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ITEM 1. BUSINESS
Forward Looking Statements

This Annual Report on Form 10-K contains, and offeriodic reports and press releases of BankFiab@arporation may contain, forward-
looking statements within the meaning of Sectiok 21 the Securities Exchange Act of 1934, as amerithat involve significant risks and
uncertainties. We intend such forward-looking stegats to be covered by the safe harbor provision®fwardiooking statements contain

in the Private Securities Litigation Reform ActX#95, and are including this statement for purpoésvoking these safe harbor provisions.
These forward-looking statements, which are basetkotain assumptions and describe our future piiretegies and expectations, are
generally identifiable by use of the words “beligvVexpect,” “intend,” “anticipate,” “estimate,” “mject,” “plan,” or similar expressions. Our
ability to predict results or the actual effecfufure plans or strategies is inherently unceréaid actual results may differ from those
predicted. We undertake no obligation to updatedgHerward-looking statements in the future. Factbat could have a material adverse
effect on operations and could affect managemenitl®ok or our future prospects include, but artlingited to: higher than expected
overhead, infrastructure and compliance costs,gd®in market interest rates, a flattening or igier of the yield curve, less than anticipe
balance sheet growth, lack of demand for loan ptsdwnanticipated changes in secondary mortgagkeieonditions, deposit flows,

pricing, underwriting and other forms of competiti@dverse federal or state legislative or regyadevelopments, monetary and fiscal
policies of the U.S. Government, including policedghe U.S. Treasury and Federal Reserve Boatdrideating economic conditions that
could result in increased delinquencies in our lparifolio, the quality or composition of our loaninvestment portfolios, demand for
financial services and multi-family, commercial amdidential real estate loans in our market aheapossible short-term dilutive effect of
potential acquisitions or de novo branches, if amanges in accounting principles, policies andlglines, and future adverse developments
concerning Freddie Mac or the Federal Home LoarkBdrChicago. These risks and uncertainties shbaldonsidered in evaluating forward-
looking statements and undue reliance should nptdsed on such statements. We do not undertakelaigation to update any forward-
looking statement to reflect circumstances and &vidrat occur after the date on which the forwaaking statement was made.

BankFinancial Corporation

BankFinancial Corporation, a Maryland corporati@atiquartered in Burr Ridge, Illinois, became the@emof all of the issued and
outstanding capital stock of BankFinancial, F.§tBe “Bank”) on June 23, 2005, when we consummatptin of conversion and
reorganization that the Bank and its predecesddirtgpcompanies, BankFinancial MHC, Inc. (“BankRie&l MHC”) and BankFinancial
Corporation, a federal corporation, adopted on Aug@b, 2004. BankFinancial Corporation, the Marglanrporation, was organized in 2004
to facilitate the mutual-to-stock conversion andécome the holding company for the Bank upondtagetion.

As part of the mutual-tetock conversion, BankFinancial Corporation, theyéand corporation, sold 24,466,250 shares of comstock in ¢
subscription offering for $10.00 per share. Theasafe corporate existences of BankFinancial MHCBamkFinancial Corporation, the
federal corporation, ceased upon the completigdghefmutual-to-stock conversion. For a further désgon of the mutual-to-stock conversion,
see our Prospectus as filed on April 29, 2005 withSecurities and Exchange Commission (“SEC”)ymamsto Rule 424(b)(3) of the Rules
and Regulations of the Securities Act of 1933 (KNilenber 333-119217).

BankFinancial Corporation, the Maryland corporatidid not engage in any business prior to the cetigpi of the mutual-to-stock
conversion on June 23, 2005. Consequently, thisuaAhReport on Form 10-K reflects the financial dtind and operating results of
BankFinancial MHC and BankFinancial Corporatiorg federal corporation, and their subsidiaries uditig the Bank, until June 23, 2005,
and of BankFinancial Corporation, the Maryland cogtion, and its subsidiaries, including the Bahkreafter. The words “Company,” “we”
and “our” thus are intended to refer to BankFinahtHC, BankFinancial Corporation, the federal agiion, and their subsidiaries with
respect to matters and time periods occurring drefore June 23, 2005, and to BankFinancial Cotmrathe Maryland corporation, and its
subsidiaries, with respect to matters and timeoglsroccurring thereafter.
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We manage our operations as one unit, and thustdoave separate operating segments. Our chiehtipgdecision-makers use
consolidated results to make operating and stratigisions.

BankFinancial, F.S.B.

The Bank is a full-service, community-oriented sa@a bank principally engaged in the business ofraenial, family and personal banking,
and offers our customers a broad range of loamsie@nd other financial products and servicesuph 18 full-service banking offices
located in Cook, DuPage, Lake and Will Countid®dis, and through our Internet Branch, www.bankficial.com

The Bank’s primary business is making loans aneétitg deposits. The Bank also offers our custoraesariety of financial products and
services that are related or ancillary to loansaanbsits, including cash management, merchanepsitg, funds transfers, bill payment and
other online banking transactions, automated tellachines, safe deposit boxes, wealth managenmehgjeneral insurance agency and title
insurance services.

The Bank’s primary lending area consists of thenties where our branch offices are located, andigous counties in the States of lllinois
and Indiana. We derive substantially all of ourerewes from these geographic areas. The Bank’s primarket for deposits is currently
concentrated around the areas where our full-sehaénking offices are located.

The Bank was organized in 1924, and was operatadraslitional savings bank until 2000, when welengented a strategy to transform the
Bank into a multi-faceted financial institution Wwia diversified balance sheet, enhanced capabilitiieommercial banking products and
services, an expanded geographic presence in tisagohmetropolitan area, and managerial and teolgieal resources and an infrastructure
capable of supporting future growth. In furtherantéhis strategy, we have actively sought to cleatig composition of our loans and
deposits, expand our multi-family and commercial estate lending activities, and implement addalaccommercial lending and leasing
capabilities and product lines. We also acquireck8sis Bancshares, Inc. and its subsidiary, Sudtsssnal Bank in 2001, and University
National Bank in Chica¢'s Hyde Park community on April 5, 2006. See Acdgios.

Lending Activities

Our loan portfolio consists primarily of investmemrtd business loans (multi-family, nonresidengall estate, commercial, construction and
land loans, and commercial leases), which repre&®686 of our loan portfolio. At December 31, 208897.1 million, or 22.2%, of our total
loan portfolio consisted of multi-family mortgagsahs; $320.7 million, or 24.0%, of our total loasrtfolio consisted of nonresidential real
estate loans; $89.3 million, or 6.7%, of our tdtan portfolio consisted of commercial loans; $23illion, or 10.4%, of our total loan
portfolio consisted of commercial leases; $85.4iam| or 6.4%, of our total loan portfolio considtef construction and land loans; and
$397.5 million, or 29.7%, of our total loan portfotonsisted of one- to four-family residential tgarge loans, including home equity loans
and lines of credit and other second mortgage loans

Deposit Activities

Our deposit accounts consist principally of saviagsounts, NOW accounts, checking accounts, moraitehaccounts, certificates of
deposit and IRAs and other qualified plan accolws.provide commercial checking accounts and rélagevices, such as merchant
processing and cash management. We also providedetwchecking account services for low and moddratome customers. We rely on
our favorable locations, customer service, comipetjtricing, our Internet Branch and related dejpssivices such as cash management to
attract and retain deposit accounts.

At December 31, 2006, our deposits totaled $1.10rb Interest-bearing deposits totaled $995.8iom and noninterest-bearing demand
deposits totaled $134.1 million, which includedZgillion in internal checking accounts such askoeashier checks and money orders, and
$11.2 million in title insurance escrow funds. $@m&, money market and NOW deposits totaled $65@li@m and certificates of deposit
totaled $345.5 million, of which $281.1 million hathturities of one year or less.
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Related Products and Services

The Bank’s Wealth Management Group provides investrfinancial planning and other wealth managersentices to our customers
through arrangements with a third party broker-gle@lhe Bank’s wholly-owned subsidiary, Financiais@irance Services, Inc., sells life
insurance, fixed annuities, property and casuaklyuiiance and other insurance products on an adgescy, and also offers title insurance and
titte agency services through its Financial Titengces Division. During the year ended Decembe2BD6, Financial Assurance Services
reported net income of $381,000, and had 16 empkyEhe Bank’s other wholly owned subsidiary, BE&dRecovery Corporation, is in the
business of holding title to certain Bank-owned estiate, and had no net income or loss for the geded December 31, 2006.

Acquisition

On April 5, 2006, the Company completed its acdjoisiof University National Bank, a privately hesddmmunity bank with approximately
$113 million in assets and $104 million in depqsatsd two banking offices in the Hyde Park commwimitChicago, lllinois, for
approximately $24 million in cash pursuant to therts of a Stock Purchase Agreement with UniveBagcorporation dated November 29,
2005. Immediately upon the completion of the stpgkchase, University National Bank was merged th&éoBank. The acquisition, which
was accounted for under the purchase method ofiatiog, resulted in goodwill of $11.7 million and ather intangible of $3.3 million. The
transaction was treated, for federal and statenectax purposes, as a purchase of University NaltBank’s assets pursuant to applicable
provisions of the Internal Revenue Code, makinggithedwill and core deposit intangible arising frtma transaction tax-deductible over a
period of 15 years. University National Bank’s réswof operations have been included in the Comjsamgults of operations only since the
effective date of the acquisition.

Website and Stockholder Information

The website for the Company and the Bank is locatedww.bankfinancial.comInformation on this website does not constituag pf this
Form 10-K.

The Company makes available, free of charge, itmFA®-K, its quarterly reports on Form 10-Q, itsreut reports on Form 8-K and
amendments to such reports filed or furnished @mmsto Section 13(a) or 15(d) of the SecuritiesHaxge Act of 1934, as amended (the
“Exchange Act”), as soon as reasonably practicafiér such forms are filed with or furnished to 8&C. Copies of these documents are
available to stockholders at BankFinancial’'s Inggrsite, www.bankfinancial.conmder Stockholder Information and at the SEC’srhee

site, www.sec.gov

Competition

We face significant competition in both originatilogins and attracting deposits. The Chicago melitapcarea and the counties in which we
operate have a high concentration of financiaitutsdns, many of which are significantly largesiitutions and have greater financial
resources than we have, and many of which areampetitors to varying degrees. Our competitionldans comes principally from
commercial banks, savings banks, mortgage bankingpanies, credit unions, leasing companies, inggranmpanies, real estate conduits
and other companies that provide financial serviodsusinesses and individuals. Our most directptition for deposits has historically
come from commercial banks, savings banks andtaredins. We face additional competition for deppfiom non-depository competitors
such as the mutual fund industry, securities anétdrage firms and insurance companies.

We seek to meet this competition by emphasizinggelized banking and local decision-making. Speadlf/, we promote and maintain
relationships and build customer loyalty withindbcommunities by emphasizing decentralized redioremagement and by focusing our
marketing and community involvement on the specifieds of individual neighborhoods. In addition, fwem time to time, seek to meet
competition for loans by offering our current amdgpective borrowers preferred rates and termseposit products for new lending busin
We do not rely on any individual, group, or enfity a material portion of our deposits.
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Employees

At December 31, 2006, we had 420 full-time empleyaed 32 part-time employees. The employees anepsented by a collective
bargaining unit and we consider our relationshihwur employees to be good.

Supervision And Regulation
General

As a federally chartered savings bank, the Bam&gsilated and supervised by the Office of Thrifp&wision (“OTS") and the Federal
Deposit Insurance Corporation (“FDIC"). This redgida and supervision establishes a comprehensaredwork of activities in which a
financial institution may engage, and is intendacharily for the protection of the FDIC'’s deposisurance funds and depositors. Under this
system of federal regulation, financial instituticare periodically examined to ensure that thegfgaapplicable standards with respect to 1
capital adequacy, assets, management, earningglifigand sensitivity to market interest ratestekfcompleting an examination, the primary
federal regulator of the institution critiques firencial institution’s operations in a report ofaenination and assigns its rating (known as an
institution’s CAMELS rating). Under federal law, arstitution may not disclose its CAMELS ratingthe public.

The Bank is a member of, and owns stock in, theefe@dHome Loan Bank of Chicago (“FHLBC" or “FHLB'\hich is one of the 12 regior
banks in the Federal Home Loan Bank System. Thé& Bkso is regulated to a lesser extent by the Bo&f@overnors of the Federal Reserve
System with regard to reserves it must maintainnsgaeposits and other matters. The OTS examireBank and prepares reports for the
consideration of its Board of Directors on any iifeed operating deficiencies. The Bank’s relatibipswith its depositors and borrowers also
is regulated to a great extent by both federalsaat laws, especially in matters concerning theesship of deposit accounts and the form
and content of the Bank’s loan documents.

There can be no assurance that laws, rules anthtems will not change in the future, which coahdike compliance more difficult or
expensive or otherwise adversely affect our busirfesancial condition, results of operations asgpects. Any change in these laws or
regulations, or in regulatory policy, whether bg #DIC, the OTS, the Board of Governors of the Fadeeserve System or Congress, could
have a material adverse impact on the CompanyBdiné& and their respective operations.

Federal Banking Regulation

Business ActivitiesA federal savings bank derives its lending and stivent powers from the Home Owners’ Loan Act, asraded, and the
regulations of the OTS. Under these laws and réiguls, the Bank may invest in mortgage loans sechyeresidential and nonresidential real
estate, commercial business and consumer loarigjircgmpes of securities and certain other loamsassets. The Bank also may establish
subsidiaries that may engage in activities notmirse permissible for the Bank directly, includirepl estate investment and insurance ag
activities.

Capital RequirementsThe regulations of the OTS require savings banksdet three minimum capital standards: a rati@ogible capital t
adjusted total assets of 1.5%, a ratio of Tieratgkcapital to adjusted total assets of 4.0% (Bf4rfstitutions receiving the highest rating on
the CAMELS rating system), and a ratio of totalitao total risk-adjusted assets of 8.0%. Theygwbcorrective action standards discussed
below, in effect, establish a minimum 2% tangikdgital standard.

The risk-based capital standard for savings bagdgires the maintenance of Tier 1, or core capitad, total capital (which is defined as core
capital and supplementary capital) to risk-weigtdassdets of at least 4% and 8%, respectively. larghing the amount of risk-weighted
assets, all assets, including certain off-balaheesassets, are multiplied by a risk-weight factd% to 100%, assigned by the OTS capital
regulation based on the risks inherent in the tfpesset. Core capital is defined as common stddkhs equity (including retained earning
certain noncumulative perpetual preferred stockratated surplus and minority interests in equigaants of consolidated subsidiaries, less
intangibles other than certain mortgage servicights and credit card relationships.
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The components of supplementary capital currenttjude cumulative perpetual preferred stock, lergatpreferred stock, mandatory
convertible securities, subordinated debt and imégliate-term preferred stock, allowance for loath lease losses up to a maximum of 1.25%
of risk-weighted assets and up to 45% of net urredlgains on available-for-sale equity securitih readily determinable fair market
values. Overall, the amount of supplementary chipitduded as part of total capital cannot exce@d% of core capital.

At December 31, 2006, the Bank’s capital exceedezpplicable requirements.

Loans to One BorrowerA federal savings bank generally may not make a twaextend credit to a single or related grouparfowers in
excess of 15% of unimpaired capital and surplusadditional amount may be loaned, equal to 10%nohpaired capital and surplus, if the
loan is secured by readily marketable collateriictv generally does not include real estate. ABexfember 31, 2006, the Bank was in
compliance with the loans-to-one-borrower limitago

Qualified Thrift Lender TestAs a federal savings bank, the Bank is subjectqoadified thrift lender, or “QTL,test. Under the QTL test, t
Bank must maintain at least 65% of its “portfolgsats” in “qualified thrift investments” in at l¢éagne months of the most recent 12-month
period. “Portfolio assets” generally means totakds of a savings institution, less the sum ofifipddiquid assets up to 20% of total assets,
goodwill and other intangible assets, and the vafygoperty used in the conduct of the savingkisaousiness.

“Quialified thrift investments” include various typef loans made for residential and housing purpdagestments related to those purposes,
including certain mortgage-backed and related $esirand loans for personal, family, household e@rtain other purposes up to a limit of
20% of portfolio assets. “Qualified thrift investnte” also include 100% of an institution’s credird loans, education loans and small
business loans. The Bank also may satisfy the @$t.lty qualifying as a “domestic building and l@essociation” as defined in the Internal
Revenue Code of 1986. At December 31, 2006, thd& Baintained approximately 71.19% of its portfadissets in qualified thrift
investments, and as of that date, satisfied the @$L A savings bank that fails the QTL test naitster convert to a bank charter or operate
under specified restrictions, including limits omgth, branching, new investment, FHLB advancesdividlends. The OTS order approving
our mutual-to-stock conversion requires us to na@inour federal savings bank charter until at [dase 23, 2008.

Capital Distributions.The regulations of the OTS govern capital distiiing by a federal savings bank, which include ahigitlends, stock
repurchases and other transactions charged tagtigition’s capital account. A savings bank milstdn application for approval of a capital
distribution if:

» the total capital distributions for the applicabddendar year exceed the sum of the savings baekisicome for that year to date
plus the savings ba’s retained net income for the preceding two ye

» the savings bank would not be at least adequasglifatized following the distributior
» the distribution would violate any applicable statuegulation, agreement or C-imposed condition; ¢
» the savings bank is not eligible for expeditedttremnt of its filings.

Even if an application is not otherwise requirecerg savings bank that is a subsidiary of a holdiagpany must still file a notice with the
OTS at least 30 days before the board of directectares a dividend or approves a capital disfiobut

The OTS may disapprove a notice or application if:
» the savings bank would be undercapitalized follgatime distribution
» the proposed capital distribution raises safetysmchdness concerns;
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» the capital distribution would violate a prohibiticontained in any statute, regulation or agreen
Liquidity. A federal savings bank is required to maintainficdant amount of liquid assets to ensure its safd sound operation.

Community Reinvestment Act and Fair Lending Lawall savings banks have a responsibility under tieen@unity Reinvestment Act and
related regulations of the OTS to help meet thditreeeds of their communities, including low anddarate income neighborhoods. In
connection with its examination of a federal sasibgnk, the OTS is required to assess the savargssrecord of compliance with the
Community Reinvestment Act. In addition, the Eq@e¢dit Opportunity Act and the Fair Housing Act pitait lenders from discriminating in
their lending practices on the basis of charadtesispecified in those statutes. A savings bafdilare to comply with the provisions of the
Community Reinvestment Act could, at a minimumutem regulatory restrictions on its activitieshd failure to comply with the Equal
Credit Opportunity Act and the Fair Housing Act lwbtesult in enforcement actions by the OTS, ad asebther federal regulatory agencies
and the Department of Justice. The Bank receiveé®atstanding” Community Reinvestment Act ratingt&imost recent OTS examination
in 2005.

Privacy StandardsFinancial institutions are subject to regulatiompliementing the privacy protection provisions & tramm-LeaclBliley
Act. These regulations require the Bank to discltsprivacy policy, including identifying with whno it shares “nonpublic personal
information,” to customers at the time of estahlighthe customer relationship and annually theegafh addition, the Bank is required to
provide its customers with the ability to “opt-owtf’ having the Bank share their nonpublic persamfarmation with unaffiliated third parties
before it can disclose such information, subjeaedain exceptions. The implementation of thegeletions did not have a material adverse
effect on the Bank. The Gramm-Leach-Bliley Act addlows each state to enact legislation that issnpootective of consumers’ personal
information.

The OTS and other federal banking agencies havetad@uidelines establishing standards for safefjugucustomer information to
implement certain provisions of the Gramm-LeacHeBliAct. The guidelines describe the agencies’ etgimns for the creation,
implementation and maintenance of an informatiausty program, which would include administratitechnical and physical safeguards
appropriate to the size and complexity of a finahiristitution and the nature and scope of itsvétt#s. The standards set forth in the
guidelines are intended to ensure the securitycanfildentiality of customer records and informatitmprotect against any anticipated threats
or hazards to the security or integrity of suctords, and to protect against unauthorized accesisuse of such records or other information
that could result in substantial harm or inconveoeto any customer. The Bank has implemented tngdelines, and such implementation
did not have a material adverse effect on our djpers

Transactions with Related Parties federal savings bank’s authority to engage ingeations with its “affiliates” is limited by OTS
regulations and by Sections 23A and 23B of the Fdeserve Act and its implementing RegulationTie term “affiliates” for these
purposes generally means any company that comragsunder common control with an insured depogitastitution, although subsidiaries
of federal savings banks are generally not consitiaffiliates for the purposes of Sections 23A 8

and 23B of the Federal Reserve Act. The Compaay @ffiliates of the Bank. In general, transactiaith affiliates must be on terms that are
as favorable to the savings bank as comparablsactions with non-affiliates. In addition, certaypes of these transactions are restricted to
an aggregate percentage of the savings bank’satapdllateral in specified amounts must usuallpbavided by affiliates in order to receive
loans from the savings bank. OTS regulations atehipit a savings bank from lending to any of ifiliates that are engaged in activities that
are not permissible for bank holding companies,famt purchasing the securities of any affiliatthes than a subsidiary.

The Banks authority to extend credit to its directors, exae officers and 10% stockholders, as well asrttties controlled by such perso

is currently governed by the requirements of Sesti®2(g) and 22(h) of the Federal Reserve Act aaguRtion O of the Federal Reserve
Board. Among other things, these provisions redthat extensions of credit to insiders be madesamg that are substantially the same as,
and follow credit underwriting procedures that ao¢ less stringent than, those prevailing for corapk transactions with unaffiliated pers
and that do not involve more than the normal riskepayment or present other unfavorable feataed,not exceed certain limitations on the
amount of credit extended to such persons, indallgand in the aggregate, which limits
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are based, in part, on the amount of the Bank’g&alapn addition, extensions of credit in exce$sertain limits must be approved by the
Bank’s Board of Directors. The Bank does not exteradlit to its directors and executive officers.

Enforcement.The OTS has primary enforcement responsibility dederal savings institutions, and has the authaoibring enforcement
action against the Bank and all “institution-a#tted parties,” including stockholders, attorneygraisers and accountants who knowingly or
recklessly participate in wrongful action likely have an adverse effect on an insured institutfonmal enforcement action may range from
the issuance of a capital directive or cease arttderder to removal of officers and/or directofshe institution, receivership,
conservatorship or the termination of deposit iaaae. Civil monetary penalties cover a wide rarfggadations and actions, and range up to
$25,000 per day, unless a finding of reckless demet is made, in which case penalties may be dsasgl million per day. The FDIC also
has the authority to recommend to the Directohef®@TS that enforcement action be taken with rddpex particular savings institution. If
action is not taken by the Director, the FDIC hatharity to take action under specified circumstsc

Standards for Safety and Soundne:Federal law requires each federal banking agenpyescribe certain standards for all insured depiy
institutions. These standards relate to, among ditfiegs, internal controls, information systems andit systems, loan documentation, credit
underwriting, interest rate risk exposure, assevgt, compensation and other operational and maizgéandards as the agency deems
appropriate. The federal banking agencies adopiteddgency Guidelines Prescribing Standards foet@aind Soundness to implement the
safety and soundness standards required underféaler The guidelines set forth the safety anchsloess standards that the federal banking
agencies use to identify and address problemsatad depository institutions before capital becom@aired. The guidelines address
internal controls and information systems, inteanadit systems, credit underwriting, loan documiémna interest rate risk exposure, asset
growth, compensation, fees and benefits. If the@mate federal banking agency determines thatstitution fails to meet any standard
prescribed by the guidelines, the agency may redb# institution to submit to the agency an aa@ptplan to achieve compliance with the
standard.

Prompt Corrective Action Regulatior. Under the prompt corrective action regulations,@TeS is required and authorized to take
supervisory actions against undercapitalized saviragnks. For this purpose, a savings bank is placede of the following five categories
based on the savings bank’s capital:

» well-capitalized (at least 5% leverage capital, 6%ligsk-based capital and 10% total 1-based capital’

» adequately capitalized (at least 4% leverage dagiatier 1 risl-based capital and 8% total r-based capital]

» undercapitalized (less than 3% leverage capitaltidfd risl-based capital or 8% total r-based capital

» significantly undercapitalized (less than 3% legeraapital, 3% tier 1 ri-based capital or 6% total r-based capital); ar

» critically undercapitalized (less than 2% tangitdgpital).
Generally, the banking regulator is required tocapipa receiver or conservator for a savings baak is “critically undercapitalized.” The
regulation also provides that a capital restorafilam must be filed with the OTS within 45 daydiué date a bank receives notice that it is
“undercapitalized,” “significantly undercapitaliZedr “critically undercapitalized.” In addition, muerous mandatory supervisory actions
become immediately applicable to the savings bemtk,)ding, but not limited to, restrictions on gritwinvestment activities, capital

distributions and affiliate transactions. The OT&yrmalso take any one of a number of discretionapgsrisory actions against
undercapitalized savings banks, including the isseaf a capital directive and the replacemeneanfas executive officers and directors.
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At December 31, 2006, the Bank met the criterigbfeing considered “well-capitalized.”

Insurance of Deposit AccountDeposit accounts in the Bank are insured by theoBignsurance Fund (“DIF”) of the FDIC (effective
March 31, 2006, the FDIC merged the Bank Insurd&noel and the Savings Insurance Fund into a singl&ance fund, the DIF), generally
up to a maximum of $100,000 per separately insdegmbsitor and up to a maximum of $250,000 for deteted retirement accounts. The
Bank’s deposits, therefore, are subject to FDICod#pnsurance assessments. The FDIC has adopigldtaased system for determining
deposit insurance assessments. The FDIC is autiioidgzraise the assessment rates as necessarintaimthe required ratio of reserves to
insured deposits of 1.25%. In addition, all FDIGtined institutions must pay assessments to the BD#B annual rate of approximately
0.0122% of insured deposits to fund interest paymen bonds maturing in 2017 that were issued fiegaral agency to recapitalize the
predecessor to the Savings Association Insurancd.Fu

On February 15, 2006, federal legislation to reféenteral deposit insurance was signed into laws Tdw requires, among other things, the
merger of the Savings Association Insurance Fumldtia@ Bank Insurance Fund into a unified insuradegosit fund, an increase in the
amount of federal deposit insurance coverage gerately insured deposits (with a cost of livinguatinent to become effective in five
years), and the reserve ratio to be modified twigeofor a range between 1.15% and 1.50% of esticdhistsured deposit

On November 2, 2006, the Federal Deposit Insur@ureoration adopted final regulations that assessrance premiums based on risk. As a
result, the new regulation will enable the Fed®mposit Insurance Corporation to more closely éiehefinancial institution’s deposit
insurance premiums to the risk it poses to the siéptsurance fund. Under the new risk-based assa#ssystem, which becomes effective in
the beginning of 2007, the Federal Deposit Insugdbarporation will evaluate the risk of each finahstitution based on its supervisory
rating, its financial ratios, and its loigrm debt issuer rating. The new rates for nedrlgfahe financial institution industry will varpetweet
five and seven cents for every $100 of domestiosiémn We received a notification from the FDIC@atober 16, 2006, that our one-time
assessment credit was $1.8 million. At the same,tthe Federal Deposit Insurance Corporation alsptad final regulations designating the
reserve ratio for the deposit insurance fund dugi®g7 at 1.25% of estimated insured deposits.

Prohibitions Against Tying Arrangement. Federal savings banks are prohibited, subjectritesexceptions, from extending credit to or
offering any other service, or fixing or varyingethonsideration for such extension of credit oviser on the condition that the customer
obtain some additional service from the institutarits affiliates or not obtain services of a catifor of the institution.

Federal Home Loan Bank Systerithe Bank is a member of the Federal Home Loan Esygitem, which consists of 12 regional Federal
Home Loan Banks. The Federal Home Loan Bank Syptewides a central credit facility primarily for mder institutions. As a member of
the FHLBC, the Bank is required to acquire and hstldres of capital stock in the FHLBC in an amainéast equal to 1% of the aggregate
principal amount of its unpaid residential mortgémgns and similar obligations at the beginningath year, or 1/20 of its borrowings from
the FHLBC, whichever is greater. As of DecemberZf)6, the Bank was in compliance with this requieat.

Federal Reserve System

Federal Reserve Board regulations require saviagksto maintain noninterest-earning reserves ag#inrir transaction accounts, such as
negotiable order of withdrawal and regular checkingounts. At December 31, 2006, the Bank wasimptiance with these reserve
requirements. The balances maintained to meeet®erve requirements imposed by the Federal ReBeam may be used to satisfy liquic
requirements imposed by the OTS.
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The USA PATRIOT Act and the Bank Secrecy Act

The USA PATRIOT Act and the Bank Secrecy Act regdinancial institutions to develop programs toedétand report money-laundering
and terrorist activities, as well as suspiciousvdids. The USA PATRIOT Act also gives the fedegalvernment new powers to address
terrorist threats through enhanced domestic sgameiasures, expanded surveillance powers, increaf®thation sharing and broadened
anti-money laundering requirements. The federal ban&gencies are required to take into consideratiereffectiveness of controls desigi
to combat money-laundering activities in deterngnivhether to approve a merger or other acquisajmplication of a member institution.
Accordingly, if we engage in a merger or other asitjon, our controls designed to combat money tharimg would be considered as part of
the application process. In addition, non-compléawith these laws and regulations could resuliriad, penalties and other enforcement
measures. We have developed policies and continaegment procedures and systems designed to cavithlyhese laws and regulations.

Holding Company Regulation

The Company is a unitary savings and loan holdemmany, subject to regulation and supervision By@f'S. The OTS has enforcement
authority over the Company and its non-savingstingin subsidiaries. Among other things, this auity permits the OTS to restrict or
prohibit activities that are determined to be & testhe Bank.

Under prior law, a unitary savings and loan holdiognpany generally had no regulatory restrictiomshe types of business activities in
which it could engage, provided that its subsideayings bank was a qualified thrift lender. Thai®m-Leach-Bliley Act of 1999, however,
restricts the activities of unitary savings andhld@lding companies not existing on, or applieddefore, May 4, 1999 to those permissible
for financial holding companies or for multiple s&ys and loan holding companies. The Company isargandfathered unitary savings and
loan holding company, and therefore is limitedhe &ctivities permissible for financial holding coamies or for multiple savings and loan
holding companies. A financial holding company nesigage in activities that are financial in natimeluding underwriting equity securities
and insurance, incidental to financial activitiescomplementary to a financial activity. A multiggavings and loan holding company is
generally limited to activities permissible for tkamolding companies under Section 4(c)(8) of thalBdolding Company Act, subject to the
prior approval of the OTS, and certain additiorahaties authorized by OTS regulations.

Federal law prohibits a savings and loan holdinggany, directly or indirectly, or through one ormasubsidiaries, from acquiring control
another savings institution or holding company ¢oérwithout prior written approval of the OTSalso prohibits the acquisition or retention
of, with specified exceptions, more than 5% oféleity securities of a company engaged in activiti@at are not closely related to bankin
financial in nature or acquiring or retaining catof an institution that is not federally insuréd.evaluating applications by holding
companies to acquire savings institutions, the @St consider the financial and managerial resauasiod future prospects of the savings
institution involved, the effect of the acquisition the risk to the insurance fund, the conveniemzeneeds of the community and compet
factors.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 was enacted in respto public concerns regarding corporate accbilityan connection with certain
accounting scandals. The stated goals of the Saesb@rley Act are to increase corporate responsiptlh provide for enhanced penalties for
accounting and auditing improprieties at publichdied companies, and to protect investors by inmipgothe accuracy and reliability of
corporate disclosures pursuant to the securitigs.ldhe Sarbanes-Oxley Act generally applies te@thpanies that file or are required to file
periodic reports with the Securities and Exchangmf@ission, under the Securities Exchange Act o193

The Sarbanes-Oxley Act includes specific additiahistlosure requirements, requires the SecuritidsExchange Commission and national
securities exchanges to adopt extensive additiisalosure, corporate governance and other refated, and mandates further studies of
certain issues by the Securities and Exchange Cssioni. The Sarbanes-Oxley Act represents signifieaeral involvement in matters
traditionally left to state regulatory systems,tsas the regulation of the accounting professiad,ta state corporate law, such as the
relationship between a board of directors and mamagt and between a board of directors and its dttees.
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Federal Securities Laws

The Company’s common stock is registered with theuBties and Exchange Commission under the Sexsifixchange Act of 1934, as
amended. the Company is subject to the informapiooxy solicitation, insider trading restrictionsdaother requirements of the Securities
Exchange Act of 1934.

The registration under the Securities Act of 1988hares of common stock issued in the offeringsdus cover the resale of those shares.
Shares of common stock purchased by persons whwagdfiliates of the Company may be resold with@gistration. Shares purchased by
an affiliate of the Company will be subject to tlesale restrictions of Rule 144 under the Secsriiet of 1933. If the Company meets the
current public information reporting requirementsRaile 144 under the Securities Act of 1933, edfiliade of the Company that complies
with the other conditions of Rule 144, includinggle that require the affiliate’s sale to be aggedjavith those of other persons, would be
able to sell in the public market, without regittya, a number of shares not to exceed, in anyethtenth period, the greater of 1% of the
outstanding shares of the Company or the averag&lyveolume of trading in the shares during thecpdéng four calendar weeks. In the
future, the Company may permit affiliates to haweirt shares registered for sale under the Secu#iie of 1933.

Taxation

Federal Taxation.The Company and the Bank are subject to federahilectaxation in the same general manner as othpgormdions, with
some exceptions discussed below. The followingudision of federal taxation is intended only to swarime material federal income tax
matters and is not a comprehensive descriptiohefdx rules applicable to the Company and the Bank

Method of Accounting. For federal income tax purposes, the Company ctlyregports its income and expenses on the acone#thod of
accounting and uses a tax year ending Decembeanr3ilifig its consolidated federal income tax resirThe Small Business Protection Ac
1996 eliminated the use of the reserve method adwatting for bad debt reserves by savings institgj effective for taxable years beginning
after 1995.

Bad Debt ReservePrior to the Small Business Protection Act of 198&, Bank was permitted to establish a reserveddrdebts for tax
purposes and to make annual additions to the res€hese additions could, within specified formlirats, be deducted in arriving at the
Bank’s taxable income. As a result of the SmalliBess Protection Act of 1996, the Bank must usesgiezific charge off method in
computing its bad debt deduction for tax purposes.

Taxable Distributions and Recaptur@rior to the Small Business Protection Act of 1994d debt reserves created prior to 1988 were st
to recapture into taxable income if the Bank faileaneet certain thrift asset and definition te$tee Small Business Protection Act of 1996
eliminated these thrift-related recapture ruleswkleer, under current law, pre-1988 reserves resatject to tax recapture should the Bank
make certain distributions from its tax bad deserge or cease to maintain a financial institutibarter. At December 31, 2006, the Bank’s
total federal pre-1988 reserve was approximateflyy$illion. This reserve reflects the cumulatiVieets of federal tax deductions by the
Bank for which no federal income tax provision bagn made.

Alternative Minimum Tax.The Internal Revenue Code of 1986, as amended siespan alternative minimum tax at a rate of 20% base ¢
regular taxable income plus certain tax preferenedsrred to as “alternative minimum taxable ineohThe alternative minimum tax is
payable to the extent alternative minimum taxabt®ime is in excess of an exemption amount. Netabiperlosses can, in general, offset no
more than 90% of alternative minimum taxable inco@ertain payments of alternative minimum tax mayubed as credits against regular
tax liabilities in future years. At December 31080the Company had an alternative minimum taxitoegryforward of approximately
$900,000.

Net Loss CarryoversA financial institution may carry back net operagtiosses to the preceding two taxable years (fagryfor losses
incurred in 2001 and 2002) and forward to the sediey 20 taxable years. At December 31, 2006, thragany had no net operating loss
carryforward for federal income tax purposes. At&maber 31, 2006, the Company included in defeardssets a $1.1 million asset for
capital loss carryforwards, which expires in 20Based upon projections of future taxable incomeuiting capital gains, management
believes that it is more likely than not that tlefedred tax assets will be fully realized and thusluation allowance is not needed.
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Corporate DividendsWe may exclude from our income 100% of dividend®ieed from the Bank as a member of the sameatéii group
of corporations.

State and Local TaxatiorWe pay income tax to the State of Illinois. As arand business corporation, we are required &diinual
returns and pay annual fees to the State of Madylant these fees are not material in amount. Ateléer 31, 2006, the Company had nc
operating loss carryforward for state income tasppaes.

ITEM 1A. RISK FACTORS

The risks set forth below may adversely affectlmusiness, financial condition and operating resuttaddition to the risks set forth below
and the other risks described in Item 1, Businéssyard-Looking Statements, and Item 7, Managemddiscussion and Analysis of
Financial Condition and Results of Operations,dtrany also be additional risks and uncertaintiasahe not currently known to us or that
currently deem to be immaterial that could matgriahd adversely affect our business, financialditbon or operating results. As a result,
past financial performance may not be a relialdgcator of future performance, and historical trestiould not be used to anticipate resul
trends in future periods.

Changes in Market Interest Rates Could Adversely Akct Our Financial Condition and Results of Operatons

Our financial condition and results of operations significantly affected by changes in marketriest rates because our assets, primarily
loans, and our liabilities, primarily deposits, arenetary in nature. Our results of operations ddbstantially on our net interest income,
which is the difference between the interest inctina¢ we earn on our interest-earning assets anihtérest expense that we pay on our
interest-bearing liabilities. We are unable to jwedhanges in market interest rates that are t&ffielsy many factors beyond our control,
including inflation, recession, unemployment, mosapply, domestic and international events and gasim the United States and other
financial markets. Our net interest income is affdaot only by the level and direction of intenedtes, but also by the shape of the yield
curve and relationships between interest sensitsteuments and key driver rates, including credk spreads, and by balance sheet growth,
customer loan and deposit preferences and theginfichanges in these variables which themseheggracted by changes in market
interest rates. As a result, changes in marketdateates can significantly impact our net interesome as well as the fair market valuatio
our assets and liabilities.

Our Return on Stockholders’ Equity Will Continue to Be Low In the Near Future as a Result of the 200Subscription Offering

Net income divided by average stockhol’ equity, known as return on equity, is a ratiottireany investors use to compare the performance
of a financial institution to its peers. Our caprmains relatively high by industry standardsgirg a more optimal deployment of the
additional capital raised in our mutual-to-stockeersion. Until we can increase our net interesbiine and noninterest income, we expect
our return on equity to continue to be below thtdustry average, which may negatively affect thaieaf our shares of common stock.

Our Nonresidential Real Estate Loans, Multi-familyMortgage Loans, Construction and Land Loans, Commearial Loans and
Commercial Leases Expose Us to Increased Credit R&s

At December 31, 2006, our portfolio of nonresidaiteal estate loans totaled $320.7 million, 0024 of total loans; our portfolio of multi-
family mortgage loans totaled $297.1 million, or22 of total loans; our portfolio of constructiondaland loans totaled $85.2 million, or
6.4% of total loans; our portfolio of commerciahfts totaled $89.3 million, or 6.7% of total loaasd our portfolio of commercial leases
totaled $139.2 million, or 10.4% of total loans. Wan to continue to originate these types of lcamd retain them in our portfolio, although
we may participate portions of some of these Idarther financial institutions. These types oflegenerally have greater
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credit risk than one- to four-family residential ngage loans because repayment of the loans offgendls on the successful business
operations of the borrower. These loans typicadlyehlarger loan balances to single borrowers aupg®f related borrowers compared to
one- to four-family residential mortgage loans. Maf our borrowers also have more than one noneesial real estate, multi-family
mortgage, construction or commercial loan or leagstanding with us. Consequently, an adverse dpwednt involving one or more loans
credit relationships can expose us to significagtbater risk of loss compared to an adverse dpaedat involving a one- to four-family
residential mortgage loan.

Our Concentration of Loans within Certain Segmentf the Healthcare Industry Exposes Us to Increase@redit Risk

At December 31, 2006, we had $53.0 million of loambealthcare providers, including loans to nigdiomes and hospice care companies
and leases to hospitals for equipment. These lapresented 4.0% of our total loan portfolio athat date. Of these loans, $20.9 million, or
39.4%, were collateralized by real estate. The nedes consisted of working capital lines of cresitured by government accounts
receivable, of which we are a joint payee, or laséal equipment. Loans to healthcare providers aiggeie credit risks. A healthcare
provider’'s income stream is subject to many facbagond the control of the healthcare provideduiding the risk that the provider will not
be reimbursed for all services provided. The St&téinois has experienced budget shortfalls ioenet years, causing delays in state
reimbursement for healthcare costs. Governmentnaigement rates are also subject to change, imgudtroactive adjustments. For
example, a significant overpayment to a healthpaogider can result in the provider owing signifitgovernmental repayments to the fec
or state government. A healthcare provider’s pability also depends on its ability to maintainteer levels of occupancy. Unexpected
declines in occupancy rates can restrict a prolddiash flow. Any of these factors can impair thdity of our healthcare provider borrowers
to make loan repayments, which could result inifizant loss to us.

At December 31, 2006, we had not taken any chaffgeadthin this segment of our loan portfolio, bué have established a specific loan loss
reserve allowance in the amount of $253,000 fandda one borrower with an aggregate principalrxadaof $6.3 million. This loan loss
reserve was reduced during 2006 primarily due tareceipt of current appraisals reflecting increasethe value of certain non-residential
real estate securing loans. The loans to this batrare also partially secured by additional celal, including home equity and other
personal assets. In addition, based on weakneas#es financial performance of, and untimely orimplete financial statements for, certain
nursing homes operated by another borrower, waifiled as substandard loans to this other borrowkich had an aggregate principal
balance of $5.5 million, even though we did noabksh a specific loan loss allowance for thesasodhese loans were current on their loan
payments to us as of December 31, 2006.

