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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 11-K

(Mark One)

[X]     ANNUAL REPORT PURSUANT TO SECTION 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the fiscal year ended December 31, 2015.

OR

[   ]     TRANSITION REPORT PURSUANT TO SECTION 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from ______________________ to _______________________

Commission file number 0-24100

A. Full title of the plan and the address of the plan, if different from that of the issuer named below:

Home Federal Savings Bank Employees' Savings and Profit Sharing Plan
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B. Name of issuer of the securities held pursuant to the plan and the address of its principal executive office:

HMN Financial, Inc.
1016 Civic Center Drive
Rochester, MN 55901
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REQUIRED INFORMATION

The financial statements filed as a part of the annual report of the plan include:

1.Audited statements of net assets available for benefits as filed under the Employee Retirement Income Security Act
of 1974, as amended ("ERISA");

2.Audited statements of changes in net assets available for benefits as filed under  ERISA.
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Financial Statements

December 31, 2015 and 2014

(With Report of Independent Registered Public Accounting Firm Thereon)
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Statements of Net Assets Available for Benefits

December 31, 2015 and 2014

2015 2014
Assets
Investments, at fair value:
Cash equivalents $20,482 58,770
Collective trust fund 977,684 1,059,021
HMN Financial, Inc. common stock 616,250 699,199
Mutual funds 12,837,188 12,587,608
Total investments, at fair value 14,451,604 14,404,598
Receivables:
Employer contributions 2,151 2,317
Employee contributions 10,160 11,160
Notes receivable from participants 108,278 155,268
Total receivables 120,589 168,745
Total assets 14,572,193 14,573,343
Liabilities
Accrued expenses 7,678 3,836
Accounts payable 1,291 2,097
Total liabilities 8,969 5,933
Net assets available for benefits, at fair value $14,563,224 14,567,410

See accompanying notes to financial statements.
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Statements of Changes in Net Assets Available for Benefits

Years ended December 31, 2015 and 2014

2015 2014
Additions
Additions to net assets attributed to:
Contributions:
Employer $177,087 141,513
Employee 998,376 918,419
Rollover 80,833 7,946
Total contributions 1,256,296 1,067,878
Investment income (loss):
Net appreciation (depreciation) in fair value of investments: (861,961 ) 553,368
Dividends 717,704 546,849
Less: Asset management fees (17,978 ) (18,296 )
Net investment income (loss) (162,235 ) 1,081,921

Interest income on notes receivable from participants 4,551 5,332

Total additions 1,098,612 2,155,131
Deductions
Deductions to net assets attributed to:
Distributions 1,086,724 1,618,053
Administrative expenses 16,074 16,534
Total deductions 1,102,798 1,634,587
Net increase (decrease) in net assets available for benefits (4,186 ) 520,544
Net assets available for benefits:
Beginning of year 14,567,410 14,046,866
End of year $14,563,224 14,567,410

See accompanying notes to financial statements.
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Notes to Financial Statements

December 31, 2015 and 2014

(1)Summary of Significant Accounting Policies

(a)Basis of Presentation

The accompanying financial statements have been prepared in accordance with U.S. generally accepted accounting
principles.

(b)Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of net assets available for benefits
and changes therein, and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported changes in net assets available for benefits during the reporting period. Actual results could differ from those
estimates.

(c)Custodian of Investments

TD Ameritrade Trust Corporation is the trustee and custodian of all Plan assets.

(d)Plan Administration
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Home Federal Savings Bank (the Company) is the administrator of the Plan. Alliance Benefit Group (ABG) performs
the participant accounting.

(e)Investment Valuation and Income Recognition

Investments are reported at fair value. Fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. The Plan’s Investment
Committee determines the Plan’s valuation policies utilizing information provided by the investment advisers and
custodians. See Note 4 for discussion of fair value measurements.

Purchases and sales of securities are recorded on a trade-date basis. Interest income is recorded on the accrual basis.
Dividends are recorded on the ex-dividend date. Net appreciation (depreciation) includes the Plan’s gains and losses on
investments purchased and sold as well as held during the year.

(f)Notes Receivable from Participants

Notes receivable from participants are measured at their unpaid principal balance plus any accrued but unpaid interest.
Interest income is recorded on the accrual basis. Related fees are recorded as administrative expenses and are
expensed when they are incurred. No allowance for credit losses has been recorded as of December 31, 2015 or 2014.
If a participant ceases to make loan repayments and the plan administrator deems the participant loan to be in default,
the participant loan balance is reduced and a benefit payment is recorded.

(g)Benefits

Benefits are recorded when paid.

