Garden City (3)
7319 West State Street
Boise, Idaho 83714 Leased May 2005

Hispanic Cultural Center
315 Stampede Drive
Nampa, Idaho 83687 Leased October 2005

LOAN OFFICES:

Westgate

7978 Fairview Avenue

Boise, Idaho 83704 Leased May 2004
Meridian

111 East 1lst Street Leased December 2009

Meridian, Idaho 83642

Includes home branch

Drive-up ATM available.

Wal-Mart locations.

Branch and deposits of $1.1 million were sold April 2, 2004.

We are currently in the process of designing and obtaining permits for
a branch in Eagle, Idaho.

Legal Proceedings

From time to time we are involved as plaintiff or defendant in various
legal actions arising in the normal course of business. We do not anticipate
incurring any material liability as a result of such litigation, nor do we
expect any material impact on our financial position, results of operations or
cash flows.
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MANAGEMENT
Management of Home Federal Bancorp

The Board of Directors of Home Federal Bancorp will consist of the same
individuals who serve as directors of Home Federal. The Board of Directors of
Home Federal Bancorp will be divided into three classes, each of which contains
approximately one-third of the directors. The directors shall be elected by the
stockholders of Home Federal Bancorp, including Home Federal MHC, for three-year
terms, or until their successors are elected. One class of directors, consisting
of N. Charles Hedemark and Thomas W. Malson, has a term of office expiring at
the first annual meeting of stockholders after the completion of the offering. A
second class of directors, consisting of Fred H. Helpenstell, Richard J.
Schrandt and Daniel L. Stevens, has a term of office expiring at the second
annual meeting of stockholders after the completion of the offering. The third
class of directors, consisting of Robert A. Tinstman and James R. Stamey, has a
term of office expiring at the third annual meeting of stockholders after the
completion of the offering.

The following individuals are the executive officers of Home Federal
Bancorp and hold the offices set forth opposite their names.
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Name Position Held With Home Federal Bancorp

Daniel L. Stevens Chairman of the Board, President and Chief
Executive Officer

Robert A. Schoelkoph Senior Vice President, Treasurer and Chief
Financial Officer

Roger D. Eisenbarth Senior Vice President and Secretary

The executive officers of Home Federal Bancorp are elected annually and
hold office until their respective successors have been elected or until death,
resignation or removal by the Board of Directors.

Information concerning the principal occupations, employment and
compensation of the directors and executive officers of Home Federal Bancorp is
set forth under "- Management of Home Federal" and "- Executive Officers Who Are
Not Directors." Directors of Home Federal Bancorp initially will not be
compensated by Home Federal Bancorp but will serve and be compensated by Home
Federal. It is not anticipated that separate directors' fees will be paid to
directors of Home Federal Bancorp until such time as these persons devote
significant time to the separate management of Home Federal Bancorp's affairs,
which is not expected to occur until Home Federal Bancorp becomes actively
engaged in additional businesses other than holding the stock of Home Federal.
Home Federal Bancorp may determine that such compensation is appropriate in the
future.

Management of Home Federal

Because Home Federal is a federally-chartered mutual savings and loan
association, its members have elected its Board of Directors. Upon completion of
the stock offering, the directors of Home Federal immediately prior to the
offering will continue to serve as directors of Home Federal in stock form. The
Board of Directors of Home Federal in stock form will consist of seven directors
divided into three classes, with approximately one-third of the directors
elected at each annual meeting of stockholders. Because Home Federal Bancorp
will be the only stockholder of Home Federal following the reorganization, the
Board of Directors of Home Federal Bancorp will elect the directors of Home
Federal.
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The following table sets forth certain information regarding the Board
of Directors of Home Federal.

Age as of
Name March 31, 2004 Position Held With Home Federal
Daniel L. Stevens 60 Chairman of the Board, President
and Chief Executive Officer
Fred H. Helpenstell, M.D. 73 Director
Thomas W. Malson 74 Director
N. Charles Hedemark 61 Director
Richard J. Schrandt 53 Director
James R. Stamey 60 Director
Robert A. Tinstman 57 Director

Director
Since

1996

1991
1986
1983
1995
2001
1999
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The business experience of each director for at least the past five
years 1is set forth below.