If Our Allowance for Loan Losses is Not Sufficiento Cover Actual Loan Losses, Our Earnings Could Deease

In the event that our loan customers do not repay toans according to the terms of the loans,thadollateral securing the repayment of
these loans is insufficient to cover any remainoan balance, we could experience significant loases or increase our provision for loan
losses or both, which could have a material adveffeet on our operating results. We make vari@ssimptions and judgments about the
collectibility of our loan portfolio, including thereditworthiness of our borrowers and the valuthefreal estate and other assets, if any,
serving as collateral for the repayment of our foat December 31, 2006, our allowance for loasdgsvas $10.6 million, representing
0.79% of total loans and 115.1% of nonperformirenas of that date. In determining the amountiobiowance for loan losses, we rely
our loan quality reviews, our experience and owl@ation of economic conditions, among other factdVe also make assumptions
concerning our legal positions and the priorityof interests in contested legal or bankruptcy @edings, and at times we may lack suffic
information to establish specific reserves for bavolved in such proceedings. For example, we mt yet established specific reserves
$16.2 million in highly-seasoned residential moggdoans and $4.6 million in commercial loans thatpurchased from a loan servicing
company that commenced bankruptcy proceedings aeimber of 2006 pending the receipt of additionfdrimation and future developmel
in the bankruptcy proceeding. If our assumptionsceoning any of these matters are incorrect, dawahce for loan losses may not be
sufficient to cover probable incurred losses inloan portfolio, which may require additions to @liowance. Any material additions to our
allowance for loan losses would materially decreagenet income.

Our Ability to Successfully Conduct Acquisitions Wil Affect Our Ability to Grow Our Franchise and Com pete Effectively in Our
Marketplace

On April 5, 2006, we completed the acquisition aofikérsity National Bank. We will also consider {hessible acquisition of other banks,
thrifts and other financial services companiesufgpdement internal growth. Our efforts to acquitieen financial institutions and financial
service companies may not be successful. Numeraes el
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acquirors exist for most acquisition candidatesating intense competition, which particularly affethe purchase price for which the
institution can be acquired. In many cases, ourpaiitors have significantly greater resources tvarhave, and greater flexibility to structi
the consideration for the transaction. We may motigipate in specific acquisition opportunitiesvé consider the proposed transaction
unacceptable. We also may not be the successfiébid acquisition opportunities that we pursue ttuthe willingness or ability of other
potential acquirors to propose a higher purchase pr more attractive terms and conditions tharaveewilling or able to propose. If we are
unable to or do not conduct acquisitions, our gbith deploy effectively the capital we raised e ffering, expand our geographic presence
and improve our results of operations could be emhhg affected.

The Risks Presented by the Acquisition of Other Ingtutions Could Adversely Affect Our Financial Condition and Results of
Operations

If we are successful in conducting acquisitionswilebe presented with many risks that could haveaterial adverse effect on our financial
condition and results of operations. An instituttbat we acquire may have unknown asset qualities®r unknown or contingent liabilities
that we did not discover or fully recognize in thee diligence process, thereby resulting in ungrgted losses. The acquisition of other
institutions typically requires the integrationdifferent corporate cultures, loan and deposit pot&] pricing strategies, data processing
systems and other technologies, accounting, intewrdit and financial reporting systems, operatigmacesses, policies, procedures and
internal controls, marketing programs and persooh#ie acquired institution in order to make trensaction economically advantageous.
The integration process is complicated and timesgoring, and could divert our attention from othesibess concerns and be disruptive to
our customers and the customers of the acquirditlitien. Our failure to successfully integrateaaquired institution could result in the loss
of key customers and employees, and prevent usdidneving expected synergies and cost savingsuigitigns also result in professional
fees, purchase price adjustments, the amortizaficore deposit intangibles and other expensescthatl adversely affect our earnings, and
in goodwill that could become impaired, requirirgta recognize further charges. We may financeiaitipuins with borrowed funds, thereby
increasing our leverage and reducing our liquiditywith potentially dilutive issuances of equicsrrities.

Since Our Business is Concentrated in the Chicago &fropolitan Area, a Downturn in the Economy of ThisArea May Adversely
Affect Our Business

Our lending and deposit gathering activities anecemtrated primarily in the Chicago metropolitaeaarOur success depends on the general
economic conditions of this area and surroundilegsrin addition, many of the loans in our loartfpbo are secured by real estate locate
the Chicago metropolitan area. Negative conditiartbe real estate markets where collateral foatgage loan is located could adversely
affect the borrower’s ability to repay the loan dhd value of the collateral securing the loan.IRetate values are affected by various other
factors, including supply and demand, changes ireig# or regional economic conditions, interestgagjovernmental rules or policies and
natural disasters. Adverse changes in the regamhbeneral economy could also reduce our grovigh irapair our ability to collect loans
and generally have a negative effect on our firelreondition and results of operations.

Non-Compliance with USA PATRIOT Act, Bank Secrecy At, or Other Laws and Regulations Could Result in fFhes or Sanctions, and
Curtail Expansion Opportunities

Financial institutions are required under the USWRIOT and Bank Secrecy Acts to develop programgrévent financial institutions from
being used for money laundering and terrorist @@ Financial institutions are also obligatedik® suspicious activity reports with the U.S.
Treasury Department’s Office of Financial Crimeddfocement Network if such activities are detecfBaese rules also require financial
institutions to establish procedures for identifyand verifying the identity of customers seekim@pen new financial accounts. Failure or
inability to comply with these regulations couldué in fines or penalties, curtailment of expansipportunities, intervention or sanctions by
regulators and costly litigation or expensive addil controls and systems. During the last fewgeseveral banking institutions have
received large fines for non-compliance with thieses and regulations. We have developed policiglscamtinue to augment procedures and
systems designed to assist in compliance with tlaes® and regulations.
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The Bank’s Ability to Pay Dividends is Subject to Rgulatory Limitations Which, to the Extent the Company Requires Such Dividends
in the Future, May Affect its Ability to Pay Dividends

The Company is a separate legal entity from itsislidries and does not have significant operatadrits own. Dividends from the Bank
provide a significant source of cash for the Conypdime availability of dividends from the Bank imlted by various statutes and
regulations. It is possible, depending upon tharfaial condition of the Bank and other factorst tha OTS, as the Bank’s primary regulator,
could assert that the payment of dividends or gbagments by the Bank are an unsafe or unsountiggam the event the Bank is unable to
pay dividends to the Company, the Company may edtlbe to pay dividends on its common stock. Camsety, the potential inability to
receive dividends from the Bank could adverselgafthe Company’s financial condition, results pérmations and prospects.

Our Future Success Is Dependent On Our Ability To @mpete Effectively In The Highly Competitive Bankirg Industry

We face substantial competition in all phases ofaperations from a variety of different competito®ur future growth and success will
depend on our ability to compete effectively irsthighly competitive environment. To date, we hgk@vn our business successfully by
focusing on our geographic markets and emphasthimdpigh level of service and responsiveness debiyeour customers. We compete for
loans, deposits and other financial services witielocommercial banks, thrifts, credit unions, len@ige houses, mutual funds, insurance
companies, real estate conduits, and specialipatide companies. Many of our competitors offer petgland services that we do not offer,
and many have substantially greater resourcesemdlinlg limits, name recognition and market presehatbenefit them in attracting
business. In addition, larger competitors may He &bprice loans and deposits more aggressively te do, and smaller newer competitors
may also be more aggressive in pricing loans apdgits in order to increase their market share.eSohthe financial institutions and
financial services organizations with which we cetepare not subject to the extensive regulatiop®gad on savings banks and their holi
companies. As a result, these nonbank competitors bertain advantages over us in accessing furgdiddn providing various financial
services.

Various Factors May Make Takeover Attempts That YouWant to Succeed More Difficult to Achieve, Which My Affect the Value of
Shares of Our Common Stock

Provisions of our articles of incorporation anddws, federal regulations, Maryland law and variotner factors may make it more difficult
for companies or persons to acquire control of@bepany without the consent of our board of direct¥ou may want a takeover attempt to
succeed because, for example, a potential acquordd offer a premium over the then prevailing erid our shares of common stock. The
Office of Thrift Supervision regulations prohibiitr three years following the completion of a mlttmastock conversion, the direct or
indirect acquisition of more than 10% of any clabsquity security of a converted savings instgativithout the prior approval of the Office
of Thrift Supervision. Provisions of our articlesincorporation and bylaws also may make it diffido remove our current board of directors
or management if our board of directors opposesdhmval. We have elected to be subject to the MadyBusiness Combination Act, whi
places restrictions on mergers and other busir@abioations with large stockholders. In additionr, articles of incorporation provide that
certain mergers and other similar transactionsyedlsas amendments to our articles of incorporatinnst be approved by stockholders
owning at least two-thirds of our shares of comrstmtk entitled to vote on the matter unless fipgiraved by at least two-thirds of the
number of our authorized directors, assuming nareies. If approved by at least two-thirds of thenber of our authorized directors,
assuming no vacancies, the action must still becyaol by a majority of our shares entitled to vatethe matter. In addition, a director car
removed from office, but only for cause, if sucmmval is approved by stockholders owning at leastthirds of our shares of common stc
entitled to vote on the matter, unless first apprblsy at least two-thirds of the number of our atited directors (excluding the director
whose removal is sought), assuming no vacancieppfoved by at least two-thirds of the numberwfauthorized directors, assuming no
vacancies, the removal may be with or without cabsemust still be approved by a majority of ootimg shares entitled to vote on the
matter. Additional provisions include limitationa the voting rights of any beneficial owners of mtinan 10% of our common stock. Our
bylaws, which can only be amended by the boardrettbrs, also contain provisions regarding thédrtgncontent and procedural
requirements for stockholder proposals and nonanati
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We Continually Encounter Technological Change, andlay Have Fewer Resources Than Many of Our Competits to Continue to
Invest In Technological Improvements

The financial services industry is undergoing rapithnological changes, with frequent introductiohsew technology-driven products and
services. The effective use of technology increa$iisency and enables financial institutions &itbr serve customers and to reduce costs.
Our future success will depend, in part, upon dilitg to address the needs of our customers bygugichnology to provide products and
services that will satisfy customer demands fovemience, as well as to create additional effigesa our operations. Many of our
competitors have substantially greater resourcas/ist in technological improvements. We may retble to effectively implement new
technology-driven products and services or be ssfukin marketing these products and servicesit@ostomers.

Our Business May Be Adversely Affected by the HiglglRegulated Environment In Which We Operate

We are subject to extensive federal and stateléigis, regulation, examination and supervisioncétely enacted, proposed and future
legislation and regulations could have an adveffeeteon our business and operations. Our sucagssndis on our continued ability to
comply with these laws and regulations. Some af¢hregulations may increase our costs. While waatgpredict what effect any future
changes in these laws or regulations or their imétations would have on us, these changes opietations may adversely affect our future
operations.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES

As of December 31, 2006, the net book value ofpwaperties was $31.0 million. The following is stlof our offices:

Burr Ridge (Executive Office
15W060 North Frontage Ro:
Burr Ridge, IL 6052}

Calumet City
1901 Sibley Boulevar
Calumet City, IL 6040¢

Calumet Parl
1333 W. 127th Stre¢
Calumet Park, IL 6082

Chicago- Hyde Park
1354 East 55th Stre
Chicago, IL 6061t

Chicago- Hyde Park Eas
55th at Lake Park Avent
Chicago, IL 6063"

Chicago Ridge
6415 W. 95th Stree
Chicago Ridge, IL 6041

Chicage-Lincoln Park
2424 N. Clark Stree
Chicage-Lincoln Park, IL 6061+«

Deerfield
630 N. Waukegan Roz
Deerfield, IL 6001¢

Hazel Cres
3700 W. 183rd Stret
Hazel Crest, IL 6042

Joliet
1401 N. Larkin
Joliet, IL 6043E

Lincolnshire
One Marriott Drive
Lincolnshire, IL 6006¢

Lincolnwood
3443 W. Touhy
Lincolnwood, IL 6071%

Naperville
1200 East Ogden Aveni
Naperville, IL 60563

North Libertyville
1409 W. Peterson Ro:
Libertyville, IL 60048

Northbrook
1368 Shermer Roe
Northbrook, IL 6006

Olympia Fields
21110 S. Western Avent
Olympia Fields, IL 6046

Orland Park
48 Orland Square Driv
Orland Park, IL 6046,

Schaumburg
1005 Wise Roa
Schaumburg, IL 6019

South Libertyville
1123 S. Milwaukee Avenu
Libertyville, IL 60048

Except for our Chicago-Lincoln Park, Northbrookddiyde Park East offices, which are leased, atiusfoffices are owned.

ITEM 3. LEGAL PROCEEDINGS

The Company and its subsidiaries are subject towsitegal actions arising in the normal coursbudiness. In the opinion of management,
based on currently available information, the resoh of these legal actions is not expected teetewmaterial adverse effect on the

Company’s results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

During the fourth quarter of the fiscal year coveby this report, the Company did not submit anytena to the vote of security holders.
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PART Il

ITEM5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Our shares of common stock are traded on the NaSttdzpl Market under the symbol “BFIN.” The appnmete number of holders of record
of the Company’s common stock as of December 306 2as 2,191. Certain shares of the Company’s camstark are held in “nominee”
or “street” name, and accordingly, the number afdiieial owners of such shares is not known orudet in the foregoing number.

The following table presents quarterly market infation provided by the Nasdaqg Stock Market for@eenpany’s common stock and cash
dividends paid for the periods ended December 326 2nd 2005. The Company began trading on theadgsdtional Market on June 24,
2005. Accordingly, no information prior to that das available.

Cash
2005 and 2006 Quarterly Periods High Low Close Dividends Paic
Quarter ended December 31, 2( $18.5C $17.2¢ $17.81 $ 0.0¢
Quarter ended September 30, 2 18.11 16.31 17.4¢ 0.0€
Quarter ended June 30, 2C 17.3C 15.1¢ 17.3( 0.0¢€
Quarter ended March 31, 20 16.41 14.5¢ 15.92 —
Quarter ended December 31, 2( 14.91] 12.9¢ 14.6¢ —
Quarter ended September 30, 2 15.0C 13.1C 14.2( —
Quarter ended June 30, 2C 13.8¢ 13.0z2 13.3: —

For a discussion of the Bank’s ability to pay desids, see Part I, Item |, Business —"Supervisi@ghRegulation—Federal Banking
Regulation—Capital Distributions.”

Recent Sales of Unregistered Securities
The Company had no sales of unregistered stockgltie fiscal year ended December 31, 2006.
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Repurchases of Our Equity Securities

The following table sets forth information in cowtien with purchases of our common stock made hgnapehalf of us during the fourth
quarter of 2006:

Total Number of

Shares Purchased ¢ Maximum Number of

Shares that May Yet

Average Part of Publicly
Price Paid Announced Plans o thbeePFI):r:gh;SS(ron?:;rs
Total Number of

Period Shares Purchase per Share Programs @)
October 1, 2006 through October 31, 2! 28,60( $17.45¢ 28,60( 1,667,32!
November 1, 2006 through November 30, 2 161,10( 17.39: 161,10( 1,506,22!
December 1, 2006 through December 31, Z 36,90( 17.55¢ 36,90( 1,469,32!
Totals 226,60( $17.42¢ 226,60(

(1) On August 30, 2006, our Board of Directors appd the repurchase, from time to time, on the aparket or through negotiated
transactions, and pursuant to any trading planrfast be adopted in accordance with Rule 10b5-hefSecurities and Exchange
Commission, of up to 2,446,625 outstanding shaf#issoCompan’s common stock. The authorization will expire onrthe31, 2007

Securities Authorized for Issuance under Equity Comensation Plan

The following table sets forth information regarmglithe securities authorized for issuance unde2606 Equity Incentive Plan as of
December 31, 2006:

Plan Category

Equity compensation plans approved by stockhol
Equity compensation plans not approved by stocldre
Total

(Column A) (Column B) Column C)
Number of
Securities
Remaining
Number of Available for Future
Securities to be Weighted-Average
Issued Upon Issuance under 200
Exercise of Exercise Price of

Outstanding
Options, Warrants

and Rights
1,942,95!

1,942,95

Outstanding
Options, Warrants

Equity Incentive
Plan (Excluding
Securities Reflectec

and Rights in Column (A))
$ 17.6:% 1,308,27!
17.6:% 1,308,27!

Column (A) represents stock options and restristedk outstanding under the Company’s 2006 Equitghtive Plan. Future equity awards
under the 2006 Equity Incentive Plan may take thimfof stock options, stock appreciation rightsfgrnance unit awards, restricted stock,
restricted performance stock, restricted stocksystiock awards or cash. Column (B) represente/élighted-average exercise price of the
outstanding stock options only; the outstandindrieed stock awards are not included in this daliton. Column (C) represents the
maximum aggregate number of future equity awardsdhn be made under the 2006 Equity Incentive &aof December 31, 2006.
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Stock Performance Graph

The following Performance Graph and related infotima shall not be deemed “soliciting material” oo be “filed” with the Securities and
Exchange Commission, nor shall such informatiomberporated by reference into any future filingden the Securities Act of 1933
Securities Exchange Act of 1934, each as amendedptto the extent that the Company specificaltpiiporates it by reference into such
filing.

We completed our mutual-to-stock conversion on 2812005, in connection with which the Companylswoi aggregate of 24,466,250
shares of common stock at a price of $10.00 peesfiie Company’s common stock began trading ofN#sglag National Market under the
symbol “BFIN” on June 24, 2005, and the per sh&rsieg price of one share of the Company’s comnookson that date was $13.60. The
following graph represents $100 invested in our iwmm stock at the $13.60 per share closing pricéune 24, 2005. The graph illustrates the
comparison of the cumulative total returns for¢benmon stock of the Company, the Russell 2000 InthexNASDAQ Bank Index and the
America’'s Community Bankers NASDAQ Index for theipds indicated.

There can be no assurance that our stock perfoenaiticcontinue in the future with the same or dantrend depicted in the graph below.
We will not make or endorse any predictions asitare stock performance.

June 24, 2005 = 100

14+
BankFinancial Corporation
130 4
= = == Rassell 2000 Index
120 4
© o MASDAQ Bank Index
110 4
===+ America’s Community Bankers
100 NASDAQ Index
B/ 2412005 TIV2005 WI3V2006
6/24/200¢ 12/31/200!  12/31/2001
BankFinancial Corporatio 100.0( 107.9¢ 132.3¢
Russell 2000 Inde 100.0( 107.4¢ 127.2¢
NASDAQ Bank Inde» 100.0( 103.9¢ 116.6¢
Americe's Community Bankers NASDAQ Inde¢ 100.0( 104.9¢ 118.97
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ITEM 6. SELECTED FINANCIAL DATA

The following information is derived from the atetitconsolidated financial statements of the Compamnyprior to June 24, 2005,
BankFinancial MHC, Inc. For additional informatiaceference is made to “ManagemerDiscussion and Analysis of Financial Conditiod
Results of Operations” and the Consolidated Firargtatements of the Company and related notesdadl elsewhere in this Annual Report.

At December 31,
2006 2005 2004 2003 2002
(Dollars in thousands)

Selected Financial Condition Data:

Total asset $1,613,120 $1,614,431 $1,492,78. $1,457,91.  $1,490,72
Loans, ne 1,329,91! 1,231,89: 1,091,95; 1,067,24 1,077,93;
Loans hel-for-sale 29¢ 37¢ 5,531 5,28( 11,16¢
Securities availab-for-sale at fair valu 117,85: 248,23t 268,09: 257,52( 233,57:
Goodwill 22,57¢ 10,86¢ 10,86¢ 10,86¢ 10,86¢
Core deposit intangibl 9,64¢ 8,24¢ 9,88 11,58: 13,35:
Deposits 1,129,58! 1,067,87: 1,115,69! 1,073,89 1,054,76;
Borrowings 138,14¢ 191,38¢ 264,74. 268,22! 307,18(
Equity 326,01! 328,77 94,88¢ 96,687 103,49¢

Years Ended December 31,
2006 2005 2004 2003 2002
(Dollars in thousands)

Selected Operating Data

Interest and dividend incon $94,08¢ $80,21: $66,73¢ $68,68¢ $82,63:
Interest expens 37,48¢ 28,80: 23,47( 30,55 38,76¢

Net interest incom 56,59" 51,41( 43,26¢ 38,13« 43,86¢
Provision (credit) for loan loss: (13¢€) 51§ (22 (579 (422)

Net interest income after provision (credit) foatolosse: 56,73: 50,89: 43,29( 38,71 44,29(
Noninterest incom 10,50¢ 8,66¢ 8,61¢ 8,35¢ 6,422
Noninterest expense ( 52,37( 44,20¢t 50,71t 64,06 44,92(
Income (loss) before income tax expe 14,87: 15,35 1,19: (16,999 5,794
Income tax expense (benel 4,82¢ 4,27¢ (264) (7,415 74€

Net income (loss $10,04¢  $11,07¢ $ 1,457 $ (9,57¢) $ 5,04¢
Basic earnings per common sh $ 04t $ 0.2¢ N.A. N.A. N.A.
Diluted earnings per common shi $ 04t $ 0.2¢ N.A. N.A. N.A.

N.A. — Not applicable

(footnotes on following pag
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At or For the Years Ended December 31,

2006 2005 2004 2003 2002
Selected Financial Ratios and Other Data:

Performance Ratios:

Return on assets (ratio of net income (loss) toagetotal asset: 0.61% 0.7(% 0.1(% (0.6€%) 0.3%
Return on equity (ratio of net income (loss) torage equity 3.02 5.1¢ 1.54 (9.99) 4.9¢
Net interest rate spread ( 2.8¢ 3.04 2.9¢ 2.5C 2.71
Net interest margin (¢ 3.6¢ 3.44 3.14 2.71 2.9¢
Efficiency ratio (4) 78.0< 73.5¢ 97.7¢ 137.8( 89.3:2
Noninterest expense to average total as 3.1¢ 2.7¢ 3.4¢€ 4.3¢ 2.8¢
Average intere-earning assets to average inte-bearing liabilities 132.61 120.4¢ 110.4¢ 111.7: 110.7¢
Dividends declared per she $ 0.1¢ $ — N.A. N.A. N.A.
Dividend payout ratic 44.2% — N.A. N.A. N.A.
Asset Quality Ratios:

Nonperforming assets to total ass 0.57% 0.3¢% 0.44% 0.6(% 0.9%
Nonperforming loans to total loa 0.6¢ 0.4¢€ 0.5¢ 0.6€ 1.27
Allowance for loan losses to nonperforming lo. 115.1: 201.1¢ 168.9( 169.0: 90.51
Allowance for loan losses to total log 0.7¢ 0.9: 1.0C 1.1z 1.1t
Net charg-offs (recoveries) to average loans outstani 0.07 0.0C 0.0¢ (0.0)) 0.0t
Capital Ratios:

Equity to total assets at end of per 20.21% 20.36% 6.3€% 6.65% 6.94%
Average equity to average ass 20.2¢ 13.4¢ 6.4¢ 6.5¢ 6.5°
Tier 1 leverage ratio (bank onl 15.0¢ 13.8:2 7.12 7.1¢ 7.5¢
Other Data:

Number of full service office 18 16 16 16 16

Employees (full time equivalent 43¢ 451 44¢€ 482 482

(1) Noninterest expense for the year ended Decemb&0B4, includes $8.8 million of impairment loss @turities availab-for-sale.
Noninterest expense for the year ended Decemb&0BB, includes $8.3 million of prepayment penaltedated to the restructuring
Federal Home Loan Bank advances and $12.5 milliampairment loss on securities availe-for-sale.

(2) The net interest rate spread represents tfereliice between the yield on average interestieguagsets and the cost of average interest-
bearing liabilities for the periot

(3) The net interest margin represents net interestigcdivided by average total intel-earning assets for the peric

(4) The efficiency ratio represents noninterest expeingded by the sum of net interest income and in@nest income
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ITEM7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The discussion and analysis that follows focusetherfactors affecting our consolidated financ@ahdition at December 31, 2006 and
December 31, 2005, and our consolidated resultperfations for the years ended December 31, 2@0& &nd 2004. The consolidated
financial statements and related notes and theiskgan of our critical accounting policies appegmtsewhere in this Annual Report should
be read in conjunction with this discussion andysis

Overview

Loans.Net loans receivable increased by $98.0 millior8.6840, to $1.330 billion at December 31, 2006, fi®h232 billion at December 31,
2005. Non-residential real estate loans increagettb.3 million. Commercial loans increased by $2aillion. Commercial leases increased
by $17.3 million. Multi-family real estate loanscieased by $16.9 million. Construction and lanch&iamcreased by $4.5 million. One- to
four-family residential mortgage loans decrease@&y million.

Securities Available for SaleSecurities available for sale decreased $130.3omjlbr 52.5%, to $117.9 million at December 310@0rom
$248.2 million at December 31, 2005. The decreaieated $81.0 million of securities acquired irr Gmiversity National Bank acquisition,
offset by sales of approximately $230.0 millionmfestment securities during the year. We contirtoeslaluate the securities available for
sale portfolio for opportunities to improve yieldsd reduce liquidity volatility. The proceeds oése sales were used primarily to fund loan
growth, retire maturing wholesale certificates epdsit and Federal Home Loan Bank advances, afuhdlostock repurchases. Given the
inverted yield curve during the latter half of 200 concluded that it was financially benefic@mréduce our holdings of investment
securities and reduce wholesale funding.

Deposits.Deposits increased $61.7 million, or 5.8%, to $0.&Blion at December 31, 2006, from $1.068 bill@nDecember 31, 2005. The
increase reflects approximately $103.5 million @pdsits relating to the University National Bankjaisition, including $32.9 million in non-
interest-bearing deposits. Net of the Universityidial Bank acquisition, deposits decreased $41l1&m partially due to our retirement of
$18.5 million in maturing wholesale certificatesdsfposit.

Borrowings.Borrowings decreased $53.3 million, or 27.8%, t8&1 million at December 31, 2006, from $191.4 imillat December 31,
2005. Consistent with our planning, we repaid beings with the proceeds of the securities saletsttiok place during the year, given the
lack of profitable opportunities for reinvestmeasulting from the inverted yield curve.

Stockholder’ Equity. Total stockholders’ equity totaled $326.0 millionCeecember 31, 2006, compared to $328.8 millioDetember 31,
2005, due primarily to the repurchase of 977,30 ehof common stock at an aggregate cost of $1iflidn and the declaration of cash
dividends totaling $4.4 million, which were parljabffset by our 2006 net income of $10.0 milliamdea $3.2 million increase in accumula
other comprehensive income.

Net Income.We had net income of $10.0 million for the yearesh@®ecember 31, 2006, compared to net income afi$hilion in 2005 and
$1.5 million in 2004. Our basic earnings per comrabare was $0.45 for the year ended December 86, Zlr basic earnings per share in
2005 was $0.29 which is calculated based only erp#riod of time from the completion of our mutt@istock conversion on June 23, 2005,
through the period ended December 31, 2005. There mo common shares outstanding during 2004.

Net Interest IncomeNet interest income increased $5.2 million to $58iion for the year ended December 31, 2006, f&5t.4 million foi
the year ended December 31, 2005. Factors contrgptt the increase in net interest income inclua@d basis point increase in our net
interest margin to 3.68%, a $168.2 million increesaverage loans to $1.300 billion, a $111.5 willdecrease in average investment
securities available-for-sale to $203.9 million @an#82.5 million decrease in average interest-hgdrabilities to $1.159 billion. In 2004, net
interest income was $43.3 million.
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Provision for Loan LossesWe recorded a credit for loan losses of $136,00@he year ended December 31, 2006, compared taspoo for
loan losses of $518,000 in 2005 and a credit fan llosses of $22,000 for 2004.

Noninterest IncomeNoninterest income increased to $10.5 million fer year ended December 31, 2006, compared to $Bidhnfior 2005
and $8.6 million in 2004. Deposit service chargas fees increased by $310,000, insurance commissiot annuities income increased by
$473,000 and title insurance agency commissiondeeglincreased by $395,000. There were $101,008iirs on the sale of securities and
$395,000 in gains on the disposition of premisesequipment recorded in 2006, compared to no gaifssses on the sale of securities and
gains on the disposition of premises and equiprae$21,000 and $91,000 for the years ended DeceB1he2005 and 2004, respectively.
the year ended December 31, 2004, we recordedhimet gf $599,000 in gains on the sale of securiied no gains or losses on the sale of
securities in 2005.

Noninterest ExpenseNoninterest expense for the year ended Decemb&@0®E, was $52.4 million, compared to $44.2 million2005 and
$50.7 million for 2004. Noninterest expense for @tcludes $5.4 million in stock-based compensatigmense compared to $718,000 in
2005. Noninterest expense for 2004 included $8IBomiof pre-tax impairment losses on our FannieeMad Freddie Mac floating rate
preferred stocks due to our application of SECf$a€ounting Bulletin No. 59 (“SAB No. 59") to thessecurities.

Income TaxesWe recorded income tax expense of $4.8 millionttieryear ended December 31, 2006, compared tandifli@n for 2005 anc
an income tax benefit of $264,000 for 2004.

Key Strategic Initiatives And Events

Mutual-to-Stock ConversionOur mutual-to-stock conversion was completed ore B28) 2005. In the conversion, we issued 24,466,250
shares of common stock in a subscription offeromg$10.00 per share. The net proceeds of the spbearoffering totaled $220.7 million,
excluding $19.6 million in stock purchased by 0 &P.

Completed AcquisitionOn April 5, 2006, the Company completed its acdjoisiof University National Bank, a privately heddmmunity
bank with approximately $113 million in assets &4 million in deposits, and two banking officagtie Hyde Park community in Chicas
lllinois, for approximately $24 million in cash. mediately upon the completion of the stock purchbiseversity National Bank was merged
into the Bank. The acquisition, which was accourfitedinder the purchase method of accounting, teduh goodwill of $11.7 million and ¢
other intangible of $3.3 million. The transactioasireated, for federal and state income tax pep@s a purchase of University National
Bank’s assets pursuant to applicable provisions ofritegrial Revenue Code, making the goodwill and deposit intangible arising from tl
transaction tax-deductible over a period of 15 gedniversity National Bank'’s results of operatidras/e been included in the Company’s
results of operations only since the effective dditéhe acquisition.

Stock Repurchase ProgranOn August 30, 2006, the Company announced thBigsd of Directors had authorized the repurchasgadb
2,446,625 shares of its common stock, which repteseapproximately 10% of the Company'’s issuedartdtanding shares of common
stock. The authorization permits shares to be dyased in open market or negotiated transactiomsparsuant to any trading plan that may
be adopted in accordance with Rule 10b5-1 of tleei®ées and Exchange Commission. The authorizatiag be utilized at management’s
discretion, subject to the limitations set forttRole 10b-18 of the Securities and Exchange Comomsnd other applicable legal
requirements, and to price and other internal &tiohs established by the Company’s Board of DinesctThe authorization will expire on
March 31, 2007. As of December 31, 2006, we hadriased 977,300 shares of common stock at angaggreost of $17.3 million under
this authorization.

Quarterly Cash DividendsThe Board of Directors declared our first quartedgh dividend of $0.06 per share on March 29, 2606
payment in the second quarter, and subsequentlyqpairterly dividends of $0.06 in each of the ttardl fourth quarters. Total cash divide
paid in 2006 were $4.4 million. On January 31, 20b& Board of Directors declared an increasedtgdgdividend of $0.07 per share
payable on March 2, 2007.

Investment Securities Portfolio SaleDuring 2006, we sold approximately $230.0 millidrirvestment securities. The sales of the secaritie
occurred for several reasons. First, we increaseaWwings during the first quarter of
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2006 to provide short-term funding for targetedhl@aiginations in anticipation of the closing ofr@cquisition of University National Bank,
and consistent with our planning, we repaid thegased borrowings with the proceeds of the satesufbstantial portion of University
National Ban’s securities portfolio following our closing ofdracquisition. Second, given the inverted yieldreuthat existed during the last
half of 2006 and the diminishing effect it had be profitability of investment securities, we usetne of the proceeds of the sales to further
reduce our balances of higher-cost borrowings aledale deposits. In addition, we may reinvestréigoof the sale proceeds in baoknec
life insurance in an effort to mitigate existingdgootential employee benefits expense.

Equity Incentive Plan.On June 27, 2006, the Company’s stockholders apprthe BankFinancial Corporation 2006 Equity InoenPlan,
which authorized the Human Resources CommittekeoBbard of Directors of the Company to grant aeparof cash-based and equligsec
incentive awards, including stock options, stocgrapiation rights, restricted stock, performancareh and other incentive awards, to
employees and directors aggregating up to 3,425RFes of the Company’s common stock. Subsequien2§06, the Human Resources
Committee granted stock options to purchase 1,801sb@ares of the Company’s common stock and 81&08&s of restricted stock to
certain employees and directors of the Company.ZD#6 Equity Incentive Plan was established byBbard of Directors to promote the
long-term financial success of the Company, taatfretain and reward persons who can and doibatgrto such success, and to further
align the participants’ interests with those of @@mpany’s stockholders.

Economic And Competitive Conditions

Business conditions remained relatively stablerdp#i006. Despite intensifying pressures througtiweityear on credit spreads and overall
yields on highe-quality loans to commercial borrowers and lesseesexperienced loan growth rates in the multi-fgndommercial real
estate, commercial loan and commercial lease piodfthat modestly exceeded our expectations. Weodmecessarily anticipate these
annualized growth rates continuing into 2007 abfiemdamental changes to market conditions. Construtoans remained essentially
constant, with disbursements on existing projelabtty exceeding repayments on sold propertieisigient with our expectations for 2006
and 2007, residential loans decreased, with homityelgans declining somewhat more than expectedtdicontinuing competition both as
price and underwriting standards. We expect thesues on the credit spreads and the underwritamglards on loans to continue in 2007.

The overall portfolio quality of multi-family ancoenmercial real estate portfolios remained stabie Aealthcare loan portfolio continued to
receive priority resolution attention with our exspioe expected to continue its decline in 2007. édmstruction loan portfolio quality
remained stable in 2006 but as absorption peremigthen, we will continue to closely monitor ourtowvers’ capability to continue making
debt service payments on their construction prsjaat fund any unbudgeted construction costs. Gufotios of commercial leases and
loans remained consistent in 2006; we expect tikégtio to generally follow the strength of the oa# US and global economy in terms of
credit performance for 2007. Overall residentiargortfolio quality also remained consistent ascagtinue to underwrite loans consistent
with our historical standards.

Competition for deposits, especially in the rataislmn money market and certificate of deposit ant) steadily intensified throughout the
year. The addition of University National Bank and generally competitive position during the yeatigated the effect of these trends
deposit retention and growth rates as of Decembe?@06, but a greater impact is likely in 200€dhditions persist. Our concerns remain
about the migration of long-term core depositsighér-rate accounts and to out-of-market institugio/NVe will continue to focus on new
small business accounts in 2007 as our 2006 magkefforts resulted in a somewhat faster growtl ainew account openings and
enrollments in business-related services such ashaet processing and cash management in the sbetfmaf the year. We also noted that
competition for lower-cost checking customers gampacting the predictability of non-interestante related to deposit accounts as
customers may respond more frequently to highlyeggive promotions of overdraft protection pland atiher “no-fee” offers on these
account types.

Though the net interest margin and net interegtagpvalues exhibited stable to positive behavioindul2006, we believe that narrowing
commercial credit spreads, coupled with future dépuaigration risk, make it likely that the Companill experience some future
compression in these vital measurements. The pahdrivers of any such compression will be theenirpricing conditions for high-quality
organic loan growth, together with actions needegttain valuable commercial credit customers apbdit customers in addition to the
continuing adverse effects of the current yieldreur
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The addition of University National Bank and theption of the 2006 Equity Incentive Plan increased-interest expenses during 2006. We
continue our reviews of products, services andtfans to ensure they are appropriate to currentaamidipated business conditions as well as
the core focus of the Company. Of primary impor&aiscthe ongoing targeting of resources to coréoousr service, internal controls and
compliance and our outreach efforts for new custsméthin our communities. We believe that oneh# principal ways to deliver results for
stockholders in this difficult operating environménto optimize the organization’s discretionarpenditures towards those customer
segments that most closely align to the Companysreercial community bank mission.

Critical Accounting Policies

Critical accounting policies are defined as thds# are reflective of significant judgments andentainties, and could potentially result in
materially different results under different asstioqs and conditions. We believe that the mostoalitaccounting policies upon which our
financial condition and results of operation depeard! which involve the most complex subjectiveigiens or assessments, are as follows:

Allowance for Loan Losse. Arriving at an appropriate level of allowance foah losses involves a high degree of judgment.abowance

for loan losses provides for probable incurreddsdsased upon evaluations of known and inheréegg iisthe loan portfolio. We review the
level of the allowance on a quarterly basis andhgish the provision for loan losses based upotofiésl loan loss experience, the nature and
volume of the loan portfolio, information about sifie borrower situations, estimated collateralued, economic conditions and other factors
to assess the adequacy of the allowance for Iaa@$o Among the material estimates that we muse rita&stablish the allowance are: loss
exposure at default; the amount and timing of ®itash flows on affected loans; value of collateratl determination of loss factors to be
applied to the various elements of the portfolith.ok these estimates are susceptible to significhange. Although we believe that we use
the best information available to establish thevadince for loan losses, future adjustments to flbevance may be necessary if borrower
financial, collateral valuation or economic conalits differ substantially from the information arssamptions used in making the evaluation.
In addition, as an integral part of their examioatprocess, our regulatory agencies periodicalliere the allowance for loan losses. These
agencies may require us to recognize additionse@iowance based on their judgments of infornmagieailable to them at the time of their
examination. A large loss could deplete the alloveaand require increased provisions to replenistatiowance, which would negatively
affect earnings.

Intangible Asset:. Acquisitions accounted for under purchase accogntinst follow Statement of Financial Accountingrigtard (“SFAS”)
No. 141,"Business Combinations,” and SFAS No. 142, “Goobaild Other Intangible Assets.” SFAS No. 141 reggiins to record as assets
on our financial statements both goodwill, an igiaie asset which is equal to the excess of thelyase price which we pay for another
company over the estimated fair value of the nge¢tssacquired, and identifiable intangible asssth ss core deposit intangibles and non-
compete agreements. Under SFAS No. 142, we evajaawill at least annually, or when business cima$ suggest an impairment may
have occurred, for impairment, and we will redusecarrying value through a charge to earningsifdagirment exists. Core deposit and other
identifiable intangible assets are amortized toeege over their estimated useful lives and arevesd for impairment whenever events or
changes in circumstances indicate that the caringunt of the asset may not be recoverable. Thatan techniques used by us to
determine the carrying value of tangible and intlalegassets acquired in acquisitions and the esignaes of identifiable intangible assets
involve estimates for discount rates, projectedriitash flows and time period calculations, allvbfch are susceptible to change based on
changes in economic conditions and other factar&irE events or changes in the estimates that aetosdetermine the carrying value of «
goodwill and identifiable intangible assets or whatherwise adversely affect their value or estgddives could have a material adverse
impact on our results of operations. As of Decen®1gr2006, our intangible assets consisted of gdbdir$22.6 million and core deposit
intangibles of $9.6 million.

Mortgage Servicing Right. Mortgage servicing rights represent the presahtevof the future servicing fees from the righséovice loans in
our loan servicing portfolio. Mortgage servicinghts are recognized as assets for both purchagetd end for the allocation value of retai
servicing rights on loans sold. The most criticad@unting
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policy associated with mortgage servicing is thehmdology used to determine the fair value of aizitd mortgage servicing rights, which
requires a number of estimates, the most crititalhich is the mortgage loan prepayment speed gsoim The mortgage loan prepayment
speed assumption is significantly affected by ederates. In general, during periods of fallingiast rates, mortgage loans prepay faster anc
the value of our mortgage servicing assets decli@eaversely, during periods of rising rates, thkug of mortgage servicing rights generally
increases due to slower rates of prepayments. Mot and timing of mortgage servicing rights arnzatton is adjusted monthly based on
actual results. In addition, on a quarterly basis perform a valuation review of mortgage serviaigts for potential declines in value. This
quarterly valuation review entails applying currassumptions to the portfolio classified by intérases and, secondarily, by geographic and
prepayment characteristics. Based on the signifieafi any changes in assumptions since the pregagipraisal, this valuation may include
an independent appraisal of the fair value of @uvising portfolio.

Income TaxesWe consider accounting for income taxes a critiaiounting policy due to the subjective natureesfain estimates that are
involved in the calculation. We use the assetfliighinethod of accounting for income taxes in whadferred tax assets and liabilities are
established for the temporary differences betwherfihancial reporting basis and the tax basisuofassets and liabilities. We must asses:
realization of the deferred tax asset and, to kent that we believe that recovery is not likelywaluation allowance is established.
Adjustments to increase or decrease the valuatiowance are charged or credited, respectiveljpcome tax expense. No valuation
allowances were required at December 31, 2006 oAth we have determined a valuation allowance tisaguired for any deferred tax
assets, there is no guarantee that these asskite wélcognizable in the future.

Comparison of Financial Condition at December 31,@06 and December 31, 2005

Balance Sheet

Total assets decreased $1.3 million, or 0.1%, t6XLbillion at December 31, 2006, from $1.614idwillat December 31, 2005, due primarily
to the combined effect of sales of investment gdesy reductions in wholesale deposits and Fedd¢oate Loan Bank borrowings, deposit
declines and cash expenditures to fund stock rapges, dividend payments and our acquisition of&fsity National Bank, the effect of
which was partially offset by an increase in netri® receivable.