5
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Notes to Financial Statements

December 31, 2015 and 2014

(1)Summary of Significant Accounting Policies (Continued)

(h)Change in Accounting Policy

In May 2015, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2015-07, Fair Value Measurement (Topic 820): Disclosures for Investments in Certain Entities that Calculate Net
Asset Value per Share (or its Equivalent). The ASU removes the requirement to categorize within the fair value
hierarchy all investments for which fair value is measured using the net asset value per share practical expedient. The
ASU is effective for public business entities for fiscal years beginning after December 15, 2015, and all other entities
for fiscal years beginning after December 15, 2016, with early adoption permitted. The ASU is retrospectively
applied. The Plan has elected to early adopt the ASU.

In July 2015, the FASB issued ASU 2015-12, Plan Accounting: Defined Benefit Pension Plans (Topic 960), Defined
Contribution Pension Plans (Topic 962), Health and Welfare Benefit Plans (Topic 965): (Part I) Fully
Benefit-Responsive Investment Contracts, (Part II) Plan Investment Disclosures, (Part III) Measurement Date
Practical Expedient. Part I eliminates the requirements to measure the fair value of fully benefit-responsive
investment contracts and provide certain disclosures. Contract value is the only required measurement for fully
benefit-responsive investment contracts. Part II eliminates the requirements to disclose individual investments that
represent 5 percent or more of net assets available for benefits and the net appreciation or depreciation in fair value of
investments by general type. Part II also simplifies the level of disaggregation of investments that are measured at fair
value. Plans will continue to disaggregate investments that are measured at fair value by general type; however, plans
are no longer required to also disaggregate investments by nature, characteristics, and risks. Further, the disclosure of
information about fair value measurements should be provided by general type of plan asset. Part III is not applicable
to the Plan. The ASU is effective for fiscal years beginning after December 15, 2015, with early adoption permitted.
Parts I and II are to be applied retrospectively. The Plan has elected to early adopt Parts I and II.

(i)Subsequent Events
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There were no subsequent events requiring adjustment to the financial statements or disclosure through June 15, 2016,
the date that the Plan’s financial statements were issued.

(Continued)
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Notes to Financial Statements

December 31, 2015 and 2014

(2)Description of the Plan

The following description of the Plan provides only general information. Participants should refer to the Summary
Plan Description for more complete information.

(a)General

The Plan is a defined contribution plan, qualified under Section 401(a) of the Internal Revenue Code (IRC). The Plan
includes 401(k) provisions, which allow participants to direct the Company to contribute a portion of their
compensation to the Plan on a pretax and Roth basis through payroll deductions. The Plan is subject to the Employee
Retirement Income Security Act of 1974 (ERISA).

Company employees who have attained the age of 18 are eligible to participate in the Plan, subject to entry dates.
However, part-time, temporary, or seasonal employees (employees whose regularly scheduled service is less than
1,000 hours of service per computation period); leased employees; and reclassified employees are not entitled to
participate in the Plan.

(b)Funding Policy

Participants have the ability to contribute up to 50% of their monthly compensation on a pretax and Roth basis to the
Plan. Participant contributions are subject to the Internal Revenue Service (IRS) maximum annual limits of $18,000
and $17,500 during 2015 and 2014, respectively. The Company matches 25% of each participant’s contribution not in
excess of 8% of the participant’s annual salary. Participants over the age of 50 were allowed to contribute an additional
$6,000 and $5,500 as a “catch-up” contribution during 2015 and 2014, respectively, as allowed by current tax law.
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The Company may, in its sole discretion, contribute to the Plan an amount to be determined from year to year
(the Non-Elective Contribution). Such contributions would be allocated to the accounts of participants in the ratio that
each participant’s compensation for the plan year bears to the total compensation of all participants for the plan year.
There were no such contributions during 2015 or 2014.

New employees are automatically enrolled in the Plan on the first of the month following 30 days of employment
unless the employee elects not to participate (Automatic Enrollment Provision). Automatic contributions for these new
employees are initially deducted at a rate of 4% of the employee’s compensation and are increased in 1% increments
on January 1 of each year up to a maximum total contribution of 12%. The Company matches 25% of these automatic
contributions not in excess of 8% of the participant’s annual salary. The employee has the right at any time to decline
participation in the Plan or change the amount of the automatic contribution up to the maximum allowed 50% of their
monthly compensation.

The Plan allows for rollover contributions to be made to the Plan by eligible participants. These rollover contributions
are eligible distributions from other tax-qualified plans or individual retirement accounts or annuities that participants
elect to have invested in the Plan either by a direct rollover to the Plan or by a distribution followed by a contribution
within sixty days of receipt.