Daniel L. Stevens is President and Chief Executive Officer of Home
Federal, a position he has held since joining Home Federal in 1995. Mr. Stevens
became a director in 1996 and has served as Chairman of the Board since 2001. He
has been in the financial services industry for over 30 years and has served as
a senior officer or chief executive officer for four other mutual and stock
thrifts during his career. He 1is Vice Chairman of the Board of Directors of the
Federal Home Loan Bank of Seattle, as well as serving as the Chairman of the
Audit Committee and a member of the Financial Operations Committee. Mr. Stevens
has been a director of the Federal Home Loan Bank of Seattle for eight years. He
serves on America's Community Bankers Federal Home Loan Bank System Committee
and the America's Community Bankers Credit Union Working Group, and co-chairs
the Idaho Bankers Association Credit Union Task Force. He is Chairman of the
Board of Directors and Executive Committee of the Boise Metro Chamber of
Commerce and serves as a director for the Idaho Community Bankers Association,
Idaho Community Reinvestment Corporation and the Midwest Conference of Community
Bankers. He is a director of the Boise State University Foundation, past member
of the Boise Philharmonic Association Board of Directors, past member of the
Idaho Supreme Court Advisory Council and past Chairman of the United Way of
Treasure Valley and the Nampa Neighborhood Housing Services Board of Directors.

Fred H. Helpenstell, M.D. is a retired physician. Dr. Helpenstell
earned his Bachelors Degree in chemistry and zoology from Grinnell College, Iowa
and his medical degree from the University of Illinois Medical School. After
becoming an orthopedic surgeon, he opened a practice in Idaho. He served on the
Idaho State Board of Medical Examiners from 1968 until 1975 and was President of
the Board of Directors of Mercy Medical Center in Nampa. After volunteering his
orthopedic skills in Nepal, he spent seven years as chair of the Nepal Program
for Health Volunteers Overseas. Dr. Helpenstell is a director of Terry Reilly
Health Services, the Boise Philharmonic Association and the Boise Philharmonic
Foundation.

Thomas W. Malson has been the owner and Chief Executive Officer of
Robertson Supply, Inc., a wholesale pipe distributor, located in Nampa, Idaho
since 1959.

N. Charles Hedemark is Executive Vice President and Chief Operating
Officer of Intermountain Gas Company, a natural gas utility company, where he
has been an employee since 1965. Mr. Hedemark is a graduate of Albertson College
of Idaho and the Executive Program at Stanford University. He is the immediate
past president of the Northwest Gas Association in Portland, Oregon and the
Commission of the Capital City Development Corporation. He is past Chairman of
Blue Cross of Idaho's Board of Directors, the Boise Metro Chamber of Commerce
and the United Way of Ada County, and past President of the Boise School
Foundation.

Richard J. Schrandt is retired after owning D&B Supply Co., Inc., a
home and farm supply business, from 1985 until 2002. Mr. Schrandt is a member of
the Caldwell Rotary Club.
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James R. Stamey is a retired banker, having been employed by U.S. Bank
from 1985 until 2001, where he last served as President of U.S. Bank, Idaho and
Executive Vice President and Manager of Corporate Banking of the Intermountain
Region. Mr. Stamey is President of the Library Foundation. He also served as
President of the Idaho Association of Commerce and Industry and served on the
Board of Directors for the Boise Philharmonic, the Idaho Bankers Association and
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the Boise Rotary Club.

Robert A. Tinstman has been Executive Chairman of the James
Construction Group, LLC, a construction company, since May 2002. Prior to that,
Mr. Tinstman was the sole owner of Tinstman & Associates, a construction
consulting company, from May 1999 until May 2002. He served as President and
Chief Executive Officer of the Morrison-Knudsen Company from 1995 until February
1999, where he had been employed since May 1974.

Executive Officers Who Are Not Directors

Each of the executive officers of Home Federal will retain his or her
office following the reorganization. Officers are elected annually by the Board
of Directors of Home Federal. The business experience for at least the past five
years for each of the five executive officers of Home Federal, who do not serve
as directors, is set forth below.

Robert A. Schoelkoph is Senior Vice President, Treasurer and Chief
Financial Officer of Home Federal and is 51 years of age. Mr. Schoelkoph joined
Home Federal in 1980. Mr. Schoelkoph was controller of Home Federal from 1980
until 1983 and has served as Chief Financial Officer and Treasurer since 1983.
He is a member of the Board of Directors and past Chairman of the Idaho
Employers Council and a member of the Board of Directors of the Nampa Shelter
Foundation. Mr. Schoelkoph is a certified public accountant.