Our loan portfolio consists primarily of investmemtd business loans, which make up approximate§6®f our gross loans. Net loans
receivable increased by $98.0 million, or 8.0%$1d330 billion at December 31, 2006, from $1.23Rdni at December 31, 2005.
Commercial leases increased by $17.3 million, 02%#4 to $139.2 million. Commercial loans increabgd20.4 million, or 29.5%, to $89.3
million. Multi-family real estate loans increaseg $116.9 million, or 6.0%, to $297.1 million. Consttion and land loans increased by $4.5
million, or 5.6%, to $85.2 million. One- to four#faly residential mortgage loans decreased by $6llibm or 1.6%, to $397.5 million.

The allowance for loan losses decreased by $892r660December 31, 2005 to December 31, 2006, dueipally to a $1.4 million

decrease in the portion of the allowance for lamsés that we allocated to impaired loans purdog®FAS No. 114, offset by a $509,000
increase in the portion of the allowance that iecated to general loan and lease losses pursu&HAS No. 5. Of the $1.4 million decrease
in SFAS No. 114 allocated reserves, $693,000 regditom a charge-off of a fully reserved commertmah due to the conclusion of legal
proceedings. We acquired this loan in our acqoisitif Success Bancshares in 2001 and have beetamaig specific reserves against it
since we closed that acquisition. As a result efdbmbined effect of this activity, we recordededit for loan losses of $136,000 for the year
ended December 31, 2006.

Net securities availat-for-sale decreased $130.3 million, or 52.5%, th&2 million at December 31, 2006, from $248.2 inillat

December 31, 2005. The decrease was primarilyethdtrof the sale of $230.0 million of investmeaturities and $81.8 million of principal
repayments, offset by $81.0 million of investmesttigities acquired in the University National Bardnsaction. The proceeds of the sale of
these securities were used principally to fund Igaowth, retire maturing wholesale certificatesleposits and maturing Federal Home Loan
Bank advances, and fund stock repurchases. Wencentd evaluate the securities available for sattfglio for opportunities to improve
yields and reduce liquidity volatility
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Cash and cash equivalents increased by $29.3 miti&67.3 million at December 31, 2006, compacs$38.0 million at December 31,
2005. Other assets decreased by $4.9 million, @%1to $7.0 million at December 31, 2006, from $lrillion at December 31, 2005,
principally due to a decrease in deferred taxes.

Deposits increased $61.7 million, or 5.8%, to $0.0bBlion at December 31, 2006, from $1.068 bill@nDecember 31, 2005. The increase
was primarily due to the $103.5 million in deposésulting from the acquisition of University Natal Bank, offset by net outflows in core
deposits and reductions in wholesale deposits. @gpesits (savings, money market, noninterest hgal@mand and NOW accounts)
increased $66.7 million, or 9.3%, totaling 69.4%aihl deposits at December 31, 2006, compared .26 of total deposits at December 31,
2005.

Borrowings decreased $53.3 million, or 27.8%, t8&1 million at December 31, 2006, from $191 .4 imillat December 31, 2005. The
decrease in borrowings was due in part to the imgiagur near term strategy to sell a portion of imvestment securities and use the net
proceeds to reduce wholesale funding in order t@ate the impact of the inverted yield curve eomiment.

Total stockholders’ equity was $326.0 million atd@mber 31, 2006, compared to $328.8 million at bdasr 31, 2005. Total stockholders’
equity at December 31, 2006 reflected the repuechas retirement of 977,300 shares of common stbak aggregate cost of approximately
$17.3 million, cash dividends declared totalingd$ahillion, which were partially offset by $3.0 mdh in unrealized net gains on securities
available-for-sale, net of tax, and net income 9.9 million.

Loan Portfolio

We originate multi-family mortgage loans, nonresiti real estate loans, commercial loans, comrakleases, and construction and land
loans. In addition, we originate one- to four-faymésidential mortgage loans and consumer loansaléepurchase and sell loan
participations from time to time. The following efily describes our principal loan products.

Multi -family Mortgage LoansLoans secured by multi-family mortgages totaledrapimately $297.1 million, or 22.2% of our totabio
portfolio, at December 31, 2006. Multi-family moatge loans generally are secured by multi-familyaigoroperties, such as apartment
buildings, including subsidized apartment unitse Tinajority of our multi-family mortgage loans haadjustable interest rates following an
initial fixed-rate period, typically between thraed five years.

Nonresidential Real Estate LoanLoans secured by nonresidential real estate to%826.7 million, or 24.0% of our total loan porifoht
December 31, 2006. We emphasize nonresidentiabstaie loans with initial principal balances betw&1.0 million and $5.0 million. The
nonresidential real estate properties securingetlens are predominantly office buildings, lighdustrial buildings, shopping centers and
mixed-use developments and, to a lesser extent, moréaiped properties such as nursing homes and tisathcare facilities. Substantia
all of our nonresidential real estate loans aresetby properties located in our primary markega©Our nonresidential real estate loans are
typically written as three- or five-year adjustabdée mortgage loans or mortgage loans with balloaturities of three or five years.
Amortization of these loans is typically based 6r @ 25-year payout schedules. We also originatees15-year fixed-rate, fully amortizing
loans.

Commercial LoansCommercial loans amounted to $89.3 million, or 6 dBthe total loan portfolio at December 31, 2006ese totals

include unsecured commercial loans with an aggeegatstanding balance of $10.1 million. We gengnalake commercial loans to
customers in our market area for the purpose ahfilg equipment acquisition, expansion, workingjtehand other general business
purposes. The terms of these loans generally rixogeless than one year to five years. The loaasdher negotiated on a fixed-rate basis or
carry adjustable interest rates indexed to a lendite that is determined internally, or a shontenarket rate index.

Commercial LeasesCommercial leases totaled $139.2 million, or 10@R6ur total loan portfolio at December 31, 2006 ©@©mmercial
leases are secured primarily by technology equipraieth other capital equipment through an assignwiethie lease and a security interest in
the equipment being leased. Leases generally arequourse to the leasing company. Consequentlynderwrite leases by examining the
creditworthiness of the lessee rather than th@te3he lessee acknowledges our security intenette leased equipment and agrees to
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send lease payments directly to us. Lessees tdmel poblicly-traded companies with investment-gnaded debt or companies that have not
issued public debt and therefore do not have ai@dbbt rating. We require that a minimum of 50%oof commercial leases be to compa
with an investment grade public debt rating by Mgear Standard & Poors, or an equivalent ratingm@hercial leases to these entities have
a maximum maturity of ten years and a maximum aatlihg credit exposure of $7.3 million to any singhtity. Leases to companies with
public debt ratings generally involve companieshwiéet worth in excess of $25.0 million and are sotgd to the same internal credit analysis
as any other commercial customer. Commercial le@astese lessees have a maximum maturity of faars/and a maximum outstanding
credit exposure of $5.0 million.

Construction and Land LoansConstruction and land loans amounted to $85.2anillor 6.4% of the total loan portfolio at DecemBgr

2006. These loans generally consist of land adiprisioans to help finance the purchase of lanended for further development, including
single-family houses, multi-family housing and coeraial income property, development loans to budde our market area to finance
improvements to real estate, consisting mostlyirafls-family subdivisions, typically to finance tleest of utilities, roads, sewers and other
development costs. Builders generally rely on tide sf single-family homes to repay developmenh#although in some cases the
improved building lots may be sold to another beiijdften in conjunction with development loansgémeral, the maximum loan-to-value
ratio for a land acquisition loan is 65% of the igiped value of the property, and the maximum tefthese loans is two years. The
maximum amount loaned on a development loan isrgépdimited to the cost of the improvements, attvances are made in accordance
with a schedule reflecting the cost of the improeais. Advances are generally limited to 90% of alatonstruction costs and, as required by
applicable regulations, a 75% loan to completedaiped value ratio.

One- to Four-Family Residential Mortgage Lendingonforming and non-conforming fixed-rate and adjb-rate residential mortgage
loans totaled $397.5 million, or 29.7% of our tdtan portfolio at December 31, 2006, including leoaguity loans and lines of credit total
$10.7 million, or 0.8% of our total loan portfoliand $75.9 million, or 5.7% of our total loan potib, respectively. We generally originate
both fixed- and adjustable-rate loans in amount®uthe maximum conforming loan limits as estaldisby Fannie Mae, which is currently
$417,000 for single-family homes. At December J10& our adjustable-rate residential mortgage foatfolio totaled $223.7 million, and
included $11.4 million in loans that reprice oncgear and $212.3 million in loans that reprice péically after an initial fixed-rate period of
three years or more. During 2005, we securitizedesof our conforming adjustable-rate residentiattgage loans and retained the servicing
rights. In addition to traditional one- to four-faynresidential mortgage loans, we offer home ggloins and home equity lines of credit that
are secured by the borrower’s primary residence.
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Loan Portfolio Composition. The following table sets forth the composition af ¢doan portfolio, excluding loans held for salg,tigpe of
loan at the dates indicated.

At December 31,
2006 2005 2004 2003 2002
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollars in thousands)

One- to four-family

residentia $ 397,54 29.71% $ 404,19t 32.6% $ 362,70: 32.91% $ 350,27' 32584 $ 453,88: 42.0(%
Multi-family

mortgage 297,13. 22.21 280,23¢ 22.6: 241,710 21.97 240,73. 22.3¢ 212,44: 19.6t
Nonresidential ree

estate 320,72¢ 23.97 275,41¢ 22.2¢ 277,380 25.27 270,12¢ 25.0¢ 251,45¢ 23.27
Construction and

land 85,22: 6.37 80,70¢ 6.52 59,36¢ 5.4C 64,40: 5.9¢ 36,87¢ 3.41
Commercial loan 89,34¢ 6.6¢ 68,98¢ 5.5¢ 63,727 5.7¢ 67,95( 6.31 79,45¢ 7.3F
Commercial lease 139,16: 10.4( 121,89¢ 9.84 86,36: 7.8t 72,96: 6.7¢ 37,16¢ 3.44
Consume 3,86¢ 0.2¢ 2,022 0.1€ 2,75k 0.2t 3,50z 0.32 3,90¢ 0.3¢€
Other (1) 4,95¢ 0.37 5,21¢ 0.4z 6,04¢ 0.5t 6,621 0.62 5,572 0.52

Total loans 1,337,96! 100.0% 1,238,68: 100.0(% 1,100,05. 100.0% 1,076,57. 100.0(% 1,080,76' 100.0(%

Loans in proces 14¢ 2,18( 824 992 8,46¢
Net deferred loa

origination costt 2,42¢ 2,541 2,09¢ 1,71t 1,15¢
Allowance for loan

losses (10,629 (11,519 (11,019 (12,039 (12,46)
Total loans, ne $1,329,91! $1,231,89: $1,091,95; $1,067,24: $1,077,93;

(1) Includes municipal loan:
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Loan Portfolio Maturities

The following table summarizes the scheduled reamof our loan portfolio at December 31, 2006m@Aad loans, loans having no stated
repayment schedule or maturity and overdraft l@arseported as being due in one year or less.

One Year Beyond
Within 1 Through Five
Scheduled Repayments of Loans: Year Five Years Years Total
(Dollars in thousands)
One- to four-family residentia $ 82,80¢ $ 22,037 $292,70: $ 397,54!
Multi-family mortgage 15,59¢ 69,37¢ 212,15: 297,13:
Nonresidential real esta 73,75: 193,16° 53,81( 320,72¢
Construction and lan 84,947 — 27¢ 85,22:
Commercial loans, leases and ot 84,65: 136,88: 11,93t 233,46¢
Consume 2,03¢€ 1,501 33z 3,86¢
Total loans $343,79: $422,96. $571,20¢ $1,337,96!
Total
Loans maturing after one yei
Predetermined (fixed) interest ra $ 465,74.
Adjustable interest rate 528,42¢
Total loans $ 994,17:

Nonperforming Loans and Assets

We review loans on a regular basis, and place loam®naccrual status when either principal orégeis 90 days or more past due. In
addition, we place loans on nonaccrual status wieehelieve that there is sufficient reason to qaeghe borrower’s ability to continue to
meet contractual principal or interest paymentgailons. Interest accrued and unpaid at the tifoarais placed on nonaccrual status is
reversed from interest income. Interest paymemsived on nonaccrual loans are not recognizedcasria unless warranted based on the
borrower’s financial condition and payment record.

At December 31, 2006, we had nonaccrual loans & 8llion, an increase of $3.5 million from Deceenl31, 2005. Increases in nonaccrual
loans occurred in nonresidential real estate 1¢ah® million), one- to four-family residential Iog ($728,000), multifamily real estate loans
($688,000) and commercial loans ($260,000). Na@steincome was recognized on these nonaccruad.lddre gross interest income that
would have been recorded at December 31, 2006headdanaccrual loans remained on accrual statugdf ttaled $391,000.

Real estate acquired as a result of foreclosuby aleed in lieu of foreclosure is classified ad estate owned (“REO”) until such time as it is
sold. When real estate is acquired through foreiceosr by deed in lieu of foreclosure, it is recatdat its fair value, less estimated costs of
disposal. If the fair value of the property is Iéisan the loan balance, the difference is chargedhat the allowance for loan losses. At
December 31, 2006, we had no REO.

32



The following table below sets forth the amountd aategories of our nonperforming loans and noperihg assets at the dates
indicated.

At December 31,
2006 2005 2004 2003 2002
(Dollars in thousands)

Nonaccrual loans

One- to four-family residentia $2,21: $1,48¢ $1,72¢ $2,79¢ $ 4,23¢
Multi -family mortgage 1,16 A7 1,22¢ — 751
Nonresidential real esta 4,37¢ 2,464 2,09¢ 3,61¢€ 7,29¢
Construction and lan — — — 34E —
Commercial loan 1,41¢ 1,15¢ 1,25¢ 36€ 1,48¢
Commercial lease 47 13¢ 221 — —
Consume 5 — — — —
Total nonperforming loan 9,22¢ 5,72 6,524 7,12( 13,76¢
Real estate owne!
One- to four-family residentia — 15z — 74¢ 723
Nonresidential real esta — — — — 23C
Land — — — 88t —
Total real estate owne — 158 — 1,634 952
Total nonperforming asse $9,22¢ $5,87¢ $6,52/ $8,754 $14,72:
Ratios:
Nonperforming loans to total loa 0.6% 0.4€% 0.5¢% 0.66% 1.27%
Nonperforming assets to total ass 0.57 0.3¢ 0.44 0.6C 0.9¢

Risk Classification of Assets

Our policies, consistent with regulatory guidelingsovide for the classification of loans and otassets that are considered to be of lesser
quality as substandard, doubtful, or loss assetaagset is considered substandard if it is inadefyuprotected by the current net worth and
paying capacity of the obligor or the collateradgiyed, if any. Substandard assets include thosaatkeazed by the distinct possibility that -
will sustain some loss if the deficiencies are cmtected. Assets classified as doubtful havefath®weaknesses inherent in assets classified
substandard with the added characteristic thatvdraknesses present also make collection or ligoiat full, on the basis of currently
existing facts, conditions and values, highly guestble and improbable. Assets classified as losshmse considered uncollectible and of
such little value that their continuance as adgsatst warranted.

On the basis of our review of our assets at Dece®he2006, classified assets consisted of subatdraksets of $24.0 million and doubtful
assets of $371,000, and we had no loans classifidass assets. The classified assets total ircB8& million of nonperforming loans.
Included in substandard assets are $17.8 millidnasfs to healthcare providers. As of Decembe2806, we had not taken any charge-offs
on these types of loans, but we established afgpkaEn loss reserve allowance in the amount &33200 for loans to one health care
borrower with an aggregate principal balance o8$6illion. At December 31, 2006 we also classifieahs to a second health care borrower
as substandard based on weaknesses in the finprdiaimance of, and untimely or incomplete finahstatements for, certain nursing
homes operated by this borrower, which had an aagegorincipal balance of $5.5 million. We did establish a specific loan loss allowance
for this relationship at this time and these loamse current on their loan payments to us as obbser 31, 2006. Also classified at
December 31, 2006 were two well-secured commerealestate loans to a single borrower totalin@ $2illion; these loans were brought
current in the first quarter of 2007 through therbaer’s exercise of its statutory right to reinstthe loans during a foreclosure proceeding
that we initiated. As of December 31, 2006, we $42.1 million of assets designated as special menti
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Allowance for Loan Losses

We establish provisions for loan losses, whichchi@ged to operations in order to maintain thenadloce for loan losses at a level we
consider necessary to absorb probable incurredtdosdes in the loan portfolio. In determining teeel of the allowance for loan losses, we
consider past and current loss experience, evahstf real estate collateral, current economiaitaoms, volume and type of lending,
adverse situations that may affect a borrowability to repay a loan and the levels of nonpening and other classified loans. The amou
the allowance is based on estimates and the utifoases may vary from such estimates as moremafiion becomes available or later
events change. We assess the allowance for losedas a quarterly basis and make provisions for losses in order to maintain the
allowance.

We provide for loan losses based on the allowanethoa. Accordingly, all loan losses are chargetih¢orelated allowance and all recoveries
are credited to it. Additions to the allowance lfan losses are provided by charges to income k@sedrious factors which, in our
judgment, deserve current recognition in estimagirapable incurred losses. We regularly reviewitlae portfolio and make provisions {
loan losses in order to maintain the allowancddan losses in accordance with accounting prinsigkenerally accepted in the United States
of America. The allowance for loan losses congi§three components:

» specific allowances established for any impairedtiffamily mortgage, nonresidential real estatepstouction and land,
commercial, and commercial lease loans for whiehrétorded investment in the loan exceeds the meshsalue of the loar

« allowances for loan losses for each loan type basdustorical loan loss experience; ¢

« adjustments to historical loss experience (gers@l@lvances), maintained to cover uncertainties dlffact our estimate of probat
incurred losses for each loan ty

The adjustments to historical loss experience asedb on our evaluation of several factors, inclgdivels of, and trends in, past due and
classified loans; levels of, and trends in, chasffs-and recoveries; trends in volume and termsanfis, including any credit concentrations in
the loan portfolio; experience, ability, and depthending management and other relevant staff;rainal and local economic trends and
conditions.

We evaluate the allowance for loan losses based tifgocombined total of the specific, historicald@and general components. Generally,
when the loan portfolio increases, absent othdofacthe allowance for loan loss methodology fssiala higher dollar amount of estimated
probable incurred losses than would be the cas®ulithe increase. Conversely, when the loan dartflecreases, absent other factors, the
allowance for loan loss methodology generally rissinl a lower dollar amount of estimated probab$sés than would be the case without
decrease.

We regularly review our loan portfolio to determinbether any loans require classification in acaoo® with applicable regulations. When
we classify loans as either substandard or doybtelallocate a portion of the related general &fsvances to such loans as we deem
prudent. The allowance for loan losses representaiats that have been established to recognizergttiosses in the loan portfolio that are
both probable and reasonably estimable at theaddte financial statements. When we classify pobloans as loss, we charge-off such
amount. While we use the best information availablmake evaluations, future adjustments to threnalhce may be necessary if conditions
differ substantially from the information used irking the evaluations. Our determination as taifleclassification of our loans and the
amount of our loss allowances are subject to regwur regulatory agencies, which can require Weestablish additional loss allowances.

We acquired a portfolio of highly-seasoned resi@demiortgage loans in 2006 with an approximate medaat December 31, 2006 of $16.2
million from a loan servicing company. We also aocegi a portfolio of commercial loans in 2005 with @pproximate balance at

December 31, 2006 of $4.6 million from the samealservicing company. The loan servicing comparedfés Chapter 11 bankruptcy petition
in late December, 2006, thus creating substandiabtlas to the value of its recourse obligatioméfexperience any losses in the acquired
residential loan portfolio. The bankruptcy courpamted a bankruptcy trustee in late January, 206@.bankruptcy trustee has
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suspended servicing remittances to all loan sewgiclients of the debtor pending the completioamficcounting and further direction from
the bankruptcy court, and as a result, we haveetatived the monthly scheduled servicing remittaribat were due in January, 2007 and
February, 2007, which approximate $350,000 eachtimdre bankruptcy trustee recently reported thatdan servicing trust account has a
current balance in excess of $4.6 million, but thattrust account is substantially out of balasee is insufficient to pay all of the debtor’s
obligations to its servicing clients. On March R0Z, the Bankruptcy Court entered an order pemgijtthe Company to transfer the servicing
of these loans. The Company has arranged for ditstbdoan servicing company and the transfemi& im process. The Bankruptcy Court
also established a timetable by which the Trustii@revide an accounting of all funds and docunsentthe Trustee’s possession and
perform other tasks related to the transfer ofdhe servicing rights. We have engaged counsedéd a turnover of past servicing remittar
that have not been paid, and to defend against etingpclaims that have been asserted to the sérdems or the servicing remittances. We
have not yet established any specific reservethfsse purchased loans pending the receipt of additinformation and future developments
in the bankruptcy proceeding, including the outcarhthe Trustee’s reports scheduled for late Ma2€)7 or early April, 2007.
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The following table sets forth activity in our allance for loan losses for the years indicated.

Balance at beginning of ye

Charge-offs:

One- to four-family residentia
Multi -family mortgage
Nonresidential real esta
Construction and lan
Commercial loan
Commercial lease

Consume

Total charg-offs

Recoveries

One- to four-family residentia
Multi -family mortgage
Nonresidential real esta
Construction and lan
Commercial loan
Commercial lease

Consume

Total recoverie!

Net (charg-offs) recoverie:
Allowance of acquired bar
Provision (credit) for loan loss:

Balance at end of ye

Ratios:

Net charg-offs (recoveries) to average loans outstani
Allowance for loan losses to nonperforming lo.
Allowance for loan losses to total log

(1)

At or For the Years Ended December 31,

2006 2005 2004 2003 2002
(Dollars in thousands)
$11,51¢ $11,01¢ $12,03¢ $12,46 $13,46:
- - - (29 (100)
— — — — (31)
— — (1,129 — (70)
(94€) (49) (219) (369) (1,046
(26) (66) (48) (36) (45)
(972) (115) (1,399 (439 (1,297)
— — 68 26 28¢€
— — — 275(1) 275(1)

— 88 311 27¢ —
— — — — 14¢

4 4 21 6 —
4 92 40C 58t 71C
(96€) (23) (993 152 (582)

212 — — — —
(13€) 51¢ (22) (579) (422)
$10,62: $11,51¢ $11,01¢ $12,03¢ $12,46:

0.07% 0.0(% 0.0% (0.00)% 0.05%

115.1¢ 201.1¢ 168.9( 169.0:z 90.51
0.7¢ 0.9¢ 1.0C 1.12 1.1t

Recoveries relate to loans previously charged pfbccess Bancshart

Net Charge-offs and Recoveries

Net charg-offs increased by $945,000 to $968,000 for the yeaed December 31, 2006, from $23,000 for the geded December 31,
2005. Total charge-offs increased by $857,000 #2F®0 for the year ended December 31, 2006, frbhd 00 for the year ended

December 31, 2005. Total recoveries in 2006 deetehy $88,000.

Net charg-offs decreased by $970,000 to $23,000 for the gaded December 31, 2005, from $993,000 for the reded December 31,
2004. Total charge-offs decreased by $1.3 millm$115,000 for the year ended December 31, 2008 $1.4 million for the year ended
December 31, 2004. Total recoveries in 2005 deetebg $308,000 compared to 2004. Total recoveni@904 included a $300,000 recov
on a commercial loan that Success National Bankchadyed-off prior to our acquisition of Succesai&ares.

The credit for loan losses was $136,000 in 2006pared to provision for loan losses of $518,000008%2and a credit for loan losses of
$22,000 in 2004.



Allocation of Allowance for Loan Losses

The following table sets forth our allowance foatolosses allocated by loan category. The allowémrdean losses allocated to each cate
is not necessarily indicative of future lossesrig particular category and does not restrict treeafghe allowance to absorb losses in other

categories.

One- to four-family
residentia

Multi -family mortgage
Nonresidential real esta
Construction and lan
Commercial loan
Commercial lease
Consume

Other (1)

Unallocatec

Total

One- to four-family
residentia

Multi -family mortgage
Nonresidential real esta
Construction and lan
Commercial loan
Commercial lease
Consume

Other (1)

Unallocatec

Total

(1) Includes municipal loan:

At December 31,

2006 2005 2004
Percent
Percent Percent of Loans
of Loans of Loans
in Each in Each in Each
Category Category Category
Allowance Loan Allowance Loan Allowance Loan
for Loan Balances by  to Total for Loan Balances by  to Total for Loan Balances by  to Total
Losses Category Loans Losses Category Loans Losses Category Loans
(Dollars in thousands)
$ 1,858 $ 397,54' 29.71% $ 1,41¢ $ 404,19¢ 32.62% $ 1,28¢ $ 362,70. 32.9%%
1,90¢ 297,13. 22.21 2,10z 280,23¢ 22.6: 1,95( 241,710 21.97
2,84¢ 320,72¢ 23.9i 3,42: 275,41t 22.2: 3,30/ 277,38(  25.27
1,12C 85,22: 6.37 1,21C 80,70¢ 6.52 89¢ 59,36¢ 5.4C
1,667 89,34¢ 6.6¢ 2,362 68,98¢ 5.5¢ 2,73¢ 63,721 5.7¢
1,112 139,16: 10.4C 718 121,89¢ 9.84 543 86,36: 7.8t
40 3,86¢ 0.2¢ 17 2,022 0.1€ 18 2,75t 0.2t
74 4,95¢ 0.37 104 5,21¢ 0.4z 121 6,04< 0.5t
— — — 16C — — 15¢ — —
$10,62: $1,337,96! 100.0% $11,51¢ $1,238,68 100.0% $11,01¢ $1,100,05. 100.0(%
At December 31,
2003 2002
Percent Percent
of Loans of Loans
in Each in Each
Allowance Category Allowance Category
Loan Loan
for Loan Balances by  to Total for Loan Balances by  to Total
Losses Category Loans Losses Category Loans
(Dollars in thousands)
$ 1,322 $ 350,27 3256 $ 1,64: $ 453,88: 42.0(%
1,797 240,730 22.3¢ 1,592 212,44: 19.6%
4,31: 270,12¢  25.0¢ 5,41( 251,45¢ 23.2i
97¢€ 64,40: 5.9¢ 553 36,87¢ 3.41
2,90¢ 67,95( 6.31 2,721 79,45¢ 7.3¢
36E 72,96: 6.7¢ 18€ 37,16¢ 3.44
26 3,50z 0.3z 51 3,90¢ 0.3¢
16€ 6,621 0.6z 13¢ 5,572 0.5z
161 — — 16C — —
$12,03¢ $1,076,57. 100.0(% $12,46! $1,080,76! 100.0(%
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Investment Securities

Our investment policy is established by our BodrBioectors. The policy emphasizes safety of theegiment, liquidity requirements,
potential returns, cash flow targets, and conststevith our interest rate risk management strategy.

At December 31, 2006, our debt securities consistedortgage-backed pass-through securities issusgonsored by Fannie Mae, Freddie
Mac or Ginnie Mae, collateralized mortgage obligasi (“CMOs”) and real estate mortgage investmentludgs (“REMICs”) guaranteed by
Fannie Mae, Freddie Mac or Ginnie Mae, SBA guarthtean participation certificates, Federal agemags, and municipal securities. Our
equity securities consisted almost entirely of ekaif two floating rate preferred stocks issuedri®ddie Mac, a governmesponsored entit
and one Freddie Mac fixed-rate preferred stocksAdurities were classified as available for salsyant to SFAS No. 115 as of
December 31, 2006, 2005 and 2004.

We hold the FHLBC common stock to qualify for memdbép in the Federal Home Loan Bank System anckteliigible to borrow funds
under the FHLBC's advance program. The aggregateara fair value of our FHLBC common stock as eE®@mber 31, 2006 was $15.6
million based on its par value. There is no mafkiebur FHLBC common stock. Due to our receipt tofck dividends and a reduction of our
outstanding FHLBC advances, we owned shares of FHt@mmon stock at December 31, 2006 with a parevddat was $7.2 million more
than we were required to own, to maintain our mewstiip, in the Federal Home Loan Bank System armkteligible to obtain advances
(“excess” or “voluntary” capital stock).

During 2006, the FHLBC was allowed to carry outited redemptions of excess or voluntary capitatisttVe redeemed $9.8 million of
excess or voluntary FHLBC capital stock during year.

The following table sets forth the composition, atized cost and fair value of our securities ad@déaor sale at the dates indicated.

At December 31,
2006 2005 2004
Amortized Amortized Amortized
Cost Fair Value Cost Fair Value Cost Fair Value
(Dollars in thousands)

Investment Securities:

Municipal securitie: $ 2660 % 2,711 % 3,08 $ 3,14t $ 3,47C $ 3,46¢
SBA guaranteed loan participation certifice 62€ 623 1,85¢ 1,85z 1,95¢ 1,941
Equity securities
Freddie Mac 38,27t 43,11 65,60C 67,37¢ 65,600 63,96(
Fannie Mae — — 18,36( 19,79t 18,36( 18,36(
Other debt securitie 45,74¢  45,72¢ — — — —
Total investment securities availa-for-sale 87,30¢ 92,16¢ 88,90« 92,16¢ 89,38¢ 87,72t

Mortgage-Backed Securities:
Pas-through securities

Fannie Mae 14,50¢ 14,63( 146,43! 143,09¢ 161,76¢ 161,00:
Freddie Mac 3,967 3,971 10,18: 10,00¢ 16,36( 16,16¢
Ginnie Mac 1,23¢ 1,20z 1,34¢ 1,321 1,50¢ 1,50C
CMOs and REMIC: 5,841 5,881 1,61t 1,64z 1,67¢ 1,70C
Total mortgag-backed securities availal-for-sale 25,55 25,68¢ 159,57¢ 156,07( 181,30' 180,36¢
Total securities availat-for-sale $112,86. $117,85! $248,48. $248,23¢ $270,69: $268,09:
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We determine the fair value of our investment siéesrin accordance with the guidance set fortBHAS No. 115 “Accounting for Certain
Investments in Debt and Equity Securities,” and SB¥o. 107, “Disclosures about Fair Value of Finahbiistruments.” Pursuant to this
guidance, we determine fair value based on the neasht quoted market price, if available, for $leeurity as of the applicable balance sheet
date. If a quoted market price for a specific siis not currently available, we estimate the failue based on the quoted market price of
another security with similar characteristics, atia to reflect objectively measurable differermgsh as coupon rates and reset dates. In the
absence of current quoted market prices for theesama similar security, we use other valuatiommégues to determine fair value, such as
obtaining broker-dealer valuations or estimatirig¥alue based on valuation modeling. The fair eadfi a security is used to determine the
amount of any unrealized losses that must be tefiicio our other comprehensive income and the oek walue of our investment securities.
Similarly, if we determine that a security is otlilean-temporarily impaired pursuant to SAB No. &8, use the fair value of the security to
determine the amount of the impairment loss andthasted cost basis for the security.

The Company evaluated the securities in its investrportfolio that had significant declines in failue at December 31, 2006 and 2005,
concluded that the declines were primarily atttétle to changes in market interest rates ratherchedit quality or other issuer-specific
factors. Since the Company had the ability anchinéé December 31, 2006, to hold these investmenttsa recovery occurred or the
securities matured, and the carrying cost of tiseserities was projected to recover as marketasteates change and or the securities
approached maturities, the Company did not considedeclines in fair value to be other-than-terappimpairments. No unrealized losses
existed at December 31, 2006 or 2005 with respestit marketable equity securities, including oteddie Mac floating rate preferred
stocks. The Company previously reduced the combiaeing value of certain of the Fannie Mae aneldilie Mac preferred stocks by
recording an impairment charge of $8.8 million tlee year ended December 31, 2004.

39



Portfolio Maturities and Yields. The composition and maturities of the investmenit decurities portfolio and the mortgage-backed
securities portfolio at December 31, 2006 are suriz@a in the following table. Maturities are basedthe final contractual payment dates,
and do not reflect the impact of prepayments dyeademptions that may occur. Municipal securigigdds have not been adjusted to a tax-
equivalent basis as the amount is immaterial.

More than Five Years
More than One Year

One Year or Less through Five Years through Ten Years More than Ten Years Total Securities
Weighted Weighted Weighted Weighted Weighted
Amortized Amortized Amortized Amortized
Average Average Average Average Amortized  Average
Cost Yield Cost Yield Cost Yield Cost Yield Cost Yield Fair Value

(Dollars in thousands)

Mortgage-Backed

Securities:
Pass-through
securities
Fannie
Mae $ — — % $ — — % $ 1,85( 5.14% $12,65¢ 6.24% $ 14,50¢ 6.1(% $ 14,63(
Freddie
Mac — — 42 6.4z 23¢ 5.24 3,68¢ 5.7t 3,967 5.7% 3,971
Ginnie
Mae — — — — — — 1,23¢ 5.11 1,23¢ 5.11 1,20z
CMOs and
REMICs 10 5.8¢ 1,251 5.17 681 5.4t 3,89¢ 5.91 5,841 5.7C 5,881
Total 10 5.8¢ 1,29 5.21 2,77C 5.22 21,47¢ 6.0% 25,55: 5.9C 25,68¢
Investment
Securities:
Municipal
securities 45C 4.0€ 1,69 4.32 51& 4.47 — — 2,66( 4.31 2,711
SBA guaranteed
loan
participation
certificates — — — — — — 62¢€ 5.94 62€ 5.94 625
Corporate bond
and other
securities 45,74¢ 4.97 — — — — — — 45,74¢ 4.97 45,72
Equity securitie: — — — — — — 38,27t 5.8t 38,27t 5.88 43,11

Total  46,19¢ 4.9¢ 1,69¢ 4.3z 51¢ 4.47 38,90¢ 5.8€ 87,30¢ 5.34 92,16¢

Total securities
available-for-sale  $46,20¢ 4.96% $ 2,98¢ 471% $ 3,28¢ 5.11% $60,38: 5.92% $112,86: 5.47% $117,85:
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Sources of Funds

Deposits At December 31, 2006, our deposits totaled $1.10rh Interest-bearing deposits totaled $995.8iam and noninterest-bearing
demand deposits totaled $134.1 million. NOW, saviagd money market deposits totaled $650.0 miliiobecember 31, 2006. Demand
deposits at December 31, 2006 included $8.2 millanternal checking accounts, such as bank cashecks and money orders, and $11.2
million in title insurance escrow funds. At DecemB&, 2006, we had a total of $345.5 million intderates of deposit, of which $281.1
million had maturities of one year or less. Althbuge have a significant portion of our depositshiorter-term certificates of deposit, we
monitor activity on these accounts and, based stotical experience and our current pricing stratege believe we will retain a significant
portion of these accounts upon maturity.

Our deposits are obtained predominantly from tleasin which our branch offices are located. Wi oal our favorable locations, customer
service, competitive pricing, our Internet Brancii aelated deposit services such as cash managéoreiract and retain these deposits.
While we accept certificates of deposit in excesd1®0,000 for which we may provide preferentidaés we generally do not solicit such
deposits because they are more difficult to rettaam core deposits. At December 31, 2006, we hathbof $10.4 million of brokered
certificates of deposits.

The following table sets forth the distributiontofal deposit accounts, by account type, for thiops indicated.

Years Ended December 31,

2006 2005 2004
Weighted Weighted Weighted
Average Average Average Average Average Average
Balance Percent Rate Balance Percent Rate Balance Percent Rate

(Dollars in thousands)
Demand deposit:

Retalil $ 33,02 3.0(% — % $ 2351: 21% — % $ 2364! 2.1%% — %
Commercial 90,59: 8.24 — 85,43t 7.6Z — 79,458 7.2 —
Total demand deposi 123,61« 11.2¢ — 108,94° 9.7z — 103,09¢ 9.31 —
NOW deposits 241,37¢ 21.9¢ 1.71 268,40: 23.9¢ 0.8t 232,190 21.1( 0.54
Savings deposit 123,417 11.2Z 0.8: 128,867 11.4¢ 0.7¢ 134,49. 12.2: 0.61
Money market deposi 252,10¢ 22.9¢ 4.0C 223,33: 19.9Z 2.84 181,59t 16.5( 1.47
Certificates of depos 359,11¢ 32.6¢ 4.1C 391,880 34.9/ 2.7¢ 449,21t 40.8] 2.11
Total deposit: $1,099,63. 100.0(% $1,121,43! 100.0(% $1,100,59¢ 100.0(%

The following table sets forth certificates of dsjpdy time remaining until maturity at December 3006.

Maturity
Over3to€ Over6to 1z
3 Months Over 12
or Less Months Months Months Total
(Dollars in thousands)
Certificates of deposit less than $100, $ 77,32¢ $63,75¢ $ 58,18: $51,39. $250,66(
Certificates of deposit of $100,000 or m 33,11¢ 32,73( 16,01: 12,93( 94,79(
Total of certificates of depos $110,44: $96,48t $ 74,19¢ $64,32¢ $345,45(
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Borrowings. Our borrowings consist primarily of Federal Homeahdank advances and repurchase agreements. Towifg table sets
forth information concerning balances and interatds on our borrowings at the dates and for thiegeindicated.

At or For the Years Ended December 31,

2006 2005 2004
(Dollars in thousands)

Balance at end of ye $138,14¢ $191,38t $264,74.

Average balance during ye 183,28t 229,35! 251,33:

Maximum outstanding at any month € 241,04¢ 274,31: 268,83.

Weighted average interest rate at end of" 4.3(% 3.7% 2.91%

Average interest rate during ye 4.11% 3.58% 3.65%

At December 31, 2006, we had the ability to boreowadditional $167.0 million under our credit famk with the FHLBC. Furthermore, we
had unpledged securities that could be used toostipprrowings in excess of $47.0 million.

At December 31, 2006, we had available pre-approvednight federal funds borrowing capacity of $6aiillion. At December 31, 2006,
there were no outstanding federal funds borrowiAg®ecember 31, 2006, we also had a line of cradidilable with the Federal Reserve
Bank of Chicago for $20.3 million. At December 2006, there was no outstanding balance on theoficeedit.

Comparison of Operating Results For the Years Ende®ecember 31, 2006, 2005 and 2004

Comparability Considerations

Mutual-to-Stock ConversionOur operating results for the years ended Dece®ibe2006, 2005 and 2004 do not lend themselvesaityr
comparison due to, among other things, variousfaaelating to the consummation of our mutualttmzk conversion in June of 2005,
including cash inflows resulting from stock subption order receipts and the issuance of commarkstash outflows resulting from
subscription order refunds, the transitory imphaet refundable subscription order receipts hadawniegs and deposit balances during the
second and third quarters of 2005 and the subsédeptoyment of the net proceeds of the subscriptitering.

Comparison of Year 2006 to 200%n 2006, we acquired University National Bank ie tecond quarter of 2006 and the second half of the
year included expenses related to ec-based compensation. These and other related fa@drsarying degrees of impact on the change
occurred to our financial condition and operatiaguits between the years ended December 31, 2@08085, including changes to the
composition of our assets and liabilities that @fe our results of operation.

Comparison of Year 2005 to 2004n 2004 we recorded impairment losses relatingutoF@nnie Mae and Freddie Mac floating rate preférr
stocks due to our application of SAB No. 59 to thescurities, and yield adjustment amortizatioreasg in 2004 and 2005 relating to our
restructuring of $170.0 million of Federal Home bdgank borrowings in July 2003. These and othexteel factors had varying degrees of
impact on the changes that occurred to our findueciadition and operating results between the yeaded December 31, 2005 and 2006,
including changes to the composition of our asaetkliabilities that affected our results of opinat

Net Income

Comparison of Year 2006 to 200%e recorded net income of $10.0 million for theryeaded December 31, 2006, compared to net income
of $11.1 million for the year ended December 3020 he principal factors affecting the changeehincome from year to year included a
$5.2 million, or 10.1%, increase in our net intéiasome; a $1.8 million, or 21.3%, increase ininterest income; and a $654,000 decrease
in our provision for loan losses. These increaseewffset by a $8.2 million, or 18.5%, increasadminterest expense; and a $548,000, or
12.8%, increase in income tax expense. Our netiedor the full year 2006 and for the last six nisnof 2005
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was favorably affected by the completion of our maltto-stock conversion on June 23, 2005, andatefteincreased interest income and
reduced interest expense on borrowings resultimg our deployment of the net proceeds from the@iydion offering undertaken in
connection with the mutual-to-stock conversion,athiotaled $220.7 million (excluding the $19.6 ioifl in stock purchased by our ESOP),
to increase average interest-earning assets ande@yerage borrowings and wholesale depositsofenating results for 2006 included $5.4
million in expenses for equity-based compensatiwhlzenefits, compared to $717,000 for 2005, redetiinequity-based awards that were
made during the third and fourth quarters of 200&pant to the Equity Incentive Plan that our stmdtters approved in June of 2006, and
additional expenses arising from our first full yehmaking contributions to the ESOP that we dighbd in connection with our mutual-to-
stock conversion in June of 2005. Our 2005 netrime@vas also negatively affected by a $388,000 wdjdstment amortization expense, pre-
tax, relating to our restructuring of $170.0 mitliof Federal Home Loan Bank borrowings in July 20008re was no remaining yield
adjustment amortization expense recorded durin@g200r earnings per share of common stock for gaded December 31, 2006 was $0.45
per share. Earnings per share for the year endedrilger 31, 2005 was $0.29 and only includes th@énemme for the period for which
common shares were outstanding which was fromdahgptetion of our mutual-to-stock conversion on JA8e2005 through December 31,
2005.