(Continued)
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Notes to Financial Statements

December 31, 2015 and 2014

(2)Description of the Plan (Continued)

(c)Participant Accounts

Each participant’s account is credited with the participant’s contribution and allocations of the Company’s contribution
and Plan earnings. Allocations are based on participant contributions or account balances, as defined. Participants may
elect to have their contributions invested in the funds listed in the Plan’s provisions as they choose and may generally
also transfer their balances daily among these funds.

(d)Vesting

Participants are immediately vested in their contributions and the actual earnings thereon.

Employer contributions are subject to a three-year cliff vesting.

Forfeited amounts totaled $5,387 and $8,418 for 2015 and 2014, respectively, which will be used to reduce future
employer match obligations or plan fees. Forfeitures of $9,173 and $26,333 were used to reduce current year employer
contributions for 2015 and 2014, respectively.

(e)Voting Rights
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Each participant is entitled to exercise voting rights attributable to the shares allocated to his or her account and is
notified by the trustee prior to the time that such rights are to be exercised. The trustee is not permitted to vote any
allocated share for which instructions have not been given by a participant. The trustee is required, however, to vote
any unallocated shares on behalf of the collective best interest of plan participants and beneficiaries.

(f)Notes Receivable from Participants

Participants may borrow from their fund accounts a minimum of $1,000 up to a maximum equal to the lesser of
$50,000 or 50% of their vested account balance. Loan terms range from 1 to 5 years, except loans used to purchase a
primary residence, which may have a term up to 15 years. All loans are secured by the balance in the participant’s
account and bear interest at a rate equal to the prime rate or prime rate plus 1%. Principal and interest payments must
be made monthly.
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Notes to Financial Statements

December 31, 2015 and 2014

(2)Description of the Plan (Continued)

(g)Risks and Uncertainties

The Plan invests in various investment securities. Investment securities are exposed to various risks, such as interest
rate, market, and credit risks. Due to the level of risk associated with certain investment securities, changes in the
values of investment securities will occur in the near term that could materially affect participants’ account balances
and the amounts reported in the statements of net assets available for benefits.

At December 31, 2015 and 2014, approximately 4% and 5% of the Plan’s net assets were invested in the common
stock of HMN Financial, Inc, respectively. The underlying value of the HMN Financial, Inc. common stock is entirely
dependent upon the performance of HMN Financial, Inc. and the market’s evaluation of such performance. It is at least
reasonably possible that changes in the fair value of HMN Financial, Inc. common stock in the near term could
materially affect participants’ account balances and the amounts reported in the statements of net assets available for
benefits and the statements of changes in net assets available for benefits.

(h)Distributions

Upon termination of employment for any reason, the vested portion of the participant’s account balance becomes fully
payable. Distributions are paid in cash in either one lump sum or under installments.

(i)Participating Employers
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The Company is a member of a controlled group of corporations as defined in Section 414(b) of the IRC. All members
of the controlled group participated in the Plan.

(j)Costs and Expenses

Asset management fees ranging between 9 and 137 basis points are assessed annually on average net asset values and
are deducted from the individual funds. In addition, accounting and administrative fees totaling $16,074 and $16,534
were paid in 2015 and 2014, respectively.

(3)Plan Termination

The Company, by action of its board of directors, may terminate the Plan. All participants at the time of such
termination shall be 100% vested in their account balances and shall be entitled to a benefit equal to the value of their
accounts as determined as of the valuation date following termination.

(Continued)
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Notes to Financial Statements

December 31, 2015 and 2014

(4)Fair Value Measurements

The framework for measuring fair value provides a fair value hierarchy that prioritizes the inputs to valuation
techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active
markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). Valuation
techniques maximize the use of relevant observable inputs and minimize the use of unobservable inputs. The three
levels of the fair value hierarchy under Topic 820 are described as follows:

Level 1Inputs to the valuation methodology are quoted prices (unadjusted) in active markets for identical assets or
liabilities that the Plan can access at the measurement date.

Level 2Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly or indirectly, such as:

a.Quoted prices for similar assets or liabilities in active markets

b.Quoted prices for identical or similar assets or liabilities in inactive markets

c.Inputs other than quoted prices that are observable for the asset or liability

d.Inputs that are derived principally from or corroborated by observable market date by correlation or other means.

Level 3Inputs that are unobservable inputs for the asset or liability.
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Valuation levels are not necessarily an indication of the risk associated with investing in those securities.