Roger D. Eisenbarth is Senior Vice President, Secretary and Chief
Lending Officer of Home Federal and is 57 years of age. Mr. Eisenbarth joined
Home Federal as Vice President, Caldwell Branch Manager in 1978, and has served
in his current capacity since November 1993. Prior to joining Home Federal, Mr.
Eisenbarth served in various branch and regional management positions with Bank
of Idaho and Idaho First National Bank. He is currently active in Leadership
Nampa of the Nampa Chamber of Commerce, is on the Board of Directors of the
economic development organizations, Caldwell Unlimited, Inc. and the Idaho
Community Reinvestment Corp., and is an honorary Board member and past President
of Caldwell Night Rodeo.

Lynn A. Sander is Senior Vice President/Retail Banking of Home Federal
and is 51 years of age. Ms. Sander joined Home Federal in May 2000. Ms. Sander
served as Vice President/Sales Management from May 2000 until she was appointed
to her current position in July 2001. Prior to that, she was Senior Vice
President, Account Manager for Fairmont/Aspen Performance Group, a sales and
service consulting company, from June 1999 to May 2000. From 1987 until December
1998, Ms. Sander was employed by KeyBank of Idaho and its affiliate KeyCorp
Management Company, where her last position was Vice President/Core Banking
Territory Manager. She was Fundraising Chairman of the Idaho Anne Frank Human
Rights Memorial, and currently serves as a member of the Board of Directors of
the United Way of Treasure Valley and a member of the Leukemia Cup Committee of
the Leukemia Society. Ms. Sander will chair the Treasure Valley United Way
Campaign for 2004-2005.

Denis J. Trom is Senior Vice President/Human Resources of Home Federal
and is 58 years of age. Mr. Trom joined Home Federal in April 2002. Mr. Trom was
previously employed by U. S. Bancorp, Minneapolis, Minnesota from 1978 until
2002. He held various human resource, training and organizational development
positions with U.S. Bancorp during his 23 years of employment, most recently
serving as Vice President/Senior Regional Human Resources Consulting Manager
from 1999 until 2002. Mr. Trom is active in the Society for Human Resource
Management, American Society for Training & Development, the Professional
Association for Compensation, Benefits and Total Rewards, and church activities.

Karen Wardwell is Senior Vice President/Operations and Technology of
Home Federal and is 47 years of age. Ms. Wardwell joined Home Federal in August
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2001 as Vice President and Director of Internal Audit, a position she held until
she was promoted to Director of Retail Operations in 2002 and then to her
current position in May
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2003. Ms. Wardwell was previously employed by Wells Fargo, formerly First
Security Bank, Boise, Idaho, from 1998 until August 2001. She served as
Assistant Vice President and Manager of various production groups within the
Consumer Loan Service Center. Prior to that, she was employed at West One Bank,
from 1981 until August 1996. In her 15-year career with West One, she held
various positions in operations and information technology. Her last position
was Assistant Vice President and Manager in the Consumer Loan Service Center.
Ms. Wardwell is in her final year of the BAI Graduate School of Operations and
Technology at Vanderbilt University. She is a member of the Leadership Boise
program of the Boise Area Chamber of Commerce, and a member of the Scholarship
Committee and former Board Treasurer of the Boise Capital Soccer Club.

Meetings and Committees of the Board of Directors

Our Board of Directors meets monthly. During the year ended September
30, 2003, the Board of Directors held 12 regular meetings and one strategic
planning session. No director missed more than one meeting of the total meetings
of the Board of Directors and committees on which such director served during
this period. We currently have standing Audit, Loan, Compensation, Nominating
and Asset-Liability Committees.

The Audit Committee is comprised of Directors Tinstman (Chairman),
Hedemark, Schrandt and Stamey. The Audit Committee meets quarterly and on an as
needed basis. The Audit Committee evaluates the effectiveness of Home Federal's
internal controls for safeguarding its assets and ensuring the integrity of the
financial reporting. The Committee hires the independent auditors and reviews
the audit report prepared by the independent auditors. This committee met four
times during the year ended September 30, 2003.

The Loan Committee is comprised of the members of the Board of
Directors, the Chief Lending Officer, the Residential Lending Operations Manager
and a staff underwriter. Mr. Stevens is the Chairman of this Committee. The Loan
Committee meets as needed to monitor loan, investment and funding activities;
and to establish, review and revise loan and investment policies and practices.
This Committee met three times in addition to regular Board of Directors'
meetings during the year ended September 30, 2003. Loan Committee members
receive no additional fees for serving on the Committee.

The Compensation Committee is comprised of Directors Hedemark
(Chairman), Helpenstell, Malson and Stevens (ex-officio). The Compensation
Committee meets annually and on an as needed basis. The Committee provides
general oversight to the personnel, compensation and benefits related matters of
Home Federal. This Committee met three times during the year ended September 30,
2003.