Comparison of Year 2005 to 2004Ve recorded net income of $11.1 million for theryeaded December 31, 2005, compared to net income
of $1.5 million for the year ended December 31,£2@ur 2005 net income was favorably affected leydbmpletion of our mutual-to-stock
conversion on June 23, 2005, and reflected incoeimserest income and reduced interest expensewowings resulting from our
deployment of the net proceeds from the subscripifering undertaken in connection with the mutteaktock conversion, which totaled
$220.7 million (excluding the $19.6 million in stopurchased by our ESOP), to increase averagesitearning assets and reduce average
borrowings and wholesale deposits. Our 2004 netnrecwas negatively affected, in part, by our reicgr@n $8.8 million impairment loss,
pre-tax, on our Fannie Mae and Freddie Mac floatiig preferred stocks due to our application oBo. 59 to those securities. The
impairment loss reduced our 2004 net income by 88li&n, after-tax. Our 2004 net income was alggatively affected by a $2.5 million
yield adjustment amortization expense,-tax, relating to our restructuring of $170.0 noilliof Federal Home Loan Bank borrowings in July
2003 compared to $388,000 recorded in 2005. THd gidjustment amortization expense reduced our 20@42005 net income by $1.5
million and $234,000, after tax, respectively. Bags per share for the year ended December 31, iB0@ported as $0.29 and only includes
the net income for the period for which common skavere outstanding, which was from the complatioour mutual-to-stock conversion
on June 23, 2005 through December 31, 2005. There mo common shares outstanding during 2004.

Net Interest Income

Comparison of Year 2006 to 200%et interest income increased by $5.2 million, @r1%, to $56.6 million for the year ended DecenBier
2006, from $51.4 million for the year ended Decengig 2005. Our net interest rate spread decrdasé® basis points to 2.89% for the y
ended December 31, 2006, from 3.04% for 2005. Hueadse resulted primarily from the flattening anerting of the yield curve that has
occurred since early 2005, and increasing compatiti the Chicago banking market for loans and digpoNotwithstanding these market
conditions and the resulting decrease in our rietést rate spread, our net interest margin inecehy 24 basis points to 3.68% for 2006,
from 3.44% for 2005, due to our deployment of tB2Ck7 million in net proceeds of our subscriptidfeing to retire term debt and reduce
borrowings and wholesale deposits, and our replaoénf a significant portion of the short-term sées and interest-bearing deposits in
which the offering proceeds were initially investeith higher yielding loans. As expected, our asdian of University National Bank on
April 5, 2006, helped to mitigate the adverse intgthat these market conditions had on our netéstamargin. In addition, our average
earning assets increased $42.2 million to $1.5881in 2006, from $1.496 billion in 2005, and caverage interest-bearing liabilities
decreased $82.5 million to $1.159 billion in 2086m $1.242 billion in 2005, principally as a resol our deployment of the net proceeds of
our subscription offering. Our net interest incofmethe year ended December 31, 2005, includedoapately $450,000 in net interest
spread that we earned on the investment of appaigign$167.1 million in subscription order receifitat we subsequently refunded to
depositors whose subscription orders could notlleel f

Interest income increased by $13.9 million, or %,.80 $94.1 million for the year ended December226, from $80.2 million for the year
ended December 31, 2005. The increase in intarestrie resulted primarily from a 76 basis pointé&ase in the average yield on interest
earning assets to 6.12% for the year ended Dece®ih&006,
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from 5.36% for the year ended December 31, 200% fram a $42.2 million increase in total averageiiest-earning assets to $1.538 billion
for the year ended December 31, 2006, from $1.486rbfor the year ended December 31, 2005.

Interest income on loans increased by $16.9 milla25.3%, to $83.5 million for the year ended &waber 31, 2006, from $66.6 million for
the year ended December 31, 2005. The increasgeirest income on loans resulted primarily fromiaasis point increase in the average
yield on loans to 6.43% for the year ended DecerilteR006, from 5.89% for the year ended DecembeR@05, due to higher mark
interest rates, and from a $168.2 million, or 14,8%rease in the average balance of loans outistgubal $1.300 billion for the year ended
December 31, 2006, from $1.131 billion for the yeaded December 31, 2005.

Interest income on securities available-for-salerel@sed $2.4 million, or 21.1%, to $9.2 million the year ended December 31, 2006, from
$11.6 million for the year ended December 31, 200 decrease resulted primarily from a decreagd 1.5 million, or 35.3%, in the
average balance of securities available-for-sa2@8.9 million for the year ended December 31.626@m $315.4 million for the year
ended December 31, 2005. This decrease in aveedgedes since 2005 reflected the impact of holdimg)investing approximately $436.8
million of subscription order receipts in shortrtregovernment agency securities until the subsonpbiffering was completed on June 23,
2005. Thereafter, funds representing accepted gptien orders were paid to the Company, and fuhasthe subscribers for unfilled
subscription orders were refunded. By the end efliird quarter of 2005, substantially all of thibscription order refunds had been paid.
also decided to reduce our portfolio of investnesdurities available-for-sale during 2006 as thedt inverted yield curve did not present
profitable opportunities for carrying such addismvestments. Partially offsetting the decreasavierage balances was an 81 basis point
increase in the yield on securities available-fego 4.50% for the year ended December 31, 200®, 3.69% for the year ended
December 31, 2005, due to increases in the cowgiesn for certain securities.

Dividend income on our Federal Home Loan Bank of@go stock decreased $484,000, or 40.1%, to $0R4 the year ended

December 31, 2006, from $1.2 million for the yeaded December 31, 2005. The average balance & Heesirities decreased by $3.1
million to $21.8 million for the year ended DecemB&, 2006, due to the redemption of $9.8 millidnhese securities in 2006. The Federal
Home Loan Bank of Chicago also reduced its dividexte from 5.5% as of the first quarter of 2008 100% as of the fourth quarter of 2006.
As a result, the average dividend yield on our Felddome Loan Bank stock decreased to 3.32% foy#ae ended December 31, 2006, from
4.86% for the year ended December 31, 2005.

Interest income on interest-bearing deposit aceotinatt we owned decreased $70,000, or 9.4%, to,88F6or the year ended December 31,
2006, from $746,000 for the year ended Decembe2@15. The average balance of these interest-lgpdeiposits decreased by $11.5 million
to $12.7 million for the year ended December 3D&0he average yield on our interest-bearing depimereased to 5.32% for the year
ended December 31, 2006, from 3.08% for the yede@December 31, 2005.

Interest expense increased by $8.7 million, or@0.® $37.5 million for the year ended December2806, from $28.8 million for the year
ended December 31, 2005. The increase was printréyto increased interest expense on depositshwias partially offset by decreased
interest expense on borrowings.

Interest expense on deposits increased by $9.lomibtr 45.4%, to $30.0 million for the year end@ecember 31, 2006, from $20.6 million
for the year ended December 31, 2005. The inclieasterest expense on deposits was primarily dwee 104 basis point increase in the
average rates paid on deposits, which was partifithet by a $36.5 million, or 3.6%, decrease mdlverage balance of deposits. The average
balances of money market deposits increased $28i8mmor 12.9% for the year ended December 3D&0he average balances of savings
accounts, NOW deposits and certificates of deplesiteased $5.5 million, or 4.2%, $27.0 million,16r1%, and $32.8 million, or 8.4%,
respectively, for the year ended December 31, 2006.average cost of deposits was 3.07% for thegreded December 31, 2006, compared
to 2.03% for the year ended December 31, 2005ca#gories of interest-bearing deposit accounta/etidncreases in average rates paid for
2006 compared to 2005. The average cost of cetiificof deposits increased 131 basis points t&#fbOthe year ended December 31, 2!
from 2.79% for the year ended December 31, 2008.aMerage cost of all other interest-bearing déjpasibunts also increased for the year
ended December 31, 2006, with the most signifizgrease occurring with respect to money markebaats. The average cost of money
market accounts increased 116 basis points to 4{60%ie year ended December 31, 2006, from 2.8#%hk year ended December 31,
2005.
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Interest expense on borrowings decreased by $67200®.2%, to $7.5 million for the year ended Deber 31, 2006, from $8.2 million for
the year ended December 31, 2005. This decreasdueds part to a $46.1 million, or 20.1%, decraasbe average balance of borrowings,
which was offset by a 53 basis point increase énatberage cost of such borrowings to 4.11% foyter ended December 31, 2006, from
3.58% for the year ended December 31, 2005. Theedse in average borrowings is due in part to earaf a portion of the net proceeds of
the sale of investment securities to repay whoéebaftrowings. Interest expense for the year endmmkidber 31, 2005 also included $388,
in yield adjustment amortization expense relatmthe prepayment penalty that we incurred in restining our Federal Home Loan Bank
borrowings in July of 2003, while there was no giabjustment expense recorded in 2006 in connewiitinthe restructuring as final
amortization was completed in 2005.

Comparison of Year 2005 to 2004et interest income increased by $8.1 million, 88%, to $51.4 million for the year ended DecenBier
2005, from $43.3 million for the year ended Decen8fe 2004. Several factors favorably affected ithisease in net interest income in 2005.
Our net interest margin increased 30 basis pain8s44% for the year ended December 31, 2005, 8d#% for the year ended

December 31, 2004, and our net interest rate spneaebsed 8 basis points to 3.04% for the yeae@fmkcember 31, 2005, from 2.96% for
the year ended December 31, 2004. In additionaverage earning assets increased $116.0 milliéa.#96 billion in 2005, from $1.380
billion in 2004, and our average interest-beariapilities decreased $7.0 million to $1.242 billion2005, from $1.249 billion in 2004,
principally as a result of our deployment of thé meceeds of our subscription offering totalin@@2 million.

Interest income increased by $13.5 million, or 20.20 $80.2 million for the year ended December20D5, from $66.7 million for the year
ended December 31, 2004. The increase in interestrie resulted primarily from a 52 basis pointéase in the average yield on interest
earning assets to 5.36% for the year ended Dece®ih@005, from 4.84% for the year ended DecembeB304, and from a $116.0 million
increase in total average interest-earning asséi$.496 billion for the year ended December 3D526rom $1.380 billion for the year ended
December 31, 2004.

Interest income on loans increased by $9.5 millarl6.7%, to $66.6 million for the year ended Deber 31, 2005, from $57.1 million for
the year ended December 31, 2004. The increasgeirest income on loans resulted primarily fron6désis point increase in the average
yield on loans to 5.89% for the year ended DecerilteR005, from 5.23% for the year ended DecembeR304, due to higher mark
interest rates, and from a $40.1 million, or 3.T86rease in the average balance of loans outstgridi$il.131 billion for the year ended
December 31, 2005, from $1.091 billion for the yeaded December 31, 2004.

Interest income on securities available-for-sategnsed $3.5 million, or 42.9%, to $11.6 milliom fioe year ended December 31, 2005, from
$8.1 million for the year ended December 31, 200% increase resulted primarily from a 51 basisipioicrease in the yield on securities
available-for-sale to 3.69% for the year ended Ddasr 31, 2005, from 3.18% for the year ended Deeer@b, 2004, due to increases in the
coupon rates for certain securities. In additibe, dverage balance of securities available-forsadearities increased $59.4 million, or 23.2%,
to $315.4 million for the year ended December 8D52 from $256.0 million for the year ended Decen8ie 2004. This increase in average
balances during 2005 reflected the impact of hgldind investing approximately $436.8 million of saiption order receipts in short term
government agency securities until the subscriptidering was completed on June 23, 2005. Thergdftads representing accepted
subscription orders were paid to the Company, andd due the subscribers for unfilled subscripticders were refunded. By the end of the
third quarter of 2005, substantially all of the satiption order refunds had been paid.

Dividend income on our Federal Home Loan Bank ot@go stock decreased $212,000, or 14.9%, to $illidmfor the year ended
December 31, 2005, from $1.4 million for the yeaded December 31, 2004. The average balance @& eesirities increased by $1.3 mill
to $24.9 million for the year ended December 3DR@ue to the receipt of stock dividends. The ayerdividend yield on our Federal Home
Loan Bank stock decreased to 4.86% for the yeaezabed:cember 31, 2005, from 6.04% for the year efimember 31, 2004.
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Interest income on interest-bearing deposit aceoilmat we owned increased $642,000 to $746,00héoyear ended December 31, 2005,
from $104,000 for the year ended December 31, 200d.average balance of these interest-bearingsitepocreased by $15.2 million to
$24.2 million for the year ended December 31, 200& average yield on our interest-bearing depositeased to 3.08% for the year ended
December 31, 2005, from 1.15% for the year endezkBder 31, 2004.

Interest expense increased by $5.3 million, or22 6 $28.8 million for the year ended December28D5, from $23.5 million for the year
ended December 31, 2004. The increase was printrédyto increased interest expense on depositshwias partially offset by decreased
interest expense on borrowings.

Interest expense on deposits increased by $6.lbomibr 45.1%, to $20.6 million for the year end@etember 31, 2005, from $14.2 million
for the year ended December 31, 2004. The inclieaséerest expense on deposits was primarily dwee$15.0 million, or 1.5%, increase in
the average balance of deposits, and a 61 basisipoiease in the average rates paid on depdsitsaverage balances of money market
deposits and NOW accounts increased $41.7 milio23.0%, and $36.2 million, or 15.6%, respectiyély the year ended December 31,
2005. The average balances of savings accountsatificates of deposit decreased $5.6 milliord @%, and $57.3 million, or 12.8%,
respectively, for the year ended December 31, 2006.average cost of deposits was 2.03% for theereded December 31, 2005, compared
to 1.42% for the year ended December 31, 2004cakéigories of interest-bearing deposit accounta/stiancreases in average rates paid for
2005 compared to 2004. The average cost of catidficof deposits increased 68 basis points to 2f@®e year ended December 31, 2005,
from 2.11% for the year ended December 31, 2004.aMerage cost of all other interest-bearing déjpasibunts also increased for the year
ended December 31, 2005, with the most significgarease occurring with respect to money markebaets. The average cost of money
market accounts increased 137 basis points to 2f8A#e year ended December 31, 2005, from 1.401%hk year ended December 31,
2004.

Interest expense on borrowings decreased by $1libmir 11.5%, to $8.2 million for the year endedcember 31, 2005, from $9.3 million
for the year ended December 31, 2004. This decrgaselue in part to a $22.0 million, or 8.7%, deseein the average balance of
borrowings, and an 11 basis point decrease inwbge cost of such borrowings to 3.58% for the yaaed December 31, 2005, from
3.69% for the year ended December 31, 2004. Theedse in average borrowings is due in part to earaf $30 million of the net proceeds
of the subscription offering to repay the $30 raiiliin term debt that we incurred in acquiring Sssd®ancshares in 2001 and in redeeming
trust preferred securities assumed in that acauisiinterest expense for the year ended Decenthe2@®5 also included $388,000 in yield
adjustment amortization expense relating to thpayrment penalty that we incurred in restructuriog lBederal Home Loan Bank borrowings
in July of 2003, compared to the $2.5 million ielgi adjustment amortization expense that we recoadanterest expense in 2004 in
connection with the restructuring.
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The following table sets forth average balance tshewerage yields and costs, and certain othernrdtion for the periods indicated. No tax-
equivalent yield adjustments were made, as theteffethese adjustments would not be material. Agerbalances are daily average balar
Nonaccrual loans were included in the computatioaverage balances, but have been reflected itatiie as loans carrying a zero yield. -
yields set forth below include the effect of deéerfees and expenses, discounts and premiums,gsgrelscounting adjustments and Fec
Home Loan Bank advance prepayment penalties tharaortized or accreted to interest income or es@en

Years Ended December 31,

2006 2005 2004
Average Average Average
Outstanding Outstanding Outstanding
Balance Interest  Yield/Rate Balance Interest  Yield/Rate Balance Interest  Yield/Rate

(Dollars in thousands)
Interest-earning assets

Loans $1,299,59° $83,50: 6.4%% $1,131,37. $66,61¢ 5.8%% $1,091,29. $57,07( 5.25%
Securities availab-for-sale 203,90( 9,18¢ 4.5C 315,37¢  11,64( 3.6¢ 255,99¢ 8,14« 3.1¢
Stock in FHLB 21,81 724 3.3z 24.,87( 1,20¢ 4.8¢ 23,52 1,42( 6.04
Other 12,71 67€ 5.32 24,21¢ 74€ 3.0¢ 9,027 104 1.1¢F
Total interes-earning asset 1,538,02. 94,08¢ 6.12 1,495,84. 80,21: 5.3¢€ 1,379,83! 66,73¢ 4.84
Noninteres-earning asse! 102,22( 88,83 86,10"
Total asset $1,640,24. $1,584,67 $1,465,94,
Interest-bearing liabilities:
Savings deposil $ 123,41 1,01¢ 0.8 $ 128,86 1,00¢ 0.7¢ $ 134,49: 82t 0.61
Money market deposi 252,10¢  10,09¢ 4.0C 223,33« 6,35( 2.8¢ 181,59¢ 2,667 1.47
NOW deposit: 241,37¢ 4,12¢ 1.71 268,40: 2,29( 0.8t 232,19: 1,24¢ 0.54
Certificates of depos 359,11¢ 14,71¢ 4.1C 391,88 10,95: 2.7¢ 449,21¢ 9,451 2.11
Total deposit: 976,01¢ 29,957 3.07 1,012,48! 20,59¢ 2.02 997,49¢  14,19¢ 1.4z
Borrowings 183,28t 7,532 4.11 229,35! 8,20¢ 3.5¢ 251,33: 9,27: 3.6¢
Total interes-bearing liabilitie: 1,159,30!  37,48¢ 3.2 1,241,84.  28,80: 2.3z 1,248,820  23,47( 1.8¢
Noninteres-bearing deposit 123,61 108,94 103,09¢
Noninteres-bearing liabilities 25,11( 20,257 19,51¢
Total liabilities 1,308,02! 1,371,04 1,371,44!
Equity 332,21 213,63: 94,49"
Total liabilities and equit $1,640,24. $1,584,67! $1,465,94.
Net interest incom $56,59" $51,41( $43,26¢
Net interest rate spread ( 2.8% 3.04% 2.9¢%
Net interes-earning assets (. $ 378,71 $ 253,99¢ $ 131,00t
Net interest margin (¢ 3.6&% 3.44% 3.14%
Ratio of interest-earning assets to
interes-bearing liabilities 132.6% 120.4"% 110.4%

(1) Netinterest rate spread represents the differbateeen the yield on average inte-earning assets and the cost of average interest-
bearing liabilities

(2) Netinteres-earning assets represents total int-earning assets less total inte-bearing liabilities

(3) Netinterest margin represents net interest incdivided by average total inter-earning asset
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The following table presents the dollar amountiedmges in interest income and interest expengldéamajor categories of our interest-
earning assets and interest-bearing liabilitiefrimation is provided for each category of interestning assets and interest-bearing liabilities
with respect to changes attributable to changeslume (i.e., changes in average balances muldifiiethe prior-period average rate), and
changes attributable to rate (i.e., changes inaaerate multiplied by prior-period average balahdeor purposes of this table, changes
attributable to both rate and volume that cannatdggegated have been allocated proportionateéhetehange due to volume and the change
due to rate.

Years Ended December 31,
2006 vs. 2005

2005 vs. 2004

Increase (Decrease) Due Total Increase (Decrease) Total
to Increase Due to Increase
Volume Rate (Decrease Volume Rate (Decrease

(Dollars in thousands)
Interest-earning assets:

Loans $ 10,46! $ 6,41¢ $16,88¢ $2,15¢ $ 7,39: $ 9,54¢
Securities availab- for-sale (4,677 2,217 (2,456€) 2,06¢ 1,42¢ 3,49¢
Stock in FHLB (13%) (349 (484) 78 (290 (212
Other (45€) 38€ (70) 322 32C 642
Total interes-earning assel 5,201 8,67 13,87 4,624 8,85( 13,47
Interest-bearing liabilities:
Savings deposil (44 58 14 (36) 21€ 18C
Money market deposi 89¢ 2,84¢ 3,74¢ 72€ 2,95 3,68:
NOW deposit: (252) 2,09( 1,83¢ 21¢ 822 1,041
Certificates of depos (981) 4,74z 3,761 (1,319 2,81¢ 1,49¢
Borrowings (1,789 1,117 (672) (792) (27€) (1,069
Total interes-bearing liabilities (2,16¢) 10,85t 8,681 (1,207 6,53: 5,332
Change in net interest incor $ 7,36¢ $(2,182) $ 5,187 $582 $2,317 $ 8,14-

Provision for Loan Losses

We establish provisions for loan losses, whichcir@ged to operations in order to maintain thenaluce for loan losses at a level we
consider necessary to absorb probable incurredt dosdes in the loan portfolio. In determining teeel of the allowance for loan losses, we
consider past and current loss experience, evahstf real estate collateral, current economialitimms, volume and type of lending,
adverse situations that may affect a borrosvability to repay a loan and the levels of nonpening and other classified loans. The amou
the allowance is based on estimates and the u#ifoases may vary from such estimates as moreniaftion becomes available or later
events change. We assess the allowance for losedas a quarterly basis and make provisions &or losses in order to maintain the
allowance.

Comparison of Year 2006 to 200%e recorded a credit for loan losses of $136,00@e year ended December 31, 2006, compared to a
provision for loan losses of $518,000 for the yeaded December 31, 2005. The credit for loan lossewded for 2006 reflected lower
specific reserves against certain loans due toenigbllateral levels, and offset by net growthdtat loans of $99.3 million during 2006. The
portion of the allowance for loan losses that wecalte to impaired loans pursuant to SFAS No. Jdetehsed $1.4 million to $402,000 at
December 31, 2006 from $1.8 million at December2RD5. Recoveries of $576,000 specific reserveg wemarily due to our receipt of
current appraisals reflecting increases in theevalucertain non-residential real estate secunagd to two health care borrowers. The loans
to these borrowers are also partially secured bijtiadal collateral, including home equity and atpersonal assets, and in the case of one of
the borrowers, by marketable securities. Fluctmstio the specific reserves attributable to loarthése borrowers should be expected to
occur in the future due to possible changes imhgket value of the collateral, and any declineth@ir market value could result in future
provisions for additional specific reserves. Of #ie4 million decrease in reserves allocated puntstza
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SFAS No. 114, we charged off $836,000, which inethid $693,000 charge-off of a fully reserved conuiaéloan due to the conclusion of
legal proceedings. We acquired this loan in ounesition of Success Bancshares in 2001 and have fp@éntaining specific reserves against
it since we closed that acquisition. Net loan chaoffs for 2006 were $968,000, or 0.07% of avelagas compared to $23,000, 0.00% of
average loans, in 2005. Nonperforming loans in@@dy $3.5 million to $9.2 million at December 2006, from $5.7 million at

December 31, 2005. The allowance for loan lossess$48.6 million, or 0.79% of total loans, at Decem®1, 2006, compared to $11.5
million, or 0.93% of total loans, at December 3002. The allowance for loan losses representedl 3% of nonperforming loans at
December 31, 2006, and 201.19% of nonperformingd@d December 31, 2005. To the best of our knaydede have recorded all losses
that are both probable and reasonable to estimatath reporting period.

Comparison of Year 2005 to 2004Ve recorded a provision for loan losses of $518f00@he year ended December 31, 2005, comparad to
credit for loan losses of $22,000 for the year éndecember 31, 2004. The provision for loan loseesrded for 2005 reflected net loan
growth of $139.9 million during 2005, and the cepending need to increase the general portion oalbawance for loan losses. The
allowance for loan losses allocated to impaireci$odecreased $243,000 to $1.8 million at Decembg2@®05, from $2.1 million at
December 31, 2004. Net loan charge-offs for 2006W23,000. The credit recorded for 2004 reflecembveries of $400,000, which were
offset by charge-offs of $1.4 million. The recoesrin 2004 included a $300,000 recovery on a comialdoan that Success National Bank
had charged-off prior to our acquisition of Sucddaacshares. Nonperforming loans decreased by 88019 $5.7 million at December 31,
2005, from $6.5 million at December 31, 2004. Theweance for loan losses was $11.5 million, or O48f total loans at December 31, 2C
compared to $11.0 million, or 1.00% of total lo@®ecember 31, 2004. The allowance for loan losgeesented 201.19% of
nonperforming loans at December 31, 2005, and 088 .6f nonperforming loans at December 31, 2004thEdest of our knowledge, we
have recorded all losses that are both probableeasbnable to estimate for each reporting period.

Noninterest Income

Years Ended December 31, Percent Change
2006 2005 2004 2006/200! 2005/200:
(Dollars in thousands)

Noninterest income:

Deposit fees and service charq $ 4,19¢  $3,88¢  $3,56¢ 8.C% 9.1%
Other fee incom 1,91¢ 1,852 1,56¢ 3.5 18.1
Insurance commissions and annuities inci 1,321 84¢ 782 55.¢ 8.4
Gain on sale of loar 24€ 20¢€ 321 19.4 (35.9)
Gain on sales of securiti 101 — 59¢ N.M. (200.0
Gain on disposition of premises and equipn 39t 21 91 N.M. (76.9)
Loan servicing fee 93¢ 1,031 987 (9.0 4.5
Amortization and impairment of servicing ass (44¥) (50¢) (772) 11.¢ 34.2
Operations of real estate own (45) 4 50¢ N.M. (99.2)
Other 1,88 1,328 96€ 42.€ 36.7
Total noninterest incomr $10,50¢  $8,66t  $8,61¢ 21.2 0.5

N.M. = not meaningfu

Comparison of Year 2006 to 200®ur noninterest income increased by $1.8 millio$16.5 million for the year ended December 31, 2006
from $8.7 million for the year ended December 3102 Noninterest income for the year ended Decer®be2006 included approximately
$400,000 in noninterest income relating to the afi@ns of the two former University National Bardcilities. We experienced a $310,000
8.0%, increase in deposit service charges andde®$.2 million, and a $64,000, or 3.5%, increasether fee income to $1.9 million, of
which $218,000 and $77,000, respectively, relatetthdse two facilities. Income from insurance cossituns and annuities increased by
$473,000, or 55.8%, to $1.3 million for the yeaded December 31, 2006, compared to $848,000 fds,20fk to increased activity resulting
from the availability of higher market interestasion fixed annuities and successful sales inigatiGains on sales of loans increased by
$40,000, or 19.4%, to $246,000 for 2006, from $206,for 2005, primarily because of higher loan salemes. We recorded a $55,000 gain
on the
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redemption of MasterCard Class B common stock @&j0®0 in net gains on the sale of investment ssesiduring 2006, while there were
no such gains in 2005. We recognized $395,000tigaies on the disposition of premises and equigmering 2006 compared to $21,000
recognized in 2005. Loan servicing fees decrea88¢D8$0, or 9.0%, to $938,000 for the year endeceBber 31, 2006, from $1.0 million for
2005. Mortgage servicing rights amortization exgetiscreased $177,000, or 26.0% to $506,000 forgaeended December 31, 2006,
compared to $683,000 for the same period in 2005 r&¢orded a mortgage servicing rights valuatisemee recovery of $58,000 for the year
ended December 31, 2006, compared to a recovesy 4,000 for the same period in 2005. Net expefieasreal estate owned totaled
$45,000 for the year ended December 31, 2006, cardpta net revenues of $4,000 for the same pen@®D05. Other income increased
$564,000, or 42.6%, to $1.9 million for the yeaded December 31, 2006, from $1.3 million for 208% in part to $106,000 in fees that we
recorded in connection with the sale of surplu$ estate, a recovery of $42,000 in connection &ifirior fraud loss, and a $395,000, or
40.6%, net increase in title insurance agency casiomns and fees earned by Financial Title Servecesyision of our subsidiary, Financial
Assurance Services.

Comparison of Year 2005 to 200©Dur noninterest income increased by $47,000 to $8libn for the year ended December 31, 2005, from
$8.6 million for the year ended December 31, 2@B=posit service charges and fees increased by 33230r 9.1%, to $3.9 million for 2005,
from $3.6 million for 2004. Other fee income incsed by $284,000, or 18.1%, to $1.9 million for 2086m $1.6 million for 2004. Insurance
commissions and annuities income increased by $66d¥ 8.4%, to $848,000 for 2005, from $782,0002@04. Gain on sales of loans
decreased $115,000 to $206,000 for 2005, from $8P1for 2004. This decrease reflected a highermelof originations of fixed-rate
residential mortgage loans for 2004 than 2005falfhich were sold in the secondary mortgage makkiet recognized no gain on the sale of
securities for 2005, compared to the $599,000 gaithe sale of securities that we recognized f@42@mortization and impairment of
mortgage servicing rights decreased by $264,0@588,000 for the year ended December 31, 2005, 612,000 for the year ended
December 31, 2004. The higher long-term mortgatgstia 2005 compared to 2004 led to lower expegtedayment rates, which resulted in
reduced amortization and impairment of our mortgsgeicing rights. Net income from REO operatioasliohed to $4,000 for 2005,
compared to $509,000 for 2004, primarily becauseliderot hold material amounts of REO during 2008her income increased $355,00(
$1.3 million in 2005 and included a net increas&280,000, or 31.0%, in title insurance agency c@sions and fees in 2005 compared to
2004.

Noninterest Expense

Years Ended December 31, Percent Change
2006 2005 2004 2006/200! 2005/200:
(Dollars in thousands)

Noninterest Expense:

Compensation and benef $34,45:  $28,227 $25,87* 22.1% 9.1%
Office occupancy and equipme 5,60z 5,05¢ 5,112 10.¢ (1.2
Advertising and public relatior 1,192 841 85¢€ 41.¢ (1.8
Information technolog 3,341 2,961 2,76t 12.€ 7.3
Supplies, telephone and post: 2,10C 1,901 1,961 10.5 (3.2
Amortization of intangible: 1,87: 1,63¢ 1,701 14.€ (3.9
Loss on impairment of securities available for ¢ — — 8,79: — (100.0
Other 3,807 3,567¢ 3,657 6.4 (2.0
Total noninterest expen: $52,37C  $44,20¢  $50,71¢ 18.t (12.¢)

Comparison of Year 2006 to 200%-or the year ended December 31, 2006, nonintexpsinse increased by $8.2 million, or 18.5%, to 452.
million, from $44.2 million for the year ended Deadeer 31, 2005. The operations of the two formenersity National Bank facilities
contributed approximately $1.4 million to this irese in noninterest expense. Compensation expareased by $6.3 million, or 22.1%, to
$34.5 million for the year ended December 31, 26@6n $28.2 million for the year ended DecemberZ105. Expense relating to equity-
based compensation and benefits was $5.4 milli@d06, compared to $717,000 during 2005, primatilg to equity-based awards that were
made pursuant to our Equity Incentive Plan andtauidil expenses arising from our first full yeamaéking contributions to our ESOP. In
addition, $925,000 related to general merit inaceeastaff
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additions and incentive programs, $319,000 repteddncreased non-ESOP employee benefit costsidimg health care expenses, payroll
taxes and 401(k) plan expenses, and approximadé€lg, 00 of increased compensation and commissiateteexpense at Financial
Assurance and its division, Financial Title Sersigeartially due to higher levels of insurance,wtynand title insurance agency activities.
Except for merit increases, we generally target lw@snpensation increases to compare to the congumoerindex. Information technology
expenses increased by $374,000, or 12.6%, to $iBmfor 2006, compared to $3.0 million for 20Q&marily due to approximately
$132,000 related to our need to maintain a sepacaitebanking data processing system for the twmédo University National Bank facilities
pending the completion of the conversion of thatem into our core banking data processing systetimei third quarter of 2006 and for
expenses paid to an outside consultant for a Sasb@xley compliant internal controls review, inghglthe design and implementation of
enhancements to our corporate performance managamemneporting systems. Occupancy and equipmergased $544,000, or 10.8%, to
$5.6 million for 2006 compared to $5.1 million 005 primarily due to a $185,000 expense for felitgiland design costs related to a
possible reconstruction of an existing branch effio increased maintenance expenses, real estatednd energy costs and to the operation
of the two former University National Bank faciéi8. Advertising and public relations expenses amed $352,000, or 41.9% to $1.2 million.
Of this amount, approximately $40,000 related tofost Annual Meeting of Stockholders in June 608, including the preparation and
mailing of proxy materials and our annual repordtm stockholders, proxy solicitation and otheruwainmeeting expenses, and approximately
$52,000 of this increase related to our acquisitibbniversity National Bank. The remainder of therease in advertising and public
relations was principally due to a cross-media cagipto increase retail and small business depalsitionships at targeted branches.
Supplies, telephone and postage expenses incr§&98¢D00, or 10.5%, to $2.1 million. Our acquisitf University National Bank resulted
in the recording of a core deposit intangible of383illion, and increased our intangible amortiaatexpense by $239,000 for the year ended
December 31, 2006. Other expenses increased by(RERDr 6.4%, due a $97,000 adjustment to fraedaises payable to the State of
lllinois due to the extent to which our mutual-toek conversion increased our paid-in capital, tnkigher insurance, legal and accounting
and auditing costs.

Comparison of Year 2005 to 2004or the year ended December 31, 2005, nonintexpsinse decreased by $6.5 million, or 12.8%, toZ44.
million, from $50.7 million for the year ended Dedeer 31, 2004. Noninterest expense for 2004 indwde$8.8 million impairment loss,
pre-tax, that we recorded in 2004 due to our apptio of SAB No. 59 to our Fannie Mae and FreddacMoating rate preferred stocks.
Excluding the impact of the loss on impairmentedwities available for sale in 2004, noninteregiemse would have increased by $2.3
million, or 5.4%. Compensation expense increasefiZog million, or 9.1%, to $28.2 million for thegeended December 31, 2005, from
$25.9 million for the year ended December 31, 2@f4his amount, $718,000 related to expenseshiESOP that we established in
connection with our mutual-to-stock conversionatidition, $694,000 related to the impact of generailit increases, staff additions and
incentive programs, $216,000 represented increasedE SOP employee benefit costs, including health expenses, payroll taxes and 401
(k) plan expenses, and $479,000 represented atieairc the amount of compensation costs that wepstalized as direct loan origination
costs. Except for merit increases, we generallyetalbase compensation increases to compare totiseimer price index. Information
technology expenses increased by $202,000, or Z8%$3.0 million for 2005, compared to $2.8 millilar 2004, primarily due to expenses
paid to an outside consultant for a Sarbanes-Qodeypliant internal controls review, including thes@gn and implementation of
enhancements to our corporate performance managamemneporting systems. Categories of expensaltdweased during 2005 included
occupancy and equipment, advertising and publaticels, supplies, telephone and postage and atpbenses totaling $270,000, or 2.0% of
these expense categories.

Income Tax Expense (Benefit)

Comparison of Year 2006 to 200%-or the year ended December 31, 2006, we recordednie tax expense of $4.8 million, compared to
million for the year ended December 31, 2005. Tloeine tax expense for 2005 reflects $500,000 itéamefits relating to prior years, the
majority of which relates to tax returns for whitte applicable statute of limitations expired dgrihe third quarter of 2005. The effective
rate for 2006 was 32.5% compared to 27.9% in 2005.

Comparison of Year 2005 to 2004 or the year ended December 31, 2005, we recordednie tax expense of $4.3 million, compared to an
income tax benefit of $264,000 for the year endeded®nber 31, 2004. The income tax expense for 28@cts $500,000 in tax benefits
relating to prior years, the majority of which rtelato tax
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returns for which the applicable statute of limdats expired during the third quarter of 2005. Tieome tax benefit recorded in 2004 was
primarily due to the dividends received deductioat tve receive in connection with the dividendsanFannie Mae and Freddie Mac
preferred stocks. The effective tax rate for 20@ &7.9% compared to a tax benefit recorded in.2004

Impact of Inflation and Changing Prices

The financial statements and related notes of thragainy have been prepared in accordance with atingurinciples generally accepted in
the United States of America (“GAAP”). GAAP gendyakquires the measurement of financial positind aperating results in terms of
historical dollars without consideration for chasge the relative purchasing power of money ouaetdue to inflation. The impact of
inflation is reflected in the increased cost of operations. Unlike industrial companies, our asaet liabilities are primarily monetary in
nature. As a result, changes in market interesstafive a greater impact on performance than tbetgbf inflation.

Management of Interest Rate Risk

Qualitative AnalysisWe believe that our most significant form of markisk is interest rate risk. Interest rate riskutessfrom timing
differences in the maturity or repricing of our eiss liabilities and off balance sheet contraéts.(forward loan commitments), the effect of
loan prepayments and deposit withdrawals, the rdiffee in the behavior of lending and funding ratésing from the use of different indices
and “yield curve risk’arising from changing rate relationships acrossstiextrum of maturities for constant or variabkddrrisk investment
In addition to directly affecting net interest imae, changes in market interest rates can alsotdffe@amount of new loan originations, the
ability of borrowers to repay variable rate loahe volume of loan prepayments and refinancingsgctrrying value of investment securities
classified as available-for-sale and the flow arixl @f deposits.

The general objective of our interest rate risk aggament is to determine the appropriate levelssf given our business strategy and then
manage that risk in a manner that is consistett @it policy to reduce, to the extent possible gkgosure of our net interest income to
changes in market interest rates. Our Asset/Lighlianagement Committee (“ALCO"), which consistsceftain members of senior
management, evaluates the interest rate risk inhareertain assets and liabilities, our operagngironment and capital and liquidity
requirements, and modifies our lending, investing deposit gathering strategies accordingly. TharBof Directors’ Asset/Liability
Management Committee then reviews the ALCQO's atiitiviand strategies, the effect of those stratemiesur net interest margin, and the
effect that changes in market interest rates whaige on the economic value of our loan and seearfibrtfolios as well as the intrinsic value
of our deposits and borrowings, and reports tduiéBoard of Directors.

We actively evaluate interest rate risk in conrattvith our lending, investing and deposit actestiln an effort to better manage intemrese
risk, we have increased our focus on the origimatibadjustable-rate residential mortgage loansyelsas the origination of nonresidential
mortgage loans, adjustable rate construction laadscommercial loans. In addition, depending orketainterest rates and our capital and
liquidity position, we generally sell all or a pion of our longer-term, fixed-rate residential Isansually on a servicing-retained basis.
Further, we primarily invest in shorter-duratiortseties, which generally have lower yields compiaiee longer-term investments. Shortening
the average maturity of our interest-earning adsgtacreasing our investments in shorter-term $o@amd securities, as well as loans with
variable rates of interest, helps to better matehmaturities and interest rates of our assetdialnitities, thereby reducing the exposure of
net interest income to changes in market inteadssr Finally, we have classified all of our invesht portfolio as available-for-sale so as to
provide flexibility in liquidity management.

We utilize a combination of analyses to monitor Baak’'s exposure to changes in interest rates.eEbaomic value of equity analysis is a
model that estimates the change in net portfolloes@ NPV”) over a range of interest rate scenarbdBYV is the discounted present value of
expected cash flows from assets, liabilities aridbafance sheet contracts. In calculating chang®#V, we assume estimated loan
prepayment rates, reinvestment rates and depasiydates that seem most likely based on histoeixgaérience during prior interest rate
changes.
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Our net interest income analysis utilizes the dataved from the dynamic GAP analysis, describddvieeand applies several additional
elements, including actual interest rate indicesmargins, contractual limitations such as interat floors and caps and the US Treasury
yield curve as of the balance sheet date. In aditve apply consistent parallel yield curve sHiitsboth directions) to determine possi
changes in net interest income if the theoreti@bycurve shifts occurred instantaneously. Netriegt income analysis also adjusts the
dynamic GAP repricing analysis based on changesepayment rates resulting from the parallel ymidve shifts.

Our dynamic GAP analysis determines the relativartz® between the repricing of assets and liadslitiver multiple periods of time (rangi
from overnight to five years). Dynamic GAP analyisisludes expected cash flows from loans and mgegzcked securities, applying
prepayment rates based on the differential betileepurrent interest rate and the market inteadstfor each loan and security type. This
analysis identifies mismatches in the timing ofeassd liability repricing but does not necessapilgvide an accurate indicator of interest
risk because it omits the factors incorporated thtonet interest income analysis.

Quantitative AnalysisThe table below sets forth, as of December 31, 20@6estimated changes in the Bank’s NPV andmtetést income
that would result from the designated instantangauallel shift in the U.S. Treasury yield curver@putations of prospective effects of
hypothetical interest rate changes are based ormuws assumptions including relative levels of reaiterest rates, loan prepayments and
deposit decay, and should not be relied upon asatide of actual results.

NPV Net Interest Income
Estimated Increase (Decrease) Estimated Increase (Decrease) in
Change in in NPV Net Interest Estimated Net Interest Income
Interest Rates Estimated
(basis points) NPV Amount Percent Income Amount Percent
(Dollars in thousands)
+300 $288,260 $ (14,166 (469% $5257¢ $ (3,609 (6.42)%
+200 292,58t (9,839 (3.25) 53,31: (2,874 (5.12)
+100 297,94 (4,479 (1.4¢) 53,91t (2,27)) (4.04)
0 302,42° — — 56,18¢ — —
-100 306,16 3,73t 1.24 54,22: (1,962) (3.49)
-200 307,58: 5,15¢ 1.7C 54,12( (2,066 (3.6¢)
-300 305,82 3,40( 1.12 53,90¢ (2,28)) (4.0€)

The table set forth above indicates that at Decer®bge2006, in the event of an immediate 200 baaist decrease in interest rates, the Bank
would be expected to experience a 1.70% increa®Ww and a $2.1 million decrease in net interespime. In the event of an immediate 200
basis point increase in interest rates, the Bankidvoe expected to experience a 3.25% decreasBVhaxid a $2.9 million decrease in net
interest income. This data does not reflect anipastthat we may undertake in response to chamgeserest rates, such as changes in rates
paid on certain deposit accounts based on locapettive factors, which could reduce the actualaetpn NPV and net interest income, if
any.