The following is a description of the valuation methodologies used for assets held and carried at fair value:

●Cash equivalents – Valued at stated value, which approximates fair value.

●

Stable value collective trust fund – A stable value fund that is composed primarily of fully benefit-responsive
investment contracts that is valued at the net asset value of units of the bank collective trust. The net asset value is
used as a practical expedient to estimate fair value. This practical expedient would not be used if it is determined to
be probable that the fund will sell the investment for an amount different from the reported net asset value.
Participant transactions (purchases and sales) may occur daily. If the Plan initiates a full redemption of the collective
trust, the issuer reserves the right to require 12 months’ notification in order to ensure that securities liquidations will
be carried out in an orderly business manner.

(Continued)
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Notes to Financial Statements

December 31, 2015 and 2014

(4)Fair Value Measurements (Continued)

●Common stock – Valued daily based on unadjusted quoted prices from national exchanges.

●Mutual funds – Valued daily based on unadjusted quoted prices from national exchanges and commonly used
third-party services.

The following tables set forth by level, within the fair value hierarchy, the Plan’s assets at fair value as of December
31, 2015 and 2014. Classification within the fair value hierarchy table is based on the lowest level of any input that is
significant to the fair value measurement.

December 31, 2015

Level 1 Level
2

Level
3 Total

Cash equivalents $20,482 — — $20,482
HMN Financial, Inc. common stock 616,250 — — 616,250
Mutual funds 12,837,188 — — 12,837,188
Total assets in the fair value hierarchy 13,473,920 — — 13,473,920
Investments measured at net asset value (a) — — — 977,684
Investments measured at fair value $13,473,920 — — $14,451,604

December 31, 2014

Level 1 Level
2

Level
3 Total

Cash equivalents $58,770 — — $58,770
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HMN Financial, Inc. common stock 699,199 — — 699,199
Mutual funds 12,587,608 — — 12,587,608
Total assets in the fair value hierarchy 13,345,577 — — 13,345,577
Investments measured at net asset value (a) — — — 1,059,021
Investments measured at fair value $13,345,577 — — $14,404,598

(a) In accordance with Subtopic 820-10, certain investments that were measured at net asset value per share (or its
equivalent) have not been classified in the fair value hierarchy. The fair value amounts presented in this table are
intended to permit reconciliation of the fair value hierarchy to the line items presented in the statement of net assets
available for benefits.

(Continued)
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Notes to Financial Statements

December 31, 2015 and 2014

(4)Fair Value Measurements (Continued)

For the years ended December 31, 2015 and 2014, the Plan held no assets in which significant unobservable inputs
(Level 3) were used in determining fair value. The Plan did not have any transfers between Levels 1 and 2 during the
periods.

The following table summarizes investments for which fair value is measured using the net asset value per share
practical expedient as of December 31, 2015 and 2014, respectively. There are not participant redemption restrictions
for these investments; the redemption notice period is applicable only to the Plan.

December 31,

2015
Fair Value

Unfunded

Commitments

Redemption

Frequency

(if Currently Eligible)

Redemption

Notice Period

Stable value

collective trust

fund

$977,684 n/a Daily 12 months

December 31, Fair Value Unfunded Redemption Redemption
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2014 Commitments Frequency

(if Currently Eligible)

Notice
Period

Stable value

collective trust

fund

$1,059,021 n/a Daily 12 months

(5)Income Tax Status

The Company adopted a Volume Submitter Profit Sharing Plan with CODA which received a favorable opinion letter
from the Internal Revenue Service on September 30, 2014, which stated that the Plan and related trust are designed in
accordance with applicable sections of the Internal Revenue Code (IRC). The Plan has been amended since relying on
the volume submitter opinion letter. However, the Plan administrator believes that the Plan is designed and is
currently being operated in compliance with the applicable requirements of the IRC.

U.S. generally accepted accounting principles require plan management to evaluate tax positions taken by the Plan
and recognize a tax liability (or asset) if the Plan has taken an uncertain position that more likely than not would not
be sustained upon examination by the IRS. The Plan is subject to routine audits by taxing jurisdictions; however, there
are currently no audits in progress for any tax periods. The plan administrator believes it is no longer subject to
income tax examinations for years prior to 2012.