The Nominating Committee is comprised of two Board members, one of whom
serves as Chairman. The Nominating Committee is appointed annually by the
Chairman of the Board. Members of the Committee are selected from the pool of
directors who are not up for election during the appointment year. The
Nominating Committee meets annually and on an as needed basis and is responsible
for selecting qualified individuals to fill expiring director's terms and
openings on the Board of Directors. This Committee met once during the year
ended September 30, 2003. Nominating Committee members receive no additional
fees for serving on the Committee.
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The Asset-Liability Committee is comprised of the entire Board of
Directors. The Committee reviews and gives general direction to the activities
of the management Asset-Liability Committee. The Asset-Liability Committee meets
as a part of the regular monthly Board meetings, and its members receive no
additional fees for serving on the Committee.

Directors' Compensation

Directors' Fees. In the past, members of Home Federal's Board of
Directors have received a monthly retainer of $1,000. Each director, except for
Chairman Stevens, also received $250 for each committee meeting attended and the
committee chair received an additional $50 per committee meeting attended. Total
fees paid to directors during the year ended September 30, 2003 were $90,100.

103

In June 2004, the Board of Directors voted to increase the fees, and Board
members now receive an annual retainer of $15,000 and also receive $750 for each
committee meeting attended.

Deferred Incentive Plan. Home Federal maintains a nonqualified deferred
incentive plan for directors. All members of the Board of Directors participate
in the plan. The plan provides an incentive award percentage determined by
reference to Home Federal's return on assets and return on equity for the year.
FEach year, the percentage is determined and multiplied by the participant's
director's fees for the year. The resulting amount is set aside in an unfunded
deferral account for that participant. Participants may also elect to defer all
or a part of their directors' fees into the deferral account under the plan. The
deferral accounts are credited annually with an earnings percentage equal to
Home Federal's return on equity percentage for the year. Upon the participant's
termination of service, the value of the participant's combined deferral
accounts will begin to be paid. Hardship distributions are permitted. The plan
also provides a death benefit equal to the greater of the value of the
participant's deferral accounts, or a fixed death benefit ranging from $38,000
to $231,000, as set forth in the particular participant's agreement. All
benefits are paid over 120 months, and during that period, the deferral account
is adjusted for interest. For the year ended September 30, 2003, $119,000 was
credited to the deferral accounts of all of the participants, with each
participant being allocated the amount required under the plan.

Indexed Retirement Plan. Home Federal also maintains an unfunded
nonqualified retirement plan for directors. All members of the Board of
Directors participate in the plan. Each year under the plan, each director will
be credited an amount equal to the difference between the actual cash surrender
value of a life insurance policy and the value of a hypothetical account which
is credited with an after-tax return based on an investment in one-year United
States Treasury bonds, adjusted to reflect a pre-tax return. This is the primary
benefit under the plan. Directors retiring on their normal retirement date or
with more than ten years of service also receive a secondary benefit. The
secondary benefit is an annual benefit, beginning upon the director's normal
retirement age, which is generally equal to the difference between the earnings
on the life insurance policy and the after-tax return on a hypothetical
investment account, adjusted to reflect a pre-tax return. The primary benefit
begins upon the director's normal retirement date (except in the case of early
termination or disability, in which case the distribution begins upon the
director's termination of service), and will be paid over 120 months without an
interest adjustment. The secondary benefit, if payable, will be paid over the
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director's life (or 10 years, if the director terminates service for reasons
other than normal retirement). If the director's services are terminated within
24 months following a change in control, the primary and secondary benefit will
be paid over 120 months beginning upon the director's termination of service.
The plan defines the term "change in control" as having occurred when (1) any
person, as that term is used in Sections 13(d) and 14(d) of the Securities
Exchange Act of 1934 (with the exception of Home Federal Bancorp or certain
persons acting on behalf of Home Federal Bancorp), 1s or becomes the beneficial
owner of 25% or more of the combined voting power of Home Federal Bancorp's then
outstanding securities; (2) individuals who are members of the Board cease for
any reason to constitute at least a majority thereof (with certain exceptions);
(3) the stockholders of Home Federal Bancorp approve a merger of consolidation
of Home Federal Bancorp with any other corporation (other than certain mergers
or consolidations where either there is continued ownership of at least 50% of
the combined voting power of Home Federal Bancorp stockholders, or no person (as
defined above) acquires more than 25% of the combined 