Certain shortcomings are inherent in the methodolaged in the above interest rate risk measuremiglatdeling changes in NPV and net
interest income requires that we make certain aggans that may or may not reflect the manner inclviactual yields and costs respond to
changes in market interest rates. The NPV andhtexteist income table presented above assume$éhabinposition of our interest-rate
sensitive assets and liabilities existing at thgitm@ng of a period remains constant over the peleing measured and, accordingly, the data
does not reflect any actions that we may undelitakesponse to changes in interest rates, suchages in rates paid on certain deposit
accounts based on local competitive factors. Thie @@lso assumes that a particular change in stteaies is reflected uniformly across the
yield curve regardless of the duration to matusityhe repricing characteristics of specific asseis liabilities. Accordingly, although tt

NPV and net interest income table provides an atiha of our sensitivity to interest rate changea particular point in time, suc
measurements are not intended to and do not previiecise forecast of the effect of changes irketanterest rates on our net interest
income and will differ from actual results.
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Liquidity Management

Liquidity Management- Bank. The overall objective of our liquidity managementa ensure the availability of sufficient cashdsro meet
all financial commitments and to take advantagmegstment opportunities. We manage liquidity idearto meet deposit withdrawals on
demand or at contractual maturity, to repay borngwias they mature, and to fund new loans andtimezgs as opportunities arise.

Our primary sources of funds are deposits, prin@pd interest payments on loans and securitiek, tara lesser extent, wholesale
borrowings, the proceeds from maturing securitieb ghort-term investments, and the proceeds frensakes of loans and securities. The
scheduled amortization of loans and securitiegyedas proceeds from borrowings, are predictabieces of funds. Other funding sources,
however, such as deposit inflows, mortgage prepaysrend mortgage loan sales are greatly influebgedarket interest rates, economic
conditions and competition.

Our cash flows are derived from operating actigitiavesting activities and financing activitiesraported in the Consolidated Statements of
Cash Flows in our Consolidated Financial Statemdts primary investing activities are the origioatfor investment or sale of one- to
four-family residential mortgage loans, the origioa for investment of multi-family mortgage, nosigential real estate, commercial leases,
construction, commercial and other loans, and threlase of investment securities and mortgage-leséeurities. During the years ended
December 31, 2006, 2005 and 2004, our loans otiginar sale totaled $23.9 million, $20.8 millionda$47.6 million, respectively. During
the years ended December 31, 2006, 2005 and 200thans originated for investment totaled $659iion, $493.5 million and $427.5
million, respectively. Purchases of loans total8d.$ million, $113.9 million and $115.2 million fthie years ended December 31, 2006, :
and 2004, respectively. Purchases of securitieiiade-for-sale totaled $95.1million, $10.7 billi@md $1.5 million for the years ended
December 31, 2006, 2005 and 2004, respectively sigraficantly high level of purchases in 2005 eetk the impact of holding and
temporarily investing approximately $436.8 milliohsubscription order receipts pending completibthe mutual-to-stock conversion.

These activities were funded primarily by principgbayments on loans and securities, and the sidarms and securities. During the years
ended December 31, 2006, 2005 and 2004, prinagpalyments on loans totaled $614.6 million, $442Ibom and $439.1 million,
respectively. During the years ended December @16,22005 and 2004, principal repayments on séesidtvailable-for-sale totaled $30.0
million, $45.8 million and $44.2 million, respeatly. During the years ended December 31, 2006, 2002004, proceeds from maturities
securities available-for-sale totaled $51.8 milji$@0.7 billion and $525,000, respectively. Durthg years ended December 31, 2006, 2005
and 2004, the proceeds from the sale of loanse@®24.7 million, $26.1 million and $47.7 millioespectively. In addition, during the years
ended December 31, 2005, and 2004 we securitizé@ $illion and $78.6 million of conforming adjubta-rate residential mortgage loans,
respectively. During the year ended December 306 2the proceeds from the sale of securities dvlaitor-sale totaled $230.0 million and
from the redemption of Federal Home Loan Bank ot&do stock totaled $9.8 million.

Loan origination commitments totaled $22.8 millmnDecember 31, 2006, and consisted of $15.1 mibicfixed-rate loans and $7.7 million
of adjustable-rate loans. Unused lines of credit standby letters of credit granted to customenrew229.7 million and $3.5 million,
respectively, at December 31, 2006. At DecembeBQ6, commitments to sell mortgages totaled $2lém

Deposit flows are generally affected by the levigharket interest rates, the interest rates aneratbnditions on deposit products offered by
our banking competitors, and other factors. Weretdleposit outflows of $41.8 million, $47.8 milicand net deposit increase of $42.1
million for the years ended December 31, 2006, 20152004, respectively. At times during receniquis, we have not actively competed
for higher cost deposit accounts, including cerdifes of deposit, choosing instead to fund loawtrdrom the repayment of one- to four-
family residential mortgage loans. With the comipletof our subscription offering during June of 80e specifically allowed the level of
wholesale certificates of deposit to decline agiegloyed these proceeds over the short term. @at8 of deposit that are scheduled to
mature in one year or less from December 31, 26@feid $281.1 million. Based upon prior experiead our current pricing strategy, we
believe that a significant portion of these deosiill remain with us.
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We anticipate that we will have sufficient fundsBable to meet current loan commitments and lofegedit and maturing certificates of
deposit that are not reinvested with us. We gelyerammain fully invested and utilize additional soes of funds through FHLBC advances, of
which $130.0 million were outstanding at DecembkrZ006. At December 31, 2006 we had the abilitydorow an additional $167.0 millic
under our credit facilities with the FHLBC. Furthesre, we have unpledged securities that could bd tessupport borrowings in excess of
$25.0 million. Finally, at December 31, 2006 we &dilable pre-approved overnight federal fundsdwwing lines of $65.0 million and a

line of credit available with the Federal ReseranBof Chicago of $20.3 million. At December 31080there was no outstanding balanc
these credit lines.

We minimize the funds required to originate onefalar-family residential mortgage loans in two wayge sell in the secondary market
virtually all of our eligible fixed-rate one- to dio-family residential mortgage loans. From timeihoe, we also securitize the conforming
adjustable-rate one- to four-family residential tgage loans that we originate and hold the seeanitie receive in exchange, although we did
not complete any securitizations during 2006. ®®iiting mortgage-backed securities that we retaiour balance sheet can be sold more
readily to meet our liquidity or interest rate mgement needs. Because the securities carry a hiskeweight than the underlying loans, the
securitizations also lower our regulatory capiegjuirements.

Liquidity Management- Company.The liquidity needs of the Company on an unconstdid basis consist primarily of operating expenses,
dividends to stockholders and stock repurchases pfimary source of liquidity for the Company cuntig is $37 million of cash and cash
equivalents and periodic cash dividends from thekBa

During 2006, there were $10.5 million of dividemqmad to the Company by the Bank. Under the ruleb®fOTS, the Bank is not permitted to
pay dividends on its capital stock to the Compaisysole stockholder, if the dividend would redtice Bank’s stockholder’s equity below the
amount of the liquidation account established innetion with the mutual-to-stock conversion. TremB may pay dividends without the
approval of the OTS so long as the Bank meetpjptiGable regulatory capital requirements before after the payment of the dividends and
its total dividends do not exceed its net incomddate over the calendar year plus retained netriecover the preceding two years. The OTS
has discretion to prohibit permissible capital rilisttions on general safety and soundness groumdisnaist be given 30 days advance notice
of all capital distributions from the Bank to ther@pany, including dividends. At January 1, 200€, Bank had the ability to pay dividends
$9.3 million to the Company without the prior apgabof the OTS.

During 2006, the Company expended approximatelyriibn to complete the purchase of University idatl Bank, $17.3 million to
repurchase shares of our common stock and paidn$iflidn in cash dividends to stockholders. Thaeseds were sourced from existing cash
and cash equivalents held by the Company.

As of December 31, 2006, we were not aware of amoyk trends, events or uncertainties that haveeremsonably likely to have a material
impact on our liquidity. As of December 31, 200& kad no other material commitments for capitakeexiitures.

Capital Management

Capital Management - BankThe overall objectives of our capital managemeatti@arensure the availability of sufficient capitalsupport

loan, deposit and other asset and liability grosgportunities and to maintain capital to absorlotegeen losses or writedowns that are
inherent in the business risks associated withérbimking industry. We seek to balance the neelifiver capital levels to address such
unforeseen risks and the goal to achieve an adegetirn on the capital invested by our stockhalder

The Bank is subject to regulatory capital requirate@dministered by the federal banking agencigtutfe to meet minimum capital
requirements can initiate certain mandatory, arssibly additional discretionary, actions by regofatthat, if undertaken, could have a direct
material effect on the Bank’s financial statemeblisder capital adequacy guidelines and the regyldtamework for prompt corrective
action, the Bank must meet specific capital gurdsdithat involve quantitative measures of the Baaksets, liabilities, and certain off-
balance-sheet items as calculated under regulatmgunting practices. The Bank’s capital amountsdassification are also subject to
qualitative judgments by regulators about compasargk weightings, and other factors.
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The prompt corrective action regulations provide felassifications, including well capitalized, gdately capitalized, undercapitalized,
significantly undercapitalized, and critically umdapitalized, although these terms are not useép@sent overall financial condition. If
adequately capitalized, regulatory approval is iregito accept brokered deposits. If undercapdlizapital distributions are limited, as is
asset growth and expansion, and plans for cagisébration are required.

Following the completion of the mutual-sbeck conversion, the Company contributed $120IBomiof the net proceeds from the subscrip
offering to the Bank as additional equity capifdlis contribution represented an approximate doghdif the capital base of the Bank.
Offsetting this contribution was the impact of $9.6 million borrowed by our ESOP, which representeduction in capital as unearned
compensation expense.

At year-end, actual capital ratios and minimum rexfuratios for the Bank were:

Minimum
Required for Minimum Required to
Be Well Capitalized
Capital Under Prompt
Adequacy Corrective Action
Actual Ratio Purposes Provisions
December 31, 20C
Total capital (to ris- weighted asset: 20.09% 8.0(% 10.0(%
Tier 1 (core) capital (to ri-weighted assett 19.2¢ 4.0C 6.0C
Tier 1 (core) capital (to adjusted total ass 15.0¢ 4.0C 5.0C
December 31, 200
Total capital (to ris- weighted asset: 19.01% 8.0(% 10.0(%
Tier 1 (core) capital (to ri-weighted assett 18.21 4.0C 6.0C
Tier 1 (core) capital (to adjusted total ass 13.82 4.0C 5.0C

See Note 14 — Regulatory Matters in our Consoli&ieancial Statements for a reconciliation of tatpry capital.

As of December 31, 2006 and 2005, the Office offf Bupervision categorized the Bank as well cdiziéa under the regulatory framework
for prompt corrective action. There are no condsior events since those notifications that managéimelieves have changed the
institution’s category.

Capital Management — Compan®n June 23, 2005, the Company completed its mudusiock conversion and sold 24,466,250 shares of
common stock in a subscription offering at $10.60 ghare and raised $240.3 million (net of offegxgenses). The Company contributed
$120.9 million of the net proceeds to the Bankdmf $30 million of term debt, loaned $19.6 mitiito our ESOP and retained the remaining
proceeds of approximately $72 million. As a resdithis offering, the Company has capital levelsstantially above that required to support
the current size and risk profile of the Compang &s subsidiary, the Bank.

Stockholders’ equity totaled $326.0 million at Dexteer 31, 2006, compared to $328.8 million at Decemdd, 2005, a decrease of $2.8
million, or 0.8%. This decrease was primarily do¢hte payment of $4.4 million in cash dividends #melrepurchase and retirement of
977,300 shares of common stock at an aggregat@t$&¥.3 million during the last four months of@®) which was partially offset by net
income of $10.0 million and a $3.2 million increaseccumulated other comprehensive income.

The OTS has no specific quantitative capital retiuta for savings and loan holding companies dmeeia consolidated or unconsolidated
basis to which the Company must comply. There everal capital measurements that the OTS usesatoae the adequacy of a savings and
loan holding company' capital. One measurement is the tangible cajitia. The tangible capital ratio (the ratio ofgésie capital to tangib
total assets (stockholders’ equity less goodwitl amtangible assets divided by total assets lesslgidl and intangible assets)) for the
Company on a consolidated basis measures the pegeeof consolidated tangible equity capital suppgrour consolidated tangible total
assets. The tangible equity ratio was 18.58% aebéer 31, 2006, compared to 19.41% at Decembet(Bb.
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As stated in our Prospectus dated April 15, 2005 strategy for utilizing the capital raised in thféering encompasses several components,
including debt reduction, funding our ESOP, finaigcacquisitions, paying dividends to stockholdezpurchasing shares of our common
stock and for other general corporate purposeadiiition to the capital distribution regulation®€S'Supervision and Regulation—Federal
Banking Regulation—Capital Distributions), underremt OTS regulations, we were not permitted tairepase shares of our common stock
during the first year following the conversion, ept when extraordinary circumstances exist and piiibr regulatory approval.

On August 30, 2006, the Company announced th8igsd of Directors had authorized the repurchasgdb 2,446,625 shares of
BankFinancial's common stock, which represented@pmately 10% of the Company’s issued and outstanshares of common stock. The
authorization permits shares to be repurchasegen market or negotiated transactions, and pursaanty trading plan that may be adopted
in accordance with Rule 10b5-1 of the Securitie$ Brchange Commission. The authorization may bizedi at management’s discretion,
subject to the limitations set forth in Rule 10bef8he Securities and Exchange Commission and aihy@icable legal requirements, and to
price and other internal limitations establishedhsy Company’s Board of Directors. The authorizatigll expire on March 31, 2007. As of
December 31, 2006, we had repurchased 977,300sstiecemmon stock under this authorization. Foiitémithl information, see “Part Il.

Item 5. Market for Registrant's Common Equity, RethStockholder Matters and Issuer Purchases dfyE§acurities. Repurchases of Our
Equity Securities.”

Off-Balance Sheet Arrangements and Aggregate Contraual Obligations

CommitmentsAs a financial services provider, we routinely argarty to various financial instruments with o#fllnce-sheet risks, such as
commitments to extend credit, standby letters eélitr unused lines of credit and commitments tbleahs. While these contractual
obligations represent our future cash requiremengignificant portion of commitments to extenddirenay expire without being drawn
upon. Such commitments are subject to the samé paities and approval process accorded to loaade by us. Although we consider
commitments to extend credit in determining oun\atince for loan losses, at December 31, 2006, wartzale no provision for losses on
commitments to extend credit, and had no specifigemeral allowance for losses on such commitmastsye have had no historical loss
experience with commitments to extend credit andel@ved that no probable and reasonably estimabses were inherent in our portfolio
as a result of our commitments to extend credit.gelolitional information, see Note 15, “Loan Comments and Other Related Activitiesy’
our Consolidated Financial Statements.

Contractual ObligationsIn the ordinary course of our operations, we eintigr certain contractual obligations. Such obligas include
operating leases for premises and equipment.

The following table summarizes our significant fixend determinable contractual obligations andrdtineding needs by payment date at
December 31, 2006. The payment amounts represesd timounts due to the recipient and do not incingeunamortized premiums or
discounts or other similar carrying amount adjusttae

Payments Due by Period
One to Three Three to Five More than

Less than
Contractual Obligations One Year Years Years Five Years Total
(Dollars in thousands)

Certificates of depos $281,12¢ $ 6054: $ 3,78 $ — $345,45(
Borrowings 103,14 10,00¢( 25,00( — 138,14¢
Standby letters of crec 2,72¢ 673 25 40 3,46¢
Operating lease 70E 85¢ 674 7,94: 10,18

Total $387,70 $ 72,07« $ 29,48, $ 7,98 $497,24:
Commitments to extend cret $256,07¢ $ — $ — $ — $256,07¢
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE AB  OUT MARKET RISK

For information regarding market risk see Item Mahagement’s Discussion and Analysis of Financ@iditions and Results of Operation”
— Management of Interest Rate Risk.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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REPORT OF MANAGEMENT ON INTERNAL CONTROL OVER FINAGIAL REPORTING
Management of BankFinancial Corporation is resgadador establishing and maintaining effective intd control over financial reporting.

Management evaluates the effectiveness of intearatol over financial reporting and tests forabllity of recorded financial information
through a program of ongoing internal audits. Apgtem of internal control, no matter how well desid, has inherent limitations, including
the possibility that a control can be circumvergedverridden and misstatements due to error adfraay occur and not be detected. Also,
because of changes in conditions, internal coefifettiveness may vary over time. Accordingly, ea@reffective system of internal control
will provide only reasonable assurance with respeéinancial statement preparation.

The Company'’s internal control over financial repa is a process designed to provide reasonabla@sce regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantieagicounting principles generally
accepted in the United States of America. The Cawigdnternal control over financial reporting indes those policies and procedures that
(i) pertain to the maintenance of records thateasonable detail, accurately and fairly refleetttansactions and dispositions of the assets of
the Company; (ii) provide reasonable assurancetithiasactions are recorded as necessary to perpiduation of financial statements in
accordance with accounting principles generallyepted in the United States of America, and thagipés and expenditures of the Company
are being made only in accordance with authorimataf management and directors of the Company(iandrovide reasonable assurance
regarding prevention or timely detection of unauitexd acquisition, use, or disposition of the Compa assets that could have a material
effect on the financial statements.

Management assessed the Company'’s internal caveolfinancial reporting as of December 31, 2086:eguired by Section 404 of the
Sarbanes-Oxley Act of 2002, based on the criter@ffective internal control over financial repog described in the “Internal Control-
Integrated Framework,” adopted by the Committe8mdnsoring Organizations of the Treadway CommisgDSO). Based on this
assessment, management concludes that, as of Dec8int2006, the Company’s internal control oveaficial reporting is effective.

The Company’s independent registered public ac@ogifitm has issued their report on managemensssament of the Company’s internal
control over financial reporting. That report falls under the heading, Report of Independent Registeublic Accounting Firm on Internal
Control Over Financial Reporting.

/sl F. Morgan Gasior /s/ Paul A. Cloutie
F. Morgan Gasio Paul A. Cloutiel
Chairman of the Board, Chief Executive Officer ddrésiden Executive Vice President and Chief Financial Offi
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

We have audited the accompanying statements afdiabcondition of BankFinancial Corporation (theripany) as of December 31, 2006
and 2005, and the related statements of incomagesan stockholders’ equity and comprehensiverire(loss), and cash flows for each of
the years in the three-year period ended Decenthed®6. We also have audited management’s assessnetuded in the accompanying
Report of Management on Internal Control Over FaiarReporting, that the Company maintained effecinternal control over financial
reporting as of December 31, 2006, based on aitstiablished iinternal Control— Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commis&dSO).The Company’s management is responsible for thiraadial statements,

for maintaining effective internal control overdincial reporting, and for its assessment of thectiffeness of internal control over financial
reporting. Our responsibility is to express an apiron these financial statements, an opinion onagament’s assessment, and an opinion or
the effectiveness of the company’s internal cortka@r financial reporting based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thestmbtain reasonable assurance about whethéintireial statements are free of material
misstatement and whether effective internal coravelr financial reporting was maintained in all evél respects. Our audit of financial
statements included examining, on a test basideaee supporting the amounts and disclosures ifirthecial statements, assessing the
accounting principles used and significant estimatade by management, and evaluating the ovemalidial statement presentation. Our
audit of internal control over financial reportimgluded obtaining an understanding of internalte@rover financial reporting, evaluating
management’s assessment, testing and evaluatirpiign and operating effectiveness of internatrobrand performing such other
procedures as we considered necessary in the @tanoes. We believe that our audits provide a redde basis for our opinions.

A company'’s internal control over financial repogiis a process designed to provide reasonablessesuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttiegenerally accepted accounting
principles. A company'’s internal control over fircgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financétkestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jge reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygsats that could have a material effect on thenfiizd statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods afgexct to the risk that controls may become inadé&gbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, the financial statements refere@dlbove present fairly, in all material respedts, financial position of BankFinancial
Corporation as of December 31, 2006 and 2005, lamdetsults of its operations and its cash flowsefmh of the years in the thrgear perioc
ended December 31, 2006 in conformity with accawgngirinciples generally accepted in the UnitedeStatf America. Also in our opinion,
management’s assessment that the Company maingfieetive internal control over financial repodias of December 31, 20086, is fairly
stated, in all material respects, based on critssiablished ifnternal Control—Integrated Framework issued by @@mmittee of Sponsoring
Organizations of the Treadway Commission (CO%Qijthermore, in our opinion, the Company maintajredll material respects, effective
internal control over financial reporting as of Batber 31, 2006, based on criteria establishdat@mnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatibtize Treadway Commission (COSO).

Crowe Chizek and Company LL

Oak Brook, Illinois
March 8, 2007
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BANKFINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
December 31, 2006 and 2005
(In thousands, except share and per share data)

ASSETS

Cash and due from other financial institutic

Interes-bearing deposits in other financial institutic
Cash and cash equivalel

Securities availab-for-sale, at fair valu

Loans hel-for-sale

Loans receivable, net of allowance for loan los
December 31, 2006, $10,622; and December 31, 3105514

Stock in Federal Home Loan Bank, at ¢

Premises and equipment, |

Accrued interest receivab

Goodwill

Core deposit intangibl

Other asset

Total asset

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities
Deposits
Borrowings
Advance payments by borrowers taxes and insur
Accrued interest payable and other liabilit

Total liabilities
Commitments and contingent liabiliti

Stockholder' equity
Preferred Stock, $0.01 par value, 25,000,000 stard®rized,
none issued or outstandi
Common Stock, $0.01 par value, shares authoriZz@000,00
shares issued at December 31, 2006, 24,304,950
and at December 31, 2005, 24,466,
Additional paic-in capital
Retained earnings, substantially restric
Unearned Employee Stock Ownership Plan st
Accumulated other comprehensive income (li

Total stockholdel' equity
Total liabilities and stockholde’ equity

0;

See accompanying notes to consolidated finanassients.
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December 31
2006

December 31
2005

$ 3828t $ 34,43
29,05 3,58¢
67,33 38,02¢

117,85 248,23
29€ 37¢
1,329,091  1,231,89
15,59¢ 25,43
35,00 32,81
7,86¢ 6,59¢
22,57 10,86¢
9,64¢ 8,24¢
7,02 11,94:
$1,613,12.  $1,614,43
1,129,58  1,067,87-
138,14 191,38t
8,28t 7,96¢
11,08¢ 18,42¢
1,287,10  1,285,65!
242 24E
227,74: 240,23
113,12¢ 107,52¢
(18,109 (19,089
3,00¢ (147)
326,01 328,77
$1,613,12.  $1,614,43




BANKFINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

Years ended December 31, 2006, 2005, and 2004

(In thousands, except per share data)

Interest and dividend incon
Loans, including fee
Securities
Other

Total interest incom

Interest expens
Deposits
Borrowings
Total interest expens
Net interest income

Provision (credit) for loan loss:
Net interest income afterprovision (credit) for loan losses

Noninterest incom
Deposit service charges and fi
Other fee incom
Insurance commissions and annuities inc
Gain on sale of loar
Gain on sale of securiti¢
Gain on disposition of premises and equipn
Loan servicing fee
Amortization and impairment of servicing ass
Operations of real estate own
Other

Total noninterest incomr

Noninterest expens
Compensation and benef
Office occupancy and equipme
Advertising and public relatior
Information technolog'
Supplies, telephone, and post:
Amortization of intangible:
Loss on impairment of securities available for ¢
Other
Total noninterest expen:
Income before income tax

Income tax expense (benel
Net income

Basic earnings per common sh
Diluted earnings per common shi

Weighted average common shares outstan
Diluted weighted average common shares outstar

N.A. = Not Applicable

2006 2005 2004
$ 8350. $ 66,61t  $57,07C
9,18 11,64¢ 8,14
1,40 1,95 1,52
94,08 80,21 66,73¢
29,95; 20,59 14,19¢
7,53z 8,20 9,27:
37,48 28,80 23,47
56,59 51,41( 43,26¢
(136) 51¢ (22)
56,73 50,89: 43,29(
4,19¢ 3,88¢ 3,56¢
1,01¢ 1,85: 1,56¢
1,321 84¢ 782
24€ 20€ 321
101 — 59¢
39E 21 91
93¢ 1,031 987
(448) (50€) (772)
(45) 4 50¢
1,881 1,32 96¢
10,50¢ 8,66¢ 8,61¢
34,45 28,22 25,87
5,60z 5,05¢ 5,11z
1,19¢ 841 85€
3,341 2,96 2,76¢
2,10 1,901 1,961
1,87¢ 1,63 1,701
— — 8,79:
3,807 3,57¢ 3,65:
52,37 44,20¢ 50,71
14,87. 15,35; 1,19¢
4,82¢ 4,27¢ (264)
$ 10,04¢ $ 11,07¢  §$ 145
$ 04t § 0.2¢ N.A.
$ 04t % 0.2¢ N.A.
22,368,03 22,539,69 N.A.
22,372,22 22,539,69 N.A.

See accompanying notes to consolidated financgdsients.
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BANKFINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY AND
COMPREHENSIVE INCOME (LOSS)
Years ended December 31, 2006, 2005, and 2004
(In thousands)

Unearned Accumulated
Employee Other
Additional Stock Comprehensive Comprehensive
Common Paid-in Retained Ownership
Stock Capital Earnings Plan Share: Income (Loss) Total Income (Loss)
Balance at December 31, 20C $ — $ — $949% $ — % 1,68¢ $ 96,68
Comprehensive los
Net income — — 1,457 — — 1457 $ 1,457
Change in other comprehensive income (loss), net
of tax effects — — — — (3,256 (3,256 (3,25¢)
Total comprehensive lo: $ (1,799
Balance at December 31, 2004 $ — $ — $9645% $ — $ (1,567 $ 94,88¢
Comprehensive incomr
Net income — — 11,07: — — 11,07 $ 11,07
Change in other comprehensive income (loss),
of tax effects — — — — 1,42( 1,42( 1,42(
Total comprehensive incon $ 12,49
Net proceeds from common stock iss! 245 240,00° — (29,579 — 220,67¢
ESOP shares earn — 22¢ — 48¢ — 717
Balance at December 31, 20C $ 24t $240,23¢ $107,52( $(19,08) $ (147 $328,77
Comprehensive incom
Net income — — 10,04¢ — — 10,04¢ $  10,04¢
Change in other comprehensive income (loss), net
of tax effects — — — — 3,15¢ 3,15¢ 3,15¢
Total comprehensive incon $ 13,20:
Purchase and retirement of common stock
(977,300 share (10) (17,280 — — — (17,290
Nonvested stock award
Issuance of shares of restricted stock
(816,000 share: 8 (8) — — — —
Stocl-based compensation expel — 4,03( — — — 4,03(
Cash dividends declared on common stock ($0.18
per share — — (4,446 — — (4,44¢)
ESOP shares earn — 764 — 97¢ — 1,74%
Balance at December 31, 20C $ 24: $227,74. $113,12¢ $(18,109H $ 3,00¢  $326,01!

See accompanying notes to consolidated finanassients.
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BANKFINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2006, 2005, and 2004
(In thousands)

2006 2005 2004

Cash flows from operating activities
Net income $ 10,04¢ $ 11,07: $ 1,457
Adjustments to reconcile to net income to net cash
From operating activitie

Provision (credit) for loan loss: (13€) 51¢ (22)
ESOP shares earn 1,743 717 —
Stocl-based compensation expel 4,03( — —
Depreciation and amortizatic 3,441 3,561 3,50(
Amortization of premiums and discout (©)] 26¢ 161
Amortization of core deposit and other intangildsets 1,88¢ 2,10¢ 2,83
Amortization and impairment of servicing ass 44¢ 50¢ 772
Amortization of premium on early extinguishmentehbt — 38¢ 2,49¢
Net change in net deferred loan origination ¢ 117 (44%) (381)
Net loss (gain) on sale of real estate ow 18 — (542)
Net gain on sale of loat (24¢) (20€) (321)
Net gain on sale of securiti (107) — (599)
Loss on impairment of securities available for ¢ — — 8,79
Net gain on disposition of premises and equipr (395) — —
Loans originated for sa (23,889 (20,77%) (47,63)
Proceeds from sale of loa 24,71 26,131 47,70
Federal Home Loan Bank of Chicago stock divide — (1,209 (1,420
Net change in
Deferred income ta 2,45¢ 633 (395
Accrued interest receivab (727) (2,179 (219
Other asset (2,287 (410 (621)
Accrued interest payable and other liabilit (7,725 8,04¢ (1,199
Net cash from operating activiti 13,39¢ 29,731 14,37:

Cash flows from investing activities
Securities availab-for-sale

Proceeds from sal¢ 229,99( — 10,55
Proceeds from maturitie 51,83¢ 10,656,89 52t
Proceeds from principal repayme 30,00: 45,82 44,213
Purchases of securiti (95,08¢) (10,656,50) (1,510
Loans receivabl
Principal payments on loans receiva 614,60: 442,48t 439,06!
Purchases of loar (34,45% (113,87 (115,166
Originated for investmer (659,869 (493,519 (427,45))
Proceeds from redemption of stock in Federal How@nLBank 9,83¢ — —
Proceeds from sale of real estate ow 114 — 2,738
Purchase of premises and equipment (1,159 (2,320 (2,319
Cash paid, net of cash and cash equivalents, uisitign (13,369 — —
Net cash from investing activitie 132,45 (121,019 (49,359
(Continued)
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BANFINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2006, 2005, and 2004
(In thousands)

2006 2005 2004
Cash flows from financing activities
Net change in deposi $ (41,81) $(47,82) $42,08t
Net change in advance payments by borrowers festaxd
Insurance 244 89t (449
Net change in borrowing (53,24() (73,747 (5,982
Net proceeds from sale of common st — 220,67¢ —
Repurchase and retirement of common s (17,290 — —
Cash dividends paid on common stt (4,44¢) — —
Net cash from financing activitie (116,544  100,01( 35,65¢
Net change in cash and cash equival 29,31 8,72¢ 66€
Beginning cash and cash equivale 38,02¢ 29,29¢ 28,63(
Ending cash and cash equivalent $ 67,337 $ 38,02¢ $29,29¢
Supplemental disclosure
Interest paic $ 37,366 $ 28,247 $21,14
Income taxes pai 3,67( 3,20¢ —
Loans transferred to other real est — 152 557
Loans securitize — 24,21 78,62¢
Due from broker for sale of securities not set — — 20t
Supplemental Disclosures of Noncash Investing Atatis—Acquisition
Noncash assets acquire
Investment securities available for s $ 81,01« & — $ —
Loans, ne 17,78: — —
Premises and equipment, | 2,87¢ — —
Goodwill, net 11,71 — —
Other intangible assets, r 3,27 — —
Other asset 99¢ — —
Total noncash assets acqui 117,65¢ — —
Liabilities assumec
Deposits $103,48 $ — $ —
Accrued expenses and other liabilit 80¢€ — —
Total liabilities assume 104,29: — —
Cash paid, net of cash and cash equivalents, inisitign $ 1336¢ $§ — $ —

See accompanying notes to consolidated financgsients.

65



BANKFINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share anchpez data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentatiol: BankFinancial Corporation, a Maryland corporatiwganized in 2004 (the “Company”), became the owafi@ll of
the issued and outstanding capital stock of Barddiral, F.S.B. (the “Bank”) on June 23, 2005, uf@mconsummation of a plan of
conversion and reorganization adopted by the pesee holding companies for the Bank, BankFinadidC, Inc. (“BankFinancial MHC")
and BankFinancial Corporation, a federal corporatio

Pursuant to the plan of conversion and reorgawmizaBankFinancial MHC converted from the mutuahiaf ownership to the stock form of
ownership through a series of transactions thatiteated the separate corporate existences of Baak€ial MHC and BankFinancial
Corporation, the federal corporation. BankFinan€atporation, the Maryland corporation, then salghB6,250 shares of common stock in a
subscription offering for $10.00 per share, andabee the sole stockholder of the Bank. For a furtiierussion of BankFinancial Corporati
the Maryland corporation, and the operations ofkiBamancial MHC, BankFinancial Corporation, the fesleorporation, and the Bank for
certain periods prior to the consummation of thevession and reorganization, see the Company’spentss as filed on April 29, 2005 with
the Securities and Exchange Commission pursudRtil® 424(b)(3) of the Rules and Regulations of3keurities Act of 1933 (File Number
333-119217).

BankFinancial Corporation, the Maryland corporatidid not engage in any business prior to the amnsation of the conversion and
reorganization on June 23, 2005. Consequently2@3& consolidated financial statements reflecfiti@ncial condition and operating results
of BankFinancial MHC, Inc., BankFinancial Corpocetj the federal corporation, and their subsidiauietd June 23, 2005, and of
BankFinancial Corporation, the Maryland corporatiand its subsidiaries thereafter. The words “Camgd'we” and “our” are therefore
intended to refer to BankFinancial MHC, BankFinah&orporation, the federal corporation, and tkalsidiaries, including the Bank, with
respect to matters and time periods occurring drefore June 23, 2005, and to refer to BankFina@maporation, the Maryland corporation,
and its subsidiaries, including the Bank, with extgo matters and time periods occurring thereafte

Principles of Consolidatior: The consolidated financial statements includesttounts of and transactions of BankFinancial MHC,,
BankFinancial Corporation, the federal corporati®ankFinancial Corporation, the Maryland corponatithe Bank, and the Bank’s wholly-
owned subsidiaries, Financial Assurance Services,dnd BankFinancial Asset Recovery Corporatiofi€ctively, “the Company”). All
significant intercompany accounts and transactiae been eliminated.

Nature of Business The Company’s revenues, operating income, anetaase primarily from the banking industry. Alltbhe Company’s
banking operations are considered by manageméda smygregated in one reportable operating segroefihfincial reporting purposes as
defined by SFAS No. 131 Disclosures about Segments of an Enterprise aalhted Information.”Loan origination customers are mainly
located in the greater Chicago metropolitan aressupplement loan originations, the Company purhasortgage loans for which the
underlying collateral is predominantly located limbis. The loan portfolio is concentrated in Igathat are primarily secured by real estate.

Use of Estimates To prepare financial statements in conformityhwatcounting principles generally accepted in thédd States of Americ
(“GAAP”), management makes estimates and assumptions baagdilable information. These estimates and assompaffect the amour
reported in the financial statements and the désckes provided, and future results could differe BHowance for loan losses, loan servicing
rights, impairment of securities and fair valudin&ncial instruments are particularly subject hawcge.

Interesi-bearing Deposits in Other Financial InstitutionsInterest-bearing deposits in other financial ingiiins maturing in less than 90
days and are carried at cost.
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BANKFINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share anchpez data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Cash Flows: Cash and cash equivalents include cash, depagit®ther financial institutions maturing in lets&n 90 days, and daily federal
funds sold. Net cash flows are reported for custdoen and deposit transactions, interest bear@mpsits in other financial institutions,
borrowings, and advance payments by borrowersaf@s and insurance.

Securities: Debt securities are classified as available-&de-svhen they might be sold before maturity. Eqaégurities with readily
determinable fair values are classified as avadldti-sale. Securities available-for-sale are edrgt fair value, with unrealized holding gains
and losses reported in other comprehensive incogtef tax. Interest income includes amortizatibpurchase premium or discount.
Premiums and discounts on securities are amortinetie level-yield method without anticipating pagments, except for mortgage-backed
securities where prepayments are anticipated. Gaiddosses on sales are based on the amortizedf¢be security sold. Declines in the f
value of securities below their cost that are othan-temporary are reflected as realized lossedetermining if losses are other-than-
temporary, management considers: (1) the lengtimef and extent that fair value has been less ¢bahor adjusted cost, as applicable (2)
financial condition and near term prospects ofisiseer, and (3) the Company’s ability and intertiddd the security for a period sufficient to
allow for any anticipated recovery in fair value.

Federal Home Loan Bank StockThe Bank is a member of the FHLB system. Membeesrequired to own a certain amount of stock based
on the level of borrowings and other factors, ary finvest in additional amounts. FHLB stock is iirat cost and classified as a restricted
security. Because this stock is viewed as a long tevestment, impairment is based on ultimate vegpof par value. Both cash and stock
dividends are reported as income.

Loans Held for Sale: Mortgage loans originated and intended for saliné secondary market are carried at the lowaggfegate cost or
market, as determined by outstanding commitments investors. Net unrealized losses, if any, atended as a valuation allowance and
charged to earnings.

Mortgage loans held for sale are generally solth wérvicing rights retained. The carrying valuenafrtgage loans sold is reduced by the cost
allocated to the servicing right. Gains and logsesales of mortgage loans are based on the differieetween the selling price and the
carrying value of the related loan sold.

Loans and Loan Income Loans that management has the intent and atulibwld for the foreseeable future or until matuat payoff are
reported at the principal balance outstandingphéte allowance for loan losses, premiums andodists on loans purchased, and net def
loan costs. Interest income on loans is recognrizémtome over the term of the loan based on theusrinof principal outstanding.

Premiums and discounts associated with loans psechare amortized over the contractual term ofdhe using the level-yield method.

Interest income is reported on the interest metratlincludes amortization of net deferred loan @b costs over the contractual loan term,
adjusted for prepayments. Interest income is discoed at the time the loan is 90 days delinquaetass the loan is well-secured and in
process of collection. Past due status is base¢bdeocontractual terms of the loan. In all casesn$oare placed on nonaccrual or charged off at
an earlier date if collection of principal or ingst is considered doubtful.

All interest accrued but not received for loanpthon nonaccrual is reversed against interestriacinterest received on such loans is
accounted for on the cash-basis or cost-recovetkiadeuntil qualifying for return to accrual. Loaae returned to accrual status when all the
principal and interest amounts contractually deetaought current and future payments are reaspiaaklred.

67



BANKFINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share anchpez data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Allowance for Loan Losse: The allowance for loan losses is a valuationvedlioce for probable incurred credit losses. Loasdesre
charged against the allowance when managementeslibe uncollectibility of a loan balance is comigd. Subsequent recoveries, if any,
credited to the allowance. Management estimatealtbe@ance balance required using past loan lopsrience; the nature and volume of the
portfolio; information about specific borrower sitions; and estimated collateral values, econonidlitions, and other factors. Allocations
of the allowance may be made for specific loanstioe entire allowance is available for any loaat tin management’s judgment, should be
charged off.

The allowance consists of specific and general aovapts. The specific component relates to loansatteaindividually classified as impaired
or loans otherwise classified as substandard odbtfiduThe general component covers nonclassifiath$ and is based on historical loss
experience adjusted for current factors.

A loan is impaired when full payment under the léamms is not expected. Commercial and commeredlastate loans are individually
evaluated for impairment. If a loan is impaireghaation of the allowance is allocated so that tenlis reported, net, at the present value of
estimated future cash flows using the loan’s axistate or at the fair value of collateral if repsgnt is expected solely from the collateral.
Large groups of smaller balance homogeneous Isaieh, as consumer and residential real estate laemspllectively evaluated for
impairment, and accordingly, they are not separatigintified for impairment disclosures.

Mortgage Servicing Right: Mortgage servicing rights are recognized as agsetpurchased rights and for the allocated vafuetained
servicing rights on loans sold. Mortgage servidigits are expensed in proportion to, and oveptréod of, estimated net servicing
revenues. Impairment is evaluated based on thedhie of the assets, using groupings of the uyitierloans as to interest rates and then,
secondarily, prepayment characteristics. Any impaint of a grouping is reported as a valuation adiove.

The estimated fair value of mortgage servicingtsgh the present value of the expected future flasls over the projected life of the loan.
Assumptions used in the present value calculatierbased on actual performance of the underlyingaeg along with general market
consensus.

Real Estate Owne: Real estate properties acquired in collectioa tfan are initially recorded at fair value at asiion, establishing a new
cost basis. If fair value declines subsequentitediosure, a valuation allowance is recorded thncexpense. Expenses, gains and losses on
disposition, and changes in the valuation allowaareereported in noninterest income.

Premises and Equipmer: Land is carried at cost. Premises and equipnrengtated at cost less accumulated depreciatigoreDiation is
included in noninterest expense and is computeti@straight-line method over the estimated udafes of the assets. Useful lives are
estimated to be 25 to 40 years for buildings angramements that extend the life of the originalding, 10 to 20 years for routine building
improvements, 5 to 15 years for furniture and eaugipt, 2 to 5 years for computer hardware and soéaad no greater than 4 years on
automobiles. The cost of maintenance and repaaisasged to expense as incurred and significairgpre capitalized.

Goodwill and Other Intangible AssetsGoodwill results from business acquisitions ampresents the excess of the purchase price over the

fair value of acquired tangible assets and lidbgiand identifiable intangible assets. Goodwili$sessed at least annually for impairment and
any such impairment will be recognized in the patittentified. There was no impairment to goodwalt the years ended December 31, 2006,
2005 and 2004.

Other intangible assets consist of core deposihiible assets arising from whole bank acquisitidihgy are initially measured at fair value
and then are amortized on an accelerated methodiwie estimated useful lives.
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BANKFINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share anchpez data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Long-Term Assets Premises and equipment, core deposit and ottegible assets, and other long-term assets ai@ved for impairment
when events indicate that their carrying amount matybe recoverable from future undiscounted chsbst If impaired, the assets are
recorded at fair value.