(Continued)
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN

Notes to Financial Statements

December 31, 2015 and 2014

(6)Party in Interest Transactions

The Plan engages in investment transactions involving the acquisition or disposition of HMN Financial, Inc. common
stock. HMN Financial, Inc. is the holding company of Home Federal Savings Bank and is a party in interest. Also,
certain Plan investments are shares of mutual funds managed by TD Ameritrade. TD Ameritrade is the trustee of the
Plan as defined by the Summary Plan Document and is a party in interest. In addition, certain Plan investments are
shares of mutual funds managed by ABG. ABG is appointed as the third-party record-keeper of the Plan as defined by
the Summary Plan Document and is a party in interest. These transactions are covered by an exemption from the
“prohibited transactions” provisions of ERISA and the IRC.

(7)Reconciliation of Financial Statements to Form 5500

The following is a reconciliation of net assets available for benefits per the financial statements at December 31, 2015
and 2014 to Form 5500:

2015 2014
Net assets available for benefits per the financial statements $14,563,224 $14,567,410
Add:  Accrued expenses 7,678 3,836
Less:  Contributions receivable (12,311 ) (13,477 )
Stock transaction in process — (868 )
Net assets available for benefits per Form 5500 $14,558,591 $14,556,901

The following is a reconciliation of changes in net assets available for benefits per the financial statements for the
years ended December 31, 2015 and 2014 to Form 5500:

Edgar Filing: HMN FINANCIAL INC - Form 11-K

30



2015 2014
Change in net assets available for benefits per the financial statements $(4,186) $520,544
Stock transaction in process 868 (868 )
Adjustment to administrative expenses 3,842 (4,689 )
Adjustment to contributions 1,166 (2,051 )
Change in net assets available for benefits per Form 5500 $1,690 $512,936

(Continued)
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HOME FEDERAL SAVINGS BANK EMPLOYEES’
SAVINGS AND PROFIT SHARING PLAN
EIN # 41-0318319 Plan #002

Schedule H, Line 4i – Schedule of Assets (Held at End of Year)

December 31, 2015

Current
Identity of Issuer, Lessor or Similar Party Cost** value **
American Funds AMCAP Fund A $639,634
American Funds Europacific Fund A 1,486,991
American Funds Growth Fund A 927,581
Blackrock Bond Fund Class A 23,032
DFA Emerging Markets Value Fund 114,303
Dodge & Cox Stock Fund 1,296,457
Galliard/Wells Fargo Stable Value Fund M 977,684
JP Morgan Mid Cap Value Institutional Fund 232,818
JP Morgan Smart Retirement 2020 Select Fund 24,737
JP Morgan Smart Retirement 2025 Select Fund 104,605
JP Morgan Smart Retirement 2030 Select Fund 218,244
JP Morgan Smart Retirement 2035 Select Fund 178,170
JP Morgan Smart Retirement 2040 Select Fund 187,019
JP Morgan Smart Retirement 2045 Select Fund 70,145
JP Morgan Smart Retirement 2050 Select Fund 9,735
JP Morgan Smart Retirement 2055 Select Fund 10,529
PIMCO Commodities Plus Strategy Fund 98,626
PIMCO Global Bond Fund 70,269
PIMCO Total Return Fund 152,462
Royce Premier Fund 1,039,214
T. Rowe Price Mid Cap Growth Advisors Fund 860,204
Vanguard 500 Index Fund Admiral Shares 1,688,311
Vanguard Inflation Protected Securities Fund 44,127
Vanguard Mid Cap Index Fund Admiral Shares 1,058,232
Vanguard Small Cap Index Fund Admiral Shares 301,970
Vanguard Wellesley Fund 1,051,797
Voya Real Estate Fund Class A 135,283
Wells Fargo Government Securities Fund 812,693
Fidelity Government Daily Prime Money Market Account 4,829

*TD Bank USA Money Market Account 15,653
*HMN Financial, Inc. Common Stock 616,250

Total investments 14,451,604
Notes receivable from participants (3.25%) (maturing 2016 through 2023) - 108,278
Total assets $14,559,882

Edgar Filing: HMN FINANCIAL INC - Form 11-K

32



* Party in interest.

** Investments are participant directed and as such cost information is not
required.

See accompanying report of independent registered public accounting firm.
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SIGNATURES

The Plan. Pursuant to the requirements of the Securities Exchange Act of 1934, the trustees (or other persons who
administer the employee benefit plan) have duly caused this annual report to be signed on its behalf by the
undersigned hereunto duly authorized.

HOME FEDERAL SAVINGS BANK
EMPLOYEES' SAVINGS AND PROFIT SHARING PLAN

Date: June 15, 2016 By: /s/ Jon Eberle
Jon Eberle
Title:Principal Financial Officer,
Home Federal Savings Bank
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EXHIBIT INDEX

Exhibit
Number

23                      Consent of Independent Registered Public Accounting Firm – Cliftonlarsonallen, LLP
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