Loan Commitments and Related Financial Instrumer: Financial instruments include off-balance-sheetlit instruments, such as
commitments to make loans and commercial lettersedit, issued to meet customer financing neeklls.face amount for these items
represents the exposure to loss, before consideusipmer collateral or ability to repay. Such ficial instruments are recorded when they
are funded.

Income Taxes: Income tax expense is the sum of the current iyg@ame tax due or refundable and the change idé¢fierred tax assets and
liabilities. Deferred tax assets and liabilitiee #ne expected future tax consequences of tempdiffeyences between the carrying amounts
and tax basis of assets and liabilities, compusitiguenacted tax rates. A valuation allowanceedded, reduces deferred tax assets to the
amount expected to be realized.

Retirement Plans: Employee 401(k) and profit sharing plan expessfé amount of matching contributions and any ahdiscretionary
contribution made at the discretion of the CompaiBoard of Directors. Deferred compensation expaiieeates the benefits over years of
service.

Employee Stock Ownership PlafESOP”) : The cost of shares issued to the ESOP, but natlipeated to participants, is shown as a
reduction of stockholders’ equity. Compensationemge is based on the market price of shares astheypommitted to be released to
participant accounts. Dividends on allocated ESf¥Pes reduce retained earnings; dividends on uedd&B8O0P shares reduce debt and
accrued interest.

Earnings Per Common Shar: Basic earnings per common share is net incomdetivby the weighted average number of common share
outstanding during the period. ESOP shares arademasl outstanding for this calculation unless umed. Dilutive earnings per common
share is net income divided by the weighted avenameber of common shares outstanding during thieg@tus the dilutive effect of
restricted stock shares and the additional potesti@res issuable under stock options.

Loss Contingencie: Loss contingencies, including claims and legéibas arising in the ordinary course of business racorded as
liabilities when the likelihood of loss is probalaed an amount or range of loss can be reasonstityated. Management does not believe
that there now are such matters that will have geriz effect on the financial statements.

Restrictions on Casl: Cash on hand or on deposit with the Federal Redgank of $11.8 million and $10.6 million was réed to meet
regulatory reserve and clearing requirements aeBber 31, 2006 and 2005, respectively. These bedashe not earn interest.

Fair Values of Financial Instruments: Fair values of financial instruments are estirdatsing relevant market value information and other
assumptions, as more fully disclosed in a sepa@tie Fair value estimates involve uncertainties ratters of significant judgment regarc
interest rates, credit risk, prepayments, and ddetors, especially in the absence of broad marketparticular items. Changes in
assumptions or in market conditions could signifibaaffect the estimates.

Comprehensive Income (LossComprehensive income (loss) consists of net irc@oss) and other comprehensive income (losseiOth
comprehensive income (loss) includes unrealizedsgand losses on securities available-for-salechwvaire also recognized as separate
components of stockholders’ equity.

Stocl-based Compensatiorin 2006, the Company adopted Statement of FinaAciebunting Standards (“SFAS”) No. 123(R), Sharedih
Payment following stockholder approval of the 2@2fuity Incentive Plan. Accordingly, the Company hesorded stock-based employee
compensation cost using the fair value method.rReidune 27, 2006, there was no stock-based cosapien plan.
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BANKFINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share anchpez data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Transfers of Financial AssetsTransfers of financial assets are accounted feakes, when control over the assets has been widhmeg.
Control over transferred assets is deemed to ersigred when the assets have been isolated fe@admpany, the transferee obtains the
right (free of conditions that constrain it fronkitag advantage of that right) to pledge or exchathgeransferred assets, and the Company
does not maintain effective control over the transfd assets through an agreement to repurchasebifere their maturity.

Reclassifications: Certain reclassifications have been made in thee pear’s financial statements to conform to tierent year's
presentation.

Adoption of New Accounting Standarc: Effective June 28, 2006, the Company adopted SRASL23(R), Share-based Payment. See
“Stock-based Compensation” above for further disimrsof the effect of adopting this standard.

In September 2006, the Securities Exchange Conmunigs$SEC”) issued SAB 108, which was issued to adsgldiversity in practice in
quantifying financial statement misstatements d&edaotential under current practice for the bujdofiimproper amounts on the balance
sheet. The adoption of SAB 108 had no effect orChmpany’s financial statements for the year enfiegember 31, 2006.

Effect of Newly Issued But Not Yet Effective Accaiimg Standards:

In February 2006, the Financial Accounting Stand@dard (“FASB”) issued Statement No. 155, Accaumfior Certain Hybrid Financial
Instruments-an amendment to FASB Statements Noat83.40. This Statement permits fair value re-messent for any hybrid financial
instruments, clarifies which instruments are suttiethe requirements of Statement No. 133, arabéishes a requirement to evaluate
interests in securitized financial assets and atears. The new standard is effective for finanasdets acquired or issued after the beginning
of the entity’s first fiscal year that begins affgptember 15, 2006. Management does not expeattp#ion of this statement to have a
material impact on the Company’s consolidated fomgrposition or results of operations.

In March 2006, the FASB issued SFAS No. 156, “Agtg for Servicing of Financial Assets — an ameadhio FASB Statement No. 140.”
The new standard requires an entity to recognieracing asset or servicing liability each timeridertakes an obligation to service a
financial asset by entering into a servicing cacttia any of the following situations: (1) a traesbf financial assets that meets the
requirements for sale accounting; (2) a transfdimaincial assets to a special purpose entitygnaranteed mortgage securitization and the
transferor retains the securitized assets andifidgsthem as available for sale or trading semsipursuant to SFAS No. 115; or (3) an
acquisition or assumption of an obligation to ses\a financial asset not related to the servicésaonsolidated affiliates. The servicing
assets and liabilities must initially be measurefdia value, if practicable, and the assets diilites either be amortized or recorded at fair
value at each reporting date. SFAS No. 156 alloasetime reclassification for entities with semg rights. It also requires a separate
presentation of servicing assets and servicinglili@is at fair value in the statement of finangpasition. SFAS No. 156 is effective for the
first fiscal year beginning after September 15,880ith earlier adoption permitted. The Company imilplement this standard as of the
beginning of our fiscal year 2007. The Companyentty uses the amortization method to account timmeortgage servicing rights and we
expect to continue this practice after implementatif SFAS No. 156. Therefore, we do not expecttteption of this standard will have a
significant impact on our financial condition osudts of operations.

In July 2006, the FASB issued FASB Interpretatian K8, “Accounting for Uncertainty in Income Taxd$FIN 48"), which was issued to
require that all tax positions be evaluated usimgsiéstent criteria and measurement and furtherleopmted by enhanced disclosure. FIN 48,
an interpretation of FASB Statement No. 109, “Aatting for Income Taxes,” prescribes the minimunmogggtion threshold a tax position is
required to meet before being recognized in thaerfimal statements. This interpretation providearcteiteria for subsequently recognizing,
derecognizing, and measuring such tax positionfifancial statement purposes, as well as provigiédance on accrual of interest and
penalties, accounting in interim periods, disclesand transition. FIN 48 is effective JanuarydQ2for calendar year-end companies.
Differences between the
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Table amounts in thousands, except share anchpez data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

amounts recognized in the statements of finandisitipn prior to the adoption of FIN 48 and the amis reported after adoption would be
accounted for as a cumulative-effect adjustmerdriss] to the beginning balance of retained earnifilgs cumulative-effect adjustment
would not apply to those items that would not hbgen recognized in earnings, such as the effedabting FIN 48 on tax positions related
to business combinations. The Company has evaltiaeichpact of the pronouncement and believes tiverdd be no impact to the
Company’s financial position and results of openadi

In September 2006, the FASB issued FASB Statemenflbl7, “Fair Value Measurements,” to provide gaicon how to measure fair
value, which would apply broadly to financial anshAfinancial assets and liabilities that are meadat fair value under other authoritative
accounting pronouncements. The statement defiitegdiaie, provides a hierarchy that prioritizesitgthat should be used in valuation
techniques used to measure fair value, and expamdsnt disclosures about the use of fair valuméasure assets and liabilities. The
disclosures focus on the methods used for the memsmts and their effect on earnings and wouldyawpkther the assets were measured at
fair value in all periods, such as trading secesitior in only some periods, such as for impaissgs. A transition adjustment would be
recognized as a cumulative-effect adjustment tanoéng retained earnings for the fiscal year in ethstatement is initially adopted. This
adjustment is measured as the difference betweecatttying amounts and the fair values of thosan@ial instruments at the date of
adoption. The statement is effective January 18Z60calendar-year companies and interim perioiisizvthose fiscal years. The Company
will adopt the statement on January 1, 2008. Thesfdue disclosures required by this statemenikvéleffective or the first interim period in
which the statement is adopted. The Company i®otlyrevaluating the impact of the statement offiri@ncial position, results of operations,
and liquidity.

NOTE 2 - ACQUISITIONS

On April 5, 2006, the Company acquired Universiggtinal Bank, a privately held community bank wagproximately $113 million in
assets, including $10.7 in cash and cash equilant $104 million in deposits, and two bankinficet in the Hyde Park community in
Chicago, lllinois, for approximately $24 million gash pursuant to the terms of a Stock Purchaseefggnt with University Bancorporation
dated November 29, 2005. The Company believestlbacquisition of University National Bank will Ibeneficial as it expands our prese
in metropolitan Chicago, compliments our existimgrith network and allows for the extension of awdpcts and services into these
communities. Immediately upon the completion of steck purchase, University National Bank was meiige the Bank. The acquisition,
which was accounted for under the purchase methadomunting, resulted in goodwill of $11.7 milliamd an other intangible of $3.3
million. The core deposit intangible will be ama#d over its estimated useful life. Goodwill witttrbe amortized but instead evaluated
periodically for impairment. The transaction wasated, for federal and state income tax purposes pairchase of University National
Bank’s assets pursuant to applicable provisions ofritexrial Revenue Code, making the goodwill and deposit intangible arising from tl
transaction tax-deductible over a period of 15 gedniversity National Bank'’s results of operatidras/e been included in the Company’s
results of operations only since the effective ddtidhe acquisition. The acquisition was deemede@n immaterial acquisition under GAAP,
as such additional disclosures have been omitted.
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NOTE 3 - EARNINGS PER SHARE

Amounts reported in earnings per share reflectiegsravailable to common stockholders for the gkdivided by the weighted average
number of shares of common stock outstanding duhiegeriod, exclusive of unearned ESOP sharesiaveted restricted stock shares.
Stock options and restricted stock are regardgmsntial common stock and are considered in thitedi earnings per share calculations to
the extent that they would have a dilutive efféctinverted to common stock computed. Earningshare for the year ended December 31,
2005 is calculated based on the period of time filoencompletion date of our mutual-to-stock coniersJune 23, 2005, through the period
ended December 31, 2005.

Year Ended December 31,

2006 2005 2004
Net income $ 10,04¢ $ 11,07 $1,457%
Less: net income before convers — 4,457 1,457

Net income available to common stockholc $  10,04¢ $ 6,61¢ $ —

Average common shares outstanc 24,468,29 24,466,25 —

Less: Unearned ESOP sha (1,863,24) (1,926,55) —

Unvested restricted stock sha (237,019 — —

Weighted average common shares outstan 22,368,03 22,539,69 —

Basic earnings per common shar $ 0.4F $ 0.2¢ N.A.

Year Ended December 31,

2006 2005 2004
Net income $  10,04¢ $ 11,07 $1,457
Less: net income before convers — 4,45 1,457

Net income available to common stockholc $  10,04¢ $ 6,61¢ $ —

Weighted average common shares outstan 22,368,03 22,539,69 —

Add: net effect of dilutive stock options and urteekrestricted stoc 4,19¢ — —

Weighted average dilutive common shares outstar 22,372,22 22,539,69 —
Dilutive earnings per common share $ 0.4¢ $ 0.2¢ N.A.
Number of antidilutive stock options excluded fréime diluted earnings per share calcula 1,301,001 N.A. N.A.
Weighted average exercise price of -dilutive option share $ 17.6% N.A. N.A.

N.A. — not applicable
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NOTE 4 - SECURITIES

The fair value of securities available-for-sale #mal related gross unrealized gains and lossegméxadl in accumulated other comprehensive
income (loss) at December 31 is as follows:

Gross Gross
Unrealized Unrealized
Fair Value Gains Losses
2006
Municipal $ 2711 $ 52 $ (@)
Mortgagebacked securitie 19,80: 161 (69)
Collateralized mortgage obligatio 5,881 41 (1)
SBA-guaranteed loan participation certifica 623 1 (6)
Corporate bonds and other securi 45,72 — (23)
Equity securities 43,11% 4,83 —
$117,85. $ 5,09z $ (100
2005
Municipal $ 3,14t 3 62 3 2
Mortgagebacked securitie 154,42¢ 22¢ (3,769
Collateralized mortgage obligatio 1,64: 27 —
SBA-guaranteed loan participation certifica 1,85: 1 (7)
Equity securitie: 87,17( 4,01( (800)

$248,23¢ $ 4,32¢ $ (4,579

Mortgage-backed securities and collateralized naggobligations consist of Federal Home Loan Magg@orporation (“Freddie Mac”),
Federal National Mortgage Association (“Fannie Maeid Government National Mortgage Association (@& Mae”) issues at
December 31, 2006 and 2005. Equity securities sbo$iFreddie Mac preferred stock at December 8@62nd 2005, and include Fannie
Mae preferred stock at December 31, 2005. All afinuestment securities reflected in the precedidde were classified as available-for-
sale.

The fair values of securities available-for-sal®atember 31, 2006 by contractual maturity are shioelow. Securities not due at a single
maturity date are shown separately. Expected ntigsirnay differ from contractual maturities becabseowers may have the right to call or
prepay obligations with or without call or prepaympenalties.

2006

Due in one year or le: $ 46,17
Due after one year through five ye 1,72:
Due after five years through ten ye 53¢
48,43¢

Mortgage-backed securitie 19,80:
Collateralized mortgage obligatio 5,881
SBA-guaranteed loan participation certifica 623
Equity securitie: 43,11
Total $117,85!

Securities pledged at December 31, 2006 and 208% learrying amount of $36.9 million and $78.8 ioiil respectively, and were pledge:
secure certain depository relationships, advanoes the FHLB of Chicago, and a line of credit witle Federal Reserve Bank of Chicago.
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NOTE 4 - SECURITIES (continued)
Sale of securities available-for-sale were as fadlo

2006 2005 2004
Proceed: $229,99( $— $10,55!
Gross gain: 3,74¢ — 59¢
Gross losse (3,64%) — —

Securities with unrealized losses at December 306 2and 2005 not recognized in income are as fallow

Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Value Loss Fair Value Loss Fair Value Loss
2006
Municipal $ — $ — $ 13¢ $ 1 $ 13¢ % 1
Mortgagebacked securitie 2,25¢ 9 2,74( 60 4,99/ 69
Collateralized mortgage obligatio — — 42 1 42 1
SBA-guaranteed loan participation certifica 34k 1 144 5 48¢ 6
Corporate bonds and other securi 45,72 23 — — 45,72 23
Total temporarily impaire $48,32: $ 33 $ 3,068 $ 67 $51,387 $ 10C
2005
Municipal $ 41 % 2 $ — & — $ 418 % 2
Mortgagebacked securitie 49,91¢ 80C  90,28: 2,962 140,19¢ 3,76¢
SBA-guaranteed loan participation certifica 1,25¢ 1 151 6 1,40¢ 7
Equity securitie: 20,45( 80C — — 20,45( 80C
Total temporarily impaire: $72,03. $ 1,60 $90,43: $ 2,97C $162,47. $ 4,57:

Securities with significant declines in fair valaee evaluated on a quarterly basis to determinehgh¢hey should be considered other-than-
temporarily impaired under Securities and Exchabgmmission Staff Accounting Bulletin No. 59, whigtovides that if a marketable
security is in an unrealized loss position, whether to general market conditions or industry sués specific factors, the holder must assess
whether the impairment is other-than-temporary. Thenpany has developed a methodology for condugiinmpdic impairment testing on
marketable equity securities with dividends thgusidperiodically based on market interest ratécesl (Fannie Mae and Freddie Mac
preferred stocks included in equity securitiesfiedermination of the severity of the impairment #mg continuous duration of the impairm
(generally as well as the continuous duration gfiarpairment exceeding 5%) is made.

The Company evaluated the securities in our investrportfolio that had significant declines in faalue at December 31, 2006 and 2005,
and concluded that the declines were primarilytattable to increases in interest rates rather thedit quality or other issuepecific factors
Since the Company had the ability and intent atdbdzer 31, 2006, to hold these investments ungkavery occurred or the securities
matured, and the carrying cost of these secusitasprojected to recover as market interest rdtasge and or the securities approached
maturities, the Company did not consider the deglim fair value to be other-than-temporary impaints. No unrealized losses existed at
December 31, 2006 or 2005 with respect to our ntabke equity securities, including our Freddie Maating rate preferred stocks. The
Company reduced the combined carrying value ofoedf the Fannie Mae and Freddie Mac preferreckstby recording an impairment
charge of $8.8 million for the year ended Decengigr2004.
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Secured by or- to four-family residential real esta
Secured by mul-family mortgage loan

Nonresidential real esta

Construction and land loal

Commercial loan

Commercial lease

Consumer loan

Other loans (including municipe
Total loans

Loans in proces

Net deferred loan origination co:

Allowance for loan losse
Loans, ne

2006

2005

$ 397,541 $ 404,19(
297,13 280,23
320,72 275,41

85,22: 80,70¢
89,34¢ 68,98¢
139,16« 121,89t
3,86¢ 2,02z
4,95¢ 5,21¢
1,337,961  1,238,68.
14¢ 2,18(

2,42¢ 2,541
(10,627 (11,519
$1,329,91'  $1,231,89.

As of December 31, 2006 and 2005, there were appedgly $243.1 million and $254.1 million, respeety, of loans purchased from other

financial institutions included in the amount o&its secured by one- to four-family residential esahte.

Activity in the allowance for loan losses is adduls:

Beginning balanc

Allowance of acquired bar
Provision (credit) for loan loss:
Loans charged o

Recoveries

Ending balanc
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2006 2005 2004
$11,51c $11,01¢ $12,03¢
217 —
(136) 51¢ 22)
(972) 115 (1,399
4 92 40C
$10,62: $1151¢ $11,01¢
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NOTE 5 - LOANS RECEIVABLE (continued)

Impaired loans were as follows:

2006 2005
Year-end loans with allocated allowance for loan los $ 4,63¢ $ 7,79¢
Yeal-end loans with no allocated allowance for loands 17,48 6,881
Total $22,12( $14,67¢
Amount of the allowance for loan losses alloc: $ 40z $ 1,81c
Average of impaired loans during the per $16,40¢ $15,21¢

Interest income received on impaired loans wasaqipately $1.4 million, $881,000, and $1.1 millitor the years ended December 31,
2006, 2005, and 2004.

Nonperforming loans were as follow

2006 2005
Loans past due over 90 days still on acc $ — $ —
Nonaccrual loan 9,22¢ 5,72%

Nonperforming loans and impaired loans are defutifdrently. Some loans may be included in botlegaties, whereas other loans may ¢
be included in one category. The nonaccrual loafieated above include a $2.0 million restructumsh at December 31, 2005. Although
restructured loan was current as to all schedugthents as of December 31, 2005, the loan will reraa nonaccrual status until the
borrowers achieve a sustained period of paymembqeance, and until then, all interest paymentsenaathe loan will be recorded on a c
basis as received. At December 31, 2006 the loandeknquent and interest payments made on thedmaoontinuing to be recorded on a
cash basis as received.

As of December 31, 2006, the Company has approrigni6.2 million of one-to four-family residentiaortgages and $4.6 million of
commercial loans being serviced by a loan servicimgpany, which filed bankruptcy in late Decemb@d@ The Company has not received
payments from the loan servicing company sincdithe of the bankruptcy filing, which amounts to appmately $700,000 through the end
of February 2007. Management and legal counsetarently investigating this matter and at thisdjrthe Company cannot reasonably
estimate the loss, if any, as a result of the Bx@amicing company’s bankruptcy.
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NOTE 6 - SECONDARY MORTGAGE MARKET ACTIVITIES

First mortgage loans serviced for others are rgtided in the accompanying consolidated statenwdriisancial condition. The unpaid
principal balances of these loans were approxim&®@22.4 million, $366.1 million, and $393.9 milti@t December 31, 2006, 2005, and
2004, respectively. Custodial escrow balances raaiatl in connection with the foregoing loan sengcivere approximately $7.0 million,
$7.7 million, and $10.1 million at December 31, 802005, and 2004, respectively.

Capitalized mortgage servicing rights are inclugtedther assets in the accompanying consolidatgdrsents of financial condition. Activity
for capitalized mortgage servicing rights and tdated valuation allowance was as follows.

2006 2005
Servicing rights
Beginning of yea $2,52¢  $2,82¢
Additions 18¢ 38€
Amortized to expens (506) (683
Balance, end of ye: $2,20¢  $2,52¢
Valuation allowanct
Beginning of yea $ 58 $ 232
Additions expense — 16C
Reductions credited to exper (58 (339
Balance, end of ye: $ — $ 58
Carrying value of mortgage servicing rig| $2,20¢  $2,46¢
Fair value of mortgage servicing rigt $3,021  $3,09¢

The estimated fair value of mortgage servicingtsgh the present value of the expected future flasls over the projected life of the loan.
Assumptions used in the present value calculatierbased on actual performance of the underlying@eg along with general market
consensus. The expected cash flow is the net anobatitmortgage servicing income and expense itdihe expected cash flows are
discounted at an interest rate appropriate foatiseciated risk given the current market conditi®ignificant assumptions are as follows:

2006 2005
Prepayment spee 20.7% 22.12%
Discount rate 12.0(% 12.0(%
Average servicing cost per lo: $60.0( $54.0(
Escrow float rate 5.1¢% 4.65%
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NOTE 6 - SECONDARY MORTGAGE MARKET ACTIVITIES (cont inued)

Key economic assumptions used in measuring thedéhile of the Company’s mortgage servicing rigistefaDecember 31, 2006 and the
effect on the fair value of our mortgage servidiigits from adverse changes in those assumptioagsafollows:

(Dollars in thousands

Fair value of mortgage servicing rigl $ 3,021

Weighted average annual prepayment sj 20.7%
Decrease in fair value from 10% adverse che 14¢
Decrease in fair value from 20% adverse che 27¢

Weighte-average annual discount r: 12.0(%
Decrease in fair value from 10% adverse che 98
Decrease in fair value from 20% adverse che 19C

These sensitivities are hypothetical and shoulddssl with caution. As the figures indicate, charigdair value based on variations in
individual assumptions generally cannot be usqutédict changes in fair value based upon furtheatians of the same assumptions. Also,
in the above table, the effect of a variation jpaaticular assumption on the fair value of theiretd interest is calculated independently
without changing any other assumption. In reatityanges in one factor may result in changes inh@ndactor, which might magnify or
counteract the sensitivities.

The estimated amortization expense for each ondix¢ five years is as follows:

2007 $511
2008 391
2009 30C
2010 231
2011 17¢

NOTE 7 - SECURITIZATIONS

The Company securitizes conforming adjustableneg&lential mortgage loans with Fannie Mae. The @amy retains servicing
responsibilities for these securitizations. The @any receives annual servicing fees approximati§ fercent of the outstanding balance.
Fannie Mae has no recourse to the Company’s offsetsfor failure of debtors to pay loans when die. Company receives securities in
exchange for loans in these transactions and reecwr@ain or loss. During 2005, and 2004, $24.8%aniland $78.6 million of adjustable rate
residential mortgage loans were securitized and¢lcarities received in exchange were classifieavagable-for-sale. There were no loans
securitized during 2006.
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NOTE 8 - ACCRUED INTEREST RECEIVABLE

Accrued interest receivable is summarized as falow

2006 2005
Investment securitie $ 42¢ $ 622
Loans receivabl 7,44: 5,97¢

NOTE 9 - PREMISES AND EQUIPMENT
Premises and equipment are as follows:

2006 2005

Land and land improvemer $ 11,51t $ 9,08¢
Buildings and improvemen 29,72¢ 28,457
Furniture and equipme 9,05¢ 8,50¢
Computer equipmet 11,62( 11,17¢
61,92: 57,22]

Accumulated depreciatic (26,917 (24,409

$ 35,00¢ $ 32,81¢

Depreciation and amortization of premises and egait was $3.4 million, $3.6 million, and $3.5 nahifor the years ended December 31,
2006, 2005, and 2004, respectively.

The Company leases certain branch facilities undacancelable operating lease agreements expimogdh 2032. Rent expense, net of
sublease income, for facilities was $284,000, $208, and $215,000 in 2006, 2005, and 2004, rey@dgtiexcluding taxes, insurance, and
maintenance. The projected minimum rental undestiexg leases, not including taxes, insurance, aaidtenance, as of December 31, 20(
as follows:

2007 $ 70t
2008 504
2009 35E
2010 33t
2011 and thereaft 8,28:
Total $10,18:

The Company has subleased some of these brantitidfa@nd currently is entitled to receive incoofeapproximately:

2007 $ 22¢
2008 94
Total $32C
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NOTE 10 - CORE DEPOSIT INTANGIBLE

Core deposit intangible assets were as follows:

2006 2005
Gross Accumulated Gross Accumulated
Carrying Carrying
Amount Amortization Amount Amortization
Amortized intangible assel
Core deposit intangible $18,61: $ 8,964 $15,34( $ 7,09

Aggregate amortization expense was $1.9 million6 $dillion and $1.7 million for 2006, 2005, and 20@espectively.
Estimated amortization expense for each of the finxtyears is as follows:

2007 $1,87¢
2008 1,78¢
2009 1,69(
2010 1,59¢
2011 1,40¢

NOTE 11 - DEPOSITS
Year-end deposits are as follows:

2006 2005
Nor-interes-bearing deman $ 134,090 $ 11744
Interes-bearing NOW 274,39: 227,89:
Money marke 260,79t 248,87
Savings 114,85: 123,26(
Certificates of depos 345,45( 350,40°

$1,129,58"  $1,067,87.

Certificates of deposit of $100,000 or more wernprapimately $94.8 million and $94.0 million at yeamd 2006 and 2005, respectively.

Certificates of deposit include brokered accoumt$1®.4 million, including $4.2 million of brokerddternet certificates of deposit, and $21.0
million, including $11.2 million of brokered integhcertificates of deposit, at December 31, 20@B24105, respectively.

Scheduled maturities of certificates of deposittfa next five years are as follows:

2007 $281,12¢
2008 49,18(
2009 11,36:
2010 2,41¢
2011 1,367
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NOTE 11 - DEPOSITS (continued)

Interest expense on deposit accounts is summaaizéallows for the periods indicated:

2006 2005 2004
Interes-bearing NOW $ 4,128 $ 2,290 $ 1,24¢
Money market accoun 10,09¢ 6,35( 2,667
Savings 1,01¢ 1,00t 82t
Certificates of depos 14,71« 10,95! 9,457

$29,957 $20,59¢  $14,19¢

NOTE 12 - BORROWINGS
Borrowed funds are summarized as follows:

December 31, 2006 December 31, 2005
Weighted
Weighted Average
Average Contractual
Contractual Interest Rate Contractual
Range Rate Amount Rate Amount
Fixec-rate advance from FHLB du
Within 1 year 2.6€% 5.1€% 3.61% $ 95,00( 2.68% $ 57,23¢
1to 2 year: 5.14 5.14 5.14 10,00( 3.52 90,00(
2 to 3 year: — — — — — —
3 to 4 year: — — — — — —
4 to 5 year: 6.44 6.44 6.44 25,00( 6.44 25,00(
Total fixed rate advance 2.6€% 6.44% 4.27% 130,00( 3.6€% 172,23¢
Open Line advance, due on dem; — — — — 4.41 13,00(
Total FHLB funds 2.6€ 6.44 4.27 130,00( 3.7z 185,23t
Securities sold under agreements to repurc 4.82 4.82 4.82 8,14¢ 3.75 6,152
Total borrowings 2.6€% 6.44% 4.30%  $138,14t 3.72%  $191,38t

In July 2003, the Bank elected to pursue certalarua sheet restructuring strategies as a resthedfistorically low interest rate
environment. The restructuring consisted of regih25.0 million of Federal Home Loan Bank (“FHLB#j)lvances and replacing the other
$145.0 million with new FHLB advances with a weigthiaverage coupon of 1.38% and a weighted averagity of approximately one
year. The Company incurred a net-tax prepayment penalty of $15.4 million, recogdize immediate loss of $8.3 million on the early
extinguishment of debt, and deferred the remaipiggpayment penalty in accordance with EmergingelsStask Force 96-18ebtor’s
Accounting for a Modification or Exchange of Defastrument:. The remaining portion of the prepayment penalig &@mortized as a yield
adjustment over the life of the refinanced borrayginThe prepayment penalty was completely amortizethg 2005.

The Company maintains a collateral pledge agreenwmring secured advances whereby the Compangdnaed to at all times keep on
hand, free of all other pledges, liens, and encamdes, specifically identified whole first mortgages improved residential property not
more than 90-days delinquent to secure advancestire FHLB of Chicago. All stock in the FHLB of @higo is pledged as additional
collateral for these advances. At December 31, 286266.0 million and $119.8 million of first mortga and multi-family mortgage loans,
respectively, collateralized the advances. At Ddmem31, 2006, we had the ability to borrow an add#l $167.0 million under our credit
facilities with the FHLB of Chicago. Furthermoregewave unpledged securities that could be useadjpost borrowings in excess of $25.0
million.
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NOTE 12 - BORROWINGS (continued)

At December 31, 2006 and 2005, the Company hadsdaipre-approved overnight federal funds borr@axand repurchase agreement lines
of $65 million. At December 31, 2006 and 2005, @wmmpany also had a line of credit available with fiederal Reserve Bank of Chicago for
$20.3 million and $18.3 million, respectively. AeBember 31, 2006 and 2005, there was no outstabdiagce on these lines.

NOTE 13 - INCOME TAXES
The income tax expense (benefit) is as follows:

2006 2005 2004
Current $2,36¢ $3,64f $ 131
Deferred 2,45¢ 633 (395

Total income tax expense (bene $4,82¢ $4,27¢  $(2649)

A reconciliation of the provision for income taxesmputed at the statutory federal corporate tax@&84% to the income tax expense in the
consolidated statements of income follows:

2006 2005 2004
Provision computed at the statutory federal tas $5,05¢ $5,21¢ $ 40€
State taxes and other, 1 58€ (1949 (21€)
Dividends received deductic (816 (747 (459

$4,82¢ $4,27¢ $ (269

Effective income tax rat 32.45% 27.81% (22.1%)

Retained earnings at December 31, 2006 and 200&imapproximately $14.9 million for which no defst federal income tax liability has
been recorded. This amount represents an allocatimcome to bad debt deductions for tax purpedese.
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NOTE 13 - INCOME TAXES (continued)

The net deferred tax asset is as follows:

2006 2005
Gross deferred tax ass!
Allowance for loan losse $ 4,121 $ 4,57¢
Branch closing resen 69 144
Alternative minimum tax and capital loss carryforde 1,96( 1,49¢
Impairment of securities available for s 3,42¢ 8,44¢
Unrealized loss on securities availe-for-sale — 97
Other 567 34C
10,14: 15,097
Gross deferred tax liabilitie
Net deferred loan origination co: (1,63%) (1,719
FHLB stock dividend: (1,829 (3,519
Purchase accounting adjustme (3,099 (3,800
Accumulated depreciatic (399 (45%)
Mortgage servicing right (857) (981)
Unrealized gain on securities available for ¢ (1,989 —
Other (613) (357)
(10,406 (10,829
Net deferred tax asset (liabilit $ (265) $ 4,27/

At December 31, 2006, the Company included in defetax assets a $1.1 million asset for capita t@sryforwards, which expires in 2011.
The alternative minimum tax credits have no exjgratlate. Based upon projections of future taxaideme, including capital gains,
management believes that it is more likely thanthat the deferred tax assets will be fully realiaad thus a valuation allowance is not
needed.

NOTE 14 - REGULATORY MATTERS

The Bank is subject to regulatory capital requirete@dministered by the federal banking agenciaidurie to meet minimum capital
requirements can initiate certain mandatory—andaiptsadditional discretionary—actions by regulatthat, if undertaken, could have a
direct material effect on the Bank'’s financial staents. Under capital adequacy guidelines ancetindatory framework for prompt
corrective action, the Bank must meet specific teygiuidelines that involve quantitative measurethe Bank's assets, liabilities, and certain
off-balance-sheet items as calculated under regylaiccounting practices. The Bank’s capital amsamid classification are also subject to
qualitative judgments by regulators about compasargk weightings, and other factors.

The prompt corrective action regulations provide felassifications, including well capitalized, gdately capitalized, undercapitalized,
significantly undercapitalized, and critically umdepitalized, although these terms are not useepiesent overall financial condition. If
adequately capitalized, regulatory approval is iregito accept brokered deposits. If undercapgadlizapital distributions are limited, as is
asset growth and expansion, and plans for caisébration are required.
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NOTE 14 - REGULATORY MATTERS (continued)
At year-end, actual capital levels and minimum rezgllevels for the Bank were:

Minimum Required to Be

Minimum Required for Well Capitalized Under
Capital Adequacy Prompt Corrective Action
Actual Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31, 20C
Total capital (to ris- weighted asset: $247,25. 20.0% $ 98,47¢ 8.0% $ 123,09¢ 10.0(%
Tier 1 (core) capital (to ri-weighted assett 237,03: 19.2¢ 49,23¢  4.0C 73,85¢ 6.0C
Tier 1 (core) capital (to adjusted total ass 237,03: 15.0¢ 63,017 4.0C 78,77 5.0C
December 31, 200
Total capital (to ris- weighted asset: $229,92: 19.0% $ 96,77: 8.0(% $ 120,96' 10.0(%
Tier 1 (core) capital (to ri-weighted assett 220,22( 18.21 48,38¢  4.0C 72,57¢ 6.0C
Tier 1 (core) capital (to adjusted total ass 220,22( 13.8: 63,74¢  4.0C 79,68« 5.0C
The following is a reconciliation of the Bank’s etyuunder GAAP to regulatory capital.
2006 2005
GAAP equity $268,43!  $235,90¢
Disallowed intangible asse (28,39 (15,839
Unrealized (gain) loss on securities avail-for-sale (3,009) 147
Tier | capital 237,03: 220,22(
General regulatory loan loss reser 10,22( 9,70z
Total regulatory capite $247,25. $229,92.

As of December 31, 2006 and 2005, the most reaaiftaation from the Office of Thrift Supervisiorategorized the Bank as well capitalized
under the regulatory framework for prompt corregtaction. There are no conditions or events singertotification that management
believes have changed the institution’s category.

Federal regulations require the Bank to comply witQualified Thrift Lender (“QTL") test, which geradly requires that 65% of assets be
maintained in housing-related finance and othecifipd assets. If the QTL test is not met, limite alaced on growth, branching, new
investment, FHLB advances, and dividends or thitini®n must convert to a commercial bank chamégnagement considers the QTL test
to have been met.

The Bank is subject to restrictions on the amotigivadends it may declare without prior regulat@gproval. The Bank’s retained earnings
available for dividends without prior approval wagproximately $9.3 million as of January 1, 2007.

NOTE 15 - EMPLOYEE BENEFIT PLANS

Employee Stock Ownership PIZESOP”). Employees are eligible to participate in the ES®€&x attainment of age 21 and completion of
one year of service. In connection with the cormeersind reorganization, the ESOP borrowed $19.Bamifrom the Company, and used the
proceeds of the loan to purchase 1,957,300 comimemes issued in the subscription offering at $1@®&0share. The loan is secured by
shares purchased with the loan proceeds and wibfed by the ESOP with funds from the Bank’s @dionary contributions to the ESOP
and
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NOTE 15 - EMPLOYEE BENEFIT PLANS (continued)

earnings on ESOP assets. The Bank has committedke discretionary contributions to the ESOP sigffitto service the loan over a period
not to exceed 20 years. When loan payments are,i&&f@P shares are allocated to participants baseglative compensation and expense
is recorded. Participants receive their earnedeshatrthe end of employment.

Contributions to the ESOP during 2006 and 2005 \$&28,000 and $208,000, respectively. Expenseecttatthe ESOP, net of dividends
received on unallocated ESOP shares, was $1.4mifi718,000 and $10,000 for the years ended Desedih 2006, 2005 and 2004,
respectively.

Shares held by the ESOP were as follows:

2006 2005
Allocated to participant 146,79 48,93:
Unearnec 1,810,50: 1,908,36
Total ESOP share 1,957,30! 1,957,30!

Fair value of unearned shai $ 32,24¢ $ 28,01t

Profit Sharing Plan/401(k) PlarThe Company has a defined contribution plan (“prstiaring plan”) covering all of its eligible empkes.
Employees are eligible to participate in the prsfiairing plan after attainment of age 21 and cotigpl®f one year of service. The Company
matches employee contributions up to 5% of an epagls wages. The Company may also contribute aitiaal amount annually at the
discretion of the Board of Directors. Contributidotaling $728,000, $791,000, and $717,000 wereenfiadthe years ended 2006, 2005, and
2004, respectively.

NOTE 16 - EQUITY INCENTIVE PLANS

On June 27, 2006, the Company’s stockholders apprthe BankFinancial Corporation 2006 Equity IncenPlan, which authorized the
Human Resources Committee of the Board of Direaibthe Company to grant a variety of cash- andtgdased incentive awards,
including stock options, stock appreciation rightstricted stock, performance shares and othentie awards, to employees and directors
aggregating up to 3,425,275 shares of the Compamysnon stock. The Company has adopted the regemesnof SFAS No. 123R5hare-
Based Paymer.

During 2006, the Human Resources Committee grasttark options to purchase 1,301,000 shares of tiiep@ny’s common stock to certain
employees and directors of the Company. The exepmrise for the stock options is the fair markdtigeof the common stock on the dates of
the grants. The stock options generally vest amyoakr three to five year periods commencing i fiburth quarter of 2006, and vesting is
subject to acceleration in certain circumstancég. §iock options will expire if not exercised witHive years from the date of grant.

The fair value of each option award is estimatedhendate of grant using a closed form option \#bna(Black-Scholes) model that uses the
assumptions noted in the table below. The risk-fnéerest rate was determined using the yield al&el on the option grant date for a zero-
coupon U.S. Treasury security with a term equiviaierthe expected life of the option. The expedifedfor options granted represents the
period the option is expected to be outstandingveasl determined by applying the simplified methedilowed by SAB 107. The expected
volatility was determined using historical voldtés based on historical data for the NASDAQ Bamdelx because the Company lacked
sufficient history in its stock. Estimated forfaiis were assumed to be zero due to the lack afriuat experience for the Company.
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NOTE 16 - EQUITY INCENTIVE PLANS (continued)

The Company estimated the grant date fair valwgptbns awarded in fiscal 2006 using the Black-$eh@ption-Pricing model with the

following assumptions:

Risk-free interest rat

Expected option life (year:

Expected stock price volatilil

Current quarterly cash dividel

Projected dividend growt

Weighted average fair value of options grantedriuyiear

Assumptions

4.7%
3.57
11.2%

$ 0.0¢

5.0(%

$ 1.47¢

The Company recognized $413,000 of stock-based ensapion expenses relating to the granting of stptions for the year ended

December 31, 2006, respectively. As of DecembeB@6, the Company had $1.5 million of total ungriaed compensation cost related to

unvested stock options. The cost is expected tedmgnized over a weighted average period of 1a®@syas follows:

2007 $413
2008 41c
2009 35€
2010 324
Weighted
Average
Weighted  Coniactus  Adgregate
Number of Average Term
Stock Options Shares Exercise Price (in years) value )
Stock options outstanding at December 31, 2 — $ =
Stock options grante 1,301,001 17.6:
Stock options exercise — —
Stock options forfeite: — —
Stock options outstanding at December 31, 2 1,301,001 $ 17.6% 4.7 $ 234
245,20( $ 17.68 4.7 $ 44

Stock options exercisable at December 31, ¢

(1) Stock option aggregate intrinsic value représére number of shares subject to options mutibliy the difference (if positive) in the
closing market price of the common stock underlytimg options on the date shown and the weightethgeesxercise prici
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NOTE 16 - EQUITY INCENTIVE PLANS (continued)

During 2006, the Company granted 816,000 sharesstrficted stock to certain employees and direaibtie Company. The awards
generally vest annually over varying periods frdwee to five years commencing in the fourth quasfet006, and vesting is subject to
acceleration in certain circumstances. The costioh awards will be accrued ratably as compensatipanse over such respective periods
based on expected vesting dates. The Company rieedgb3.6 million of expenses relating to the giafrehares of restricted stock during
year ended December 31, 2006. As of December 38, 20e total unrecognized compensation cost tkateinvested shares of restric
stock was $10.8 million. The cost is expected todmegnized over a weighted average period of éafsyis as follows:

2007 $3,47¢

2008 3,47¢

2009 2,09¢

2010 1,72¢

Numberof e Fal  Average  Adaresate
Value at Term to Vesi

Restricted Stock Shares ?) Grant Date (in years) value ®
Shares outstanding at December 31, 2 — $ =
Shares grante 816,00( 17.6:
Shares veste (174,05() 17.6:%
Shares forfeite: — —
Shares outstanding at December 31, 2 641,95( $ 17.6% 2.2 $11,43¢

(2) The end of period balances consist only of unvestedes
(3) Restricted stock aggregate intrinsic valueesgnts the number of shares of restricted stockptietl by the market price of the
common stock underlying the outstanding sharesemnlate showr

NOTE 17 - LOAN COMMITMENTS AND OTHER RELATED ACTIVI TIES

The Company is party to various financial instrutsemith off-balancesheet risk. The Company uses these financial im&tnts in the norm:
course of business to meet the financing needasibmers and to effectively manage exposure todsteate risk. These financial
instruments include commitments to extend cretindby letters of credit, unused lines of credi aommitments to sell loans. When
viewed in terms of the maximum exposure, thoseunsénts may involve, to varying degrees, elemehtseglit and interest rate risk in
excess of the amount recognized in the consolidgtegdments of financial condition. Credit risktis possibility that a counterparty to a
financial instrument will be unable to perform ésntractual obligations. Interest rate risk is plssibility that, due to changes in economic
conditions, the Company’s net interest income balladversely affected.

The following is a summary of the contractual otimmal amount of each significant class of off-lmale-sheet financial instruments
outstanding. The Company’s exposure to credititogise event of nonperformance by the countergartgommitments to extend credit,
standby letters of credit, and unused lines ofitisdepresented by the contractual notional arhofithese instruments.
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NOTE 17 - LOAN COMMITMENTS AND OTHER RELATED ACTIVI TIES (continued)

The contractual or notional amounts are as follows:

2006 2005

Financial instruments wherein contractual amouesesent credit ris
Commitments to extend cret $ 22,84¢ $ 42,26
Standby letters of crec 3,46¢ 2,73¢
Unused lines of cred 233,22¢ 240,90¢
Commitments to sell mortgag 2,83¢ 632

Since many of the commitments are expected to expithout being drawn upon, the total commitmenbanis do not necessarily represent
future cash requirements. The Company evaluatéds@etomer’s creditworthiness on a caseshge basis. The amount of collateral obtai

if it is deemed necessary by the Company upon siderof credit, is based on management’s crediuatian of the counterparty. The
collateral held varies, but primarily consists imigde-family residential real estate.

NOTE 18 - FAIR VALUES OF FINANCIAL INSTRUMENTS
The carrying amount and estimated fair value adrizial instruments is as follows:

2006 2005
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial assetl
Cash and cash equivalel $ 6733 $ 67,337 $ 38,02¢ $ 38,02¢
Securities 117,85: 117,85: 248,23t 248,23t
Loans hel-for-sale 29¢ 29¢ 37t 37t
Loans receivable, net of allowance for loan los 1,329,91! 1,330,77: 1,231,89: 1,231,98.
FHLB stock 15,59¢ 15,59¢ 25,43¢ 25,43¢
Accrued interest receivab 7,86¢ 7,86¢ 6,59¢ 6,59¢
Mortgage servicing right 2,20¢ 3,021 2,46¢ 3,09¢
Financial liabilities
Non-interes-bearing demand depos $ (134,09) $(134,09) $(117,44) $ (117,44)
NOW and money market depos (535,18) (535,18) (476,76 (476,76
Savings (114,85) (114,85) (123,26() (123,26()
Certificates of depos (345,45() (346,48 (350,40 (349,89)
Borrowings (138,149 (138,80Y (191,389 (191,22)
Accrued interest payab (1,189 (1,189 (1,049 (1,049

For purposes of the above, the following assumptisare used:

Cash and Cash EquivalentsThe estimated fair values for cash and cash adprits are based on their carrying value due tsliog-term
nature of these assets.

Securities: The estimated fair values of securities are baseguoted market prices when they are currentlylabi. If a quoted market pri
for a specific security is not currently availalilee Company estimates the fair value based ogubgd market price of another security v
similar characteristics, adjusted to reflect objety measurable differences such as coupon raigseset dates. In the absence of current
qguoted market prices for the same or a similarritggcthe Company uses other valuation techniqoegetermine fair value, such as obtaining
broker-dealer valuations or estimating fair valasdx on valuation modeling. Significant judgmenni®lved in determining fair value in the
absence of current quoted market prices.
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NOTE 18 - FAIR VALUES OF FINANCIAL INSTRUMENTS (continued)

Loans: The estimated fair value for loans has been detexd by calculating the present value of futurghciows based on the current rate
the Company would charge for similar loans withisinmaturities, applied for an estimated time périntil the loan is assumed to be
repriced or repaid. The estimated fair values ahfheld-for-sale are based on quoted market prices

Mortgage servicing rights: The estimated fair value of mortgage servicigts is the present value of the expected futush daws over th
projected life of the loan. Assumptions used inghesent value calculation are based on actuabyeaince of the underlying servicing along
with general market consensus.

Deposit Liabilities: The estimated fair value for certificate depobkis been determined by calculating the presenewa future cash flows
based on estimates of rates the Company would paych deposits, applied for the time period ungturity. The estimated fair values of
non-interest-bearing demand, NOW, money market santhgs deposits are assumed to approximatedaeiying values as management
establishes rates on these deposits at a levedpipadbximates the local market area. Additionahgse deposits can be withdrawn on demand.

Borrowings: The estimated fair values of advances from theB-EHnd note payable are based on current marke fat similar financing.
The estimated fair value of securities sold undge@ments to repurchase is assumed to equal itfsngavalue due to the short-term nature of
the liability.

Accrued Interest: The estimated fair values of accrued interestiveble and payable are assumed to equal theyicgivalue.

Off - Balance-Sheet InstrumentsOff-balance-sheet items consist principally ofunted loan commitments, standby letters of crextit]
unused lines of credit. The estimated fair valdasndunded loan commitments, standby letters oflitrand unused lines of credit are not
material.

While the above estimates are based on managenahyimient of the most appropriate factors, as etthlance sheet date, there is no
assurance that the estimated fair values would haga realized if the assets were disposed ofedlighilities settled at that date, since
market values may differ depending on the variotgimstances. The estimated fair values would atg@pply to subsequent dates.

In addition, other assets and liabilities thatroefinancial instruments, such as premises angewnt, are not included in the above
disclosures.
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NOTE 19 - OTHER COMPREHENSIVE INCOME (LOSS)

Other comprehensive income (loss) components datédetaxes were as follows:

2006 2005 2004
Unrealized holding gains (losses) on securitiesl@via-for- sale $5,2371 $2,35¢ $(14,15)
Tax effect (2,020 (935) 6,41¢
Unrealized holding gains (losses) on securitie§lavia-for-sale, net of ta 3,21 1,42( (7,739
Less reclassification adjustments for net gainsgeized in incom: (107) — (599
Tax effect 39 — 272
Less reclassification adjustments for net gainegeized in income, net of t (62) — (327)
Loss on impairment of securities availe-for-sale — — 8,79:
Tax effect — — (3,989
Loss on impairment of securities availe-for- sale, net of ta — — 4,80¢
Other comprehensive income (lo: $3,158  $1,42C $ (3,256

NOTE 20 - COMPANY ONLY CONDENSED FINANCIAL INFORMAT ION

Condensed financial information of BankFinanciat@wation as of December 31, 2006 and 2005 and Baakcial MHC, Inc. as of

December 31, 2004 follows:

Condensed Statements of Financial Condition

2006 2005

ASSETS

Cash in subsidiar $ 36,80f $ 72,32:

Loan receivable from ESC 18,87( 19,36¢

Investment in subsidiai 268,43.  235,90¢

Other asset 1,907 2,294
Total asset $326,01! $329,88!

LIABILITIES AND STOCKHOLDERS ' EQUITY

Accrued expenses and other liabilit — 1,111

Total stockholder equity 326,01! 328,77
Total liabilities and stockholde’ equity $326,01! $329,88!
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NOTE 20 - COMPANY ONLY CONDENSED FINANCIAL INFORMAT ION (continued)

Condensed Statements of Income

2006 2005 2004
Interest incom $ 1,35¢ $ 717 $ —
Dividends from subsidiar 10,50¢( — —
Other expens 1,52¢ 377 36
Income (loss) before income tax and undistributdabgliary income 10,32¢ 34C (36)
Income tax expense (benel (66) 12¢ (14)
Income (loss) before equity in undistributed sutasidincome 10,39: 212 (22
Equity in undistributed subsidiary incor (346€) 10,86 1,47¢
Net income $10,04¢ $ 11,070 $1,457
Condensed Statements of Cash Flov
2006 2005 2004
Cash flows from operating activities
Net income $10,04¢ $ 11,070 $1,457
Adjustments
Equity in undistributed subsidiary incor 34¢€ (10,867 (1,479
Change in other asse 387 (2,239 1,93:
Change in accrued expenses and other liabi (1,117 1,111 (1,936
Net cash from operating activities 9,66¢ (909 (25)
Cash flows from investing activities
Cash paid in acquisitic (23,949 — —
Principal payments received on ESOP | 49t 20¢ —
Capital contribution to subsidiary ba — (147,859 —
Net cash from investing activities (23,449 (147,65) —
Cash flows from financing activities
Repurchase and retirement of common s (17,290 — —
Cash dividends paid on common stt (4,44¢) — —
Net proceeds from sale of common st — 220,67 —
Net cash from financing activities (21,736 220,67¢ —
Net change in cash and cash equival (35,51¢) 72,11¢ (25)
Beginning cash and cash equivale 72,32: 202 227
Ending cash and cash equivalents $36,80f $ 72,327 § 202
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NOTE 21 — SELECTED QUARTERLY FINANCIAL DATA (Unaudited)

Year Ended December 31, 2006

First Second Third Fourth

Quarter Quarter Quarter Quarter
Interest Incomt $22,29: $23,68: $24,24: $23,86"
Interest Expens 8,48( 9,36: 9,792 9,85¢
Net interest incom 13,81: 14,32( 14,45; 14,01:
Provision (credit) for loan loss: 19¢€ 15€ 49 (537)
Net interest incom 13,61¢ 14,16¢ 14,40 14,55(
Non interest incom 2,731 2,581 2,65¢ 2,53¢
Non interest expens 11,62¢ 12,455 12,89  15,39(
Income before income tax 4,71¢ 4,29¢ 4,16¢€ 1,69:
Income tax expens 1,57¢ 1,39( 1,371 48¢€
Net Income $314C $290¢ $ 2,798 $ 1,207
Basic earnings per common sh $ 014 $ 012 $ 0.1z $ 0.0¢€
Diluted earnings per common shi $ 014 $ 0.1z $ 0.1z $ 0.0¢

Year Ended December 31, 2005

First Second Third Fourth

Quarter Quarter Quarter Quarter
Interest Incomt $18,09: $20,14: $20,78¢ $21,19:
Interest Expens 6,83¢ 7,571 6,837 7,55¢
Net interest incom 11,25¢ 12,56¢ 13,94¢ 13,63
Provision (credit) for loan losst (76) (264) 334 524
Net interest incom 11,33¢ 12,83( 13,61+ 13,11
Non interest incom 1,801 1,947 2,46¢ 2,45:
Non interest expens 10,72¢ 10,57¢ 11,397 11,51(
Income before income tax 2,407 4,201 4,687 4,05¢
Income tax expens 771 1,38( 99C 1,13
Net Income $163¢ $2,821 $ 3,697 $ 2,91¢
Basic earnings per common sh N.A. N.A. $ 0.1€ $ 0.1¢
Diluted earnings per common shi N.A. N.A. $ 0.1€ $ 0.1c

N.A. = Not Applicable

The Company recorded net income of $1.2 milliontfer three months ended December 31, 2006. Ouatpgiresults for the fourth quarter
of 2006 included a $3.5 million expense for equitised compensation and benefits, relating to tt@FEBat was established in connection
with our mutual-to-stock conversion in June of 2@d6l the awards granted during the year under dléyElncentive Plan approved by
stockholders in June of 2006. We recorded a cfedlban losses of $537,000 for the fourth quaofe2006. The change in the allowance for
loan losses of $586,000 between the third and lioyuairters of 2006 was principally impacted by 84000 decrease in the portion of the
allowance for loan losses that we allocate to imgahioans pursuant to SFAS No. 114 to $402,000eaeBber 31, 2006 from $1.4 million at
September 30, 2006.
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NOTE 22 — MUTUAL TO STOCK CONVERSION

On June 23, 2005, the Company completed the caowefirom a mutual holding company form of organi@atto the stock form of
organization and sold 24,466,250 shares of comromk &t $10.00 per share in a subscription offetingligible account holders, the
Company’s tax-qualified employee benefit plans ptemental eligible account holders and other membethe Company.

At the time of conversion, the Company establishdiduidation account in an amount equal to itswetth as of December 31, 2004. The
liquidation account will be maintained for the bénef eligible depositors who continue to maint#iireir accounts at the Company after
conversion. The liquidation account will be redueediually to the extent that eligible depositoreeheeduced their qualifying deposits.
Subsequent increases will not restore an eligibd®@ant holder’s interest in the liquidation accountthe unlikely event of a complete
liquidation, each eligible depositor will be erdil to receive a distribution from the liquidaticetaunt in an amount proportionate to the
current adjusted qualifying balances for the actoteld. Accordingly, retained earnings of the Campare deemed to be restricted up tc
balance of the liquidation account.
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ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

Not Applicable

ITEM 9A. CONTROLS AND PROCEDURES
(a) Evaluation of disclosure controls and procedu

Under the supervision and with the participatiomof management, including our Principal Execu@f&cer and Principal Financial Office
we evaluated the effectiveness of the design ardatipn of our disclosure controls and proceduassiéfined in Rule 13a-15(e) and 15d-15
(e) under the Exchange Act) as of the end of theafiyear (the “Evaluation Date”). Based upon &waluation, the Principal Executive
Officer and Principal Financial Officer concluddwit, as of the Evaluation Date, our disclosurerctsiaind procedures were effective in
timely alerting them to the material informatiomtaténg to us (or our consolidated subsidiariesuegg to be included in our periodic
Securities and Exchange Commission filings.

(b) Managemer's Annual Report on Internal Control Over Finan&aborting:

The annual report of management on the effectiveeakeur internal control over financial reportiagd the attestation report thereon issued
by our independent registered public accounting fire set forth under “Report of Management onrifraieControl Over Financial
Reporting” and “Report of Independent Registeredliewiccounting Firm on Internal Control Over Firgaal Reporting” under “ltem 8.
Financial Statements and Supplementary Data.”

(c) Changes in internal control

There were no changes made in our internal cordiaiisig the period covered by this report or, to knowledge, in other factors that have
materially affected, or are reasonably likely totenally affect these controls.

See the Certifications pursuant to Section 30hef3arbanes-Oxley Act of 2002.

ITEM 9B. OTHER INFORMATION
Not Applicable.
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PART 11l
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Directors and Executive Officers. The information concerning our directors and exige officers required by this item will be filedth the
Securities and Exchange Commission by amendmehisté-orm 10-K, not later than 120 days after the ef our fiscal year.

Section 16(a) Beneficial Ownership Reporting Compdince. The information concerning compliance with thpaging requirements of
Section 16(a) of the Securities Exchange Act o418 our directors, officers and 10 percent stotkérs required by this item will be filed
with the Securities and Exchange Commission by amemt to this Form 10-K, not later than 120 daysrahe end of our fiscal year.

Code of Ethics. We have adopted a Code of Ethics for Senior Eilsh®fficers that applies to our principal exewgatbdfficer, principal
financial officer, principal accounting officer, @persons performing similar functions. A copy af €ode of Ethics is attached as Exhibit 14
to our Annual Report on Form 10-K for the year ehBecember 31, 2005. We have also adopted a Cddesiiess Conduct, pursuant to
Nasdaq requirements, that applies generally tamactors, officers, and employe:

ITEM 11. EXECUTIVE COMPENSATION

The information concerning compensation requiredhiiyyitem will be filed with the Securities anddiange Commission by amendment to
this Form 10-K, not later than 120 days after the ef our fiscal year.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information concerning security ownership at@i@ beneficial owners and management requirethisyitem will be filed with the
Securities and Exchange Commission by amendmehisté-orm 10-K, not later than 120 days after the ef our fiscal year.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information concerning certain relationshipd eelated transactions required by this will bedilwith the Securities and Exchange
Commission by amendment to this Form 10-K, notrldtan 120 days after the end of our fiscal year.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information concerning principal accountansfaad services will be filed with the Securitiesl @xchange Commission by amendment
to this Form 10-K, not later than 120 days afterend of our fiscal year.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a)(1) Financial Statemen

The following consolidated financial statementlo# tegistrant and its subsidiaries are filed asgfahis document under “ltem 8. Financial
Statements and Supplementary Data.”

(A) Report of Independent Registered Accounting F

(B) Consolidated Statements of Financial Cond—at December 31, 2006 and 2(C

(C) Consolidated Statements of Operations for the yeadsed December 31, 2006, 2005 and z

(D) Consolidated Statements of Changes in Stockh¢ Equity for the years ended December 31, 2006, 20052004
(E) Consolidated Statements of Cash Flows for the yeaded December 31, 2006, 2005 and =

(F) Notes to Consolidated Financial Statem

(a)(2) Einancial Statement Schedu

None.
(a)(3) Exhibits
The documents set forth below are filed herewitmoorporated herein by reference to the locatiaticated.
Exhibit Location
3.1 Articles of Incorporation of BankFinancial Corpacat Exhibit 3.1 to the Registration Statement on Forh @ the

Company (file no. 333-119217), originally filed Wwithe Securities
and Exchange Commission on September 23,
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3.2

3.3

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

Bylaws of BankFinancial Corporation

Articles of Amendment to Charter of BankFinancialr@@oration

Restated Bylaws of BankFinancial Corporat

Form of Common Stock Certificate of BankFinanciak@bration

Employee Stock Ownership Plan

Deferred Compensation Plan

Employment Agreement with F. Morgan Gasior

Employment Agreement with James J. Brennan

Employment Agreement with Paul A. Cloutier

Employment Agreement with Robert J. O’'Shaughnessy

Employment Agreement with Christa N. Calabrese

Form of Employment Agreement with F. Morgan Gasior

Form of Employment Agreement with Senior Executdféicers

10.11 Form of Employment Agreement for Named Executivédefs
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Exhibit 3.2 to the Registration Statement on Forh @ the
Company (file no. 333:19217), originally filed with the Securiti
and Exchange Commission on September 23,

Exhibit 3.3 to the Registration Statement on Forh @ the
Company (file no. 333:19217), originally filed with the Securiti
and Exchange Commission on September 23,

Filed herewitr

Exhibit 4 to the Registration Statement on Form &-the
Company (file no. 333:19217), originally filed with the Securiti
and Exchange Commission on September 23,

Exhibit 10.1 to the Registration Statement on F&h of the
Company (file no. 333:19217), originally filed with the Securiti
and Exchange Commission on September 23,

Exhibit 10.2 to the Registration Statement on F&+h of the
Company (file no. 333:19217), originally filed with the Securiti
and Exchange Commission on September 23,

Exhibit 10.3 to the Registration Statement on F&h of the
Company (file no. 333:19217), originally filed with the Securiti
and Exchange Commission on September 23,

Exhibit 10.4 to the Registration Statement on F&+h of the
Company (file no. 333:19217), originally filed with the Securiti
and Exchange Commission on September 23,

Exhibit 10.5 to the Registration Statement on F&h of the
Company (file no. 333:19217), originally filed with the Securiti
and Exchange Commission on September 23,
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Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Regyigthas duly caused this report to
be signed on its behalf by the undersigned, théoedmly authorized.

BANKFINANCIAL CORPORATION

Date: March 15, 200 By: /s/ F. Morgan Gasior
F. Morgan Gasio
Chairman of the Board, Chief Executive Officer dresiden
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Exhibit 3.4

BANKFINANCIAL CORPORATION
RESTATED BYLAWS

Avrticle 1. Stockholders

Section 1.01An annual meeting of the stockholders for the @acdf Directors and the transaction of any othgsibess within the
powers of the Corporation shall be held duringrttenth of June each year, on a date and at theatimiglace set by the Board of Directors.

Section 1.02 Special Meetings

(a) Calling of Special MeetingSubject to the rights of the holders of any classevies of preferred stock of the Corporationcsde
meetings of stockholders of the Corporation magdiked by the by the Chief Executive Officer, thredtdent, or the Board of Directors
pursuant to a resolution approved by majority ef\Whole Board. For the purposes of these Bylavestdtm “Whole Board” shall mean the
total number of Directors that the Corporation veblave if there were no vacancies on the Boardirgfcibrs at the time any such resolution
is presented to the Board of Directors for adopttubject to the requirements of this Section 1sp2cial meetings of the stockholders shall
be called by the Secretary only upon the writtequest of stockholders entitled to cast not less thenajority of all the votes entitled to be
cast at the meeting.

(b) Notice and Procedural Requirements for Special Mgst

(1) Any stockholder of record seeking to have shaddters request a special meeting shall, by sendfitten notice to the Secretary at
the principal executive office of the Corporatidhe “Record Date Request Notice”) by registered,meturn receipt requested, request
the Board of Directors to fix a record date to daiee the stockholders entitled to request a spawating (the “Request Record
Date”). The Record Date Request Notice shall sth fine purpose of the meeting and the mattersqsexgbto be acted on at it, shall be
signed by one or more stockholders of record dkentlate of signature (or their agents duly autteatin a writing accompanying the
Record Date Request Notice), shall bear the dasggohture of each such stockholder (or such agentshall set forth all information
relating to each such stockholder that must bdatied in solicitations of proxies for election of&ctors in an election contest (even if
an election contest is not involved), or is otheemMiequired, in each case pursuant to Regulatidnddany successor provision) under
the Securities Exchange Act of 1934, as amended‘Bkchange Act”). Upon receiving the Record Daszjiest Notice, the Board of
Directors may fix a Request Record Date. The Radresord Date shall not precede and shall not be tii@n ten days after the close
of business on the date on which the Board of Birscadopts a resolution fixing the Request Re@atk.

If the Board of Directors, within 10 days after tiege on which a valid Record Date Request Noficegeived, fails to adopt a
resolution fixing the Request Record Date, the RstiRecord Date shall be the close of busineskem@th day after the first date on
which the Record Date Request Notice is receivethbysecretary.

(2) In order for any stockholder to request a sletieeting, one or more written requests for aigpeteeting signed by stockholders of
record (or their agents duly authorized in a wgtaccompanying the request) as of the Request B&mate entitled to cast not less than
a majority (the “Special Meeting Percentage”) dfodlthe votes entitled to be cast at such medting “Special Meeting Request”) shall
be delivered to the Secretary. In addition, thecBpdleeting Request: (i) shall set forth the puupof the meeting and the matters
proposed to be acted on at it (which shall be &dib those lawful matters set forth in the Reddate Request Notice received by the
Secretary); (ii) shall bear the date of signatdreazh such stockholder (or such agent) signingexial Meeting Request; (iii) shall
forth the name and address, as they appear indtgoation’s books, of each stockholder signinchstarjuest (or on whose behalf the
Special Meeting Request is signed), the clases



and number of all shares of stock of the Corponatibich are owned by each such stockholder, andah@nee holder for, and number
of, shares owned by such stockholder beneficiallynot of record; (iv) shall be sent to the Seaxetd the Corporation’s principal
executive office by registered mail, return recegrfuested; and (v) shall be received by the Sargretithin 60 days after the Request
Record Date. Any requesting stockholder (or ageht duthorized in a writing accompanying the revawaor the Special Meeting
Request) may revoke his, her or its request faeaial meeting at any time by written revocatiotivéeed to the Secretary.

(3) The Secretary shall inform the requesting stotdkers of the reasonably estimated cost of pregand mailing the notice of meet
(including the Corporation’s proxy materials). TBecretary shall not be required to call a specedting upon stockholder request and
such meeting shall not be held unless, in addtaihe documents required by paragraph (2) ofSkistion 1.02(b), the Secretary
receives payment of such reasonably estimatedpciostto the mailing of any notice of the meeting.

(4) Except as provided in the next sentence, angiapmeeting shall be held at such place, datdiarelas may be designated in a
resolution approved by a majority of the Whole Bbdn the case of any special meeting called bySieretary upon the request of
stockholders (a “Stockholder Requested Meetingighameeting shall be held at such place, dateiaras may be designated by the
Board of Directors; provided, however, that theedatany Stockholder Requested Meeting shall bemmowe than 90 days after the
record date for such meeting (the “Meeting Recoatkl); and provided further that if the Board oféitors fails to designate, within
ten days after the date that a valid Special Mgd®iaquest is actually received by the Secretag/“{relivery Date”), a date and time
for a Stockholder Requested Meeting, then suchingeshall be held at 2:00 p.m. local time on théh3tay after the Meeting Record
Date or, if such 90th day is not a Business Dayl&med below), on the first preceding Businesyg;ad provided further that in the
event that the Board of Directors fails to desigreaplace for a Stockholder Requested Meeting mitimi days after the Delivery Date,
then such meeting shall be held at the principatative office of the Corporation. In fixing a ddte any special meeting, the Board of
Directors may consider such factors as it deenevaglt within the good faith exercise of businesgent, including, without
limitation, the nature of the matters to be consdethe facts and circumstances surrounding ajyes for the meeting, and any plan
of the Board of Directors to call an annual meeting special meeting. In the case of any StocldidRequested Meeting, if the Board
of Directors fails to fix a Meeting Record Datettisaa date within 30 days after the Delivery Ddten the close of business on the 30th
day after the Delivery Date shall be the Meetingdd Date. The Board of Directors may revoke thiéccedor any Stockholder
Requested Meeting in the event that the requestoakholders fail to comply with the provisionsSgction 1.02(b)(3).

(5) If written revocations of requests for a spegiaeting have been delivered to the Secretantlandesult is that stockholders of
record (or their agents duly authorized in writing$ of the Request Record Date, entitled to eastthan the Special Meeting
Percentage have delivered, and have not been réyvmauests for a special meeting to the SecretfaeySecretary shall: (i) if the notice
of meeting has not already been mailed, refraimfroailing the notice of the meeting and send toesjlesting stockholders who have
not revoked such requests written notice of angeation of a request for the special meeting;ipif(ihe notice of meeting has been
mailed and if the Secretary first sends to all esgng stockholders who have not revoked request $pecial meeting written notice
any revocation of a request for the special meeatmywritten notice of the Secretary’s intentiomgwoke the notice of the meeting,
revoke the notice of the meeting at any time bel@elays before the commencement of the meeting.réguest for a special meeting
received after a revocation by the Secretary afteca of a meeting shall be considered a request few special meeting.

(6) The Board of Directors may, but shall not bégaied to, appoint regionally or nationally recampd independent inspectors of
elections to act as the agent of the Corporatiothf® purpose of promptly performing a ministeraliew of the validity of any
purported Special Meeting Request received by dweSary. For the purpose of permitting the inspescto perform such review, no
such purported request shall be deemed to havedsdierred to the Secretary until the earlier pfifie Business
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Days after receipt by the Secretary of such puegbréquest and (ii) such date as the independgmedators certify to the Corporation
that the valid requests received by the Secretpresent at least a majority of the issued andandsg shares of stock that would be
entitled to vote at such meeting. Nothing contaiimetthis Section 1.02(b)(6) shall in any way be stomed to suggest or imply that the
Corporation or any stockholder shall not be erttitle contest the validity of any request, whethairdy or after such five Business Day
period, or to take any other action (including,haift limitation, the commencement, prosecutionafedse of any litigation with respe
thereto, and the seeking of injunctive relief ictslitigation).

(7) For purposes of these Bylaws, “Business Dagllshean any day other than a Saturday, a Sundayday on which banking
institutions in the State of lllinois are authodzer obligated by law or executive order to close.

Section 1.03 Notice of MeetingdNot less than 10 nor more than 90 days before stackholders’ meeting, the Secretary shall give
notice of the meeting in writing or by electroniarismission to each stockholder entitled to voth@meeting and to each other stockholder
entitled to notice of the meeting. The notice shtdte: (a) the time and place of the meetingth®)purpose of the meeting, but only if the
meeting is a special meeting or notice of the psepaf the meeting is otherwise required by the Gei@orporation Law of the State of
Maryland, as now or hereafter in force (referretiécein as the “MGCL") or other applicable law; giaiithe means of remote
communication, if any, by which stockholders andxgrholders may be deemed to be present in persthmay vote at the meeting. Notice
given to a stockholder when it is personally defikto the stockholder, left at the stockholdessal place of business, mailed to the
stockholder at his or her address as it appeatiseorecords of the Corporation, or, subject tordgpiirements of the MGCL, transmitted to
stockholder by electronic transmission to any asli@ number of the stockholder at which the stolddr receives electronic transmissions.
If two or more stockholders share an address, @bticuch stockholders may be given by a singliead the fullest extent permitted by the
MGCL. Each person who is entitled to notice wainetce if such person, before or after the meetiegjyers a written waiver or a waiver by
electronic transmission that is filed with the netof the stockholders’ meeting, or is preseh@tmeeting in person or by proxy.

Section 1.04 Adjournment.A meeting of stockholders convened on the datevfoch it was called may be adjourned from timeinoet
by the chairman of the meeting, whether or not@rgm is present, to a time and date not more tRa@ndays after the original record date
without notice other than announcement at the mge#it an adjourned meeting at which a quorum ésent, any business may be transacted
which might have been transacted at the meetigigmally notified.

Section 1.05 QuorumAt any meeting of the stockholders, the presengeison or by proxy of stockholders entitled tot @asajority
of all the votes entitled to be cast at the meetimgny matter (after giving due effect to the fgmns of Article 6, Section F of the Charter of
the Corporation) constitutes a quorum for all pses) unless or except to the extent that the presefra larger number may be required by
the Charter of the Corporation. Where a separatelwa class or classes is required, a majorith@thares of such class or classes, presen
in person or represented by proxy, shall constaugeiorum entitled to take action with respechiat tote on that matter. The stockholders
present either in person or by proxy at a meetiag)has been duly called and convened may contintransact business until adjournment,
notwithstanding the withdrawal of enough stockhadde leave less than a quorum.

Section 1.06 Voting; Proxies.

(a) Voting. Subject to the limitations set forth in Article ®ection F of the Charter of the Corporation, anda@her provisions of the
Charter of the Corporation that provide for a geeat lesser number of votes per share or limitemy voting rights, each outstanding share
of stock, regardless of class, is entitled to oot wn each matter submitted to a vote at a meefistpckholders, subject to the provisions of
Article 6, Section F of the Charter. A plurality aif the votes cast (after giving due effect to phevisions of Article 6, Section F of the
Charter) at a meeting of stockholders duly called at which a quorum is present shall be sufficierglect a Director. Each share may be
voted (after giving due effect to the provisionsfoficle 6, Section F of the Charter) for as mangividuals as there are Directors to be
elected and for whose election the share is edtitide voted. A majority of the votes cast (affising due effect to the provisions of Article
6, Section F of the Charter) at a meeting of stotrddrs duly called and

Page 3 of 1



at which a quorum is present shall be sufficieragprove any other matter which may properly coefere the meeting, unless more than a
majority of the votes cast is required by statutéhe Charter of the Corporation for a specifia@tt

(b) Proxies.A stockholder may cast the votes entitled to bé lsashe shares of stock owned of record by theks$tolder in person or k
proxy executed by the stockholder or by the stoldérés duly authorized agent in any manner permitig law. A stockholder may authorize
another person to act as proxy by signing a wriinthorizing such person to act as proxy. Signiag e accomplished by the stockholde
the stockholder’s authorized agent signing theimgior causing the stockholder’s signature to liieed to the writing by any reasonable
means, including facsimile signature. A stockholtery also authorize another person to act as grgxyansmitting or authorizing the
transmission of a facsimile or other means of eb@it transmission to the person authorized ta@agiroxy or to a proxy solicitation firm,
proxy support service organization, or other pelathorized by the person who will act as proxyeireive the transmission. Such proxy or
evidence of authorization of such proxy shall bedfiwith the Secretary of the Corporation beforatahe meeting. No proxy shall be valid
more than eleven months after its date unlesswibemprovided in the proxy. A proxy may be madevocable if the proxy so states, but ¢
for so long as it is coupled with an interest.

Section 1.07 Conduct of Business.

(a) Conduct of Meetingzvery meeting of stockholders shall be conductedrindividual appointed by the Board of Directtorde
chairman of the meeting. In the absence of suchiappent, the Chairman of the Board or, in the a#s vacancy in the office or the
absence of the Chairman of the Board, one of thevitng officers present at the meeting in the oroitheir rank: the Chief Executive
Officer, the President, the Secretary, and the {CGtirencial Officer/Treasurer, shall serve as ahain of the meeting. The Secretary, or, in
Secretarys absence, an Assistant Secretary, or in the abs#rmth the Secretary and an Assistant Secredgrgrson appointed by the Bo
of Directors or the chairman of the meeting shetllees secretary of the meeting. In the event timBecretary presides at a meeting of the
stockholders, an Assistant Secretary, or in themt®s of Assistant Secretaries, an individual apgpdiby the Board of Directors or the
chairman of the meeting, shall record the minufeh@® meeting.

(b) Order of Business; Rules and Regulatioii$ie order of business and all other matters efguiure at any meeting of stockholders
shall be determined by the chairman of the meefihg.chairman of the meeting may prescribe sudsruegulations and procedures and
take such action as, in the discretion of suchrotemi, are appropriate for the proper conduct ofiteeting, including, without limitation:

(i) restricting admission to the time set for tloermmencement of the meeting; (i) limiting attendaat the meeting to stockholders of record
of the Corporation, their duly authorized proxiesl @ther such individuals as the chairman of thetmg may determine; (iii) limiting
participation at the meeting on any matter to stotdters of record of the Corporation entitled téevon such matter, their duly authorized
proxies and other such individuals as the chairofahe meeting may determine; (iv) limiting the érallotted to questions or comments by
participants; (v) determining when the polls shduddopened and closed; (vi) maintaining order audisty at the meeting; (vii) removing
any stockholder or any other individual who refusesomply with meeting procedures, rules or guids as set forth by the chairman of the
meeting; and (viii) concluding a meeting or recegsir adjourning the meeting to a later date ame taind at a place announced at the
meeting. Unless otherwise determined by the chairafidhe meeting, meetings of stockholders areequired to be held in accordance with
Roberts Rules of Order or other rules of parliaragnprocedure.

Section 1.08 Conduct of Voting.

(a) Inspectors of ElectiorThe Board of Directors shall appoint one or monespes as inspectors of election, to act at theingeet any
adjournment thereof and make a written report tfeie accordance with these Bylaws and applicébie If an inspector or inspectors are
not appointed, the chairman of the meeting shadbay one or more inspectors. If a person who leEnappointed as an inspector fails to
appear or act, the Board of Directors or the chairof the meeting may fill the vacancy. The inspecshall determine the number of shares
outstanding and the voting power of each, the shagresented at the meeting,
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the existence of a quorum, the qualifications dévs the validity and effect of proxies, and shetleive votes, ballots or consents, hear and
determine all challenges and questions arising@imection with the right to vote, count and talmikat votes, ballots or consents, determine
the result, and do such acts as are proper to cotitkielection or vote with fairness to all stogklers. Each such report shall be in writing
and signed by him or her or by a majority of théiére is more than one inspector acting at suebtimg. If there is more than one inspe«

the report of a majority shall be the report of ith&pectors. The report of the inspector or ingpsobn the number of shares represented at th
meeting and the results of the voting shalpbiena facieevidence thereof.

(b) Manner of VotingAll voting, except where otherwise required by agadble law, may be by a voice vote; provided, hogvethat
upon demand therefor by a stockholder entitledote wr his or her proxy, a stock vote shall be nalssery stock vote shall be taken by
ballot, each of which shall state the name of theldolder or proxy voting and such other inforraatas may be required under the proce
established for the meeting. Every vote taken Bpbshall be counted by an inspector or inspecamsointed by the chairman of the meet
No candidate for election as a Director at a megedlmall serve as an inspector at such mee

(c) Voting by Certain Holders. ®ck of the Corporation registered in the name cdporation, partnership, trust or other entity, i
entitled to be voted, may be voted by the PresideatVice-President, a general partner or trusterof, as the case may be, or a proxy
appointed by any of the foregoing individuals, sslsome other person who has been appointed tewoliestock pursuant to a bylaw or a
resolution of the governing body of such corporatio other entity or agreement of the partners pdidnership presents a certified copy of
such bylaw, resolution or agreement, in which asmh person may vote such stock. Any Director beofiduciary may vote stock registel
in his or her name as such fiduciary, either irsperor by proxy.

(d) Stock Owned by the Corporatiddhares of stock of the Corporation directly or iedily owned by it shall not be voted at any
meeting and shall not be counted in determiningdted number of outstanding shares entitled tedied at any given time, unless they are
held by it in a fiduciary capacity, in which cabey may be voted and shall be counted in detergithia total number of outstanding share
any given time.

Section 1.09 Stockholder Nominations of Directorsral Proposals.
(a) Nominations and Proposals for Annual MeetinfgStockholders.

(1) Nominations of individuals for election to tBeard of Directors and the proposal of other bussrte be considered by the
stockholders may be made at an annual meetingokisplders: (i) pursuant to the Corporat®notice of meeting; (ii) by or at tl
direction of the Board of Directors; or (iii) by yastockholder of the Corporation who was a stoctbobf record both at the time
of giving of notice by the stockholder as providedin this Section 1.09(a) and at the time of éin@ual meeting, who is entitled
vote at the meeting and who has complied with degiirements of this Section 1.09(a).

(2) For nominations or other business to be prggadught before an annual meeting by a stockhgidesuant to clause (iii) of
paragraph (a)(1) of this Section 1.09, the stodkdomust have given timely notice thereof in watio the Secretary of the
Corporation and such other business must othelveiseproper matter for action by the stockholdBosbe timely, a stockholdes’
notice shall set forth all information required endhis Section 1.09(a)(2) and shall be delivecethé Secretary at the principal
executive office of the Corporation not earlierrthihe 150th day nor later than 5:00 p.m., Chicédloois Time, on the 120th day
prior to the first anniversary of the date of nragliof the notice for the preceding year’'s annuatting; provided, however, that in
the event that the date of the annual meetingvarazkd or delayed by more than 30 days from tilsedimniversary of the date of
the preceding yeas’annual meeting, notice by the stockholder tarbely must be so delivered not earlier than theti 8@y prior
to the date of such annual meeting and not latar $h00 p.m., Chicago, lllinois Time, on the ladéthe 120th day prior to the d:
of such annual meeting or the tenth day followimg day on which public announcement of the dasioh meeting is first made.
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The public announcement of a postponement or adjoent of an annual meeting shall not commence atinesvperiod for the
giving of a stockholder’s notice as described ab®ueh stockholder’s notice shall set forth (if@sach individual whom the
stockholder proposes to nominate for election elereion as a Director, (A) the name, age, busiaddsess and residence address
of such individual, (B) the class, series and nunab@ny shares of stock of the Corporation thatteneficially owned by such
individual, (C) the date such shares were acquiretithe investment intent of such acquisition dnda{l other information
relating to such individual that is required todigclosed in solicitations of proxies for electimiDirectors in an election contest
(even if an election contest is not involved),ootherwise required, in each case pursuant tolRié@u 14A (or any successor
provision) under the Exchange Act and the rulessilveder (including such individual’s written consémbeing named in the
proxy statement as a nominee and to serving ase&tDr if elected); (ii) as to any other busindst the stockholder proposes to
bring before the meeting, a description of suchirass, the reasons for proposing such businekg amé¢eting and any material
interest in such business of such stockholder agdséockholder Associated Person (as defined beliodividually or in the
aggregate, including any anticipated benefit tostioekholder and the Stockholder Associated Pettsenefrom; (iii) as to the
stockholder giving the notice and any Stockholdssdtiated Person, the class, series and numbkisbiees of stock of the
Corporation which are owned by such stockholdertanduch Stockholder Associated Person, if any,thachominee holder for,
and number of, shares owned beneficially but noeobrd by such stockholder and by any such Stddkh@ssociated Person;
(iv) as to the stockholder giving the notice angl 8tockholder Associated Person covered by clafiies (iii) of this paragraph
(2) of this Section 1.09(a), the name and addresaah stockholder, as they appear on the Cormoratstock ledger and current
name and address, if different, and of such Stddend\ssociated Person; and (v) to the extent knbythe stockholder giving
the notice, the name and address of any otherhsttade supporting the nominee for election or retéde as a Director or the
proposal of other business on the date of suclkistdder’s notice.

(3) Notwithstanding anything in this Section 1.0@the contrary, in the event the Board of Dioestincreases or decreases the
maximum or minimum number of Directors in accordandth these Bylaws, and there is no public annearent of such action
at least 130 days prior to the first anniversarihefdate of mailing of the notice of the precediegr’s annual meeting, a
stockholder’s notice required by this Section 1a)%hall also be considered timely, but only wehkpect to nominees for such
newly created Directorships for which the term fifce will expire at the next annual meeting, ishall be delivered to the
Secretary at the principal executive office of @@poration not later than 5:00 p.m., Chicagondlis Time, on the tenth day
following the day on which such public announcemisiirst made by the Corporation.

(4) For purposes of this Section 1.09, “Stockhokissociated Person” of any stockholder shall méaany person controlling,
directly or indirectly, or acting in concert witbuch stockholder; (ii) any beneficial owner of sisof stock of the Corporation
owned of record or beneficially by such stockhoj@erd (iii) any person controlling, controlled byyunder common control with
such Stockholder Associated Person.

(b) Nominations and Proposals for Special Meetingstofigholders.

(1) Only such business shall be conducted at d@apaeeting of stockholders as shall have beenditobefore the meeting
pursuant to the Corporation’s notice of meeting.

(2) Nominations of individuals for election to tBeard of Directors may be made at a special meeafirsgockholders at which
Directors are to be elected: (i) pursuant to thep@tion’s notice of meeting; (ii) by or at theeatition of the Board of Directors;
or (iii) provided that the Board of Directors hatermined that Directors shall be elected at spelsial meeting, by any
stockholder of the Corporation who is a stockholufarecord both at the time of giving of notice yided for in Section 1.09(a)

and at the time of the special meeting, who igledtito vote at the meeting and who complied wlit notice procedures and other
requirements set forth in this Section 1.09.

Page 6 of 1



(3) In the event the Corporation calls a speciatting of stockholders for the purpose of electing or more individuals to the
Board of Directors, any such stockholder may noteia individual or individuals (as the case mayfbeelection as a Director
as specified in the Corporation’s notice of meetihthe stockholder’s notice required by Sectiod9(a)(2) shall be delivered to
the Secretary at the principal executive officéhaf Corporation not earlier than the 120th dayrpgocsuch special meeting and
later than 5:00 p.m., Chicago, lllinois Time on tater of the 90th day prior to such special megtinthe tenth day following the
day on which public announcement is first madéhefdate of the special meeting and of the nomipesosed by the Board of
Directors to be elected at such meeting. The puasiimuncement of a postponement or adjournmenspéeial meeting shall not
commence a new time period for the giving of aldtotder’s notice as described above.

(c) Additional Requirements for Stockholder Nominatiand Proposals.

(1) Upon written request by the Secretary or tharBmf Directors or any committee thereof, any léodder proposing a nominee
for election as a Director or any proposal for otgsiness at a meeting of stockholders shall gegwivithin five Business Days
delivery of such request (or such other period ag be specified in such request), written verifmat satisfactory, in the
discretion of the Board of Directors or any comeastthereof or any authorized officer of the Corgilora to demonstrate the
accuracy of any information submitted by the stad#thr pursuant to this Section 1.09. If a stockkoRils to provide such
written verification within such period, the infoation as to which written verification was requelsteay be deemed not to have
been provided in accordance with this Section 1.09.

(2) Only such individuals who are nominated in adenmce with this Section 1.09 shall be eligibledtaction by stockholders as
Directors, and only such business shall be conduait@ meeting of stockholders as shall have bemrght before the meeting in
accordance with this Section 1.09. The chairmah@ineeting shall have the power to determine varetmomination or any
other business proposed to be brought before tietimgavas made or proposed, as the case may becandance with this
Section 1.09.

(3) For purposes of this Section 1.09, (a) theédsdtmailing of the notice” shall mean the dateéhaf proxy statement for the
solicitation of proxies for election of Directorad(b) “public announcement” shall mean disclogiran a press release reported
by the Dow Jones News Service, Associated Pressn&ss Wire, PR Newswire or comparable news seori¢i) in a document
publicly filed by the Corporation with the Secwegiand Exchange Commission pursuant to the Exchiseige

(4) Notwithstanding the foregoing provisions ofstiection 1.09, a stockholder shall also complf wit applicable requirements
of state law and of the Exchange Act and the ratekregulations thereunder with respect to thearmattet forth in this

Section 1.09. Nothing in this Section 1.09 shaltdbemed to affect any right of a stockholder tauest inclusion of a proposal in,
nor the right of the Corporation to omit a propdsam, the Corporation’s proxy statement pursuarRtle 14a-8 (or any
successor provision) under the Exchange Act.

Section 1.10 Participation via Conference Communidens. The Board of Directors may, but shall not be olibgato, allow
stockholders to participate in any annual or spenéeting of stockholders by means of a conferealephone or other communications
equipment to the fullest extent permitted by the GAG

Section 1.11 Place of Meeting&ll meetings of stockholders shall be held at tlee@ determined by the Board of Directors, antief t
Board of Directors determines to hold a meetinglgddy remote communication, the meeting need rdidid at any place.

Section 1.12 Informal Action by StockholdersAny action required or permitted to be taken atestimg of stockholders may be taken
without a meeting if there is filed with the recsrof the stockholders’ meetings a unanimous writmsent which sets forth the action and is
signed by each stockholder entitled to vote omtlagter and a written waiver of any right to disseighed by each stockholder entitled to
notice of the meeting but not entitled to votehat teeting.
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Article 2. Board of Directors

Section 2.01 General Powers, Number, Tenure and Qlifications.

(a) General PowersThe business and affairs of the Corporation steatlanaged under the direction of its Board of Diex The
Board of Directors may, to the fullest extent peted by the Charter of the Corporation, the MGCH any other applicable law, exercise all
such powers and do all such acts and things adomayercised or done by the Corporation. Withauiting the generality of the foregoing,
the Board of Directors shall have the unqualifiedvpr: (i) to authorize dividends and other disttibas from time to time in accordance with
law; (ii) to purchase or otherwise acquire any proyp rights or privileges on such terms as it lsthalermine; (iii) to authorize the creation,
making and issuance, in such form as it may deternaf written obligations of every kind, negotialor non-negotiable, secured or
unsecured, and to do all things necessary in ctiometherewith; (iv) to remove any officer of th@@oration with or without cause, and fr
time to time to devolve the powers and duties ¢f @fficer upon any other person for the time beifwy;to confer upon any officer of the
Corporation the power to appoint, remove and susgebordinate officers, employees and agentsigwdopt from time to time such stock,
option, stock purchase, bonus or other compensptans for Directors, officers, employees and agehthe Corporation and its subsidiaries
as it may determine; (vii) to adopt from time tmé such insurance, retirement, and other beneifitsplor Directors, officers, employees and
agents of the Corporation and its subsidiarie$ =y determine; and (viii) to adopt from time iime regulations or policies, not inconsistent
with these Bylaws, for the management of the Caion’s business and affairs.

(b) Number of DirectorsThe initial number of Directors shall be the numpeavided in the Charter. The Board of Directors/rakier
the number of Directors provided in the Charteairat time by establishing, increasing or decreaieghumber of Directors pursuant to a
resolution approved by a majority of the Whole Bb@ounded up to the nearest whole number), providat the number of Directors shall
never be less than the minimum number of Direategsiired by the MGCL, and provided further that timeure of office of a Director shall
not be shortened by any increase or decrease imuthber of Directors. The tenure of office of aniyedtor elected to fill a vacancy resulting
from an increase in the number of Directors shaltletermined as provided in Section 2.03.

(c) Classes of Directors; Initial Tenur@he Directors, other than those who may be eldayettie holders of any class or series of
preferred stock, shall initially be divided intadle classes, as nearly equal in number as reaygmadsible, to be known as Class 1, Class 2
and Class 3, respectively. The initial term of edfiof the members of Class 1 shall expire at tinelasion of the annual meeting of
stockholders held in 2006; the initial term of offiof the members of Class 2 shall expire at tinelasion of the annual meeting of
stockholders held in 2007; and the initial ternofifice of the members of Class 3 shall expire atdbnclusion of the annual meeting of
stockholders held in 2008. The Board of Directoeg/rastablish new classes of Directors or otheraligange the number of classes of
Directors at any time and to the fullest extenngéed by the MGCL pursuant to a resolution apptblg a majority of the Whole Board
(rounded up to the nearest whole number). Eachcirshall hold office until his or her successoalshave been duly elected and qualified,
including upon the delay of or the failure to hally annual meeting of stockholders.

(d) Terms of Office after Initial Termit each annual meeting of stockholders, commenwitiy the annual meeting of stockholders t
in 2006, Directors elected to succeed those Direattnose terms of office will expire at the conabusof such annual meeting shall be ele
for a term of office to expire at the third sucdegdannual meeting of stockholders after their tsdec with each Director to hold office until
his or her successor shall have been duly electédjaalified, unless the Board of Directors shgltésolution establish a different term of
office for such Directors.

(e) Qualifications; Age LimitEach Director shall be a stockholder of the CorfionaNo person more than 75 years of age shall be
eligible for election, reelection, appointmentreappointment to the Board of the Corporation,upgn attaining age 75, a Director may st
for the remainder of the full term for which heshe was elected or chosen and shall hold officé hietor her successor shall have been duly
elected and qualified.
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Section 2.02 Chairman of the BoardThe Board of Directors shall annually elect a Omain of the Board from among its members.
The Chairman of the Board shall preside at all mgstof the Board of Directors and shall have suitler duties as are provided in these
Bylaws and as from time to time may be assignethbyBoard of Directors. In the absence of the @hair of the Board or if one is not
elected, the Board of Directors shall designateterdirector to perform such duties and functions.

Section 2.03 Vacancies, Including Newly Created Dectorships.Except as may be provided by the Board of Diredtosetting the
terms of any class or series of stock, any andaalancies on the Board of Directors, however agisimcluding, without limitation, vacancies
arising from the death, resignation, removal ogdaification of one or more Directors and from hgwareated or established Directorships,
may be filled only by Board of Directors pursuamttresolution approved by a majority of the renmajrDirectors then in office, even if the
remaining Directors do not constitute a quorum, amyl Director elected to fill a vacancy shall sefmethe remainder of the full term of the
class in which such vacancy occurred. No decreatieeinumber of Directors constituting the Boardakctors shall shorten the tenure of
any Director then in office. If for any reason ayall the Directors cease to be Directors, su@neshall not terminate the Corporation or
affect these Bylaws or the powers of the remaifdirgctors hereunder (even if fewer than the minimmummber of Directors required by the
MGCL remain in office).

Section 2.04 RemovalA Director may be removed only in accordance wligl provisions of the Charter of the Corporation.

Section 2.05 Regular MeetingsRegular meetings of the Board of Directors shalhelg at such place or places, on such date os date
and at such time or times as shall have been ediatliby the Board of Directors and publicized agnalh Directors. A written notice of each
regular meeting of the Board of Directors shall betrequired.

Section 2.06 Special Meetings.

(a) Calling of Special Meeting&pecial meetings of the Board of Directors mayddéed by the Chairman of the Board, by the Chief
Executive Officer, or by one-third (1/3) of the Bators then in office (rounded up to the nearestleghumber), and shall be held at such
place, on such date, and at such time as the Rdd@dectors or the person calling the meeting Isfival

(b) Notice of Special Meetingilotice of the place, date, and time of each sueliapmeeting of the Board of directors shall beegito
each Director who has not waived notice, excepttti@Board of Directors may adopt a resolutiotisgtthe place, date and time for holding
one or more special meetings without giving notiteer than such resolution. In the absence of auesolution, notice of any special
meeting of the Board of Directors shall be givertddgphone, electronic mail, facsimile transmissidnited States mail, personal delivery or
courier to each Director at his or her busines®sidence address and/or telephone or facsimildaurithe notice shall inform the recipient
of the purpose and general business to be tramkatthe special meeting.

(c) Time of NoticeNotice of a special meeting of the Board of Direstgiven by telephone, electronic mail or facsininsmission or
personal delivery shall be given at least 24 hpuia to the meeting. Notice by United States rshdll be given at least three days prior to
the meeting. Notice by courier shall be given astéwo days prior to the meeting. It shall nohbeessary to give notice of any special
meeting to any Director who attends the meetingpkahen a Director attends the meeting for theesgppurpose of objecting to the
transaction of any business on the ground thamtbeting was not lawfully called or convened, oahy Director who, in a writing executed
and filed with the records of the meeting eithdiobe or after the meeting, waives such notice.

(d) When Notice is Deemed Givéptice of a special Meeting of the Board of Direstehall be deemed to be given: (i) by telephone,
when the Director or his or her agent is persorgilhgn such notice in a telephone call to whichBirector or his or her agent is a party;
(i) by electronic mail notice, upon transmissidrilee message to the electronic mail address givéime Corporation by the Director; (i) by
facsimile transmission, upon completion of the $rarssion of the message to the number given t€trporation by the Director and receipt
of a completed answer-back indicating receipt; fiy)United States mail, when deposited in the Wh@eates mail properly addressed, with
postage thereon prepaid; and (v) by courier, wheposited with or delivered to a courier properigr@dsed to the intended recipient.
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Section 2.07 QuorumA majority of the Directors then in office shallrestitute a quorum for all purposes, provided th#tére is only
one Director, the one Director will constitute aqum, and if there are two or three Directors, vectors shall constitute quorum. If a
qguorum shall fail to be present at any meetingagonty of the Directors present may adjourn theetimgy to another place, date, or time,
without further notice or waiver thereof other ttmnannouncement made prior to or at the time jofuadment. The Directors present at a
meeting that has been duly called and convenedhigh has not been adjourned may continue to tadrfsssiness until adjournment,
notwithstanding the withdrawal of a sufficient nuenlof Directors from the meeting to leave less th@uorum present, and in such case, the
action of the majority of Directors present shalhstitute the action of the Board of Directors ssléhe concurrence of a greater proportion is
required for such action by the MGCL or other aggdlile law, the Charter of the Corporation or tHggaws.

Section 2.08 Participation in Meetings by ConferereTelephoneDirectors may participate in a meeting of the Boafr®irectors by
means of conference telephone or other communicagquipment if all persons participating in theetirgy can hear each other at the same
time. A Director’s participation in a meeting byefe means shall constitute his or her presente at¢eting.

Section 2.09 Conduct of Business; Board Actiort any regular or special meeting of the Board oEBtors, business shall be
transacted in such order and manner as the Chafrthe Board may from time to time determine. Bleéon of a majority of the Directors
at a meeting at which a quorum is present shaltitoie the action of the Board of Directors unlgssconcurrence of a greater proportion is
required for such action by the MGCL or other aggdlile law, the Charter of the Corporation or tHggaws.

Section 2.10 Action without a MeetingAny action permitted or required to be taken ateetimg of the Board of Directors may be
taken if a unanimous consent that sets forth thierats given in writing by each Director and filedpaper or electronic form with the
minutes of the proceedings of the Board of Dirextor

Section 2.11 Adjournment.Any regular of special meeting of the Board of Bteegs may be adjourned from time to time by the
Chairman of the Board or by the Board of Direcfmussuant to a resolution approved by a majoritthefDirectors present to reconvene al
same or some other place, and no notice need ba givany such adjourned meeting other than anwarusmnent made at or prior to the time
of adjournment.

Section 2.12 Compensation of Directorf2ursuant to a resolution of the Board of Directtirs, Corporation may compensate Directors
for their services as Directors, including, withtiotitation, compensation for services as a menoh¢ne Board of Directors and as a member
or the chairman of a committee of the Board of Etives, and may reimburse Directors for expensasiad in performing such services as
Directors, including expenses incurred in attendireptings of the Board of Directors and committafethe Board of Directors. Nothing in
this Section 2.12 shall preclude any Director fregnving the Corporation in any other capacity awkiving compensation therefor.

Section 2.13 Presumption of Assenf Director who is present at a meeting of the BaafrBirectors at which action on any corporate
matter is taken shall be presumed to have assémthd action taken unless such Director: (a) anoes his or her dissent to such action &
meeting, and (b) such dissent is (i) entered imthreutes of the meeting; (ii) filed in writing witihe person acting as the secretary of the
meeting before the meeting is adjourned; or (@Marded in writing by such Director to the secrngtaf the meeting within 24 hours after the
meeting is adjourned, by certified mail, returneigt requested, bearing a postmark from the Uriteties Postal Service. A Director who
votes in favor of an action or fails to make higer dissent to such action known at the meetinghith such action is taken shall have no
right to dissent to such action.
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Section 2.14 Reliance upon Books, Reports and RedsrIn performing his or her duties, a Director shalldmtitled to rely on any
opinion, report or statement, including a finansi@tement of financial data, prepared or presemfe@®) an officer or employee of the
Corporation whom the Director reasonably beliewelsd reliable and competent in the maters presg(igd lawyer, certified public
accountant, appraiser, financial advisor, constjlexpert or other person as to a matter whictDinector reasonably believes to be within
such person’s professional or expert competencg) @ committee of the Board of Directors on whiled Director does not serve as to a
matter within its designated authority if the Dit@creasonably believes the committee to meritidemice. A Director who performs his or
duties in reliance on such an opinion, report ateshent shall have immunities and protections édtliest extent afforded by the MGCL and
other applicable law.

Article 3. Committees

Section 3.01 Committees of the Board of Directors.

(a) General ProvisionsThe Board of Directors may appoint from among iesmbers an Executive Committee, an Audit Commitiee,
Compensation Committee, a Nominating Committee,sarth other committees as the Board of Directoesrenecessary or desirable. The
membership of the Audit Committee, the Compensafiommittee and the Nominating Committee shall cginsfiindependent directors to
the extent required by the applicable rules ofSkeurities and Exchange Commission and the NASD#QkIMarket. The Board of
Directors may delegate to any committee so appiaty of the powers and authorities of the BoarDiodctors to the fullest extent
permitted by the MGCL and any other applicable law.

(b) CompositionEach committee shall be composed of one or morecRirs or any other number of members specifigbdre
Bylaws. The Chairman of the Board may recommendnaittees, committee memberships, and committee rclaaiships to the Board of
Directors. The Board of Directors shall have thevgoat any time to establish committee chartenspay the chairman and the members of
any committee, change the membership of any coreito fill all vacancies on committees, to desigradternate members to replace or act
in the place of any absent or disqualified memlier committee, or to dissolve any committee.

(c) Corporate Governance and Nominating Commitléee Corporate Governance and Nominating Commiiteg@pointed, shall
consist of not less than three members who meetghkcable independence requirements referenc8edtion 3.01(a), and shall have
authority: (i) to review any nominations for elegtito the Board of Directors made by a stockhotdéhe Corporation pursuant to
Section 1.09 of these Bylaws in order to deternsimmpliance with such Bylaw provision; (ii) to recorand to the Board of Directors
nominees for election to the Board of Directorsdplace those Directors whose terms expire atrthea meeting of stockholders next
ensuing; and (iii) to take such other actions ag beauthorized or permitted pursuant to any reswlilor committee charter approved by the
Board of Directors. No Director shall serve on @@porate Governance and Nominating Committeenageting at which he or she has been
or is seeking to be proposed as a hominee.

(d) Issuance of Stock.the Board of Directors has given general auttation for the issuance of stock providing for stablishing a
method or procedure for determining the maximum lnemof shares to be issued, a committee of thedBafaDirectors, in accordance with
that general authorization or any stock optiontbeoplan or program adopted by the Board of Daes;tmay authorize or fix the terms of
stock subject to classification or reclassificatéord the terms on which any stock may be issuetyding all terms and conditions requirec
permitted to be established or authorized by ther8of Directors. Any committee so designated mayrase the power and authority of the
Board of Directors if the resolution that desiguatiee committee or a supplemental resolution otbard of Directors shall so provide.
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Section 3.02 Conduct of Business.

(a) ProceduresThe chairman of each committee shall determingtbeedural rules for meeting and conducting thenass of the
committee, except as otherwise required by thesawBy applicable law or a resolution of the Boatrdwectors.

(b) Quorum; Committee Actio majority of the members of a committee shall ¢tate a quorum unless the committee shall consist
of one or two members, in which case one memb#reotommittee shall constitute a quorum. If a quoisi present, the action of the
majority of committee members present shall camtithe action of the committee unless the connag®f a greater proportion is required
for such action by the MGCL or other applicable |éwe Charter of the Corporation, these BylawserBoard of Directors.

(c) Committee Meeting®egular meetings of committees shall be held dt pileace or places, on such date or dates, anchttisne or
times as shall have been established by the Bddddrectors or the committee and publicized amohgn@mbers of the committee. A writt:
notice of a regular committee meeting shall notdspiired. The chairman of a committee or any twonivers of the committee (if there are at
least two members of the committee) may call andhié time and place of any special meeting ofrarodtee. Notice of special meetings «
committee shall be given in the same manner asefiir special meetings of the Board of Directors.

(d) Participation in Committee Meetings by Conferene&phoneMembers of a committee of the Board of Directory marticipate in
a meeting of the committee by means of confereslephone or other communications equipment if @spns participating in the meeting
can hear each other at the same time. A Direcparscipation in a meeting by these means shabtitrte his or her presence at the meeting.

(e) Action without a MeetingAny action that is required or permitted to be také any meeting of a committee may be taken withou
meeting if a consent in writing or by electroniaiismission to such action is given by each memiotreccommittee and is filed with the
minutes of proceedings of such committee.

(f) AdjournmentAny regular or special meeting of a committee tloaf8l of Directors may be adjourned from time toetiny the
chairman of the committee or a resolution apprdwed majority of the members of the committee torevene at the same or some other
place, and no notice need be given of any sucluata meeting other than an announcement madepaiborto the time of adjournment.

Avrticle 4. Officers

Section 4.01 Generally.

(a) Offices; Election and Appointmenithe officers of the Corporation shall include a&tixecutive Officer, a President, a Secretary, a
Chief Financial Officer/Treasurer, one or more YRmesidents, and such other officers as the Boarddaem necessary or desirable. The
officers of the Corporation shall be elected anlyua the Board of Directors, except that the CligEcutive Officer may from time to time
appoint one or more Senior Vice-Presidents, Viaesidents, Assistant Vice-Presidents, Assistantebaies or Assistant Treasurers, in each
case subject to the ratification of such appointméy the Board of Directors no less frequentlynthanually. Any two or more offices exct
President and Vice-President may be held by thesadividual.

(b) Tenure Each officer shall hold office until his or her sessor is elected and qualifies or until his ordeath, or his or her
resignation or removal in the manner hereinaftevioed.

(c) RemovalAny officer of the Corporation may be removed, wothwithout cause, by the Board of Directors iftgyjudgment the best
interests of the Corporation would be served therbbt such removal shall be without prejudicelte tontract rights, if any, of the
Corporation and the person so removed. The BoaBrettors may authorize any officer to remove sdbwate officers.
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(d) ResignationAny officer of the Corporation may resign at armei by giving written notice of his or her resigoatio the Board of
Directors, the Chairman of the Board, the Presidemiie Secretary. Any resignation shall take éffi@enediately upon its receipt or at such
later time as is required by any contract betwéerofficer and the Corporation, or if no such caatexists, as is specified in the notice of
resignation. The acceptance of a resignation slealbe necessary to make it effective unless ofiserstated in the resignation. Such
resignation shall be without prejudice to the cacitrights, if any, of the officer and the Corpaat

(e) Interim Appointments; Vacancids. the event of a vacancy in any office, the Baafr@®irectors may fill such vacancy for the bala
of the term. In the absence or incapacity of arfigerf, the Board of Directors may designate anofiegson to fill such office on an acting
basis.

(f) Powers and DutiesAll officers shall each have such powers and dwtgeare specified in or assigned pursuant to thisla 4.

Section 4.02 Chief Executive OfficerSubject to the control of the Board of Directohe Chief Executive Officer shall have general
supervisory power and authority over the policied affairs of the Corporation, the management amisight of the administration and
operation of the Corporation’s business, and sticaraluties, powers and authorities as are provitdaese Bylaws, or as are from time to
time assigned by the Board of Directors, or asuatally incident to the office of Chief Executivéfier. The Chief Executive Officer shall
also see that all orders and resolutions of thedofDirectors and of any committee thereof angied into effect, and shall preside over
each meeting of the stockholders unless the Bdabdrectors has designated another person to parfarch functions. The person who is
Chief Executive Officer may also serve as the Ghair of the Board and/or the President.

Section 4.03 PresideniThe President shall have such duties as are prbwidénese Bylaws or as are from time to time mayassigne
by the Board of Directors or the Chief Executivdi€afr. In the absence of the Chief Executive Offigeif one is not elected, the President
shall perform the duties and exercise the functafrthe Chief Executive Officer unless the Boardifectors has designated another person
to perform such duties and exercise such dutiedaradions.

Section 4.04 SecretaryThe Secretary shall issue notices of meetings| kbap the minutes of the Corporation, shall hawarge of the
seal and the corporate books, shall sign or cosigtessuch instruments as require his or her sigaasihall maintain and preserve the Charter
and Bylaws of the Corporation and the proceedirigegular and special meetings of the stockholdesthe Board of Directors, and shall
have such other duties, powers and authoritieseagravided in these Bylaws, or as are from timgn@ assigned by the Board of Directors
or the Chief Executive Officer, or as are usuatlgident to the office of Secretary. The Secretatyen present, shall act as Secretary of each
regular and special meeting of the Board of Direcand of the stockholders unless the Board ofdiurs or the Chief Executive Officer
designates another person to perform such dut$uactions.

Section 4.05 Chief Financial Officer/TreasurerThe Chief Financial Officer/Treasurer shall havarge of all monies and securities
the Corporation, other than monies and securifieayp division of the Corporation which has a tigas or chief financial officer appointed
by the Board of Directors, and shall keep regutaokds of account. The Chief Financial Officer/Treaswshall deposit the funds of the
Corporation in the name of the Corporation withtsbanks or trust companies or other entities aB8tieed of Directors from time to time
shall designate or otherwise approve. The Chiediféial Officer/Treasurer shall sign or countersigoh instruments as require his or her
signature, and shall have such other duties, poarasuthorities as are provided in these Bylawasare from time to time assigned by the
Board of Directors or the Chief Executive Officer,as are usually incident to the office of Chigfdncial Officer/Treasurer.

Section 4.06 Vice-Presidents.he Corporation may have one or more classes d@-RPiesidents, including Executive Vice-Presidents,
Senior Vice-Presidents, Vice-Presidents and Astistece-Presidents. All Vice-Presidents shall haueh duties as are provided in these
Bylaws and as from time to time may be assignethbyBoard of Directors or the Chief Executive Odfic
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Section 4.07 Other OfficersThe Board of Directors may designate and fill satter offices in its discretion and the personslimg
such other offices shall have such powers and pkdibrm such duties as the Board of Directors luefCExecutive Officer may from time to
time assign.

Section 4.08 Action with Respect to Securities oftlder Corporations. Unless otherwise directed by the Board of Diregttire Chief
Executive Officer, or any officer of the Corporatiauthorized by the Chief Executive Officer, shle power to vote and otherwise act on
behalf of the Corporation, in person or by proxyay meeting or otherwise with respect to anyoactif stockholders of any other
corporation in which the Corporation may hold sé@s and otherwise to exercise any and all rigimts powers which the Corporation may
possess by reason of its ownership of securitissiéh other Corporation.

Article 5. Stock

Section 5.01 Certificates of StockExcept as may be otherwise provided by the Boamigfctors, stockholders of the Corporation are
not entitled to certificates representing the shafestock held by them. In the event that the Ga@fion issues shares of stock represented by
certificates, such certificates shall be signedheyofficers of the Corporation in the manner péediby the MGCL and contain the
statements and information required by the MGClLthmevent that the Corporation issues share®ok stithout certificates, the Corporati
shall provide to record holders of such sharesitienrstatement of the information required by M@CL to be included on stock certificats

Section 5.02 Transfers of StocKTransfers of stock shall be made only upon thestearbooks of the Corporation kept at an office of
the Corporation or by transfer agents designatechtsfer shares of the stock of the Corporatiowwelit where a certificate is issued in
accordance with Section 5.06, an outstanding c=atd for the number of shares involved shall reeswlered for cancellation before a new
certificate is issued therefor.

Section 5.03 Record Dates or Closing of Transfer B&s. The Board of Directors may set, in advance, a idate for the purpose of
determining stockholders entitled to notice ofmwote at any meeting of stockholders or deterngistockholders entitled to receive paym
of any dividend or the allotment of any other righir in order to make a determination of stockbddor any other proper purpose. Such
date, in any case, shall not be prior to the ctiddmisiness on the day the record date is fixedshiatl be not more than 90 days and, in the
case of a meeting of stockholders, not less thaaay8, before the date on which the meeting oiquéar action requiring such determination
of stockholders of record is to be held or takerlidu of fixing a record date, the Board of Di@st may provide that the stock transfer books
shall be closed for a stated period but not lonigan 20 days. If the stock transfer books are ddsethe purpose of determining stockholt
entitled to notice of or to vote at a meeting afckholders, such books shall be closed for at [b@stays before the date of such meeting.
record date is fixed and the stock transfer booksat closed for the determination of stockholdé@¥the record date for the determination
of stockholders entitled to notice of or to voteaaheeting of stockholders shall be at the clodmusiness on the day on which the notice of
meeting is mailed or the 30day before the meeting, whichever is the closez ttathe meeting; and (b) the record date for #terchination
of stockholders entitled to receive payment ofvadgind or an allotment of any other rights shalthee close of business on the day on which
the resolution of the Directors, declaring the dénd or allotment of rights, is adopted. When &ueination of stockholders entitled to vote
at any meeting of stockholders has been made a&lprbin this section, such determination shalllgpp any adjournment thereof, except
when the determination has been made through d¢isengl of the transfer books and the stated periatbsing has expired, or when the
meeting is adjourned to a date more than 120 diggrsthe record date fixed for the original meetimgeither of which case a new record date
shall be determined as set forth herein.

Section 5.04 Stock LedgerThe Corporation shall maintain a stock ledger toaitains the name and address of each stockhaoidethe
number of shares of stock of each class that tukisblder holds. The stock ledger may be in wrifam or in any other form which can be
converted within a reasonable time into writtemfdor visual inspection. The original or a dupleatf the stock ledger shall be kept at the
offices of a transfer agent for the particular slasstock or, if none, at the principal executffices of the Corporation.
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Section 5.05 Certification of Beneficial OwnersThe Board of Directors may adopt by resolution@cpdure by which a stockholdel
the Corporation may certify in writing to the Corption that any shares of stock registered in #raanof the stockholder are held for the
account of a specified person other than the stidkh. The resolution shall set forth the classtotkholders who may certify; the purpose
for which the certification may be made; the forficertification and the information to be contairiedt; if the certification is with respect to
a record date or closing of the stock transfer Botie time after the record date or closing ofstieek transfer books within which the
certification must be received by the Corporatiamd any other provisions with respect to the praoedvhich the Board of Directors
considers necessary or desirable. On receipt eftdication that complies with the procedure a@ajplby the Board of Directors in accorda
with this Section, the person specified in theifieation is, for the purpose set forth in the deration, the holder of record of the specified
stock in place of the stockholder who makes théfimation.

Section 5.06 Lost Stock CertificatesThe Board of Directors of the Corporation may daiee the conditions for issuing a new stock
certificate in place of one that is alleged to hbegen lost, stolen, or destroyed, or the Boardi#dbors may delegate such power to any
officer or officers of the Corporation. Any officdesignated by the Board of Directors may direcéw certificate to be issued in place of any
certificate previously issued by the Corporatideged to have been lost, stolen or destroyed upmiking of an affidavit of that fact by 1
person claiming the certificate to be lost, stadenlestroyed. When authorizing the issuance ofnageetificate, an officer designated by the
Board of Directors may, in his or her discretionl @s a condition precedent to the issuance themgiijre the owner of such lost, stolen or
destroyed certificate or the owner’s legal représére to advertise the same in such manner abdlersquire and/or to give bond, with
sufficient surety, to the Corporation to indemritfagainst any loss or claim which may arise assalt of the issuance of a new certificate.

Section 5.07 RegulationsThe issue, transfer, conversion and registratiocedificates of stock shall be governed by sutieot
regulations as the Board of Directors may establish

Article 6. Finance

Section 6.01 Checks, Drafts and Other InstrumentsAll checks, drafts and orders for the payment oheyg notes and other eviden
of indebtedness, issued in the name of the Corliporathall be signed by such officer of the Corgpioraas shall from time to time be
determined by the Board of Directors. In the absefcsuch a determination by the Board of Directalissuch checks, drafts and orders for
the payment of money, notes and other evidencexlebtedness, of the Corporation shall be signeainyytwo of the following officers: the
Chief Executive Officer, the President, the Chigfdnacial Officer/Treasurer, or an Assistant Treasur

Section 6.02 Annual Statement of AffairsThe Chief Executive Officer or the Chief Finand@ficer/Treasurer shall prepare annually
a full and correct statement of the affairs of @eporation, which shall include a balance shedtafinancial statement of operations for the
preceding fiscal year. The statement of affairdl ffeasubmitted at the annual meeting of the stotrkdrs, and within 20 days after the
meeting, placed on file at the Corporation’s priatioffice.

Section 6.03 Fiscal YearThe fiscal year of the Corporation shall be theca2ndar month period ending on December 31staf ea
year.

Section 6.04 DividendsDistributions upon the stock of the Corporatiorlinling dividends, may be authorized by the Bodrd o
Directors and may be paid in money, property otlsteubject to the provisions of the MGCL, any othpplicable law and the Charter of the
Corporation. If a stock dividend or stock splinist considered a distribution under the MGCL, ityrba authorized by the Board of Directors
in accordance with the provisions of the MGCL.
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Section 6.05 LoansNo loans constituting borrowed money shall be aited on behalf of the Corporation and no eviderdce
indebtedness for borrowed money shall be issu@td mame unless authorized by the Board of Direct8uch authority may be general or
confined to specific instances.

Section 6.06 DepositsAll funds of the Corporation not otherwise employtll be deposited from time to time to the creflihe
Corporation in any of depositories as the BoarBio&ctors may designate or approve.

Article 7. Miscellaneous

Section 7.01 Principal Office The principal office of the Corporation in the &taf Maryland shall be located at such place as the
Board of Directors may designate.

Section 7.02 Additional OfficesThe Corporation may have additional offices, inahgda principal executive office, at such places as
the Board of Directors may from time to time detemenor the business of the Corporation may reqdine. principal executive office of the
Corporation shall be 15 W 060 North Frontage R&adr Ridge, lllinois 60527, unless the Board ofdgitors designates a different principal
executive office.

Section 7.03 Facsimile Signature$n addition to the provisions for use of facsinslgnatures elsewhere specifically authorized isd
Bylaws, facsimile signatures of any officer or offis of the Corporation may be used whenever aadthsrized by the Board of Directors
a committee thereof.

Section 7.04 Corporate Seallhe Board of Directors may authorize the adoptiba seal by the Corporation. The seal shall corttzén
name of the Corporation and the year of its incafion and the words “Incorporated Maryland.” TheaBd of Directors may authorize one
or more duplicate seals and provide for the custbdyeof. Whenever the Corporation is permittecequired to affix its seal to a documen
shall be sufficient to meet the requirements of lamy; rule or regulation relating to a seal to plélce word “(SEAL)"adjacent to the signattL
of the person authorized to execute the documebgeabalf of the Corporation.

Section 7.05 Notices.

(a) Notices to the CorporatiorAll notices required to be given to the Corporatitrall be given as provided in these Bylaws or as
required by applicable law. If applicable law oeske Bylaws do not specify the manner of givingg®td the Corporation in a specific
situation, such notice shall be in writing and sbaht by United States mail, personal deliverprivate courier to the Corporation at its
principal executive office, in each case addresséhe Chief Executive Officer and the Secretaryhef Corporation. Unless these Bylaws or
applicable law require otherwise, notices givetht Corporation by personal delivery, private ceudr United States mail and addressed in
the manner specified above shall be effective aplyn actual receipt by the Corporation, and notigesn to the Corporation by telephone,
facsimile transmission, electronic mail or any ottmeans shall be ineffective, whether or not atguakeived by the Corporation.

(b) Other NoticesAll notices required to be given to any stockholakrector, officer, employee or agent of the Cogtion may be
effectively given by personal delivery, private deuor United States mail unless a different mammiaotice is required by these Bylaws,
MGCL, any other applicable law or contract. The @@oation may also effectively give notice to a &twalder, director, officer, employee or
agent of the Corporation by electronic mail or faxfe transmission provided that promptly after thensmission of such notice the
Corporation sends a paper copy of such noticegadhbipient by personal delivery, private courietJaited States mail. All notices to any
stockholder, director, officer, employee or agérallsbe addressed to him, her or it at his, hetsdast known address as the same appears ot
the books of the Corporation. All notices sentriy auch stockholder, director, officer, employe@gent shall be deemed to be given if sent:
(i) by personal delivery when personally delivetedhe intended recipient; (ii) by United Stateslmehen deposited in the United States
mail, properly addressed to the intended recipisith postage thereon prepaid,; (iii) by courier,entdeposited with or delivered to a courier
properly addressed to the intended recipient;kiwglectronic mail, upon transmission of the mesdaghe electronic mail address given by
the intended recipient to the
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Corporation or appearing on its books and recqnasjided that a documentary copy of such notiadde sent to the recipient as provided
herein; and (v) by facsimile transmission, upon plation of the transmission of the message to thmeber given by the intended recipient to
the Corporation or appearing on its books and dscand receipt of a completed answer-back indigatoeipt, provided that a documentary
copy of such notice is also sent to the recipismiravided herein.

Section 7.06 Waiver of NoticeA written waiver of any notice, signed by the cagdmn or a stockholder, director, officer, empleye
agent, whether before or after the time of the ef@nwhich notice is to be given, shall be deeragdivalent to the notice required to be gi
to the Corporation or such stockholder, directfficer, employee or agent. Neither the businessim®purpose of any meeting need be
specified in such a waiver. The attendance of arggn at any meeting shall constitute a waiverotite of such meeting, except where such
person attends a meeting for the express purposigj@tting to the transaction of any business ergtlound that the meeting was not lawfi
called or convened.

Section 7.07 Time Perioddn applying any provision of these Bylaws whichuigs that an act be done or not be done a specifie
number of days prior to an event or that an aatdye during a period of a specified number of gaya to an event, calendar days shall be
used, the day of the doing of the act shall beusled and the day of the event shall be included.

Section 7.08 Control Share Acquisition Opt-outNotwithstanding any other provision of the Chadkthe Corporation or these
Bylaws, Title 3, Subtitle 7 of the MGCL (or any sessor statute) shall not apply to any acquisibpany person of shares of stock of the
Corporation. This section may be repealed, in whol@ part, at any time, whether before or afreaaquisition of control shares and, upon
such repeal, shall, to the extent provided by arrgassor Bylaw, apply to any prior or subsequentrobshare acquisition.

Article 8. Amendments

Section 8.01. AmendmentsThe Board of Directors shall have the exclusive gote adopt, alter, amend, restate or repeal thawByo!
the Corporation. Any adoption, alteration, amendimeastatement or repeal of the Bylaws of the Cafion by the Board of Directors shall
be pursuant to a resolution approved by 2/3 oiftele Board (rounded up to the nearest whole nujnber
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Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference inRbgistration Statement on Form S-8 (Number 333732y of BankFinancial Corporation,
of our reports dated March 8, 2007, with respethé&consolidated financial statements of BankFirerCorporation and management’s
assessment of the effectiveness of internal cootret financial reporting and the effectivenesstdrnal control over financial reporting,
which reports appear in this Annual Report on Faf¥K of BankFinancial Corporation for the year ethdiEcember 31, 2006.

Crowe Chizek and Company LLC

Oak Brook, lllinois
March 14, 2007



Exhibit 31.1

Certification of Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

I, F. Morgan Gasior, certify that:

1. | have reviewed this Annual Report on Forn-K of BankFinancial Corporation, a Maryland corparat

2. Based on my knowledge, this report does notatoriny untrue statement of a material fact or donétate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

3.  Based on my knowledge, the financial statemeamd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4.  The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag @efined in Exchange Act Rules
13e15(f) and 15-15(f)) for the registrant and hav
a) Designed such disclosure controls and procedaresused such disclosure controls and procedotes designed under our

supervision, to ensure that material informatidatmeg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financial réipgr, or caused such internal control over finahaaorting to be designed uni
our supervision, to provide reasonable assuramzgdang the reliability of financial reporting attie preparation of financial
statements for external purposes in accordanceggitlerally accepted accounting princip

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentisisineport our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such
evaluation;

d) Disclosed in this report any change in the tegig’s internal control over financial reportintgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5.  The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatioernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal corver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b)  Any fraud, whether or not material, that invaweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: March 15, 200 / s/ F. Morgan Gasior

F. Morgan Gasio
Chairman of the Board,
Chief Executive Officer and Preside



Exhibit 31.2

Certification of Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act 8002

I, Paul A. Cloutier, certify that:

1. I have reviewed this Annual Report on Forn-K of BankFinancial Corporation, a Maryland corpaat

2. Based on my knowledge, this report does notatoriny untrue statement of a material fact or donétate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

3.  Based on my knowledge, the financial statemeamd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4.  The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag @efined in Exchange Act Rules
13e15(f) and 15-15(f)) for the registrant and hav
a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoies designed under our

supervision, to ensure that material informatidatmeg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financial réipgr, or caused such internal control over finahaaorting to be designed uni
our supervision, to provide reasonable assuramzgdang the reliability of financial reporting attie preparation of financial
statements for external purposes in accordanceggitlerally accepted accounting princip

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentisisineport our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such
evaluation;

d) Disclosed in this report any change in the tegig’s internal control over financial reportintgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5.  The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatioernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal corver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b)  Any fraud, whether or not material, that invaweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: March 15, 200 / s/ Paul A. Cloutier

Paul A. Cloutiel
Executive Vice President and
Chief Financial Officel



Exhibit 32

Certification of Chief Executive Officer and ChiefFinancial Officer
Pursuant to Section 906 of the Sarbanes- Oxley Aof 2002

F. Morgan Gasior, Chairman of the Board, Chief Exiee Officer and President of BankFinancial Cogimm, a Maryland corporation (the
“Company”) and Paul A. Cloutier, Executive Vice fident and Chief Financial Officer of the Compaagch certify in his capacity as an
officer of the Company that he has reviewed thaiahreport on Form 10-K for the year ended Decer3tie2006 (the “Report”) and that to
the best of his knowledge:

1. the Report fully complies with the requirementsSefctions 13(a) or 15(d) of the Securities Exchakgieof 1934; anc

2. the information contained in the Report fairhggents, in all material respects, the financialdétion and results of operations of
the Company

Date: March 15, 200 / s/ F. Morgan Gasior
F. Morgan Gasio
Chairman of the Board, Chief Executive Officer
and Presider

Date: March 15, 2007 / s/ Paul A. Cloutier
Paul A. Cloutiel
Executive Vice President and Chief Financial Offi

A signed original of this written statement reqdit®y Section 906 has been provided to the Compady| be retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon reque:



